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VERIFICATION

COMMONWEALTH OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Daniel K. Arbough, being duly sworn, deposes and says that
he is Treasurer for Louisville Gas and Electric Company and Kentucky Ultilities
Company and an employee of LG&E and KU Services Company, and that he has
personal knowledge of the matters set forth in the responses for which he is identified as
the witness, and the answers contained therein are true and correct to the best of his

information, knowledge and belief,

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this_/ Y gayor '%K'/%(;u;éuj. 2015.

<htc L /1 J /mw/zu (SEAL)

Nota /17 Public

My Commission Expires:
JUDY sURuL e

Notary Public, State at Large, KY
&y commission expires July 11, 2018




VERIFICATION

COMMONWEALTH OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Kent W. Blake, being duly sworn, deposes and says that he is
Chief Financial Officer for Kentucky Utilities Company and Louisville Gas and Electric
Company and an employee of LG&E and KU Services Company, and that he has
personal knowledge of the matters set forth in the responses for which he is identified as
the witness, and the answers contained thercin are true and correct to the best of his

information, knowledge and belief.

KHELA.

Kent W. Blake

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this /(%/ day of -//{%/6/6)/7 2015.

Q//z AL, ,\/ Al (SEAL)

Not,ary Publi/

My Commission Expires:

JUDY S6AC L
Notary Pub'sc State ai Lafge KV \

Noiary in # 51274“5



VERIFICATION

COMMONWEALTH OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Christopher M. Garrett, being duly sworn, deposes and says
that he is Director — Accounting and Regulatory Reporting for Kentucky Utilities
Company and Louisville Gas and Electric Company and an employee of LG&E and KU
Services Company, that he has personal knowledge of the matters set forth in the
responses for which he is identified as the witness, and the answers contained therein are
true and correct to the best of his information, kngwledge and belief.

K%W}% i St

Christopher M. Garrett

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this /3/4 day of //r@a%‘a// 2015.

Q//,MLW HeAoA—  (SEAL)

Notgrf Public

My Commission Expires:

JUDY SUHUULER

Notary Public, State at Large, KY
Rf:y commnssnon explres July 11, 2018




VERIFICATION

COMMONWEALTH OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Russel A. Hudson, being duly sworn, deposes and says that he
is Director — Financial Resource Management for Louisville Gas and Electric Company
and Kentucky Utilities Company, an employee of LG&E and KU Services Company, and
that he has personal knowledge of the matters set forth in the responses for which he is
identified as the witness, and the answers contained therein are true and correct to the

best of his information, knowledge and belief.

Russel A. Hudson

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this ///% day of / ///) /,L”[MZ/ 2015.

[
QZ&;L@ Afotp (SEAL)

Notry Publié

My Commission Expires:
JUDY SGHL L
Notary Public, State at Large, KY
My commission expires July 11, 2018
Notary 1D # 512743




VERIFICATION
COMMONWEALTH OF KENTUCKY )
COUNTY OF JEFFERSON ; o
The undersigned, Paula H. Pottinger, Ph.D., being duly sworn, deposes and says
that she is Senior Vice President, Human Resources for Kentucky Utilities Company and
Louisville Gas and Electric Company and an employee of LG&E and KU Services
Company, and that she has personal knowledge of the matters set forth in the responses

for which she is identified as the witness, and the answers contained therein are true and

correct to the best of her information, knowledge and belief.

-

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this / ;))/// day of / & /%/Z!w/“// 2015.

] ,?
QZJ,’A//{/L/Z/Z{;(T&// (SEAL)
Notér§ Publiq‘/ /

My Commission Expires:
JUDY slrnasioe
Notary Public, State at Laige, KY 7
My cornmission expires July 11, 2018
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VERIFICATION

COMMONWEALTH OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Valerie L. Scott, being duly sworn, deposes and says that she is
Controller for Kentucky Utilities Company and Louisville Gas and Electric Company and
an employee of LG&E and KU Services Company, and that she has personal knowledge
of the matters set forth in the responses for which she is identified as the witness, and the
answers contained therein are true and correct to the best of her information, knowledge

and belief.

Valerie L. deott

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this /, ,4/// day of j’ £ Z/ZJ/A/M,Z‘, 2015.

\) oo \L/,mrg&’/ (SEAL)

Notary Public/’J

My Seryaission fixpires:

Notary Public, State at Laige, KY

My commission expires July 11, 2018
_ Notary IN # 592743




VERIFICATION

COMMONWEALTH OF PENNSYLVANIA
SS:

Nt N N’

COUNTY OF CUMBERLAND

The undersigned, John J. Spanos, being duly sworn, deposes and says that he is the
Senior Vice President for Gannett Fleming Valuation and Rate Consultants, LLC, that he has
personal knowledge of the matters set forth in the responses for which he is identified as the
witness, and the answers contained therein are true and correct to the best of his information,

knowledge and belief.

J( l[lL‘UU

Subscribed and sworn to before me, a Notary Public in and before said County and

Commonwealth, thit day of _

(SEAL)

Lo . COMMONWEALTH OF PENNSYLVANIA
My Commission Expires: NOTARIAL SEAL

Cheryl Ann Rutter, Notary Public
East Pennsboro Twp., Cumbertand County
_ My Commission Expires Feb, 20, 2018
UEMBER, PENNSYLVANIA ASSOCIATION OF ROTARIZS




Q.2-1.

A.2-1.

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-1

Responding Witness: Daniel K. Arbough

The Companies presently use the RP-2000 scale AA mortality table to quantify
pension and other post-retirement benefits expense. The Society of Actuaries
issued the Mortality Improvement Scale 33 Report in September 2012 reflecting
improved mortalities (longer lives). The Companies considered switching to the
scale BB for year-end 2013, but apparently opted not to do so, according to the
emails provided in response to KIUC 1-17 (page 25 of 101). Please explain why
the Companies did not change to the scale BB once it became available for 2013
and 2014 pension and OPEB expense. In addition, please identify the person(s)
and their positions who made this decision.

The Companies used the RP-2000 scale AA table to determine 2014 expense,
but did not use it to determine the year-end 2014 liability. As noted in the
response to Question Nos. 2-3 and 2-4, the adjusted RP-2014 table was used to
determine the year-end pension and post-employment liabilities.  The
Companies did consider switching to the scale BB for year-end 2013, but
demographic losses had not been significant and the Companies were aware of
the planned release of the RP-2014 table. As discussed in more detail in the
response to Question No. 2-3, Towers Watson completed a detailed
demographic study in 2014 which provided support for the changes made at
year-end 2014. The decision to use the scale AA table was made by a group of
senior officers including the CFO.



Q.2-2.

A.2-2.

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-2

Responding Witness: Daniel K. Arbough

Is it the Company’s position that it is required to adopt utilize the RP-2014
mortality table to quantify pension and OPEB expense starting in 2014? If so,
please provide all support for this requirement.

No, KU did not take the position that it was required to adopt the RP-2014
mortality table to quantify pension and OPEB expense in 2014. KU utilized the
RP-2000 mortality table to quantify pension and post-retirement benefit expense
for 2014.
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KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-3

Responding Witness: Kent W. Blake / Daniel K. Arbough

Q.2-3. Is it the Company’s position that it is required to adopt utilize the RP-2014
mortality table to quantify pension and OPEB expense starting in 2015? If so,
please provide all support for this requirement. In addition, please provide all
support for the proposition that the Company is required to utilize the RP-2014
mortality table starting in 2015, but not in 2014.

A.2-3. KU is required to issue financial statements that are compliant with GAAP.
When measuring a plan’s defined benefit obligation and recording the net
periodic benefit cost, Accounting Standards Codification (ASC) 715-30-35-42
states that “each significant assumption used shall reflect the best estimate
solely with respect to that individual assumption.”

Based upon analyses and studies discussed below, KU determined that the RP-
2014 mortality table as adjusted was the best estimate of actual experience
available to calculate expense for 2015 and therefore should be utilized in order
for the Company to be complaint with GAAP.

The Society of Actuaries (SOA) does not require the use of the RP-2014 tables;
the SOA encourages all pension actuaries to carefully review the SOA report.
The Actuarial Standards Board (ASB) promulgates actuarial standards of
practice (ASOPs), which apply to U.S. actuaries. These standards require the
actuary to consider the likelihood and extent of mortality improvements as a
factor in setting the mortality assumptions and must consider the effect of
mortality improvement.  Actuaries have an obligation to recommend
assumptions that will reflect the best estimate of liabilities, but these standards
do not require the use of specific mortality tables.

The IRS dictates the mortality assumptions for pension funding, leaving plan
sponsors limited flexibility in the assumptions they use for financial accounting
purposes. The IRS is only required by statute to update the required mortality
assumption once every 10 years. The fact that the IRS is not requiring use of
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the RP-2014 tables immediately did not affect KU’s determination of its best
estimate for the mortality assumption.

While the SEC is not requiring the use of the RP-2014 tables, it has shared the
following information. On December 8, 2014, T. Kirk Crews, a Professional
Accounting Fellow with the Office of the Chief Accountant of the U.S.
Securities and Exchange Commission (SEC), spoke before the 2014 American
Institute of Certified Public Accountants’ National Conference on Current SEC
and Public Company Accounting Oversight Board (PCAOB) Developments. In
this speech, he stated that “given plan sponsors have historically utilized the
SOA’s mortality data and that data has been updated, the [SEC] staff does not
believe it would be appropriate for a registrant to disregard the SOA’s new
mortality data in determining their best estimate of mortality.”

Ernst & Young, KU’s auditor, issued a briefing on October 30, 2014 which
stated, “While the use of the SOA tables is not required, the SOA is a leading
authority on actuarial research, and a large number of plan sponsors use its
mortality tables and mortality improvement scale as a starting point or basis to
develop their mortality assumptions. ... Many sponsors that currently use the
SOA’s older mortality tables and scales are expected to use the new tables and
scale, unless they have “credible” information supporting the use of a different
table and scale.” See Attachment #1 for the full Ernst & Young briefing.

Another large independent accounting firm, Deloitte, stated that in measuring
each plan’s defined benefit obligation and recording the net periodic benefit
cost, “[E]ach significant assumption used shall reflect the best estimate solely
with respect to that individual assumption. ... In selecting the year-end
mortality assumption, entities should (1) carefully evaluate the [SOA
Retirement Plans Experience Committee] RPEC’s report, (2) obtain an
understanding of the new RP-2014 mortality tables and MP-2014 improvement
scale, and (3) consider the relevance of the data underlying such tables and
improvement scale to the specific population cover by their defined benefit
plans.” See Attachment #2 for the full Deloitte Financial Reporting Alert.

In February 2015, the American Institute for Certified Public Accountants
(AICPA) issued a Technical Questions and Answers bulletin that stated
“[S]ponsoring entities should consider the specific requirements of generally
accepted accounting principles (GAAP), which require the use of a mortality
assumption that reflects the best estimate of the plan’s future experience for
purposes of estimating the plan’s obligation as of the current measurement date
(that is, the date at which the obligation is presented in the financial statements).
In making this estimate, GAAP requires that all available information through
the date the financial statements are available to be issued should be evaluated
to determine if the information provides additional evidence about conditions
that existed at the balance sheet date. FASB Accounting Standards Codification
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(ASC) 855-10-55-1 specifies that information that becomes available after the
balance sheet date (but before the financial statements are available to be
issued) may be indicative of conditions existing at the balance sheet date when
that information is a culmination of conditions that existed over a long period of
time. Updated mortality tables are based on historical trends and data that go
back many years; therefore, the existence of updated mortality conditions is not
predicated upon the date that the updated mortality tables are published.” See
Attachment #3 for the full AICPA bulletin.

GAAP requires the mortality and improvement tables used in preparing these
calculations to be appropriate for the employee base covered by the plan.
Therefore, in 2014, KU’s actuary, Towers Watson, performed an Experience
and Demographic Assumptions Review of the Company’s plan. Towers
Watson reviewed the actual mortality experience for retirees and surviving
spouses in the qualified pension plan. KU also reviewed a Mortality Credibility
Analysis prepared by Towers Watson, which correlates the death experience of
the KU pension plan participants to the new RP-2014 mortality tables.

KU reviewed the plan against the Total/No collar, Blue Collar and White Collar
tables to find the best match. KU’s experience deviated from the base table
beyond a reasonable threshold, so the Company decided to make a
corresponding adjustment of 2% to the White Collar table. The adjustment
reduced the expected longevity of the participants, reducing the liability and
future expense relative to the using the RP-2014 White Collar table. In addition,
the Company reviewed US Census Bureau data that implied that death rates in
Kentucky were higher than those in the overall United States, based on data
from 2002 to 2008, to further support these adjustments.

KU adopted the BB-2 Dimensional improvement scale on a generational basis
for its defined benefit pension and postretirement plans. KU acknowledges that
mortality rates have and will continue to improve. However, we believe MP-
2014 was based on an isolated period in which mortality improvement was at its
highest level and thus would exaggerate continuing mortality
improvements. Information available from the Human Mortality Database was
reviewed for the period subsequent to the SOA study, which indicated a lower
actual overall rate of improvement during this period. Social Security
Administration information was also considered, to support the improvement
scale assumption.

The SOA did not finalize the RP-2014 mortality tables until October 27, 2014.
These tables were therefore not available when KU’s actuary, Towers Watson,
calculated the year-end 2013 liability in January 2014 and the 2014 expense in
May 2014. The May 30, 2014 projections of 2015 expense were based upon
exposure drafts of the RP-2014 tables. The adjustments to the RP-2014 tables
and the replacement of the MP-2014 improvement factors with the Scale BB-2



Response of Question No. 2-3
Page 4 of 4
K. Blake / Arbough

Dimensional improvement factors were not reflected in the May 2014
projections proved by Towers Watson and used in the original rate case filing.
Revised estimates using these updated assumptions and actual year-end 2014
discount rates have just been received by KU from its actuary. See response to

PSC 3-5.
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Using the new
mortality tables
could increase a
sponsor's benefit
obligation.

Attachment #1 to Response to KU KIUC-2 Question No. 3

To the Point et

Benefit plan sponsors may need to
consider new mortality tables in
making year-end assumptions

What you need to know

» The Society of Actuaries finalized new mortality tables and a new mortality
improvement scale that could increase a sponsor’s benefit obligations and contributions.

» The new mortality information reflects improved life expectancies and an expectation
that the trend will continue.

» Although sponsors are not required to use the tables or the improvement scale, they
may need to consider the new mortality information when developing year-end
mortality assumptions.

» Sponsors will need to provide year-end MD&A disclosures about any significant changes
in their benefit obligations resulting from use of the tables. Sponsors that haven't issued
interim financial statements for the latest period also should consider disclosures.

» If the new mortality tables are used for calculating plan sponsors’ benefit costs and
obligations, they should be consistently used for the plan’s financial statements as well.

Overview

The Society of Actuaries (SOA)! issued new mortality tables (RP-2014) and a mortality
improvement scale (MP-2014) that could increase a sponsor’s obligations and contributions
for defined benefit plans.

Because the new tables and improvement scale reflect today’s longer life expectancies, plan
sponsors may need to consider this new information (regardless of whether the plan is frozen)
when measuring benefit costs and obligations that are based on the life expectancy of the



Plan sponsors will
need to evaluate
their mortality
assumptions in
light of longer life
expectancies.
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participants in their plans. The tables and scale are not significantly different from the draft
versions the SOA proposed earlier this year.

Sponsors that decide to use the new tables (or use them as a basis for their mortality rate
assumptions) will need to determine which of the 11 tables or combination of tables are
appropriate for their plans (the tables consider age, gender, income level and collar). Many
sponsors that currently use the SOA's older mortality tables and scales are expected to use
the new tables and scale, unless they have “credible” information supporting the use of a
different table and scale.

Defined benefit plan sponsors are required to measure costs and obligations using their

“best estimate" for the plan under Accounting Standards Codification (ASC) 715-30-35-42
and ASC 715-60-35-72. Such estimates should consider all available information as of the
measurement date. Selecting appropriate assumptions is critical to measuring the components
of a benefit plan and can significantly affect a sponsor’s financial statements. The mortality rate
is a key assumption used in valuing many retirement plans because it reflects the probability
of future benefit payments that are contingent upon plan participants’ life expectancies.

Key considerations

While use of the SOA tables is not required, the SOA is a leading authority on actuarial
research, and a large number of plan sponsors use its mortality tables and mortality
improvement scale as a starting point or basis to develop their mortality assumptions.

Sponsors that use other credible sources of mortality data may decide not to use the SOA’s
tables. For example, this may be the case for very large plans that have sufficient historical
data and mortality experience or demographics that are inconsistent with the SOA's tables.
Such circumstances may require a careful analysis by the sponsor, including consideration of
changing trends in life expectancies.

In addition to a base table, mortality rate assumptions typically include a mortality
improvement scale that addresses anticipated rates of improvement in life expectancy and
the period over which those rates apply. Based on historical data, a sponsor may be able to
use base mortality rates that differ from the SOA's tables to determine its best estimate.
However, supporting customized improvement scales can be difficult.

It is important to note that the RP-2014 mortality tables were not yet available when the
Internal Revenue Service issued Notice 2013-32, which identifies the older mortality tables
that will be in use for minimum funding purposes for a plan’s 2014 and 2015 plan years. If an
entity uses the SOA tables as part of its estimation process, the new mortality tables should
be considered and used consistently for estimating the plan sponsor'’s benefit costs and
obligations, and the obligations presented in the benefit plan’s financial statements that are
measured subsequent to the issuance of the new mortality information.

Sponsors that plan to use the new tables should evaluate the effect on their financial
statements and consider disclosing at year end the reasons for any significant changes in
benefit obligations and the general approach used to estimate mortality rates in management's
discussion and analysis (MD&A) under Item 303 of Reqgulation S-K and the retirement benefits
footnote, respectively.

Sponsors that haven't yet issued their latest interim financial statements should consider
MD&A disclosures if they anticipate significant changes in their benefit obligations resulting
from use of the new tables.
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Next steps

» Plan sponsors should discuss the final tables with their actuaries and auditors now.
Sponsors will need to evaluate the effect of the new information on their mortality rate
assumptions, which should represent the best estimate for each plan. Any conclusions
should be supported by well-documented, robust analysis and credible statistics.

» The tables can be obtained on the SOA's web site, www.soa.org.

1 The SOA is a professional organization committed to the development of the actuarial profession, the enhancement
of actuarial-related research and the high standards of competency to which its members are held.
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please visit ey.com.
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This material has been prepared for general informational purposes only and is not intended to be relied upon as accounting, tax, or other professional advice. Please refer to your advisors for specific advice.
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All Rights Reserved.
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Deloitte.

Audit and Enterprise Risk Services

Financial Reporting Considerations Related to
Pension and Other Postretirement Benefits

Financial Reporting Alert 14-4
December 2, 2014

This publication, which updates Financial Reporting Alert 13-3, highlights accounting considerations related to the
calculations and disclosures entities provide under U.S. GAAP in connection with their defined benefit pension
and other postretirement benefit plans. This update includes a discussion of the new mortality tables and mortality
improvement scale issued by the Society of Actuaries (SOA) Retirement Plans Experience Committee (RPEC) in
October 2014.

Contents

Underlying Assumptions
Mortality Assumption
Discount Rate
Discount Rate Selection Method
Hypothetical Bond Portfolios — Bond Pricing
Hypothetical Bond Portfolios — Bond Selection
Hypothetical Bond Portfolios — Use of Collateralized Bonds
Use of a Yield Curve Developed by a Third Party in Selecting a Discount Rate
Use of Indices in Selecting a Discount Rate
Other Postretirement Benefit Plans — Discount Rate and Health Care Cost Trend Rate
Expected Long-Term Rate of Return
Net Periodic Benefit Cost
Changes to Accounting Policies for Gains and Losses and Market-Related Value of Plan Assets
Measurement Date for Plan Assets and Benefit Obligations
Measurement of Plan Assets
Measurement of Benefit Obligations
Curtailments
Settlements
Plan Sponsor Disclosures

Fair Value Measurement Disclosures
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Recent SEC Views

Health Care Reform
Affordable Care Act and Health Care and Education Reconciliation Act of 2010
Employee Group Waiver Plans

Private Health Care Exchanges

Underlying Assumptions

In measuring each plan’s defined benefit obligation and recording the net periodic benefit cost, financial statement
preparers should understand, evaluate, and reach conclusions about the reasonableness of the underlying
assumptions, particularly those that could be affected by continuing financial market volatility. ASC 715-30-35-42"
states that “each significant assumption used shall reflect the best estimate solely with respect to that individual

assumption.”

Entities should comprehensively assess the relevancy and reasonableness of each significant assumption on an
ongoing basis (e.g., by considering the impact of significant developments that have occurred in the entity’s
business). Management should establish processes and internal controls to ensure that the entity appropriately
selects each of the assumptions used in accounting for its defined benefit plans. The internal controls should be
designed to ensure that the amounts reported in the financial statements properly reflect the underlying
assumptions (e.g., discount rate, estimated long-term rate of return, mortality, turnover, health care costs) and
that the documentation maintained in the entity’s accounting records sufficiently demonstrates management’s
understanding of and reasons for using certain assumptions and methods (e.g., the method for determining the
discount rate). Management should also document the key assumptions used and the reasons why certain
assumptions may have changed from the prior reporting period. A leading practice is for management to prepare
a memo supporting (1) the basis for each important assumption used and (2) how management determined which

assumptions were important.

Mortality Assumption

Many entities rely on their actuarial firms for advice or recommendations concerning demographic assumptions,
such as the mortality assumption. In many instances, actuaries recommend published tables that reflect broad -
based studies of mortality. As stated above, under U.S. GAAP, each assumption should represent the “best
estimate” for that assumption as of the current measurement date. The mortality tables used and adjustments

made (e.qg., for longevity improvements) should be appropriate for the employee base covered under the plan.

On October 27, 2014, the RPEC released a report on recent mortality experience of participants in private-sector
single-employer pension plans, including a new set of mortality tables (RP-2014) and a new companion mortality
improvement scale (MP-2014). The data underlying RP-2014 are based on a study of mortality experience in the
period from 2004 through 2008, while the RP-2000 tables are based on data from 1990 through 1994, and Scale
MP-2014 is based on more recent observed experience than the SOA’s mortality projection Scales AA, BB, and
BB-2D. The mortality improvement scale developed by the RPEC represents future expectations based on trend
analysis from the data observed. In its report accompanying the new tables, the RPEC describes the process it
undertook and how it considered the observed data when establishing the new mortality tables and improvement
scale. These analyses show that longevity has improved more than expected by Scale AA derived from the prior
mortality experience study.
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Historically, many entities have used the RP-2000 tables and improvement Scale AA when selecting their
mortality assumption. In selecting the year-end mortality assumption, entities should (1) carefully evaluate the
RPEC'’s report, (2) obtain an understanding of the new RP-2014 mortality tables and MP-2014 improvement
scale, and (3) consider the relevance of the data underlying such tables and improvement scale to the specific
population covered by their defined benefit plans. In some circumstances, entities may also be able to consider
other available information, such as plan-specific mortality experience, industry-specific mortality experience, or
other relevant mortality experience. Entities should consider their rationale for changing the approach used in the
prior year to select the mortality assumption (e.g., no longer using SOA-published tables or changing the extent to
which longevity improvements are incorporated).

Editor’s Note: Entities should robustly document their considerations (including any
recommendations by their actuaries) in selecting this year’s mortality assumptions for their defined
benefit plans, including how they considered the SOA’s reports on the new tables and longevity
improvement scale. As discussed in Underlying Assumptions above, entities need to have
processes and internal controls in place to ensure proper assessment of all relevant factors,
including potentially contradictory data, when selecting the mortality assumption. Given the nature of
the mortality assumption, we expect that many entities do not have such expertise internally.
Therefore, it is important for entities to engage their actuarial firms early on when evaluating (1) the
RP-2014 tables and longevity scale and (2) the effect of this new information on the mortality

assumption for their benefit plans.

Because of the improved life expectancies indicated by the observed data underlying the RP-2014 tables, an
entity’s benefit obligation is likely to increase in the absence of changes in other plan assumptions. Further, a
change in the mortality assumption could have a significant effect on the entity’s results of operations, particularly
if the entity’s accounting policy is to recognize remeasurement gains and losses in net income immediately.
Public entities should consider the requirement in ASC 715-20-50-1(r) to disclose an “explanation of any
significant change in the benefit obligation or plan assets not otherwise apparent in the other disclosures required
by [ASC 715-20].” In addition to footnote disclosures, SEC registrants should consider the need to highlight in
MD&A the effects of a mortality assumption change. If other matters affecting an entity’s defined benefit plans
(e.g., changes in other assumptions, events such as curtailments or settlements) also result in changes to the
retirement benefit obligation or net periodic benefit costs, an entity should consider separately disclosing the

effects of each individually significant change.

The IRS’s next update to its mandated mortality tables may well reflect the observed data underlying the RP-2014
tables, but that change is not expected until 2016 or 2017. Since the IRS is required by statute to update the
required mortality assumption only once every 10 years, the fact that the IRS is not adopting the RP-2014 tables
immediately should not affect an entity’'s determmination of its best estimate for the mortality assumption for the
current fiscal year. However, the IRS’s future update of its mortality tables could lead to an increase in minimum
funding requirements. As a result, an entity may need to (1) evaluate the effect of pension funding requirements
on its liquidity, (2) consider adjusting its investment strategy accordingly, and (3) consider the need for discussion
in MD&A of any expected changes in funding requirements.

Discount Rate

Discount Rate Selection Method
ASC 715-30-35-44 requires that the discount rate reflect rates at which the defined benefit obligation could be
effectively settled. In estimating those rates, it would be appropriate for an entity to use information about rates

implicit in current prices of annuity contracts that could be used to settle the obligation. Alternatively, employers
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may look to rates of return on high-quality fixed-income investments that are currently available and expected to

be available during the benefits’ period to maturity.

One acceptable method of deriving the discount rate would be to use a model that reflects rates of zero-coupon,
high-quality corporate bonds with maturity dates and amounts that match the timing and amount of the expected
future benefit payments. Since there are a limited number of zero-coupon corporate bonds in the market, models
are constructed with coupon-paying bonds whose yields are adjusted to approximate results that would have
been obtained through the use of the zero-coupon bonds. Constructing a hypothetical portfolio of high-quality
instruments with maturities that mirror the benefit obligation is one method that can be used to achieve this
objective. Other methods that can be expected to produce results that are not materially different would also be
acceptable — for example, use of a yield curve constructed by a third party such as an actuarial firm. The use of

indices may also be acceptable.

Entities should focus on the requirement to use the best estimate when determining their discount rate selection
method. ASC 715-30-55-26 through 55-28 state that an entity may change its method of selecting discount rates
provided that the method results in “the best estimate of the effective settlement rates” as of the current
measurement date. This change would be viewed as a change in estimate, and the effect would be included in
actuarial gains and losses and accounted for in accordance with ASC 715-30-35-18 through 35-21. When an
entity's method of selecting a discount rate results in higher rates than those being used by similar entities or in
rates that remain consistent from year to year despite a fluctuating market, questions may be raised about

whether the method is producing a reasonable result.

Editor’s Note: In determining the appropriate discount rate, entities should consider the following
SEC staff guidance (codified in ASC 715-20-S99-1):

At each measurement date, the SEC staff expects registrants to use discount rates to measure
obligations for pension benefits and postretirement benefits other than pensions that reflect the
then current level of interest rates. The staff suggests that fixed-income debt securities that
receive one of the two highest ratings given by a recognized ratings agency be considered high
quality (for example, a fixed-income security that receives a rating of Aa or higher from Moody’s
Investors Service, Inc.).

Hypothetical Bond Portfolios — Bond Pricing
Entities that use hypothetical bond portfolios (HBPs) to support the discount rate used to measure their
postretirement benefit obligations should evaluate the impact of current market conditions on both bond pricing
and bond selection. Credit market uncertainty may affect the level of trading activity for some bonds, resulting in
large spreads between the bid and ask prices. Pricing should reflect the amount at which the postretirement
benefit obligation could be settled. In the current market, bid price (which is often used because of the availability
of data) may not necessarily represent the cost of acquiring a hypothetical portfolio. In evaluating the
appropriateness of bond pricing used to develop their models, entities may find it helpful to consider the guidance
in ASC 820-10-35-36C and 35-36D, which state, in part:
If an asset or a liability measured at fair value has a bid price and an ask price (for example, an input from a
dealer market), the price within the bid-ask spread that is most representative of fair value in the
circumstances shall be used to measure fair value regardless of where the input is categorized within the fair
value hierarchy (that is, Level 1, 2, or 3). . . . This Topic does not preclude the use of mid-market pricing or

other pricing conventions that are used by market participants as a practical expedient for fair value
measurements within a bid-ask spread.

Hypothetical Bond Portfolios — Bond Selection
In developing an HBP, entities must exclude certain bonds, known as “outliers.” The discount rate may be

affected by volatility in the financial markets and pending downgrades in the bond instruments that are used to
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develop the rate. Entities should exclude outliers from the HBP when developing discount rates for defined benefit
plans; discount rates derived from HBPs, which generally include fewer bonds than third-party yield curves, are
more significantly affected by inappropriately included outliers.

Outliers may include bonds that have high yields because:

e The issuer is on review for possible downgrade by one of the major rating agencies (only if the downgrade
would cause the bond to no longer be considered high-quality).

e Recent events have caused significant price volatility, and the rating agencies have not yet reacted.
e The bond’s lack of liquidity has caused price quotes to vary significantly from broker to broker.

Management should understand and evaluate the bonds in its HBPs to ensure that all outliers have been
identified and excluded. Downgrades from high-quality to less than high-quality that occur shortly after the
balance sheet date may indicate that a bond was an outlier on the balance sheet date, particularly if the bond was
subject to a downgrade watch. Even after identifying and excluding outliers, entities should select a discount rate

that is appropriate.

Entities must also consider whether a sufficient quantity of the selected bonds (“capacity”) is currently available in
the market to cover their postretirement benefit obligations. In other words, for a benefit obligation to be effectively
settled, the value of the bonds in the hypothetical portfolio must be sufficient to match the timing and amount of
expected benefit payments.

Hypothetical Bond Portfolios — Use of Collateralized Bonds

Some actuarial firms include collateralized bonds in the construction of HBPs. The rating of the bond and the
related cash flows may achieve a rating of high-quality partly as a result of the collateral feature. The yields on
these collateralized bonds may be higher than those on other comparably rated securities with the same duration.
In other words, the bond may not be rated high-quality in the absence of the collateral feature. Depending on the
facts and circumstances related to the terms of the bond, the collateral, and the issuer, collateralized bonds may
be considered outliers that need to be removed from the HBP to achieve the appropriate discount rate. Entities
will need to use judgment in evaluating whether collateralized bonds could be included in an HBP or whether a
yield adjustment would be required for any such bonds included in an HBP. If a yield adjustment is required,
entities should assess whether such an adjustment is objectively determinable.

Use of a Yield Curve Developed by a Third Party in Selecting a Discount Rate

As previously mentioned, an entity may elect to use a yield curve that was constructed by a third party to support
its discount rate. Many yield curves constructed by third parties are supported by a white paper or other
documentation that discusses how the yield curves are constructed. Management should understand how the
yield curve it has used to develop its discount rate was constructed as well as the universe of bonds included in
the analysis. If applicable, management should also evaluate and reach conclusions about the reasonableness of
the approach the third party used to adjust the bond universe that was used to develop the yield curve.

In evaluating the inclusion of such bonds in a yield-curve analysis, entities should also consider the discussion
above regarding inclusion of collateralized bonds in an HBP. Collateralized bonds may qualify for inclusion in a
yield-curve bond universe if an entity can demonstrate that the collateralized bonds have been appropriately
adjusted for, if necessary, or that the impact of the inclusion of the collateralized bonds does not significantly

affect the discount rate derived from the yield curve.
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We have been advised by some third parties, in particular those constructing yield curves for non-U.S. markets
(e.g., eurozone and Canada), that because of a lack of sufficient high-quality instruments with longer maturities,
they have employed a method in which they adjust yields of bonds that are not rated AA by an estimated credit
spread to derive a yield representative of an AA-quality bond. This bond, as adjusted, is included in the bond
universe when the third party constructs its yield curve. Management should understand the adjustments made to
such bond yields in the construction of those yield curves and why those adjustments are appropriate.

Use of Indices in Selecting a Discount Rate

An entity may also select a discount rate by referring to index rates as long as the entity can demonstrate that the
timing and amount of cash flows related to the bonds included in the index match its estimated defined benefit
payments. An entity should consider whether the specific index reflects the market in a manner consistent with
other similar indices and whether market conditions have affected the level of trading activity for bonds included in
the index (as demonstrated by large spreads between the bid and ask prices). As noted above, pricing should
reflect the amount at which the postretirement benefit obligation could be settled. The practice of using indices
(with appropriate adjustments) is more prevalent for U.K. and other European plans because the high-quality
bond universe in Europe is smaller than that in the United States; consequently, HBPs and yield curves are more

difficult to construct for these plans.

Editor’s Note: For eurozone and U.K. plans, discount rates may be selected from several available

indices. Sources of these indices include Bloomberg, Reuters, and Markit.

Markit, which manages and administers the Markit iBoxx bond indices, states on its Web site that
“Markit iBoxx [bond] indices are rebalanced monthly on the last business day of the month . . ..
Changes in ratings are only taken into account if they are publicly known two business days before
the end of the month.” For example, under this method, bonds that have been downgraded in late
November and that are no longer considered high-quality by iBoxx may be included in the
construction of the November 30 indices (i.e., the indices may include bonds that are considered
“outliers”). In addition, we have noted that a Markit iBoxx index may, on occasion, include a callable
bond that could distort the index depending on the maturity assumed.

Entities that refer to indices when selecting their discount rate should determine whether it is appropriate to use
them or whether it is necessary to make adjustments to the indices in addition to those made to reflect differences
in timing of cash flows (e.g., removal of outliers and adjustments for callable bonds). In addition, management
must be able to conclude that the results of using a shortcut to calculate its discount rate, such as an index, are
reasonably expected not to be materially different from the results of using a discount rate calculated from a
hypothetical portfolio of high-quality bonds.

Other Postretirement Benefit Plans — Discount Rate and Health Care Cost Trend Rate

ASC 715-60-20 defines “health care cost trend rate” as an “assumption about the annual rates of change in the
cost of health care benefits currently provided by the postretirement benefit plan . . . . The health care cost trend
rates implicitly consider estimates of health care inflation, changes in health care utilization or delivery patterns,
technological advances, and changes in the health status of the plan participants.” The health care cost trend rate
is used to project the change in the cost of health care over the period for which the plan provides benefits to its
participants. Many plans use trend rate assumptions that include (1) a rate for the year after the measurement
date that reflects the recent trend of health care cost increases, (2) gradually decreasing trend rates for each of

the next several years, and (3) an ultimate trend rate that is used for all remaining years.
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Historically, the ultimate health care cost trend rate has been less than the discount rate. While discount rates
have started to recover from their record lows in previous years, the discount rate for some plans has fallen below
the ultimate health care cost trend rate. Some concerns have been raised regarding this phenomenon, since
expectations of long-term inflation rates are assumed to be implicit in both the health care cost trend rate and the
discount rate. In such situations, entities should consider all the facts and circumstances of their plan(s) to
determine whether the assumptions used (e.g., ultimate health care cost trend rate of 5 percent and discount rate
of 4 percent) are reasonable. Entities should also remember that (1) the discount rate reflects spot rates
observable in the market as of the plan’s measurement date, since it represents the rates at which the defined
benefit obligation could be effectively settled on that date (given the rates implicit in current prices of annuity
contracts or the rates of return on high-quality fixed-income investments that are currently available and expected
to be available during the benefits’ period to maturity), and (2) the health care cost trend rate is used to project the

change in health care costs over the long term.

Expected Long-Term Rate of Return

The expected long-term rate of return on plan assets?is a component of an entity’s net periodic benefit cost and
should represent the average rate of earnings expected over the long term on the funds invested to provide future
benefits (existing plan assets and contributions expected during the current year). The long-term rate of return is
set as of the beginning of an entity’s fiscal year (e.g., January 1, 2014, for a calendar-year-end entity). If the target
allocation has changed from the prior year, an entity should consider whether adjusting its assumption about the

long-term rate of return is warranted.

Some entities engage an external investment adviser to actively manage their portfolios of plan assets. In
calculating the expected long-term rate of return, such entities may include an adjustment (“alpha” adjustment) to
increase the rate of return to reflect their expectations that actively managed portfolios will generate higher
returns than portfolios that are not actively managed. If an entity adjusts for “alpha,” management should support
its assumption that returns will exceed overall market performance plus management fees. Such support would
most likely include a robust analysis of the historical performance of the plan assets.

As with the discount rate, an entity should understand, evaluate, and reach conclusions about the

reasonableness of the expected long-term rate of return on plan assets. To determine the expected long-term
rate of return, management must make assumptions about the future performance of each class of plan assets on
the basis of both historical results and current market information. Management's documentation supporting these
assumptions should contain details about the expected return for each asset category, including (1) an analysis of
how the expected return compares with historical returns and (2) the impact of current trends related to economic

conditions, inflation, and market sentiment.

Net Periodic Benefit Cost

Entities should consider the effect of the gain or loss amortization component of net periodic benefit cost. Many
entities record the minimum amortization amount (the excess outside the “corridor”).3 The amortization is based
on accumulated gain or loss as of the beginning of the year. Accordingly, the change in discount rates and
favorable asset returns in equity markets in 2014 will not affect net periodic benefit cost until the following year.

Changes to Accounting Policies for Gains and Losses and Market-Related Value of Plan Assets

An entity may consider moving to a “mark-to-market” approach in which it immediately recognizes actuarial gains
and losses as a component of net periodic benefit cost. Any change in the amortization method selected for gains
and losses is considered a change in accounting policy accounted for in accordance with ASC 250. Once an
entity changes to an approach in which net gains and losses are more rapidly amortized, the preferability of a
subsequent change to a method that results in slower amortization would be difficult to support.
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As with all defined benefit retirement plans, plan sponsors’ use of computational shortcuts and estimates is
appropriate “provided the results are reasonably expected not to be materially different from the results of a

" Entities that use the mark-to-market approach should be vigilant when using shortcuts and

detailed application.
approximations, since all changes in the measurement of the benefit obligation and plan assets immediately

affect net periodic benefit cost.

The “market-related value of plan assets” is used to calculate the expected return on plan assets component of
net periodic benefit cost. ASC 715-30-20 indicates that this value can be either “fair value or a calculated value
that recognizes changes in fair value in a systematic and rational manner over not more than five years.” The
method used to calculate the market-related value must also be applied consistently from year to year for each
asset class. If an entity changes from using a calculated value to using fair value in determining the expected
return on plan assets, the changes in the expected return will more closely align with changes in the actual return
on plan assets. Generally, a change from the use of a calculated value to fair value is a change to a preferable

method because it accelerates the recognition in earnings of events that have already occurred.

Editor’s Note: When entities adopt a policy to immediately recognize actuarial gains and losses as a
component of net periodic pension cost, they may have presented non-GAAP financial measures
that “remove the actual gain or loss from the performance measure and include an expected long-

term rate of return.”

The SEC noted that, in the absence of sufficient quantitative context about the
nature of the adjustment, such measures may confuse investors. The staff suggested that registrants

clearly label such adjustments and avoid the use of confusing or unclear terms in their disclosures.

For more information, see Deloitte’s Financial Reporting Alert 11-2, Pension Accounting Considerations
Related to Changes in Amortization Policy for Gains and Losses and in the Market-Related Value of Plan

Assets.

Measurement Date for Plan Assets and Benefit Obligations

Measurement of Plan Assets

In accordance with ASC 715-30-35-63, preparers should ensure that they use actual market values as of the
measurement date (e.g., their fiscal year-end) for assets with readily determinable fair values. Entities should
value assets without readily determinable fair values (e.g., alternative investments) as of the measurement date
by applying ASC 820’s principles on estimating the fair value of financial assets in inactive markets. For example,
ASC 820-10-15-4 provides guidance on using net asset value per share (provided by an investee) to estimate the

fair value of an alternative investment.

Editor’s Note: Management is responsible for measuring the benefit plan assets at fair value and for
providing related disclosures in the financial statements. To fulfill this responsibility, management
should develop a financial accounting and reporting process that includes (1) using appropriate
valuation methods, (2) supporting significant assumptions used to determine fair value, (3)
documenting the valuation of the plan assets, and (4) ensuring that such fair value measurements
are accounted for and reported in accordance with the entity’s accounting policies and U.S. GAAP.
Management may seek input from outside investment managers on the mechanics of valuing certain
plan assets but must have sufficient knowledge to evaluate and independently challenge such

valuation.
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measurement-date guidance in ASC 715. The proposed ASU contains a practical expedient that would allow an
employer whose fiscal year-end does not fall on a calendar month-end (e.g., an entity that has a 52- or 53-week
fiscal year), to measure retirement benefit obligations and related plan assets as of the month-end that is closest
to the employer’s fiscal year-end. The expedient would need to be elected as an accounting policy and be
consistently applied. Because third-party plan asset custodians often provide information about fair value and
classes of assets only as of the month-end, such an accounting policy would relieve the employer from adjusting
the asset information to the appropriate fair values as of its fiscal year-end. The proposed ASU would be applied
prospectively. However, the FASB has not decided on the effective date or whether early adoption would be
permitted. Comments on the proposed ASU are due by December 15, 2014.

Measurement of Benefit Obligations

An entity must measure benefit obligations on a plan-by-plan basis by using the discount rate as of the
measurement date (e.g., the entity’s fiscal year-end). Because of market volatility, it may be difficult for an entity
to demonstrate that an adjusted discount rate based on a rollforward of a discount rate from an earlier date would
meet the requirements of ASC 715. Under ASC 715-30-35-1 and ASC 715-60-35-1, an entity may employ
computational shortcuts if the results are “reasonably expected not to be materially different from the results of a
detailed application.” Accordingly, preparers should maintain sufficient evidence that this requirement has been
met. Such evidence should include a calculation of the benefit obligation, as of the measurement date, by using a
discount rate that reflects inputs as of the measurement date. Any material difference that the entity does not
record would be deemed an error.

Curtailments
Over the past few years, many entities have sought to reduce operating costs by amending their defined benefit

plans to eliminate benefits for future service. This elimination of benefits could be classified as either of the
following:

e Hard freeze — An amendment to a defined benefit plan that permanently eliminates future benefit accruals.

e Soft freeze — An amendment to a defined benefit plan that eliminates benefits for future service but takes

into account salary increases in the determination of the benefit obligation for prior service.

The FASB Accounting Standards Codification defines a plan curtailment as an “event that significantly reduces
the [aggregate] expected years of future service of present employees or eliminates for a significant number of
employees the accrual of defined benefits for some or all of their future services.” Generally, a hard freeze that
represents a permanent suspension of benefits is treated as a curtailment for accounting purposes. The guidance
on accounting for soft freezes is unclear, and views differ on whether to treat a soft freeze as a plan amendment
or a curtailment. Those that view a soft freeze as a curtailment note that the measurement of the projected benefit
obligation takes into account salary increases. We believe that an entity may treat a soft freeze as either a plan
amendment or a curtailment. An entity should choose one of these two alternatives as an accounting policy and
consistently apply its accounting election.

Other events, such as corporate restructurings or plant shutdowns, could also trigger curtailment accounting. An
entity should assess each of these events on the basis of its particular facts and circumstances. Curtailments
generally trigger an interim remeasurement date in a manner similar to other significant events that occur during a

fiscal year.
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Settlements
Some entities may institute restructuring programs that include a reduction in workforce. Such entities may have
pension plans that permit employees to elect to receive their pension benefit in a lump sum, which could result in
multiple lump-sum payments over the course of the year. Accordingly, if the total of such lump-sum payments
made during the year is significant, settlement accounting could be required under ASC 715.

Under ASC 715-30-35-82, if a settlement has occurred, any gain or loss from the settlement should be
recognized in earnings “if the cost of all settlements during a year is greater than the sum of the service cost and
interest cost components of net periodic pension cost for the pension plan for the year.” Alternatively, if an entity
adopts an accounting policy to apply settlement accounting to a settlement or settlements that are below the
service-cost-plus-interest-cost threshold, the policy must be applied to all settlements.

Questions have arisen about how settlements that occur in an interim period should be accounted for when it is
probable that the cumulative settlements for the year are expected to exceed the service-cost-plus-interest-cost
threshold. On at least a quarterly basis, an entity should assess whether it is probable that the criteria for
settlement accounting will be met (e.g., the total settlements will exceed the threshold). If the entity concludes that
it is probable that the threshold will be exceeded during the year, the entity should apply settlement accounting on
at least a quarterly basis rather than wait for the threshold to be exceeded on a year-to-date basis. Accordingly,
as the settlements occur, and at least quarterly, the entity should complete a full remeasurement of its pension
obligations and plan assets in accordance with ASC 715-30-35. Applying settlement accounting at quarter-end
would be an acceptable practical accommodation unless, under the circumstances, the assumptions and resulting
calculations indicate that using the exact date within the quarter would result in a materially different outcome.

Plan Sponsor Disclosures

Fair Value Measurement Disclosures

Because a sponsor’s fair value measurement disclosures related to defined benefit plan assets are outside the
scope of ASC 820, the FASB separately addressed a sponsor’s fair value disclosures that are specific to its
retirement plans. In accordance with ASC 715-20-50-1(d)(iv) for public entities or ASC 715-20-50-5(c)(iv) for
nonpublic entities, the sponsor must disclose information about the fair value measurements of plan assets

separately for each annual period for each class of plan assets.

Implementation issues have arisen about these disclosures, primarily about the Level 3 reconciliation disclosure.
The FASB's rationale for requiring this disclosure is identical to its rationale for requiring the Level 3 reconciliation
under ASC 820, except that gains and losses reported in earnings during the period must be presented
separately from those recognized in other comprehensive income. We understand that the FASB will accept
presentation alternatives as long as the rollforward disclosure meets the objective under ASC 715-20-50-1(d)(4)
(ASC 715-20-50-5(c)(4) for nonpublic entities) of showing the “effect of fair value measurements using significant
unobservable inputs (Level 3) on changes in plan assets for the period” (emphasis added).

Entities With Foreign Plans

The SEC staff sometimes requests registrants to support their basis for combining pension and other
postretirement benefit plan disclosures for U.S. and non-U.S. plans. ASC 715-20-50-4 states that a “U.S.
reporting entity may combine disclosures about pension plans or other postretirement benefit plans outside the
United States with those for U.S. plans unless the benefit obligations of the plans outside the United States are
significant relative to the total benefit obligation and those plans use significantly different assumptions.”



Attachment #2 to Response to KU KIUC-2 Question No. 3
Page 11 of 13
Arbough
Recent SEC Views

Recently, the SEC staff has addressed topics related to pension and other postretirement benefits because of
factors such as the low-interest-rate environment, optionality in U.S. GAAP accounting methods, and significant
assumptions used in the measurement of the benefit obligation. The staff has noted that it particularly focuses on
the discount rate and the expected return on plan assets. In addition, the staff has indicated that it may be
appropriate for a registrant to disclose the following:

e Whether a corridor is used to amortize the actuarial gains and losses; and, if so, how the corridor is
determined and the period for amortization of the actuarial gains and losses in excess of the corridor.

e A sensitivity analysis estimating the effect of a change in assumption regarding the long-term rate of return.

This estimate should be based on a reasonable range of likely outcomes.

e The extent to which historical performance was used to develop the expected long-term rate of return
assumption. If use of the arithmetic mean to calculate the historical returns yields results that are materially
different from the results yielded when the geometric mean is used to calculate such returns, it may be
appropriate for an entity to disclose both calculations.

e The reasons why the assumption regarding the long-term rate of return has changed or is expected to

change in the future.

For more information, see Deloitte’s SEC Comment Letters — Including Industry Insights: A Recap of
Recent Trends.

Health Care Reform

Affordable Care Act and Health Care and Education Reconciliation Act of 2010

Entities need to continue to consider the impact on postretirement benefits of the Patient Protection and
Affordable Care Act and the Health Care and Education Reconciliation Act of 2010 (collectively, the “Act”). The
passage of the Act has resulted in comprehensive health care reform since its March 2010 enactment, with this
reform continuing over the next several years. The Act, among other things, eliminated the annual and lifetime
benefit caps on essential health benefits and imposed an excise tax on high-cost employer health plans. An entity
should account for the Act’s effects, such as the excise tax on high-cost plans, on the basis of the provisions of its
current substantive benefit plans even if it is considering amending its plans before the related provision of the Act

becomes effective.

Employee Group Waiver Plans

Before the Act, employers offering retiree prescription drug coverage that was at least as valuable as Medicare
Part D coverage were entitled to a tax-free 28 percent federal retiree drug subsidy (RDS). Employers could claim
a deduction for the entire cost of providing the prescription drug coverage even though a portion of the cost is
offset by the subsidy they receive. The Act repealed the rule permitting deduction of the portion of the drug
coverage expense that is offset by the Medicare Part D subsidy, effective in 2013. However, the Act made certain
enhancements to Medicare Part D prescription drug coverage and introduced other provisions to address
Medicare Part D coverage gaps, including a pharmaceutical manufacturers’ 50 percent discount on brand-name
drugs beginning in 2011, increasing to a 75 percent discount on brand-name drugs and expanding to include

discounted generic drugs by 2020.

Employers either can continue to apply for federal RDS payments that are received by the employer directly or
they can sponsor a Medicare Part D plan through an employee group waiver plan (EGWP)8 to take advantage of

the enhancements under the Act (via cost savings passed along from the health care plan administrator). An
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EGWP is designed to provide benefits that are actuarially equivalent to Medicare Part D and must be run by the

health care plan administrator.

It is generally expected that retiree plan participants will receive essentially the same prescription drug benefits
under an EGWP as they would under an RDS approach. However, the cost of providing the benefit will generally
be less. Depending on the specific plan design for cost sharing between the employer and the retiree, the cost
savings may be realized by either party or both parties. If the benefits provided by the plan to the participants do
not change as a result of the change from the RDS to an EGWP, only the assumption regarding plan costs has
changed and the employer will record an actuarial gain. However, if a change from an RDS to an EGWP involves
a “substantive” change to the plan benefits, that part of the change should be accounted for as a plan amendment
due to a change in benefits provided to participants by the plan. For example, if the cost savings of the EGWP are
shared between the plan sponsor and the retirees, a change to the benefits the plan provides would generally
result and the employer should recognize a plan amendment under ASC 715-60-35. Furthermore, the timing of
accounting for the plan amendment may need to be considered, depending on (1) whether the employer has the
unilateral ability to make the change, (2) how changes to the substantive plan are communicated to participants
and the detail and timing of this communication, and (3) the significance of the changes. Entities need to consider
the potential effects of any such plan amendments that are made concurrently with their open-enroliment period
for 2015, which will typically take place in late 2014, and recognize the accounting effects of any significant

changes in the period of the change (e.g., the fourth quarter of 2014).

Private Health Care Exchanges

Some entities have either stopped or are planning to stop providing retiree health care benefits through an
employer-sponsored health care plan. Instead, they will provide those retirees with annual vouchers or
contributions, often via a health retirement account, that the retiree can use to purchase insurance from private
health care exchanges. These private health care exchanges offer a range of plans that provide coverage
similarly to how the plans offered through the public exchanges set up under the Act provide coverage. If the
retiree chooses a plan that costs more than the employer’s annual contribution to the retiree, he or she will have
to pay the extra costs. Employers will make contributions during the retiree’s lifetime such that the entity retains
mortality risk. When an entity ceases providing retiree health care benefits through an employer-sponsored plan
and starts making annual contributions to the retiree or via a health retirement account, it has not settled the
defined benefit obligation because the entity is still exposed to mortality risk. However, the entity’s defined benefit
obligation has shifted to a plan that provides fixed annual contributions. This change should be accounted for as a
plan amendment in accordance with ASC 715-60-35. Depending on the terms of the original entity-administered
health plan, this type of amendment may either increase benefits (a positive plan amendment) or reduce benefits
(a negative plan amendment).

1 Fortitles of FASB Accounting Standards Codification references, see Deloitte’s “Titles of Topics and Subtopics in the FASB

Accounting Standards Codification.”

2 As defined in ASC 715-30, the “expected return on plan assets is determined based on the expected long-term rate of return
on plan assets and the market-related value of plan assets.”

3 ASC 715-30-35-24 provides guidance on net periodic pension benefit cost and defines the corridor as “10 percent of the
greater of the projected benefit obligation or the market-related value of plan assets.” Likewise, ASC 715-60-35-29 provides
guidance on net periodic postretirement benefit cost and defines the corridor as “10 percent of the greater of the
accumulated postretirement benefit obligation or the market-related value of plan assets.”

4 Excerpted from ASC 715-30-35-1 and ASC 715-60-35-1.


http://www.iasplus.com/en-us/publications/us/other/codtopics/file
http://www.iasplus.com/en-us/publications/us/other/codtopics/file
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For more information, see the highlights of the June 27, 2012, CAQ SEC Regulations Committee joint meeting with the Al‘bOllgh
SEC staff.

Launched in June 2014, the FASB’s simplification initiative is intended to reduce the cost and complexity of current U.S.
GAAP while maintaining or enhancing the usefulness of the related financial statement information. The initiative focuses on
narrow-scope projects that involve limited changes to guidance.

FASB Proposed Accounting Standards Update, Practical Expedient for the Measurement Date of an Employer’'s Defined
Benefit Obligation and Plan Assets.

An EGWP could be structured as either (1) a self-insured program in which employers and union plans contract directly with
the Centers for Medicare and Medicaid Services for benefits or (2) an insured program in which plan sponsors contract with

a third party to provide prescription drug coverage to retirees.


http://www.thecaq.org/docs/resources/june-27-2012.pdf?sfvrsn=0
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February, 2015

CPA Technical Questions and Answers

Section 3700, Pension

. . Accountin udit surance

Obligations - .
) Industry epoerting Com:‘illl:t‘i%n&

.01 Effect of New Mortality Tables on i Ses )

Nongovernmental Employee Benefit
Plans (EBPs) and Nongovernmental
Entities That Sponsor EBPs

Inquiry—Nongovernmental EBPs and nongovernmental entities that sponsor EBPs (sponsoring
entities) incorporate assumptions about participants’ mortality in the calculation of the benefit liability
for financial reporting purposes. Professional associations of actuaries occasionally publish updated
mortality tables and mortality improvement projection scales (collectively referred to as mortality
tables for purposes of this Technical Question and Answer) to reflect changes in mortality conditions
based on recent historical trends and data. Established actuarial companies also may develop
mortality tables based on other information and assumptions. For financial reporting purposes, how
and when should nongovernmental EBPs and nongovernmental sponsoring entities consider these
updated mortality tables if their financial statements have not yet been issued at the time the
updated mortality tables are published?

Reply—Nongovernmental EBPs and nongovernmental sponsoring entities should consider the
specific requirements of generally accepted accounting principles (GAAP), which require the use of
a mortality assumption that reflects the best estimate of the plan’s future experience for purposes of
estimating the plan’s obligation® as of the current measurement date (that is, the date at which the
obligation is presented in the financial statements). In making this estimate, GAAP requires that all
available information through the date the financial statements are available to be issued should be
evaluated to determine if the information provides additional evidence about conditions that existed
at the balance sheet date.

FASB Accounting Standards Codification (ASC) 855-10-55-1 specifies that information that becomes
available after the balance sheet date (but before the financial statements are available to be issued)

! Obligations that use a mortality assumption include, but are not limited to, defined benefit obligations under
pension and other postretirement plans, and certain postemployment and deferred compensation arrangements. In
accordance with paragraphs 18 and 21 of FASB Accounting Standards Codification (ASC) 715-30-35 and FASB
ASC 960-20-35-4, changes in actuarial assumptions result in gains and losses that are recognized as they arise, and
the comparative obligation amounts that have been previously reported would not be adjusted for issuance of
updated mortality tables.
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may be indicative of conditions existing at the balance sheet date when that information is a
culmination of conditions that existed over a long period of time. Updated mortality tables are based
on historical trends and data that go back many years; therefore, the existence of updated mortality
conditions is not predicated upon the date that the updated mortality tables are published.
Management of a nongovernmental EBP or a hongovernmental sponsoring entity should understand
and evaluate the reasonableness of the mortality assumption chosen, even when assisted by an
actuary acting as a management’s specialist, and document its evaluation and the basis for selecting
the mortality tables it decided to use for its current financial reporting period. A management’s
specialist is defined in paragraph .05 of AU-C section 500, Audit Evidence (AICPA, Professional
Standards), as an individual or organization possessing expertise in a field other than accounting or
auditing, whose work in that field is used by the entity to assist the entity in preparing the financial
statements.

Many defined benefit pension plans present plan obligations as of the beginning of the plan year, as
allowed under FASB ASC 960-205-45-1. Although this presentation is before the balance sheet
date, it represents a measurement of an amount that is presented in the financial statements that
should reflect management’s best estimate of the plan’s mortality and other assumptions. The
assumptions used to estimate the plan’s obligation should be evaluated based on all available
information through the date the financial statements are available to be issued, including
determining whether updated mortality conditions existed as of the date the obligation is presented
in the financial statements (that is, the beginning of the year).

Auditors are required to evaluate the competence, capabilities, and objectivity of a management’s
specialist; obtain an understanding of the work of that specialist; and evaluate the appropriateness
of that specialist's work as audit evidence for the relevant assertion. Considerations may include
evaluating the relevance and reasonableness of significant assumptions and methods used by that
specialist. Refer to paragraphs .08 and .A35-.A49 of AU-C section 500 and the “Using the Work of a
Specialist” section in chapter 2, “Planning and General Auditing Considerations,” of the AICPA Audit
and Accounting Guide Employee Benefit Plans, for further guidance. In addition, the auditor is
responsible for evaluating subsequent events under AU-C section 560, Subsequent Events and
Subsequently Discovered Facts (AICPA, Professional Standards). That section requires the auditor
to obtain sufficient appropriate audit evidence about whether events occurring between the date of
the financial statements and the date of the auditor’s report that require adjustment of, or disclosure
in, the financial statements are appropriately reflected in those financial statements in accordance
with the applicable financial reporting framework.

[Issue Date: February 2015.]
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Q.2-4.

A.2-4.

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-4

Responding Witness: Daniel K. Arbough

Please indicate whether the Companies’ actual pension and OPEB expense for
2014 as well as the related balance sheet assets and liabilities recorded as of
December 31, 2014 reflected the RP-2014 mortality table. If not, please explain
why not. In addition, identify all authorities relied on for the delay in adopting
the RP-2014 mortality table for 2014 accounting and financial reporting
purposes.

KU’s pension and OPEB expenses for 2014 did not reflect the RP-2014
mortality tables because the tables were not available when the expenses were
calculated by the Company’s actuary.

KU’s benefit obligations, which are reflected as liabilities in its financial
statements as of December 31, 2014, do reflect the RP-2014 mortality tables, as
adjusted as described in the response to Question No. 2-3.

See the response to Question No. 2-3 for additional information about KU’s
analysis and timing of the implementation of the RP-2014 mortality tables.



Q.2-5.

A.2-5.

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-5

Responding Witness: Daniel K. Arbough

Please provide the Companies’ pension and OPEB expense recorded in their
accounting books for January 2015 and the basis for the expense that was
recorded, including the mortality table that was used for the expense. Please
reconcile the amounts that were recorded to the Towers Watson actuarial costs
for 2015.

The pension and OPEB expense that KU recorded on its accounting books for
January 2015 is shown in the table below. It was based on expense projections
provided by Towers Watson on May 30, 2014. This expense is allocated
through KU’s burdening process based on labor charges. Prior to issuing public
financial statements, KU posts true-up entries to record the difference between
the actuary’s projected year to date expense and the amount that has been
recorded based on labor burdens. These entries will eliminate the variances
noted in the table below.
January 2015 Expense

Pension Postretirement
Per 5/30/14 Towers Watson Report 2,285,957 409,478
Per General Ledger 2,279,402 387,063
Variance (6,554) (22,415)

The mortality table used for the January 2015 expense is the RP-2014 mortality
table with MP-2014 projection scale with white collar adjustment and is based
on the Towers Watson 2015 expense projection dated May 30, 2014. (See
attachment to KIUC 1-16.)

In addition to the variance true-up described above, the year-to-date expense
will be revised based upon the updated expense estimates proved by Towers
Watson on February 6, 2015. (See the response to PSC 3-5). The expense will
ultimately be adjusted again to reflect final 2015 expense when that number
becomes available in May 2015.



Q.2-6.

A.2-6.

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-6

Responding Witness: Daniel K. Arbough

Refer to the Company’s response to KIUC 1-20. The question was as follows:

Please provide the Company’s pension cost calculations for each year 2008
through 2014, the base year, and the test year, showing for each of those
years the vintage year gains and losses and the calculation of the
amortization of the gains and losses associated with each of those vintage
years.

In its response, the Company provided a schedule that had only a single line for
(gain)/loss amortizations and did not provide the information requested in KIUC
1-20. Please provide the information that was requested and in the format that
was requested in sufficient detail to replicate the calculation of the amounts
reflected in each year referenced in the question. In addition, please provide this
information in electronic format.

See Attachment 1 for 2008 - 2014. See Attachment 2 for 2014-2016, base year
and test year.
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DETERMINATION OF THE NET PERIODIC
PENSION COST FOR THE FISCAL YEAR
BEGINNING JANUARY 1, 2014 AND ENDING
DECEMBER 31, 2014
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LG&E and KU Energy LLC
Pelor Service Cost Bases and Amoriizations as of 12/34/2013

Amount Remaining on
Inittal Base Amorlizalion Perlod Remaining

LG&E and KU Retlrement Plan

KU {Regutatory) Base 1 1,331,280 686,642 ()
KU {Regutalory} Base 2 8,850 2,318 3.00
KU {Regutalory} Basa 3 5,748 1,438 4.00
KU (Regidatory) Base 4 10,498 2,610 4,00
KU (Regdatory) Base 5 5,628 1,408 4.00
KU {Regulatory) Baso 8 21,803 4,320 6.00
KU (Reguiatory) Base 7 689,879 13,976 6.00

LA&E and KU Postrotizement Benefit Plan

S 1020204
TOWERS WATSON (A7 VAPPL Corporatkon - 109620\ 41RE TiKentuckAAUGILKE PSC Amortizatons MRY GL Celculations 2014_v2xs
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PPL Corporation
LGRE and KU Energy LLG
Calculatfon of #arket [tofated Valua of Assets (MRV] for 111/2014
LG&E and KU Retirement Plan
1HR014

EROA Pilor Year 7.10%
Assumed Dale of Disbursements 1112013
Assumed Date of Employes Cenlributions N/A
Achral Date of Employer Conlribution 1HERO3
MRV Prior Year 749,348,003
Disbirsements (46,232,500}
Employer Conliibution 139,300,000
Employee Contritutions o
Expected Relun 61,068,129
Expected MRV Cutrent Year £03,48),652
Fair Value {FV) Cuirent Yoar 889,265,217

900,639,685

MRV Gurren! Yeer [80% of Expecied MRV + 205 of FV)

TOWERS WATEOM {@f\\: w VAPPL Cerpetation » 10825 1 HREMKeke bARRILKE PSC Avcrizatons MRV QL Cakatatons 2014_v2xyy




PPL Corporatich
LG&E and KU Energy LLC
Amortization of Net Actirarial (Gain)/Loss for 1/1/2014

LG&E and KU
Retirement Plan
1172014
Fair Value of Assets 889,265,217
Market Related Value of Assets 800,639,886
PBOIAPBO 960,426,685
Amortization of Net Actutarial (Gain)Loss*®
Net Actuzria! (Gain)/Loss 113,255,050
Deferred Asset Gainf(Less) {11,374 669
Remaining Actuarial (Gain)/Loss 101,880,381
10% corridor 96,280,001
30% comridor . 283,840,004
Excess 10% corridor 64,343,926
Excess 30% comidor 0
Average Future Service™ 9,454
Amortization . 6,840,523

*For the LG&E and KU Retfirement Plan

ain)loss amortization is calculated under each company allocation and then added together for the plan's total.

For this reason, the amoriization amount shown cannet be calculated based on the total gains/losses and comidors shown above,

TOWERS WATSOR LA~

VAPPL Corporation « 109625\ 14RETKentucky\AUtIOLKE PSC Amortizations MRV GL Calculalloas 2014 _v2ods

8noq.ay
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TALENT + HEALTH + REFTREMENT » INVESTMENTS

8 MERCER

DETERMINATION OF THE NET PERIODIC
PENSION COST FOR THE FISCAL YEAR
BEGINNING JANUARY 1, 2013 AND ENDING

DECEMBER 31, 2013

LG&E AND KU ENERGY LLC

RETIREMENT PLANS
MARCH 2013
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Actearizl Valugtion Report LG&E and KU Energy LLC Retirement Plans

Net Pericdic Pensicn Cost

Service Cost, Interest Cost And Expected Retum on Assets for Qualified Plans

NonUnion Retirement Plan

Seno Ko
Service Cost
1?:1:2 cost at beginning of 12,404,457 § 7892 652

2 [nterest for year
3. Service costat end of
year

528,431 338,227
12,932,918 3 8,228,579

Interest Cast
1. Projected benefit obligation 417,323,115 § 414,139,917
2. a BExpected distributions 5,608,320 17,548,378
B. Weighted fortiming 3,038,382 9,505,371
3. Average projected benefit 4 404,634
cbigation 414,284,733 534,546
4, Ciscount rate 428% 4.268%
5. Interest cost 17,648,530 3% 17,237,432
Expected Return on Assets

1. Market-relate d value of assets

2. 2. Expected distribufions
b. Weighted fortiming

3. a. BExpected employer

cofiributions

b. Weighted fortiming

4. Average expected market-
related value of assets

5. Assurned rate of retumn

6. Expected return on
assets

265,360,125 § 299,675,383
5,608,320 17.548,378
3,038,382 9,505,371

43,300,000 59,400,000
46,287,500 55,925,000
308,618,243 347,005,012
7.10% 7.10%
1,911,895 $ 24,643,746

Mercer
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Actmarial Vaiuation Report LGEE and KU Energy LLC Ratirement Plans

Net Periodic Pension Cost

Gain/Loss Amortization Amount For Regulatory Accounting Purposes for Qualified Plans
Nonlnion Retirement Plan

2 Projected benefit abligation

SenvCo KU
§ A7323115 § 414,139,917
b. Fairvalue of plan assets

277,180,145 311,536,310
¢ Unrecognized transition (assetyobbgation 0 [
d. Unrecognized prior sarvice cost 13,858,602 2,143,235
e. Cumulative ER contributions in excess of NPBC (18,047 ,056) 31,828,783
1. Unrecognized (gain)foss (a-b-c-d+e) 107,137,312 132,289,255
g. Market-related value of plan assets 265,360,125 295,675,383
h. Excess of fair value over market-related values (b-g) 11,811,020 11,860,727
L Unrecognized (gainjioss potentially subject

0 amortization (Frh) 118,848,332 144,150,082
j. 10% of the larger ofa or g 41732312 41,413,892
% 30% of the largercfacr g 125,196,935 124,241,975
L Unrez (gain)loss subject to standard amortization 77.216,020 82,827,983
m Unret. (gainlloss subject 1o accelerated amortization 0 19,908,107
n. Unrecognized (gain)loss subject to amortization (Total) 77,216,020 402,736,080
o. Average years. of future service 9.63 9.83
p. One-hzlf average years of fithire service 4,82 4.82
q. Standard amortization amount (| / o} 8,018,278 8,601,037

r. Accelerated amariization amount (m { p)

4,130,313
s. Amortization amount (total) {(q + r}

0
5 8018278 5 12,731,350
Gain/Loss Amortization Amount For Financial Accounting Purposes for Qualified Plans

Nonbnion Retirement Plan

a. Projected benefit obligation

SenCo, KU
417,323,115 5§ 414,138,917
b. Fair value of plan assets

277,180,145 311,536,110

c. Unrecognized transition (asset)/obligation D o]
d. Unrecognized prior service cost o] D
e, Cumulative ER contributions in excess of NPBC {112.633,948) {73,683,942)
f. Unrecognized (gainMoss (a-b-c-c+e) 27,508,022 28,915,865
g. Market-related value of plan assets 265,369,125 299,675,383
h. Excess of farr value over market—reiated value (b-g} 11,811,020 11,860,727
i. Unrecognized {gainyloss potentially subject

to amortization (f+h) 39,220,042 40,780,392
I.10% ofthe larger ofaorg 41732312 41,413,992
K 30% ofthe largerofaocrg 125,186,935 124241875
L. Unrec. {(gain)/loss subject to standard amorniization 0 0
m Unrec. (gain)loss subject to accelerated amortization 0 0

n. Unrecognized (gain)loss subject to amortization (Total)
o. Average years of fulure service

p. One-half average vears of future service

0. Standard amertization amount {1/ o)

r. Accelerated ameortization amount {n / p)

s. Amortization amount (total) (g +1)

Mercer

0 0
8.63 9.63
4.82 4.82

0 0

s} o

0

9 *ON TONSONY) Z-INI3 N 0) 9suodsAY 0) [# JUdSUIPENY
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Actuarial Valuation Report LG&E and KU Energy LLC Relirement Plans
Net Periodic Pension Cost
Other Amortizatlon Amounts - Non-Unlon Plan (8ervCo Division)
Regulatory Accounting Purposes
Unrecognized Annuat
Amount as of Years Amortization
January 1,2013  Remalning Amotnt
1. Transition $ a NIA  § 0
2. Prior Service
January 1, 1999 9,359 2.00 4,679
January 1, 2000 322,102 3.00 107,388
January 1, 2001 43,725 4.00 10,930
January 1, 2002 388,081 4,00 97,022
January 1, 2003 338,823 5.00 67,385
January 1, 2004 1,380,851 5.00 278,170
January 1, 2005 786,581 5.00 157,316
January 1, 2006 1,347,012 6.00 224,502
January 1, 2007 9,344,088 6.00 1,657,344
Total Prior Service $ 13,968,802 $ 2,502,694
Financlal Accouniing Purposes
Unrecognized Annuat
Amount as of Years Amortization
January 1,2013 _Remalning Amount
1. Transition L 0 NA O $ 0
2. Prior Service 0 N/A 0
Total Prior Service $ 0 $ 0
17

Mercer
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Actuarial Valuatlon Report LG&E and KU Energy LLC Reflrement Plans
Net Perlodic Pension Costt
Other Amortlzation Amounts - Non-Unlon Plan (KU Diviston)
Regulatory Accounting Purposes
Unrecognlized Annual
Amount as of Years Amortization
January 1,2013  Remalning Amount
1. Transition $ 0 NIA
2. Prlor Service
January 1, 2000 1,998,922 3.00 665,642
January 1, 2002 9,286 4,00 2,316
January 1, 2003 7,186 §.00 1,438
January 1, 2004 13,048 5.00 2,610
January 1, 2005 7,036 5.00 1,408
January 1, 2008 25,923 6.00 4,320
January 1, 2007 © 83,854 6.00 13,976
Total Prlor Service $ 2,143,235 3 691,710
Financlal Accounting Purposes
Unrecognized Annpual
Amount as of Years Amortization
January 1, 2013 Remalning Amount
1. Transition 3 0 NIA § 0
2. Prior Service 0 N/A 0
Total Prior Service  $ 0 . $ 0
18

Mercer




Actuarfal Valuation Report

Plan Assets
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Page 10 of 52

LG&E and KU Energy LLC Retirement Plans

Market Valiue of Assets for Qualified Plans

Plan

LGAE and KU EegLLC Non-Unfon

Market Value
of Assets as of

December 31, 2012

The markst valus of assets for the divisions of the Non-Union Plan were provided by LG&E and
KU Energy LLC and were adjusted below for fransfers among the divisions.

1. Market value of
assels on
December 31,
2012 hefore
adjustmant for
fransfers

2, Adjustment for
transfers

3. Market value of
assels on
December 31,
2012 after
adjustment for
transfers

Mercer

Non-Unlon Plan

ServCo KU
$274,002,971 $312,453,608

3,177,174 (917,498}
$277,160,145  $311,536,110

28

780,201,674

Arbough
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Actuariatl Valuation Report LG&E and KU Energy LLC Retirement Plans
Plan Assets
Market-Related Value of Assets — Non-Union Plan (ServCo Division)
1. Expected return
a. Fair value as of January 1, 2012 $ 228,380,881
b. Contributions welghted for timing 15,950,000
c. Benefit payments welghted for timing 1,281,061
d. Expenses weighted for timing 0
a. Time-weighted value of assets (a. +b. — . — d) 243,049,820
f. Expected rate of return 7.25%
9. Expected relurn (8, x ) $ 17,621,112
2, Actual return
a. Falir value as of January 1, 2012 $ 228,380,881
b. Contributions 17,600,000
c. Benefit payments 2,562,122
d. Expenses 0
a. Falr value at December 31, 2012 274,002,971
f. Aclualreturn (e.—a.—bh. +¢, +d)} $ 30,584,212
3. Asset method base
a. Expected return (1.g.) 17,621,112
b, Actual return (2.f) 30,584,212
¢. Gain (Loss) (b. — a.) $ 12,963,100
4, Actuarial adjustment
Valuation Asset Method Adjustimant
Date Base Factor Adfustment
January 1,201 § 2,664,702 56.67% $  (1,504,331)
January 1, 2012 (108,318) 60.00% 83,791
January 1, 2013 12,963,100 80.00% (10,370,480)
Total adjustment $ (11,811,020
6. Fair value as of January 1, 2013 prior to ad|usiment for transfers $ 274,002,971
6. Ad]ustment for transfers 377,174
7. Actuarial adjustment (11,811,020)
8. Marlet-related value (5. + 6. +7.) $ 265,369,126
31

Mercer
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Actuarial Valuation Report LG&E end KU Energy LLC Relirement Plans
Marlet-Related Value of Assets — Non-Union Plan {KU Division)
Expected return
Fair value as of Janhuary 1, 2012 280,602,839
Contributions weighted for timing 14,183,333
Benefit payments welghted for timing 8,471,615
Expenses welghfed for fiming ) 0
Time-welghted valus of assets (a, +bh. —c. ~d) 286,314,557
Expected rate of return 7.26%
Expected return (6. x 1) 20,757,805
Actual return
Falr value as of January 1, 2012 280,602,839
Contributions 14,800,000
Beanefit payments 16,943,229
Expenses 0
Falr value at December 31, 2012 312,453,608
Aclual refurn (8, ~a, = b. +0. +d.) 33,993,998
Asset method base
Expected return (1.g.) 20,757,805
Actual return (2.1) 33,003,008
Gain (Loss) (h. — a.) 13,236,163
Actuarfal adjustment
Valuation Asset Method Adjustment
Date Base Factor

Janvary 1,201 '§ 3,727,471 56.67% $ (2,112,234)

January 1, 2012 (1,400,768) 60.00% 840,461

January 1, 2013 13,236,193 80.00% (10,588,954)

Total adjustment $ (11,880,727)
Fair value as of January 1, 2013 prior to adjustment for
transfers 312,463,808
Adjustment for transfars {917,498)
Actuarial adjustment {11,860,727)
Market-related value (5, + 6. +7.) 299,676,383
32

Mercer




Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 13 of 52
Arbough

TALGHT + HEALTH + RETIREMENT « INVESTMENTS

DETERMINATION OF THE NET PERIODIC
PENSION COST FOR THE FISCAL YEAR
BEGINNING JANUARY 1, 2012 AND ENDING
DECEMIBER 31, 2012

LG&E AND KU ENERGY LLC

RETIREMENT PLANS
NOVEMBER 2012

“ / MARSH & MCLENNAN
4 [ COMPANIES




Actuarial Valuxtion Report LGAE and KU Energy LLC Retirement Plans

Net Periodic Pension Cost

Sewvice Cost, Interest Cost Ard Expected Retum on Assets for Qualified Plans

NonUnion Retirement Plan
SenCo KU

Service Cost

1. Service cost at beginning of
year

2. Interest for year

3 Service cost at end of
year

10,476,600 $ 6,731,026
536,402 344,622
11,013,002 § 7,075,655

Interest Cost
‘1. Projected benefit obligation 331,6890.828 § 382074223
2. a. Expected distributions 4,367,525 17,484,929
b. Weighted for timing 2,365,743 9,471,003
3. Average projected benefit
obligation 328,325,185 352,603,220
4, Discount rate 5.12% 5.12%
5. Interest cost 16,861,449 $ 18,053,285
Expected Returm on Assets
1. Market-related value of assi 26,430,663 § 278,885,725
2. a. Expected distributions 4,367,525 17,484,929
b, Weighted for timing 2,365,743 9,471,003
3, 2. Expected employer
15,600,000 14
contributions 800,000
b. Weighted for fiming 14,950,000 14,183,333
4. Average expected mmarket-
0
value of assets 239,014,592 253,578,055
5. Assumad rate of relun 7.25% 725%
6. Expected retum on 17328582 § 20,559,408
assets
Mercer
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Actuarial Valuation Report LG&E and KU Energy LLC Retirement Flans

Net Pericdic Pension Cost

Gain/l.oss Amortization Amount For Reguiatory Accounting Purposes for Qualified Plans

NonUnion Retirement PI o

a Projected benefit obligation

SenvCo, Xy,
§ 381,690,828 5§  362,074.223
b. Falr value of plan asseis

228,380,881 230,602,839
¢. Unrecognized fransidon (asset)/obligation o] 0
d Unrecognized prior service cost 16,484,520 2,834,345
e. Cumulatve ER contributions in exeess of NPEC (20,048,040) 29,523 554
1. Unrecognized (gain)ioss {a-b-c-d+e) 66,797,477 108,450,003
g. Market-related value of plan assets 226,430,663 Z7T8,B65,725
h. Excess of fair valie over market-related value (b-g) 1,950,218 1,737,114
i. Unrecognlzed (gain)Aoss petentially subject )

o amortization (f+h) 88,747,695 110,197,117
j- 10 of the lamgerofaorg 33,169,083 36,207 422
k. 30% ofthe largerofaorg 8,507,278 108,622 267
L. Unrec. (gainyicss subject to standard amartization 35,578,802 72,414,845
m. Unrec. {(gain)loss subject to accelerated amortization o] 1,574,850
n. Unrecognized (gain)loss subject to amortization (Total} 35,578,602 73,989,895
o, Average years of fulre service 10.03 TOA3
p. One-half average years of fulure service S22 5.02
g. Standard amortization amount (1/ o) 3,547,219 7,218,525
r. Accelerated amortization amount (m / p) 0 313,715

s. Amortization amount, (total) (g + 1} $ 3,547,219 3 7,533,540

GawvLoss Amortization Amount For Financlal Accounting Purposes for Qualified Plans

NanlJnion Retirement Plan

SenvCo
a. Projected benefit obligation S 331,690,828 § 362,074,223
'b. Fair value of plan assets 228,380,881 280,602,839
¢ Unrecognized transiion (asset)/obligation o] 0
d_ Unrecognized pries service cost 0 [
e. Cumulative ER contributions in excess of NPEC (118,688,079} (83,914,411}
{. Unrecognized (gain)oss (a-bc-d+e) (16,378,032) (2,443,027}
g. Market-related value of plan assets 228,420,663 278,865,725.
h. Excess of fair value over market-related value (b-q) 1,850,218 1,737,114
L. Unrecognized (gainjloss potantially subject
1 amarization (f+h) (14.427,814) (705,913)
j.10% of the larger ofa arg 33,169,083 36,207 422
k. 30% of the larger ofa org 98,507 278 108,622 267
L Unrec. (gain)loss subject to standard amortization 1] o]
m. Unrec. (gain)loss subject o accelemted ameortezrtion o] a
n. Unrecognized {gain)loss subject to amortization (Totzl) a} 0
o. Average years of future service 10,63 10,03
p. One-half average years of future service 5.0z 5.02
g- Standard amortization amount {1/ ) 0 o]
r. Accelerated amortization amount (m / p) 8] 0
s. Amortization amount (totaf) (g + 1) s 0 3 ]
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Attachment #1 to Response to KU KIUC-2 Question No. 6

Page 16 of 52
Arbough
Actuarial Vaiuation Report LG&E and KU Energy LLC Retlrement Plans
Net Perlodic Pension Cost
Other Amortization Amounts ~ Non-Unton Plan {ServCo Divislon)
Regulatory Accounting Purposes
Unrecognized Annual
Amount as of Years Amortization
January 1,2012 _Remalning Amount
1. Transition $ 0 NA & 0
2. Piior Service
January 1, 1998 3,234 1.00 3,234
January 1, 1999 14,038 3.00 4,679
January 1, 2000 429,468 4.00 107,366
January 1, 2001 54,655 5.00 10,930
January 1, 2002 485,103 5.00 97,022
January 1, 2003 404,188 8.00 67,365
January 1, 2004 1,657,021 8.00 276,170
January 1, 2005 043,897 6.00 157,316
January 1, 2006 1,671,614 7.00 224,502
January 1, 2007 10,901,412 7.00 1,657,344
Total Prior Service $ 16,464,630 $ 2,605,920
Financlal Accounting Purposes
Unrecognized Annual
Amount as of Years Amortization
January 1, 2012  Remaining Amount
1. Fransition $ 0 NA & 0
2, Prior Service 0 N/A 0
Total Prior Service $ 0 3 0
17
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Attachment #1 to Response to KU KIUC-2 Question No. 6

Page 17 of 52
Arbough
Actuarial Valuation Report L.G&E and KU Energy LL.C Relirement Plans
Net Periodic Pension GCost
Other Amortization Amounts - Non-Unlon Plan {KU Division)
Regutatory Accounting Purposes
Unrecognized Artnual
Amount as of Years Amortizatlon
January 1,2012  Remalning Amount
1, Transition $ 0 NiA & 0
2. Prior Service
January 1, 2000 2,662,564 4.00 665,842
January 1, 2002 11,582 5.00 2,316
January 1, 2003 8,824 6.00 1,438
January 1, 2004 15,658 8.00 2,610
January 1, 2005 8,444 6.00 1,408
January 1, 2008 30,243 7.00 4,320
January 1, 2007 97,830 7.00 13,976
Total Prior Service $ 2,834,945 $ 691,710
Financlal Accounting Purposes
Unrecognized Annual
Amount as of Years Amontization
January 1, 2012 Remaining Amount
1, Transition $ 0 NA § 0
2, Prior Setvice 0 N/A 0 B
Total Prior Service L 0 L 0
18
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 18 of 52
Arbough

Actuarial Valuation Report LG&E and KU Energy LLC Relirement Plans

Plan Assets

Market Value of Assets for Qualified Plans

Market Value
of Assets as of
Dacember 31, 2011

Plan

LG&E and KU Energy LLC Non-Unlon | | 684,070,69 -

Tho market value of assets for the divisions of the Non-Union Plan were provided hy LG&E and
KU Energy LLC and were adjusted below for transfers among the divisions,

Non-Union Plan
SarvGo KU

1. Market vaiue of
assels on
December 31,
2011 before
adjustment for
transfers

2. Adjustment for
transfors

3. Market value of
assels on
December 31,
2011 after
adjustment for
fransfers

$217,442,856  $285,107,981

10,938,025 (4,605,142)

228,380,881 280,602,839

28
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Attachment #1 to Response to KU KIUC-2 Question No. ¢

Page 19 of 52
Arbough
Actuarial Valuation Report LG&E and KU Energy LLC Retirement Plans
Plam Assets
Maricet-Related Vaiue of Assets — Non-Unlon Plan {ServCo Division)
1. Expected return
a, Fair value as of January 1, 2011 % 166,087,326
b. Contributions welghted for timing 36,416,667
¢. Benefit payments welghted for timing 1,054,254
d. Expenses weighted for timing 0
a. Time-welghted value of assets (a. + b. —c. - d) 202,349,739
f. Expected rate of refurn 7.25%
9. Expected return (s. x £) L) 14,670,356
2, Actual return
a. Fair value as of January 1, 2011 $ 166,987,326
b. Contributions 38,000,000
c. Benefit payments 2,108,508
d. Expenses 0
a. Falr value at December 31, 2011 217,442,856
f. Aclualreturn (8. —a.—bh. +¢. +d) $ 14,564,038
3. Asgset mathod base
a. Expected return (1.g.} 14,670,358
b. Actual return {2.f) 14,564,038
¢. Gain (Loss) (h, —a.} 5 (108,318)
4. Actuarial adjustment
Valuation Asset Method Adjustment
Date Base Factor Adjustment
January 1,2011  $ 2,654,702 76.67% $  (2,035,272)
January 1, 2012 (106,318) 80.00% 85,054
Total adjustinent $ (1,950,218)
6. Falr value as of January 1, 2012 prior to adjustment for transfers $ 217,442,866
8, Adjustment for transfors 10,938,026
7. Actuarial adjustment {1,960,218)
8. Market-related value (5. + 6. +7.} $ 226,430,663
K} |
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 20 of 52

Plah Assets

@220z

L

PIFPpwTOoo oo

B

: Arbough
Actuarlal Valuation Report LG&E and KU Energy L{.C Rellrement Plans
Market-Related Value of Assets — Non-Unlon Plan (KU Division)
Expected return
Fair value as of January 1, 2011 240,702,136
Contributions welghted for fiming 41,208,333
Benefit payments welghted for timing 8,507,650
Expenses welghted for timing 0
Time-welghted value of assets (a. + b. - ¢. — d) 273,402,919
Expected rate of return 7.25%
Expected return (. x f) 19,821,712
Actual return
Fair value as of January 1, 2011 240,702,136
Contributions 43,000,000
Benefit payments 17,015,099
Expenses 0
Falr value at December 31, 2011 285,107,981
Actual return (6. —a. - b. +¢, +d.) 18,420,944
Asset method bass
Expected return (1.9.) 19,821,712
Actual return (2.f,) 18,420,944
Galn (Loss) (b. — a.) (1,400,768)
Actuarial adjustment
Valuation Asset Method Adjustment
Date Base Factor Ad]ustment
January 1,201 § 3,727,471 76.67% (2,857,728)
January 1, 2012 (1,400,768) 80.00% 1,120,614
Total adjustment (1,737,114)
Falr value as of January 1, 2012 prior to adjustment for
transfers 285,107,981
Adjustment for transfers (4,605,142)
Actuarial adjustment (1,737,114)
Market-related value (5. + 6, + 7.) 278,865,725
3z
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 21 of 52
Arbough

1 j@ M E RCE R CONSULTING, OUTSQURCING. INVESTMENTS,

November 2011

Destermination of the Net Periodic Pension Cost
for the Fiscal Year Beginning January 1, 2011 and Ending

December 31, 2011

MARSH & McLENNAN
COMPANIES




Actuarial Valuation Report

L.G&E and KU Energy LLC Refirement Plans

Net Periodic Pension Cost

Service Cost

1. Senvice cost af beginning of
year

2. Interest for year

2. Service costatend of
year

Interest Cost

1. Projected beneft cbligation

2. a Expected dishibutions

b. Weighted for timing

3. Average projected benefit
obligation

4. Discount rale

& Inferest cost

Expected Return on Assets

1. Market-related value of assets

2. 2. BExpected distributions
b. Weighted for timing

3. 2. BExpected employer

contributions

b. Weighted for timing

4. Average expected market-
related value of assels

5. Assumed rate of retum

6. Expected retum on
assetls

Mercer

Service Cost, Interest Cost And Expected Retomn on Assets for Qualified Plans

NonUnion Retirerent Plan

SSenvCo. LA

10,983,068 $ 7,051,117
606,817 389,222
11,599,885 $ 7440338

310,545,652 S 356,041,702
3,349,735 17,814,520
1,814,440 © 9,649,532

308,731,212 345,392 260

5.52% §.52%
17,041,962 $ 19,120,853

164,421,114 § 237,098,974
3,349,735 17,814,520
1,814,440 9,649,532

38,000,000 43,000,000
36,416,867 41,208,333
199,023,341 288,657,715
7.25% T25%
14,429,192 § 19,477,684
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Actuarial Valuation Report LG&E and KU Enengy L1 C Retirement Plans

Net Periodic Pension Cost

Gainfl.oss Amortization Amount For Regulatory Accounting Purposes for Qualified Plans

NenUnion Retirement Plan

SenCo LV

& Projected beneft obligation 310,5458652 S 256,041,792
b. Fair value of plan assats 166,987,326 240,702,136
c. Unrecognized transition (asset)/obligation 0 o}
o Unrecognized prior service cost 18,576,430 3,526,655
e. (Accrued)prepaid pension cost (35,421,428) 3,972,388
1. Unrecognized (gainjloss (a-b-c-d+e) 29,160,358 115,785,369
5. Market-related value of plan assets 164,421,114 237,008,814
h. Excess of fair value over market-related value (b-0) 2 566,212 3503222
i. Unrecognized (gainyloss potentially subject

fo amortization (f+h) 91,726,570 119,388,591
j. 0% ofthe largerofaorg 31,054,585 35,604,179
k. 30% of the largerofaorg 93,163,698 106,812,538
L Unree. {gainyloss subject to standard amartization 60,672,005 71,208,359
m Unmec. (galniloss subject to accelarated amortization [s] 12,576,053
n. Unrecegnized (gainjloss subject to amortization (Total) 680,872,005 83,784,412
0. Average years of iuture service - 10.25 10.28
p- One-half average years of future service 5.14 5.14
g. Standard amortization amount (1 / o) 5,901,948 5,926,683
r, Accelerated amortization ameunt (m / p} o] 2,448,703
= Amortization amount {total) (g + 1 5,901,946 S 9,373,586

Gainfloss Amortization Amount For Financial Accounting Purposes for Qualified Plans

NonUnion Retirement Plan
i SerGo KU

a. Projected benefit obligation 310,545,852 % 356,047,792
b. Fair value of plan assets 168,987,326 240,702,136
c. Unrecognized transition {assel)/obligation s} o
d. Unrecognized prior service cost s} o]
e. (Accrued)/prepaid pension cost ) (143,475,423 (119,830,902)
1. Unrecognized (gain)/loss (a-b-c~d+e) 82,902 (4,491 247)
g. Market-related value of plan assets 164,421,114 237,058,914
h. Bxcess of fair value ocver market-related value (b-g3

2,566,212 3,603,222
L Unrecognized {gain)/loss poteniially subject

i amortization () 2,649,115 (s88,025)
j. 10% of the largerofa arg 31,054,565 35,604,179
k. 30% ofthe larger of aorg 93,163,696 406,812,538
[. Unrec, (gainyloss subject o stancard amortization

m. Unrec. {(gain)oss sublect to accelerated amortization
r. Unrecognized (gain)loss subject to amorlization (Total)
0. Average years of future senvice

p- One-half average years of futwe service

§. Standard amertization amount (1/ o)

r. Accelerated amortization amount {m / p)

s. Amortization amount (total) (g + 1)
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Attachment #1 to Response to KU KIUC-2 Question No. 6

Page 24 of 52
Arbough
Actuarlal Valuation Report .G&E and KU Energy LLC Reflrement Pians
Net Periodic Pension Cost
Other Amortization Amounts - Non-Union Plan (ServGo Divislon}
Regulatory Accounting Purposes
Unrecognized Annual
Amount as of Years Amortization
January 1, 2011 Remalning Amount
1, Transition $ 0 NIA 3 0
2. Prior Service
January 1, 1994 (7,318) 1.00 (7,318)
January 1, 1995 9,603 1.00 9,503
January 1, 1697 3,839 1.00 3,839
January 1, 1998 8,468 2,00 3,232
January 1, 1999 18,717 4.00 4,679
January 1, 2000 636,834 5.00 107,366
January 1, 2001 65,685 6.00 10,930
January 1, 2002 " 582,125 6.00 87,022
January 1, 2003 471,553 7.00 87,365
January 1, 2004 1,833,191 7.00 278,170
January 1, 2005 1,101,213 7.00 157,316
January 1, 2008 1,706,016 8.00 224,502
January 1, 2007 12,458,756 8.00 1,657,344
Total Prior Service $ 18,978,480 $ 2,511,950
Financlal Accounting Purposes
Unrecognized Annual
Amount as of Years Amortization
January 1, 2011 _Remaining Amount
1. Transition $ 0 NA $ 0
2, Prior Service 0 N/A 0
Total Prior Servica $ 0 $ 0
16

Mercer




Attachment #1 to Response to KU KIUC-2 Question No. 6

Page 25 of 52
Arbough
Actuarlal Valuation Report LG&E and KU Energy LLC Relirement Plans
Net Periedic Pension Cost
Other Amortization Amounts - Non-Union Plan (KU Division)
Regulatory Accounting Purposes
Unrecognlzed Annual
Amount as of Yaars Amortization
January 1, 2011 Remaining Amount
1. Transition $ 0 NiA & 0
2. Prior Service
January 1, 2000 3,328,206 5,00 665,642
January 1, 2002 13,898 6.00 2,318
January 1, 2003 10,062 7.00 1,438
January 1, 2004 18,268 7.00 2,610
January 1, 2005 9,852 7.00 1,408
January 1, 2006 34,583 8.00 4,320
January 1, 2007 111,806 8.00 13,976
Total Pror Sevice $ 3,526,656 $ 691,710
Financlal Accounting Purposes
Unrecognized Annual
Amount as of Years Amortization
January 1, 2011 _Remalning Amount
1. Transition $ 0 NA 8 0
2. Prior Service 0 N/A 0
Total Prior Service $ 0 $ 0
17
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 26 of 52
Arbough

Actuarlal Valuatlon Report L.G&E and KU Energy LLC Rellrement Plans

Plamn Assets

Market Value of Assets for Qualified Plans

Market Value
of Assets as of
December 31, 201

eray LLC Non-Unlon _' 558,362,577

The market value of assets for the divislons of the Non-Union Plan were provided by LG&E
and KU Energy LLC and were adjusted below for transfers among the divisions.

Non-Unjon Plan
ServCo KU

1. Market value of
assels on
Decembar 31,
2010 before
adjustment for
transfers

2, Adjustment for
transfers

3. Market value of
assels on
December 31,
2010 after
adjustraent for
transfers

$165,002,432  $241,002,503

1,084,894 (300,367)

166,987,326 240,702,136

27

Mercer




Attachment #1 to Response to KU KIUC-2 Question No. 6

Page 27 of 52
Arbough
Actuarlal Valuation Report L.GAE and KU Energy LLC Refirement Plans
Plan Assets
Market-Related Value of Assets —~ Non-Union Plan (ServCo Diviston)
1. Expected return
a. Fairvalue as of November 1, 2010 $ 161,588,332
b. Contributions welghted for timing 0
¢. Benefit payments weighted for timing 145,684
d. Expenses welghted for timing 0
8. Time-welghted value of assets (a. + b. — ¢, ~ d} 161,442,649
f. Expected rate of return 7.26%
g. Expected return (s, x f. x 2/12) $ 1,850,765
2. Actualreturn '
a. Fair value as of November 1, 2010 3 161,688,332
b, Contributions 0
¢. Benefit payments 291,367
d. Expenses 0
e. Fairvalue at December 31, 2010 165,902,432
f. Actualrefurn (e. ~a. - b, +tc. +d) $ 4,805,467
3. Asset method base
a. Expected return (1.¢.) 1,950,765
h. Actual return (2.1) 4,605,467
¢. Gain (Loss) (b. - a.) $ 2,654,702
4. Actuarlal adjustment
Valuation Asset Method Adjustment
Date Base Factor Adjustment
January 1,201 § 2,654,702 96.67% $  (2,566,212)
Total adjustinent % (2,668,212)
6. Fair value as of January 1, 2011 prior to adjustment for transfers ~ § 165,902,432
8. Adjustment for transfers 1,084,894
7. Actuarlal adjustment (2,666,212)
8. Market-related value (5. + 6, +7.) $ 164,421,114
30
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Actuarial Valuation Reporé

Plan Assefs

Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 28 of 52
Arbough

L.GSE and KU Energy LLC Relirement Flans

Market-Related Value of Assets ~ Nott-Union Plan (KU Division)

1.

-

-

PN

Expected return

Fair value as of November 1, 2010

$ 237,296,259

a,
b. Contributions welghted for timing 0
c. Benefit payments welghted for timing 1,435,808
d. Expenses welghted for timing 0
a. Time-welghted value of assets (a. + b, —c. —d) 235,860,654
f. Expected rate of return 7.25%
g. Expected relurn (e. x f. x 2/12) % 2,849,933
Actual return
a. Falr value as of November 1, 2010 $ 237,208,259
b. Contributions 0
c. Benefit payments 2,371,210
d. Expenses : 0
e, Fair value at December 31, 2010 241,002,503
f. Actualreturn (e. —a.— b, +c. +d.) $ 6,677,454
Asset method base
a. Expected return (7.g.) 2,849,983
b. Aclualreturn (2.f) 8,577,454
3 3,727 471

¢. Gain (Loss) (b. ~a.)

Actuarlal adjustment

Valuation Asset Method Adjustment
Date Basg Factor Adjustment
January 1,201 § 3,727,471 98.67% $ (3,603,222

Total adjustment

$  (3,603,222)

Fair value as of January 1, 2011 prior to adjustment for transfers  § 241,002,603

Adjustment for transfers (300,367)

Actuarial adjustment (3,603,222)

Marlet-related value (5. + 6. +7.) $ 237,098,914
31
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 29 of 52

LQQ{};f{' Avbough

February 2011

Determination of the Net Periodic Pension Cost
for the Two Month Period Beginning November 1, 2010
and Ending December 31, 2010

MERCER




Actuarial Valuation Raport

LG&Z and KU Energy LLC Retirernant Plans

Net Periodic Pension Cost

Service Cost

1. Service costat beginning of
period

2. Interest for period

3. Service costat end of
period

Intarest Cost

1. Projected benefit obligation

2 a. Expected distributons
b. Weighted for timing

3. Average projected benefit
obligatian

4. Discount rate

5. Interest cost (3. x 4. x 212)

Expected Retum on Assets

1. Market-related value of zssets

2 2. Bwpecled distributions
b. Weighted for timing

3. 3. BExpected empioyer

contibutions

b. Weighted for timing

4. Average expected market-
relzted value of assets

5. Assumed rate of retum

6. Expected return on
assets (4. x 5. x 212)

Mercer

Service Cost, Interest Cost And Expected Retumn on Assots for Qualifled Plans

Nonlnion Retirement Plan

l senco Ky
1,502,301 $ 1220,832
17,279 11,089
1,919,580 S 1,231,921
302,349,654 $  355528.759
469,360 2,850,537
234,680 1475,268
302,114,974 254,053,491
5.45% 5.45%
2,744,211 5 3,215,986
161,588,232 $  237.296,259
450,380 2,950,537
234,680 1475.268
0 0
8] 1]
161,353,652 235,820,991
7.25% 7.25%
1,949,690 3 2,349,504
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Actuzrial Vzluation Regort LG&E and KU Energy LLC Retirement Plans

Net Pericdic Pension Gost

Gainl.oss Amortization Amount Fer Regulatory Accounting Purposes for Qualified Plans

Montnion Retirement Plan
SenvCo. X
302,348,654 § 355,528,759
161,588,332 237 295,259

0 0
19,388,168 3,662,784

2 Projected benefit cbligation

b. Fair value of plan assets
¢.Unrecognized transition {(asset)/obligation
d. Unrecognized prior service cost

e (Accruedyprepaid pension cost

(31,385,998) 7 267,535
t Unrecognized {gain)/loss (a-b-c-d+e) 89,997,138 121,837,648
g. Market-related value of plan assets 161,588,332 237,295,259
h, Excess of far velue over marketrelated value {b-g) Q 0
i. Unrecognized (gain)loss potentially subject

{o amertzaion (+h)

£€9,997,156 121,837 646
j- 10% ofthelargerofaorg

30,234,965 35,552,876
k. 30% of the largerofa org 90,704,856 108,658,628
L Unrec. (gain)Acss stbject to standand amodization 59,762,191 71,105,752
m Unrec. (gainj/ioss subject to accelerated amonization o] 15,172,008

n Unrecogrized {9ain)/loss subject to amertizaion {Total}
o, Average years of future service

p. One-talf average years of future service

q. Standard 2moctizalion amaunt {{/ o x 2/12;)

r. Accelerated amoetization amount {m /p x 212}

s. Amortization amount {fotal) {a + 1)

59,762,191 85284770
10.83 1083

5.42 542
919,701 1,084 271

0 486,759

919,701 % 1,561,030

GairvLess Amertization Amount For Financi! Accounting Purposes for Qualified Plans

NonUnion Retirement Plan
§ 302349654 $ 355528739
161,588,332 237 296,259

a. Projected benefit chligation
b. Fair value of plan assats
c. Unrecognized transition (assef}/obligation

Q D
d. Unrecognized prior service cost 0 0
e. (Accruedyprepaid pensicn cost” {140,761,322) (118,232,500}
1 Unrecognized (gain)loss (a-b-c-d+e)

8] 0

* Purchase accounting amount

Mercer
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 32 of 52

Arbough

LG&E and Kt Energy LLC Retirernent P

Actuarial Valuation Report

Met Periodic Penslon Cost

Other Amorization Amounts « Non-Unlon Plan (ServCo Division)

Regulatory Accounling Purposes

Unrecognlzed Two Month
Amount as of Years Amorlization
Novambar 1, 2010 Remalning Amount
1. Transition $ 0 NFA & 0
2. Prior Sewvice
January 1, 1994 {8,537} 147 (1,219)
Janyary 1, 1995 11,087 1.17 1,584
January 1, 1996 3,029 0.17 3,029
January 1, 1997 4,479 117 640
January 1, 1998 7,005 2.17 539
January 1, 1999 19,497 417 780
January 1, 2000 654,728 5,17 17,894
January 1, 2001 67,407 6.17 1,822
January 1, 2002 598,205 6.17 16,170
January 1, 2003 482,781 7147 11,228
January 1, 2004 1,979,219 7.7 46,028
January 1, 2005 1,127,432 7147 26,219
January 1, 2006 1,833,433 8.17 C 37417
January 1, 2007 12,718,313 8.17 259,557
Total Prior Service $ 19,398,168 $ 421,688
Financial Accounting Purposes
Unrecognized Two Month
Amount as of Years Amoriization
November 1, 2010 Remalning Amount
1. Transition $ 0 NA S 0
2. Prior Service 0 N/A 0
Total Prlor Service $ 0 $ 0

Mercar 16




Attachment #1 to Response to KU KIUC-2 Question No. 6

Page 33 of 52
Arbough
Actuarlal Valuation Report LG&E and KU Energy LLG Retirement
Net Periodic Pension Cost
Other Amortization Amounts - Non-Union Plan (KU Division)
Regulatory Accounting Pusposes
Unrecognlzed Two Month
Amount as of Years Amorlizatlon
November 1, 2010 Rematning Amount
1. Transilion 3 T N/A 0
2. Prior Service
January 1, 1994 20,849 0.17 20,849
January 1, 2000 3,439,146 517 110,940
January 1, 2002 14,284 6.17 386
January 1, 2003 10,302 7.17 240
January 1, 2004 18,703 7.17 435
January 1, 2005 10,087 7147 235
January 1, 2008 35,283 8.17 720
January 1, 2007 114,135 8.17 2,329
Total Piior Sevice $ 3,662,789 5 136,134
Financial Accounting Purposes
Unrecognized Two Month
Amount asof Yoars Amortization
November 1,2010  Remaining Amount
1, Transition 8 0 NA 3 0
2. Prior Service 0 NfA 0
Total Prior Service $ i} $ 0
17
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 34 of 52

Arbough

L.G&E and KU Energy LLC Rellrement P

Actuarial Valuation Report

Plam Assets
Market-Related Value of Assets for Clualified Plans

The market-related value of assets used to compute the net periodic pension cost is equal lo
the actual market value of assels as shown below:

Markat Valug
of Assets as of
Plan QOctober 31, 2010

LG&E and KU Energy LEC Non-Unfon 548,209,619

The market value of assets for the divisions of the Non-Union Plan were praovided by LG&E and
KU Energy LLC.
Non-Union Plan

SorvCo KU
Market value of assets
on October 31, 2010 $161,588,332 $237,296,259

Mercer 27




Attachment #1 to Response to KU KIUC-2 Question No. 6
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Arbough

LG&E and K

Retirement Plans

Dstermination of the Net Periodic Pension Cost

for the Ten Month Period Beginning January 1, 2010 and
Ending October 31, 2010

February 2011
KU Energy LLG

MERCER




Actuarizl Valuation Report

LGAE and KU Energy LLC Retirernent Plans

Kot Periodic Pension Cost

Service Cost

1, Service cost at beginning of
year

2. Interest for year

3. Service cost for year

4. Portion of year

5. Service cost for period

Interest Cost

1. Projected benefit obligation.

2. 2. Expected distributions
b, Weighted for drming

3. Average projecled benefit
chligation

4. Discount rate

5. interest cost for year

€. Portion of year

7. Interest cost for period

Expected Return on Assets

1. Market-related value of assets

2. 2. Expected distibutions
b. Weighted for timing

3. a. Expected employer

contributions

b. Weighted for timing

4. Average expeced rmarket-
related value of assets

5. Assurned rate of return

6. Expetted retumt on
assets for year

7. Portian of year

8. Expected rebuon on
assets for period

Mercer

Service Cost, Interest Cost And Expected Return on Assets for Qualified Plans

NonUnion Retirement Plan

SenvCo LUN

9,501,810 $ 6,100,554

582,467 373,964
10,084,377 $ 6,474,518
x10/12 X 10/12

8,403,648 & 5,395,432

250,520,014 & 318,584,255

2.818,161 17,703,221
1,925421 9,589,245
248,994,593 308,995,010
6.13% 8.13%
15,263,369 $ 18,941,354
x10/M12 x10/12

12,719,474 3 135,784,493

§ 140,808,809 5 219,124,355
2,818,181 17,703,221
1,525,421 9,589,245

8,700,000 12,800,000
8,337,500 12,266,667
147,420,888 221.801.777
TI5%. 7.75%

$ 11,425,112 $ 17,189,638
x10M12 x 1012
$ 9,520,833 § 14,324,698

&
=
=)
=
]
=
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Actuzrial Valuation Report LG&E and KU Energy LLC Refirement Plans

Net Periedic Pension Cost

Gain/Loss Amortization Amount For Regulatory Accounting Purpeses for Quailfied Plans

NonUnion Retirernent Plan

KU

a, Projected benefit obligation $ 250,520,014 S 318,584,255
b. Fair value of plan assets 140,608,809 219,124,355
¢. Unrecognized transition (asset)/obligation 0 o]
d. Unrecegnized prior service cost 21,506,808 4,343,457
e. (Accrued)prepaid pension cost : (23,271,239) 7444133
. Unrecognized (gain)/loss (a-b-c-d-+&) £5,133,358 102,560,575
g. Market-related value of plan assets 140,608,808 219,124 355
h. Exeess of fair vaiue over marketrelated value (bg) 0 0
L Unrecogrized {gain)loss potentially subject

to amortization (f+h) 85,133,358 102,560,576
j. 10% of the largerefaorg 25,052,001 31,858,426
k. Unrecognized {gain)loss subject 1o amortization 40,081,357 70,702,150
L Average years of future service 10.83 10.83
. Amoriiration amount for year S 3,700,856 § 6,528,361
n. Portion of year ¥ 10412 Xi0M2

o. Amortizaton amount for period $ 3,084,130 5 5,440,301

Gainl.oss Amortization Amount For Financial Accounting Purpozes for Qualified Plans

Nonlinion Retirement Plan

SenCo X
2. Projected benefit obligation $ 250,520,014 $ 318584255
b. Fair value of plan assets 140,608,809 219,124,358
¢. Unrecognized transition {assetl/obligation 0 o}
d. Unregognized priar service cost 20,043,425 208,303
e. {(Accruedyprepaid pension cost (42,582,760) (4.884,081)
f. Unrecognized {(gain}ioss (a-b-c-d—+e) 47,285,019 94,357 506
9. Market-related value of plan assets 140,608,809 219,124,355
h, Excess of fair value over market-related vaiue {b-g} o 0
i Un.recog.nizc_d (gainyloss potentially subiect 47,255,019 94,357,506
to amorization (f+h)
j-10% of the largerofa org 25,052,001 31,858,426
& Unrecognized (gain)loss subject to amortzation 22,233,018 62,499,080
l. Average years of fulure service 10.83 10.83
m. Amortization ameunt for year $ 2,052.910 $ 5,770,922
n. Portion of year x10/12 x 10712

o. Amertization amount for period 3 1,710,758 5 4,509,102

Mercer
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Attachment #1 to Response to KU KIUC-2 Question No. 6

Page 38 of 52
Arbough
Actuarlai Valuation Report LGAE and KU Energy LLC Retirement
Met Periodic Penslon GCost
Other Amortization Amaunts «Non-Union Plan {ServCo Division)
Regulatory Accounting Purposes
Unrecognized Ten Month
Amount as of Yoars Amoriization
Japuary 1, 2010 Remaling Amount
1, Transition $ i} N/A  § 0
2. Prlor Service
January 1, 1994 (14,634) 2.00 (6,097)
January 1, 1995 19,007 2.00 7,920
January 1, 1996 18,174 1.00 15,145
January 1, 1997 7,679 2.00 3,200
January 1, 1998 9,698 3.00 2,693
January 1, 1999 23,396 5.00 3,099
January 1, 2000 644,200 8.00 89,472
January 1, 2001 76,615 7.00 9,108
January 1, 2002 679,147 7.00 80,852
January 1, 2003 538,918 8.00 56,137
January 1, 2004 2,209,361 8.00 230,142
January 1, 2005 1,258,529 8.00 131,097
January 1, 2008 2,020,618 9.00 187,085
January 1, 2007 14,016,100 9.00 1,297,787
Total Prior Serdice § 21,506,608 $ 2,108,440
Financial Accounting Purposos
Unrecognized Ten Month
Amount as of Years Amorlization
January 1,2010 _Remaining Amount
1. Transitton 3 1] NA  $ 0
2. Prior Service
January 1, 2003 636,918 8.00 h6,137
January 1, 2004 2,209,361 8.00 230,142
January 1, 2005 1,258,529 800 131,097
January 1, 2006 2,020,518 9,00 187,085
January 1, 2007 14,016,100 9.00 1,297,787
Total Prlor Service $ 20,043,426 $ 1,902,248
16
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Attachment #1 to Response to KU KIUC-2 Question No, 6
Page 39 of 52

: Arbough
Actuarial Valuation Report LG&E and KU Energy LLC Relirement P
Net Periodic Pension Cosft
Other Amortization Amaunts -~ Non-Unjcei Plan (KU Dlvisian)
Regulatory Accouniing Pusposes
Unrecognized Ten Monih
Amountas of Years Amortization
January 1, 2010 Rem aining Amount
1, Transition 7 1] “NIA 3 ]
2. Prior Service
January 1, 1994 126,092 1.00 104,243
January 1, 2000 3,993,848 6.00 554,702
January 1, 2002 18,214 7.00 1,930
January 1, 2003 11,600 8.00 1,198
January 1, 2004 20,878 8.00 2,175
January 1, 2005 11,260 8.00 1,173
January 1, 2008 38,883 .00 3,600
January 1, 2007 125,782 9.00 11,647
Total Pdor Service § 4,343,457 $ 600,668
Financial Accounting Purposes
Unrecognized Ten Month
Amount as of Years Amortlzation
Japuary 1, 2010 Rem alning Amount
1. Transition $ 0 NA  § 0
2. Prior Servica
January 1, 2003 11,500 8.00 1,198
January 1, 2004 20,878 8.00 2,178
January 1, 2005 11,260 8.00 1,173
January 1, 2006 38,883 9.00 3,600
January 1, 2007 125,782 9.00 11,647
Total Prior Service 3 208,303 % 19,793
17
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 40 of 52

Arbough

Actuarial Valuation Report LG&E and KU Energy LLC Reliremant PR

Plain Assets
Market-Related Value of Assets for Qualified Plans

The market-related value of assets used to compute the net periodic pension cost is equalto
the actual market value of assets as shown below:
Market Value
of Assets as of
Plan December 31, 2009

~ LGRE and KU Energy LLC MNon-Union 499,042,268

The market value of assets for the divistons of the Non-Union Plan were provided by LG&E and
KU Energy LLC and were adjusted below for transfers among the divisions for accounting

purposes.

Non-Unlon Plan
ServCo Ku

1. Market valus of

assels on
December 31, 2009

2. Adjustment for
transfers

3. Market value of
assets on
December 31, 2009
after adjustment for
transfers

$139,785644  §219,282,611

823,165 (158,256)

$140,608,809  $219,124,355

29
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Attachment #1 to Response to KU KIUC-2 Question No. 6

December 2009

U.S. LLC

Retirement Plans

Determination of the Net Perlodic Pension Cost and
IFRS Cost for the Fiscal Year Beginning January 1, 2009
and Ending December 31, 2009

MERCER

HMARSH MERCER KROLL.,
GUY CARPENTER  OLIVER WYMAN
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Actuarial Valuation Report

E.ON U.8. LLC Retirement Plans

Net Periodic Pension Cost for FAS 87 Accounting Purposes

Service Cost

1. Sedvice cost at beginning of
year

2. Interest for year

3. Service costat and of
year

Interest Cost

1. Projected benefit obligafion.

2. a. Expected distributions
b, Weighted for iming

3. Average projected benefit
obligation

4. Discountrate

§. interest cost

Expected Retum on Assets

1. Markei-related value of assets

2.2 Bxpected distributions
b. Weighted for timing

3. a. Bxpected emplover

contrbutions

b. Weighted for timing

4, Average expected market-
related value of assels

3. Assumed rate of retum

6. Expected return on
assots

Mercer

Service Cost, Interest Cost And Expected Retum on Assets for Qualified Plans

NonUnion Retirement Plan

Sento XL

$ 9.054.747 3 5779853
565,922 361,229
$ 9,620,669 $ 640,892 §

$ 218,854,205 5 304,055,674

. 2.063,69% 18,055,439
1,117,832 9.780,029
218,736,373 284,275,645
625% 6.25%

5 13,671,023 182392228 §

$ 107748200 S  183716,919

2,053,690 18,055,439
1,117,832 9,730,028
7,800,000 13,300,000
£.525,000 9.420,833
112,153,458 183,357,723
8.25% 8.25%

3 9,252,825 § 151zZ7,012 5
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Actuzrial Valuation Report E.ON U.S. LLC Retirerent Plans

Net Periodic Pension Cost for FAS 87 Accounting Purposes

Gain/Loss Amortization Amount For Regulatory Accounting Purposes for Qualfied Plans

NonUnion Retrement Plan

ServCo, LR
a. Projected benefit cbligation $219,854,205 3304,055,674
b, Fair value of plan assets 107,748,290 183,716,519
¢ Unrecognized wansition {asset)/cbligation o] o]
d, Unrecognized prior service cost 24,036,737 5,160,261
e {(AccruedVorepaid pension cost (9,484,586) 13,038,249

f Unrecognized {(gain)loss (a-bc-d—+e}

g. Market-related value of plan z2ssets

h. Excess of fair value over marketrelated value (b-g)
L Unrecognized {geinyless potentially subject

78,584,592 128.216,743
107,748,290 183,716,912
Q Q

1o amertizaion {f+h)} 78,584,582 128,216,743
1. 10% ofthe lergerof aor g 21,985.421 30,405,567
K. Urrecognized (gainyloss subject b amortization 56,598,171 97,811,176
L Average years of future service 11.28 11.28
m. Amortization amount 85,017,657 $8,671,204

Gain/Loss Amortization Amount For Financial Accounting Purpeses for Qualified Plans

NonUnion Retirement Plan
ServCo KU
$219,854 205 £304,055,674

a Projected beneft obligation
b. Fair value of plan assets .

107,748,290 183,716,919
¢ Unrecognized transition (assel)/chligation 0 0
d. Unrecegnized prior service cost 22,326,123 232,055
e {Accruedyprepaid pension cost (30,779,758} {890,991}
f Unrecognized (gain)loss (a-bc-d-+e) 59,000,033 118,215,709
g. Market-related value of plan assets 107,748,290 183,716,919
n. Excess of fair value over marketrelated value (o-g) 0 0
i Unrecogfa'rzgd (gain)yloss potentizlly subject 59,000,035 119,215,709

to amortizaton (f+h)

j. 10% of thelargerofaorg 21,885,421 30,405,557
K. Urrecognized {gain)/loss subject b amortization 37,014,672 88,810,142
l. Average years of fulure service 11.28 11.28
m. Amortization amount 3,231,487 $7,873,240

Mercer
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Attachment #1 fo Response to KU KIUC-2 Question No. 6
Page 44 of 52

Arbough
Actuarial Valuation Report E,ON U.5, LLC Refirement Plans
HMet Perlodic Pension Cost for FAS 87 Accounting Purposes
Other Amortization Amounts -Non-Unlon Plan (ServCo Division)
Regulatory Accounling Purposes
Unrecognized Annual
Amount as of Yeaars Amoriizalion
January 1,2009  Remaining Amount
1, Transitfon $ 0 NA  § 0
2. Prior Service
January 1, 1994 (21,950 3.00 (7,316}
January 1, 1995 28,511 3.00 9,504
January 1, 1996 36,349 2.00 18,175
January 1, 1997 11,518 3.00 3,840
January 1, 1998 12,830 4,00 3,232
January 1, 1999 28,075 6.00 4,679
January 1, 2000 751,566 7.00 107,366
January 1, 2001 B7,445 8.00 10,930
January 1, 2002 776,169 8.00 97,022
January 1, 2003 606,283 9,00 67,365
January 1, 2004 2,485,531 9.00 276,170
January 1, 2005 1,415,846 .00 157,316
January 1, 2006 2,245,020 10.00 224,502
January 1, 2007 15,573,444 10.00 1,557,344
Total Prior Service 3 24,036,737 $ 2,630,129
Financial Accounting Purposes
Unrecognized Annual
Amount as of Years Amorlization
January1,2009  Remalning Amount
1. Transition $ 0 NfA § 0
2. Prior Service
January 1, 2003 606,283 8.00 67,365
January 1, 2004 2,485,531 9.00 276,170
January 1, 2005 1,415,845 9.00 157,316
January 1, 2008 2,245,020 10.00 224,502
January 1, 2007 156,673,444 10.00 1,567,344
Total Prior Service $ 22,326,123 $ 2,282,697
16
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 45 of 52

Arbough
Actuarlal Valuatlon Report E.ON U.8. LLC Relrement Plans
Net Perlodic Pensien Gost for FAS 87 Accounting Purposes
Other Amortization Aniounts «~ Nan-Unfon Plan (KU Bivision)
Regulatory Accounting Pusposes
Unrecognized Annual
Amouni as of Years Anortization
January 1, 2009 Remaining Amount
1. Transition 3 o NA 5 0
2. Prior Service
January 1, 1994 250,186 2.00 125,094
January 1, 2000 4,659,490 7.00 665,642
January 1, 2002 18,530 8.00 2,316
January 1, 2003 12,938 9,00 1,438
January 1, 2004 23,488 9.00 2,610
January 1, 2005 12,668 9.00 1,408
January 1, 2006 43,203 10.00 4,320
January 1, 2007 139,758 10.00 13,976
Total Pdor Service  §$ 5,160,261 [ 816,804
Financlaf Accounting Purposes
Unrecognized Annual
Amount as of Years Amortization
January 1,2009  Remaining Amount
1. Transition $ 0 NA $ 0
2. Prior Service
January 1, 2003 12,938 9.00 1,438
January 1, 2004 23,480 8.00 2,610
January 1, 2005 12,668 9,00 1,408
January 1, 2006 43,203 10.00 4,320
January 1, 2007 139,758 10.00 13,976
Total Prior Service  § 232,065 $ 23,752
17
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 46 of 52

Arbough

Actuarlal Valuation Report E.ON U.8. LLC Relirement Plans

Plamn Assets

Mariet-Related Value of Assets for Quallfled Plans

The market-related value of assets used fo compute the net periodic pension cost and IFRS pension cost
is equal to the actual market value of assets as shown below:
Mariket Value

of Assets as of
December 31, 2008

Plan

E.ON U.S. LLC Non-Union 409,566,830

The market value of assets for the divisions of the Non-Union Plan were provided by E.ON U.S. LLC
and were adjusted below for transfers among the divisions for FAS 87 accounting purposes.

Non- Unlon Plan

ServCo

I. Market value of

assets on

December 3, 2008 $107,302,751 $103,828,383
2. Adjustment for

transfers 445,539 {111,464)
3. Market value of

assets on

December 31, 2008

after adjustment for

transfers 107,748,290 $183,716,919

The market value of assets for the divisions of the Non-Union Plan were provided by EON U.S. LLC
and were adjusted below for transfers among the divisions for IFRS accounting purposes.

Non-Unfon Plan

ServCo

I, Market value of

assets on

December 31, 2008 $167,328,640 $183,885,855
2. Adjustment for

transfers 446,437 (113,936)
3. Market value of

assets on

December 31, 2008

after adjustnient for

transfers $107,775,085  $183,771,919

Mercer
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Arbough

November 2008

Retirement Plans

Determination of the Net Periodic Pension Cost and
IFRS Cost for the Fiscal Year Beginning January 1, 2008
and Ending December 31, 2008

MERCER
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GUY CARPENTER  OLIVER WYMAN



Actuarial Valustion Report E.0N U.S. LLC Retirement Plans

Met Periodic Pension Cost for FAS 87 Accounting Purposes

Service Cgst, interest Cost And Expected Retumn on Assets for Qualified Plans

NonUnion Retirernent Plan
ServCo N8

Service Cost

1. Service cost at beginning of
year

2. Interest for year

8355237 % 5,124,628
556,459 341,300

3, Service cost at end of s £911,606 $ 5,465,928
year

interest Cost

1. Projected benefit ahligation $ 188,055,836 $ 284,352,904

2. a. Expected distibutons 1,410,650 18,367 264
b, Weighled for timing TE4,102 9,948,935

3. Average projecied benefit 187,291,734 274,403,969
obligation 3

4. Discount rate

6.65% 6.66%

5. Interest cost $ 12473629 § 18,275,304

Expected Return on Assets
1. Market-related value of assets

$ 142,061,343 § 283,164,823
2. a. Expected distributions

1,410,650 18,367 264
b. Weighted for timing 764,102 9,948,935
3. 2. BExpected employer . 2,000,000 0
contributions ‘
b, Weighted for timing 1,416,687 Q
4. Average expectad market- 142714408 253215888
related value of assets
5. Assumed rate of retum 825% 8.25%
8. Expected return on $ 11773939 § 20,890,311
assets
Mercer
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Actuarial Valuation Report EON U.S. LLC Retirement Plans

Net Periodic Pension Cost for FAS 87 Accounting Purposes

Gain/Loss Amertization Amount For Regulatory Accounting Purpeses for Qualified Plans

NonUnion Retirgment Plan

a, Projected benefit obligation
b. Falr value of pian assels
c. Unrecognized transition (assetl/obligation

SenvCo, KL
§ 188,055,836 & 284,352904
142,061,843 263,164,823
¢

o]
d. Unrecognized prior service cost 26,566,866 &,021,571
e. (Accrued)/prepaid pension cost 773,154 17,066,298
f. Unrecognized (gain)less (a-b-c-d-+e) 20,200,281 32,233,508
¢. Market-related value of plan assets 142,061,843 263,164,823

h. Excess of fair value over market~elated vaiue (b-g)
i. Unrecognized (gain)loss potentially subject
o amortization (f+h)
i.10% of the largercfa org
k. Unrecognized {gain)loss subject to amortization

0 0
20,200,281 32.233,508
18,505,584 28435290

1,394,697 3,798,218
|. Average vears of future service 12 12 s
m. Amortization amount 5 116,225 § 316,518 =
. =
Gain/Loss Amortization Amount For Financial Accounting Purposes for Qualified Plans 2—
: =
NonUnion Retirement Plan @
ServCo KU -
a. Projected benefit obligation 188,055,836 § 284352504 ﬁ
b. Fair value of plan assets 142,061,843 & 263,164,823 -
¢. Unrecognized fransition {asset)/obligation Q 8] (=]
d. Unrecognized prior service cost 24,608,820 255,807 el
& (Accrued)/prepaid pension cost (20,885,676} 1,983,682 e
f. Unrecognized (gain)loss (a-b-c-d-+e) 489,497 22,915,956 =
g. Market-related value of plan assets 142,061,843 263,164,823 g
h. Excess of fair velue over market-related value (b-g) ¢] ¢] fg
. Unrecognized (gain)/loss potantially subject .y
o amortzaton (Fh) 459,497 22,915,956 3
j- 10% of the larger of 2 or g 18,805,584 28,435,250 =
k Unrecognized (gain)loss subject to amoartization o] C S
l. Average years of future service 12 12 =
m. Armortization amount 0§ 4] E
o
[\
or
= 8
© =
E &g
U‘ L
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Attachment #1 to Response to KU KIUC-2 Question No. 6
Page 50 of 52
Arbough
Actuarin] Valuation Report E.OM .S, LLG Retirament Fians

Net Perlodie Pension Cost for FAS 87 Accounting Purposes

Other Amortlzation Amotnts - Non-Unlon Plan (ServCo Division)

Regulatory Accounting Purposes

Unrecognized Annual
Amount as of Years Amortization
January 1,2008 _Remalning Amount
1. Transttion $ 0 NA § 0
2. Prior Service
January 1, 1994 {29,266) 4.00 (7,316)
January 1, 1986 38,016 4.00 9,604
January 1, 1996 54,524 3.00 18,176
January 1, 1997 15,359 4,00 3,840
January 1, 1998 16,162 - 5,00 3,232
January 1, 1999 32,754 7.00 4,679
January 1, 2000 858,832 8.00 107,366
January 1, 2001 98,376 9.00 10,930
January 1, 2002 873,191 9.00 97,022
January 1, 2003 §73,648 10.00 87,365
January 1, 2004 2,761,701 10,00 276,170
January 1, 20056 1,673,161 10.00 157,316
January 1, 2008 2,469,522 11.00 224,602
January 1, 2007 17,130,768 11,00 1,667,344
Total Prior Service $ 26,566,868 $ 2,530,129
Financlal Accounting Purposes
Unrecognized Annual
Amount as of Years Amoriization
January 1,2008  _Remalning Amount
1. Translition $ 0 NA § 0
2. Prlor Service
January 1, 2003 673,648 10.00 67,365
January 1, 2004 2,761,701 10.00 276,170
January 1, 2005 1,673,161 10.00 157,316
January 1, 2008 2,469,622 11.00 224,602
January 1, 2007 17,130,788 11.00 1,657,344
Total Prior Service $ 24,608,820 $ 2,282,697

Mercer 15
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. Page 51 of 52

Actuarial Valuation Report E.ON U.8, LLC Retirement Plans Arbough
Net Periodic Pension Cost for FAS 87 Accounting Purpeses
Other Amortizatlon Amounts - Non-Union Pian {KU Division}
Regulatory Accounting Pusposes
Unrecognized Annusl
Amount as of Years Amorlization
January 1, 2008 _Remaining Amount
1. Transition 5 0 NA 7§ 0
2. Prior Service
January 1, 1990 44,506 1.00 44,6506
January 1, 1994 375,280 3.00 125,094
January 1, 2000 5,325,132 8.00 665,642
January 1, 2002 20,846 9.00 2,316
January 1, 2003 14,376 10.00 1,438
January 1, 2004 26,098 10,00 2,610
January 1, 2005 14,076 10.00 1,408
January 1, 2008 47,523 11.00 4,320
January 1, 2007 153,734 11.00 13,976
Total Prior Service $ 6,021,571 3 861,310
Financial Accounting Purposas
Unrecognized Annual
Amount as of Years Amortization
January 1, 2008 Remaining Amount
1. Transltion $ 0 NA § 0
2. Prior Service
Jaiary 1, 2003 14,376 10.00 1,438
January 1, 2004 26,008 10.00 2,810
January 1, 2005 14,076 10.00 1,408
January 1, 2006 47,623 11.00 4,320
January 1, 2007 153,734 11.00 13,976
Total Prior Seryice 5 255,807 $ 23,762
18
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Arbough
Actuarial Valuatton Report E.ON U.S. LLG Rstirement Plans

Plan Assets

Market-Related Value of Assets for Qualiflied Plans

The market-related value of assets used to compute the net periodic pension cost and TERS pension cost
is equal to the actual market value of assets as shown below:

Mariet Value
of Assets as of
Dacember 31, 2007 _

E.ON U.S. LLC Non-Union 674,622,011

The market value of assets for the divisions of the Non-Union Plan were provided by E.ON U.S. LLC
aud were adjusted below for transfers among the divisions for FAS 87 accounting purposes.

Non- Union Plan

ServCo
$140,756,691 $264,623,193
1,304,952 {1,458,370)
$142,061,843 $263,164,823

1, Market value of
assets on
Deceinber 31, 2007

2, Adjusiment for
transfers

3. Market value of
assets on
December 31, 2007
after adjustment for
transfers

The market value of assets for the divistons of the Non-Union Plan were provided by B.ON U.S. LLC
and were adjusted below for transfers among the divislons for IFRS accounting purposes.

Non- Unlon Plan

ServCo

1. Market value of

assets on

December 31, 2007 $140,791,836 $264,700,055
2. Adjustment for

transfers 1,304,426 {1,458,846)
3. Market value of

assets on

December 31, 2007

after adjustinent for

transfers $142,096,262 $263,241,209

Mercer




LG&E and KU Energy LLC
Prior Service Cost Bases and Amortizations

LG&E and KU Retirement Plan

KU (Regulatory) Base 1
KU (Regulatory) Base 2
KU (Regulatory) Base 3
KU (Regulatory) Base 4
KU (Regulatory) Base 5
KU (Regulatory) Base 6
KU (Regulatory) Base 7
KU (Regulatory) Base 8
Servco (Financial) Base 1

TOWERS WATSON LA/

2014

Amount Remaining on
Initial Base

1,331,280

6,950
5,748
10,438
5,628
21,603
69,878
N/A

2014

Amortization

665,642
2,316
1,438
2,610
1,408
4,320

13,976
N/A

2014

Period Remaining

3.00
4.00
4.00
4.00
5.00
5.00
N/A

2015
Amount Remaining on
Initial Base

665,638
4,634
4,310
7,828
4,220

17,283
55,902
5,049,386
9,132,087

2015

Amortization

665,638
2,316
1,438
2,610
1,408
4,320

13,976

565,441

1,022,630

2015

Period Remaining

1.00
2.00
3.00
3.00
3.00
4.00
4.00
8.93
8.93

Attachment #2 to Response to KU KIUC-2 Question No. 6
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LG&E and KU Energy LLC
Prior Service Cost Bases and Amortizations

2016 2016 2016 Base Year Test Year
Amount Remaining on
Initial Base Amortization Period Remaining Amortization Amortization

LG&E and KU Retirement Plan

KU (Regulatory) Base 1 0 0 665,641 332,819
KU (Regulatory) Base 2 2,318 2,316 1.00 2,316 2,316
KU (Regulatory) Base 3 2,872 1,438 2.00 1,438 1,438
KU (Regulatory) Base 4 5,218 2,610 2.00 2,610 2,610
KU (Regulatory) Base 5 2,812 1,408 2.00 1,408 1,408
KU (Regulatory) Base 6 12,963 4,320 3.00 4,320 4,320
KU (Regulatory) Base 7 41,926 13,976 3.00 13,976 13,976
KU (Regulatory) Base 8 4,483,945 565,441 7.93 94,240 565,441
Servco (Financial) Base 1 8 7 1,0 0 . 1 8 1,0 0

|
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PPL Corporation
LG&E and KU Energy LLC
Calculation of Market Related Value of Assets (MRV) for 1/1/2014

LG&E and KU Retirement Plan

1/1/2014
EROA Prior Year 7.10%
Assumed Date of Disbursements 7/1/2013
Assumed Date of Employee Contributions N/A
Actual Date of Employer Contribution 1/15/2013
MRV Prior Year 749,348,003
Disbursements (46,232,580)
Employer Contribution 139,300,000
Employee Contributions 0
Expected Return 61,068,129
Expected MRV Current Year 903,483,552
Fair Value (FV) Current Year 889,265,217
MRV Current Year [80% of Expected MRV + 20% of FV] 900,639,886

PPL Corporation
LG&E and KU Energy LLC
Calculation of Market Related Value of Assets (MRV) for 1/1/2015

LG&E and KU Retirement Plan*

1/1/2015
EROA Prior Year 7.00%
Assumed Date of Disbursements 7/1/2014
Assumed Date of Employee Contributions N/A
Actual Date of Employer Contribution 1/14/2014
MRV Prior Year 883,079,509
Disbursements (53,567,506)
Employer Contribution 35,100,000
Employee Contributions 0
Expected Return 62,308,978
Expected MRV Current Year 926,920,981
Fair Value (FV) Current Year 984,382,816
MRV Current Year [80% of Expected MRV + 20% of FV] 938,413,349

*Amounts shown for the LG&E and KU Retirement Plan exclude WKE

TOWGRE MATERON. LA~
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PPL Corporation
LG&E and KU Energy LLC
Calculation of Market Related Value of Assets (MRV) for 1/1/2016

LG&E and KU Retirement Plan*

EROA Prior Year

Assumed Date of Disbursements
Assumed Date of Employee Contributions
Actual Date of Employer Contribution

MRV Prior Year
Disbursements

Employer Contribution
Employee Contributions
Expected Return

Expected MRV Current Year

Fair Value (FV) Current Year
MRV Current Year [80% of Expected MRV + 20% of FV]

*Amounts shown for the LG&E and KU Retirement Plan exclude WKE

TOWGRE MATERON. LA~

1/1/2016
7.00%

7/1/2015
N/A
1/14/2015

938,413,349
(38,475,794)
35,500,000

0

66,737,546
1,002,175,101

1,051,362,430
1,012,012,567

Attachment #2 to Response to KU KIUC-2 Question No. 6
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PPL Corporation
LG&E and KU Energy LLC
Amortization of Net Actuarial (Gain)/Loss for 1/1/2014

LG&E and KU
Retirement Plan

1/1/2014
Fair Value of Assets 889,265,217
Market Related Value of Assets 900,639,886
PBO/APBO 960,426,685
Amortization of Net Actuarial (Gain)/Loss*
Net Actuarial (Gain)/Loss 113,255,050
Deferred Asset Gain/(Loss) (11,374,669)
Remaining Actuarial (Gain)/Loss 101,880,381
10% corridor 96,280,001
30% corridor 288,840,004
Excess 10% corridor 64,943,926
Excess 30% corridor 0
Average Future Service 9.494
Amortization 6,840,523

*For the LG&E and KU Retirement Plan_ (gain)/loss amortization is calculated under each company allocation
and then added together for the plan's total. For this reason, the amortization amount shown cannot be calculated based on the total gains/losses
and corridors shown above.

PPL Corporation
LG&E and KU Energy LLC
Amortization of Net Actuarial (Gain)/Loss for 1/1/2015

LG&E and KU
Retirement Plan*

1/1/2015
Fair Value of Assets 984,382,816
Market Related Value of Assets 938,413,349
PBO/APBO 1,185,013,372
Amortization of Net Actuarial (Gain)/Loss***
Net Actuarial (Gain)/Loss 251,876,943
Deferred Asset Gain/(Loss) 45,969,467
Remaining Actuarial (Gain)/Loss 297,846,410
10% corridor 118,501,337
30% corridor 355,504,012
Excess 10% corridor 157,146,802
Excess 30% corridor 22,198,270
Average Future Service 8.930
Amortization 22,569,243

*Amounts shown for the LG&E and KU Retirement Plan exclude WKE and are shown on a US GAAP basis

***Eor the LG&E and KU Retirement Plan , (gain)/loss amortization is calculated under each company allocation
and then added together for the plan's total. For this reason, the amortization amount shown cannot be calculated based on the total gains/losses
and corridors shown above.

Attachment #2 to Response to KU KIUC-2 Question No. 6
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PPL Corporation
LG&E and KU Energy LLC
Amortization of Net Actuarial (Gain)/Loss for 1/1/2016

LG&E and KU
Retirement Plan*

1/1/2016
Fair Value of Assets 1,051,362,430
Market Related Value of Assets 1,012,012,567
PBO/APBO 1,221,889,534
Amortization of Net Actuarial (Gain)/Loss***
Net Actuarial (Gain)/Loss 226,089,838
Deferred Asset Gain/(Loss) 39,349,863
Remaining Actuarial (Gain)/Loss 265,439,701
10% corridor 122,188,953
30% corridor 366,566,860
Excess 10% corridor 142,612,147
Excess 30% corridor 638,600
Average Future Service 8.430
Amortization 17,068,724

*Amounts shown for the LG&E and KU Retirement Plan exclude WKE and are shown on a US GAAP basis

***Eor the LG&E and KU Retirement Plan , (gain)/loss amortization is calculated under each company allocation
and then added together for the plan's total. For this reason, the amortization amount shown cannot be calculated based on the total gains/losses
and corridors shown above.

PPL Corporation
LG&E and KU Energy LLC
Amortization of Net Actuarial (Gain)/Loss for Base Year

LG&E and KU
Retirement Plan*
Amortization 9,461,976

*Amounts shown for the LG&E and KU Retirement Plan exclude WKE and are shown on a US GAAP basis
PPL Corporation
LG&E and KU Energy LLC
Amortization of Net Actuarial (Gain)/Loss for Test Year
LG&E and KU
Retirement Plan*

Amortization 19,818,984

*Amounts shown for the LG&E and KU Retirement Plan exclude WKE and are shown on a US GAAP basis
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Q.2-7.

A.2-7.

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-7

Responding Witness: Daniel K. Arbough

Refer to the Company’s response to KIUC 1-21(a). The question was as follows:

Please confirm that the IRS determines the minimum pension funding
requirements pursuant to ERISA, but does not determine the amount of
pension expense pursuant to GAAP. In its response, the Company neither
confirmed nor denied. Please respond to the question that was posed and
confirm or deny. If denied, then please explain your response.

In its response, the Company neither confirmed nor denied. Please respond to the
question that was posed and confirm or deny. If denied, then please explain your
response.

Yes, the IRS determines minimum pension funding requirements pursuant to
ERISA. The IRS does not determine the amount of pension expense pursuant to
GAAP.

KU retains Towers Watson for the purpose of determining minimum required
pension contributions in accordance with ERISA and the Internal Revenue Code.

The cost of KU’s pension plan is determined by Towers Watson in accordance
with GAAP, specifically ASC 715.



Q.2-8.

A.2-8.

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-8

Responding Witness: Daniel K. Arbough

Refer to the Company’s response to KIUC 1-21(b). The question was as
follows:

Please describe the status of any guidelines or requirements by the SOA or
any other authoritative agency or industry association to use the RP-2014
Mortality Improvement Scale MP-2014.

In its response, the Company simply referred to its response to AG 1-15(c). In
its response to AGI-15(c), the Company stated:

In 2014, KU’S actuary, Towers Watson, performed an Experience and
Demographic Assumptions Review of the Company’s plan. Towers Watson
reviewed the actual mortality experience for retirees and surviving spouses
in the qualified pension plan. Based on the results of this study, KU
determined that the RP-2014 mortality table was the best estimate of actual
experience available.

This response does not address the question posed by KIUC 1-2(b) as to
whether the Company is required or when it is required to adopt the RP-2014
mortality table. Please respond to the question posed.

See the response to Question No. 2-3.



KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371
Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015
Question No. 2-9
Responding Witness: Valerie L. Scott
Q.2-9. Refer to the Company’s response to KIUC 1-28. Please provide a copy of the

electronic spreadsheet with all formulas intact.

A.2-9. See the attachment being provided in Excel format.



Attachment In Excel

The attachment(s)
provided In separate
file(s) in Excel format.



KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371
Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015
Question No. 2-10

Responding Witness: Christopher M. Garrett

Q.2-10. Refer to the Company’s response to KIUC 1-36 regarding property tax expense.

a.

A.2-10. a.

Please indicate if the Company allocates the property taxes assessed
between expense and capital for accounting purposes, i.e., capitalizes the
property tax expense related to CWIP. If the Company does not do so,
then please explain why it does not.

Please indicate if the accumulated depreciation amounts used in the
Company’s calculation of property tax expense include the net negative
salvage reflected in depreciation expense. If not, then please explain why
net negative salvage was excluded for that purpose.

Per the Company’s accounting policy, 656 - Capitalized Property Taxes,
only property taxes on CWIP that relate to the original construction costs
of coal-fired generating units are capitalized. All other property taxes on
construction costs are expensed. There were no original construction costs
of coal-fired generating units in the base year, therefore, no property taxes
were capitalized.

Yes, the accumulated depreciation amounts include the net negative
salvage reflected in depreciation expense.



KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-11

Responding Witness: John J. Spanos

Q.2-11. Please indicate the terminal net salvage rates included in the depreciation rates
by account for each of the Company’s generating plants. Please indicate when
terminal net salvage was first included in the depreciation rates for each of the
plants.

A.2-11. Prior to the last rate case, net salvage was not identified between interim and
terminal net salvage. Depreciation practices now include the segregation of net
salvage which is based on the estimated interim and terminal retirements and
the associated net salvage determined as interim or terminal net salvage. In the
last rate case the Commission approved a settlement to include a negative 2%
terminal net salvage percent for KU generating plant.



KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371
Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015
Question No. 2-12

Responding Witness: John J. Spanos

Q.2-12. Refer to the Company’s response to PSC 2-40, which shows the net negative
salvage rate applicable to the entirety of the depreciable plant balance.

A.2-12.

a.

Please confirm that the entirety of the depreciable plant balance consists of
both interim retirements and terminal retirements.

Please provide the calculations of the net negative salvage rate separated
into net negative interim salvage and net negative terminal salvage and the
weighting that was used to develop a single net negative salvage rate.

Provide this same information for all Cane Run 7 plant accounts.

The attachment to PSC 2-40 represents the weighted net salvage percentage,
which includes a component of interim and terminal net salvage associated
with the projected assets to be retired based on interim and terminal
retirements.

The attached document sets forth the calculations of the net negative net
salvage percentages for both interim and terminal net salvage with the
developed weighting.

The calculations for Cane Run Unit 7 were not conducted in the exact same
fashion because it was determined not to include a terminal net salvage
component in the proposed rates since no plans have been established for
how the facility would be dismantled.



KENTUCKY UTILITIES COMPANY

CALCULATION OF WEIGHTED NET SALVAGE PERCENT FOR GENERATION PLANT AS OF DECEMBER 31, 2011

Termilnal Retirements

Interim Retirements

Retirements Net Salvage Net Salvage Retirements Net Salvage
Account ) (%] () ) %)
[u] 2} 3y {4)1={Z)x{3} (5) 16
STEAM PRODUCTION PLANT
BROWN GENERATING STATION
311 STRUCTURES AND IMPROVEMENTS 68,849,852 (2) (1.273,722) 3,042,333 (25)
312 BOILER PLANT EQUIPMENT 509,778,912 [e3) (3,430,910) 43,833,934 (30)
314 TURBOGENERATOR UNITS 34,988,354 ) (647,285) 14.117.591 (15)
315 ACCESSORY ELECTRIC EQUIPMENT 41,743,969 @ (772,263) 2,382,005 (20
316 MISCELLANEOLS POWER PLANT EQUIPMENT 4,844375 ) 89,621 785,310 0
TOTAL BROWN GENERATING STATION 650,205,462 (12,213,801) 64,141,173
GHRENT GENERATING STATION
3 STRUCTURES AND IMPROVEMENTS 120,501,240 @ (2.229.273) 11,852,267 {25)
312 BOILER PLANT EQUIPMENT 1,321,271,054 @ (24,443,515) 171,355,455 {30)
314  TURBOGENERATOR UNITS 111,677.673 @ (2.066,037) 55,059,770 )
315 ACCESSORY ELECTRIC EQUIPMENT 94,779,021 fea) {1,753,412) 13,632,245 (20)
316 MISCELL ANEQUS POWER PLANT EQUIPMENT 12,430,337 @ {229.95%) 2.456.361 0
TOTAL GHENT GENERATING STATION 1,660,659,326 (30,722,198 254,356,098
GREEN RIVER GENERATING STATION
3N STRUCTURES AND IMPROVEMENTS 10,638,728 2 (197,926} 159,527 29)
312 BOILER PLANT EQUIPMENT 36,914,230 [ra) (682,913) 746,752 30}
314  TURBOGENERATOR UNITS 14,317,850 @ (264,880 634,829 15
315  ACCESSORY ELECTRIC EQUIPMENT 3,785,377 @ (70,029) 115,314 (20)
316 MISCELLANEOUS POWER PLANT EQUIPMENT 2,606,735 2} (48, 38,304 0
TOTAL GREEN RIVER GENERATING STATION 68,322,920 {1,263,974) 1,694,727
PINEVILLE GENERATING STATION
311 STRUCTURES AND IMPROVEMENTS 16,195 @ {300) 9 25
312 BOILER PLANT EQUIPMENT 232,704 2) (4,305) 3,766 B30y
314  TURBOGENERATOR UNITS - Al 0 - (15)
315  ACCESSORY ELECTRIC EQUIPMENT - @ 0 - (20)
316 MISCELLANEOUS POWER PLANT EQUIPMENT - sl ] - 0
TOTAL PINEVILLE GENERATING STATION 248.800 (4,605} 3,775
SYSTEM LAS
311 STRUCTURES AND IMPRQVEMENTS 744,220 0 0 80,748 (25)
312 BOILER PLANT EQUIPMENT - 0 0 - (30)
314 TURBOGENERATOR UNITS - 0 0 - (15
315  ACCESSORY ELECTRIC EQUIPMENT - 0 0 - (20)
316 MISCELLANEOUS POWER PLANT EQUIPMENT 2,334,972 0 0 368,077 0
TOTAL SYSTEM LAB 3,139,193 - 448,825
STEAM PRODUCTION PLANT (CONT.)
TYRONE GENERATING STATION
311 STRUCTURES AND [MPROVEMENTS 6,066,662 [va] (112,233) 125,545 (25)
312 BOILER PLANT EQUIPMENT 14,040,352 2y {259,747) 374,833 (30}
314  TURBOGENERATCR UNITS 4,588,909 @ (84,895) 284,811 (15)
315  ACCESSORY ELECTRIC EQUIPMENT 2,110,076 @ (39.036) 70,827 (20)
316 MISCELLANEOUS POWER PLANT EQUIPMENT 592,490 ) (10,961) 10.992 0
TOTAL TYRONE GENERATING STATION 27,398,488 (506,872) 867,009
TRIMBLE CQUNTY
311 STRUCTURES AND IMPROVEMENTS 86202297 @ (1,594.742) 25,610,591 (25
312 BOILER PLANY EQUIPMENT 352 937,892 @ (6.529.351) 222 956,396 o))
314 TURBOGENERATOR UNITS 31,029,751 [vi] (574,050) 52,964,982 ()]
31s ACCESSORY ELECTRIC EQUIPMENT 26,315,352 @ (486,834) 16,700,474 (20)
318 MISCELLANEOUS POWER PLANT EQUIPMENT 2,298,460 2 (42,522) 1.203.987 0
TOTAL TRIMBLE COUNTY 498,783,752 {9,227,499) 318,436,430
TOTAL STEAM PRODUCTION PLANT 2,918,758,040 (53,938,949} 640,948,036

Tatal
Net Salvage Net Salvage Total

[£3 S Retirements

{T)=(51x(6) {B1()HT} {9}=(2)HS}
760,583 2,034,305 71,892,185
13,150,180 22 581,090 553,612,846
2,117,639 2,764,923 49,105,945
476,401 1,248,664 44,125,974
- 89,621 5.608,684
16,504,803 28,718,604 724,346,634
2,963,067 5,192,340 132,353,507
51,406,637 75,850,151 1,492,626,510
8,258,966 10,325,002 166,737,443
2,726,449 4,479,861 108,411,266
- 229,961 14.886.698
65,355,118 86,077,315 1,915,015,424
39,882 237.808 10,858,255
224,026 906,939 37,660,983
95224 360,105 14,952,679
23,083 93,092 3.900,691
- 48,225 2,645,039
362,195 1,646,169 70,017,647
2 302 16,204
1,130 5,435 236,470
1,132 5,737 252,675
20,187 20,187 824,969
. . 2,763,049
20,187 20,187 3,588,017
31,386 143619 6,192,207
112,450 372,197 14,415,186
42722 127,616 4,873,719
14,165 53,202 2,180,903
- 10861 603,482
200,723 707,585 28,265,497
6,402,648 7,997,390 111,812,888
€6,886,919 73416270 575,894,288
7,844,747 8,518,798 83,984,733
3,340,095 3,826,929 43,015,826
- 42,522 3,502,447
84,574,409 93,801,908 818,220,182
167,038,567 220,977,518 3,559,706,076

Estimated
Net Saivage
(%]
(10}=(8)/(9)

an
n
an
11)
1}
(11
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KENTUCKY UTILITIES COMPANY

CALCULATION OF WEIGHTED NET SALVAGE PERCENT FOR GENERATION PLANT AS OF DECEMBER 31, 2011

Terminal Retirements Interim Retirements Total Estimated
Retirements Net Salvage Net Satvage Retirements Net Salvage Nat Salvage Net Sailvage Total Net Sajvage
Account 8) (%] [£3] {%} %) ) Retirements %]
) 2 3 14233 5) {6) {T1={51x(6) @47 (91215} (10)={8}(3)
HYDRAULIC PRODUCTION PLANT
DX DAM
331 STRUCTURES AND IMPROVEMENTS . 460238 @ (8.514) 156,289 (5) 7,814 16,329 516,527 3}
332 RESERVOIRS, DAMS AND WATERWAYS 19,039,829 ) {352.237) 2,564,141 {10} 256,414 608,651 21,603,970 @3}
333 WATER WHEELS, TURBINES AND GENERATORS 4,076,011 @ {75,408) 354,613 (203 70.923 146,329 4,430,624 ()]
334  ACCESSORY ELECTRIC EQUIPMENT 355,642 2) {6,579) 222,692 0 - 6,579 578.333 @
335 MISCELLANEOUS POWER PLANT EQUIPMENT 77.245 [} (1,429) 219,779 (5) 10,989 12418 297,024 (3)
336 ROADS, RAILROADS AND BRIDGES 124770 [ {2,308} 51,589 0 - 2,308 176.360 @)
TOTAL DIX DAM 24.133.734 {446,474) 3,569,103 346,140 792,614 3}
TOTAL HYDRAULIC PRODUCTION PLANT 24,133,734 1426,474) 3,569,103 346,140 792,614 27,702,837
OTHER PRODUCTION PLANT
BROWN CTS
341 STRUCTURES AND IMPROVEMENTS 9,195,757 [¥a] {170,122) 2,731,545 o - 170,122 11,927,303 2y
342 FUEL HOLDERS, PRODUCERS AND ACCESSORIES 10,211,547 2 {188,914) 2,322 415 (] 116,121 305,034 12,533,962 2y
343 PRIME MOVERS 136,839,902 2 (2.531,538) 49,000,992 5) 2,450,050 4,981,588 185,840,895 2
344 GENERATORS 29,442,983 2 (544.695) 1,388,038 5] 89,402 614,097 30,831,020 @
345 ACCESSORY ELECTRIC EQUIPMENT 15,263,350 2 (282,372) 2,458,791 . [&)] 122,940 405,312 17,722,142 2
346 MISCELLANEOUS POWER PLANT EQUIPMENT 2,938,221 @ {54,357) 1,201,668 0 - 54,357 4,139,890 @
TOTAL BROWN CTS 203,891,761 {3,771,398) 59,103,452 2,758,512 6,530,506 262,995,213 12}
HAEFLING CTS
341 STRUCTURES AND IMPROVEMENTS 412,940 43 {7.639) 21,913 0 - 7,639 434,853 )
342 FUEL HOLDERS, PRODUCERS AND ACCESSORIES 479.905 2) (8,878) 38,800 {5) 1,940 10,818 518.705 2)
344 GENERATORS 3,223,465 2) {59,634) 799,537 {5} 39,977 99,611 4,023,002 2)
345 ACCESSORY ELECTRIC EQUIPMENT 1211,240 2 (22,408} 240,747 5y 12,026 34444 1.451.957 (2)
346 MISCELLANEOUS POWER PLANT EQUIPMENT 13,500 2y (250} 22,305 o - 250 35,805 7]
TOTAL HAEFLING CTS 5,341,050 (98,809} 1,123,272 53,953 152762 6,464,323 2)
PADDY'S RUN CTS
341 STRUCTURES AND IMPROVEMENTS 1,563,219 2) (28,920) 347,109 0 - 28,920 1,910,328 @)
342  FUEL HOLDERS, PRODUCERS AND ACCESSORIES 1,730,245 ) {32,010) 264,856 16 13,243 45252 1,995,101 2
343 PRIME MOVERS 12,869,763 @ {238,097) 4,933,601 %) 246,680 484,771 17,803,364 )
344 GENERATORS 5,045,282 {2 {93,338) 140,354 (5} 7,018 100,355 5,186,636 )
345  ACCESSORY ELECTRIC EQUIPMENT 2,184,168 {2 {40,407 272,152 (5) 13,608 54,015 2,456,320 7]
346 MISCELLANEOUS POWER PLANT EQUIPMENT 784,628 2) _{14.516) 304,922 ¢ - 14,516 1,084,550 @
TOTAL PADDY'S RUN CTS 24,177,306 (447,280} 6,262,993 280,548 727,828 30,440,299 (2}
TRIMBLE COUNTY CTS
341 STRUCTURES AND IMPROVEMENTS 17,661,338 2} (326,735) 4,084,591 0 - 326,735 21,745,929 @3}
342 FUEL HOLDERS, PRODUCERS AND ACCESSORIES 6,528,160 {2 (120,771} 1,171.888 {SY 58,594 179,385 7,700,048 je)]
343 PRIME MOVERS 109,263,693 [v) {2.021,378) 45,915,081 (5) 2285754 4,317,132 155,178,774 @3}
344 GENERATORS 18,798,072 @ (347,764) 523,030 (5) 26,152 373,916 19,321,102 {3y
345 ACCESSORY ELECTRIC EQUIPMENT 20,149,294 @ 372,762) 2,587,693 ) 128,285 502,147 22736987 3)
346 MISCELLANEOQUS POWER PLANT EQUIPMENT 75,076 2) (1,389) 22,620 0 - 1.389 97.696 {3)
TOTAL TRIMBLE COUNTY CTS 172,475,634 (3,190,795} 54.304,902 2,508,885 5,700,684 226,780,536 3
TQOTAL OTHER PRODUCTION PLANT 405,885,751 (7,508,886} 120,794,620 5,602,897 13,111,784 526,680,370
GRAND TOTAL 3!348;777355 (61,894,309} 765,311 2759 177.,957,‘6& 234 281 !91 3 4511 45039‘254

Attachment to Response to KU KIUC-2 Question No. 12(b)
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KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371
Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015
Question No. 2-13

Responding Witness: John J. Spanos

Q.2-13. Refer to the Company’s response to PSC 2-41, which states that there is no
terminal salvage included in the Cane Run 7 depreciation rates.

A.2-13.

a.

Please separate the Cane Run 7 depreciable plant balance into interim
retirements and terminal retirements.

Please confirm that the proposed Cane Run 7 net negative salvage rate was
applied to the entirety of the depreciable plant balance, including the
portion expected to survive to terminal retirement.

The attached document sets forth the projected assets as of April 30, 2015
which will be retired on an interim and terminal basis.

For purposes of establishing the projected depreciation rates in this case,
the net salvage percentages were applied to the entire depreciable plant
balance as of April 30, 2015.



341

343
344
345
346

KENTUCKY UTILITIES COMPANY

CANERUN7

PROJECTED INTERIM AND TERMINAL RETIREMENTS BASED ON

APRIL 30, 2015

SURVIVOR RETIREMENT ORIGINAL INTERIM TERMINAL
ACCOUNT CURVE DATE COST RETIREMENTS RETIREMENTS
(1) 2) 3 (4) 5 (€)

STRUCTURES AND IMPROVEMENTS 60-51.5 6-2055 67,731,300.00 (12,108,915.70) (55,622,384.30)
FUEL HOLDERS, PRODUCERS AND ACCESSORIES 55-R3 6-2055 31,607,940.00 (4,955,060.20) (26,652,879.80)
PRIME MOVERS 55-R2.5 6-2055 103,854,660.00 (19,607,326.16) (84,247,333.84)
GENERATORS 50-R1.5 6-2055 203,193,900.00 (60,611,508.93) (142,582,391.07)
ACCESSORY ELECTRIC EQUIPMENT 50-S0.5 6-2055 36,123,360.00 (12,098,829.55) (24,024,530.45)
MISCELLANEQUS POWER PLANT EQUIPMENT 45-R2 6-2055 9,030.840.00 (3.093,422.56) (5,937,417.44)
TOTAL OTHER PRODUCTION PLANT 451,542,000.00 (112,475,063.10) (339,066,936.90)

Attachment to Response to KU KIUC-2 Question No. 13
Page 1 of 1
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K. Blake/Pottinger/Counsel

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-14

Responding Witness: Kent W. Blake / Paula H. Pottinger, Ph.D. / Counsel

Q.2-14. Refer to the Company’s response to KIUC 1-12. The question asked the
following:

Please provide the incentive compensation expense for 2013, 2014, the base
year, and the test year by incentive compensation plan and by goal or target
for each plan. This includes incentive compensation expense assigned and
allocated to the Company as well as incentive compensation expense
incurred directly by the Company.

The Company’s response referred to its response to AG 1-150. The response to
AG 1-150 does not provide the information requested in KIUC 1-12 by plan and
by goal or target for each plan. It also does not provide the information for LKS
charged to the Company.

a. Please provide the information requested in KIUC 1-12. To be clear, this
request also includes all stock-based compensation awards, and is not
limited only to incentive compensation with cash or deferred payouts.

b. Please provide the calculation of incentive compensation expense in the
historic year, the base year and the test year in electronic format with all
formulas intact. This calculation should reflect all performance metrics and
goals, the achieved metric or goal, and the calculation of the cost, including
the allocation between expense and capital.

A.2-14. a. See the Company’s Objection filed on February 16, 2015. The Team
Incentive Award (TIA) is the only plan with payments included in the cost
of service. Information by goal and by target for the TIA is provided in
response to AG 1-76. None of the costs of stock-based compensation or
other incentive plans, beyond the TIA, were incurred by Kentucky Utilities
Company, nor were any such costs allocated to Kentucky Utilities Company
by any other entity.



Response to Question No. 2-14
Page 2 of 2
K. Blake/Pottinger/Counsel

b. The attached information is from the Company’s financial system and
provides incentive compensation expense for 2013, 2014, the base year and
the test year. Incentive compensation expense is determined at the beginning
of the year, reviewed quarterly and adjusted, if appropriate. Incentive
compensation expense is based on labor allocations from the Company’s
financial system and assumes on-target financial, customer satisfaction and
team performance. Individual performance is assumed at 120%. When
actual incentive payouts are made during the first quarter of the following
year, true-up entries are made to allocate the incentive expense to the
appropriate companies and FERC accounts.

While the Company does not report incentive expense by performance goal,
2013’s expense is provided below by financial, customer, individual and
team performance goals. 2014 incentive expense by performance goal will
be available mid-March. See the response to AG 1-76 for details on measure
weightings.

Other
Performance Measure Capitalized Expensed Balance Total
Sheet
Financial - PPL EPS 30,600 128,213 16,755 175,568
Financial - LKE Net Income 1,514,625 6,346,183 829,312 8,690,120
Customer Satisfaction 352,541 1,477,125 193,029 2,022,696

Individual/Team Effectiveness 739,397 3,098,026 404,847 4,242,269
Total 2,637,163 11,049,547 1,443943 15,130,652




Kentucky Utilities
Case No. 2014-00371
Incentive Compensation Expense for 2013, 2014, Base Year and Test Year

KU

Other Balance
Company Allocated from

Capitalized Expensed Sheet Total
2013
Servco 932,862 6,224,626 558,715 7,716,203
LGE 72,010 590,166 4,098 666,274
KU 1,632,290 4,234,754 881,130 6,748,175
2,637,163 11,049,547 1,443,943 15,130,652
2014
Servco 897,388 6,707,097 638,069 8,242,553
LGE 136,308 662,181 1,997 800,487
KU 1,531,086 3,921,890 939,384 6,392,360
2,564,782 11,291,168 1,579,450 15,435,400
Base Period
Serveo 638,433 6,013,104 486,415 7,137,953
LGE 57,100 348,698 2,565 408,363
KU 1,485,327 4,294,301 392,326 6,171,954
2,180,860 10,656,104 881,306 13,718,270
Forecasted Test Period
Servco 764,253 6,523,127 629,908 7,917,288
LGE 9,117 27,117 - 36,234
KU 1,326,217 4,423,194 304,422 6,053,834
2,099,587 10,973,438 934,331 14,007,355

Attachment to Response to KU KIUC-2 Question No. 14
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KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371
Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015
Question No. 2-15

Responding Witness: Russel A. Hudson

Q.2-15. Refer to the Company’s response to AG 1-150.

a.

A.2-15. a.

Please explain why the overtime payroll expense in the test year increased
by more than $2 million for each Company even while each Company
proposes significantly increased staffing levels. This relationship would
appear to be counterintuitive.

Please provide the calculation of overtime expense for the historic year, the
base year and the test year.

Overtime included in the test year Expense is $11,316,011. This amount is
lower than the average overtime for the preceding six years included in AG
1-150, which is an average of $12,048,941. The overtime in the base period
is lower due to how labor is forecasted on a monthly basis. Labor for the
forecasted months in the base period is recorded in total, not between
straight time and overtime. The amounts shown in AG 1-150 have the total
adjustments included in Base Pay. See attached.

See attached.
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Hudson
Kentucky Utilities Company
Case No. 2014-00371
Overtime/Other Pay
Other
Expensed Capitalized Balance Total

Overtime/Other Pay

2009 $ 14,001,157 $ 2,979,159 $ 117,394 $ 17,097,710
2010 9,567,626 2,474,827 529,701 12,572,154
2011 11,382,298 2,320,728 1,547,780 15,250,806
2012 12,544,769 2,534,337 1,879,206 16,958,312

2013 11,207,187 3,041,949 368,549 14,617,685
2014 13,590,608 3,270,728 684,241 17,545,577
Six year Average overtime 12,048,941 2,770,288 854,479 15,673,707
Base Period 9,026,998 2,316,115 203,078 11,546,191
Test Period 11,316,011 1,481,420 11,441 12,808,872
Change from Base to Test (2,289,013) 834,695 191,637 (1,262,681)

Change from Historical Average to Test 732,930 1,288,868 843,038 2,864,835
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Kentucky Utilities Company
Case No. 2014-00371
Overtime Expense Calculation
Other Balance
Period Type of Cost Expensed  Capitalized Sheet Total
2014 Overtime 10,951,400 2,489,640 373,468 13,814,508
2014 Doubletime 1,964,792 709,001 280,005 2,953,798
2014 Other Pay 674,416 72,087 30,768 777,271
Total $ 13,590,608 $ 3,270,728 $ 684,241 $ 17,545577
Base Period Overtime 9,210,388 1,912,492 146,878 11,269,758
Base Period Doubletime (217,394) 366,370 49,274 198,250
Base Period Other Pay 34,004 37,253 6,926 78,183
Total 9,026,998 2,316,115 203,078 11,546,191
Forecasted TY Overtime 9,483,911 1,481,420 11,441 10,976,772
Forecasted TY Doubletime - - - -
Forecasted TY Other Pay 1,832,100 - - 1,832,100
Total $ 11,316,011 $ 1,481,420 $ 11,441 $ 12,808,872



KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371
Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.

Dated February 6, 2015

Question No. 2-16

Responding Witness: Kent W. Blake / Paula H. Pottinger, Ph.D.

Q.2-16. Refer to the Company’s response to AG 1-75, which sought complete copies of
any incentive compensation plan, bonus program or other incentive award
program in effect at the Company for each year 2010 through 2014. In its
response, the Company provided a single document describing the Team
Incentive Award Plan. Based on the PPL Proxy Statement for 2014, it appears
that there are other incentive compensation plans applicable to executive and
other management positions.

a.

A.2-16. a.

Please confirm that the Team Incentive Award Plan is the only incentive
compensation, bonus program or other incentive award program in effect in
any of those years that was included in operating expense on the Company’s
accounting books. If this is not correct, then please supplement the response
to AG 1-75.

Please provide the amount of incentive compensation expense recorded by
O&M and A&G expense account by plan and by performance metric for
each plan in 2012, 2013, 2014, the base year and the test year. Provide this
amount for each utility, showing separately amounts incurred by LKE
and/or PPL that were charged to each utility.

The Team Incentive Award Plan is the only incentive compensation, bonus
program or other incentive award program in effect for 2010 through 2014
that was included in operating expense on the Company’s accounting books.

Detailed incentive compensation by originating company and by O&M and
A&G accounts are included in the attachment for historical years 2012-
2014. The allocation process for the budget combines the incentive
compensation with other labor-related cost allocations. Therefore, the
detailed level of data is not available. See the response to Question No. 2-
14 for incentive compensation by originating company and account type for
the base and test years.
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Kentucky Utilities
Case No. 2014-00371
Incentive Compensation Charged to A&G, O&M and Expense by Account for 2012, 2013, and 2014
e e T 2012 2013 7-014
From Servco 4,807,767 6,224,626 6,707,097
A&G )
901001 - SUPV-CUST ACCTS 141,128 213,855 45,751
901900 - SUPV-CUST ACCTS - INDIRECT 24,530 38,337 231,446
902001 - METER READ-SERV AREA 14,257 11,273 2,492
902900 - METER READ-SERV AREA - INDIRECT 6,186 12,214
903001 - AUDIT CUST ACCTS 67,204 88,254 31
903003 - PROCESS METER ORDERS 36 45
903006 - CUST BILL/ACCTG 2,095 3,934 -
903007 - PROCESS PAYMENTS 2,192 483
903008 - INVEST THEFT OF SVC 675
903012 - PROC CUST CNTRT/ORDR 6,348 5,647 5,580
903022 - COLL OFF-LINE BILLS 53,411 48,140 32,871
903030 - PROC CUST REQUESTS 3,143 2,885 2,874
903031 - PROC CUST PAYMENTS 5,956 10,650 -
903035 - COLLECTING-OTHER 2,765 14,408 4,919
903036 - CUSTOMER COMPLAINTS 15,935 14,474 15,632
903901 - AUDIT CUST ACCTS - INDIRECT 2,272
903902 - BILL SPECIAL ACCTS - INDIRECT 3,209 4,648 6,322
903906 - CUST BILL/ACCTG - INDIRECT 28,638 40,819 168,802
903907 - PROCESS PAYMENTS - INDIRECT 810 944 326
903908 - INVESTIGATE THEFT OF SERVICE - INDIRECT 7,954
903912 - PROC CUST CNTRT/ORDR - INDIRECT 28,397 22,448 24,178
903922 - COLLECT OFF-LINE BILLS - INDIRECT 1,711
903930 - PROC CUST REQUESTS - INDIRECT 306,965 438,112 464,368
903931 - PROC CUST PAYMENTS - INDIRECT 3,633 2,870 19,925
903935 - COLLECTING-OTHER - INDIRECT 1,439
903936 - CUSTOMER COMPLAINTS - INDIRECT 12,928 17,295 22,222
905001 - MISC CUST SERV EXP 25,096 380 -
905002 - MISC CUST BILL/ACCTG 10,657 10,723 (o)
905900 - MISC CUST SERV EXP - INDIRECT 119
907001 - SUPV-CUST SER/INFO 2,819 1,959
907900 - SUPV-CUST SER/INFO - INDIRECT 15,132 25,586 32,529
908005 - DSM CONSERVATION PROG 79,793 94,304 86,728
908901 - CUST MKTG/ASSIST - INDIRECT 20,701 23,458 23,748
920100 - OTHER GENERAL AND ADMIN SALARIES 197,982 183,729 150,924
920900 - OTHER GENERAL AND ADMIN SALARIES - INDIRECT 1,877,929 2,780,962 3,402,466
925004 - SAFETY AND INDUSTRIAL HEALTH 4,275 2,739
930274 - RESEARCH AND DEVELOPMENT EXPENSES - INDIRECT 12,872 26,070 23,555
935391 - MTCE-COMMUNICATION £Q - INDIRECT 47,345 31,019
935401 - MTCE-OTH GEN £Q 654 259
935402 - MAINT. OF NON-BONDABLE GENERAL PLANT 22
935403 - MNTC BONDABLE PROPERTY 74 184
935488 - MTCE-OTH GEN £Q, - INDIRECT 422,645 294,504 17,114
o&M
500100 - OPER SUPER/ENG 14,437 16,661 20,011
500900 - OPER SUPER/ENG - INDIRECT 243,636 369,021 439,168

501090 - FUEL HANDLING 41,405 44,111 31,553




Attachment to Response to KIUC-2 Question No. 16

Kentucky Utilities
Case No. 2014-00371

Incentive Compensation Charged to A&G, O&M and Expense by Account for 2012, 2013 , and 2014

502002 - BOILER SYSTEMS OPR

502004 - SDRS-H20 SYS OPR

502100 - STM EXP{EX SDRS.5PP)

505100 - ELECTRIC SYS OPR

506100 - MISC STM PWR EXP

506109 - SORBENT INJECTION OPERATION

506110 - MERCURY MONITORS OPERATIONS

506900 - MISC STM PWR EXP - INDIRECT

510100 - MTCE SUPER/ENG - STEAM

510900 - MTCE SUPER/ENG - STEAM - INDIRECT

511100 - MTCE-STRUCTURES

512005 - MAINTENANCE-SDRS

512011 - INSTR/CNTRL-ENVRNL

512017 - MTCE-SLUDGE STAB SYS

512100 - MTCE-BOILER PLANT

513100 - MTCE-ELECTRIC PLANT

513900 - MTCE-ELECTRIC PLANT - BOILER

514100 - MTCE-MISC/STiM PLANT

553100 - DO NOT USE -- MTCE-GEN/ELECT £Q

556100 - SYS CTRL / DISPATCHING

556900 - SYS CTRL / DISPATCHING - INDIRECT

557999 - KU PLANT ALLOCATION CLEARING ACCOUNT
560100 - OP SUPER/ENG-SSTOPER

560900 - OP SUPER/ENG-SSTOPER - INDIRECT

561100 - LOAD DISPATCH-WELOB

561190 - LOAD DISPATCH - INDIRECT

561201 - LOAD DISPATCH-MONITOR AND OPERATE TRANSMISSION SYSTEM
561291 - LOAD DiSPATCH-MONITOR AND OPERATE TRANSMISSION SYSTEM - INDIRECT
561391 - LOAD DISPATCH-TRANSMISSION SERVICE AND SCHEDULING - INDIRECT
561590 - RELIABILITY, PLANNING AND STANDARDS DEVELOPMENT - INDIRECT
561601 - TRANSMISSION SERVICE STUDIES

561900 - CLOSED 01/15 - LOAD DISPATCH-WELOB - INDIRECT
562100 - DO NOT USE -- STA'EXP-SUBST OPER

563100 - OTHER INSP-ELEC TRAN

566100 - MISC TRANS EXP-SSTMT

566900 - MISC TRANS EXP-SSTMT - INDIRECT

570100 - DO NOT USE -- MTCE-ST EQ-SSTMTCE

570900 - MTCE-ST EQ-SSTMTCE - INDIRECT

571190 - MTCE OF OVERHEAD LINES

573100 - MTCE-MISC TR PLT-SSTMT

573900 - MTCE-MISC TR PLT-SSTMT INDIRECT

580100 - OP SUPER/ENG-SSTOPER

580900 - OP SUPER/ENG-SSTOPER - INDIRECT

581100 - 8YS CTRL/SWITCH-DIST

581900 - SYS CTRL/SWITCH-DIST - INDIRECT

582100 - STATION EXP-SSTOPER

583001 - OPR-O/H LINES

583005 - CUST COMPL RESP-O/H

L LR A e LN A T L I
501990 - FUEL HANDLING - INDIRECT

62,213

8,405

91

63,199
105

223

5,144
4,624
164

6,481
143,913
2,738
120,812
39
175,206

67,258
373

(2,056)
1,633
7,018
4,184
6,688
24,275

13,065
6,550

77,373
16,161

81,758
(50)

coa018 0

82,275
8

7
9,761
52

61

110

16,259
17,970
49

19

501
666
8,108
328

38
9,494
153,464
2,437
173,423

224,906

90,483
1,134
10,138
482
5,664
4,100
10,011
33,701
5,077
3,400
3,243
1,511
46,876
46,042

95,636
1,592
232
48,193

20f7
Pottinger

2014
89,721

8,584
44

1,415
3,119
846
14,601
67

14
1,981
10,120
5,191

8,975
156,388
55
157,743

164,915
17,724
14,047
19,229
76,756
1,718
15,301
2,164
4,197
3,925
7,298
44,877
12,131
8,550
1,593
6,630
10,350
72,127
2,652
77,254
2,745
1,504

114,098
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Kentucky Utilities
Case No. 2014-00371
Incentive Compensation Charged to ARG, O&M and Expense by Account for 2012, 2013 , and 2014
L e e T e S ST 2012 o 2003 0 2014
seon iR e e e s = P 5,446
586900 - METER EXP - INDIRECT 863 36,383
588100 - MISC DIST EXP-SUBSTATION OPERATIONS 42,596 33,958 23,495
588900 - MISC DIST EXP-SUBSTATION OPERATIONS - INDIRECT 14,653 44,632 113,532
590100 - MTCE/SUPER/ENG-SSTMT 434 427 110
590900 - MTCE/SUPER/ENG-SSTMT - INDIRECT 239 934
592100 - MTCE-ST EQ-SS5TMTCE 6l 79 780
593001 - MTCE-POLE/FIXT-DISTR 43 124
593002 - MTCE-COND/DEVICE-DIS 101 950 2,503
593003 - MTCE-SERVICES 212
593004 - TREE TRIMMING 7,717 9,616 183
593904 - TREE TRIMMING - INDIRECT 11,774
594001 - MTCE-ELEC MANHOL ETC 38
594002 - MTCE-U/G COND ETC 33
598100 - MTCE OF MISC DISTRIBUTION PLANT 830 626 898
Oth s
426401 - EXP-CIVIC/POL/REL 40 46 516
426491 - EXP-CIVIC/POL/REL - INDIRECT 52,081 65,576 58,814
426501 - OTHER DEDUCTIONS 1,862 4,239 1,618
426591 - OTHER DEDUCTIONS - INDIRECT 686 563 2,462
From LGE 500,234 590,166 662,181
ARG
901900 - SUPY-CUST ACCTS - INDIRECT 19 15
902900 - METER READ-SERV AREA - INDIRECT 1
903001 - AUDIT CUST ACCTS 2
903003 - PROCESS METER ORDERS 22 (1)
903006 - CUST BILL/ACCTG 1
903901 - AUDIT CUST ACCTS - INDIRECT 4
903906 - CUST BILL/ACCTG - INDIRECT 10
903907 - PROCESS PAYMENTS - INDIRECT 620
903908 - INVESTIGATE THEFT OF SERVICE - INDIRECT 1
903912 - PROC CUST CNTRT/ORDR - INDIRECT 2 ile
903930 - PROC CUST REQUESTS - INDIRECT 25 250 1,390
805001 - MISC CUST SERV EXP 1 38
907900 - SUPV-CUST SER/INFO - INDIRECT 8
908005 - DSM CONSERVATION PROG 18 13
908901 - CUST MKTG/ASSIST - INDIRECT 4
920100 - OTHER GENERAL AND ADMIN SALARIES 3 14 6
920900 - OTHER GENERAL AND ADMIN SALARIES - INDIRECT 373 2,811 1,408
921903 - GEN OFFICE SUPPL/EXP - INDIRECT -
925004 - SAFETY AND INDUSTRIAL HEALTH 1,803 2,416 3,423
935191 - MTCE-GEN PEANT - INDIRECT -
935391 - MTCE-COMMUNICATION EQ - INDIRECT 20,482 26,652 4,747
935488 - MTCE-OTH GEN EQ - INDIRECT 20 18,702
o&M
500100 - OPER SUPER/ENG 42,906 60,474 94,920
500900 - OPER SUPER/ENG - INDIRECT i04 266 23,232
501090 - FUEL HANDLING ' 22,785 26,109 27,486

501990 - FUEL HANDLING - INDIRECT 1 1 6,675
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Kentucky Utilities
Case No. 2014-00371

Incentive Compensation Charged to A&G, O&M and Expense by Account for 2012, 2013 , and 2014

502002 - BO
502004 - SDRS-H20 5YS OPR
502100 - STM EXP{EX SDRS.5PP}
505100 - ELECTRIC SY5 OPR
506001 - STEAM OPERATION-AIR QUALITY MONITORING AND CONTROL EQUIPMENT
506100 - MISC STM PWR EXP
506105 - OPERATION OF SCR/NOX REDUCTION EQUIP
506110 - MERCURY MONITORS OPERATIONS
506900 - MISC STM PWR EXP - INDIRECT
510100 - MTCE SUPER/ENG - STEAM
510900 - MTCE SUPER/ENG - STEAM - INDIRECT
511100 - MTCE-STRUCTURES
512005 - MAINTENANCE-SDRS
512011 - INSTR/CNTRL-ENVRNL
512015 - SDRS-COMMON H20 5Y5
512017 - MTCE-SLUDGE STAB 5Y5
512051 - ECR INSTR/CNTRL-ENVRNL
512055 - ECR MAINTENANCE-SDRS
512100 - MTCE-BOILER PLANT
512101 - MAINTENANCE OF SCR/NOX REDUCTION EQUIP
512102 - SORBENT INJECTION MAINTENANCE
512151 - ECR MAINTENANCE OF SCR/NOX REDUCTION EQUIP
512152 - ECR SORBENT INJECTION MAINTENANCE
513100 - MTCE-ELECTRIC PLANT
513900 - MTCE-ELECTRIC PLANT - BOILER
514100 - MTCE-MISC/STM PLANT
546100 - OPER SUPER/ENG - TURBINES
548100 - DO NOT USE -- GENERATION EXP
549100 - MISC OTH PWR GEN EXP
551100 - MTCE-SUPER/ENG - TURBINES
552100 - MTCE-STRUCTURES - OTH PWR
553100 - DO NOT USE -- MTCE-GEN/ELECT EQ,
554100 - MTCE-MISC OTH PWR GEN
556900 - SYS CTRL / DISPATCHING - INDIRECT
557999 - KU PLANT ALLOCATION CLEARING ACCOUNT
560100 - OP SUPER/ENG-SSTOPER
560900 - OP SUPER/ENG-SSTOPER - INDIRECT
561190 - LOAD DISPATCH - INDIRECT
561590 - RELIABILITY, PLANNING AND STANDARDS DEVELOPMENT - INDIRECT
562100 - DO NOT USE -- STA EXP-SUBST OPER
566900 - MISC TRANS EXP-SSTMT - INDIRECT
570100 - DO NOT USE -- MTCE-ST EQ-SSTMTCE
573100 - MTCE-MISC TR PLT-SSTMT
580100 - OP SUPER/ENG-SSTOPER
581900 - SYS CTRL/SWITCH-DIST - INDIRECT
583001 - OPR-O/H LINES
586100 - METER EXP
586900 - METER EXP - INDIRECT
588100 - MISC DIST EXP-SUBSTATION OPERATIONS

2,523
12,541
148
5,171
5,142
4,673
8,694
75,845
26

2,100
539
27,227
4,057
20,914
155
15,654

70
24

13
37
11
37
65

1,609

653

27,599
5,869
67,764
77,133
9,928
44,488
3,188

2
26,974

2,242
22,324
4,760
5,799
7,032
162
1,388
82,964
2,609
1,741
551

24,293
1
2,383

24,161

133
19,774
153

210
53
i6

93
435
620

34

33

134
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7,166
67,025
76,963
11,656
34,330

2,802

112
173
34,909

1,147

4,307
24,622

4,197

6,295

4,075

83,308
2,527
1,908

27,288
973
4,380
(1,284)
22,229
{54)
(502
(1,5686)
17,091
{428)

10
11
3,782

97




Attachment to Response to KEUC-2 Question No. 16

50f7
Pottinger
Kentucky Utllities
Case No. 2014-00271
Incentive Compensation Charged to A&G, 08&M and Expense by Account for 2012, 2013, and 2014
2012 02018000 2014
590900 - MTCE/SUPER/ENG-SSTMT - INDIRECT 2
592100 - MTCE-ST EQ-SSTMTCE 9 120
593001 - MTCE-POLE/FIXT-DISTR 36
593002 - MTCE-COND/DEVICE-DIS 872 1,407
593004 - TREE TRIMMING 0
593904 - TREE TRIMMING - INDIRECT 18
595100 - MTCE-TRANSF/REG 4,953 2,932 2,822
598100 - MTCE OF MISC DISTRIBUTION PLANT 286
Oth 15
426501 - OTHER DEDUCTIONS i4 39
426591 - OTHER DEDUCTIONS - INDIRECT 4 21
From KU 3,570,843 4,234,754 3,921,890
A&G
901001 - SUPV-CUST ACCTS 31,772 38,051 37,956
901900 - SUPV-CUST ACCTS - INDIRECT 113 3
902001 - METER READ-SERV AREA 8,620 10,149 9,939
902002 - METER READ-CLER/OTH 17
903003 - PROCESS METER ORDERS 233,446 284,618 276,169
903007 - PROCESS PAYMENTS 10
903008 - INVEST THEFT OF SVC 3,482 5,641 3,986
903030 - PROC CUST REQUESTS 16,890 18,615 12,496
903906 - CUST BILL/ACCTG - INDIRECT i6
903912 - PROC CUST CNTRT/ORDR - INDIRECT -
903930 - PROC CUST REQUESTS - INDIRECT 177 67 44
905001 - MISC CUST SERV EXP 19
905002 - MISC CUST BILL/ACCTG 993 1,068
907001 - SUPV-CUST SER/INFO 15
907900 - SUPV-CUST SER/INFO - INDIRECT 3
908005 - DSM CONSERVATION PROG 242 23
908909 - MISC MARKETING EXP - INDIRECT 9 -
920100 - OTHER GENERAL AND ADMIN SALARIES 1,858 32,789 {9,246)
920900 - OTHER GENERAL AND ADMIN SALARIES - INDIRECT 1,205 785 393
922001 - A/G SAL TRANSFER-CR (189,391) (271,205) {322,071}
922003 - TRIMBLE CTY TRAN-CR {30,932) (32,665) {48,043)
925001 - PUBLIC LIABILITY 536
925004 - SAFETY AND INDUSTRIAL HEALTH 222 234 114
930207 - OTHER MISC GEN EXP 99
935391 - MTCE-COMMURNICATION £Q - INDIRECT 21,463 27,761 6,058
935402 - MAINT. OF NON-BONDABLE GENERAL PLANT 179
935403 - MNTC BONDABLE PROPERTY 25 18 85
935488 - MTCE-OTH GEN EQ - INDIRECT 8 82 21,982
O&M
500100 - OPER SUPER/ENG 131,855 158,982 167,060
500900 - OPER SUPER/ENG - INDIRECT {4,931) (5,798) {6,140)
501090 - FUEL HANDLING 139,275 172,214 147,406
501091 - FUEL SAMPLING AND TESTING 338 131
501990 - FUEL HANDLING - INDIRECT {1,361)
502001 - OTHER WASTE DISPOSAL 45,964 61,495 33,865




570100 - DO NOT USE -- MTCE-ST EQ-SSTMTCE

Attachment to Response to KIUC-2 Question No, 16

60f7
Pottinger
Kentucky Utilities
Case No. 2014-00371
Incentive Compensation Charged to A&G, 0&M and Expense by Account for 2012, 2013, and 2014

502002 - BOILER SYSTEMS OPR 367,968 460,346 426,033
502003 - SDRS OPERATION 93,954 117,322 107,128
502004 - SDRS-H20 SYS OPR 40,932 54,024 54,855
502100 - STM EXP(EX SDRS.SPP) 5,032 5,687 33,183
505100 - ELECTRIC SYS OPR 391,782 467,326 433,905
506001 - STEAM OPERATION-AIR QUALITY MONITORING AND CONTROL EQUIPMENT (493) (585) (909)
506100 - MISC STM PWR EXP 65,538 82,139 111,791
506105 - OPERATION OF SCR/NOX REDUCTION EQUIP {1,060} (797) (700)
506109 - SORBENT INJECTION OPERATION 12,405 10,409
506110 - MERCURY MONITORS OPERATIONS (28)
506900 - MISC STM PWR EXP - INDIRECT (1 (1) (34)
510100 - MTCE SUPER/ENG - STEAM 366,800 422,634 390,049
510900 - MTCE SUPER/ENG - STEAM - INDIRECT (266) (275)
511100 - MTCE-STRUCTURES 65,480 82,357 86,445
512005 - MAINTENANCE-SDRS 28,331 83,885 08,484
512011 - INSTR/CNTRL-ENVRNL 21,885 26,124 24,917
512015 - SDRS-COMMON H20 SYS (1,293) (1,450) (1,574)
512017 - MTCE-SLUDGE STAB SYS 35,251 41,726 45,603
512051 - ECR INSTR/CNTRL-ENVRNL {1,168) (41)
512055 - ECR MAINTENANCE-SDRS 52,749 3,727
512100 - MTCE-BOILER PLANT 274,402 331,396 284,280
512101 - MAINTENANCE OF SCR/NOX REDUCTION EQUIP 6,213 11,703 8,204
512102 - SORBENT INJECTION MAINTENANCE 210 1,336 1,565
512151 - ECR MAINTENANCE OF SCR/NOX REDUCTION EQUIP {525) 4,823 9,502
512152 - ECR SORBENT INJECTION MAINTENANCE 2,568 3,195 2,558
513100 - MTCE-ELECTRIC PLANT 106,279 100,847 107,255
513900 - MTCE-ELECTRIC PLANT - BOILER {182) (542) (284)
514100 - MTCE-MISC/STM PLANT 10,048 9,889 10,193
535100 - OPER SUPER/ENG-HYDRO 783 667 573
539100 - MISC HYD PWR GEN EXP 271 669 577
541100 - MTCE-SUPER/ENG - HYDRO 7,518 8,829 8,704
542100 - MAINT OF STRUCTURES - HYDRO 1,595 2,770 1,828
543100 - MTCE-RES/DAMS/WATERW 106
544100 - MTCE-ELECTRIC PLANT 1,323 2,049 4,908
545100 - MTCE-MISC HYDAULIC PLANT 190 438 149
546100 - OPER SUPER/ENG - TURBINES 11,682 15,482 16,444
549100 - MISC OTH PWR GEN EXP 2,352 2,912 3,667
551100 - MTCE-SUPER/ENG - TURBINES 2,677 2,839 2,841
552100 - MTCE-STRUCTURES - OTH PWR 7,350 9,967 10,359
553100 - DO NOT USE -- MTCE-GEN/ELECT EQ 25,914 25,776 39,538
554100 - MTCE-MISC OTH PWR GEN 5,067 5,614 4,739
556100 - SYS CTRL / DISPATCHING 13 10
557999 - KU PLANT ALLOCATION CLEARING ACCOUNT - - -
560100 - O SUPER/ENG-SSTOPER -
560300 - OP SUPER/ENG-SSTOPER - INDIRECT 449 351 409
562100 - DO NOT USE -- STA EXP-SUBST OPER 23,473 27,140 34,075
566100 - MISC TRANS EXP-SSTMT 18,613 21,514 18,753
566900 - MISC TRANS EXP-SSTMT - INDIRECT 538 2,308 1,432

27,196 37,156 35,822




Kentucky Utilities
Case No. 2014-00371

Attachment to Response to KIUC-2 Question No. 16

Incentive Compensation Charged to A&G, O&M and Expense by Account for 2012, 2013, and 2014

571100 - MTCE OF OVERHEAD LINES
573100 - MTCE-MISC TR PLT-SSTMT
580100 - OP SUPER/ENG-SSTOPER
580900 - OP SUPER/ENG-SSTOPER - INDIRECT
582100 - STATION EXP-S5TOPER
583001 - OPR-O/H LINES
583005 - CUST COMPL RESP-G/H
583008 - INST/REMV TRANSF/REG
583009 - INSPC O/H LINE FACIL
583100 - O/H LINE EXP-SSTOPER
584001 - OPR-UNDERGRND LINES
584008 - INST/RMV/REPL TRANSF
586100 - METER EXP
587100 - CUST INSTALLATION EXP
588100 - MISC DIST EXP-SUBSTATION OPERATIONS
590100 - MTCE/SUPER/ENG-SSTMT
592100 - MTCE-ST EQ-SSTMTCE
593001 - MTCE-POLE/FIXT-DISTR
593002 - MTCE-COND/DEVICE-DIS
593003 - MTCE-SERVICES
593004 - TREE TRIMMING
593005 - MINOR EXEMPT EXPENSE
593904 - TREE TRIMMING - INDIRECT
594001 - MTCE-ELEC MANHOL ETC
594002 - MTCE-U/G COND ETC
595100 - MTCE-TRANSF/REG
598100 - MTCE OF MISC DISTRIBUTION PLANT
Oth IS
426501 - OTHER BEDUCTIONS
426591 - OTHER DEDUCTIONS - INDIRECT

a1

4,978
5,430
21,768

53,862
109,772

133
2,189
10,279
5,502

265,540
130
155,574
3,657
26,596
14,529
356,516
1,648
37,782

9,398
2,807

407
1,613

14
8

‘Grand Total Team Incentive Award -XU - - -

T T
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2013 2014
7
6,628 6,457
2,293 179
9,721 14,238
2
69,562 71,718
113,284 132,167
26,069
1,326 514
9
14,735 8,947
600
21
335,279 300,564
9
139,445 100,361
844 5,165
31,197 32,312
7,695 3,541
432,176 425,171
1,254 3,778
35,190 33,903
54 31
336
7,973 9,216
7,312 8,860
719 296
1,430 2,837
284 2,706
11,049,547 11,291,168 -




Q.2-17.

A.2-17.

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-17

Responding Witness: Russel A. Hudson

Refer to the Company’s response to AG 1-19 wherein it shows a reduction of 11
positions for “Green River transfer to metering” (due to plant retirement) and its
response to AG 1-24 wherein it shows an increase of 11 positions for “meter
readers” (due to regulatory compliance). Please provide a detailed explanation
why the Company requires an additional 11 meter readers for regulatory
compliance.

The 11 positions transferring from the Green River steam plant to the Metering
group are a result of the retirement of the Green River Units 3 and 4. These
employees will displace contractors currently in the metering positions. The
increase was categorized as regulatory compliance to indicate the
responsibilities these employees will now have are due to the Company’s
obligation to read customer meters.



Q.2-18.

A.2-18.

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-18

Responding Witness: Russel A. Hudson

Refer to the Company’s response to KIUC 1-10 pages 2-6, which shows the
additional positions that KU, LG&E, and LKE are projected to add by the end
of the test year. for each position listed and in total for all 293 positions, provide
the payroll expense (straight time, overtime, incentive) and all related expenses
(payroll taxes, benefits, etc.) included in the base year and the test year in each
Company’s revenue requirement and on an annualized basis. Provide all
assumptions, data, and calculations, including allocations of LKE costs to KU
and LG&E and any costs charged from or to the two utilities, as well as the
allocation between expense and capital.

See the response to Question No. 2-20 for the electronic spreadsheet providing
all assumptions, data and calculations as requested. The tab labeled KIUC2
Q18 in the spreadsheet includes the payroll and related expenses by position as
shown in KIUC 1-10.



Response to Question No. 2-19
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K. Blake / Hudson

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-19

Responding Witness: Kent W. Blake / Russel A. Hudson

Q.2-19. Refer to the Company’s response to KIUC 1-7, which provided historic and
projected expenses for the generating plants that will be retired by the end of the
test year.

a.  On the tab labeled Q.8 KU Labor, there is an amount of $ 1.927 million
May 2016 for Green River Common. Please provide a description of this
amount and the detailed calculation. Indicate if this includes any abnormal
and nonrecurring expenses.

b.  On the tab labeled KU Summary by FERC by Month, there is an amount
of $1.000 million in March 2015 and an amount of $0.300 million in
February 2016 for Green River 4. Please provide a description of each of
these amounts and the detailed calculations. Indicate if these amounts
include any abnormal and nonrecurring expenses, and if so, provide the
amounts the Company believes are abnormal and nonrecurring.

c.  On the tab labeled KU Summary by FERC by Month, there is an amount
of $0.3000 million in October 2015 for Green River 3. Please provide a
description of this amount and the detailed calculation. Indicate if this
includes any abnormal and nonrecurring expenses, and if so, provide the
amount the Company believes is abnormal and nonrecurring.

d.  On the tab labeled KU Summary by FERC by Month, there is an amount
of $1.869 million in May 2016 for Green River Common. Please provide a
description of this amount and the detailed calculation. Indicate if this
includes any abnormal and nonrecurring expenses, and if so, provide the
amount the Company believes is abnormal and nonrecurring.

e.  On the tab labeled KU Summary by FERC by Month, there is an amount
of $0.200 million each month May 2016 through December 2016 for
Green River Common. Please provide a description of each of these
amounts and the detailed calculations. Indicate if these amounts include



Response to Question No. 2-19
Page 2 of 3
K. Blake / Hudson

any abnormal and nonrecurring expenses, and if so, provide the amounts
the Company believes are abnormal and nonrecurring.

A.2-19.

a. Of the $1.927 million May 2016 for Green River Common, $1.7 million is
severance forecasted to be paid to 15 employees upon retirement of Green
River Units 3 and 4 and another $0.159 million in payroll tax and overhead
costs related to the severance. There are no abnormal or non-recurring
expenses included. The remaining $0.068 million is labor expense for the
five employees remaining at the plant upon its retirement. See detailed labor
assumptions below:

1 Number of employees 5
2 Work days - May 22
3 Work hours - May 176
4 Average rate per employee $64.94
5 Total base labor $57,151.00
6 Off duty 15,539.00
7 Total chargeable labor (lines 5 - 6) $41,612.00
8 Overhead rates 0.93328
9 Total overheads (line7 * line 8) $38,835.65
10 Total labor (lines 7 + 9) $80,447.65
Allocated to balance sheet $11,651.00
Allocated to Income statement $68,796.65

b. The $1.000 million in March 2015 and $0.300 million in February 2016 for
Green River 4 are related to overhaul maintenance expenses during planned
outages. These amounts are normal operating expenses based on planned
maintenance schedules. There are no abnormal or non-recurring expenses
included. Details of the outages are:

GR4 ($000)
2015 2016
Pulverizer repairs 100
Fan Inspection & repairs 100
Boiler Repairs 200
Misc Valve Replacement 50
Precip Wash, inspection & repairs 80
Insulation R&R 50
Scaffolding 50
Duct Repairs 20
Boiler Feed Pump Inspection & 50




Repairs
Misc. Repairs
Cooler open/close & cleaning

Precip / Air Heater clean, inspect &

repair
Totals

Response to Question No. 2-19

Page 3 of 3
K. Blake / Hudson
50 200
200
50 100
1,000 300

c. The amount of $0.3000 million in October 2015 for Green River 3 is related
to overhaul maintenance expenses during a planned outage. This amount is
a normal operating expense based on planned maintenance schedule. There
are no abnormal or non-recurring expenses included. Details of the outages

are:

Precipitator wash

Air heater wash

Boiler Inspection & Repairs
Misc. Valve Replacement
Misc. Repairs

Total

GR3 ($000)

2015

60

20

100

20

100

300

d. See response to part a. The $1.869 million in May 2016 is the portion of the
severance and labor charged to FERC account 500.

e. The $0.200 million each month May 2016 through December 2016 is for
material inventory write-offs of obsolete equipment related to the retirement
of Green River units 3 and 4. There are no abnormal or non-recurring

expenses included.



Q.2-20.

A.2-20.

KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371

Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015

Question No. 2-20

Responding Witness: Russel A. Hudson

Refer to the attachment provided by the Company’ in response to KIUC 1-10
and the amounts shown on the attachment. Provide the calculations of each of
these amounts in an electronic spreadsheet in sufficient detail to replicate the
amounts. Provide all assumptions, the basis for all assumptions, the costs per
employee, the costs for contractors, and the loadings for overtime, incentive
compensation, payroll taxes, and benefits, as well as all other costs that were
included in these amounts.

See the attachment being provided in Excel format for all details and
assumptions used to develop the response to KIUC 1-10. The attachment
contains personal confidential information and is being provided under seal
pursuant to a Petition for Confidential Protection.

Upon further review, it was discovered there were two revisions to response
10c. for Generation and 10g. for Safety and Technical Training. 10c. for
Generation previously reported 23 employees for LG&E and 47 employees for
KU; revised to 31 employees LG&E and 39 employees KU. 10g. for Safety and
Technical Training previously reported costs of $89,103 and $120,971 for
LG&E and KU, respectively; revised to ($6,746) and ($9,159) for LG&E and
KU, respectively.



Attachment
Confidential

The entire attachment iIs
Confidential and
provided separately
under seal.



KENTUCKY UTILITIES COMPANY
CASE NO. 2014-00371
Response to Second Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated February 6, 2015
Question No. 2-21

Responding Witness: Daniel K. Arbough

Q.2-21. Referring to the Company’s response to PSC-1 Question No. 7:

A.2-21.

a.

Please provide the yearly amounts of long-term purchased power obligations
considered by rating agencies in calculating KU’s Fixed Charge Coverage
Ratios.

Please provide the rating agency financial ratios for KU over that last ten
years. Please provide all work papers and supporting calculations with
spreadsheets and cell formulas intact. The response should include the ratios
used by Standard and Poor’s and Moody’s used to evaluate KU’s bond and
credit ratings and show each component part of the ratio is calculated.

See the attachment for a listing of power KU actually purchased under long-
term purchase agreements that the rating agencies evaluate as possible debt
equivalents.  Standard and Poor’s and Moody’s have their own
methodologies for determining the adjustments to debt and interest expense
resulting from purchased power that impact the Fixed Charge Coverage
ratios.

The attached rating agency reports from Moody’s and Standard Poor’s are
the reports readily available that include financial ratios. The Company
does not have access to the spreadsheets used by the rating agencies in
calculating these ratios.



KU Purchased Power Obligations

Demand Charges

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Dynegy Power Marketing, Inc. 1,386,000 1,543,812
Electric Energy, Inc. 13,608,883 13,983,247 2,012,700
Ohio Valley Electric Corporation 2,996,990 2,136,121 1,586,227 1,324,708 6,583,170 7,391,282 7,886,336 8,194,423 8,600,747 8,992,720
Owensboro Municipal Utilities 16,096,961 14,398,331 14,262,076 14,377,752 15,251,995 16,975,696 8,695,690 - - -
Total Demand Charges 32,702,834 30,517,699 17,861,003 15,702,460 23,221,165 25,910,790 16,582,026 8,194,423 8,600,747 8,992,720
Energy Charges

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Dynegy Power Marketing, Inc. 4,916,424 2,013,748
Electric Energy, Inc. 17,279,458 18,116,845 (164,101)
Ohio Valley Electric Corporation 6,494,507 8,620,657 8,829,087 7,240,670 8,407,658 8,296,452 9,236,572 9,760,521 8,921,457 8,021,563
Owensboro Municipal Utilities 25,885,443 24,230,779 25,567,281 30,783,045 41,085,207 51,203,094 20,116,271
Total Energy Charges 49,659,408 50,968,281 34,232,267 38,023,715 54,409,289 61,513,294 29,352,843 9,760,521 8,921,457 8,021,563
|Tota| Demand and Energy Charges 82,362,242 81,485,980 52,093,270 53,726,175 77,630,454 87,424,084 45,934,869 17,954,944 17,522,204 17,014,283 |

Attachment to Response to KIUC-2 Question No. 21a
Page 1 of 1
Arbough
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Moobpy’s
INVESTORS SERVICE

Credit Opinion: Kentucky Utilities Co.

Glohal Credit Resaarch - 08 Dec 2014
LexIngfon, Kenlucky, United Statas

Ratings -~~~
Category Moody's Rating y
Outlook Stable
Issuer Rating A3
First Morlgage Bonhds A1
Senlor Secured Shelf (P)A1

- 8r.Unsec Bank Cradit Faciiity A3
Commetrclal Paper p-2
Ult Parent: PPL Corporation
Outlook Posltive
Issuer Rating Baad
Pref. Shelf ' , (P)Ba2
Pargnt: LG&E and KU Energy LLC
Qutlook Positive
Issuer Rating Baa2
Senlor Unsecured Baa2
Contacts © - +
Analyst ) Phone
Toby Shea/Naw York City 212,653,177¢
Wiillam L. Hess/New York City 212,553.3837
Opinion . " 7 (TR

Rating Drivers

~ Supportive regulatory environment
- Large capltal expenditure program
- High coal concentration

~ Strong and stabie financlal metrics
Corporate Profile

Kentucky Utilities (KU: A3 stable) Is a regulated public utiiity engaged in the generation, transmission and
distribution of electricity, KU provides electric sarvice to approximately 514,000 customers In Kentucky and
29,000 customers In Virginta, Its servica territory covers approximately 4,800 square miles,

KU Is a wholly-owned subsidiary of LG&E and KU Energy LLC (LKE: Baa1 stable), KU and Its affiiate, Louls ville
Gas and Electric Company (LG&E: A3 stable), are the two maln oparating entities of LKE. LKE, In turn, Is wholly
owned by PPL Corporatlon (PPL; Baa3 positive), a diversifled energy holding company headquartered In

Alffentown, PA,
SUMMARY RATING RATIONALE

KU's A3 issuer rating reflects Its sound flnancial performance and the credit supportive regulatory environmant in
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which It operates, offset In par by a large capital expenditure program and, to a lesser extent, a lack of fuef and
geographic diverslty, :

DETAILED RATING CONSIDERATIONS
SUPPORTIVE REGULATION PROVIDES FOR TIMELY COST RECOVERY

We consider the Kentucky Public Service Commission (KPSC) to be supportive of long term credli quality and
note that it has approved varlous tracker mechanisms that provide for timely cost recovery outside of a rate case,
KU's tracker mechanisms Include a Fuel Adjustment Clause (FAC), an Environmental Cost Recovery Surcharge
(ECR) and a Demand-Side Management Cost Recovery Mechanism (DSM). KU does not have a decoupling
mechanlsm In place, which subjects KU's het revenue to weather volatilities. The lack of a decoupling mechanism
s less of an Issue for non-weathar related demand fluctuations because KU has the DSM and expscts to have

modest joad growth In 2015, '

In December 2012, the KPSC approved KU's settlement regarding the rate case flled in June 2012 which
requested a bass rale Increase of $82 mifllon for electricity (6.5%), to take effect in January, 2013, The settlsment
granted KU an Increase In electric base rates of $51 millfon with an authorized ROE of 10.26%, The rate case
progressed without being unusually controversial or contentious; we consider the declslon a constructive result,
Due to the high levsi of pianned capltal expenditures, LG&E and KU flled a rate case in November of 2014,
requesting increases in annual base electricity rates of approximately $30 million at LG&E and approximately $153
milfion at KU along with an increase In annual base gas rates of approximately $14 miltion at LG&E, The proposed
base rate Increases would resuit in electricity rate Increases of 2,7% at LG&E and 9,6% at KU and a gas rate

Increase of 4,2% at LG&E. All would become effective in July 2015,

LARGE PLANNED CAPITAL EXPENDITURES

Capltal expenditures for KU are expected to remaln at elevated levels from 2014-2018, Total capital expenditures
are expected to be $2.7 billion, with $1 billlon related to environmental, The total estimated amount represents
about 44% of its net book valus of property, plant and equipment, which stoods at about $6.1 billion at the end of

the third quarter 2014,

The disaliowance rsk assoclated with large capital expenditures s meaningfully moderated by Kentucky's
supportive regulatory environment as detalled above. KPSC is also authorized to grant return on construction
work in progress (CWIP) In rate case proceedings. Moreover, the ECR virtually efiminates regulatory lag for
Investments associated with complying with the Clean Alr Act and coal combustion waste and byproduct
environmental requirements, The terms of the ECR allows KU to recelve the return of and a raturn on the
Investment starting two months after making the investment. This is highly favorable compared to the traditional
process where regulatory lag could last a few years due to the langth of the construction perfod plus the rate case

progeeding.

HIGH COAL CONCENTRATION

KU's current fuel mix is heavily blased towards coal. Of its 4.7 GW of generating capacity, 3.2 GW (67%} Is coal
fired which provides almost all (98%) of the slectriclty generation. The remalning 33% of the generating capaclty is
comprised malnly of gas- or of- fired facllitles that are utllized as peskers,

The fuel concentration, though a credit negative, Is acceptable for its rating levels because Kentucky is very
supportive of tha coal Industry, Kentucky Is one of the lsading coal producing stetes and the coal iIndustry Is very
Important to the local economy. This support Is evidenced by the passage of the ECR, which provides the
company with highly favorable terms for its Investments In coal-related environmental expenditures.

KU's fuel concentration mix may aiso improve In the future as KU, along with LG&E, is building a 640-MW gas-
fired combined cycle plant at Cane Run. The Cane Run gas plant Is under construction and due to be completed
by tha end of 2015, Cane Run will replace some of the ess economic coal plants totaling 234 MW at Tyrone and
Green River, as wall as the 563 MW retirement of Cane Run coal plant in 2015, KU and LG&E had also planned to
build a 700-MW gas-fired combined-cycle plent at KU's Green River generating slte but the companies withdrew
that proposal In August 2014 as a resuit of municlpal contract terminations at KU,

HEALTHY FINANCIAL PROFILE

KU's financial metrlcs have been strong for its rating. As of September 30, 2014, the ratio of conselidated cash
flow before changes In working capital (CFO pre W/C) to debt was 26% for the last twelve months and for tha
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average of the past three years, Debt to capltalizatlon was 36% for the last twelve months and for the average
over the past three years, KU's financial metrics may decline semewhat over the next few years due to the
expiration of bonus depreciation after 2013 and the large capitel expenditure program. However, we expect KU's
financlal metrics to remaln supportive of its rating levels based on the company's targeted capltal structure of 52%
equlty, which is calculated net of goodwili and fully loaded with rating agency adjustments. KU's goodwill amounted
to $607 milllon at the end of September 2014 and In comparlson total equity, including the goodwill, was $3,170

ralilion.
Liquidity Proflie

KU has adequate fiquidity. As of September 30, 2014, after accounting for all commerclal paper backup and letter
of credits {ssued, KU had $270 milllon avallable under lts $400 million revolving facility. For the past twelve months
ending September 2014, KU had & negativs free cash flow of $352 milllon which is Iikely to be more sizeable in the

- coming years given its large capltal expenditure program, KU's next long-term debt maturity is a $250 million first
mortgage bond lssuance due November 2015, '

LKE manages the liquldity of its Kentucky utility operations on a consolidated basls, KU has a $400 miliion stand-
alone revolving credil facllity and LG&E, it sister affillate, has a $500 miliion stand-alone credit faclity, Both
facilittes expire In July 2019, LKE, KU's parent company, also has a $75 million syndicated credit faciiity that
expires In-Cctober 2018, Each facliity contalns a financlal covenant requiring the companies’ debt to total
capitalization not to excesd 70%. All entities wers In compilance as of September 30, 2014,

Rating Outlook
KU's stable outlook reflects its supportive regulatory environment and solid financial petformance,

What Could Change the Rating - Up

The potential for upgrade Is low dus to the large upcoming capital expenditure programs, However, upward
pressura coufd result shouid the company recelve more favorable regulatory recovery mechanisms for non-
environmental related capital expenditures and malntain its CFO Pre WC/debit ratios at 26% or above.

What Could Change the Rating - Down

KU's ratings could be downgraded shoulfd the company experience an Linfavorable rate case outcome or if
unanticipated changes were made to the regulatory compact that currently provides for imely recovery of costs
and this were to lead to the company's ratios of GFO pre-WC to debt and retained ¢ash flow to debt dropping

below 20% and 15%, respectivaly, for an extended perlod of time,

Rating Factors

Kentucky Utifitles Co,

Regulated Electric and Gas Utilitles Industry | Current LTM [31Moody's 12-18 Month Forward

Grid [11[2] 9/30/2014 ViewAs of December 2014

Factor 1 : Regulatery Framework (25%}) Measure | Score Measure Score
a) Legislative and Judicial Underpinnings of A A A A
the Regulatory Framework

b) Consistancy and Predictability of A A A A
Regulatlon

Factor 2 : Abllity to Recover Costs and Earn

Returns (25%)

a) Timoliness of Recovery of Operating and Baa Baa Baa Baa
Capital Costs

b} Sufflelency of Rates and Returns A A A A
Factor 3 ; Divarsification (10%)

a) Market Posltion Baa Baa Baa Baa
b) Generation and Fuel Diversity Baa Baa Baa Baa
Factor 4 ; Financial Strength {40%)
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2) C}FO pre-WC + Interast/ interest (3 Year)8,2x Aaa 6x-8x Aa
Vg
b) CFO pre-WC / Debt (3 Yaar Avg) 25.7% A 22%-26% A
;3\) C)FO pre-WC - Dividends / Debt (3 Year [19.8% A 16%-19% A
vy :
d) Debt/ Capltallzation (3 Year Avg) 36.3% A 35%-40% A
Rating:
Grid-Indicated Rating Before Notching A2 A2
Adjustment
HoldCo Structural Subordination Notching
a) Indlcated Rating from Grid A2 A2
b} Actual Rating Asslaned A3 A3

[1] Al ratlos are based on ‘Adjusted’ ﬂnan'cial data and Incorporate Moody's Global Standard Adjustments for Non-
Financlal Corporations, [2] As of latest 9/30/2014; Source: Moody's Financlal Metrics [3] This represents Moody's
forward view; nat the view of the Issuer; and unless noted In the text, does not Incorparate significant acquisitions

and divestitures,

This publication doss not announce a credit rating action, For any credit ratings referenced In this publication,
please sees the ratings tab on the Issuer/entity page on hitp://www.moodys.com for the most updated credit rating

action Information end rating history,
p)
Mooby’s
INVESTORS SERVICE

© 2014 Moody's Corporation, Moody's Investors Service, Inc,, Moody's Anaiytics, Inc. and/or thelr ficensors and
affiliates (collectively, "MOODY'S"}, Al rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC, ("MIS") AND ITS AFFILIATES ARE
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATION") MAY INCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN
ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANGIAL LOSS iN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO
INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR
COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR FROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MDODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH
DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECGURITY THAT IS UNDER
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CONSIDERATION FOR PURCHASE, HOLDING, OR SALE,

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOODY'S CREDIT
RATINGS OR MOODY'S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION. IF IN DOUBT YOU
SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER,

ALL INFORMATION CONTAINED HEREIN 1S PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON

WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

All information containad hereln is obtained by MOODY'S from sources befleved by It to be accurate and rellable.
Because of the possibifity of human or mechanical error as well as other factors, however, all Information contained
herein Is provided "AS iS" without warranty of any kind, MOODY'S adopts all necessary measures so that the
Informatlon It uses in assigning a credi rating Is of sufficient quality and from sources MOODY'S considers to be
reliable Including, when appropriate, Independent third-party sources. However, MOODY'S is not an audifor and
cannot In every Ihstance indeperidently verify or valldate information recalved in the rating process or In preparing

the Moody’s Publicatlons,

To the extent permitied by law, MOODY'S and its directors, offlcers, employess, agents, representatives, licansors
and suppllers dlsclalm liability to any person or entity for any Indirect, special, consequential, or Incldental lossas or
damages whalsoever arising from or in connecticn with the information contalned hereln or the use of or Inability to
use any such informatian, even If MOODY'S or any of its directors, offlcers, employaes, agents, representatives,
Hlcensors or suppllers Is advised In advance of the possibifity of such losses or damages, Including but not limited
fo: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financlal
instrument is not the subject of a particular credit rating assigned by MOODY'S,

To the axtent permitted by law, MOODY'S and Its diractors, offlcers, employsss, agants, representatives, licensors
and suppliers disclaim fability for any direct or compensatory losses or damages caused to any parson or entity,
including but not limited to by any negllgence (but excluding fraud, wiliful misconduct or any other typa of llabflity
that, for the avoldance of doubt, by law cannot be excludad) on the part of, or any contingency within or beyond the
controf of, MOODY'S or any of its directors, offlcers, employees, agents, representatives, licensors or suppliers,
arlsing from or In connection with the Information contained herain or the use of or inabllity to use any sush

information,

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
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OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER
WHATSOEVER,

MIS, a wholly-owned credit rating agency subsidiary of Moody’s Corporatlon ("MCOY), heraby discloses that most
Issuers of debt securities (Including corporate and municipal bonds, debentures, notes and commercial papsr) and
preferred stock rated by MIS have, prior to asslgnment of any rating, agreed to pay to MIS for appralsal and rating
services rendsrad by It fees ranging from $1,500 to approximately $2,500,000, MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
afflilations that may exlist between directors of MCO and rated entities, and betwesn entitles who hold ratings from
MIS and have also publicly reported to the SEC an ownership interest In MCO of more than 5%, Is posted annually
at www,moadys .com under the heading "Shareholdsr Relations ~— Corporate Governance — Diractor and

Sharsholder Affillation Policy "

For Australla only: Any publication into Australia of this document is pursuant ta the Australian Financial Services
License of MOCDY'S affillate, Moody's Investors Service Pty Limited ABN 61 003 393 657AFSL 336969 and/or
Moody’s Analytics Australla Pty Lid ABN 94 106 136 972 AFSL 383569 (as applicable), This document is Intended
to be provided only to "wholesale clients" within the meaning of section 761G of the Gorporations Act 2001, By
continuing to access this document from within Australla, you reprasent to MOODY'S that you ate, or are
accessing the document as a representative of, a "wholesale client” and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to "retalf clisnts” within the meaning of
section 781G of the Corporations Act 2001. MOODY'S credit rating Is an opinion as to the creditwarthiness of a
debt obligation of the Issuer, not on the equity securities of the Issuer or any form of secutfty that Is avallable to
retall clients, It would be dangerous for “retall cllents" to make any Investment declslan based on MOODY'S credit
rating. Hf in doubt you should contact your financial or other professional adviser.
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Moobpy’s
INVESTORS SERVICE

Credit Opinion; Kentucky Utilities Co.

Global Credit Research « 08 Dec 2013

Lexington, Kentucky, United States

Ratings
Category Maody's Rating

Rating(s) Under
Outlook Review
Issuer Rating *Baa1
First Mortgage Bonds *A2
Senlor Securad Shelf *P)A2
Sr Unsec Bank Credit Facility *Baa1
Commerclal Paper p-2
Uit Parent: PPL Corporatlon

Rating(s) Under
Qutiook Review
Issuer Rating *Baa3
Pref, Shelf *{P)Ba2

Parent: LGAE and KU Energy
LLC

Rating(s) Under

Outiook Review
lssuer Rating *Baa2
Senior Unsagured *Baa2

* Placed under review for possible upgrade on November 8, 2013

Contacts

Analyst Fhone
Toby Shea/New Yorlk Clty 212.653.1779
Willlam L, Hess/New Yorlc Gity 212,553.3837

Oplnion

Rating Drivers

- Supportive regulatory environment
- Large capital expenditure program
~ High coal concentration

- Strong and stable financlal metrics
Corporate Profile

Kentucky Utlitles (KU: Baat Issuer Rating) is a regulated public utility engaged in the generation, transmission
and distribulion of electricity, KU provides electric service to approximately 510,000 customers in Kentuciy and
29,000 customers In Virginia. lts service terrilory covers approximately 4,800 square miles.

KU is a whoally-owned subsidlary of LG&E and KU Energy LLC (LKE: Baa2 lssuer Rating). KU and its affiiiats,
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Louisville Gas and Electric Company (LG&E: Baa Issuer Rating), are the two maln operating entltles of LKE, LKE
in turn is wholly owned by PPL Corporation (PPL: Baa3 Issuer Rating), a diversifled energy holding company
headquartered In Allentown, PA,

SUMMARY RATING RATIONALE

KU’s Baa1 Issuer Rating refiects its sound financial performance and the credit supportive reguiatory environment
in which it operates, offset in part by a large capital expenditure program and, to a lesser extent, a lack of fusl and
geographic diversity,

DETAILED RATING CONSIDERATIONS
SUPPORTIVE REGULATION PROVIDES FOR TIMELY COST RECQVERY

Wea conslder the Kentucky Public Service Commissjon (KPSC) to be supportive of long term credit quality and
note that it has approved varlous tracker mechanisms that provide for timely cost recovery outside of a rate case,
KU's tracker mechanisms Include a Fuel Adjusiment Clause (FAC), an Environmental Cost Recovery Surcharge
(ECR) and a Demand-Side Management Cost Recovery Mechanism (DSM), KU does not have a decoupling
mechanism In place, which subjects KU's net revenue to weather volatilities. The lack of a decoupling mechanism
Is less of an lssue for non-weather related demand fluctuations because KU has the DSM and expects to have

modest load growth In 2014,

in December 2012, the KPSC approved KU's saltlement regarding the rate case filed In June 2012 which
requestad a base rate Increase of $82 million for electricity (6.5%), to take effect in January, 2013, The settlement
granted KU an increase In electrlc base rates of $51 mifilon with an authorized ROE of 10,256%, The rate case
progressed without being unusually controversial or contentious; we conslder the declsion a constructive resuit,
Dus to the high level of planned capital expenditures, KU is likely to file for another rate case in 2014,

LARGE PLANNED CAPITAL EXPENDITURES

Capltal expenditures for KU are expected to remaln at elevated levels from 2013-2017, Total capltal expenditures
are expscted to ba $3.1 bilion, with $1,2 blillon related to environmental, The total estimated amount represents
aboul 56% of its net book value of property, plant and equipment, which stands at about $5.5 bifffon at the end of

the third guarter 2013.

The disallowance risk assoclated with large capital expenditures {s meaningfully moderated by Kentucky's
supportlve raguiatory environment as detafled above, KPSC is also authorized to grant return on construction
work In progress (CWIP) In rate case proceedings. Moreover, the ECR virtually eliminates regulatory lag for
Investments assoclated with complying with the Clean Air Act and coal combustion waste and byproduct
environmental requirements. The terms of the ECR allows KU to receive the return of and a return on the
Investment starting two months after making the investment, This is highly favorable compared to the traditional
process where regulatory lag could last a few years due o the length of the canstructlon period pius the rate case

proceeding.

HIGH COAL CONCENTRATION

KU's current fuel mix is heavily blased lowards coal, Of its 4.8 GW of generating capacity, 3.4 GW (69%) is coal-
flred and it provides aimost all (95%) of generation. The remaining 31% of the generating capacity Is comprised
malnly of gas- or ofil- fired faciities that are utilized as peakers.

The fuel concentration, though a credit negative, Is acceptable for its rating lavels because Kentucky is very
supportive of the coal industry. Kentucky is one of the leading coal producing states and the coal industry Is very
important to the local economy. The support Is evidenced by the passage of the ECR, which provides the
company with highly favorable terms for its Investments In coal-related environmental expenditures.

KU's fuel mix may also improve In the future as KU, along with LG&E, Is bullding a 640-MW gas-fired combined
cycie plant at Cane Run and plans to bulld a 700-MW gas-firad combined-cycle plant at KU's Green River
generating site, The Cane Run gas plantis under construction and due to be completed by the end of 2015, Cane
Run wilf replace some of the less economic coal plants totaling 234 MW at Tyrone and Green River that are being
closed. The construction of the Green River gas plant has been announced but not yat approved. if approved, itis
expected to be in service by end of 2018 to accommodate expected foad growth,

The operating status of E.W, Brown unit 1 & 2, which accounts for 172 MW of coal generation capacity, was in
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guestion due to environmental complfance concerns, However, the company now believes that It can continue to
operate the plant for a few mare years without a major enviranmental retrofit,

HEALTHY FINANCGIAL PROFILE

KU's financial metrics have been strong for its rating. As of September 30, 2013, the ratlo of consolldated cash
flow before changes In working capital (CFO pre W/C) to debt was 26% for the last twelve months and averaged
24% for the past thraoe years, Debt to capitallzation was 36% for the last twelve months and averaged 37% for the
past three years, KU's financlal metrics may decline somewhat aver the next few years dus to the expiration of
bonus depreciation after 2013 and the large capital expsnditure program. However, we expect KU's financlal
metrics to remain supportive of its rating levels based on the company's targeted capltal structure of 52% equity,
which Is calculated net of goodwill and fully loaded with rating agency adjustments. KU's goodwili amounted to
$607 million at the and of September 2013 and in comparison the total equity, including the goodwill, was $2,963

milifon,
Liquidity Profile

KU has adequate liquldity. As of September 30, 2013, after accounting for all commercial paper backup and letter
of cradifs Issued, KU has $260 million available under its $400 million revolving facility, For the past twelve months
ending September 2013, KU had a negative free cash flow of $267 miflion which is llkely to be sizeable in the
coming years glven Ifs large capital expenditure program, KU's next long-term debt maturity is a $250 milfion first
mortgage bond lssuance due November 2015,

LKE manages the liquidity of Its Kentucky utifity operations on a consolidated basls. KU has a $400 mililon stand-
alone revolving cred facliity and LG&E, it sister affillate, has a $500 million stand-alone credit facility. Both
facllities expire In November 2017, In October 2013, LKE, KU's parent company, entered into a $75 million
syndicated credit facllity that expires in October 2018, Each facility contains a financial covenant requiring the
companies' dabt to total capitalization not to exceed 70%. All entities were in compliance as of September 30,

2013,

Rating Outfook

The review for upgrade reflacts our improved view of US utiiity regulatory relations and credit-supportiveness
generally, as exempliflad in Kentucky with regulatory outcomes including a strong suite of recovery mechanisms.
The continued above-average performance in KU's financial metrics over the near-term driven in part by the credit

suppottive environment is also a conslderation.

What Gould Change the Rating - Up

KU could be upgraded by one notch following the review process currently underway.,

What Could Change the Rating - Down

KU's ratings could be downgraded should the company experiance an unfavorable rate case outcome or if

unanticlpated changes were made to the regulatory compact that currently provides for timely recovery of costs
and this were to lead to the company’s ratios of CFO pre-WC to debt and retalned cash flow to deht dropping

below 20% and 15%, respectively, for an extended period of time.

Rating Factors

Kenfucky Utilities Co,

Regulated Electtic and Gas Utilities Industry [1][2] LTM Mocdy's
09/30/2013 1218
month
Forward
View* As
of
November
2013

Measure |Score

Factor 1: Regulatory Frameworlk (25%) Measure [Score
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a) Regulatory Framework Baa Baa
Factor 2: Abllity To Recover Costs And Earn Rafurns {25%)
a) Abllity To Recover Costs And Earn Refurns A A
Factor 3: Diversification (10%) ~
a) Market Positlon (5%) Baa Baa
b) Generation and Fusl Diversity (5%) B B
Factor 4: Financlal Strength, Liquidity And Key Financial Metrlcs (40%)
a) Liquidity (10%) Baa Baa
b) CFO pre-WC + Interest/ Interest (3 Year Avg) (7.5%) 7.6x | Aa 7.5-7.8x | Aa
) CFO pre-WC / Debt (3 Yoar Avg) (7.5%) 244% | A 22.25% | A
d) CFO pre-WC - Dividends / Dabt (3 Year Ava) (7.5%) 193% | A 17-20% | A
8) Debt/Capitalization (3 Year Avg) (7.5%) 36.9% | A 36-38% | A
Rating:
a) indicated Rating from Grid A3 A3
b} Actual Rating Asslgned Baal A3

* THIS REPRESENTS MOODY'S FORWARD VIEW; NOT THE
VIEW OF THE [SSUER; AND UNLESS NOTED IN THE TEXT
DOES NOT INCORPORATE SIGNIFICANT ACQUISITIONS OR
DIVESTITURES

[1] All ratios are calculated Using Moody's Standard Adjustrents. [2] As of 09/30/2013(LTM); Source: Moady's

Financfal Metrics )
p)
MooDy’s
INVESTORS SERVICE

© 2013 Moody's Investors Service, Inc. and/or its icensors and affillates (collectively, "MOODY'S"), Alf rights
reserved.

CREDIT RATINGS |SSUED BY MOQDY'S INVESTORS SERVICE, INC, ("MiS") AND |TS AFFILIATES ARE
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATIONS") MAY iNCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN
ENTITY MAY NOT MEET iTS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES, NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR, MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT 1S UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE, ‘
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ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR iN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT, Alf information containad harein Is obtained by MOODY'S
from sources belleved by it to be accurate and rellable, Because of the possibliity of human or mechanical error as
woll as other factors, however, all Information contained herein is provided "AS IS* without warranty of any kind,
MOODY'S adopts all necessary measures so that the Information It uses In assigning a credit rating Is of sufflclent
quallty and from sources Moody's considers to be rellable, including, when appropriate, indepandent third-party
sources, However, MOODY'S is not an euditor and cannot In every instance indspendently verify or validate
information received in the rating process, Under no clrcumstances shali MOODY'S have any liability to any
person or entity for (a) any loss or damage In whole or In part caused by, resulting from, or relating to, any error
(negllgent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any of
its directors, officers, employess or agents in connection with the procurement, collection, compiiation, analysls,
Interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special,
consequentiaf, compensatory ar Incidental damagss whatsosver (Inciuding without limitation, lost profits), even if
MOODY'S Is advised In advance of the possibility of such damages, resulting from the use of or inabllity to use,
any such informatlon, The ratings, financial reporting analysis, projections, and other observations, if any,
canstituting part of the informatlon contained hereln are, and must be construed solely as, statements of opinion
and not statements of fact or recommendations to purchase, self or hold any securities. Each user of the
Information contained harein must make its own study and evaluation of each security it may consider purchasing,
holding or sefling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR

MANNER WHATSOEVER.

MIS, a wholly-owned credtt rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most
Jssuers of debt securlties (Including corporate and municipal bonds, debentures, notes and commerclal paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
sarvices rendered by It fees ranging from $1,500 to approximately $2,500,000, MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes, Information regarding certain
affliations that may exist between diractors of MCO and rated entities, and between entities who hold ratings from
MIS and have also publicly reported to the SEC an ownership Interest in MCO of more than 5%, Is posted annually
at odys.com undsr the heading "Shareholder Relations — Corporate Govarnance — Director and

Shareholder Affilation Policy "

For Australia only; Any publlcation into Australia of this document Is pursuant to the Australlan Financlal Services
License of MOODY'S affillate, Moody’s Investors Services Pty Limited ABN 61 003 399 657 AFSL 336969 and/or
Moody's Analytics Australla Pty Ltd ABN 84 105 136 972 AFSL 383569 (as applicable). This dacument Is Intended
to be provided only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY'S that you are, or are
accessing the document as a representative of, a “wholesale cllent” and that nelther you nor the entity you
represent wilf directly or indirectly disseminate this document or its contents to *retall cllents" within the meaning of
sectlon 781G of the Cormporations Act 2001, MOODY'S credit rating Is an opinion as ta the creditworthiness of a
debt obligation of the Issuar, not on the equity securltles of the issuer or any form of security that is available to
retail clients, It would ba dangerous for retall cllents to make any investment decision based on MOODY'S credit
rating. if in doubt you should contact your financlal or other professional adviser.
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Credit Opinion: Kentucky Utilities Co.

Global Credit Research - 19 Nov 2012

Lexington, Kentucky, Unifed States

Ratings

Category

Outlook

Issuer Rating

First Morlgage Bonds

Senior Secured Sheif

Sr Unsec Bank Credi Facility
Commerclal Paper

Uit Parent; PPL Corporation
Outlook

{ssuer Rating

Pref, Shelf

Parent: LG&E and KU Energy LLC
Outlook

lssuer Rating

Senlor Unsecured

Contacts

Analyst
Toby Shea/New York City
William L. Hesa/Now York Clty

Opinion

Rating Drivers

Supportive regulatory environment
Large capltal expenditurs program
High coal concentration

Healthy and stable financlal metrics

Moody's Rating

Stable
Baa1
A2
(P)A2
Baa1
P2

Stable
Baa3
*© (P)Ba2

Stable
BaaZ
Baa2

Phone
Requlred
212,553,3837 ,

Moderata drag from family-wide business risk

Corporate Profile

\ Kentucky Utilities (KU: Baa1 Issuer Rating) Is & regulated public utiiity engaged in the generation, ransmisslon and
distribution of electricity, KU provides slectrlc service to approximately 510,000 customers In Kentuclky and 29,000

customers In Virginia, ts setvice tarrilory covers approximately 4,800 square miles,

KU is a wholly-owned subsidiary of LG&E and KU Energy LLC (LKE: Baa2 Issuer Rating), KU and iis affiliate,
Loulsville Gas and Electric Company (LLG&E: Baa1 Issuar Raling), are two main operating entitles of LKE, LKE In
turn is a wholly owned by PPL Corporallon (PPL: Baa3 lssuer Rating), a diversified energy holding company

headquartered in Allentown, PA,
SUMMARY RATING RATIONALE
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KU's Baa1 Issuer Rating reflacts its sound financial performance and the credit supportive regulatory environment
inwhich it operates offsat in part by a large capital expenditure program and, to a lesser extent, a lack of fuel and
geographlc diversity,

DETAILED RATING CONSIDERATIONS
SUPPORTNVE REGULATION PROVIDES FOR TIMELY COST RECOVERY

We consider the reguiatory authorities in Kentucky as belng supportive to long term credit quality and note that the
Kentucky Public Service Commission (KPSC) has approved various tracking mechanisms that provide for timely
cost recovery outside of a rate case. Approved tracking mechanisms in KU's electric rates include a Fuel
Adjustment Clause (FAC), an Environmental Cost Recovery Surcharge (ECR) and a Demand-Side Management

Cost Recovery Mechanism (DSM),

The FAC Is adjusted monthly and allows the company to adjust rates for the difference between the fuel cast
component of base rates and the actual fuel costs. Additional charges (or credits) to customers occur If aclual fuel
costs exceed (or are below) the embedded cost component, The KPSC requires public hearings at six-month

intervals fo examine past fue! adjustments.

The ECR provides recavery of costs assoclated with compilying wiih the Clean Alr Act as Amended and
snvironmenta! requirements which applies to coat combustion wastes and byproducts. This Is an important factor
given that KU continuss ta invest significantly In emission control devices, Procesdings are conducted every six-

months to evaluate the operation of tha ECR.

Rates also include a DSM provision which Includes a rate mechanism that provides for concurrent recovery of
DSM costs, Including a return on capital, and provides an incentive for implementing DSM programs,

KU has a pending rate case which was flled In June 2012, The request includes a base rate Increase of $82.4
mitlion (6.5%) to take effect in January 2013, Sc far, this rate case has prograssad without being unusually
controverslal or contentious, We consldered the regulatory treatment of the last rate case to be constructive. KU's
last rate case was concluded In July 2010 and resuited In $98 million (8,3%) increase in bass rates for KU,

LARGE PLANNED CAPITAL EXPENDITURES

Capital expendiltures for KU are expected to remaln at elevated levels from 2012-2016. Total capital expanditures
are expected to be $3 billion, with $1.4 blilion related to environmental, The fotal estimated amount represents
about 60% of its nat book value of property, plant and equipment, which stands at about $4.9 biliion at the end of

third quarter 2012,

While this farge capltal expenditure amount ralses the exposure to possible disallowancs, this risk Is meaningfully
moderated by Kentucky's supportive regulatory environment as datailed above, Mare speclfically, KPSC approved
$850 million of environmental spending in December of 2011 through the ECR surcharge mechanism, This
approval sets a yeturn on equity of 10.1% on the $850 milllon but allows a retum of 10,63% on previously appraved
projects, The ECR mschanism provides return on constructlon work during progress and reduges the potential for

disallowance,

HIGH COAL CONGCENTRATION

KU's current fuel mix is heavily blased towards coal, Of its 4.8 GW of generating capacity, 3.4 GW (69%) Is coal-
fired and It provides almost ali (98%) of the energy production. The remalining 31% of the generaling capacity Is
comprised mainly of gas- or of- flred facliities that are utifized as peakers. KU's fuel mix may modestly improve in
the future as KU, along with LG&E, plans to build a 640-MW gas-fired comblined cycle plant at Cane Run by end of
2015 to replace some of fts less economic coal plants totaling 234 MW at Tyrone and Graen Rliver, KU s also
avaluating the trade-offs between Installing additional emission conlrol for two units totaling 272 MW at the E\W,
Brown coal faclilty versus purchasing power from a third-party or bullding new plants. Shutting down the two units
at E\W. Brown could result In a further move away from coal,

We score KU a "B" for Factor 3; Sub-factor 2, Generatlon and Fuel Diversification ta reflect the high coal
concentration,

HEALTHY FINANCIAL PROFILE
KU's financlal metrics have remalned relatively healthy, with a ratlo of consolidated cash flow before changes In
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working capital {CFO pre W/C) to debt averaging nearly 20%, retained cash flow to debt averaging & healthy 17%
and CFQ pre-W/C Interest coverage averaging 5.8 imes aver the past three years, However, these rasuits wers
temporarfly balstered by bonus depreciation, An important rating consideration will be the manner in which future
capital iInvestment is financed to include, when necessary, an antieipated lssuance of PPLcommon equity to help
finance the very large emount of planned capital investment,

MODERATE DRAG FROM FAMLY-WIDE BUSINESS RISK

KU's credit quallty s moderately Impacted by the riskier family-wide risk profile dus to its afflliates! involvement in
unreguleded generation. Unregulated activity current represents about 25%-~30% of PPL's consofidated net income,
Howaver, its share has been declining and wiil likely continue to decline as PPL continues to grow s regulated
operatlons through acquislions (most recently the acquisition of PPL WEM Holdings in 2011} and elevated growth
inrate base ($8 to $9 bifiion over the next three years), Earning contribution from PPL's merchant operations Is

also down bacause of low power prices,
Liguldity Profile

KU has ample liquidity. Though KU has a $400 million stand-alone revolving credit facility, LKE manages the
liquidity of its Kentucky utility operations on a consolidated basis. KU's sister afflliate, LG&E, has larger facilily with

a $500 milllon capacity, Both facilities expire In November 2017,

Additionally, LKE, KU, and LG&E all participate In an Intercompany money pool agreement whereby LKE and/or the
operating subsidiaries can make avallable any excess funds (up to $500 miffion) to thelr affifiate utility at market-
based rates, LKE also has Intercompany borrowing access from PPL Investment Corporation to borrow up to

$300 million on an Intarcompany bass,

Moody's obsarves that at Septsmber 30, 2012, both KU and LG&E had full access to sach of their respective
revolvers, Each facility contains a financial covenant requiring the utifity's debt to total capitalization not to exceed
70%, as calculated In accordance with the credit faciifty. Also, in Aprif 2011, KU entered into an additional $198
million lefler of credit facility expiring In April 2014, which KU uses to support outstanding tax-exempt bonds,

As capltal Investment increases, we anticlpate LKE and its subsidiarles bacoming more active short-term
borrowers with an eye towards permanently funding the short-term debt with perlodic Issuances of long-term debt

and equity contributicns from PPL.
Rating Outlook

The stable outlook considers the continued above-average performance in KU's financial metrics over the near-
term driven In part by cradit supportive regulatory outcomes Including a strong suite of recovery mechanisms. The
stable outlook further conslders our belfef that the sizeable capital Investment program wii be financed in a credit
benign manner to Include the issuance of equity when needed,

What Could Change the Raiing - Up

In light of a very large multi-year capital spending program, prospacts for an upgrade may be chailenging in the
near-term. However, should KU finance its matertal capital expanditures In a conservative fashion and maintain a
favorable regulatory construct, KU's rating could be upgraded, particularly if its ratios of CFO pre-WC to debt and
retainad cash flow te debt exceed 22% and 17%, respectively, on a sustalned basis.

What Could Change the Rating - Down

KU's ratings could be downgraded should the company experience an unfavorable rate case outcome or if
unanticlpated changes were mads to the regulatory compact that currently provides for timely recovery of costs
leading to the company's ratios of GFO pre-WG to debt and retained cash flow to debt dropping below 16% and

11%, respectively,
Other Consliderations

Moody's evaluates KU's consolidated financlal performance relative to the Regulated Elaciric and Gas Utilitles
rating methodology published In August 2008 and as depicted In the grid below, KU's indicated rating under this
methodology on both a historical and projected hasis is Baa1 consistent with current Issuer Raling.



Attachment to Response to KU KIUC-2 Question No, 21b
Page 15 of 67
Arbough

Rating Factors

Kentucky Utilitles Co,

Regulated Elestric and Gas Utiitles Industry [1)[2) Current Moody's
LTM 1218
6/30/2012 month
Forward
View* As of
November
2012
Factor 1) Regulatory Framework (25%) Measure|Score Measure |Score
a) Regulatory Framework Baa : Baa
Factor 2: Ability To Recover Costs And Earn Returns (25%)
a) Abllity To Recover Costs Ahd Eam Returns A A
Factor 3; Diversification (10%)
a) Market Position (5%) Baa Baa
b) Generation and Fuel Diversity (6%) B B
Factor 4: Financial Strength, Liquidity And Key Financial
Metrics {40%)
a) Liquldily (10%) Bea Baa
b) CFO pre-WC + Interest/ Interest (3 Yaar Avg) (7.5%) 6.3x Aa 6.2-7x | Aa
o) CFO pre-WG / Debt (3 Year Avg) (7.5%) 21% | A 20-24% | A
d) CFO pre-WC - Dividends / Debt (3 Year Avg) (7.6%) 18.3% | A 14-18% | A
o) Debt/Capltallzation (3 Year Avg) (7.5%) 30.8% | A 37-41% | A
Rating:
a) Indicated Rating from Grid A3 Baa1
b) Actual Rating Asslgned Baa1 Baa1

¥ THIS REPRESENTS MOODY'S FORWARD VIEW; NOT THE
VIEW OF THE ISSUER; AND UNLESS NOTED IN THE TEXT
DOES NOT INCORPORATE SIGNIFICANT ACQUISITIONS OR
DIVESTITURES

{1] Al ratios are calculated using Moady's Standard Adjusiments. [2] As of LTM 6/30/2012(L); Source: Moody's

Financial Melrlcs
H ¥
Moopy'’s
INVESTORS SERVICE

© 2012 Meady's Investors Service, Inc, and/or is licensors and affiflates (collectively, "MOODY'S"), All ¥ights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE
MOODY'S CURRENT QPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOCDY'S PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT
OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR
DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET
ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT
LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND
MOODY'S OPINIONS INCLUDED IN MOODY'S PFUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR
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HISTORICAL FACT, CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PRCVIDE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND
DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES,
NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN
INVESTMENT FOR ANY PARTICULAR INVESTOR, MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL
MAKE TS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR

PURCHASE, HOLDING, OR SALE,

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT
LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED,
FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR
SUBSEQUENT USE FOR ANY SUCH PURPOSE, INWHOLE OR IN PART, INANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT, All Infarmation
contained hereln Is obtalned by MOODY'S from sourcés believed by it to be accurate and rellables, Because of the
possibility of human or mechanical error as well as othar factors, however, all Information contalned herein Is provided
"AS iS" without warranty of any kind, MOODY'S adopts alf necessary measures so that the Information it uses in
asslgning a credit rating Is of sufficient quality and from sources Moody's considers to be relfable, including, when
apprapriate, independent third-party sources, However, MOODY'S s not an auditor and cannot in every instance
Independently verify or validate information received in the rating process. Under no circumstances shall MOODY'S have
any llabllity to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to,
any error (negligent or otherwlae) or other circumstance or contingency within or outslde the control of MOODY'S or any
of its dlrectors, officers, employeas or agents in connection with the procurernent, collection, compliation, analysis,
Interpretation, communication, publicatlon or dellvery of any such information, or (b} any direct, indlrect, apecial,
conseguential, compensatary or Incldental damages whatsoever (Including withaut limitation, last profits), even
MQODY'S Is advised In advance of the possibility of such damages, resulting from the use of or Inabiltty to use, any such
information, The ratings, financial reporting analysis, projections, and other ohservations, if any, constltuting part of the
Informatlon contalned herein are, and must be construed sofely as, statements of opinfon and not statements of fact or
recommendations to purchase, sell or hold any securities, Each user of the Information contained hersin must maie its
own study and evaluation of each security It may conslider purchasing, holding or selting. NO WARRANTY; EXPRESS
OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
PARTICULAR PURPOSE OF ANY SUGH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY

MOODY'S INANY FORM OR MANNER WHATSOEVER,

MI8, a wholly-owned credit rating agency subsidlary of Moody's Corporatlon ("MCO"), hereby discloses that most issuers
of debt securitias (including corporate and municlpal bonds, debentures, noles and commercial paper) and preferred
stock rated by MIS have, prior to assignment of any rating, agreed fo pay to MIS for appralsal and rating services
rendered by It fees ranging from $1,500 to approximately $2,500,000, MCO and MIS also maintain policles and
procedures to address the Independence of MIS's ratings and rating processes. Information regarding certain affiiations
that may exist hetween direclors of MCO and rated entitles, and between entitles who hold ratings from MIS and have
also publicly reported to the SEC an ownership Interest in MCO of mora than 5%, is posted annually at
www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and Shareholder

Affillation Pollcy,”

Any publication into Australla of this document Is by MOODY'S affillate, Moody's investors Service Pty Limited ABN 61
003 399 657, which holds Australlan Financlal Services License no, 336969, This document s intended to be provided
only to "wholesale cilents" within the meaning of saction 761G of the Gorporations Ast 2001. By continuing to access this
document from within Australia, you represent to MOODY'S that you are, or are accsssing the document as a
representative of, a "wholesale cllent” and that neither you nor the entity you represent will directly or indiractly
disseminate this document or ita contents to retalf cllents" within the meaning of section 761G of the Corporations Act

2001,

Notwithstanding the foregoing, credit ratings assigned on and after Octaber 1, 2010 by Moody's Japan K.K, ("MJKIK") are
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MJKK's current opinfons of the relative future credit risk of entitles, credit commitménts, or debt or debt-like securities. In
such a case, "MIS" In the foregoing statements shall be deemed to be replaced with “MIKK", MIKK Is a whally-owned
credit rating agency subsidiary of Moody's Group Japan G.K,, which is whally owned by-Moody's Overseas Holdings Inc.,

a whelly-owned subsidiary of MCO,

This cradit rating is an opinion as to the creditworthiness of a debt obfigation of the issuer, not on the equity securities of
the issuar or any form of security that s avallable to retall Investors, it would be dangerous for retall Investors o make
any investment decision based on this credit rating, If in doubt you should contact your financial or other professlonal

adviser,



Attachment to Response to KU KIUC-2 Question No. 21b
Page 18 of 67
Arbough
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Credit Opinion: Kentucky Utilities Co.

Global Credit Research ~ 16 Nov 2011
Lexinglon, Kenfucky, Unlled Sialeg

Ratings:

Category Moody's Rating
Qutlook Stahle
lssuer Rating Baa1
First Morlgags Bonds A2
Sr Unsec Bank Cradit Faclity Baatl
Ult Parent: PPL Corporation

Outlook Stable
lssuer Railng Baa3
Parent; LO&E and KU Energy LLC

Outleok Stahis
Issuer Rating Baa?
Sanior Unsecured . Baa2
Contacls "

Analyst Phone
A.J. Sahatefle/New York City 212,553.4136
Wililarn L, Hess/Naw York Clty 212.553,3837
Opinlon’

Rating Drivers

Regulatory environment provides for timely recovery of costs
Constructive outcomse of most recent rate case and recently announced setilement forlifies credit supportive regulatery environment

Elevaled capital expenditure spending program due to environmental Inltlatives
Lack of fuel diverslty refating to ils slecirlo generating portfolic

Heulthy and stable financlal melrkes
PPL's acquisition strategy has reduced family-wide business risk

B

Corporate Proflle

Kantucky Ulilites (KU; Baa1 Issuer Raling) is a regulated pubfic utlity engaged In the generation, transmission and distributlon of alectricity. KU
provides olacirio service to approximately 616,008 customera In Kentucky and 30,000 customers In Virginla, its service territory covers

approximatsly 8,600 aquare mifeg, KU's coal-flred slsotric generating plants produce most of its electricity.

KU is a wholly-owned subsidiary of LG&E and KU Energy LLC (LKE: BaaZ2 Issuor Rating), KU and lta affifiate, Loulsviile Gas and Elecirlc
Company (LGAE: Baat lssuer Rating), ara separato operating entlies of LKE, wholly owned by PPL Corporation (PPL: Baad issuer Rating), a

diversifled energy helding company headgquarisred in Afentown, PA.

SUMMARY RATING RATIONALE

KU's Baa1 Issuar Rating reflects lts sound flnanclal performance and the credit supportive regulatory environment offset In part by a lack of fuel
diversity relating to lis elactric generating portfolio, a modestly sized service lerritory, and a large capltal expsenditura program.

DETAILED RATING CONSIDERATIONS
SUPPORTVE REGULATION PROVIDES FOR TIMELY COST RECOVERY

In July 2010, the Kentucky Publio Service Commission (KPSC) lasued an order relaling to KU and LG&E's January 2010 rate case flings with
new rates effective August 1, 2010, Specifically, KU was granted a $98 million eleatrlc rate Increase, or 73% of its requested $135 mililon
Increase, LG&E was granted a $74 milllon electrlc rate Incraase, or 78% of lls raquested $96 million incresse and a $17 milfon gaa rate
Increase (74% of the $23 million requasted). The KPSC order was based on an ROE range of 10,0 to 10,5%.

Moody's considers the regulatory authoritles In Kentucky as baing genorally supperiive to long term credit quality and notes that the KPSC has
approved various tracking mechanisms that provide for timely cost recovary outside of a rate case. As part of a ssltlement agraemaent rafating
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to the PPL's acquisition and approved by the KPSC, KU and L.G&E agresd to a moratorium on any base rate Increase until January 2013, As
suoh, the utlites may be challengad to control thelr respactive oparaling expenses during this parfod; however, approved tracking macharisms
in KU's elactrle rafes Include a Fuel Adjusiment Clause (FAC), an Environmenial Cost Recovery Surcharge (ECR) and a Demand-Side
Management Cosl Recavery Mechanism (DSM) should help in managing the operating mergin during the interim perlod. The FAC Is adjusted
monthly and allows the company fo adjust rates for the difference between tha fus! cost component of base rates and the actual fuel costs,
Additlonel charges (or credits) to customers cccur If actual fuef costs exceed (or are below) the embedded cost component, The KPSC
requlres public hearlnga at six-month Infervals to examine past fuel adjustments,

The ECR provides KU racovery of costs assoclated with complying with the Clean Alr Act as Amended and any other snvironmentaf
requirement which appies to coal combustion wastes and byproduots. This {s an Important factor given that KU and LB&E coniinus to invest
slgnificantly In emission control devices, Proosedings are conducted every six-monihs fo evaluate the operation of the ECR. LG&E's rates also
Include a DSM provislon which Includes a rate mechanism {hat provides for cancurrent recovery of DSM costs and provides an incentive for

implementing DSM programa,

In Virginla, KU filad an application in Aprif 2011 with the Virginia Commissfon roquesting an annuaf increass In base rates for s Virginia
customners of $3,3 miflicn or approximately 14%, which is equivalont to an 11% retum on equity. In Sepiamber 2011, a seltiement stipulation was
reached between KU and the Virginla Commission stalf, In Ocieber 2011, the Virginla Commission approved the stipulatlon with two
modifications that were accepled by KU, The approved annual revenue increase Is $7 mifiion with new base retes sffectiva November 1, 2011,

SETTLEMENT WITH INTERVENORS LARGELY ADDRESSES MAJOR ENVIRONMENTAL OVERHANG

In June 2011, KU and L.G&E fllad a new ECR to request approval to Install environmental upgrades for thelr coal-lred plants afong with the
recovery of he expected $2.5 bifion In costs. The appllcations sought approval fo nstefl environmantal upgrades at certaln of the plants during
2012-2018, including recovery through the ECR surcharge mechanism of approxdmate capital costs of $1,1 bilion at KU and $1.4 bifilon at
LG&E, plus operaling expenses, On Novembar 9, 2011, KU and LG&E entered into a setilament agreement with the Interveners In thelr
praceedings befora the KPSG relating fo thelr praposed ECR plans. Tha setllemant provides that the partiss will favorebly recommend to the
KFSC for approval, or not oppose, approximalely $2.25 billicn of the $2.5 bilfion in capltal projects for whioh approval was originally ret]uested,
constituting approximately $883 milifon and $1.4 bilfion at KU and LG&E, respectively, Under the seltlemant, the $2417 milllon In remalning capital
costs are deferrad and may be the aubject of fulure regulatory proceedinga for approval fo consfruct the deferred projects and recover the
assoclated costs through the ECR surcharge mechanism. The deferred projects refate fo certaln proposed environmental upgrades af KU's
E.W. Brown plant, for which KU retains thae right fo operate and dispalch In accordance with applicable environmental standerds, The
sstllement conflrms an extsfing 10,63% authorized return on equity for projects remalning from eariler ECR plans and provides for an
authorized raturn on equity of 10,10% for (his fiing.

Aa part of the sellfement agreement, provisiona exlst requlring both companles to increase funding levels for certain heating assistance
programs for Jow-Income customers. The satiiernent remains subject to approval by the KPSC which Is expactad In December 2011,

In light of the outcome of the company’s 2010rats case, the selilement reached with partles on the ECR proposal, and the menu of recovery
mechanisms that exist In the state, we view the regulatory environment at the upper end of the Baa rating factor for Factor 1: Regulatory
Framework within Moody's mathodology, end at the lower end of the A oategory for Factor 2; Ability to Recover Costs and Earn Returns,

COAL-FIRED BASELOAD GENERATION, WHILE COST GOMPETITVE, EXPOSED TO FUTURE ENVIRONMENTAL REGULATION OR
ROLICES

Coal units account for approximately 60% of KU's owned capaclty, and 98% of its generation, This significant amount of coal-flred generation
axposes KU to Impending legislative or regulatory policles aimed af reducing CO2 and other emissions, Our rating Incorporates the view that
this concentration and futura exposure risk s mitigated by the ability to recover such casts under the ECR surcharge.

Moody's acknowledges that a core aspect of this conceniratlon risk s the fact it continues to provide the modestly sized service terrifory wih
refiable, low-cost sleciric gensration scurced In farge measure by reglonaf fuef sources.

That belng sald, some of LG&E's coal fleat wiit be shut down following existing and pending EPA regutations, which mandates reductions in
NOx and 302 amissions starting In 2012, On Sepfember 16th, LG&E and KU filed a certificata of public convenience (CPCN) for the
construotion of a 640-MW natural gas comblned cycle facility at the Cane Run coal site, LBG&E intends to shut down &ll three coal unila at Cane
Run by 2016, The companles flled thelr application with Loulsville Mairo Ar Pollution Cantrol Dietrict In June 2011 and expect the KPSC to rule
on the CFCN by Aprff 2012, Once appraved, construction at Cane Run is expacted (o begin In 2012 and be completed by 2016, replacing all

cogl goneration with natural gas.
Moody's obsarves that the EFA's revised National Amblent Alr Quallty Standards will further restrict NOx and SO2 emisslons beginning in 2010
and 2017, which could further Impact LG&E’s and KU's coal generating untis.

fn Hight of thi fuel concentration risk, we soore KU a "B" for Factor 3; Sub-factor 2, Generation and Fuel Diversiilcation to reflect the iaci of fuel
diversificalion as substantlally all fta current generation Is produced from coal-red power plants,

EXPANDING CARITAL EXPENDITURE PROGRAM

Capltal expenditures for KU ara expected to be $330 miliion for 2011, of which $139 million Is earmarked for environmental refated
requirements, Capllal expendliures over the nexi four years are expecied to substantially Increase to $857 mijiion In 2012, §787 mifilon in 2013,
$788 miffion In 2014, and $879 milllon in 2016, Environmental capital expenditurea represent the primary reason for the Increase with such
costs accounting for 8440 miliion In 2012, $564 million in 2013, $664 miilion In 2014, and $428 milfion In 2015, The myjority of these
snvironmental capl{al oosts are expected to be recovered under the company’s ECR should the proposad settlement he approved by the

KPsC,

HEALTHY FINANGIAL PROFILE

KU's flnanclal metrics have remalined relatlvsly healthy, with a ratlo of consolfdated cash flow hefors changes In working capital (CFO pre W/C)
to debt averaging nearly 18%, retained cash flow to dabt averaging a healthy 18% and CFO pre-W/C interest coveraga averaging 6.2 timea over
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the past three years, While these standatone credit metrics strongly pesition KU In the ouirent rating categary, the rating also considers the
Incremental debi that exists at holding company LKE as well e the likely siraln on the balance shest given the subatantial size of fulure capita)
apending. An important rating considerafion will be the manner In which future capital Investment s financed fo Include, when necessary,
anficipated lssuance of PPL commean equily to help finance the very large amount of ptanned oaplial Investment,

PPL'S ACQUISITIONS HAVE TRANSFORMED STRATEGY, LOWERING QVERALL BUSINESS RISK

PPL's acquisitions of LKE, which closed in November 2010, was followad in Aprif 2011, with the acquislion of the Central Networks elsctrlcity
distribution business (since renamed PPL WEM Holdings (PPL WEM, rated BaaG?' for £3.,6 billion ($6,7 bilion} In vash, Inclusive of cerlain
permitted pre-closing adjustments, plus £600 milllon {$800 million) of existing public debt sssumed through consolidation,

Complation of these two aoquisitions have reduced PPL's overall business risk, making It less commodily sensitlve, which we belleve indiractly
benefits the operallons at KU, We estimate that at least 70% of consofidated results going forward wilf ba provided by predictable, rate regulated
businesses from three different jurlsdictions, tweo of which have, In our oplinicn, an above-average regulatary proflle, Together, we esiimate that
the UK and Kentugky operations alone will provide about 65% of the company’s earnings and cash flow In most years.

Liquidity Profile

KU maintains a $400 milffon senfor unsecured revolving cradit facilty, that explres In Qctober 20186, of which the entire $400 millfon is avallable
at Seplember 30, 2011, The facllity contalns a financial covenant requiring KU's debi to total capitalization not to exceed 70%, as calculated in
accordance with the oredit faoility, In addition, In Aprif 2041, KU entered into an additional $198 latter of credit facillty expiring in Aprit 2044, which
KU uses to support outstanding {ax-exempt bonds, Additionally, KU paricipates In an Intercompany money poo! agreement whereby LKE and/or
LL.G&E can make avaflable to KU excess funds (Up to $400 milllon) at market-based rates, At September 30, 2011, there was no balance
outstanding under the money pool, As caplta} invesiment Inoreases, Moody's antinipates KU being & more active short-term borrower with an
eya towards permanently funding the short-term dabt with perledio Issuances of long-term debt and equity confributions.

At September 30, 2011, KU's tax-exempt ravenue bonds that are In the form of auction rate sacuritles and total $98 million cont!ntie fo
exporience falled auctions, Therelors, the Interest rate continues o be set by a formula purauant to the relevant Indentures, For the nine months
ended September 30, 2011, the welghted-average rate on KU's auction rate bonds In fotal was 0,28%, . :

Rating Outlook

The stable cutlook considere tha continued abeve-average performance In KU's financlal matrica over the near-term driyen In part by cradit
supportive regulatory outcomes Including a streng sulte of recovery mechaniams. The stable outlool furlher cansiders our beflef that the
sizeabla capltal Investment program will ba financed in a credit benign manner to Inolude the fssuance of equily when needed,

What Could Changa the Rating - Up

In light of a very large mulll-year capial spending program, prospecis for an upgrade may be challenging in the near-term, However, should the
proposed ECR settfement be adopted and KU finances its materlal capiial expenditures in a conservative fashion, KU's rating could be
upgraded, parficularly If lts rallos of CFO pre-WG to debt and retainad cash flow to debt exceed 22% and 17%, respactively, ona sustalned

basls,
What Could Changs the Rating - Down

KU's rafings could ba downgraded should the company encounter unexpested problems obtaining ECR cost recovery or If unanticipated
ohanges wera made fo the regulatory sompact that currently provides for iimely racovery of costs leading to the company's ratios of CFO pre~
WC to debt and ratalned cash flow to deht dropping below 16% and 11%, respeotivaly,

Ofher Conslderations

Moody's evaluates KU's consolidated finanolal performance ralafive fo the Regulated Electric and Gas Utifitles rating methodology publis hed in
August 2009 and as depicied In the grid befow, KU's Indicated rating under the grid Is Baa1 on both a historlcal and projected basls consistant

with KU's existing Bua1 [ssuer Raing,

Rating Factors’ -7 1 foyon i sl el e
Kentucky Utifitles Co,

Current Moody's 12-18
Regulated Electrlo and Gas Utllitles Industry [1]2] et mgn o

Forward View*
As of June
2011

Fastor 1: Regulatory Framework (26%) Msasure {Score Measure  [Score
2) Regulatory Framework Baa Baa
Factor 2: Abllity To Rocover Costs And Earn Returns (25%)
a) Abliity To Recover Costs And Earn Returns A A
Factor 3: Diversification {10%)
a) Market Positlon (6%) Baa Baa
b) Generatlon and Fuel Diversity (6%) Ba Ba
Factor 4: Financlal Strength, Liquidity And Key Financial Metrics (40%)
a) Liquidity (10%) A | A
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b) CFO pra-WC + Intarest/ interest (3 Yoar Avg) (7.5%) 6.2x A 5-8.6x A
) GFO pre-WC / Debt (3 Yaar Avg) {7.5%) 187% | Baa 16-22% | Baa
d} CFQ pre-WG - Dhidends / Debt {3 Year Avg) (7.6%) 17.9% A 14-18% A
o) Debt/Capltalizatlon {3 Year Ava) (7.6%) 43.6% A 40-45% A
Rating:

a) Indicated Rating from Grid
b} Actual Rating Asslgned

Baa1 Baa1
Baai Baa1i

* THIS REFRESENTS MOODY'S FORWARD VIEW; NOT THE VIEW OF THE
ISSUER; AND UNLESS NOTED IN THE TEXT DOES NOT INCORPORATE
SIGNIFICANT ACQUISITIONS OR DIVESTITURES

{1] All ratios are calculated using Moody's Standard Adjustments. [2] As of 12/31/2010(L); Source: Moody's Financial Metrios

Mooby's
INVESTORS SERVICE

© 2011 Moody's Investore Sarvics, Inc, and/or lis icansors and affllates (callactively, "MOODY'S"), All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC, ("MIS") AND ITS AFFILIATES ARE
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S (*MOODY'S PUBLICATIONS") MAY INGLUDE MOODY'S GURRENT
OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR
DEBT-LIKE SECURITIES, MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET
ITS CONTRACTUAL, FINANGIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT, CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK;, INCLUDING BUT NOT
LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK; OR PRICE VOLATILITY, CREDIT RATINGS AND
MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR
HISTORICAL FACT, CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE
INVESTMENT OR FINANCIAL ADVIGE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND
DO NOT PROVIDE RECOMMENDATIONS TQ PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES,
NEITHER CREDIT RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN
INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL
MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT |5 UNDER CONSIDERATION FOR

PURGHASE, HOLDING, OR SALE,

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT
LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED,
FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR
SUBSEQUENT USE FORANY SUCH PURPOSE, IN WHOLE OR IN PART, INANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BYANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT, All information
centained hereln is obtalned by MOODY'S from sources belleved by it to be accurate and rellable. Becausn of the
possibillty of human or mechanical error as well as other faclors, howsver, all Information contalned hareln s provided
"AS 18" without warranty of any kind, MOODY'S adops all necessary measures so that the information it uses in
assigning a credit raling Is of suificient quallly and from sources Moody's canslders to be rellable, Including, when
appropilate, Independont third-party souroes. However, MOODY'S s not an auditor and cannof In every instance
Indepandenily verlfy or validate Information recelved In the refing process, Under no clrcumnstances shall MOCDY'S have
any llabliity fo any person or entity for (a} any loss or damage in whole or In pert caused by, resuliing from, or relaling to,
any error {negligent or otherwiss) or other circumatanoe or contingenoy within or outsids the control of MOODY'S or any
of lis direotors, offlcers, employsss or agents in connection with the proourement, collection, compilation, anulrsls,
Interpretatlon, communleatlon, publication or delivery of any such information, or (b) any direat, Indirect, speolal,
¢onsaquental, compenaatory or Incldental damages whatsoever (Including without fimitatlon, fost profits), even If
MOODY'S Is advised In advanoe of tha possibility of such demages, resulling from the use of or Inability to use, ahy such
information. The ratings, financlal reporting analysis, projections, and other observatlons, If any, consilituting part of tha
Infermation contalned herein are, and must be construed sofely as, stalsments of opinion and not statements of fact or
racommendations to purchase, sell or hold any securillas, Each uger ¢f the information contalned hereln must make its
own study and evaluation of each security It may cansider purchasing, holding or seling, NO WARRANTY, EXPRESS
OR IMPLIED, AS TO THE ACCLIRACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION 18 GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

5

MIS, a whotly-awned credit rating agenay subsidlary of Maody's Carparatien ("MCO"), hereby discloses that mostlssuers
of debt seouritios (including corporate and municipal bonds, debeniures, notes and commerclal paper) and prefarred
stock rated by MIS havs, prior to assignment of any rating, agreed ta pay to MIS for eppralsal and rating services
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rendered by It feas ranging from $1,500 {o approximately $2,600,000, MCO and MIS also maintalnh policles and
proceduras lo eddress the Indepandence of MIS's rafinge and rating processes. Information regarding certain affliatlons
that may exst between directars of MCO and rated entiles, and belween entiffes who hold ratings from MS and have
also publicly reported (o the SEC an cwnershlp inferest in MCO of mare than 6%, Is posted annually at

under the haading "Sharshalder Relations —- Corparate Governance -~ Director and Shareholder

0
Affiilation Policy,”

Any publicaion Into Australla of this document is by MOODY'S affliate, Moody's Investors Service Pty Limited ABN 61
003 369 667, which holds Australian Financlal Services License no, 336969, This document la Infended fo be provided
only to "wholesale cllants” within ihe maaning of section 761G of the Carporations Aot 2001, By continuing to acoess this
document from within Ausiralia, you represant to MOODY'S that you are, or are acoessing ths documaent as a
representative of, a "wholesals client” and that nelthaer you nor the enlity you represent will diractly or Indiractly
disseminate this document or its contents to "retall clients” within the meaning of section 761G of the Corporations Act

2001.

Notwithstanding the foregolng, credit reitngs assigned on and after October 1, 2010 by Moodys Japan KK, ("MJKK®) are
MIKK's current oplnfons of the refative future credit risk of entities, credit commitments, or debt or debt-like securities, In
such a case, "MIS” In the foregoing statemanis shall be deemed to ba replaced with “MJKK", MJKK is a wholly-owned
aradtt raling agency subsidiary of Moody's Graup Japan G.K,, which is wholly owned by Moady's Overseas Holdings Inc.,
a wholly-owned subsidiary of MCO,

This credit rating s an opinion as to the creditwarlhiness or a debt obligation of the lssuar, not on the equity securliies of
the Issuer ar any form of securlly that Is avafiable to retalf investora, & would be dangerous for retall Investors to make
any Investment declislon based on this cradit rating. If in doubt you should gontact your financlal or other professlonal

adviser,
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GLOBAL INFRASTRUCTURE FINANLE

{

Kentucky Utilities Company

{$ Thousands, as Adjusted) .
2007 2008 2009 LTM3Q10

2006
Interest Expense ‘ $43.905 $59,232 $83,044 $83,950 $85,835
CrO $227,000 $318,000 $298,000 $286,667 $376,667
Change in wic ${46,000) ${1,000) $(10,000) $(87,000) §(72,000)
CFO-w/c §273,000 $319,000 $308,000 $353,667 $44B,667
Change In other A&L $(25,000) ${6,000) $(5,000) $7,000 $104,000
FFO $298,000 $325,000 $313,000 $346,667 $344,667
Dividends §- $- $- $- $(50,000)
CFO-wj/c-dividends $273,000 $319,000 $308,000 $353,667 $398,667
RCF (FFO-Div} $298,000 $325,000 $313,000 $3486,667 $294,667

$(351,000) $(749,000) $(692,000) $(522,667) $(362,667)

CapEx
FCF $(124,000) '$(43‘),000) $(394,000) $(256,000) $(36,000)
As Rpt STD $97,000 $23,000 $16,000 $45,000 $61,000
As Rpt Gross Debt $843,000 $1,264,000 $1,532,000 $1,682,000 $1,682,000
As Rpt Total Debt $940,000 §1,287,000 $1,548,000 $1,727,000 $1,743,000
Change in Debt $347,000 $261,000 $179,000 $16,000
Pension AdJustment $50,000 $20,000 $123,000 $97,000 $97,000
;e; Lease Adjustment $36,000 936,000 $54,000 $60,000 $60,000
S Other Adjustrment $- $- §- v §-
Total Adjustments $86,000 $56,000 $177,000 $157,000 $157,000
Tatal Adj Dabt $1,026,000 $1,343,000 $1,725,000 $1,884,000 $1,900,000
Minerity interest §u S $~ §- $-
Totat Ad] Equity $1,183,000  $1,435,000 $1,744000  $1,952,000  $2,029,000
Deferred Tax Liabllity (LT) $289,000 $285,000 279,000 $336,000 $378,000
Total Ad} Capitallzation $2,508,000 $3,063,000 $3,748,000 $4,172,000 $4,307,000
(CFO-w/c -+ Interest) / Interest 7.2 6,4x 4.7x 5.2x 6.2x%
(CFO-w/c) / Debt 26,6% 23.8% 17.9% 18.8% 23,6%
FFO / Debt 29.0% 24.2% 18.1% 18.4% 18.1%
(CFO-wfc - Dividends) / Debt 26.6% 23.8% 17.9% 18,8% 21.0%
RCF / Debt ‘ 29.0% 24.2% 18.1% 18.4% 15.5%
Debt / Capitalization 4039% 43.8% 46.0% 45.2% 44,1%
FCF / Delrt -12.1% -32.1% -22.8% ~13.6% -1.9%

CREDIT AMALYSIS: PPL CORPORATION

20 NOVEMBER 30, 2015
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Credit Opinion: Kentucky Utilities Co,

Kentucky Utilities Co.

Lexington, Kentucky, United States

Ratings

Category Moody's Rating

Qutlook Stable

Issuer Rating A2

Ult Parent: E.ON AG

Outlook Stable

Senlor Unsecured -Dom Curr A2
P-1

Commerclal Paper
Parent: E, CN U,S. LLC
Outiook Stable

{ssuer Rating A3
Contacts

Analyst Phone
Scott Solomon/New York 212.5583,4358
Willlam L. Hess/New York 212,553,3837
Opinlon

Rating Drivers

E.QON AG ownership strengthens KU's financlal position
Regulatory compact allows for the timely recovery of costs
Elevated capital expenditure spending program

Abliity to manage a successful outcoms for a recently filed rate case

Corporate Profile

Kentucky Utilitles (KU) is a reguiated public utility sngaged in the generation, transmission and distribution of
efectricity, It provides electricity to approximately 512,000 customers in 77 countiss In central, southeastern and
western Kentucky and to approximately 30,000 customers in & counflss in southweslern Virginla and 5 customers
In Tennesses. KU's ccal-fired slectric generating plants produce approximately 89% of its electricity with the
remainder generated by a hydreslectric powsr plant and natural gas and oll fueled combustion turbinss, In Virginia,
KU operates under the name Old Dominion Power Company. The company also selis wholesale electric snergy to

12 munigipalities,

KU is a wholly-owned subsidiary of E.ON U.S, LLC (A3 Issuer Rating). E.ON U.S. s an Indirect wholly-owned
subsldiary of E.ON AG (A2 sanlor unsscurad), KU's afflllate Louisvilie Gas and Electric Company (LG&E: A2
Issuar Rating), Is a regulated public utifity also operating in Kenlucky. Although LG&E and KU are separate lagal
antlties, they are operated as a single, fully Integrated system and provide the majority of the consoildated

earnings and cash flow of E.ON U.S, LLC,

SUMMARY RATING RATIONALE

Moody's evaluates KU's consolidated financlal performance relative to the Regulated Electric and Gas Utililles
rating mathodology published In August 2009 and as deplcted In the grid below, KU's Indicated rating under this

methodology is A3 compared to its A2 sanfor unsecured rating,
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KU raceslves a one notch rating it from its ownership by E.ON AG. Specifically, E.ON AG's size, scale and crodit

profile has historically provided KU considerable liquldity and financial flexibllity primarlly in the form of Inter Arbough
company funding and a liberal dividend policy that in our opinion conslderably strengthens KU's financlal position.

Inter-company debt accounted for approximately 80% of KU's approximate $1.7 billion of debt at September 30,

2009,

The rating and outiook of KU could be affacted If E,ON AG's senior unsecured rating wers fo be pressured,

In addition to its ownership by E.ON AG, KU's A2 senior unsecurad rating reflacts its historical financlal metrics
combined with regulatory supportiveness provided by the Kentucky Public Service Cammisslon (KPSC) and its

historical abliity to recover costs in a timely manner,
STRONG FINANCIAL PROFILE AND CONSERVATIVE FINANCIAL POLICY

While down slightly irom prior jevels due primarily to inter-company debt Incurred to fund its environmentai
spending requirements and construction of its Trimble 2 generating facllity, KU's key financial metrics remain within
a notch or twa of its current rating, Specifically, KU's rato of consolidated cash flow before changes n working
capital (CFO pre W/C) to debt and CFO pre-WI/C interest coverage for the twelve months ended September 30,
2009 were approximately 18% and 4.5 times, respectively,

In January 2009, a significant winter lce storm passed through KU's service territory causing approximately
199,000 customer outagss, folfowed closely by a severe wind storm in February 2009, causing approximately
44,000 customer outages, KU incurred $62 million of incremental operation and malntenance expensos related to
the restoration following the two storms, KU has heen allowed by the KPSC to astablish a regulatory asset for Its
2009 storm costs and has requested recovery of these costs, In September 2009, the company recognized a

regulatory asset of $57 milllon for actual costs Incurred,

KU's rating Is notched upward to reflect the beneflts assoclated with its ownership by E.ON AG. The beneflts
Includs inter-company funding support and a dividend pollcy that has not required KU to make any dividend
payments since its capital spending requirements began to ramp up in 2006, Rather, KU has recelved equity
contributions during this timeaframe in order o maintain an approximate 53% equity capitalization,

CONSTRUCTIVE REGULATORY ENVIRONMENT

KU has an snvironmental cost recovery mechanism in its electric rates that allow for the recovery of environmental
costs, including a 10.63% return on equity, This ls an Important factor glven that KU and LG&E's combined
environmental capital spending has been estimated lo be approximately $700 million In aggregate during the
three-year period ending 2011, Proceedings ars conducted every two years to evaluate the operation of the
envircnmental cost racovery mechanism. The utlities also benefit from a fuel adjustment clause that eliminates

supply cost volatiiity,

KU filed a rate case In January 2010 reguesting a $135 mililon or 11.6% base electric rate Increass with a
preposed effective date of March 1, 2010, The rate increase Is needed to cover Increased costs, to provide a
return on the company's conslderable investments in Its Infrastructure, primarity the new 750MW Trimble 2 coal
ptant, and to recover cosls assaclatad with storm restorations, The KPSC has ths abliity to suspend the proposed
rate Increase for up to 6 months, The current weak statewlde economic environment could present a challange for

KU In its efforts to manage a successful rate outcems

LARGE CAPITAL EXPENDITURE PROGRAM

The company Is nearling construction completion of the Trimble 2 generating station of which LG&E and KU own
undivided 14.26% and 60.7 5% interests, respectively. The remaining 26% Interest is owned by regional municlpal
power entities. The generating staflon is expected to begin commercial operation during the summer of 2010 at a

total cost to KU and LG&E of approximately $300 milifon.

KU's capital expenditures are expected to still remain significant going forward, estimated at $1,300 milffon for the
three year period ending December 31, 2011, incremantal Inter-company funding Is anticipated in order fo finance
in parl these expenditures. KU's capital expanditures totaled $378 milifon for nine months ended September 30,

2009 and $690 mifion for FY 2008,

Liquidity

KU's external sources for fiquidity Includes a $35 million bifateral line of credit with a third party lender due June
2012 and an Inter-company money pool agreement where E.ON U.S, and/or LG&E make up to $400 miliien of
funds available to KU, KU's horrowing under the inter-company money pool at Septamber 30, 2009 was $23
million, There were no borrowings under the bilateral line of credit, which is used to backstop a similar amount of
poliution controf revenue bonds that are subject to tender for purchase at the option of the heider,
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Rating Outlook

The stable rating outiook reflscts Moody's expectation thal KU wiit continue to show slrong fundamentals and that
inter-company funding suppart wil continue to be provided by E.ON AG.

What Could Change the Rating - Up
In light of KU's slzeable expendlture pragram, limiled prospects exist for the rating to be upgraded over the next

several years. Longer-term, core flnancial metrics would need o improve considerably, such as CFO pre W/C to
debt greater than 30%, for Moody's to consider an upgrade.

What Could Change the Rating - Down
Moody's would consider a rating downgrade If E. ON AG's senlor unsecured rating was downgraded from ils

current A2 level, if inter-company funding support was discontinued or significant changes were made to the
environmental cost recovery mechanism or if GFO pre-W/C declined to below 15%.

Rating Factors
Kentucky Utllities Co,

Regulated Electric and Gas Utilities Aaa | Aa A Baa Ba B

Factor 1: Regulatory Framewark {25%)

Factor 2: Ability to Recaver Costs and Earh Returns X
(25%})

Factor 3: Diversification (10%)

a) Market Position (5%)

b) Genaratlon and Fusl! Djversily (5%)

|Factor 4: Financial Strength, Liquidity and Key Financial
Metrics (40%)

a) Liquidity (10%)

b) CFQ pre-WC + Interest / Ineterast (7.6%) (3yr Avg)

c) GFO pre-WC / Debt (7.5%) (3yr Avg)

d) CFO pre-WC - Dividends / Debt (7.5%) (3yr Avg)
&) Debt / Capitalization or Debt / RAV (7,5%) (3yr X

Avg)
Rating:
a) Methodology implted Senior Unsecured Rating
b} Actual Senlor Unsecurad Raling

x

A3
A2
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to purchase, sell or hold any * "securities, NO WARRANTY, EXPRESS QR IMPLIED, AS TO THE ACCURACY, TIMELINESS, *
"COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE * "OF ANY SUCH RATING OR DTHER
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" Muooty's avesiors Service
Credit Opinion: Kentucky Utilities Co,

Kentucky Utilities Co,

Lexington, Kentucky, United States

Ratings
Category Moody's Rating
Quticok Stable
Issuer Rating A2
First Mortgage Bonds Al
Senior Securad Shelf {P)A1
Uit Parent; E.ON AG

Rating(s) Under
Quilook o )Review
Bkd Sr Unsec Bank Credit Facility -Dom *
Curr Aad
Senior Unsecured MTN -Dom Curr *Aal
Commercial Paper -Com Curr Aad
Parent; E, ONU,S. LLC
Quttook Stable

Issuer Rating A3

* Placed under review for possible downgrade on February 22, 2006

Contacts
Analyst Phone
Scott Solomon/New York 1.212.553,16563

Richard E, Donner/New York
Danle! Gates/New York

Key indicators
Kentucky Utilities Co,

LTM 9/2005 2004 2003

Funds from Operatlons / Adjusted Debt 26.6% 32.8% 31.6%

Retained Cash Flow / Adjusted Debt 18.1% 24.1% 31.6%

Common Dividends / Nat Income Available for Common 56.5% 47.2% 0.0%

AdJusted Funds from Operatlons+Ad}. Interest/ Ad). 7.51 9.35 9.9
Interest

Adjusted Debt / Adjusted Caplialization

Net [ncome Avallable for Common/ Common Equily

44.7% 41.9% 43.5%
12.8% 13.8% 10.1%

Nota: For definitions of Moody's most common rallo terms please see the accompanying {/ser's Gulde,

Cpinlon
Credit Strengths

Kentucky Utlities Company's credlt strengths include:
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Solid track record of managing costs, maintaining low rates and focusing on customer satisfaction; Arbough

Stable, supportive regulatory environment,
Credit Challenges

Kentucky Utifittes Company's credit challenges Include:

Possibillty that senlor unsecured rating of the ultimate parent company E, ON AG may deciine to a level equal to or
below the rating of KU's direct parent E. ON U.S LLC.

Supporting the Increasing native load reguirements;
Managing environmental and regutatory capital requirement;

Rating Rationale

Kentucky Utiiities Company's (KU) A2 Issuer Rating is basad on the utility's strong financlal profile, favorable cost
positions and balanced regulatory environments,

The ratings of KU were afffrmed following the action that piaced the ratings of the ultimate parent company E. ON
AG under review for possible downgrade upon the announcement of its cash offer to acquire 100% of the equity
Interest in Endesa SA for approximately $35 bilfion plus assumption of about $31 billion existing debts, Moody's
indicated that, while the magnitude of any downgrade can only be assessed when the transaction price is finalized,
the most likely rating outcome for E. ON AG would be a senlor unsecured debt rating that s weakly positioned at

A2, If the acquisition offer wera to be successful,

KU receives intercompany funding support provided by E. ON AG and its affflated companies and benefits from
advantegeous borrowing terms. KU's financlal focus Is supported by a demonstrated record of cost control,
productivity enhancements, network service performance, a focus on customer satisfaction and a balanced
regulatory environment, KU and its affiliata, Louisville Gas & Electric (A2 Issuer Rating), enjoy an environmental
cost recovery mechanism in thelr slectric rates that allows for the recovery of environmenta! costs associated with
meeting its obligations under federal and state statutes and a fuel adjustment clause that eliminates supply cost
volatility. Qver the next few years, the challenges ahead for both utilities include supporting the level of demand in

the service territory and maintaining an adequate reserve margin.

Although LG&E and KU are separate legal entitles, they are operated as a single, fully integrated system and
provide the majority of the consolfdated earnings and cash flow of E.ON U.S, LLC,

Rating Qutlook

The stable rating outiook reflaects Moody's expectation that KU will continue to show strong fundamentats.

What Could Change the Rafing - UF

With E. ON AG's offer for Endesa, Moody's does not see any likely upward rating pressure.

What Could Change the Rating - DOWN

Moody's would conslder a rating downgrade If E. ON AG's senior unsecured rating were to decline to a level equal
to or below the ratings of US entities as a result of the acquisition of Endesa, or significant changes were made to

the environmental cost recovary mechanism.

© Copyright 2006, Moody's Investors Service, Inc. and/or lts ficensors Including Mcody's Assuranca Company, Inc.
(together, "MOQDY'S"), All rights reserved.

ALL INFORMATION COMTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW ARD NONE OF SUCH INFORMAT EO( MAY BE
COPTED OR OTHERWISE REPRODYCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFEARED, DISSEMIMATED

REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURITOSE, 1N WHOLE OR I VJ\l\ T, IN ARY
FORM OR MANKER OR BY ANY MEANS WHATSOEVER, &Y ANY Fl—RaON WITHOUT MOQDY'S J*MOR WRIF&FN CONSENT, All
informalion contained herein Is obtained by MOODY'S front sources beltaved by it to be aceurate and rellable, Because of the
possibility of human or mechantcal error as well ag other factars, howevear, such infarmation is pruv!de "as 18" without warranly

file://C:\Documents and Settings\e006256\Local Settings\Temporary Internet Files\OLK3E\... 3/6/2006



Kentucky Utilities Co. V Page 3 of 3

Attachment to Response to KU KIUC-2 Question No. 21b

of any kind and MOQDY'S, in particutar, makes no representation or warranly, express ar implled, as o the accuracy, time!lir;ss,

completeness, merchantablitty or fitness for any particutar purpose of any such information, Under no crcumstances shall age 30 of 67

MOODY'S have any hability to any persan or entity for (a) any Joss or damaga ta whole oy In part causes] by, resulting from, or Arbough

ralating to, any error (Degligent or otherwise) or other creumstance or contingency within or outside the control of HOODY'S or g

any of its directors, officers, employees or agents in connection with the pracurement, callaction, ¢ampilation, analysis,

Interpretation, communitation, publication or dehvery of sny such information, or (b} any diact, Indlirect, spactat, congequential,

compensatory or Incidental damages whatsoever (inciuding without imitation, lost profils), even W MOODY'S s advised n

advance of the possibility of such damages, resulting from the use of or nabllity lo use, any such Information, The credit ratings

and firancial reporting analysis observations, If any, constituting part of the infarmation contained harein are, and raust be

constried solely as, statements of opimon and not statements of Fact or recommendations o purchase, sell or bold any

sequritlas, NO WARRANTY, EXPRESS QR TMPLIER, AS T0O THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABLILITY DR

FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER QPINION OR INFORMATION IS GIVEN OR MADE BY

MOODY'S IN ANY FORM OR MANNER WHATSOEVER, Each rating or other opinlon must be welghed solely as one facter In any

Investment decision made by or on hehslf of any user of the nformation contatned herain, and each such usar must accordingly

maka its own stucdy and evalugation of each security and of each Issuer and quarantor of, and aach provider of crdit support far,

each security that [t may consider purchasing, holding or geliing,

MOODY'S hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and
commercial paper) and prefarred stock rated by MOODY'S have, prier to azalynment of any rating, agreed to pay to MOOGDY'S for
apprafsal and rating services rendered by it Fees ranging rom $1,500 to $2,400,000. Moody's Corporalion (MCQ) and Its wliniy-
ovaatt credit vating ageney subsidinryg, Mondy's Tnvestors Sarvice (MIS), slen mainkzn polcies and poradures 1 address the
independence of MIS's ratings and rating procasses. InFormation regaraing cartamn affiiations that msy exist b

biveen directors
of MCO and rated entities, and between entitfes who hald raikws from MIS and have also publicy sepoited to the a0
owriershin interest In MCO of more than 5%, 18 posted annmally on Mondy's websita st wwy, mondys.caom under the heading
"Shareholder Relations -~ Corporate Govarpancs - Director and Shareheider Afffilation Policy,”

Moady's Investors Service Ply Linvited does not hodd an Australian financtal seivices Hcence under the Carporations Act, This
cradit rating opinion has been prepared withaut Laking into aceount sny of your alyectives, financlal situation or needs, You
shiould, before acting on the opinion, constder the appropriatanass of the opinten fraving regard o your own olijectives, finariclal
sttuatton and neids.
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Prepared for John Early ' All figures quoted In miliions based on antities' current reporting currency

Kentucky Utilities Co. (8BBwWatch Pos/A-2)

Business Description®

Kentucky Utilities Company, a regulated utility, Is engaged in the generation, transmission, distribution, and sale of electricity in
Kentucky, Virginia, and Tennessee. The company serves its Virginia customers under the Old Dominion Powsr nams; and its
Kentucky and Tennessee customers under the KU name. It generates electricity coal, oil, gas, and hydro sources. As of
December 31, 2013, the company had 4,739 megawatts of elactric power generation capacity. Its transmission system included
137 substations with a total capacity of 14 miflion kilovolt-ampere (kVA) and 4,079 pole miles of lines; and distribution system
comprised 480 substations with capacity of 7 million kVA, 14,134 circuit miles of overhead lines, and 2,288 milles of underground
conduit cable mlles. The company provides electric services to approximately 514,000 customers in 77 counties in centrai,
southeastern, and western Kentucky; approximately 29,000 customers In five countles in southwestern Virginia; and
approximately ten customers in Tennessee. It also sells wholesale electricity to 12 municipalities in Kentucky under load
following contracts. The company was Incorporated in 1812 and is headquartered in Lexington, Kentucky. Kentucky Utilities
Company Is a subsidiary of LG&amp;E and KU Energy LLC.

Major Rating Factors*

Strengths:

+ Stable and predictable cash flows;

« Credit-supportive regulatory environment In Kentucky;

» Competitive rates; and

= Efficient operations and high customer satisfaction ratings.

Weaknesses:
o Little fuel diversity, the company's plants are virtually al coal-fired;

» Exposure to pending environmental standards; and
» Linked to parent credit quality.

5&P Issusr Credit Rating Rating Date Rating CreaditWatch/Outiook CraditWatch/Outiook Date
Foreign Currency LT 02-Mar-2011 BBB Waltch Pos 10-Jun-2014

Foreign Currency ST 15-Apr-2011 A-2

Local Currency LT 02-Mar-2011 BBB Walch Pos 10-Jun-2014

Local Currency ST 15-Apr-2011 A-2

www.standardandpoars.com/ratingsdirect

Copyright © 2014 Standard & Poor's Financlal Services LLC, a part of McGraw-HIli Financlal, Ali rights raserved, 101295 | 300055285
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Previous ICR

Rank Issuers ICR ICR Date Previous ICR Date CDS(bps) MDS
1 EPCOR Utilitles Inc. A-{Stable/-- 26-Sep- BBB+/Posltive/- 25-Jui-2013
2014
2 Interstate Power & Light Co. A-/Stable/A-2 11-Jan-2013  BBB+/Stable/A-2 24-Jan-2012
3 Southwestern Public Service A-/Stable/A-2 23-Jun-2010  BBB+/Positive/A-2 10-Jun-2009
Co,
4 Kansas Gity Power & Light Co. BBB+/Stable/A-2 01-May- BBB/Posltive/A-2 24-Apr-2013
2014
5 Potomac Elsctrc Power Co, BBB+/Stable/A-2 01-Jul-2010  BBBAWatch Pos/A-  21-Apr-2010
2
6  Kentucky Utllities Co, BBB/Walch Pos/A-  10-Jun-2014  BBB/Stahle/A-2 16-Apr-2011
2
7  PPL Electric Utilitles Corp, BBBMatch Pos/A-  10-Jun-2014  BBB/Stable/A-2 15-Apr-2011
2
8 Portland General Electric Co. BBB/Stable/A-~2 29.Jan-2010  BBB+/Negative/A-2  28-Jan-2009
8  Southwestern Electric Power BBB/Fasitive/-- 29-Sep- BBB/Stable/-- 07-Mar-2003
Co. 2014
10 Jersey Central Power & Light BBB-/Stable/NR 11-Feb- BBB/Stabls/NR 01-Aug-2008
Co. 2010
11 Chlo Edison Co. BBB-/Stable/A-3 11-Fab- BBB/Stable/A-2 01-Aug-2008
2010
2

Standard & Poor's | RatingsDirect

Copyright © 2014 Siandard & Foor's Finaneial Sarvices LL.C, a part of McGraw-Hill Financial. All rights reserved,

101205 | 300066285
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Profitability Leverage Deht Servicing
EBITDA

Cash Flow Op. Inc./ Debt/ Int, Cov. FOCF/

Issuers | Revenus EBITDA FromOps. CAPEX FOCF Rev. (%) | EBITDA (x) {x) Debt (%)

Potomac Electric Power 2,105.00 575,60 425,35 54725 (121.90) 27.34 3.85 4,71 (6.51)
Co. (80-Sep-2014)*

PPL Electric Utilitles | 1,997.00  701.13 647.32 979,00 (331.68) 34,68 3.93 5.16 (12.05)
Corp. (30-Sep-2014)*

Jersay Central Power 1,877.00 542,50 235.64 232,00 3.64 28.90 4,36 3,63 0.15
&amp; Light Ce, (30-
Sep-2014)*

Porlland General | 1,899.00 647,12 54596 1,029.86 (483.81) 33.87 413 4,60 (18.12)
Electric Co. (30-Sep-
2014)*

Southwestern Electric 1,850,02 523,05 516,98 508.42 7.56 28.27 4.48 5,08 0.32
Power Co. (30-Sep-
2014)*

Kentucky Utilities Co. | 1,730,00 662.14 577.25 761.00 (183.75) 38,27 3.68 7.21 (7.54)
{30-Sep-2014)*

Interstate Power &amp; 1,880.10 436,35 332.01 485680 (153.89) 22.87 4,05 4.04 (8.71)

Light Co, (30-Sep- :

2014

Ohio Edison Co. (30- | 1,629.00 665,50 238.84 161.00 77.84 40.85 2,05 5,35 571
Sep-2014)*

Kansas City Power 1,736.80 580.00 504.65 602.40 (97.75) 33,07 4.78 3.8B3 {3.53)
&amp; Light Co, (30-
Sep-2014)*

EPCOR Utilities Inc, (30- 1,697.43 419.21 304.05 346.29 (42,23) 23.75 4.61 3.46 (2.19)
Sep-2014)*

Southwastern Public 1,6883.31 434,61 33818 56343 (225.25) 23.08 3.87 3,68 (13.39)
Service Co. (30-Sep-
2014y

Peer Group Average 1,843.97 562,46 424,11 6G6.14  (141.03) 30.45 3.98 4.60 (5.00)

*LTM as of

Al figures quoted in milifons USD , based on the Issuers basae currapcy.

2013 2012 2011 2010 2009
2013 vs Peers 2012  vs Peers 2011 vs Peers 2010 vs Peers 2009 vsPeears
Revenue 1,635.00 1,785,089 1,524.00 1,721,39  1,64B.00 1,804.39 1,611.00 1,887,862 1,355.00 2,003.73
EBITDA 637.14 539,68 530.40 482,15 563.40 484.63 517.50 506,58 430,00 500,62
Cash Flow From 515.45 362.64 517,59 415,03 466,67 360.68 379.82 361.24 266,60 332,07
Operations
CAPEX B56.82 542,95 498,90 426.68 283.34 352.98 384,01 34597 521,60 435,17
’E;'ee Orperating Cash (341.37)  (180.31) 18,70 (11.62) 182.33 7.71 (4.19) 15.27 (263.00)  (103.10)
ow
;x;)nuai Revanue Growth 7.28 472 (1.58) (4.18) 2.45 (1.68) 11,51 (3.38) (3.49) (5.65)
0
DebI/EBITDA (x} 3.86 4.00 4,00 . 4,10 3.61 3.88 3.97 3.79 4.44 3.78
Operating Income 38.97 30.07 34.80 28,59 36.40 26,88 34,25 26.84 31.73 25,65
(BefD&A)/Ravenue (%)
EBITDA/Interest (x) 8.84 512 7.39 4,83 7.70 4,84 6,35 5,01 5,36 5,08
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2011

2010

2009

2013 2012
2013 vs Paers 2012  vs Peers 2011  vs Pears 2010 vs Poors 2009 vs Paers
FOCF/Debt (%) (16.06) (9.70) 1,05 (0.42) 8,96 0,36 (0.38) (017)  (15.23) (5.64)

Annual Annual Annual Annual Annual
- 31~ 31~ 3- 31-
Dec- Dec- Dec- Dec- Dec-
2013 2012 2011 2010 2009
usb usbD uUsD usbD usD
Sales 1,635,00 1,624.00 1,548.00 1,511.00 1,355,00
Other operating revenues —_ o — — e
Revenues, pre-adjusted 1,636.00 1,624.00 1,648.00 1,611,00 1,355.00
Less: Captive finance 0.00 0.00 0,00 0.00 0.00
revenies
Plus: Revenues, consolidating — — — — —
(deconsolidating)
Less: Nonrecourse interest 0.00 0.00 0.00 0.00 0.00
Less: Securitized interest 0.00 0.00 0.00 0,00 0,00
Less: Amortized portion of 0.00 0.00 0.00 0,00 0,00
nonrecourse debt
Less: Amortized portion of 0.00 0.00 0.00 0.00 0,00
securitized debt
Plus; Revenues - o e — — —
Finance/interest Income
Plus: Revenues - Profit on —t —_ e — —
disposals
Plus; Revenues - Derivatives - — — b -
Revenue - Other — — — — i
Revenues, adjusted 1,636,00 1,624,00 1,648.00 1,611.00 1,356.00
Cost of goods sold 610.00 607.00 628,00 670,00 633,00
SG&A et — — — —
R&D — e — - s
Raw materials, supplies, and e — - - -
merchandise
Change In stocka 0,00 0.00 0.00 0.00 0.00
Capitalized costs 0.00 0.00 0.00 0.00 0.00
Staff expense, total — - - — —
Taxes other than incoms 24.00 23,00 18.00 — —
Operating expanse, other 382.00 364.00 362.00 346.00 320,00
Income (expense) of 0.00 0.00 0.00 0.00 0.00
unconsolidated companias
Special items (disposals, 0.00 0.00 0.00 0.00 0.00
restructuring, FX, asset sales)
Total operating expense (bef, 1,016.00 1,014,00 1,009.00 1,016.00 963.00
D& A), pra-adjustad
Operating income (bef. 619.00 510,00 539,00 495.00 402,00
D&A), pre-adjusted
Plus: Trade recelvabies sold — - - -~ -
Plus; OLA rent 9,50 9,00 8.50 7.50 8.00

Standard & Poor's | RatingsDirect
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Attachment to Response to KU KIUC-2 Question No, 21b

Annual Annual Annual Annual Annual
31- - 31 31- 31-
Dec- Dec- Pec- Dec~ Dec-
2013 2012 201 2010 2009
usp usp usD usp uUsD

Less: Captive finance 0.00 0,00 0.00 0.00 0.00
revenues

Plus: Captive finance operating 0.00 0.00 0.00 0,00 0.00
oXpense

Plus; Revenues, consolidating e -
(deconsolidating)

Less: Expenses, consolidating 0.00 0,00 0.00 0.00 0.00
{deconsolidating)

Less: Nonracourse interest 0.00 ' 0.00 0,00 0.00 0.00
Less; Securitized Interest 0,00 0.00 0.00 0.00 0.00
Less: Amortized portion of 0.00 0.00 0.00 0.00 0,00
nonrecaourse dobt

Less: Amortized portion of 0.00 0.00 0,00 0.00 0.00
securitized debt

Plus; ARO finance cosls . 4.00 3.00 3.00 0,00 2,00
Plus; PPA depraciation e o — —
Plus: PPA Interest expense 0,00 0.00 0.00 0.00 0.00
Less: Capitalized development 0.00 0.00 0.00 0.00 0,00
costs

Less: Infrastructure renewal 0.00 0.00 0.00
cosis

Plus; Capitalized Interest — -

(EBITDA transfar from

Inventory)

Plus: Pension & other 4,64 8.40 12,90 15.00 18.00
postretirement expense

Plus: Revenues - — —
Finance/nterest Income

Plus: Revenuas - Profit on o —
disposals

Plus; Revenues - Derivatives — —_
Revanue ~ Other e e
Plus: COGS- Restructuring — - - -
costs

Plus: COGS- Valuation — — — —
gains/(losses)

Plus: COGS- Other non- — — — o
operating nonrecurring items

Plus; COGS- LIFO Liquidation e — — —
gains

Plus: SG& A- Rastrueturing —_ — — —
costs

Plus: SGA& A- Valuation — — — —
gains/(losses)

Plus; SG& A- Other non- — — — e
operating nonrecurring ftems

Pius: R& D- Restructuring e — —
costs

0.00 0.00

www.slandardandpoors,com/ratingsdirect
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Attachment to Response to KU KIUC-2 Question No. 21b
o age36:0f67

Annual Annuai Annual Annua Annual

31- M- - - 31-

Dac- Dec- Dec- Dec- Dec-

. 2013 2012 2011 2010 2009

usbh uUsb usp usb usp

Plus; R& D- Valuation —_— - — e —
galns/(iossas)

Plus: R& D- Qther non- — — — — —

operating nonrecurring items
Plus: RMS& M- Restructuring — — — -
costs

Plus: RMS& M Valuation v — — —
galns/{losses)

Pius: RMS& M- Other non- — — —
oparating nonrecurring items

Plus: Staff - Restructuring - — —
costs

Plus: Staff - Valuation — - —
gains/(losses)

Pius: Staff - Other non- _— — _—
operating nonrecurring items

Plus: EBITDA - Income e — — —
{expense) of unconsolidated

companies

Plus: EBITDA - Gain/(Loss) on — - —
disposals of PP&E

Plus: EBITDA - Fair valug — e —_—
changes of contingent

conslderation

Plus: EBITDA - Foreign — — —_
Exchange gain/{loss)

Plus: EBITDA - Restructuring - —_ —

costs

Plus: EBITDA - Derivatives —_ — — — -
Plus: EBITDA - Streaming — — — — .
transactions

Plus: EBITDA - Settlemsnt e — — — —
(Hligation/insurance) costs

Plus: EBITDA - Valuation - —_ —_ — —
galns/(losses)

Plus: EBITDA - Business — o — — —_—
Divestments

Plus: EBITDA - Inventory — — — e —
Plus: EBITDA - Other — —_— — — —
Income/(expense)

Plus; EBITDA - Other - — J— —_ —
Operating income (bef. D& 637.14 53040 §63.40 617.60 430.00
A), adjusted :

Impafrment charges/(reversals) — - - — —
Assat valuation gains/(losses) 0.00 0.00 0.00 0.00 0.00
D& A 186.00 193.00 186,00 145.00 133.00
D&A, Impairment & Valuation 186.00 193.00 186.00 145.00 133.00

changes, pre-adjusted

Standard & Poor's | RatingsDirect : 6
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Attachment to Response to KU KIUC-2 Question No. 21b
370

Annuat Annual - Annual Annual Annual

31- a1- 3. 31~ 31-
Dec- Dec- Dac- Dec- Dec-
2013 2012 2011 2010 2009
ush uUsD usp usD usp
Plus: OLA depreclation 6.92 6,66 6,72 5.82 6.27
Less; Captlve Finance 0.00 0.00 0,00 0.00 0,00
depreciation
Plus: Depreclation, —_— — — e —
consolidating (deconsolidating) )
Less; Amortized portlon of 0.00 0.00 0.00 0.00 0.00
nonrecourse deht
Less: Amortized portion of 0.00 0.00 0.00 0.00 0.00
securltized debt
Plus: PPA depreciation — — — — —
Less: Amortized development 0.00 0.00 0.00 0.00 0.00
cosis
Less: Infrastructure renawal 0.00 0.00 0.00 0.00 0.00
costs

Plus; D&A - Asset Valuation — - —_
gains/(losses) ’

Plus: D&A - impairment -— —
charges/(reversals)

Pius: D&A - Revarse Goodwlll —_ — —
amortisation

Plus: D& A - Other — — o
D&A, adjusted 192.92 199,66 192,72 160.82 139,27
Operating income (after 444,23 330,74 370,68 366.88 290,73
D&A), adjusted

Non-operating incoma (3.00) (8.00) (1.00)
(expense), total

EBIT, pre-adjusted 430.00 309.00 352,00 351.00 276.00
Plus: EBIT - Finance/Interest — ot - -
Income

Plus; EBIT - Income (expense) e — —
of unconsolldated companies

Plus: EBIT - Other — — s s
Less: Captive Finance 0.00 0.00 0.00 0,00 0.00
investment income

Plus: Non-operating — —
Income/(expense),

consolidating (deconsolidating)

Plus: Transfer pmt. (to) from 0.00 0.00 0.00 0.00 0.00
captlve fin, co.

EBIT, adjusted 441.23 322,74 369.68 367.68 296,73
Interest expense, pro- 70,00 69.00 70.00 78,00 76,00
adjusted

Plus: Capitalized interest 0.00 0.00 0.00 0.00 0.00
Capitalized interest not in o -
capex (some IFRS credits)

Plus; OLA interest expense 2.58 2.34 1.78 1.68 1,73
Plus: Interest from receivables 0.00 0.00 0.00 0.00 0.00
sold

1.00 6.00
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Attachment to Response to KU KIUC-2 Question

Analyti
1:(11212-438-780

3

Annual

No. 21b

67

Annuat Annual Annual Annual
- 31 M- - -
Dec- Dec- Dec- Dec- Dec-
2013 2092 2011 2010 2008
USD ushD usD usD usD
Plus: recelvables sold interest — - — e —
adjustment
Less: Captive finance Interest 0.00 0.00 0.00 0.00 0.00
Plus; Interest expense, — — — — —
consolidating (deconsclidating)
Plus: PPA interest expense 0.00 0.00 0.00 0.00 0.00
Plus: ARO finance costs 4,00 3,00 3.00 0.00 2,00
Less: Nonrecourse Interest 0.00 0.00 0,00 0,00 0,00
Less: Securitized Interest 0.00 0.00 0.00 0.00 0.00
Plus; Low equity hybrid —_ — . - - -
dividend accrual
Less: High equity hybrid 0.00 0.00 0.00 0.00 0.00
Interest expanse
Lass; intermediate-equity 0.00 0.00 0.00 0.00 0.00
hybrid Interest expense
Plus: intermediate-equity 0.00 i 0,00 0.00 0.00 0.00
hybrid dividend accrual :
Plus: Penslon & Other 1.68 6.74 7.91 9,92 11.03
postretirement interest
expense
Plus: inferest expense - e — — — —
Derivatives
Plus: Interest expense - — — — — —
Sharshoider loan
Plus: Interest - Streaming o — — — —
transactions
Plus: Interest expense - Other 1.82 1.82 1.82 1.82 1,70
Interest expenss, adjusted 80.09 82.90 84.52 81.43 91.47
EBITDA, pre-adjusted 619.00 §10.00 838,00 495,00 402.00
Plus: Trade Receivables sold - — — — —
Plus: OLA rent 8.60 9.00 8.50 7,50 8.00
Less: Captive finance 0.00 0.00 0,00 0.00 0.00
revenuss
Plus: Captive finance operating 0.00 0.00 0.00 0.00 0.00
expense
Plus: Revenuss, consolidating — — — — —
(deconsolidating)
Less: Expenses, consofidating 0,00 0.00 0,00 0,00 0.00
(deconsolidating)
Less: Nonrecourse interest 0,00 0,00 0.00 0,00 0.00
Less; Securitized Interest 0,00 0.00 0.00 0.00 0.00
Less; Amortized portion of 0,00 0.00 0.00 0.00 0.00
nonrecourse debt
Less: Amortized portion of 0.00 0.00 0.00 0.00 0.00
securitized daht
Plus: ARO finance costs 4,00 3.00 3.00 0.00 2.00
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Attachment to Response to KU KIUC-2 Question No. 21b
39.0f67

Annual Annual Annual Annual Annual
3. ’ 31~ 31 31 31-
Dec- Dec- Dec- Dec- Dec-
2013 2012 2011 2010 2008
UspD usD uso uspD usb
Plus: PPA deprectation —_ e — _— —
Plus: PPA interest expense 0.00 0.00 0.00 . 0,00 0.00
Less: Capitalized development 0.00 0.00 0.00 0.00 0.00
costs
Less: infrastructure renewal 0.00 0.00 0.00 0.00 0.00
cosfs
Plus; Capitalized Interest — - — — —
(EBITDA transfer from
inventory)
Pius: Exploration costs - - — — —
Plus: Dividends recsived from e — — — —
equity Investments
Plus: Pension & other 464 8.40 12.80 16.00 18.00
postratirament expense
Plus: Stock compsnsation e — - - -
axpense
Pius; Revenues ~ — — — — —
Finance/interest incoma
Plus: Revenues - Profit on — e — - -
disposals
Plus: Revenues - Derivativas —_— — — — -
Plus: Revenues ~ Other - - - — —
COGS- Restructuring costs — — — - —
COGS- Valuation — — - — —
galns/(losses)
COGS- Gther non-operating —_ — — - e
nonrscurring ftems
Pius: COGS- LIFO Liquidatlon e — - - -
gains
SGA&A- Restructuring costs : e — — e —

SGA&A- Valuation - — —_
pains/(losses)

SG&A- Other non-operating — — e —
nonrecurring items

R&D- Restructuring cosls o -
R&D- Valuation gains/(losses) — —_ -

R&D- Other non-operating t - - -
nonrecurring items

RMS&&M- Restruciuring costs - — — —

RMS&M Valuation — _— — —
galns/(losses)

RMS&M- Other non-operating e — - -
nonrecurring items

Staff - Restructuring costs —r —
Staff - Valuation gains/(losses) - — —

Staff - Other non-operating — —_ —_
nonrecurring ltems

www, standardandpoors.com/ratingsdirect 9
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Attachment to Response to KU KIUC-2 Question No. 21b
4 7

Annual Annual Anpual Annual Annual
- . 31- 31- M-
Dec- Dac- Dec- Dec~ Dec~
2013 2012 2011 2010 2009
uspo usp UsoD usoD UsD

Plus: EBITDA - Income — — — —
(expense) of unconsolidated

companjes

Plus; EBITDA « Gain/(Loss) on — — —_ —
disposals of PP&E

Plus: EBITDA - Foreign — — e —
Exchange gain/(loss)

Plus: EBITDA - Restructuring — — —
costs

Plus: EBITDA - Derivatives — — —
Plus: EBITDA - Saltiament - - - -
(litigation/insurance) costs )

Plus: EBITDA ~ Valuation — - - -
gains/(losses)

Plus: EBITDA - Business — [ s
Divesiments .

Plus: EBITDA - Inventory — — — —
Plus: EBITDA - Other — — — —
income/(expense)

EBITDA, adjusted 637,14 530,40 563.40 617.50 430.00

— — —

Summary FFQ Calculation — —_
EBITDA, adjusted 637,14 530.40 563.40 517.60 430,00
Less: Interest expense, 80,09 82,90 84,52 81,43 91.47
adjusted

Plus: Interest and dividend 0.00 0.00 0.00 0.00
Income, adjusted

Less: Current taxes, adjusted 70.29 (18.35) 6,74 72,08 (4.36)
Plus/minus: Other (exploration 0.00 0.00 0.00 0.00 0.00
costs & FFO other)

FFQ, adjusted 486,77 485.85 472,14 353,99 342,89

0,00

— = —

Funds from operations — -
EBITDA, pre-adjusted 619,00 510.00 539,00 485.00 402,00
Less: Interest expense, pre- (70.00) (69.00) (70.00) (78.00) (75.00)
adjustad

Plus: Interest income, pre- e —
adjusted

Less: Current tax expanse, (63.00) 21.00 4.00 (71.00)
pre-adjustad

Less; Capllalized interest 0.00 0.00 0.00 0.00 0,00
Less; Capitalizad interest 0.00 0.00 0.00 0.00 0.00
within Inventory

Plus; Capitalized interest — —
(EBITDA transfer from
Inventory)

Plus: Trade Recelvables sold — —

4,00
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Attachment to Response to KU KIUC-2 Question No. 21b
4 7

Annual Annual Annul Annual Annuat
31- 3~ 31- 31- 31.
Dec- Dec- Dec~ Dec- Dec~
2013 ‘ 2012 2011 2010 2009
usp usD uso UsD usD
Less: Interest from raceivables 0.00 0.00 0.00 0.00 0.00
sold
Less: receivables sold interest 0.00 0,00 0.00 0.00 0.00
adjustment
Plus: OLA rent 9,50 2.00 8,60 7.50 8.00
Less; OLA Interest (2.68) (2.34) (1.78) (1.68) (1,73)
Less: Captive finance 0.00 0.00 0.00 0,00 0.00
revenues
Plus: Captive finance operating 0.00 0.00 0.00 0.00 0.00
expense
Less: Captive finance 0.00 0.00 0.00 0.00 0.00
Investment income
Plus: Captive finance interest 0.00 0.00 0.00 0.00 0.00
Pius: Captive finance tax effect 0,00 0.00 0.00 0.00 0.00
Plus: Revenues, consolidating — — — — —
(deconsoiidating)
Lass: Expenses, consolidating 0.00 0.00 0.00 0.00 0.00
(deconsolldating)
Less: interest axpenss, 0,00 0.00 0.00 0.00 0,00
consofidating (deconsafidating) :
Less: Nonracourse interest 0.00 0.00 0.00 0.00 0.00
Less: Securltized interest 0.00 0.00 0.00 0.00 0.00
Lass: Amottized portion of 0.00 0.00 0,00 0.00 0.00
nonrecourse dabt
Less: Amortizad partion of 0.00 0,00 0.00 0.00 0.00
securitized debt
Plus: Nonrecourse Intarast — — — — -
Plus; Securitized interast — - — - e
Plus; ARG finance costs 4,00 a.00 3.00 0.00 2,00
Included In EBITDA
Less: Total ARQ finance costs (4.00) (3.00) {3.00) 0.00 {2,00)
Plus:Return on ARO pian —_ — — — —
assels
Less: tax effect on ARO net 1,40 (0.70) 1.40 0.00 0.70
Interest coat
Plus; PPA depreciation — — s — —
Plus; PPA Interest expense 0.00 0.00 0.00 0,00 0,00
Less: PPA Interast expense 0.00 0.00 0.00 0.00 0.00
Less: Capltalized development 0.00 0.00 0.00 0.00 0.00
costs
Less; Infrastructure renswal 0,00 0.00 0.00 0,00 0.00
costs
Plus: Dividends recelved from e e — — —
equity investments
Plus: Penslon & other 4,64 8.40 12.90 15,00 18.00
postretirement expanses
(EBITDA adjustment)
11
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Annual Annual Annual Annual Annual
- 31- - 31- 31-
Dec-~ Dec- Dec- Dec- Dec-
2013 2012 2014 2010 2009
usp ) uso usD usp usbD
Less; Penslon & other (1.68) 6.74) (7.91) (9.92) (11.03)
pasiretirsment Interest
expense
Less: Pansion & other (8.69) {1.95) (12.14) (1.08) (0.34)
postretirement tax effect :
Plus; Exploration costs —_— — — . —
Less; Exploration costs 0.00 0.00 0.00 0,00 0.00
Plus: Stock compensation — —_ — s ——
expense
Less: Low equity hybrid 0.00 0.00 0.00 0,00 0.00
dividend accruaj
Plus: High equity hybrid — — — — —
interest expanse
Pius: Intermediate-equity 0.00 0.00 0.00 0.00 0.00
hybrid interest expense
Less; Inlermediate-equity 0.00 0.00 0.00 0.00 0.00
hybrid dividend accrual
Plus: Revenues - — — —_ o —
Finance/lnterest Income
Plus; Revenuss - Profit on — — - - -
disposals
Plus: Revenuss - Derivatives e e — e —
Plus; Revenues - Other —_ — — — —
Plus: COGS- Restructuring — — — —— -
cosls
Pjus: COGS- Valuation — — — s -
galns/(losses)
Pius: COGS- Othsr non- — —_ e — —
operating nonrecurring items
Pius: COGS- LIFO Liguidation — - - — -
galns
Pius: SG& A~ Restructuring — — — s —
costs

Plus: SG& A- Valuation — — — —
galns/(losses)

Plus: SG& A- Other nan- — — e —
operating noprecurring ftems

Plus; R& D~ Restructuring - — —_
costs

Plus: R& D- Valuation — - —_— —
gains/(losses)

Plus; R& D- Other non- — — — . —
operating nonrecurring items

Plus; RMS& M- Restructuring — —_ — —
costs

Plus: RMS& M Valuation — - o -
gains/(losses)

Plus: RMS& M- Other non- — - - -
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Attachment to Response to KU KIUC-2 Question No. 21b

Annual Annual Annual Annual Annual
31- 3. 31- 31 3-
Dec- Dec- Dec~ Dec- Dec~
2013 2012 2011 2010 2009
UsSD UsD USD Usp USD

operating nonrecurring items

Plus: Staff - Restructuring : - - -
costs

Plus; Staff - Valuation — — -
gains/(losses)

Plus: Staff - Other non- _— -— — -
operating nonrecurring items

Plus; EBITDA - Income — - -
(expense) of unconsolidated

companies

Plus: EBITDA - Gain/(Loss) on — — — -
disposals of PP& E

Plus: EBITDA - Fair value —_ - — -
changes of contingent

consideration

Plus; EBITDA - Foreign - — —
Exchange gain/(loss)

Plus: EBITDA - Restructuring — — -
costs

Plus: EBITDA - Derlvatives — — -
Plus: EBITDA - Streaming e — -
transactions

Plus: EBITDA - Settlement — - -
(litlgationfinsurance) costs

Plus: EBITDA - Valuation - o -
gains/(losses)

Plus: EBITDA - Business —_ — —
Divestmants

Plus: EBITDA - Inventory - - -
Plus: EBITDA - Qther — - -

Income/(expense)

Plus: EBITDA - Other — - . — —
Less: Interest expense - 0.00 0.00 0.00 0.00 0.00
Derivatives

Less: Interest expense - 0,00 0.00 0.00 0.00 0.00
Shareholder loan

Less: Interest expense - 0.00 0.00 0.00 0.00 0.00
Amortized cost

Less: Interest expense - 0.00 0.00 0.00 0.00 0.00
Streaming transactions

Less: Interest expanse - Qther (1.82) (1.62) (1.82) (1.82) (1.70)
FFO - other —_— — e — -
FFO, adjusted 486.77 465,86 472.14 363.99 342,89
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Attachment to Response to KU KIUC-2 Question No. 21b
Page 44 of 67
Arbough

hMedla Release:Ratings On Four Kenfucky Utliitles Go.-Retated Joini-Supporled Bond lssues Affirmad, published 01-Oct-2014
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S&P may recelve componsation for its ratings and certain credit-related analyses, normally from Issuars or underwriters of securities or from obligors, S&P resarvas the right
to disseminate Its opinions and analyses. S&P's public ratings and analyses are made avallable on its Web sites, www.standardandpoors.com (free of charge),

and vww.ratinasdirect.com and www.standardandpoors.comiatingsdirect (subscriptiony, and may be distributed through other means, Including via S&P pubilcations and
third-party redistributors, Additional information about our ratings fees fs avaiiable at wwy.standardandpoors. comfusratingsfeas .

Any Passwords/user IDs {ssued by S&P to users ars single user-dedicated and may ONLY be used by the individuat to whom they have besn assigned, No sharing of
passwords/user [Ds and no simultansous access via the sams password/user [D s permitted. To reprint, translate, or usa the data or information other than as provided
herein, contact Client Services, 56 Water Strest, New York, NY 10041; (1) 242-438-7280 or by e-mall lo ; research_request@slandardandpoors,.com.






Attachment to Response to KU KIUC-2 Question No. 21b
Page 46 of 67

Kentucky Utilities Axbough

Outlook

The stable outlook on E,ON U.S. is based on continued support from E,ON AG and a corporate strategy that
maintains a primarily low-risk, utility-based business risk profile. The ratings and outlook for B,ON U.S. and its
subsidiaries are Jinked to those on B.ON AG., The importance of E.ON AG's U.S. operations to its group strategy
remains a factor in the ratings on E,ON U,S, Any change in the parent's attitude toward its U.S, holdings or in
Standard & Poor's Ratings Services' perception of the parent’s support could lead to a rating change, Completion of
the Big Rivers transaction would lessen the company's exposure to unregulated activities and could eventually lead

to an improved business risk profile and higher ratings.

Accounting

The financial statements of E.ON U.S, are provided to Standard & Poor's, conform to U.S, GAAP, and
PricewaterhouseCoopers LLC audits them, The separate financial statements of the company's interests in three
Argentine gas utilities are not part of that audit, but do not represent a material part of either the overall financial
picture of the company or its credit profile, With U.S, business activity consisting mainly of electric utility
operations, most of the financials are subject to regulatory accounting under SFAS No, 71. The incentive to
undertake any sustained effort to accelerate revenues or defer expenses to boost earnings is reduced with

cost-of-service regulated businesses, as doing so would mainly serve to justify lower rates,

Tahle 1

Industry Sector; Electric

~-Fiscal year ended Dac, 31--

2007 2008 2005 2004 2003
Rating history _ BBO+/Stahle/A-2 BBB+/Stahle/A-2 BBB+/Stable/A-2 BBB+/Stable/A-2 BBB+/Stable/A-2
{Mil. $)
Revenues 1,273.0 1.2100 1,208.6 995.4 891.8
Nst income from continving operatlons 167.0 162.0 121 1335 91.4
Funds from aperations (FFO} 323.9 249.6 234.4 213.3 230.8
Capital expenditures 746.3 349.5 140,0 156.4 g
Cash and short-term investments 0 .0 6.7 4.6 49
Debt 14655 1,146.5 1,061.0 976.1 958.0
Preferrad stock 0 0 0 39.7 40.0
Equity 1,435.0 1,193.0 974.9 965.0 806.7
Deht and squity . 2,900.5 2,339.9 2,036.7 1,941.0 1,864.6
Adjusted ratios
EBIT interest coverage {x} 4.9 6.1 58 7.8 6.0
FFO int. cov. {x} 5.8 6.3 7.0 7.8 72
FFO/deht {%) 221 21.8 221 21.8 24.9
Discrotionary cash flow/debt {%) {29.5) {11.0} 2.7 {1.1} {10.8}
Net Cash Flow / Capex {%} 435 714 130.4 94.6 69,2
Debt/daht and equity {%) 0.5 43.0 52,1 50.3 514
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04-Aug-2003 BBB+/Stable/A-Z
12-Sap-2002 A-/Stable/A-2
09-Apr-2001 BBB+/Watch Pas/A-2
Financial Risk Profilo Intermadiats
Related Entities
Central Networks East PLC
Issusr Credit Rating A/fStable/A
E.ON AG
Issuer Credit Rating A/Stable/AA
Commerclal Paper A-1
Sanior Unsacurad {27 Issuas} A
Shart-Term Dabt {1 Issue) A
E.ON Energy Lid,
Issuer Credit Rating A/Steble/A-1
E.ON UK. PLC
Issusr Cradit Rating A/Stable/A-1
Sanlor Unsecured {2 Issues} A
E.ONU.S,LLC
Issuer Credlt Rating ABB4+/Stabls/~
Louisville Gas & Electric Co.
Issuer Cradit Rating BBB+/Stable/NR
Senior Secured {3 Issuss) AA/Negative
Senior Secured {1 Issue) BHB+
Senlor Sacured {7 Issuas} BBB+/A-Z
Senior Unsecured {4 Issuss} AA/Negative
Powergen {East Midiands} Investmants

A/Stablg/--

Issusr Cradit Rating

*Unfass otharwisc noted, alf ratings In this raport are globel scals ratings. Standard & Poor's credit ratings on the giobal scale ara comparablo actoss countrias. Standard

& Poor's credit retings on a national scale are relative to obligors or oblipations within that specific country,

www.standardandpoors,com/ratingsdirect

Standard & Poar's, Al rights resarved, Na saprint or dissemination without S&P's parmission. See Torms of Use/Distlsimar on the lest page,
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Primary Credit Anatyst: Todd A Shipman, CFA, New York (1) 212-438-7676;
todd_shipman@standardandpoors.com

Corporate Credit Rating

Financial risk profile:
intermedlate

Debt maturities:

(for LG&E Energy LLC)
2006 $186 mil,

2007 $81 mil,

2008 $180 mil,

2008 None
Outstanding Rating(s)
Kentucky Utilities Co,
Sr secd debt

Local currency

CP

Local currency

Pfd stk

Local currency

E.ON AG

Corporate Credit Rating
Srunsecd debt

CP

Local currency

CP

Forelgn currency
Powergen Ltd.
Corporate Credit Rating
Sr unsecd debt

Forelgn currency

E.ON U.K. PLC
Corporate Credit Rating
Sr unsecd debt

E.ON U.S. LLC
Corporatae Credit Rating
Contral Networks East PLC
Corporate Credit Rating
E.ON U.S, Capital Corp
Corporate Credit Rating
Srunsecd debt

Local currency
Louisville Gas & Electric Go,
Corporate Credit Rating
Sr secd debt

Local currency

Pfd stk

Lacal currency

BBB+/Stable/A-2

A
A-2
BBB-

AA-/Watch Neg/A-1+
AA-/Watch Neg

/Watch NegA-1+
NR
A-IStable/A-2
BBB+

A-/Stable/A-2
A-

BBB+/Stable/--
A-/Stable/A-2
BBB+/Stable/NR
BBB
BBB+/Stable/NR
A-

BBB-

file://C:\Documents and Settings\e006256\Local Settings\Temporary Internet Files\OLK3...  6/19/2006
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Powergen (East Midlands) Investments Page 49 of 67
Corporate Credit Rating A-/Stable/-- Arbough
Sr unsecd debt A-

Powergen Retail Ltd.

Corporate Credit Rating A-/Stable/A-2

Corporate Credit Rating History

Sept. 12, 2002 A-A-2

Aug, 4, 2003 BBB+/A-2

Major Rating Factors

Strengths:
¢ Implicit credit support provided by ultimate parent E.ON AG, and
e Stable electric utliity operations (and assoclated cash flow) that benefit from a supportive regulatory

environment,

Weaknesses:
e Dependence on overseas parent for capital Infusions and liquidity;
s Environmental compliance, pension obligations, and capital expenditures require capital Infusions;

and
¢ The residue of ill-timed, non-utility Investments that produce negative cash flow.

Rationale
The ratings on Kentucky Utllities Co. are based on the credit profile of parent E.ON U.8. LLC. The E.ON

U.S. ratings reflect the credit characteristics of the two operating utilities In Kentucky--Kentucky Utllities
and Loulsville Gas & Electric Co.--and the company's focus on operating the fully Integrated utilities, with
implicit support for credit quality from E.ON U.8.'s ultimate parent, E.ON AG (AA-/Watch Neg/A-1+),
factored Into the analysis. E.ON has prominently expressed its support for E.ON U.S. and its intent to

maintain its U.8, presence.

The company's husiness risk profile is rated '6' (satisfactory), and its financial risk profile is considered
intermediate. (Utility business risk profiles are categorized from '1* (excellent) to 10" (vulnerable).)

The company's satlsfactory business risk profile Is supported by low-risk, reguiated, and financlally sound
gas distrbution and electric operations; efficlent generation facliities that allow for competitive rates; and a
supportive regulatory snvironment. The company's electric operations benefit from a fuel adjustment
mechanism and an environmental cost recovery mechanism, while the company's smaller gas operations
henefit from a weather normalization adjustment clause and a cost-of-gas cost adjustment mechanism.
Together, these mechanisms reduce sxposure to environmental requirements, weather, and potential
volatility in natural gas prices, all of which nermally raise credit-related concerns. Some regulatory
uncertainty is apparent in the Attorney General's challenge of the 2004 rate decisions for the E.ON U.S,
utllitles. Standard & Poor's Ratings Services does not expect, and current ratings do not reflect, any

disruption in the current rates for the utliities.

Unregulated operations, a large Industrial customer base, and coal-fired generation facilities that require
large environmental expenditures detract from the business risk profile. E.ON U.S. may significantly
reduce its unregulated operations if a preliminary agreement to exlt ils involvement with Big Rivers Eleclric
Corp. Is finallzed. Currently, E,ON U,S, leases and operates four of Big River's power plants.

Table 1

E.ON U.S, LLG Major Utllity Subsidiaries Comparison
~-Flsoal year onded Doc, 31, 2004«

Varlable Prod Purch Tol  Totpwr Residential
Company name Fuel prod  NF pwr prod supp rates rates

($/MWh)

Commercial Industrial
rates
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AEP Generating Co, 13.21 13.62 1813 NA. 31.34 31.35 NA, NA Page.50 of 67
Appalachian Power Co. 13.93 ’ 15,20 17.29 20,94 31.22 27.62 53.77 48.80 34.7Arbough
glonn!nna(! Gas & Elsctrlo 16.28 17.88 28,54  630.02 4422 227.02 76.31 67.61 44,68
Cleveland Electrio 8.581 8,49 26,38 37,62 32.87 35.37 101,96 100,12 69,92
ltluminating Ce,

gglumbus Southern Power 14,45 1812 28,37 25,00 40.82 33.68 76,78 62,79 48,46
Consumers Energy Co. N.A. NA.,  7.01 NA,  7.91 5.34 80.73 76.39 64.15
Dayton Power & Light Co,  15.00 17.79 39.31 38.60 54.31 62,43 87.43 60.82 68.16
Defroit Edison Co. 13.23 14.91 32,87 37.06 46.10 47,11 85,52 78.12 44.84
Duquasne Light Co, N.A, NA  NA, 3942 0.00 25.87 94,86 71.75 48,21
glglana Michigan Power 8.94 10.90 22.97 22,30 31,91 28.24 66,44 59.18 42,25
ggrlsna—l(emucky Electrlc 13,61 14.62 13.48 N.A, 27.00 27.00 N.A, N.A, N.A.
gdlanapous Power & Light  11.47 1246 21,20 64.24 32.67 33.08 63,00 68,16 48,16

0.

Kentuoky Power Co. 16,18 16.38 16.23 24.26 304 27.85 53.49 55,33 34.51
Kentucky Utlfitles Co, 17.08 18,02 18,13 18,12 35,21 29,83 49,29 47.14 36,25
Kingsport Power Co, N.A. N.AA, NA, 29,80 N.A 26,80 48,64 51.75 32,68
(l?‘njulsviile Gas & Electrio 12.77 13,78 22,35 22,64 35.12 32,65 61.36 55.28 39.67
Monongahata Power Ca. 12,28 13.62 2282 44,22 34,90 39.28 71.80 58.41 37.64
Northem indlana Public 14,94 16,13 28,44 39,72 43.38 42,87 95,07 81,70 44,48
Service Co, .

Chio Edisan Co. .97 6,33 29,85 33,84 33.92 33.86 98,43 87.40 54,63
Ohlo Power Co. 12,38 13.77 16,35 19,76 28.73 27,85 66.26 £6.86 36.17
Ohlo Valley Electrio Gorp. 14,18 16,16 11.86 2266 26,02 24,24 N.A, N.A, 38.87
Pennsylvania Powsr Co, 3,89 670 19.34 33,78 23.23 26,26 89.64 77.98 62,63
Potomac Edison Co, N.A, NA. 27.74 37.80 27,74 36,14 69.20 81.20 37.50
PSI Energy Ina. 14,08 16,53 22,32 2020 38.38 35.35 70,12 65.23 38,77
Southern Indiana Gas & 14,78 16.27 26,35 588 40.13 28,38 081.37 64,04 43,79
Efectric Co., '

Toledo Edison Co, 6,40 8,52 37.82 33.88 44.22 38.86 101,82 101.18 41,74
gnlon Light, Heat & Power  N.A, NA,  NA 38.62  N.A, 38.52 65.79 58.03 50.50

0.

Wast Pann Power Co, N.A, NA.  NA 33.86 N.A, 33.63 67.87 58,23 44,28
Wheellng Power Co, N.A. N.A NA, 27.94 N.A, 27,94 60.49 65.08 33.84
ECAR avg. 12.16 13.78  23.01 63.89 32.79 38,98 74,40 66.86 43,67
Standard & Poor's avg,” 23.42 24,53 49,65 60.01 71.28 51,89 98.66 08.74 66,03

MWh.-Megawait-hour, N.A.-Not applicabla or avallable.

Table 2

Kentucky Utilities Co, Financlal Summary
--Flscal year ended Dec, 31--

2005 2004 2003 2002 2001

Reting history BBB+/Stable/A-2 BBB+/Stable/A-2 BBB+/Stabla/A-2 A-/Stable/A-2  BBB+/Watch PosiA-2
(Mil. $)

Total revenues 1,208.6 995.4 B91.0 888.2 8585
Net Income continuing 112.1 133.5 1.4 934 B6.3
Funds from operatlons (FFO) 242.0 2121 2426 174.9 213,2
Capital expenditures 140.0 158.4 341.9 237.9 142.4
Cash and investments 6.7 4,6 4.9 6.4 3.3
Total debt 1,044.3 p76.1 858.0 841.6 726.6
Prafarred stack 0.0 38.7 40,0 40,0 40.0
Comman equity 674.9 ' 925,2 66,7 771.8 731.7
Total capital 2,019,2 1,841.0 1,864.8 1,853.4 1,498.2

file://C:\Documents and Settings\e006256\Local Settings\Temporary Internet Files\OLK3...  6/19/2006
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Adjusted ratios
EBIT Interest covarage (x)
FFO Int, cov. (x)
FFO/total debt (%)
Discretionary cash flowitotal dabt (%)
Net cash flow/capial expendiiura (%)
Total debtftotai capital (%)
Relurn on averaga equity (%)
Cammon dividend payout ratio (unad).) (%)

59
7.4
23.2
2.8
135.9
51.7
114
45,3

Attachment to Response to KU KIUC-2 Qd&isoh No. 21pb

7.8

7.8
21.7
(1.084)
93.9
50.3
14,1
48,9

Note: Flgures are fully adjusted, Including postretirement obligations,

Tabla 3
Kenfucky Utilities Co, Market Segments
2004 2003 2002

Sales
Total retalf (GWh) 168,212 17,694 17,833
Residential (%) 338 341 35,1
Commerelal (%) 237 239 238
Industrial (%) 337 331 326
Other (%) 8.8 8.8 8,7
Wholesele (GWh) 6707 5,591 5,780

Total sales (GWh) 23,019 23,186 23,413

Revenue
Total retalf (mil. $) 805 739 700

Resldsntlal (%) a7 817 36.8

Commoerclal (%) 257 268 2.2

Industrial (%) 27.8 27.8 271
Other (%) 8,0 8.0 7.9
Wholesala (mil. $) 180 138 144

Tatal ravenue (mil. §) 985’ 877 852

Annual sales growth (%)

Resldantial 2,7 (3.178) 9.2
Commerclal 27 1.2 4,3
Industriaf 5.1 1.6 4.6
Total retall 3.5 (0.224) 6.0
Wholesale 21 (3.273) (25.057)
Total sales growth 3.2 (0.977) (3.843)
Retalt customer growth 14 1.0 1.4

GWh--Gigawatt-hour,

Analytlc services provided by Standard & Poor's Ratings Services (Ratings Sarvices) ara the result of separate actlvitles

2001

16,636
34.1

24,0
33,0
8.9

7,713
24,348

643
37.8

25,7
27.2
84

203
a48

(0.638)
0.9
(5.549)
(1.987)
1.0
(0.806)
13

5.0

7.3

25.3
(10,845)
703
51.4
10.4

0.0

6.3

64
20.8
{8.178)
72.6
50,8
1.8
0.0

Page 51 of 67
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8.0
28,3
1.3
126.7
48.5
13.4
324

deslgned to preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein
ara solely statements of opinjon and not statements of fact or recommsndations to purchase, hold, or sell any securitles or make
any other investment dacisions. Accordingly, any user of the information contained herein should not rely on any credit rating or

other opinion contained heraln In making any investment declslon. Ratings are based on information raceived by Ratings

Services, Qther divisions of Standard & Poor's may have information that Is not avallable to Ratings Services, Standard & Poor's
has established policies and procedures to maintain the confldentiality of non-public Information received during the ratings

process,

Ratings Services recelves compensation for Its ratings. Such compensation ls normally pald elther by the Issuers of such

securitios or third partlas particlpating in marleting the securitles, While Standard & Poor's reserves the right to disseminate the
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rating, it recelves no payment for doing so, except for subscriptions to its publications, Additional informatlon about our ratifj@ge 52 of 67
fees Is avallable at www.,standardandpoors.com/usratingsfees, Arbough

Copyright © 1994-2006 Standard & Poor's, a division of The McGraw-Hill Companies.
All Rlghta Resarved. Privacy Notice
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Kentucky Utilities Co.

Cnrpu‘,r_a‘t_g:(}_‘tgdil‘ Rating .~

Business Profile. .-
1 2 3 af[5]6 7 0 8 w

Finangial Palicy:
Maderate

Debt maturities:

{for LGRE Enargy LLC}
2005: $76 million
2006; $186 miiion
2007: $61 mitlion
2008: $150 million

Outstanding Ratings
Kentucky Utilities Co,
Sr secd debt

Locaf currency

cp

Local currency

Pfd stk

Logal currency

E.ON AG

Corporate Credit Rating
Sr unsecd debt

CP

Local currency

cp

Foraign currency

E.ON International Finance B.V,
Sr unsecd debt
Powergen Ltd.
Corporate Cradit Rating
Sr unsecd debt

foreign currency

E.ON UK. PLC
Corporate Credit Rating
Sr unsecd debt

LG&E Energy LLC
Corporate Credit Rating
Pawergen U.S, Holdings Ltd.

www.standardandpoors.com/ratingsiiract
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B8B+/Stable/A-2

A

A2

BBB-

AA-/Nagative/A-1+

AA-

A4

NR

NR

A-fStable/A-2

BBB+

A-/Stable/A-2
A-

BBB+/Stabla/--

Page 54 of 67
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Corporate Credit Rating

Sr unsecd debt
Foraign currency

Central Networks East PLC
Corporate Credit Rating
LG&E Capital Corp.
Corporata Credit Rating

Sr unsecd deht
Local currency

Louisvifle Gas & Electric Co,
Corporate Credit Rating

Sr secd debt
Local currency
Pfd stk

Lacal currancy

Powergen {East Midlands) Investments
Corporate Credit Rating

Srunsecd dsht

Powergen Retail Ltd.
Corporate Credit Rating

Dec. 6, 2000
Sept, 12, 2002
Aug. 4, 2003

Major Rating Factors

Strengths:

ate Credit Rating History

A-/Stable/A-2
BBB+
A-/Stable/A-2
BBB+/Stable/NR
BBB
BBB+/Stable/NR
A-

BBB-

A-/Stable/-
A-

A-/Stable/A-2

BBB+/A-2
A-/A2
BBB+/A-2

e Implicit credit support provided by ultimate parent E.ON AG; and
e Stable electric utility operations (and associated cash flow} that benefit from supportive regulatory environment.

Weaknesses:

¢ Dependent on overscas parent for capital infusions and liquidity;
* Environmental compliance, pension obligations, and capital expenditures require capital infusions; and
e Ill-timed, nontegulated investments at the parent that collectively contribute negative cash flow,

Rationale

Attachment to Response to KU KIUC-2 Question No, 21b

Page 55 of 67

Arbough
Kentucky Utlities Co.

The ratings on Kentucly Utilities Co. {IKU) are tied to the consolidated credit profile of immediate parent LG&E
Energy LLC (LG&X; BBB+/Stable/--), which is based primarily on the business activities of its two operating utilities
in Kentucky and the company's strategic focus on operating the fully integrated utilities, Implicit support for credit
quality from LG&E's ultimate parent, E.ON AG (AA-/Stable/A-1+), is factored into the analysis, LG&E's own
credit profile has improved to bring it closer to the 'BBB+' rating, However, the degree of E.ON suppert attributed

by Standard 8¢ Poor's has not moved beyond that level, The net effect on ratings is neutral,

www.standardandpoors.com/ratingsdiroct
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LG68E's average business profile is supported by low-risk, regulated, and financially sound gas distribution and
electric operations, efficient generation facilities that allow for competitive rates, and a supportive regulatory
environment, The company's electric operations benefit fram a cost-of-fuel-adjustment mechanism and an
environmental cost-recovery mechanism, while the company's smaller gas operations benefit from a weather
notmalization-adjustment clause and a cost-of-gas-adjustment mechanism. Together, these mechanisms reduce
exposute to environmental legislation, weather, and potential volatility in natural gas prices, all of which normatly

concern Standard & Poor's.

The support from E,ON previously incorporated in the credit analysis was based on the expectation that LG&E
played an important, long-term role in E.ON's worldwide strategy, However, Standard 8 Poor's believes E.ON
does not intend to affirmatively pursue expansion of its U.S. presence. The company's financial picture is now more
consistent with its current rating due to the roughly $1 billion of acquisition debt at an intermediate holding
company that matured in October 2004,

Liquidity

During the short term, Standard B Poor's expects consolidated capital expenditures to exceed cash flow froin
opetations due to significant environmental expenditures and contributions for the company's underfunded pension
and other postretirement benefit obligations, The steady internal cash flow generated by LG&E's regulated
operations will not be enough to meet these obligations, thus creating a teliance on external financing, Such funding
is expected to be concentrated at E.ON, which is also expected to provide support in the case of short-term liquidity
needs, (A cross-default clause in E.ON's credit facility protects LG&E as long as it is a "material subsidiary".)

LG&E's adequate liquidity is augmented by E,ON. An E,ON-related entity provides a $150 million credit facility to
LG&E to ensure funding availability for its money pool (about $80 miilion was outstanding under this facility as of
third-quarter 2004},

Some other favorable points include:

e Rate relief at LG&E's regulated entities should favorably affect cash flow, and
e Consolidated debt maturities through 2008 are a manageable 22% of LGE&E's total debt.

Some unfavorable points include:

o LG&E has limited room for capital-expenditure reductions, as projected generation outlays are required to
maintain reserve margins, Projected growth expenditures will require external funding, and
= Although the company operates various diversified businesses, Standard & Poor's believes any sales would

generate little net cash,

Outlook

The stable outlook is based on continued support from E,ON and a corporate strategy that maintains a primarily
low-risk, utility-based business profile, Unregulated operations {including asset-hased energy marketing that exposes
the company to weakening powet prices in its off-system sales program), a large industrial customer base, and
coal-fired generation facilities that require large environmental expenditures detract from LG&FE'’s business profile.
A change in either the ratings or the outlook on LG&E and its subsidiaries is unlikely, absent a change in how the

company fits into B.ON's corporate strategy.
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Accounting

The financial statements of LG&E are provided to Standard 8 Paor's, conform to U.S, GAAP, and are audited by
PricewaterhouseCoopers LLC, The separate financial statements of the company's interests in three Argentine gas
utilitics are not part of that audit, but do not represent a material part of either the overall financial picture of
LG&CE or its credit profile. With U.S. business activity comprising mainly electric utility operations, most of the
financials are subject to regulatory accounting under SFAS No, 71. The incentive to undertake any sustained effort
to accelerate revenues or defer expenses to boost earnings is reduced with cost-of-service regulated businesses, as it
would mainly serve to justify lower rates in the future, LGBCE carries a small amount of regulatory assets on its
balance sheet. However, goodwill constitutes a significant propottion (40%) of the total assets of the company as a
tesult of B,ON's purchase of LG&E,

Table 1

~-Fiscal year ended Dec, 31--

Rating history BBB+/Stahle/A-2 A-/Stable/A-2 BBB+/Watch Pos/A-2 BEB+/Negativa/A-2  A+/Stable/A
2003 2002 2001 2000 1089
{Mmil. 3)
Sales 891.8 g86.2 888.5 851.9 937.3
Nat Income from cont. apr, 914 93.4 86.3 9.5 106.6
Funds from aper. {FFO} 2355 134.9 2156 210.8 109.3
Capital expenditures Mma 2379 142.4 100.6 181.3
Cash and equivalents 43 54 33 0.3 6.8
Total deht 7308 620.0 h3B.3 5481 b46.3
Preferrad stack 40,0 400 400 40.0 40.0
Comman aquity 907.7 8141 736.0 669.8 837.0
Total capitaf 16785 1,474 1,311.3 1,205,8 1,223.3
Ratios
Adj. EBIT intorast coyerage {x) 4.8 49 46 4.0 45
Adj. FFO Interest caveraga {x) 1.2 B.6 6.0 53 5.2
Adj. FFO/avg. total dabt {%} 286 778 334 335 3.6
Nat cash flow/capital axpenditures {%) 66,2 81.0 1283 113.4 68.5
Adj. total debt/capital {%} 415 48.2 46,1 4.0 48.1
Return on comman equity {%} 104 11.8 134 143 16.8
Commeon dividend payout {%} 0.0 0.0 324 101.3 69.9

Table 2

2003 2002 2001 2000 1999

Sales

Total refall {GWh) 17594 17633 16836 16974 10308
Residential {%) 341 351 33,1 337 33.4
Commercial {%} 239 236 240 233 23.1

N
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Tahle 2

Industrial (%) w1 36 0 Mz 37

Othor (%} B.8 8.7 8.9 8.8 B.o
Whalasals {(GWh) 5691.0 57802 77130 75731 10,1883
Total Salss {GWh) 23,1846 234133 24,3491 245466 26,4959
Revenue
Total retail {mii. $} 7390 7080 6430 6190 6390
Rasidential (%} 317 38.8 319 37.8 376
Commergial {%} 256 26.2 257 26.2 2.0
Industrial (%) 21.8 274 27.2 28.0 26,4
Other (%) 8.0 1.9 8.1 8.0 8.1
Wholesale {mil. $} 138.0 1440 2030 186.0 287.0
Total revenue {mil, $} 8770 8520 8460  B17.0 8260
Annusi sales growth {%)
Resldentiat (3.2 9.2 {0.8) 49 3.8
Commercial 1.2 43 09 LR 3.2
Industrial 16 4.8 {5.5) 2.8 1.4
Total retel] {0.2) B0 {2.0) 4.1 2.6
Standard & Poor's retail average 183 353 23,0 19.0 19.2
Wholesale 3.3} (284} 18 {287 n.a
Total sales growth 1.0} {3.8) {0.8} {7.4} 14.8
Retail customer growth 1.0 14 1.3 1.8 1.8

GWh -- Gigawatt-hour,
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Copyright ® 2012 by Standard & Poor's Financial Services LLC, All riphts reserved.

No content {including ratings, credit-relatad analyses and data, model, software or other application or output therefrem) or any part therenf {Contant} may he medifisd,
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Kentucky Utilities Co.

{for LGRE Energy LLC}
2005 $76 milton
2006 $186 million
2007 $61 million
2008 $150 milfion

tstan ng
Kentucky Utilities Co.
Sr secd debt

Local currency

cp

Local currency

Pfd stk

Lacal ctirrancy

E.ON AG

Corporata Cradit Rating
Sr unsecd debt

CpP

Local currency

CP

Foreign currency

E.ON International Finance B.V.
Sr unsecd debt

Powergen Ltd,

Corporats Credit Rating

Sr unsecd debt

Foreign currency

E.ON UK, PLG

Corporate Credit Rating

Sr unsecd dabt

LG&E Energy LLC

Corporate Credit Rating
Powergen U.S, Holdings Ltd.

www.standardandpoars,com/ratingsdirect

BBB+/Stable/A-2

A

A2
BBB-

AA-/Negative/A-1+
AA-

A1+

NR

NR
A-/Stable/A-2
BBA+

A-/Stable/A-2
A,

BBE+/Stabla/--
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Kentucky Utilities Co,

Corporate Credit Rating A-/Stable/A-2
Sr unsecd dabt

Foreign ciyrrancy BBB+

Central Networks East PLC

Corporate Credit Rating A-/Stable/A-2
LG&E Capital Corp,

Corporate Credit Rating BBB+/Stable/NR
Srunsecd debt

Local currency BBB

Louisviile Gas & Eleetric Co.

Corporate Credit Rating BBB+/Stabla/NA
Sr socd debt

Loval currency A

Pid stk

Locaf currancy BBB-
Powergen {East Midlands) Investments

Corporate Cradit Rating A-/Stable/--
Srunssed debt A-

Powergen Retail Ltd.

Corporate Credit Rating A-/Stable/A-2

Dec. B, 2000 BBB+/A-2
Sapt, 12, 2002 A-/A-2
Aug. 4, 2003 BBB+/A-2

Major Rating Factors
Strengths:

e Implicit credit support provided by ultimate parent E.ON AG; and
@ Stable electric utility operations {and associated cash flow) that benefit from supportive tegniatory environment,

Wealnesses:

o Dependent on oyerseas parent for capital infusions and lignidity;
¢ Environmental compliance, pension obligations, and capital expenditures require capital infusions; and
e Ill-timed, nonregulated investments at the parent that collectively contribute negative cash flow,

Rationale

The 'BBB+' ratings on Kentucley Utilities Co. (KU) are tied to the consolidated credit profile of immediate parent
LG&E Energy 1.1.C (LG&E; BBB+/Stable/--}, which is based primarily on the business activities of its two operating
utilities in Kentucky and the company's strategic focus on operating the fully integrated utilities, Implicit support for
credit quality from LG&E's ultimate parent, E.ON AG (AA-/StablefA-1+), is factored into the analysis. LG&E's
own credit profile has improved to bring it closer to the 'BBB+' rating, However, the degree of E.ON support
attributed by Standard & Poor's lias not maved beyond that level, The net effect on ratings is neutral,

www standardandpoora.com/ratingsdirant
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LGE&E's average business profile is supported by low-risk, regulated, and financially sound gas distribution and
electric operations, efficient generation facilities that aflow for competitive rates, and a supportive regulatory
environment., The company's electric operations benefit from a cost-of-fuel-adjustment mechanism and an
environmental cost-recovery mechanism, while the company's smaller gas operations benefit from a weather
normalization-adjustment clause and a cost-of-gas-adjustment mechanism, Togethet, these mechanisms reduce
exposure to environmental legislation, weather, and potentlal volatility in natural gas prices, all of which normally

concern Standard & Poor's,

The support from E.ON previously incorporated in the credit analysis was based on the expectation that LG&E
played an important, long-term role in E.ON's worldwide strategy, However, E,ON currently appears not to
envision any expansion of its U.S. presence, The company's financia!l picture is now more consistent with its cutrent
rating due to the roughly $1 billion of acquisition debt at an intermediate holding company that matured in October
2004,

Liquidity

During the short term, Standard 8¢ Poor's expects consolidated capital expenditures to cxceed cash flow from
operations due to significant environmental expenditures, gas turbine construction costs, and contributions for the
company's underfunded pension and other postretirement benefit obligations, The steady internal cash flow
generated by LG&E's regulated operations will not be enough to meet these obligations, thus cteating a refiance on
external financing, Such funding is expected to be concentrated at E,ON, which is also expected to provide support
in the case of short-term liquidity needs, {A cross-default clause in E.ON's credit facility protects LG&F. as long as it

is a "material subsidiary".)

LG&E's adequate liquidity is augmented by E,ON, An E.ON-related entity provides a $150 million credit facility to
LG&E to ensure funding availability for its money pool (about $80 million was ontstanding under this facility as of

third-quarter 2004).
Some other favorable points include;

¢ Rate relief at LG&E's regulated entities should favorably affect cash flow, and
o Consolidated debt maturities through 2008 are a manageable 22% of LG&E's total debt,

Sormne unfavorable points include:

¢ LG&GF has limited room for capital-expenditure reductions, as projected generation outlays are required to
maintain reserve margins, Projected growth cxpenditures will require external funding, and
» Although the company operates various diversified businesses, Standard & Poor's believes any sales would

generate little net cash,

Outlook

The stable outlook is based on continued support from E.ON and a corporate strategy that maintains a primarily
low-risk, utility-based business profile, Unregulated operations {ineluding asset-based energy marketing that expose
the company to weakening power prices in its off-system sales program}, a large industrial customer base, and
coal-fired generation facilitics that require large environmental expenditures detract from LG&E's business profile,
A change in either ratings or the outlook on LG&E and its subsidiaries is unlikely, absent a change in how the
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company fits into E.ON's corporate strategy,

Accounting
The financial statements of LG&E are provided to Standard 8 Poor's, conform to U.S. GAAP, and are audited by
PricewaterhouseCoopets LLC, The separate financial statements of the company's interests in three Argentine gas
utilities arc not part of that audit, but do not represent a material part of cither the overal! financial picture of
LGA&E or its credit profile, With U.S, business activity comprising mainly electric utility operations, most of the
financials are subject to regulatory accounting under SFAS No. 71, The incentive to undertake any sustained effort
to accelerate revenues or defer expenses to boost earnings is reduced with cost-of-service regulated businesses, as it
would mainly serve to justify lower rates in the future, LGBCE carries a small amount of regulatory assets on its
balance sheet, However, goodwill constitutes a significant proportion (40%) of the total assets of the company as a
result of E;ON's purchase of LG&E.

Table 1
Kentoly Uites Co. Fnmncial Sunmary

~-Fiscal year ended Dec. 31--

Rating history Avg.{of pastthrea  BBB+/Stable/A-2 A-/Stable/A-2  DBPB+/Watch Pos/A-2  BBB+/Negative/A-2  At/Stable/A-1
fiscal yaars
'2003 2002 2001 2000 1839

{Mil, $)
Salas 879.8 891.8 868,2 869.5 B51.9 9373
Net income from cont, 93.7 9.4 934 96.3 955 1088
aper, .
Funds from opar. {FFO) 2153 23585 1949 215.6 2108 199,3
Capital expendituras 240.7 4.9 2319 1424 100.6 1813
Cash and equivalents 45 4,9 54 33 03 6.8
Total debt 629.0 730.8 620,0 5363 5461 5483
Prefarred stock 0.0 40.0 40,0 40,0 400 40.0
Comman equity B1B.9 907.7 814 7350 669.8 637.0
Total capital 1,488.0 1,6785 - 14741 1,311.3 1,255.8 1,223.3
Ratios
{3«}1}. EBIT interest covarage 56 6.7 6.6 45 4.0 45
X
i\t}ii. FFO interest coverage 7.8 10.3 9.1 6.0 53 5.2
) .
(A/d{ FFO/avg. total debt 3249 348 304 334 33,6 3.6
lJIJ
Net cash flow/capital 84,3 66.2 81.0 126,39 113.4 68.5
oxpenditures {%)
Adj. total debt/capital (%} 439 435 421 28 47,0 8.1
Po/et}um on comman equity n7 104 18 134 14.3 168

0
(Cz;nmon dividend payout 1 00 0.0 324 101.3 69.9
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2003 2002 2001 2000 1999

Sales
Total retail {GWh} 17594 17,633 18,636 16974 16,308

Residential {%} M1 31 41 337 384

Commercial {%) 239 238 24,0 233 231

industrial (%) 331 326 330 342 347

Other {%} 8.8 8.7 8.9 8.8 Ba
Wholesals {GWh} 5591 5780 7713 7573 10,188

Total Sales {GWh) 23185 23,413 24,349 24547 2649
Revenue
Total retal {mil. $} 738 708 843 618 639

Residantial {%) 37 WA 39 38 38

Commorcial {%) /6 262 257 262 250

Industrial {%} 278 214 27.2 280 284

QOther {%} 80 79 81 a0 B
Wholasale {mil. §} 138 144 203 198 207

Total ravenue {mif. §) 877 652 946 817 926
Annual sales growth{%}
Residantial (3.2} 92 (0.6} 49 38
Commercal 1.2 43 0.9 5,1 3.2
industrial 1.6 4.8 (6.5} 2.6 14
Total retai 0.2} 60  {2.0 4.1 2.6
Standard & Poor's ratail averags 183 353 230 190 192
Whalesale (330 {251 18 (57 410
Totol sales growth (1L.0y (38 {08 {7.4) 148
Retall customer growth 1.0 14 1.3 1.8 18
GWh -- Gigawatt-hour.

Table 3
$ por MWh
Total
Varlahle Prod  Purchased Total Powsr  Resillentisd  Commercial  Industrial
Company Fuel Praduct NF - Powsr  Product Supply Rates Rates Rates
AEP Generating Co. 12.16 125 93 0 21.48 247 NA. NA. N.A.
/éppalachian Pawer 13.25 1405 3,08 22.04 16.3 18,83 54.3 48,51 35,56
0.

Cincinnati Gas & 13.22 1584 579 506,67 19.02 149.56 7292 53.58 3437
Elactric Co.
Claveland Electric 6.83 1266 2911 37.34 35.94 36.82 734 84.95 5942
Hiuminating Co.
Columbus Southemn 13.35 14.77 513 2534 18.49 22,06 7511 61.01 a8.27
Power Co,
Dstroit Edison Co, 1312 1465 7.67 41,73 20.89 24 o6.21 78.03 4914
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Duguesns Light Co, NA, A 77.41 80,6 5039 40.96

Indiana Michigan 9.22 1183 134 20,25 22,02 64.41 57 40.69

Power Co,

indiana-Kentucky 13.99 16.07 54 N.A. 19.39 19,39 N.A. NA NLA.

Elactric Corp,

Indianapolis Power & 10,99 11.88 5 64.88 15.88 16,8 6117 65.37 45.61

Light Co,

Kentucky Power Co. 12.02 1324 333 22.28 15.35 19,13 h0,92 b2,52 .27

Kantucky Utilities Co. ~ 15.98 16.63 3,22 1818 19.2 18.93 46,4 44.92 35.16

Kingsport Power Co, NA. NA  NA 29.44 N.A. 29.44 4818 48,51 2.7

Louisville Gas & 1239 1338 498 204 17,37 18,02 56.26 53.64 37.99

Electric Co.

(l\‘%onnngalzeia Power 1182 124 891 46.66 18,62 2587 71.85 58.19 .11

Narthern Indlana 15.19 16.36 .64 31.07 21.03 23.35 94.44 80.97 42.37

Public Sarvice Co.

Ohio Edison Co. 413 823 3888 31,85 4301 3461 88.02 82,38 47.45

Ohio Power Co, 1161 1282 569 18,04 173 178 56.03 55,93 36.54

8h$ Valley Electric 12 13.09 81 2945 17.1 23.56 N.A. N.A, 356.88
om.

PS] Energy Inc. 1414 1562 414 a.27 16.28 23.28 66.92 b2.4 37.24

Eennsylvaniﬂ Power 408 829 21.04 31.96 25,13 28.52 90,04 76.75 53.79
0.

Potomac Edisen Co. 0 0 2785 37.84 27.65 36.38 67.98 59.73 37.93

Southern Indiang Gas 13,91 1459 68! 38 19,681 13.67 73.39 58,16 3g.84

& Electric Co,

Tolado Edison Co. 6.9 1467 5424 3224 61.19 4211 90.21 8719 41.61

Union Light Heat & N.A, NA.  NA .77 NA. 37.77 64.88 58.8 50.48

Powaer Co,

West Penn Power Co.  N.A. NA.  NA 3246 N.A. 3254 6257 52.96 39.64

Whesling Power Co, N.A. NA  NA 2691 N.A. 26.92 6331 54.88 34,08

ECAR average 11.99 13.61 8.1 50.47 201 KIW) 70.5 63.32 421

Standard & Poor's 15.57 16.96 7.07 46,36 226 33.48 83.94 76.55 44,42

average

N.A. ~ Not appHeable or available, MWH -- Megawatt hour,

www.standardandpoars.com/ratingsdiroct
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Copyright @ 2012 by Standard & Foor's Financlal Services LLC, Al rights reserved.

No content {including ratings, crodit-related analyses and data, modsl, software or other application or output thorefrom) or any part theraof {Content} may be modified,
reverss enginoered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, withaut the prior written permission of Standard & Poor's
Financlal Services LLC or its affiliates {coliectivaly, S&P). The Content shall not be used for any unlawifuf or unauthorlzed purposes, S&P and any third-parly providers, as well
as their diractors, officars, sharsholders, amployaos or agonls {collectively SEP Parties) do not guarantse the accuracy, complatonaess, timaliness or availability of the
Content. S&P Parties ara not responsible far any errors or omissions {negligent or otherwise), regardless of tha cause, fer the results obteinod from the use of tho Content, or
for the security or maintenance of any data input Ly the user, The Content is provided on an “as is” basis, S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOA A PARTICULAR PURFOSE OR USE, FREEDOM FROM BUGS,
SDFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no avent shall S&P Parties be liable to any party for any direct, Indirect, incidental, exemplary, compensatary, punitive, special or
tonsequentiel damapes, costs, axpanses, lagal feos, or losses {including, without limitation, lost income or lost profits end opportunity costs or losses caused by negligonce)
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Cradit-rsfatad and othar analysss, Including ratings, and statsments In the Content are stataments of opinion as of the data they are expressed and not statements of fact,
S&P's apinions, analysas, and rating acknowledgment decisfons {described belows are not recommendations 1o purchase, hald, or self any securities or to mako any
invastment dlecisions, and do not address ths suitability of any security, S&P assumes no obligation to update the Content following publication in any form or format, The
Contsnt should not ba refied on end is not a substitute for the skill, judgment and axpertanca of the user, Its management, employees, advisors and/or cilents when meking
invastmant end othor businass decisions. S&P doas not act as a fiduclary or an invastment edvisor sxcapt where registerail as such. While S&P has obtsined information from
sources it balieves to be reliable, S&P does not perform an audit and undertakes no duty of due diligonce or indepandent verification of any Information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledgs in one jurisdiction a rating issued in anathor jurisdiction for cartain regulatory purposos, S&P
reselves tha right to assign, withdraw, or suspand such acknowledgement at any time and in its sole discretion, S&P Partiss disclaim any duty whatsoaver arfsing out of the
assignment, withdrawal, or suspension of en acknowledgment as wall as any liabifity for any damage alleged to hava been suffered an account thereof,

S&P koaps cartain activities of its businass units separate from each othas In order to presarve tha independence and ohjectivity of thalr respective activities. As a result,
cartain business units of SXP may hava information that is not avaifable to other S&P business units. S&P has established policies and procedures to maintain the
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