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OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

See notes to consolidated financial statements.

2008 2007
OPERATING REVENUES — Sales of electric energy to:
Department of energy $ 18,539,153 $ 14,605,075
~ Spossoring companies 603,273,999 516,757,146
Total operating revenues 621,813,152 531,362,221
OPERATING EXPENSES:
Fuel and emission allowances consumed in operation 340,212,739 300,666,274
Purchased power 17,903,608 14,106,371
Other operation 69,414,118 68,471,855
Maintenance 71,513,450 69,945,403
Depreciation 56,946,744 31,720,198
Taxes — other than income jaxes 0,784,455 8,990,186
Income taxes 1,023,381 907,416
Total operating expenses 566,798,495 494,801,703
OPERATING INCOME 55,014,657 36,554,518
OTHER INCOME 4,714,761 5,252 583
INCOME BEFORE INTEREST CHARGES 59,729,418 41,807,101
INTEREST CHARGES:
Amortization of debt expense 532,119 404,083
Interest expense 54,106,130 36,261,637
Total interest charges 54,638,249 36,665,720
NET INCOME 5,001,169 5,141,381
RETAINED EARNINGS — Beginning of year 2,915,642 2,274 261
CASH DIVIDENDS ON COMMON STOCK (5,500,000) (4,500,000)
RETAINED EARNINGS — End of year $ 2506811 $ 2915642




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

OPERATING ACTIVITIES:
Net income
Ad;mmumemmhmmmmusbwmdbﬂmdm)omwm
Pepreciation
Amortization of dett expase
Defared taxes
Gain on disposal of assets
Gain on macketable securitics
Changes in assets and liabilities:
Acemunts receivable
Puet in storage
Property taxes applicable ta subsaquent years
Emission allowanoes
Refundable federal income taxes

Regulatory Habilities
Oiher Yiabilities

Net cash provided by operating activitins
INVESTNGACTMTIES

Nex cash wsed in investing activities
FINANCING ACTIVITIES:
Isananoe of Senior 2007 Notes
Essvanoe of Senior 2008 Notes
Repayment of Senior 2006 Notes
Bapayrent of Senior 2007 Notes
Repayment of Senior 2008 Notes
Procends from line of credit
Paymenis on line of credit
Dividends on conmon $%ck

Met cash provided by tinancing activicies
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH BQUIVALENTS — Beginning of year
CASH AND CASH EQUIVALENTS — End of year

SUPPLEMENTAL DISCLOSURES:
lerest prid

income taxes paid (receivad) — net

Non-cash electric plant additions included in accounts payable at December 3 |
Sce notes to consolidated financial statesnents.

2008 2007
$ 5091169 5 5141381
56946744 31,720,198
532,119 404,083
364,509 783,148
(300,000} (300,000
(638,007) -
(5607947) (7.470,340)
11692,M7 (29,248,030
(2.3%9,883) (1167437
(120,480) {255,120
9,543,838 22,275,&32
- I
849,123 107.85%
(232.007) (32,036)
15,932,270 (18,647 363)
(27835,327) 2 574,798
(22,535,520) 10,700,986
2,080,981 11,044,690
2,143,148 652,983
4,054,237 443272
(21,226 286) 23,772,209
34,969 007 (1,433.900)
61,943,905 54,046,576
(435,783,038) (232,025,190
24,286,124 .
(76 871,172) .
100,000 300,000
488.068,086)  (231,725,190)
- 300,000,000
350,006,000 -
(3.250.954) (2763217
(13,345,479) -
{9463 928) {(2603856)
{4,833,6%7) (3397.953)
100,000,000 160,000,000
(50,000,000)  (210,000,000)
{5,500,000) {4,500,000)
363,605 952 226,734,954
(62.518,229) 49,056,340
107,694 495 59,638,155
$ 45176266 3 107694495
$ 49379338 5 35392737
$  (710819) §  T947L
§ 63225054 3 20261593




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOULIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Consolidated Fimancial Statements — The consolidated financial statements include the accounts of
Ohio Valley Electric Corporation (OVEC) and its wholly owned subsidiary, Indiana-Kentucky Electric
Corporation (IKEC), collectively, the “Companies.” All intercompany transactions have besn eliminated
in consolidatiot.

Organization — The Companies own two generating stations located in Ohio and Indiana with a
combined electric production capability of approximately 2,256 megawatts. OVEC is owned by several
investor-owned utilities or utility holding companies and an affiliate of a generation and fransmission rural
electric cooperative. These entities and their affiliates comprise the Sponsoring Companies. The
Sponsoring Companies pm-chase power from OVEC according to the terms of the Inter-Company Power
Agreement (ICPA), which in 2004 was extended for an additional 20 years from March 13, 2006 to
March 13, 2026. Approximately 30% of the Companies® employees are covered by a collective bargaining
agreement that expires August 31, 2011.

Rate Regulation — The proceeds from the sale of power to the Sponsoring Companies are designed to be
sufficient for QVEC to meet its operating expenses and fixed costs, as well as earn a return on equity
before federal income taxes. In addition, the proceeds from power sales are designed to cover debt
amortization and interest expense associated with financings. The Companies have continued and expect
to continue to operate pursuant to the cost plus rate of return recovery provisions at least to March 13,
2026, the date of termination of the ICPA.

Statement of Financial Accounting Standards (SFAS) No. 71, Accounting for the Effects of Certain Types
of Regulation, provides that rate-regulated utilities account for and report assels and labilities consistent
with the economic effect of the way in which rates arc cstablished, if the rates established are designed to
recover the costs of providing the regulated service and it is probable that such rates can be charged and
collected. The Companies follow the accounting and reporting requirements of SFAS No. 71. Certain
expenses and credits subject to utility regulation or rate determination normally reflected in income are
deferred on the accompanying cansolidated balance sheets and are recognized in income as the related
amounts are included in service rates and recovered from or refunded to customers.




QHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 20607

The Companies’ regulatory assets, liabilities, and amounts authorized for recovery through Sponsor
billings at December 31, 2008 and 2007, were as follows:

2008 2007

Regulatory asscts:

Current assefs -— income taxes billable to customers $ 1,034148 § -
Other assels:
Asset retirement costs 14,642,782 16,102,473
Unrecognized postemployment benefits 2,236,997 2,222,600
Deferred depreciation 27,047,875 38,643,429
Pension benefits 27,261,510 -
Total 71,189,164 56,968,502
Total regulatory assets $72,223312  $56,968,502
Regulatory liabilities:
Current liabilities:
Deferred credit — EPA emission allowance proceeds $ 1,577,431 $ 893,770
Advance collection of interest 2,652,969 1,884,902
Fuel related settlement - 2,335,661
Total 4,230,400 5,114,333

Other liabilities:

- Postretirement benefits 13,670,062 18,947.629
Pension benefits - 16,050,249
Tnvestment tax credits 3,393,146 3,393,146
Net antitrust settlement 1,823,929 1,823,929
Income taxes refundable to customers 47,070,877 48,834,534

Total 65,958,014 89,049,487
Total regulatory labilities $70,188,414 $94,163.820

Reguintory Assets — Regulatory assets consist primarily of deferred depreciation, asset retirement cost,
and pension benefits. Deferred depreciation is recovered over the life of the debt that was used to fund the
related plant additions. The Companies follow the sinking fund depreciation method for ratemaking
purposes, and the difference between straight-line depreciation and the debt principal payments billed to
customers is recorded as deferred depreciation. With the exception of income taxes billable to customers,
which will be recovered during 2009, other regulatory assets are being recovered on a lopg-lerm basis.

Regulatory Liabilities — The regulatory liabilities classified as current in the accompanying
consolidated balance sheets represent emission allowance suction proceeds, a gain on a fuel related
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OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

settlement, and interest expense collected from customers in advance of expense recognition. These
amounts outstanding will be credited to customer bills during 2009. Other regulatory liabilities consist
primarily of income taxes refundable to customers, postretirement benefits, and pension benefits, Income
taxes refundable to customers are credited to customer bills in the period when the related deferred tax
assets are realized. The Companics’® current ratemaking policy recovers pension expense in an amount
equal to plan contributions and postretirement benefits in an amount equal to service cost As a result,
related regulatory liabilities are being credited to customer bills on a long-term basis. The remaining
regulatory liabilities are awaiting credit to customer bills in a future period that is yet to be determined.

Cash and Cash Equivalents — For purposes of these stalements, the Companies consider temporary
cash investments to be cash equivalents since they are readily convertible into cash and have original
maturities of less than three months.

Electric Plant — Property additions and replacements are charged to utility plant accounts. Depreciation
expense is recorded at the time property additions and replacements are bilied to customers or at the date
the property is placed in service if the in-service date occurs subsequent to the customer billing. Customer

~ billings for construction in progress are recorded as deferred revenue-advances for construction. These
amouats are closed to revenue at the time the related property is placed in service. Deferved depreciation,
deprectation expense, and accumulated depreciation are recorded when financed property additions and
replacements are recovered over & period of years through customer debt retirement billing. All
depreciable property will be fully billed and depreciated prior to the expiration of the ICPA. Repairs of
property are charged to maintenance expense.

Fuel in Storage, Emission Allowances, and Materials and Supplies — The Companies mzintain coal,
reagent, and oil inventories for use in the generation of electricity and emission allowance inventories for
regulatory cowpliance purposes due to the generation of electricity. These inventories are valued at
average cost. Malerials and supplies consist primarily of rcplacement parts necessary to maintain the
generating facilities and are valued at average cost.

Long-Term Investments — Long-term investments consist of marketable securities that are held for the
purposé of funding postretirement benefits. These securities have been classified as trading securities. Due
to tax limitations, the amounts held in this portfolio have not yet been transferred to the Voluntary
Employee Benefictary Association trusts (see Note9). Long-term investments primarily consist of
municipal bonds and money market mutual fund investments. Net unrealized gains recognized during
2008 on securities still held at the balance sheet date were $638,007.

Unamortized Debt Expense — Unamortized debt expense relates to loan origination costs incurred to
secure financing. These costs are being amortized over the life of the related loans.

Asset Retirement Obligations and Asset Retirement Costs — The Companies recognize the fair value
of legal obligations associated with the retirement or removal of long-lived asscis at the time the

obligations are incurred and can be reasonably estimated. The initial recognition of this liability is
accompanied by a corresponding increase in depreciable electric plant. Subsequent to the imitial
recognition, the liability is adjusted for any revisions to the expected value of the retirement obligation
{with corresponding adjustments to clectric piant) and for accretion of the liability due to the passage of
time.
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OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

12

‘These asset retirement obligations are primarily related to obligations associated with fature asbestos

abatement at certain generating stations and certain plant closure costs. As of December 31, 2008 and
2007, the Companies had a regulatory asset of $14.6 million and $16.1 million, respectively, related to
asset retiremaent obligations.

Balance — December 31, 2006 $30,399,555
Accretion 1,823,973
Balance — December 31, 2007 | 32,223,528
Accretion 1,938,865
Balance — December 31, 2008 $34,162,393

The Companies do not recognize liabilities for asset retirement obligations for which the fair value cannot
be reasonably estimated. The Companies have asset retirement obligations associated with transmission
assets and river structures at certain gemerating stations. However, the retirement date for these assets
cannot be determined; therefore, the fair value of the associated liability currently cannot be estimated and
no amounts are recognized in the consolidated financial statements herein.

Use of Estimates — The preparation of consolidated financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make estimates and

~ assumptions that affect the reported amouats of assets and lisbilities and disclosure of contingent assets

and liabilities at the date of the consolidated financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

RELATED-PARTY TRANSACTIONS

- Transactions with the Sponsoring Companies during 2008 and 2007 included the sale of all generated

power to them, the purchase of Arranged Power from them and other wutility systems in order to meet the
Department of Energy’s power requirements, contract barging services, railcar services, and minor
transactions for services and materials. The Companies have Power Agreements with Louisville Gas and
Electric Company, Duke Energy Ohio, Inc., The Dayion Power and Light Company, Kentucky Utilities
Company, Ohio Edison Compeny, and American Electric Power Service Corporation as agent for the
American Flectric Power System Companies; and Transmission Service Agreements with Louisville Gas
and Electric Company, Duke Energy Ohio, Inc., The Dayton Power and Light Compary, The Toledo
Edison Company, Ohio Edison Company, Kentucky Utilities Company, and American Electric Power
Service Corporation as agent for the American Electric Power System Companies.

In September 2006, the Companics sold two transformers and associated equipment to Duke Energy

. Ohio, Inc. for a total maximum purchase price of $3 million, which subject to the terms of the asset

purchase agreement, is payable in equal annual installments over ten years. The purchase price is
contingent on the performnance of the transformers, and as such, no receivable has been recognized in the
accompanying consolidated balance sheets. In 2008, the Companies were informed that one of the
transformers failed, and as such, no further payments from Duke Energy Ohio, Inc. are anticipated.




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

At December 31, 2008 and 2007, halances due from or to the Sponsoring Companies are as follows:

2008 2007
Accounts receivable © $31,663,608 $23,136,138
Accounis payable - 1,352,250

~ American Electric Power Company, Inc. and a subsidiary company owned 43.47% of the common stock
of OVEC as of December 31, 2008. The following is a summary of the principal services received flom
the American Electric Power Service Corporation as authorized by the Companies’ Boards of Directors:

2008 2007
General services , $ 2,198,238 $ 24738
Specific projects 21,274,966 10,623,636
Total $23,473,204  $13,097,4%

General services conmsist of regular recurring operation and maintenance services. Specific projects
primarily represent aonrecurring plant construction projects and engineering studies, which are approved
by the Companies’ Boards of Directors. The services are provided in accordance with the service
agreement dated December 15, 1956, between the Companies and the American Electric Power Service
Corporation.

3. COALSUPPLY

The Companies have coal supply agreements with certain nonaffiliated companies that expire at various
dates from the year 2009 through 2017. Pricing for coal under these contracts is subject to contract

- provisions and adjustments. The Companics currently have approximately 100% of their 2009 coal
requirements under long-term agreements of one year or greater.

4. INVENTORIES

Inventories, net of reserves, at December 31, 2008 and 2007, consist of the following:

2008 2007
~ Fuel in storage — at average cost $52,220,614 $63,913,331
Materials and supplies — at average cost 19,223 210 16,863,327
Emission allowances : 2,244,126 11,787,964

Total inventories ' $73.687.950  $92,564,622
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OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBSER 31, 2008 AND 2007

S. ELECTRIC PLANT
Electric plant at December 31, 2008 and 2007, consists of the following:

2008 2007
Intangible $ 26,564 $ 26,564
Steam production plant 1,152,457,582 1,130,722,161
Transmission plant 60,191,487 72,211,888
General plant 24,954,040 9,236,262

1,237,629,673 1,212,196,873

Less accumulated depreciation 907,307,285 865,927,293

330,322,388 346,269,582
Construction in progress 767,848,855 316,560,056
Total electric plant $1,098,171,243 $_ 662,829,618

6. BORROWING ARRANGEMENTS AND NOTES

OVEC has an unsecured bank revolving line of credit agreement with a borrowing limit of $200 million
as of December 31, 2008. The $200 million line of credit has an expiration date of August 4, 2010. At
December 31, 2008 and 2007, OVEC had borrowed $50 and $0 million, respectively, under this line of
credit. Interest expense related to line of credit barrowings was $255,699 in 2008 and $3,051,247 in 2007.
During 2008 and 2007, OVEC incurred annual commitment fees of $343,729 and $288.736, vespectively,
based on the borrowing limits of the line of credit.
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OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

7. LONG-TERM DEBT

The following amounts were outstanding at December 31, 2008 and 2007:

interest
Rate 2008 2007
Senior 2006 Notes due February 15, 2026 580% $ 413,013,87¢ $426,359,355
Senior 2007 Noies:
Tranche A due February 15, 2026 5.90 190,703,342 196,990,760
Tranche B due February 15, 2026 550 48,021,572 49,611,288
Tranche C due February 15, 2026 590 48,407,206 50,000,000
Senior 2008 Notes:
Tranche A due February 15, 2026 592 48,780,045 -
Tranche B due February 15, 2026 671 147,157,899 -
Tranche C due February 13, 2026 6.7 149,228,369 -
Total debt 1,045,318,30% 722,961,403
Current portion of long-term debt 35,453,528 22,809,408
Total long-term debt $1,009,864.781  $700,151 995

During 2007, OVEC issued $300 million unsecured senior notés (Semior 2007 Notes) in private
placemenis in three tranches. The $200 million Tranche A notes were issued in June 2007, the $50 niillion
Tranche B notes were issued in September 2007, and the $50 million Tranche C notes were issued in
December 2007.

During 2008, OVEC issued $350 million unsecured semior motes (Semior 2008 Notes) in private
placements in three tranches. The $50 million Tranche A notes were issued in March 2008, the
$150 million Tranche B notes were issued in June 2008, and the $150 million Tranche C notes were
issued in August 2008.

The annual maturities of long-term debt as of December 31, 2008, are as follows:

2009 $ 35,453,528
2010 37,642,055
2011 39,966,243
2012 42,404,535
2013 : 45,055,902
2014-2026 844,796,046

Total $1,045,318,309
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OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

3.  INCOME TAXES

OVEC and IKEC file a consolidated federal income tax return. The effective tax rate varied from the
statutory federal income tax rate due to differences between the book and tax treatment of various
transactions as follows:

2008 2007
Income tax expense at 35% statutory rate $ 2.140,093 3 2117,079
State income taxes net of federal benefit 66,042 53,707
Temporary differences flowed through to customer bills (1,218,762)  (1,274,392)
Permanent differences 36,008 10,022
Income: tax provision $ 1,023 381 3 907416
Effective tax rate 16.7 % 15.0 %
Components of the income tax provision were as follows:
2008 2007
Current incom (ax expense $ 977761  $125036
Deferred income tax expense 45,620 782,380
Total income {ax provision $1.0623,381 £907,416

OVEC and IKEC record deferred tax assets and Liabilities based on differences between book and tax

- basis of assets and liabilities measured using the enacted tax rates and laws that will be in effect when the
differences are expected to reverse. Deferred tax assets and liabilities are adjusted for changes in tax rates.
The deferred tax assets recorded in the accompanying consolidated balance sheets consist primarily of the
net deferred taxes on depreciation, postretirement benefits obligation, net operating loss carryforwards,
asset retirement obligations, regulatory assets and regulatory liabilities. ,

To the extent that the Companies have not reflected credits in customer billings for deferred tax assets,
they have recorded a regulatory Liability representing income taxes refundable to customers under the
applicable agrecments among the parties. The liability was $47,070,877 at December 31, 2008, and
$48,834,534 at December 31, 2007.
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OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

- Defierred tncome tax assets (liabilities) consisted of the following at December 31, 2008 and 2007:

2008 2007
Deferred tax assets:
Deferred revenne — advances for construction $ 9619159 § 8,942,781
Federal net operating loss carryforwards 4,456,189 22,341,256
State net operating loss carryforwards 39,212 273,971
AMT credit carryforwards 2,532,919 1,505,920
Postretirement benefit obligation 20,445,933 13,374,669
Pengion liability 9,832,499 10,113,109
Postemployment benefit obligation 806,825 808,337
Asset retirement obligations 12,321,464 11,719,375
Miscellaneous accruals 2,649,351 2,834,718
Regulatory liability — postretirement benefits 4,930,427 6,891,063
Regulatory liability — investment tax credits 1,223,817 1,234,053
Regulatory liability — net antitrust settlement 657,843 663,345
Regulatory liability — income taxes refundable to customers 16,977,211 17,621,791
Total deferred tax asscts 86,492 849 98,324,388
Deferred tax liabilities:
Regulatory asset — income taxes billable to customers (361,952) -
Prepaid expenses (582,702) (576,140)
Electric plant (21,120,348} (34,610,360}
Regulatory asset — pension benefits (9,832,499) (5.837,815)
Regulatory asset — unrecognized postemployment benefits (806,825) (808,337)
Regulatory asset — asset retirement costs {5,281,261) {5,856,308)
Total deferred tax liabilities (37,985,587) (47,688,960)
Deferred income tax assets (liabilities) $ 48,507,262 $ 50,635,428

The Corapanies had federal income 1ax net operating loss carryforwards (NOLs) of $12.7 million as of
December 31, 2008. These federal income tax NOLs result in part from accelerated depreciation methods
for property, plant and equipment for income tax reporting purposes. The Companies also have alternative
minimum tax (AMT) credit carryforwards of approximately $2.5 million, which are not limited by
expiration dates. Management periodically assesses the need for a valuation aHowance on deferred tax
assets. As of December 31, 2008 and 2007, management believes that realization of the Companies’
deferred tax assets is more likely than not.

In July 2006, the Financial Accounting Standards Board issued Interpretation No. 48 to clanify the
accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in
accordance with Statement No. 109. Interpretation No. 48 addresses the determination of whether the tax
benefits claimed or expected to be claimed on a tax return should be recarded in the financial statements.
Under Interpretation No. 48, the Companies may recognize the tax benefit from an uncertain fax position
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OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2.

18

only if it is more likely than not that the tax position will be sustained on examination by the taxing
authorities, based on the technical merits of the position. The tax benefits recognized in the financial
statements from such a position are measured based on the Jargest benefit that has a greater than fity
percent likelihood of being realized upon ultimate settlement. Upon adoption of FIN 48, the Companies
have not identified any uncertain tax positions.

The Companies file income tax returns with the Internal Revenue Service and the states of Ohio, Indiana
and the Commonwealth of Kentucky. The Companies are no longer subject to federal tax examinations
for tax years 2004 and earlier. The Companies are no longer subject to states of Ohio and Indiana tax
examinations for tax years 2004 and earlier. The Companies are no longer subject to the Commonwealth
of Kentucky examinations for tax years 2003 and earlier.

PENSION PLAN, OTHER POSTRETIREMENT AND POSTEMPLOYMENT BENEFITS

The Companies have a noncontributory qualified defined benefit pension plan (the Pension Plan) covering
substantially all of their employees. The benefits are besed on years of service and each employee’s

‘highest consecutive 36-month compensation period. Employees are vested in the Pension Plan after five

years of service with the Companies.

Funding for the Pension Plan is based on actuarially determined contributions, the maximuro. 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 (ERISA), as amended. The full cost of the pension
benefits and related obligations has been allocated to OVEC and IKEC in the accompanying consolidated
financial statements. The allocated amounts represent approximately a 54% and 46% split for OVEC and
IKEC, respectively, as of December 31, 2008 and 2007. The Pension Plan’s assets consist of an insurance
contract and investments in equity and debt securities, In the following disclosures, the insurance contract
is treated as a debt security because its long-term yield is tied to the debt markets.

'In addition to the Pension Plan, the Companies provide certain bealth care and life insurance benefits

(Other Postretirement Benefits) for retired employees. Substantially all of the Companies’ employees

- become eligible for these benefits if they reach retirement age while working for the Companies. These

and similar benefits for active employees are provided through employer funding and insurance policies.
In December 2004, the Companies established Vohuntary Employee Beneficiary Association (VEBA)
trusts. The main objectives of the VEBA trusts are to maintain the purchasing power of the cwrent assets
and all future contributions, to have the ability to pay all benefits and expense obligations when due and to
achieve a “funding cushion” to maximize return within prudent levels of risk. The investment horizon for
the Pension Plan and VEBA trusts is greater than five years and the sirategic asset allocation is based on a
long-term perspective.




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

Projected Pension Plan and Other Postretirement Benefits obligations and funded status as of
December 31, 2008 and 2007:

Fonsion Othor Postratinemant
. Plan Bensfits
2000 2007 2008 2007

Change in projectad benefit obligation:
Projected benefit obligation — beginning of year SIS3IST2014  §161,0655647 $ 97431448  S102.541 624
Sexvice cost 3,499,052 4221 650 2,781,098 3219492
. Ierest cost 9,799,772 9243320 6,173,680 5455237
Flan pacticipants’ contribations - - 613,383 585,570
Bencfits paid (7.755,509) (7,499,086} (3.286,320) (3279279)
Net actuarial (gain) loss 9,056,558 (LIABTE) 1242 381 (11,761,744)
pedicare nubsidy - - - 270548
¥xpenses paid from assets {45.200) {40,300) = . -

Projected benefit obligation — end of yaar _168.926.587 151,972,014 104,956.170 97431443
Change i fair value of plan assets:
Fair vatue of plan assets — beginring of year 170,022,263 169,811,906 60,656,532 55395876
Actual renura on plas assets (26,056,370 1,750,243 (728,513 2,760,636
Expenaes paid from assets {45,200 {40,800) - -
Erployer contributions 5,500,000 6,000,000 5,171,937 4923,161
Plan participants’ condributions - . 613,383 5853570
Medicare subsidy - - - 270,848
Benefits paid (7,155.609) (7499,086) (3,286,320 (3279279

Fair value of plan sssets — end of yesr 141665077 £70,022.263 62427019 60,656,532
Funded (nderfunded) status — end of year $(27361510) $_16,050249 $(42520151) $ (36774916

On December 8, 2003, the President of the United States of America signed into law the Medicare
Prescription Drug, Tmprovement and Modemization Act of 2003 (the Act). The Act introduced a
prescription drug benefit to retirees as well as a federal subsidy to sponsors of retiree heaith care benefit
plans that provide a prescription drug benefit that is actuarially equivalent to the bepefit provided by
Medicare. The Companies believe that the coverage for prescription drugs is at least actuarially equivalent
to the benefits provided by Medicare for most current retirees because the benefits for that group
substantiafly exceed the benefits provided by Medicare, thereby allowing the Companies to qualify for the
" subsidy. The Companies” employer contributions for Other Postretirement Benefits in the above table are
net of subsidies received of $0 and $270,548 for 2008 and 2007, respectively. The Companies have
accounted for the subsidy as a reduction of the benefit obligation detailed in the above table. The benefit
obligation was reduced by approximatsly $14.2 and $11.3 million as of December 31, 2008 and 2007.

The accumulated benefit obligation for the Pension Plan was $144,698,788 and $131,992,635 at
December 31, 2008 and 2007, respectively.

Components of Net Periodic Benefit Cost — The Companies record the expected cost of Other
Postretirement Benefits over the service period during which such benefits are eamed.

Pension expense is recognized as amounts are contributed to the Pension Plan and billed to customers.

The accumulated difference between recorded pension expense and the yearly net periodic pension
expense as calculated under SFAS No. 87, Employers’ Accounting for Pensions, is billable as a cost of
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operations under the ICPA when contributed to the pension fund. This accumulated difference has been
recorded as a regulatory asset in the accompanying consolidated balance sheets.

Panslon Other Postretiremant
Plan Bensfits
008 007 2008 2007
Service cost 5 3,899052 § 4,221,650 $ 2781098  $ 3,219492
Interest cost 9,799,772 9,243,320 6,173,680 5,855.237
Expected retum on plan assets (11,049,029  (11,668,332) (2.380,712)  (2.631.976)
Asnortization of prior service cost 531,437 531437 {379,600) (379,000)
Recognized actuarial loss - - (253,945) 126,175
Net periadic benefit cost $ 3180232 § 2328075 $ 5430121 $ 6,189,928
Pension and other postretivement benefits
expense recognized ia the consolidated
statement of income and retained camnings
and billed w0 sponsoring companies under
the ICPA $ 5500000 § 6,000,000 $ 3260000 3219492

Pension Plan and Other Postretirement Benefit Assumptions — Actuarial assumptions used to
determine benefit obligations at December 31, 2008 and 2007, were as follows:

Other
Pension Postretiromont
Plan Banefits
2008 2007 2008 2007
Discount rate 6.10% 650% 390% 650 %
Rate of compensation increase : 4.00 4.00 4,00 4.00

Actuarial assumptions used to determine net periodic benefit cost for the years ended December 31, 2008
and 2007, were as follows:

Other
Pension Postretirement
Plan Benefits
2008 2007 2008 2007
Discount rate 650% 5.90 % 650% 590%
Expected long-term return on plan assets 6.50 100 470 4.70
Rate of compensation increase 4.00 4.00 4.00 4.00

In selecting the expected long-term rate of return on assets, the Companies considered the average rate of
carnings expected on the funds invested or to be invested to provide for plan benefits. This included
considering the Pension Plan and VEBA trusts” asset allocation, as well as the target asset allocations for
the future, and the expected returns likely to be eamned over the life of the Pension Plan and the VEBAs.
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Assumed health care cost trend rates at December 31, 2008 and 2007, were as follows:

2008 2007
Health care trend rate assumed for next year — participants under 65 800% 0.009%
Health care trend rate assumed for next year -~ participants over 65 950 1n2e
Rate to which the cost trend nate is assumed to deoline (the ultimate trond rate) — paticipamts vader 65 5.00 5.00
Rtz to which the cost trend rate is assumed 1o decline (the ultimate trend rate) — participants over 65 5.00 5.00
Year that the rate reaches the ultimate trend rate 2018 2

Assumed heslth care cost trend rates have a significant effect on the amounts reported for the health care
plans. A one-percentage-point change in assumed health care cost irend rates would have the following

effects:
| One-Parcentage One-Porcentage
Pointincrease Point Dacrease
Effect on total service and interest cost £ 1,553,985 $ (1,222,418)
Effect on postiretireruent benefit obligation 16,334,303 (13,014,742)

Pension Plan and Other Postretirement Benefit Assets — The asset allocation for the Pension Plan and
VEBA trusts at December 31, 2008 and 2007, by asset category was as follows:

Pension Plan VEBA Trusis
2008 2007 2008 2007
Asset category: .
Equity securities 24 % 31 % 24 % - %
Debt securities 76 69 76 100

The target asset allocation for the Pension Plan is 30% equity securities and 70% debt securities and for
the VEBA trust is 40% equity securities and 0% debt securities.

Pension Plan and Other Postretirement Benefit Contributions — The Companies expect to contribute
$5,700,000 to their Pension Plan and $6,227,701 to their Other Postretirement Benefits plan in 2009.
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Estimated Future Benefit Payments — The following benefit payments, which reflect expected future
service, as appropriate, are expected to be paid:

Other Postretirement Benefits

With Without
Years Ending Pension Meadicare Meodicare
December 31 Plan Subsidy Subsidy
2009 $ 8,190,118 $ 4,042,701 $ 4,388,179
2010 8,563,310 4,454,986 4,833,964
2011 8,860,448 4,797,783 521,111
2012 9,258,517 5,136,259 5,587,667
2013 9,646,383 5,403,058 5,892,674
Five years thereafter ., 57,038,752 32,929,845 35,939,277

Postemployment Benefits — The Companies follow SFAS No. 112, Employers’ Accounting for
FPostemployment Benefits, and accrue the estimated cost of benefits provided to former or imactive
employees after employment but before retirement. Such benefits include, but are not limited to, salary
continuations, supplemental unemployment, severance, disability (inclading workers’ compensation), job
training, counseling, and continuation of benefits, such as health care and life insurance coverage. The
cost of such benefits and related obligations has been allocated to OVEC and IKEC in the accompanying
consolidated financial statements, The allocated amounts represent approximately a 42% and 58% split
between OVEC and IKEC, respectively, as of December 31, 2008, and approximately a 40% and 60%
split between OVEC and IKEC, respectively, as of December 31, 2007. The liability is offset with a
corresponding regulatory asset and represents unrecognized posiemployment benefits billable in the future
to customers. The accrued cost of such benefits was $2,236,997 and $2,222,600 at DPecember 31, 2008
and 2007, respectively.

Defined Contribution Plan — The Companies have a trustee-defined contribution supplemental pension
and savings plan that includes 401(k) features and is available to employees who have met eligibility
requirements. In 2007, the Companies’ contributions to the savings plan were made in amounts equal to
50% of the employee-participants’ contributions up to 6% of total compensation. In January 2008, the
Companies’ contributions to the savings plan were changed to amounts equal to 100% of the first 1% and
50% of the next 5% of employee-participants’ contributions based upon total compensation. Benefits to
participating employees are based solely upon amounts contributed to the participants’ accounts and
investment earnings. By its nature, the plan is fully funded at all times. The employer contributions for
2008 and 2007 were $1,634,334 and $1,278,249, respectively.

Adoption of SFAS No. 158 — Pension and Other Postretirement Beaefits — The Companics
SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans,
effective December 31, 2007. SFAS No. 158 requires employers to fully recognize the obligations
associated with defined benefit pension plans and other postretirement plans, which inclnde retiree
healtheare, in their balance sheets. Previous standards required an employer to disclose the complete
fuaded status of its plan only in the notes to the financial statements and provided that an employer delay
recognition of certain changes in plan assets and obligations that affected the costs of providing benefits
resulting in an asset or liability that often differed from the plan’s funded status. SFAS No. 158 requires a
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10,

defined benefit pension or postretirement plan sponsor to recognize in its statement of financial position
an asset for a plan’s overfunded status or a liability for the plan’s underfunded status. The effects of the
Companies’ adoption of SFAS No. 158 were as follows:

Bafore After
Application of Application of
SFAS No. 158 Adjustments SFAS No. 158
Pension asset $ 3,671,925 $12,378,324  $ 16,050,249
Postretirement bencfits obligation (40,259,341) 3,524,425 (36,774,916)

The.adjustments detailed in the above table represent the unrecognized actuarial gains and unrecognized
prior service cost for the plans as of December 31, 2007. These amounts were recorded as additions to
regulatory liabilities (see Note 1).

ENVIRONMENTAL MATTERS

Title IV of the 1990 Clean Air Act Amendments required the Companies to reduce sulfur dioxide (SO2)
emissions in two phases: Phasc I in 1995 and Phase II in 2000. The Companies selected & fuel switching

strategy to comply with the emission reduction requirements. The Companies also purchased additional

S02 allowances. The cost of these purchased allowances was inventoried and included on an average cost
basis in the cost of fuel consumed when used. The cost of unused allowances at December 31, 2008 and
2007, was $2,244,126 and $11,787,964, respectively.

Title IV of the 1990 Clean Air Act Amendments also required the Companics to conaply with a nitrogen
oxides (NOx) emission rate limit of 0.84 lb/mmBtu in. 2000, The Companies installed overfire air systems
on all eleven umits at the plants to comply with this limit. The total capital cost of the eleven overfire air
systems was approXimately $8.2 million.

During 2002 and 2003, Ohio and Indiana finalized respective NOx State Implementation Plan (SIP) Call
regulations that required further significant NOx emission reductions for coal-burning power plants during
the ozone control period (May through September). The Companies mstalled selective catalytic reduction
{SCR) systems on ten of its eleven units to comply with these rules. The total capitat cost of the ten SCR
systems was approximately $355 million.

On March 10, 2005, the U.S. EPA sigued the Clean Air Interstate Rule (CAIR) that will require

- significant further reductions of SO2 and NOx emissions from coal-buming power plants. On March 15,

2003, the U.S. EPA also signed the Clean Air Mercury Rule (CAMR) that will require significant mercury

emission reductions for coal-burning power plants. These emission reductions will be required in two

phases: 2009 and 2015 for NOx; 2010 and 2015 for SO2; and 2010 and 2018 for mercury. Ohio and

indiana also subsequently finalized their respective versions of CAIR and CAMR. In response; the

Companies determined that it would be necessary to install flue gas desulfurization (FGD) systems at both

plants to comply with these new rules and have since been conducting the necessary engineering,
permitting, and construction to install these new FGD systems.

in February 2008, the D.C. Circuit Court of Appeals issusd a decision which vacated the federal CAMR
and remanded the rule to the U.S. FPA with a determination that the rule be rewritten under the maximum
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achievable conirol technologies (MACT) provision of Section 112(d) of the Clean Air Act. A group of
electric utilities and the U.S. EPA requested a rehearing of the decision, which was denied by the court.
Following those denials, boih the group of eleciric utilities and the U.S. EPA requested that the
U.S. Supreme Court hear the case. However, in February 2009, the U.S. EPA withdrew its request and the
group of utilities’ request was denied. These actions left the original court decision in place, which
vacated the federal CAMR and remanded the rule to the U.S. EPA with a determination that the rule be
rewritten under the MACT provision of Section 112(d) of the Clean Air Act.

In July 2008, the D.C. Circuit Court of Appeals issned a decision that vacated the federal CAIR and
remanded the rule to the U.S. EPA. In September 2008, the U.S. EPA, a group of electric utilities and
other parties filed petitions for rehearing. In December 2008, the D.C. Circuit Court of Appeals granted
the U.S. EPA’s petition and remanded the rule to the U.S. EPA without vacatur, allowing the federal
CAIR 1o remain in effect while a new rule is developed and promulgated.

In December 2008, the Companies Boards of Directors authorized a delay in construction of the FGD at
the Clifty Creek Plant of at least 18 months due to economic uncertainty in the capital markets.

In March 2009, the Board of Directors of OVEC authorized a delay in the anticipated tie-in of the first
three generating units to the Kyger Creek Plant’s FGD system pending an investigation into the structural
integrity of the two newly constructed jet bubbling reactors, which are major components of the FGD
system. Additional SO2 allowances will be purchased to operate the Clifty Creck and Kyger Creek
generating units to comply with the current environmental emission rules during the delays. The current
cost to complete the new Kyger Creek and Clifty Creek FGD systems and the associated landfills is
estimated not to exceed $1.33 biltion.

DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, Disclosures about Fair Value of Financial Instruments, requires disclosure of the fair
value of certain fnancial instruments. The estimates of fair value under SFAS No. 107 require the
application of broad assumptions and estimates. Accordingly, any actual exchange of such financial
instruments could occur at values significantly different from the amounts disclosed. As cash and cash
equivalents, current receivables, current payables, and line of credit borrowings are all short term in
nature, their carrying amounts approximate fair value. The fair values of the Senior Notes were estimated
using discounted cash flow analyses based on current incremenial borrowing rates for similar types of
borrowing arrangements. '
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The fair values and recorded values of the Senior Notes as of December 31, 2008 and 2007, are as

follows:
2008 2007
Falr Value Recorded Value Failr Value Recorded Value
Senior 2006 Notes $365,930,295 § 413,013,878 $420,070,000 $426,359,355
Senior 2007 Notes 256,988,617 287,138,120 288,450,000 296,602,048
Senior 2008 Notes 324,385,533 345,166,313 - -
Total $947,303,445 $1,045,318, 309 $708,520.000 373_2;961,403

‘1. OPERATING LEASES

OVEC has entered into operating leases to secure railcars for the transportation of coal in connection with
the fuel switching modifications at the OVEC and the YKEC generating stations. OVEC has railcar lease
agreements that extend to as long as December 31, 2025, with options to exit the leases under certain
conditions, :

Future minimum lease payments for operating leases at December 31, 2008, are as follows:

Years Ending

December 31

2009 $ 4,726,988

2010 ‘ 4,758,188

2011 3,356,810

2012 3,266,568
2013 3,254,088
} Thereafter 25,886,781

Totat future mintmum lease payments $45,249,423

7 The anmual lease cost incurred was $4,761,224 and $4,767,379 for 2008 and 2007, respectively.
13. COMMITMENTS AND CONTINGENCIES

The Companies are party in or may be affected by various matters under litigation. Management believes
that the ultimate cutcome of these matters will not have a siguificant adverse effect on either the
Companies’ future results of operation or financial position.

14.  FAIR VALUE MEASUREMENTS

Statement of Financial Accounting Standards No. 157, Fair Value Measurements (SFAS 157), clarifies
the definition of fair value, establishes a framework for measuring fair value, and expands the disclosures
on fair value measurements. The Companies have adopted SFAS 157 and FASB Staff’ Position FAS
No. 157-2, Effective Date of FASR Statement No. 157, effective Janvary 1, 2008. The adoption of
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SFAS 157 for financial instruments as required at January 1, 2008 did not have a material effect on the
Cowpanies” consolidated financial statements; however, the Companies are required to provide additional
disclosure as part of the Companies’ consolidated financial statements. As of December 31, 2008, the
Companies have not adopted SFAS 157 for non-financial assets and non-financial liabilities. However,
the provisions associated with non-financial assets and non-financig] Habilities will be included in the
disclosures in the Companies® 2009 consolidated financial statements, as required, and will not have a
material effect on the Companies® consolidated financial statements,

On October 10, 2008, the FASB issued Staff Position FAS No. 157-3, Fair Value Measurements (FSP
FAS 157-3), which clarifies the application of SFAS 157 in an inactive market and provides an example
to demonstrate how the fair value of a financial asset is determined when the market for that financial
assel is inactive. FSP FAS 157-3 was effective upon issuance, including prior periods for which financial
statements had not been issued. The adoption of this standard as of December 31, 2008 did not have a
material impact on the Companies® consolidated financial statements.

SFAS 157 establishes a three-tier fair value hierarchy, which priaritizes the inputs used in measuring fair
value. These tiers include: Level 1, defined as observable inputs such as quoted prices in active markets;
Level 2, defined as inputs other than quoted prices in active markets that are either directly or indirectly
observable; and Level 3, defined as unobservable inputs in which little or no market data exists, therefore
requiring an entity to develop its own assumptions.

As of December 31, 2008, the Companies held certain assets that are required to be measured at fair valne
on a recurring basis. These consist of investments recorded within cash and cash equivalents. The
investroents consist of money market mutual funds and debt securities. Changes in the observed trading
prices and liquidity of money market funds are monitored as additional support for determining fair value,
and losses are recorded in earnings if fair value falls below recorded cost.

Assets measured at fair value on a recurring basis subject to the disclosure requirements of SFAS 157 at
December 31, 2008, were as follows:

Fair Value Measurements at
Reporting Date Using
Quoted Prices  Significant
in Active Other Significant
for Market Qbservable Unohservable
identical Assets Inputs inputs

(Level 1) {Love} 2) {Level 3)
Cash equivalents 3 - $45,118,305 $ -
Marketable securities $ - $53,609,545 $ -

15. NEW ACCOUNTING STANDARDS

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financiol Assets and
Financial Liabilities including an amendment of FASB Statement No. 115. This statement permits entities
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to choose to measure many financial instruments and certain other items at fair value. The election is
made on an instrument-by-instrument basis and is irrevocable. If the fair value option is elected for an
instrument, SFAS 159 specifies that all subsequent changes in fair value for that instrument shall be
reported in camings. The objective of the pronouncement is to improve financial reporting by providing
entities with the opportunity to mitigate volatility in reported eamings caused by measuring related assets
and liabilities differently without having to apply complex hedge accounting provisions. This statement is
effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007, and was
adopted by the Companies on January 1, 2008. There was no impact on the Companies’ financial position
and cesulis of operations, becanse the Companies made no fair value elections upon adoption.

On December 30, 2008, the FASB issued FSP FAS 132(R)-1, which amends Statement of Financial
Accounfing Standards No. 132(R), Emplayers’ Disclosures About Pensions and Other Postretirement
Benefits — an amendment of FASB Statements No. 87, 88, and 106, to require more detailed disclosures
about employers’ plan assets, including employers’ invesiment strategies, majot categories of plan assets,
concentrations of risk within plan assets, and valuation techniques used to measure the fair value of plan

assets. The disclosure requirements of FSP FAS 132(R)-1 will be effective for the Companies for the year
ended December 31, 2009.

AR EENE
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Ohio Valley Electric Corporation:

We have audited the accompanying consolidated balance sheets of Qhio Valley Electric Corporation and
subsiliary company (the Companies), as of December 31, 2008 and 2007, and the relaied consolidated
statements of income and retained earnings and cash flows for the years then ended. These consolidated
financial statements are the responsibility of the Companies’ management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. An audit includes consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
- circumstances, but not for the purpose of expressing an opision on the effectiveness of the Companies’ internal
controt over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on
a test hasis, evidence supporting the amounts and disclosures in the consolidated financial statements, assessing
the accounting principles used and significant estimates made by management, as welil as evaluating the overall
financial statement presentation. We believe that our andits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of the Companies as of December 31, 2008 and 2007, and the results of their operations and their cash
flows for the years then ended in conformity with accounting principles generally accepted in the United States
of America.

As discussed in Note 9 to the consolidated financial statements, the Companies changed their method of
accounting for defined benefit pension and other postretirement plans in 2007.

Deloitte & Touche LLP

DM *ML‘L_P

Cincinnati, Ohio
March 27, 2000
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OVEC PERFORMANCE—A 5-YEAR COMPARISON

Net Generation (MWh)
Encrgy Sales (MWh) to:
DOE
Sponsors
Maximun Demand (MW) by:
DOE
Sponsors
Woighted Average
Demaind (MW):
DOE Operating Level

Power Coststo:
DOE

Sponsors
Average Price (MWh):
DOE
Sponsors _
Operating Revenues
Operating Expenses
Cost of Fuel Consumed
Taxes (federal, state, and local)
Payroll
Fuel Bumned (tons)

Heat Rate (Btu per kWh,
net generation)

Unit Cost of Fuel Bumed
(per mmBtwy)

Unit Availability {percent)
Power Use Factor (percent)

Employees (year-end)

2008 2007 2006 2005 2004
15,260,029 15,109,836 16,468,342 16,638,497 15,810,465
270369 256,613 246,371 251,375 262,944
15,026,497 14,918,727 16,226,777 16,254,716 15,455,340
42 41 37 45 46
2,216 2,233 2,300 2.2¢1 2,257
3l 29 28 20 - 30
$18,519,154 $14,605,000 $15.445.000 $14.520,000 $9,696,000
$605,354,979 $527,516,000 $509,024,000 $458.345.000 $377,392,000
$635T0 $56.915 $62.689 $57.764 $36.876
$40.286 $35.359 $31.369 $28.198 $24.418
$621,313,000 $531,362,000 $523,927,000 $468,546,000 $406,283,000
$566,798,000 $494,808,000 $494,893,000 $442,420,000 $380,972,000
$349,213,600 $300,666,000 §318,762,000 $287,093,000 $218,917,000
$10,308,000 $9,898,000 $9,457,000 $7,735.000 £9,699,000
$53,694,000 - $49.977,000 $47,561,000 $46,447,000 $45,396.000
7.891,440 7,647,397 7.820,516 7632857 7510373
16,236 10,130 10,053 0978 10,076
s1a $1.95 $1.95 $1.73 $1.37
852 85.0 £3.8 £8.0 87.6
96.39 96.92 98.06 99,54 97.19
817 47 748 749 742
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Annex 2

Ohio Valley Electric Corporation

And Subsidiary

Indiana-Kentucky Electric Corporation

Consolidating Balance Sheets—March 31, 2009-Unaudited-and December 31, 2008
Consolidating Statements of Income and Retained Earnings Year

to Date-March 31, 2009 and 2008-Unaudited
Consolidating Statements of Cash Flows Year to Date-March 31, 2009 and 2008—Unaudited




OHIO VALLEY ELECTRIC CORPORATION

AND SUBSIDIARY COMPANY

CONSOLIDATING BALANCE SHEETS - MARCH 31, 2009-UNAUDITED AND DECEMBER 31, 2008

CONSOLIDATING STATEMENTS OF INCOME AND RETAINED EARNINGS
YEAR TO DATE - MARCH 31, 2009 AND 2008-UNAUDITED

CONSOLIDATING STATEMENTS OF CASH FLOWS
YEAR TO DATE - MARCH 31, 2009 AND 2008-UNAUDITED




CONSOLIDATING BALANCE SHEETS - MARCH 31, 2009-UNAUDITELy AND DECEMBER 11, 2008

CONSOLIDATING STATEMENTS OF INCOME AND RETAINED EARNINGS
YEAR TO DATE - MARCH 31, 2009 AND 2008-UNAUDITED

CONSOLIDATING STATEMENTS OF CASH FLOWS
YEAR TO DATE - MARCH 31, 2009 AND 2008-UNAUDITED

OFFICER'S CERTIFICATION

A review of the affairs and activities of Ohio Valley Electric Corporation and its wholly-owned
subsidiary, Indizna-Kentucky Electric Corporation (the Companies), during the quarters ended
March 31, 2009 and 2008, and Deceraber 31, 2008 has boen made under my supervision, and in my opinion,
the unandited financial statements for these periods present fairly the fisancial conditions of the Companies
a5 of March 31, 2009 and 2008, and December 31, 2008, and the resulis of the operations, thereof,
in accordance with generally accepted accounting principles consistently applied throughout the period. To the
best of my knowledgs and belicf, there ks bezn no Potential Defaslt, Defaul, or Bvend of Defaoli
by the Companies and fhe Conpanies are in compliance with the covenents of the
current debt agreementy.

OBRO VALLEY ELECTRIC CORFORATION and
IMDJANA-KENTUCKY BLECTRIC CORPORATION
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Annex 3

Ohio Valley Electric Corporation

And Subsidiary

Indiana-Kentucky Electric Corporation

Consolidating Balance Sheets—June 30, 2009-Unaudited—and December 31, 2008
Consolidating Statements of Income and Retained Eamnings Year

to Date—June 30, 2009 and 2008—Unaudited
Consolidating Statements of Cash Flows Year to Date~Tune 30, 2009 and 2008—Unaudited




OHIO VALLEY ELECTRIC CORPORATION

AND SUBSIDIARY COMPANY

CONSOLIDATING BALANCE SHEETS - JUNE 30, 2009-UNAUDITED AND DECEMBER 31, 2008

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

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




CONSOLIDATING BALANCE SHEETS - JUNE 20, 2009-UNAUDITED AND DECEMBER 31, 2008

| CONSCLIDATING STATEMENTS OF INCOME AND RETAINED EARNINGS
| YEAR TO DATE - JUNE 3¢, 2009 AND 2008-LINAULATED

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

OFFICER'S CERTIFICATION

A review of the affairs and activities of Ohio Valley Electric Corporation and jts wholly-owned
subsidiary, Indiana-Kentucky Electric Corporation (the Companies), during the quartess ended
June 30, 2009 and 2008, and December 31, 2008 has been made under my supervision, and in my opinion,
the unaudited financial statements for these periods present fairly the financial conditions of the Companies
as of June 30, 2009 and 2008, and December 31, 2008, and the results of the opemiions, thereof,
in aceordance with genemlly accegred accounting principles congistently applied throughont the period. To the
hest of my knowledge and belief, there kag been no Potential Defanlt, Defauli, or Event of Default
by the Companies and the Companies are in compliance with the covenents of the
aurrent debt agreements.

OHIQNALLEY ELECTRIC CORPORATION and

INDIANA-KENTUCKY ELECTRIC CORPORATION
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Appendix B

The Bank of Tokyo-Mitsubishi UFJ, Ltd. (“BTMU™), founded on August 25, 1919, is a
Japanese banking corporation with its head office located in Tokyo, Japan. 1t is a wholly-
owned subsidiary of Mitsubishi UFJ Financial Group, Inc. With over 33,000 employees
world-wide and 792 branches within Japan, BTMU is Japan’s largest bank. BTMU is
also one of the world’s premier financial institutions and is considered one of the top
banks in the world as measured by deposits and loan portfolio and one of the top 10
banks in the world as measured by assets and market capitalization.

In Japan, BTMU provides a wide range of retail, commercial, corporate and investment-
banking services through its network of local branches. Outside of Japan, BTMU also
provides, through its network of overseas branches and agencies, a wide range of banking
and related financial services.

Financial statements for BTMU’s fiscal year ended March 2009 have not vet been
released by BTMU. BTMU has reported limited, unaudited income statement and
balance sheet data in its MUFG Data Sheet for its fiscal year ended March 2009 as
follows: total assets of J¥ 148,971.7 billion (US $1,518.6 billion) and deposits of
J¥100,208.9 billion (US$1,021.5 billion). Net income (loss) for this same period was
reported as (J¥ 366.3 billion (US $3.7 billion)).

For BTMU’s fiscal year ended March 2008, BTMU reported total assets of J¥152,079.2
billion (US $1,519.3 billion) and deposits of J¥115,402.2 billion (US $1,152.9 billion).
Net income (loss) for this same period equaled (J¥ 464.3 billion (US $4.64 billion)),
compared to J¥ 449.9 billion (US $4.5 billion) for the same period the prior year.

All amounts denominated in Japanese Yen above also reflect the United States dollar
equivalent based upon exchange rates in effect as of corresponding reporting dates (i.e.,
as of March 31, 2009, 98.10 Japanese Yen (¥) equaled 1.0000 United States Dollar ($)),
and as of March 31, 2008, 100.10 Japanese Yen (¥) equaled 1.0000 United States Dollar

).

BTMU will provide to anyone, upon written request, a copy of its most recent annual
report, as well as a copy of its most recent quarterly financial report. Requests should be
directed to: The Bank of Tokyo-Mitsubishi UFJ, Ltd., 1251 Avenue of the Americas, New
York, NY, 10020. Attention: Utility Finance Group. This information is also available at
www.bk.mufg.jp.

The information concerning BTMU contained herein is furnished solely to provide
limited introductory information regarding BTMU and does not purport to be
comprehensive. Such information is qualified in its entirety by the detailed information
appearing in the documents and financial statements referenced above.

The delivery of this disclosure information by BTMU shall not create any implication
that there has been no change in the affairs of BTMU since the date hereof, or that the
information contained or referred to in this disclosure information is correct as of any
time subsequent to its date.



http://www.bk.mufg.jp

APPENDIX C

PROPOSED FORM OF OPINION OF BOND COUNSEL

We have examined the transcript of proceedings (the “Transcript”) relating to the
issuance by the Ohio Air Quality Development Authority (the “Issuer”) of $25,000,000
aggregate principal amount of State of Ohio Air Quality Revenue Bonds (Ohio Valley Electric
Corporation Project), Series 2009D (the “Bonds™). The Bonds are being issued for the purpose
of making a loan to assist Ohio Valley Electric Corporation (the “Company™) in the financing of
a portion of the costs of acquiring, constructing and installing certain solid waste disposal
facilities comprising “air quality facilities™ as defined in Section 3706.01 of the Ohio Revised
Code, as more particularly described in the Trust Indenture dated as of August 1, 2009 (the
“Indenture™) between the Issuer and The Huntington National Bank, as trustee (the “Trustee™),
and in the Loan Agreement dated as of August 1, 2009 (the “Agreement™) between the Issuer
and the Company. We have also examined executed counterparis of the Indenture and the Loan
Agreement and a conformed copy of an executed Bond.

Based on such examination, we are of the opinion that, under the law existing on the date
of this opinion:

1, The Bonds, the Indenture and the Agreement are legal, valid, binding and
enforceable in accordance with their respective terms, except that the binding effect and
enforceability thereof are subject to bankruptcy laws and other laws affecting creditors’ rights
and to the exercise of judicial discretion,

2. The Bonds constitute special obligations of the State of Ohio, and the principal of
and interest and any premium on the Bonds and the purchase price thereof (collectively, “debt
charges™) are payable solely from the revenues and other moneys assigned by the Indenture to
secure those payinents, Those revenues and other moneys include the payments required to be
made by the Company under its promissory note (the “Note™) delivered to the Issuer, and
irrevocably assigned by the Issuer to the Trustee, all pursuant to the Agreement. The Bonds do
not constitute a debt or pledge of the faith and credit of the Issuer or the State of Ohio or any
political subdivision thereof, and the holders or owners thereof have no right to have taxes levied
by the General Assembly of the State of Ohio or any political subdivision of the State of Ohio for
the payment of debt charges.

3. The interest on the Bonds is excluded from gross income for federal income tax
purposes under Section 103(a) of the Internal Revenue Code of 1986, as amended (the “Code™),
except interest on any Bond for any period during which it is held by a “substantial user” or a
“related person” as those terms are used in Section 147(a) of the Code. Interest on the Bonds is
not an item of tax preference under Section 57 of the Code for purposes of the alternative
minimum tax imposed on individuals and corporations, The interest on the Bonds, and any
profit made on their sale, exchange or other disposition, are exempt from the Ohio personal
income tax, the Ohio commercial activity tax, the net income base of the Ohio corporate
franchise tax, and municipal, school district and joint economic development district income
taxes in Ohio. We express no opinion as to any other tax consequences regarding the Bonds.




Under the Code, interest on the Bonds is excluded from the calculation of a corporation’s
adjusted current earnings for purposes of the corporate alternative minimum tax, but interest on
the Bonds may be subject to a branch profits tax imposed on certain foreign corporations doing
business in the United States and to a tax imposed on excess net passive income of certain 5
corporations.

In giving the foregoing opinion, we have assumed and relied upon compliance with the
covenants of the Issuer and the Company and the accuracy, which we have not independently
verified, of the representations and certifications of the Issuer and of the Company contained in
the Transcript. The accuracy of certain of those representations and certifications, and
compliance by the Issuer and the Company with certain of those covenants, may be necessary for
the interest on the Bonds to be and to remain excluded from gross income for federal income tax
purposes. Failure to comply with certain requirements with respect to the Bonds (or with similar
requirements with respect to certain other bonds issued by the Issuer substantially at the same
time as the issuance of the Bonds) subsequent to the issuance of the Bonds could cause the
interest on the Bonds to be included in gross income for federal income tax purposes
retroactively to their date of issuance. We have also assumed for purposes of this opinion (i) the
due authorization, execution and delivery by, and the binding effect upon and enforceability
against, the Trustee of the Indenture and (ii) the due authorization, execution and delivery by,
and the binding effect upon and enforceability against, the Company of the Agreement and the
Note.

We express no opinion concerning the letter of credit issued by The Bank of Tokyo-
Mitsubishi UFJ, Ltd., acting through its New York Branch and delivered in connection with the
issuance of the Bonds.

Respectfully submitted,
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In the opinion of Squire, Sanders & Dempsey L.L.P., Bond Counsel, onder existing law (i) assuming continuing compliance
with certain covenants and the accuracy of certain representations, interest on the Bonds is excluded from gross income for federal
income tax purposes, except interest on any Bond for any period during which it is hald by a “substantial user” or a “related person,”
as those terms are used in Section 147(a) of the Internal Revenue Code of 1986, as amended {the “Code™), (ji) interest on the Bonds is
not en item of tax preference under Section 57 of the Code for purposes of the federal alternative minimum tax imposed on
individuals and corporations and (iii) interest on, and any profit made on the sale, exchange or other disposition of, the Bonds are
exempt from the Ohio personal income tax, the Ohio commercial activity tax, the net income base of the Ohio corporate franchise
tax, and municipal, school district and joint economic development district income taxes in Ohio. See TAX EXEMPTION.

$100,000,600
Ohio Air Qnality Development Authority
State of Ohio
Air Quality Revenue Bonds
(Ohio Valley Electric Corporation Project),
Series 2009E

Interest Accrual Date: October 13, 2009 Due: October 1, 2019

The Series 2009E Bonds (the “Bonds™) are special obligations of the State of Ohio and issued by the Ohio Air Quality
Development Aunthority (the “Issuer™). The Bonds will not constitute a debt, or a pledge of the faith and credit, of the Issuer, the State
of Ohio or any political subdivision thereof, and the holders or owners of the Bonds will have no right to have taxes levied by the
General Assembly of Ohio or any political subdivision of Ohio for the payment of the principal of or interest on the Bonds. The
Bonds are payable solely from, and secured by a pledge of, the loan repayments under a note issued under the terms of a Loan
Agreement (the “Loan Agreement’) between the Issuer and

OHIO VALLEY ELECTRIC CORPORATION

The Bonds will bear interest at the rate of 5.625% per annum beginning on October 13, 2009 until stated maturity. The Bonds
will not be subject to optional redemption, but will be subject to extraordinary optional redemption and extraordinary mandatory
redemption as described under THE BONDS—Redemption of Bonds,

The Bonds will be jssued parsuant to an [ndenture of Trust (the “Indenture™), between the Tssuer and The Huntington Natiohal
Bank, as trustee (the “Trustee”). The Bonds will be issued as fully registered bonds and will be registered indtially in the name of
Cede & Co., as registered owner and nominee for The Depository Trust Company, New York, New York (“DTC™). DTC acts as a
securities depository for the Bonds. The Bonds will be issued in denominations of $5,000 or any integral multiple thereof, Except
under the limited circumstances described herein, Beneficial Owners of book-entry interests in the Bonds will not receive centificates
representing their ownership interests. Payments of principal of and interest on the Bonds {payable April 1 and Ociober 1,
commencing April I, 2010) will be made throngh DTC and disbursements of such payments to Beneficial Owners will be the
responsibility of DTC and its Participants. See THE BONDS—Book-Entry Only System hegein.

PRICE: 10%

This cover page contains limited information for quick reference only and is not a summary of this Official Statement. favestors
should read the entire Official Statement to obtain information essential to the making of an informed investment decision.

The Bands are offered, subject to prior sale, when, as and if issued and received by the Underwriters, subject to the approval of
their validity by Squire, Sanders & Dempsey L.L.P., Cleveland, Ohio, Bond Counsel, as described hercin, and certain other
conditions. Certain legal matters will be passed on for the Underwriters by their counsel, Chapman and Cutler LLP, Chicago, Illinois,
and for Ohio Valley Electric Corporation (the “Company™) by its internal counsel and Fulbright & Jaworski L.L.P., New York, New
York, Certain legal matters will be passed on for the Issuer by its counsel, Forbes, Fields & Associates Co., L.P.A. Delivery of the
Bonds in book-gntry-only form is expected on or abour October 13, 2009, through the facilities of DTC in New York, New York,
agdinst payment therefor,

KeyBanc Capital Markets Morgan Stanley
Dated: October 6, 2009
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No person has been authorized to give any information or to make any representations other than
those contained in this Official Statement in connection with the offer made hereby and, if given or made,
such information or representations must not be relied upon as having been authorized by the Issuer, the
Company or the Underwriters. Neither the delivery of this Official Statement nor any sale hereunder
shall undet any circumstances create any implication that there has been no change in the affairs of the
Issuer or the Company since the date hereof. This Official Statement does not constitute an offer or
solicitation in any jurisdiction in which such offer or solicitation is not authorized, or in which the person
making such offer or solicitation is not qualified to do so or to any person to whom it is unlawful to make
such offer or solicitation. The Issuer neither has nor assumes any responsibility as to the accuracy or
completeness of the information in this Official Statement, all of which has been furnished by others,
other than information under THE ISSUER,

This Official Statement contains statements which, to the extent they are not recitations of
historical fact, constitute “forward-looking statements.” In this respect, the words “estimate,” “project,”
“anticipate,” “expect,” “intent,” “believe,” and similar expressions are intended to identify forward-
looking statements. A number of important factors affecting Ohio Valley Electric Corporation’s business
and financial results and those of its contractual counterparties could cause actual results to differ from

those stated in the forward-looking statements.

The Underwriters have provided the following sentence for inclusion in this Official Statement.
The Underwriters have reviewed the information in this Official Statement in accordance with, and as a
part of, their respective responsibilities to investors under the federal securities laws as applied to the facis
and circumstances of this transaction, but the Underwriters do not guarantee the accuracy or completeness
of such information.

CERTAIN PERSONS PARTICIPATING IN THIS OFFERING MAY ENGAGE IN
TRANSACTIONS THAT STABILIZE, MAINTAIN OR OTHERWISE AFFECT THE PRICE OF THE
BONDS, INCLUDING BY ENTERING STABILIZING BIDS. FOR A DESCRIPTION OF THESE
ACTIVITIES, SEE UNDERWRITING HEREIN.




$100,000,000
Ohio Air Quality Development Authority
State of Ohio
Air Quality Revenue Bonds
(Ohio Valley Electric Corporation Project),
Series 2009E

INTRODUCTORY STATEMENT

This Official Statement, including the Appendices hereto, is provided to fumnish certain
information in connection with the issuance by the Ohio Air Quality Development Authority, a
body politic and corporate of the State of Ohio (“Issuer”) of State of Ohio Air Quality Revenue
Bonds (Ohio Valley Electric Corporation Project), Series 2009E, in the aggregate principal
amount of $100,000,000 (the “Bonds”). The Issuer neither has nor assumes any responsibility as
to the accuracy or completeness of the information in this Official Statement, all of which has
been furnished by others, other than the information pertaining to the Issuer under THE ISSUER.

The Bonds will be issued under and pursuant to a resolution of the Issuer adopted on
October 14, 2008 (*Resolution™) and an Indenture of Trust, dated as of October 1, 2009
(“Indenture”), between the Issuer and The Huntington National Bank, as trustee (in such
capacity, the “Trustee™). Capitalized terms used herein and not otherwise defined shall have the
meanings given to them in the Indenture.

Pursuant to a Loan Agreement, dated as of October 1, 2009 (“Loan Agreement™),
between the Issuer and the Company, the Issuer will loan to the Company the proceeds of the
Bonds to assist the Company in financing a portion of the costs of acquiring, constructing and
installing certain solid waste disposal facilitics comprising “air quality facilities”, as defined in
Chapter 3706, Ohio Revised Code, as amended (the “Act™), for Units 1-5 of the Kyger Creek
Generating Station owned by the Company located in the County of Gallia, Ohio (the “Project”).
The term “Plant” as used herein means the Kyger Creek Generating Station.

In order to evidence the loan from the Issuer (the “Loan”) and to provide for its
repayment, the Company will issue a nonnegotiable promissory note (the “Note”) pursuant to the
Loan Agreement. Payments required under the Note will be sufficient, together with any other
funds on deposit in the Bond Fund (hereinafter described) under the Indenture, to pay the
principal of and interest on the Bonds. The Bonds will not otherwise be secured by a mortgage
on, or security interest in, any of the Project or any other property of the Company.

The Bonds will mature and become due and payable, together with any accrued and
unpaid interest, on October 1, 2019, subject to earlier redemption. The Bonds will bear interest
at a Fixed Rate of 5.625% per year from October 13, 2009 until stated maturity. Interest on the
Bonds will be payable semi-annually in arrears on each April | and October 1, commencing
April 1, 2010.

The Bonds will be issued in denominations of $5,000 and integral multiples thereof and
wilt be held by The Depository Trust Company (“DTC”), or its nominee, as securities depository
with respect to the Bonds. See THE BONDS — Book-Entry Only System.




The Bonds are special obligations of the Issuer, and are to be paid solely from, and
will be secured by a pledge of, payments to be made to the Issuer under the terms of the
Loan Agreement and the Note. The Bonds will not be secured by a mortgage or security
interest in the Project or any other property of the Company. See THE BONDS — Security
for the Bonds.

Brief descriptions of the Issuer, the Project, the Company and certain provisions of the
Bonds, the Loan Agreement, the Note and the Indenture are included in this Official Statement.
The descriptions and summaries contained herein do not purport to be comprehensive or
definitive. Certain information with respect to the Company is set forth in Appendix A hereto.
Appendix B to this Official Statement sets forth the form of opinion Bond Counsel proposes to
deliver relating to the Bonds. The descriptions herein of provisions of the Loan Agreement and
the Indenture are qualified in their entirety by reference to such documents, and the description
herein of provisions of the Bonds is qualified in its entirety by reference to the form thereof and
the information with respect thereto included in the aforesaid documents. All such descriptions
are further qualified in their entirety by reference to laws and principles of equity relating to or
affecting generally the enforcement of creditor’s rights. Copies of such documents may be
obtained from the office of the Company and are available for inspection at the office of the
Trustee. Words and terms not defined herein shall have the meanings set forth in the respective
documents.

The Bonds may not be suitable for all investors. Prospective purchasers of the Bonds
should read this entire Official Statement for details of the Bonds, the financial condition of the
Company and certain other factors that could adversely affect the utility industry, including
specifically the information under the caption RISK FACTORS in Appendix A

THE ISSUER

The Issuer was organized pursuant to the Act. Under the Act, the Issuer is a body
corporate and politic, with full power and authority to issue the Bonds and to enter into and
perform its obligations under the Loan Agreement and the Indenture. The Issuer has no taxing
power.

THE BONDS ARE SPECIAL OBLIGATIONS OF THE STATE OF OHIO AND
SHALL NOT REPRESENT OR CONSTITUTE A DEBT OR A PLEDGE OF THE FAITH
AND CREDIT OR TAXING POWER OF THE ISSUER, THE STATE OF OHIO OR ANY
POLITICAL SUBDIVISION OF OHIO, AND THE HOLDERS AND OWNERS THEREOF
SHALIL HAVE NO RIGHT TO HAVE TAXES LEVIED BY THE GENERAL ASSEMBLY
OF OHIO OR THE TAXING AUTHORITY OF ANY POLITICAL SUBDIVISION OF OHIO
FOR THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON THE BONDS, BUT THE
BONDS SHALL BE PAYABLE SOLELY FROM THE REVENUES AND FUNDS PLEDGED
FOR THEIR PAYMENT AS AUTHORIZED BY THE ACT.




THE PROJECT

The Project consists of various systems which are designed for the disposal of solid
wastes resulting from the operation of Units 1-5 at the Plant. The solid waste disposal facilitics,
which comprise “air quality facilities™ as defined in Section 3706.01 of the Act, are comprised of
the portion of each flue gas desulfurization system (“FGD System™) to be constructed with
respect to Units 1-5 at the Plant, rated at 217 megawatts each, that relates to the disposal of solid
waste generated as part of the FGD System.

The Issuer issued $25,000,000 aggregate principal amount of its State of Ohio Air
Quality Revenue Bonds (Ohio Valley Electric Corporation Project), Series 2009A (the “Series
2009A Bonds™) and $25,000,000 aggregate principal amount of its State of Ohio Air Quality
Revenue Bonds (Ohio Valley Electric Corporation Project), Series 20098 (the “Series 20098
Bonds”) on August 12, 2009, and issued $25,000,000 aggregate principal amount of its State of
Ohio Air Quality Revenue Bonds (Ohio Valley Electric Corporation Project), Series 2009C (the
*“Series 2009C Bonds™) and $25,000,000 aggregate principal amount of its State of Ohio Air
Quality Revenue Bonds (Ohio Valley Electric Corporation Project), Series 2009D (the “Series
2009D Bonds™) on August 21, 2009. The Series 2009A Bonds, the Series 2009B Bonds, the
Series 2009C Bonds and the Series 2009D Bonds were issued for the purpose of financing a
portion of the cost of the Project and each are payable from payments to be made by the
Company pursuant to separate loan agreements with the Issuer and also are secured by separate
fetters of credit.

USE OF PROCEEDS

The proceeds received by the Issuer from the sale of the Bonds will be deposited in the
Construction Fund created under the Indenture to be used to reimburse the Company for costs of
the Project and certain costs incident to the sale and issuance of the Bonds.

THE BONDS

The Bonds are special obligations of the Issuer and will be payable solely from the
revenues and receipts arising out of or in connection with the Loan Agreement and the Note.

General

The Bonds will be dated as of the date of the initial authentication and delivery thereof
and will mature on October 1, 2019, and will bear interest from October 13, 2009 at the rate of
5.625% per annum until maturity, unless redeemed prior thereto. See Redemption below.
Interest on the Bonds will be payable semi-annually in arrears on each April 1 and October 1,
commencing April 1, 2010,

Beneficial interests in the Bonds will initially be issued pursuant to a Book-Entry Only
System (“Book-Entry Only System™) maintained by DTC, as described below under the caption
Book-Entry Only System. Under the Indenture, the Trustee and the Issuer may appoint a
successor securities depository to DTC. (DTC, together with any such successor securities
depository, is hereinafter referred to as the “Securities Depository™). The following information




is subject in its entirety to the provisions described below under the caption Baok—Enrry Only
System while the Bonds are in the Book-Entry Only System.

Upon surrender of the Bonds, principal of the Bonds is payable at maturity or upon
redemption at the principal office of the Trustee, or at the option of the owner at the principal
office of any paying agent designated as provided in the Indenture. As long as the Bonds are
held by DTC, interest will be paid to DTC on each payment date. If the book-entry system is
discontinued, interest on the Bonds will be payable by check or draft mailed by the Trustee to the
registered owners.

Form and Denomination of Bonds; Payments on the Bonds

General

The Bonds will be issued only as fully registered bonds, without coupons, in
denominations of $5,000 or any integral multiple thereof (an “Authorized Denomination™). The
Bonds wili be registered in the name of Cede & Co., as registered owner and nominee of DTC.
DTC acts as securities depository for the Bonds and individual purchases of Bonds may be made
in book-entry form only. So long as the Bonds are in book-entry only form, purchasers of Bonds
will not receive certificates representing their interest in the Bonds purchased. So long as Cede
& Co. is the registered owner of such Bonds, as nominee of DTC, references herein to the
Bendholders or registered owners or holder shall mean Cede & Co., and shall not mean the
Beneficial Owners (as defined below) of the Bonds.

S0 long as Cede & Co. is the registered owner of the Bonds, principal of and interest on
the Bonds are payable to Cede & Co., as nominee for DTC, which will, in turn, remit such
amounts to the DTC Participants (as defined below) for subsequent disbursement to the
Beneficial Owners. See — Book-Eniry Only System below.

The Huntington National Bank has been appointed as Trustee and Paying Agent under -
the Indenture. The designated corporate trust office of the Trustee and Paying Agent is located,
initially, in Columbus, Ohio. The Trustee will not be required to make any transfer or exchange
of any Bond during the ten days prior to the mailing of a notice of Bonds selected for redemption
or, with respect to a Bond, after such Bond or any portion thereof has been selected for
redemption, Registration of transfers and exchanges shall be made without charge to the
Bondholders, except that any required taxes or other governmental charges shall be paid by the
Bondholder requesting registration of transfer or exchange.

Interest

The Bonds will bear interest at a rate of 5.625% per year from October 13, 2009 until
stated maturity. Interest on the Bonds will be payable semi-annually in amrears on each April
and October 1, commencing April 1, 2010. Each payment of interest shall include interest
accrued through the day before such interest payment date. Interest on the Bonds will be
computed on the basis of a 360-day year consisting of twelve 30-day months.

Payments of interest on the Bonds are payable when due to the registered owner
determined on the Record Date (as described below) by check mailed on the interest payment
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date, provided that any registered owner of $1,000,000 or more in aggregate principal amount of
Bonds may, upon written request given to the Paying Agent at least five Business Days (as
defined below) prior to an interest payment date designating an account in a domestic bank, be
paid by wire transfer of immediately available funds. The principal of the Bonds is payable
when due by wire or bank transfer of immediately available funds within the continental United
States to the registered owner, but only upon presentation and surrender of the Bonds at the
Principal Office of the Paying Agent.

“Business Dgy” means any day other than (i) a Saturday or Sunday, (ii) a day which is a
day the designated corporate trust office of the Trustee is required or authorized by law to close,
or (iii) a day on which the New York Stock Exchange is closed.

The Record Date for a Bond will be the close of business on the 15th day (whether or not
a Business Day) of the calendar month immediately preceding each interest payment date.

Interest will accrue on the unpaid portion of the principal of the Bonds from the last date
ta which interest was paid, or if no interest has been paid, from the date of the original issuance
of the Bonds until the entire principal amount of the Bonds is paid.

Redemption of Bonds

Optional Redemption. The Bonds are not subject to optional redemption.

Extraordinary Optional Redemption. The Bonds are subject to redemption by the Issuer
in whole or in part on any date if the Company, upon the occurrence of any of the following
events, exercises its option to direct that redemption from moneys available therefor at a
redemption price of 100% of the principal amount redeemed plus accrued and unpaid interest to
the redemption date:

(&)  The Project or the Plant shall have been damaged or destroyed to such an extent
that the Company deems it not practical or desirable to rebuild, repair or restore
the Project or the Plant, as the case may be.

(b)  Title to, or the temporary use of, all or a significant part of the Project or the Plant
shall have been taken under the exercise of the power of eminent domain so as to
render the Project unsatisfactory to the Company for its intended purpose.

(c) As a result of any changes in the Constitution of the State of Ohio, the
Constitution of the United States of America or any state or federal laws oras a
result of legislative or administrative action (whether state or federal) or by final
decree, judgment ot order of any court or administrative body (whether state or
federal) entered after any contest thereof by the Issuer or the Company in good
faith, the Loan Agreement shall have become void or unenforceable or impossible
of performance in accordance with the intent and purpose of the parties as
described therein.

(d)  Unreasonable burdens or excessive liabilities shall have been imposed upon the
Issuer or the Company with respect to the Project or the Plant or the operation
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thereof, inchuding, without limitation, the imposition of federal, state or other ad
valorem, property, income or other taxes not being imposed on the date of the
Loan Agreement.

(e}  Changes in the economic availability of raw materials, operating supplies, energy
sources or supplies or facilities (including, but not limited to, facilities in
connection with the disposal of industrial wastes) necessary for the operation of
the Praject or the Plant occur or technological or other changes occur which in the
Company’s reasonable judgment render the Project or the Plant uneconomic or
obsolete.

(f) Any court or administrative body shall enter a judgment, order or decree, or shall
take administrative action, requiring the Company to cease all or any substantial
part of its operations served by the Project or the Plant to such extent that the
Company is or will be prevented from carrying on its normal operations at the
Project or the Plant for a period of six consecutive months.

(g)  The termination by the Company of operations at the Plant.

Extraordinary Mandatory Redemption. The Bonds are subject to mandatory redemption
at any time in whole, or in part if such partial redemption will preserve the exemption from
federal income taxation of interest on the remaining outstanding Bonds, at a redemption price
equal to the principal amount thereof together with unpaid interest accrued to the date fixed for
redemption, and without premium, if (a) a final decree or judgment of any federal court, in which
the Company participates to the extent it deems sufficient, or (b) a final action by the Internal
Revenue Service, in proceedings in which the Company participates to the extent it deems
sufficient, determines that the interest paid or payable on Bonds to a person, other than, as
provided in Section 147(a) of the Code, a “substantial user” of the Project or a “related person”,
is or was includable in the gross income of the owner thereof for federal income tax purposes
under the Code, as a result of the failure by the Company to observe or perform any covenant,
condifion or agreement on its part to be observed or performed under the Loan Agreement or the
inaccuracy of any representation by the Company under the Loan Agreement or receipt by the
Company of an Opinion of Tax Counsel to such effect obtained by the Company and rendered at
the request of the Company; provided, however, that no decree or judgment by any court or
action by the Internal Revenue Service shall be considered final unless the registered owner or
Beneficial Owner involved in such proceeding or action (i) gives the Company and the Trustee
prompt written notice of the commencement thereof and (ii) if the Company agrees to pay all
expenses in connection therewith and to indemmnify such registered owner or Beneficial Owner
against all liabilities in connection therewith, offers the Company the opportunity to control the
defense thereof. Any such redemption shall be made on a date determined by the Trustee not
more than 180 days after the date of such final decree, judgment or action. The Trustee shall
give the Issuer and the Company not less than 45 days written notice of such date.

Notice of Redemption. Whenever Bonds are to be redeemed, the Trustee shall give

notice of redemption by mailing such notice to the registered owner of each Bond to be
redeemed, at least 30 days prior to the redemption date, as provided in the Indenture.




With respect to an extraordinary optional redemption of Bonds as described under
Extraordinary Optional Redemption above, unless moneys sufficient to pay the principal of and
interest on the Bonds to be redeemed shall have been received by the Trustee prior to the giving of
such notice of redemption, such notice may state that said redemption shall be conditional upon the
receipt of such moneys by the Trustee on or prior to the date fixed for redemption. If such moneys
are not received, such notice shall be of no force and effect, the Issuer shall not redeem such Bonds,
the redemption price shall not be due and payable and the Trustee shall give notice, in the same
manner in which the notice of redemption was given, that such moneys were not so received and
that such Bonds will not be redeemed.

During the period that DTC or the DTC nominee is the registered holder of the
Bonds, the Trustee will not be responsible for mailing notices of redemption, or other
notices described herein, to the Beneficial Owners of the Bonds. See Book-Entry Only
System below.

Partial Redemption

If fewer than all the Bonds are to be redeemed, the Trustee will select the Bonds to be
redeemed by lot, except that the Trustee will first select any Bonds owned by the Company or any
of its nominees or held by the Trustee for the account of the Company or any of its nominees. The
Trustee will make the selection from Bonds not previously called for redemption. For this purpose,
the Trustee will consider each Bond in a denomination larger than the minimum denomination
permitted by the Bonds at the time to be separate Bonds each in the minimum denomination.
Provisions of the Indenture that apply to Bonds called for redemption also apply to portions of
Bonds called for redemption

Book-Entry Only System

DTC will act as Securities Depository for the Bonds. The Bonds will be issued as fully-
registered bonds registered in the name of Cede & Co., DTC’s partnership nominee, or such
other name as may be requested by an authorized representative of DTC. One or more fully-
registered bond certificates will be issued for the Bonds, representing in the aggregate the total
principal amount of the Bonds, and will be deposited with the Trustee on behalf of DTC.

DTC, the world’s largest securitics depository, is a limited-purpose trust company
organiZzed under the New York Banking Law, a “banking organization” within the meaning of
the New York Banking Law, a member of the Federal Reserve System, a “clearing corporation”
within the meaning of the New York Uniform Commercial Code and a “clearing agency”
registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934, as
amended (the “1934 Act”). DTC helds and provides asset servicing for over 3.5 million issues
of U.S, and non-U.S, equity issues, corporate and municipal debt issues and money market
instruments from over 100 countries that DTC’s participants (“Direct Participants™) deposit with
DTC. DTC also facilitates the post-trade settlement among Direct Participants of sales and other
securities transactions in deposited securities, through elecironic computerized book-entry
transfers and pledges between Direct Participants’ accounts. This eliminates the need for
physical movement of securities certificates. Direct Participants inchide both U.S. and non-U.S.
securities brokers and dealers, banks, trust companies, clearing corporations, and certain other
organizations. DTC is a whollyv-owned subsidiary of The Depository Trust & Clearing
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Corporation (“DTCC”). DTCC is the holding company for DTC, National Securities Clearing
Corporation and Fixed Income Clearing Corporation, all of which are registered clearing
agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the DTC system
1s also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks,
trust companies and clearing corporations that clear through or maintain a custodial relationship
with a Direct Participant, either directly or indirectly (the “Indirect Participants”). DTC has
Standard & Poor’s, a division of The McGraw Hill Companies, Inc., highest rating: AAA. The
DTC rules applicable to Direct and Indirect Participants are on file with the Securities and
Exchange Commission. More information about DTC can be found at www._dtcc.com and
www.dtc.org,

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

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

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

Beneficial Owners of Bonds may wish to take certain steps to augment the transmission
to them of notices of significant events with respect to the Bonds, such as redemptions, tenders,
defaults and proposed amendments to the Bond documents. For example, Beneficial Owners of
Bonds may wish to ascertain that the nominee holding the Bonds for their benefit has agreed to
obtain and transmit notices to Beneficial Owners. In the altemnative, Beneficial Owners may wish
to provide their names and addresses to the registrar and request that copies of notices be
provided directly to them,



http://www.dtcc.com
http://www.dtc.org

Redemption notices shall be sent to DTC. If less the[m all of the Bonds are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct
Participant in such issue to be redeemed.

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

Payments on the Bonds will be made to Cede & Co., or such other nominee as may be
requested by an authorized representative of DTC. DTC’s practice is to credit Direct
Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from
the Company or the Trustee on the relevant payment date in accordance with their respective
holdings shown on DTC’s records. Payments by Direct or Indirect Participants to Beneficial
Owners will be govemed by standing instructions and customary practices, as is the case with
securities held for the accounts of customers in bearer form or registered in “street name,” and
will be the responsibility of such Direct or Indirect Participant and not of DTC, the Company, the
Trustee or the Issuer, subject to any statutory or regulatory requirements as may be in effect from
time to time. Payment to Cede & Co. (or such other nominee as may be requesied by an
authorized representative of DTC) is the responsibility of the Trustee, disbursement of such
payments to Direct Participants is the responsibility of DTC, and disbursements of such
payments to the Beneficial Owners is the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as Securities Depository with respect to the
Bonds at any time by giving reasonable notice to the Issuer or the Trustee, Under such
circumstances, in the event that a successor Securities Depository is not obtained, certificated
Bonds are required to be printed and delivered to the holders of recard. Additionally, the
Company may decide to discontinue use of the system of book-entry transfers through DTC (ora
successar Securities Depository) with respect to the Bonds. In that event, certificates for the
Bonds will be printed and delivered.

The information in this section concerning DTC and DTC’s book-entry system has been
obtained from sources that the Issuer, the Company, the Underwriters and the Trustee believe to
be reliable, but none of the Issuer, the Company, the Underwriters or the Trustee takes any
responsibility for the accuracy of such statements. None of the Issuer, the Company, the
Underwriters or the Trustee has any responsibility for the performance by DTC or its Direct or
Indirect Participants of their respective obligations as described herein or under the rules and
procedures governing their respective operations.

In the event that the book-entry system is discontinued, a bondholder may transfer or
exchange the Bonds in accordance with the Indenture. The Trustee will require a bondholder,
among other things, to furnish appropriate endorsements and transfer documents and to pay any
taxes and fees required by law or permitted by the Indenture. In addition, in case of such
discontinuance, an additional or co-paying agent may be designated.




None of the Issuer, the Underwriters, the Company, the Trustee or any agent for
payment on or registration of transfer or exchange of any Bond will have any responsibility
or obligation to Direct Participants, Indirect Participants or the persons for whom they act
as nominees with respect to the accuracy of the records of DTC, its nominee or any Direct
Participant with respect to any ownership interest in the Bonds, or payments to, or the
providing of notice for, Direct Participants, Indirect Participants, or beneficial owners or
other action taken by DTC, or its nominee, Cede & Co., a5 the sole owners of the Bonds.

SECURITY FOR THE BONDS

The Bonds will be special obligations of the Issuer, the principal of and interest on which
will be payable solely from the payments to be made by the Company under the Loan Agreement
and the Note, which are pledged to the Trustee. The pledge does not extend to funds to which
the Trustee is entitled in its own right such as fees, reimbursement, indemnity or otherwise. The
Loan Agreement provides that Loan Payments will be paid to the Trustee by the Company for
the account of the Issuer.

The Company will make payments under the Loan Agreement which will be sufficient to
pay, when due, the principal of and interest on the Bonds. To evidence the obligations of the
Company to make the Loan Payments and repay the Loan, the Company will, concurrently with
the issuance of the Bonds, execute and deliver the Note, which the Issuer will assign to the
Trustee, under the Indenture, in an aggregate principal amount equal to the aggregate principal
amount of the Bonds. The Loan Agreement is an unsecured obligation of the Company. The
Bonds are not secured by a mortgage, security interest or other lien on the Project financed by
the Bonds or any other properties of the Company. The Company currently has no secured debt
outstanding.

See RISK FACTORS in Appendix A of this Official Statement for additional information
regarding the Company and certain risks associated with investment in the Bonds.

THE LOAN AGREEMENT

In addition to the description of certain provisions of the Loan Agreement contained
elsewhere herein, the following is a brief summary of certain provisions of the Loan Agreement
and the Note and does not purport to be comprehensive or definitive. All references herein to the
Loan Agreement and the Note are qualified in their entirvety by reference to the Loan Agreement
and the Note (the form of which is attached to the Loan Agreement) for the detailed provisions
thereof.

Use of Bond Proceeds; Construction of the Project

The Issuer will issue the Bonds and loan proceeds of the sale thereof to the Company,
which proceeds will be applied as described under USE OF PROCEEDS herein. The Company
agrees to cause the Project to be acquired, constructed, installed and improved substantially in
accordance with the plans and specifications as provided in the Loan Agreement.
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In the Indenture, the Issuer directs the Trustee to make payments from the Construction
Fund to pay the cost of the Project and issuance expenses, and to reimburse the Company for any
cost of the Project and issuance expenses paid or incurred by the Company.

Term of Loan Agreement

The term of the Loan Apreement will continue until such time as all of the outstanding
Bonds are fully paid (or provision has been made for such payment) pursuant to the Indenture
and all other money payable by the Company under the Loan Agreement shall have been paid.

Payments

The Company will make payments on the Loan Agreement which will be sufficient to
pay, when due, the principal of and interest on the Bonds. To evidence the obligations of the
Company to make the Loan Payments and repay the Loan, the Company will, concurrently with
the issuance of the Bonds, execute and deliver the Note, which the Issuer will assign to the
Trustee, under the Indenture, in an aggregate principal amount equal to the aggregate principal
amount of the Bonds.

The Agreement contains no restrictions on the ability of the Company to incur debt or,
except as described under -- Corporate Existence, to transfer its assets.

Obligations Unconditional

The obligations of the Company to make Loan Payments and other payments required to
be made pursuant to the Loan Agreement and the Note are absolute and unconditional, and the
Company will make such payments without abatement, diminution or deduction regardless of
any cause or circumstances whatsoever including, without limitation, any defense, set-off,
recoupment or counterclaim which the Company may have or assert against the Issuer, the
Trustee or any other Person.

Maintenance and Meodification

During the term of the Loan Agreement, the Company will use its best efforts to keep and
maintain, ot cause to be kept and maintained, the Project, including all appurtenances thereto and
any personal property therein or thereon, in satisfactory operating order, repair, condition and
appearance, subject to reasonable wear and tear, so that the Project will continue to constitute a
facility that can be financed by the Issuer under the Act. Subject to certain conditions, the
Company has the right, from time to time, to remodel the Project or make additions,
modifications and improvements thereto, the cost of which must be paid by the Company. The
Company also has the right, subject to certain conditions, to substitute or remove any portion of
the Project.

Corporate Existence

During the term of the Loan Agreement the Company will maintain its legal existence
and will not sell its properties as an entirety or substantially as an entirety or consolidate with or
merge into another entity or permit one or more other entities to consolidate with or merge into
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it, unless the successor corporation or transferee resulting from any such consolidation, merger,
sale or transfer shall assume all obligations of the Company arising under or contemplated by the
Loan Agreement, the Note and the Indenture. No further consolidation, merger or sale or other
transfer shall be made except in compliance with these provisions.

Environmental Compliance

In the Loan Agreement, the Company will represent that the Project will be constructed
in comphance with all permits, variances and orders issued or granted by the Ohio
Environmental Protection Agency with respect to the Project, including any permits to install for
the Project, and any such permits, variances and orders have not been withdrawn or otherwise
suspended. The Company will represent that it is in material compliance with all terms and
provisions of all permits, variances and orders heretofore issued or granted by the Ohio
Environmental Protection Agency with respect to the Plant and its other facilities within the State
of Ohio, including any permits-to-install and permits-to-operate issued with respect thereto.

Tax Exemption

The Company will covenant and represent in the Loan Agreement that it has taken and
caused or required to be taken and will take and cause or require to be taken all actions that may
be required of it for the interest on the Bonds to be and remain excluded from the gross income
of the owners thereof for federal income tax purposes, and that it has not taken or permitted to be
taken on its behalf, and it will not take or permit to be taken on its behalf, any action which, if
taken, would adversely affect that exclusion under the provisions of the Code.

Assignment of the Loan Agreement

The Loan Agreement may be assigned in whole or in part by the Company only with the
consent of the Issuer, subject to the following conditions: (a) no assignment will relieve the
Company from primary liability for any of its obligations under the Loan Agreement or the Note;
(b) any assignment by the Company must retain for the Company such rights and interests to
permit it to perform its remaining obligations under the Loan Agreement, and any assignee from
the Company shall assume the obligations of the Company hereunder to the extent of the interest
assigned; (c) the Company will, within 30 days after the execution thereof, furnish or cause to be
furnished to the Issuer and the Trustee a true and complete copy of each assignment together
with any instrument of assumption; and (d) any assignment from the Company will not
materially impair fuifillment of the purposes of the Project to be accomplished by operation of
the Project as provided in the Toan Agreement.

Events of Default and Remedies

The Loan Agreement provides that the occurrence of one or more of the following events
will constitute an “Event of Default:”

(a) The failure to pay any Loan Payment when due;

(b) The occurrence of an event of default described in paragraphs (a) or (b) under THE
INDENTURE—Events of Default and Remedies;
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(c) Failure by the Company to observe and perform any other agreement, term or
condition under the Loan Agreement, other than such failure which will result in an
event of default described in (a) or (b) above, which continues for a period of 90 days
after notice td the Company by the Issuer or the Trustee or such longer period as the
Issuer and the Trustee may agree to in writing; provided that the failure shall not
constitute an Event of Default if the Company institutes curative action within the
applicable period and diligently pursues that action to completion;

(d) Any representation or warranty under the Loan Agreement shall not have been true in
all matenial respects when made; and

(e) Certain events relating to bankruptcy, insolvency or reorganization of the Company.

A failure by the Company described in subparagraph (c) above is not a default under that
subparagraph if it occurs by reason of certain causes, circumstances and events of force majeure
specified in the Loan Agreement that are not reasonably within the control of the Company.

Whenever any Event of Default under the Loan Agreement has happened and is
subsisting, the Issuer or the Trustee may take either or both of the foliowing remedial steps:

(a) Inspect, examine and make copies of the books, records, accounts and financial
data of the Company, only, however, insofar as they pertain to the Project; and

(b)  Pursue all remedies to recover all amounts then due and thereafter to become due
under the Loan Agreement and the Note, or to enforce the performance and
observance of any other obligation or agreement of the Company under those
instruments.

Any amounts collected pursuant to action taken upon the happening of an Event of Default will
be paid into the Bond Fund and applied in accordance with the provisions of the Indenture or, if
the outstanding Bonds have been paid and discharged in accordance with the provisions of the
Indenture, will be paid as provided in the Indenture for transfers of remaining amounts in the
Bond Fund.

Certain Covenants Regarding Arbitrage and Tax Exemption

The Issuer and the Company have agreed not to take any action or omit to take any
action, which would result in a loss of the exemption from federal income taxation of interest on
the Bonds by virtue of the Bonds being considered “arbitrage bonds™ within the meaning of
Section 148 of the Code.

The Issuer and the Cornpany have agreed that they will not take any action, cause any
action to be taken, omit to take any action or cause any omission to occur which would cause the
interest on the Bonds to become includable in gross income of the recipients thereof for purposes
of federal income taxation.




Amendments to the Loan Agreement

The Indenture provides that the Loan Agreement may be amended without the consent of
or notice to the owners of the Bonds only as may be required or permitted (i) by the provisions of
the Loan Agreement or the Indenture or for the purposes for which the Indenture may be
amended or supplemented without the consent of the owners, (ii) for the purpose of curing any
ambiguity or formal defect or omission in the Loan Agreement, or (iii) in connection with any
other change therein which, in the judgment of the Trustee, is not to the prejudice of the Trustee
or the owners of the Bonds. Any other amendments to the Loan Agreement may be made only
with the written approval or consent of the owners of not less than a majority in aggregate
principal amount of the Bonds outstanding. An opinion of Bond Counsel to the effect that such
action is permitted under the Act and the Indenture and will not adversely affect the exclusion
from gross income of interest on the Bonds for federal income tax purposes (a “Favorable
Opinion of Tax Counsel”) is required for any amendment to the Loan Agreement.

THE INDENTURE

Additional information summarizing certain provisions of the Indenture is contained
under the heading THE BONDS, So long as DTC or its nominee is the registered owner of the
Bonds, all references to owners or holders shall mean DTC. See THE BONDS - Book-Entry
Only System herein.

Pledge and Security

Pursuant to the Indenture, the payments to be made by the Company under the Loan
Agreement and the Note will be assigned by the Issuer to the Trustee to secure the payment,
when due, of the principal of and interest on the Bonds. The Issuer will mortgage, pledge and
grant a security interest to the Trustee all right, title and interest of the Issuer in and to (i) the
Revenues, including without limitation, all Loan Payments and all other amounts receivable by
the Issuer under the Loan Agreement in respect of repayment of the loan and (i1) the Note and
the Loan Agreement (except certain rights to the payment of its costs and expenses, to
indemnification and to enforce certain covenants of the Company); provided, that the Trustee, in
case of an acceleration of the Bonds, will have a prior claim on the Bond Fund for the payment
of its compensation and expenses.

Construction Fund

The Indenture creates and establishes with the Trustee a separate fund designated the
“State of Ohio Air Quality Revenue Bonds (Ohio Valley Electric Corporation Project) Series
2009E Construction Fund” (the “Construction Fund™). The proceeds from the sale of the Bonds
will be deposited in the Construction Fund. Such proceeds and any other moneys deposited in
the Construction Fund shall be applied to the payment of the cost of financing the acquisition,
construction, installation and equipping of the Project, including issuance expenses. See THE
LOAN AGREEMENT-Use of Band Proceeds; Construction of the Project above.

When the Project shall have been completed and the Trustee shall have received a
certificate of a Company Representative, any moneys remaining in the Construction Fund in
excess of the amount to be reserved for payment of unpaid items of the cost of the Project, shall

14




be used by the Trustee at the direction of the Company (i) if the Bonds are then subject to
redemption or will be subject to redemption within 90 days of the date the Project was placed in
service, to redeem outstanding Bonds at the earliest possible redemption date within such 90-day
period in accordance with Treasury Regulation Section 1.142-2(c), (ii) if such Bonds are not
subject to redemption within such 90-day period, to establish a defeasance escrow in accordance
with Treasury Regulation Section 1.142-2(c) or (iii) for any other purposes which, in the opinion
of nationally recognized counsel experienced on the subject of municipal bonds and acceptable
to the Trustee, is permissible under then applicable Ohio law and will not under the Code cause
the interest on the Bonds to be included in gross income for federal income tax purposes;
provided that amounts approved by the Company shall be retained by the Trustee in the
Construction Fund for payment of any cost of the Project not then due and payable or which is in
dispute, and any balance remaining of such retained funds after full payment ot the cost of the
Project shall be held and applied, or used as directed by the Company, in the manner specified in
this paragraph.

Bond Fund

Payments made by the Company under the Loan Agreement and the Note with respect to
the Bonds and certain other amounts specified in the Indenture will be deposited in the Bond
Fund. The Trustee will apply money contained in the accounts described below maintained
within the Bond Fund as follows:

(8)  Interest Account. The Trustee, on each Interest Payment Date, will withdraw and
apply from moneys on deposit in the Interest Account an amount sufficient to pay interest on the
outstanding Bonds on such Interest Payment Date.

(b) Principal Account. The Trustee, on each Principal Payment Date, will withdraw
and apply from moneys on deposit in the Principal Account, an amount equal to the principal
becoming due on the Bonds on such Principal Payment Date (other than a redemption date).
Money in such Principal Account will be used and withdrawn by the Trustee on each Principal
Payment Date solely for the payment of the principal of outstanding Bonds.

(c) Redemption Account. The Trustee, on or before each redemption date, will
withdraw and apply from moneys on deposit in the Redemption Account amounts required to
pay the principal of and accrued interest on Bonds to be redeemed prior to their stated maturity.
Money in such Redemption Account will be used and withdrawn by the Trustee on each
redemption date solely far the payment of the principal of and accrued interest on outstanding
Bonds upon the redemption thereof prior to their stated maturity.

Investment of Moneys Held by the Trustee

Monecys deposited in the Construction Fund and in the accounts maintained within the
Bond Fund will be invested at the direction of the Company in Permitted Investments (as defined
in the Indenture). Moneys held in the Purchase Fund will be held uninvested.

iIn the Loan Agreement the Company and the Issuer have covenanted not to cause or
direct any moneys on deposit in any find to be used in a manner which would cause the Bonds
to be “arbitrage bonds” within the meaning of Section 148 of the Code.

15




Events of Default and Remedies
The following events are Events of Default under the Indenture:
(a)  Default in the due and punctual payment of interest on any Bond,;

(b)  Default in the due and punctual payment of the principal of any Bond, whether at
the stated maturity thereof, or upon unconditional proceedings for redemption
thereof;

(c) Default in the performance or observance of any other of the covenants,
agreements or conditions an the part of the Issuer in the Indenture or in the Bonds,
continuing 30 days after delivery of notice thereof; or

(d) The occurrence and continuance of an event of default under the Loan Agreement
as described under THE LOAN AGREEMENT — Events of Default and Remedies.

Upon the occurrence and continuance of an Event of Default the Trustee may, and upon
the written request of the owners of at least 25% in aggregate principal amount of the Bonds then
outstanding shall, declare the principal of and accrued interest on the outstanding Bonds to be
due and payable immediately. Upon any such declaration, the principal of and accrued interest
on the outstanding Bonds shall be due and payable immediately.

The Trustee may rescind an acceleration of the Bonds and its consequences if (1) all
payment defauits with respect to the Bonds have been cured and all reasonable fees and charges
of the Trustee, including reasonable attorneys’ fees, have been paid, and (2) the Bondholders
have not been notitied of the acceleration. Except as described in the immediately preceding
paragraph, the Trustee will not declare the Bonds to be due and payable.

If an Event of Default occurs and is cdntinuing, the Trustee may pursue any available
remedy by proceeding at law or in equity to collect the principal of or interest on the Bonds or to
enforce the performance of any provision of the Bonds or the Indenture.

A majority in aggregate principal amount of the outstanding Bonds by notice io the
Trustee may waive an existing Event of Default and its consequences. When an Event of
Default is watved, it is cured and stops continuing, but no such waiver will extend to any
subsequent or other Event of Default or impair any right consequent to it.

An owner of a Bond may not pursue any remedy with respect to the Indenture or the
Bonds unless (a) the owner gives the Trustee notice stating that an Event of Default is
continuing, (b) the owners of at least 25% in aggregate principal amount of the outstanding
Bonds make a written request to the Trustee to pursue the remedy, (c) such owner or owners
offer to the Trustee indemnity satisfactory to the Trustee against any loss, liability or expense,
and (d) the Trustee does not comply with the request within 60 days after receipt of the request
and the offer of indemnity.

16




If the Trustee collects any money pursuant to the Indenture or if any moneys shall be on
deposit in the Bond Fund at the time of acceleration of the Bonds or shall be deposited into the
Bond Fund as a result of such an acceleration, it will pay out such monies in the following order:
first to the Trustee for amounts to which it is entitled under such Indenture; second to owners for
amounts due and unpaid on the Bonds for principal and interest, ratably, without preference or
priority of any kind, according to the amounts due and payable on the Bonds for principal and
interest, respectively, third to the Company. Any lien of the Trustee provided for in the
Indenture will in no event apply to any funds held for the benefit of the Bondholders. The
Trustee may fix a payment date for any payment to the Bondholders.

Supplemental Indentures

The Issuer and the Trustee may, without the consent of, or notice to, any of the
Bondholders, enter into such indenture or indentures supplemental to the Indenture as shall not
be inconsistent with the terms and provisions thereof for any of the following purposes:

(a) to cure any ambiguity, defect or omission in the Indenture, or otherwise amend
the Indenture, in such manner as shall not in the opinion of the Trustee impair the
security under the Indenture;

(b)  to grant to or confer upon the Trustee for the benefit of the Bondholders any
additional rights, remedies, powers or authorities that may lawfully be granted to
or conferred upon the Bondholders or the Trusiee;

{c) to evidence any succession to the Issuer and the assumption by its successor of the
covenants, agreements and obligations of the Issuer under the Indenture, the Loan
Agreement and the Bonds, to add additional covenants of the Issuer or to
surrender any right or power therein conferred upon the Issuer;

(d) to subject to the pledge of the Indenture additional revenues, properties, or
collateral, which may be accomplished by, among other things, entering into
instruments with the Company and/or other persons providing for further security,
covenants, limitations or restrictions for the benefit of the Bonds;

() to modify, amend or supplement the Indenture to permit qualification under the
Trust Indenture Act of 1939, as amended, or any similar statute at the time in
effect;

i) to amend any provision pertaining to matters under federal income tax laws,
including Section 148(f) of the Code;

(g) to authorize different Authorized Denominations of the Bonds and to make
correlative amendments and modifications to the  Indenture regarding
exchangeability of Bonds of different Authorized Denominations, redemptions of
portions of Bonds of particular Authorized Denominations and similar
amendments and modifications of a technical nature;




(h)  to provide for an uncertificated system of registering the Bonds or to provide for
the change to or from a Book-Entry System for the Bonds;

() to evidence the succession of a new trustee or the appointment by the Trustee or
the Issuer of a co-trustee; and

® to make any change related to the Bonds that does not matenaliy adversely affect
the rights of any Bondholder.

The Indenture also provides that the owners of not less than a majority in aggregate
principal amount of the Bonds outstanding shall have the right, from time to time, to consent to
and approve the execution by the Issuer and the Trustee of such other indenture or supplemental
indentures as shall be deemed necessary and desirable by the Issuer and the Trustee for the
purpose of modifying, altering, amending, adding to or rescinding, in any particular, any of the
terms or provisions contained in the Indenture or in any supplemental indenture; provided,
however, that nothing shall permit (a) without the consent of the holder of the affected Bond, an
extension of the maturity date of the principal of or the interest on any Bond; (b) without the
consent of the holder of the affected Bond, a reduction in the principal amount of any Bond or
the rate of interest thereon; or (c) without the consent of the holders of all Bonds outstanding, a
reduction in the aggregate principal amount of the Bonds required for consent to such
supplemental indenture or for actions related to amendments to the Loan Agreement. A
Favorable Opinion of Tax Counsel is required for any supplement to the Indenture.

Discharge of the Indenture

If the whole amount of principal, redemption price and interest due and payable on the
Bonds has been paid, or provision has been made for the payment of the same in accordance with
the Indenture, and if, at the time of such payment, the Issuer shall have kept, performed and
observed all the covenants and promises in such Bonds and in the Indenture reguired or
contemplated to be kept, performed and observed by the Issuer or on its part on or prior to that
time, then the Indenture shall be considered to have been discharged in respect of such Bonds
and such Bonds shall cease to be entitled to the lien of the Indenture and such lien and all
covenants, agreements and other obligations of the Issuer thereunder shall cease, terminate,
become void and be completely discharged as to such Bonds.

No Personal Liability of Issuer’s Officials

No covenant, stipulation, obligation or agreement of the Issver contained in the Indenture
will be or be deemed to be a covenant, stipulation, obligation or agreement of any present or
future member, officer, agent or employee of the Issuer in other than his or her official capacity.
No member of the Issuer or official executing the Bonds, the Indenture, the Loan Agreement or
any amendment ot supplement to the Indenture or the Loan Agreement will be liable personally
on the Bonds or be subject to any personal liability or accountability by reason of the issuance or
execution thereof.
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Removal of Trustee

The Trustee may be removed by the owners of not less than a majority in principal
amount of Bonds at the time outstanding or by the Issuer and the Company so long as no Event
of Default has occurred and is continuing. The Trustee shall continue to serve as such until a
successor Trustee shall be appointed under the Indenture and has accepted such appointment.

THE TRUSTEE

The Company and certain of its affiliates maintain banking relationships with affiliates of
The Huntington National Bank, and borrow from such affiliates from time to time. The
Huntington National Bank, and its affiliates, serve as trustee under other indentures with, or for
the benefit of, affiliates of the Company.

UNDERWRITING

Subject to the terms and conditions set forth in a2 Bond Purchase Agreement to be entered
into between the Issuer and the Underwriters, the Underwriters have agreed to purchase the
Bonds at a purchase price of 100% of the principal amount thereof. Under the terms and
conditions of the Bond Purchase Agreement, the Underwriters are committed to take and pay for
all of the Bonds if any are taken. The Company has agreed to pay the Underwriters $700,000 as
compensation and to reimburse the Underwriters for their reasonable expenses.

The Issuer has been advised by the Underwriters that the Bonds may be offered and sold
to certain dealers (including dealers depositing Bonds into investment trusts) and others at prices
lower than the public offering price set forth on the cover page of this Official Statement. After
the Bonds are released for sale to the public, the public offering price and other selling terms
may from time to time be varied by the Underwriters.

In connection with this offering and in compliance with applicable law and industry
practice, the Underwriters may overallot or effect transactions which stabilize, maintain or
otherwise affect the market price of the Bonds at levels above those which might otherwise
prevail in the open market, including by entering stabilizing bids. A stabilizing bid means the
placing of a bid, or the effecting of any purchase, for the purpose of pegging, fixing or
maintaining the price of a security. In general, purchases of a security for the purpose of
stabilization could cause the price of the security to be higher than it might be in the absence of
such purchases.

Neither the Issuer, the Company nor the Underwriters make any representation or
prediction as to the direction or magnitude of any effect that the transactions described above
may have on the price of the Bonds. In addition, neither the Issuer, the Company nor the
Underwriters make any representation that the Underwriters will engage in such transactions or
that such transactions, once commenced, will not be discontinued without notice.

Pursuant to an Inducement Letter, the Company has agreed to indemnify the
Underwriters and the Issuer against certain civil liabilities, inctuding liabilities under the federal
securities laws, or contribute to payments that the Underwriters or the Issuer may be required to
make in respect thereof.
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The Underwriters and/or certain of their affiliates may engage in transactions with, and
from time to time have performed services for, the Company and/or certain of its affiliates in the
ordinary course of business.

Morgan Stanley, parent company of Morgan Stanley & Co. Incorporated, an underwriter
of the Bonds, has entered into a retail brokerage joint venture with Citigroup Inc. As part of the
Joint venture, Morgan Stanley & Co. Incorporated will distribute municipal securities to retail
investors through the financial advisor network of a new broker-dealer, Morgan Stanley Smith
Barney LLC. This distribution arrangement became effective on June 1, 2009. As part of this
arrangement, Morgan Stanley & Co. Incorporated will compensate Morgan Stanley Smith
Bamey L1.C for its selling efforts with respect to the Bonds.

CONTINUING DISCLOSURE AGREEMENT

The Company will agree to deliver certain continning disclosure information satisfying
the requirements of Rule 15¢2-12 (“Rule™) under the 1934 Act. Any holder of an outstanding
Bond, directly or through the Trustee, may specifically enforce the Company’s disclosure
obligations, but any breach by the Company of this undertaking pursuant to the Rule will not
constitute an Event of Default under the Loan Agreement or the Indenture. A description of the
undertakings of the Company pursuant to the Rule is set forth in Appendix C hereto.

TAX EXEMPTION

In the opinion of Squire, Sanders & Dempsey L.L.P., Bond Counsel, under existing law:
(i) interest on the Bonds is excluded from gross income for federal income tax purposes under
Section 103(a) of the Code, except for interest on any Bond for any period during which it is
held by a “substantial user” or a “related person” as those terms are used in Section 147(a) of the
Code; (ii) interest on the Bonds is not an item of tax preference under Section 57 of the Code for
purposes of the federal alternative minimum tax imposed on individuals and corporations; and
(ii1) interest on, and any profit made on the sale of, the Bonds, exchange or other disposition are
exempt from the Ohio personal income tax, the Chio commercial activity tax, the net income
base of the Ohio corporate franchise tax, and municipal, school district and joint economic
development district income taxes in Ohio. Bond Counsel will express no opinion as to any
other tax consequences regarding the Bonds.

The opinion on tax matters will be based on and will assume the accuracy of certain
representations and certifications, and continuing compliance with certain covenants, of the
Issuer and the Company contained in the transcript of proceedings and that are intended to
evidence and assure the foregoing, including that the Bonds are and will remain obligations the
interest on which is excluded from gross income f{or federal income tax purposes. Bond Counsel
will not independently verify the accuracy of the Issuer’s and the Company’s certifications and
representations or the continning compliance with the Issuer’s and the Company’s covenants.

The opinion of Bond Counsel is based on current legal authority and covers certain
matters not directly addressed by such authority. It represents Bond Counsel’s legal judgment as
to exclusion of interest on the Bonds from gross income for federal income tax purposes but is
not a guaranty of that conclusion. The opinion is not binding on the Internal Revenue Service
(“IRS”) or any court. Bond Counsel expresses no opinion about (i) the effect of future changes
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in the Code and the applicable regulations under the Code or (ii) the interpretation and the
enforcement of the Code or those regulations by the IRS.

The Code prescribes a number of qualifications and conditions for the interest on state
and local government obligations to be and to remain exciuded from gross income for federal
income tax purposes, some of which require future or continued compliance after issuance of the
obligations. Noncompliance with these requirements by the Issuer or the Company may cause
loss of such status and result in the interest on the Bonds being included in gross income for
federal income tax purposes retroactively to the date of issuance of the Bonds. The Company
and the Issuer have each covenanted to take the actions required of it for the interest on the
Bonds to be and to remain excluded from gross income for federal income tax purposes, and not
to take any actions that would adversely affect that exclusion. After the date of issuance of the
Bonds, Bond Counsel will not undertake to determine {or to so inform any person) whether any
actions taken or not taken, or any events occurring or not occurring, or any other matters coming
to Bond Counsel’s attention, may adversely affect the exclusion from gross income for federal
income tax purposes of interest on the Bonds or the market value of the Bonds.

Although a portion of the interest on certain tax-exempt obligations earned by certain
corporations may be included in the calculation of adjusted current earnings for purposes of the
federal corporate alternative minimum tax, interest on certain tax-exempt obligations issued in
2009 and 2010, including the Bonds, is excluded from that calculation. Interest on the Bonds
may be subject to a branch profits tax imposed on certain foreign corporations doing business in
the United States and to a tax imposed on excess net passive income of certain S corporations.

Under the Code, the exclusion of interest from gross income for federal income tax
purposes may have certain adverse federal income tax consequences on items of incomne,
deduction or credit for certain taxpayers, including financial institutions, certain insurance
companies, recipients of Social Security and Railroad Retirement benefits, those that are deemed
to incur or continue indebtedness to acquire or carry tax-exempt obligations, and individuals
otherwise eligible for the earned income tax credit. The applicability and extent of these and
other tax consequences will depend upon the particular tax status or other tax items of the owner
of the Bonds. Bond Counsel will express no opinion regarding those consequences.

Payments of interest on tax-exempt obligations, including the Bonds, are generally
subject to IRS Form 1099-INT information reporting requirements. If a Bondowner is subject to
backup withholding under those requirements, then payments of interest will also be subject to
backup withholding. Those requirements do not affect the excludability of such interest from
gross income for federal income tax purposes.

Legislation affecting tax-exempt obligations is regularly considered by the United States
Congress and may also be considered by the Ohio legislature. Court proceedings may also be
filed the outcome of which could modify the tax treatment of obligations such as the Bonds.
There can be no assurance that legislation enacted or proposed, or actions by a court, after the
date of issuance of the Bonds will not have an adverse effect on the tax status of interest or other
income on the Bonds or the market value of the Bonds.

Prospective purchasers of the Bonds should consult their own tax advisers regarding
pending or proposed federal and Ohio tax legislation and court proceedings, and prospective
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purchasers of the Bonds at other than their original issnance at the price indicated on the cover of
this Official Statement should also consult their own tax advisers regarding other tax
considerations such as the consequences of market discount, as to all of which Bond Counsel
expresses no opinion.

Bond Counsel’s engagement with respect to the Bonds ends with the issuance of the
Bonds, and, unless separately engaged, Bond Counsel is not obligated to defend the Issuer, the
Company or the beneficial owners regarding the tax status of interest on the Bonds in the event
of an audit examination by the IRS. The IRS has a program to andit tax-exempt obligations to
determine whether the interest thereon is includible in gross income for federal income tax
purposes. If the IRS does audit the Bonds, under current IRS procedures, the IRS will treat the
Issuer as the taxpayer and the beneficial owners of the Bonds will have only limited rights, if
any, to obtain and participate in judicial review of such audit. Any action of the IRS, including
but not limited to selection of the Bonds for audit, or the course or result of such audit, or an
audit of other obligations presenting similar tax issues, may affect the market value for the
Bonds.

LEGAL MATTERS

Certain legal matters relating to the authorization and validity of the Bonds will be
subject to the approving opinion of Squire, Sanders & Dempsey L.L.P., Cleveland, Ohio, Bond
Counsel, which will be furnished at the expense of the Company upon delivery of the Bonds, in
substantially the form set forth as Appendix C (the “Bond Opinion™). The Bond Opinion will be
limited to matters relating to authorization and validity of the Bonds and to the tax-exempt status
of interest thereon as described in the section TAX EXEMPTION. Bond Counsel has not been
engaged to investigate the financial resources of the Company or the ability of the Compary to
provide for payment of the Bonds, and the Bond Opinion will make no statement as to such
matters or as to the accuracy or completeness of this Official Statement or any other mformation
that may have been relied on by anyone in making the decision to purchase Bonds.

Certain legal matters will be passed upon by Jeffrey D. Cross or Thomas G. Berkemeyet
and Fulbright & Jaworski L.L.P., counsel for the Company. Jeffrey D. Cross and Thomas G.
Berkemeyer are Deputy General Counsel and Associate General Counsel, respectively, of
American Electric Power Service Corporation, an affiliate of the Company. Certain legal
matters will be passed upon for the Underwriters by Chapman and Cutler LLP, Chicago, lllinois,
counsel for the Underwriters. Certain legal matters will be passed on for the Issuer by its
counsel, Forbes, Fields & Associates Co., L.P.A. Squire, Sanders & Dempsey L.I.P. acts as
counsel to certain affiliates of the Company for some matters.

The various legal opinions to be delivered concurrently with the delivery of the Bonds
express the professional judgment of the attorneys rendering the opinions as to the legal issues
explicitly addressed therein. In rendering a legal opinion, the attommey does not become an
insurer or guarantor of the expression of professional judgment, of the transaction opined upon,
or of the future performance of the parties to the transaction, nor does the rendering of an opinion
guarantee the outcome of any legal dispute that may arise out of the transaction.
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MISCELLANEQUS

The attached Appendices (including documents contained therein) are an integral part of
the Official Statement and must be read together with all of the balance of this Official
Statement.

The Issuer does not assume any responsibility for the matters contained in this Official
Statement other than information under THE ISSUER. All findings and determinations by the
Issuer relating to the issuance and sale of the Bonds are, and have been, made by the Issuer for
its own internal uses and purposes in performing its duties under Ohio law.,
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APPENDIX A
OHIO VALLEY ELECTRIC CORPORATION |

As more fully detailed below, Ohio Valley Electric Corporation (“OVEC”), together with its wholly owned subsidiary,
Indiana-Kentucky Electric Corporation (“IKEC” and together with OVEC, the “Company”) is engaged in the business
of generating, transmitting and setting electricity from its facilities located in Ohio, Indiana and Kentucky. The
Company’s principal office is located at 3932 U.S. Route 23, Piketon, Ohio 45661 and the telephone number is (740)
289-7200.

This summavy may not coniain olf of the information that may be important to purchasers of the Bonds and should be
read fogether with the more detailed information appearing elsewhere in this Official Staiement. Capitalized terms
used in this Appendix and not otherwise defined shall have the meanings ascribed thereta in the body of this Official
Statement.

Company Overview

The Company owns and operates two coal-fired electtic power generating plants with a combined nameplate capacity of
approximately 2,390 megawaits ("MW™). OVEC’s Kyger Creck Plant (the *Kyger Creek Plant” or “Kyger™), located in
Gallia County, Ohio, has a total nameplate capacity of 1,086 MW. IKEC"s Clifty Creek Plant (the “Clifty Creek Plant™
or “Clifty™) has a total nameplate capacity of 1,304 MW and is located in Jefferson County, Indiana. Both of these
facilities commenced operations in [955. A 776 circuit-mile network of 345 kilovelt (“kV™) transmission lines owned
by the Company connect these two generation stations, These lines also interconnect with the major power transmission
networks of several of the utilities serving the area. OVEC has senior unsecured debi ratings of Baa3 (negative cutlook)
by Moady’s and BBB- with a stable outlook by S&P, Additional information regarding the Company can be found at
www.ovec.com, but the information at such website 18 not incorporated into this Official Statement by reference.

The Inter-Company Power Agreement

OVEC sells power to thirteen purchasers under the Inter-Company Power Agreement (“ICPA™), which stipulates the
terms by which all of the electric capacity and energy of the Kyger Creek Plant and the Clifty Creek Plant is sold. The
thirteen power purchasers under the ICPA (collectively, the “Sponsoring Companies™) are currently investor-owned
utilities and one affiliate of a generation and transmission rural electric cooperative each of which own or are affiliated
with entities that own equity in OVEC. OVEC is owned by eleven entities (collectively, the “Shareholders™), consisting
of ten investor-awned utilities or utility holding companies and one affiliate of the generation and transmission rural
electric cooperative.

In 2004, an Amended and Restated ICPA was unanimously approved by the Sponsoring Companies and OVEC,
extending the term of the then-current ICPA, effective March 13, 2006, for an additional 20 years uniil March 13, 2026,
Under the ICPA, the Sponsoring Companies have the right to receive 100% of OVEC’s available capacity and energy.
Each Sponsoring Company can reserve a percentage, called the power participation ratio (“PPR™), of available power
and energy, and each Sponsoring Company that reserves available power is entitled to a commensurate amount of
available energy. The PPR of each Sponsaring Company is based on the ownership interest of such Sponsoring
Company and its affiliates in OVEC. The paymenis required to be made by the Sponsoring Companies under the ICPA
inchude monthty demand and energy charges and transmission charges. The demand and transmission charges are
designed to cover all of OVEC’s non-fuel related costs of owning, operating and maintaining OVEC’s generation and
transmission facilities - inchuding debt repayment — and to provide a return on equity to its Shareholders. The
Sponsoring Comparies’ obligations under the ICPA are several, but not joint and several. This means that each
Sponsoring Company is only Hable for its obligations, and not the obligations of the other Sponsoring Companies under
the ICPA.

The encrgy charge permits OVEC ta recover all of its fuel-related costs, with eack Sponsoring Company paying its
share of those costs based on the amount of energy taken by that Sponsoring Company. The Sponsoring Companies are
obligated under the ICPA to pay the demand and transmission charges even if OVEC fails to deliver power and
regardless of the amount of the available capacity of OVEC’s generation facilities. In addition, the Sponsoring
Companies must reimburse OVEC for all costs of replacements and additional facitities (defined in the ICPA).

The ICPA allows OVEC to incur debt for capital improvements to maintain compliance with applicable laws, In the
event that OVEC finances the cost of any additional facility or replacement, the Sponsoring Companies are required to
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pay, as part of the demand charge for available power, 100% of all inferest costs and debt amortization relating to such
financing, The cost is allocated among the Sponsoring Companies based on their respective PPRs (representing their
and their affiliates’ approximate ownership of the Company). Consequently, the Sponsoring Companies are obligated to
reimburse OVEC for 100% of its financing costs for any environmental spending, including those on the Bonds.

The current Shareholders and their respective percentages of equity in OVEC are:

Shareholder Equity Percentage

Allegheny Energy, Inc. 3.50%
American Electric Power Company, Inc.* 390.17%
Buckeye Power Generating, LLC ' 18.00%
Columbus Southern Power Company*** 4.30%
The Dayton Power and Light Company * 4.90%
Duke Energy Ohio, Inc.**** 9.00%
Kentucky Utilities Company * 2.50%
Louisville Gas and Electric Company ° 5.63%
Ohio Edison Company © 7.50%
Southern Indiana Gas and Electric Company ’ 1.50%
The Toledo Edison Company © 4.00%

Total 100.00%

These entitics comprise the Sponsoring Companies and currently share the OVEC power participation benefits and
requirements in the following percentages:

Sponsoring Company Power Participation Ratios

Allegheny Energy Supply Company * 3.01%
Appalachian Power Company * 15.69%
Buckeye Power Generating, LLC ' 18.00%
Columbus Southern Power Company * 4.44%
The Dayton Power and Light Company * 4.90%
Duke Energy Ohio, Inc. * 9.00%
FirstEnergy Generation Corp. ® 11.50%
Indiana Michigan Power Company * 7.85%
Kentucky Utilities Company * 2.50%
Louisville Gas and Flectric Company ° 5.63%
Monongahela Power Company * 0.49%
Ohio Power Company * 15.49%
Southern Indiana Gas and Electric Company ’ _1.50%

Total 100,00%

Some of the Common i i name of;

*  American Gas & Electric Company
**  Columbus and Southern Ohio Electric Company
*##% The Cincinnati Gas & Electric Company

Subsidia affiliate of*

! Buckeye Power, Inc.

? American Electric Power Company, Inc,
* DPL Inc.

* Duke Energy Corporation

EONUS LLC

¢ FirstEnergy Corp.

7 Yectren Corporation

¥ Allegheny Energy, Inc.
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OVEC-IKEC Power Agreement

The principal contractual arrangements between OVEC and IKEC are contained in the OVEC-IKEC Power
Agreement. OVEC is obligated under the OVEC-IKEC Power Agreement 1o purchase all power, and the encrgy
associated therewith, generated at IKEC’s Clifty Creek Plant. OVEC's payments for such power are deterntined
such that, when added to revenues received by IKEC from any other source, they are sufficient to enable IKEC io
pay all of its operating and other expenses, including all income and other taxes, and any interest and regular
amortization requirements applicable to any indebtedness for borrowed funds incurred by IKEC. IKEC currently has
no long-term indebtedness. IKEC is obligated to transmit to OVEC any and all power, and the energy associated
therewith, generated at the Clifty Creek Plant. IKEC is further obligated to transmit and deliver to OVEC all power,
and the energy associated therewith, supplied to IKEC by the Sponsoring Companies and to deliver to the
Sponsoring Companies designated by OVEC, all power, and the energy associated therewith, supplied to IKEC by
OVEC. The term of the OVEC-IKEC Power Agreement is coterminous with the term of the ICPA.

Available Information

OVEC is not subject to the informational requirements of the Securities Exchange Act of 1934, as amended (the
“1934 Act™) and does not file reports and other information with the Securities and Exchange Commission (the
“SEC”). Other than Buckeye Power Generating, LLC, Kentucky Utilities Company and Louisville Gas and Electric
Company, all of the other Shareholders of QVEC (or their parent corporation) are subject to the information
requirements of the 1934 Ael, and in accordance therewith file reports, proxy statements and other information with
the SEC. Such reports, proxy statements and other information can be inspected and copied at the public refercnce
facilities maintained by the SEC at its principal offices at 100 F Street, N.E., Washington, D.C. or at the SEC’s
website at www sec.gov. Additional information regarding Buckeye Power Generating, LLC, an affiliate of
Buckeye Power, Inc., can be found at www.buckeyepower.com. Additional information regarding Kentucky
Utilities Company and Louisville Gas and Electric Company can be found at www.con-us.com

None of the above-mentioned additional information regarding the Shareholders and their operating subsidiaries is
part of this Official Statement, nor is any such information incorporated into this Official Statement, and neither the
Company nor the Underwriters take any responsibility for the accuracy or completeness thereof.

Financial Statements

Annex 1 to this Appendix A contains the Company’s Annual Report for 2008 which includes the consolidated
financial statements of the Company as of December 31, 2008 and 2007, and for each of the two years in the
period ended December 31, 2008, audited by Deloitte & Touche LLP, independent auditors. Annex 2 to this
Appendix A contains the unaudited consolidating financial statements of the Company as of March 31, 2009,
Annex 3 to this Appendix A contains the unaundited consolidating financial statements of the Company as of
June 30, 2009.

Risk Factors

Investing in the Bonds involves risk. Please see the risk factors described below. Before making an investment
decision, prospective Bondholders should carefully consider these risks as well as other information contained in
this Official Statement and the Appendices. The risks and uncertaintics described are those presently known to the
Company. Additional risks and uncertainties not presently known to the Company ar that the Company currently
deems immaterial may also impair the Company’s business operations, financial results and the value of the Bonds.

Risks Associated with QVEC

OVEC relies exclusively on the payments made to it by the Sponsoring Companies pursuant to the ICPA for
revenue fo pay OVEC’s vperating expenses, and OVEC may be unable to pay those expenses (including
payments of principal of and interest on the Bonds) if any of the Sponsoring Companies fails to fulfill its
payment obligations to OVEC,
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The Sponsoring Companies are obligated under the JCPA to pay demand, iransmission and energy charges that,
collectively, are contractually designed to cover all of QVEC’s fixed charges of owning, operating and maintaining
OVEC’s generation and transmission facilitics, provide a return on equity to OVEC’s shareholders, and compensate
OVEC for costs of all fuel used to supply power under the ICPA. This obligation is several and not joint and several.
As a consequence, because OVEC’s only material source of revenue is under the 1CPA, a failure by a Sponsoring
Company to fulfill a payment obligation to OVEC for any reason could cause QOVEC to be unable to pay its
operating expenses (including payments with respect 1o principal of and interest on the Bonds). Moreover, the
ability of the Sponsoring Companies to generate cash flow and make their obligaied payments under the ICPA
depends on their financial performance, which will be affected by a range of economic, competitive, legislative,
regulatory and business factors, many of which are outside of the control of the Company and the Sponsoring
Companies.

The Sponsoring Companies’ utility operations involve many risks, including the breakdown or failure of power
generation equipieent, pipelines, transmission lines, distribution lines or other equipment or processes, fuel
interruption, and performance below expected levels of output or efficiency. Sales and revenues of a utility may also
be adversely affected by general economic and business conditions and weather conditions in its service territory.

. In addition, the Sponsoring Companics are subject to a number of environmental and other laws and regulations
affecting many aspects of their present and future operations, including the disposal of various forms of waste, the
construction or permitting of new facilities and air and water quality. Those laws and regulations generally require
the Sponsoring Companies to obtain and comply with a wide variety of licenses, permits and other approvals.
Existing regulations may be revised or new regulations may be adopted or become applicable to the Sponsoring
Companies that could have an adverse impact on their respective operations, including potential regulaiory
developments related {0 emissions of greenhouse gases, sulfur dioxide and nitrous oxides. The implementation of
regulatory changes imposing more comprehensive or stringent requirements on the Sponsoring Companies, to the
extent such changes would result in increased compliance costs or additional operating resirictions, could have a
malerial adverse effect on the results of operations of the Sponsoring Companies. See Environmental Matters herein.

This Official Staternent does not contain historical financial information regarding any of the Sponsoring
Companies. In making an investment decision regarding the Bonds, there is no assurance, based upon the
information contained herein, that any of the Sponsoring Companies will be capable of meeting its financial or other
responsibilities under the ICPA. For additional information regarding risk factors relating to each of the Sponsoring
Companiés, see the Annual Report on Form 10-K_ for each Sharcholder or its parent corporation (other than Buckeye
Power Generating, LLC, Kentucky Utilities Company and Louisville Gas and Electric Company) filed with the
SEC. Nome of the above-mentioned additional information regarding the Shareholders is part of this Official
Statement, nor is any such information incorporated into this Official Statement, and neither the Company nor the
Underwriters take any responsibility for the accuracy or completeness thereof,

There are no restrictions in the Loan Agreement on OVEC’s ability to incur additional indebtedness.

The Loan Agteement does not contain any testrictions on the ability of OVEC to incur additional indebiedness and
therefore, OVEC may be able to incur substantial additional indebtedness. If OVEC incurs additional indebtedness,
the related risks it faces may intensify.

There are no limitation on liens in the Loan Agreement.

OVEC’s obligations under the Loan Agreement are not secured by any mortgage, lien, security interest, pledge,
charge or other encumbrance (collectively, a “Lien”) upon the assets of OVEC and will rank equally with all of
OVEC’s other unsecured indebtedness. OVEC currently has no outstanding secured debt. The Loan Agreement does
not limit the ability of OVEC or any of its subsidiaries to create, assume or incur any Lien upon the assets of OVEC,
The Loan Agreement does not limit OVEC’s ability to create a Lien on its assets for the benefit of the owners of its
existing indebtedness or future indebtedness withaut creating a similar lien for the owners of the Bonds.

At August 31, 2009, OVEC had indebtedness outstanding in the aggregate principal amount of $1,291 million. At
August 31, 2009, an aggregate of 81,191 million of this indebtedness has provisions that limit (subject to certain
exceptions) OVEC’s ability o issue secured debt unless, at the fime the secured debt is issued, OVEC also equally
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secures such outstanding unsecured indebtedness. The Loan Agreement does not contain this provision. As a result,
if in the future OVEC were 10 issue secured debl, $1,191 million of the unsecured indebtedness outstanding at
August 31, 2009 would also become secured. In such case, OVEC’s obligations under the Loan Agreement would
be effectively subordinated 1o such secured debt. As noted above, there is no limit on the amount of debt that OVEC
may issue under the Loan Agreement and, in the fumre, OVEC may incur indebtedness which includes provisions
similar to those applicable to other outstanding indebtedness.

There are no restrictions in the Loan Agreement on OVEC’s ability to amend or terminate the ICPA or the
OVEC-IKEC Power Agreement.

The Loan Apreement does not contain any restrictions on the ability of OVEC to amend the terms of the ICPA or
the OVEC-TKEC Power Agreement or to terminate cither agreement, including OVEC’s ability to shorten the term
of each agreement to prior to March 13, 2026, which is the currently stated term for each agreement. It is possible
that certain amendments to or a change in the tetm or ihe termination of either the ICPA or the OVEC-IKEC Power
Agreement prior io the maturity of the Bonds could adversely affect OVEC’s ratings and the ratings on the Bonds,
as well as negatively impact OVEC's ability to meet its obligations, including its obligation to pay the principal of
and interest on the Bonds.

Pursuant io the ICPA, the Sponsoring Conmpanies are required to pay, as part of the demand charge for available
power, 100% of all interest costs and debt amortization relating 1o financings for capital improvements, including
the Bonds, and such obligations of the Sponsoring Cotrpanies are several, but not joint and several under the ICPA,
which means that each Sponsoring Company is only liable for its obligations and not the obligations of the other
Sponsoring Companies under the ICPA. The Loan Agreement does not contain any limitations on OVEC’s ability
to consent to amendments to said obligations of each of the Sporsoring Companies under the ICPA. Thus, OVEC
and the Sponsoring Companies could modify the respective obligations of some or all of the Sponsoring Companies
and the failure of some or all of the Sponsoring Companies to provide sufficient demand charges to OVEC could
adversely affect OVEC’s ratings and the ratings on the Bonds, as well as negatively impact QVEC’s ability to pay
the principal of and interest on the Bonds.

The ICPA permits, with certain limitations, each Sponsoring Company to assign its rights and obligations under the
ICPA to certain permitied assignees. Such assignees are either (i) 2 Sponsoring Company or its affiliates with an
investment grade credit rating by Moody’s and S&P, (ii) a Sponsoring Company or affiliate with a non-investment
grade credit rating so long as the assigning Sponsoring Company guarantees the obligations of such person, or (iii) a
non-Sponsoring Company third party with an investioent grade credit rating by Moody's and S&P following the
delivery of a right of first offer to the remaining Sponsoring Companies of such transferring Sponsoring Company's
interests in the ICPA. The Loan Agreement does not limit OVEC’s ability to consent (o changes to this provision of
the ICPA, Given OVEC’s reliance on payments from the Sponsoring Companics to meet its debt obligations,
including its obligation to pay the principal of and interest on the Bonds, an assignment of the interest of a
Sponsaring Company (o a non-investment grade entity without the currently required guarantee, for example, could
adversely affect OVEC’s ratings and the ratings on the Bonds, as well as negatively impact OVEC’s ability to pay
the principal of and interest on the Bonds.

There is mo covenant of OVEC in the Loan Agreement to comply with or enforce the ICPA or the OVEC-
IKEC Power Agreement.

The Loan Agreement does not contain a covenant of OVEC io comply with or enforce the provisions of the ICPA or
the QVEC-IKEC Power Agreement. Given OVEC’s reliance on payments from the Sponsoring Companies
pursuant to the ICPA to meet its debt obligations, including its obligation to pay the principal of and interest on the
Bonds, a failure by OVEC to comply with or enforce the provisions of the ICPA could adversely affect OVEC’s
ralings and the ratings on the Bonds, as well as negatively impact OVEC's ability to pay the principal of and interest
on the Bons.
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The Loan Agreement does not limit OVEC from selling, leasing, nssigning, transferring or otherwise
disposing of all or any part of its right, title and interest in and to the ICPA or the OVEC-IKEC Power
Agreement,

The Loan Agreement does not limit OVEC from selling, leasing, essigning, transferring or otherwise disposing of all
or any part of its right, title and interest in and to the ICPA or the OVEC-IKEC Power Agreement. Any such sale,
lease, assigniment, transfer or other disposition of alt or any part of OVEC’s righ, title and interest in and to the
ICPA or the OVEC-IKEC Power Agreement could adversely affect OVEC’s ratings and the ratings on the Bonds, as
well as negatively impact OVEC’s ability to pay the principal of and interest on the Bonds.

The credit ratings on OVEC’s senior unsecured debt are subject to chamge. Any reductions in OVEC’s credit
ratings could increase financing costs and the cost of maintaining certain contractual relationships or limit
OVEC’s ability to obtain financing on favorable terms.

OVEC’s senior unsecured debt is currently rated “Baa3” with 2 negative outlook by Moody's and “BBB-" with &
stable outlook by S&P. A security rating is not a recommendation to buy, sell or hold securities. The rating is
subject to revision or withdrawal at any time and each rating should be evaluated independently of any other rating,

OVEC cannot offer any assurance that its current ratings will remain in effect for any given period of time or that a
rating will not be lowered or withdrawn entirely by a rating agency if, in its judgment, circumstances so warrant.
The impact of any future downgrade would result in an increase in OVEC’s cost of borrowings, but would not result
in any defaults or accclerations as a result of the rating changes.

OVEC may be required to obtain additional permanent financing (1) to fund its capital expenditures, investments
and debt security redemptions and maturities and (2) to further strengthen its capital structure. If the rating agencies
downgrade OVEC’s credit ratings, particularly below investment grade, or initiate negative outlooks thercon, or
withdraw iis ratings, it may significantly limit OVEC’s sccess to the short and long-ierm debt capital markets and
OVEC’s borrowing costs would increase. In addition, OVEC would likely be required to pay a higher interest rate
in future financings, and its potential pool of investors and funding sources would likely decrease.

The operation of the Compauy’s electric generation plants and transmission facilities involves risks that could
adversely affect the Company’s cost of operations.

The Company is subject to various risks associated with operating its electric generation plants and transmission
facilities, any of which could adversely affect its cost of operations. These risks include:

- failure of equipment or processes, operator or maintenance errors or other events resulting in power
outages or reduced output;

availability of fuel and fuel transportation;

disruptions in the transmission or distribution of power;

changes in applicable laws and regulations, including environmental laws and regulations; and

catastrophic events such as fires, hurricanes, explosions, floods, terrorist attacks or other similar
occurrences to its facilities or to facilities upon which the Company depends.

Unplanned outages of generating units and fransmission facilities due to mechanical failures or other prublems occur
from time to time and are an inherent risk of the Company's business. Unplanned outages typically increase the
Company s operation and maintenance expenses. All of the units of the Company’s generation plants, and &
significant portion of the Company’s transmission facilities, were originally constructed many years ago. Okder
generation and transmission equipment, even if maintained in accordance with good engineeying praciices, may
require significant capilal expenditures to keep it operating at high efficiency and to meet regulatory and
environmental requirements. This equipment is also likely to require periodic upgrading and improvement.




The cost of repairing damage to the Company’s generation plants and transmission facilities due to storms, natural
disasters, wars, terrorist acts and other catastrophic events may adversely affect the Company’s costs of operations
or cash flows. These actions could also result in adverse changes in the insurance markets and disruptions of power
and fuel markets. In addition, the Company’s generation plants and transmission facilities are directly or indirectly
connected to electric transmission infrastructure which the Company does not own and over which it does not
exercise control of operations or maintenance. The Company’s operations could be directly or indirectly harmed by
fatlures associated with either its own or third parties’ generation and transmisgion facilities, including explosions,
fires, inclement weather, natural disasters, mechanical failure, unscheduled downtime, equipment interruptions,
remediation, chemical spills, discharges or releases of toxic or hazardous substances or gases and other
environmental risks. Severe damage to or destruction of property and equipment and environmental damage may
result in suspension of operations and the imposition of civil or criminal penalties. Moreover, the accurrence or risk
of occurrence of future terrorisi attacks, related acis of war or failures in generation and transmission infrastructure
could also adversely affect the U.S. economy or otherwise impact the Company’s results of operations and financial
condition in unpredictable ways.

Should one or mote of the events described above occur, the Company’s cost of operations may significantly
increase. The Company has insurance covering certain of its plants, including property damage insurance,
commercial general liability insurance, and boiler and machinery coverage, each in amounts that the Company
considers appropriate. However, the Company’s insurance policies are subject to certain limits and deductibles as
well as policy exclusions. the Company cannot assure purchascrs of the Bonds that insurance coverage will be
available in the future at current costs or on commercially reasonable terms or that the insurance proceeds received
for any loss or damage, including any loss or damage to the Company’s generation plants and transmission facilities
or losses caused by outages, will be sufficient to restore the loss or damage without negative impact on the
Company’s costs of operations.

The interests of the Sponsoring Companies may conflict with the interests of the bondholders or OVEC,

All of OVEC’s capital stock is owned either by the Sponsoring Companies or by subsidiaries or other affiliates of
the Sponsoring Companies. Therefore, the Sponsoring Companies direct OVEC’s activities and have the ability to
control the Company’s management, policies, and financing decisions. In addition, the Sponsoring Companies may
have interests that conflict with those of the bondholders or the Company’s interests and, except as required by law
or contractual obligations, the Sponsoring Companies have no duties to other parties with respect to the conduct of
the Company’s business.

The credit ratings on the Bonds are sabject to change,

The Bonds are currently rated “Baa3” with a negalive outlook by Moody’s and “BBB—" by S&P, each based upon
the financial condition of OVEC. A rating reflects only the views of the rating agency assipning such rating and an
explanation of the significance of such rating or the status of any review of such rating may be obiained from such
agency. There is no assurance that any rating will continue for any given period of time, or that any rating will nat
be revised downward or withdrawn entirely by apy such rating agency if, in its judgment, circumstances so warrant.
Any such downward revision or withdrawal of any such rating may have an adverse effect on the market price of the
Bonds.

Risks Associated with the Bonds

An investment in the Bonds involves certain risks, including the risk of nonpayment of interest or principal due to
the owners. The risk of nonpayment depends to & large degree upon the financial condition of the Company and is
affected by a number of factors that should be considered by prospective purchasers, along with the other
information presented in this Official Statement and the Appendices hereto, in judging the suitability of an
investment in the Bonds.




The Bonds are unsecured abligations.

The Loan Agresment is an unsecured obligation of OVEC, The Bonds are not secured by a mortgape, security
interest or other lien on the Project financed by the Bonds or any other properties of the Company.

Limited Obligations

The Bonds are special obligations of the Issuer, and are 1o be paid solely from, and will be secured by a pledge of,
payments to be made by OVEC to the Issuer under the terms of the Loan Agreement and the Note. The Loan
Agreement and the Mote are unsecured obligations of OVEC. The Bonds will not be secured by a mortgage or
security interest in the Project or any other property of the Company. The Bonds do not now and will never
constitute a charge against the general credit of the Issuer, the State of Ohio, or any political subdivision thereof.

Covenants contained in certain of OVEC’s financing agreements restriet its operating, financing and
investing activities,

OVEC’s principal financing agreements (not including the Loan Agreement) contain restrictive covenants that limit
its ability 1o, among other things:

- borrow funds;

- incur liens and guaraniee debt;

- enter into a merger or other change of conirol transaction;
- make investments; and

- dispose of assets.

These agreemenls may limit OVEC’s ability to implement strategic decisions, including its ability to access capital
markets or s¢il assets without using the proceeds 1o reduce debt. In addition, OVEC is required to meet certain
financial tests under some of its financing agreements, including consolidated net worth. QVEC’s failure to comply
with the covenants contained in its financing agreements could result in an event of default, which may have an
adverse effect on its financial condition.

OVEC’s substantial variable-rate indebtedness exposes OVEC to interest rate risk.

Certain of OVEC's indebtedness accrues interest at variable rates based on prevailing interest rates. If interest rates
rise, OVEC will be required to meet higher debi service obligations. As a general matter, OVEC is allowed under
the 1CPA to recover from the Sponsoring Companies its actual interest expenses, including any increases in those
expenses. However, if any of the Sponsoring Companies were to fail to fully meet its payment obligations under the
ICPA such that OVEC's revenues were insufficient to cover OVEC's interest payment obligations, OVEC would
have difficulty meeting its debt service obligations, including its payment of principal of and interest on the Bonds.

Risk of Taxability

The failure of the 1ssuer or OVEC to comply with their covenants to meet certain requirements of the Code (see Tax
ExeEmpTION in this Official Statement) could cause the interest on the Bonds to become includable in gross income
of the owners thereof for federal income tax purposes retroactively to the daie of issuance of the Bonds. Under the
circumsiances described in this Officiat Statement under the caption THE BoNDS—Redemption of Bonds -
Extraordinary Mandatory Redemption of Bonds, the Bonds may be redeemed on any date in whole {or in part in
certain circumstances) without premium following the occurrence of certain events as described therein. The
Indenture does not provide for the payment of any additional interest or penalty in the event that the interest on the
Bonds becomes includable in gross income for federal income tax purposes.




Matters Relating to Enforcement

Enforcement of the remedies under the Indenture and the Loan Agreement may be limited or restricted by federal
and state laws relating to bankruptcy, fraudulent conveyances, and rights of creditors, by application of general
principles of equity affecting the enforcement of creditors” rights and liens securing such rights, by zoning,
subdivision or other municipal codes and ordinances and by the exercise of judicial authority by state or federal
courts, and may be subject to discretion in the event of litigation or statutory remedy procedures, and may be
substantially delayed in the event of litigation or statutory remedy procedures. The various legal opinions to be
delivered concurrently with the issuance and delivery of the Bonds will be qualified as to the enforceability of the
various legal instruments by limitations imposed by lacal, state and federal laws, rulings and decisions affecting
remedies, and by general principles of equity and by bankruptey, reorganization, insolvency, moratorium or other
similar laws affecting the rights of creditors.

Suitability of Investment

An investment in the Bonds involves a certain degree of risk. The interest rate bome by the Bonds is intended to
cotnpensate the investor for assuming this element of risk. Prospective investors should carefully examine this
Official Statement, including the Appendices hereto, and their ability to bear the economic risk of such an
investment, and then determine whether or not the Bonds are an appropriate investment for them,

Early Redemption or Mandatory Tender

Pursuant to the terms of the Indenture, the Bonds are subject to redemption prior to maturity (see THE BONDS—
Redemption of Bonds in this Official Statement). Under those circumstances, a Bondholder may not have the
opportunity to hold those Bonds for a time period consistent with such Bondholder’s original investment intentions.

Secondary Markets and Prices

No assurance can be given that any secondary market will develop following the completion of the offering of the
Bonds. OVEC will not be obligated to repurchase any of the Bonds, and no assurance can be given that a secondary
marke( for the Bonds will develop following the completion of the offering of the Bonds. The Bonds are not readily
liquid, and no person should invest in the Bonds with funds such person may need to convert readily into cash.
Rondholders should be prepared to hold their Bonds to the stated maturity date.

Financial Summary
Capitalization

The table below outlines OVEC's capitalization at year-end 2007, at year-end 2008 and at funding of the
Bonds and the 2009A-D Bonds assuming a June 30, 2009 issue date:

(in thousands) 12/31/2007 12/31/2008 Pro Forma 6/30/2009
Debt
Senior Notes $722,961 51,045,318 51,127,857
2009A-D Bonds - - 100,000
The Bonds - - 100,000
Line of Credit Borrowings — Long - 50,000 -
Term
Total Debt  $722.961 98% §1,095318  99%  $1327857  99%

Equity
Common Stack $100 par value— $10,000 $10,000 $10,000
Authorized, 300,000 sheres;
Outstanding, 100,000 shares
Retained Earnings 2916 2,507 5,086

Total Equity $12,916 2% 312,507 1% $15,086 1%

Total Capitalization  $735877 100% $1,107,825 100%  §1,342,943 100%




Summary of Financials

The table below surnmarizes certain historical financial information of QVEC through 2008,

(in thousands unless otherwise noted) 2004 2008 2006 2007 2008

Net Generation (MWh) 15,810 16,638 16,468 15,110 15,260
Operating Revenues $406,283  $468,546  $523927 $531,362  $621,813
Operating Expenses $380,972  $442,420  $494,893 $494,808  $566,798
Average Price $/MWh to Sponsors 824 528 $31 835 841

Power Sales Agrecments
OVEC, on formation, entered into two principal power sales agreements:

- the DOE Power Agreement between OVEC and the United States of America, currenily acting by and
through the Atomic Bnergy Commission’s successor, the Secretary of Energy, the statutory head of the
U.S. Department of Energy; and

- the ICPA.

The term of the ICPA (as amended and restated, effective March 13, 2006) continues until the first to ocour of the
following: (i) the sale or other disposition of OVEC’s and IKEC's electric generation facilities, (ii) the permanent
cessation of the operation of those generation facilities, or (i) March 13, 2026.

OVEC also ¢ntered into a power sales agreement with OVEC’s wholly owned subsidiary, IKEC, which OVEC
refers to as the “‘OVEC-IKEC Power Agreement.”

The DOE Power Agreement

Under the DOE Power Agreement, OVEC was obligated to s¢ll 10 the DOE essentially all of its electric generating
capacity for use at the DOE’s Pike County, Ohio uranium enrichment facilities in return for an agreement by the
DOE to pay the costs of the ownership, operation and maintenance of OVEC’s generation and transmission
facilities, as well as to provide a return on equity to OVEC’s shareholders.

In September 2000, the DOE notified OVEC of its election to terminate the DOE Power Agreement in connection
with the cessation of uranium enriching operations at its Pike County piant, which became effective on April 30,
2003.

Upon the termination of the DOE Power Agreement, OVEC entered into an arranged power agreement with the
DOE under which OVEC purchases power from third parties for delivery to the DOE. The DOE reimburses OVEC
for the costs of all power purchases under this agreement and pays OVEC an administrative charge. The current
arranged power agreement may be terminated by either party on 30 days’ prior notice.

The ICPA

OVEC and the Sponsoring Companies signed the original ICPA on July 10, 1953, to support the DOE Power
Agreement and provide for excess energy sales to the Sponsoring Companies of powet not utilized by the DOE or
its predecessors. Since the termination of the DOE Power Agreement on April 30, 2003, the Sponsoring Companies
have, under the terms of the ICPA, the right to OVEC’s entire generating capacity and the right to purchase all of the
energy it penerates. OVEC and the Sponsoring Companies entered into an amended and restated ICPA, effective
March 13, 2006, extending the ICPA’s term for an additional 20 vears,
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Each Sponsoring Company can resetve a percentage, called a power participation ratio (“PPR”) of available power
and energy, and a Sponsoring Company that reserves power is entitled to a commensurate amount of available
energy. The PPR of each Sponsoring Company is based on the ownership interest of such Sponsoring Company and
its effiliates in OVEC.

The payments required to be made by the Sponsoring Companies include monthly demand and energy charges amd
transmission charges. The demand and transmission charges are designed ta cover all of OVEC’s non-fuel related
costs of owning, operating and maintaining its generation and transmission facilities — including debt service costs —
and to provide a return on equity to its Sharcholders. The energy charges paid by the Sponsoring Companies
reimburse OVEC for all of its fuel-related costs, with each Sponsoring Company peying its share of those costs
based on the amount of energy taken by such Sponsoring Company. The Sponsoring Companies are obligated under
the ICPA o pay the demand and transmission charges even if OVEC fails to deliver power and regardless of the
amount of the available capacity of OVEC's generation facitities. In addition, the Sponsoring Companies must
reimburse OVEC for all costs of replacements and additional facilities.

The share of the total demand and transmission charges payable for any month by each Sponsoring Company is
based on the Sponsoring Company’s entitlement to power for such month. The share of the total energy charge
payable for any month by each Sponsoring Company is based on the amount of energy taken by the Sponsoring
Company for such month.

Under the ICPA, OVEC is entitled to bill the Sponsoring Companies on a semi-monthly basis for payment of its
estimated demand and energy costs in the applicable semi-monthly petiod. OVEC generally bills the Sponsoring
Companies on a monthly basis to adjust for its actual demand and energy costs for the entire monih. Under the terms
of the ICPA, payments are required to be made prompily and are generally paid within 15 days. Throughout
OVEC’s 56-year history, no Sponsoting Company has ever defaulted on a payment.

Each of the Sponsoring Companies either owns, or is a subsidiary or affiliate of a company that own, OVEC’s
capital siock. The Sponsoring Companies are not liable for OVEC’s indebtedness, including OVEC’s obligations
under the Loan Agreement.

OVEC-IKEC Power Agreement

The principal contractual arrangements between OVEC and IKEC are contained in the OVEC-IKEC Power
Agreement. OVEC is obligated under the OVEC-IKEC Power Agreement to purchase all power, and the energy
associated therewith, generated at IKEC’s Clifty Creck Plant. OVEC’s payments for such power are determined
such that, when added to revenues received by IKEC from any other source, they are sufficient to enable IKEC to
pay all of its operating and other expenses, including all income and other taxes, and any interest and regular
amortization requirements applicable to any indebtedness for borrowed funds incurred by IKEC. IKEC currently has
no long-term indebtedness. IKEC is obligated to transmit to OVEC any and all power, and the ¢nergy associated
therewith, generated at the Clifty Creek Plant. IKEC is further obligated to transmit and deliver to OVEC all power,
and the energy associated therewith, supplied to IKEC by the Sponsoring Companies and to deliver to the
Sponsering Companies designated by OVEC, all power, and the energy associated therewith, supplied to IKEC by
OVEC. The term of the OVEC-IKEC Power Agreement is coterminous with the term of the ICPA.
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OVEC/AKEC Plant Description

OVEC and IKEC, own and operate two coal-fired electric power generating plants. OVEC’s Kyger Creek Plant and
IKEC’s Clifty Creek Plant.

Operating Statistics

Kyger Creek  Clifty Creek  Combined

Nameplate Capacity (MW) 1,086 1,304 2,390
Number of generating units 3 6 11
Commissioning year 1955 1955 1955
Net heat rate (BTU/XWh) — 2008 10,171 10,289 10,236
Availability factor (%) — 2004-2008 avg. 88.89% 85.4% 86.9%
Fuel cost ($/MWh) - 2008 $21.69 $21.77 $21.25
Total production costs ($/MWh) - 2008 $28.03 $29.66 $28.93

Each of Clifty’s six units and Kyger's five units has a capacity of 217,26 MW, The Clifty units and Kyger Unit | are
equipped with General Electric steam turbines and hydrogen-cooled generators, while Kyger Units 2 through 5 are
equipped with Westinghouse steam turbines and hydrogen-cooled generalors, Each unit is also equipped with a
once-through turbine condenser utilizing water from the Ohio River. The generators produce electricity at 15.5 kV
which is then stepped up fo 345 kV by three main transformers (on¢ for each of three phases).

The steam powering each of the eleven units is generated by Babcock & Wilcox (“B&W™) open-pass reheat boilers
(one for each unit). The primary fuel for these front-wall fired, wet bottom, subcritical drum units is pulverized coal.
Each unit has seven B&W type EL-70 pulverizers and 14 fishtail shaped burner nozzles (2 per pulverizer). The
boilers are also equipped with oil lighters which are used primarily for start-ups and flame stabilization at low loads.
The primary furnaces are operated at balance draft or slightly negative furnace pressure. Each unit is equipped with
twa forced-draft fans and one induced-draft fan. During the period of 1995 through 1999, overfire air modifications
were completed on all eleven units, at a cost of $8.2MM ($4.2MM Kyger and 34MM Clifty), to meet Federal Clean
Air Act nitrogen oxides (NO,) emissions requirermnents. Another modification to Kyger’s boilers was the addition of
iron ore injection directly into the primary furnace to aid furnace slag tapping. The iron ore injection system which
includes storage silos, blowers, piping and nozzles was completed in 2000 at a cost of $2.6MM.

New flue gas stacks were built and electrostatic precipitators (“ESP™) installed during the period of 1977-1980.
Clifty has two 983-foot stacks each serving three units, and Kyger bas a single 1000-foot stack. Cold-side ESPs
were installed on all Kyger units and Clifty Units 1 through 5. Clifty Unit 6 has a hot-side ESP manufactured by
Western Precipitation Division of Joy Manufacturing Company. Kyger’s ESPs were manufactured by Flakt, Inc.
Clifly’s cold-side ESPs were manufactured by Lodge-Cottrell Division of Dresser Industries, Inc. The ESP’s and
stacks cost was approximately $184MM ($79MM Kyger and $105MM Ciifty),

In recent years, the use of lower sulfur coals al both plants has necessitated the installation of SO; flue gas
conditioning systems to improve fly ash collection by decreasing the resistivity of the ash. The systems,
manufactured by WALHCO, were instalted on Clifty Units | through 5 in 1998 and on all Kyger units in 2001 at a
total cost of $9.5MM ($4.0MM Kyger and 35.5MM Clifty).

Once collected, the fly esh at Clifty is conveyed dry to silos where the ash is loaded to trucks either to be sold as a
concrete ingredient or hauled to the plant’s landfill. The Clifty dry fly ash conversion project was completed in 1993
at a cost of approximately $17.8MM.

The fly ash at Kyger is sluiced to the plant’s fly ash pond for disposal. In 2001, Kyger closed the north fly ash pond
with a clay cap and dredging material from the South fly ash and bottom ash pond. The project cost was
approximately $4.3MM.

Other ash storage facilities include one botiom ash pond at Kyger and one botiom ash pond at Clifty. Both plants
also sell bottom ash for use as blasting grit, roofing granules, and snow and ice control.
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Coal is delivered by barge to both plants. Each plant has two barge unloading tower cranes from which the coal may
be directed to the unit coal bunkers for consumption or to storage. Revisions made during Clifty’s coal switch
project (completed in 1994 at a cost of $79.5MM) accommaodate the storage and blending of binminous and low-
sulfur subbituminous coal supplies. Clifty presently burns a blend of 75% subbituminous coal from the Pawder
River Basin (“PRB”) in Wyoming and 25% castern bituminous coal. In 2006, Kyger Creek completed modifications
to the boilers and coal handling systems to allow the plant to store and burn a coal blend of up to 80% PRB coal.
The Kyger Creek PRB project cost was approximately $53MM. Presently, Kyger burns a blend of roughly 70%
PRB coal and 30% eastern bituminous coal. Prior to these modifications, the PRB portion of Kyger’s fuel blend was
limited to approximately 35%.

In 2002 and 2003, selective catatytic reduction (“SCR™) systems were retrofitted to ten of the eleven Kyger and
Clifty units at an approximate cost of $355MM ($191MM Kyger and $164MM Clifty). SCR systems convert NO, i
the flue gas exiting the boilers into elemental nitrogen and water by mixing ammonia into the flue gas stream and
passing the mixture through fayers of catalyst. The required amounts of ammonia are supplied by each plant's
Ammonia On Demand {“AOD") system which use a feedstock of pelletized urea. This equipment has been operated
during the five-month ozone season (May through September) each year beginning May 31, 2004 and will be
operated year-round beginning January 1, 2009 to comply with staie and federal NO, emission reduction
requirements.

OVEC/IKEC Transmission System

The OVEC/IKEC transmission system was constructed in the early 1950°s. The system is operated at 345 kV with
interconnections to other utilities at 345 kV and 138 kV, It is comprised of 776 circuit miles of 345 kV lines and
four substations.

The transmission lines include 1,561 steel lattice towers, approximately four towers per mite with an average span of
1,310 feet. The phase conductors are 1,414 KCM aluminum, steel core, paper expanded and the neuiral conductor is
159KCM Aluminum Conductor Steel Reinforced. OVEC has approximately 7,036 acres of right-of-way in Ohio,
Indiana and Kentucky.

Of the four substations, ane each is located adjacent to the Clifty Creek Plant and the Kyger Creek Plant. These
substations allow for the connection of the generating units to the transmission system along with interconnections
to other utilities, and are arranged in a breaker and a half scheme. The other large substation, Pierce, i3 located near
Cincinnati, Ohio and is also a breaker and a half layout. The Dearbom substation located near Lawrenceburg,
Indiana is a bus extension from the Tanners Creek Plant owned by American Electric Power Company, Inc. (“AEP”)
and has a single breaker per line. In addition to the four aforementioned substations, OVEC also ties at 345 kV to a
Duke Energy owned station near Florence, Kentucky. There are 345/138 kV transformers located at the Clifty,
Pierce and Sargents substations to allow for 138 kV interconnections. Other interconnections at 345 kV exist at
Clifty, Pierce, Dearborn, and Kyger along with indirect ties through the DOE substation,

Although OVEC is currently not a member of any regional transmission organization, OVEC has contracted with
the PJM Intercomection LLC (“PJM”) to provide reliability coordination services. As OVEC’s reliability
coordinator, PJM has operational authority to perform activitics as governed by the North American Reliability
Corporation (“NERC”) Interconnection Reliability Operations and Coordination Standards dealing with the
reliability of the interconnected electrical system. The OVEC/IKEC transmission system is interconnected with
members of PJM, and the Midwest Independent System Operator, Inc. (“MISO") and the transmission system of the
electric utility subsidiaries of E.ON U.S. LLC, as well as transmission facilities owned by the DOE (OVEC’s sole
retail customer).

Coal Supply

The Company procures coal at an annual rate of approximately 8.0MM tons for use at the Clifty Creek and Kyger
Creek plants. The Company has coal supply agreements with certain nonaffiliated companies that expire at various
dates from the year 2009 through 2017. Pricing for coal under these contracts is subject to contract provisions and
adjustments. The Company currently has approximately 100% of its coal requirements under long-term (12 months
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or more) agreements. Through 2009, it is expected that both plants will continue to burn a high percentage {up to
75%) of low-sulfur subbituminous coal.

OVEC/AKEC Coal Supply
Subbituminous Bituminous Combined
Average remaining term
of supply agreements 0.6 years 1.6 years 1.2 years
% hedged in 2009 100% 100% 100%
% hedged in 2010 36% 94% 62%
% hedged in 2011 26% 99% 61%

Transportation contracts  Rail - Union Pacific - Expires 12/31/2009
Barge (OVEC) - Ingram Barge - Expires 9/30/2009 (New Contract to 12/31/2013)
Barge (IKEC) - MEMCO - Expires 12/31/2013
Rail cars — 993 leased — Leases expire 12/31/2010 to 12/31/2025

Environmental Compliance Project

Flue gas desulfurization (“FGD™) systems are being constructed for both Kyger Creek and Clifty Creek with initial
operation projected for 2010 and 2012, respectively. The FGD systems are designed to remove 98% of the sulfur
dioxide (“30,”) from gases exhausted from the plants’ boilers. Kyger Creek’s FGD system is designed for coal with
80, content of up to 7.5 tbs/MMBtu, The coal 30, specification for Clifty Creek’s FGD design is 5.0 [bs/MMBtu.
The FGD designs and the capability to blend subbituminous and bituminous coals at both plants provide significant
fuel flexibility and improve the Company’s fuel procurement position.

FGD Project Equipment

- Chiyoda CT-121 jet bubbling reactor absotbers (2 per plant)

- New flue gas discharge stack with two flue liners (1 per plant)
- Flue booster fans (2 per absorber)

- Reagent (limestone) handling systems and preparation systems
- By-product (gypsum) dewatcring systems

- FGD wastewater treatment

»  By-product handling systems and disposal landfili

- Auxiliary electrical system

- Various auxiliary systems including oxidation air, service water, reclaim water, flue gas quenching, and
controls,

Properties

In addition to two generation facilities and transmission facilities, OVEC also owns 21,896 square feet of office
space in Piketon, Ohio, which it uses as its corporate headquarters. It also owns garage space and land, which it uses
for the operation of a transmission maintenance crew. In addition, OVEC has constructed a command center, data
center, training area, and office space in a single 8,500 square feet siructure located at the Piketon, Ohio office,

Employees

As of July 1, 2009, OVEC and IKEC employed 818 full-time employees. As of that date, the Kyger Creck

Plant employed 351 employees, of which 251 are represented by the Utility Workers Union of America (AFL-CIO).
The Clifty Creek Plant employs 373 employees, all non-union. In addition, as of this date, OVEC has 94 system
employees reporting to the corporate headquarters located in Piketon, Ohio. Management believes that its relations
with employees and their representatives are excellent.
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Legal Matters

OVEC is involved in a number of legal and administrative proceedings incident to the normat course of OVEC’s
business. In the opinion of OVEC"s management, based on the advice of counsel, any liability to OVEC relative to
these ordinary course proceedings will not have a material adverse effect on OVEC’s operations and financial
condition.

Regulation

OVEC is alsp affected by various federal and state laws and regulations pertaining to utilities, including the laws and
regulations described below.

Federal En Regulatory Commission

Under the Federal Power Act (“FPA™), the Federal Energy Regulatory Commission (“FERC”) has exclusive
jurisdiction over the rates, terms and conditions of whoiesale sales and the transmission of electricity in interstate
commerce by public utilities. The FPA requires all public utilitics to file rate schedules with the FERC prior to
commencement of wholesale sales or transmission of electricity. In addition, a public utility is subject to financial
and organizational regulation by FERC under the FPA, including approval requircments relating to dispositions of
jurisdictional facilities, as well as a number of accounting, recordkeeping and reporting requirements. Each of
OVEC and IKEC is a public utility and therefore subject to regulation by FERC under the FPA. The ICPA and the
OVEC-IKEC Power Agreement have all been filed with, and accepted by, FERC under the FPA as rate schedules
(including all modifications to the ICPA that have been entered into by OVEC and the Sponsoring Companies) and
therefore the demand, energy and other charges payable under those agreements constitute FERC-authorized rates.

As part of the repeat of the Public Utility Holding Company Act of 1935 and the enactment of the Public Utility
Holding Company Act of 2005 (“PUHCA 2005"), Congress has granicd additional authority to the FERC over
electric utilities and their affiliates. PUHCA 2005 requires holding companies and companies within a holding
company system lo provide FERC and state repulators with access to books and records, and provides for FERC
review of allocation of costs for non-pawer goods or services between regulated and unregulated affiliates.

State Utility Regulation

Both OVEC and IKEC are subject io state utility regulation. OVEC, whose operations are principally in Ohio, is
subject to reguiation by the Public Utilities Commission of Ohio, while IKEC, whose operations are principally in
Indiana, is subject to regulation by the Indiana Utility Regulatory Commission. OVEC also owns electric power
transmission facilities in Kentucky and therefore is subject to regulation by the Kentucky Public Service
Commission. This state regulation covers financial and organizational matters (including the abandonment of
facilities), as well as, in the case of the Public Utilities Commission of Ohio, OVEC’s provision of electric service to
the DOE under retail power sales agreements. Because of FERC’s exclusive jurisdiction over wholesale sales of
electricity in interstate commerce, however, none of these state ulility commissions have jurisdiction over OVEC's
sales of electricity to the Sponsoring Companies, including the rates payable under the ICPA.

Environmental Matters

OVEC and [KEC are subject to 2 number of federal, state and local requirements relating to the protection of the
environment, and the safety and heaith of OVEC and IKEC’s personnel and the public. These requirements relate to
a broad range of OVEC and IKEC’s activities, including: the discharge of pollutants into the air and water; the
identification, generation, storage, handling, transportation, disposal, record keeping, labeling, reporting of and
emergency response in coanection with hazardous and toxic materials and wastes associated with OVEC and
IKEC’s operations; and safety and health standards, practices and procedures that apply to the workplace and to
operation of OVEC and IKEC’s facilities. In order to comply with these requirements, OVEC and IKEC may need
to spend substantial sums of money and devote other resources from time to time tg: construct or acquire new
equipment; acquire permits and/or marketable allowances or other emission credits for facility operations; modify or
replace existing and proposed equipment; and clean up or decommission waste disposal areas, fuel storage and
management facilities and other locations and facilities. If OVEC and IKEC do not comply with environmental
requirements that apply to OVEC and IKEC’s operations, regulatory agencies could seek to impose on it civil,
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administrative and/or criminal penalties as well as seek to curtail OVEC and IKEC’s operations. Under some
statutes and common law principles, private partics could also seek to impose civil fines or liabilities for property
damage, persanal injury and possibly other costs,

Air Emissions

OVEC and IKEC’s facilities are subject to the Federal Clean Air Act and many state and locat laws and regulations
relating to air pollution. These laws and regulations currently cover, among other pollutants, NO,, ground-level
ozone, carbon monoxide, 50, and particulate matter,

Title IV of the 1990 Clean Air Act Amendments required the Company to reduce SO, emissions in two phases: Phase |
in 1995 and Phase I in 2000. The Company selected a fuel switching strategy to comply with the emission reduction
requirements. The Company also purchased additional SO, allowances. The cost of these purchased allowances was
inventoried and included on an average cost basis in the cost of fuel consumed when used. The cost of unused
allowances at December 31, 2008 and 2007 was $2.2MM and $11.8MM, respectively.

Selective Catalytic Reduction Program

Title IV of the 1990 Clean Air Act Amendments also reguired the Company to comply with a NO, emission rate
limit of 0.84 Ib/mmBtu in 2000. NO, is formed in exhaust gases from the generators as a byproduct of coal
combustion. The Company installed overfire air systems on all eleven units at the plants to comply with this limit.
The total capital cost of the eleven overfire air systems was approximately $8.2MM.

During 2002 and 2003, Ohio and Indiana finalized respective NO, State Implementation Plan Call regulations that
required further significant NO, etnission reductions for coal burning power plants, (o a maximum rate of 0.13
pounds/MMBtu during the ozone control period (May through September). To accomplish this new level of
emission reductions, the Company installed SCR systems on ten of its eleven units. The total capital cost of these
SCR systems was approximately $355MM ($191MM at Kyger Creek and $164MM at Clifty Creek). Due to a
different physical configuration of one of the generating units at Clifty Creek, OVEC did not retrofit an SCR system
on the eleventh generating unit. However, by retrofiiting the other ten generating units with SCR systems, OVEC’s
combined emission rate was reduced below the required level.

The table below describes projects that OVEC and IKEC have completed to comply with environmental regulations:

Completed Projects
Cost
Project Purpose Date {($ MM)
Clifty Creek Coal Yard To allow use of low-sulfur coal blend to 1994 79.5
Modifications meet Clean Air Act requirements for
SO, emissions
Clifty Creek and Kyger Creek To meet Clean Air Act requirement for 1995 - 1999 8.2
Plants {all units) — boiler overfire MO, emissions
air modifications
Clifty Creek and Kyger Creek To improve patticulate collection of 1998 (Clifty 9.5
Plants (10 of 11 units) — installed lower sulfur coal fly ash in electrostatic Creek Plant),
80; flue gas conditioning systems  precipitators 2001 (Kyger
Creek Plant)
Clifty Creek and Kyger Creek To comply with ozone season NO, 2002-2003 355.0
Plants (10 of 11 units} — installed reguirements
selective catalytic reduction
equipment
Kyger Creek Coal Yard To allow use of low-sulfur coal blend to 20062007 53.0
modifications meet Clean Air Act requirements for

S0, emissions




Flye Gas Desulfurization Project

On March 10, 2005, the United States Environmental Protection Agency (the “EPA”) signed the Clean Air Interstate
Rule (“CAIR™) that will require significant further reductions of SO, and NO, emissions from coal-burning power
plants. On March 135, 2005, the EPA also signed the Clean Air Mercury Rule (“CAMR”) that will require significant
mercury emission reductions for coal-burning power plants. These emission reductions will be required in two
phases: 2009 and 2015 for NO,; 2010 and 2015 for 8O-; and 2010 and 2018 for mercury. Ohio and Indiana also
subsequently finalized their respective versions of CAIR and CAMR. In response, the Company determined that it
would be necessary 1o install FGD systems at both plants to comply with these new rules and have since been
conducting the necessary engineering, permitting, and construction to install these new FGD systems. The cost of
the new FGIJ systems and the associated Jand(ills is estimated not to exceed §$1.3 billion.

In February 2008, the D.C. Circuit Court of Appeals issued a decision which vacated the federal CAMR and
remanded the rule to the EPA with a determination that the rule be rewritten under the maximum achjevable control
technologies (“MACT”) provision of Section 112{d) of the Clean Air Act. A group of electric utilities and the EPA
requested a rehearing of the decision, which was denied by the court. Following those denials, both the group of
electric utilities and the EPA requested that the U.S. Supreme Court hear the case. However, in February 2009, the
EPA withdrew its request and the group of utilities” request was denied. These actions lefi the original court decision
in place, which vacated the federal CAMR and remanded the rule to the EPA with a determination that the rule be
rewritten under the MACT provision of Section 112{d) of the Clean Air Act.

In July 2008, the D.C. Circuit Court of Appeals issued a decision that vacated the federal CAIR and remanded the
tule to the EPA. In September 2008, the EPA, a group of electric utilities and other parties filed petitions for
rehearing. In December 2008, the D.C. Circuit Court of Appeals granted the EPA’s petition and remanded the rule
to the EPA without vacatur, allowing the federal CAIR to remain in effect while a new rule is developed and
promulgated.

The Kyger Creek and Clifty Creek improvements include:

- at Kyger Creek Plant, FGD for SO, reductions and mercury control and a landfill {currently projected
at not to exceed amounts of $515MM for the FGD and $52MM for Phase 1 of the landfill).

~ at Clifty Creek Plant, FGD for SO, reductions and mercury control and a landfill {currently projected
at not to exceed amounis of $619MM for the FGD and $42MM for Phase | of the landfill).

The components associated with the FGD system include two Chiyoda CT-121 jet bubbling reactor absorbers, a new
stack at each plant, new FGD equipment buildings, booster fans and motors, tanks, electrical and mechanical
equipment, river cells, limestone handling, gypsum handling and transportation, landfills, pond closure and
wastewater treatment.

In December 2008, the Companies” Boards of Directors authorized a delay in construction of the FGD at the Clifty
Creek Plant of at least 18 months due 1o economic uncertainty in the capital markets.

In March 2009, the Board of Directors of OVEC authorized a delay in the anticipated tie-in of the first three
generating units to the Kyger Creek Plant’s FGD sysiem pending an investigation into the structural integrity of the
two newly constructed jet bubbling reactors, which are major components of the FGD system. Additional SO,
allowances have been and will be purchased to operate the Clifty Creek and Kyger Creek generating units in
compliance with the current environmental emission rules during the delays.

The Kyger Creek and Clifty Creek FGD systems are projected to be operational in 2010 and 2012, respectively.
CERCLA
The Comprehensive Environmental Response, Compensation and Liability Act {*‘CERCLA’"), also known as the

*“Superfund™” law, requires paymenis for cleanup of certain sites, including abandoned waste disposal sites, even
though such waste disposal activities were undertaken in compliance with regulations applicable at the time of
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disposal. Under the Superfund legislation, one party may, under certain circumstances, be required to bear more than
its proportional share of cleanup costs at a site where it has responsibitity pursuant to the legislation if payments
cannot be obtained from other responsible parties. Other legislation, inciuding the Resource Conservation and
Recovery Act, which largely addresses facilities that are currently being operated, can also require environmental
remediation. Siates also have regulatory programs that can mandate cleanups, CERCLA authorizes the EPA and, in
some cases, third parties to 1ake actions in response to threats to the public health or the environment and to seek to
recover from the responsible classes of persons the costs they incur. The scope of financial liability under these laws
involves inherent uncertainties.

Environmental laws and regulations have changed substantially and rapidly in past years, and OVEC anticipates that
there will be continuing changes. The clear trend in environmental regulation is to place more restrictions and
limitations on activities that may impact the environment, such as emissions of poliutants, generation and disposal of
wastes and use and handling of chemical substances. Increasingly strict environmental restrictions and limitations
have resulted in increased operating costs for the Company and other businesses throughout the United States, and it
is likely that the costs of compliance with environmental laws and regulations will continue to increase. OVEC will
attempt 1o anticipate future regulatory requirements that might be imposed and to plan accordingly in order to
remain in compliance with changing environmental laws and regulations and to minimize the costs of such
compliance.

Regulation of Greenhouse Gases

On June 26, 2009, the United States House of Representatives passed H.R. 2454, the “American Clean Encrgy and
Security Act of 2009,” which contains several energy provisions, one of which would create an economy-wide “cap
and trade program™ for greenhouse gases (“GHG™) that would begin in 2012, The bill is currently before the U.S.
Senate. The Company is unable to predict whether federal legislation that regulates GHGs will become law or what
its final form or effect would be. At this time, there does not appear to be a consensus as to what the level of future
regulation of GHGs will be, or the costs associated with that regulation. However, any such costs would likely
impact all coal fired generation and the encrgy market in general.

On April 24, 2009, EPA proposed to find that GHGs from new motor vehicles and motor vehicle engines endanger
public health and welfare under Section 202 of the Clean Air Act. The proposed endangerment finding is limited to
mobile sources and the Company is unable to predict whether the EPA will impose regulations of GHGs on coal
fired generation facilities, and if so, what their form or effect would be.

Insurance

OVEC maintains customary levels of insurance for a company of is size in its industry and believes that its
insurance arrangements are adequale and satisfactory.

Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should vead the following discussion and analysis in conjunction with the financial information and
consolidated financial statements and notes thereto included elsewhere in this Official Statement. The following
information contains forward-looking statements. Actual vesults could differ from the results anticipated in these
Jforward-looking statements as a result of factors including, but not limited 1o, those under *Risk Factors” and
elsewhere in this Qfficial Statement.

Generation Availability

In 2008, the combined availability of the five generating units at Kyger Creek and the six units at Clifty Creek was
33.2%, compared to 85% in 2007. Availability is determined by totaling all hours each of the eleven units were
avaitable for operation as a ratio to total hours in the same time period.
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Heat Rate

The combined heat rate of the Kyger Creek and Clifty Creek generating units was 10,236 Btu/kWh for 2008 as
compared to 10,180 Btu/xWh for 2007,

Energy Sales

OVEC’s on-peak use factor — the percentage of power scheduled by the Sponsoring Companies versus the power
available — averaged 99.87% in 2008 compared with 99.70% in 2007. The off-peak use factor averaged 91.92% in
2008 and 93.31% in 2007. The average use factor for the combined on-peak and off-peak periods were 96.39% in
2008, compared with 96,92% in 2007.

In 2008, OVEC delivered 15.0MM MWh to the Sponsoring Companies, compared to 14.9MM MWh in 2007.
Generation sales were impacted in 2008 by lower generation availability and lower off-peak sales to the Sponsoring
Companies,

Power Costs

In 2008, the Sponsoring Companies’ average cost of power from OVEC was $40.29/MWh, compared to
$35.36/MWh in 2007. The increase was primarily due to additional debt service and fuel costs in 2008,

Units of Power Sales Information

The average cost per MWh unit of sale was $40.29 in 2008 as compared to $35.36 in 2007. The increased debi
service costs related to the $300MM Senior Notes issued in 2007 and the $350MM Senior Notes issued in 2008
account for the majorily of the increase in cost per unii sokd. The Company did not add or remove major facilities
from its transmission system during the past two years. The Company maintains its eleven generating units, which
average 217.26 MW, in & manner to be most efficiently available during the peak period of need associated with its
Sponsoring Company customers.

Operating Revenue Compared for 2008 and 2007

Total revenue for 2008 was $622MM, compared to $531MM in 2007. The primary increase in revenue is due to the
billing of increased debt service charges and fuel cost, In 2008, 7.9MM tons of caal was burned, compared to
7.6MM in 2007, The average cost of coal burned for 2008 was $40/ton compared to $34/ton in 2007. The debt
service payments increased due io the refinancing of the $305MM Senior Notes due in 2006 with the $445MM
amortizing Senior Notes due in 2026, the 2007 issuance of $300MM of Senior Notes due in 2026 and the 2008
issuance of $350MM Senior Notes also due in 2026.

Operating Expense and Other Items Compared for 2008 and 2607

Total aperating expenses for 2008 were $567MM, compared 1o $495MM in 2007. In 2008, OVEC sold 15MM
MWh of power to its Sponsoring Companies, compared to 14.9MM MWh in 2007. The tons of coal burned to
generate this power were 7.9MM in 2008, compared to 7.6MM in 2007. In addition, the cost per ton of coal
consumed and fuel related charges during these two periods was 543.11/ton in 2008 and $39.32/ton in 2007.

OVEC purchases power from other utilities to resell to the DOE Portsmouth facility. During 2008, the DOE
purchased 270,369 MWhs for $18.5MM, compared to 256,613 MWhs purchased in 2007 at a cost of $14.6MM.
Since OVEC purchases this power for the DOE, the cost is recorded on OVEC’s financials as an additional
operaling expense,

Balance Sheet Comparisons for 2008 versus 2007
At December 31, 2007 and 2008, the Plant-In-Service assets were $1,2bn. Afier depreciation, net property assets
were $330MM at year end 2008, compared to $346MM at year end 2007. Current assets decreased from $234MM

to $171IMM at year end 2008, primarily a8 a result of decreased cash reserved for construction and decreased fuel
inventories and emission allowances.
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The total capitalization was $1.07bn at year end 2008, compared to $713MM at year end 2007. This increage can
primarily be attributed to the $350MM Senior Notes issued in 2008.

Cash Flow Analysis for 2008

Cash from net income for both 2007 and 2008 was $5.1MM. This source of funds is a relatively steady number from
year to year due to the cost-plus nature of the power agreement OVEC has with the Sponsering Companies.
Depreciation and amortization provided a source of funds of $57MM. The depreciation is closely related to the
assets closed 10 Plant-In-Service during the year. The fuel (coal) inventory decreased during 2008, resulting in a
$12MM source of funds. On December 31, 2008, OVEC had 1.5MM tons of coal in inventory as compared (o
1.8MM tons on December 31, 2007. Additionally, the price per ton decreased from $36.10/ton to $34.37/ton during
the same period. Since 2005, OVEC had been purchasing SO, allowances in an effort to build inventory. During
2008, OVEC continued using the allowances purchased in previous years, resulting in a $9.5MM source of funds.
Eleciric plant additions increased during 2008, which resulted in 8 $436MM use of funds. These funds were used to
fund the construction of the FGD projects.

Liquidity and Capital Resources

OVEC had a $100MM, 364-day bank revolving credit facility agreement as of December 31, 2004. In 2005, this
facility was replaced with a $200MM, 5-year senior unsecured revolving credit facility that expires August 4, 2010.
The facility contains an accordion feature permitting a $100MM increase to the facility under certain conditions, and
is used primarily for general corporate purposes including capital expenditures. At December 31, 2008, OVEC had
$50MM in ouistanding debt under this facility. Interest expense related to line of credit borrowings was $256,000 in
2008, while commitment fees totaled $343,729. The lending banks for the facility are KeyBank National
Association, LaSalle Bank National Association, WestLB AG - New York Branch, The Huntington National Bank,
Sumitomo Mitsvi Banking Corporation - New York Branch, National City Bank of Indiana, and The Bank of
Tokyo-Mitsubishi UFJ, Ltd.

In 2006, OVEC issued $§445MM in Senior Notes (“2006 Notes™) in a private placement. The 2006 Notes bear an
annual fixed interest rate of 5.80% payable semi-annualty on February 15 and August 15 of each year beginning
August 15, 2006 until maturity on February 15, 2026. Proceeds from this issuance were used to repay $305MM of
senjor secured notes issued in 2001, repay a $60MM term loan, and fund $80MM in capital expenditures.

In 2007, OVEC issued $300MM in Senior Notes (%2007 Noies™) in a private placement in three tranches. The
$200MM Tranche A notes were issued in June 2007, the $50MM Tranche B notes were issued in September 2007,
and the $50MM Tranche C notes were issued in December 2007. The 2007 Notes bear an annual fixed interest rate
of 5.90% payable semi-annuatly on June 15 and December 15 of each vear, until maturity on February 15, 2026.
Proceeds from this issuance were used to fund capital expenditures.

In 2008, OVEC issued $50MM in Senior Notes (“2008-A Notes™) in a private placement. The 2008-A Notes were
issued in March 2008 and bear an annual fixed interest rate of 5.92% payable semi-annually on June t5 and
December 15 of each year, until maturity or February 15, 2026. Proceeds from this issuance were used to fund
capital expenditures, Also in 2008, OVEC issued $300MM in Senpior Notes (“2008-B & 2008-C Notes™) in a private
placement. The Notes were issued in two tranches of $150MM each in June and August of 2008. The 2008-B &
2008-C Notes bear an annual fixed interest rate of 6.7 1% payable semi-annualiy on April 15 and October {5 of each
year until maturity on February 15, 2026,

In 2009, OVEC issued $100MM in Senior Notes (“2009-A Notes™) in a private placement, The 2009-A Notes bear a
floating rate. Interest payments are due in one month, three month, or six month periods as selected by OVEC.
Principal payment is due on February 15, 2013. Proceeds from this issuance were used to fund capital expenditures.
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Debt maturities on OVEC’s Jong-term senior notes are as follows:

December 31, Senior Notes
2009 $ 35,453,528
2010 37,642,055
2011 39,966,243
2012 42,404,535
2013 145,055,902

2014-2026 844 .796.046
Total $1.143,318,309

Total capitalization at December 31, 2008 was $1.072bn, compared to $§713.1MM at December 31, 2007. The
capitalization was composed of the aforementioned Senior Notes, as well as $10MM in common stock and retained
earnings of $2.5MM at December 31, 2008 compared to $2.9MM at December 31, 2007. The Sponsoring
Companies invested $10MM to form OVEC in 1952 and 1953. The remaining capitalization needs have been
secured through debt. The cost reimbursement structure of the ICPA and the dividend distribution policy does not
permit excess surplus earnings to accumulate in OVEC’s retained eamnings.

Independent Auditors

The consolidated financial statements of Ohio Valley Electric Corporation and Subsidiary as of December 31, 2008
and 2007, and for each of the two years in the period ended December 31, 2008, included in this Official Statement
have been audited by Deloitte & Touche LLP, independent auditors, as stated in their report appearing herein (which

report expresses an unqualified opinion and includes an explanatory paragraph concerning the adoption of new
accouniing pronouncements in 2007).
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Ohio Valley Electric Corporation

GENERAL OFFICES, 3932 U.S. Route 23, Piketan, Ohio 45661

Ohio Valley Electric Corparation (OVEC) and its wholly
owned  subsidiary, Indiana-Kentucky  Electric
Corporation (IKEC), collectively, the Companies, were
organized on October 1, 1952. The Companies were
formed by investor-owned utilities fumishing electric
service in the Ohio River Valley area and their parent
holding companies for the purpose of providing the large
electric power requiremests projected for the uraniwm
enrichment facilitics then under construction by the
Atomic Enesgy Commission (AEC) near Portsmouth,
Ohio. .

OVEC, AEC and OVEC’s owmers or their utility-
corapany affiliates (called Sponsering Companies)
entered into power agreements to ensure the availability
of the AFC’s substantial power requirements. On
October 15, 1952, OVEC and ABC executed a 25-year
agreement, which was later extended through
December 31, 2005 (DOE Power Agreement). On
September 29, 2000, the DOE gave OVEC notice of
cancellation of the DOE Power Agreement. On April 30,
2003, the DOE Power Agreement terminated in
accordance with the notice of cancellation.

OVEC and the Sponsoring Companies signed an
Inter-Company Power Agreement (ICPA) on July 10,

" 1953, to support the DOE Power Agreement and provide
for excess energy sales to the Sponsoring Companies of

power not utilized by the DOE or its predecessors. Since
the termination of the DOE Power Agreement om
April 30, 2003, OVEC's entire generating capacity has
been available 10 the Sponsoring Companies under the

. terms of the ICPA. In 2004, the Sponsoring Companics

and OVEC entered into an Amended and Restated ICPA,
which extends its term from March 13, 2006 to
March 13, 2026.

OVEC’s Kyger Creek Plant at Cheshire, Ohio, and
IKEC’s Clifty Creck Plant at Madison, Indiana, have
nameplate generating capacities of 1,086,300 and
1,303,560 kilowatts, respectively. These two generating
stations, both of which began operation in 1955, are
connected by a network of 776 circuit miles of 345,000-
voit transmission lines. These lines alse imterconnect
with the major power transmission networks of several
of the utilities serving the area.

The curreat Shareholders and their respective

percentages of equity in OVEC are:

Allegheny Energy, InC.ccvooeeeeecciecnsisians 350
Amevican Electric Power Company, Inc®........... .47
Buckeye Power Generating, LIC' .........c.cueveenet 18.00
Columbus Southern Power Company**_............. 430
The Dayton Power and Light Company’ ............. 4.9
Duke Energy Ohio, Inc.**¥™ ..........coocvernrmsernns 9.00
Kentucky Utilities Company’ ... pemisraiern B30
Louisville Gas and Electric Cumpanf ................ 5.63
Ohio Edison Company’® .............cccvececssisenes 7.50
Southem Indiana Gas and Electric Company” .. 1.50
The Toledo Edison Company® .........crreeeec. 4.00

These investor-ouned utiliies comprise the
Sponsoring Companies and currently share the OVEC
power participation benefits and requirements in the
following percentages:

Allegheny Energy Supply compmy‘ ................... 3m
Appalachian Power Company’..... weerreseeeenss 1569
Buckeye Power Generating, LLC ....................... 18.00
Columbus Southern Power Company’ .... e 444
The Dayton Power and Light Compmf 4.90
Duke Energy Ohio, Inc.". crennrreens 900
FirstEnergy Generation Cor[,t6 cisvssmsseninss 1150
Indiana Michigan Power Compmyl ..................... 7.85
Kentucky Utilitics COmpany” .........cc..eeeercerecsrer 2.50
Louisville Gas and Electric Company” ................. 5.63
Mouongahela Power Company® ......cc.ooeecuneenne. 049
Ohio Power COMPANY: ...c....ceveermmeereesirsensesmsencens 15.49
Southern Indiana Gas and Electric Company” ...... _150

100.00

Some of the Common Stock isseed in the name of:

*American Gas & Electric Company
**Columbus and Southern Ohio Electric Company
***The Cincinpati Gas & Electric Company
Subsidiary of
'Buckeye Power, Inc.
2 American Electric Power Company, Inc
*DPL Inc.
*Duke Energy Corporation
EONUS.LLC
SFirstEnergy Corp.
Vectren Corporation
*Allegheny Encrgy, loc.



OHIO VALLEY ELECTRIC CORPORATION

AND SUBSIDIARY COMPANY

A Message from the President

In 2008, Ohio Valley Electric Corporation (OVEC)
and its subsidiary, Indiana-Kentucky Electric
Corporation  {IKEC), continued to provide
economical power to our customers, the Sponsoring
Companies, from the baseload, coal-fired Kyger
Creek and Clifty Creek generating plants in a safe
and environmentally responsible manner.

During 2008, we made significant progress
on construction of the major components of the flue
gas desulfurization (FGD) retrofit projects at the
Kyger Creek and Clifty Creek plants. However, as
a result of economic conditions and uncertainty in
the financial markets during the last quarter of
2008, the OVEC and IKEC Boards of Directors
decided in December 2008 to delay construction of
the FGD at the Clifty Creek plant. In addition, in
March 2009, OVEC’s Board of Directors decided to
postpone the tie-in of the Kyger Creck FGD.
Although these events have extended the FGD

- completion schedules, the Company has purchased
additional sulfur dioxide (S0,) emission allowances
to comply with the current environmental

regulations.

POWER COSTS

In 2008, OVEC's average power cost to the
Sponsoring Companies was $40.29 per MWh
compared with $35.36 per MWh in 2007. The
increase was primarily due to additional debt
service costs to fund the FGD construction projects
and the increased cost of coal purchased in 2008.
OVEC’s average power cost is projected to increase
to $43.68 per MWh in 2009 as debt is added for the
FGD construction projects.

ENERGY SALES

OVEC’s use factor — the ratio of power
scheduled by the Sponsoring Companies to the
power available — for the combined on- and off-
peak periods averaged 96.4 percent in 2008
compared with 96.9 percent in 2007. The on-peak

2

use factor averaged 99.9 percent in 2008 compared
with 99.7 percent in 2007. The off-peak use factor
averaged 91.9 percent in 2008 and 93.3 percent in
2007.

In 2008, OVEC delivered 15.03 miflion MWh
to the Sponsoring Companies compared with
14.92 milion MWh in 2007. In 2009, OVEC
expects (o generate and deliver 15.3 million MWk
to the Sponsoring Companies.

BUCKEYE POWER ACQUIRES ADDITIONAL
OVEC CAPACITY

On May 1, 2009, Buckeye Power Generating,
LLC, a subsidiary of Buckeye Power, Inc.,
purchased a 9 percent equity interest in OVEC and
associated power entitlements from FirstEnergy
Generation Corp., a subsidiary of FirstEnergy Corp.
This purchase increased Buckeye Power’s total
equity interest in OVEC to 18 percent.

MONONGAHELA POWER ASSIGNMENT TO
ALLEGHENY ENERGY SUPPLY

As of February 1, 2009, Monongahela Power
Company assigned to Allegheny Energy Supply
Company a 3.01 percent share of its 3.50 percent
power participation ratio and all other rights, title,
obligations and interests under the Inter-Company
Power Agreement. Monongahela Power will retain
0.49 percent of its shares of the power participation
refio.

AVAILABILITY

In 2008, the combined availability of the five
generating units at Kyger Creek and the six units at
Clifty Creek was 85.2 percent compared with 85.0
percent in 2007 and 88.8 percent in 2006. The
availability decrease since 2006 has been primarily
due to an increase in the scheduled owtage facior
from 5.5 percent in 2006 to 10.2 percent in 2007




and 9.2 percent in 2008, reflecting an increase in
both planned outages to maintain certain generators,
boilers and turbines, and short-term maintenance
outages for boiler tube repairs and cleanings
associated with burning Powder River Basin coal.

The combined equivalent availability of
Kyger Creek and Clifty Creek was 80.5 percent in
2008 compared with 79.7 percent in 2007. The
lmpravunent in equivalent availability was due to
decreases in scheduled outage and unit derating
factors of both plants in 2008.

DOE ARRANGEMENTS WITH OVEC

In 2008, OVEC purchased 270,369 MWh of
power and energy from other electricity suppliers
for delivery and use by the Department of Energy
(DOE) for its Portsmowth facility. At the request of
the DOE, OVEC makes these limited purchases of
power and energy under the terms and conditions of
an Arranged Power Agreement with DOE.

TRANSMISSION SYSTEM CHANGES

The DOE ioad was previously served from
two 345-kV substations owned, operated and
maintained by the DOE. Each DOE substation was
integrated with OVEC’s transmission system by
two double-circuit tower 345-kV lines and with
‘neighboring systems by one single-circuit 345-kV
line. The DOE X533 substation and all connected
transeission lines were removed from service in
November 2008 at the DOE’s request. The DOE
X533 substation shutdown is permanent. Removal
. of the associated 345-kV transmission lines from
the substation has been completed as of May 2009.
Reconfiguration of the interconnections between
these circuits outside of the substation site is
scheduled to be completed in late 2009.

ENVIRONMENTAL COMPLIANCE

OVEC and IKEC place great emphasis on
complying with federal, state and local
requirements relating to the protection of the
environment. During 2008, the Kyger Creek and
Clifty Creek plants operated in compliance with
their respective emission limits and environmental
regulations, and the Conmpanics received no notices

of violation from any of the cnvmumeal
agencies. .

OVEC-KEC COMMITMENT TO SAFETY

Safety is a top priority for OVEC and IKEC.
The Companies continue to engage their employoes
in taking an active role in assuring a safe work
environment. OVEC and IKEC employees were
successful in reducing the number of OSHA
recordable accidents by over 40 percent in 2008.
Only two accidents involved missed workdays.
Even though this is a marked improvement over the
past year, not all employces weot home without
harm. Therefore, we will work harder o further
reduce injuries to improve the safety and heaith of
all cmployees We must continue to make progress
in minimizing accidents and maximizing safety and

health.

BOARD OF DIRECTORS AND OFFAICER CHANGES

In Jamuary 2009, Curtis H. Davis, chief
operating officer — generation of Allegheny Energy,
Inc., was elected a director of OVEC and IKEC and
appointed to the Executive Commiftees of both
companies. He succeeded Leo C. Rajter, who had
served in those capacities since 2006. In May 2009,
Steven K. Nelson, chairman of Buckeye Power,
Inc., was elected to serve as an OVEC director
following the resignation of Charles D. Lasky.
Mr. Lasky had served on the OVEC board since
2004. In June 2009, Anthony J. Abern, president
and chief executive officer of Buckeye Power
Generating, LLC, was appointed to the Executive
Committee of OVEC, replacing Curtis Davis.

In June 2009, Holly K. Koeppel, executive
vice president and chief financial officer for
American Electric Power Service Corporation, was
elected assistant secretary and assistant treasurer of
OVEC and IKEC.

On behalf of my fellow directors and officers,
[ congratulate the employees of both Companies for
substantially improving safety performance during
2008. The 2009 year-to-date safety performance
shows further improvement and, no doubt, reflects
ihe employees’ concentrated efforts to cusure that
cach and every employee approaches all aspects of
the job with safety in mind.




The year 2008 brought many other
challenges, not the least of which was the rapid
deterioration in the general state of the economy.
Although we found it necessary to either defer or
reduce certain capital and operating expenditures, I
commend the employces for adapting to the
changes and for their renewed focus on improving
our overall operations, including the effective
availability of the generating units. We have much
further to go, but I am confident that with our
employees® dedicated efforts, we will continue to
make OVEC and IKEC competitive suppliers of
electricity for many yeats to come. '

Michael G, Morris
President

July 13, 2009




OHIO VALLEY ELECTRIC CORPORATION

AND SUBSIDIARY COMPANY

CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2008 AND 2007

ASSETS

ELECTRIC PLANT:
At original cost
Less — accumulated provisions for depreciation

Construction in progress
Total ¢lectric plant

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable
Fuel in storage — at average cost
Materials and supplies — at average cost
Property taxes applicable to future years
Emission allowances
Refimdable state income taxes
Deferred tax assets
Regulatory assets
Prepaid expenses and other

Total current assets

REGULATORY ASSETS:
Asset retirement costs
Unrecognized postemployment benefits
Deferred depreciation
Pension benefits

Total regulatory assets

DEFERRED CHARGES AND OTHER:
Unamortized debt expense
Deferred tax assets
Pensian asset
Long-term investments
Other

Total deferred charges and other
- TOTAL

2008 2007
$1237,629,673  $1,212,196,875
907,307,285 865.927.293
330,322,388 346,269,582
767,848 855 316,560,056
1,098,171,243 662,829,638
45,176,266 107,694,495
35,586,985 28,979,038
52,220,614 63,913,331
19,223,210 16,863,327
2,348,400 2,227,920
2,244,126 11,787,964
. 849,123
10,982,423 .
1,034,148 .
1,937,142 1,705,135
170,753,314 234,020,333
14,642,782 16,102,473
2,236,997 2,222,600
27,0473875 38,643,429
27.261,510 -
71,189,164 56,968,502
9,549,916 6,831,081
37,524,839 50,635,428
) 16,050,249
53,609,545 .
141,090 9,601
100,825,390 73,526,359
$1,027,344,832

$1,440,939,111

(Continued)




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2008 AND 2007

2008 2007
CAPITALIZATION AND LIABILITIES
CAPITALIZATION:
Common stock, $100 par value — authorized, 300,000 shares;
outstanding, 100,000 shares in 2008 and 2007 $ 10,000,000 10,000,000
Long-term debt 1,009,864,781 700,151,995
Line of credit borrowings 50,000,000 -
Retatned earnings 2,506,811 2915642
Total capitalization 1,072,371,592 713,067,637
CURRENT LIABILITIES:
Current portion of long-term debt 35,453,528 22,809,408
Accounts payable 99,405,252 77,031,015
Deferred revenue — advances for construction 26,670,003 24 589,022
Accrued other taxes 9,822,786 7,679,638
Regulatory liabilities 4,230,400 5,114,333
- Accrued interest and other 20,837,485 16,783,248
Total current liabilities 196,419,454 154,006,664
COMMITMENTS AND CONTINGENCIES (Note 13)
REGULATORY LIABILITIES:
Postretirement benefits 13,670,062 18,947,629
Pension benefits - 16,050,249
Investment tax credits 3,393,146 3,393,146
Net antitrust settlement 1,823,929 1,823,929 .
Income taxes refimdable to customers 47,070,877 48,834,534
Total regulatory liabilities 65,958,014 89,049,487
OTHER LIABILITIES:
Pension liability 27,261,510 -
Asset retitement obligations 34,162,393 32,223,528
Postretirement benefits obligation 42,529,151 36,774 916
Postemployment benefits obligation 2,236,997 2,222 600
Total other liabilitics 106,190,051 71,221,044
TOTAL $1,440,939,111  $1.027.344,832

© See notes to consolidated financial statements. (Coucluded)




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

See nptes o consolidated financial statements.

2008 2007
OPERATING REVENUES — Sales of electric energy to:
Department of energy $ 18,539,153  § 14,605,075
. Sponsoring companies 603,273,999 516,757,146
Total operating revenues 621,813,152 $31,362,221
OPERATING EXPENSES:
Fuel and emission allowances consumed in operation 340,212,739 300,666,274
Purchased power 17,903,608 14,106,371
Other operation 69,414,118 68,471,855
Maintenance 71,513,450 69,545,403
Depreciation 56,946,744 31,720,198
Taxes — other than income taxes 9,784,455 8,990,186
Income taxes 1,023,381 907,416
Total operating expenses 566,798 495 494,807,703
OPERATING INCOME 55,014,657 36,554,518
OTHER INCOME 4,714,761 5,252,583
INCOME BEFORE INTEREST CHARGES 59,729.418 41,807,101
- INTEREST CHARGES:
Amortization of debt expense 532,119 404,083
Interest expense 54,106,130 36,261,637
Total interest charges 54,638,249 36,665,720
NET INCOME 5,091,169 5,141,381
RETAINED EARNINGS — Beginning of year 2,915,642 2,274,261
CASH DIVIDENDS ON COMMON STOCK (5,500,000} (4,500,000)
RETAINED EARNINGS — End of year $ 2506811 $ 2915642




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2008 2007
DPERATING ACTIVITIES:
Net incoms $ 5091169 $ 5141381
Adfustments t0 reconcile net income K ket eash provided by (used in) operating activities: ‘
Depreciation o 56,946,744 31,720,198
Amortization of debt expense 532149 404083
Deferred taxes 364,509 783,148
Gain on disposal of assess {300,000 £300,000)
Gain on marketshle securities (638,007) -
Changes in assets and Habilities:
Accounts veoeivable {6,607.947) (7.470,340)
Fael in storage 11602717 (29,248,030)
Materials and supplies (2.359,883) (1.167,437)
Propezty taxes applicable to subsogaent years (120,480) {255,120)
Emission allowances 9,543 838 22275022
Refundable federal income taxes - 481
Refundable staie income taxes 849,123 107,851
Prepaid expenses and other {232.007) {52.016)
Other agsets 15532270 {15.647.863}
Regulatory assats {27.835.,827) 2,574,798
Accounts payable {22,535,520) 10,700,986
Defeorned revenus . 2030981 11,044 690
Accrued taxes 2,143,143 652,983
Accrued intesest and other 4054237 443,272
Regniatory labilisies : (21,226,286) 23,772.209
Other Liabilities 34,965 007 {1,433,900)
Net cash provided by operating activities 61,943,905 54,046,576
INVESTING ACTIVITIES:
© Elsctric plast additions (435783038)  (232,025,190)
Proceeds from sale of marketable securities : 24286,124 -
Purchascs of marketable securities , (76871,172) -
Proceeds trom sale of transformers 300,060 340,000
Net cash used in investing activities (488068086} (231,725,190
FINANCING ACTIVITIES:
Essuanes of Senior 2007 Notes - 360,000,000
Kssuance of Senior 2008 Notes 150,000,000 -
Loan ocdgioation costs (3.250.954) (2.763.237)
Repayment of Senior 2006 Notes (13345.419) -
Bapaymest of Senior 2007 Notes (9463 ,928) 12,603,856}
Repayment of Senior 2008 Notes (4833.6487) (3,397,953}
Pracaads from line of cradic 100,000,000 160,000,000
Payments on Ene of credit {50000000)  (210.600,000)
Dividends on cormon stock (5,500.000) (4,500,000)
Net cash provided by financing activities 363,605,952 226._734.954
NET INCREASE (DECREASE) TN CASH AND CASH EQUIVALENTS (62.518,229) 49056340
CASH AND CASH BQUIVALENTS — Beginning of year 107,694,495 58,638,155
CASH AND CASH EQUIVALENTS — End of year - 451176266 3 107,694,495
SUPPLEMENTAL DISCLOSURES:
Interest paid 5 49,2;1‘9,338- $ 35393737
Income taxes paid (received) — nct $ __(noa § 19671
Non-cash clectric plant additicns inchsded in accounts payable at Docember 31 5 63&231054 s 20.261!293

See notes to cousolidated Sramcial statements.




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Consolidated Financial Statements — The consolidated financial statements include the accounts of
Ohio Valley Electric Corporation (OVEC) and its wholly owned subsidiary, Indiana-Kentucky Electric
Corporation (IKEC), collectively, the “Companies.” All intercompany transactions have been climinated
in consolidation.

Organization -— The Companies own two generating stations located in Ohio and Indiana’ with a
combined electric production capability of approximately 2,256 megawatts. OVEC is owned by several
investor-owned utilities or utility holding companies and an affiliate of a gencration and ransmission rurel
electric cooperative. These eniities and their affiliates comprise the Sponsoring Companies. The
Sponsoring Companies purchase power from OVEC according to the terms of the Inter-Company Power
Agreement (ICPA), which iz 2004 was extended for an additional 20 years from March 13, 2006 to
March 13, 2026. Approximately 30% of the Companies’ employees are covered by a collective bargaining
agreement that expires August 31, 2011.

- Rate Regulation — The proceeds from the sale of power to the Sponsoring Companies are designed to be
sufficient for OVEC to meet its operating expenses and fixed costs, as well as eamn a refurn on equity
before federal income taxes. In addition, the proceeds from power sales are designed to cover debt
amortization and inferest expense associated with financings. The Companies have continued and expect
to continue to operate pursuant to the cost plus rate of return recovery provisions at least to March 13,
2026, the date of termination of the ICPA.

Statement of Financial Accounting Standards (SFAS) No. 71, Accounting for the Effecis of Certain Types
of Regulation, provides that sate-regulated utilitics account for and report assets and liabilities consistent
with the economic effect of the way in which rates are tstablished, if the rates established are designed to
recover the costs of providing the regulated service and it is probable that such rates can be charged and
collected. The Companies follow the accounting and reporting requircments of SFAS No. 71. Certain
expenses and credits Sllb_]ﬁct to utility regulation or rate determination normally reflected in income are
deferred on the accompanying consolidated balance sheets and are recognized in income as the related
amounts are included in service rates and recovered from or refunded to customers. '




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

The Companies’ regulatory assets, liabilities, and amounts authorized for recovery through Sponsor
billings at December 31, 2008 and 2007, were as follows:

2008 2007

Regulatory assets:

Current asseis — income taxes billable to customers $ 1034148 § -
Other assets:
Asset retirement costs 14,642,782 16,102,473
Unrecognized postemployment benefits 2,236,997 2,222,600
Deferred iation 27,047,875 38,643,429
Pension benefits 27,261,510 -
Total 71,189,164 56,968,502
Total regulatory assets $72,223.312  $56,968,502
Regulatory liabilities:
Current liabilities:
Deferred credit — EPA emission allowance proceeds $ 1577431 § 893,770
Advance collection of interest 2,652,969 1,884,902
Fuel related settlement - 2,335,661
Total 4,230,400 5,114,333

Other liabilities:

- Postretirement benefits 13,670,062 18,947,629
Pension benefits - 16,050,249
Investment tax credits 3,393,146 3,393,146
Net antitrust settlement 1,823,929 1,823,928
Income taxes rofindable to customers 47,070,877 48,834,534

Total 65,958,014 89,049,487
Total regulatory liabilities $70,188,414 $94,163,820

Regulatory Assets — Regulatory assets consist primarily of deferred depreciation, asset retirement cost,

and pension benefits. Deferred depreciation is recovered over the life of the debt that was used to fund the

related plant additions. The Companies follow the sinking fund depreciation method for ratemaking

purposes, and the difference between straight-line depreciation and the debt principal payments billed to
customers is recorded as deferred depreciation. With the exception of income taxes billable to customers,

which will be recovered during 2009, other regulatory assets are being recovered on a long-term basis.

Regulatory Liabilities — The regulatory lLiabilities classified as current in the accompanying
consolidated balance sheets represent emission allowance auction procecds, a gain on & fuel related
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OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

settlement, and interest expense collected from customers in advance of expense recognition. These
amounts outstanding will be credited to customer bills during 2009. Other regulatory liabilities consist
primarily of income taxes refundable to customers, postretirement benefits, and pension benefits. Income
taxes refundable to customers are credited to customer bills in the period when the related deferred tax
assets are realized. The Companies’ current ratemaking policy recovers pension expense in an amount
equal fo plan confributions and postretirement benefits in an amount equal to service cost. As a result,
related regulatory liabilities are being credited to customer bills on a long-term basis. The remaining
regulaiory liabilities are awaiting credit to customer bills in a future period that is yet to be determined.

Cash and Cash Equivalents — For purposes of these statements, the Companics consider temporary
cash investments to be cash equivalents since they are readily convertible into cash and have original
maturities of less than three months.

Electric Plant -— Property additions and replacements are charged to utility plant accounts. Depreciation
expense is recorded at the time property additions and replacements are billed to customers or at the date
the property is placed in service if the in-service date ocours subsequent to the customer billing. Customer
billings for construction. in progress are recorded as deferred revenue-advances for construction. These
amounts are clased 10 revenue at the time the related property is placed in service. Deferred depreciation,

“depreciation expense, and accumulated depreciation are recorded when financed property additions and
replacements are recovered over a period of years through customer debi retirement billing. All
depreciable property will be fully billed and depreciated prior to the expiration of the ICPA. Repairs of
property are charged to maintenance expense.

Fuel in Storage, Emission Allowances, and Materials and Supplies — The Companies maintain coal,
reagent, and oil inventories for use in the generation of electricity and emission allowance inventories for
regulatory compliance purposes due to the generation of electricity. These inventories are valued at
average cost. Materials and supplies consist primarily of replacement parts necessary to maintain the
generating facilities and are valued at average cost.

Long-Term Investments — Long-term investments consist of marketable securities that are held for the
purpose of funding posiretirement benefits. These securities have been classified as trading securities. Due
to tax limitations, the amounts held in this portfolio bave not yet been transferred to the Voluntary
Employee Beneficiary Association trusts (se¢ Note9). Long-term investments primarily consist of
runicipal bonds and money market mutual fund investments. Net unrealized gains recognized during
2008 on securities still held at the balance sheet date were $638,007.

Unamortized Debt Expense — Unamortized debt expense relates to loan origination costs incurred to
secure financing. These costs are being amortized over the life of the related loans.

Asset Retirement Obligations and Asset Retirement Costs — The Companies recognize the fair value
of legai obligations associated with the retirement or removal of long-lived assets at the time the
obligations are incurred and can be reasonably estimated. The initial recognition of this Lsbility is
accompanied by a corresponding increase in depreciable electric plant. Subsequent to the initial
recognition, the liability is adjusted for any revisions to the expected value of the retirement obligation
(with corresponding adjustments to electric plant) and for accretion of the liability due to the passage of
time.

1




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2007

12

Thesc assct retirement obligations are primarily related to obligations associated with future asbestos
abatement at certain generating stations and certain plant closure costs. As of December 31, 2008 and
2007, the Companies had a regulatory asset of $14.6 million and $16.1 million, respectively, related to
asset retirement obligations.

Balance — December 31, 2006 | $30,399,535
Accretion 1,823,973
Balance — December 31, 2007 32,223,528
Accretion 1,938,865
Balaoce — December 31, 2008 $34,162,393

The Companies do not recognize liabilities for asset retirement obligations for which the fair value cannot
be reasonably estimated. The Companies have asset retirement obligations associated with transmission
assets and river structures at certain generating stations. However, the retirement date for these assets
cannot be determined; therefore, the fair value of the associated liability currently cannot be estimated and
no amounts are recognized in the consolidated financial statements herein.

Use of Estimates — The preparation of consolidated financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make estimates and

- assumptions that affect the reported amouuts of assets and liabilities and disclosure of contingent assets

and liabilities at the date of the consolidated financial statements and the reported amounis of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

RELATED-PARTY TRANSACTIONS

- Transactions with the Sponsoring Companies during 2008 and 2007 included the sale of all geperated

power (o them, the purchase of Arranged Power from them and other utility systems in order to meet the
Department of Energy's power requirements, contract barging services, railcar services, and minor
transactions for services and materials. The Companies have Power Agreements with Louisville Gas apd
Electric Company, Duke Energy Ohio, Inc., The Dayton Power and Light Company, Kentucky Utilities
Company, Ohio Edison Company, and American Electric Power Service Corporation as agent for the
American Electric Power Systemn Companies; and Transmission Service Agreements with Louisville Gas
and Electric Company, Duke Energy Ohio, Inc., The Dayton Power and Light Company, The Toledo
Edison Company, Ohio Edison Company, Kentucky Utilities Company, and American Electric Power
Service Corporation as agent for the American Electric Power System Companies.

In September 2006, the Companies sold two transformers and associated equipment to Duke Energy
Chio, Inc. for a total maximum purchase price of $3 million, which subject to the terms of the asset
purchase agreement, is payable in equal annual installments over ten years. The purchase price is
contingent on the performance of the transformers, and as such, no receivable has been recognized in the
accompanying consolidated balance sheets. In 2008, the Companies were informed that one of the
transformers failed, and as such, no fusther payments from Duke Encrgy Ohio, Inc. arc anticipated.
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4.

At December 31, 2008 and 2007, balances due from or to the Sponsoring Companies are as follows:

2008 2007
Accounts receivable ~ $31,668,608 $23,136,138
Accounts payable - i,352,250

American Electric Power Company, Inc. and a subsidiary company owned 43.47% of the common stock
of OVEC as of December 31, 2008. The following is a summary of the principal services received from
the American Electric Power Service Corporation as authorized by the Companies® Boards of Directors:

2008 2007
General services . $ 2,198,238 $ 2473,8M4
Specific projects 21,274,966 10,623,656
Total $23,473,204 $13,097.490

General services consist of regular recurring operation and maintenance services. Specific projects
primarily represent nonrecutring plant construction projects and engineering stadies, which are approved
by the Companies” Boards of Directors. The services are provided in accordance with the service
agreement dated December 15, 1956, between the Companics and the American Electric Power Service
Corporation.

COAL SUPPLY

The Companies have coal supply agreements with certain nonaffiliated companies that expire at various
dates from the year 2009 through 2017. Pricing for coal under these contracts is subject to comtract

- provisions and adjustments. The Companies currently have approximately 100% of their 2009 coal

requirements under Jong-term agreements of one year or greater.
INVENTORIES

Inventories, net of reserves, at December 31, 2008 and 2007, consist of the following:

2008 2007
~ Fuel in storage — at average cost $52,220,614  $63,913,331
Materials and supplies — at average cost _ 19,223,210 16,863,327
Emission allowances 2,244,126 11,787,964

Total inventories ' $73,687950  $92.564,622

13
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5. ELECTRIC PLANT

Electric plant at December 31, 2008 and 2007, consists of the following:

2008 2007
Intangible $ 26,564 $ 26,564
Steam production plant 1,152,457,582 1,130,722,161
Transmission plant 60,191,487 72,211,888
General plant 24,954,040 9,236,262

1,237,629,673 1,212,196,875

Less accumnlated depreciation 907,307,285 865,927,293

330,322,388 346,269,582
Construction in progress 767,348,855 316,560,056
Total electric plant $1,098,171,243 $ 662,829,638

6. BORROWING ARRANGEMENTS AND NOTES

OVEC has an unsecured bank revolving line of credit agreement with a borrowing limit of $200 million
as of December 31, 2008. The $200 million line of credit has an expiration date of August 4, 2010. At
December 31, 2008 and 2007, OVEC had borrowed $50 and $0 million, respectively, under this line of
credit. Interest expense related to line of credit borrowings was $255,699 in 2008 and $3,051,247 in 2007.
During 2008 and 2007, OVEC incurred annual commitment fees of $343,729 and $288,736, respectively,
based on the borrowing limits of the line of credit.

14
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7. LONG-TERM DEBT

The following amounts were outstanding at December 31, 2008 and 2007:

tnterast
Rate 2008 2007
Senior 2006 Notes due February 15, 2026 5.80% $ 413,013,876 $426,359,355
Senior 2007 Notes:
Tranche A due February 15, 2026 5.90 190,703,342 196,990,760
Tranche B due February 13, 2026 5.90 48,027,572 49,611,288
Tranche C due February 15, 2026 5.90 48,407,206 50,000,000
Senior 2008 Notes:
Tranche A due February 15, 2026 592 48,780.045 -
Tranche B due February 15, 2026 6.71 147,157,899 -
Tranche C duec February 15, 2026 6.71 149,228 369 -
Total debt 1,045,318,309 722,961,403
Current portion of long-term debt 35,453,528 22,809,408
Total long-term debt $1,009,864,781  $700,151,995

During 2007, OVEC issued $300 million unsecured senior notes (Semior 2007 Notes) in private
placements in three tranches. The $200 million Tranche A notes were issued in June 2007, the $50 million
Tranche B notes were issued in September 2007, and the $50 million Tranche C notes were issued in
December 2007.

During 2008, OVEC issued $350 million unsecured senior notes (Senior 2008 Notes) in private
placements in threc tranches. The $50 million Tranche A notes were issued in March 2008, the
$150 million Tranche B notes were issued in June 2008, and the $150 million Tranche C notes were
issued in Aupust 2008.

The annual maturities of long-term debt as of December 31, 2008, are as follows:

2009 $ 35,453,528
2010 37,642,055
2011 39,966,243
2012 42,404,535
2013 : 45,055,902
2014-2026 844,796,046

Total - $1,045,318,309

1%




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

16

INCOME TAXES

OVEC and JKEC file a consolidated federal income tax return. The cffective tax rate varied from the
statutory federal income tax rate due to differences between the book and tax treatment of various
transactions as follows:

2008 2007
Income tax expensc at 35% statutory rate $ 2,140,093 $ 2,117,079
State income taxes nef of federal benefit 66,042 53,707
Temporary differences flowed through to customer bills (1,218,762} (1,274,392)
Permanent differences 36,008 11,022
Income tax provision $ 1,023,381 $ 907416
Effective tax rate 16.7 % 150 %
Componéms of the income tax provision were as follows:
| 2008 2007
_ Current income tax expense 3 977,761 $125.G36
Deferred income tax expense 45,620 782,380
Total income tax provision $1,023,381 $907.416

OVEC and IKEC record deferred tax assets and liabilities based on differences between book and tax
basis of assets and liabilities measured using the enacted tax rates and laws that will be in effect when the
differences are expected to reverse. Deferred tax assets and liabilities are adjusted for changes in tax rates.

. The deferred tax assets recorded in the accompanying consolidated balance sheets consist primarily of the

net deferred taxes on depreciation, postretirement benefits obligation, net operating foss carryforwards,
asset retirement obligations, regulatory assets and regulatory liabilities.

To the extent that the Companies have not reflected credits in customer billings for deferred tax assets,
they have recorded a regulatory liability representing income taxes refundable to customers under the
applicable agreements among the parties. The liability was $47,070,877 at December 31, 2008, and
$48,834,534 at December 31, 2007.




QHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

. Deferred income tax assets (liabilities) consisted of the following at December 31, 2008 and 2007:

2008 2007
Deferred tax assets:
Deferred revenue — advances for construction $ 9619159 § 8942781
Federal net operating loss carryforwards 4,456,189 22,341,256
State net operating loss carryforwards 39,212 273,971
AMT credit carryforwards 2,532,919 1,505,920
Posiretirement benefit obligation 20,445,933 13,374,669
Pension Liability 9,832,499 10,113,109
Postemployment benefit obligation 806,825 808,337
Asset retirement obligations 12,321,464 11,719,375
Miscellaneous accruals 2,649,351 2,834,718
Regulatory liability — postretirement benefits 4,930,427 6,891,063
Regulatory liability — investment tax credits 1,223,817 1,234,053
Regulatory liability — net antitrust settlement 657,843 663,345
Regulatory liability — income taxes refundable to customers 16,977,211 17,621,791
Total deferred tax assets 86,492,849 98,324,388
Defesred tax liabilitices:
Regulatory asset — income taxes billable to customers (361,952) -
Prepaid expenses (582,702) (576,140)
Electric plant (21,120,348)  (34,610,360)
Regulatory asset — pension benefits (9,832,499) (5,837.815)
Regulatory asset — unrecognized postemployment benefits (306,825) (808,337)
Regulatory asset — asset retirement costs __(5,281,261) (5,856,308)
Total deferred tax Liabilities {37,985,587) {47,688,960)
Deferred income tax assets (liabilities) $ 48,507,262 $ 50,635,428

The Companies had federal income tax net operating loss carryforwards (NOLs) of $12.7 million ag of
December 31, 2008. These federal income tax NOLs result in part from accelerated depreciation methods
for property, plant and equipment for income tax reporting purposes. The Companies also have alternative
minimum tax (AMT) credit carryforwards of approximately $2.5 million, which are not limited by
expiration dates. Management periodically assesses the need for a valuation allowance on deferred tax
assets. As of December 31, 2008 and 2007, management believes that realization of the Companies’
deferred tax assets is more likely than not.

In July 2006, the Financial Accounting Standards Board issued Interpretation No. 48 to clarify the
accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in
-accordance with Statement No. 109. Interpretation No. 48 addresses the determination of whether the tax
benefits claimed or expected 10 be claimed on a tax return should be recorded in the financial statements.
Under Interpretation No. 48, the Companies may recognize the tax benefit from an uncertain tax position

17
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only if it is more likely than not that the tax position will be sustained on examination by the taxing
authorities, based on the techmical merits of the position. The fax benefits recognized in the financial
statements from soch & position are measured based on the largest benefit that has a greater than fifty
percent likelihood of being realized upon ultimate settlement. Upon adoption of FIN 48, the Companies
bave not identified any uncertain tax positions.

The Companies file income tax returns with the Internal Revenue Service and the states of Ohio, Indiana
and the Commonwealth of Kentecky. The Companies are no longer subject to federal tax examinations
for tax years 2004 and carlier. The Companies are no longer subject to states of Ohio and Indiana tax
examinations for tax years 2004 and earlier. The Companies are no longer subject to the Commonwealth
of Kentucky examinations for tax years 2003 and earlier.

9. PENSION FLAN, OTHER POSTRETIREMENT AND POSTEMPLOYMENT BENEFITS

The Companies have 2 noncontributory qualified defined benefit pension plan (the Pension Plan) covering
substantially all of their employees. The benefits are based on years of service and each employee’s
highest consecutive 36-month compensation period. Employees are vested in the Pension Plan afier five
years of service with the Companies.

Funding for the Pension Plan 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 (ERISA), as amended The full cost of the pension
benefits and related obligations has been allocated to OVEC and IKEC in the accompanying consolidated
financial statements. The allocated amounts represent approximately a 54% and 46% split for OVEC and
IKEC, respectively, as of December 31, 2008 and 2007. The Pension Plan’s asscts consist of an insurance
contract and investments in equity and debt securities. In the following disclosures, the insurance contract
is treated as a debt security because its long-term yield is tied to the debt markets.

In addition to the Pension Plan, the Companies provide certain bealth care and life insurance benefits
(Other Postretirement Benefits) for retired employees. Substantially all of the Companies’ cmployees
become eligible for these benefits if they reach retirement age while working for the Companies. These
amd similar benefits for active employees are provided through employer funding and insurance policies.
In December 2004, the Companies established Voluntary Employee Beneficiary Association (VEBA)
trusts. The main objectives of the VEBA trusts are to maintain the purchasing power of the current assels
and all future contributions, o have the ability to pay all benefits and expense obligations when due and to
achieve a “funding cushion™ to maximize return within prudent levels of risk. The investment horizon for
the Pension Plan and VEBA trusts is greater than five years and the strategic asset allocation is based on a
long-term perspective.
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Projected Pension Plan and Other Postretiremeni Benefits obligations and funded status as of

December 31, 2008 and 2007:
Poveion Other Postretiremant
Plan - . Bonefits
2008 2007 2008 7007

Clm_ge in prajectaed benefit obligation:
Projecied benefit obYigation — beginning of year $153972014  $161,065647 $ 07431448  $102,541624
Sezvice cost 3,899,052 4221650 2,781 098 3219492
. Ineerest cost 9,799,112 0243320 6,173,680 5855237
Flaa pacticipaois’ coutributions - . 613,383 585370
Benelits paid (7,755,609 (7,499,086) (3.286,320) (3.279279)
Net actuzaial (gain) loss 9,056,558 (3018117 1242881 {11,761,744)
Medicare subsidy - - . 270,548
Expenses paid from assets {45200) {40,800) - -

Projectod benefit obligation — end of year 168,926,587 153,972,014 104,556,170 97431 448
Change in fair vilue of plan assets:
Fair vahe of plan assets — beginming of yest 179,022,263 169,811,906 60,656,532 55,305 876
Astual Tetuen on plan assets (26,056,377 1,750,243 {728,519 2,760,656
Expenses paid from assets (45.200) {44,800) - -
Employer contrilntions 5,500,000 6,000,000 5,171,037 4,923 161
Plan participants™ contribertions - - 613383 585570
Medicare sabuidy - - . 270,548
Benefits paid (7,755.609) (7,499,086) (3286 .320) (3.279279)

Fair vahse of plan assets —- end of year 141,665,077 170,022 263 62.427.019 50,656 532
Funded (anderfindad) stats — end of year $(27261510) 3 _15050249 ${425201351) $(36 msl&

On December 8, 2003, the President of the United States of America signed into law the Medicare
Prescription Drug, Improvement and Modemization 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 drog benefit that is actuarially equivalent to the benefit provided by
Medicare. The Companies believe that the coverage for prescription drugs is at least actuarially equivalent
to the benefits provided by Medicare for most current retirees because the benefits for that group
substantially exceed the benefits provided by Medicare, thereby allowing the Companies to qualify for the
subsidy. The Companies’ employer contributions for Other Postretirement Benefits in the above table are
oct of subsidies received of $0 and $270,548 for 2008 and 2007, respectively. The Companies have
accounted for the subsidy as a reduction of the benefit obligation detailed in the above table. The benefit
obligation was reduced by approximately $14.2 and $11.3 million as of December 31, 2008 and 2007.

The accumulated benefit obligation for the Pension Plan was $144,698,788 and $131,992,635 at
December 31, 2008 and 2007, respectively.

Components of Net Periodic Benefit Cost — The Companies record the expected cost of Other
Postretirement Benefits over the service period during which such benefits are carned.

Pension expense is recognized as amounts are confributed to the Pension Plan and billed to customers.

The accumulated difference between recorded pension expense and the yearly net periodic pension
expense as calculated under SFAS No. 87, Employers ' Accounting for Pensions, is billable as a cost of

19




OHIO VALLEY ELECTRIC CORPORATION
AND SUBSIDIARY COMPANY

NOTES TO CONSOLIDATED FINANCIAL. STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

operations under the ICPA when contributed to the pension fund. This accumulated difference has been
recarded as a regulatory asset in the accompanying consolidated balance sheets.

Panglon Other Postretiremnent
Pilan Benafits .
2008 2007 2008 2007
Service cost $ 3899052 3 4,221,650 $ 2781098  § 3219492
Interest cost 9,799,772 9,243,320 6,173,680 5,855,237
Expected return on plan assets (11,049029)  (11668,332) (2830712)  (2,631.9%)
Amortization of prior service cost 531,437 531437 {379,000) (379,000)
Recognized actuarial loss - - (263.94%) 126,175
Net pesiodic beacfit cost $ 3,181,232 3 2328075 $ 5431171 §6,189.928

Pension and other postretivement benefits
expense recognized in the consolidated
statement of income and retained eamings
and billed 1o sponsoring companies under
the [CPA $_5500000 § 6,000,000 $ 3260000  § 3,219492

Pension Plan and Other Postretirement Benefit Assumptions — Actuarial assumptions used to
determicie benefit obligations at December 31, 2008 and 2007, were as follows:

Other
Pension Postretirement
Plan Banefits
2008 2007 2008 2007
Discount rate 6.10% 650 % 590 % 6.50 %
Rate of compensation increase ' 4.00 4.00 4.00 4.00
Actuarial assumptions used to determine net periodic benefit cost for the years ended December 31, 2008
and 2007, were as follows:
Other
Pension Postretirement
Pian Benefits
2008 2007 2008 2007
Discount rate 650% 590%  650% 590 %
Expected long-term return on plan assets 6.50 7.00 4.7¢ 4.70
Rate of compensation increase 4.00 4.00 4.00 4.00

~ In selecting the expected long-term rate of return on assets, the Companies considered the average rate of
earnings ¢xpected on the funds invested or to be invested to provide for plan benefits. This included
considering the Pension Plan and VEBA, trusts' asset allocation, as well as the tacget asset allocations for
the future, and the expected returns likely to be earned over the life of the Pension Plan and the VEBAs,
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Assumed health care cost trend rates at December 31, 2008 and 2007, were as follows:

08 2007
Elealth cars end rate assumed for next year — participants under 65 ) 800% 900%
Health care trend rate assumed for next year — paticipants over 65 9.50 129
Rate to which the cost trend rate is assumed to decling (the ultimate treud rate} ~ participants under 65 5.00 5.00
Rate to which the cost trend rate is assumed to decling {the wltimate Gend rate) —- participants over 65 5.00 5.00
Year that the rate reaches the ultimate trend rate 2015 2012

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care
plans. A one-percentage-point change in assumed health care cost trend rates would have the following

effects:
One-Percentage One-Percentage
Point Increase  Point Decrease
Effect on total service and interest cost $ 1,553,985 $ (1,222,418)
Effect on postretirement benefit obligation 16,334,303 (13,014,742)

Pension Plan and Other Postretirement Benefit Assets — The asset allocation for the Pension Plan and
VEBA trusts at December 31, 2008 and 2007, by asset category was as follows:

Pension Plan VEBA Trusts
2008 2007 2008 2007
Asset category: ‘
Equity securities 4% 31% 24 % - %
Debt securities 76 69 76 100

~ The target asset allocation for the Pension Plan is 30% equity securities and 70% debt securitics and for
the VEBA trust is 40% equity securities and 60% debt securities.

Pension Plan and Other Postretirement Benefit Contributions — The Companies expect to contribute
$5,700,000 to their Pension Plan and $6,227,701 to their Other Postretirement Benefits pian in 2009
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Estimated Future Benefit Payments — The following benefit payments, which reflect expected future
service, as appropriate, are expected to be paid:

Other Postretirement Benefits

With "~ Without
Years Ending Pension Medicare Medicare
December 31 Plan Subsidy Subsidy
2009 $ 8,190,118 $ 4042701 $ 4,388,179
2010 8,563,310 4,454,986 4,833,964
2011 8,860,448 4,797,783 5,211,111
2012 9,258,537 5,136,259 5,587,667
2013 9,646,383 5,403,058 5,892,674
Five years thereafter ., 57,038,752 32,929,845 35,939,277

Postemployment Bepefits — The Companies follow SFAS No. 112, Employers’ Accounting for
Postemployment Benefits, and accrue the estimated cost of benefits provided to former or inactive
employees after employment but before retirement. Such benefits include, but are not limited to, salary
continuations, supplemental unemployment, severance, disability (including workers’ compensation), job
training, counseling, and continuation of benefits, such as health care and life insurance coverage. The
cost of such benefits and related obligations has been allocated to OVEC and IKEC in the accompanying
consolidated financial statements. The allocated amounts represent approximately a 42% and 58% split
between OVEC and IKEC, respectively, as of December 31, 2008, and approximately a 40% and 60%
split between OVEC and IKEC, respectively, as of December 31, 2007. The liability is offset with a
coeresponding regulatory asset and represents unrecognized postemployment benefits billable in the future
to customers. The accrued cost of sach benefits was $2,236,997 and $2,222,600 at December 31, 2008
and 2007, respectively.

Defined Contribution Plan — The Companies have a trusiee-defined contribution supplemental pension
and savings plan that includes 401(k) features and is available to employees who have met eligibility
requirements. In 2007, the Companies’ contributions to the savings plan were made in amounts equal to
50% of the employee-participants’ contributions up io 6% of total compensation. In January 2008, the
Companies’ contributions to the savings plan were changed to amounts equal to 100% of the first 1% and
50% of the next 5% of employee-participants’ contributions based upon total compensation. Benefits to
participating employees are based solely upon amounts contributed to the participants’ accounts and
investment earnings. By its nature, the plan is fully funded at afl times. The employer contributions for
2008 and 2007 were $1,634,334 and $1,278,249, respectively.

Adoption of SFAS No. 158 — Pension and Other Postretirement Benefits — The Companies adopted
SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other Posiretirement FPlans,
effective December 31, 2007. SFAS No. 158 requires employers to fully recognize the obligations
-associated with defined benefit pension plans and other postretirement plans, which inchude retiree
healthcare, in their balance sheets. Previous standards required an employer to disclose the complete
funded status of its plan only in the notes to the financial statements and provided that an employer delay
recognition of certain changes in plan assets and obligations that affected the costs of providing benefits
resulting in an asset or liability that often differed from the plan’s fanded status. SFAS No. 158 requires a
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defined benefit pension or postretirement plan sponsor fo recognize in its statement of financial position
an asset for a plan’s overfunded status or a liability for the plan’s underfunded status. The effects of the
Companies® adoption of SFAS No. 158 were as follows:

Before After
Application of Application of
SFAS No. 158  Adjustments  SFAS No. 158
Pengion asset $ 3671925 $12,378,324 $ 16,050,249
Postretirement benefits obligation (40,299,341) 3,524,425 (36,774,916)

The adjustments detailed in the above table represent the unrecognized actuarial gains and unrecognized
prior service cost for the plans as of December 31, 2007. These amounts were recorded as additions o
regulatory liabilitics (see Note 1).

10. ENVIRONMENTAL MATTERS

Title IV of the 1990 Clean Air Act Amendments required the Companies to reduce sulfur dioxide (802}
emissions in two phases: Phase I in 1995 and Phase II in 2000. The Companies selected a fuel switching

. strategy to comply with the emission reduction requirements. The Companies also purchased additional
502 allowances. The cost of these purchased allowances was inventoried and included on an average cost
basis in the cost of fuel consumed when used. The cost of unused allowances at December 31, 2008 and
2007, was $2,244,126 and $11,787,964, respectively.

Title IV of the 1990 Clean Air Act Amendments also required the Companies to comply with a nitrogen
oXxides (NOx) emission rate limit of 0.84 Ib/mmBtu in 2000. The Companies installed overfire air systems
on all eleven units at the plants to comply with this limit. The total capital cost of the eleven overfire air
systems was approXimately $8.2 million.

During 2002 and 2003, Ohio and Indiana finalized respective NOx State Implementation Plan (SIP) Cali
regulations that required further significant NOx emission reductions for coal-buming power plants during
the ozone control period (May through September). The Corpanies installed selective catalytic reduction
(SCR) systems on ten of its eleven units to comply with these rules. The total capital cost of the ten SCR
systems was approximately $355 million.

On March 10, 2005, the U.S. EPA sigued the Clean Air Interstate Rule (CAIR) that will require

- significant further reductions of S02 and NOx emissions from coal-burning power plants. On March 13,
2005, the U.S. EPA also signed the Clean Air Mercury Rule (CAMR) that will require significant mercury
entission reductions for coal-burning power plants. These emission reductions will be required in two
phbases: 2009 and 2015 for NOx; 2010 and 2015 for SO2; and 2010 and 2018 for mercury. Ohio and
Indiana also subsequently finalized their respective versions of CAIR and CAMR. In response, the
Companies determined that it would be pecessary to install flue gas desulfurization (FGD) systems at bath
plants to comply with these new rules and have since been conducting the necessary engineering,
permitting, and construction to install these new FGD systems.

In February 2008, the D.C. Circuit Court of Appeals issued a decision which vacated the federal CAMR
and remanded the rule to the U.S. EPA with a determination that the rule be rewritten under the maximum
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achievable control technologies (MACT) provision of Section 112(d) of the Clean Air Act. A group of
electric utilities and the U.S. EPA requested a rehearing of the decision, which was denied by the court.
Following those denials, both the group of electric utilities and the U.S. EPA requested that the
U.S. Supreme Court hear the case. However, in February 2009, the U.S. EPA withdrew its request and the
group of utilities’ request was denied. These actions left the original court decision in place, which
vacated the foderal CAMR and remanded the rule to the U.S. EPA with a determination that the rule be
rewritten under the MACT provision of Section 112(d) of the Clean Air Act.

In July 2008, the D.C. Circuit Court of Appeals issued a decision that vacated the federal CAIR and
remanded the rule to the U.S. EPA. In September 2008, the U.S. EPA, a group of electric utilities and
other parties filed petitions for rehearing. In December 2008, the D.C. Circuit Court of Appeals granted
the U.S. EPA’s pefition and remanded the rule to the U.S. EPA without vacatur, allowing the federal
CAIR to remsin in effect while a new rule is developed and promulgated.

In December 2008, the Companies Boards of Directors authorized a delay in construction of the FGD at
the Clifty Creek Plant of at least 18 months due to economic unceriainty in the capital markets.

In March 2009, the Board of Directors of OVEC authorized a delay in the anticipated tie-in of the first
three generating units to the Kyger Creek Plant’s FGD system pending an investigation into the structural
integrity of the two newly constructed jet bubbling reactors, which are major components of the FGDr
system. Additional SO2 allowances will be purchased fo operate the Clifty Creek and Kyger Creek
generating units to comply with the current environmental emission rules during the delays. The current
cost to complete the new Kyger Creek and Clifiy Creek FGD systems and the associated landfills is
estimated not to exceed $1.33 billion.

DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, Disclosures about Fair Value of Financial Instruments, roquires disclosure of the fair
value of certain financial instruments. The estimates of fair value under SFAS No, 107 require the
application of broad assumptions and estimates. Accordingly, any actual exchange of such financial
instruments could occur at values significantly different from the amounts disclosed. As cash and cash
equivalents, current receivables, current payables, and line of credit borrowings are all short term in
nature, their carrying amounts approximate fair value. The fair values of the Senior Notes were estimated
using discounted cash flow analyses based on current incremental borrowing rates for similar types of

borrowing arrangements.
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The fair values and recorded values of the Senior Notes as of December 31, 2008 and 2007, are as

follows:
2008 2007
Falr Value Recorded Value Falr Value Recorded Value
Senior 2006 Notes $365,930,295 $ 413,013,876 $420,070,000 $426,359,355
Senior 2007 Notes 256,988,617 287,138,120 288,450,000 296,602,048
Senior 2008 Notes 324,385,533 345,106,313 - -
Total $947,304,445 $1,045,318,309 $708,520,000 $7g96l=403

12, OPERATING LEASES

OVEC has entered into operating leases to secure railcars for the transportation of coal in connection with
the fuel switching modifications at the OVEC and the IKEC generating stations. OVEC has railcar lease
agreements that extend to as long as December 31, 2025, with options to exit the leases under certain
conditions.

Future minimum lease paymenis for operating leases at December 31, 2008, are as follows:

Years Ending

December 31

2009 3 4,726,988
2010 : 4,758,188
2011 3,356,810
2012 3,266,568
2013 3,254,088
Thereafter 25,886,781
Total fuire minimum lease payments $45,249,423

' The annual lease cost incurred was $4,761,224 and $4,767,379 for 2008 and 2007, respectively.
13. COMMITMENTS AND CONTINGENCIES

The Companies are party in or may be affected by various matters under litigation. Management believes
that the ultimate outcome of these matters will not have a significant adverse effect on either the
Companies’ future results of operation or financial position.

14, FAIR VALUE MEASUREMENTS
Statement of Financial Accounting Standards No. 157, Fair Value Measuremenis (SFAS 157), clarifies
the definition of fair value, establishes a framework for measuring fair value, and expands the disclosures

on fair value measurements, The Companies have adopied SFAS 157 and FASB Staff Position FAS
No. 157-2, Effective Date of FASB Statement No. 157, effective Jamary 1, 2008. The adoption of

25
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SFAS 157 for financial instruments as required at January 1, 2008 did not have a material effect on the
Companies” consolidated financial statements; however, the Companies are required to provide additional
disclosure as part of the Companies’ consolidated financial statements. As of December 31, 2008, the
Companies have not adopted SFAS 157 for non-financial assets and non-financial liabilities. However,
the provisions associated with non-financial assets and non-financial liabilities will be included in the
disclosures in the Companies’ 2009 consolidated financial statements, as required, and will not have a
material effect on the Companies® consolidated financial statements.

On Qctober 10, 2008, the FASB issued Staff Position FAS No. 157-3, Fair Value Measurements (FSP
FAS 157-3), which clarifies the application of SFAS 157 in an inactive market and provides an example
o demonstrate how the fair value of a financial asset is determined when the market for that financial
asset is inactive. FSP FAS 157-3 was effective upon issuance, including prior periods for which financial
statements had not been issued, The adoption of this standard as of December 31, 2008 did not have a
material impact on the Companies’ consolidated financial statements,

SFAS 157 establishes a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair
value. These tiers include: Level 1, defined as observable inputs such as quoted prices in active markets;
Level 2, defined as inputs other than quoied prices in active markets that are either direcily or indirectly
observable; and Level 3, defined as unobservable inputs in which little or no market data exists, therefore
requiring an entity to develop its own assumptions.

As of December 31, 2008, the Companies held certain assets that are required to be measured at. fair value
on a recurring basis. These consist of investments recorded within cash and cash equivalents. The

~ investments consist of money market mutual funds and debt securities. Changes in the observed trading
prices and liquidity of money market funds are monitored as additional support for determining fair value,
and losses are recorded in earnings if fair value falls below recorded cost.

Assets measured at fair value on a recurring basis subject to the disclosure requirements of SFAS 157 at
December 31, 2008, were as follows:

Falr Value Measurements at
Reporting Date Using
Quoted Prices  Significant
in Active Other Significant
for Markst Observabie Unobservable
identical Assets Inputs Inputs

(Level 1) (Leval 2) {Level 3)
Cash equivalents $ - $45,118305 § -
Marketable securities $ - $ 53,609,545 3 -

15, NEW ACCOUNTING STANDARDS

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities including an amendment of FASB Statement No. 113, This statement permits entities
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to choose 10 measure many financial instruments and certain other items at fair value. The election is
magde on an instrument-by-instrument basis and is irrevocable. If the fair value option is elected for an
instrument, SFAS 159 specifies that all subsequent changes in fair value for that instrument shall be
reported in eamings. The objective of the pronouncement is to improve financial reporting by providing
entities with the opportunity to mitigate volatility in reported earnings caused by measuring related assets
and labilities differently without having to apply complex hedge accounting provisions. This statement is
effective as of the beginning of an entity’s first fiscal year that begins afier November 15, 2007, and was
adopted by the Companies on January I, 2008. There was no impact on the Companies’ financial position
and results of operations, because the Companies made no fair value elections upon adoption.

On December 30, 2008, the FASB issued FSP FAS 132(R)-1, which amends Statement of Financial
Accounting Standards No. 132(R), Employers’ Disclosures About Pensions and Other Postretirement
Benefits — an amendment of FASB Statements No. 87, 88, and 106, to require more detailed disclosures
about employers’ plan assets, including employers’ investment sirategies, major categories of plan assets,
concentrations of risk within plan assets, and valuation techniques used to measure the fair value of plan
assets. The disclosure requirements of FSP FAS 132(R)-1 will be effective for the Companies for the year
ended December 31, 2009. |

ok kok b &
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Ohio Valley Electric Carporation:

We have audited the accompanying consolidated balance sheets of Ohio Valiey Electric Corporation and
subsidiary company (the Companies), as of December 31, 2008 and 2007, and the related consolidated
statcmcntsofnmomeandrdamedmngsandcashﬂﬁwsfortheyearsthenended.‘rhesensohdated
financial statements are the responsibility of the Companies’ management. Our responsibility is to express an
opinion on these consalidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assuranceé about
whether the consolidated financial statements are free of material misstatement. An audit includes consideration
of internal control over financial reporting s a basis for designing audit procedures that are appropriate in the
- circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Companies’ internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on
a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements, assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of the Companies as of December 31, 2008 and 2007, and the results of their operations and their cash
flows for the years then ended in conformity with accounting principles generally accepted in the United States
of America.

As discussed in Note 9 to the consolidated financial statements, the Companies changed their method of
accounting for defined benefit pension and other postretirement plans in 2007,

Deloitte & Touche LLP

Cincinnati, Ohio
March 27, 2009
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OVEC PERFORMANCE—A 5-YEAR COMPARISON

Net Generation (MWh)

Energy Sales (MWh} to:
DOE
Sponsors

Meximum Demand (MW) by:
DOE
Sponsors

Weighted Average
Demand (MW):
DOE Operating Level

Power Costs to:
DOE

Sponsors
Average Price (MWh):
DOE
Sponsors
ldperating Revenues
Operating Expenses
Cost of Fuel Consumed
 Taxes (federal, stete, and local)
Payroll
Fuel Bumed (tons)

. Heat Rate {Btu per KWh,
net generation)

Unit Cost of Fuel Bumed
{per mmBtu)

Unit Availability (percent)
Power Use Factor (perceat)

Employees (year-end)

208 2007 2006 2005 2004

15,260,029 15,109,836 16,468,342 16,638,497 15,810,465

2170369 256,613 246,371 251375 262,944

15,026 497 14,918,727 16,226,717 16,254,716 15,455,340

42 41 37 45 46

1216 2,233 2,300 2,291 2,257

k) | 2 28 29 30
518,539,154 $14,605,000 $15,445,000 $14,520,000 £9,696,000 .

$605,354979 $527,516,000 $509,624,000 $458,345,000 $377,392,000

$68.570 §$56.915 $62.689 $57.764 $36.876

$40.286 $35.359 $31.369 $28.198 5?47418

$621,813,000 $531,362,000 $523,927,000 $468,546,000 $406,283,000

$566,798,000 $494,808,000 $494.893,000 $442,420,000 -§380,972,000

§344,213,000 $300,666,000 $318,762,000 $287,093,000 $218,917,000

516,808,000 $9,898.000 $9.457,000 $7.735,000 $2,699,000

$53,694,000 - $49.977,000 347,561,000 $46.447,000 $45,396,000

7,891,440 7,647,397 7,820,516 7,632,857 7510373

10,236 10,180 10,053 2,978 10,076

5218 3195 $1.95 LM $1.37

852 85.0 28.3 88.0 87.6

239 96.92 98.06 99.54 97.19

817 147 748 749 742
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Ohio Valley Electric Corporation

And Subsidiary

Indiana-Kentucky Electric Corporation

Consolidating Balance Shects—March 31, 2009-Unaudited—and December 31, 2008
Consolidating Statements of Income and Retained Earnings Year

to Date-March 31, 2009 and 2008-Unaudited
Consolidating Statements of Cash Flows Year to Date—March 31, 2009 and 2008—Unaudited




OHIO VALLEY ELECTRIC CORPORATION

AND SUBSIDIARY COMPANY

CONSOLIDATING BALANCE SHEETS - MARCH 31, 2009-UNAUDITED AND DECEMBER 31, 2008

CONSOLIDATING STATEMENTS OF INCOME AND RETAINED EARNINGS
YEAR TO DATE - MARCH 31, 2009 AND 2008-UNAUDITED

CONSOLIDATING STATEMENTS OF CASH FLOWS
YEAR TO DATE - MARCH 31, 2009 AND 2008-UNAUDITED




OHIO V

Al [ARY

CONSOLIDATING BALANCE SHEETS - MARCH 11, 2009-UNAUDITED AND DECEMBER 31, 2008

CONSOLIDATING STATEMENTS OF INCOME ANL RETAINED EARNINGS
YEAR TO DATE - MARCH 11, 2009 AND 2008-UNAUDITED

CONSOLIDATING STATEMENTS OF CASH FLOWS
YEAR TO DATE - MARCH 31, 2009 AND 2008-UNAUDITED

OFFICER'S ATION

A review of the affairs and activities of Ohio Valley Electric Corporation and its whelly-owned
subsidiary, Indiana-Kentucky Eleciric Corporation (the Companies), during the quarters ended
March 31, 2009 and 2008, and December 31, 2008 has been made under my supervision, and in my apinion,
the unaudited financial statements for these perioda present fairly the financial conditions of the Companies
as of March 31, 2009 and 2008, and December 31, 2008, and the results of the operations, thereof,
in accordance with generally accepted accounting principles consistently applied throughout the period. To the
best of my knowledge and belicf, there has been no Polential Default, Defiauit, or Event of Defanit
by the Companies and the Companies are in compliance with the covenents of the

current debl agreements.

INDIANA-KENTUCKY ELECTRIC CORPORATION
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Annex 3

Ohio Valley Electric Corporation

And Subsidiary

Indiana-Kentucky Electric Corporation

| Consolidating Balance Sheets—June 30, 2009—Unaudited—and December 31, 2008
Consolidating Statements of Income and Retained Eamnings Year

to Date—June 30, 2009 and 2008—Unaudited
Consolidating Statements of Cash Flows Year to Date—June 30, 2009 and 2008—Unaudited




OHIO VALLEY ELECTRIC CORPORATION

AND SUBSIDIARY COMPANY

CONSOLIDATING BALANCE SHEETS - JUNE 30, 2009-UNAUDITED AND DECEMBER 31, 2008

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

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




A SIDE

CONSOLIDATING BALANCE SHEETS - JUNE 30, 2000-UNAUDITED AND DECEMBER 31, 2008

CONSOLIDATING STATEMENTS OF INCOME AND RETAINED EARNINGS
YEAR TO DATE - JUNE 30, 2009 AND 2003-UNAUDITED

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

QFFICER'S CERTIFICATION

A review of the affairs and activities of Ohio Valley Eleciric Corporation and its whelly-owned
subsidiary, Indiana-Kentucky Electric Corporation (the Companies), during the quarters ended

June 30, 2009 and 2008, and December 31, 2008 has been made under ny supervision, and in my opinion,
the unaudites financial statements for these periods present fairly the fnancial conditions of the Companies

as of June 30, 2009 and 2008, and Deczmber 31, 2008, and the results of the operations, thereof,

in accordence with generally accepted accounting principles consistently applied throughout the period. To the
best of my knowledge and belicf, there has been na Potential Default, Default, or Event of Default
by the Companies and the Companies are in compliance with the covenents of the
current debt agreements.

OHKIQNALLEY ELECTRIC CORPORATION and
INDIANA-KENTUCKY ELECTRIC CORFORATION
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APPENDij B
PROPOSED FORM OF OPINION OF BOND COUNSEL

We have examined the transcript of proceedings (the “Transcript”) relating to the
issuance by the Ohio Air Quality Development Authority (the “Issuer”) of $100,000,000
aggrepate principal amount of State of Ohio Air Quality Revenue Bonds (Ohio Valley Electric
Corporation Project), Series 2009E (the “Bonds™). The Bonds are being issued for the purpose
of making a loan to assist Ohio Valley Electric Corporation (the “Company”) in the financing of
a portion of the costs of acquiring, constructing and installing certain solid waste disposal
facilities comprising “air quality facilities” as defined in Section 3706.01 of the Ohio Revised
Code, as more particularly described in the Indenture of Trust dated as of October 1, 2009 (the
“Indenture™) between the Issuer and The Huntington National Bank, as trustee (the “Trustee”),
and in the Loan Agreement dated as of October 1, 2009 (the “Agreement”™) between the Issuer
and the Company. We have also examined executed counterparts of the Indenture and the Loan
Agreement and a conformed copy of an executed Bond.

Based on such examination, we are of the opinion that, under the law existing on the date
of this opinion:

1. The Bonds, the Indenture and the Agreement are legal, valid, binding and
enforceable in accordance with their respective terms, except that the binding effect and
enforceability thereof are subject to bankruptcy laws and other laws affecting creditors’ rights
and to the exercise of judicial discretion.

2. The Bonds constitute special obligations of the State of Ohio, and the principal of
and interest on the Bonds {collectively, “debt charges™) are payable solely from the revenues and
other moneys assigned by the Indenture to secure those payments. Those revenues and other
moneys include the payments required to be made by the Company under its promissory note
(the “Note™) delivered to the Issuer, and irrevocably assigned by the Issuer to the Trustee, all
pursuant to the Agreement. The Bonds do not constitute a debt or pledge of the faith and credit
of the Issuer or the State of Ohio or any political subdivision thereof, and the holders or owners
thereof have no right to have taxes levied by the General Assembly of the State of Ohio or any
political subdivision of the State of Ohio for the payment of debt charges.

3. The interest on the Bonds is excluded from gross income for federal income tax
purposes under Section 103(a) of the Internal Revenue Code of 1986, as amended (the “Code™),
except interest on any Bond for any period during which it is held by a “substantial user” or a
“related person™ as those terms are used in Section 147(a) of the Code. Interest on the Bonds is
not an item of tax preference under Section 57 of the Code for purposes of the altemative
minimum tax imposed on individuals and corporations. The interest on the Bonds, and any
profit made on their sale, exchange or other disposition, are exempt from the Ohio personal
income tax, the Ohio commercial activity tax, the net income base of the Ohio corporate
franchise tax, and municipal, school district and joint economic development district income
taxes in Ohio. We express no opinion as to any other tax consequences regarding the Bonds.
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Under the Codg, interest on the Bonds is excluded from the calculation of a corporation’s
adjusted current earnings for purposes of the corporate alternative minimum tax, but interest on
the Bonds may be subject to a branch profits tax imposed on certain foreign corporations doing
business in the United States and to a tax imposed on excess net passive income of certain S
corporations,

In giving the foregoing opinion, we have assumed and relied upon compliance with the
covenants of the Issuer and the Company and the accuracy, which we have not independently
verified, of the representations and certifications of the Issuer and of the Company contained in
the Transcript. The accuracy of certain of those representations and certifications, and
compliance by the Issuer and the Company with certain of those covenants, may be necessary for
the interest on the Bonds to be and to remain excluded from gross income for federal income tax
purposes. Failure to comply with certain requirements with respect to the Bonds subsequent to
the issuance of the Bonds could cause the interest on the Bonds to be included in gross income
for federal income tax purposes retroactively to their date of issuance. We have also assnumed for
purposes of this opinion (i) the due authorization, execution and delivery by, and the binding
effect upon and enforceability against, the Trustee of the Indenture and (ii) the due authorization,
execution and delivery by, and the binding effect upon and enforceability against, the Company
of the Agreement and the Note,

Respectfully submitted,
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: APPENDIX C
DESCRIPTION OF THE UNDERTAKINGS OF THE COMPANY

The following is a brief summary of certain provisions of the Undertaking and does not
purport to be complete. The statements made in this Appendix C are subject to the detailed
provisions of the Undertaking, a copy of which is available upon request from the Company.
Capitalized terms used herein and not otherwise defined shall have the meanings given them in
the body of this Official Statement.

The Company will enter into a Continuing Disclosure Undertaking (the “Undertaking ™)
for the benefit of the holders of the Bonds to send certain information annually and to provide
notice of certain events to the Municipal Securities Rulemaking Board (the “MSRB ") through
its Electronic Municipal Market Access system for municipal securities disclosure or through
any other electronic format or system prescribed by the MSRB for purposes of the Rule
(“EMMA™), pursuant to the requirements of Section (b)(5) of Rule 15¢2-12 (the “Rule”) adopted
by the Securities and Exchange Commission (the “Commission”™) under the 1934 Act. Any
breach by the Company of the Undertaking pursuant to the Rule will not constitute an Event of
Defanlt under the Loan Agreement or the Indenture.

Annual Financial Information Disclosure

The Company covenants that it will disseminate its Annual Financial Information, its
Annual Report and its Audited Financial Statements (each as described below) to the MSRB
through EMMA. The Company has agreed to file: (1) the Annual Financial Information not
later than 180 days after the end of each fiscal year of the Company, (2) the Annual Report not
later than 240 days after the end of each fiscal year of the Company, and (3) the Audited
Financial Statements not later than 150 days after the end of each fiscal year of the Company.

“Annual Financial Information” means the Company’s financial information and
operating data of the type contained in Appendix A to this Official Statement under the
following captions: (a) the tabular information under “Financial Summary - OVEC/IKEC Plant
Description — Operating Statistics — Net heat rate (BTU/kWh)-2008,” “— Availability factor (%)
— 2004-2008 avg.,” “~— Fuel cost ($/MWh)-2008” and “~ Total production costs ($/MWh)-2008;"
(b) the tabular information under “Financial Summary — OVEC/IKEC Coal Supply;” and
(c) “Management’s Discussion and Analysis of Financial Condition and Results of Operation.”

“Annual Report” means the Company’s Annual Report, which report shall be of the type
included in Appendix A to this Official Statement.

“Audited Financial Statements” means the Company’s audited annual financial
statements for the Company’s most recent fiscal year then ended, of the type included in
Appendix A to this Official Statement, which financial statements will be prepared in accordance
with generally accepted accounting principles.
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Material Events Disclosnre

The Company covenants that it will disseminate in a timely manner to the MSRB through
EMMA the disclosure of the occurrence of an Event (as described below) with respect to the
Bonds that is material, as materiality is interpreted under the 1934 Act. The “Events” are:

Principal and interest payment delinquencies

Non-payment related defaults

Unscheduled draws on debt service reserves reflecting financial difficulties
Unscheduled draws on credit enhancements reflecting financial difficulties
Substitution of credit or liquidity providers, or their failure to perform
Adverse tax opinions or events affecting the tax-exempt status of the security
Modifications to the rights of security holders

Bond calls

Defeasances

Release, substitution or sale of property securing repayment of the securities
Rating changes

Notice of any Failure of the Company to Provide Information

The Company covenants that it will also give notice in a timely manner to the MSRB
through EMMA of any failure to provide disclosure of the Annual Financial Information, the
Annual Report and the Audited Financial Statements when the same are due under the
Undertaking.



