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CTAX EXEMPTION” futerest on the 2000 Bonidds is excludable from gross income for Federal income wix parposes and is not a specific irerr of
tax reference for purposes ofthe Federal individual or corporate alternative miinums raxes, Intervesr o the 2000 Bonds is exempt from Kentiehy
inceme iy e the 20000 Bonds are exempt fron ad valorom tavation by the Commonnveadrh of Kenracky and any of iy poditical subdivisions,
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Dated: November 15, 2000 Due: July | as set forth below

The 200¢- Bonds are being issued by the Authority pursuwant o a Trust Indenure dated as of October [ 1990, as supplemented by a Firs
Supplemental Trust Indenture dated as ot November 13, 2000 rcollectivels. the ~Indenture™) between the Authority and Chase Manhattan Trust
Company. National Association, Louisville. Kentucky . as Trustee and Pay ing Agentoand a Sertes 2000 Resolution adopted on November 16, 2000,
to (i) provide for the financing of certain economic development road projects described in this Otficial Statement. (o retund certain of the
autstanding project notes ol the Kentucky Asset/Liability Commission and (i) pay certain costs ot issuance of the 2000 Bonds.

The 2000 Bonds will be issued only as tully registered bonds without coupons in denominations of 5000 or any integral multiples thereof,
and. when issued. will be registered in the name of Cede & Co., as nominee of The Depository Trust Company ("DTCT) New York, New York,
Interest on the MU0 Bonds will be payvable on each Janvary T and July 1. beginning Junuary 1. 2001, Purchases will be made in book-entry form
only, except as permitted by the [ndenture. Purchasers of 2000 Bonds will not receive physical delivery o bond certificates. So long as Cede &
Cao. s the registered owner of the 2000 Bonds, as nominee of DTCL interest together with the principal of and redemption premium. if any. on the
2000 Bonds will be paid directlty to DTC by the Trustee. See "DESCRIPTION OF 2000 BONDS  Book-Entryv-Only Svatem.”

The 2000 Bonds are subject to optional redemption as deseribed herein.

The 2006 Bonds mature on the dates, in the principal amounts, bear annual interest and hayve the price or vield. as tollows:
I I I 3

Due Principal Interest Price or Due Principal Interest Price or
Juiv 1 Amount Rate Yield Julv 1 Amount Rate Yield
2001 S5.000.000 30006 4,350 2009 S1AT5.000) 3500 4.830¢¢
20H2 5.165.000 +.4K) 4470 2010 1,425,000 4875 +.880
20012 3A35.000 5.250 4470 2010 6.760.(KK} 5501 4880
2(H13 910,000 4.500 4,530 2011 1.720h00K) 4.90K) 4.96()
2003 5. THOLKKD 5.250 4530 200 11. 28000 5625 4.960*
24 35R5 KK 4500 +4.580 RITI 3985006 5000 5.030
2005 3.685.(KK) +4.60K) 4630 2012 5.355.00K}) 5.625 30207
206 2810000 4.625 4.680 2002 L.770.00K} 5,100 5.130
2007 3070.000 4. 70K} 4730 2013 9.200.000) 3623 3.090*
2007 16.81544X) 5.5(K) 4730 2014 1.075,(KH) 5.200) 5.200
20008 2075000 4,750 4,780 200 9.095.000 5.625 S.lel)=
2008 37.260.000 5.750 4780 20Ms 10.275.(0%) 5.250 5270
2004 3140000 +.800) 4.830

{plus accrued interest)

= Bonds have been priced to call.

The scheduled payment of principal of and interest on the 2000 Bonds maturing on July | of the years 2007 through 2015, inclusive (the
“Insured Bonds™). when due will be guaranteed under an insurance policy to be issued concurrently with the delivery of the Insured Bonds by
FINANCIAL SECURITY ASSURANCE INC. See "BOND INSURANCE"™ herein.
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THE 2000 BONDS ARE SPECIAL OBLIGATIONS OF THE AUTHORITY, A DEJURE MUNICIPAL CORPORATION AND POLITICAL
SUBDIVISION OF THE COMMONWLEALTH OF KENTUCKY. THE 200 BONDS WILL BE SECURED UNDER THE INDENTURE AND
BY A PLEDGE OF LLEASE RENTAL PAYMENTS TO BE MADE BY THE TRANSPORTATION CABINET OF THE COMMONWEALTH
OF KENTUCKY TO THE AUTHORITY PURSUANT TO A RENEWARBLE BIENNIAL LEASE. THE 2000 BONDS DO NOT CONSTITUTE
A DEBT OF THE COMMONWLEALTH OF KENTUCKY AND NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE
COMMONWEALTH OF KENTUCKY OR ANY POLITICAL SUBDIVISION THEREQF IS PLEDGED TO THE PAYMENT OF THE
PRINCIPAL OF. PREMIUM. IF ANY. OR INTEREST ON THE 2000 BONDS. THE AUTHORITY HAS NO TAXING POWER.

The 2000 Bonds are offered. subject to prior sale. when. as and if 1ssued by the Authority and accepted by the Underwriters. subject wo the
approval of legality by Peck. Shatfer & Williams LLP. Covington, Kentucky. Bond Counsel, and subject to certain other conditions. Certain legal
mutters will be pussed upon for the Underwriters by their counsel. Mayer. Brown & Pl Chicago. Hlinois. Tt is expected that the 2000 Bonds
will be available tor delivery in New York, New York on or about December 6. 2000,
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This Ofticial Statement does not constitute an ofler o seli the 2000 Bonds to any person, or the
solicitation of an offer from any person to buy the 2000 Bonds., in any jurisdiction where such offer or such
solicitation of an offer to buy would be unlawful.  The mformation sct forth herein is provided by the
Commonwealth of Kentucky {rom sources which are believed to be reliable, but it 1s not guaranteed as to
accuracy or completeness and is not to be construed as a representation of the Underwriters. No dealer.
salesman or any other person has been authorized 1o give any information or to make any representation,
other than thosc contained in this Official Stitement, in conneetion with the offering contained herein, and,
il given or made. such information or representation must not be relied upon as having been authorized by
the Commonwealth of Kentucky or the Underwriters. The information and expressions of opinion
contained herein are subject to change without notice, and neither the detivery of this Official Statement nor
the sale of any 2000 Bonds shall, under any circumstances, create any implication that there has been no
change in the matters deseribed herein sinee the date hereof. The Official Statement is submitied in
connection with the issuance of the 2000 Bonds referred 1o herein and may not be reproduced or used, in
wholce or in part, for any other purpose.

Other than with respect 1o information concerning Financial Security Assurance [nc. (“Financial
Security™) contained under the caption "Bond Insurance™ and APPENDIX D — “Specimen Municipal Bond
Insurance Policy™ herein, none of the information in this Otticial Statement has been supplied or verified by
Financial Sceurity and Financial Security makes no representation or warranty, express or implied, as o (i)
the accuracy or completeness of such information; (it the validity of the 2000 Bonds: or (iii) the tax exempt
status of the interest on the 2000 Bonds.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION OR
AUTHORITY, NOR HAS SUCH FEDERAL OR ANY STATE COMMISSION OR AUTHORITY
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS OFFICIAL STATEMENT. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE,

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVERALLOT OR
EFFECT TRANSACTIONS WHICH TEND TO STABILIZE OR MAINTAIN THE MARKET PRICE
FOR THE 2000 BONDS ABOVE THE LEVELS WHICH WOULD OTHERWISE PREVAIL. SUCH
ACTIVITIES, IF COMMENCED., MAY BE DISCONTINUED AT ANY TIME.
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OFFICIAL STATEMENT

$179,825,000
The Turnpike Authority of Kentucky
Economic Development Road Revenue Bonds
(Revitalization Projects)
Series 2000

INTRODUCTION

This Official Statememt of The Tumpike Awthoriy of Kentucky (the “Authority™) and the
Transportation Cabinet of the Commonwealth of Kentucky (the “Transportation Cabinet™) is provided 10
furnish certain information with respect to the Authority’s S179.825.000 aggregate principal amount of
Economic Development Road Revenue Bonds (Revitalization Projectsh. Series 2000 (the 2000 Bonds™).

The 2000 Bonds are being issued pursuant to Chapter 175 of the Kentucky Revised Statutes. as
amended {the “Act”) and a resolution of the Autharity adopted on November 16, 2000 (the "Series 2000
Resolution™ and a Trust Indenture dated as of October 1. 1990, as supplentented by a First Supplemental
Trust Indenture dated as of November 15, 2000 (collectively. the “Indenture™), between the Authority and
Chase Manhattan Trust Company, National Association. Louisville. Kentucky. as trustee (the "Trusiee™.

The 2000 Bonds are being issued to (i) pay a portion of the costs of certain public highway projects
{the “Revitalization Projects™): (i) refund certain Project Notes of the Kentucky  Asset/Liability
Commission ("ALCo™ 1 and (i) pay certain costs of issuance of the 2000 Bonds. The Revitalization
Projects comprise @ portion of the Commonwealth of Kentucky (the “Commonwealth™ ccononue
development road system within the meaning of the Act. and together with all other projects finunced with
the proceeds of Economic Development Road Bonds. comprise the economic development road “system”
described under the Indenture (the “System™). For additional information. see "PLAN OF FINANCE™ and
“THE AUTHORITY — Transportation Cabinet Projects Financed by the  Authority —  Eeonomic
Development Road Projects; Revitalization Projects.”

Pursuant o an Economic Development Road Revenue (Revitalization Projects) Agreement dated as
of October 1. 1990, between the Authorily and the Transportation Cabinet. which has been supplemenied by
a First Supplemental Agreement dated as of October 1. 1992, a Second Supplemental Agreement dated as of
April 1. 1993, a Third Supplemental Agreement dated as of April 1. 1995 und a Fourth Supplemental
Agreement dated as of April 1. 1999 (collectively. the “Agreement™. the Authority has agreed to lease the
System to the Transportation Cabinet under an Economic Revenue (Revitahization Projects} Lease dated as
of October 1. 1990, which has been supplemented by a First Supplemental Lease dated as of October 1.
1992, a Second Supplemental Lease dated as of April 1. 1993, u Third Supplemental Lease dated as of April
1. 1995 and a Financing/Fourth Supplemental Lease Agreement dated as of October 1. 1999, which has
been amended by a First Amendment to Financing/Fourth Supplemental Lease Agreement dated as of
Navember 15, 2000 (collectively. the “Lease™) for a biennial period ending June 30. 2002, with biennial
rencwal options.



The Lease requires the Transportation Cabinet to make rental payments to the Authority at the times
and in the amounts required by the Indenture. to pay principal of and interest on the Economic Development
Road Revenue Bonds (Revitalization Projects) to become due during the biennial period. See “SECURITY
AND SOURCE OF PAYMENT FOR THE 2000 BONDS — leasc Payments”™ and APPENDIX B —
“SUMMARY OF PRINCIPAL LEGAL DOCUMENTS — The Lease.”  Although the Lease has been
renewed for the biennial period ending June 30, 2002, the Transportation Cabinet is under no obligation to
renew the Lease for any subsequent biennial period. The Lease provides for automatic renewals for cach
ensuing biennial term unless the Authority receives written notice. as provided in the Lease, of the
Transportation Cabinet’s election not 1o renew the Lease, I the Lease is not renewed and the rentals
thereunder are not received. the Authority does not expect that it will have revenues sufficient o pay the
principal of, and interest on, the Economic Development Road Revenue Bonds (Revitalization Projects),
inciuding the 2000 Bonds. See “SECURITY AND SOURCE OF PAYMENT FOR THE 2000 BONDS —
Payments if Lease is Not in Effect.”

Additional Bonds may be issucd on a parity with the 2000 Bonds upon compliance with restrictions
contained in the Indenture and the Lease. See “SECURITY AND SOURCE OF PAYMENT FOR THE
2000 BONDS — Restrictions on Future Financings.”

Descriptions of the 2000 Bonds, the security therefor, the Indenture, the Lease and the Agreement
are included in this Official Statement.  Such descriptions and summaries do not purport to be
comprehensive or definitive. All references herein to such agreements and documents are qualified in their
entirety by rcference thereto.  Terms not defined herein shall have the meanings given them in
APPENDIX B — "SUMMARY OF PRINCIPAL LEGAL DOCUMENTS — Certain Definitions.”

PLLAN OF FINANCE

General

In its 1998 Biennial Appropriations Act {the “1998 Act”), the Kentucky General Assembly
authorized the issuance of Bonds during the 1998-2000 biennium to lfund $200,000,000 of Revitalization
Projects, which are currently detined in the Act to mean the construction, reconstruction or relocation of
any highway, road or thoroughfure, or such part or parts thereof, as designated by the Transportation
Cuabinet as a part of the System of the Commonwealth (the “Project™). In October of 1999, ALCo issued
its Project Notes, 1999 Road Fund First Series and Project Notes, 1999 Road Fund Second Series
(collectively, the “Project Notes™), to provide interim financing for the Project in anticipation of bonds to
be issued by the Authority. The Authority is obligated o issue bonds to provide permanent financing for
the Project under the Lease and the 2000 Bonds are being issued to satisfy that obligation.

New Money
The 2000 Bonds arc being issued pursuant to the Act and the 1998 Act to pay a portion of the costs

of the Project. Proceeds of the 2000 Bonds in the amount of $400,000 will be used to complete the funding
ol the Project that was not initially funded by the Project Notes,



Refunding

Project Notes. A portion of the proceeds of the 2000 Bonds will be used to refund all of the
outstanding Project Notes. The Project Notes were issued in an aggregate amount of $200,200.000. of
which $183.200.000 remain outstanding.

A portion of the proceeds of the 2000 Bonds will be deposited in a note payment fund established
for payment of the Project Notes (the “Note Payment Fund™). Upon the deposit to the Note Payment
Fund. the Project Notes will no longer be outstanding under the trust indenture for the Project Notes.
Concurrently. the Project will be transterred to the Authority and amounts due from the Transportation
Cabinet under the Lease will be payable to the Auathority. In addition. all amounts on deposit in the
praject fund created by the trust indenture for the Project Notes will be transferred to the 2000 Series
Account of the Construction Fund created by the Series 2000 Resolution.

Any proceeds of Bonds issued to pay the costs of the Project remaining after the completton of such
Revitalization Projects will be transferred to the Bond Service Account. See “SECURITY AND SOURCE
OF PAYMENT FOR THE 2000 BONDS — Flow of Funds.”

ESTIMATED SOURCES AND USES OF FUNDS

The estimated sources and uses of the proceeds of the 2000 Bonds are as tollows:

Sources:
Par Amount OF 2000 BoOmAS oot e e te e e e e arr e S179.825.000
INEL BONU PreIIIUITY oo ettt e e e e e e s r e 5.716.281
J e u T £ Csr ST PRSI VPVRTPIS TS 560,823
TOTAL SOULCES <.ttt et e etttk S186,102,104

Uses:
Deposit to Construction Fund ... ) 400.000
Deposit 10 Bond Service ACCOUNLL ..o i iers it 5601823
Deposit to Note Payment Fund ... 183,786,524
Costs of Issuance (including Underwriters’ DIsCOUnt) ... 1,354,757
TORAL TISES wvirveees e eeee et ee et aeste e e s eae et et ch b sttt e s b e S186,102,104

DESCRIPTION OF 2000 BONDS
General

The 2000 Bonds will be dated November 15. 2000, will be fully registered. without coupons, will
be issued in the denominations of $5,000 or any integral multiple thercof. will bear interest at the rates,
payable semiannually on January 1 and July 1 of each year (each an “Intercst Payment Date™). comumencing
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January 1, 2001, and will mature on the dates and in the amounts set forth on the cover of this Official
Statement. - As sct forth on the cover page. a portion of the 2000 Bonds maturing on July 1 in the years
2002. 2003 and 2007 through 2014, inclusive, will bear interest at one rate whiic the remaining portion of
the 2000 Bonds maturing in such years will bear interest at a different rate. For each of these maturities, the
2000 Bonds bearing different rates of interest will he designated by separate CUSIP numbers. The 2000
Bonds will be initially registered in the nume of and held by Cede & Co.. as nominee of The Depository
Trust Company. New York, New York (“DTC™). Purchases of beneficial interests from DTC in the 2000
Bonds will be made in book-entry-only form (without certificates). So long as DTC or its nominees is the
registercd owner of the 2000 Bonds. payment of the principal of, redemption premium. il any, and interest
on the 2000 Bonds will he made directly by the Trustec by wire transter of funds to Cede & Co., as nominec
for DTC. Disbursement of such puyments (o the participants of DTC ¢the “DTC Participants”™) will be the
sole responsibility of DTC, and the ultimate disbursement of such payments to the Beneficial Owners. as
defined herein, of the 2000 Bonds will be the responsibility of the DTC Participants and the Indirect
Participants, as defined herein. See the heading, “Book-Entry-Only System™ under this caption.

[f the book-entry-only system through DTC s discontinued, principal of and redemption premium,
t any. on the 2000 Bonds will be payable at such oftice within the United States as shall be designated from
time to time by the Trustee (the “Payment Office™) upon the presentation and surrender thereof. Except as
described below, payment of interest on the 2000 Bonds will be made on each Interest Payment Dale 1o the
person appearing on the registration hooks of the Trustee as the registered owner thercol at the close of
business on the fifteenth day of the month preceding the Interest Payment Date by check or draft mailed 1o
such registered owner at the owner’s address as it appears on such registration books. Upon request (o the
Trustee by a registered owner of not less than $1.000,000 in aggregale principal amount of 2000 Bonds.
interest on such Bonds will be paid to such registered owner by wire transier to the account within the
United States specified by such registered owner.

Redemption Provisions

Optional Redemption. The 2000 Bonds maturing on or after July 1. 20011 will be subject to
redemption at the option of the Authority. on and after January 1. 2011, as a whole at any lime or i part on
any Interest Payment Date, at a redemption price of 100 pereemt of the principal amount, together with
accrued interest to the redemption date.

Selection of Bonds. 1t Tess than all of the 2000 Bonds of a maturity are called for redemption, the
particular 2000 Bonds so called to be redeemed (i) will be determined in accordance with the DTC
procedures described above under "DESCRIPTION OF 2000 BONDS — Book-Entry-Only System™ or
(i) il the Authority determines to discontinue use ol the Book-Entry System, will be selected by the Trustee
at the direction of the Authority in such manner as the Authority in its discretion may dcem proper.

Notice of Redemption. At least 30 days but not more than 60 days prior to the redemption date for
any 2000 Bonds. the Trustee will give notice by first class mail to the registered owners of 2000 Bonds to be
redeemed  containing the information described in the Indenture, including any conditions to such
redemption.

Effect of Redemption. In case part but not all of a 2000 Bond is sclected for redemption and the
Authority has discontinued use of the Book-Entry System, the registered owner thereof or the owner’s
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attorney or legal representative must present and surrender such 2000 Bond to the Trustee at the Payment
Office for payment of the principal amount thereof called for redemption. and the Authority will execute
and the Trustee will authenticate and deliver upon the order of such registered owner or the owner's attorney
or legal representative. without charge therefor, for the unredeemed portion of the principal amount of the
Bond o surrendered 2000 Bonds of any denomination authorized by the Indenture. of the same maturity
and bearing tnterest at the same rate.

The 2000 Bonds and portions thereof” which have been called for redempiion. or with respect
which irrevocable instructions have been given to the Trustee in form satisfactory to it 10 call 2040 Bonds or
portions thereof for redemption at the carliest redemption date. and for the payment of the redemption price
of which monies are held in separate accounts by the Trustee in trust tor the registered owners of the 2000
Bonds. of portions thercof to be redeemed. all as provided in the Indenture, will not thereatter be deemed to
be Ouistanding under the Indenture and will not be entitled to any security under the Indenture except the
right to receive the redemption price tor such 2000 Bonds or portiens thercot,

Transfer and Exchange

The 2000 Bonds may be transferred only upon the registration hooks of the Trustee upon surrender
thercol to the Trustee 1ogether with an assignment duly exccuted by the registered owner or the owner’s
attorney or legal representative in form satisfactory to the Trustee. Upon any such registration of transfer.
new 2000 Bonds will be delivered, registered in the name of the transteree. of any denomination authorized
by the respective Indenture. in an aggregatc principal amoeunt equal to the principal amount (or maturity
amounty of the 2000 Bonds being transferred. of the sume maturity and bearing interest at the same rate.

The 2000 Bonds. upon surrender thereof at the Payment Office. together with an assignment duly
exceuted by the registered owner or the owner's attorney or legal representative in form satistactory o the
Trustee. may. at the option of the registered owner thereot. be exchanged for an equal aggregate principal
amount of 2000 Bonds of the same maturity, bearing interest at the same rate, of anv denomination
authorized by the Indenture. and in the same form as the 2000 Bonds swrendered for exchange,

Book-Entry-Only System

General. The Depository Trust Company (*DTC™). New York. New York. will act as securities
depository for the 2000 Bonds. The 2000 Bonds will be issted as tully-registered securities registered in the
name of Cede & Co. (DTC’s partnership nominee). One fully-registered 2000 Bond certificate will he
issued for each maturity of the 2000 Bonds, each in the aggregate principal amount of such maturity. and
will be deposited with DTC.

DTC is a limited-purpose trust company organized under the New York Banking Law. & “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 facititates 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 sccurities brokers and dealers.

-5



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 Dircct Participant. cither direcdy or indirectly (“Indircet Participants”). The Rules
applicable to DTC and its Participants are on file with the Securities and Exchange Commission.

Purchases of the 2000 Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the 2000 Bonds on DTC’s records. The ownership interest of
cach actual purchaser of each 2000 Bond (“Beneficial Owner™) is in turn to be recorded on the Direct and
Indirect Participants” records. Beneficial Owners will not receive written confirmation from DTC of their
purchase. but Beneficial Owners arc expected to receive written conlirmations 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 2000 Bonds
are to be accomplished by entries made on the books of Participunts acting on behalf of Beneficial Owners.
Beneficial Owners will not receive certificates representing their ownership interests in the 2000 Bonds,
except in the event that use of the book-entry system for the 2000 Bonds is discontinued.

To facilitate subsequent transfers, all 2000 Bonds deposited by Participants with DTC are registered
in the name of DTC’s partnership nominee, Cede & Co. The deposit of 2000 Bonds 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 2000 Bonds: DTC’s records reflect only the identity of the Direct
Participants to whose accounts such 2000 Bonds 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 Direet 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 ¢llect from time to time.

Redemption notices will be sent 1o Cede & Co. H less than afl of the bonds within an issuc are
being redeemed. DTC’s practice is to determine by lot the amount of the interest of cach Direct Participant
in such issuc to be redeemed.

Netther DTC nor Cede & Co. will consent or vote with respect (o the 2000 Bonds. 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 voling rights to those Direct Participants to whose
accounts the 2000 Bonds are credited on the record date (identified in a listing attached to the Omnibus
Proxy).

Principal and interest payments on the 2000 Bonds will be made to DTC. DTCs practice is 1o
credit Direct Participants’ accounts on the payable date in accordance with their respective holdings shown
on DTCs records unless DTC has reason (o believe that it will not receive payment on the payable date.
Payments by Participants 1o Beneficial Owners will be governed by standing instructions and customary
practices. as is the case with securities held for the accounts of customers in hearer form or registered in
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“street name.,” and will be the responsibility of such Participant and not of DTC. the Trustee, or the
Authority, 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 Authority 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 2000 Bonds
at any time by giving reasonable notice to the Authority or the Trustee. Under such circumstances, in the
event that a successor securities depository is not obtained. 2000 Bond certificates are required to be printed
and delivered. The Authority may decide to discontinue usc of the system of book-entry transters through
DTC (or a successor securities depository). In that eveni, 2000 Bonds certificates will be printed and
delivered.

The information in this section concerning DTC and DTC's book-entry sysient has been obtained
from sources that the Authority believes to be reliable. but the Authority takes no responsibility: for the
aceuracy thereof.

SECURITY AND SOURCE OF PAYMENT FOR THE 2000 BONDS

(zeneral

Subject only to the provisions of the Indenture permitting the application of such money for the
purposes and on the terms and conditions set forth therein. pursuant to the Indenture. the Authority pledges
for the payment of principal of and premium, if any. and interest on the 2000 Bonds. the Revenues of the
System and all funds and accounts established pursuant to the Indenture.  “Revenues™ means all rental.
monies and other revenues derived from the Lease and. during such times as the Lease is not in effect. motor
fuel taxes and surtaxes derived from motor fuels consumed on the System not directed by law or previous
binding contract to be applied to uses other than payment of the principal of and premium, if any. and
interest on the Bonds, and any other revenues derived from time to time by the Authority from its ownership
or operation of the System which can legally be applied to payment of the Bonds. The Authority does not
expect the collections of such motor fuel taxes will be sufficient to pay debt service on the 2000 Bonds
during any such period. Further. the General Assembly of Kentucky is free to alter or repcal any or all of
such motor fuel taxes.

Bond Insurance

Concurrently with the issuance of the 2000 Bonds. Financial Security will issue its Municipal Bond
Insurance Policy (the “Bond Insurance Policy™) to insure the payment, when scheduled. of principal and
interest on the 2000 Bonds maturing on July 1 of the years 2007 through 2015, inclusive. See "BOND
INSURANCE.”
Lease Payments

The Transportation Cabinet is required under the Lease to make rental payments to the Authority at

the times and in the amounts required by the Indenture for deposit in the Bond Service Account of the Bond
Fund created under the Indenture {other than by reason of a declaration of acceleration of the Economic

7.



Development Road Revenue Bonds (Revitalization Projects}). Pursuant to the Indenture, monies in the
Bond Service Account arc to be applicd solely to pay principal of and interest on the Economic
Development Road Revenuce Bonds (Revitalization Projects), including the 2000 Bonds. The rental
payments under the Lease may be increased in the diseretion of the Transportation Cabinet for certain
administrative and other expenses of the Authority with respect to the System, for maintenance, operation,
repair, renewal or replacement of the System or any portion thercol, or to redeem Economic Development
Road Revenue Bonds (Revitalization Projects). Sce APPENDIX B — “SUMMARY OF PRINCIPAL
LEGAL DOCUMENTS — The Lease.”

The current term of the Lease ends June 30, 2002. While the Lease has been renewed for the
biennial period ending June 30, 2002, the Transportation Cabinet is under no obligation to renew the Lease
for successive biennial periods. The Lease provides for automatic renewals for cach ensuing hienmal term
unless the Authority receives writien notice on or before the last working day in April prior to the beginning
of cach biennial term of the Transportation Cabinet’s election not to renew the Lease. Pursuant to the Act,
the Leasc provides that any rencwal of the Lease is a general obligation of the Transportation Cabinet.
payable not only from revenuces of the System, but also from any other funds of the Transportation Cabinet
not required by law or previous binding contract to be devoted to other purposes. See “THE
TRANSPORTATION CABINET — Revenue Sources of the Transportation Cabinet” and “THE
TRANSPORTATION CABINET - Claims on Certain Road Fund Revenues.” Such other funds of the
Transportation Cabinet are derived primarily from funds deposited in the Road Fund which are required by
the Constitution of the Commonwealth to be devoted only 1o highway purposes, and are described in the
Constitution as “cxcise or license taxation relatin g to gasoline and other motor luels™ and “fees, cxcise or
ficense taxation relating to registration. operation or use of vehicles on public highways.” See “THE
TRANSPORTATION CABINET — Revenue Sources of the Transportation Cabinet,”

The Transportation Cabinet is under no obligation to renew the Lease for future biennial periods
after the biennial period ending June 30, 2002, If the Lease is not renewed, the Authority does not expect
that Revenues will be sufficient to pay the debt service on the Economic Development Road Revenue Bords
(Revitalization Projects), including the 2000 Bonds. The Economic Development Road Revenue Bondy
{Revitalization Projects), including the 2000 Bonds are payable solely from and secured by a pledye of
rental pavments under the Lease and are not secured by any lien on, or interest in, the projects constituting
the System. See “Payments if Lease is Not in Effect,” below. Further, in order to balance the budget of the
Commonwealth, the Governor may limit spending by Commonweualth departments, including  the
Transportation Cabinet, and reduce appropriations previously made by the Kentucky General Assembly,
including appropriations for rental payments under the Lease. Failure of the Transportation Cabinet to
receive such appropriations could have an adverse effect on or preclude the Authority’s ability to pay the
principal of and imterest on the 2000 Bonds. See “THE COMMONWEALTH."

Payments if Lease is Not in Effect

In the event that the Lease is not renewed, the Transportation Cabinet will immediately be lizhle for
the balance {if any) of rentals duc in the current biennial term of the Lease; and, during any period when the
Lease is not in effect, the Transportation Cabinet must collect from the Commonwealth and pay ovcer to the
Authority motor fuel taxes and surtaxes collected by the Commonwealth on gasolinc and other motor fuels
consumed on the System not dirccted by law or previous binding contract (o be applied to uses other than
payment of the principal of and premium, if any, and interest on the Bonds.
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The Authority has covenanted in the Indenture that. during any period that the Lease is not in eftect,
it will take all such actions as may be rcasonably necessary. giving duc consideration to the anticipated
expenses in taking such action. 10 collect such motor fuel taxes and surtaxes from the Commonwealth. to
Facilitate the reasonable determination of the amount of gasoline and other motor fucls so consumed. and to
deposit any such amounts collected in the Revenue Fund created under the Indenture.

Flow of Funds

Pursuant to the Indenture, a Construction Fund. a Revenue Fund and a Bond Fund ae created. Four
accounts are created in the Bond Fund: 4 Capitalized Interest Account. a Bond Service Account. a
Redemption Account and a Rebate Account, The Authority has covenanted in the Indenture that. so long as
the Lease is in effect. it will cause all rentals patd by the Transportation Cabinet 1o the Authority under the
Lease 10 be deposited in the Revenue Fund., The Trustee wili withdraw from the Revenue Fund. to the
¢xtent monies are available therein, and. not later than each Interest Payviment Date. will deposit to the credit
of the following accounts in the following order and amounts:

ta)To the Bond Service Account of the Bond Fund. {irst. an amount. if any, which, when added 10
any amount on deposit thercin and available for such purpose. will equal the amount required for
interest on the Outstanding Bonds, including the 2000 Bonds. payable on the next Interest
Payment Date. and. second. the amount, if any. necessary 1o make the amount in the Bond
Service Account equal to the principal of all Bomds. tncluding the 2000 Bonds, maturing on the
nexi Interest Payment Date and the Amortization Requirement, less certain credits described in
the Indenture: and

(b)To the Redemption Account. (o the exient available after making the deposits required under
clause (a) above. an amount equal to the amount included in the most recent rental payment for
deposit into the Redemption Account: and

(¢)To the Authority. to the extent available after making the deposits required under clauses (it}
and (b) above, an amount equal to the amount determined by the Authority and concurred with by
the Transportation Cabinet required in the aext six-month period for administrative and other
expenses of the Authority with respect (o the System. including repairs and maintenance of the
System to the extent not dircetly paid by the Transportation Cabinet: and

(d)To the Authority. the balance of the sum remaining in the Revenue Fund atter making the
deposits required by clauses (a) through (¢} above. 10 be used for any lawful purposes.

During any period when the Lease is not in effect, on a monthly basis. the Trustee will withdraw
from the Revenue Fund an amount equal to the amount of all monies held to the credit of the Revenue Fund
on the last day of the preceding month, less an amount determined by resolution of the Authority (concurred
with by the Trustee) required in the current month and the next month for administrative and other expenses
of the Authority with respect 1o the System, and deposit the same first to the credit of the Bond Service
Account of the Bond Fund in the amounts described above, and then the balance, if any. (o the Redemption
Fund.



Amounts on deposit in the Bond Service Account of the Bond Fund will be applied solely to pay
principat of {including the Amortization Requirement, i’ any) and interest on the Bonds; amounts, it any, in
the Capitalized Interest Account of the Bond Fund will be applied solely to pay interest on the 2000 Bonds;
amounts on deposit in the Redemption Account will be used to optionally redeem or purchase Bonds (see
“Description of the 2000 Bonds — Redemption Provisions™); and amounts on deposit in the Rebate Fund
will be used to pay any required rebatc (o the United States Government, all as further described in the
indenture.  Sce APPENDIX B — "SUMMARY OF PRINCIPAL LEGAL DOCUMENTS — The
Indenture.” With respect to the 2000 Bonds, no amounts will be deposited in the Capitalized Interest
Account of the Bond Fund for purposcs of paying interest on the 2000 Bonds.

Restrictions on Future Financings

Restrictions in the Lease. The Lease imposcs a restriction on any future financings by the
Transportation Cabinet of road projects under the Act. including Toll Road, resource recovery road and
economic development road projects. including Revitalization Projects.  The Transportation Cabincet
covenants in the Lease not to enler into Jeases with respect 10 such future financings unless there is filed
with the Trustee a certilicate of the chicf accounting officer of the Transportation Cabinet stating that
“Adjusted Revenues” (as defined below) are at least 2.0 times “Maximum Annual Debt Service” (as defined
below). Similar covenants are contained in agreements and leases relating o the Authority’s Resource
Recovery Road Revenue Bonds, Toll Road Revenue Bonds and other Economic Development Road Bonds
described in this Official Statement. Scee “THE AUTHORITY — Transportation Cabinet Projects Financed
by the Authority.”

“Adjusted Revenues™ means the aggregale of all amounts credited to the Road Fund for any 12
consecutive ot the preceding 18 months, excluding (a) proceeds of ohligations tor borrowed money and (b)
amounts required by law {excluding appropriations law) to be used for purposes other than for debt service
on obligations for borrowed moncy payable trom the Road Fund or for rentals on leases entered into by the
Transportation Cabinet pursuant to the Act. In calculating Adjusted Revenues. if there is in cffect at the duie
ol such calculation any change in the rate or charge at which any tax or fee included in Adjusted Revenues
is levied or any new tax or fee which is to be credited to the Road Fund, it is to be assumed that such new
rate, charge, tax or fee was in effect at all times and the amounts credited to the Road Fund arc to be
adjusted to retlect the amounts which would have been credited had such rate. charge. tax or fee been in
effect at all times,

“Maximum Annual Debt Service™ means the sum of all amounts required to be paid from the Road
Fund during any single Fiscal Year commencing after the date of such calculation, or sel aside during such
Fiscal Year for payment of debt service on cach outstanding obligation for borrowed moncys, and that
portion of rentals required to pay debt service under each tease in effect on such date entered into by the
Transportation Cabinet pursuant o the Act. In calculating Maximum Annual Debt Service it is to be
assurned that (i) the new lease into which the Transportation Cabinet proposes o enter is n effect, (i) the
obligations for borrowed money proposed to be issued at the time of execution of such lease arc
outstanding, (iii) the proceeds of such obligations if issued to refund other obligations have been applied as
provided in the proceedings ‘n connection with the issuance of such proposed obligations, (iv) Bonds
bearing or to bear interest at a Short Term Rate will be deemed to bear interest at the “Maximum Rate” such
Bonds may bear as defined in the Scrics Resolution authorizing the issuance of such Series of Bonds and (v)
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Bonds scheduled 10 be Outstanding during such period which are subject o Puts payable from a Credit
Facility will not be deemed to be payable on Put dates.

Further, in calculating Maximum Annual Debt Service. there is to be subtracted from such
calculation with respect to any Fiscal Year (a) an amount equal to the reasonably projected interest carnings
on investments held for the credit of a debt service fund which are 10 be deposited in a bond service account
pursuant to the provisions of a trust indenture and (b) an ameunt equal to the principal amount of uny money
and investments in a deblt service reserve fund that are to be deposited in a bond service account pursuant to
a trust indenture and applied to the payment and discharge of bonds during such Fiscal Year and on the
immediately succeeding July 1.

Restrictions in the Indennre, The Indenture permits the issuance of additional Bonds on a parity
with the 2000 Bonds and other Bonds previously issued on a parity with the 2000 Bonds, Additional Bonds
{including refunding Bonds other than as described below) may be issued only it the centificate of the chief
accounting officer of the Transportation Cabinet described above is filed with the Trustee on the date of
issuance of such additional Bonds.

Bonds of any Series to refund Bonds may be authenticated and delivered by the Trustee without
compliance with the requirement described above if there is filed with the Trustee a centificate of the
Chairman of the Authority stating that the aggregate principal and interest requirements. assuming the
tssuance of such refunding Bonds. in Fiscal Years after the Fiscal Yeur in which such series of Bonds is to
be issued through the last stated maturity date of any Bonds. other than the Bends to be refunded.
Outstanding immediately prior to the issuance of such Series of Bonds will not be greater than the aggregale
of the principal and imerest requirements in such future Fiscal Years calculated immediately prior to the
proposed issuance of such Series of Bonds.

Based upon amounts credited to the Road Fund for the twelve-month period ended June 30. 2000
{unaudited) and assuming 1ssuance of the 2000 Bonds at the interest rates and with the maturities set forth
on the cover page of this Official Statement. the ratio of Adjusted Revenues to Maximim Annual Debt
Service is estimated to be 5.06 (bascd on a Maximum Annual Debt Service of $173.002.695.71).

BOND INSURANCE

Bond Insurance Policy

Concurrently with the issuance of the 2000 Bonds. Financial Security will issue the Bond Insurance
Policy for the 2000 Bonds maturing on July 1 of the years 2007 through 2015, inclusive (the “Insured
Bonds™). The Bond Insurance Policy guarantees the scheduled payment of principal of and interest on the
Insured Bonds when due as set forth in the form of the Bond Insurance Policy included as an appendix to
this Official Statement. See APPENDIX D — “SPECIMEN MUNICIPAL BOND INSURANCE
POLICY.”

The Bond Insurance Policy is not covered by any mnsurance security or guaranty fund established
under New York. California. Connecticut or Florida Insurance law,
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Financial Security Assurance Inc.

Financial Security is a New York domiciled insurance company and a wholly owned subsidiary of
Financial Security Assurance Holdings Ltd. (“Holdings™). Holdings is an indirect subsidiary of Dexia, S.A .,
a publicly held Belgian corporation. Dexia, S.A., through its bank subsidiaries, is primarily engaged in the
business of public finance in France, Belgium and other European countries. No shareholder of Holdings or
Financial Sccurity is liable for the obligations of Financial Security.

At September 30, 2000, Financial Sccurity’s total policyholders” surplus and contingency reserves
were approximately  $1,372.337.000 and its total uncarned  premium reserve  was  approximately
$693.512,000 in accordance with statutory accounting principles. At September 30, 2000, Financial
Security’s total shareholder’s cquily was approximately $1.383.058.000 and its total net uncarned premium
reserve was approximately $571,400,000 in accordance with generally accepted accounting principles.

The financial statements included as exhibits to the annual and quarterly reports filed by Holdings
with the Securitics and Exchange Commission are hereby incorporated herein by reference.  Also
incorporated herein by reference are any such financial statements so filed from the date of this Official
Statement until the termination of the offering of the 2000 Bonds. Copies of materials incorporated by
reference will be provided upon request to Financial Security Assurance Inc., 350 Park Avenue, New York,
New York 10022, Attention: Communications Department (telephone (212) 826-0100).

The Bond Insurance Policy does not protect investors against changes in market value of the 2000
Bonds, which market value may be impaired as a result of changes in prevailing interest rates. changes in
applicable ratings or other causes. Financial Sceurity makes no representation regarding the 2000 Bonds or
the advisability of investing in the 2000 Bonds. Financial Security makes no representation regarding the
Official Statement, nor has it participated in the preparation thereof, except that Financial Security has
provided to the Issuer the information presented under this caption for inclusion in the Official Statement.

THE AUTHORITY

General

The Authority was created by the Act and constitutes a de jure municipal corporation and politicai
subdivision of the Commonwealth. The Authority is authorized under the Act, subject to the Hmitations
contained in the Biennial Appropriations Act and terms of written agreements with the Transportation
Cabinet, (o construct, reconstruct, maintain, repair and operate turnpike projects, resource recovery road
projects, and economic development road projects. to lease such projects to the Transportation Cabinet and
to issue its revenuc bonds, revenue refunding bonds, revenue notes and revenue bond anticipation notes to
finance such projects. The Authority members are the Governor (serving as Chairman), the Lieutenant
Governor (serving as Vice Chairman), the Attorney General, the Secretary of the Transportation Cabinet.
the Stale Highway Engineer. the Secretary of the Finance and Administration Cabinet and the Scerctary of
the Cabinet for Economic Development. The current members of the Authority are as follows:
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Governor Paul E. Patton

Licutenant Governor Stephen L. Henry
Attorney General A.B. Chandler I
Seeretary. Finance and

Administration Cabinet John P. McCarty
Seccretary. Transportation Cabinet James C. Codell 111
State Highway Engineer James McFurland Yowell
Secretary. Cabinet

for Economic Development Marvin E. Strong

The Executive Director of the Authority is Bobby J. McKee. the Treasurer of the Authority is
Gordon L. Mullis. Jr. and the Secretary of the Authority is Linda W. Masters.

The Act establishes and governs the operations of the Authority and authorizes and empowers the
Authority under the terms of written agreements with the Transportation Cabinet 1o construct. reconstruct.
maintain. repair and operale projects. resource recovery road projects and cconomic development road
projects. to lease such projects to the Transportation Cabinet. to issue revenue bonds to finance such projects
and 1o refund such revenue bonds. The Authority is also empowered to issue revenue notes and revenue
bond anticipation notes.

Transportation Cabinet Projects Financed by the Authority

Pursuant to the Act. the Transportation Cabinet and the Authority are empowered 10 enter nto
agreements and leases for various types of highway projects. The following briefly describes cach of the
types of projects which have been or are currently planned to be financed under the Act,

Turnpike Projects. Commencing in 1960. the Transportation Cabinet initiated the construction of a
system of toll roads (turnpikes) designed to relieve congested traffic conditions and 1o facilitate vehicular
travel within the Commonwealth. The toll road projects which have been financed by the Authority.
constructed by the Transportation Cabinet on behalf of the Authority, and leased 1o the Transportation
Cabinet include the Eastern Kentucky Toll Road. the Eustern Kentucky Extension. the Western Kentucky
Toll Road. the Central Kentucky Toll Road. the Jackson Purchase Parkway. the Pennyrile Parkway and
Western Extension. the Audubon Parkway. the William H. Natcher (Green River) Parkway. the Cumberland
Parkway and the Daniel Boone Parkway. All of these projects were financed through the issuance of bonds
by the Authority in 1960, 1961, 1962. 1963. 1966. 1969 and 1971. A portion of the bonds issued to
construct the Audubon Parkway, the William H. Natcher (Green River) Parkway. the Cumberland Parkway.
and the Daniel Boone Parkway remain outstanding and the lease for those projects remains in effect, The
Authority continues to impose and collect tolls on those four parkways. All other toll road bonds have been
paid.



Resource Recovery Roud Projects. Pursuant 1o a 1976 amendment to the Act. the Transportation
Cubinet and the Authority are authorized to enter into agreements and leases to provide for the construction
and financing of resource recovery road projects. Such projects are described in the 1976 amendment as
“express highways or super highways designed 1o serve as a modern, heavy-duty motorway capable of
carrying vehicles transporting coal, and also servicing the general public.” Various projects throughout the
Commonwealth were financed by the Authority’s issuance of bonds in 1977, 1978 and 1979.

Economic Developnent Road Projects; Revitalization Projects. In 1980, the Kentucky General
Asscmbly amended the Act to empower the Authority to issue obligations to linance economic development
road projects which are currently defined in the Act to mean the construction. reconstruction or relocation of
any highway. road or thoroughfare. or such part or parts thereof, as designated by the Transportation
Cabinet as a purt of the economic development road system of the Commonwealth. The Kentucky General
Assembly found that “in many cases, highways, roads and thoroughfares which are vital economic links
between various sections of the Commonwealth have become. by reason of age and continued usage,
obsolete and are no longer capable of affording the services required in a modern industrial society,” and
authorized the Authorily to issue cconomic development road revenue bonds to correct such conditions.
The Authority financed cconomic development road projeets through the issuance of bonds in 1984 and
1987.

Inits 1998 Act, the Kentucky General Assembly authorized the issuance of up to $200,000,000 of
Bonds during the 1998-2000 biennium for Revitalization Projects. The Authority is issuing the 2000 Bonds
pursuant to the authorization of the 1998 Act. As described under “Sources and Uses of Funds,” a portion
of the proceeds of the 2000 Bonds will be deposited in the Construction Fund and used to pay a portion of
the costs of the Revitalization Projects.

The Act provides that the Authority may expend funds in excess of the estimated cost for projects
on each route, but may not exceed the estimated cost by more than 109%. The Act further provides that if
any route is completed at a cost less than the amount specified above, the Authority must utilize the
remainder of the funds for the sole purpose of completion of the Revitalization Projects specitied ubove,
regardless of whether costs exceed the 10% requirement.  Any proceeds of Bonds issued to finance the
Revitatization Projects remaining afier the completion of those Revitalization Projects must be transferred to
the Bond Service Account. See “SECURITY AND SOURCE OF PAYMENT FOR THE 2000 BONDS —
Flow of Funds.”
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Outstanding Obligations of the Authority

Final
Date Maturity
Name of Revenue Bond Issue Issued Outstanding
Toll Road Revenue Refunding Bonds ¢ h
1986 Series A 771786 77206057
Resource Recovery Road Revenue
Retunding Bonds (2)
1985 Series A 7/1/83 7172009
1987 Series A 571787 THH208
Economic Development Road
Revenue Bonds
(Revitalization Projects)
Series 1992 H¥/1/92 12000
Series 1993 +1/93 712013
Series 1993 4/1/95 74172008

The outstanding bond obligations of the Authority as of September 30, 2000 were as follows:

Total

Source: Turnpike Authority of Kentucky

(3

Original
Principal
Amount

§$226,385.000

309.961.261
257989 3R0)

2500,493.658
570.540.000
2378900000

Par
Amount

Outstanding

S 308200000

1 13.970.000
36,263,851

[48.018.658
429,945,000
221,5325.000

SL002,632,509

=y
(3

These bonds are secured primarily by renewable biennial fease< of the applicahle wrnpike projects and, in the event such
leases are not renewed by the Transportation Cabinet. by a claim upon tolls and motor fuel taxes on fuel consumed on such

rnpike projects,

These honds are secured primarily by a renewuble hiennial leuse of cortain resource recas ery roud projects and. in the event
the Tease is not rencwed by the Transportation Cabinet. by a claim upon collections from coal severance tuxes. (olls. Tees
and charges that may be imiposed for use of such projects.

Par Amount Quistanding includes the amount pavable at maturity of any capital appreciation bonds and bond meome

erowth securities,
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THE TRANSPORTATION CABINET
General

The Department of Highways was established as an agency of the Commonwealth by the 1912
General Assembly. Pursuant to Exceutive Orders 72-283 and 73-543, confirmed by the Kentucky General
Assembly by legislation enacted in 1974, the Department of Transportation (the “Department”)., predecessor
to the Transportation Cabinet, was created as the successor to. and represented a reorganization and
consolidation of, the Departments of Highways, Motor Transportation and Aeronautics. The Department
also succeeded to certain specitic functions and responsibilities of the Department of Public Salety and the
Department of Revenue as such functions and responsibilities related to transportation.  Pursuant to
fegislation enacted in 1982, the Transportation Cabinet was created as a successor Lo and suceceded (o all
duties of the Department.

The Transportation Cabinet is responsible for the construction, reconstruction and maintenance of
the Commonwealth’s primary road system, which carries an estimated 85% of the Commonwealth’s motor
vehicle traffic. This represents more than 41 billion vehicle miles of travel. The system consists of some
27400 miles of toll roads, interstate highways, resource recovery roads, the cconomic development road
system, primary roads, secondary roads. rural secondary roads and unclassified roads, and approximately
8,600 bridges.

The Transportation Cabinet also regulates the operation of motor vehicles upon Kentucky's public
highways and registers approximately 3.3 million vehicles and licenses 2.6 million drivers. The
Transportation Cabinet is also responsible for enforcing Kentucky and federal laws and rcgulations
pertaining to commercial vehicles in regard to weight and size limits, operating authority, safety, and tax
compliance.

Organization and Management

The Transportation Cabinet is organized into six major operating departments:  Highways,
Administrative Services, Rural and Municipal Aid, Vehicle Regulation, Fiscal Management, and Human
Resources Management. Eight offices perform stafl functions: Office of the Secretary, Policy and Budget,
General Counsel and Legal Affairs, Minority Alluirs, Transportation Delivery, Technology, Quality, and
Public Affairs. The Transportation Cabinet employs approximately 6,000 peopic on a [ull-time basis.

The Transportation Cabinet is headed by a Secretary of Transportation. who is appointed by the
Governor. Each Department is organized under an appointed Commissioner and each Office is supervised
by an Executive Director. The engineering functions of the organization arc under the supervision of the
State Highway Engineer and four Exccutive Directors, who also serve at the pleasure of the Governor.
Middle management of the Transportation Cabinet is composed primarily of carcer employees, most of
whom are members of the classified scrvice, which is the Commonwealth’s merit system for employeces.
Virtually all engineering personnel are protected under the classified service, assuring stability and
continuity in the programs of the Transportation Cabinet.
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Operations and Maintenance

The Transportation Cabinet provides transportation services to the travelling public through a
network of highly developed programs and operating units.  To assure prompt and efficient delivery of
services across the Commonwealth, the Transportation Cabinet operates |2 regional district offices. and
highway maintenance facilities in each of the 120 counties.

The Transportation Cabinet relies on automated systems for tracking and assessing the activities in
virtually all functional areas. The Transportation Cabinet uses a sophisticated automated muintenance
management system which provides managers with performance data on all aspects of roadway
maintenance work. The Transportation Cabinet also maintains an extensive and detailed database of the
Commonwealth's highway infrastructure. which the Transportation Cabinet has valued at more than S150
billion.

The Transportation Cabinet is committed to efficiency and cost containment.  This commitment is
demonstrated in the Transportation Cabinet’s ability to keep operations and maintenance expenditures
relatively constant over the last several years {cven though the highway system has been expanding and
vehicle miles traveled has increased).  This efficient management of operating and mainienance
expenditures may be attributed. in part. to several factors. First. the Commonwealth has made an effort over
the past decade 1o restrain growth in government employment levels, The Kentueky Transportation Cabinet
has been among the most successful state agencies in actually reducing personnel levels. Second. the
Transportation Cabinet has sought to use private contractors to perform maintenance and other functions
where cconomies can and have been realized.  Finally. the Transportation Cabinet’s enhanced program of
resurfacing and major road construction and reconstruction has reduced the need tor day-to-day
MAINCNANCE 0N Muny routes.

Capital Planning For Highways

The Commonwealth’s road planning process is structured 10 ensure the development of a
continuous and credible highway improvement program that complements the Commonwalth’s overall
transportation system. The process and its products have evolved considerably over the past decade as the
Transportation Cabinct has lengthened its planning horizon and the General Assembly has assumed a more
panticipatory role.

Prior 10 1982, the Transportation Cabinet had internally identified. planned. and designed potential
projects. Those which were approved by the Secretary were made a part of the Transportation Cabinet's
five-year program and moved to construction as funds became available. In the 1982 Regular Session of the
Kentucky General Assembly. legislation was enacted calling upon the Transportation Cabinet to present
each regular session of the General Assembly with a proposed highway construction program for the next
three biennia! periods. This proposed program for the three biennial periods is referred 10 as the “Six-Year
Plan.”

The Six-Year Plan consists of a biennial construction program and a four-year preconstruction
planning document. It is through this plan that legislative involvement in the project development process
has been assured. In recent years, the Six-Year Plan has tormed the foundation for development by the
Transportation Cabinet of a more forward-looking transportation planning tool. which is formally known as
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the “Statewide Transportation Plan.””  This plan, required first by the 1991 federal authorization act,
Intermodal Surtace Transportation Efficiency Act (ISTEA) and continued in the Transportation Equity Act
for the 21" Century (TEA-21) in 1998, integrates all modes of transportation and expands the horizon of
project needs identification beyond the six-year period prescribed by Kentucky statutes and allows a more
far-sighted approach to transportation planning.

Highway Plan Development.  Beginning with an unconstrained list of potential projects, the
planning process, utilizing input from local citizens and officials, Arca Development District Public
Involvement Committees, Metropolitan Planning Organization Committees, and Transportation Cabinet
staff, sets priorities and establishes a 20-year program based on future funding levels. Highway projecls
identified for the first six years and approved by the Kentucky Legislature every (wo years, represent the
highest priority projects and constitute the Six-Year Plan.  The remaining projects are prioritized and
selected every lour years tor the Statewide Transportation Plan and for possible inclusion in later Six-Year
Plans.  This plan consists o over 307 major roadway projects which are eligible for state and federal
funding. Each project has been evaluated, based on its relative contribution toward the satisfaction of four
goal-oriented criteria. These goals focus on: (1) preservation and management of the existing transportation
system. (2) providing system connectivity of the individual modes to promote economic development, (3)
coordination and cooperation among a wide variety of interests in the transportation planning process. and
(4) enhuncement of transportation system safety and convenience for the benefit of its many users.

Needs fdentification. To assist in the identification of highway needs across the Commonwealth,
the Transportation Cabinet conducts an on-going roadway inventory program. The data gathered through
the inventory process is wide-ranging and includes such criteria as traffic volumes, physical roadway
features (pavement width, pavement condition. bridge conditions. etc.}, accident statistics, and average
travel speeds. This information is analyzed to arrive ata relative assessment of the service provided by each
roadway section.

In addition to the evaluation of roadway inventory data, the Transportation Cabinet relics heavily
upon input from the Commonwealth’s 15 Area Development Districts, the seven Metropolitan Planning
Organizations. members of the General Assembly, public involvement and community action committecs
and the leaders of city and county governments for project needs identification.  This “partnership”
involving participants from the local, regional, and state levels provides information to the Transportation
Cabinet concerning growth trends. connectivity and access issues and economic development efforts to
which the highway infrastructure must respond. Additionally, the Transportation Cabinet’s engineering and
technicul staft perform travel demand and traffic forecasting and systems analysis to allow application of
those key clements in the identification of projects.

Implementation of the Siv Year Plan. Kentueky's Six Year Highway Plan is funded through the use
of Commonwecalth and federal highway dollars. Commonwealth funds are generally derived from fuel and
motor vehicle excise taxes and other revenues to the Road Fund, plus the proceeds from road bonds issued
by the Authority. Commonwealth funds are allocated 10 the Transportation Cabinet on a bicnnial basis and
are used 1o finance state-funded projects or to match federal aid funds at various participation ratios dictated
by the federal government. The majority of Kentucky's federal-aid highway funds are appropriated
annually from the Federal Highway Trust Fund operated by the U.S. Department of Transportation. The
annual federal-aid highway fund appropriation is governed by a multi-year federal authorization act. The
most recent authorization act was enacted in 1998 and is known as the Transportation Equity Act for the
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21st Century (TEA-21). These federal-aid monies are generated by federal excise taxes and are made
available in specific dollar amounts for specific types of improvements (i.c.. national highway svstem,
surface transportation program. bridge replacement projects. etc.). As an Appalachian state. the
Commonwealth also receives an annual apportionment of Appalachian highway tunds from the Federal
Highway Trust Fund. Regardless of origin. all federal dollars must be spent within the appropriate funding
category and cannot be transferred for use in other federal-aid categories except as specificalty permitted by
federal legisiation.

In preparing the Six-Year Plan. the Transportation Cabinet projects anticipated future funding levels
against which future projects can be established.  An effort is made to identify annual funding ceilings
within cach [unding category and to budget proposed highway activities against those dollars expected 10 be
available during the period. Once anticipated funding levels are set. projects are included in cach funding
category as funding levels permit. No project is included in the Transportation Cabinet’s Recommended
Plan unless it can realistically be tunded within the specified time frame.

The transportation plunning process allows for the systematic consideration of projects in view of
the impact on other projects which rely on similar funding sources. When a previously unfunded project is
added without the wvailabitity of additional funding. fiscal balance must be achieved by climinating an
equivalent project {or projects). New projects using previously unanticipated funding can be added to the
Plan without adverse effect.

The overall transportation planning process in Kentucky and throughout the nation is constantly
undergoing refinement. The federal TEA-21 legislation built upon the Intermodal Surface Transportation
Efficiency Act of 1991 (ISTEA) and strenglthened requirements for both enhanced shon-range and long-
range transportation planning processes. Kentucky has adjusted its programs to meet those mandates. With
these processes in place. program continuity is improved and Kentucky is positioned to provide a more
¢redible and ¢fficient future highway program.

Revenue Sources of the Transportation Cabinet

The Transportation Cabinet is funded through appropriations from a diversitied revenue base.
including the Road Fund. federal funds, restricted agency funds. and the Commonwealth’s General Fund. In
addition, the Transportation Cabinet expends funds on behalf of various government agencies and other
organizations, including the Turnpike Authority, that participate in the construction and maintenance of
highway projects. In the case of the Turnpike Authority. these funds arc generated through the issuance of
revenue bonds.

Approximately two-thirds of the Transportation Cabinet's budget is drawn from the Road Fund.
Chapter 48 of the Kentucky Revised Statutes provides that “money derived from the excise or license
tuxation relating to gasoline and other motor fuels, and moneys derived from fees, excise or license taxation
relating to registration, operation or use of vehicles for use on public highways™ must be deposited in the
Road Fund. The Kentucky Constitution mandates that such revenues be applied solely for highway-related
uses. Section 230 of the Kentucky Constitution states in part as follows:

No money derived from the excise or license taxation relating 1o gasoline and
other motor fuels. and no monies derived from fees. excise or license taxation relating 1o
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registration, operation, or use of vehicles on public highways shall be expended for other
than the cost of administration, statutory refunds and adjustments, payment of highway
obligations, costs for construction, reconstruction, rights-of-way, maintenance and repair
of public highways and bridges. and expense of enforcing state traffic and motor vehicle
laws.

Following is a briet description of the various sources of revenue deposited in the Road Fund. The
table under “Historical Available Road Fund Revenues, Expenses and Debt Service™ herein provides an
accounting of the portion of these revenue sources over each of the past five fiscal years which were
available to pay debt service. These amounts are shown exclusive of any laxes, fees and miscellaneous
revenues which arc dedicated for other uses.

Motor Vehicle Usage Tax, Motor vehicle usage taxes make up the largest portion of the Road
Fund, representing more than 47 percent of the total of monies deposited and available to pay debt service.
excluding those monies which are dedicated by statute o specitic use.  Sce "TRANSPORTATION
CABINET - Historical Available Road Fund Revenues, Expenses and Debt Service™ herein. A usage tax
is currently imposed on the sale or transfer of new or used motor vehicles at the rate of 6 percent of the
vehicle's value. The value on which the tax is assessed on new cars is a percentage of the manufacturer’s
suggested retail price, and for used cars and trucks is based on a notarized affidavit, prepared by both the
buyer and seller, attesting to the actual cash consideration paid for the vehicle. If a notarized affidavit is not
available, the retail price of the vehicle shall be the average trade-in value of the vehicle us prescribed by the
reference guide established by the Revenue Cabinet. A similar assessment, known as the motor vehicle
rental usage tax, is charged on the value of contracts for leased and rented vehicles.

Motor Fuel Tuxes. These taxes are levied on gasoline, liquefied petroleum gas and special fuels
(predominantly diesel fuel) sold for use in motor vehicles operated on public highways. These taxes make
up approximately 26 percent of the Road Fund that is available o pay debt service on Turnpike Authority
bonds. See “TRANSPORTATION CABINET — Historical Available Road Fund Revenues, Expensces,
and Debt Service.”

The currently effective rate for the basic motor fuels normal tax is 15 cents per gallon for gasoline
and liquefied petroleurn gas and 12 cents per gallon for special fuels.  In addition, firms operating
comimercial trucks in Kentucky are assessed a motor tuels normal use tax for any fuel purchased outside the
Commonwealth but consumed on Kentucky highways. Motor carriers are also charged a basic motor fuels
surtax which equates to approximately 2.2 cents per gallon of gasoline and 5.2 cents per gallon of special
fucls. A substantial portion of these motor (uels taxes is statutorily dedicated 1o a revenue sharing program.
Sce “Claims on Certain Road Fund Revenues - Revenue Sharing Programs and Other Restricted
Revenues™ below,

Licenses, Fees and Permits. Licenses. Fees and Permits consist of charges for (i) passenger car and
truck registrations, (i} operator’s licenses and (iii) various certificates. cards and permits. Registration fees
for cars and light trucks are levied at the rate of $12.00 annually for each vehicle regisiered and commercial
trucks are assessed a per vehicle registration tee from $24 10 $1.260 annually, based on the gross weight of
the vehicle. A vehicle operator's license currently costs S8.00 for a four-year basic license.
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Other Taxes. The major component in this category is the wetght distance tax. The weight distance
tax is assessed on trucks operating on Kentucky roads at declared weights of 60000 pounds or more at a
rate of 2.85 cents per mile,

A portion of the licenses. fees and permits resulting from the issuance or renewal of operator
liccnses and those relating to the extended weight coal haul system and the coal haul cooperative
agreements are restricted. See “Claims on Certain Road Fund Revenues — Revenue Sharing Program and
Other Restricted Revenues™ below,

Charges for Services. This category of revenues 1s composed ol various sales. rentals. record fees.
and toll facility charges. The Commonwealth currently operates four parkways on which tolls are collected.

Recent Changes to Road Fund Receipts. In recent years, the Kentucky General Assembly has made
a number of changes which affect Road Fund receipts. A briet outline ol some of the most notable tax
maditications follows.

The General Assembly amended the motor fuels normal gasoline and special tuels tax statutes to
allow consumers to purchase tax free special fuels for non-highway use. etfective August 1. 2000. Prior to
enactment of this change. consumers were required to obtain a motor tuels tax refund permit. pay the motor
fuel tax at the time of purchase. and then, apply for a refund of the tax paid from the Kentucky Revenue
Cabinet.

As part of a 1988 puckage of truck taxes and fees. a heavy vehicle tuel surtax was imposed which
was not subject to being statutorily distributed to a revenue sharing program. This tax was {evied at the rate
of 2.0 cents per galton on fuels consumed on Kentucky highways by vehicles with a declared gross
operating weight of 60.000 pounds or more. This tax was sunsetted by the General Assembly effective
during Fiscal Year 1997 in order to comply with a federal mandate. ISTEA required that all states become
participants in the International Fuel Tax Agreement (IFTA) by September 30, 1996. The conditions for
membership in IFTA prevented Kentucky from continuing to impose the heavy vehicle fuel surtax. The
revenues from the heavy vehicle fuel surtax were $7.851.762 in Fiscal Year 1996, which was the fast full
fiscal year in which it was collected. The General Assembly partially replaced the revenues from this tax by
changing the definition of vehicles subject to the motor fuels surtax to include two-axle trucks.

The General Assembly increased the rate for the motor vehicle usage tax from 5 percent to 6
percent of taxable value. effective July 1. 1990. Sce “Motor Vehicle Usage Tax™ above. The General
Assembly enacted legislation which changed the method for assessing motor vehicle usage tax. Beginning
in Fiscal Year 1999, the tux was assessed based on the actual selling price of the vehicle, as attested 1o 10 an
affidavit signed by both the buyer and the seller. Prior to this change. the taxable value was determined by
an automotive reference manual. This change was estimated 1o result in a loss to the Road Fund of
$6.800.000 per year.

Claims on Certain Transportation Cabinet Revenues
Revenue Sharing Programs and Other Restricted Revenues. There are a number of statutory

requirements affecting certain Road Fund revenues. A total of 48.2% of the collections of motor fuels,
normal, normat use and surtaxes are restricted and reserved for use on county, municipal. and state rural
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secondary roads. Chapter 177 of the Kentucky Revised Statutes requires that 22.2% of these motor fuels Lax
receipts be expended by the Transportation Cabinet on the rural secondary road system. Chapter 177 also
directs that 7.7% and 18.3% of the motor fuels tax be distributed, based on statutory formula, to municipal
and county governments, respectively. for use on urban roads and streets and county roads and bridges.
Finally, the statutes require that . 1% of the motor fuels tax collections, up 1o a maximum of $190,000, be set
aside for the Kentucky Transportation Center. See “Motor Fuels Taxes™ above.

Kentucky law establishes an account within the Road Fund, the Energy Recovery Road Fund, into
which all fees relating to the extended weight coal haul system are to be credited.  Sixty percent of these
funds are to be used by the Transportation Cubinet in maintaining the Commonwealth's portion of this road
system, and 40 percent of which are to be distributed 1o the counties for the purpose of maintaining county
roads on this system. In addition, Kentueky law provides for cooperative agreements between the
Transportation Cabinet and transporters of coal, through which coal transporters may share in the
maintenance of roads over which extended weights are hauled. Road Funds collecled through these
agreements are restricted to expenditures on roads covered by the agreements.

A portion of the receipts to the Road Fund resulting from the issuance or renewal of operator's
licenses are also statutorily restricted (sce “Licenses, Fees und Permits” above). Chapter 186 of the
Kentucky Revised Statutes requires that 50 cents for each four-year original or renewal operator’s license be
dedicated to cxpansion of the Kentucky driver education program. For each original or renewal motorcycle
operator’s license and each instruction perimit, $4 must be dedicated for the purpose of a motorcycle safety
education program. Additionally, Chapter 186 provides that $1 from cach operator’s license fee is to be set
aside exclusively to cover the cost of issuing a photo license.

Historical Available Road Fund Revenues, Expenses, Debt Service

The table below illustrates the Transportation Cabinet’s historical total available Road Fund
revenues, expenses, debt service on general obligation highway bonds. and lease rental obligations for the
past six fiscal years. The figures for the past six fiscal years are derived from the Transportation Cabinet’s
Financial Report to Management for cach fiscal year, and the figures for Fiscal Year 2000 are derived from
the Transportation Cabinet’s unaudited financial statements. Motor fuel revenues are shown net of the
required allocations for urban roads and streets, for rural and secondary roads, for county roads and bridges,
and for the Kentucky Transportation Center. Operating and maintenance expenses reflect only those related
1o Commoenwcalth highway and highway-related projects payable from the Road Fund.



Transportation Cabinet’s
Historical Available Road Fund Revenues,
Expenses, Debt Service on
General Obligation Highway Bonds and Lease Rentals

ih

(AMOUNTS IN THOUSANDS)
FOR THE FISCAL YEAR ENDED JUNE 30

1995 19% 1997 1998 1999 2000
(unaudited:
TOTAL AV AILABLE ROAD FUND REVENLUES:
TAXES:
Motor Fuels o SMIBRAZ 8211336 $211.2M9 S214.278 0 S222.688 $227.626
Vehicle Usage (3 306867 327.674 341517 366792 375672 409,390
{Other 58.263 6 893 6l 3% 6l.017 71473 THAAIN
1 ICENSE. FEES AND PERMITS 9).414 G1.78%4 EARIES 46.319 103042 108 447
CHARGES FOR SERVICES 18.083 18,2490 19.32] 200,257 201371 204904
FINES AND FORFEITS 75 b 17 15 2 21
INTEREST INCOME 22421 3iedl 0 BLRT6 41,951 ] 29436
TOTAL AVAILABLE ROAD FUND REVENUES: ST08.966 STH43042 S$760.414 SR07.629
OPERATING & MAINTENANCE LXPENSES:
Personnel Cost SLI7.990  Si29.790 5130714 5132136 $137.302 ST48.512
Personal Sernvice +.024 J.042 3404 3272 3400 2634
Operating Expense 67011 7744 ®4.7-H) 90.756 YR.A67 R6.6TA
Crrants 6l 15 22 -6 67 4
Deht Service 0 0 ] 0 0 0
Capita! Qutluy 3282 SMES 3.A36 518 1060 H37
Cupitad Construction 2,531 s032 1.708 2869 1.825 2140
Hichwuy Materials 24466 21534 22475 15,763 26590 32932
Other Agency Contrdy 12,809 41997 42019 4243 36,723 RBCR
TOTAL OPERATING & MAINTENANCE: $267.204 S285.784 288723 286,592 305,540 S306.330
NET AVAILABLE ROAD FUND REVENUES: S1IKTHT SIAEAN $471.691 S5200.737 S524.291 S360.022
DEBT SERVICE AND LEASE RENTALS:
DERT SERVICE ON COMMONWEALTH
GENERAL OBLIGATIONS BONDS: 45 $ 13912 % { S a S 0 S n S 0
[LEASE RENTALS: tfn
Toll Road Project 31707 63930 21426 13.283 14473 3494
Economic Deselopment Road Praject 42,726 41.766 n471 63,201 YANTH 111,492
Resource Recovery Road Project 43991 114946 76,0060 71611 43441 53512
TOTAL DEBT SERVICE AND LEASE RENTALS: S152.336 SI33.63] S160,.963 SIR2105 S151.789 5168408
GROSS COVERAGE (T 4.6343 1.7796 47242 33065 54670 S92
NET COVERAGE (1) 2.8802 20435 2934 34215 34541 33770
NOTES:
ih The following schedule displays detailed information relating 10 the Commonwealth of Kentucky's Road Fund that can be used to

caleutute the coverage of available revenues compared to debt and lease rental payments. Total Availabie Rowd Fund Revenues
represent total revenues available to the Road Fund exclusive of taves, fees. and miscellanesus revenues which are dedicated for ather
uses and not available o pay debt service on the general obligation highway bonds or to make lease rental payments to the Authority.
Operating and Maintenance Expenses include certain non-constriction maintenance, operating. regulatory and administrative
expenses related to the public highways. Net Available Roud Fund Revenues represent Total Availuble Revenues less Operating and
Aaintenance Expenses

124 One type of Motor Fuels Tax, the Heavy Vehicle Fuel Surtax. was discontinued in Fiscal Year 1997, During Fiscal Year 1996, which
was the Tast full vear this tax wis collected. revenues from the tax were $7.851.762. The Motor Fuels Tax Revenues for Fiscul Yeur
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P99 have been ajusted downward to reflect a potentad refund of tax in the amount of $7.690.870. This amount was removed from
the Road Fund balance and escrowed during Fiscat Year 2000 after g taxpayer reporied overpayment of the tax due to an accounting
error. The actual amount to be refunded is amicipated (0 be determined during Fiscal Year 2001,

(3 The manner in which the tusable value for the Motor Vehicle Usage Tus rate is determined was changed effective during Fiscal Year
1999 Beginning in Fiscal Year 1999, the s was assessed basetd on the actual selling price of a vehicle. as atiested to in an altidavit
signed by buth the buyer and the seller. Prior to this chunge. the tasable value was determined by an automotive reference manual.
This chunge was estimated to result i a loss to the Roud Fund of $6.800.000 e year.

141} [n certain tiscal yeurs. the Kentucky General Assembly appropriated Road Fund revenues 10 agencies outside of the Transponation
Cabinet to fund the vosts of enforcement of traltie Luws, the collection of Road Fund 1ux revenues and other administrative support
functions related to the Cabinet.

15 Effective July 1. 1995, all General Oblization Highway Bonds were paid in full,

£ Lease Rentals paid by the Transpurtation Cabinet 1o the Turpike Author ity include amounts representing the folivwing: principal und
interest requirements on Turnpike Authority bonds, et of Debt Service Reserve Fund investment curnings and amounts required by
the Turapike Authority for adiministeative and other eapensestand any amounts for deposit into the Redemption Account.

17} Grross Coverage equals Total Availuble Road Fund Revenues divided by Total Debt Service and Lease Rentals, Net Coverage equals
Net Availuble Road Fund Revenues tivided by Total Debt Serice and Lease Rentals.

Basis of Accounting

The Transportation Cabinet’s financial statements are maintained and reported on two bases of
accounting. The interim financial statements are prepared on o modificd cash basis of accounting and are
preparcd primarily for budgetary and cash numagement purposes. Under this basis of accounting, revenue
iv recorded when received in cush and expenditures are recorded when disbursements are made.
Expenditures for liabilitics incurred betore year-end may be processed for a period of 30 days alter the close
of the Fiscal Year.

The tannual, as of June 30 audited financial statements and the unaudited financial statements are
prepared on a modified accrual basis of accounting in compliance with Generally Accepted Accounting
Principles and Legal Compliances as outlined by the Governmental Accounting Standards Board. A copy
of the Transportation CabineUs audited financial statements is included as a supplement o The Kentucky
Comprehensive: Amnual - Financial  Report, published annually by the Commonwealth.  See “THE
COMMONWEALTH — Financial Information Regarding the Commonwealth, the Transportation Cabinet
and the Authority™ and “— Certain Financial Intormation Incorporated by Reference; Availability from
NRMSIRs and the Commeonwealth.”

The intertm financial statements reconcile direetly with the audited financial statements. Under the
interim finuncial statements, the Transportation Cabinet maintains five operating accounts: the Road Fund,
the Federal Fund, the General Fund. the Ageney Fund. and the Capital Projects Fund. General operating
revenues such as motor fuel receipts. license and privilege taxes, departmental fees. and tol] revenues are
recorded in the Road Fund. Federal grants are recorded in the Federal Fund, and transfers from the
Commonwealth’s General Fund are recorded in the General Fund. Receipts dedicated to specific programs
or purposes and related expenditures are recorded in the Agency Fund.  Transactions relating 1o the
acquisition, construction or renovation of the Transportation Cabinet’s major capital facilitics and the

~

acquisition of major equipment are accounted for in the Capital Projects Fund.
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Budget Process

The Transportation Cabinet budget for the biennium is prepared in accordance with Chapler 48 of
the Kentucky Revised Statutes and based on two-year projections made in light of long-range program
requirements and revenue estimates. The biennial budget request is prepared by the Transportation Cabinet
and presented o the Governor for submission to the Kentucky General Assembly at its bicnnial session.
The estimates of revenues are made by the consensus forecasting process as preseribed by Chapter 48.115
of the Kentucky Revised Statutes,

Transportation Cabinet budget development is initially dependent upon determining (1) as ailuble
funds both dedicated and undedicated. (2} debt service requirements and lease rental obligations, (3)
operating requirements and {(4) construction program requircments.  The budget is developed from the
analysis of the above factors, prior year expenditures and new demands on the transportation program for
the fiscal period in question,

The construction program requirements consist of the estimated cost of new construction by project
within cach system of highways. by phase and by quarter. Cost estimates are based upon the estimated
contractual and non-contractual costs of preliminary engineering. acquiring rights-of-way. construction.
relocating utiditics. design and other tactors.

The operating requiremenis for the Transportation Cabinet are tormulated by the Transportation
Cabinet Office of Policy and Budget from requests from cach budget unit. with subsequent analysis.
discussions and adjustments. Final approval of the agency biennial budget request is given by the Sccretary
of the Transportation Cabinet prior to submission to the Governor’s Office for Policy and Management.

In order to provide efficient budget control during the budget execution process. close lisison is
maintained between the budget units, the Transportation Cabinet Office of Policy and Budget and the
Governor’s Office for Policy and Management. Proposed changes in policy and programs are studied with
a vicw 10 their effect on the budget. Routine financial reconciliations are conducted monthly between the
Otfice of Policy and Budget and various units of the Transportation Cabinet as well as with the Finance and
Administration Cabinet.

Conditions to Additional Indebtedness

General obligation bonds of the Commonwealth payable from Road Fund revenues and receipts
may be issued. pursuant to the Constitution of Kentucky, only upon approval by the electorate. The
Transportation Cabinet may, pursuant to law, issue bonds or certain other obligations payable from Road
Fund revenues and receipts. Unless such obligations are to be used to finance projects which will produce
revenues which will fully meet required debt service, their issuance is conditioned, pursuant 1o existing law.
upon approval by the Kentucky General Assembly. Issuance of such bonds or other obligations also
requires the approval of the Office of Financial Management in the Finance and Administration Cabinet.

THE COMMONWEALTH

The Commonwealth of Kentucky. nicknamed the Bluegrass State. was the first state west of the
Alleghenies to be scttled by pioneers. Kentucky is bounded by the Ohio River to the north and the
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Mississippi River to the west, and is bordered by the States of [linois. Indiana. Ohio, West Virginia,
Tennessee, Missouri and the Commonwealth of Virginia.

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 ¢conomy including manufacturing of industrial machinery, automobiles
and automobile parts, consumer appliances, and nondurable goods such as apparel. In addition, Kentucky’s
nonmanufacturing industrics 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, the Transportation Cabinet and the
Authority

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
Annual Financial Report includes certain financial statements of the Commonwealth, the Transportation
Cabinet and the Authority, as well as general linancial information pertaining o 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 sct forth in The Kentnoky Comprefiensive Annual Financial Report
contain information regarding the basis of preparation of the financial statements, Funds and Pension Plans
of the Commonwealth, the Transportation Cabinet und the Authority. The “Statistical Section” of The
Kentucky Comprehensive Annual Financial Report includes information on Commonwealth 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 manulacturers.

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

The Kentucky Comprehensive Annual Financial Report (or Fiscal Year 1999 is incorporated herein
by reference. The Commonwealth has filed The Kentucky Comprehensive Annual Financial Report {or
Fiscal Year 1999 with the following Nationally Recognized Municipal Securities Information Repositories
(“NRMSIRs”) in accordance with SEC Rule 15¢2-12:

(i) Bloomberg Municipal Repositories
P.0). Box 840
Princeton, New Jerscy 08542-0840
Internet: munis @bloomberg.com
Tel: (609) 279-3225
Fax: {609} 279-5902
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(11)

(111)

{(iv)

(v)

A copy of The Kentucky Comprehensive Annual Financial Report for Fiscal Year 1999, including
financial statements of the Transportation Cabinet and the Authority set forth as part of the report's
supplemental information, 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 1999 may be

DPC Data Inc.

One Executive Drive

Fort Lee. New Jersey 07024
Internet: nrmsir@dpedata.com
Tel: (201) 346-0701

Fax: (201) 9470107

Standard & Poor’s J.I. Kenny Repository
55 Water Street. 43th Floor

New York. New York 10041

Internet: htep://'www bluelist.com

Tel: (212) 438-4595

Fax: (212 438-3975

Muller Data

Attn: Municipal Disclosure

395 Hudson Street. 3rd Floor

New York, New York 10014

Intcrnet: disclosure @muller.com

Tel: (212) 807-53001 or (800} 689-8466
Fax: (212)989-2078

Interactive Data

Attn: Repository

100 Williams Strect

New York, New York 10038

Internet: NRMSIR @interactivedata.com
Tel: (212) 771-6899

Fax: (212y771-7390

Webstte: http://www.InteractiveData.com

found on the Internet at:

Only information contained on the Internet web page identified above is incorporated herein and no
additional information that may be reached from such page by linking to any other page should be

httpwwstate, ky.ustagencies/finance/manuals/tax/cafr.him.

considered to be incorporated herein.
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The Authority will enter into o Continuing Disclosure Agreement in order to enable the purchaser
of the 2000 Bonds to comply with the provisions of Rule 15¢2-12, Sce “CONTINUING DISCLOSURE.”
In addition. ongoing financial disclosure regarding the Commonwealth will be available through the filing
by the Commonwealth of two documents entitied The Kentucky Comprehensive Annual Financial Report
and Supplemental Information 1o the Kentucky Comprehensive Anmual Financial Report {(or successor
reports) with the NRMSIRs as required under Rule 15¢2-12.

Debt Issuing Authorities of the Commonwealth

Information regarding debt issuing authorities of the Commonwealth is included in APPENDIX A
—“DEBT INFORMATION PERTAINING TO THE COMMONWEALTH OF KENTUCKY.”

INVESTMENT POLICY

The Commonwealth of Kentucky's investments are governed by KRS 42,500 et seq. and KAR Title
200 Chapter 14, The State Investment Commission, comprised of the Governor, the Treasurer. Secretary of
the Finance and Administration Cabinet and gubernatorial appointees of the Community Independent
Banker's Association and the Kentucky Banker's Association, is charged with the oversight of the
Commonwealth's investment activities. The State Investment Commission is required to meet at least
quarterly, and delegates day-to-day investment management to the Office of Financial Management.

At September 30, 2000, the Commonwealth’s operating portfolio was approximately $3.5 billion in
cash and securities. The composition of investments was as follows: U.S. treasury sccurities (13%):
securities issued by agencies, corporations and instrumentalitics of the United States Government, inciuding
mortgage backed securities and colluteralized  mortgage  obligations (35%). repurchase agreements
collaterized by the aforementioned (27%}). municipal securities (4%); and corporate and asset backed
securitics. including money market sceurities (21%). The portfolio had a current yield of 6.86% and a
modified duration of 1.34 years. Investment income through June 30, 2000 was $160.0 million versus
$152.4 million the previous fiscal year. Total return for the Fiscal Year ending June 30, 2000 was 5.01%
versus 4.81% for Fiscal Year 1999.

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

The Commonwealth of Kentucky 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, which include: the sccurities lending program, over-the-counter treasury options,
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interest rate swaps and more recently the purchase of mortgage hacked sceurities and collateralized
mortgage obligations.

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

The Commoenwealth has had a securities lending program since the mid-1980s. The state reverses
its treasury and agency securities in exchange for 102% of cligible collateral. marked to market daily.
Eligible collateral is defined as securities authorized for purchase pursuant to KRS 42.500. Currently. the
Commonwealth receives a guaranteed rate of 10 basis points of the average market value of securitics in the
program.

On September 28. 1995 the State Investment Commission adopted Resolution 95-03. which
reauthorized interest rate swap transactions in a notional mmount not to exceed $200 million outstanding.
using the International Swap Dealers Association. Inc. Master Agreement and applicable appendices. The
Commonwealth engages in asset-based interest rate swaps to better manage its duration and to stabilize the
volatility of interest income. Currently, the Commonwealth has no asset-based interest 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 investment securities with excess funds
available for investment. The new classes of investment securities include:  United States dollar
denominated corporate securities, issued by foreign and domestic issuers. including sovereign and
supranatural governments, rated in one of the three highest categorics by a nationally recognized rating
agency. and asset backed securitics rated in the highest category by a nationally recognized rating agency.

KAR Title 200 Chapter 14 provides. among other things. that: corporate securitics. inclusive of
Commercial Paper. Bunker's Acceptances and Certificates of Deposit are limited to twenty-five million per
issuer and a stated final maturity of five (5) years or less. Money market sccurities rated Al-Pl or higher
are limited to 20% of any investment pool and when combined with corporate and Assct Backed Securities
must not exceed 25% of any investment pool. Asset Backed Securitics must have a weighted-average-life
of not more than four (4) years at the time of purchase. United States Agency Mortgage Backed Securities
(MBS) and Collateralized Mortgage Obligations (CMO) are also limited to a maximum of twenty-five
percent (25%) of any investment portfolio. MBS must have a stated final maturity of ten (10) years or less
and a weighted-average-life of not more than four (4) years at time of purchase. CMO must have a
weighted-average-life of four (4) years or less at time of purchase.



TAX EXEMPTION

General

In the opinion of Bond Counsel for the 2000 Bonds. based upon an analysis of existing laws.,
regulations. ruiings and court decisions, interest on the 2000 Bonds is excludable from gross income for
Federal income tax purposes and interest on the 2000 Bonds 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 aiternative minimum taxes. Furthermore, Bond Counsel for the 2000 Bonds is of the opinion that
interest on the 2000 Bonds is exempt from income taxation by the Commonwealth and the 2000 Bonds are
cxempt from ad valorem taxation by the Commonwealth and any of its political subdivisions.

A copy of the opinion of Bond Counsel for the 2000 Bonds is set forth in APPENDIX C —
“FORM OF OPINION OF BOND COUNSEL.”

The Code imposes various restrictions, conditions and requirements relatin g Lo the exclusion from
gross income for Federal income (ax purposes of interest on obligations such as the 2000 Bonds. The
Authority has covenanted to comply with certain restrictions designed to ensure that interest on the 2000
Bonds will not be includable in gross income for Federal income tax purposes. Failure to comply with these
covenants could result in interest on the 2000 Bonds being includable in gross income for Federal income
tax purposes and such inclusion could be required retroactively to the date of issuance of the 2000 Bonds,
The opinion of Bond Counsel assumes compliance with these covenants. However, Bond Counsel has 1ot
undertaken to determine (or to inform any person) whether any actions taken (or not taken) or events
oceurring (or not occurring) after the date of issuance of the 2000 Bonds may adversely affect the tax status
of the intcrest on the 2000 Bonds.

Certain requirements and procedures contained or referred to in the Indenture and other relevant
documents may be changed and certain actions (including, without limitation. defeasance of the 2000
Bonds} 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 2000 Bonds 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 2000 Bonds has rendered an opinion that interest on the 2000
Bonds is excludable from gross income for Federal income tax purposes and that interest on the 2000 Bonds
is excludable from gross income for Kentucky income tax purposcs, the ownership or disposition of, or the
accrual or receipt of interest on, the 2000 Bonds 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 Lax
status of the Bondholder or the Bondholder's other items of income or deduction. Bond Counsel EXPresscs
no opinions regarding any tax consequences other than what is set forth in its opinion and each Bondholder
or potenttal Bondholder is urged to consult with tax counsel with respect to the cffeets of purchasing,
holding or disposing the 2000 Bonds on the tax liabilities of the individual or entity.

For example. corporations are required to include all tax-exempt interest in determining “adjusted

current earmnings™ under Section 56(¢) of the Code. which may increase the amount of any alternative
minimum tax owed. Similarly. tax-cxempt interest may also increase the amount of any environmental tax
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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 2000 Bonds 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. mcreasing 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 2000
Bonds may also result in the limitation of interest and certain other deductions for financial institutions and
certain other taxpayers. pursuant to Section 256 of the Code. Finally. residence of the holder of 2000 Bonds
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 2000 Bonds.

The Authority has not designated the 2000 Bonds us “qualified tax-exempt obligations™ under
Section 265 of the Code.

Premium

“Acquisition Premium”™ is the excess of the cost of a bond over the stated redemption price of such
bond at maturity or. for bonds that have one or more carlier call dates. the amount payable at the next
carliest call date. The 2000 Bonds maturing on July 1, 2001 bearing interest at the rate of 5.000%. maturing
on July 1. 2002 bearing interest at the rate of 5.250% . maturing on July 1. 2003 bearing interest at the rate of
5.250%. maturing on July 1. 2007 bearing interest at the rate of 5.500% . maturing on July 1. 2008 bearing
interest at the rate of 5.750%, maturing on July 1. 2009 bearing interest at the rate of 5.500% | maturing on
July 1. 2010 bearing interest at the rate of 5.500%. maturing on July 1. 2011 beartng interest at the rate of
5.625%, maturing on July 1. 2012 bearing interest at the rate of 5.625%. maturing on July 1. 2013 bearing
interest at the rate of 5.625% and maturing on July 1. 2014 bearing interest at the rate of 5.625% (together.
the “Prenmium Bonds™) are being initially offered and sold to the public at an Acquisition Premium. Fer
federal income tax purposes. the amount of Acquisition Premium on cach bond the interest on which is
excludable from gross income for federal income tax purposes ( “tax-cxempt bonds™) must be amortized and
will reduce the Bondholder's adjusted basis in that bond. However. no amount of amortized Acquisition
Premium on tax-exempt bonds may be deducted in determining Bondholder's tuxable income for federal
income tax purposes. The amount of any Acquisition Premium paid on the Premium Bonds. or on any of
the 2000 Bonds. that must be amortized during any period will be based on the “constant vield” method.
using the original Bondholder's basis in such bonds and compounding semiannually.  This amount is
amortized ratably over that semiannual period on a daily basis.

Holders of any 2000 Bonds, including any Premium Bonds, purchased at an Acquisition Premium
should consult their own tax advisors as to the actual effect of such Acquisition Premium with respect 1o
their own tax situation and as to the treatment of Acquisition Premium for state tax purposes.

Original Issue Discount

The 2000 Bonds maturing on July 1. 2002 bearing interest at the rate of 4.400%. maturing on July
I, 2003 bearing interest at the rate of 4.500%, maturing on July 1, 2004 bearmg interest at the rate of
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4.500%, maturing on July 1, 2005 bearing interest at the rate of 4.600%, maturing on July 1, 2006 bearing
interest at the rate of 4.625%., maturing on July 1, 2007 bearing intcrest al the rate of 4.700%, maturing on
July 1, 2008 bearing interest at the rate of 4.750%. maturing on July |, 2009 bearing interest at the rate of
4.800%, maturing on July 1, 2010 bearing interest at the rate of 4.875%. maturing on July [, 2011 bearing
interest at the rate of 4.900%. maturing on July |, 2012 bearing interest at the rate of 5.000%, maturing on
July 1, 2013 bearing interest at the rate of 5.100% and mawring on July 1, 2015 bearing interest at the rate
of 5.250% (together, the “Discount Bonds™) are being oftered und sold o the public at an original issuc
discount (“OID™) from the amounts payable at maturity thercon. OID is the excess of the stated redemption
price of a bond at maturity (the face amount) over the “issue price” of such bond. The issue price is the
initial offering price 10 the public (other than to bond houses, brokers or similar persons acting in the
capacity of underwriters or wholesalers) at which a substantial amount of bonds of the same maturity arc
sold pursuant to that initial offering. For federal income tax purposes, OID on each bond will accrue over
the term of the bond. and for the Discount Bonds, the amount of accretion will be based on a single rate of
interest, compounded semiannually (the “yield to maturity™). The amount of OID that accrues during cach
semi-annual period will do so ratably over that period on a daily basis. With respect to an initial purchaser
of a Discount Bond at its issue price. the portion of OID that acerues during the period that such purchaser
owns the Discount Bond is added to such purchaser’s tax basis for purposes ol determining gain or loss at
the maturity, redemption, sale or other disposition of that Discount Bond and thus, in practical cffect. is
treated as stated interest, which is excludable from gross income for federal income tax purposes.

Holders of Discount Bonds should consult their own tax advisors as to the treatment of OID and the
lax consequences of the purchase of such Discount Bonds other than at the Issue price during the initial
public offering and as to the treatment of OID for state tax purposes.

ENFORCEABILITY OF REMEDIES

The remedies available to the Trustee and the owners of the 2000 Bonds upon occurrence of an
event of default under the Lease, the Agreement, or the Indenture arc in many respects dependent upon
regulatory and judicial actions which are often subject to discretion and defay. Under existing laws and
judicial decisions, the remedies provided for under the Lease, the Agreement, and the Indenture may not be
readily available or may be limited. The various legal opinions to be delivered concurrently with the
delivery of the 2000 Bonds and such documents will be qualified to the extent that the enforceability of
certain legal rights related to the 2000 Bonds are subject to limitations imposed by bankruptcy,
reorganization, insolvency or other similar laws affecting the rights of creditors generally and by equitable
remedies and proceedings generally.

LITIGATION

There is no litigation pending or, to the knowledge of the Authority or the Transportation Cabinet,
threatened to restrain or enjoin the authorization, sale or delivery of the 2000 Bonds or which would
adversely affect the application of the revenues of the Transportation Cabinet to the payment of the 2000
Bonds. Except as described herein, there is no litigation pending or, to the knowledge of the Authority,
threatened against the Authority or any of its assets or revenues that would materially adversely affect the
Authority or its operations.
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The case of Usher Transport, inc.. et al. v. Commonwealth, pending in Franklin Circuit Court. is a
class action challenging the cab card tee program administered by the Transportation Cabinet.  The
Transportation Cabinet collects approximately $7.5 million each year in fees from this program. The
complainants are secking refunds for five years in addition 1o requesting the elimination of the cab card in
its cntirety. Details of a settlement have been finalized and payout i1s nearly complete. The Transportation
Cabinet’s remaining liability as of this date ts less than S500.00X),

CERTAIN LEGAL MATTERS

Certain legal matters incident to the authorization and issuance of the 2000 Bonds are subject to the
approving legal opinion of Peck. Shaffer & Williums LLP. Covington, Kentucky, Bond Counsel. The
proposed form of such opinion is attached hereto as APPENDIX €. Certain legal matters concerning the
Transportation Cabinet will be passed upon by Geri Grigshy. Executive Director. Office of General Counsel
Legal Affairs: certain legal matters concerning the Authority will he passed upon by Karen Powell,
Attorney. Office of Legal and Legislative Services: and certain legal matters will be passed upon tor the
Underwriters by their counsel. Mayer, Brown & Platt, Chicago, Illinois.

Under Kentucky law. issuance of 2000 Bonds by the Authority requires the approval of the Ottice
of Financial Management in the Finance and Administration Cabinet. which approval will be obtained for
the 2000 Bonds prior to their issuance.

RATINGS

Standard & Poor’s Ratings Services. a division of the McGraw-Hill Companies. Inc. ("Standard &
Poor™s™), Moody’s Investor’s Service, Inc. ("Moody™s7). and Fitch. Inc. ("Fitch™) have each axsigned their
municipal bond ratings of "AA-". "Aa3" and "AA-". respectively. to those maturities of the 2000 Bonds
which are not insured under the Bond Insurance Policy. Standard & Poor’s, Moody's and Fitch have ecach
assigned their municipal bond ratings of "TAAA”™. "Aaa” and "AAA”, respectively. 1o the Insured Bonds.
Such ratings retlect only the views of Moody's. Standard & Poor’s and Fitch and an explanation of the
significance of such ratings may be obtained from Moody's at 99 Church Street. New York., New York
10007, (212) 553-0300. from Standard & Poor’s at 35 Waler Street. New York, New York 0041, (212)
438-1000. and from Fitch at One State Swreet Plaza. New York, New York 10004, (2123 908-0300.
Generally. a rating agency bases its rating on the information and materials furnished to it and on
investigations. studies and assumptions of its own. The ratings do not constitute a recommendation to huy,
sell or hold the 2000 Bonds. There is no assurance that such ratings will continue for any given period of
time or that they will not be revised downward or withdrawn entirely by the rating agencies. if in the
judgment of such rating agencies. circumstances so warrant. Any downward revision or withdrawal could
have an adverse effect on the market price of the 2000 Bonds.

UNDERWRITING

The 2000 Bonds are to be purchased by a syndicate manuaged by PaineWebber Incorporated as
representative of the managing underwriters identified on the cover hercof and on behalf of ilself (the
“Managers™) (the Managers and the other syndicate members collectively. the “Underwriters™).  The
Underwriters have agreed. subject to certain conditions, to purchase the 2000 Bonds at an aggregate
purchase price of $184.655.411.15 (which is equal to the principal amount of the 2000 Bonds plus net bond
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premium of $3.716,280.90 and less underwriting discount ol $885,869.75) plus accrued interest from the
dated date of the 2000 Bonds to the date of delivery. The Underwriters will be obligated to purchase all of
the 2000 Bonds if any are purchased. The Underwriters have advised the Authority that they intend to make
a public offering of the 2000 Bonds at the initial pubtic offering prices or yiclds set forth on the cover page
hereol, provided, however, that the Underwriters have reserved the right to make concessions to dealers and
to change such initial public oflering prices as the Underwriters shall deem necessary in connection with the
marketing of the 2000 Bonds.

CONTINUING DISCLOSURE

The Authority will comply with the requircments of the Securitics and Exchange Authority
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 Authority 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 2000 Bonds. if
material: (i) principal and interest payment delinquencies; (it} 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 allecting the tax-ecxempt status of the securities; (vii)
modifications to rights of sccurity halders: (viii) bond calls; (ix) defeasances; (x) release, substitution, or
saie or properly sccuring repayment of the securities; and (xi) rating changes. The Commonwealth is
alrcady providing ongoing market disclosure as required by Rule 15¢2-12 pursuant 1o agreements entered
into in connection with other outstanding securities.

MISCELLANEOUS

All quotations from, and summarics and explanations of, the Act, the Indenture, the lease, the
Agrcement, the Bonds and the 2000 Bonds contained in this Official Statement do not purport to be
complete, and reference is made to such laws and documents for full and complete statements of their
respective provisions.  The Appendices attached hereto are a part of this Official Statement. Copies in
reasonable quantity of the Act, the Indenture, the Agreement and the Lease may be obtained during the
offering period of the 2000 Bonds upon request directed to the Authority, 702 Capitol Avenue, Suite 92,
Frankfort, Kentucky 40601, or the Underwriters, ¢/o PaineWebber Incorporated, Municipal Securities
Group, 181 West Madison, Suite 4200, Chicago, [llinois 60602.
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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 Otticial Statement is not to he construed as a
contract among the Authority. the Transportation Cabinet and the purchasers or holders of any of the
2000 Bonds.

THE TURNPIKE AUTHORITY OF KENTUCKY
By: /s/ Gordon I.. Mullis, Jr.

Authorized Officer. The Turnpike Authority of
Kentucky

THE TRANSPORTATION CABINET OF THE
COMMONWEALTH OF KENTUCKY

By: /s/ James C. Codel} 111
Secretary, Transportation Cabinet
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COMMONWEALTH DEBT MANAGEMENT

Management

The Office of Financial Management ("OFM™) Finance and Administration Cabinet has central responsibility for
the issuance. management. review and approval of all debt issued by the Commeonwealth and its agencies. Table Tlists
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 as displayed in Tuble 1.

Appropriation supported debt carries the name of the Commonwealth and is either {iy 4 general obligation of the
State. or (i) 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 tor 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 $3500.000. Kentucky has not issued gencral obligation bonds since 1966. The
Commonwealth has no general obligation bonds outstanding.

Project revenue honds 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 seeurity for repayment of the debt. Project revenues
are not a direct obligation of the Commonwealth. Project revenues are. In some cascs. derived partally 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 carrics the name of the Commonwealth for the benetit 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 a4 pledge of the faith
and credit of the Commonwealth. The General Assembly does not intend to appropriate any funds to fulfill the financial
obligations represented by these types of bonds. Although. in the event of a shortfall the issucr covenants 10 request {rom
the Governor and the General Assembly sufficient amounts to pay debt service.

Default Record

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

ACTIVE DEBT ISSUING ENTITIES

5

ATUTORY AUTHORITY/
PURPOSE

DEBT
LIMITATIONS

RATI
MOODY'

State Property and Buildings
Commission

Kentucky Assel/Liahility
Commission

Turnpike Authority ot
Kentuchy

The State Lniversities
{consisting of nine)

Kentucky Housing Corporation

Kentucky Infrastructure
Authority

Kentucky Higher Education
Student Loan Corporation

School Fucilities Construction
Cummission

Kentucky Economic
Development Finance
Authority

KRS 56.450 Provide financing for
capital construction projects and
linancing programs approved by
the General Assembly,

KRS 56 Provide tor short-ierm
financing of capital projects and the
management of cush borrowings,

KRS 175.410-175.990 Construct.
maintain, repair. and operite
Turnpike projects, resource
recovery raads and economic
development roads.

KRS 56,495 Conntruct education:]
huiidings and housing and dining
lacilities.

KRS 198A Muhe low interest
mortgage foans and construction
loans to inerease the supply of
housing for low and moderate
meome residents i the State.

KRS 224A Provide financial
assistanee t local governments for
the construction or refinancing of
infrastructere fuctlities and to
provide loans to industries Tor
construction of pollution control
facilities.

KRS 164A Muke suarantecd
student loans to residents of the
state toattend post-secondary
institutions and to make loans o
students attending post-secondary
schools within the state,

KRS 157.800-157.895 Assist local
school districts with the financing
and construction of schuool
buildings. Finance the construction
of vocational education Taeilities.

KRS 154 lssue industrial revenue
bonds on hehalt of industries,
hospitals, and commercial
enterprises in the state. Provide
low interest loans to develuping
businesses. Provide financing and

tax credits o manufacturing entities

expanding or locating tucilities in
the state.

Cannot incur debt without prior
approval of projects and
appropriation of debt service by
Gueneral Assembly,

Cuannot incur debt without prior
approval ot projects and
appropriation of debt service by
General Assembly.

Cannot incur debt without prior
approval of projects and
appropriation of debt service hy
General Assembly.

Cannot incur debt without prior
approval ol projects and
appropriation of debt service by
General Assembly,

Limited 10 $2.5 biilion of debt
outstanding.

Revolving Fund programs cannot
incur debt without appropriation of
debt service by the General
Ansembly. Without legislative
approval, other programs limited to
60 and $125 million ot debt
vutstanding, for maturities under
and over 3 vears, respectively.

Limited e $950 million of debt
wurstandimg,

Cannot incur debt without
appropriation of debt service by
Gieneral Assembly.

None.

AaMAA-

(Fitch AA-

Varies

AWAA-
tFitch AA-)

Varies

ALVAAA

Aad/AA-
(Fitch AA-}

Al AA-

Aud/ A+
{Fitch A)

Varies




Kentucks Local Correctinnal
Facilities Construction
Authority

Kentucky Agricultural Finanee
Corporation Construction
Authority

FAs of November 13, 2000, S&P. Moody s and Fiteh upgraded ratings to AA- Aad and AA- respectivels, from A+, Al

KRS 441.605.441.695 Provide an
altemnative method of constructing.
improving. repairing and financing
local jails.

KRS 247.940 Provide low interest
louns o Kentuchy farmers for the
purpose of stimuluting existing
agricultural enterprises und the
prometion of new agricultural
ventures.

Limited 1o the level of debt servive
supported by court fees pledped as
reparyment for the bonds.

Limited to S300 million of debt
oulstunding

AAA

A+, respectiveds. for the Turnpike

Authority of Kentuchy.  On March 8, 2000, S&P raised its ratings o0 AA- from A+ on the appropriation-backed debt ot the Siate Properts and Buildings
Commission and the Kentucky Infrastructure Authonty, On August 17, 2000, Fitch upgraded ratings o AA- from A+ for the State Properts and Buildings
Comminsion and certain General Fund lease ebligations of the Kentucky Asset/Liabilits Commission and the Kentucky Infrastructure Authorits.
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SUMMARY OF PRINCIPAL LEGAL DOCUMENTS

The following statements are brief summarics of ceriain provisions of the Indenture. the Lease
and the Agreement relating to the Bonds. not summuarized ctsewhere in this Official Statement. Such
statements do not purport to be complete and reference is made to the Indenture. the Lease and the
Agreement for the full text thereof,

CERTAIN DEFINITIONS

Certain capitalized terims used in this Official Statement will have the following meanings.
Capitalized terms used and not otherwise defired in this Otficial Statement will have the meanings given
them in the Indenture. the Lease and the Agreement.

"Accreted Value" means. as of any date of computation with respect to any Capital Appreciation
Bond. an amount equal to the principal amount of such Capital Appreciation Bond at iis original issuance
plus the interest acerued on the Capital Appreciation Bond from the date of its original issuance 1o the
Interest Payment Date preceding the date of computation or the date of computation if an Interest
Pavment Date, compounded on cach Interest Payment Dute at the interest rate per annum set {orth in the
Series Resolution authorizing the issuance of such Capiad Appreciation Bond. plus. it such date of
computation is not an laterest Pavment Date. a portion of the ditference between the Accreted Value as of
the immediateiy preceding Interest Paviment Date cor the date of original issuance it the date of
computation is prior to the tiest Interest Payment Dater and the Acereted Value as ol the immediately
succeeding Interest Payment Date. caleulated based upon an assumption that Accreted Value accrucs
during any period in equal daily amounts on the basis of & year of 360 days consisting of 12 months of 30
days cach.

"Aci” means Chapter 175 of the Kentiicky Revised Stanittes. as amended from time 1o tme.

"Adjusted Revenue” has the meaning given it under the caption "Security and Source of Puyment
for the 2000 Bonds -- Restrictions on Future Financings” in this Official Statement.

"Agreement” means the Economie Development Road Revenue Revitalization Project Agreement
dated as of October 1. 1990, made and cntered wito by the Authority and the Transportation Cabinet. as
supplemented.

"Amortization Requirement” for any Fiscat Year means the amount required for such Fiseal Year
for the payment of the principal of specified Outstanding Term Boends. plus the premiun. if anyv. on such
principal amount of Qutstanding Term Bonds, which would be payable during such Fiscal Year for the
redemption or payment at maturity of such principal amount of Outstanding Term Bonds.

"Appreciated Value" will have the meaning given it in the Indenture.

"Authority" means The Turmpike Authority of Kentucky. a de jure municipal corporation and
pohitical subdivision of the Commonwealth, and any successor or successors to the Authority.
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"Biennial Term" meuns the two-year fiscal period of the Commonwealth. commencing on the
first day of July in an cven-numbered calendar year and ending on the last day of Junc of the next ensuing
even-numbered calendar ycar.

"Bond Fund" means the Kentucky Economic Development Road Bond Fund (Revitalization
Projects) established by the Indenwure, including the four accounts therein, namely, "Capitalized Interest
Account,” "Bond Service Account,” "Redemption Account” and "Rebale Account”, described under the
caption "Sccurity and Source of Payment for the 2000 Bonds -~ Flow of Funds” in this Otficial Statement.

"Bonds" means all economic development road revenue bonds, and all economic development road
revenue refunding bonds at any time issued under the Indenture, including the 2000 Bonds.

"Capital Appreciation Bonds" means those Bonds as to which interest is compounded on cach of
the applicable dates designated for compounding and payable in an amount equal 1o the then current
Accreted Value only at the maturity. carlier redemption or other payment date therefor. all as so
designated by the Series Resolution providing for the tssuance of such Bonds.

“Capital Appreciation and Income Bonds® will have the meaning given it in the Indenture.

"Code” means the Internal Revenue Code ol 1986, as amended from time to time, and the
Treasury Regulations promulgated thereunder.

"Commission" means the Investment Commission of the Commonwealth or, il the Investment
Commission shall be abolished, the department. bourd, body or commission succeeding to the principal
functions thereto or to whom the powers given by Kentiveky Revised Statuies Section 42,500, as amended
from time to time, 1o the Investment Commission shall be transferred by law,

"Construction Fund" means the Kentucky Economic Development Road Construction Fund
(Revitalization Projects), established by the Indenture,

"Cost" or "Costs,” as applied to the System or any Revitalization Project. includes without
limitation, the costs of construction of Revitalization Projects and all obligations and expenses and all
items ol cost set Torth in the Indenture,

"Costs of Issuance” means items of expense payable or reimbursable dircetly or indirectly by the
Authority and related to the authorization, sale and issuance of Bonds, as (urther described in the
Indenture.

"Current Interest Bonds” mceans any Bonds the interest on which is paid currently on Interest
Y
Payment Dutes.

"Defeased Municipal Obligations” means obligations of state or local governments or obligations
of public authorities or agencies which are rated in the highest rating category by S&P or Moody's and
provisions for payment of which have been made by deposit of monies or Government Obligations with a
trustee or escrow agent for the benelit of holders of such Defeased Municipal Obligations.,
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"Depositary” means one or more banks or trust companies. which may include the Trustee.
designated by the Authority as a depositary of monies under the provisions of the Indenture and which.
for the Construction Fund. includes the Treasury of the Commonwealth.

"Economic Development Road Account” means the account of that name in the Road Fund of the
Commonwealth cstablished pursuant to Section 175810 of the Kentucky Revised Statutes. or any
successor account thereto.

"Financing/Fourth Supplementat Lease Agreement” means the lease amending the Lease to provide for.
inter alia. the transfer of certain economic development road projects to the Lease and the modification of
rental payments under the Lease.

"First Amendment to Financing/Fourth Supplemental Lease Agreement” means the amendment to the
Financing/Fourth Supplemental Lease Agreement modifying the rental payments under the Lease.

"First Supplemental Agrecement” means the agreement amending the Agreement to provide for. inter alia,
the transfer of certain economic development road projects to the coverage of the Lease.

"First Supplemental Lease” means the lease amending the Lease to provide for. inter alia. the
transfer of certain cconomic development road projects to the Lease and the modification of rental
payments under the Lease.

"Fiscal Year" means the period commencing on the first day of July of any calendar year and
ending on the last day of June of the following calendar year.

"Fourth Supplemental Agreement” means the agrecment amending the Agreement to provide for, inter
alia, the transfer of certain economic development road projects to the coverage of the Lease.

"Government Obligations" means (a) direct obligations of., or obligations the principal of and the
interest on which are unconditionally guaranteed by. the United States of America: (b) certificates,
depositary receipts or other instruments which cvidence u direct ownership interest in obligations
described in clause (a) above or in any specific interest or principal payments due in respect thereof:
provided, however, that the custodian of such obligations or specific interest or principal portions must be
a Qualified Financial Institution; and (c) Defeased Municipal Obhigations.

“Interest Payment Date" means, with respect to the 2000 Bonds, January | and July | of each
year, commencing January 1, 2001.

"Lease” means the Economic Development Road Revenue Revitalization Project Lease dated as
of October 1. 1990 between the Authority and the Transportation Cabinet, as supplemented.

"Maximum Annual Debt Service" has the meaning given it under the caption "Security and
Source of Payment for the 2000 Bonds -- Restrictions on Future Financings" in this Official Statement.

"Qutstanding” when used in reference to the Bonds, means, as of any particular date. the
aggregate of all Bonds authenticated and delivered hereunder except:
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(a) those cancelled at or prior o such date or delivered to or acquired by the Trustee at or
prior to such date for cancellation;

{b) thosc deecmed o be paid under the Indenture;

(¢} those deemed to bhe purchased in accordance with any agreement with a Tender
Agent or Remarketing Agent: and

(d) those in lieu of or in exchange or substitution for which other Bonds have been
authenticated and delivered under the Indenture.

"Permitted Investments” means (a) obligations, and contracts for future delivery of obligations,
backed by the full fath and credit of the United States or a United States government agency, or any other
receipt, certificate or other evidence of an owncrship interest in obligations or in specificd portions
thereot (which may consist of specified portions of the interest thercon) of the character described in this
clause (a): (b} obligations of any corporation of the United States Government, (¢) collateralized or
uncollaterahized certificates of deposit. issued by banks rated in one of the three highest categories by a
nationally-recognized raling agency or other intercst-bearing accounts in depository institutions chartered
by the Commeonwealth or by the United States. except for shares in mutual savings banks: (d) bankers
acceptances for banks rated in one of the three highest categories by a nationally-recognized raling
agency: (¢) commercial paper rated in the highest category by a nationally-recognized rating agency: (f)
sccurities issued by a state or local government, or any instrumentality or agency thereol, in the United
States, and rated in one of the three highest categories by a nationally-recognized rating agency: (g)
repurchase agreements lor obligations described in (@) through (f) above. provided that the entity which
agrees to repurchase such obligations trom the Authority must be a Qualified Financial Institution or a
government bond dcaler reporting 1o, trading with and recognized as a primary dealer by a Federal
Reserve Bunk, in any case with a capital and surpius aggregating at least $100,000L.000, and provided that
the agreement provides [or the Authority o be secured by such obligations with a market value at least
equal to the repurchase amount; and (h) any other investment permitted by Kentucky Revised Statute
42 500, as amended from time to time.

"Revenue Fund" means the Kentucky Economic  Development Road Revenue Fund
(Revitalization Projects) established by the Indenture, described under the caption "Security and Source
of Payment for the 2000 Bonds -- Flow of Funds” in this Official Statement.

"Revenues” means all rental, monceys and any other revenucs, and, during such times as the Lease
is not in elfect, motor fuel taxes and surtaxes derived from motor fuels consumed on the System not
directed by law or previous binding contract to be applied o uses other than payment on the Bonds, and
any other revenues, all as derived from time to time by the Authority from its ownership or operation of
the System which can be legally applicd 1o the payment of the Bonds.

"Sccond Supplemental Agreement” means the agreement amending the Agreement to provide lor,
inter alia, the transfer of certain cconomic development road projects to the coverage of the Lease,

"Second Supplemental Lease” means the lease amending the Lease to provide for, inter alia, the

transfer of certain economic development road projects to the Lease and the modification of rental
payments under the |_ease,
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"Serial Bonds" meuns the Bonds so designated in a Series Resolution.

"Series” means all Bonds authenticated and delivered on original issuance in a simultancous
transaction. and any Bonds thereafter authenticated and delivered in lieu of or in substitution for (but not
to refund) such Bonds as herein provided. regardless of variations in maturity. interest rates or other
provisions.

"Series Resolution" means the resolution of the Authority authorizing the issuance of a particular
series of Bonds. including any resolution supplemental thereto.

"Short Term Rate” means an interest rate on a Bond that varies from period to period during the
term of the Bonds. which Bond may or may not be subject to a Put. and which may include an interest
rate fixed for a period of time less than the term of the Bond. all as designated in the resolution pursuant
to which such Bonds are issued.

"System” means that portion of the Kentucky economic development road system within the
Y P 3 P 3
meaning of the Act consisting of all the Revitalization Projects funded under the Indenture.

"Term Bonds" means the Bonds so designated in a Series Resolution.

"“Third Supplemental Agreement" means the agreement amending the Agreement to provide for,
inter alia, the transfer of certain economic development road projects to the coverage of the Lease.

"Third Supplemental Lease” means the lease amending the Lease to provide for. inter alia, the
transfer of certain economic development road projects to the Lease and the modification of rental
payments under the Lease.

"Transportation Cabinet” means the Transportation Cabinet of the Commonwealth or.
Transportation Cabinet is abolished. the department. board. body or commission succeeding principal
functions thereof or to whom the powers given by the Act to the Transportation Cabinet are transferred by
luw.

"Trustee” means Citizens Fidelity Bank and Trust Company. Louisville. Kentucky (n/kfa Chase
Manhattan Trust Company. National Association). as initial trustee under the Indenturc. and any
successor Trustee appointed pursuant to the Indenture.

THE TRUST INDENTURE
Ownership of Bonds

Any registered owner of any Bond is granted power to transfer absolute title thereto. by
assignment thereof before maturity of such Bond. to a bona fide purchaser. for value (present or
antecedent) without notice of prior defeasances or equitics or claims of ownership enforceable against his
assignor or any person in the chain of title. Every prior holder or owner of any Bond will be deemed to
have waived and renounced all its right therein in tavor of every such bona fide purchaser. and every such
bona fide purchaser will acquire absolute title thereto and to all rights represented thereby. Registration of
transfer of ownership of 2000 Bonds is accomptished as described under the caption "Description of 2000
Bonds -- Transter and Exchange” in this Official Statement.
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Mutilated, Destroyed or Lost Bonds

In case any Bond sccured under the Indenture becomes mutilated or is destroyed or lost. the
Authorily or any designated officer of the Authority will cause 1o be exccuted, and the Trustee will
authenticate and deliver, a new Bond ol the date and tenor in cxchange and substitution for and upon the
cancellation of such mutilated Bond or in licu of and in substitution for such Bond destroyed or lost, upon
the holder's paying the reasonable expenses and charges ol the Authority and the Trustee in connection
therewith and, in the case of a Bond destroyed or lost, his filing with the Trustee evidence satislactory to
it and to the Authority that such Bond was destroyed or lost, and of his ownership thercof, and furnishing
the Authority and the Trustee indemaity satisfactory to them.

Credits Against Amortization Requirements

At its option, to he exerciscd by written notice 1o the Trustee on or before the 60th day preceding
any Interest Payment Date on which an Amortization Requirement is due, the Authority may (i) deliver to
the Trustee for cancellation. Bonds of the maturity which is subject to such Amortization Requirement. in
any aggregate principal amount desired, or (b) receive credit for any Bonds of the maturity which is
subject to such Amortization Requirement which prior to said date have been redeemed (otherwise than
through an Amortization Requirement) or purchascd and cancelled by the Trustee and not theretolore
applied as a credit against the Amortization Requirements for such maturity of Bonds. Each Bond
delivered or previously redeemed or purchased as described above will be credited by the Trustee at the
principal amount thereof” against any Amortization Requirement for such maturity of Bonds as the
Authority in its discretion may deem proper, and on the date such Amortization Requirement for such
maturity of Bonds is payable, such Amortization Requirement shall be correspondingly reduced.

Construction Fund

All payment of costs of the Revitalization Projects are to be made from the Construction Fund
established under the Indenture. When any payment of the cost of Revitalization Projects is made from
the Construction Fund, the Authority is required to file with the State Treasurer. with a copy to the
Trustee, a warrant in the form required by the Indenture. The Indenture provides for the creation of a fund
to be used by the Authority for the payment of items of cost and expenses in connection with the
construction of the Revitalization Projects which cannot conveniently be paid upon requisition. The fund
is deemed a part of the Construction Fund and will be reimbursed from other monies in the Construction
Fund upon requisition of the Authority. No amounts are to be paid from the Construction Fund during the
time the Lease is not in etfect.

Upon certification of completion of construction of the Revitalization projects in respect 1o which
the Bonds have been issued and the payment of all costs or the making of provision therefor., any balance
in the Construction Fund, including any revolving fund. will be transferred to the Bond Service Account.

Revenue Fund

The Authority covenants that it will cause all rentais paid by the Cabinet to the Authority under
the Lease to be deposited in the Revenue Fund.

If and so long as the Lease shall be in cffect, the Trustee shall make withdrawals trom the
Revenue Fund to Lhe extent monies are available therein and, not tater than the Interest Payment Date.
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shall make deposits to the credit of the accounts described under the caption "Security and Source of
Payment for the 2000 Bonds--Flow of Funds" in this Official Statement.

Bond Fund

Capitalized Interest Account. On or prior to each Interest Payment Date for Bonds of which any
interest has been capitalized. the Trustee will transfer from the Capitalized Interest Account to the Bond
Service Account the amounts which. when added to the amount. if any. which has otherwise been
deposited from the proceeds of the Series of Bonds. will equal the amount required o pay the interest to
become due and payable on such Bonds on such Interest Payment Datc.

Bond Service Account. On each Interest Payment Date. the Trustee will apply amounts on deposit
in the Bond Service Account to pay principal and interest on the Bonds. including any Amortization
Requirement. or to reimburse the obligor under any Credit Facility for amounts paid under the Credit
Facility to pay such principal and interest.

Redemption Account. Monies held for the credit of the Redemption Account will be applied to the
retirement of Bonds as follows:

ta) The Trustee, pursuant to the direction of the Authority. will endeavor to purchase
Bonds or portions of Bonds Outstanding. whether or not such Bonds or portions thereof are then
subject to redemption. at the most advantageous price obtainable with reasonable diligence. such
price not to exceed the principal of such Bonds plus the amount of the premium. 1f any. which
would be payable on the next redemption date to the holder of such Bonds under the provisions of
the Serics Resolutions pursuant to which such Bonds were issued. if such Bonds or portions of
Bonds were called f[or redemption on such date. No such purchase will. be made by the Trustee
within the period of 60 days preceding any Interest Payment Date on which such Bonds are
subject to redemption.

{b) The Trustee will call for redemption on cach date on which Bonds are subject to
redemption from monies in the Redemption Account such amount of Bonds or portions of Bonds
then subject to redemption: provided that not less than $S100.000 principal amount of Bonds may
be called for redemption at any one time unless the Authority otherwise directs: and provided
further that any monies in the Redemption Account 15 days prior to any redemption date which
are not to be used to redeem Bonds on the following redemption date wHl be transferred 1o the
Bond Service Account to be applied to the payment of principal of and interest on Bonds on the
next Interest Payment Date. Any monies in the Redemption Account on the sceond Interest
Pavment Date following the deposit of such monies thereto which are not to be used 10 redeem
Bonds on such date will be transferred to the Bond Service Account and applied to pay principal
and interest on Bonds pavable on such date.

Rebate Account. For all Bonds other than taxable Bonds; the Trustee will make depesits into and

payments from the Rebate Account at such times and in such manner as provided in the rebate agreement
to be entered into between the Trustee and the Authority applicable 10 each Series of Bonds.
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Depositary

Except as otherwise provided in the Indenture, all monies received by the Authority under the
provisions of the Indenture and all obtigations purchased as an investment of such monies required by the
Indenture to be held or maintained by the Trustee may be deposited by the Trustee in one or more
Depositaries and at the direction of the Authority must be deposited in one or more Depositaries in such
amounts as the Authority. with the concurrence of the Commission, dircets consistent with the Indenture.
All monies and investments deposited under the provisions of the indenture with the Trustee or any other
Depositary will be held in trust and applied only in accordance with the provisions of the Indenture and
will not be subject to lien or attachment by any creditor of the Authority.

Investments

Monies held in the Revenue Fund. Bond Service Account, the Capitalized Interest Account, the
Redemption Account and the Rebate Account of the Bond Fund are 10 be invested and reinvested, in
accordance with the direction of the Commission. in Permiticd Investments which mature. or which are
subject to redemption by the holder thereof at the option of such holder, not tater than the respective dates
when the money held for the credit of siid accounts will be required for the purposes intended,

To the extent permitted by law. monies held for the credit of the Construction Fund. excluding the
money set aside as provided in the Indenture, are also to be invested and reinvested, in accordance with
the direction of the Commission, in Permitted nvestments,

Obligations so purchased as an investment ol monies in any such Fund or Account will be
deemed at all times to be a part of such Fund or Account, and the interest accruing thereon and any profit
realized from such investment will be credited 1o such Fund or Account, and any loss resulting from such
mvestment will be charged to such Fund or Account. The Trustee is to sell at the best price reasonably
obtainable or present for redemption any obligation so purchased whenever it is necessary in order to
provide money 1o meet any payment or transfer from such Fund or Account. Neither the Trustee nor the
Authority will be hiable or responsible for any loss resulting tfrom any such investment.

Arbitrage Covenant

The Authority has covenanted not o permit the proceeds of the Bonds or any other fund of the
Authority to be used in such manner as to constitute any such bond an "arbitrage bond” as that term is
defined in Section 148 of the Code.

Other Covenants of the Authority

The Authority covenants in the Indenture that at all times while any Bonds are Qutstanding, it
will require the Transportation Cabinet to bear, except 10 the extent that such cost is paid by the
Transportation Cabinet to the Authority pursuant to the Lease, all costs of maintenance, repair and
operation of the System as public highways provided for the use of the Commonwealth, pursuant to the
provisions of the Act and as provided in the Agreement.

The Authority covenants and agrees that it will not take any action or do anything which may
result in the termination or cancellation of the Lease or in a failure of renewal of the Lease other than as
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may be provided therein: and that it will not enter into any supplement to the Lease or the Agrecement
except as may be provided therein.

The Authority covenants that it will not create or suffer to be created any lien or charge upon the
rentals payable under the Lease or. if the Lease is not in effect for any period. upon the motor fuels taxes
or surtaxes derived from motor fuel consumed on the System during such period. superior or equal to the
licn and charge of and in favor of the Bonds: and that it will cause to be paid or otherwise discharged
centain claims against the Revitalization Projects unless such ¢laims are being contested in good faith.

The Authority has covenanted not to expend proceeds of the Bonds on any express highway or
superhighway or part of parts thereof originally constructed as a "turnpike project” or a "resource
recovery road project,” as defined in the Act unless the authority to do so has been cstablished by
amendment of the Act or other legislation or by a final decision (including a dectsion not 1o review a
lower decision) of the highest court of the Commonwealth.

The Authority has covenanted to keep or cause to be kept records of the total cost and the total
length. in miles. of the Revitalization Projects constructed with all or a portion of the procecds of a Serics
of Bonds and that, if the Lease is not in effect for any period. to keep or causc 1o be kept accurate records
and accounts of the motor fuel taxes and surtaxes derived from motor fuel consumed on the System and
received from the Commonwealth and the application of such motor fuel taxes und surtaxcs. Such records
will be open at all reasonable times to the inspection of the Trustee and the bondholders and their agents
and representatives. The Authority also covenants to cause certain audits to be made of the funds and
accounts under the Indenture pledged to the payment of the Bonds.

The Authority has covenanted that it will not sell. lease or otherwise dispose of or encumber the
System or any part thereof, except as otherwise provided in the Indenture and the Lease.

Arrearages

In case the time for payments of interest on any Bond is extended. whether or not such extension
is with the consent of the Authority. such interest so extended will not be entitled in casc of default under
the Indenture to the benefit or security of the Indenture except subject 1o the prior payment in tull of the
principal of all Outstanding Bonds and interest the time for the payment of which has not been extended.
Events of Default

Each of the following events is an event of default under the Indenture:

(a) if payment of the principal of, redemption premium, if any. on. and Amortization
Requirement for, any of the Bonds is not made when the same shall become due and payable.

either at maturity or by proceedings for redemption or otherwise: or

(b) if payment of any installment of interest on any of the Bonds shall not be made when
the same becomes due and payable; or

(¢) if the Authority shall for any reason be rendered incapable of fulfilling its obligations
under the Indenture; or
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(d) failure to pay an amount due in respect of a Put of any Bond when such amount has
become duc and payable; or

{e) certain events required by an obligor of a Credit Facility described in a Series
Resolution purswant o which the Series of Bonds secured by said Credit Facility were issued,
including. without limitation. the occurrence of an event of default under any reimbursement
dgreement pursuant to which the Credit Facility is issued or failure 1o reinstate the Credit Facility
tollowing a drawing thereon (o pay such Series of Bonds: or

() if final judgment for the payment of money is rendered against the Authority as a
result of the ownership, control or operation of the System and any such judgment shall not be
discharged within 60 days from the cntry thereol or an appeal is not taken therefrom or from the
order, decree or process upon which or pursuant to which such Judgment has been granted or
entered, in such manner as 1o stay the execution of a levy under such judgment, order. decree or
process or the enforcement thereof? or

(2) if any proceeding is instituted by the Authority pursuant to the federal bankruptey
code or any federal or state statute for the purpose of adjusting the claims of creditors of the
Authority or of cntities such as the Authority. il claims of the Authority's creditors are under any
cireumstances payabie from the revenues of the System: or

(hy it the Authority defuults in the due and punctual performance of any other of the
covenants, conditions, agreements and provisions contained in the Bonds or the Indenture on the
part of the Authority to be performed: provided that no such default will constitute an event of
default until written notice thereol hus been given to the Authority by the Trustee (which may
give such notice in its discretion and shall give notice at the writien request of the holders of not
tess than 10% in principal amount of the Qutstanding Bonds) and the Authority shall have had 60
days after receipt of such notice 10 correct such default or cause the sume 1o be corrected and shall
not have corrected such default or caused the same to be corrected within such period; and
provided further that it the default is such that it cannot be corrected within such pertod, it shall
not constitute an event of default i’ action to correet the same is instituted within such period and
diligently pursued until default is corrected.

Acceleration

Upon any event of default, except as described in subparagraph (e) above, the Trustec may, and

upon the written request of the registered owners of not less than 20% in aggregate principal amount off
the Bonds Outstanding must, declare the principal of all of the Bonds Outstanding (if not then due and
payable) to be immediately due and payable, anything contained in the Bonds or in the Indenture to the
contrary notwithstanding. Upon an event of default described in subparagraph (c) above and the receipt
by the Trustee ol notice thereof from the obligor under the Credit Facility, the Trustee will make such
declaration on the first day on or after its receipt of such notice on which the Trustee may draw on such
Credit Facility.

If; at any time afler such declaration, but before the entry of a [inal judgment or decree in any

suit, action or proceeding instituted on account of such default or before the completion of the
enforcement of any other remedy under the Indenture, sufficient moneys have accumulated in the Bond
Fund to pay the principal of all matured Bonds and all arrears of interest. if any, upon all Bonds
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Outstanding (except the principal of any Bonds not then due by their terms and the interest acerued on
such Bonds since the last Interest Payment Date) and provision tor payment of amounts due the Trustee
and the Authority under the Indenture has been made. and every other default known to the Trustee has
been remedied to the satisfaction of the Trustee. the Trustee. with the consent of the obligor under any
Credit Facility. may. and upon written request of the registercd owners of not less than 20% in aggregate
principal amount of the Bonds Outstanding and not then due by their terms and with the consent of the
obligor under any Credit Facility. or at the direction of the obligor under any Credit Fucility. must.
rescind and annul such declaration of acceleration and its consequences. It an event of default described
in subparagraph (e} above has occurred and the Trustee thereatier receives notice from the obligor under a
Credit Facility that the notice which caused such event of default has been withdrawn and that the
amounts available to be drawn on that Credit Facility have been reinstated as provided in the Indenture.
such event of default will be deemed waived and its consequences rescinded and annulled and the Trusiee
will give notice thereof as provided in the Indenture. No such wuiver. rescission or annulment. will.
however, extend to or atfect any subsequent default or impair any right consequent thercon.

Enforcement of Remedies

Upon an event of default, the Trustee may proceed. and upon the written request of the registered
owners of not less than [0% in aggregate principal amount of the Bonds Outstanding or the written
request of the obligor under any Credit Facility must proceed. subject to the provisions of the Indenture.
to protect and enforce its rights and the rights of the bondholders under the laws of the Commonwealth
and under the Indenture by any such action as the Trustee. being advised by counscl. may decm most
effectual to protect and enforce such rights.

Majority of Bondholders May Control Proceedings

Anything in the Indenture to the contrary notwithstanding, the registered owners of not less than a
majority in principal amount of the Bonds Outstanding have the right. subject and pursuant to the
provisions of the Indenture. to direct the method and place of conducting all remedial proceedings to be
taken by the Trustee. provided that such direction may not be otherwise than in accordance with law and
the provisions of the Indenture.

Restrictions Upon Actions by Individual Bondholders

No holder of any of Bonds has any right 1o institute any suit, action or procceding in equity or at
law on any Bond or for the execution of any trust under the Indenture or for any other remedy thereunder
unless such bondholder has given the Trustee written notice of the event of default giving rise to such
action and the registered owners of not less than 10% in aggregate principal amount of the Bonds
Outstanding have also made written request of the Trustee after the right to exercise such powers or rights
of action has accrued, and have afforded the Trustee a reasonable opportunity to cither proceed or
exercise the powers granted in the Indenture or 1o institute such action, suit or proceeding in its name. and
unless atso the Trustee has been offered reasonable security and indemnity as provided in the fndenture.
and the Trustee has refused or neglected to comply with such request within a rcasonable time: such
notification. request and otfer of indemnity being in every case. at the Trustee's option. conditions
precedent to the execution of the powers and trusts of the Indenture or any other remedy thereunder.
Notwithstanding the foregoing, however, the owners of not less than 206 in ageregate principal amount
of the Bonds Outstanding may institute any such suit. action or proceeding in their own names for the
benctit of all owners of Bonds Outstanding.
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The Indenture provides that except as described above. no one or more owners of Bonds has any
right in any manner whatever by his or their action to affect, disturb or prejudice the security of the
Indenture, or w0 enforce any right thereunder. except as therein provided, all proccedings at law or in
cquity must be instituted, had and maintained as provided in the Indenture and for the benefit ot all
owners of OQutstanding Bonds, and any individual right of action or other right given to one or more off
such owners by law are restricted by the Indenture to the rights and remedics therein provided.

The Trustee

The Trustee has accepted and agreed 1o execute the trusts imposed upon it by the Indenture, but
only upon the terms and conditions set forth in such Indenture. Subject to the provisions of any contract
between the Authority and the Trustee relating to the Trustee's fees and expenses and those of the
Trustee's counsel, the Authority will pay, from the Revenues, the Trustee's reasonable fees and expenses
and those of the Trustee's counsel for all services performed by it under the Indenture. If the Authority
fails to make any payments so required by the Indenture, the Trustee may make such payment from any
moncys in its possession under the Indenture, and is entitled to a preference therefor, over any of the
Bonds Outstanding under the Indenture.

The Trustee may be removed at any time by an instrument or concurrent instruments in writing,
filed with the Authority and executed by the holders of not less than 20% of the aggregate principal
amount of the Bonds Qutstanding: provided that ifl prior to the date on which such removal is stated Lo
take cffect an instrument or concurrent instruments in writing objecting 1o the removal of the Trustee are
ftled with the Authority and executed by the awners of a greater aggregate principal amount of the Bonds
Outstanding than those executing the removal instrument, such removal instrument will be ineffective.
The Trustee may resign and thercby become discharged from the trusts created pursuant to the Indenture
by notice in writing given to the Authority and to all registered owners of Bonds as provided in the
Indenture. No such removal or resignation of the Trustee pursuant o the Indenture will become effective,

however, until the appointment and acceplance of a successor Truslee.
The Trustee is under no obligation to institute any suit, take any remedial procceding. enler an
appearance in or defend any suit or tuke steps in the execution of trusts or enforcement of rights and

powers until indemniticd to its satisfaction as provided in the Indenture, but the Trustee may so act
without such indemnity and be reimbursed either by the Authority or from money under the Indenture,

Modification of the Indenture
The Authority and the Trustee may enter into supplemental trust indenturcs;

(a) to cure any ambiguity or formal defect or omission in the Indenture or in any
supplemental trust indenture,

(b) to grant 1o or confer upon the Trustee for the benctit of the bondholders any

additional rights, remedies, powers, authority or security that may lawfully be granted to or
conferred upon the bondholders or the Trustee,
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{(¢) to add to the covenants and agreemcnts of the Authority in the Indenture other
covenants and agrcements to be observed by the Authority that are not contrary to or inconsistent
with the Indenture,

(d) to add to the limitations and restrictions in the Indenture other limitations and
restrictions to be observed by the Authority which are not contrary to or inconsistent with the
Indenture,

(&) to confirm. as further assurance, any pledge under. and the subjection to any lien or
pledge created or to be created by, the Indenture of the Revenues or of any other money.
securities or funds,

(f) to modify any of the provisions of the Indenture. in any other respect whatever.
provided that such modification is, and is expressed to be, effective only after all Bonds of each
Series Quistanding at the date of such supplemental indenture cease to be Outstanding.

(g) to make any changes or modifications of the Indenture or amendments. additions or
deletions which may be required to permit the Indenture to be quatitied under the Trust Indenture
Act of 1939, as amended, or laws analogous thereto applicable to bonds issued by governmental

bodies. or

{(h) to make any other change which. in the opinion of the Authority and the Trustee. 1s
ot detrimental 1o the interests of the bondholders.

In addition. the Indenture may be modified. altered. amended. added to or rescinded in any
particular from time to time with the consent of the holders of not less than two-thirds of the aggregate
principal amount of the Bonds Qutstanding (and if a Credit Facility is then in effect. the consent of the
obligor thereunder is also required). provided that no modification. alteration. amendment. addition or
recession may permit (a) an extension of the maturity of the principal of or the interest on any Bond
issued under the Indenture, or (b) a reduction in the principal amount of any Bond, the rate of interest or
redcmption premium thercon, or (c) the creation of alien upon or pledge of Revenues superior to, or on a
parity with the lien and pledge created by the Indenturc. or a release of the lien and pledge created by the
Indenture except as otherwise provided therein. or (d) the creation of a preference or priority of any Bond
or Bonds over any other Bond or Bonds. except as may be provided in connection with the issuance of
any Series of subordinated Bonds, or (e) a reduction in the aggregate principal amount of the Bonds
required for consent to such supplemental indenture.

If the owners of not less than two-thirds in aggregate principal amount of the Bonds Outstanding
at the time of execution of any supplemental indenture have consented to and approved the execution
thereof as provided in the Indenture, no bondholder will have any right to object to the execution of such
supplemental indenture or to object to any of the terms and provisions contained therein or the operation
thereof, or in any manner to question the propriety of the execution thereof, or to enjoin or restrain the
Trustee or the Authority from executing the same or from taking any action pursuant o the provisions
thereof.



Defeasance

Any Bonds will, prior to the maturity or redemption date therefor, be deemed to have been paid
and to be no longer Outstanding under the provisions of the Indenture if (a) in case any of said Bonds are
to be redeemed on any date prior to their maturity, the Authority has given to the Trustee irrevocable
instructions 1o give notice of redemption on said date of such Bonds in accordance with the Indenture, (b)
there has been deposited with the Trustee other money in an amount which will be sufficient, or
Government Obligations the principal of and the interest on which, when due. will provide moneys which
together with the money. if any, deposited with the Trustee at the sume time, will be sulficient, o pay
when due the principal and the interest and premium, if any. so due and payable on said Bonds on and
prior to the redemption date or maturity date thercof, as the case may be, and (¢} in the cvent said Bonds
are not by their terms subject 1o redemption within the succeeding 60 days, the Authority has given the
Trustee in form satisfactory 1o it irrevocable instructions (o give, in accordance with the Indenture and as
soon as practicable, notice to holders of such Bonds that the deposit described in (b) above has been made
with the Trustee and that said Bonds are deemed to have been paid in accordance with the Indenture and
stating such maturity or redemption date upon which money is o be available for the payment of the
principal and the interest and the premium, il any. so due and payable on said Bonds.

THE LEASE
Initial Term; Renewal

The initial term of the Lease was from October 1, 1990, 10 and including June 30, 1992 and it has
been renewed for the biennial term ending June 30, 2002, The Lease is renewable for successive biennial
terms at the option of the Transportation Cabinet. The option (o renew will be deemed to have been
automatically exercised for each succeeding biennial term. elfective on the first day thercof, unless the
Authorily shall reccive written notice of the Transportation Cabinet's election not to renew the Lease prior
to the close of business on the last working day in April immediately preceding the beginning of such
succeeding biennial term. The Lease is renewable for successive biennial terms, one at a time. until all
Bonds have been paid or deemed 1o have been paid in accordance with the Indenture.

Rentals

Rentals are payable at the times of and in such amounts as may be required to satisfy required
deposits to the Bond Service Account of the Bond Fund under the Indenture, Upon the renewal of the
Leasc for any bicnnial term the Transportation Cabinet will be bound to pay Leuse rentals for such
bicnnial term as a general obligation of the Transportation Cabinet (o be paid not only from revenues off
the System but also from any other available funds of the Transportation Cabinet not required by law or
by previous binding contract 10 be devoted to other purposes. No damage fo or destruction of the System
or any portion thercof will relieve the Transportation Cabinet from any of its obligations under the Leasc.

The Transportation Cabinet has covenanted, in accordance with the Act, to certify to the
Secretary of the Revenue Cabinet prior to October | of each Fiscal Yeur the amount required for the
Lease rental payment during such Fiscal Year. Upon deposit of the amounts certified, the Transportation
Cabinet covenants and agrees that said amounts will be applied only to the payment of rentals and for no
other purpose. except as otherwise provided in the Lease.

B-14



Al all times the Lease shall be in effect. the Transportation Cabinet shall have authority to
establish and enforce rules and regulations for the usc of the System.

Maintenance and Operation of the Economic Development Road System

From and after the date of issuance of the Bonds and for the entire period until all the Bonds
issued under the indenture are paid or deemed to have been paid. the Transportation Cabinet agrees to
maintain and operate the System in an efficient and economical manner. maintain the same in good repair
and sound operating condition. and make all necessary repairs. renewals and replacements. all at the
expense of the Transportation Cabinet, except 1o the extent that funds for the payment thereot are
included in the rentals paid by the Transportation Cabinet to the Authority pursuant to the Lease. The
Transportation Cabinet shall have the right. subject to the approval of the Authority. to make additions.
improvements and extensions to the System at the expense of the Transportation Cabinet. and any such
additions. improvements and extensions to the System will be deemed a part of the System for all
purposes of the Agreement and the Lease.

Amendments

The Authority and the Transportation Cabinet may amend or modity the Lease to cure any
ambiguity or formal defect or omission, or to modify the rentals pavable thereunder by reason ot the
issuance of another Series of Bonds. The Lease may be modified. altered. amended. added 1o or rescinded
in any particular from time to time with the consent of the holders of not less than two-thirds of the
aggregate principal amount of the Bonds Outstanding.

First, Second and Third Supplemental Lease and Financing/F ourth Supplemental Lease
Agreement

The Lease has been amended by the First Supplemental Lease. the Second Supplemental Lease.
the Third Supplemental Lease and the Financing/Fourth Supplemental [.case Agreement. as permitied by
the Lease. The First Supplemental Lease. Second Supplemental Lease. Third Supplemental Lease and
Financing/Fourth Supplemental Lease Agreement. including the First Amendment to Fiuncing/Fourth
Supplemental Lease Agreement, transfer certain economic development road projects o the Tease and
modify the rental payments to provide for payments that are adequate to pay the interest on and principal
of the Bonds Ouistanding, including the 2000 Bonds.

THE AGREEMENT

Construction of the Revitalization Projects

The Transportation Cabinet is to construct the Revitalization Projects on behalf of the Authority.
Costs of the Revitalization Projects incurred by the Transportation Cabinet on behalf of the Authority wili
be paid from the Construction Fund in the manner provided in the Indenture. The Transportation Cabinet
is to keep proper records and accounts of all such costs,
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Revitalization Projects to be a Public Highway

The Revitalization Projects are o continuously constitute a part of the highway system of the
Commonwealth and, upon completion, are always 10 he open 1o public traffic.

Cost of Maintenance and Operation of the System

As and from the date of issuance of the Bonds and whether the Lease is renewed or not. the
Transportatton Cabinet is required to continuously pay all the costs of repairing. maintaining and
operating the System until the Bonds are paid or deemed 10 have been paid in accordance with the
Indenture, except to the extent such costs are included in rentals,

Conveyance of the System to the Commonwealth

When all Bonds have been paid or have been decmed paid pursuant to the Indenture, the System
will become, without further act. the property of the Commonwealth and will thereafter be maintained by
the Transportation Cabinet.

Amendments

The Agreement may not be supplemented, modified or amended without the consent of
bondholders then owning (wo-thirds of the aggregate principal amount of Bonds outstanding, provided
that no such consent is required for any supplement, modilication or amendment which (1) cures 4y
ambiguity or formal delect or omission in the Agrcement and any amendment thereto, or (b) increases the
rentals payable under the Lease by reason of the issuance of additional Bonds in order to linance costs of
Revilalization Projects.

First, Second, Third and Fourth Supplemental Agreement

The Agreement has been amended by the First Supplemental Agreement, Second Supplemental
Agreement, Third Supplemental Agreement and Fourth Supplemental Agreement, as permitted by the
Agreement. The First Supplemental Agreement. Second Supplemental Agreement, Third Supplemental
Agreement and Fourth Supplemental Agreement provide that certain economic development road projects
will  be  transterred  to be  under  the  Lease  as  described  under  the heading  "THE
AUTHORITY-Transportation Cabinet Projects Financed by the Authority” in this Official Statement. The
First Supplemental Agreement. Second Supplemental Agreement, Third Supplemental Agreement and
Fourth Supplemental Agreement ulso aftirm all covenants made in the Agreement, including the covenant o
complete the Revitalization Projects.
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[Date of Delivery]

The Tumpike Authority of Kentucky
Frankfort, Kentucky

Re: $179.825,000 The Turnpike Authority of Kentucky Economic Road Revenue Bonds
(Revitalization Projects) Series 2000

Ladies and Gentlemen:

The Turnpike Authority of Kentucky (the " Authority"), a de jure municipal corporation
and political subdivision of the Commonwealth of Kentucky (the "Commonwealth”). on the date
hereof, has issued the above-captioned bonds (the "Bonds"). The Bonds are issued as fully
registered bonds without coupons in denominations of $5.000 or integral multiples thereot. and
will bear interest at the rates or approximate yields set forth in the Series 2000 Resolution
adopted by the Authority on November 16, 2000 (the "Series Resolution"). Interest on the Bonds
will be payable on each January 1 and July 1, beginning January 1, 2001.

The Bonds are dated and mature or are subject to mandatory or optional redemption prior
to maturity as set forth in the Series Resolution adopted pursuant to the Trust Indenture dated as
of October 1, 1990. by and between the Authority and Citizens Fidelity Bank and Trust
Company, Louisville, Kentucky (predecessor to Chase Manhattan Trust Company. National
Association). as trustee (the "Trustee"). as amended and supplemented by a First Supplemental
Trust Indenture, dated as of November 15, 2000 between the Authority and the Trustee
(collectively, the "Indenture").

The Bonds are issued under the authority of the Constitution and statutes of the
Commonwealth of Kentucky. including particularly Chapter 175 of the Kentucky Revised
Statutes. as amended, and under and pursuant to a resolution of the Authority duly adopted on
August 28, 1990 and the Series Resolution (together, the "Resolution") and the Indenture. The
Authority and the Transportation Cabinet of the Commonwealth of Kentucky (the "Cabinet”)
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have entercd into an Agreement. dated as of October [, 1990, a First Supplemental Agreement,
dated as of October 1, 1992, a Second Supplemental Agreement, dated as of April 1. 1993, a
Third Supplemental Agrecment. dated as of April 1. 1995 and a Fourth Supplemental
Agreement, dated as of April 1. 1999 (collectively the "Agreement"), under which the Cabinet
agrecs to continuously bear, except to the extent such cost is included in rentals under the Lease
(hereinafter defined), the cost of maintaining. repairing and operating the System (as defined in
the Indenture), for the entire period of years until all bonds issued under the Indenture have been
retired. The Authority and the Cabinet have entered into a Lease, dated as of October 1, 1990, a
First Supplemental Lease, dated as of October 1., 1992, a4 Second Supplemental Lease, dated as
of April 1. 1993, a Third Supplemental Lease. dated as of April 1. 1995 and a Financing/Fourth
Supplemental Lease Agreement, dated as of April 1. 1999, which has been amended by a First
Amendment to Financing/Fourth Supplemental Lease Agreement, dated as of November 15.
2000 (collectively the "Leasc") whereby the Authority. as Lessor. leases the System to the
Cabinet. as Lessce, for a term extending to and including June 30. 2002, and pursuant to which
the Cabinet has the exclusive option to renew the Lease for the next biennial term and for
successive biennial terms thereafter until ail bonds issued under the Indenture have been retired.

We have examined (i) the Constitution and statutes of the Commonwealth of Kentucky;
(i1) certified copies of the proceedings of the Authority authorizing the issuance, sale and
delivery of the Bonds. including the Resolution: (iii) duplicate executed originals of the
Indenture, the Agreement and the Lease: (iv) certifications as (o incumbency, conditions
precedent, signature. litigation, reasonablc expectations and other matters, upon which we have
relied; and (v} such other records, documents and proceedings as we have considered necessary
or appropriate for the purposes of this opinion. including a specimen ‘Bond.

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

I. The Bonds have been duly authorized and issued in accordance with the
Constitution and statutes of the Commonwealth of Kentucky and constitute valid, special
and limited obligations of the Authority.

2. The Series Resolution has becn duly adopted by the Authority and the
Resolution is in full force and effect.

3. The Indenture has been duly authorized. exccuted and delivered by the
Authority and, assuming due authorization. execution and delivery by the Trustee,
constitutes a valid obligation of the Authority, and the Indenture creates a valid pledge of
the Revenues (as defined in the Indenture) and all funds and accounts held under the
Indenture in favor of the Trustee for the payment of the Bonds in accordance with the
terms thereof,



4. The Lease and the Agreement. including all supplements thereto. have been
duly authorized, executed and delivered by the Authority and the Cabinet and constitute
valid. binding and legal obligations of the Authority and the Cabinet.

5. The Bonds are special and limited obligations of the Authority payable solely
and only from the Revenues and the funds and accounts held under the Indenture. and the
Bonds do not pledge the general credit or taxing power. if any. of the Commonwealth. the
Authority. the Cabinet 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 Bonds is excludable from gross income for Federal income
tax purposes, pursuant to the Internal Revenue Code of 1986. as amended (the "Code").
Furthermore. interest on the Bonds will not be treated as a specific item of tax preference.
under Section 57(a)35) of the Code. in computing the alternative minimum tax for
individuals and corporations. In rendering the opinions in this paragraph. we have
assumed continuing compliance with certain  covenants designed to meet the
requirements of Section 103 of the Code. We express no other opinion as to the federal
tax consequences of purchasing, holding or disposing of the Bonds.

7. The Authority has not designated the Bonds as "qualified tax-cxempt
obligations" pursuant to Section 265 of the Code.

8. The interest on the Bonds is exempt from income taxation and the Bonds are
exempt from ad valorem taxation by the Commonwealth and any of its political

subdivisions.

Our opinion set forth above is subject to the qualification that the enforceabtlity of the

Resolution. the Indenture. the Lease, the Agreement. the Bonds and agreements relating thercto
may be limited by bankruptcy. reorganization. moratorium. insolvency. or other similar laws
relating to or affecting the cnforcement of creditor's rights. and to the exercise of judicial
discretion in accordance with general equitable principles.

Very truly yours,

Peck, Shaffer & Williams LLP
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ASSURANCE-.

$  in aggregate principal amount of

FINANCIAL SECURITY ASSURANCE INC. ("Financia X
hereby UNCONDITIONALLY AND IRREVQOCABLY agrees to p 3 "Trudlee”) or paying
agent (the "Paying Agent") (as set forth in the documentation prowg i : nd securing
the Bonds) for the Bonds, for the benefit of the Owrags or, at the Rig hurity, directly to
each Owner, subject only to the terms of this Polio ich i jed dach & ént hereto), that
portion of the principal of and interest on the Aonds\}ha g : yment but shalt be
unpaid by reason of Nonpayment by the issuer.

On the later of the day on whigh-8 -
Business Day next following the Busing a i i >dutity shalt have received Notice of
Nonpayment, Financial Security will d apefi ach Owner of a Bond the face
amount of principal of and interest orfthe
of Nonpayment by the Issuer, buy qnly upon receip .
satisfactory to i, of (a) evidence of thel Owner's right to rdcéive mayment of the principal or interest then

Due for Payment and (b) evigé [ ents of assignment, that all of the
Owner's rights with respe z rest that is Due for Payment shall
thereupon vest in Financial 3 ity. Notice of NorfFyymett will be deemed received on a given
Business Day if it is rece i : .m. imeY on such Business Day, otherwise, it will
be deemed received on HNBSH . otice of Nonpayment received by Financial
Security is incomplete, | Sl Enfreceived by Financial Security for purposes ot
the preceding se 3 picig : ptly so advise the Trustee, Paying Agent or
Owner, as apprgpriafe; ay sbmit an am otice of Nanpayment. Upon disbursement in
R s shall become the owner of the Bond, any appurtenant coupon t¢ the

& principal of or interest on the Bond and shall be fully subrogated 1o

ght to receive payments under the Bond, to the extent of

Payment by Financial Security to the Trustee or Paying

o/the extent thereof, discharge the obligation of Financial

nt expressly madified by an endorsement hereto, the following terrmns shall

dMor ail puroses of this Policy. “Business Day" means any day other than

ay ok ik) a day on which banking institutions in the State of New York or the

tnsurer's Fiscal Agent de\authgyzed or required by {aw or executive order to remain ctosed. “Due for
Payment" means (a} whey kelerfihg to the principal of 2 Bond, payable on the stated maturity date thereof
or the date on which the kdme shall have been duly called for mandatory sinking fund redemption and
does not refer to anpgarlier date on which payment is due by reason of call for redemption (cther than by
mandatory sinking Wynd redemption), acceleration or other advancement of maturity unless Financial
Security shall elect, in ole discretion, to pay such principal due upon such acceleration together with
any accrued interest to the date of acceleration and (b} when referring to interest on a Bond, payable on
the stated date for payment of interest. *Nonpayment® means, in respect of a Bond, the failure of the
Issuer to have provided sufficient funds to the Trustee or, if there is no Trustee, to the Paying Agent for
payment in full of all principal and interest that is Due for Payment on such Bond. "Nonpayment” shail
also inciude, in respect of a Bond, any payment of principal or interest that is Due for Payment made to
an Owner by or on behalt of the Issuer which has been recovered from such Owner pursuant to the




United States Bankruptcy Code by a trustee in bankruptcy in accordance with a find
order of & court having competent jurisdiction. “Notice" means tel
subsequently confirmed in a signed writing, or written notice by regiatera

Owner, the Trustee or the Paying Agent to Financial Security which ng

entity making the claim, (b) the Policy Number, (¢} the claimed arp®

amount became Due for Payment. "Owner" means, in respect of Bodd, the pe

time of Nonpayment, is entitted under the terms of such Bond tovod

shail not include the Issuer or any person or etity whose direct

underlying security for the Bonds.

Financial Security may appoint a fiscal agent (the "|
Policy by giving written notice to the Trustee and the Paying\ A
address of the Insurer's Fiscal Agent. From and after the date %
and the Paying Agent, (a) copies of ali notices requi)
this Policy shall be simultaneously delivered to the | ;
shall not be deemed received untit received : #d to be made by
Financial Security under this Policy may be made\di by Kj the Insurer's Fiscal
Agent on behalf of Financial Security. The Insurers Fi Prgenyg i
and the Insurer's Fiscal Agent shall in np-ev
Agent or any failure of Financial Sec
payments due under this Policy.

To the fullest extent per
hereby waives, only for the henefi
otherwise) and defenses (i i i imitati ), whether acquired by
subrogation, assignment orAthgiwi i { and defenses may be available to
g ¢ obligations uridr thig’ Policy in accordance with the express
provisions of this Policy.

This Poli i : i inancial Security, and shall not be modified,
altered or affected 9 . 4 t t, including any modification or amendment
: RXpre endorsement hereto, (a) any premium paid in
alsoever, including payment, or provision being
Ry to maturity and (b) this Policy may not be canceled or revoked.
BY THE AROPERTY/CASUALTY INSURANCE SECURITY FUND
INSURANCE LAW.

GECURITY ASSURANCE INC. has caused this Policy to be

[Countersignature FINANCIAL SECURITY ASSURANCE INC.

By P By

Authorized Officer

A subsidiary of Financial Security Assurance Holdings Ltd. (212) 826-0100
350 Park Avenue, New York, N.Y. 10022-6022

Form 500NY (5/90)
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