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In the opinion of Bond Counsel for the Notes, based upon an analysis of laws, regulations, rulings and court decisions, and assuming

continuing compliance with certain covenants made by the Commission, and subject to the conditions and limitations set forth herein under the

caption "TAX TREATMENT" interest on the Notes is excludable from gross income for Federal income tax purposes and is not a specific item of

tax preference for purposes of the Federal individual or corporate alternative minimum taxes. Interest on the Notes is exempt from Kentucky
income tax and the Notes are exempt from ad valorem taxation by the Commonwealth of Kentucky and any of its political subdivisions.

NOT TO EXCEED $135,000,000 i
KENTUCKY ASSET/LIABILITY COMMISSION
PROJECT NOTES, 1999 GENERAL FUND FOURTH SERIES A

Dated: Date of Delivery Price of all Notes: 100% Final Maturity: June 30, 2003

The Kentucky Asset/Liability Commission (the "Commission") is issuing its Project Notes, 1999 General Fund Fourth
Series A (the "Notes"), in tranches, over a period of time, to provide interim financing for certain Projects (defined herein) in
anticipation of bonds to be issued by the State Property and Buildings Commission (the "SPBC"). The Notes are being issued
pursuant to and are secured by a Trust Indenture dated as of November 1, 1999 (the "Indenture") between the Commission and
Bank One, Kentucky, NA, Lexington, Kentucky, as Trustee (the "Trustee").

The Notes may bear interest in any of five different interest rate modes: the Comumnercial Paper Rate, the Daily Rate, the
Weekly Rate, the Index Rate or the Fixed Rate. The interest rate mode of the Notes may be converted to any of the other interest
rate modes under the provisions described herein. The Notes will be subject to purchase and redemption under certain
circumstances. See "THE NOTES" herein for a description of the interest rate modes and purchase and redemption provisions
for the Notes. The remarketing agent for the Notes is Salomon Smith Barney Inc., New York, New York (the "Remarketing
Agent").

The Commission has pledged to the payment of the principal of and interest on the Notes the Pledged Receipts (see
"DEFINITIONS" herein), which include (i) payments to be received by the Commission pursuant to a Financing/Lease
Agreement dated as of November 1, 1999 (the "Financing Agreement") among the Commission, the SPBC and the
Commonwealth of Kentucky Finance and Administration Cabinet, (i) amounts received as drawings under the Credit Facility
(defined below) and (iii) Bonds to be issued by the SPBC for the purpose of retiring the Notes. The Kentucky General Assembly
has appropriated to the Cabinet and various State Agencies amounts projected to be sufficient to meet interest requirements on
the Notes through June 30, 2000. There can be no assurance that such appropriations will be forthcoming in the biennium
beginning July 1, 2000 or in future biennia or that the Governor, in the performance of his or her obligation to balance the
Commonwealth of Kentucky's annual budget, will not reduce or eliminate such appropriations. The Notes are special
obligations of the Commission and are payable solely from the revenues and funds specifically pledged by the
Commission for the payment of the principal of, premium, if any, and interest on the Notes. See "SECURITY FOR THE
NOTES" and "SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE AND THE FINANCING AGREEMENT"
herein.

In addition, in the event that payments to be received by the Commission under the Financing Agreement are
insufficient to pay principal of or interest on the Notes or that Notes tendered for purchase are not able to be remarketed,
principal of, interest on, and the purchase price of the Notes are payable from an irrevocable standby letter of credit (the "Credit
Facility") issued to the Trustee, for the account of the Commission, by

MORGAN GUARANTY TRUST COMPANY OF NEW YORK

as Credit Facility Provider (the "Credit Facility Provider"), which on the date hereof is in a stated amount equal to the Initial
Stated Amount as defined in "SUMMARY" and "THE CREDIT FACILITY" herein. The Commission’s obligation to reimburse
the Credit Facility Provider for payments under the Credit Facility is secured by the Pledged Receipts. The Credit Facility will
expire on November 17, 2000, unless extended or earlier terminated as described herein. The Credit Facility may be replaced by
another irrevocable letter of credit, a bond insurance policy or a surety bond, or a standby note purchase agreement or similar
liquidity enhancement and support facility. See "THE CREDIT FACILITY" herein.

The Notes are offered when, as and if issued and received by the Underwriters, subject to prior sale, to withdrawal or
modification of the offer without notice and to the approval of legality by Peck, Shaffer & Williams LLP, Covington, Kentucky,
Bond Counsel. Certain legal matters will be passed on for the Underwriters by their counsel, Brown, Todd & Heybum PLLC,
Louisville, Kentucky, and for the Credit Facility Provider by its counsel, King & Spalding, New York, New York. It is expected
that the Notes in definitive form will be available for delivery through the facilities of The Depository Trust Company, New
York, New York, on or about November 17, 1999.

SALOMON SMITH BARNEY
November 10, 1999



No dealer, broker, salesman of other person has been authorized by the Kentucky
Asset/Liability Commission, the Credit Facility Provider or the Underwriters to give any
information or to make any representations other than those contained in this Official Statement,
and, if given or made, such other information or representations must not be relied upon as
having been authorized by any of the foregoing. This Official Statement does not constitute an
offer to sell or the solicitation of any offer to buy, nor shall there be any sale of, the Notes by any
person in any jurisdiction in which it is unlawful for such persons to make such offer, solicitation
or sale. The information set forth herein has been obtained from the Kentucky Asset/Liability
Commission, the Commonwealth of Kentucky and other sources which are believed to be
reliable but is not guaranteed as to accuracy ot completeness by and is not to be construed as a
representation by the Underwriters. The information and expressions of opinion herein are
subject to change without notice and neither the delivery of this Official Statement nor any sale
made hereunder shall under any circumstances create any implication that there has been no

.

change in the affairs of the Kentucky Asset/Liability Commission since the date hereof.

THE NOTES HAVE NOT BEEN REGISTERED WITH THE SECURITIES AND
EXCHANGE COMMISSION UNDER THE SECURITIES ACT OF 1933, AS AMENDED.
THE REGISTRATION, QUALIFICATION OR EXEMPTION OF THE NOTES IN
ACCORDANCE WITH THE APPLICABLE SECURITIES LAW PROVISIONS OF THE
JURISDICTIONS IN WHICH THESE SECURITIES HAVE BEEN REGISTERED,
QUALIFIED OR EXEMPTED SHOULD NOT BE REGARDED AS A RECOMMENDATION
THEREOF. NEITHER THESE JURISDICTIONS NOR ANY OF THEIR AGENCIES HAVE
GUARANTEED OR PASSED UPON THE SAFETY OF THE NOTES AS AN INVESTMENT,
UPON THE PROBABILITY OF ANY EARNINGS THEREON OR UPON THE ACCURACY
OR ADEQUACY OF THIS OFFICIAL STATEMENT.

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

IN CONNECTION WITH THE OFFERING OF THE NOTES THE UNDERWRITERS
MAY OVER-ALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN
THE MARKET PRICES OF THE NOTES OFFERED HEREBY AT LEVELS ABOVE THOSE
WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING,
IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.
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SUMMARY

The following information is furnished solely to provide limited introductory
information regarding the Commission and the Notes and does not purport to be
comprehensive. Such information is qualified in its entirety by reference to the more
detailed information and descriptions appearing elsewhere in this Official Statement and
should be read together therewith. The terms used in this Summary and not otherwise

defined shall have the respective meanings assigned to them elsewhere in this Official
Statement. The offering of the Notes is made only by means of the entire Official
Statement, including the Exhibits hereto. No person is authorized to make offers to sell, or
solicit offers to buy, the Notes unless the entire Official Statement is delivered in
connection therewith.

The Commission

The Offering

Authority

Use of
Proceeds

Security

The Kentucky Asset/Liability Commission (the "Commission'') is an
independent agency of the Commonwealth of Kentucky (the
"Commonwealth" or the "State"). See "THE KENTUCKY
ASSET/LIABILITY COMMISSION" herein.

The Commission is offering its Project Notes, 1999 General Fund
Fourth Series A (the "Notes"), in tranches, over a period of time
beginning with the date of this Official Statement and ending on or
before June 30, 2003, in a total amount not to exceed $135,000,000.
The final maturity of any Notes issued under the Indenture cannot
extend beyond June 30, 2003.

The Notes are being issued pursuant to Section 56.860 et seq. of the
Kentucky Revised Statutes (the "Act"), a Resolution adopted by the
Commission on September 24, 1999 (the "Resolution"), and the Trust
Indenture dated as of November 1, 1999 (the "Indenture') between
the Commission and Bank One, Kentucky, NA, Lexington, Kentucky
as trustee (the "Trustee").

The proceeds of the Notes will be used by the Commonwealth to
provide interim financing for certain Projects (defined herein) in
anticipation of the issuance of Bonds to be issued by the State
Property and Buildings Commission (the "SPBC").

The Notes are payable from the Pledged Receipts  (see
"DEFINITIONS" herein), which include (i) payments to be received
by the Commission pursuant to a Financing/Lease Agreement dated
as of November 1, 1999 (the "Financing Agreement') among the
Commission, the SPBC and the Commonwealth's Finance and
Administration Cabinet (the "Cabinet"), (ii) amounts received as
drawings under the Credit Facility (defined below) and (iii) Bonds to
be issued by the SPBC for the purpose of retiring the Notes. The



Kentucky General Assembly has appropriated to the Cabinet and the
certain State Agencies, amounts projected to be sufficient to meet
interest requirements on the Notes through June 30, 2000. Such
appropriations are subject to the discretion and approval of each
successive regular or extraordinary session of the General Assembly
of the Commonwealth. There can be no assurance that (i) any such
appropriation will be forthcoming in future sessions or (ii) that the
Governor, in the performance of his or her obligation to balance the
Commonwealth's annual budget, will not reduce or eliminate such
appropriations. Under the provisions of the Constitution of the
Commonwealth, the Cabinet and State Agencies are prohibited from
entering into financing obligations extending beyond the biennial
budget. Notwithstanding the foregoing, the Financing Agreement will
be automatically renewed unless written notice of the election by the
Cabinet to not so renew is given to the Commission and the SPBC by
the last business day of May prior to the beginning of the next
succeeding biennial renewal term. See "SECURITY FOR THE
NOTES" herein.

In the event that payments to be received by the Commission under
the Financing Agreement are insufficient to pay principal of or
interest on the Notes, payment of principal of and interest on the
Notes is payable from amounts drawn under an irrevocable standby
letter of credit (the ""Credit Facility") to be issued to the Trustee, for
the account of the Commission, by Morgan Guaranty Trust Company
of New York, as Credit Facility Provider (the "Credit Facility
Provider"). The Trustee will also be permitted to draw on the Credit
Facility to purchase Notes which have been tendered for optional or
mandatory purchase, but are not remarketed. The Credit Facility
Provider has agreed to issue the Credit Facility in the initial stated
amount of $21,282,192 (the "Initial Stated Amount'"), equal to the
principal amount of the initial tranche of Notes, plus 195 days’
interest thereon at the Maximum Rate, upon issuance of the initial
tranche of Notes. At the request of the Commission in connection
with the issuance of additional tranches of Notes, the Credit Facility
Provider is committed, upon certain conditions set forth in the Credit
Facility Agreement, to increase the stated amount of the Credit
Facility (the 'Stated Amount") up to $53,205,480 (the “Total
Commitment”), which is equal to a total principal commitment of
$50,000,000 plus 195 days’ interest thereon at the Maximum Rate.
The Stated Amount may be increased above the Total Commitment
only upon the written consent of the Credit Facility Provider, which
may granted or withheld in its sole discretion. The Credit Facility will
expire on November 17, 2000, unless extended or earlier terminated as
described herein. Additional tranches of Notes which are secured by
the Credit Facility may be issued upon, among other things,



Features

satisfaction of the conditions set forth in the Credit Facility
Agreement. See "THE CREDIT FACILITY" herein. The Commis-
sion is obligated to reimburse the Credit Facility Provider for draws
on the Credit Facility pursuant to the terms and limitations set forth
in a Letter of Credit and Reimbursement Agreement dated as of
November 1, 1999 (the "Credit Facility Agreement') between the
Commission and the Credit Facility Provider. The Commission has
pledged the Pledged Receipts to the payment of its obligations under
the Credit Facility Agreement.

The Commission may issue Additional Notes on a parity basis with
the Notes under the circumstances outlined in the Indenture. See
"SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE
AND THE FINANCING AGREEMENT" herein.

THE NOTES ARE SPECIAL OBLIGATIONS OF THE
COMMISSION AND ARE PAYABLE SOLELY FROM THE
REVENUES AND FUNDS SPECIFICALLY PLEDGED BY THE
COMMISSION FOR THE PAYMENT OF THE PRINCIPAL OF,
PREMIUM, IF ANY, AND INTEREST ON THE NOTES.

The Notes may bear interest in any of the following interest rate
modes: the Commercial Paper Rate (defined herein), the Daily Rate
(defined herein), the Weekly Rate (defined herein), the Index Rate
(defined herein) or the Fixed Rate (defined herein). The interest rate
mode of the Notes may be converted to any of the other interest rate
modes under the provisions described herein. See "THE NOTES"
herein for a description of the interest rate provisions for the Notes.

The Notes will be issued in fully registered form, without coupons,
initially in denominations of $100,000 and any integral multiple of
$5,000 in excess thereof. Principal of, and interest on, the Notes is
payable in lawful money of the United States to the registered holder
of the Notes, Cede & Co., as nominee of The Depository Trust
Company ("DTC") in New York, New York. See "THE NOTES -
Book-Entry-Only System" herein.

Specific information (e.g., series designation, dated date, maturity
date and interest rate) with respect to particular Notes issued under
the Indenture and purchased by a Beneficial Owner (defined herein)
will be set forth in a trade confirmation issued to the Beneficial Owner
by the DTC Participant (defined herein) with which such Beneficial
Owner has an account.



Optional
Tender and
Purchase

Mandatory
Tender and
Purchase

Optional
Redemption

Remarketing
Agent

Tax Status

Notes bearing interest at the Daily Rate and the Weekly Rate are
subject to optional tender by the Holders for purchase as described
herein, but Notes bearing interest at the Commercial Paper Rate, the
Index Rate or the Fixed Rate will not be subject to optional tender
and purchase. See "THE NOTES - Purchase of Notes" herein.

Notes may be subject to mandatory tender for purchase prior to
maturity under certain circumstances, such as conversion of the
interest rate mode or replacement of a Credit Facility or Liquidity
Facility and, in the case of Notes bearing interest at the Commercial
Paper Rate, on their Interest Payment Date. See "THE NOTES -
Purchase of Notes" herein.

Notes bearing interest at the Commercial Paper Rate will not be
subject to optional redemption prior to the end of a Commercial
Paper Period (as defined herein), but Notes bearing interest at the
Daily Rate or Weekly Rate may, under some circumstances, be
subject to optional redemption prior to maturity.  Notes bearing
interest at the Index Rate or the Fixed Rate will only be subject to
optional redemption under the circumstances as may be described in
a Certificate of Award with respect to such Notes or a certificate
issued by the Commission upon conversion of Notes to a Fixed Rate.
See "THE NOTES - Redemption" herein.

The remarketing agent for the Notes is Salomon Smith Barney Inc.,
New York, New York (the "Remarketing Agent").

In the opinion of Bond Counsel for the Notes, based upon an analysis
of existing laws, regulations, rulings and court decisions, interest on
the Notes is excludable from gross income for Federal income tax
purposes. Bond Counsel for the Notes is also of the opinion that
interest on the Notes is not a specific item of tax preference under
Section 57 of the Internal Revenue Code of 1986 (the "Code") for
purposes of the Federal individual or corporate alternative minimum
taxes. Furthermore, Bond Counsel for the Notes is of the opinion that
interest on the Notes is exempt from income taxation by the
Commonwealth and the Notes are exempt from ad valorem taxation
by the Commonwealth and any of its political subdivisions. See "TAX
TREATMENT" herein, and Exhibit B attached hereto.



Continuing
Disclosure

General

Information

Rule 15¢2-12 under the Securities and Exchange Act of 1934, as
amended, generally prohibits an underwriter from purchasing or
selling municipal securities in an initial offering unless it has
determined that the issuer of such securities has committed to provide
annually certain information, including audited financial informa-
tion, and notice of various events, if material. To enable the pur-
chaser to comply with the provisions of Rule 15¢2-12, the Commission
will enter into a Continuing Disclosure Agreement (the 'Disclosure
Agreement") with the Trustee.

The Official Statement speaks only as of its date, and the information
contained herein is subject to change. All summaries of documents
and agreements in the Official Statement are qualified in their
entirety by reference to such documents and agreements, copies of
which are available from the Office of Financial Management.

Information regarding the Notes is available by contacting the Office
of Financial Management, 702 Capitol Avenue, Suite 261, Frankfort,
Kentucky 40601 (502) 564-2924, or, during the initial offering period,
by contacting Salomon Smith Barney Inc., Short Term Finance
Group, 390 Greenwich Street, New York, New York 10013, (212) 723-
5594.



OFFICIAL STATEMENT

Not To Exceed
$135,000,000
KENTUCKY ASSET/LIABILITY COMMISSION
PROJECT NOTES, 1999 GENERAL FUND FOURTH SERIES A

INTRODUCTION

This Official Statement (this "Official Statement"), which includes the cover page, is
being distributed by the Kentucky Asset/Liability Commission (the "Commission") to furnish
pertinent information to the purchasers of not to exceed $135,000,000 aggregate principal
amount of its Project Notes, 1999 General Fund Fourth Series A (the "Notes"). The Notes are
being issued pursuant to Section 56.860 ef seq. of the Kentucky Revised Statutes (the "Act"), a
Resolution adopted by the Commission on September 24, 1999 (the "Resolution"), and the Trust
Indenture dated as of November 1, 1999 (the "Indenture") between the Commission and Bank
One, Kentucky, NA, Lexington, Kentucky, as trustee (the "Trustee").

The proceeds of the Notes will be used by the Commonwealth of Kentucky (the
"Commonwealth" or the "State" ) to provide interim financing for the Project (defined herein) in
anticipation of Bonds to be issued by the State Property and Buildings Commission (the
"SPBC").

The Notes bear interest, mature, are subject to redemption and tender and are payable as
described under the caption "THE NOTES" herein.

The Notes are secured by the Pledged Receipts (see "DEFINITIONS" herein), which
include (i) payments to be received by the Commission pursuant to a Financing/Lease
Agreement dated as of November 1, 1999 (the "Financing Agreement") among the Commission,
the SPBC and the Commonwealth's Finance and Administration Cabinet (the "Cabinet"), (ii)
amounts received as drawings under the Credit Facility (defined below) and (iii) Bonds to be
issued by the SPBC for the purpose of retiring the Notes. See "SECURITY FOR THE NOTES"
herein.

In the event that payments to be received by the Commission under the Financing
Agreement are insufficient to pay the principal of or interest on the Notes, the Trustee will be
permitted to draw for the amount of such insufficiency under an irrevocable standby letter of
credit (the "Credit Facility") issued by Morgan Guaranty Trust Company of New York (the
"Credit Facility Provider"). The Trustee will also be permitted to draw on the Credit Facility to
purchase Notes which have been tendered for purchase but have not been remarketed. See "THE
CREDIT FACILITY".



The summaries and references to the Act, the Indenture, the Financing Agreement, the
Credit Facility, the Credit Facility Agreement and the Notes included in this Official Statement
do not purport to be comprehensive or definitive, and such summaries and references are
qualified in their entirety by reference to each such document, copies of which are available for
inspection at the Office of Financial Management ("OFM"), 702 Capitol Avenue, Room 261,
Frankfort, Kentucky 40601, (502) 564-2924 or, during the initial offering period, at the office of
Salomon Smith Barney Inc., Short Term Finance Group, 390 Greenwich Street, New York, New
York 10013, (212) 723-559%4.

Capitalized terms used in this Official Statement and not otherwise defined will have the
meanings given them in the section "DEFINITIONS" herein, in the Indenture or in the Financing
Agreement.

THE NOTES
General

The Notes will be offered incrementally over a period of time beginning with the date of
this Official Statement and ending on or before June 30, 2003, in a total amount not to exceed
$135,000,000. The size of each offering will be determined by the expected expenditures toward
the Project.

The Notes may bear interest in any of the following interest rate modes: the Commercial
Paper Rate (defined below), the Daily Rate (defined below), the Weekly Rate (defined below),
the Index Rate (defined below), or the Fixed Rate (defined below) (each such interest rate mode,
an "Interest Rate Mode"); provided that the Notes which are secured by a particular Credit
Facility or Liquidity Facility may be outstanding at any one time in only one Interest Rate Mode.
Subject to the foregoing limitation, the applicable Interest Rate Mode with respect to outstanding
Notes may be converted to another Interest Rate Mode. If an Interest Rate Mode with respect to
the Notes is converted to another Interest Rate Mode, the Notes will be subject to mandatory
tender for purchase as described under "THE NOTES - Purchase of Notes." Interest on the
Notes shall be paid on each applicable Interest Payment Date (defined below). In no event shall
the interest rate on the Notes exceed the Maximum Interest Rate of 12%.

Interest Rate Modes

Commercial Paper Rate Mode. Notes that bear interest in the Commercial Paper Rate
Mode ("Commercial Paper Rate Mode") are those Notes that bear interest that is determined at
the commencement of a period of not less than one day to not more than 270 days, ending on or
before June 30, 2003, that will be established by the Remarketing Agent (a "Commercial Paper
Period"). The interest rate for Notes in the Commercial Paper Rate Mode and the Commercial
Paper Period will be determined by the Remarketing Agent no later than 1:00 p.m. (New York
City time), on the first day of the Commercial Paper Period (an "Interest Rate Determination
Date" with respect to Commercial Paper Rate Notes). Notwithstanding the foregoing, any Series
of Notes bearing interest at a Commercial Paper Rate (defined below) purchased on behalf of the
Commission and remaining unsold by the Remarketing Agent as of the close of business on the



first day of a Commercial Paper Period for such Series of Notes are required to have a
Commercial Paper Period of one day or, if that Commercial Paper Period would not end on a day
before a Business Day, a Commercial Paper Period of the shortest possible duration greater than
one day and ending on a day before a Business Day. The Remarketing Agent is required to
make the Commercial Paper Rate available by telephone to any Holder requesting such rate after
5:00 p.m. (New York City time) on any Interest Rate Determination Date with respect to Notes
in the Commercial Paper Rate Mode.

The "Commercial Paper Rate" is the minimum rate per annum which will, in the
judgment of the Remarketing Agent, under then prevailing market conditions, result in a
remarketing and sale of the applicable Series of Notes to bear interest at the Commercial Paper
Rate at a price equal to the principal amount of such Notes.

Interest on Notes that bear interest in the Commercial Paper Rate Mode will be payable
on the first Business Day after the end of the Commercial Paper Period (an "Interest Payment
Date" with respect to Commercial Paper Rate Notes) unless the Commercial Paper Period
exceeds 182 days, in which case there will be an additional Interest Payment Date on the day that
is 182 days after the commencement of that Commercial Paper Period (or the first Business Day
thereafter if such day is not a Business Day). All computations of interest on any Notes that
bear interest in the Commercial Paper Rate Mode shall be based on a year of 365 or 366 days, as
appropriate, for the actual number of days elapsed.

Daily Rate Mode. Notes that bear interest in the Daily Rate Mode (the "Daily Rate
Mode") are those Notes that bear interest that is adjusted on a daily basis. The interest rate for
Notes in the Daily Rate Mode for a specific Daily Rate Period (defined below) will be
established by the Remarketing Agent no later than 10:30 a.m. (New York City time) on each
Interest Rate Determination Date (defined below) for so long as such Series of Notes are to bear
interest in the Daily Rate Mode. The "Daily Rate" is the minimum rate per annum which will,
in the judgment of the Remarketing Agent, under then prevailing market conditions, result in a
remarketing and sale of the applicable Series of Notes to bear interest at the Daily Rate at a price
equal to the principal amount of such Notes. The Remarketing Agent is required to make the
Daily Rate available by telephone to any Holder requesting such rate after 11:30 a.m. (New York
City time) on any Interest Rate Determination Date with respect to Notes in the Daily Rate
Mode.

The "Daily Rate Period" means the calendar day on which a Daily Rate is established.
The Daily Rate for any non-Business Day shall be the Daily Rate for the last day on which the
Daily Rate was set. The "Interest Rate Determination Date" means, with respect to Notes in the
Daily Rate Mode, each day such Series of Notes bears interest at the Daily Rate.

Interest on Notes in the Daily Rate Mode will be payable on the fifth Business Day of
each month (an "Interest Payment Date" with respect to Daily Rate Notes). All computations of
interest on any Notes that bear interest in the Daily Rate Mode shall be based on a year of 365 or
366 days, as appropriate, for the actual number of days elapsed.



Weekly Rate Mode. Notes that bear interest in the Weekly Rate Mode (the "Weekly
Rate Mode") are those Notes that bear interest that is adjusted on a weekly basis. The interest
rate for Notes in the Weekly Rate Mode will be established by the Remarketing Agent no later
than 4:30 p.m. (New York City time) on each Tuesday (or, if such Tuesday is not a Business
Day, then the next preceding Business Day) (an "Interest Rate Determination Date" with respect
to Weekly Rate Notes) for so long as such Series of Notes are to bear interest in the Weekly Rate
Mode. Each Weekly Rate (defined below) will apply to (i) the period beginning on the
Wednesday of the week in which such Weekly Rate is set and ending on the following Tuesday
or, if earlier, ending on the day before the effective date of a new method of determining the
interest rate on such Series of Notes or (ii) the period beginning on the effective date of a change
to a Weekly Rate and ending on the next Tuesday. The Remarketing Agent 1s required to make
the Weekly Rate available by telephone to any Holder requesting such rate after 5:00 p.m. (New
York City time) on any Interest Rate Determination Date with respect to Notes in the Weekly
Rate Mode.

The "Weekly Rate" is the minimum rate per annoum which will, in the judgment of the
Remarketing Agent, under then prevailing market conditions, result in a remarketing and sale of
the applicable Series of Notes to bear interest at the Weekly Rate at a price equal to the principal
amount of such Notes.

Interest on Notes in the Weekly Rate Mode will be payable on the first Business Day of
each month (an "Interest Payment Date" with respect to Weekly Rate Notes). All computations
of interest on any Notes in the Weekly Rate Mode shall be based on a year of 365 or 366 days, as
appropriate, for the actual number of days elapsed.

Index Rate Mode. Notes that bear interest in the Index Rate Mode (the "Index Rate
‘Mode") are those Notes that bear interest at a per annum rate, adjusted each Thursday and
calculated as a percentage of the BMA Index or LIBOR (each defined below). The Commission
will determine, at the time Notes are issued or converted to bear interest in the Index Rate Mode,
whether the Index Rate will be based on the BMA Index or LIBOR and the percentage of the
BMA Index or LIBOR that will be used to calculate the Index Rate. Once the method of
calculating the Index Rate for any Series of Notes has been established, that method of
calculation will apply to those Notes so long as those Notes are Outstanding in the Index Rate
Mode.

The "BMA Index" is the per annum rate established weekly by Municipal Market Data
for tax-exempt seven-day variable rate demand obligations meeting the Bond Market
Association’s criteria for inclusion in the index. If the index is no longer published, a successor
or equivalent index will be selected by the Remarketing Agent (or if there is no Remarketing
Agent, the Trustee), after consultation with the Commission.

"LIBOR" is the per annum rate for deposits in United States dollars for one month which
appears on the Bloomberg British Bankers' Association Official BBA LIBOR Fixings page
("BBA LIBOR Fixings Page" as defined below) as of 11:00 AM. London, England time, on
each Interest Rate Adjustment Date for Notes bearing interest at the Index Rate. LIBOR shall be

rounded upwards, if necessary, to the nearest 0.01 percent. If such rate does not appear on the



BBA LIBOR Fixings Page or if fewer than two offered rates appear, LIBOR will be determined
on such date as described below. "BBA LIBOR Fixings Page" means the display designated as
page "Official BBA LIBOR Fixings" on the Bloomberg Financial Markets Commodities News
Service (or such other page as may replace the BBA LIBOR Fixings Page on that service for the
purpose of displaying London interbank offered rates of major banks).

If, on any Interest Rate Adjustment Date for Notes bearing interest at the Index Rate,
fewer than two offered rates appear on the BBA LIBOR Fixings Page, the Trustee will request
the principal London office of each of at least two major banks, determined by the Trustee, that
are engaged in transactions in the London interbank market, to provide the Trustee with its
offered quotation for United States dollar deposits for one month to prime banks in the London
interbank market as of 11:00 AM., London, England time, on such date. If at least two such
major banks provide the Trustee with such offered quotations, LIBOR on such date will be the
arithmetic mean (rounded upwards, if necessary, to the nearest 0.01 percent), of all such
quotations. If on such date fewer than two of the major banks provide the Trustee with such an
offered quotation, LIBOR on such date will be the arithmetic mean (rounded upwards, if
necessary, to the nearest 0.01 percent) of the offered rates which one or more leading banks in
the City of New York (other than the Trustee or another bank owned by, or affiliated with, the
Trustee) are quoting as of 11:00 AM,, New York City time, on such date to leading European
banks for United States dollar deposits for one month; provided, however, that if such banks are
not quoting as described above, LIBOR will be the LIBOR applicable to the immediately
preceding Index Rate Period.

Interest on Notes in the Index Rate Mode will be payable on the first Business Day of
each month (an "Interest Payment Date" with respect to Index Rate Notes). All computations of
interest on any Notes in the Index Rate Mode shall be based on a year of 365 or 366 days, as
appropriate, for the actual number of days elapsed.

Fixed Rate Mode. Notes in the Fixed Rate Mode (the "Fixed Rate Mode") are those
Notes that bear interest at a fixed interest rate. The interest rate for Notes in the Fixed Rate
Mode for a specific Fixed Rate Period (defined below) will be established by the Remarketing
Agent on the Interest Rate Determination Date (defined below) for so long as such Series of
Notes are to bear interest in the Fixed Rate Mode. The "Fixed Rate" is the minimum rate per
annum which will, in the judgment of the Remarketing Agent, under then prevailing market
conditions, result in a remarketing and sale of the applicable Series of Notes to bear interest at a
fixed rate to maturity at a price equal to the principal amount of such Notes. The Remarketing
Agent is required to make the Fixed Rate available by telephone to any Holder requesting such
rate after 5:00 p.m. (New York City time) on any Interest Rate Determination Date with respect
to Notes in the Fixed Rate Mode.

The "Fixed Rate Period” means the period commencing on the Fixed Rate
Commencement Date and ending on the maturity date for the Notes in the Fixed Rate Mode.
"Fixed Rate Commencement Date" means the first Business Day of a month for any Series of
Notes on which the interest rate is being converted to the Fixed Rate. The "Interest Rate
Determination Date" means, with respect to Notes in the Fixed Rate Mode, the fifth Business
Day preceding the Fixed Rate Commencement Date.



Interest on Notes in the Fixed Rate Mode will be payable on the date(s) set forth in the
Certificate of Award for such Notes, provided that, if such Series of Notes is secured by a Credit
Facility, there shall be an Interest Payment Date on the first day of a month that is no more than
182 days after the Fixed Rate Commencement Date and at least semi-annually thereafter (an
"Interest Payment Date" with respect to Fixed Rate Notes). All computations of interest on any
Notes in the Fixed Rate Mode shall be based on a 360-day year of twelve 30-day months.

Interest Payment Dates. In addition to the Interest Payment Dates specified above, the
final maturity date of the Notes and the date any Notes are redeemed or converted from their
existing Interest Rate Mode to a different Interest Rate Mode shall be an Interest Payment Date.

Failure to Determine Interest Rate

In the event that (i) the Remarketing Agent has been removed or has resigned and no
successor has been appointed or the Remarketing Agent has failed to announce the appropriate
interest rate (or the Commercial Paper Period, as appropriate) by the time required hereunder, or
(ii) the method of determining the interest rate(s) with respect to the Notes shall be held to be
unenforceable by a court of law of competent jurisdiction, or (iii) the appropriate interest rate
cannot be determined for whatever reason, the Notes shall thereupon convert to bear interest at
the Weekly Rate (unless they are already bearing interest at the Weekly Rate), until such time as
the Remarketing Agent again makes such determination or until there is delivered a Counsel's
Opinion to the effect that the method of determining such rate is enforceable, bear interest from
the last date on which such rate was determined in the case of clauses (i) and (iii), and from the
date on which interest was legally paid in the case of clause (ii), at the Alternate Rate (defined
below).

" Alternate Rate" means, on any Interest Rate Determination Date, the rate that is equal to
the 30-day LIBOR rate as available on Telerate page 3750, through Bloomberg or such other
interest rate information service on such Interest Rate Determination Date, multiplied by 65%.

In the event that the LIBOR rate is no longer published, the Alternate Rate in respect of
an Interest Rate Determination Date will be a comparable index selected by the Remarketing
Agent, and agreed to by the Commission and the Liquidity Provider (if any) or Credit Facility
Provider (if any) for the applicable Series of Notes.

A conversion to the Weekly Rate Mode under these provisions will not be deemed to
cause a mandatory purchase of the Notes under the Indenture.

Conversion to Other Interest Rate Modes

The interest rate on any Series of Notes bearing interest at a Daily Rate, Weekly Rate,
Index Rate or Commercial Paper Rate may be converted to a different Interest Rate Mode.

To effect a conversion of an Interest Rate Mode, the Commission is required to provide
the Trustee and the Remarketing Agent with a written direction, not less than 20 days prior to an
Interest Rate Adjustment Date, to convert the interest rate on such Series of Notes to an Interest



Rate Mode other than the Interest Rate Mode then in effect. Except when converting from the
Weekly Rate Mode, no Interest Rate Adjustment Date will be earlier than the day after the end of
the last Interest Rate Period for the Interest Rate Mode in effect on the date of such direction
from the Commission, the end of such Interest Rate Period to be determined as if such direction
had not been given.

The direction to convert the interest rate on a Series of Notes to a different Interest Rate
Mode must be accompanied by (a) a Counsel's Opinion delivered to the Trustee and the
Remarketing Agent stating that such conversion to the specified Interest Rate Mode will not
adversely affect the exclusion of the interest on such Series of Notes from gross income for
federal income tax purposes and (b) a written certificate of the Commission setting forth the
applicable Interest Payment Dates for any Fixed Rate Notes and stating that the amount available
to be drawn under any Liquidity Facility or Credit Facility relating to such Series of Notes is not
less than the principal amount of the Notes outstanding, plus an amount equal to the Maximum
Rate on such principal amount for a period equal to the Applicable Interest Period, and that the
Expiration Date is no earlier than 5 days after the end of the new Interest Rate Period.
Notwithstanding the foregoing, no conversion will be effective (i) if the Commission makes an
election on, or prior to, the day immediately succeeding any Interest Rate Determination Date
not to proceed with the proposed conversion or (ii) if the Trustee has not received on the
effective date of such conversion, a Counsel Opinion to the same effect as described in clause (a)
of this paragraph above. In either such event, the Interest Rate Mode for the affected Series of
Notes will remain as the Interest Rate Mode then in effect for such Series of Notes without
regard to any proposed conversion. Such Series of Notes will continue to be subject to tender for
purchase on the scheduled effective date of the proposed conversion without regard to the failure
of such proposed conversion (see "THE NOTES - Purchase of Notes"). If the Trustee has sent
any notice to Holders regarding the proposed conversion then in the event of a failure of such
conversion, as specified above, the Trustee is required to promptly notify all Holders of such
failure, of the reason for such failure, and of the continuation of the Interest Rate Mode then in
effect.

If the interest rate on a Series of Notes is converted to a different Interest Rate Mode, at
least 15 days prior to the Interest Rate Adjustment Date, the Trustee is required to use its best
efforts to notify the Holders of all outstanding Notes of such Series by Electronic Means,
immediately confirmed by first class mail to all Holders, that upon such Interest Rate Adjustment
Date the Notes of such Series shall be converted to a different Interest Rate Mode, which Interest
Rate Mode shall be specified, and that all Notes of such Series are subject to mandatory tender
pursuant to the provisions of the Indenture.

Purchase of Notes

Mandatory Tender and Purchase of Notes in the Commercial Paper Rate Mode on
Interest Payment Date. All Notes in the Commercial Paper Rate Mode are subject to
mandatory tender by the Holders thereof for purchase on the final Interest Payment Date for such
Notes (a "Mandatory Purchase Date" with respect to such Notes) at a purchase price of 100% of
the principal amount thereof, plus accrued interest, if any, to the Mandatory Purchase Date. The
Trustee is not required to give notice of such mandatory tender. Holders of Notes of such Series



subject to mandatory tender are required to deliver their Notes (with all necessary endorsements)
to the office of the Paying Agent in Lexington, Kentucky, at or before 12:00 noon (New York
City time) on the Mandatory Purchase Date. Payment of the Purchase Price of such Series of
Notes is to be made by wire transfer in immediately available funds by the Paying Agent by the
close of business on such Mandatory Purchase Date.

Mandatory Tender and Purchase of Notes in the Index Rate Mode. All Notes in the
Index Rate Mode are subject to mandatory tender by the Holders thereof for purchase on the date
or dates established by the Commission at the time Notes are issued or converted to bear interest
in the Index Rate Mode (a "Mandatory Purchase Date" with respect to such Notes) at a purchase
price of 100% of the principal amount thereof, plus accrued interest, if any, to the Mandatory
Purchase Date. The Trustee is required to give notice of such mandatory purchase by mail to the
Holders of such Series of Notes subject to mandatory purchase no less than fifteen (15) days
prior to the Mandatory Purchase Date. Holders of Notes of such Series subject to mandatory
tender are required to deliver their Notes (with all necessary endorsements) to the office of the
Paying Agent in Lexington, Kentucky, at or before 12:00 noon on the Mandatory Purchase Date,
and payment of the Purchase Price of such Series of Notes is to be made by wire transfer in
immediately available funds by the Paying Agent by the close of business on such Mandatory
Purchase Date.

Mandatory Tender and Purchase of Notes Upon Conversion of Interest Rate Mode.
If at any time the Commission converts the Interest Rate Mode on a Series of Notes to a different
Interest Rate Mode in accordance with the provisions of the Indenture described above (see
"THE NOTES - Conversion to Other Interest Rate Modes"), all Notes of such Series shall be
subject to mandatory tender by the Holders thereof for purchase on the Interest Rate Adjustment
Date upon which such conversion is to be effective (a "Mandatory Purchase Date" with respect
to such Notes), at a purchase price of 100% of the principal amount thereof, plus accrued
interest, if any, to the Mandatory Purchase Date. The Trustee is required to give notice of such
mandatory purchase by mail to the Holders of such Series of Notes subject to mandatory
purchase no less than 15 days prior to the Mandatory Purchase Date. Holders of Notes of such
Series subject to mandatory tender are required to deliver their Notes (with all necessary
endorsements) to the office of the Paying Agent in Lexington, Kentucky, at or before 12:00 noon
(New York City time) on the Mandatory Purchase Date. Payment of the Purchase Price of such
Series of Notes is to be made by wire transfer in immediately available funds by the Paying
Agent by the close of business on such Mandatory Purchase Date.

Mandatory Tender and Purchase of Notes in Regard to Replacement of Liquidity
Facility or Credit Facility. In the event that a Liquidity Facility or Credit Facility is to be
substituted for another Liquidity Facility or Credit Facility on a certain date (the "Substitution
Date"), the Notes of any Series secured by such Liquidity Facility or Credit Facility are subject
to mandatory purchase on the date five Business Days prior to the Substitution Date (the
"Substitution Tender Date" or the "Mandatory Purchase Date" with respect to such Notes) at a
purchase price of 100% of the principal amount thereof, plus accrued interest, if any, to the
Substitution Tender Date. The Trustee is required to give notice of such mandatory purchase by
mail to the Holders of such Series of Notes subject to mandatory purchase no less than 30 days
prior to the Mandatory Purchase Date. Holders of Notes of such Series subject to mandatory



tender are required to deliver their Notes (with all necessary endorsements) to the office of the
Paying Agent in Lexington, Kentucky, at or before 12:00 noon (New York City time) on the
Mandatory Purchase Date. Payment of the Purchase Price of such Series of Notes is to be made
by wire transfer in immediately available funds by the Paying Agent by the close of business on
such Mandatory Purchase Date.

No Optional Tender of Notes in the Commercial Paper Rate Mode, the Index Rate
Mode or the Fixed Rate Mode. The Holders of any Notes that bear interest in the Commercial
Paper Rate Mode, the Index Rate Mode or the Fixed Rate Mode shall not have the option to
tender their Notes for purchase.

Optional Tender of Notes in the Daily Rate Mode. The Holders of Notes that bear
‘nterest in the Daily Rate Mode shall have the right to tender their Notes (or portions thereof in
Authorized Denominations) for purchase on any Business Day (a "Purchase Date" with respect
to such Notes) at a price equal to the principal amount thereof plus accrued interest, upon
irrevocable written or telephonic notice to the Remarketing Agent, promptly confirmed in
writing to the Trustee not later than 10:30 a.m. (New York City time) on any Business Day
(which may be the date the notice is delivered). The Holders of Notes in the Daily Rate Mode
tendered for purchase are required to deliver such Notes (with all necessary endorsements) at or
before 12:00 p.m. (New York City time) on the Purchase Date at the office of the Paying Agent.
The Paying Agent is required to pay the purchase price of tendered Notes to the selling Holders
thereof by wire transfer not later than the close of business on the date of surrender of such Notes
to the Paying Agent properly endorsed for transfer in blank and with guaranty of signatures
satisfactory to the Paying Agent.

Optional Tender of Notes in the Weekly Rate Mode. The Holders of Notes that bear
interest in the Weekly Rate Mode have the right to tender their Notes (or portions thereof in
Authorized Denominations) for purchase on any Business Day (a "Purchase Date" with respect
to such Notes) at a price equal to the principal amount thereof plus accrued interest, upon
irrevocable written or telephonic notice to the Remarketing Agent, promptly confirmed in
writing to the Trustee not later than 5:00 p.m. (New York City time) on any Business Day which
is at least seven days prior to the Purchase Date. The Holders of Notes in the Weekly Rate Mode
tendered for purchase are required to deliver such Notes (with all necessary endorsements) at or
before 10:00 a.m. (New York City time) on the Purchase Date at the office of the Paying Agent.
The Paying Agent is required to pay the purchase price of tendered Notes to the selling Holders
thereof by wire transfer not later than the close of business on the later of (i) the Purchase Date
for such Notes or (ii) the date of surrender of such Notes to the Paying Agent properly endorsed
for transfer in blank and with guaranty of signatures satisfactory to the Paying Agent.

Form of Notice of Tender with Respect to Optional Tender. Each notice of tender (a
"Notice of Tender") given by a Holder with respect to an optional tender of Notes that is
permitted under the Indenture must:

) state (i) the CUSIP number and principal amount of the Note to which the
notice relates, (ii) the name, address and tax identification number of the Holder, (iii) that
the Holder irrevocably demands purchase of such Note (or specified portion thereof in



Authorized Denominations) and (iv) the date on which such Note (or specified portion) is
to be purchased (which date must be a Business Day);

2) automatically constitute (i) an irrevocable offer to sell the Note (or
portion thereof) to which such notice relates on the Purchase Date at a price equal to the
principal amount of such Note (or portion thereof) plus any interest thereon accrued and
unpaid as of the Purchase Date, (i1) an irrevocable authorization and instruction to the
Registrar to effect transfer of such Note (or portion thereof) upon payment of such price
to the Paying Agent on the Purchase Date, (iii) an irrevocable authorization and
instruction to the Paying Agent to effect the exchange of such Note in whole or in part for
other Notes in an equal aggregate principal amount so as to facilitate the sale of such
Note (or portion thereof), and (iv) an acknowledgment that such Holder will have no
further rights with respect to such Note (or portion thereof) upon payment of the purchase
price thereof to the Paying Agent on the Purchase Date, except for the right of such
owner to receive such Purchase Price upon surrender of such Note to the Paying Agent
endorsed for transfer in blank and with guaranty of signatures satisfactory to the Paying
Agent and that after the Purchase Date such owner will hold such Note as agent for the
Paying Agent; and

(3)  be given to the Paying Agent at the following address:

Bank One, Kentucky, NA

201 E. Main Street

Lexington, Kentucky 40507

Attention: Corporate Trust Department
Phone: (606)231-2997

Fax: (606) 231-2349

The determination of the Paying Agent as to whether a Notice of Tender has been
properly delivered will be conclusive and binding upon the Holder. Any Notes described in a
Notice of Tender that are not timely delivered to the Paying Agent and for which there has been
irrevocably deposited with the Trustee or the Paying Agent, an amount in the Purchase Account
of the Note Payment Fund which is sufficient to pay the purchase price thereof ("Undelivered
Notes") will be deemed to be purchased by the Paying Agent pursuant to the provisions of the
Indenture, provided that Deposited Funds may be deposited by the Paying Agent or the Trustee
in a segregated account for such purpose. In the event of a failure by any Holder to deliver its
Note or Notes on or prior to the Purchase Date, such Holder will not be entitled to any payment
(including any interest to accrue subsequent to such Purchase Date) other than the Purchase Price
for such Undelivered Notes.

Redemption of Notes

No Optional Redemption of Commercial Paper Rate Notes. Notes of any Series
bearing interest at the Commercial Paper Rate will not be subject to optional redemption prior to
maturity.
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Optional Redemption of Notes. The Notes of any Series bearing interest at the Daily
Rate or Weekly Rate may, at any time, be subject to redemption prior to maturity at the option of
the Commission at any time at a redemption price equal to the principal amount thereof plus
accrued interest thereon. The Notes of any Series bearing interest at the Index Rate and the
Fixed Rate are subject to redemption prior to maturity at the option of the Commission upon the
terms and subject to the conditions set forth in the Certificate of Award relating to such Series of
Notes and if no conditions are set forth in a Certificate of Award, such Notes shall not be subject
to redemption prior to maturity. Redemption is further subject to compliance with the
requirements of any agreement providing a Liquidity Facility or Credit Facility for such Notes.
Written notice to the Trustee is required to be given an adequate number of days in advance of
the applicable Redemption Date to permit the Trustee to comply with the Indenture's
requirements regarding notice of redemption to be given to Holders. If less than all of a Series of
Notes are to be redeemed, the particular Notes of such Series to be called for redemption will be
selected by lot or by such other method as the Registrar deems fair and appropriate; provided that
in all instances Notes pledged to, or owned by, a Liquidity Provider or Credit Facility Provider
will be redeemed prior to any other Notes.

Notice with Respect to Optional Redemption of Notes. When required to redeem
Notes under any provision of the Indenture or when directed to do so in writing by the
Commission, the Paying Agent is required to cause notice of the redemption to be given not
more than 45 days and not less than 30 days prior to the Redemption Date by mailing copies of
such notice of redemption by first class mail to the Liquidity Provider (if any), the Credit Facility
Provider (if any), the Trustee, the Remarketing Agent and all Holders of Notes to be redeemed at
their registered addresses, but neither failure to mail any such notice nor any defect in the
mailing thereof in respect of any Note will affect the validity of the redemption of any other Note
with respect to which such notice was properly given. Any such notice shall identify the Notes
to be redeemed (and, in the case of partial redemption of any Notes, the principal amounts
thereof to be redeemed), shall specify the Redemption Date and the redemption price, and shall
state that on the Redemption Date the Notes (or portions of Notes) called for redemption will be

payable at the principal corporate trust office of the Paying Agent and that from that date interest
on such Notes will cease to accrue.

Remarketing of Notes

Notes will be remarketed by Salomon Smith Barney Inc., as Remarketing Agent under
the Indenture and pursuant to a Remarketing Agreement with the Commission; provided,
however, that there shall be no remarketing of Notes if an Event of Default under the Indenture
has occurred and is continuing. A successor Remarketing Agent may be appointed in
accordance with the terms of the Indenture and the Remarketing Agreement. Notes that are
tendered but not remarketed by the Remarketing Agent will be purchased with the Credit Facility
under the terms of the Credit Facility Agreement. The principal office of Salomon Smith Barney
Inc. 1s 390 Greenwich Street, New York, New York 10013,
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General Provisions

The Notes will be issued in fully registered form, without coupons, initially in Authorized
Denominations. Principal on the Notes will be payable at maturity, as shown on the cover
hereof. Principal of and interest on the Notes are payable in lawful money of the United States
to the registered holder of the Notes, Cede & Co., as nominee of The Depository Trust Company
("DTC") in New York, New York. See "THE NOTES - Book-Entry-Only System."

Book-Entry-Only System

General. The Depository Trust Company ("DTC"), New York, New York, will act as
securities depository for the Notes. The Notes will be issued as fully-registered securities
registered in the name of Cede & Co. (DTC's partnership nominee). One fully-registered Note
certificate will be issued on each date Notes are issued, in the aggregate principal amount being
issued on such date, and will be deposited with DTC.

DTC is a limited-purpose trust company organized under the New York Banking Law, a
"banking organization" within the meaning of the New York Banking Law, a member of the
Federal Reserve System, a "clearing corporation" within the meaning of the New York Uniform
Commercial Code, and a "clearing agency" registered pursuant to the provisions of § 17A of the
Securities Exchange Act of 1934. DTC holds securities that its participants ("Participants")
deposit with DTC. DTC also facilitates the settlement among Participants of securities
transactions, such as transfers and pledges, in deposited securities through electronic
computerized book-entry changes in Participants' accounts, thereby eliminating the need for
physical movement of securities certificates. Direct Participants include securities brokers and
dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC is
owned by a number of its Direct Participants and by the New York Stock Exchange, Inc., the
American Stock Exchange, Inc., and the National Association of Securities Dealers, Inc. Access
to the DTC system is also available to others such as securities brokers and dealers, banks, and
trust companies that clear through or maintain a custodial relationship with a Direct Participant,
either directly or indirectly ("Indirect Participants"). The Rules applicable to DTC and its
Participants are on file with the Securities and Exchange Commission.

Purchases of the Notes under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Notes on DTC's records. The ownership interest
of each actual purchaser of each Note ("Beneficial Owner") is in turn to be recorded on the
Direct and Indirect Participants' records. Beneficial Owners will not receive written
confirmation from DTC of their purchase, but Beneficial Owners are expected to receive written
confirmations providing details of the transaction, as well as periodic statements of their
holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into
the transaction. Transfers of ownership interests in the Notes are to be accomplished by entries
made on the books of Participants acting on behalf of Beneficial Owners. Beneficial Owners
will not receive certificates representing their ownership interests in the Notes, except in the
event that use of the book-entry system for the Notes is discontinued.
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To facilitate subsequent transfers, all Notes deposited by Participants with DTC are
registered in the name of DTC's partnership nominee, Cede & Co. The deposit of Notes with
DTC and their registration in the name of Cede & Co. effect no change in beneficial ownership.
DTC has no knowledge of the actual Beneficial Owners of the Notes; DTC's records reflect only
the identity of the Direct Participants to whose accounts such Notes are credited, which may or
may not be the Beneficial Owners. The Participants will remain responsible for keeping account
of their holdings on behalf of their customers.

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

Redemption notices shall be sent to Cede & Co. If less than all of the Notes within an
issue 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.

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

Principal and interest payments on the Notes will be made to DTC. DTC's practice is to
credit Direct Participants' accounts on the payable date in accordance with their respective
holdings shown on DTC's records unless DTC has reason to believe that it will not receive
payment on the payable date. Payments by Participants to Beneficial Owners will be governed
by standing instructions and customary practices, as is the case with securities held for the
accounts of customers in bearer form or registered in "street name," and will be the responsibility
of such Participant and not of DTC, the Trustee, or the Commission, subject to any statutory or
regulatory requirements as may be in effect from time to time. Payment of principal and interest
to DTC is the responsibility of the Commission or the Trustee, disbursement of such payments to
Direct Participants shall be the responsibility of DTC, and disbursement of such payments to the
Beneficial Owners shall be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the
Notes at any time by giving reasonable notice to the Commission or the Trustee. Under such
circumstances, in the event that a successor securities depository is not obtained, Note
certificates are required to be printed and delivered. The Commission may decide to discontinue
use of the system of book-entry transfers through DTC (or a successor securities depository). In
that event, Note certificates will be printed and delivered. In either such event, the principal on
the Notes will be payable in lawful money of the United States of America at the principal office
of the Paying Agent upon presentation and surrender thereof. Interest on the Notes will be paid
by check or draft mailed on each Interest Payment Date to the Holder as of the Record Date, at
such address as shall be shown by the registration records of the Registrar or at such other
address as is furnished to the Paying Agent in writing by such Holder. Notwithstanding the
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foregoing, payment of interest on the Notes, at the option of a Holder of at least $1,000,000 in
principal amount of Notes, may be by wire transfer to such Holder upon the written request of
such Holder delivered to the Paying Agent at least three Business Days prior to the Record Date
(as defined herein), to the bank account number specified by such Holder.

DTC Year 2000 Efforts. DTC management is aware that some computer applications,
systems, and the like for processing data ("Systems") that are dependent upon calendar dates,
including date before, on, and after January 1, 2000, may encounter "Year 2000 problems," DTC
has informed its Participants and other members of the financial community (the "Industry") that
it has developed and is implementing a program so that its Systems, as the same relate to the
timely payment of distributions (including principal and income payments to security holders,
book-entry deliveries, and settlement of trades within DTC ("DTC Services"), continue to
function appropriately. This program includes a technical assessment and a remediation plan
each of which is complete. Additionally. DTC's plan includes a testing phase, which is expected
to be completed within appropriate time frames.

However, DTC's ability to perform properly its services is also dependent upon other
parties, including but not limited to issuers and their agents, as well as third party vendors from
whom DTC licenses software and hardware, and third party vendors on whom DTC relies for
information or the provision of services, including telecommunication and electrical utility
service providers, among others. DTC has informed the Industry that is contracting (and will
continue to contract) third party vendors from whom DTC acquires services to (i) impress upon
them the importance of such services being Year 2000 compliant; and (ii) determining the extent
of their efforts for Year 2000 remediation (and, as appropriate, testing) of their services. In
addition, DTC is in the process of developing such contingency plans as it deems appropriate.

The information in this section concerning DTC and DTC's book-entry system has been
obtained from sources that the Commission believes to be reliable, but the Commission takes no
responsibility for the accuracy thereof.

Authorization

The General Assembly of the Commonwealth of Kentucky (the "General Assembly")
enacted the Act at its Extraordinary Session in May, 1997. The Act was codified at Section -
56.860 et seq. of the Kentucky Revised Statutes. The Commission held its initial meeting on
June 18, 1997. The Commission, at a meeting on September 24, 1999 adopted the Resolution,
which (i) authorized the Indenture, (ii) authorized and approved the issuance of not to exceed
$135,000,000 in outstanding principal amount of Notes, subject to approval by a representative
of OFM acting as authorized officer of the Commission (the "Authorized Officer") and
(iii) directed the preparation and distribution of this Official Statement. Issuance and delivery of
each new principal amount of Notes will be further authorized by a Certificate of Award issued
under the Indenture.
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SECURITY FOR THE NOTES

Pursuant to the Indenture, the Commission has pledged to the payment of principal of,
interest on and purchase price of the Notes, the Pledged Receipts, which include (i) payments to
be received by the Commission pursuant to the Financing Agreement, (ii) amounts received as
drawings under the Credit Facility and (iii) proceeds of Bonds to be issued by the SPBC for the
purpose of retiring the Notes.

The General Assembly has appropriated to the Cabinet and the State Agencies amounts
projected to be sufficient to meet interest requirements on the Notes (and/or the interest
component of the reimbursement obligations of the Commission to the Credit Facility Provider)
through June 30, 2000. Such appropriations are subject to the discretion and approval of each
successive regular or extraordinary sessions of the General Assembly. There can be no
assurance that (i) any such appropriation will be forthcoming in future sessions or (i) the
Governor, in the performance of his or her obligation to balance the Commonwealth's annual
budget, will not reduce or eliminate such appropriations. Under the provisions of the
Constitution of the Commonwealth, the Cabinet and State Agencies are prohibited from entering
into financing obligations extending beyond the biennial budget. Notwithstanding the foregoing,
the Financing Agreement will be automatically renewed unless written notice of the election by
the Cabinet to not so renew is given to the Commission and the SPBC by the last business day of
May prior to the beginning of the next succeeding biennial renewal term.

As described herein under "THE CREDIT FACILITY", in the event amounts received by
the Commission under the Financing Agreement or otherwise pledged under the Indenture are
insufficient or unavailable, principal of and interest on the Notes is payable from the Credit
Facility. The Credit Facility is also available to pay the purchase price of those Notes which are
tendered for purchase and not remarketed.

The SPBC has agreed, as provided in the Financing Agreement, to issue Bonds at such
times and in such amounts as may be required to retire the Notes at or prior to maturity, subject
to the limitations of the Act and the Budget Act.

THE NOTES ARE SPECIAL AND LIMITED OBLIGATIONS OF THE
COMMISSION AND ARE PAYABLE SOLELY FROM THE REVENUES AND FUNDS
SPECIFICALLY PLEDGED FOR THE PAYMENT OF THE PRINCIPAL OF, PREMIUM, IF
ANY, AND INTEREST ON THE NOTES.

THE CREDIT FACILITY

The following is a discussion of certain provisions of the Credit Facility and of the Credit
Facility Agreement. This discussion is not intended to be a full summary or restatement of such
documents. Copies of such documents are on file at the offices of the Commission and at the
principal corporate trust office of the Trustee. Certain information concerning the Credit Facility
Provider is set forth below.
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The Credit Facility

Facili
;192 (the "Initia] Stated Amount"), equal to the principal amount
of the initial tranche of Notes, plus 195 days’ interest thereon at the Maximum Rate, upon
issuance of the initial tranche of Notes. At the Tequest of the Commissiop in connection with the
issuance of additional tranches of Notes, the Credit Facility Provider 18 committed, upon certain
conditions set forth jn the Credit Facility Agreement, to increase the stated amount of the Credit
Facility (the "Stated Amount") up to $53,205,480 (the “Total Commitment”), which is equal to a
total principal Commitment of $50,000,000 plus 195 days’ interest thereon at the Maximum Rate.
The Stated Amount may be increased above the Tota] Commitment only upon the written
consent of the Credit Facility Provider, which may be granted or withheld in its sole discretion,

(including the Notes to be so issued, but excluding Bank Notes) plus interest on sych Notes at the
Maximum Rate for the Applicable Interest Period (as that term is defined in the Credit Facility
Agreement).

under the Indenture; (iv) the date which is fifteen (15) days following receipt by the Trustee of
Wwritten notice from the Credit F acility Provider of the occurrence of an event of default under the
Credit Facility Agreement and (v) the date of receipt by the Credit acility Provider of 4 written
certificate from the Trustee stating that ap Alternate Credit Facility has beep provided under the
Indenture (the earliest to occur of @), (i), (iii), (iv) or (V) being the "Termination Date"). Upon
the written request of the Commission delivered to the Credit Facility Provider not earlier than



90 days prior to the Stated Expiration Date, the Credit Facility Provider, in its sole discretion,
may extend the Stated Expiration Date of the Credit Facility beyond the current Stated
Expiration Date. In addition, in accordance with the Indenture, the Commission may provide an
Alternate Credit Facility with an expiration date beyond the Stated Expiration Date of the Credit
Facility. However, there can be no assurance that either of the events described in the previous
two sentences will occur.

Reimbursement

The Commission has agreed to reimburse or cause to be reimbursed, the Credit Facility
Provider for Reimbursement Obligations (as defined in the Credit Facility Agreement), in such
manner and at such times as is set forth in the Credit Facility Agreement, and to pay interest on
Reimbursement Obligations at such rates and at such times as set forth in the Credit Facility
Agreement.

Certain Affirmative and Negative Covenants

The Commission covenants and agrees in the Credit Facility Agreement, so long as the
Credit Facility remains outstanding or any Reimbursement Obligations remain unpaid, among
other things: (i) to furnish certain financial information concerning the Commonwealth and the
Commission to the Credit Facility Provider; (ii) not to amend, waive or modify any provision of
any Related Document without the prior written consent of the Credit Facility Provider; (iii) to
comply with the covenants, obligations and agreements of the Commission under the Related
Documents, and all statutes and regulations binding the Commission relating to the Notes, the
Credit Facility Agreement or the Related Documents; (iv) to notify the Credit Facility Provider
of any Event of Default under the Credit Facility Agreement, or of certain litigation,; (v) to cause
the SPBC to issue Bonds in amounts sufficient to pay the Cabinet's obligations under the
Financing Agreement prior to the earlier of the final maturity of the Notes or the Termination
Date; (vi) to take all actions reasonably requested by the Credit Facility Provider to enforce the
obligations under the Related Documents of each of the other parties thereto; (vii) not to permit
any pledge, lien or charge on the Pledged Receipts other than the lien in favor of the owners of
the Notes; (viii) to cause the Cabinet to request appropriations from the General Assembly of the
Commonwealth of Kentucky so that sufficient funds will be available for payments under the
Financing Agreement to be applied to the payment of the Cabinet’s obligations thereunder; (ix)
in the event that an appropriation referred to in (viii) is not sufficient, to cause the Cabinet to
provide for payment for such obligations from other funds as are legally available to them, or the
Commission shall issue additional notes in an amount sufficient to pay such obligations, or the
Commission shall enforce the obligation of the SPBC to issue Bonds or obligations in an amount
sufficient to pay such obligations, or cause the Cabinet to make an additional appropriation
request to the General Assembly in an amount sufficient to pay such obligations; (x) to cause the
Project to be maintained in good repair, working order and condition, and to cause all necessary
and proper repairs, replacements, renewals, and maintenance to maintain the value of the Project;
and (xi) to cause all taxes and utility charges assessed or levied against the Project to be paid.
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Events of Default Under the Credit Facility Agreement

Once the Credit Facility has been issued, no Event of Default under the Credit Facility
Agreement shall be construed to relieve the Credit Facility Provider of its obligation to pay a
drawing under the Credit Facility in accordance with the terms of the Credit Facility. However,
an Event of Default entitles the Credit Facility Provider to exercise remedies discussed below
under "Remedies”, including delivering notice of the occurrence of such Event of Default to the
Trustee, thereby causing the Credit Facility to terminate fifteen (15) days following the Trustee's
receipt of such notice. Each of the following events is an "Event of Default" under the Credit
Facility Agreement:

(a) The Commission shall fail to pay when due any amount payable under the Credit
Facility Agreement;

(b)  The Commission shall default in the performance of any of the covenants set forth
in the Credit Facility Agreement;

(c) The Commission shall default in the performance of any other material term,
covenant or agreement set forth in the Credit Facility Agreement and such failure shall continue
for a period of 30 days;

(d) Any representation, warranty, certification or statement made by the Commission
(or incorporated by reference) in the Credit Facility Agreement or by the Commission, the SPBC
or the Cabinet in any Related Document or in any certificate, financial statement or other
document delivered pursuant to the Credit Facility Agreement or any Related Document shall
prove to have been incorrect in any material respect when made;

(e) The Cabinet shall (i) fail to pay when due any amount payable under the
Financing Agreement; or (ii) fail to perform or observe any material term, covenant ot condition
on its part to be performed or observed under any agreement or instrument relating to the
Financing Agreement when required to be performed or observed; or (iii) have any amounts
under the Financing Agreement declared to be due and payable or be required to be prepaid
(other than by a regularly scheduled required prepayment or an optional prepayment), prior to
the stated maturity thereof;,

® The Commonwealth or any agency, department or division of the Commonwealth,
including, without limitation, the Commission, the SPBC, or the Cabinet shall commence a
voluntary case or other proceeding seeking liquidation, reorganization or other relief with respect
to itself or its debts under any bankruptcy, insolvency or other similar law now or hereafter in
effect or seeking the appointment of a trustee, receiver, liquidator, custodian or other similar
official of its or any substantial part of its property, or shall consent to any such relief or to the
appointment of or taking possession by any such official in an involuntary case or other
proceeding commenced against it, or shall make a general assignment for the benefit of creditors,
or shall fail generally to pay its debts as they become due, or shall declare a moratorium, or shall
take any action to authorize any of the foregoing;
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(g) A case or other proceeding shall be commenced against the Commonwealth or
any agency, department or division of the Commonwealth, including, without limitation, the
Commission, the SPBC, or the Cabinet seeking liquidation, reorganization or other relief with
respect to it or its debts under any bankruptcy, insolvency or other similar law now or hereafter
in effect or seeking the appointment of a trustee, receiver, liquidator, custodian or other similar
official of it or any substantial part of its property, and such involuntary case shall remain
undismissed and unstayed for a period of 60 days; or an order for relief shall be entered against
the Commonwealth or any agency, department or division of the Commonwealth, including,
without limitation, the Commission, the SPBC or the Cabinet under the federal bankruptcy laws
as now or hereafter in effect;

(h)  Any material provision of the Credit Facility Agreement or any Related
Document shall cease for any reason whatsoever to be a valid and binding agreement of the
Commission, the SPBC or the Cabinet or the Commission, the SPBC or the Cabinet shall contest
the validity or enforceability (other than with respect to indemnification provisions to the extent
that the enforceability of such provisions may be limited by securities laws or public policy)
thereof;,

(1) Any pledge or security interest created under the Credit Facility Agreement or the
Indenture to secure any amounts due under the Credit Facility Agreement shall fail to be fully
enforceable;

) Any Rating Agency shall have downgraded the obligations of the SPBC to below
Investment Grade (as defined in the Credit Facility Agreement), or suspended or withdrawn its
rating on such debt; or

(k)  An event of default shall occur under any of the Related Documents.
Remedies

Upon the occurrence of any Event of Default, the Credit Facility Provider may exercise
any one or more of the following remedies: (a) by written notice to the Commission require that
the Commission immediately prepay to the Credit Facility Provider in immediately available
funds an amount equal to the Available Amount (such amounts to be held by the Credit Facility
Provider as collateral security for the Reimbursement Obligations), provided, however, that in
the case of an Event of Default described in paragraph (f) or (g) above, such prepayment
obligations shall automatically become immediately due and payable without any notice (unless
the coming due of such obligations is waived by the Credit Facility Provider in writing), (b) by
written notice to the Commission, declare all Reimbursement Obligations to be, and such
amounts shall thereupon become, immediately due and payable without presentment, demand,
protest or other notice of any kind, all of which are waived by the Commission, provided that
upon the occurrence of an Event of Default under paragraph (f) or (g) above, such acceleration
shall automatically occur (unless such automatic acceleration is waived by the Credit Facility
Provider in writing); (c) give written notice of the occurrence of an Event of Default to the
Trustee, directing the Trustee to accelerate the Notes thereby causing the Credit Facility to expire
fifteen (15) days following the receipt of such notice; (d) give written notice of the occurrence of
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an Event of Default and prohibit the issuance of additional Notes under the Indenture; (e) pursue
any rights and remedies it may have under the Indenture, the Financing Agreement and other
Related Documents and (f) pursue any other action available at law or in equity.

Alternate Liquidity or Credit Facility

The Commission may, not less than 45 days prior to any Expiration Date, at the
Commission's option, provide for the delivery to the Trustee of an Alternate Liquidity Facility
or Alternate Credit Facility having an expiration date that is no earlier than 5 days succeeding
the Final Maturity Date. Prior to the replacement of the Liquidity Facility or Credit Facility
with an Alternate Liquidity Facility or Alternate Credit Facility, the following conditions are
required to be met: (i) the Trustee must have received from the Commission written notice of
such replacement, including notice of the form of Alternate Liquidity Facility or Alternate
Credit Facility and the issuer thereof, with the right to approve such form, not less than 45 days
prior to the Expiration Date; (i) the Trustee must have received the following not less than 45
days prior to the Expiration Date (A) an opinion of counsel for the issuer of the Alternate
Liquidity Facility or Alternate Credit Facility that it constitutes a legal, valid and binding
obligation of the issuer in accordance with its terms and that payments thereunder will not
constitute voidable preferences, and (B) an opinion of Counsel that such replacement will not
cause interest on the Notes to become subject to federal income tax; and (iii) at least 45 days
prior to the Expiration Date notice of the replacement of the Liquidity Facility or Credit Facility
with an Alternate Liquidity Facility or Alternate Credit Facility must be provided by the Trustee
to the Rating Agency, if any, then rating the related Notes and the holders. :

Information on Credit Facility Provider

Morgan Guaranty Trust Company of New York. Morgan Guaranty Trust Company
of New York ("Morgan Guaranty") is a wholly owned subsidiary and the principal asset of J.P.
Morgan & Co. Incorporated ("Morgan"), a Delaware corporation whose principal office 18
located in New York, New York. Morgan Guaranty is a commercial bank offering a wide range
of banking services to its customers both domestically and internationally. Its business is subject
to examination and regulation by Federal and New York State banking authorities. As of
September 30, 1999, Morgan Guaranty and its subsidiaries had total assets of $160.2 billion,
total net loans of $24.6 billion, total deposits of $50.0 billion, and stockholder’s equity of $10.9
billion. As of December 31, 1998, Morgan Guaranty and its subsidiaries had total assets of
$175.2 billion, total net loans of $24.9 billion, total deposits of $56.2 billion, and stockholder's
equity of $10.5 billion.

The Consolidated statement of condition of Morgan Guaranty as of September 30, 1999,
is set forth on page 13 of Exhibit 99a to Form 8-K dated October 18, 1999, as filed by Morgan
with the Securities and Exchange Commission. Morgan Guaranty will provide without charge to
each person to whom this Official Statement is delivered, on the request of any such person, a
copy of the Form 8-K referred to above. Written requests should be directed to: Morgan
Guaranty Trust Company of New York, 60 Wall Street, New York, New York 10260-0060,
Attention: Office of the Secretary.
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The information contained in this section of the Official Statement relates to and has been
obtained from Morgan Guaranty Trust Company of New York. The delivery of the Official
Statement shall not create any implication that there has been no change in the affairs of Morgan
Guaranty Trust Company of New York since the date hereof, or that the information contained or
referred to in this section is correct as of any time subsequent to its date.

PLAN OF FINANCE

The proceeds of the Notes will be used by the Commission to (i) pay the cost of
constructing, acquiring, installing and equipping the Project in an amount up to $132,139,000,
(ii) capitalized interest, if any, and (iii) pay costs of issuance of the Notes.

THE PROJECT

The Cabinet will lease all of the facilities, renovations and improvements financed or
refinanced with the proceeds of the Notes (collectively, the "Project") from the Commission and
the SPBC under the Financing Agreement. Portions of the Project will be subleased to the
respective State Agencies under the Subleases (defined herein). Listed hereinafter are the
respective authorized projects which collectively constitute the Project.
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State Agency

Council on Postsecondary
Education

Department of Local
Government

Department of Military
Affairs

Finance & Administration
Cabinet

Justice Cabinet

*Excludes allocable costs of issuance

Project Description

Morehead State University
Breckinridge Hall Renovation
West Liberty Ext. Campus Building

University of Louisville
Research Building (downtown campus)

Western Kentucky University
PSE Improvement Act -- 1997 Facility

Local Match Participation Program for
Flood Control

Two-way Communications for Statewide
Emergency Responses

Winchester State Office Building

Juvenile Justice
Breathitt Co. Detention Center Exp.
New Maximum Security Facility
Juvenile Detention Facility #1
Juvenile Detention Facility #2
Juvenile Detention Facility #3

Corrections
Blackburn Dorm - Phase 1
KCI Women Expansion Phase 1
Northpoint Training Facility - Water
Line & Tank Replacement
New Men's 1790 Bed Medium Security
Facility

TOTAL
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Project Amount™®

$14,000,000
6,000,000

32,040,000

18,500,000

5,000,000

1,200,000

2,500,000

2,500,000
8,410,000
5,357,000
5,357,000
5,357,000

5,195,000
16,434,000
849,000

3,440,000

$132,139,000



THE KENTUCKY ASSET/LIABILITY COMMISSION
General Information

The Act created the Kentucky Asset/Liability Commission, which is composed of five
members, each serving in an ex officio capacity. The members are as follows: the Secretary of
the Finance and Administration Cabinet, who acts as Chairman; the Attorney General; the State -
Treasurer; the Secretary of the Revenue Cabinet and the State Budget Director. The Secretary to
the Commission is the Executive Director of OFM.

The current members of the Commission are as follows:

John McCarty Secretary of the Finance and
Administration Cabinet, Chairman

A.B. Chandler, III Attorney General

John K. Hamilton State Treasurer

Sarah Jane Schaaf Secretary of the Revenue Cabinet

Dr. James R. Ramsey State Budget Director

The Commission was created by the General Assembly to develop policies and strategies
to minimize the impact of fluctuating interest rates on the Commonwealth's interest-sensitive
assets and interest-sensitive liabilities. The Commission is authorized to issue tax and revenue
anticipation notes, project notes and funding notes. Tax and revenue anticipation notes are to be
used for the purpose of providing monies to discharge expenditure demands in anticipation of
revenues and taxes to be collected during the fiscal year. Project notes are to be used for
authorized projects upon request of State Agencies, to be repaid through financing agreements or
alternative agreements. Funding notes are to be used for the purpose of funding judgments
against the Commonwealth or any state agency.

Other Personnel of the Commission

Gordon L. Mullis, Jr., is the Secretary of the Commission. Mr. Mullis is also the
Executive Director of OFM. From October 1991 to August 1993 Mr. Mullis served as the
Deputy Executive Director of Kentucky Educational Television ("KET"). Mr. Mullis was
responsible for the administration and support, budgeting, personnel and operations and
technology at KET. Mr. Mullis has twenty four years of experience in state government. Prior
to joining KET, Mr. Mullis was the Deputy Executive Director of OFM. Mr. Mullis has a
Masters of Business Administration and a Bachelor of Psychology from the University of
Kentucky.

F. Thomas Howard, is the Deputy Executive Director of OFM and has served in that
capacity since April 1993. Previously, Mr. Howard served for over two years as the state's
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investment portfolio manager. Since 1983, Mr. Howard has had extensive experience in money
management for individuals and institutions, both public and private. Mr. Howard holds a
Bachelor of Business Administration with a concentration in Finance from the University of
Kentucky.

Terri Fugate, is a financial analyst for OFM. A Certified Public Accountant, Ms. Fugate

“has served as OFM's debt accountant since 1993. She has worked for the Auditor of Public

Accounts and has 14 years of experience in state government. Ms. Fugate holds a Bachelor of
Arts degree from Western Kentucky University.

Prior and Current Financings of the Commission

General. The Commission has outstanding obligations in several different forms,
including tax and revenue anticipation notes and three different series of project notes. Project
Notes are issued as General Fund Series, Agency Fund Series and Road Fund Series depending
upon the appropriation fund source that is being used to fund the payments under a
financing/lease agreement. Each type of obligation, described below, is secured by the trust
indenture to which such types of obligation relate, and holders of notes issued under a particular
trust indenture do not have any claim on the pledged receipts of the Commission arising under
another trust indenture.

The holders of the Notes do not have a claim against the moneys pledged under the trust
indenture related to any other Project Notes, General Fund Series. Nor do the holders of the
Notes have any claim to moneys pledged under a trust indenture related to any other Project
Notes issued as Agency Fund Series or the Road Fund Series. The indentures for each particular
type of notes issued by the Commission generally allow the issuance of additional notes on
parity with the outstanding notes of the same type. The Commission's outstanding obligations
are described below.

Project Notes, General Fund Series. The Commission previously has issued five
separate series of project notes, of which four are outstanding, the proceeds of which were used
to fund capital projects (the “General Fund Project Notes”) authorized by the General Assembly.
The Notes will be the sixth issue of General Fund Project Notes and will fund the remaining
balance of General Fund supported capital projects authorized in the 1998-2000 Biennial Budget
of the Commonwealth. All General Fund Project Notes are payable from payments to be
received by the Commission under separate financing/lease agreements and, as to bond
anticipation notes, the issuance of bonds by the State Property and Buildings Commission. These
payments are ultimately dependent upon General Fund appropriations by the General Assembly
of the Commonwealth.
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Amount Amount Outstanding

Project Notes Authorized as of November 1, 1999
1998 General Fund Series $157,000,000 $134,400,000
1999 General Fund First Series 49,195,000 49,195,000
1999 General Fund Second Series A 135,000,000 20,280,000
1999 General Fund Third Series A 138.000.000 20,280,000
Total $479,195,000 $224,155,000

Project Notes, Agency Fund Series. The Commission in October 1998 authorized the
issuance of $110,000,000 of Project Notes, 1998 Agency Fund Series (the "Agency Fund
Project Notes"), in a series of tranches beginning on the date of issuance and ending on or before
June 30, 2002. The Agency Fund Project Notes are payable from a direct pay letter of credit,
from payments to be received by the Commission under financing/lease agreements with various
state agencies and from proceeds of bonds to be issued by the State Property and Buildings
Commission or a State Agency. These payments are ultimately dependent upon Agency Fund
appropriations by the General Assembly of the Commonwealth. To date, $28,305,000 in
principal amount of the Agency Fund Project Notes has been issued and are outstanding.

Project Notes, Road Fund Series. The Commission has issued two series of Project
Notes related to Bonds authorized to be payable from the Road Fund. The proceeds of the first
and second series Road Fund Project Notes will be used to fund $200 million of improvements to
the Turnpike Authority of Kentucky (the "Turnpike Authority") Economic Development and
Road (Revitalization Projects) System. The first and second series notes are payable from
payments to be received by the Commission under a financing/lease agreement and by the
issuance of Bonds by the Turnpike Authority. To date, $100,200,000 in principal amount of
such Project Notes has been issued and is outstanding.

General Fund Tax and Revenue Anticipation Notes. The Commission has issued
General Fund Tax and Revenue Anticipation Notes ("TRANS") on an annual basis corresponding
with its fiscal year. The TRANs are payable from taxes and certain revenues collected by the
Commonwealth in the Fiscal Year in which they are issued. There are currently $401,000,000 of
TRANs outstanding and due June 28, 2000.

THE STATE PROPERTY AND BUILDINGS COMMISSION

The SPBC is composed of the Governor (who is the Chairman of the SPBC), the
Lieutenant Governor, the Attorney General, the Secretary of the Finance and Administration
Cabinet (who is the Executive Director of the SPBC), the Secretary of the Cabinet for Economic
Development and the Secretary of the Revenue Cabinet. The Office of Financial Management
(the "Office") in the Finance and Administration Cabinet serves as staff to the SPBC and the
Executive Director of the Office serves as Secretary to the SPBC. The SPBC is an independent
agency of the Commonwealth, created by KRS 56.450, with power, subject to approval by and in
cooperation with the Cabinet, to finance the acquisition of real estate and the construction and
equipping of building projects and other public projects for any agency of the Commonwealth.
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KRS 56.450(4) authorizes the SPBC, on application of any state agency of the
Commonwealth, to issue revenue bonds in the SPBC's name in accordance with the provisions of
KRS Chapters 56 and 58, secured by and payable solely from all or any part of the revenues
derived from the leasing of the project financed to such state agency. The SPBC is authorized to
execute lease agreements with those state agencies requesting the SPBC to issue revenue bonds,
which leases provide for the payment of lease rentals to the SPBC in order to make principal and
interest payments on the revenue bonds issued in the name of the SPBC.

The SPBC, in the Financing Agreement, has agreed to issue bonds to permanently
finance the Project, the proceeds of which will be used to return the Notes, to pay any costs of
the Project not already paid for through the issuance of the Notes and to pay costs of issuance.

THE FINANCE AND ADMINISTRATION CABINET

The Finance and Administration Cabinet (the "Cabinet"), created and governed by the
provisions of KRS 12.020 and KRS 42.011, is a statutory administrative organization of the
Commonwealth headed by the Secretary of the Cabinet, who is appointed by the Governor. The
Secretary of the Cabinet is the chief financial officer of the Commonwealth.

The functions of the Cabinet include, infer alia, (1) coordination and supervision of the
fiscal affairs and fiscal procedures of the Commonwealth; (2) accounting, fiscal reporting and
auditing of the Commonwealth accounts; (3) purchasing, storekeeping and control of property
and stores; (4) the construction, maintenance and operation of public buildings, except those
provided for the exclusive use of one agency; (5) provision of administrative services of a
financial nature to other agencies of Commonwealth government, (6) investment and
management of all Commonwealth funds other than pension funds; and (7) issuance and
management of all debt incurred in the name of the Commonwealth or any agency thereof.

THE STATE AGENCIES
Council on Postsecondary Education

The Council on Postsecondary Education ("CPE"), created and governed by the
provisions of KRS 164.011, is an agency, instrumentality and political subdivision of the
Commonwealth. It is composed of the Commissioner of Education, a faculty member, a student
member and 13 citizen members appointed by the Governor. Its work involves coordinating the
change and improvement of Kentucky postsecondary education. It is responsible for general
planning and oversight of a system that includes the eight universities of the Commonwealth and
the Kentucky Community and Technical College System. Further information may be obtained

over the Internet from the CPE website, hitp://www.cpe.state.ky.us.

Morehead State University. Morehead State University's ("MoSU") roots extend back to
its days as a private normal school in the late 1800s. In 1922, the institution became a state
normal school to meet expanded higher education needs for teacher training in Kentucky. After
several name changes and an expanded perspective on higher education, MoSU was granted
university status in 1966 to provide undergraduate and selected masters and specialist programs
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Universizy of Louisville, The University of Louisville (“UL”) is 4 metropolitan
university which has had cjoge historica] and legal tieg with the City of Louisvijle and Jefferson

Law, the School of Education, the Kent School of Social Work and the Schog| of Allied Health
Scienceg.
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Western Kentucky University. Western Kentucky University (“WKU”), which was
established in 1906 by the General Assembly, offers a broad spectrum of instruction, scholarly
activity and professional service within an academic climate encouraging intellectual excellence.

WKU, by authorization of the Council on Postsecondary Education, provides instruction
at the associate, baccalaureate and graduate levels in the liberal arts and sciences, traditional pre-
professional programs and emerging career areas and professional fields including agriculture,
business, communications, education, health and technology. ~ WKU supports diverse
scholarship, including basic and applied research and creative activity, in order to expand
knowledge, improve instruction and serve its varied clientele. WKU directly supports its
constituents with professional and technical expertise, cultural enrichment and educational
assistance.

WKU is committed to increase access for both traditional and nontraditional students and
to improve educational attainment at ajl levels. This commitment is renewed through the
expansion of the Western Kentucky University Community College.

WKU is divided into colleges and other support units to facilitate the offering of these
programs and services. The major instructional colleges/divisions include the Bowling Green
College of Business Administration; College of Education and Behavioral Sciences; Ogden
College of Science, Technology and Health; Potter College of Arts, Humanities and Socia]
Sciences; Community College and Continuing Education; and Graduate Studies.

General Government

Department of Local Government. The Department of Local Government is an
independent agency attached to the Office of the Governor. The functions of the Department
include: acting as the technical support and service agency of state government for local
government units of the Commonwealth; serving as a clearinghouse for data, information and
assistance useful or necessary to local governmental units; and assisting the Governor in
coordinating activities having an impact upon the solution of local governmental problems. The
Department is comprised of the Commissioner's Office and four divisions: Financial Services,
Community Development, Support Services and Training, and Area Development District
Services.

attached to the Commissioner's Office for administrative purposes. Charged with planning to
provide potable water to all Kentuckians residing on public roads, the Commission is poised to

Department of Military Affairs. The Department of Military Affairs is the state agency
responsible for all military matters and disaster and emergency service coordination in the
Commonwealth. The Governor is the constitutional Commander-in-Chief of the forces that are

-28-



on duty in the state. He appoints the Adjutant General who commands the Kentucky National
Guard (Army and Air), and directs and coordinates all programs of the Department.

The Department has the responsibility for organizing, equipping, training and housing
units of the Kentucky National Guard which may be called to duty by the Governor in the event
of civil strife or disorder, or the occurrence of natural or man-made disasters.

The Department consists of these organizational units: General Administration and
Support, Property Management, Guard Materials Management, Air Transport, Disaster and
Emergency Services, and Bluegrass Station.

Finance and Administration Cabinet

A description of the Finance and Administration Cabinet appears under the heading
“THE FINANCE AND ADMINISTRATION CABINET”.

Justice Cabinet

The Justice Cabinet has overall responsibility for the criminal justice system of the
Commonwealth, including all powers and duties formerly vested in the Department of Public
Safety, the Kentucky Crime Commission and the Kentucky Law Enforcement Council. The
Justice Cabinet is comprised of seven organizational units, each of which is under the exclusive
direction and control of the Secretary of Justice: the Department of State Police, the Department
of Criminal Justice Training, the Office of Administration, the Department of Corrections, the
Department of Juvenile Justice, the Parole Board and the Kentucky State Corrections
Commission. Under a plan of reorganization adopted by the 1992 General Assembly, the
Department of Corrections has replaced the former Corrections Cabinet and, as a department of
the Justice Cabinet, exercises all functions of the State in relation to management of penal,
reform, and correctional institutions; supervision of probation and parole; the giving of
assistance to other departments, agencies and institutions of the state and federal government and
the administration, enforcement and development of jail standards, training of jailers and jail
personnel, and jail planning and construction. The Department of Corrections is responsible for
administrating the Kentucky State Reformatory (KSR), the Kentucky Correctional Institution for
Women (KCIW), the Kentucky State Penitentiary (KSP), Northpoint Training Center (NTC), the
Luther Luckett Correctional Complex (LLCC), the Eastern Kentucky Correctional Complex
(EKCC), the Western Kentucky Correctional Complex (WKCC), the Roederer Correctional
Complex (RCC), Blackburn Correctional Facilities Complex (BCFC), and three private
minimum security prisons or other correctional institutions which may be established.

THE COMMONWEALTH
The Commonwealth of Kentucky, nicknamed the Bluegrass State, was the first state west
of the Alleghenies to be settled by pioneers. Kentucky is bounded by the Ohio River to the north

and the Mississippi River to the west, and is bordered by the States of Illinois, Indiana, Ohio,
West Virginia, Tennessee, Missouri and the Commonwealth of Virginia.
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The Commonwealth's economy in many ways resembles a scaled-down version of the
U.S. economy in its diversity. The Kentucky economy, once dominated by coal, horses, bourbon
and tobacco has become a diversified modern economy including manufacturing of industrial
machinery, automobiles and automobile parts, consumer appliances, and nondurable goods such
as apparel. In addition, Kentucky's nonmanufacturing industries have grown considerably in
recent years, with strong gains in air transportation, health and business services, and retail trade.

The Commonwealth's parks, horse breeding and racing industry, symbolized by the Kentucky
Derby, play an important role in expanding the tourism industry in the Commonwealth.

Financial Information Regarding the Commonwealth

Information regarding debt issuing authorities of the Commonwealth is included in
Exhibit A hereto.

A discussion of historical General Fund revenues and expenditures for each of Fiscal
Years 1996, 1997 and 1998 is set forth below. The information presented in the discussion of
historical General Fund revenues and expenditures for each of Fiscal Years 1996, 1997 and 1998
is drawn from The Kentucky Comprehensive Annual Financial Report for each of such Fiscal
Years. The Commonwealth annually publishes The Kentucky Comprehensive Annual Financial
Report with respect to the Fiscal Year of the Commonwealth most recently ended. The Kentucky
Comprehensive Anmual Financial Report includes certain financial statements of the
Commonwealth as well as general financial information pertaining to the Accounting System
and Budgetary Controls, General Fund Condition-Budgetary Basis, General Governmental
Functions-GAAP Basis, Debt Administration, Cash Management, Risk Management and Funds.
In addition, the Notes to Combined Financial Statements as set forth in The Kentucky
Comprehensive Annual Fi inancial Report contain information regarding the basis of preparation
of the Commonwealth's financial statements, Funds and Pension Plans. The "Statistical Section”
of The Kentucky Comprehensive Annual Financial Report includes information on Common-
wealth revenue sources, Commonwealth expenditures by function, taxes and tax sources, taxable
property, assessed and estimated values, property tax, levies and collections, demographic
statistics (population, per capita income and unemployment rate), construction and bank
deposits, sources of personal income and largest Commonwealth manufacturers.

Certain Financial Information Incorporated by Reference; Availability from NRMSIRs
and the Commonwealth

The Kentucky Comprehensive Annual Financial Report for Fiscal Year 1998 is
incorporated herein by reference. The Commonwealth has filed The Kentucky Comprehensive
Annual Financial Report for Fiscal Year 1998 with the following Nationally Recognized

Municipal Securities Information Repositories ("NRMSIRs") in accordance with SEC Rule
15¢2-12;

(1) Bloomberg LP
100 Business Park Drive
Skillman, New Jersey 08558
Internet; munis@bloomberg.com
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Tel: (609) 279-3200
Fax: (609) 279-5962

(i)  DPC Data Inc.
One Executive Drive
Fort Lee, New Jersey 07024
Internet: nrmsir@dpcdata.com
Tel: (201) 346-0701
Fax: (201) 947-0107

(i1)  Standard & Poor’s J.J. Kenny
Attn: Repository
65 Broadway, 16th Floor
New York, New York 10006
Internet: http://www jjkenny.com
Tel: (212) 770-4568
Fax: (212) 770-0223

(iv) Thomson NRMSIR
Attn: Municipal Disclosure
395 Hudson Street, 3rd Floor
New York, New York 10014
Internet: Disclosure@muller.com
Tel: (212) 807-5001
Fax: (212) 989-2078

A copy of The Kentucky Comprehensive Annual Financial Report for Fiscal Year 1998
may be obtained from the NRMSIRs or from the Office of Financial Management, 702 Capitol
Avenue, Suite 261, Frankfort, Kentucky 40601 (502) 564-2924. Additionally, The Kentucky
Comprehensive Annual Financial Report for Fiscal Year 1998 may be found on the Internet at
http.://'www.state. ky.us/agencies/finance/manuals/tax/cafr. htm.

The Commission will enter into a Continuing Disclosure Agreement in order to enable
the purchaser of the Bonds to comply with the provisions of Rule 15¢2-12, See "CONTINUING
DISCLOSURE AGREEMENT." In addition, ongoing financial disclosure regarding the
Commonwealth will be available through the filing by the Commonwealth of two documents
entitled The Kentucky Comprehensive Annual Financial Report and Supplemental Information to
the Kentucky Comprehensive Annual Financial Report (or successor reports) with the NRMSIRs
as required under Rule 15¢2-12.

Fiscal Year 1996
General Fund revenue on a budgetary basis for 1996 was $5.38 billion, an increase of
3.8% over 1995. This amount included $5.34 billion in tax and non-tax receipts, and $47.27

million of Operating Transfers In. Taxes represented 94.5% of all General Fund revenue
collected during the period.
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General Fund expenditures on a budgetary basis for 1996 totaled $5.29 billion, including
Operating Transfers Out of $330.90 million. During 1996, expenditures increased by 4.5% and
transfers increased by 26.2% compared to 1995. The general government function included

$698.56 million of expenditures and $6.34 million of transfers for the eight State supported
universities, which together amounted to 13.3% of the General Fund total.

The General Fund had a 1996 budgetary undesignated fund balance of $223,427,568.
This was a decrease of $37,580,254 when compared to the 1995 year-end budgetary
undesignated fund balance of $261,007,822. In addition, the Kentucky General Assembly made
the Budget Reserve Trust Fund a statutory account of the Commonwealth, and in November
1995 an additional $100 million was appropriated to the Budget Reserve Trust Fund, bringing
the balance to $200 million.

Revenues for general governmental functions on a GAAP basis totaled $10.31 billion for
1996, an increase of 3.9% over the amount recognized during 1995.

1996 Governmental Funds Revenue was $386.0 million higher than in 1995. Higher Tax
and Intergovernmental receipts account for 77.6% of the increase. Sales and Gross Receipts,
Individual Income, Property, Severance, and Inheritance and Estate Taxes grew by a combined
$282.1 million, but were offset by Corporate Income, License and Privilege, and Miscellaneous
Taxes, which fell by a combined $70.5 million. Federal Fund receipts from the United States
government went up $59.9 million. Receipts from other governments rose by a combined $3.3
million in General, Transportation, and Other Special Revenue Fund. Capital Projects Fund
grant receipts increased by $30.9 million compared to 1995.

Expenditures, excluding transfers, for general governmental functions on a GAAP basis
totaled $9.47 billion for 1996, an increase of 3.2% compared to 1995.

1996 Governmental Funds Expenditures were $295.4 million higher than in 1995.
Significant growth categories included: $53.8 million more for highways in the Transportation
Fund; an additional $45.1 million for General Government Judgments and contingent liabilities
in the General Fund; and a $30.5 million rise in combined General Fund personal services costs
for the Education, Arts and Humanities Cabinet and Workforce Development Cabinet.

Ending fund balances for all governmental fund types increased 12.0%, from $2.07
billion as restated for 1995, to $2.32 billion in 1996. Of these totals, unreserved fund balances
increased 6.4%, from $1.19 billion as restated at June 30, 1995, to $1.27 billion at June 30, 1996.

During 1996, general depository cash in excess of daily requirements and not required for
immediate expenditure was invested in eligible securities. Investment income from those
securities for 1996, excluding that from pension trust funds, was $109,807,323, a 12.5% decrease
compared to 1995.
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Fiscal Year 1997

General Fund revenue on a budgetary basis for 1997 was $5.68 billion, an increase of
5.6% over 1996. This amount included $5.66 billion in tax and non-tax receipts, and $20.55
million of Operating Transfers In. Taxes represented 95.0% of all General Fund revenue
collected during the period.

General Fund expenditures on a budgetary basis for 1997 totaled $5.65 billion, including
Operating Transfers Out of $447.62 million. During 1997, expenditures increased by 5.0% and
transfers increased by 35.3% compared to 1996. The general government function included
$724.65 million of expenditures and $8.46 million of transfers for the eight State supported
universities, which together amounted to 13.0% of the General Fund total.

The General Fund had a 1997 budgetary undesignated fund balance of $284,116,626.
This was an increase of $60,689,058 when compared to the 1996 year-end budgetary
undesignated fund balance of $223,427,568. In addition, the balance of the Budget Reserve
Trust Fund was maintained at $200 million.

Revenue for general governmental functions totaled $10.94 billion for 1997, an increase
of 6.0% over the amount recognized during 1996.

1997 Governmental Funds Revenue was $623.1 million higher than in 1996. Higher Tax
and Intergovernmental receipts account for 90.2% of the increase. All eight major tax sources,
primarily in the General Fund, went up $331.6 million. Intergovernmental revenue rose $230.4
million on the strength of $245.2 million more in Federal Fund receipts from the United States
government. Other revenues improved 44.7%, due to a $26.3 million increase in the Other
Special Revenue Fund and a $23.6 million improvement in the Agency Revenue Fund. Charges
for Services went down 5.3% during the period, mainly because of a $19.9 million drop in
Agency Revenue Fund receipts.

Expenditures, excluding transfers, for general governmental functions on a GAAP basis
totaled $10.16 billion for 1997, an increase of 7.2% compared to 1996.

1997 Governmental Funds Expenditures were $686.3 million higher than in 1996.
Human services provided by the Cabinet for Families and Children and the Health Services
Cabinet went up $400.7 million. Education and Humanities function costs rose $114.4 million,
due primarily to $100.9 million more in General Fund grants and subsidies awarded by the
Department of Education. Capital Outlay was up 25.9%, including $27.4 million more in Capital
Projects Fund expenditures on the Commerce Function offset by various decreases.

Ending fund balances for all governmental fund types decreased 3.3%, from $2.32 billion
as restated for 1996, to $2.24 billion in 1997. Of these totals, unreserved fund balances

decreased 3.9%, from $1.25 billion as restated at June 30, 1996, to $1.20 billion at June 30,
1997
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During 1997, general depository cash in excess of daily requirements and not required for
immediate expenditure was invested in eligible investments. Investment income from those
securities for 1997, excluding that from pension trust funds, was $152,327,757, a 38.7% increase
compared to 1996.

Fiscal Year 1998

General Fund revenue on a budgetary basis for 1998 was $6.15 billion, an increase of
8 2% over 1997. This amount includes $6.01 billion in tax and non-tax receipts, and $138.42
million of Operating Transfers In. Taxes represented 92.9% of all General Fund revenue
collected during the period.

General Fund expenditures on a budgetary basis for 1998 totaled $5.96 billion, including
Operating Transfers Out of $341.04 million. During 1998, expenditures increased by 8.0% and
transfers decreased by 23.8% compared to 1997. The general government function includes
$767.68 million of expenditures and $7.15 million of transfers for the eight State supported
universities, which together amount to 13.0% of the General Fund total.

The General Fund had a 1998 budgetary undesignated fund balance of $356,015,465.
This is an increase of $71,898,839 over the 1997 year-end budgetary undesignated fund balance
of $284,116,626.

Revenue for general governmental functions totaled $11.60 billion for 1998, an increase
of 6.1% over the amount recognized during 1997.

1998 Governmental Funds Revenue was $662.7 million over 1997. Higher Tax and
Intergovernmental receipts account for 85.9% of the increase. Seven of eight tax sources,
primarily in the General Fund, went up $420.1 million but were offset by a $35.4 million decline
in Property Tax receipts. Intergovernmental revenue rose $184.4 million on the strength of
$198.2 million more in Federal Fund receipts from the United States government. Interest and
Investment income improved 23.2% almost entirely due to a $33.4 million increase in earnings
deposited in the General Fund. Revenue from Fines and Forfeits fell by 2.6% because
collections dropped $1.6 million in the Agency Revenue Fund and $1.0 million in the Other
Special Revenue Fund while raising $1.4 million in the General Fund.

Expenditures, excluding transfers, for general governmental functions on a GAAP basis
totaled $10.64 billion for 1998, an increase of 4.9% compared to 1997.

1998 Governmental Funds Expenditures were $496.7 million over 1997. Education and
Humanities function costs rose $110.9 million, due primarily to $70.7 million more in General
Fund grants and subsidies awarded by the Department of Education. Capital Outlay was up
35.5%, based primarily on $30.6 million more in Capital Projects Fund expenditures in the
Commerce Function. Debt Service rose by $105.9 million due almost totally to $50.1 million in
additional scheduled principal retirement and $60.0 million more in interest offset by a $4.1
million drop in other expenditures, all in the Debt Service Fund.
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Ending fund balances for all governmental fund types increased 21.2% from $2.25 billion
as restated for 1997, to $2.73 billion in 1998. Of these totals, unreserved fund balances increased
29.9%, from $1.17 billion as restated at June 30, 1997, to $1.52 billion at June 30, 1998.

During 1998, Kentucky issued revenue bonds totaling $211,335,121 for general
governmental functions which are supported by governmental fund appropriations.
$184,720,414 defeased existing debt and funded related reserve accounts. The remaining
$26,614,707 funded new projects. All issues sold during 1998 received a rating of "A" or higher
by the major rating services. At June 30, 1998, total principal outstanding for revenue bonds
paid from governmental fund appropriations was $2,833,433,371.

Fiscal Year 1999 (Unaudited)

Actual General Fund revenue receipts collected by the Commonwealth through June 30,
1999 were $6.2 billion. This represents an increase of 3.1% over 1998. The official estimate for
fiscal year 1999 was $6.2 billion. Individual income tax collections have grown by 4.7%, while
the sales and use tax has grown by 5.3% over the previous fiscal year. Kentucky's economic
growth has moderated but is expected to continue to perform at levels that will sustain the
revenue estimate for fiscal year 2000 as revised on October 15, 1999. The new estimate is $6.42
billion, a reduction of $73.9 million.

An undesignated General Fund surplus of $64.2 million has been confirmed for fiscal
year 1999. Of this amount, approximately $8.8 million will be deposited into the Budget
Reserve Trust Fund increasing the amount on deposit to $239.3 million. The remaining amounts
will be used to supplement funding for technology for schools and for state government.

Investment Policy

The Commonwealth's investments are governed by KRS 42.500 and KAR Title 200
Chapter 14. The State Investment Commission, comprised of the Governor, Treasurer, Secretary
of the Finance and Administration Cabinet, and gubernatorial appointees of the Community
Independent Banker's Association and Kentucky Banker's Association, is charged with oversight
of the Commonwealth's investment activities. The Commission is required to meet at least
quarterly, and delegates day to day investment management to the Office of Financial
Management.

At June 30, 1999, the Commonwealth's operating portfolio was approximately $3.38
billion in cash and securities. The composition of investments was as follows: U.S. treasury
securities (17%), securities issued by agencies, corporations and instrumentalities of the United
States Government (42%), repurchase agreements collateralized at 102% by the aforementioned
(20%), U.S. dollar denominated corporate securities rated A or higher by a nationally recognized
rating agency (11%), municipal securities rated A or higher by Standard & Poor's or Moody's
(4%), money market securities rated A1-P1 or higher by Standard & Poor's or Moody's (2%),
and asset backed securities rated in the highest category by nationally recognized rating agency
(4%). Money market securities, including Bankers' Acceptances, Commercial Paper and
Certificates of Deposit, are limited to 20% of the total portfolio and $25 million per issuer. The
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total return for Fiscal Year 1998 was 5.97% and 4.81% for Fiscal Year 1999. The portfolio has a
modified duration of approximately 1.56 years. The Commonwealth's investments are marked to
market daily.

During Fiscal Year 1999, general depository cash in excess of daily requirements and not
required for immediate expenditure was invested in the above-described securities, as well as
securities issued by the Commonwealth. Investment income for Fiscal Year 1999, excluding that
from pension trust funds, was $152.4 million.

The Commonwealth's investments are categorized into four investment pools: Short-
Term, Long-Term, Intermediate, and Bond Proceeds Pools. The purpose of these pools is to
provide economies of scale that enhance yield, ease administration and increase accountability
and control. The Short-Term Pool consists primarily of General Fund cash balances and
provides liquidity to the remaining pools. The Long-Term Pool invests the Budget Reserve
Trust Fund account and other funds deemed appropriate for the pool where liquidity is not a
serious concern. The Intermediate Pool represents Agency Fund investments, state held
component unit funds and fiduciary fund accounts held for the benefit of others by the state. The
Bond Proceeds Pool invests in U.S. Treasury and Agency obligations. Capital Construction
bond proceeds are deposited into the Bond Proceeds Pool until expended for their intended
purpose.

The Commonwealth engages in selective derivative transactions. These transactions are
entered into only with an abundance of caution and for specific hedge applications to minimize
yield volatility in the portfolio. The State Investment Commission expressly prohibits the use of
margin or other leveraging techniques. The Commonwealth executes a variety of transactions
which may be considered derivative transactions, including: over-the-counter treasury options,
the securities lending program, fixed receiver interest rate swaps, and most recently the purchase
of mortgage backed securities, and collateralized mortgage obligations.

The Commonwealth has used over-the-counter treasury options since the mid-1980s to
hedge and add value to the portfolio of treasury securities. These transactions involve the
purchase and sale of put and call options on a covered basis, holding either cash or securities
sufficient to meet the obligation should it be exercised. The State Investment Commission limits
the total option commitment to no more than 20% of the total portfolio of treasury and agency
securities. Historically, this commitment has been less than 10% of the portfolio.

The Commonwealth has had a securities lending program since the mid-1980s. The state
reverses its treasury and agency securities in exchange for 102% of eligible collateral pursuant to
KRS 42.500, marked to market daily. Currently, the Commonwealth receives a guaranteed 7.5
basis points of the average market value of securities in the program.

The Commonwealth has also engaged in an asset-based interest rate swap to better match
its assets and liabilities and to stabilize the volatility of interest income. These transactions have
required the Commonwealth to pay a floating rate in exchange for a fixed rate over a specific
period of time. On September 28, 1995, the State Investment Commission adopted resolution
95-03, which re-authorized interest rate swap transactions in a notional amount not to exceed
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$200 million outstanding, using the International Swap Dealers Association, Inc. Master
Agreement and applicable appendices. Currently, the Commonwealth has no asset-based swap
transactions outstanding.

House Bill 5 of the First Extraordinary Session of 1997 was enacted on May 30, 1997.
The bill amended KRS 42.500 to authorize the purchase of additional securities with excess
funds available for investment. The new classes of securities include: United States dollar
denominated corporate, Yankee and Eurodollar securities, issued by foreign and domestic
“issuers, including sovereign and supranatural governments, rated in one of the three highest
categories by a nationally recognized rating agency, and asset backed securities rated in the
highest category by a nationally recognized rating agency.

On June 18, 1997, the State Investment Commission adopted policies and procedures to
govern the purchase of the new authorized securities. The new asset classes will be limited to
25% of the assets of any investment pool. Corporate securities, inclusive of Commercial Paper,
Banker's Acceptances and Certificates of Deposit are limited to $25 million per issuer. Asset
Backed Securities are limited to a stated final maturity of 10 years or less and must have a
weighted-average-life of not more than 4 years. The Commission also adopted policies and
procedures regarding the investment of funds in United States Agency Mortgage Backed
Securities ("MBS") and Collateralized Mortgage Obligations ("CMO"). MBS and CMO are
limited to a maximum of 25% of any investment pool. MBS are limited to a stated final maturity
of 10 years or less with a weighted-average-life of 4 years or less. CMO are subject to the
guidelines established by the Federal Financial Institutions Examination Council for CMO
security purchases for regulated financial institutions. CMO are further limited to a weighted-
average-life of 4 years or less.

Year 2000 Compliance

The Commonwealth of Kentucky has been aware since early 1994 of the technology
problems associated with the year 2000. The state has inventoried and assessed all computer
systems/applications and identified external interfaces. Ninety nine percent of all mission
critical systems have been remediated, tested and placed back into production and are year 2000
compliant. One system is currently being retested and scheduled for implementation in
November 1999. All other state agency systems, both internal and external, are 98% complete
and will be converted and placed into production by December 31, 1999.

The General Assembly, during the 1998 Regular Session, appropriated $6,700,000 to a
year 2000 “contingency fund”. Portions of the fund are being used for independent validation
and verification, by third-party vendors, of the state’s mission critical systems that are compliant
and which have already been placed back into production. This process includes off-site code
evaluation as well as on-site testing. Business continuity plans have been written for all mission
critical systems. Rollover plans that will be executed during the first weekend of the new year
are being developed and will be tested in early December. Further information regarding year
2000 compliance by the Commonwealth may be found on the Internet at
http://'www state ky us/year2000/index. htm.
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DEFINITIONS

Set forth below are the definitions of some of the terms used in this Official Statement,
the Indenture and the Financing Agreement, which are not otherwise defined herein. Reference
is hereby made to the Indenture and the Financing Agreement for a complete recital of the terms
defined therein.

"Act" means Section 56.860 et seq. of the Kentucky Revised Statutes, as amended.

"Additional Payments" means the Additional Payments payable under the Financing
Agreement.

"Additional Rent" means additional rent as set forth in the Financing Agreement.

"Alternate Credit Facility" means any Credit Facility delivered to, and accepted by, the
Trustee pursuant to the Indenture in substitution of a Credit Facility, which Credit Facility shall
be the same in all material respects (except as to expiration date) as the Credit Facility it is
replacing.

"Alternate Liquidity Facility" means any Liquidity Facility delivered to, and accepted by,
the Trustee pursuant to the Indenture in substitution for a Liquidity facility. Extensions of the
term of a Liquidity Facility then in effect shall not be deemed an Alternate Liquidity Facility.

"Applicable Interest Period" means for Notes bearing interest at (i) the Daily Rate, 50
days, (ii) the Weekly Rate and the Index Rate, 45 days and (iii) the Commercial Paper Rate or a
Fixed Rate, 195 days, or such other number of days as may be required by a Rating Service with
respect to an Alternate Credit Facility or Alternate Liquidity Facility.

"Authorized Officer" means the Executive Director of the Office of Financial
Management and any other officer, member or employee of the Office of Financial Management
authorized by a certificate of the Executive Officer to perform the act or sign the document in
question, and if there is no such authorization, means the Executive Officer.

"Available Amount" means available amount as set forth in the Credit Facility.

"Bank Notes" means Notes of any Series pledged to, or owned by, a Liquidity Provider
or Credit Facility Provider.

"BMA Index" is the per annum rate established weekly by Municipal Market Data for
tax-exempt seven-day variable rate demand obligations meeting the Bond Market Association’s
criteria for inclusion in the index. If the Index is no longer published, a successor or equivalent
index will be selected by the Remarketing Agent (or if there is no Remarketing Agent, the
Trustee), after consultation with the Commission.
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"Book-Entry—Only Notes" means Noteg which, at the election of the Commission, shall
be issued in accordance with the DTC Operationg] Arrangemengs

"Certificate of Awarq" means the Certificate of gy Authorized Officer establishing Certain
terms of the Notes and authorized i the Indentyre

"Counsel" of "Counse]'s Opinion" means an opinjop signed by such attorney or fjrpy of
attorneys of recognized nationa| Standing in the field of [ayw relating to Mmunicipa] bopdg and
Municipa] finance a4 may be selecteqd by the Commission.
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Alternate Credit Facility. A Credit Facility shall not constitute a Liquidity Facility under the
Indenture.

"Credit Facility Agreement" means the reimbursement agreement, bond insurance
agreement or similar agreement between the Commission and any Credit Facility Provider.

"Credit Facility Provider" means (i) Morgan Guaranty Trust Company of New York, or
(ii) another entity providing a Credit Facility with respect to a Series of Notes named in the
Certificate of Award relating to such Series of Notes, the unsecured, uninsured and unguaranteed
short term debt obligations of which entity have been rated at a rating no lower than the existing
ratings by each Rating Service on the Notes.

"Debt" means, with respect to any Person, (a) all obligations of such Person evidenced by
bonds, debentures, notes or other similar instruments; (b) all obligations of such person as lessee
under capital leases; (c) all obligations of such Person to pay the deferred purchase price of
property; (d) certificates of participation evidencing an undivided ownership interest in payments
made by such Person as lessee under capital leases, as purchased under an installment sale
agreement or otherwise as an obligor in connection therewith; and (e) all Guarantees by such
Person of Debt of another Person.

"Electronic Means" means (i) telecopy, telegraph, telex, electronic mail, facsimile
transmission or other similar electronic means of communication, including a telephonic
communication confirmed by writing or written transmission, or (i) making information
available to third parties by readily accessible electronic means.

"Eligible Investments" means any investment authorized by Section 42.500 of the
Kentucky Revised Statutes, as the same may be amended from time to time.

"Expiration Date" means the stated expiration date of a Liquidity Facility or Credit
Facility, as such may be extended from time to time, or any earlier date on which the Liquidity
Facility or Credit Facility shall terminate, expire or be canceled.

"Expiration Tender Date" means the day that is five Business Days prior to the Expiration
Date; provided that if the Expiration Date is after the Final Maturity Date there shall be no
Expiration Tender Date. '

"Fiduciary" or "Fiduciaries" means the Trustee, any Paying Agent or Agents, or any
combination of them, as may be appropriate.

"Final Maturity Date" means June 30, 2003.
"Financing Agreement" or "Financing/Lease Agreement' means the Financing/Lease

Agreement, dated as of November 1, 1999 | among the Commission, the Cabinet and the SPBC,
by which the Project is leased to the Cabinet, and any amendments or supplements thereto.
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"Financing Payments" Means  Financing Payments payable under the Financing
Agreement.

"Fiscal Year" means any period of twelve (12) months commencing July ] of any year
and ending June 30 of the ensuing year.

"Fitch" means Fitcp IBCA, Inc.

"Indenture" of "Trust Indenture" means the Tryst Indenture, dated as of November 1
1999 , and entered into between the Commission ang the Trustee, as amended or Supplemented
from time to time

"Interest Account" meang the account by that name in the Note Payment Fund established
under the Indentyre ’



shall be an Interest Payment Date on the first day of a month that is no more than 182 days after
the Fixed Rate Commencement Date and at least semi-annually thereafter; (v) the date any Notes
are redeemed, mature or are converted from their existing Interest Rate Mode to bear interest in a
different Interest Rate Mode; and (v) with respect to Bank Notes, the dates set forth in the Credit
Facility Agreement.

"Interest Rate Adjustment Date" means any date on which the interest rate on a Series of
Notes may be adjusted, either as the result of the conversion of the interest rate on a Series of
Notes to a different Interest Rate Mode, or by adjustment of the interest rate on a Series of Notes
within the applicable Interest Rate Mode. An Interest Rate Adjustment Date shall be each
Business Day with respect to a Series of Notes bearing interest at the Daily Rate; each
Wednesday with respect to a Series of Notes bearing interest at the Weekly Rate; the Fixed Rate
Commencement Date with respect to a Series of Notes to bear interest at the Fixed Rate; each
Thursday (and, if the Index Rate Commencement Date is a date other than a Thursday, the
Thursday next preceding the Index Rate Commencement Date) with respect to a Series of Notes
bearing interest at the Index Rate; and the first day of each Commercial Paper Period with
respect to any Series of Notes bearing interest at a Commercial Paper Rate.

"Interest Rate Determination Date" means with respect to each Series of Notes, the Issue
Date of such Series of Notes, and thereafter shall mean, (i) with respect to any Series of Notes to
bear interest at the Daily Rate, each day such Series of Notes bears interest at the Daily Rate, (ii)
with respect to any Series of Notes to bear interest at the Weekly Rate, Tuesday, or if such
Tuesday is not a Business Day, then the next succeeding Business Day, (iii) with respect to any
Series of Notes to bear interest at the Commercial Paper Rate, the first day of each Commercial
Paper Period, (iv) with respect to any Series of Notes to bear interest at the Fixed Rate, the fifth
Business Day preceding the Fixed Rate Commencement Date, and (v) with respect to any Series
of Notes to bear interest at the Index Rate, the Interest Rate Adjustment Date.

"Interest Rate Period" means that period of time for which the interest rate with respect to
a Series of Notes has been determined by the Remarketing Agent or otherwise as provided in the
definition of the applicable Interest Rate Mode, commencing on the applicable Interest Rate

Adjustment Date, and terminating on the day immediately preceding the following Interest Rate
Adjustment Date.

"Investment Grade" means any rating in one of the four highest rating categories of any
Rating Agency without regard to any numerical designations or the symbols "+" or "-".

"Issue Date" means the date of any Notes issued under the Indenture as determined by the
Certificate of Award authorizing such Notes.

"KRS" means the Kentucky Revised Statutes of the Commonwealth of Kentucky as the
same are in full force and effect at the date of the adoption of the Indenture, and any future
amendments thereof to the extent that the same will not unconstitutionally impair the obligations
of contracts created under the provisions of the Indenture.

"Liquidity Advance" means each Liquidity Drawing under the Credit Facility.
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"Liquidity Drawing" means a drawing by the Trustee under the Credit Facility of an
amount equal to the purchase price of Notes tendered for purchase which have not been
successfully remarketed or for which the purchase price has not been received by the
Remarketing Agent by 12:30 p.m. New York time on the purchase date.

"Liquidity Facility" means with respect to any Series of Notes (a) the obligation of the
Commission to purchase such Series of Notes that are tendered or required to be tendered for
purchase, (b) a standby note purchase agreement, letter of credit, line of credit, revolving credit
agreement, bond insurance policy, surety bond or similar liquidity enhancement or support
facility or agreement or undertaking or combination thereof issued by a Liquidity Provider in
favor of the Trustee, for the account of the Commission, obligating the Liquidity Provider to pay
during the periods described therein, upon request and in accordance with the terms thereof, the
amounts described therein for the purposes of making certain payments on or with respect to
such Series of Notes tendered for purchase or (c) upon acceptance by the Trustee of any
Alternate Liquidity Facility, such Alternate Liquidity Facility; provided, that (i) any Alternate
Liquidity Facility accepted hereunder shall (except as otherwise specifically required hereby)
support payments of Purchase Price to the same extent as the Liquidity Facility it replaces and
(ii) for purposes of drawing upon or otherwise causing moneys to be available pursuant to a
Liquidity Facility on or prior to a Purchase Date relating to the acceptance by the Trustee of an
Alternate Liquidity Facility, "Liquidity Facility" shall mean the Liquidity Facility in effect
immediately prior to acceptance of such Alternate Liquidity Facility. A Liquidity Famhty shall
not constitute a Credit Facility under the Indenture.

"Liquidity Provider" or "Liquidity Facility Provider" means an entity providing a
Liquidity Facility with respect to a Series of Notes named in the Certificate of Award relating to
such Series of Notes, the unsecured, uninsured and unguaranteed short term debt obligations of
which have been rated by the Rating Agencies at ratings no lower than the existing ratings on the
Notes.

"Mandatory Purchase Date" means a Substitution Tender Date, an Expiration Tender
Date, the date the interest rate on a Series of Notes is converted to a different Interest Rate Mode
or, with respect to Notes bearing interest at a Commercial Paper Rate, the end of each
Commercial Paper Period and for Notes bearing interest at an Index Rate, the Mandatory
Purchase Dates set forth in the Certificate of Award or certificate with respect to conversion to
the Index Rate required by the Indenture.

"Maximum Interest Rate" means, with respect to any Series of Notes secured by a
Liquidity Facility or Credit Facility, the maximum interest rate for which draws for the payment

of interest on such Series of Notes is permitted under the applicable Liquidity Facility or Credit
Facility.

"Memorandum of Instructions" means a Memorandum of Instructions Regardmg Rebate
which may be delivered to the Commission and the Trustee at the time of the issuance and

dehvery of a Series of Notes, as the same may be amended or supplemented in accordance with
its terms.
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"Moody's" means Moody's Investors Service, Inc.

"No Issuance Notice" means a written notice from the Credit Facility Provider stating
that an event of default has occurred under the Credit Facility Agreement and directing that no
Additional Notes may be issued under the Indenture.

"Note Payment Fund" means the Fund so designated which is established and created by
the Indenture.

"Outstanding" when used with reference to Notes, means, as of any date, all Notes
theretofore or then being authenticated and delivered under the Indenture except:

(&)  Notes canceled upon surrender, exchange or transfer or canceled because
of payment or redemption at or prior to such date;

(b)  Notes for the payment, redemption or purchase for cancellation of which
sufficient moneys have been deposited and credited for the purpose on or prior to
that date in the Note Payment Fund (whether upon or prior to the maturity or
redemption date of those Notes); provided that if any of those Notes are to be
redeemed prior to their maturity, notice of that redemption shall have been given
or arrangements satisfactory to the Trustee shall have been made for giving notice
of that redemption, or waiver by the affected Noteholders of that notice
satisfactory in form to the Trustee shall have been filed with the Trustee, and
provided further that if any of those Notes are to be purchased for cancellation a
firm offer for sale stating the price shall have been received and accepted,;

(c)  Notes which are deemed to have been paid pursuant to the provisions of
Article IX of the Indenture or any Notes which are deemed to have been paid
pursuant to the provisions of the Indenture;

(d)  Notes in lieu of which others have been authenticated under Sections 3.07
and 3.11 of the Indenture; and

(e) Notes deemed tendered under Section 3.14 of the Indenture.

"Paying Agent" means any bank or trust company so designated, and its successor or

successors hereafter appointed, as paying agent for the Notes in the manner provided in the
Indenture.

"Person" means any individual, firm, partnership, association, corporation, or
governmental agency.

"Pledged Receipts"

1) means all amounts received as drawings under the Credit Facility;
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(i)  means all of the Financing Payments and Additional Payments, as
defined in the Financing Agreement, to be paid by the Cabinet to the
Commission pursuant to the Financing Agreement except for any Financing
Payments or Additional Payments payable under the Financing Agreement
subsequent to the release of the pledge pursuant to Section 6.11 of the Indenture;

(i)  shall include all interest earned and gains realized on Eligible
Investments (a) except for earnings and gains on any investments in the Rebate
Fund and (b) unless the Indenture specifically requires such interest earned or
gains realized to remain in a particular Fund or Account and does not therefor
constitute a Pledged Receipt; and

(iv)  the proceeds of any Bonds to the extent such proceeds are
deposited in the Note Payment Fund.

"Project" means the several projects authorized for the State Agencies by the Budget Act
for which a Sublease has been executed and which are more particularly described in this
Official Statement.

"Project Fund" means the Project Fund created by the Indenture.

"Principal Account" means the account by that name in the Note Payment Fund
established under the Indenture.

"Purchase Account" means the account by that name within the Note Payment Fund
established under the Indenture.

"Purchase Price" means (i) an amount equal to the principal amount of any Notes
purchased on any Purchase Date, plus, accrued interest, if any, to the Purchase Date, or (ii) an
amount equal to the principal amount of any Notes purchased on a Mandatory Purchase Date,
plus accrued interest, if any, to the Mandatory Purchase Date.

"Rating Confirmation Notice" means a written a notice from Moody's, if Moody's is then
rating a Series of Notes, from S&P, if S&P is then rating a Series of Notes, and from Fitch, if
Fitch is then rating a Series of Notes, confirming that the rating on the Series of Notes for which
such rating was given will not be lowered or withdrawn.

"Rating Service" means Moody's, if Moody's is then rating the Notes, S&P, if S&P is

then rating the Notes, and Fitch, if Fitch is then rating the Notes, and their successors and
assigns.

"Rebate Fund" means the fund by that name established pursuant to the Indenture.

"Record Date" means (i) for Notes bearing interest at the Daily Rate, the last day of the
month (whether or not a Business Day) next preceding the applicable Interest Payment Date and

-45 -




(ii) for all other Interest Rate Modes, the day (whether or not a Business Day) next preceding
the applicable Interest Payment Date.

"Redemption Date" means the date established for the redemption of Notes under the
Indenture.

"Registrar" means the registrar maintaining the registration books for any Notes.

"Reimbursement Obligations" means any and all amounts including, but not limited to,
fees, expenses, amounts drawn under the Credit Facility and Liquidity Advances, which may
from time to time be owing by the Commission to the Credit Facility Provider under the Credit
Facility Agreement, including in each instance all interest accrued thereon.

"Related Documents" means the Indenture, the Credit Facility, the Credit Facility
Agreement, the Notes, the Financing Agreement, the Official Statement, the Subleases and the
Remarketing Agreement.

"Remarketing Agent" means Salomon Smith Barney Inc. acting in its capacity as
Remarketing Agent under the Remarketing Agreement or a successor Remarketing Agent
appointed under the terms of the Indenture.

"Remarketing Agreement" means the Remarketing Agreement, dated as of November 1,
1999, between the Remarketing Agent and the Commission, as the same may be amended or
supplemented from time to time in accordance with its terms.

"Renewal Term" means a period of two (2) years coinciding with the fiscal biennium of
the Commonwealth, which commences on July 1 in each even-numbered year and ends on

June 30 of the next ensuing even-numbered year unless hereafter modified by statute.

"Rent" means the payments requested to be made by the Cabinet and the SPBC pursuant
to the Financing Agreement.

"Resolution" means the resolution of the Commission authorizing the issuance of the
Notes and the execution and delivery of the Indenture.

"S&P" means Standard & Poor's Ratings Group, a division of The McGraw Hill
Companies, Inc.

"Series" means the Notes.
"SPBC" means the State Property and Buildings Commission of the Commonwealth.
"State" means the Commonwealth of Kentucky.

"State Agency" means any State Agency, as defined in the Act.
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"Stated Termination Date" means November 17, 2000.

"Subleases" means the various Subleases entered or to be entered into by the Cabinet, as
lessor and the State Agencies, as lessees, under the terms and as contemplated by the Financing
Agreement.

"Substitution Date" means the date on which a Liquidity Facility or Credit Facility, as
the case may be, is to be substituted for another Liquidity Facility or Credit Facility in
accordance with the provisions of the Indenture.

mSubstitution Tender Date" means the date five Business Days prior to the Substitution
Date.

"Supplemental Trust Indenture" or "Supplemental Indenture" means any trust indenture
supplemental to or amendatory of the Indenture adopted by the Commission in accordance with
the Indenture.

"Treasurer" means the Treasurer of the State.

"Trust Estate" means the trust estate created by the Indenture and by the pledges
specifically set forth in the Indenture.

"Underwriter" means Salomon Smith Barney, as representative of the underwriters
identified in the Note Purchase Agreement for the Notes.

SUMMARY OF CERTAIN PROVISIONS OF
THE INDENTURE AND THE FINANCING AGREEMENT

Summarized below are certain provisions of the Indenture and Financing Agreement.
This summary does not purport to be complete, and is qualified by reference to Indenture and
Financing Agreement.

The Indenture

Delivery of the Notes and Additional Notes. The Indenture authorizes the issuance of
Notes, in one or more Series, in an aggregate principal amount not to exceed $135,000,000.
The Notes are to be issued in anticipation of the issuance of Bonds by the SPBC.  The
Indenture provides that the Commission may authorize the issuance of Notes upon execution of
a Certificate of Award. Every Certificate of Award is required to contain: (i) the authorized
principal amount of said Notes, by applicable Series; (ii) the Issue Date of such Series of Notes;
(iii) whether such Series of Notes will be issued as Book-Entry-Only Notes; (iv) the initial
Interest Rate Mode for such Series of Notes, including the Interest Payment Dates for Fixed
Rate Notes; (v) whether such Series of Notes are to be secured by a Liquidity Facility or Credit
Facility; (vi) the optional redemption provisions relating to such Series of Notes; (vii) the
optional and mandatory tender provisions relating to such Series of Notes; (viii) the price at
which such Series of Notes will be sold to the Underwriter; (ix) the allocation of the proceeds of
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such Series of Notes; and (x) any other provisions deemed advisable by the Commission, not in
conflict with or in substitution for the provisions of the Indenture. The Indenture provides the
conditions precedent to authentication and delivery of the Notes.

All Notes will rank on a parity and equality with one another, without regard to Series
designation or date of original issuance and is entitled to the benefit of the continuing pledge
and lien created by the Indenture to secure the full and final payment of the principal of and
interest on the Notes.

Security and Pledge of Revenues. The Notes are special obligations of the
Commission, payable only from revenues and funds specifically pledged by the Commission for
the payment of the principal of, if any, and interest on the Notes. There have been pledged for
payment of the principal of and interest on the Notes: (1) the proceeds of sale of the Notes, (ii)
Eligible Investments acquired from Note proceeds or by application of moneys in Funds and
Accounts subject to the limitations of (iv) below), (iii) the Pledged Receipts, and (iv) all Funds
and Accounts created and established pursuant to the Indenture except the Rebate Fund,
including moneys and securities therein

Establishment of Funds. The Indenture establishes the following special trust Funds:
(i) the Cost of Issuance Fund (Series)(Date); (ii) the Project Fund; (iii) the Note Payment Fund
(Series); and (iv) the Rebate Fund. Each of these Funds is discussed below.

Cost of Issuance Fund. The Indenture establishes a separate Cost of Issuance Fund and
within such Fund for each Series of Notes a separate Account on each Issue Date, which
separate Account will be identified by inserting in the designation therefor the Issue Date of the
Notes for which the Account was established.

In the Cost of Issuance Account established on the Issue Date for each Series of Notes,
there shall be deposited the amount of moneys necessary to pay the Costs of Issuance of such
Notes specified and determined in the Certificate of Award authorizing the issuance of such
Notes.

The Trustee is required from time to time to pay out, or to permit the withdrawal of,
moneys from the applicable Cost of Issuance Account to pay any Costs of Issuance, free and
clear of any lien or pledge or assignment in trust created by the Indenture, for the purpose of
paying in the manner authorized by the Indenture, any Costs of Issuance of the Notes for which
such Account was established, upon receipt by said Trustee of a written requisition of the
Commission signed by an Authorized Officer stating with respect to each payment to be made,
for Costs of Issuance to be so paid and identifying the Account from which such requisition is
to be paid.

If any moneys remain in a Cost of Issuance Account on the date which is five months
from the date of issuance of the applicable Series of Notes, the Trustee is required to transfer
such amounts to the Note Payment Fund.
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account in the Commonwealth's management administrative and reporting system. The Project
Fund will be Separately identified from all other accounts in the Cornmonwealth's management
administrative and Teporting system and will be used solely for the burposes provided ip the
Indenture.

The proceeds of the issuance and delivery of any Notes remaining after the deposit of (a)
accrued interest to the Interest Account of the Note Payment Fund, (b) Costs of Issuance to the
Cost of Issuance Fund and (¢) amounts needed to pay the principal of, interest on and premium,
if any, on any Notes, as may be set forth in a Certificate of Award to the Note Payment Fund,
will be deposited in the Project Fund.

The Indenture authorizes ang directs the Treasurer to make disbursementsg from the
Project Fund on 5 first-in-first-out basis in accordance with and g required by the provisions of
written requisitions filed from time to time by the Cabinet and in accordance with the provisions
of the F inancing Agreement.

The Cabinet wij keep and maintain adequate records pertaining to the Project Fund ang
all disbursements therefrom. Except for amounts which must pe transferred to the Rebate Fund,
all of the income derived from investment of the Project Fund will, at the option of the Cabinet,
be transferred as received to the Note Payment Fund and disbursed therefrom on the next
succeeding Interest Payment Date or held in the Project Fund and used for the purposes thereof

Note Payment Fund. The Indenture establishes a Note Payment Fungd Under the
Indenture, the Trustee is required to maintain the Note Payment Fund.

Facility or Credit Facility for the Payment of the Purchase Price for any Notes which are
tendered and pot remarketed by the Remarketing Agent, which sha]] be deposited in 5 "Draw
Subaccount



principal of and premium, if any, the Notes at maturity on a Redemption Date, or upon
acceleration; and (iii) received as the principal portion of Financing Payments (including any
prepayments of the principal portion of Financing Payments.)

(D) A Credit Facility Account, into which will be deposited all amounts
received from draws under a Credit Facility to pay the principal of, interest on and premium, if
any, on any Notes.

As discussed above under "Project Fund," the Commission is required to cause the
Finance and Administration Cabinet to transfer moneys on each Interest Payment Date from the
Project Fund to the Trustee for deposit to the Note Payment Fund for the purpose of paying
principal, purchase price and interest on the Notes.

Moneys in the Note Payment Fund are required to be used as follows:

(1) Amounts in the Interest Account will be used to pay interest on the Notes,
unless draws have been made on a Credit Facility for such purpose, in which
case, amounts corresponding to such draws (plus any related fees of the Credit
Facility Provider) will be paid to the Credit Facility Provider and thereafter to
pay the fees of any Remarketing Agent, Credit Facility Provider or Liquidity
Provider.

(2) Amounts in the Purchase Account will be used to purchase Notes which are
tendered for purchase, subject to certain provisions of the Indenture. Amounts in
the Remarketing Proceeds Subaccount will be used first for such purpose and
then amounts in the Draw Subaccount. If the Trustee deposits moneys in the
Draw Subaccount in accordance with the Indenture to pay the Purchase Price of
Notes on a Purchase Date or Mandatory Purchase Date and thereafter deposits
amounts in the Remarketing Proceeds Account upon the remarketing of Notes
that were the subject of such deposit, the Paying Agent, by wire transfer, is
required to pay to the Commission (if the Commission has deposited funds to the
Draw Subaccount) or to the Liquidity Provider or Credit Facility Provider the
amount deposited in the Remarketing Proceeds Subaccount as a result of
remarketing such Notes.

If the Paying Agent fails to receive remarketing proceeds from the
Remarketing Agent, moneys paid by the Commission or moneys drawn on the
Liquidity Facility or Credit Facility in an amount sufficient to pay the Purchase
Price of tendered Notes, (a) the Paying Agent is required to pay to the
Remarketing Agent the entire amount then on deposit in the Purchase Account,
and the Remarketing Agent is required to return such amount to the prospective
purchasers which provided such moneys to the Remarketing Agent, (b) any
amount paid by the Commission, the Liquidity Provider or Credit Facility
Provider on such draw will be deposited in the Note Payment Fund, (c) pursuant
to provisions in the Indenture, the Trustee is required to declare the Notes to be
due and payable and (d) the Trustee is required to hold for payment pursuant to
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The Trustee g required to draw op any Liquidity Facility pursyant to its terms, in the
amounts and at the timeg necessary to pay the Purchase Price op the related Notes pursuant to
the Indenture.

Rebate Fund., The Indenture establishes a Rebate Fund, separate from any other fund
established and m i I



Commission so directs, the Trustee will deposit moneys into or transfer moneys out of the
Rebate Fund from or into such account or funds as directed by the Commission's written
directions. Any funds remaining in the Rebate Fund after redemption and payment of all of the
Notes and payment and satisfaction of any Rebate Amount, or provision made therefor
satisfactory to the Trustee will be withdrawn and remitted to, or at the direction of, the
Commission.

Notwithstanding any other provision of the Indenture, the obligation to remit the Rebate
Amounts to the United States and to comply with all other requirements of the foregoing and
the Memorandum of Instructions will survive the defeasance or payment in full of the Notes.

Investment of Funds. Except for amounts in the Purchase Account and the Credit
Facility Account (which are to be held uninvested), amounts on deposit in any Fund or Account
are required to be invested in Eligible Investments.

The Trustee is required to sell at the best price obtainable, or present for redemption or
exchange, any Eligible Investment purchased by it as an investment pursuant to the Indenture
whenever it will be necessary in order to provide moneys to meet any payment or transfer from
the Fund or Account from which such investment was made. The Trustee is required to advise
the Commission in writing, on or before the last business day of each calendar month, of the
details of all Eligible Investments held for the credit of each Fund or Account in its custody
under the provisions of the Indenture as of the end of the preceding month.

The Trustee is required to keep the Commission fully advised as to the details of all such
investments and is required to comply with any directions of the Commission with respect to
investments in Eligible Investments. Except as otherwise provided in the Indenture, earnings
and losses on Eligible Investments are required to be credited to the Fund or Account with
respect to which such investments were made (or pro-rated thereto) and such earnings or losses
become a part thereof for all purposes.

Defeasance. If the Commission pays or cause to be paid, or there is otherwise be paid,
to Holders of the Notes, such amounts as will, taking into account the investment earnings
therefrom, fully provide for all of the principal and interest to become due on any particular
Notes, at the times and the manner stipulated therein and in the Indenture, and all amounts
payable under the Liquidity Facility and the Credit Facility Agreement shall have been satisfied
and the Liquidity Facility and the Credit Facility shall have terminated in accordance with their
terms, then and in that event as to those particular Notes the Indenture will cease, determine,
and become null and void, and the covenants, agreements and other obligations of the
Commission under the Indenture will be satisfied and discharged for those particular Notes, and
in such event, the Trustee is required, upon the request of the Commission, execute and deliver
to the Commission all such instruments as may be desirable to evidence such discharge and
satisfaction and the Fiduciaries are required to pay over or deliver to the Commission all
moneys or securities held by them pursuant to the Indenture which are not required for the
payment or redemption of Notes not theretofore surrendered for such payment or redemption
for those particular Notes.
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Notes or interest installments of particular Notes for the payment or redemption of
which moneys will have been set aside and will be held in trust by Fiduciaries will, at the
maturity or date of redemption thereof, be deemed to have been paid within the meaning and
with the effect expressed in the preceding paragraph. Particular Notes will, prior to the maturity
or redemption thereof, be deemed to have been paid within the meaning and with the effect
expressed in the preceding paragraph if (a) in case any of said Notes are to be redeemed on any
date prior to their maturity, the Commission will have given to the Trustee in form satisfactory
to it irrevocable instructions to provide notice of redemption in the manner prescribed in the
Indenture, (b) there will have been deposited with the Trustee either moneys in an amount
which will be sufficient, or Defeasance Obligations, the principal of and the interest on which
when due will provide moneys which, together with the moneys, if any, deposited with the
Trustee at the same time, will be sufficient (as verified in a report of a firm of certified public
accountants or other evidence of sufficiency as may be acceptable to each Rating Agency) to
pay when due the principal and interest due and to become due on said Notes on and prior to the
redemption or maturity date thereof, as the case may be, and (c) in the event said Notes are not
subject to redemption within the next 60 days, the Commission will have given the Trustee in
form satisfactory to it irrevocable instructions to notify the Holders of such Notes of such
redemption in the manner provided in the Indenture for giving notice of redemption and (d) the
Trustee will have received, as to any Notes issued on a tax-exempt basis, a Counsel's Opinion
that the defeasance will not adversely affect the exclusion from gross income for federal income
tax purposes of interest thereon. Neither Defeasance Obligations or moneys deposited with the
Trustee pursuant to this paragraph nor principal or interest payments on any such obligations
will be withdrawn or used for any purpose other than, and will be held in trust for, the payment
of the principal and interest on said Notes.

Anything in the Indenture to the contrary notwithstanding, any moneys held by a
Fiduciary in trust for the payment and discharge of any of the Notes which remain unclaimed
for six (6) years after the date when all of the Notes have become due and payable, either at
their stated maturity dates or by call for earlier redemption, if such moneys were held by the
Fiduciary at such date, or for six (6) years after the date of deposit of such moneys if deposited
with the Fiduciary after said date when all of the Notes became due and payable, will (subject to
the provisions of Article V of the Indenture), at the written request of the Commission, be
repaid by the Fiduciary to the Commission, as its absolute property and free from trust, and the
Fiduciary will thereupon be released and discharged.

"Defeasance Obligations" means and includes any of the following:
. (1) Direct and general non-callable obligations of the United States of
America, backed by the full faith and credit of the United States of America or obligations that
are unconditionally guaranteed as to principal and interest by the United States of America. The

obligations described in this paragraph are called "United States Obligations".

(i) Prerefunded municipal obligations rated "AAA" by each Rating Service
then rating the Notes and meeting the following conditions:
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Liquidity Provider or Credit Facility Provider or the Holders of not less than five percent in
principal amount of the Outstanding Notes; or

(5)  receipt by the Trustee of notice, (i) from the Credit Facility Provider,
within the time period specified in a Credit Facility, that it will not reinstate amounts drawn on
the Credit Facility to pay interest on the Notes or (i) from the Liquidity Provider or Credit
Facility Provider that an Event of Default has occurred under the Liquidity Facility or Credit

Facility Agreement.

Subject to provisions in this paragraph and upon the occurrence of an Event of Default
as specified in paragraph (1), (2), (3) or (5) above, the Trustee is required to declare, by a notice
in writing delivered to the Commission, the principal of all Notes then outstanding (if not then
due and payable), together with interest accrued thereon, to be due and payable immediately.
Upon the occurrence of an Event of Default as specified in paragraph (4) above, the Trustee
may, or at the direction of the Holders of not less than 25% of the Notes Outstanding will
declare, by a notice in writing delivered to the Commission, the principal of all Notes then
outstanding (if not then due and payable), together with interest accrued thereon, to be due and
payable immediately. Anything in this paragraph to the contrary notwithstanding, upon the
occurrence of an Event of Default with respect to Notes secured by a Credit Facility or
Liquidity Facility, the Trustee shall make any such declaration only upon the written direction,
or upon the written consent of the related Credit F acility Provider and the Liquidity Provider;
provided that such consent shall only be required when the Event of Default is not described
under clause (i) of paragraph (5) above and the applicable Credit Facility Provider or Liquidity
Provider is not in default of its obligations under its Credit Facility or Liquidity Facility, as
applicable.

Any such declaration will be by notice in writing to the Commission and the
Remarketing Agent, and, upon said declaration, principal and interest on all Notes will become
and be immediately due and payable. The Trustee immediately upon such declaration will give
notice thereof in the same manner as provided in the Indenture with respect to the redemption of
the Notes without regard to the times stated for notice of redemption that the payment of
principal and interest will be tendered immediately to the Holders of the Notes and that interest
has ceased to accrue as of the date of such declaration of acceleration.

If an Event of Default has occurred under paragraphs (1), (2) or (3) above, the Trustee is
required to proceed, or upon the happening and continuance of any Event of Default specified in
paragraph (4) above and with the written consent of the related Credit Facility Provider and/or
Liquidity Provider, the Trustee may proceed, and upon the written request of the Holders of not
less than 25% of the Outstanding Notes is required to proceed, in its own name, to protect and
enforce its rights and the rights of the Holders by such suits, actions or special proceedings in
equity or at law, or by proceedings in the office of any board or officer having jurisdiction,
whether for the specific performance of any covenant or agreement contained in the Indenture
or in aid of the execution of any power granted therein or in the Act or for the enforcement of
any legal or equitable rights or remedies as the Trustee, being advised by its counsel, will deem
most effectual to protect and enforce such rights or to perform any of its duties under the
Indenture.
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In the enforcement of any rights and remedies under the Indenture, the Trustee will be
entitled to sue for, enforce payment on and receive any and all amounts then or during any
default becoming, and at any time remaining, due and unpaid from the Commission for
principal, interest or otherwise, under any provision of the Indenture or of the Notes, with
interest on overdue payments at the rate or rates of interest specified in such Notes, together
with any and all costs and expenses of collection and of all proceedings under the Indenture and
the Notes, without prejudice to any other right or remedy of the Trustee or of the Holders, and
to recover and enforce a judgment or decree against the Commission, but solely as provided in
the Indenture and in the Notes for any portion of such amounts remaining unpaid, with interest,
costs and expenses, and to collect in any manner provided by law, the moneys adjudged or
decreed to be payable.

Priority of Payments After Default. In the event that upon the happening and
continuance of any Event of Default, the funds held by the Fiduciaries are insufficient for the
payment of principal and interest then due on the Notes, such funds (other than funds held for
the payment or redemption of particular Notes which have theretofore become due at maturity
or by call for redemption) and any other moneys received or collected by the Trustee acting
pursuant to the Act and the Indenture, after making provisions (i) for the payment of any
expenses necessary in the opinion of the Trustee to protect the interests of the Credit Facility
Provider and the Holders of the Notes, and (ii) for the payment of the charges and expenses and
liabilities incurred and advances made by the Fiduciaries in the performances of their respective
duties under the Trust Indenture, it being understood that amounts drawn on the Credit Facility
shall not be used for the purposes described in clauses (i) and (ii) and will be applied as follows:

¢)) Unless the principal of all of the Notes shall have become or have been declared
due and payable:

First: To the payment to the persons entitled thereto of all installments of
interest then due in the order of the maturity of such installments, and, if the
amount available shall not be sufficient to pay in full any installments, then to the
payment thereof ratably, accordingly to the amounts due on such installments, to
the persons entitled thereto, including amounts owed to the Credit Facility
Provider, without any discrimination or preference; and

Second: To the payment to the persons entitled thereto of the unpaid principal of
any Notes which shall have become due, whether at maturity or by call for
redemption, in the order of their due dates and, if the amounts available shall not
be sufficient to pay in full all the Notes due on any date, then to the payment
thereof ratably, according to the amounts of the principal due on such date, to the
persons entitled thereto, including amounts owed to the Credit Facility Provider,
without any discrimination or preference.

2) If the principal of all of the Notes shall have become or have been declared due

and payable, to the payment of the principal and interest due and unpaid upon the Notes without
preference or priority of principal over interest or of interest over principal, or of any

- 56 -



installment of interest over any other installment of interest, or of any Note over any other Note,
ratably, accordingly to the amounts due respectively for principal and interest, to the persons
entitled thereto, including amounts owed to the Credit Facility Provider, without any
discrimination or preference except as to any difference in the respective rates of interest
specified in the Notes.

Whenever moneys are to be applied by the Trustee as described herein, such moneys are
required to be applied by the Trustee at such times, and from time to time, as the Trustee in its
sole discretion shall determine, having due regard to the amount of such moneys available for
application and the likelihood of additional money becoming available for such application in
the future. The deposit of such moneys with the Fiduciaries, or otherwise setting aside such
moneys in trust for the proper purpose, shall constitute proper application by the Trustee, and
the Trustee will incur no liability whatsoever to the Commission, to any Holder or to any other
person for any delay in applying any such moneys, so long as the Trustee acts with reasonable
diligence, having due regard for the circumstances, and ultimately applies the same in
accordance with such provisions of the Trust Indenture as may be applicable at the time of
application by the Trustee. Whenever the Trustee exercises such discretion in applying such
moneys, it will fix the date (which shall be an Interest Payment Date unless the Trustee shall
deem another date more suitable) upon which such application is to be made and upon such date
interest on the amounts of principal to be paid on such date shall cease to accrue. The Trustee is
required to give such notice as it may deem appropriate for the fixing of any such date. The
Trustee is not required to make payment to the Holder of any unpaid Note unless such Note
shall be presented to the Trustee for appropriate endorsement or for cancellation if fully paid.

Direction of Proceedings. The Credit Facility Provider, the Liquidity Provider and the
Holders of the majority in principal amount of Notes then Outstanding shall have the right by an
instrument or concurrent instruments in writing executed and delivered to the Trustee, to direct
the method of conducting all remedial proceedings to be taken by the Trustee, provided that
such direction shall not be otherwise than in accordance with law or the provisions of the Trust
Indenture, and that the Trustee shall have the right to decline to follow any such direction which
in the opinion of the Trustee would be unjustly prejudicial to Holders not parties to such direc-
tion. In the event of a conflict between directions from the Credit Facility Provider, the Liquid-
ity Provider and such Holders, directions shall be followed in priority order as follows: (i) the
Credit Facility Provider, so long as the Credit Facility Provider is not in default of its obliga-
tions under the Credit Facility Agreement; (ii) the Liquidity Provider, so long as the Liquidity
Provider is not in default of its obligations under the Liquidity Facility and (iii) the Holders.

Supplemental Indentures. The Indenture provides procedures whereby the Commission
may amend the Indenture by adoption of a Supplemental Indenture, subject to the written consent
of the Trustee and the Credit Facility Provider and/or Liquidity Provider. Amendments that may
be made without the consent of the Holders and the Credit Facility Provider must be for purposes
of further securing the Notes, imposing further limitations on, surrendering rights of the
Commission, curing ambiguities, confirming any pledge under and the subjection to any lien,
claim or pledge, modifying any of the provisions of the Indenture in any other respects (provided
that such modifications will not be effective until after all Notes outstanding as of the date of
execution and delivery of such Supplemental Trust Indenture will cease to be Outstanding),
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modifying any provisions of the Indenture in order to obtain a Liquidity Facility or Credit Facility
(so long as such modifications affect only the Notes to which the Liquidity Facility or Credit
Facility relate) or for any other purpose that does not materially adversely affect the rights of the
Holders affected thereby.

Amendments of the respective rights and obligations of the Commission and the Holders
may be made with the written consent of the Credit Facility Provider and the Holders of not less
than a majority in principal amount of the Outstanding Notes affected by such amendment. No
such amendment can permit a change in the terms of redemption or maturity of the principal of
any Outstanding Note or of the rate of interest thereon or reduce the percentages or otherwise
affect the classes of Notes the consent of the Holders of which is required to effect such
amendment.

The Trustee. The Trustee will agree to perform the duties and obligations specifically
set forth in the Indenture, and no duties or obligations will be implied to the Trustee. In case a
default or an Event of Default has occurred and is continuing under the Indenture (of which the
Trustee has been notified or is deemed to have notice), the Trustee is required to exercise such
of the rights and powers vested in it by the Indenture, and use the same degree of care and skill
in their exercise, as a prudent person would exercise or use under the circumstances in the
conduct of his or her own affairs. The Indenture provides that the Trustee will be entitled to act
upon opinions of counsel and will not be responsible for any loss or damage resulting from
reliance thereon in good faith. In addition, the Indenture provides that the Trustee will be
entitled to rely on certain other instruments, and it will not be liable for any action reasonably
taken or omitted to be taken by it in good faith or be responsible other than for its own
negligence or willful neglect.

The Financing Agreement

The Commission, the Cabinet and the SPBC have entered into the Financing Agreement
which provides for (i) interim financing for the Project by issuance of the Notes by the
Commission, (ii) revenues for amortization for the Notes; (iii) the issuance of the Bonds for the
payment of the Notes which have not been amortized; (iv) the transfer of the Project to the
SPBC upon the issuance of the Bonds; and (v) the leasing of the Project from the SPBC to the
Cabinet and the State Agencies, if applicable, to provide revenues for amortization of the
Bonds. The Financing Agreement provides for revenues to reimburse the SPBC and the
Commission for their commitments to amortize such Bonds and Notes, respectively.

Each of the State Agencies has agreed to enter into a Sublease (collectively the
"Sublease") with the Cabinet pursuant to which the Project will be leased by the Cabinet to the
respective State Agencies on terms and conditions sufficient to provide financing for their
respective portion of the Project.

Term, Renewals, Financing Payments and Rent. The Commission has agreed to
provide interim financing for the Project to the Cabinet, for an initial term ending June 30,
2000. The Cabinet has the right to continue the Financing Agreement and have the Project for
succeeding biennial periods. The Cabinet is required to pay, as Financing Payments during the
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initial period ending on June 30, 2000, and for each Renewal Term the Debt Service Obligation
relating to the Notes so long as any Notes are Outstanding. The SPBC has agreed to provide
permanent financing for the Project to the Cabinet, for an initial term commencing on the date
of issuance of the Bonds and ending June 30 of the first even numbered year after the Bonds are
issued. The Cabinet is required to pay, as Rent during the such period, the Debt Servicing
Obligation, relating to the Bonds, during the term of the Financing Agreement so long as any
Bonds are outstanding. The Cabinet has the exclusive option to renew the Financing
Agreement for successive ensuing Renewal Terms, commencing July 1 in each even-numbered
year, and ending June 30 in the next ensuing even-numbered year, and the last Renewal Term
shall end June 30, 2020 (the final maturity date permissible for any Bonds to be issued by the
SPBC for the Project), or such other date as may be set forth in a Supplemental Financing
Agreement entered into pursuant to the Financing Agreement or otherwise agreed to by the
SPBC and the Cabinet. Each of the options to renew are deemed automatically exercised (and
the Financing Agreement automatically renewed for the succeeding Renewal Term) unless a
written notice of the Cabinet's election not to renew is delivered to the Commission and the
SPBC before the close of business on the last business day in May, immediately preceding the
beginning of such succeeding Renewal Term.

The Cabinet has agreed to pay Additional Payments and Additional Rent under
circumstances provided in the Financing Agreement.

Budget Proposals. The Cabinet has agreed that when appropriations bills are prepared
for introduction in the General Assembly, it will request sufficient amounts in the-aggregate
(over and above all other requirements of the Cabinet) to enable the Cabinet to pay Financing
Payments, Additional Payments, Rent and Additional Rent and thereby provide the Commission
with moneys sufficient for the payment of the principal and interest of the Notes as they mature,
subject to the SPBC's obligation to issue Bonds or the Commission's obligation to issue renewal
Notes upon the maturity of any Notes. In its statutory role as the financial agency of the
Commonwealth, the Cabinet has agreed to apply appropriated funds to make the Financing
Payments, Additional Payments, Rent and Additional Rent to the extent such appropriations are
made in each legislative and budgetary biennium of the Commonwealth.

Events of Default and Remedies. Each of the following events is an "Event of
Default" under the Financing Agreement:

(a) default in the due and punctual payment of any Financing Payments,
Rent, Additional Payments or Additional Rent; or

(b) default in the performance of any of the covenants, terms and conditions
of the Financing Agreement, and failure to remedy such default within thirty (30) days after
written receipt thereof if the default relates to matters other than the payment of rent (but the
Cabinet shall not be deemed to be in default if the Cabinet commences to remedy said defaults
other than related to payment of Financing Payments, Rent, Additional Payments or Additional
Rent within said thirty (30) day period, and proceed to and do remedy said default with due
diligence).
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If an event of defauit occurs, the Commission or the SPBC, as applicable, may by
written notice to the Cabinet terminate the Financing Agreement or, without terminating the
Financing Agreement, take possession (actually or constructively) of the Project. In such event,
the Commission or the SPBC, as applicable, may lease the Project or portions thereof, and in
the event of a leasing may apply the rent therefrom first to the payment of the Commission's and
the SPBC's expenses incurred by reason of the Cabinet's default, and the expense of leasing,
including but not limited to any repairs, renovation or alteration of the Project, and then to the
payment of Financing Payments, Rent and all other sums due from the Cabinet hereunder. All
remedies available to the Commission and the SPBC are declared to be cumulative and
concurrent. No termination of the Financing Agreement nor any taking or recovering of
possession of the Project shall deprive the Commission or the SPBC of any of its remedies or
actions against the Cabinet nor affect the rights of State Agencies arising under the Subleases.

Security and Assignment. The Financing Agreement secures (i) the payment of
Financing Payments, Rent, Additional Payments and Additional Rent, (ii) the payment of the
Notes in the aggregate principal amount which may from time to time be outstanding under the
Indenture set forth, with interest thereon at the rates per annum borne by such Notes, and (iii)
the payment of the Bonds in the aggregate principal amount which may from time to time be
outstanding under the Indenture set forth, with interest thereon at the rates per annum borne by
the Bonds.

All of the Cabinet's right, title and interest in and to any Subleases and the payments
payable thereunder, have been assigned by the Cabinet to the Commission and by the
Commission to the Trustee for the security and benefit of the Credit Facility Provider and the
holders of the Notes.

TAX TREATMENT

In the opinion of Bond Counsel for the Notes, based upon an analysis of existing laws,
regulations, rulings and court decisions, interest on the Notes is excludable from gross income
for Federal income tax purposes and interest on the Notes is not a specific item of tax preference
under Section 57 of the Internal Revenue Code of 1986 (the "Code") for purposes of the Federal
individual or corporate alternative minimum taxes.

A copy of the opinion of Bond Counsel for the Notes is set forth in Exhibit B, attached
hereto.

The Code imposes various restrictions, conditions, and requirements relating to the
exclusion from gross income for Federal income tax purposes of interest on obligations such as
the Notes. The Commission has covenanted to comply with certain restrictions designed to
ensure that interest on the Notes will not be includable in gross income for Federal income tax
purposes. Failure to comply with these covenants could result in interest on the Notes being
includable in gross income for Federal income tax purposes and such inclusion could be
required retroactively to the date of issuance of the Notes. The opinion of Bond Counsel
assumes compliance with these covenants. However, Bond Counsel has not undertaken to
determine (or to inform any person) whether any actions taken (or not taken) or events
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occurring (or not occurring) after the date of issuance of the Notes may adversely affect the tax
status of the interest on the Notes.

Certain requirements and procedures contained or referred to the Indenture and other
relevant documents may be changed and certain actions (including, without limitation,
defeasance of the Notes) may be taken or omitted under the circumstances and subject to the
terms and conditions set forth in such documents. Bond Counsel expresses no opinion as to any
Notes or the interest thereon if any such change occurs or action is taken or omitted upon the
advice or approval of bond counsel other than Peck, Shaffer & Williams LLP.

Although Bond Counsel for the Notes has rendered an opinion that interest on the Notes
is excludable from gross income for Federal income tax purposes and that interest on all Notes
is excludable from gross income for Kentucky income tax purposes, the ownership or
disposition of, or the accrual or receipt of interest on, the Notes may otherwise affect a
Bondholder's Federal, state or local tax liabilities. The nature and extent of these other tax
consequences may depend upon the particular tax status of the Bondholder or the Bondholder's
other items of income or deduction. Bond Counsel expresses no opinions regarding any tax
consequences other than what is set forth in its opinion and each Bondholder or potential -
Bondholder is urged to consult with tax counsel with respect to the effects of purchasing,
holding or disposing the Notes on the tax liabilities of the individual or entity.

For example, corporations are required to include all tax-exempt interest in determining
"adjusted current earnings" under Section 56(c) of the Code, which may increase the amount of
any alternative minimum tax owed. Similarly, tax-exempt interest may also increase the
amount of any environmental tax owed under Section 59 of the Code, which is based on the
alternative minimum taxable income of any corporation subject to that tax. Ownership or
disposition of the Notes may result in other collateral Federal, state or local tax consequence for
certain taxpayers, including, without limitation, increasing the federal tax liability of certain
foreign corporations subject to the branch profits tax imposed by Section 884 of the Code,
increasing the federal tax liability of certain insurance companies, under Section 832 of the
Code, increasing the federal tax liability and affecting the status of certain S Corporations
subject to Sections 1362 and 1375 of the Code, and increasing the federal tax liability of certain
individual recipients of social security or Railroad Retirement benefits, under Section 86 of the
Code. Ownership of any Notes may also result in the limitation of interest and certain other
deductions for financial institutions and certain other taxpayers, pursuant to Section 265 of the
Code. Finally, residence of the holder of Notes in a state other than Kentucky or being subject
to tax in a state other than Kentucky, may result in income or other tax liabilities being imposed
by such states or their political subdivisions based on the interest or other income from the
Notes.

The Commission has not designated the Notes as "qualified tax-exempt obligations"
under Section 265 of the Code.
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ABSENCE OF MATERIAL LITIGATION

There is no controversy or litigation of any nature now pending or threatened restraining
or enjoining the issuance, sale, execution or delivery of the Notes, or in any way contesting or
affecting the validity of the Notes or any proceedings of the Commission taken with respect to
the issuance or sale thereof, or the pledge or application of any monies or security provided for
the payment of the Notes or due existence or powers of the Commission.

APPROVAL OF LEGALITY

Certain legal matters incident to the authorization, issuance, sale and delivery of the
Notes are subject to the approving opinion of Peck, Shaffer & Williams LLP, Covington,
Kentucky, Bond Counsel to the Commission. Certain other legal matters will be passed on by
King & Spalding, New York, New York, counsel to the initial Credit Facility Provider and by
Brown, Todd & Heyburn PLLC, Louisville, Kentucky, counsel to the Underwriters.

RATINGS

The following rating agencies (each a "Rating Agency") have given the Notes the fol-
lowing respective ratings: Fitch IBCA, Inc. "AA/F1+", Moody's Investor's Service, Inc.
"Aaa/VMIG1", and Standard & Poor's Ratings Group, a division of the McGraw-Hill
Companies, Inc. "AA/A-1+". Each rating reflects only the views of the respective Rating
Agency. Explanations of the significance of the ratings may be obtained from each Rating
Agency as follows: Fitch IBCA, Inc., One State Street Plaza, New York, New York 10004
(212) 908-0500, Moody's Investor's Service, Inc., 99 Church Street, New York, New York
10007, (212) 583-0300; Standard & Poor's Ratings Group, 55 Water Street, New York, New
York 10041, (212) 438-1000. No rating is a recommendation to buy, sell or hold the Notes, and
there is no assurance that any rating will be maintained for any given period of time by a Rating
Agency or that it will not be revised or withdrawn entirely by such Rating Agency, if in its
judgment circumstances so warrant. Any such revision or withdrawal of a rating may have an
adverse affect on the market price of the Notes.

CONTINUING DISCLOSURE

The Commission will comply with the requirements of the Securities and Exchange
Commission regarding secondary market disclosure as set forth in Rule 15¢2-12 (the "Rule"), as
amended, under the Securities Exchange Act of 1934. Specifically, the Commission will enter
into a Continuing Disclosure Agreement in which it will covenant to provide notice in a timely
manner to each nationally recognized municipal securities depository or the Municipal
Securities Rulemaking Board, and the appropriate state information depository, if any, of any of
the following types of events with respect to the Notes, if material: (i) principal and interest
payment delinquencies; (ii) non-payment related defaults; (iii) unscheduled draws on debt
service reserves reflecting financial difficulties; (iv) unscheduled draws on credit enhancements
reflecting financial difficulties; (v) substitution of credit or liquidity providers or their failure to
perform; (vi) adverse tax opinions or events affecting the tax-exempt status of the securities;
(vit) modifications to rights of security holders; (viii) bond calls; (ix) defeasances; (x) release,
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substitution, or sale or property securing repayment of the securities; and (xi) rating changes.
The Commonwealth is already providing ongoing market disclosure as required by Rule 15¢2-
12 pursuant to agreements entered into in connection with other outstanding securities.

UNDERWRITING

Salomon Smith Barney, as representative of the Underwriters, has agreed to purchase a
principal amount of Notes not to exceed $135,000,000. The Underwriters will receive a fee of
$80,055. The Underwriters are committed to purchase all of the Notes if any are purchased.

The Underwriters have advised the Commission that they intend to make a public
offering of the Notes at the initial public offering prices or yields set forth on the cover page
hereof; provided, however, that the Underwriters have reserved the right to make concessions to
dealers and to change such initial public offering prices as the Underwriters deem necessary in
connection with the marketing of the Notes.

TRUSTEE'S YEAR 2000 COMPLIANCE

The Trustee, Bank One, Kentucky, NA, provided the following information regarding its
Year 2000 compliance efforts:

The Trustee has met the regulatory guideline for June 30, 1999 that states the testing of
mission critical systems be complete and the implementation of mission critical systems be
substantially complete. The Trustee's applications, computers, systems software, telecommuni-
cations systems, security devices, desktop PCs and servers, and office equipment have under-
gone extensive testing and are largely Year 2000 ready. The Trustee will continue to verify the
readiness of computer applications, equipment and contingency plans by testing them through-
out the remainder of 1999.

The information in this section concerning the Trustee's Year 2000 Compliance has been

obtained from sources that the Commission believes to be reliable, but the Commission takes no
responsibility for the accuracy thereof.
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MISCELLANEOUS

Any statements in this Official Statement involving matters of opinion, whether or not
expressly so stated, are intended as such and not as representations of fact. This Official

Statement is not to be construed as a contract or agreement between the Commission and the
purchasers or Holders of any of the Notes.

KENTUCKY ASSET/LIABILITY
COMMISSION

By_/s/John McCarty
John McCarty
Chairman

By_/s/Gordon L. Mullis, Jr.
Gordon L. Mullis, Jr.
Secretary
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EXHIBIT A

DEBT INFORMATION
PERTAINING TO THE COMMONWEALTH OF KENTUCKY

COMMONWEALTH DEBT MANAGEMENT
Management

The Office of Financial Management, Finance and Administration Cabinet, has central
responsibility for the issuance, management, review and approval of all debt issued by the
Commonwealth and its agencies.  Table I lists state agencies which currently have debt
outstanding. OFM is also responsible for the coordination and monitoring of cash needs
relative to debt activity, debt service payments and the development of a comprehensive long-
term debt plan. The Office serves as primary staff to the State Property and Buildings
Commission, the Kentucky Asset/Liability Commission, the Kentucky Local Correctional
Facilities Construction Authority, and the Kentucky Infrastructure Authority.

Structure

The Commonwealth's indebtedness is classified as either appropriation supported debt or
non-appropriation supported debt. :

Appropriation supported debt carries the name of the Commonwealth and is either (i)
a general obligation of the State, or (ii) a project revenue obligation of one of its debt-issuing
agencies created by the Kentucky General Assembly to finance various projects which is
subject to state appropriation for all or a portion of the debt service on the bonds.

General obligation bonds pledge the full faith, credit and taxing power of the
Commonwealth for the repayment of the debt. The Kentucky Constitution requires voter
approval by general referendum prior to the issuance of general obligation bonds in amounts
exceeding $500,000. Kentucky has not issued general obligation bonds since 1966. The
Commonwealth has no general obligation bonds outstanding.

Project revenue bonds and notes are issued by various debt issuing authorities of the
Commonwealth. The revenues produced by the projects funded by the debt are pledged as
security for repayment of the debt. Project revenues are not a direct obligation of the
Commonwealth. Project revenues are, in some cases, derived partially or solely from biennial
appropriations of the General Assembly. In other cases, the direct revenues generated from the
project funded constitute the entire source of payment.

Non-appropriation or moral obligation debt carries the name of the Commonwealth
for the benefit and convenience of other entities within the state. The bonds are special
obligations of the issuer, secured and payable solely from the sources pledged for the payment
thereof and do not constitute a debt, liability, obligation or a pledge of the faith and credit of the



Default Record

The Commonwealth has never defaulted in the payment of principal or interest on its
general obligation indebtedness or its project revenue obligations.




ENTITY

State Property and Buildings
Commission

Kentucky Asset/Liability
Commission

Turmpike Authority of
Kentucky

The State Universities

(consisting of eight)

Kentucky Housing Corporation

Kentucky Infrastructyre

Authority

Kentucky Higher Educatjon
Student Loan Corporation

School Facilities Construction
Commission

Kentucky Economic
Development Finance
Authority

TABLE
ACTIVE DEBT Issur

STATUTORY AUTHORITY/
PURPOSE

KRS s6.450 Provide ﬁnancing for
capita] construction projects and
ﬁnancing programs approyeq by
the Genera| Assembly.

KRS 56 Provide for short-term

financing of capital projects ang the
Management of casp borrowings,

KRS 175.410-175.99¢ Construct,

Mmaintain, repair, and Operate
Turnpike projects, resource
recovery roads ang €conomic

development roads.

housing for low  and moderate
i residents in the State,

KRS 2244 Provide financiaj
assistance to locaj 80vernments for
the construction or refinancing of
infrastructure facilities
provide loans to industries for
construction of pollution control
facilities,

KRS 1644 Make guaranteed
student loans to residents of the

buildings. Finance the construction
of vocationa) education facilitjes,

KRS 154 Issye industrial revenue
bonds op behalf of industn’es,
hospitals, and commercia]
enterprises in the state,
low interest loans o developing
businesses, Provide financing and
tax credits to manufacturing entitjes
expanding or locating facilities in
the state,

I

NG ENTITIES

DEBT
LIMITATIONS
==L 2AIONS

Cannot jneyr debt
approval of

without prior
projects and

General Assembly,

Cannot jneyr debt  withoyt prior
approval of  projects and
appropriation of dept service by
General Assembly.

Cannot incyr debt  without prior
approvaj of  projects and
appropriation of debt  service by
General Assembly.

Cannot  incyr debt  withoyt prior
approval of  projects and
appropriation of depyt service by
General Assembly.

Limited to § 1.125 billion of debt
outstanding

Revolving Fund Programs canpet
incur debt without appropriation of
debt  service by the General
Assembly. Other programs [imjteq
to 860 and $125 million of dept
outstanding,  for maturities under
and over 3 Yyears, respectively.

Limited to $553 million of debt
outstanding

None,

RATING
MOODY'S/S&P*
SR LS &P

Aa3/A+

Varies

Al/A+

Varies

Aaa/AAA

Aa3/A+

Aaa/AA-

Aa3/A+

Varies



ENTITY

Kentucky Locai Correctionaj
Facilitieg Constmction
Authority

Kentucky Agricultyga) Finance
Corporation

STATUTORY AUTHORITY/
PURPOsE

Stimulating existing
and the

DEBT

LIMITATIONS
===21AlIONS

Limited ¢, the leve] of debt servie
Supported by court feeg pledged a5
Tepayment for the bonds,

Limited tq $500 million of debt
Outstanding

RATING

MOODY'S/S&P*
T L D/S&p

AAA

NA

enterprises
Promotion o oW agricultyraj
Ventures,

graded ratings om A2 for General Fyp, appropn'atxon-backed debt o, Kentucky g © Property ang Buildings
OMmmissjon, Kentucky Infrastrucmre Authorj and 0} Project Notes and Upgraded the rating to A from or Kentucky Tumpike
Authority Road Bongs Moody's o June 9, 1999 Upgraded bonds Supported by the School Facilitjeg Construction Commissjon to Aa3 from Al

A4



EXHIBIT B

FORM OF BOND COUNSEL OPINION
[Date of Initial Delivery]

Kentucky Asset/Liability Commission
Frankfort, Kentucky

Re: Kentucky Asset/Liability Commission Project Notes, 1999 General Fund Fourth
Series A

We have acted as bond counsel in connection with the issuance by the Kentucky
Asset/Liability Commission, an independent agency and constituted authority of the
Commonwealth of Kentucky (the "Issuer"), of its Project Notes, 1999 General Fund Fourth Series
A in an amount not to exceed $135,000,000 (the "Project Notes").

The Project Notes are authorized to be issued pursuant to the Constitution and laws of the
Commonwealth of Kentucky (the "Commonwealth"), including particularly Section 56.860 et seq.
of the Kentucky Revised Statutes (the "Act"), a Resolution adopted by the Issuer on September 24,
1999 (the "Resolution"), and a Trust Indenture (the "Indenture") dated as of November 1, 1999
between the Issuer and Bank One, Kentucky, NA, Lexington, Kentucky, as trustee (the "Trustee").

We have examined such portions of the Constitution, Statutes and laws of the United
States, the Constitution, Statutes and laws of the Commonwealth, and such applicable court
decisions, regulations, rulings and opinions as we have deemed necessary or relevant for the
purposes of the opinions set forth below.

We have also examined records and the transcript of proceedings relating to the
authorization and issuance of the Project Notes, including a specimen Project Note, a
Financing/Lease Agreement (the "Financing Agreement") dated as of November 1, 1999 among
the Issuer, the Finance and Administration Cabinet of the Commonwealth (the "Cabinet") and the
Commonwealth of Kentucky State Property and Buildings Commission, certain Subleases (the
"Subleases") dated as of November 1, 1999 between the Cabinet and various State Agencies, as
defined in the Act, and other relevant matters. We have also made such investigation as we have
deemed necessary for the purposes of such opinion, and relied upon certificates of officials of the
Commonwealth, the Cabinet, the State Agencies and the Issuer as to certain factual matters.

Based upon the foregoing, it is our opinion, under the law existing on the date of this
opinion, that:

1. The Issuer is an independent agency and constituted authority of the
Commonwealth, duly organized and validly existing under the laws of the Commonwealth and has
the legal right and authority to issue the Project Notes.
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4. The Project Notes are payable as to principal, premium, if any, and interest from
and are secured by a pledge of and a first lien on the Pledged Receipts, as defined in the Indenture
The Project Notes do not pledge the general credit or taxing power, if any, of the Commonwealth,
the Issuer, the Cabinet, the State Agencies or any other agency or political subdivision of the
Commonwealth,

6. Under the laws, regulations, rulings and judicial decisions in effect as of the date
hereof, interest on the Project Notes js excludable from gross income for Federa income tax
burposes, pursuant to the Internal Revenue Code of 1986, as amended (the "Code"). Furthermore,




Very truly yours,

PECK, SHAFFER & WILLIAMS LLp



