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Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(6)(r) 

Sponsoring Witness: Valerie L. Scott  

Description of Filinq Requirement: 

The monthly managerial reports providing financial results of operations for the twelve ( I  2) 
months in the test period. 

Response: 

See attached. 
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KENTUCKY UTILITIES COMPANY 

Financial Reports 

October 3 1,2009 

Prepared by Regulatory Accounting and Reporting 
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Kentucky Utilities Company 
Summary Trial Balance 

October 31,2009 

Account - Subsidiarv Account 

Utility Plant .............................................................................. 
At Original Cost ........................................................................ .................... 

Depreciation of Plant.. ...................................................................... 
Reserves for Depreciation and Amortization. .................................................... 

Amortization of Plant.. ................................................................... 

Investments. ......................................................................................... 
Investments in Subsidiary Company ...................................................................... 

Ohio Valley Electric Corporation ........................... 
Nonutility Property. ................................................................. 

Investments in Community Development .............................................. 

Cash ...................................................................................................................................... 
Temporary Cash Investmen ts..... .................................................. 

Accounts Receivable - Less Reserve .................................................................................... 
Customers - Active.. ............................................................. ..................... 
IJnbilled Revenues ............................... 
Income Tax Receivable - Federal. I I 

OMU Reserve Funds ........................................... 
IMPA ................. ...................................................................................... 
IMEA .................................................................................................... 
Transmission Sales ......................................... 
Wholesale Sales. ........................................................................................ 

....................................... 

......................................................................... 
Margin Cash Collateral.. .......... ...................... 
Employee Computer Loans. ...................... 
Working Funds ...................................................................................................... 

Interest and Dividends Receivable.. ......................................................... 
Billed Projects ....................... .......................... 
Reserves for Uncollectible Ac 
Utility Customers 
Charged Off" .................................................................................................. 
A/R Miscellaneous. ............................................................................................... 
Recoveries .................................................................................... 
Reserve .......................................................................................... 
Accrual ..................................................................................... 

Other ..................................... .................................. 

Accounts Receivable from Associated Companies .......................................................... 
E.ON US Serviceskauisville Gas and Electric Company ... ................................. 

Balance Balance as Shown 
Subsidiary Account on Balance Sheets 

5,975,896,409.74 5,975,896,409.74 

(2,089,958,038 87) 
(11,512,863 23) 

(2,101,470,902.1 0) 

12,296,221.69 
11,455,960.75 

41 1,140.00 
250,000.00 
179,120.94 

3,929,3 64.48 3,929,364 48 

269.25 269.25 

169,981,228.23 
79,623,454.05 
57,017,528.90 
11,611,666.00 
6,150,161.97 
3,717,347.41 
3,498,000.82 

568,289.32 
1 55,788.1 9 
134,009.92 
113,763.58 
52,914 68 
39,530.00 
35,667.82 
12,474.01 
4,740.50 

3,802,778.34 
(24,3 18.00) 

(729,468.88) 
(1,133,49 1 .OO) 
(3,073,103.27) 
8,403,493.87 

938,945.28 
938,945.28 

November 20,2009 



Account - Subsidiaw Account 

Kentucky Utilities Company 
Summary Trial Balance 

October 31,2009 
Balance Balance as Shown 

- on Balance Sheets Subsidiary Account 

Fuel .............................................................. .................................. 
Coal 1,558,163.78 Tons @ $59 81 MMBtu 36, @ 256.11 $.........I ............. 

Gas Pipeline 12,572 90 Mcf @ $5.36. .................................................................. 

Plant Materials and Operating Supplies ........................................................................... 

Limestone 73,496.98 Tons @ $7.35 ....................................................... 

Stores Expense Undistributed .............................................................................................. 

Fuel Oil 2,957,944.00 Gallons @ 201.42$ .............................................. ..... 

Regular Materials and Supplies.. , _._.". ". ."." . ̂. ,  .................... 

Allowance Inventory. ............................................ 
............................................ 

................................... 
................................................ 

............................... 
Vehicle License ............................................................. 
Other. ................................................................................................................. 

Miscellaneous Current Assets." .................................................................. 
....................... Derivative Asset - Non-Hedging.. ~ " "  _ I "  I 

Carroll County 2002 Series A due 02/01/32 VaPh ................................... 
Mercer County 2002 Series A due 02/01/32 Va Ph ............................................ 
Muhienburg County 2002 Series A due 02/01/32 VaPh .... 
Carroll County 2002 Series B due 02/01/32 VaPh ............................................. 

Carroll County 2006 Series B due 10/01/34 VaPh ........................................ 
Carroll County 2007 Series A due 02/01/26 5 75% ................................. 
Trimble County 2007 Series A due 03/01/37 6.00% ................................................ 
Carroll County 2008 Series A due 02/01/32 Var% ................................ 

Unamortized Debt Expense ................................................... 

Carroll County 2002 Series C due 10/01/32 Va Ph..... ................ 

Unamortized Loss on Bonds ............................................................................ 
Accumulated Deferred Income Taxes .................................................................................. 

Federal.. ...................................................................................... 
............................................ 

Regulatory Assets ................................................................................................ 
Pension and Postretirement Benefits. ................................ 
2009 Winter Storm.. ................................................................ 
Environmental Cost Recovery ". I "  I I I ~" I I^ 

Asset Retirement Obligations.. ........................................................ 
SFAS I09 - Deferred Taxes.. ............... 
MIS0 Exit Fee.." ..................................................................... 
FERC Jurisdictional Pension Expense. ............................................. 
2008 Wind Storm. ........................................................... 
EKPC FERC Transmission Cost.. ..................................................... 
Rate Case Expenses. . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fuel Adjustment Clause ........................................ 
KCCS Funding.. , . ................................................. 
VA Fuel Component.. " I  ........................................ 

Other Deferred Debits ............................................................................ 

Total Assets and Other Debits ................................................................... 

99,219,777.25 
93,194,523.32 
5,957,9 1 7.04 

67,336.89 

30,941,174.37 
30,401,046 41 

540,127.96 

7,207,137.03 
1,286,022 04 

1,250,327.72 
194,740 89 
75,000.00 
45,372.24 

2,759,085 06 

1,347,389.60 

91,236 34 
25,458.40 
70,597.1 1 
63,417.62 

1,685,459.69 
1 ,I 93,9 12.17 

541,706 61 
439,263 48 
765,3 I5 87 

13,085,263.33 

7,207,137.03 
1,286,022.04 

4,324,525.91 

1,347,389.60 

4,876,367.29 

13,085,263.33 
45,494,673 "82 

38,473,151.01 
7,021,522.81 

277,195,710 34 
126,832,090 11 
57,253,873 88 
29,969,627 00 
29,562,650 76 
12,206,169 73 
11,047,215 17 
3,643,869 01 
2,195,516 35 
1,450,353 90 
1,074,637 04 

878,000 00 
807,697 39 
274,010 00 

42,704,974 01 42,704,974 01 

4,589,254,551 56 4,589,254,551 56 

November 20,2009 

-- 
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Kentucky Utilities Company 
Summary Trial Balance 

October 31,2009 

Account - Subsidiary Account 

Common Equity.. ...... 

Common Stock Expense ............................................................................................. 
Paid-In Capital .............................................................................................. 
Retained Earnings ........................................................................................... 
Unappropriated Undistributed Subsidiary Earnings . 

Bonds. .................................................................................................... 
Long-term Notes Payable to Associated Companies. ............................................. 
Short-term Notes Payable to Associated Companies.. ............................................ 

Salaries and Wages Accrued .......... 
Employee Withholdings Payable ................................................................................. 

Accounts Payable to Associated Companies ........................................................................ 

E.ON US Services/Louisville Gas and Electric Company ............................................ 
Fidelia ......................................................................................................................... 

Customers' Deposits.. .......... .................... 

Taxes Accrued ...... ................................................. 
Interest Accrued. ........................................................................... 

Mercer County 2000 Series A due 05/01/23 Var% .......... 
Carroll County 2002 Series A due 02/01/32 Var% ...... 
Mercer County 2002 Series A due 02/01/32 Var %... ........................................... 
Muhlenburg County 2002 Series A due 02/01/32 Var% ... 

Carroll County 2002 Series C due 10/01/32 Var% .............................................. 
Carroll County 2004 Series A due 10/01/34 Var% ........... 

Carroll County 2007 Series A due 02/01/26 5.75% ......................................... 
Trimble County 2007 Series A due 03/01/37 6.00% ................................................. 

Customers' Deposits."". ....................................................................................... 

Carroll County 2002 Series B due 02/01/32 Var%.. 

.......................... 
Carroll County 2006 Series B due 10/01/34 Var% 

Carroll County 2008 Series A due 02/01/32 Var%.. 

Other ................. ............................. 

Balance Balance as Shown 
on Balance Sheets Subsidiary Account 

1,933,128,507.52 
308,139,977.56 

3 15,858,083.00 
1,299,291,575.08 

10,160,160.75 

(32 1,288.87) 

350,779,405.00 350,779,405.00 

I ,28 1,000,000.00 1,281,000,000.00 

19,665,954.00 19,665,954.00 

153,825,864.5 1 
152,152,694.59 

1,710,195.86 
(37,025.94) 

30,570,412.89 
16,467,676.24 
14,102,736.65 

21,824,649.94 

8,277,553.00 

4,386.49 
20,815.3 1 

7,359.44 
2,386.82 
2,386.82 

19,370.60 
13,520.58 
18,286.05 

428,255.2 1 
223,175.00 

27,036.02 
800,970.89 

76,359.02 

21,824,649.94 

8,277,553.00 

1,644,308.25 

November 20,2009 

9 



Kentucky Utilities Company 
Summary Trial Balance 

October 31,2009 

Account - Subsidiarv Account 

Miscellaneous Current and Accrued Liabilities ...... 
Franchise Fee Payable.. ........................................................................ 
Vacation Pay Accrued ................................................................................................ 
Tax Collections Payable. I I 
Customer Overpayments .................... 
OMU Excess.. ..................................................................................... 
Derivative Liabilities - Non-Hedging ......................................................... 
Other. ............. 

Accumulated Deferred Income Taxes ....... ................................... 
Federal., ............................................................................................ 
State.. ................................................................................ 

Investment Tax Credit. ................ 
Advance Coal Credit ....................... .............................................. 
Job Development Credit ......................................................................... 

Deferred Taxes ................. 
DSM Cost Recovery ..................... 
Asset Retirement Obligations.. ................................................................. 
MIS0 Schedule 10 Charges. ................................................................... 

Customers' Advances for Construction ................................................................................ 
Line Extensions.. ................................................................................ 
Customer Advances. 
Outdoor Lighting Deposits. ..................................................................... 
Other. ..................................................................................... 

Regulatory Liabilities 

Spare Parts .................................. 

Asset Retirement Obligations 

Other Deferred Credits .......... 

Miscellaneous Long-term Liabilities .................................................................................... 
Workers' Compensation ............................................................................................... 
Long-Term Derivative Liabilities-SFAS 133 

Accumulated Provision for Benefits.. ............................................................... 
Pension Payable .............................................................................................. 

Post Employment Benefits Payable. .................................................................... 
Post Employment Medicare Subsidy. ................................................................... 
Medicare Subsidy - SFAS 106.. 

Postretirement Benefits - SFAS 106.. .... 

................... 

Total Liabilities and Other Credits ....................................................................................... 

Balance Balance as Shown 
Subsidiarv Account on Balance Sheets 

20,122,865.58 
6,272,362 49 
5,442,225.28 
3,433,218.33 
2,960,131 .I2 

945,427.5 1 
903,990.43 
165,510.42 

380,444,213.07 
329,686,046.19 
50,758,166.88 

98,311,103.13 
98,291,408.3 1 

19,694.82 

39,642,825.12 
22,252,141.67 
7,808,965.91 
4,102,306.7 1 
3,792,070.33 
1,687,340.50 

1,482,755.35 
204,800.00 

3,795.90 
688,361.20 

34,007,189.49 

37,176,108.70 

2,539,198.62 
34,814.42 

2,379,712.45 

34,007,189.49 

37,176,108.70 

2,574,013.04 

173,879,865.87 
110,249,944.00 
63,2 14,069.01 
5,743,518.00 
(233,923.00) 

(5,093,742.14) 

-_. 

4,589,254,55 1 . 5 6  4,589,254,55 1.56 

10 
November 20,2009 



Kentucky Utilities Company 
Statement of Cash Flows 

October 31,2009 

- ~ -  Year to Date 

Cash Flows from Operating Activities 

Amortization.. .............................................................................................. 
Deferred income taxes - net 
Investment tax credit ~ net ................................................................................... 
Other ............................................................................................................ 

Change in receivables ................................................... 
Change in inventory ................................... ................................................ 
Change in allowance invento ry..... 
Change in payables and accrued expenses ............................................................. 
Change in regulatory asse 

.................................. 

. ""  " ~ " .," . " " " "  ."" ." " 

Change in regulatory liab 
Change in other deferred debits. 
Change in other deferred credits ............................................................................ 

- 2009 

Gain on disposal ofassets.. ....................................................................................... 

Less: IJndistributed earnings of subsidiary company ............................................... 
Less: Allowance for other funds used during construction.. .................................... 

114,489,119.06 

106,062,135.63 
4,958,158.85 

57,990,501.89 
18,457,863.34 
21,325,503.81 
13,066,128.97 

(28,896,055.8 1) 
(1,211,602.76) 
6,326,704.55 

(88,165,291.62) 
(840,457.48) 

34,167,756.13 
15,467,029.38 

(56,184,938.62) 
(78,884.12) 

(4,655,702.22) 
10,595,426.05 

Net cash provided (used) by operating activities ................................................. 222,873,395.03 

Cash Flows from Investing Activities 
Gross additions to utility plant - construction expenditures 
Less: Allowance for other funds used during construction .................................... 
Proceeds received from sales of property.. ................................................ 

Change in other special funds ................................................................................. 
.Change in restricted cash ....... 
Net cash provided (used) by investing activities ............................................. 

................. (41 3,597,744.71) 
4,655,702.22 

89,185.93 
Change in non-hedging derivatives 809,583.66 

(307,816.40) 
9,041,466.83 

(399,309,622.47) 

Cash Flows from Financing Activities 
Proceeds from issuance of long-term debt.. ................................ 
Net change in short-term debt 

Payments for reacquisition of long-term debt ........................................................ 
Retirement of reacquired long-term debt.. I 
Contributed capital. I "  I I ......................................................................... 75,146,486.00 

177,952,502.5 1 

99,387,516.51 
3,418,500.00 ................................................................................ 

Payments for retirement of long-term debt ... 

Net cash provided (used) by financing activities ................................................. 

Net Increase (Decrease) in Cash and Cash Equivalents. .................................... 1,5 16,275..07 

Cash and Cash Equivalents at Beginning of Period. ....................................... 2,413,358.66 

2008 
_I 

126,344,261.50 

107,379,878.26 
4,306,317.06 

(4,411,456.25) 
21,919,897.97 
10,284,469.79 
28,437,929.81 

(36,632,180.74) 
361,242.13 

21,631,172.07 
(4,327,694.60) 
2,837,688.62 

(3,128,094.78) 
14,287,293.89 
(9,459,549.05) 

(1 0,060,145.97) 
(4,448,390.80) 

265.322.638.9 1 
~ 

(615,290,871.65) 
6,622,042.98 

(5 89,703.46) 
40,513.22 

(9,540,985.35) 

(61 8,759,004.26) 

252,272,394.74 
98,742,000.00 

(59,921,140.00) 
(79,593,620.00) 
16,693,620.00 

125,000,000.00 
353,l 93,254.74 

(243,110 61) 

- 338,510.70 

Cash and Cash Equivalents at End of Period.." ......................................... 3,929,633.73 95.400.09 

November 20,2009 
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KENTUCKY UTILITIES COMPANY 

Financial Reports 

September 30,2009 

Prepared by Regulatory Accounting and Reporting 
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Account - Subsidiary Account 

Kentucky Iltilities Company 
Summary Trial Balance 

September 30,2009 
Balance Balance as Shown 

Subsidiary Account on Balance Sheets 

At Original Cost. .............................................. ................... 
Reserves for Depreciation and Amortization. ..................................... 
Depreciation of Plant ................................................. 
Amortization of Plant.. ............................ 

Investments. ..................................................................... 

Investments in Community Development .... .............................. 

................................................................ 
Cash ................................................................................................................................... 
Temporary Cash Investrnen ts .................................................... 

Customers - Active ............................................ 
Unbilled Revenues .................................................... 

QMU Reserve Funds ............................................... 
IMPA ................................................................. 

...................................... 

Transmission Sales ...................................................... 
Damage Claims .................................................................... 
Employee Computer Loans.. ..... ....................................................................... 
Working Funds ......................................................................... 
Interest and Dim ....................................................... 
Wholesale Sales ........................................................... 
IJtility Customers 

Charged Off .............................................................................................................. 
A/R Miscellaneous .................................................................................................... 
Recoveries ................................................................................................................. 
Reserve .............................................................................. 
Accrual .............................................................................. 

Accounts Receivable from Associated Companies ............................................................. 
E.ON US ServiceslLouisville Gas and Electric Company.. .......................................... 

5,945,924,114.35 5,945,924,114.35 

(2,085,278,4 15.62) 
(1 0,959,320.02) 

(2,096,237,735.64) 

12,8 13,402.69 
11,973,141.75 

41 1,140.00 
250,000.00 
179,120.94 

3,500,175.34 3,500,175.34 

269.25 269.25 

160,677,458.72 
84,984,632.59 
53,076,000.00 
13,939,321.50 
6,119,495.23 
1,439,644.69 
1,354,696.70 

605,939.52 
13 1,501.61 
55,730.57 
39,530.00 
26,226.61 
9,728.51 

3,248,673.94 
(40,091.00) 

(655,056.58) 
(1,065,001 .OO) 
(2,593,5 14.17) 
5,883,470.19 

2,521,347.08 
2,521,347.08 

October 21,2009 
7 



Account - Subsidiant Account 

Kentucky Utilities Company 
Summary Trial Balance 

September 30,2009 
Balance Balance as Shown 

Subsidiary Account on Balance Sheets 

Fuel .................................................. ............................................... 
Coal 1,367,882.07 Tons @ $6 6.63 @ 264.07$ 
Fuel Oil 2,833,423.00Gallons .................................................... 

Plant Materials and Operating Supplies. .............................................. 
Regular Materials and Supplies ................................................................................. 
Limestone 92,406.36 Tons @ $7.12 .... 

Stores Expense IJndistributed .................... 
Allowance Inventory ........... ................................................................. 
Prepayments ......................................................... 

Taxes.. .............................................. 
Insurance ....................................................... 

Vehicle License ................................................................... 

Miscellaneous Current Assets ............................................................ 

Carroll County 2002 Series B due 02/01/32 Var?? ..... 
Carroll County2002 Series C due 10/01/32 Vat?? 

Unamortized Loss on Bonds .................................................................... 
Accumulated Deferred Income Taxes .......... ................... 

Federal. ........................................................... 
..................................................... 

Pension and Postretirement Benefits.. ........................ 
2009 Winter Storm ................ .................................. 

Asset Retirement Obligations ............................................. 
SFAS 109 - Deferred Taxes ......... 
MIS0 Exit Fee.. ......................................... 
FERC Jurisdictional Pension Expense ............................ 

2008 Wind Storm .................................................. 
EKPC FERC Transmission Cost ........................... 
Rate Case Expenses. .................................... 
KCCS Funding ..................................................................... 
VA Fuel Component ........................................................ 

...................................... 

Other Deferred Debits ........................................................................ 
Total Assets and Other Debi ts .............. ........................................... 

84,872,096.00 
5,638,893.99 

35,777.99 

30,411,847.90 
657,660.00 

(0.01) 

6,786,075.18 
1,39 1,97 1 "99 

1,406,618.69 
543,433.82 

75,000.00 
54,288.47 

3,009,373.61 

1,366,935.64 

87,474.34 
24,4 13.40 
67,682.1 1 
60,799.62 

1,614,570.38 
1,150,135.36 

51 1,304.70 
424,576.83 
733,903.61 
215,881.56 

13,130,484.93 

90,546,767.98 

3 1,069,507.89 

6,786,075.1 8 
1,391,971.99 

5,088,714.59 

1,366,935.64 

4,890,741 "91 

13,130,484.93 
45,657,483.91 

38,610,849.01 
7,046,634.90 

278,150,300.73 
126,832,090.1 1 
57,253,873.88 
29,652,915.00 
29,360,250.98 
12,072,972.54 
11,210,713.42 
3,580,998.81 
2,318,000.00 
2,195,516.35 
1,478,245.32 
1,113,016.93 

807,697.39 
274,010.00 

42,576,747.22 

4,555,738,233.95 

42,576,747.22 

4,549,854,763.76 
-- 

October 21, 2009 
8 



Kentucky Utilities Company 
Summary Trial Balance 

September 30,2009 

Account - Subsidiarv Account 

Common Equity ..................................... 
Common Stock ........................................................................... 
Common Stock Expense ..................................................... 
Paid-In Capital ................................................................................................ 
Retained Earnings ......... 
Unappropriated Undistri .................................................... 

Bonds." ...... ........................ 
Long-term Notes Payable to Associated Companies. ............................................. 

Short-term Notes Payable to Associated Companies.". ........................... 
Accounts Payable ................................................. 

Salaries and Wages Accrued ........................................................ 
Employee Withholdings Payable ............................................................... 

Regular 

Accounts Payable to Associated Companies ........................................................................ 
Fidelia. .......................................................................................................................... 
E.ON US ServicesLouisville Gas and Electric Company ............................................ 

Customers' Deposits ...................................................................... 
........................................... ,...... ........... 

Interest Accrued.. ............................................................ 
Mercer County 2002 Series A due 0210 1 /32 Var% .............................................. 
Muhlenburg County2002 Series A due 02/01/32 Var% ............. 
Carroll County 2002 Series B due 02/01/32 Var% ............................................. 
Carroll County 2002 Series C due 10/01/32 Var% .............................................. 
Carroll County 2004 Series A due 10/01/34 Var% 
Carroll County2005 Series A due 06/01/35 Var% ............................................... 
Carroll County 2005 Series B due 06/01/35 Var% 
Carroll County 2006 Series B due 10/01/34 Var% .......................................... 
Carroll County 2007 Series A due 02/01/26 5.75 
Trimble County 2007 Series A due 03/01/37 6.00% 
Carroll County 2008 Series A due 02/01/32 Var% 
Customers' Deposits. .......................................................................................... 
Other ........................... 

._, 

.................... 

................................... 

Balance Balance as Shown 
on Balance Sheets Subsidiary Account -- 

1,917,462,873.86 
308,139,977.56 

(321,288.87) 
3 15,886,419.00 

1,283,080,424.42 
10,677,341.75 

350,779,405.00 350,779,405.00 

1,281,000,000.00 1 2 8  1,000,000.00 

22,909,954.00 22,909,954.00 

134,910,407.77 
13 1,402,483.29 

3,536,8 16.61 
(28,892.13) 

17,568,622.08 
12,573,98 1.93 

21,778,321.53 

12,590,839.54 

144.63 
1,261.53 
4,068.41 

144.63 
446.01 
605.27 

14,397.28 
18,774.27 

178,540.00 
342,604.17 

26,203.16 
734,988.84 

76,599.76 

30,142,604.0 1 

21,778,321.53 

12,590,839.54 

1,398,777.96 

October 2 1,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

September 30,2009 

Account - Subsidiaw Account 

Vacation Pay Accrued ..... ................. ............... 

Tax Collections Payable. 
Customer Overpayments ........................... 

...................................................................... 

...................................................................... 

Investment Tax Credit .............................................................................................. 

Job Development Credit.. ....................................................................... 
................ 

Deferred Taxes ............................................................... 

Asset Retirement Obligations.". ................................................................ 

Spare Parts. ................ ............. 
Customers' Advances for Construction ................................................................................. 

Line Extensions ............................... ......... 

MIS0 Schedule 10 Charges.. ..................................................... 

....................................................................... 
Asset Retirement Obligations.. ................... 

Miscellaneous Long-term Liabilities .................. 

Post Employment Benefits Payable.. I I .  ". . 
Post Employment Medicare Subsidy.. .................................................................. 
Medicare Subsidy - SFAS 106.. ........... .." " ~ .  

Total Liabilities and Other Credits ....................................................................................... 

Balance 
Subsidiaw Account 

Balance as Shown 
on Balance Sheets 

19,090,323.83 
5,5 13,490.12 
4,892,990.71 
3,703,341.83 
2,909,612.77 
1,080,488.58 

624,955.54 
365,444.28 

325,366,314.49 
50,079,974.65 

96,812,112.46 
29,541 "07 

3 75,446,289.14 

96,841,653.53 

40,448,277.7 1 
22,562,765.24 

8,387,842.33 
4,082,397.5 1 
3,754,698.93 
1,660,573.70 

2,408,460.40 
1,520,274.02 

191,800.00 
3,795 "90 

692,590.48 
33,829,534.81 

36,546,341.60 

33,829,534.8 1 

36,546,341.60 

2,912,684.44 
2,533,420.90 

379,263.54 

175,241,484.82 
110,249,944.00 
64,575,687.96 

5,743,518.00 
(233,923.00) 

(5,093,742.14) 

4,555,738,233.95 
- 

4,555,738,233.95 

October 21,2009 
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Kentucky Utilities Company 
Statement of Cash Flows 

September 30,2009 

Year to Date 

Cash Flows from Operating Activities 
Net income ........................................................................................................... 
Items not requiring (providing) cash currently: 

.................................... 

Change in receivables 
Change in inventory 
Change in allowance inventory.. 

Change in regulatory assets 
Change in payables and accrued expenses ... 

Change in other deferred debits ... 
Change in other deferred credits.. 
Other .................................................................................................................... 

Less: Allowance for other funds used during construction.. 
Gain on disposal of assets .... 

Less: Undistributed earnings of subsidiary company. .......... 

.............................................................................. 

Net cash provided (used) by operating activities 

2009 -- 

98,795,149.40 

95,336,151.74 
4,404,615.64 

53,072,405.22 
16,978,567.49 
19,322,542.04 
14,60 1,636.84 

(1 9,930,3 18.21) 
(1,317,552.7 1) 
(9,452,028.1 6) 

(89,119,882.01) 
(35,004.89) 

34,259,939.33 
14,837,262.28 

(52,852,940.08) 
(78,5 19.03) 

(4,348,503.30) 
10,078,245.05 

184,551,766.64 

Cash Flows from Investing Activities 
Gross additions to utility plant - construction expenditure 
Less: Allowance for other funds used during constructia 
Proceeds received from sales of propert 
Change in non-hedging derivatives ...... 
Change in other special funds .............. 
Change in restricted cash.. ................... 
Net cash provided (used) by investing activities ............................................. 

(378,724,735.78) 
4,348,503.30 

88,820.84 
855,45 1.85 

(307,s 16.40) 
9,041,466.83 - 

(364,698,309.36) 

Cash Flows from Financing Activities 
Proceeds from issuance of long-term debt.."". .................................................. 
Net change in short-term debt ............................................................................... 

Contributed capital.. .......................................................................................... 
Payments for reacquisition of long-term debt ....................................................... 

Net cash provided (used) by financing activities .................... 

Net Increase (Decrease) in Cash and Cash Equivalents.. ................................... 

Cash and Cash Equivalents at Beginning of Period.. ....................................... 

Cash and Cash Equivalents at End of Period .............................................. 

99,396,306.65 
6,662,500.00 

75,174,822.00 
181,233,628.65 - 

1,087,085.93 

2,413,358.66 - - ~  

3,500,444.59 

-- 2008 

116,576,814.53 

95,483,167.69 
3,845,823.09 

(4,411,456.25) 
21,919,897.97 

6,296,377.59 
4,470,380.39 

(1 9,450,990.18) 
33 1,975.42 

22,887,924.39 
(4,205,669.30) 
2,505,793.2 1 

(7,196,809.91) 
14,347,434.90 
(9,329,413.64) 

(5,93 1,946.90) 
(3,406,091.60) 

234.733.21 1.40 . .  

(560,787,124.50) 
5,93 1,946.90 

1,175.00 
(679,958.00) 
10 1,743.47 

9,776,414.21 

(545,655,802.92) 

174,610,243.75 
92,629,000.00 

(79,593,620.00) 

3 12,645,623.75 
125,000,000.00 - 

1,723,032.23 

338,510.70 - 
2,061,542.93 

October 2 1,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

August 31,2009 

Account - Subsidiarv Account 

Utility Plant. .......................... 
........................................................................................ 

Depreciation of Plant.. ........ 
Amortization of Plant .......................................................................... 

Investments.. ............................................................................................................. 
Investments in Subsidiary Compa 
Investments in Community Devel 
Ohio Valley Electric Corporation.. ............................................................ 
Nonutility Property.. ............... I.. 

Temporary Cash Investments ............................................................................................. 
Accounts Receivable - 

Customers - Active ................................................................ 
Unbilled Revenues .................................................... 
Income Tax Receivable - Federal 
OMIJ Reserve Funds .................................................. 

...................................... 

IMEA ........................................................ 
Transmission Sales ........................................................ 
Wholesale Sales 

.................... 

Employee Computer Loans .......................................................................................... 

Interest and Dividends Receivable ..................................................... 

Utility Customers 

Working Funds ......................................................................................................... 

............................................................................................... 

................................................................................ 
.......................................................................... 

...................................................................... 
Reserve ............ ......................................... 
Accrual ................... ............................................ 

Accounts Receivable from Associated Companies ............................................................. 
E.ON US ServicesLouisville Gas and Electric Company " . . I .  

Balance Balance as Shown 
on Balance Sheets Subsidiary Account ,_ - 

5,915,7393 13.78 5,915,739,8 13.78 

(2,080,736,655.85) 
(10,486,337.22) 

(2,091,222,993 "07) 

13,190,534.29 
12,350,273.35 

411,140.00 
250,000.00 
179,120.94 

4,933,892.73 4,933,892.73 

269.25 269.25 

172,447,64 1.57 
74,088,188.85 
70,737,511.05 

8,874,374.27 
6,088,828.49 
3,849,374.79 
3,622,237.79 

641,935.74 
197,364.74 
183,093.73 
124,753.45 
58,545.20 
39,530.00 
4,459.41 

4,962,584.87 

3,096,196.56 
(31,322.00) 

(734,419.26) 
(993,922.00) 

(2,361,674.1 1)  

9,954.45 
9,954.45 

September 22,2009 
7 



Account - Subsidiarv Account 

Kentucky Utilities Company 
Summary Trial Balance 

August 31,2009 
Balance Balance as Shown 

on Balance Sheets - Subsidiary Account 

Fuel ................................................................. ...................................................... 
Coal 1,371,901.16Tons @ $6 
Fuel Oil 2,920,288.00 Gallons 
Gas Pipeline 7,224.60 Mcf @ $4.02 ................... 

Plant Materials and Operating Supplies ....... .......................................................... 
Regular Materials and Supplie 
I.,imestone 82,473.36 Tons @ $8.02 ........................................................... 

Stores Expense Undistributed.. 
Allowance Inventory .............................. 

Insurance ....................................... 

Vehicle License ...................................................................................................... 
Other ..................................................... 

Risk Management and Workers Co .................. 

Miscellaneous Current Assets.. ...................................................................... 
Derivative Asset - Non-Hedging ........ 

Unamortized Debt Expense ................................................................................................ 
Carroll County 2002 Series A due 02/01/32 VaPh 
Carroll County 2002 Series B due 02/01/32 Va 
Muhlenburg County 2002 Series A due 02/01/3 
Mercer County 2002 Series A due 02/01/32 VaPh 
Carroll County 2002 Series C due 10/01/32 VaPh ............................................... 
Carroll County 2006 Series B due 10/01/34 Var??.. ......................................... 
Carroll County 2007 Series A due 02lO 1/26 5.75% ......................................... 
Trimble County 2007 Series A due 03/01/37 6.00% ................................................. 
Carroll County 2008 Series A due OUO1/32 V~I?? .......................................... 

Unamortized Loss on Bonds. ................................. 

Federal. ................. ......................... 
Accumulated Deferred Income Taxes .......................... 

....................... 
Regulatory Assets ............................................. ....................................................... 

Pension and Postretire 
Environmental Cost Recovery.. ...................... .............................. 
Asset Retirement Obligations.. ........ .......................................... 
SFAS 109 - Deferred Taxes ........................................................................................ 

............................................................................... 
Fuel Adjustment Clause 
FERC Jurisdictional Pension Expense.”. ................... 
2008 Wind Storm ................ ....................... 

EKPC FERC Transmission Cost ................................................................ 

KCCS Funding. ..... .................... 
Other Deferred Debits ....... ..................... 

VA Fuel Component ...................... .......................................... 

83,952,210.34 
5,799,338.77 

29,042.30 

29,988,3 16.49 
648,518.24 

6,776,184.29 
1,489,445.83 

1,562,909.66 
900,652.75 

75,000.00 
63,204.70 

2,183,663.53 

4,618,706.94 

91,920.34 
63,893.62 
7 1,127.1 1 
25,648.40 

1,694,075.78 
1,201,871.59 

547,234.23 
44 1,933.78 
766,990.84 

13,180,843.57 

38,354,452.88 
7,051,611.04 

126,832,090.1 1 
30,530,771.00 
29,461,552.82 
11,688,373.42 
11,374,400.74 
3,516,000.00 
3,490,917.21 
2,195,516.35 
1,896,257.00 
1,506,136.74 
1,151,396.82 

807,697.39 

42,798,571 ”66 

Total Assets and Other Debits ........................................................................................... 4,483,927,5915‘ 

8 

89,780,591.41 

30,636,834.73 

6,776,184.29 
1,489,445.83 

4,785,430.64 

4,618,706.94 

4,904,695.69 

13,180,843.57 
45,406,063.92 

224,451,109.60 

42,798,571 “66 

4,483,927,591.28 

September 22,2009 



Kentucky Utilities Company 
Summary Trial Balance 

August 31,2009 

Account - Subsidiary Account 

............................................................................ 

Common Stock Expense .............................................................................................. 
Paid-In Capital .................................. ............................................... 
Retained Earnings ........................................................................................... 
Unappropriated Undistributed Subsidiary Earnings ................................................... 

Bonds ................................... ................................................ 
Long-term Notes Payable to Associated Companies.. ............................................ 
Short-term Notes Payable to Associated Companies.. ............................................ 
Accounts Payable ................... 

Regular ......................... 
Salaries and Wages Accrued ........................................................................................ 
Employee Withholdings Payable.. ............................................................................... 

Accounts Payable to Associated Companies ........................................................................ 
E.ON US Services/Louisville Gas and Electric Company ............................ 

Customers' Deposits ... ............................................................................................. 
Taxes Accrued .................................................................................................................. 
Interest Accrued. ....................................................................................... 

Mercer County 2000 Series A due 05/01/23 Var%. .............................................. 
Carroll County 2002 Series A due 02/01/32 Var% 
Carroll County 2002 Series B due 02/01/32 Var% 
Muhlenburg County 2002 Series A due 02/01/32 Var% ....................................... 
Mercer County 2002 Series A due 02/01/32 Var% ..... 
Carroll County 2002 Series C due 10/01/32 Var% ............................................... 
Carroll County 2004 Series A due 10/01/34 Var% ............................................... 
Carroll County 2006 Series B due 10/01/34 Var%. 
Carroll County 2007 Series A due 02/01/26 5.75% ........................ 
Trimble County 2007 Series A due 03/01/37 6 00% ................................................. 
Carroll County 2008 Series A due 02/01/32 Var% .......................................... 
Fidelia.. ................ 
Customers' Deposits.. ............... ........................................ 
Other ..................................................................................................... 

............ 

................... 

Balance Balance as Shown 
Subsidiary Account on Balance Sheets 

1,877,028,428.01 
308,139,977.56 

(321,288.87) 
315,711,597.00 

1,242,443,668.97 
1 1,054,473.35 

350,779,405.00 350,779,405.00 

1,281,000,000.00 1,28 1,000,000.00 

1 1,877,954.00 11,877,954.00 

137,388,459.01 
134,550,829.86 

2,879,130.66 
(41,501 "51) 

27,648,043. I O  
27,648,043. I O  

21,152,164.53 

21,169,209.5 1 

4,368.82 
37,157.91 
4,260.80 
4,260.80 

13,137.52 
5,071.94 

15,287.70 
19,306.87 

256,953.13 
133,905.00 
26,907.89 

16,834,8 17.92 
669,894.04 
121,114.02 

21,152,164.53 

21,169,209.5 1 

18,146,444.36 

September 22,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

August 31,2009 

Account - Subsidiary Account 

Miscellaneous Current and Accrued Liabilities .................................................................... 
Vacation Pay Accrued ......................... 

Tax Collections Payable .............................................................. 
Customer Overpayments ........ .............................................. 

Other. ..................... ...................................................... 
................... 

....................................................................... 
Investment Tax Credit ..... ................................................................................. 

................................... 
Job Development Credit.. ................... 

Deferred Taxes ..... ............................................................................... 
DSM Cost Recovery .......... 

Spare Parts. ............... ...................................................... 

Line Extensions.. ......................................................... 
Customer Advances. ............................................................................. 
Outdoor Lighting Deposits. I ~ " .  . 

...................................................... 
Asset Retirement Obligations.. ..... ................................... 

Other Deferred Credits ........ .............................................................................. 
..................... 

Workers' Compensation ..................................................................... 
Long-Term Derivative Liabilities-SFAS 133 ............................................................... 

Accumulated Provision for Benefits.. .............................................. 
Pension Payable ....... ....................................................................... 

Post Employment Benefits Payable. .......................... 

Medicare Subsidy - SFAS 106 

Postretirement Benefits - SFAS 106 

Post Employment Medicare Subsidy. ........................................................ 
................................................... 

Total Liabilities and Other Credits ....................................................................................... 

Balance Balance as Shown 
Subsidiary Account on Balance Sheets 

18,058,244.29 
5,780,053.25 
3,375,414.49 
3,314,693.37 
3,197,949.88 
1,215,549.65 

444,553.60 
730,030.05 

293,550,636.17 
44,953,421.49 

90,541,772.46 
39,385.82 

338,504,057.66 

90,581,158.28 

42,025,982.54 
23,494,636.14 

9,174,591.97 
4,062,488.31 
3,7 17,327.52 
1,576,938.60 

2,398,019.02 
1,517,583.94 

187,800.00 
3,795.90 

688,839.18 
33,958,359.16 

34,141,257.26 

33,958,359.16 

34, 141,257.26 

2,828,920.73 
2,772,932.78 

55,987.95 

175,241,484.82 
110,249,944.00 
64,575,687.96 
5,743,5 18.00 
(233,923.00) 

(5,093,742.14) 

- , ~  

4,483,927,591.28 4,483,927,591.28 

10 
September 22,2009 



Kentucky Utilities Company 
Statement of Cash Flows 

August 30,2009 

Year to Date 
2009 2008 

-I_____ 

-_--- 

Cash Flows from Operating Activities 
58,535,525.55 100,903,583.66 Net income.. ......................................................................................................... 

Items not requiring (providing) cash currently: 
................................................................ 

Amortization ......... ....................................... 
Deferred income taxes - net 
Investment tax credit - net 
Other.. .................... 

Change in receivables.. "_.. 
Change in inventory ......... 

Change in payables and accrued expenses 
Change in regulatory assets. 

Gain on disposal of assets ..................................................................................... 
Less: Allowance for other funds used during construction ................................... 

84,639,266.34 
3,850,611.58 

15,268,892.25 
10,708,227.49 
17,428,646.16 
1 1,528,706.46 

(1 8,721,577.59) 
(1,415,026.55) 
11,069,129.61 

(35,420,690.88) 
1,542,699.94 

34,262,546.01 
12,432,177.94 

(48,563,895.90) 
(50,281.89) 

(4,047,296.35) 

83,605,543.32 
3,385,606.61 

(3,637,719.97) 
12,715,459.95 

608,285.52 
603,615 "55 

(15,159,659.38) 
299,506.06 

14,312,798.85 
(2,140,931.40) 
1,113,663.49 

(1,749,004.40) 
13,020,424.67 
(6,464,057 "77) 

(5,269,871 66 )  
Less: Undistributed earnings of subsidiary company.. .......................................... 9,701,113.45 (3,373,704.40) 

Net cash provided (used) by operating activities ................................................. 162,748,773.62 192,773,538.70 
- 

- --- 

Cash Flows from Investing Activities 
Gross additions to utility plant - construction expenditures ................................. 

Proceeds received from sales of property.. ............................................. 

(340,134,057.04) 
Less: Allowance for other funds used during construction.. ................................. 

Change in non-hedging derivatives ........... 
Change in other special funds ..................... 
Change in restricted cash .......................................... 
Net cash provided (used) by investing activities 

4,047,296.35 
50,28 1.89 

(2,955,984.93) 
(307,816.40) 

9,041,466.83 
(330,258,813.30) 

Cash Flows from Financing Activities 
Proceeds from issuance of long-term debt 99,400,343 .OO 
Net change in short-term debt .................. (4,369,500.00) 

Contributed capital." ............................. 75,000,000.00 
170,030,843.00 

Payments for reacquisition of long-term debt ........................................ 

Net cash provided (used) by financing activities ................................................ 

Net Increase (Decrease) in Cash and Cash Equivalents ..................................... 2,520,803.32 

Cash and Cash Equivalents at Beginning of Period.. ....................................... 2,413,358.66 

(483,446,107.23) 
5,269,871.66 

1,175.00 
202,254.46 
162,973.72 

10,627,356.15 
(467,182,476.24) 

174,702,827.87 
106,066,000.00 
(79,593,620.00) 
75,000,000.00 

276,175,207.87 

1,766,270.33 

338,510.70 

Cash and Cash Equivalents at End of Period." ............................................. 4,934,161.98 2,104,781 "03 

September 22,2009 
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KENTUCKY UTILITIES COMPANY 

Financial Reports 

July 3 1,2009 

Prepared by Regulatory Accounting and Reporting 
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Account - Subsidiary Account 

Kentucky Utilities Company 
Summary Trial Balance 

July 31,2009 
Balance Balance as Shown 

Subsidiary Account on Balance She< 

Depreciation of Plant ................................... 
Amortization of Plant..". ................................... 

Investments.. ........................................................................................... 
Investments in Subsidiary Companies ...... ..................................................... 

.......................................................... 

Temporary Cash Investmen ts...... 

Accounts Receivable - Less Rese 
Customers - Active ...................................................................................................... 

Income Tax Receivable - Federal.. ............................................................. 
OMU Reserve Funds ................................................................................................... 
IMPA 

................................................................ 

Transmission Sales ...................................................................................................... 

Wholesale Sales ........................................................................................................... 
Employee Computer Loans .................................................. 

................................... 
Interest and Dividends Receivable 

Utility Customers 
Charged Off .............................................................................................................. 
Accrual ...................................................................................................................... 
Reserve ...................................................................................................................... 
Recoveries ................................................................................................................. 
A/R Miscellaneous .................................................................................................... 

Accounts Receivable from Associated Companies ............................................................. 
E.ON US ServicesiLouisvilie Gas and Electric Company 

5,882,337,366.60 
(2,081,473,806.08) 

5,882,337,366.60 

(2,071,453,185.97) 
(10,020,620.1 1) 

13,697,762.29 
12,857,501.35 

41 1,140.00 
250,000.00 
179,120.94 

3,530,087.93 3,530,087.93 

269.25 269.25 

173,107,144.30 
80,33 1,785.82 
68,274,888.43 
8,874,374.27 
6,43 1,075.73 
1,828,416.75 
1,720,528.79 

599,702.70 
202,548.52 
112,774.83 
53,639.96 
39,367.13 
4,573.05 

5,654,433.13 

2,820,070.3 1 
(2,149,794.83) 

(989,746.00) 
(670,172.29) 
(31,322.00) 

4,149.00 
4,149.00 

August 21,2009 



Account - Subsidiary Account 

Kentucky Utilities Company 
Summary Trial Balance 

July 31,2009 
Balance Balance as Shown 

Subsidiary Account - on Balance Sheets - 
Fuel ............................. .......................... ...................................................... 

Coal 1,470,102.19 Tons @ $62.65 MMBtu 34,377,935.50 @ 267.92$. 
Fuel Oil 3,003,058.00 Gallons @ 198.17$ .......................................................... 
Gas Pipeline 12,223.30 Mcf @ $4.92.. ..................... .......... 

Plant Materials and Operating Supplies ..... ................................................... 
Regular Materials and Supplies 
Limestone 91,481.36 Tons @ $8.02 .......................................................... 

Stores Expense Undistributed 
Allowance Inventory ................................................................ .................. 

Insurance.. ............ 

Other.. ...................................................... .................................................... 
Miscellaneous Current Assets.." ..................................................................... 

Derivative Asset - Non-Hedging 
Unamortized Debt Expense .......... 

Carroll County 2002 Series A due 02/01/32 Vaf?? 
Carroll County 2002 Series B 

Mercer County 2002 Series A due 02/01/32 Var?? 
Muhlenburg County 2002 Series A due 02/01/32 Vaf??.. ..................................... 

Carroll County 2002 Series C due 10/01/32 VaP? ........... 
Carroll County 2006 Series B due 10/01/34 VaP! ........................................... 
Carroll County 2007 Series A due 02/01/26 5.75% ......................................... 
Trimble County 2007 Series A due 03/01/37 6.00% ................................................. 
Carroll County 2008 Series A due 02/01/32 Vaf?? .......................................... 

............................. 

Unamortized Loss on Bonds ........................... 
Accumulated Deferred Income Taxes. ..... 

........................................................ 

Federal. ............ .............. 
State ................................................................................................ 

....................................................................................................... 
tirement Benefits. I ., ._" 

Environmental Cost Recovery.. ..... 
Asset Retirement Obligations ................................................................... 

MIS0 Exit Fee ...................... 
FERC Jurisdictional Pension Expense 

................... Fuel Adjustment Clause.. ............... 

VA Fuel Component.. ........................................................................... 
EKPC FERC Transmission Cost.. ............................ 
Rate Case Expenses 
KCCS Funding.. .. ................. 

......................... 

Other Deferred Debi E... ................. 
Total Assets and Other Debits ........................................................................................... 

.................... 

80,658,938.20 
5,858,273.09 

40,086.38 

29,647,836.92 
751,091.93 

6,679,086.77 

1,658,746.36 

1,719,200.63 
1,257,871.68 

75,000.00 
72,120.93 

3 15,980.17 

3,845,529.74 

92,262.34 
64,131.62 
71,392.1 1 
25,743.40 

1,700,191 "58 
1,205,851.30 

549,998.04 
443,268.93 
769,831.55 

13,23 1,202.21 

42,629,659.24 
7,895,930.93 

126,832,090.1 1 
30,118,846.00 
29,259,562.69 
11,545,602.20 
11,537,898.99 
3,408,080.81 
3,280,000.00 
2,195,516.35 
1,896,257.00 
1,534,028.16 
1,189,776.71 

807,697.39 

42,770,991.74 

86,557,297.67 

30,398,928.85 

6,679,086.77 

1,658,746.36 

3,440,173.4 1 

3,845,529.74 

4,922,670.87 

13,23 1,202.21 
50,525,590.17 

223,605,356.41 

42,770,991 "74 - 
4,458,838,547.49 4,458,838,547.49 

August 21,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

July 31,2009 

Account - Subsidiarv Account 

Common Equity.. ................................ ................................................. 
Common Stock ............................................................................................................ 
Common Stock Expense. .......................... 
Paid-In Capital .......... 
Retained Earnings 
[Jnappropriated Undistributed Subsidiary Earnings ................................................... 

Bonds ............................................ ..................................................... 
Long-term Notes Payable to Associated Companies.. ............................................ 

Short-term Notes Payable to Associated Companies.. ............................................ 
Accounts Payable ............................................................................................................. 

Regular ......................................................................................................................... 
Salaries and Wages Accrued 
Employee Withholdings Pay 

Accounts Payable to Associated Companies ............................................. 
E.ON US ServicedLouisville Gas and ompany.. .......................................... 

Customers' Deposits .......................................................................................................... 
Taxes Accrued ................................... 
Interest Accrued.. .......... .............. 

Mercer County 2000 ............................................... 
Carroll County 2002 Series A due 02/01/32 Var% ............................................. 
Carroll County 2002 Series B due 02/01/32 Var%.. 
Muhlenburg County 2002 Series A due 02/01/32 V 
Mercer County 2002 Series A due 02/01/32 Var% .............................................. 
Carroll County 2002 Series C due 10/01/32 Var%. 
Carroll County 2004 Series A due 10/01/34 Var%. ........................................ 
Carroll County 2007 Series A due 02/01/26 5.75%"". ...................................... 

Carroll County 2008 Series A due 02/01/32 Var%. 

Fidelia ............................................................................................................... 

Trimble County 2007 Series A due 03/01/37 6.00 Yo ....... 

Interest Rate Swaps.. ............................................................................ 

Customers' Deposits .................... ...................... 

.............. 

Other ................................................................................................................. 

Balance Balance as Shown 
on Balance Sheets Subsidiary Account 

1,866,837,044.48 
308,139,977.56 

(321,288.87) 
315,711,597.00 

1,23 1,745,057.44 
11,561,701.35 

350,779,405.00 350,779,405.00 

1,281,000,000.00 1,281,000,000.00 

9,457,954.00 9,457,954.00 

137,196,039.35 
134,549,205.32 

2,688,116.74 
(41,282.71) 

17,322,084.73 
17,322,084.73 

21,705,548.63 

20,627,7 13.52 

4,216.85 
15,826.52 

1,814.77 
1,814.77 
5,595.60 
9,253.28 

12,835.65 
17,531.52 
89,270.00 

171,302.08 
24,793.70 

15,833,863.74 
630,696.08 
128,021 I 13 

21,705,548.63 

20,627,7 13.52 

16,946,835.69 

August 2 1,2009 

9 



Kentucky Utilities Company 
Summary Trial Balance 

July 31,2009 

Account - Subsidiary Account 

Miscellaneous Current and 
Vacation Pay Accrued 
Franchise Fee Payable.. ................ .............................................. 
Tax Collections Payable. ........................................................................ 
Customer Overpayments.. 
OMU Excess.. ... 

Other 
Derivative Liabilities - Non-Hedging.. ....................................................... 

Accumulated Deferred Income Taxes 
Federal.. ................................. .............. 
State. ............................................................................................... 

Investment Tax Credit 
Advance Coal Credit ............... ................. 
Job Development Cr 

es. ............................... ........................................... 
Deferred Taxes ....................................................................................................... 
DSM Cost Recovery 

MIS0 Schedule 10 Charges.. .................................................................. 
Asset Retirement Obligations.. ........... 

Spare Parts ......... 
Customers' Advances for Construction 

Line Extensions.. ................................................................................ 
Customer Advances ........... 
Outdoor Lighting Deposits 

Asset Retirement Obligations. ",. 
Other Deferred Credits .... .................... 

Miscellaneous Long-term Liabilities. ........ 

Other.. .............................................................................................. 

Workers' Compensation ............................................................................................... 

Accumulated Provision for Benefits.. ............................................................... 
................... ...................... 

Postretirement 
e ..................................................................... 

Medicare Subsidy - SFAS 106. ................................................................ 
Post Employment Medicare Subsidy ......... 

Total Liabilities and Other Credits ...................................................................................... 

Balance as Shown 
Subsidiary Account on Balance Sheets 

Balance 

20,192,602.85 
5,780,053.25 
5,758,041.22 
3,518,028.02 
3,033,838.02 
1,350,610.72 

112,923.24 
639,108.38 

291,495,5 12.02 
44,575,647.60 

336,071,159.62 

90,591,005.28 
90,541,772.46 

49,232.82 

43,93 8,38 I .42 
24,299,164.63 
10,339,742.97 
4,042,579.1 1 
3,679,956.1 1 
1,576,938.60 

2,404,360.43 
1,535,925.35 

175,800.00 
3,795.90 

688,839.18 

33,781,118.01 

31,779,376.31 

33,781,118.01 

3 1,779,376.3 1 

2,962,774.80 
2,772,932.78 

189,842.02 

175,245,143.37 
110,249,944.00 
64,579,346.51 

5,743,5 18.00 
(5,093,742.14) 

(233,923.00) 

- 
4,458,838,547.49 4,458,838,547.49 

10 
August 21,2009 



Kentucky Utilities Company 
Statement of Cash Flows 

June 30,2009 

Year to Date 
2009 2008 

Cash Flows from Operating Activities 
....... 

Items not requiring (providing) cash currently: 
Depreciation ................................ ................................... 
Amortization. .............................................................................................. 
Deferred income taxes - net ................................................................................ 
Investment tax credit - net .................................................................................. 
Other.. ......................................................................................................... 

Change in receivables. .......................................................................................... 

Change in allowance inventory ............................................................................. 
Change in payables and accrued expenses ............................................................ 
Change in regulatory assets .................................................................................. 
Change in regulatory liabilities ............................................................................. 

Change in inventory .............................................................................................. 

Change in other deferred debits ............................................................................ 

Gain on disposal of assets ........ 
Less: Allowance for other funds used during construction ................................... 

32,571,586.7 1 

63,339,128.53 
2,748,692.66 
9,228,030.50 

10,708,227.49 
13,212,544.38 
18,012,230.79 

(26,397,271.97) 
(1,745,192.16) 
(5,279,580.1 1) 

(36,109,828.59) 
3,094,789.85 

34,441,409.15 
8,217,596.04 

(39,318,999.59) 
(4935 1.71) 

(3,460,478.60) 
Less: Undistributed earnings of subsidiary company. ........................................... 

Net cash provided (used) by operating activities ................................................. 
9,420,742.45 

92,634,075.82 
- 

Cash Flows from Investing Activities 
Gross additions to utility plant - construction expenditures. ................................. 
Less: Allowance for other funds used during construction ................................... 
Proceeds received from sales of property.". ............................................ 

(271,076,681.26) 
3,460,478.60 

49,551.71 
Change in non-hedging (1,715,351.03) 
Change in other special (307,816.40) 
Change in restricted cash 9,041,466.83 
Net cash provided (use (260,548,351.55) 

Cash Flows from Financing Activities 

Net change in short-term debt ...... 44,308,500.00 
Payments for reacquisition of long-term debt 
Contributed capital..". . 75,000,000.00 

168,7 17,826.66 

............... 49,409,326.66 

Net Increase (Decrease) in Cash and Cash Equivalents. .................................... 803,550.93 

......................................... Cash and Cash Equivalents at Beginning of Period. 2,413,358.66 

Cash and Cash Equivalents at End of Period. .............................................. 3,216,909.59 

73,928,265.1 6 

60,362,537.55 
2,481,057.28 

(3,809,810.76) 
12,767,845.95 
3,842,062.74 

26,945,545.45 
(14,858,980.67) 

229,135.72 
16,753,618.26 
(1,784,861.19) 

416,440.45 
(2,305,590.76) 
11,923,465.69 
(6,871,917.27) 

(4,015,774.1 1) 
(626,490.00) 

175,376,549.49 -. 

(363,184,720.89) 
4,015,774.1 1 

1,175.00 
385,022.61 

(197,332.69) 
10,939,481.20 

(348,040,600.66) 
---- 

74,712,907.95 
52,224,000.00 

(29,593,620.00) 
75,000,000.00 

- 172,343,287.95 

(320,763.22) 

338,510.70 

17,747.48 

August 21,2009 
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KENTUCKY UTILITIES COMPANY 

Financial Reports 

June 30,2009 

Prepared by Regulatofy Accounting and Reporting 
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Kentucky Utilities Company 
Summary Trial Balance 

June 30,2009 

Account - Subsidiarv Account 

Utility Plant ............... 

Reserves for Depreciation and Amortization 
...................................................... 

Amortization of Plant. .................................................................... 
Investments.. ............................................ 

.................................................................................. 
Ohio Valley Electric Corporation. .............. 
Nonutility Property.. . ........................................................... 

........................................................ 

Temporary Cash Investments ..................................................................................... 

Customers - Active ..... 
Unbilled Revenues. ..... ........................................................... 

............................................ 

IMEA.. ............................. 
Transmission Sales 
Damage Claims .................................... 
Employee Computer Loans .................................................................. 

Electricity Swaps .......................................... 

Other.. .............................. ........................................................ 

.................................................................. 
Reserve ............................................... 

Accounts Receivable from Associated Companies ................... 
E.ON US ServiceslLouisville Gas and Electric Company ............................................ 

Balance Balance as Shown 
Subsidiary Account on Balance Sheets -- 

5,852,556,444.1 0 
(2,077,571,983.20) 

5,852,556,444.10 

(2,067,922,560 00) 
(9,649,423.20) 

13,470,905.29 
12,630,644.35 

41 1,140.00 

179,120.94 
250,000.00 

3,216,640.34 3,216,640.34 

269.25 269.25 

165,129,544.9 1 
96,788,251.56 
43,270,010.89 

8,874,374.27 
6,368,361.74 
3,069,597.07 
2,888,471 "78 

469,508.87 
177,065.19 
52,615.52 
39,367.13 
24,014.92 
23,319.15 
16,666.1 1 

3,968,353.52 

1,530,988.51 
(1,076,699.53) 

(869,214.00) 
(454,185.79) 
(31,322.00) 

844,526.78 
844,526.78 

July 22, 2009 
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Account - Subsidiary Account 

Kentucky Utilities Company 
Summary Trial Balance 

June 30,2009 
Balance Balance as Shown 

Subsidiary Account ,I_ on Balance Sheets __ 

Fuel. ........................................ 
Coal 1,470,102.19 Tons @ $62.65 MMBtu 34,377,935.50 @ 267.92#. ...................... 
Fuel Oil 3,003,058.00 Gallons @ 198.17$ ................. 
Gas Pipeline 12,223.30 Mcf @ $4.92 .................................................................... 

Plant Materials and Operating Supplies ................................. 
Regular Materials and Supplies ................................................................................. 
Limestone 91,481.36 Tons @ $8.02 

Stores Expense Undistributed ............................................................................................. 
Allowance Inventory .......................................................................................................... 

.................. 

...... 

Prepayments ....................................................................................................................... 
Insurance .................................................................................................................... 
Vehicle I, 
Risk Man .............................................. 
Other.. .............................. 

Miscellaneous Current Assets.. ...................................................................... 

Unamortized Debt Expense .............. ................... 
Derivative Asset - Non-Hedging 

Carroll County 2002 Series A due ..................... .................. 
Carroll County 2002 Series B due 02/01/32 Var?? .............................................. 

Mercer County 2002 Series A due 02/01/32 Var?? ........ 
Carroll County 2002 Series C due 10/01/32 V d ?  ............................................... 
Carroll County 2006 Series B due 10/01/34 Var?? ........................................... 
Carroll County 2007 Series A due 02/01/26 5.75% ....................................... 
Trimble County 2007 Series A due 03/01/37 6.00% ........................................ 
Carroll County 2008 Series A due 02/01/32 Var?? .......................... 
Short-Term Portion .................... 

Muhlenburg County 2002 Sene 

Unamortized Loss on Bonds 
Accumulated Deferred Income Taxes ................................................................................. 

Federal 
State.. ................... 

Regulatory Assets .............................................................................................................. 
Pension and Postretirement Benefits .".. 
Environmental Cost Recovery. .................................................................. 
Asset Retirement Obligations. .......................................................... 
SFAS 109 - Deferred Taxes ......................................................................................... 
MIS0 Exit Fee .................................................................................... 

FERC Jurisdictional Pension Expense 
2008 Wind Storm.. .......... 
VA Fuel Component. ............................................................................ 
EKPC FERC Transmission Cost..". ............................................................ 
Rate Case Expenses ................................................................... 
KCCS Funding 

Other Deferred Debits 

Total Assets and Other Debits 

Fuel Adjustment Clause ............................................................... 

.......................... ............................. 

92,106,015.48 
5,951,222.08 

60,229.92 

29,420,369.03 
733,521.85 

6,597,946.45 

1,8 19,6 1 1.44 

1,615,090.6 1 
77,111.32 
75,000.00 

585,896.77 

3,167,867.77 

88,500.34 
61,5 13.62 
68,477.1 1 
24,698.40 

1,632,917.78 
1,157,760.02 

5 19,596.13 
428,582.28 
734,290.15 
215,326.56 

13,281,560.85 

42,629,659.24 
7,895,930.93 

126,832,090.1 1 
30,797,739.00 
29,058,499.39 
11,545,602.20 
11,531,697.56 
4,464,000.00 
3,336,294.12 
2,195,516.35 
1,896,257.00 
1,561,919.58 
1,227,198.23 

693,433.77 

42,345,445.04 

98,117,467.48 

30,153,890.88 

6,597,946.45 

1,819,611.44 

2,353,098.70 

3,167,867.77 

4,931,662.39 

13,281,560.85 
50,525,590.17 

225,140,247.3 1 

42,345,445.04 

4,436,080,735.95 4,436,080,735.95 

July 22,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

June 30,2009 

Account - Subsidiarv Account 

....................................................................... 

Common Stock Expense 
Paid-In Capital ............................................................................................... 
Retained Earnings .. 
Unappropriated IJndistributed Subsidiary Earnings ..................................................... 

Bonds.. ........ ..................... 
Long-term Notes Payable to Associated Companies.. ............................................ 

Short-term Notes Payable to Associated Companies. ............................................. 

Accounts Payable ............... 
Regular ...................... 
Salaries and Wages A 
Employee Withholdings Payable. .. 

Accounts Payable to Associated Companies .............. 

Customers' Deposits ............................................................................ 

................................... 
E.ON US ServicesLouisville Gas and Electric Company ............................................. 

Taxes Accrued ........................ 

Interest Accrued.. ............................. 
Mercer County 2000 Series A due 05 ................................................ 
Carroll County 2002 Series A due 02/01/32 Var% .............................. 
Carroll County 2002 Series B due 02/01/32 Var% .............................................. 

Mercer County 2002 Series A due 02/01/32 Var?! 
Carroll County 2002 Series C due 10/01/32 Var?! ................................................ 
Carroll County 2004 Series A due 10/01/34 Var?! 

Carroll County 2007 Series A due 02/01/26 5.75% 
Trimble County 2007 Series A due 03/01/37 6.00% .................................................. 
Carroll County 2008 Series A due 02/01/32 Var?! 

Muhlenburg County 2002 Series A due 02/01/32 VaP! ....................................... 

Carroll County 2006 Series B due 10/01/34 Var% ........................................... 

.............................................................................. 
Customers' Deposits.. .................................... 
Other .......... ......................................................................... 

Balance Balance as Shown 
Subsidiary Account on Balance Sheets 

1,851,064,489.17 
308,139,977.56 

(321,288.87) 
315,711,597.00 

1,216,199,359.13 
11,334,844.35 

350,779,405.00 

1,23 1,000,000.00 

60,555,954.00 

142,960,915.82 
1,886,336.56 

(33,818.27) 

16,673,861.42 

2 1,8 13,26 1.32 

9,088,935.23 

4,467.78 
35,322.96 
4,050.39 
4,050.39 

12,488.76 
12,394.62 
11,986.32 
20,268.50 
85,65 1.04 
44,635.00 
27,12 1.45 

13,9 17,504.02 
528,266.69 
132,638.48 

350,779,405.00 

1,23 1,000,000.00 

60,555,954.00 

144,813,434.11 

16,673,861.42 

21,813,261 "32 

9,088,935.23 

14,840,846.40 

July 22,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

June 30,2009 

Account - Subsidiaw Account 

Vacation Pay Accrued .................. 
Tax Collections Payable.. ....................................................................... 
Franchise Fee Payable ................................................ 
Customer Overpayments 

.................................................................... 

Federal. .......................... 
.................................................................... 

Investment Tax Credit .................................. 
Advance Coal Credit. ....................................................... 

...................................................................... 
DSM Cast Recovery. ............................................................................ 
Asset Retirement Obligations.. ......... 
MIS0 Schedule 10 Charges .............................................. 
Spare Parts 

Customers' Advances for Construction ............................................................ 
Line Extensions.. ................ 
Customer Advances .......................................................................................... 
Outdoor Lighting Deposits.. ......... 
Other.. .............. ......................................................... 

Asset Retirement Obligations. ........................................................................ 

Other Deferred Credits ..................... .......... 

Miscellaneous Long-term Liabilities ................................. 
Workers' Compensation ........................................................................................... 

Accumulated Provision for Benefits. ................................................................ 

Postretirement Benefits - SFAS 106 ..................................................................... 
Pension Payable ..................................... ........................ 

Post Employment Benefits Payable.. ............................................ 
Medicare Subsidy - SFAS 106 .............................. 
post Employment Medicare Subsidy.. ................................................................... 

Total Liabilities and Other Credits ........................................................................................ 

Balance Balance as Shown 
on Balance Sheets Subsidiaw Account 

19,875,383.92 
5,780,053.25 
4,586,250.84 
4,146,066.12 
3,056,088.45 
1,485,671.79 

234,348.33 
586,905.14 

291,495,512.02 
44,575,647.60 

90,541,772.46 
59,079.82 

24,299,164.63 
10,036,714.61 
4,022,669.91 
3,642,584.70 
1,576,938.60 

1,571,931.34 
160,800.00 

3,795.90 
688,314.18 

33,604,803.66 

29,926,675.36 

336,071,159.62 

90,600,852.28 

43,578,072.45 

2,424,841.42 

33,604,803.66 

29,926,675.36 

2,670,860.19 
2,670,860.19 

176,697,900.40 
110,249,944.00 
66,032,103.54 

5,743,518.00 
(5,093,742.14) 

(233,923.00) 

4,436,080,735.95 4,436,080,735.95 

10 
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Kentucky Utilities Company 
Statement of Cash Flows 

June 30,2009 

- Year to Date 
2009 2008 

- 

Cash Flows from Operating Activities 
........... ................................. 

Items not requiring (providing) cash currently: 
Depreciation.. .......................................... 
Amortization.. .. .................................. 

Investment tax credit - net ...................................................... 
.................................................... 

Change in receivables .............................................. 
Change in inventory. ..................................................... 
Change in allowance invento ry.... ................................................. 
Change in payables and accrued expenses ...................................... 

................................................... 
......................... 

...................... 
Less: Allowance for other funds used during construction 
Less: Undistributed earnings of subsidiary company .... 

Net cash provided (used) by operating activities ........... 

............... 

Cash Flows from Investing Activities 
Gross additions to utility plant - construction expenditures .................................. 
Less: Allowance for other funds used during construction ................................... 
Proceeds received from sales of property". ............................................. 
Change in non-hedging derivatives.. .................................................................... 

32,571,586.71 

63,339,128.53 
2,748,692.66 
9,228,030.50 

10,708,227.49 
13,212,544.38 
18,012,230.79 

(26,397,271 "97) 
(1,745,192.16) 
(5,279,580.1 1) 

(36,109,828.59) 
3,094,789.85 

34,441,409.15 
8,217,596.04 

(39,318,999.59) 
(49,551.71) 

(3,460,478.60) 
9,420,742.45 

92,634,075.82 

(271,076,681.26) 
3,460,478.60 

49,551.71 
(1,715,351.03) 

............................................................................... Change in other special funds 
Change in restricted cash 

(307,8 16.40) 
..................................................................................... 9,041,466.83 

(260,548,351 " 5 5 )  
-I .- 

Net cash provided (used) by investing activities ............................................. 

Cash Flows from Financing Activities 
Proceeds from issuance of long-term debt.. ............................................... 
Net change in short-term debt .... .................................................. 44,308,500.00 

Contributed capital ............................. ........................................... 75,000,000.00 
Net cash provided (used) by financing activities ............................ 168,717,826.66 

49,409,326.66 

Payments for reacquisition of long-term debt ....................................................... 

Net Increase (Decrease) in Cash and Cash Equivalents ..................................... 803,550.93 

Cash and Cash Equivalents at Beginning of Period.. ..................................... 2,413,358.66 

73,928,265.16 

60,362,537.55 
2,481,057.28 

(3,8093 10.76) 
12,767,845 "95 
3,842,062.74 

26,945,545.45 
(14,858,980.67) 

229,135.72 
16,753,618.26 
(1,784,861.1 9) 

4 16,440.45 
(2,305,590.76) 
11,923,465.69 
(6,871,917.27) 

(4,015,774.1 1) 
(626,490.00) 

175,376,549.49 
- 

(363,184,720.89) 
4,015,774.1 1 

1,175.00 
385,022.61 

(197,332.69) 
10,939,481.20 

(348,040,600.66) - 

74,712,907.95 
52,224,000.00 

(29,593,620.00) 
75,000,000.00 

172,343,287.95 

(320,763.22) 

338,510.70 

Cash and Cash Equivalents at End of Period.. ............................................ 3,2 16,909.59 17.747.48 

July 22,2009 
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KENTUCKY UTILITIES COMPANY 

F inan ci a1 Reports 

May 3 1,12009 

Prepared by Regulatory Accounting and Reporting 
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Kentucky Iltilities Company 
Summary Trial Balance 

May 31,2009 

Account - Subsidiarv Account 

..................................................................... 

Reserves for Depreciation and Amortization .......................................... 
................................................................ 

Amortization of Plant .............................. 
Investments. ............................ ............................. 

Investments in Subsidiary Companies ........................................................................ 

Ohio Valley Electric Corporation ....................... 
Nonutility Property ............................................................................. 

...................................................................... 

.............................. ................................................ 
Special Deposits ......................................................................... 

Temporary Cash Investments ............................................................................ 
Restricted Cash ........................................................................ 

Accounts Receivable - Less Reserve ................................... 
Customers - Active ................. ............................................... 
Unbilled Revenues ............... .............................................. 

OMU Reserve Fund ........................................................................... 
Interest and Dividen 
lMPA ...................................... ................................. 
IMEA ................. 

Wholesale Sales. ............................ ................................... 

.................................. 

............................................................... 
.............................................................. 

................................................. 

................................................ 

................. 
Recoveries ............. ................................................. 

LEM Reserve.. ......................... .................................. 

Balance 
Subsidiarv Account 

5,818,884,069.16 

Balance as Shown 
on Balance Sheets 

5,818,884,069.1 6 
(2,073,579,115.98) 

(2,060,825,403.52) 
(12,753,712.46) 

12,370,334.29 
11,530,073.35 

411,140.00 
250,000.00 
179,120.94 

3,136,824.43 

7,785,026.79 

269.25 

73,94 1,982.38 
65,559,806.34 
6,778,128.58 
6,305,647.75 
5,895,561.97 
2,714,039.77 
2,553,894.55 

269,094.84 
209,791.60 
103,669.64 
53,4 16.47 
32,367.13 
4,088.49 

4,336,960.44 

1,423,568.36 
(1,004,818.27) 

(995,831.00) 
(418,750.05) 

(8,981.00) 
(56.37) 

6,374,661.86 

3,136,824.43 

1,785,026.79 

269.25 

167,753,581 “62 

6,374,661.86 

June 19,2009 
7 



Kentucky Utilities Company 
Summary Trial Balance 

May 31,2009 

Account - Subsidiary Account 

Fuel ............................................... .................................. 
Coal 1,464,214.08 Tons @ $62.60 MMBtu 34,399,923.40 @ 266.44#. ........ 

Gas Pipeline 11,836.80 Mcf @ $6.25 ........................................................ 
Fuel Oil 2,833,218.00 Gallons @ 200.39# ............................... 

Plant Materials and Operating Supplies ................................... 
Regular Materials and Supplies .......................................................................... 
Limestone 93,680.36 Tons @ $8.14 .......................... ............. 

Allowance Inventory ................................................................................... 
............................................................................... 

................................................................................ 
Taxes..". ......................... .................................... 
Vehicle License .................................................................. 
Risk Management an ................... 

Miscellaneous Current Assets. .......... ................... 

............................................................................. 

Derivative Asset - Non-Hedging ................................................... 

Carroll County 2002 Series A due 02/01/32 Vdh.. .......................... 
Unamortized Debt Expense. ................................................... 

Carroll County 2002 Series B due 02/01/32 Va 
Muhlenburg County 2002 Series A due 02/01/3 

Carroll County 2002 Series C due 10/01/32 V 
Carroll County 2006 Series B due 10/01/34 V 
Carroll County 2007 Series A due 02/01/26 5 
Trimble County 2007 Series A due 03/01/37 

................ 
....................................... 

Mercer County 2002 Series A due 02/01/32 V d h  ............................ 
....................... 
.................... 

....................... 
.............................. 

Carroll County 2008 Series A due 02/01/32 Vat% .......................................... 
Unamortized Loss on Bonds ...................................................................... 
Accumulated Deferred Income Taxes ............................................................ 

........................................................... 
State ................. .................................................. 

Regulatory Assets ..................................... .......................... 
Pension and Postretirement Benefits 
Environmental Cost Recovery...". .................................... 
Asset Retirement Obligations.. ... ............................ 

............. 
SFAS 109 - Deferred Taxes ..................................................... 

VA Fuel Component ..................................................... 
2008 Wind Storm. ........................................ 
EKPC FERC Transmission Cost.. I .  

................... Rate Case Expenses. ............................ 

............................................... 
Other Deferred Debits ......... ................................................ 
Total Assets and Other Debits.. ....................... ................. 

Balance 
Subsidiary Account 

Balance as Shown 
on Balance Sheets 

97,405,666.69 
91,654,067.3 1 
5,671,622.63 

73,916.75 

29,517,079.52 
28,754,114.84 

762,964.68 

6,511,819.79 

1,975,641.48 

1,936,334.53 
149,395.94 
85,591.35 
75,000.00 

855,813.37 

3,572,793.78 

92,946.34 
64,601.62 
25,933.40 
71,922.1 1 

1,712,423.18 
1,209,304.1 1 

555,525.66 
445,939.23 
771,004.62 

13,33 1,919.49 

6,5 1 1,s 19.79 

1,975,641.48 

3,102,135.19 

3,572,193.78 

4,949,606.27 

13,33 1,919.49 
50,599,4 15.33 

42,692,097.50 
7,907,3 17.83 

219,037,705.06 
126,832,090.1 1 
30,536,285.00 
28,858,358.02 
11,737,620.73 
10,266,643.05 
3,248,138.95 
2,374,257.00 
2,195,516.35 
1,589,811.00 
1,265,602.08 

693,433.77 
65,949.00 

(626,000.00) 

43,851,780.96 

4,416,581,214.98 

43,851,780.96 

4,416,581,214.98 

June 19,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

May 31,2009 

Account - Subsidiary Account 

............ 

Common Stock Expense .................................. 

Retained Earnings ................ ................ 
Unappropriated Undistributed Subsidiary Earnings ..................................................... 

Paid-In Capital ............................................................................................... 

Bonds ..................................................................................................... 
Long-term Notes Payable to Associated Companies.. ............................................ 

Short-term Notes Payable to Associated Companies.. .......... ...................... 

................ 

Salaries and Wages Accrued .......................................................................................... 
Employee Withholdings Payable. 

E.ON US ServicesLouisville Gas and Electric Com 

Taxes Accrued .................................................................................................................... 
Interest Accr .......................................................................... 

Mercer 

Carroll County 2002 Series B due 02/01/32 Va 
Muhienburg County 2002 Series A due 02/01/3 

eries A due 05/01/23 Vary0 
Carroll County 2002 Series A due 02/01/32 Var?? .............................................. 

Mercer County 2002 Series A due 02/01/32 Var?? ............................................... 
Carroll County 2002 Series C due 10/01/32 Var?? ...... 
Carroll County 2004 Series A due 10/01/34 Var?? ................................................ 
Carroll County 2006 Series B due 10/01/34 Var?? ......... 
Carroll County 2007 Series A due 02/01/26 5.75% ......................................... 

Carroll County 2008 Series A due 02/01/32 Var?? .......................................... 

Customers’ Deposits ................................................................................... 

Trimble County 2007 Series A due 03/01/37 6.00% 

Fidelia ................................ 

Other ................................................................................................................... 

Balance Balance as Shown 
Subsidiary Account on Balance Sheets 

1,818,624,919.33 
308,139,977.56 

(321,288.87) 
290,711,597.00 

1,209,860,360.29 
10,234,273.35 

350,779,405.00 350,779,405.00 

1,23 1,000,000.00 1,23 1,000,000.00 

84,918,954.00 

143,875,291 “35 

84,918,954.00 

139,786,778.27 
2,885,177.94 
1,350,683.50 
(147,348.36) 

8,449,306.70 
8,449,306.70 

21,716,440.33 

20,852,432.13 

5,262.98 
16,399.95 

1,880.53 
1,880.53 
5,798.35 

22,901.29 
16,369.88 
28,109.60 

5 13,906.25 
267,810.00 
41,536.38 

18,657,241 S 3  
434,745.85 

78,809.30 

21,716,440.33 

20,852,432.13 

20,092,652.42 

June 19,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

May 31,2009 

Account - Subsidiarv Account 

........................ Miscellaneous Current and Accrued Liabilities ....... 
Vacation Pay Accrued ....................................................................... 
Franchise Fee Payable.. ................... 

................................................................... 

............... 
....................................................................... 

............. .................................. 
Investment Tax Credit .................................................................. 

Job Development Credit., ........... ...................................... 

Regulatory Liabilities 

DSM Cost Recovery. " _  .. I .  I .  _ _  I . " r . "  ..................................... 

Spare Parts."". .................... 

Line Extensions ...................................... 
Customer Advances ......................... ............................................ 

Other. ........................................ .................. 
Asset Retirement Obligations.. ........... ...................................... 

Other Deferred Credits ................................................. 

Miscellaneous Long-term Liabilities. ............................................. 

Customers' Advances for Construction ........................................................................ 

Workers' Compensation ....................... ......................... 

Accumulated Provision for Benefits .................................................... 

Post Employment Benefits Payable .............................. 
Medicare Subsidy - SFAS 106.. .. ................................... 

Total Liabilities and Other Credits ....................................................................................... 

Balance Balance as Shown 
on Balance Sheets Subsidiarv Account 

11,885,349.37 
5,778,248.52 
2,746,829.49 
2,292,961 "89 

675,080.97 
392,228.50 

286,151,974.75 
44,176,9 19.55 

85,187,658.74 
68,924.57 

330,328,894.30 

85,256,583.31 

44,473,840.56 
25,231,035.45 
10,116,115.66 
4,002,760.7 1 
3,605,2 1 3.29 
1,5 18,715.45 

2,434,674.02 
1,591,791.22 

155,800.00 
3,795.90 

683,286.90 
33,429,411.25 

28,937,039.53 

33,429,411.25 

28,937,039.53 

2,815,964.98 
2,600,397.5 8 

21 5,567.40 

176,710,056.40 
1 10,249,944.00 
66,032,103.54 

5 , 7 4 3 3  8.00 
(5,072,762.14) 

(242,747.00) 

--- 
4,416,581,214.98 4,416,581,214.98 

10 
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Kentucky Utilities Company 
Statement of Cash Flows 

May 31. 2009 

..- Year to Date 
2009 2008 

_I 

- ~ - -  ---.- 

Cash Flows from Operating Activities 
Net income .............................................................................................................. 
Items not requiring (providing) cash currently: 

Depreciation .................................................................................................. 
Amortization ................................................................................................. 
Deferred income taxes - net ................................................................................. 
Investment tax credit - net .................................................................................... 
Other., ........................................................................................................... 

Change in receivables ............................................................................................. 
Change in inventory ................................................................................................ 
Change in allowance inventory ............................................................................... 
Change in payables and accrued expenses ............................................................. 
Change in regulatory assets ..................................................................................... 
Change in regulatory liabilities ............................................................................... 
Change in other deferred debits .............................................................................. 
Change in other deferred credits ............................................................................. 
Other ....................................................................................................................... 
Less: Allowance for other funds used during construction ..................................... 
Less: Undistributed earnings of subsidiary company .............................................. 
Net cash provided (used) by operating activities .................................................. 

25,132,016.87 

52,764,986.01 
2,171,548.56 
3,932,242.44 
5,354,113.77 

10,856,049.06 
3,083,869.42 

(24,962,533.1 6) 

(38,742,705.1 6) 
(30,007,286.34) 

3,990,557.96 
32,675,071.02 

7,227,960.21 
(36,536,597.3 1) 

... (3,171,773.72) 

... 10,521,313.45 
22,387,610.88 

(1,901,222.20) 

Cash Flows from Investing Activities 
Gross additions to utility plant . construction expenditures .................................... 
Less: Allowance for other funds used during construction ..................................... 
Gain (Loss) on disposal of property ...................................................... 
Change in non-hedging derivatives ......................................................................... 
Change in other special funds ................................................................................. 

Net cash provided (used) by investing activities .............................................. 
Change in restricted cash ........................................................................................ 

60,385,503.03 

49,907,561.27 
2,045,923.2 1 

(3,037,505.23) 
3,069,038.00 
2,844,966.82 

36,687,825.67 
(1 5,239,595.71) 

19 1,502.04 
10,576,132.78 

(492,135.09) 
812,389.62 

7,745,346.76 
8,446,760.1 8 

(431  1,667.58) 
(3,321,075.42) 
2,824,095.20 

158,935,065.55 

(199.175. 3 12.46) 
3,171,773.72 

(1,463,977.00) 
5.997. 83 1.35 
1.724. 98 1.87 -. 

(1 89,744,702.52) . . .  - 

( 2 9 6  1. 19,068.73) 
3.32 1,075.42 

1,474.79 
3 1  85,022.6 

(163,657.50) 
10,939,533.19 

(277,135,620.22) 

Cash Flows from Financing Activities 
Proceeds from issuance of long-term debt .......................................................... 49,409,326.66 74,743,177.18 
Net change in short-term debt ................................................................................. 68,671,500.00 49,928,000.00 
Payments for reacquisition of long-term debt ......................................................... (29,593,620.00) 
Contributed capital ............................................................................................... 50,000,000.00 25,000,000.00 
Net cash provided (used) by financing activities .................................................. 168,080,826.66 120,077,557.18 

Net Increase (Decrease) in Cash and Cash Equivalents ..................................... 723,735.02 1,877,002.51 

.......................................... 2,413,358.66 33831 0.70 Cash and Cash Equivalents at Beginning of Period 

Cash and Cash Equivalents at End of Period ............................................... 3,137,093.68 2. 215.5 13.21 

June 19. 2009 
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KENTUCKY UTILITIES COMPANY 

Financial Reports 

April 30,2009 

Prepared by Regulatory Accounting and Reporting 
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Kentucky Utilities Company 
Summary Trial Balance 

April 30,2009 

Account - Subsidiary Account 

lJtility Plant ............................................................................................ 
At Original Cost .... ......... ........ 
Reserves for Depreciation and Amortization. ...................................................... 
Depreciation.. ........................ ........................ 
Amortization of Plant. I ,  .................... .,. 

Investments. ............................................................................................................... 
Investments in Subsidiary Companies 
OMU - Purchase Power, Coal Reserve ..... 
OMU - Interest on Reserve, New ......................................................................... 
OMU - Revenue and Investm 
OMU - Revenue and Investments on Operations ...................... 
OMU - Revenue and Investments Interest on Purchase Power ............................... 
Ally ...................................... 
Ohio Valley Electric Corpora 
Nonutility Property.. ........................................................................................ 
OMU -Revenue and Investments on Additions and Replacements ........ 

Special Deposits.. ". . ~. ................... 
Restricted Cash. ~. . ,. . I 

Temporary Cash Investments 

Accounts Receivable - Less Reserve .................................................. ....................... 
Customers - Active ....................................................................................................... 
Unbilled Revenues .................................................................................................... 
Income Tax Receivable - Federal.. ............................................................. 

....................... Transmission Sales ........................... .................... 

.......................................................................................... 
Interest and Dividends Receivable.. ........................................................... 
Working Funds ......................................................................................................... 

Utility Customers 

LEM Reserve ......................................................................................................... 

Accounts Receivable from Associated Companies 
E.ON US ServiceslLouisville Gas and Electric Company.. .......................................... 

Balance 
Subsidiarv Account 

5,790,3 16,188.51 

Balance as Shown 
on Balance Sheets 

5,790,316,188.51 
(2,065,055,554.79) 

(2,052,904,336.17) 
(12,151,218.62) 

24,767,103.74 
17,682,980.35 
3,129,997.27 
1,442,964.66 

600,000.00 
538,067.36 
412,833.16 
411,140.00 
250,000.00 
179,120.94 
120,000.00 

1,503,837.06 

7,778,755.5 1 

269.25 

84,369,132.28 
59,040,23 1.62 
6,778,128 "58 
4,528,325.1 2 
4,212,036.64 
3,963,500.34 

528,542.00 
92,407.69 
51,791.92 
44,080.69 
32,367.13 

5,912,820.08 

1,180,034.13 
(1,899,079.22) 
(1,115,814.00) 

(650,667.20) 
(340,513.01) 

(8,981.00) 

1,032,772.64 

1,503,837.06 

7,778,755.5 1 

269.25 

166,718,343.79 

1,032,772.64 

May 22,2009 



Kentucky Utilities Company 
Summary Trial Balance 

April 30,2009 

Account - Subsidiarv Account 

....... ....... ................... 
Coal 1,393,628.94 Tons @ $62.73 MMBtu 32,786,267.52 @ 266.63$ ...................... 

Gas Pipeline 9,178.10 Mcf @ $3.74. ..................................................................... 
Fuel Oil 2,905,104.00 Gallons @ 199.761s ............. ............... 

Plant Materials and Operating Supplies 
Regular Materials and Supplies ................................................................................. 
Limestone 94,144.36 Tons @ $8.27 ........ 

Stores Expense Undistributed ............................................................................................. 
Allowance Inventory ......................................................................................... 

Insurance ................................................................................................ 
Taxes I . .  I . I . . . 

Risk Management and Workers Compensation. ~ 

.................................. 

Miscellaneous Current Assets 

Unamortized Debt Expense ............................................................................... 
Carroll County 2002 Series A due 02/01/32 VaPh 

Muhlenburg County 2002 Series A due 02/01/32 VaPh .................... 
Mercer County 2002 Series A due 02/01/32 VarOh 
Carroll County 2002 Series C due 10/01/32 Var% ............................................... 

Carroll County 2002 Series B due 02/01/32 Var% .............................................. 

Carroll County 2006 Series B due 10/01/34 Var?h ........................................... 
Carroll County 2007 Series A due 02/01/26 5.75% ......................................... 

Ilnamortized Loss on Bonds .................................................... 
Accumulated Deferred Income Taxes ... ........................ 

Federal. ...................................... 

.............................................................................................. 

Asset Retirement Obligations.. . 
Environmental Cost Recovery. ................................................. 

SFAS 109 - Deferred Taxes ....................................................................... 

VA Fuel Component.. ........................................................ 

Rate Case Expenses. .......................................... 
KCCS Funding.. .......................... 

Total Assets and Other Debits 

Balance 
Subsidiarv Account 

Balance as Shown 
on Balance Sheets 

93,255,635.46 
87,418,160.83 

5,803,180.02 
34,294.61 

29,432,158.80 
28,653,997.99 

778,160.81 

6,375,965.49 

74,345.52 

6,375,965.49 

74,345.52 

3,877,256.18 
2,288,414.17 

298,791.83 
89,320.21 
75,000.00 

1,125,729.97 

5,212,732.54 
5,128,024.78 

84,707.76 

4,866,594.25 
93,288.34 
64,845.62 
26,028.40 
72,187.11 

1,717,755.98 
1,173,376.09 

558,289.47 
432,274.38 
728,548.86 

13,311,042.25 13,311,042.25 
50,599,415.33 

42,692,097.50 
7,907,317.83 

222,871,023.88 
126,832,090.1 1 
28,659,133.74 
28,381,266.00 
11,943,543.90 
10,266,643.05 
5,138,000.00 
3,157,790.55 
2,374,257.00 
2,195,516.35 
1,617,702.42 
1,305,73 0 I 99 

693,433.77 
131,916.00 
174,000.00 

44,190,210.22 44,190,210.22 

4,40 1,128,095.63 4,401,128,095.63 

May 22,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

April 30, 2009 

Account - Subsidiarv Account 

Common Equity. .................... ........ ..................... 
Common Stock .................................................................................................. 
Common Stock e. ................... 
Paid-In Capital ................................................................................... 
Retained Earnings ......................... 
Unappropriated Undistributed Sub ..................................................... 

Bonds ........ ............................................................................. 
Long-term Notes Payable to Associated Companies 

Short-term Notes Payable to Associated Companies. .................................... 

......................................................................................... 

Accounts Payable to Associated Companies .......................................................................... 

Customers' Deposits ..................................................................................... 
Taxes Accrued .................. ............................................................... 
Interest Accrued. ......................... ....... ....................... 

E.ON US Services/Louisville Gas and Electric Company .................. 

Mercer County 2000 Series A due 05/01/23 Var 
Carroll County 2002 Series A due 02/01/32 V a P ?  

Muhlenburg County 2002 Series A due 02/01/32 VaP! 
Carroll County 2002 Series B due 02/01/32 Var?? .............................................. 

Carroll County 2002 Series C due 1 O/01/32 Var?? ...................... 
Carroll County 2004 Series A due 10/01/34 Var% ................................................ 

Other ............. .............................................................................................. 

Balance 
Subsidiary Account 

308,139,977.56 
(321,288.87) 

290,711,597.00 
1,195,260,780.03 

16,387,180.35 

350,779,405.00 

1,23 1,000,000.00 

57,849,954.00 

Balance as Shown 
on Balance Sheets 

1,8 10,178,246.07 

350,779,405.00 

1,23 1,000,000.00 

57,849,954.00 

166,3 10,573.33 
159,288,900.92 

3,646,597.88 
3,504,020.42 
(128,945.89) 

16,586,190.04 
16,586,190.04 

21,390,155.51 

14,477,247.67 

6,128.87 
49,199.84 

5,641.63 
5,641.63 

17,395.07 
39,682.63 
21,986.31 
3 1,364.39 

428,255.21 
223,175.00 
48,049.79 

15,839,704.02 
339,364.12 

82,748.89 

21,390,155.51 

14,477,247.67 

17,138,337.40 

May 22,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

April 30,2009 

Account - Subsidiary Account 

Vacation Pay Accrued ........................................................ 
..................... 

........................................... 
Other ..................... ....................................... 

Federal. ............................ .............................................. 
State.. ................. ................................................. 

Investment Tax Credit .................................... ................................ 

............................ 

Advance Coal Credit. ~. 
Job Development Credit.. ............................... 

Deferred Taxes.. ....... 

Asset Retirement Obligations.. ............................................. 

Regulatory Liabilities ............................. 

.......................... 

Customers' Advances for Construction ... ..................................................... 
Line Extensions. ........ .................................... 
Outdoor Lighting Deposits.. ... i ...................... 
Customer Advances ................. ................................................... 
Other. ". . ~. I . ." ".. 

Asset Retirement Obligations. ........................... ....................... 

...................... 

................. 

Workers' Compensation.. ....................................... 

Accumulated Provision for Benefits.. ............................................ 

Postretirement Ben 
post Employment Benefits Payable.". ..................................... 
Post Employment Medicare Subsidy ............. ................................. 

Total Liabilities and Other Credits ........................................................................................ 

Balance Balance as Shown 
Subsidiary Account on Balance Sheets 

15,445,234.57 
6,146,992.05 
5,778,248.52 
2,122,156.08 

832,160.23 
565,677.69 

286,151,974.75 
44,176,919.55 

85,187,658.74 
78.771.57 

330,328,894.30 

85,266,430.3 1 

44,068,952.18 
25,231,035.45 

9,767,900.20 
3,983,459.20 
3,567,841.88 
1,5 18,715.45 

2,448,529.70 
1,760,646.90 

3,795.90 
800.00 

683,286.90 
33,254,935.9 1 

25,261,530.33 

33,254,935.91 

25,261,530.33 

2,633,401.17 
2,600,397.58 

33,003.59 

176,710,078.14 
110,249,944.00 
66,032,125.28 

5,743,518.00 
(242,747.00) 

(5,072,762.14) 

_______- -"I_.___ 

4,401 ,I  28,095.63 4,401,128,095.63 

May 22,2009 
10 



Kentucky Utilities Company 
Statement of Cash Flows 

April 30,2009 

Year to Date 
2009 2008 

Cash Flows from Operating Activities 
"""". Net income. ................................... ................................. 

Items not requiring (providing) cash currently: 
Depreciation.. ......................... 
Amortization.. ........................ 
Deferred income taxes - net. ............ 
Investment tax credit - net ............... 
Other.. .................................... 

Change in receivables .............................. 
Change in inventory .................................. 
Change in allowance inventory ............... 
Change in payables and accrued expenses 
Change in regulatory 
Change in regulatory 
Change in other deferred debits ....................................... 
Change in other deferred credits ....................................... 
Other ........................ ............................................................. 
Less: Allowance for 

16,685,343.61 

42,3 11,119.13 
1,569,054.72 
3,932,242.44 
5,354,113.77 
8,683,866.88 
9,460,996.47 

(20,591,726.91) 
73.76 

(14,423,518.20) 
(33,840,605.16) 

3,585,669.58 
30,861,300.43 
3,552,451.01 

(32,461,669.69) 
(2,887,223.96) 

Less: Undistributed earnings of subsidiary company ............................................... 4,368,406.45 
26,159,894.33 - ................................................. Net cash provided (used) by operating activities 

Cash Flows from Investing Activities 
Gross additions to utility plant - construction expenditures.. ................................ 
Less: Allowance for other funds used during construction ................................... 
Gain (Loss) on disposal of property.. ... 

(169,580,918.58) 
2,887,223.96 

......................... 
Change in non-hedging derivative liability ......................... 
Change in other special funds ............................................. 
Change in restricted cash .............................................. 1,731,253.15 

(3,044,692.55) 
(246,031.10) 

................... (168,253,165.12) Net cash provided (used) by investing activities - 

Cash Flows from Financing Activities 
Proceeds from issuance of long-term debt.. .............. 
Net change in short-term debt ............................................ 
Payments for reacquisition of long-term debt ..................... 

49,581,518.44 
41,602,500.00 

Contributed capital ........................................................... 50,000,000.00 
Net cash provided ncing activities ...................................... 141,184,018.44 

Net Increase (Decrease) in Cash and Cash Equivalents.. .................................. (909,252.35) 

2,413,358.66 Cash and Cash Equivalents at Beginning of Period.. ....................................... 

1,504,106.3 1 Cash and Cash Equivalents at End of Period ............................................ 

52,499,671" 12 

40,247,588.1 1 
1,6 16,065.86 

(1,646,295.23) 
3,095,231 .OO 
1,915,885.73 

46,103,869.80 
(5,622,476.8 1) 

159,808.84 
1,869,722.32 
(379,947.13) 
431,751 "41 

8,589,281 "06 
7,859,895.32 

(3,184,133.38) 
(2,539,683.82) 
(2,377,610.80) 

148,638,623.40 
--- 

--- 

(234,479,13 I .25) 
2,539,683.82 

1,175.00 
385,022.5 8 

(130,771.92) 
6.650.607.10 

(225,033,414.67) 

(189,814.50) 
70,083,000.00 

(1 6,693,620.00) 
25,000,000.00 
78,199,565.50 

1,804,774.23 

338,510.70 - - 
2,143,284.93 

May 22,2009 

11 



m
 

0
 

0
 

N
 

N
 

N
" 

li 

0
 

W
 

W
 

m
 

2 N
. 

a
 

_
.

.
 

.
.

.
 .

.
.

.
.

.
 

.
.

.
 .

.
.

.
.

.
 

.
.

.
 .

.
.

.
.

.
 

I 



a, 
c
 

6
 $
 0
 

Y
 

% 

v
)
 

3 El 0 a E .C M
 

.
.

 
.

.
*

 
.

.
.

 
.

.
.

 
.

.
.

 
.

.
f

 
.

.
*

 
.

.
*

 
.

.
.

 
.

.
*

 
.

.
.

 
.

.
*

 
.

.
-

 
.

.
.

 
.

.
.

 
.

.
.

 
.

.
.

 
.

.
.

 
.

.
 

.
.

-
 

.
.

.
 

.
.

.
 

.
.

 
.

.
.

 
.

.
.

 
.

.
.

 
.

.
 

.
:

:
 

.
:

:
 

.a
i 

i 
.

e
.

 

W
 
n
 

c'1 

e 
Y

 

a
 

8 Y z E Y 3 
F 0

 

K 

(
r
 
0
 

VJ 
v
) 

._ 
h

 
(P

 
c
.
 

4 
.

.
 

*
:

 

a
:

 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

*
:

 

.
:

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

:
 

.
:

 
.

.
 

.
.

 
.

.
 

.
.

 
-

.
 

.
.

 
.

.
 

.
.

 
2

;
 

+
I

 
g

i
 

D
i

 







I 



KENTUCKY UTILITIES COMPANY 

Financial Reports 

March 3 1,2009 

Prepared by Regulatory Accounting and Reporting 
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Kentucky Utilities Company 
Summary Trial Balance 

March 31,2009 

Account - Subsidiaw Account 

Utility Plant ............................................................... 
.............................................................. 

Reserves for De .................................. 

Amortization of Plant. ................................................ 
Investments.. ................................. ..................................... 

Investments in Subsidiary Companies .................................... 
OMU - Purchase Power, Coal Reserve ................................................................ 

OMU - Revenue and Investments on Maintenance Reserve ................... 
OMU - Revenue and Investments on Operations ................................................. 
Ally ........................................................... 
OMU - Revenue and Investments Interest on Pu 
Ohio Valley Electric Corporation ................................. 
Nonutility Property.". ........................................ 
OMU - Revenue and Investments on Additions and Replacements ......................... 

Depreciation."", ............................................................ 

.......................... 

...................................................... 
Restricted Cash 

Temporary Cash Investments .......................................................... 
Accounts Receivable - Less Reserve ................................... 

Customers - Active .................................................... 
Unbilled Revenues ................................ 

...................... 

Wholesale Sales ........................................................................................................... 
.................................... 

............................................................................. 
................................................................ 

Interest and Dividends Receivable.. .......... 
Employee Computer Loans ............................. 
Working Funds ...................................................... 
Electricity Swaps ............................................................... 

Reserves for Uncollectible Accounts 
Utility Customers 

................................................. 
Reserve ....................................................................... 
Accrual .................................................................................................................. 

........................................... 
Charged Off. ...................................................... 
A/R Miscellaneous ........................................................................................... 

Accounts Receivable from Associated Companies ............................................................. 
E.ON US ServicesLouisville Gas and Electric Company ............................................ 

7 

Balance 
Subsidiaw Account 

5,749,635,906.64 

(2,048,814,191.86) 
(1 1,709,911.69) 

18,194,643.35 
3,129,997.27 
1,430,279.36 

600,000.00 
538,067.36 
4 1 1,140.00 
363,733.16 
250,000.00 
179,120.94 
120,000.00 

2,093,395.33 

7,771,550.05 

269.25 

69,643,075.95 
67,959,318.54 
6,778,128.58 
4,775,879.01 
4,501,190.31 
4,494,072.47 

719,847.5 1 
1 11,266.09 
63,940.91 
51,891.88 
32,367.13 
13,183.64 
(6,587.26) 

5,790,388.46 

(1,899,079.22) 
(1,098,255.00) 

(650,770.20) 
(275,506.42) 
926,276.66 

(8,981.00) 

936,940.68 

Balance as Shown 
on Balance Sheets 

5,749,635,906.64 
(2,060,524,103.55) 

25,216,98 1.44 

2,093,395.33 

7,771,550.05 

269.25 

161,921,648.04 

936,940.68 

April 22,2009 



Kentucky Iltilities Company 
Summary Trial Balance 

March 31,2009 

Account - Subsidiary Account 

......................................................................................................... 
Coal 1,315,418.26 Tons @ $60.74 MMBtu 30,947,019.64 @ 258.16# ....... ".. 
Fuel Oil 2,777,720.00 Gallons @ 205.23$ ................................................................... 
Gas Pipeline 12,667.20 Mcf @ $5.19., ".  ". ~. 

Plant Materials and Operating Sup 
.................... 

Stores Expense Undistributed.. 
Allowance Inventory .............................................. 

............................. 

................ ..................................................... 

............................. 

Miscellaneous Current Assets.. ........ 
Derivative Asset - Non-Hedging.." ................. 
Miscellaneous Current Assets.. ................................................................ 

Unamortized Debt Expense ..................................... .......... 
Carroll County 2002 Series A due 02/01/32 VaP? .............................................. 
Carroll County 2002 Series B due 02/01/32 V 

Carroll County 2002 Series C due 10/01/32 VaPh ..... 
Carroll County2006 Series B due 10/01/34 V d h  ..... 

Trimble County 2007 Series A due 03/01/37 Var% ............... 
Carroll County 2007 Series A due 02/01/26 V d h  

Carroll County 2008 Series A due 02/01/32 

Unamortized Loss on Bonds .................................................................. 
Accumulated Deferred Income Taxes. ................................................................... 

Federal..". .......................................................................................... 
State. ........................................................................ 

RegulatoIy Assets 

Asset Retirement Obligations.". .............................. 

MISO Exit Fee 
SFAS 109 - Deferred Taxes 
Fuel Adjustment Clause. ........................................................................ 

............................ 

FERC Jurisdictional Pension Expense. ........................................................ 

.......................... 
Rate Case Expenses.. .............. .............................. 

2003 Ice Storm Expenses ............................................ 
KCCS Funding.. ................................................................................. 

Other Deferred Debits ....................................................................... 

Balance 
Subsidiarv Account 

Balance as Shown 
on Balance Sheets 

85,660,668.53 
79,894,167.90 

5,700,753.39 
65.747.24 

29,522,03 8.27 
28,732,946.49 

789,091.78 

6,314,976.01 
74,354.84 

6,314,976.01 
74,354.84 

4,536,693.49 
2,519,746.71 

448,187.72 
97,795.07 
75,000.00 

1,395,963.99 

4,167,832.65 
4,083,124.89 

84,707.76 
4,874,237.74 

93,630.34 
65,083.62 
26,123.40 
72,452.1 1 

1,713,911.79 
1,177,210.65 

561,053.28 
433,564.75 
73 1,207.80 

13,361 ,OX 1.13 13,361,081.13 
50,599,415.33 

42,692,097.50 
7,907,3 17.83 

221,487,093.70 
126,832,090.1 1 
28,460,821.73 
22,753,192.00 
12,355,390.24 
10,266,643 "05 
9,085,000.00 
3,109,137.77 
2,374,257 00 
2,195,516.35 
1,645,593.84 
1,344,134.84 

693,433 77 
197,883 .OO 
174,000.00 

45,710,735.89 45,710,735.89 

4,353,36 1,715.46 

April 22,2009 

4,353,361,715.46 
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Kentucky Utilities Company 
Summary Trial Balance 

March 31,2009 

Account - Subsidiarv Account 

Common Equity.. ................................................................. 
Common Stock .............................................................................................................. 
Common Stock Expense 

Unappropriated Undistributed Subsidiary Earnings ..................................................... 
Bonds. ...................................... ............................................. 
Long-term Notes Payable to Associated Companies.". . 

Short-term Notes Payable to Associated Companies.. . .............................. 
Accounts Payable ............................................................................. 

Regular.. ......................................................................................................................... 
Salaries and Wages Accrued. 
Tax Collections - Payable ............................................................................................. 
Employee Withholdings Payable ................................................................................... 

Accounts Payable to Associated Companies .......................................................................... 
E.ON US ServiceslLouisville Gas and Electric Company .................................... 

Customers' Deposits ............................................... ..................................................... 
Taxes Accrued .................................................................................................................... 
Interest Accrued." ...................................................................................... 

Mercer County 2000 Series A due 05/01/23 Va r?? ................................................ 
Carroll County 2002 Series A due 02/01/32 Var?! ............... 
Carroll County 2002 Series B due 02/01/32 Var% ............................................... 

Mercer County 2002 Series A due 02/01/32 Var% ............................................... 

Carroll County 2004 Series A due 10/01/34 Var?? ................................................ 
Carroll County 2006 Series B due 10/01/34 Var?? 
Carroll County 2007 Series A due 02/01/26 Var?? .......................................... 
Trimble County 2007 Series A due 03/01/37 V 
Carroll County 2008 Series A due 02/01/32 Var?? .......................................... 
Fidelia .................................... ................................................. 
Customers' Deposits. ......................................................... 
Other 

...... 

Muhlenburg County 2002 Series A due 02/01/32 Var?? 

Carroll County 2002 Series C due 10/01/32 Var%.. 

.................................. 

Balance Balance as Shown 
Subsidiarv Account on Balance Sheets 

1,800,829,828.26 
308,139,977.56 

(321,288.87) 
290,711,597.00 

1,185,400,699.22 
16,898,843.35 

350,779,405.00 350,779,405.00 

1,181,000,000.00 1,181,000,000.00 

12,820,954.00 12,820,954.00 

21 4,255,908.56 
207,899,233.87 

3,357,465.5 1 
3,104,775.19 
(1 05,566.01) 

23,244,665.54 
23,244,665.54 

21,362,380.00 

4,785,457.87 

6,308.57 
30,276.83 
3,471.77 
3,471 "77 

10,704.66 
53,909.30 
28,356.16 
36,527.68 

342,604.17 
178,540.00 
49,010.79 

15,997,066.49 
243,02 1.49 

80,67 1.64 

21,362,380.00 

4,785,457.87 

17,063,941.32 

April 22,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

March 31,2009 

Account - Subsidiarv Account 

Miscellaneous Current 
Vacation Pay Accrued .................................................................................................. 
Franchise Fee Payable.. ........... 
Customer Overpa 
Derivative Liabilities - Non-Hedging.. .......... 
Other. ................. 

Accumulated Deferred Income Taxes .................................................................................... 
Federal. ................................................ 
State. .................. .............. 

Advance Coal Credit. ........................... 
Job Development Credit ................................................................ 

Deferred Taxes ............................. 
DSM Cost Recovery ............................................................. 

MIS0 Schedule 10 Charges ....... 
Spare Parts ........... ............................................................. 

Line Extensions.. ...................... 
Customer Advances. 

Customers' Advances for Construction. ......................................... 

Asset Retirement Obligations.."". ~. I " " .  . 
Other Deferred Credits ................................................................................................ 
Miscellaneous Long-term Liabilities ...................................................................................... 

............... 

Workers' Compensation .................................... 
Long-Term Derivative Liabilit 

Accumulated Provision for Benefits.. .. .............................................. 
............................................................ 

Post Employment Benefits 
Post Employment Medicare Subsidy.. 
Medicare Subsidy - SFAS 

Total Liabilities and Other Credits ........................................................................................ 

Balance 
Subsidiarv Account 

5,778,248.52 
4,765,469.35 
1,780,055.82 

612,549.70 
467,020.43 

286,151,974.75 
44,176,919..55 

85,187,658.74 
88,618.57 

Balance as Shown 
on Balance Sheets 

13,403,343.82 

330,328,894.30 

85,276,277.3 1 

43,751,985.96 
25,231,035.45 

9,506,999.19 
3,964,765.40 
3,530,470.47 
1,5 18,715.45 

2,469,95 1.88 
1,576,069.08 

890,086.90 
3,795.90 

33,081,372.89 

25,323,474.84 

33,081,372.89 

25,323,474.84 

2,666,309.97 
2,549,861.53 

116,448.44 

190,917,563.94 
123,549,944.00 
67,483,429.94 

5,743,518.00 
(258,069.00) 

(5,601,259.00) 

4,353,361,715.46 
- -- _.. 

4,353,361,715.46 

April 22,2009 
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Kentucky Utilities Company 
Statement of Cash Flows 

March 31. 2009 

Year to Date 
2009 2008 

Cash Flows from Operating Activities 
Net income ............................................................................................................. 
Items not requiring (providing) cash currently: 

Depreciation ................................................................................................. 
Amortization ................................................................................................ 
Deferred incame taxes - net ................................................................................ 
Investment tax credit - net .................................................................................. 
Other ............................................................................................................ 

Change in receivables ............................................................................................ 
Change in inventory ............................................................................................... 
Change in allowance inventory .............................................................................. 
Change in payables and accrued expenses ............................................................. 
Change in regulatory assets ................................................................................... 
Change in regulatory liabilities .............................................................................. 
Change in other deferred debits ............................................................................. 
Change in other deferred credits ............................................................................ 

Less: Allowance for other funds used during construction ...................................... 
Less: Undistributed earnings of subsidiary campany ............................................... 

Net cash provided (used) by operating activities ................................................. 

Other ...................................................................................................................... 

Cash Flows from Investing Activities 
Gross additions to utility plant . construction expenditures ................................... 
Less: Allowance for other funds used during construction .................................... 
Gain (Loss) on disposal of property ...................................................... 
Change in long-term investments ............................................................................. 
Change in non-hedging derivative liability ............................................................ 
Change in other special funds ................................................................................ 
Change in restricted cash ....................................................................................... 
Net cash provided (used) by investing activities ............................................. 

7,336,925.80 

3 1,949,478.06 
1,127,747.79 
3,932,242.44 
5,354,113.77 
6,776,346.49 

14,353,524.1 8 
(13,025,649.97) 

64.44 
28. 5 133 14.87 

(32,456,674.98) 
3,268,703.36 

30.928. 209 . 00 
3,614,395.52 

(12,234,610.88) 
(2,184,464.92) 
3.856. 743 “45 

81,110,608.42 

45,924,753.26 

30,337,414.39 
1,186,934.89 

(1,646,295.23) 
3.12 1,424.00 

560,510.61 
25,653,195.5 1 

~ 4,599,733.25 
125,987.08 

5,904,155.49 
(258,560.66) 

83,137.39 
6,919,906.9 1 
7,763,864.58 

(4,380,600.67) 
(1,838,809.94) 

17,809.20 
124,074,560.06 

(129,197,997.53) 
2,184,464.92 

(2,135,958.34) 
(I 84,245.80) 

1,738,458.61 -- 
(127,595,278.14) 

(183,511,502.96) 
1,838,809.94 

1,175.00 
287,136.27 

5,144,957.42 

(176,239,424.33) 

Cash Flaws from Financing Activities 
Proceeds from issuance of long-term debt ......................................................... (408,524.36) 

Contributed capital .............................................................................................. 50,000,000.00 
................................................. 46,164,975.64 Net cash provided (used) by financing activities 

................................................................................ Net change in short-term debt (3,426,500.00) 

-- . 

Net Increase (Decrease) in Cash and Cash Equivalents ..................................... (3 19,694.08) 

......................................... 2,413,358.66 Cash and Cash Equivalents at Beginning of Period - 

Cash and Cash Equivalents at End of Period .............................................. 2,093,664.58 

26,844,000.00 
25.000.000.00 
5 1,844,000.00 

(320,864.27) 

338.510.70 

17.646.43 

April 22. 2009 
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KENTUCKY UTILITIES COMPANY 

Financial Reports 

February 28,2009 

Prepared by Regulatory Accounting and Reporting 
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Kentucky Utilities Company 
Summary Trial Balance 

February 28. 2009 

. nt . Subsidiary Account 

IJtility Plant .............................................................................................. 
At Original Cost ............................................................................................................ 
Reserves for Depreciation and Amortization ...................................................... 

Depreciation ..................................................................................... 
Amortization of Piant .......................................................................... 

Investments .................................................................................................................. 
Investments in Subsidiary Companies ........................................................................ 
OMU - Purchase Power, Coal Reserve ................................................................ 
OMU - Interest on Reserve, New ......................................................................... 
OMU - Revenue and Investments on Maintenance Reserve ................................. 
OMU - Revenue and lnvestments on Operations ................................................. 
Ally .................................................................................................................... 

Ohio Valley Electric Corporation .............................................................. 
Nonutility Property., ........................................................................................ 
OMU - Revenue and Investments on Additions and Replacements ........................ 

Cash ....................................................................................................................................... 
Special Deposits ..................................................................................................... 

Restricted Cash .......................................................................................... 
Temporary Cash Investments ................................................................................................ 

Customers - Active ....................................................................................................... 
Unbilled Revenues ..................................................................................................... 
Interest and Dividends Receivable ............................................................. 
Wholesale Sales ............................................................................................................ 
IMPA ............................................................................................................................ 
nUIEA ............................................................................................................................ 
Transmission Sales ........................................................................................................ 

OMU - Revenue and Investments Interest on Purchase Power .............................. 

lnts Receivable - Less Reserve ..................................................................................... 

Damage Claims ............................................................................................................. 

Working Funds ........................................................................................................... 
Electnicity Swaps ....................................................................................................... 
Other .......................................................................................................................... 
Reserves for Uncollectible Accounts 
Utility Customers 

Employee Computer Loans ........................................................................................... 

LEM Reserve ........................................................................................................... 
Reserve .................................................................................................................... 
Accrual ..................................................................................................................... 
Recoveries ................................................................................................................ 

A/R Miscellaneous ................................................................................................... 
Charged Off ............................................................................................................. 

Accounts Receivable from Associated Companies ............................................................... 
E.ON US ServicesLouisville Gas and Electric Company ............................................ 

Balance Balance as Shown 
Subsidiary Account on Balance Sheets 

5,707,219,843.5 1 5,707,219,843.5 1 

(2,041,836,365.07) 
(1 1,844,186.90) 

(2.053.680. 55 1.97) 

25,528,509.14 
18,567,956.35 
3,129,997.27 
1,417,594.06 

600,000.00 
538,067.36 
41 1,140.00 
3 6  14,633.1 
250,000.00 
179,120.94 
120,000.00 

1,514,140.52 

7,761,188.72 

214.89 

102,173,241.80 
55,922,000.00 
5,906,714.71 
4,376,603.39 
4,298,990.66 
4,045,323.49 

743,954.72 
138,411.23 
54,833.80 
32,367.13 

2,652.49 
4,750,483.73 

(1,899,069.79) 
(1,081,207.00) 

(536,896.04) 
(1 88,293.93) 
725,190.01 

(8,356.00) 

7,661.73 

1,514,140.52 

7. 76 1 . 1 88.72 

214.89 

179,456,944.40 

7,661.73 

March 26. 2009 
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Kentucky Utilities Company 
Summary Trial Balance 

February 28. 2009 

mt . Subsidiary Account 

Fuel ........................................................................................................................................ 
Coal 1,055,291.49 Tons @ $61.19 MMBtu 24,835,467.28 @ 260.0011 ...................... 
Fuel Oil 2,396, 676 Gallons @ 218.6951 ....................................................................... 
Gas Pipeline 12,772.40 Mcf @ $6.48 .................................................................... 

Regular Materials and Supplies .................................................................................. 
Limestone 90,799. 36 Tons @ $8.43 ........................................................... 

Plant Materials and Operating Supplies ................................................................................ 

Stores Expense Undistributed ............................................................................................... 
Allowance Inventory ............................................................................................................. 
Prepayments .......................................................................................................................... 

Insurance ...................................................................................................................... 
Taxes ............................................................................................... 
Risk Management and Workers Compensation .............................................. 
Vehicle License ....................................................................................................... 
Other ............................................................................................................................. 

Miscellaneous Current Assets ......................................................................... 
Derivative Asset - Nan-Hedging ............................................................... 

Unamortized Debt Expense ................................................................................................... 
Carroll County 2002 Series A due 02/01/32 Var% ............................................. 
Carroll County 2002 Series B due 02/01/32 Var% ............................................. 
Muhlenburg County 2002 Series A due 02/01/32 Var% ....................................... 

carroll County 2002 Series C due 10/01/32 Var% .............................................. 
Carroll County 2006 Series B due 10/01/34 Var% ........................................... 
Carroll County 2007 Series A due 02/01/26 Var% .......................................... 
Trimble County 2007 Series A due 03/01/37 Var% .................................................. 
Carroll County 2008 Series A due 02/01/32 Var% .......................................... 

Unamortized Loss on Bonds ................................................................................................. 
Accumulated Deferred Income Taxes ................................................................................... 

Federal ............................................................................................. 
State ................................................................................................ 

Regulatory Assets ................................................................................................................. 
Pension and Postretirement Benefits .......................................................... 
Asset Retirement Obligations .................................................................. 
MISO Exit Fee .................................................................................... 
SFAS 109 - Deferred Taxes ......................................................................................... 
FERC Jurisdictional Pension Expense., ...................................................... 
2008 Wind Storm ................................................................................ 
EKPC FERC Transmission Cost ................................................................ 
Rate Case Expenses .............................................................................. 
2003 Ice Storm Expenses. ...................................................................... 

Mercer County 2002 Series A due 02/01/32 Var% .............................................. 

B a1 ance 
Subsidiary Account 

Balance as Shown 
on Balance Sheets 

69,896,489.79 
64,572,462.00 

5,241,268.56 
82,759.23 

29,629,050.58 
28,863,572.89 

765,477.69 

6,237,056.75 

74,369.71 

2,858,410.00 
597,583.61 
75,000.00 
18,738.65 

1,665,728.90 

4,240,476.98 

93,972.34 
65. 321 “62 
26,218.40 
72,717.1 1 

1,717,766.19 
1,149,535.76 

563,817.09 
434,855.12 
601,120.81 

13,345,458.45 

43.394. 28 8.44 
8,035,376.98 

126,832,090.1 1 
28.263. 421 “78 
12,355,390.24 
10,207,179.55 
2,871,345.04 
2,189,223.35 
1,673,485.26 
1,338,013.85 

263,850.00 
...................................................................................... 130,013.77 KCCS Funding 

77,8 15,486.78 Other Deferred Debits ........................................................................................................... 

6,237,056.75 

74,369.71 

5,215,461.16 

4,240,476.98 

4,725,324.44 

13,345,458.45 
5 1,429,665.42 

186,124,012.95 

77,815,486.78 

............................................................................................. -1 Assets and Other Debits 4,316,540,803.95 4. 3 16,540,803.95 

March 26. 2009 
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Kentucky Utilities Company 
Summary Trial Balance 

February 28. 2009 

Account . Subsidiarv Account 

Common Equity ........................................................................................ 
Common Stock ............................................................................................................... 
Common Stock Expense ................................................................................................. 
Paid-In Capital ................................................................................................ 
Retained Earnings ............................................................................................ 
Unappropriated Undistributed Subsidiary Earnings ..................................................... 

Bonds ..................................................................................................... 
Long-term Notes Payable to Associated Companies .............................................. 
Short-term Notes Payable to Associated Companies .............................................. 
Accounts Payable ................................................................................................................ 

Regular ............................................................................................................................. 

Tax Collections - Payable .............................................................................................. 

Employee Withholdings Payable .................................................................................... 
Accounts Payable to Associated Companies ........................................................................... 

Customers' Deposits ............................................................................................................ 
T 4 c c ~ e d  ..................................................................................................................... 
Interest Accrued ........................................................................................ 

Mercer County 2000 Series A due 05/01/23 Va r% ................................................ 
Carroll County 2002 Series A due 02/01/32 Var% .............................................. 
Carroll County 2002 Series B due 02/01/32 Var% .............................................. 
Muhlenburg County 2002 Series A due 02/01/32 Var% ....................................... 
Mercer County 2002 Series A due 02/01/32 Var% ............................................... 
carroll County 2002 Series C due 10/01/32 Var% ............................................... 
Carroll County 2004 Series A due 10/01/34 Va ro/o ................................................ 
Carroll County 2006 Series B due 10/01/34 Va r% ........................................... 
Carroll County 2007 Series A due 02/01/26 Vaf?? .......................................... 
Trimble County 2007 Series A due 03/01/37 VarO? ................................................... 
Carroll County 2008 Series A due 02/01/32 Var% .......................................... 
Fidelia .................................................................................................................. 
Customers' Deposits ............................................................................................. 
Other .................................................................................................................... 

TIA ....................................................................................................................... 

Salaries and Wages Accrued ........................................................................................... 

E.ON US Services/Louisville Gas and Electric Company ............................................. 

Balance Balance as Shown 
Subsidiarv Account on Balance Sheets 

1.743. 31 1,638.65 
308,139,977.56 

240,711,597.00 
1,177,509,196.61 

17,272,156.35 

350,779,405.00 

1. 18 1,000,000.00 

(321,288.87) 

29,250,954.00 

350,779,405.00 

1. 18 1,000,000.00 

29,250,954.00 

238,378,863.01 
22653 1,698.87 

5,149,807.1 3 
3,947,763.59 
2,797,255.1 5 

(47. 661 "73) 

24,475,631.62 
24.475. 63 1.62 

21,216,402.76 

4,177,345.40 

6,679.66 
10,723.05 
1,229.58 
1,229.58 
3. 79 1 . 23 

60,330.64 
27,465.74 
31,305.21 

256,953.13 
133,905.00 
45,380.36 

15,683,678.98 
167,578.75 
77,978.75 

21,216,402.76 

4,177,345.40 

16,508,229.66 

March 26. 2009 
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Kentucky Utilities Company 
Summary Trial Balance 

February 28. 2009 

Account . Subsidiary Account 

Miscellaneous Current and Accrued Liabilities ...................................................................... 
Vacation Pay Accrued ................................................................................................... 
Franchise Fee Payable ........................................................................... 
Customer Overpayments .............................................................................................. 
Derivative Liabilities - Non-Hedging ......................................................... 
Other ............................................................................................... 

Accumulated Deferred Income Taxes ..................................................................................... 
Federal ............................................................................................. 
State ................................................................................................ 

Investment Tax Credit .............................................................................................................. 
Advance Coal Credit ............................................................................ 
Job Development Credit ........................................................................ 

Regulatory Liabilities ............................................................................................................... 
Deferred Taxes ......................................................................................................... 
Asset Retirement Obligations .................................................................. 
MISO Schedule 10 Charges .................................................................... 
Spare Parts ........................................................................................ 

Customers' Advances for Construction ................................................................................... 
Line Extensions .................................................................................. 

istomer Advances ......................................................................................................... 
Outdoor Lighting Deposits ..................................................................... 
Other ................................................................................................ 

Asset Retirement Obligations ......................................................................... 

Miscellaneous Long-term Liabilities ....................................................................................... 
Workers' Compensation .................................................................................................. 

Accumulated Provision for Benefits., ............................................................... 
Pension Payable .............................................................................................................. 
Postretirement Benefits - SFAS 106 ...................................................................... 
Post Employment Benefits Payable ....................................................................... 
Post Employment Medicare Subsidy ..................................................................... 
Medicare Subsidy - SFAS 106 ................................................................. 

Other Deferred Credits ............................................................................................................. 

Total Liabilities and Other Credits ........................................................................................ 

Balance 
Subsidiary Account 

Balance as Shown 
on Balance Sheets 

10,810,018.53 
5,186,626.88 
3,434,797.67 
1,298,852.31 

646,916.55 
242,825.1 2 

327,948,792.89 
283,652,015.69 

44,296,777.20 

79,932,008.29 
79,833,544.97 

98,463.32 

34,772,711.98 
25,949,954.21 

3,944,411.29 
3,419,176.12 
1,459,170.36 

1,391,346.20 
920,868.40 

3,795.90 
50,768.50 

32,908,717.41 

25,199,567.38 

2,366,779.00 

32,908,717.41 

25,199,567.38 

2,592,339.78 
2,592,339.78 

190,911,398.59 
123,549,944.00 
67,477,264.59 

5,743,518.00 
(258,069.00) 

(5,601,259.00) 

4,316,540,803.95 4,316,540,803.95 

March 26. 2009 
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Kentucky Utilities Company 
Statement of Cash Flows 

February 28. 2009 

Cash Flows from Operating Activities 
Net income ......................................................................................................................... 
Items not requiring (providing) cash currently: 

Depreciation ............................................................................................................. 
Amortization ............................................................................................................ 
Investment tax credit - net ............................................................................................... 
Other ...................................................................................................................... 

Change in receivables ........................................................................................................ 
Change in inventory ........................................................................................................... 
Change in allowance invent0 ry .......................................................................................... 
Change in payables and accrued expenses ......................................................................... 
Change in regulatory assets ................................................................................................ 
Change in regulatory liabilities .......................................................................................... 
Change in other deferred debits ......................................................................................... 
Change in other deferred credits ........................................................................................ 
Other .................................................................................................................................. 
Less: Allowance for other funds used during construction ............................................... 

Undistributed earnings of subsidiary company ........................................................ 
Net cash provided (used) by operating activities ............................................................. 

. .  

Cash Flows from Investing Activities 
Gross additions to utility plant . construction expenditures ............................................... 
Less: Allowance for other funds used during construction ............................................... 
Gain (I. oss) on disposal of property .............................................................. 
Change in long-term investments ....................................................................................... 
Change in long-term non-hedging derivative liability ........................................................ 
Change in restricted cash ................................................................................................... 
Net cash provided (used) by investing activities ......................................................... 

Cash Flows fi-om Financing Activities 
Proceeds from issuance of long-term debt ..................................................................... 
Net change in short-term debt ............................................................................................ 

Net cash provided (used) by financing activities ............................................................. 

Net Increase (Decrease) in Cash and Cash Equivalents ................................................ 

Cash and Cash Equivalents at Beginning of Period ..................................................... 

C nd Cash Equivalents at End of Period .......................................................... 

Year to Date 
2009 2008 

(1 8 1,263.8 1) 

21,829,926.13 
841,880.35 

1,675,949.45 
(2,252,493.23) 
2,709,435.72 

49.57 
66. 95 1,508.09 

2,906,405.77 
(5. 7 10,570.62) 
(3,477,076.95) 
3,490,488.06 

(2,665,222.60) 
(1,526,587.71) 
3,483,430.45 

88,075,858.67 

(102,579,532.93) 
1,526,587.71 

(122,460.50) 
(2,375,392.02) 
1.748. 8 19.94 

(1 01,801,977.80) 

(176,384.12) 
13,003,500.00 
12.827.1 15.88 

(899,003.25) 

2,413,358.66 

1,514,355.41 

31,958,291.11 

20,304,328.05 
761,977.80 
(52,386.00) 
999,246.92 

17,265,294.00 
1,258,737.84 

83,778.88 
(12,066,442.79) 

(3 14,340.49) 
697,228.04 

4,955,502.03 
2,782,846.44 
2,127,858.21 

(1,174,652.10) 
1,556,935.20 

7 1,144,203.14 

(98,269,883.70) 
1,174,652.10 

1,175.00 
(65,000.76) 

4,850,111.01 
(92,308,946.35) 

24,781,000.00 
24. 78 1,000.00 

3,616,256.79 

338. 5 10.70 

3,954,767.49 

March 26. 2009 
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KENTUCKY IJTILITIES COMPANY 

Financial Reports 

January 3 1,2009 

Prepared by Regulatory Accounting and Reporting 
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Kentucky Utilities Company 
Summary Trial Balance 

January 31. 2009 

mt . Subsidiarv Account 
Balance Balance as Shown 

Subsidiary Account on Balance Sheets 

Utility Plant .............................................................................................. 

Reserves for Depreciation and Amortization ...................................................... 
Depreciation ..................................................................................... 
Amortization of Plant .......................................................................... 

Investments .................................................................................................................. 
Investments in Subsidiary Companies ........................................................................ 
OMU - Purchase Power, Coal Reserve ................................................................. 
OMU - Interest on Reserve, New ......................................................................... 
OMIJ - Revenue and Investments on Maintenance Reserve ................................. 
OMU - Revenue and Investments on Operations ................................................. 
Ally .................................................................................................................... 

Ohio Valley Electric Corporation .............................................................. 
Nonutility Property .............................................................................. 
OMU - Revenue and Investments on Additions and Replacements ........................ 

Cash ....................................................................................................................................... 

At Original Cost ............................................................................................................ 

O m  - Revenue and Investments Interest on Purchase Power .............................. 

Special Deposits ..................................................................................................... 

Temporary Cash Investments ................................................................................................ 
Restricted Cash .......................................................................................... 

unts Receivable - Less Reserve ..................................................................................... 
Customers - Active ....................................................................................................... 
Unbilled Revenues ..................................................................................................... 
Wholesale Sales ............................................................................................................ 
IMPA ............................................................................................................................ 
N E A  ............................................................................................................................ 
Transmission Sales ........................................................................................................ 
Tax Refunds ................................................................................................................ 
RAR Settlements ........................................................................................................... 
Damage Claims ............................................................................................................. 
Employee Computer Loans ........................................................................................... 
Interest and Dividends Receivable ............................................................. 
Working Funds ........................................................................................................... 
Other .......................................................................................................................... 
Reserves for Uncollectible Accounts 
Utility Customers 

Charged Off ............................................................................................................. 
Recoveries ................................................................................................................ 
Accrual ..................................................................................................................... 
Reserve ..................................................................................................................... 
LEM Reserve ........................................................................................................... 
A/R Miscellaneous ................................................................................................... 

Accounts Receivable from Associated Companies ............................................................... 
E.ON US Services/Louisville Gas and Electric Company ............................................ 

5.666. 3 80,206.42 5,666,380,206.42 

(2,041,661,741.34) 
(22,516,686.56) 

(2,064,178,427.90) 

29,893,366.29 
22,994,043.75 
3,129,997.27 
1,405,463.81 

600,000.00 
538,067.36 
41 1,140.00 
265,533.1 6 
250,000.00 
179,120.94 
120,000.00 

3,073,640.73 

9,059,557.94 

13.11 

99,240,732.50 
64,829,000.00 
4,391,210.22 
4,063,184.89 
3.823. 43 1.73 

492,746.93 
485,385.53 
300,000.00 
124,278.43 
55,351.02 
55,281.57 
32,367.13 

4,433,908.72 

298,896.7 1 
(71,115.70) 

(1.027. 111 . 00) 
(1,899,079.22) 

(8,356.00) 

(227,780.97) 

5,536.65 

3,073,640.73 

9,059,557.94 

13.11 

179,392,332.49 

5,536.65 

February 20. 2009 
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Kentucky Utilities Company 
Summary Trial Balance 

January 31. 2009 

. mt . Subsidiary Account 

Fuel ........................................................................................................................................ 
Coal 924,218.51 Tons @ $61.77 MMBtu 21,703,728.39 @ 263.03# ......................... 
Fuel Oil 2,621, 643 Gallons @ 220.80d ....................................................................... 
Gas Pipeline 12,314.40 Mcf @ $6.64 .................................................................... 

Plant Materials and Operating Supplies ................................................................................ 
Regular Materials and Supplies .................................................................................. 
Limestone 83,061.36 Tons @ $8.12 ........................................................... 

Stores Expense Undistributed ............................................................................................... 
Allowance Inventory ............................................................................................................. 
Prepayments .......................................................................................................................... 

Insurance ...................................................................................................................... 
Taxes ............................................................................................... 

Vehicle License ....................................................................................................... 
Other ......................................................................................................... ................... 

Miscellaneous Current Assets ............................................... ......................... 
Derivative Asset ~ Non-Hedging ............................................................... 

Carroll County 2002 Series A due 02/01/32 Var% ............................................. 
Carroll County 2002 Series B due 02/01/32 Var% ............................................. 
vluhlenburg County 2002 Series A due 02/01/32 Var% ....................................... 
Mercer County 2002 Series A due 02/01/32 Var% .............................................. 
Carroll County 2002 Series C due 10/01/32 Var% .............................................. 
Carroll County 2006 Series B due 10/01/34 Var% ........................................... 
Carroll County 2007 Series A due 02/01/26 Var% .......................................... 
Trimble County 2007 Series A due 03/01/37 Var% .................................................. 
Carroll County 2008 Series A due 02/01/32 Var% .......................................... 

Unamortized Loss on Bonds ................................................................................................. 

Risk Management and Workers Compensation .............................................. 

Unamortized Debt Expense ................................................................................................... 

Refinanced and Called Bonds ....................................................................................... 

Balance 
Subsidiary Account 

57,087,514.82 
5,788,582.84 

8 1,741.55 

28,843,593.41 
674,838.89 

6,128,646.20 

74,391.44 

3,197,073.29 
746,979.50 
75,000.00 
17,524.48 

1,923,436.33 

3. 83 1,080.12 

94,314.34 
65,559.62 
26,313.40 
72,982.1 1 

1,723,836.04 
1,148,836.1 3 

566,580.90 
436,145.49 
558,719.15 

13,368,734.70 

Accumulated Deferred Income Taxes ................................................................................... 
Federal ............................................................................................. 43,068, 603 “83 
State ................................................................................................ 7,618,296.04 

Balance as Shown 
on Balance Sheets 

62,957,839.21 

29,518,432.30 

6,128,646.20 

74,391.44 

5,960,013.60 

3,831,080.12 

4,693,287.18 

13,368,734.70 

50,686,899.87 

Regulatory Assets ................................................................................................................. 
Pension and Postretirement Benefits .......................................................... 
Asset Retirement Obligations .................................................................. 
MISO Exit Fee .................................................................................... 
SFAS 109 - Deferred Taxes ......................................................................................... 
FERC Jurisdictional Pension Expense ........................................................ 
Wind Storm ....................................................................................... 
2003 Ice Storm Expenses ....................................................................... 
KCCS Funding ................................................................................... 

Other Deferred Debits ........................................................................................................... 

189,156,041.64 
126,832,090.1 1 
28,066,920.15 
18,555,817.03 
10,207,179.55 
2,845,424.41 
2,188,779.62 

329,817.00 
130,013.77 

75,457,752.18 75,457,752.18 

. Assets and Other Debits ............................................................................................. 4,265,459,344.1 7 4,265,459,344.17 

February 20. 2009 
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Kentucky Utilities Company 
Summary Trial Balance 

January 31. 2009 

Account . Subsidiary Ac- 

Common Equity ......................................................................................... 

Common Stock Expense ................................................................................................. 
Paid-In Capital ............................................................................................... 
Retained Earnings ............................................................................................ 
Unappropriated Undistributed Subsidiary Earnings ..................................................... 

Bonds ..................................................................................................... 
Long-term Notes Payable to Associated Companies .............................................. 
Short-term Notes Payable to Associated Companies .............................................. 
Accounts Payable ............................................................................................................... 

Common Stock .............................................................................................................. 

Regular ........................................................................................................................... 
TL4 ...................................................................................................................... 

Salaries and Wages Accrued .......................................................................................... 
Employee Withholdings Payable .................................................................................... 

Tax Collections .. Payable ............................................................................................. 

Accounts Payable to Associated Companies .......................................................................... 
E.ON IJS ServiceslLouisville Gas and Electric Company ............................................. 

Customers' Deposits ............................................................................................................ 
Accrued .................................................................................................................... -- . 

In.-- - s t  Accrued ........................................................................................ 
Mercer County 2000 Series A due 05/01/23 Var% ................................................ 
Carroll County 2002 Series A due 02/01/32 Var% .............................................. 
Carroll County 2002 Series B due 02/01/32 Var% .............................................. 
Muhlenburg County 2002 Series A due 02/01/32 Var% ....................................... 
Mercer County 2002 Series A due 02/01/32 Var% ............................................... 
Carroll County 2002 Series C due 10/01/32 Var% ............................................... 

Carroll County 2006 Series B due 10/01/34 Var% ........................................... 
Carroll County 2007 Series A due 02/01/26 Var% .......................................... 
Trimble County 2007 Series A due 03/01/37 Var% ................................................... 
Carroll County 2008 Series A due 02/01/32 Var% .......................................... 
Fidelia ................................................................................................................. 
Customers' Deposits ............................................................................................ 
Other ................................................................................................................... 

Carroll County 2004 Series A due 10/01/34 Var% ................................................ 

Balance 
Subsidiary Account 

308,139,977.56 
(321,288.87) 

240. 71 1,597.00 
1,188,134,297.65 

21,698,243.75 

350,779,405.00 

1,181,000,000.00 

39,870,954.00 

145,485,683.30 
5,149,807.1 3 
3,830,418.86 
3. 7 13,995.75 

1733 1.3 1 

12,815,986.56 

21. 138.591.20 

13,913,246.23 

6,768.02 
44,388.85 

5,089.97 
5,089.97 

15,694.09 
7,541.31 

27,602.72 
35,210.97 

171,302.08 
89,270.00 
5 1,573.44 

1 5,103,141.47 
84,947.55 
67,987.47 

Balance as Shown 
on Balance Sheets 

1,758,362,827.09 

350,779,405.00 

1,181,000,000.00 

39,870,954.00 

158,197,036.35 

12,815,986.56 

21,138,591.20 

1 9 1  3. 3,246.23 

15,715,607.91 

March 26. 2009 
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Kentucky Utilities Company 
Summary Trial Balance 

January 31. 2009 

Account . Subsidiary Account 

Miscellaneous Current and Accrued Liabilities ..................................................................... 
Franchise Fee Payable ........................................................................... 
Vacation Pay Accrued .................................................................................................. 
Customer Overpayments ............................................................................................. 
Derivative Liabilities - Non-Hedging .......................................................... 
Other ............................................................................................... 

Accumulated Deferred Income Taxes .................................................................................... 
Federal ............................................................................................. 
State ................................................................................................ 

Investment Tax Credit ............................................................................................................ 
Advance Coal Credit ............................................................................. 
Job Development Credit ......................................................................... 

Deferred Taxes .. SFAS 109 ......................................................................................... 
MIS0 Schedule 10 Charges .................................................................... 
Asset Retirement Obligations ................................................................... 
Spare Parts ........................................................................................ 

Customers' Advances for Construction ................................................................................... 
Line Extensions.. ................................................................................. 
, ustomer Advances ........................................................................................................ 

Regulatory Liabilities .............................................................................................................. 

,-. 
Jutdoor Lighting Deposits ...................................................................... 

Asset Retirement Obligations ......................................................................... 
Other Deferred Credits ........................................................................................................... 
Miscellaneous Long-term Liab es ...................................................................................... 

Workers' Compensation .................................................................................................. 
Uncertain Tax Positions ................................................................................................. 

Accumulated Provision for Benefits ................................................................. 
Pension Payable .............................................................................................................. 
Postretirement Benefits - SFAS 106 ..................................................................... 
Post Employment Benefits Payable ....................................................................... 
Post Employment Medicare Subsidy ..................................................................... 
Medicare Subsidy - SFAS 106 ................................................................. 

Total Liabilities and Other Credits ........................................................................................ 

B a1 ance Balance as Shown 
Subsidiary Account on Balance Sheets 

14,388,784.64 
6,210,739.32 
5,186,626.88 
2,029,730.91 

665,212.5 1 
296,475.02 

327,206,027.34 
283,326,327.00 
43,879,700.34 

79,833,544.97 
108. 3 10.32 

79,941,855.29 

25,949,954.2 1 
9,500,332.00 
3,922,396.87 
1,459,170.36 

1,464,478.54 
936,949.37 

3,795.90 

32,736,964.74 

22,646,409.20 

2,592,339.78 
2,880.00 

32,736,964.74 

22,646,409.20 

2.595. 2 19.78 

190. 9 13. 35 1 . 59 
123,549,944.00 
67,479,217.59 
5,743,518.00 
(258,069.00) 

(5,601,259.00) 
... - . 

4,265,459,344.17 4,265,459,344.17 

March 26. 2009 
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Kentucky IJtilities Company 
Statement of Cash Flows 

January 31. 2009 

Year to Date 
2009 30-Juri-05 

Cash Flows from Operating Activities 
Net income ......................................................................................................................... 
Items not requiring (providing) cash currently: 

Depreciation ............................................................................................................ 
Amortization ............................................................................................................ 
bvestment tax credit - net ............................................................................................... 
Other .................................................................................................................... 

Change in receivables ........................................................................................................ 
Change in inventory ........................................................................................................... 
Change in allowance inventory .......................................................................................... 
Change in payables and accrued expenses ......................................................................... 
Change in regulatory assets ................................................................................................ 
Change in regulatory liabilities .......................................................................................... 
Change in other deferred debits ......................................................................................... 
Change in other deferred credits ........................................................................................ 
Other .................................................................................................................................. 
T P S S :  Allowance for other funds used during construction ............................................... 

: Undistributed earnings of subsidiary company ........................................................ 
l r ~ t  cash provided (used) by operating activities .............................................................. 

. .  

Cash Flows from Investing Activities 
Gross additions to utility plant . construction expenditures ............................................... 
Less: Allowance for other funds used during construction ............................................... 
Change in long-term investments ....................................................................................... 
Change in restricted cash ................................................................................................. 
Net cash provided (used) by investing activities ............................................................... 

Cash Flows from Financing Activities 
Proceeds from issuance of long-term debt ..................................................................... 
Net change in short-term debt ............................................................................................ 
Net cash provided (used) by financing activities .............................................................. 

Net Increase (Decrease) in Cash and Cash Equivalents ....................................................... 

Cash and Cash Equivalents at Beginning of Period .............................................................. 

Cash and Cash Equivalents at End of Period .................................................................. 

14,869,924.63 

1 1,941,529.13 
464. 43 8.57 

890,983.4 1 
(2,185,756.24) 
9,867,115.13 

27.84 
(12,461,145.96) 

(125,622.92) 
348,570.84 

(1 84,426.03) 
937,329.88 

(547,791.71) 
(749,592.92) 
(942,656.95) 

22,122,926.70 

(44,176,332.21) 
749,592.92 

(2,008,929.45) 
450,450.72 

(44,985,218.02) 

(1 00. 9 13 SO) 
23,623,500.00 
23,522,586.50 

660,295.18 

2. 4 13,358.66 

19,055,531.31 

10,298,372.67 
386,147.65 
(26. 193 “00) 
239,068.37 

(1,639,212.65) 
( 1 3 9. 15 8.52) 

43,472.80 
(23,855,789.24) 

(164,622.78) 
348,614.02 

10,278,789.59 
2,679,848.24 
1.892. 451. 05 
(539,278.3 1) 

(3,185,409.00) 
15,672,632.26- 

(53,469,444.86) 
539,278.31 
(32,115.18) 

4,363,774.12 
(48,598,507.61) 

35. 8 17,000.00 
35. 8 17,000.00 

2,891,124.59 

338.510.70 

3,073,653.84 3,229,635.29 

February 20. 2009 
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KENTUCKY UTILITIES COMPANY 

Financial Reports 

December 3 1,2008 

Prepared by Regulatory Accounting and Reporting 
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Kentucky Zltilities Company 
Summary Trial Balance 

December 31. 2008 

Ant ~ Subsidiaw Account 
Balance Balance as Shown 

on Balance Sheets Subsidiary Account 

Utility Plant. ............................................................................................. 

Reserves for Depreciation and Amortization ...................................................... 
Depreciation ..................................................................................... 
Amortization of Plant .......................................................................... 

Investments .................................................................................................................. 
Investments in Subsidiary Companies ........................................................................ 
OMU - Purchase Power, Coal Reserve ................................................................ 
OMU .. Interest on Reserve, New ......................................................................... 
OMU - Revenue and Investments on Maintenance Reserve ................................. 
OMU - Revenue and Investments on Operations ................................................. 

Ohio Valley Electric Corporation .............................................................. 
OMU ~ Revenue and Investments Interest on Purchase Power .............................. 
Nonutility Property .......................................................................................... 
OMU - Revenue and Investments on Additions and Replacements ........................ 

Cash ....................................................................................................................................... 

At Original Cost ............................................................................................................ 

Ally .................................................................................................................... 

Special Deposits ..................................................................................................... 
Restricted Cash .......................................................................................... 

3orary Cash Investments ................................................................................................ 
ALioUntS Receivable - Less Reserve ..................................................................................... 

Customers - Active ....................................................................................................... 
Unbilled Revenues ..................................................................................................... 
Wholesale Sales ............................................................................................................ 
IMEA ............................................................................................................................ 
IMPA ............................................................................................................................ 
Transmission Sales ........................................................................................................ 
Tax Refunds ................................................................................................................ 

Interest and Dividends Receivable ............................................................. 
Damage Claims ............................................................................................................. 
Employee Camputer Loans ........................................................................................... 
Working Funds ........................................................................................................... 

MAN Margin Call ................................................................................ 

RAR Settlements ........................................................................................................... 

Other .......................................................................................................................... 
Reserves for Uncollectible Accounts 
Utility Customers 

LEM Reserve ........................................................................................................... 
Reserve ..................................................................................................................... 
A/R Miscellaneous ................................................................................................... 

Accounts Receivable from Associated Companies ............................................................... 
E.ON US ServiceslLouisville Gas and Electric Company ............................................ 

5,622,457,950.54 
(2.052.492. 161 “43) 

5,622,457,950.54 

(2,030,439,913.44) 
(22,052,247.99) 

28,889,479.09 
22. 05 1,386.80 
3,129,997.27 
1,393,333.56 

600,000.00 
538,067.36 
41 1,140.00 
250,000.00 
216,433.16 
179,120.94 
120,000.00 

2.413. 345.55 2,413,345.55 

9,510,008.66 
9,041,466.83 

468,541.83 

13.1 1 13.1 1 

164,835,960.43 
89,223,888.52 
60,007,000.00 
5,143,733.59 
3,204,096.75 
2,298,991.57 

543,784.14 
485,385.53 
300,000.00 
140,086.57 
120,904.59 
57,152.46 
32,367.13 

6,157,074.80 

(1,899,079.22) 
(971,070.00) 

(8,356.00) 

12,376,152.47 
12,376,152.47 

January 22. 2009 
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Kentucky Utilities Company 
Summary Trial Balance 

December 31. 2008 

Jnt . Subsidiary Account 

Fuel ........................................................................................................................................ 

Fuel Oil 2,720, 910 Gallons @ 219.36$ ....................................................................... 
Coal 1,078,286.04 Tons @ $61.81 MMBtu 25,327,847.33 @ 263.12# ...................... 

Gas Pipeline 12,409.90 Mcf @ $7.69 .................................................................... 

Regular Materials and Supplies .................................................................................. 
Limestone 87,132.36 Tons @ $7.97 ........................................................... 

Plant Materials and Operating Supplies ................................................................................ 

Stores Expense Undistributed .............................................................................................. 
Allowance Inventory ............................................................................................................. 
Prepayments .......................................................................................................................... 

Insurance ...................................................................................................................... 
Taxes ............................................................................................... 

Vehicle License ....................................................................................................... 
Other ............................................................................................................................. 

Risk Management and Workers Compensation .............................................. 

Miscellaneous Current Assets ................................................................. 
Derivative Asset - Non-Hedging ............................................................... 

Unamortized Debt Expense ................................................................................................... 
Carroll County 2002 Series A due 02/01/32 Var% ............................................. 
Carroll County 2002 Series B due 02/01/32 Var% ............................................. 
Muhlenburg County 2002 Series A due 02/01/32 Var% ....................................... 

Carroll County 2002 Series C due 10/01/32 Var% .............................................. 
Carroll County 2006 Series B due 10/01/34 Var% ........................................... 
Carroll County 2007 Series A due 02/01/26 Var% .......................................... 
Trimble County 2007 Series A due 03/01/37 Var% .................................................. 
Carroll County 2008 Series A due 02/01/32 Var% .......................................... 

Unamortized Loss on Bands ........................................................ 
Accumulated Deferred Income Taxes ................................................................................... 

Federal ............................................................................................. 
State ................................................................................................ 

Regulatory Assets ................................................................................................................. 
Pension and Postretirement Benefits .......................................................... 
Asset Retirement Obligations .................................................................. 
MIS0 Exit Fee .................................................................................... 
SFAS 109 - Deferred Taxes ......................................................................................... 
FERC Jurisdictional Pension Expense ........................................................ 
Wind Storm ....................................................................................... 
Ice Storm Expenses .............................................................................. 
Other ................................................................................................................... 

Other Deferred Debits ........................................................................................................... 

Mercer County 2002 Series A due 02/01/32 Var% .............................................. 

................................. 

. 
1 Assets and Other Debits ............................................................................................. 

8 

Balance 
Subsidiary Account 

Balance as Shown 
on Balance Sheets 

72,708,035.07 
66,643,877.45 

5,968,684.38 
95,473.24 

29,561,689.40 
28,867,534.68 

694,154.72 

6,202,308.37 

74,419.28 

2,641,114.20 
896,375.39 
75,000.00 
25,896.39 

2.195. 5 17.20 

1. 26 1,245.92 

94,656.34 
65,797.62 
73,247.1 1 
26,408.40 

1,729,905.89 
1,133,123.1 8 

569,344.71 
437,435.86 
541,305.32 

13,356,278.72 

6,202,308.37 

74,419.28 

5,833,903.18 

1,261,245.92 

4,671,224.43 

13,356,278.72 

50,686,899.87 
43,068,603.83 

7,618,296.04 

189,030,418.72 
126,832,090.1 1 
27.871. 3 16.66 
18,593,188.44 
10,207,179.55 
2,812,425.87 
2,188,420.32 

395,784.00 
130,013.77 

77. 14 1,393.99 77,141,393.99 

4,238,518,565.37 4. 238.5 18,565.37 

January 22. 2009 



Kentucky Utilities Company 
Summary Trial Balance 

December 31. 2008 

Account . Subsidiary Account 

Common Equity... ..................................................................................... 
Common Stock ............................................................................................................... 

Paid-In Capital ................................................................................................ 
Retained Earnings ............................................................................................ 
Unappropriated Undistributed Subsidiary Earnings ..................................................... 

Bonds ..................................................................................................... 
Long-term Notes Payable to Associated Companies .............................................. 
Short-term Notes Payable to Associated Companies .............................................. 
Accounts Payable ................................................................................................................ 

Common Stock Expense ................................................................................................. 

Regular ............................................................................................................................. 
T U  ....................................................................................................................... 

Salaries and Wages Accrued ........................................................................................... 
Tax Collections - Payable .............................................................................................. 

Employee Withholdings Payable .................................................................................... 

E.ON US Services/Louisville Gas and Electric Company ............................................. 
Customers' Deposits ............................................................................................................ 
7 Accrued ..................................................................................................................... 
Interest Accrued ........................................................................................ 

Accounts Payable to Associated Companies ........................................................................... 

Mercer County 2000 Series A due 05/01/23 Va f!! ................................................ 
Carroll County 2002 Series A due 02/01/32 Vaf!! .............................................. 
carroll County 2002 Series B due 02/01/32 Vaf!! .............................................. 
Muhlenburg County 2002 Series A due 02/01/32 Var% ....................................... 

Carroll County 2002 Series C due 10/01/32 Var% ............................................... 
Carroll County 2004 Series A due 1010 1/34 Var% ................................................ 
Carroll County 2006 Series B due 10/01/34 Var% ........................................... 
Carroll County 2007 Series A due 02/01/26 Var% .......................................... 
Trimble County 2007 Series A due 03/01/37 Var% ................................................... 
Carroll County 2008 Series A due 02/01/32 Var% .......................................... 

Customers' Deposits ............................................................................................. 

Mercer County 2002 Series A due 02/01/32 Var% ............................................... 

Fidelia .................................................................................................................. 

Other .................................................................................................................... 

Balance Balance as Shown 
on Balance Sheets Subsidiary Account 

1,743,492,902.46 
308,139,977.56 

240,711,597.00 
1,174,207,029.97 

20,755,586.80 

350,779,405.00 

1,181,000,000.00 

16,247,454.00 

(321,288.87) 

350,779,405.00 

1. 18 1,000,000.00 

16,247,454.00 

166,771,077.14 
155,.564,615.58 

5,149,807.1 3 
3,824,616.87 
2,195,900.74 

36,136.82 

24,709,458.05 
24,709,458.05 

21,057,049.05 

8,558,559.95 

6,097.48 
22,194.43 

2,544.98 
2,544.98 
7,847.04 
9,962.65 

26,161.18 
26,778.69 
85,651.04 
44,635.00 
38,867.24 

13,433,503.96 
833,874.38 
113,173.16 

21,057,049.05 

8,558,559.95 

14,653,836.2 1 

March 26. 2009 

9 



Kentucky Utilities Company 
Summary Trial Balance 

December 31. 2008 

Account . Subsidiary Account 

Miscellaneous Current and Accrued Liabilities ...................................................................... 
Vacation Pay Accrued ................................................................................................... 
Franchise Fee Payable ........................................................................... 
Customer Overpayments .............................................................................................. 
Derivative Liabilities - Non-Hedging..... .................................................... 
Other ............................................................................................... 

Accumulated Deferred Income Taxes ..................................................................................... 
Federal ............................................................................................. 
State ................................................................................................ 

Investment Tax Credit .............................................................................................................. 
Advance Coal Credit ............................................................................ 
Job Development Credit ........................................................................ 

Deferred Taxes - SFAS 109 .......................................................................................... 
MIS0 Schedule 10 Charges .................................................................... 
Asset Retirement Obligations .................................................................. 
Spare Parts ........................................................................................ 

Customers' Advances for Construction ................................................................................... 
Line Extensions .................................................................................. 

ustomer Advances ......................................................................................................... 
dutdoor Lighting Deposits ..................................................................... 

Asset Retirement Obligations ......................................................................... 

Regulatory Liabilities ............................................................................................................... 

Other Deferred Credits ............................................................................................................. 
Miscellaneous Long-term Liabilities ....................................................................................... 

Uncertain Tax Positions .................................................................................................. 
Workers' Compensation .................................................................................................. 

Accumulated Provision for Benefits ................................................................. 

Postretirement Benefits - SEAS 106 ...................................................................... 

Post Employment Medicare Subsidy ..................................................................... 
Medicare Subsidy - SFAS 106 ................................................................. 

pension Payable .............................................................................................................. 

Post Employment Benefits Payable ....................................................................... 

Total Liabilities and Other Credits ........................................................................................ 

Balance Balance as Shown 
Subsidiary Account on Balance Sheets 

12,258,283.45 
5,186,626.88 
4,489,028.59 
2,276,151.64 

43,077.51 
263,398.83 

283,326,327.00 
43,879,700.34 

79,833,544.97 
1 18,157.32 

327,206,027.34 

79. 95 1,702.29 

40,483,282.60 
25,949,954.2 1 

9,172,734.00 
3,901,424.03 
1,459,170.36 

2,430,316.35 
1. 494.57 1~08  

93 1,949.37 
3,795.90 

32,566,110.14 

21,709,079.32 

32,566,110.14 

21,709,079.32 

2,595,219.78 
2,592,339.78 

2,880.00 

192,048,802.24 
123,549,944.00 
68,614,668.24 
5,743,518.00 
(258,069.00) 

(5,601,259.00) 

4,238,518,565.37 4,238,518,565.37 

March 26. 2009 
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Kentucky Utilities Company 
Statement of Cash Flows 

December 31,2008 

- Year to Date 
2008 2007 

Cash Flows from Operating Activities 
Net income ........................... ........................................ 
Items not requiring (providing) cash currently: 

Depreciation.. ..................... ......................................... 
Amortization ....................... ................................................ 
Deferred income taxes - net ....... 
Investment tax credit .-net ....... 

................................................... 

............................ .................................................. 
ables ............................. ........................................................ 

Change in inventory ............................... ..................................................... 
Change in allowance inventory ............ 
Change in payables and accrued expen 
Change in regulatory assets .................... 
Change in regulatory liabilities .............. 
Change in other deferred debits ............. 
Change in other deferred credits ............... 

............................................... 

................................................ 
................................................ 
................................................. 
...................................................... 

............................................ 
........................... ............................................ Other. ............. 

Less: Allowance for other funds 

Net cash provided (used) by operating activities .......................... 
................. Less: Undistributed earnings of subsidiary company .......... 

Cash Flows from Investing Activities 
Gross additions to utility plant - construction expenditures 
Less: Allowance for other fimds used during construction ............. 
Gain (Loss) on disposal of property 
Change in other long-term debt.". 
Change in long-term investments. ............................................... 

.................................. 
....................................... 

Change in restricted cash ........... 
Net cash provided (used) by inv ............................................. 

Cash Flows from Financing Activities 
Proceeds from issuance of long-term d 
Net change in short-term debt ................ 
Payments for retirement of long-term de 

Reissuance of reacquired long-term debt ............ 
Retirement of reacquired long-term debt. ........ 
Contributed capital.. .. ................................ 
Net cash provided (used) by financing activities .......................... 

.................................................. 
............................................. 

Payments for reacquisition of long-term debt.. 
............................................ 
................................... 

Net Increase (Decrease) in Cash and Cash Equivalents ..................................................... 

ash and Cash Equivalents at Beginning of Period ............................................................ 

Cash and Cash Equivalents at End of Period. ............................................................... 

157,265,566.76 

131,115,009.09 
5,229,655.85 

(1 3,352,376.88) 
25,266,897.97 
10,940, I 0 1.20 
11,538,194.84 

(32,876,570.99) 
308,474.83 

16,490,659.15 
(106,865,168.10) 

2,762,246.52 
(4,750,750.08) 
3,800,403.20 

89,500,038.97 
(8,089,436.97) 

45 1,481.20 
288,734,426.56 

(700,047,459.02) 
8,089,436.97 

(915,093.11) 
1,475,547.12 

(691,397,568.04) 

326,631,129.44 
(6,972,000.00) 

(59,921,140.00) 
(79,593,620.00) 
62,900,000.00 
16,693,620.00 

145,000,000.00 
404,737,989.44 

2,074,847.96 

338,510.70 

2,413,358.66 

166,962,574.48 

115,264,164.71 
5,420,544.96 

(1,604,55 1.40) 
41,975,337.00 
15,645,380.56 

(15,534,506.19) 
20,963,985.13 

1,287,643.72 
(77,626,159.92) 
3235 1,592.32 

1,781,662.60 
(3,188,788.46) 
6,153,001.64 
2,610,853.43 

(4,283,511.48) 
(4,958,781 "00) 

303,720,442.10 
- 

(744,355,546.80) 
4,283,5 1 1.48 
(741,720.25) 
(433,540.00) 
(196,189.74) 

11,821,428.13 
(729,622,057.18) --.. 

526,750,682.58 
(73,823,600.00) 

(107,000,000.00) 

75,000,000.00 
420,927,082.58 

(4,974,532.50) 

5,3 13,043.20 

338,510.70 

March 26,2009 
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Kentucky Utilities Company 
Summary Trial Balance 

November 30. 2008 

. A it . Subsidiary Account 

Utility Plant ............................................................................................. 

Reserves for Depreciation and Amortization ....................................................... 
Depreciation ..................................................................................... 
Amortization of Plant .......................................................................... 

Investments .................................................................................................................... 
Investments in Subsidiary Companies ......................................................................... 
OMU - Purchase Power, Coal Reserve .................................................................. 
OMU - Interest on Reserve, New .......................................................................... 
OMU .. Revenue and Investments on Maintenance Reserve ................................. 
OMU - Revenue and Investments on Operations .................................................. 
Ally ...................................................................................................................... 
Ohio Valley Electric Corporation .............................................................. 
Nonutility Property ........................................................................................... 
OMU - Revenue and Investments Interest on Purchase Power .............................. 
OMU - Revenue and Investments on Additions and Replacements ........................ 

Cash .......................................................................................................................................... 

At Original Cost .............................................................................................................. 

Special Deposits ...................................................................................................... 
Restricted Cash ........................................................................................... 
MAN Margin Call ................................................................................ 

>rary Cash Investments .................................................................................................. 
Accounts Receivable - Less Reserve ....................................................................................... 

Customers - Active .......................................................................................................... 
Unbilled Revenues ....................................................................................................... 
Income Tax Receivable - Federal .............................................................. 
Interest and Dividends Receivable ............................................................ 
Wholesale Sales ............................................................................................................... 
IMPA ............................................................................................................................... 
IMEA ............................................................................................................................... 
Transmission Sales .......................................................................................................... 
Damage Claims ................................................................................................................ 

Working Funds ............................................................................................................. 
Employee Computer Loans ............................................................................................. 

Other ............................................................................................................................. 
Reserves for Uncollectible Accounts 
Utility Customers 

Charged Off ................................................................................................................ 
Accrual ........................................................................................................................ 
LEM Reserve .............................................................................................................. 
Reserve ....................................................................................................................... 
Recoveries ................................................................................................................... 
A/R Miscellaneous ..................................................................................................... 

Ar . -mts  Receivable from Associated Companies ................................................................. 
.ON US ServicesiLouisville Gas and Electric Company ............................................. 

Balance Balance as Shown 
on Balance Sheets Subsidiary Account 

5,558,588,521.03 5,558,588,521.03 

(2,026,462,986.21) 
(21,589,954.48) 

(2,048,052,940.69) 

27,380,826.84 
20,603,964.80 

3,129,997.27 
1,381,203.3 1 

600,000.00 
538,067.36 
41 1,140.00 
250,000.00 
179,120.94 
1 67. 333 1 1 6 
120,000.00 

3,369,874.85 

9.033. 681 "53 
1,684,539.50 

13.11 

79,455,384.73 
59,446,000.00 

8,764,376.22 
7. 5 14,235.82 
7,444,695.91 
3,436,313.21 
3. 23 3,549.40 

41 8,524.91 
1 19,999.33 
55,760.32 
32,867.13 

5,156,441.96 

3,492,014.47 
(2,717,085.31) 
(1,899,079.22) 

(984,434.00) 
(772,035.78) 

(45,075.00) 

6,021,800.51 

3,369,874.85 

10,718,221.03 

13.11 

172,152,454.1 0 

6,021,800.51 
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Kentucky Utilities Company 
Summary Trial Balance 

November 30. 2008 

. Ac ,t . Subsidiary Account 

Fuel ........................................................................................................................................... 
Coal 1,199,355.92 Tons @ $60.54 MMBtu 28,299,949.71 @ 256.566 ....................... 
Fuel Oil 2,598, 717 Gallons @ 235.906 ........................................................................ 
Gas Pipeline 3,833.10 Mcf @ $9.45 ....................................................................... 

Plant Materials and Operating Supplies .................................................................................. 
Regular Materials and Supplies ................................................................................... 
Limestone 78,831.36 Tons @ $7.70 ........................................................... 

Stores Expense Undistributed .................................................................................................. 
Allowance Inventory ................................................................................................................ 
Prepayments ............................................................................................................................. 

Insurance ......................................................................................................................... 
Taxes ............................................................................................... 

Vehicle License ......................................................................................................... 
Other ................................................................................................................................ 

Miscellaneous Current Assets ......................................................................... 
Derivative Asset - Non-Hedging ............................................................... 

Unamortized Debt Expense .................................................................................................... 
Carroll County 2002 Series A due 02/01/32 Var% .............................................. 

crroll County 2002 Series B due 02/01/32 Var% .............................................. 
lvluhlenburg County 2002 Series A due 02/01/32 Var% ....................................... 
Mercer County 2002 Series A due 02/01/32 Var% ............................................... 
Carroll County 2002 Series C due 10/01/32 Var% ............................................... 
Carroll County 2006 Series B due 10/01/34 Var% ........................................... 
Carroll County 2007 Series A due 02/01/26 Var% .......................................... 
Trimble County 2007 Series A due 03/01/37 Var% ................................................... 
Carroll County 2008 Series A due 02/01/32 Var% .......................................... 

Unamortized Loss on Bonds .................................................................................................... 
Refinanced and Called Bonds ......................................................................................... 

Accumulated Deferred Income Taxes ..................................................................................... 
Federal ............................................................................................. 
State ................................................................................................ 

Risk Management and Workers Compensation ............................................. 

Regulatory Assets .................................................................................................................... 
Pension and Postretirement Benefits .......................................................... 
Asset Retirement Obligations .................................................................. 
MIS0 Exit Fee .................................................................................... 
SFAS 109 - Deferred Taxes .......................................................................................... 
FERC Jurisdictional Pension Expense ........................................................ 
Ice Storm Expenses .............................................................................. 

Other Deferred Debits .............................................................................................................. 

T ssets and Other Debits ............................................................................................... 

Balance 
. Subsidiary Account 

72,605,190.37 
6,130,285.91 

36,208.02 

29,074,135.74 
607,172.50 

6,291,926.15 

80,327.71 

2,964,415.97 
1,045,771.28 

75,000.00 
34,268.31 

2,358,268.35 

426,804.82 

94,998.34 
66,035.62 
73,512.1 1 
26,503.40 

1,735,975.74 
970,979.05 
556,488.29 
423,106.01 
335,807.64 

13,221,612.10 

Balance as Shown 
on Balance Sheets 

78,771,684.30 

29. 68 1,308.24 

6,291,926.15 

80,327.71 

6.477. 723 “9 1 

426,804.82 

4,283,406.20 

13.221. 6 12.10 

42,637,085.93 
36,011,473.73 

6,625,612.20 

86,608,028.72 
28,091,683.1 1 
27,676,606.43 
18,630,559.83 
8,963,869.33 
2,783,559.02 

461,751.00 

72,225,594.20 

4,070,884,273.06 

72,225,594.20 

4,070,884,273.06 

December 19. 2008 
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Kentucky Utilities Company 
Summary Trial Balance 

November 30. 2008 

Account -.Subsidiaw Account 

Common Equity ........................................................................................ 
Common Stock ............................................................................................................... 
Common Stock Expense ................................................................................................. 
Paid-In Capital ................................................................................................ 

Unappropriated Undistributed Subsidiary Earnings ..................................................... 

Pollution Control Bonds - Net of Reacquired Bonds ..................................................... 
Long-term Notes Payable to Associated Companies .............................................. 
Short-term Notes Payable to Associated Companies .............................................. 

Retained Earnings ............................................................................................ 

Bonds ..................................................................................................... 

Accounts Payable ................................................................................................................ 
Regular ............................................................................................................................. 
Tax Collections - Payable .............................................................................................. 
Salaries and Wages Accrued ........................................................................................... 
Employee Withholdings Payable .................................................................................... 

Accounts Payable to Associated Companies ........................................................................... 
E.ON US Servicesnouisville Gas and Electric Company ............................................. 

Customers’ Deposits ............................................................................................................ 
’I Yccrued ..................................................................................................................... 
Interest Accrued ........................................................................................ 

Mercer County 2000 Series A due 05/01/23 Va rO? ................................................ 
Carroll County 2002 Series A due 02/01/32 Var% .............................................. 
Carroll County 2002 Series B due 02/01/32 Var% .............................................. 
Muhlenburg County 2002 Series A due 02/01/32 Var% ....................................... 
Mercer County 2002 Series A due 02/01/32 Vaf?? ............................................... 
Carroll County 2002 Series C due 10/01/32 Var% ............................................... 
Carroll County 2004 Series A due 10/01/34 Var% ................................................ 
Carroll County 2006 Series B due 10/01/34 Va r% ........................................... 
Carroll County 2007 Series A due 02/01 126 Var% .......................................... 
Trimble County 2007 Series A due 03/01/37 Var% ................................................... 
Carroll County 2008 Series A due 02/01/32 Var% .......................................... 
Fidelia .................................................................................................................. 
Customers’ Deposits ............................................................................................. 
Other .................................................................................................................... 

Balance Balance as Shown 
on Balance Sheets Subsidiary Account 

1,698,600,508.21 
308,139,977.56 

(321,288.87) 
21 5,000,000.00 

1,156,473,654.72 
19,308,164.80 

287,879,405.00 

1,106,000,000.00 1,106,000,000.00 

163,667,454.00 163,667,454.00 

144,566,297.02 

287,879,405.00 

139.856. 3 12.80 
3,286,029.45 
1,385,377.00 

38,577.77 

12,266,933.62 
12,266,933.62 

21.178. 751 “97 

12,423,859.65 

(0.01) 
85,813.01 
9,839.99 
9,839.99 

30,339.99 
64,415.98 

16,087.50 
51 1,051.22 
266,322.17 

49,835.21 
15,974,960.2 1 

750,566.29 
47,449.36 

(0.01) 

21,178,751.97 

12,423,859.65 

17,816,520.90 

December 19. 2008 
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Kentucky Utilities Company 
Summary Trial Balance 

November 30. 2008 

Account . Subsidiary Account 

Miscellaneous Current and Accrued Liabilities ...................................................................... 
Vacation Pay Accrued ................................................................................................... 
Franchise Fee Payable ........................................................................... 
Customer Overpayments ........................ ................................................................. 
Derivative Liabilities - Non-Hedging ......................................................... 
Other ............................................................................................... 

Accumulated Deferred Income Taxes ..................................................................................... 
Federal ............................................................................................. 
State ................................................................................................ 

Investment Tax Credit .............................................................................................................. 
Advance Coal Credit ............................................................................. 
Job Development Credit ........................................................................ 

Regulatory Liabilities ............................................................................................................... 
Deferred Taxes - SFAS 109 .......................................................................................... 
MISO Schedule 10 Charges .................................................................... 
Asset Retirement Obligations .................................................................. 
Spare Parts ........................................................................................ 

Customers' Advances for Construction ................................................................................... 
1, ine Extensions .................................................................................. 

istomer Advances ......................................................................................................... 
dutdoor Lighting Deposits ..................................................................... 

Asset Retirement Obligations ......................................................................... 
Other Deferred Credits ............................................................................................................. 
Miscellaneous Long-term Liabilities ....................................................................................... 

Workers' Compensation .................................................................................................. 
Accumulated Provision for Benefits.. ............................................................... 

Postretirement Benefits - SFAS 106 ...................................................................... 
Pension Payable .............................................................................................................. 
Post Employment Benefits Payable ....................................................................... 
Post Employment Medicare Subsidy ..................................................................... 
Medicare Subsidy - SFAS 106 ............................................................... .,. . 

Total Liabilities and Other Credits ........................................................................................ 

Balance 
Subsidiarv Account 

Balance as Shown 
on Balance Sheets 

5,291,494.55 
2.923. 571 "97 
2,471,478.53 

176,029.76 
97,415.84 

282,542,044.65 
43,974,222.52 

326,516,267.17 

76,630,895.28 
76,486,544.97 

144,350.31 

40,890,620.1 1 
26,749,617.45 

8. 845.1 36.00 
3,880,451.19 
1. 4 1 5.  4 1 5.47 

2,304,245.37 
1,369,500.10 

930,949.37 
3,795.90 

32,396,148.84 

28,787,121.83 

3,475,372.45 

64,634,205.36 
20.163. 19 1 . 00 

5,349,374.00 
(194,683.86) 

(5,428,205.5 1) 

4,070,884,273.06 

32,396,148.84 

28,787,121.83 

3,475,372.45 

84,523,880.99 

__.-- 

4,070,884,273.06 

December 19. 2008 
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Kentucky lltilities Company 
Statement of Cash Flows 

November 30. 2008 

-~ Year to Date 
2008 2007 

Cash Flows from Operating Activities 
Net income ......................................................................................................................... 
Items not requiring (providing) cash currently: 

Depreciation ............................................................................................................ 
Amortization ............................................................................................................ 
Deferred income taxes .. net ............................................................................................ 
Investment tax credit - net .............................................................................................. 
Other .................................................................................................................... 

Change in receivables ........................................................................................................ 
Change in inventory ........................................................................................................... 

Change in payables and accrued expenses ........................................................................ 
Change in regulatory assets ............................................................................................... 
Change in regulatory liabilities .......................................................................................... 

Change in allowance inventory .......................................................................................... 

Change in other deferred debits ......................................................................................... 
Change in other deferred credits ........................................................................................ 
Other .................................................................................................................................. 
Less: Allowance for other funds used during construction ............................................... 
. ess. Undistributed earnings of subsidiary company ........................................................ 
4 et cash provided (used) by operating activities .............................................................. 

Cash Flows from Investing Activities 
Gross additions to utility plant . construction expenditures .............................................. 
Less: Allowance for other funds used during construction ............................................... 

Change in long-term investments ...................................................................................... 

Net cash provided (used) by investing activities .............................................................. 

Change in other long-term debt .................................................................................. 

Change in restricted cash ................................................................................................. 

Cash Flows from Financing Activities 
Proceeds from issuance of long-term debt ..................................................................... 
Net change in short-term debt ............................................................................................ 
Payments for retirement of long-term debt ........................................................................ 
Payments for reacquisition of long-term debt .................................................................... 
Retirement of reacquired long-term debt.' ...................................................... 
Contributed capital .......................................................................................................... 
Net cash provided (used) by financing activities .............................................................. 

Net Increase (Decrease) in Cash and Cash Equivalents ....................................................... 

sh and Cash Equivalents at Beginning of Period ............................................................. 

Cash and Cash Equivalents at End of Period .................................................................. 

138,084,769.51 

119,298,985.25 
4,767,362.34 

(4,411,456.25) 
21,919,897.97 
10.507. 2 17.86 
10,576,053.13 

(39,149,456.84) 
302,566.40 

12,742,772.34 
(4,442,778.1 0) 
3,169,584.03 

(1,980,552.98) 
15,350,978.23 

(14,128,844.5'7) 
(7,340,438.44) 
1,898,903.20 

267,165,563.08 
-__-- 

(666,701,971.86) 
7,340,438.44 

113,530.49 
267,334.75 

(658,980,668.18) 

252,219,622.36 
140,448,000.00 
(59,921,140.00) 
(79,593,620.00) 
16,693,620.00 

125,000,000.00 
394,846,482.36 

3. 03 1,377.26 

3385 10.70 

3,369,887.96 

150,963,740.83 

105,156,166.56 
5,004,094.46 

928,146.58 
28.424. 611. 00 
40.424. 245 "2 1 
4,084,093.72 

10,802,403.66 
1,025,463.34 

(89,724,128.69) 
(2,184,470.91) 
1,460,334.45 

(1 3,679,027.1 0) 
9,433,912.53 
3,675,376.14 

(3,734,303.29) 
(2,242,048.00) 

249,818,610.49 

(660,612,602.10) 

(433,540.00) 
(163,698.36) 

10,665,866.15 
(646,809,671.02) 

3,734,303.29 

.- 

426.992. 03 1.99 
19,649,000.00 

(1 07,000,000.00) 

- 55,000,000.00 
394.641. 03 1.99 .- 

(2,350,028.54) 

5,313,043.20 

2,963,014.66 

December 19. 2008 
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Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period FiIing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(6)(s) 

Sponsoring Witness: S. Bradford Rives 

Description of Filing Requirement: 

Securities and Exchange CommissionS annual report for the most recent two (2) years, 
Form IO-& and any Form 8-Ks issued within the past two (2) years, and Form 10-Qs issued 
during the past six (6) quarters updated as current information becomes available. 

Response: 

The below-listed documents are provided. Please note that KU terminated its status as an 
SEC registrant and ceased filing periodic reports under the Securities and Exchange Act of 
1934 effective March 1, 2007. KU's deregistration occurred in connection with a 
restructuring transaction to refinance various issuances of secured debt for the purpose of 
converting them to unsecured debt, which restructuring transaction and the SEC 
deregistration, were considered by the Kentucky Commission in Case No. 2006-00390 and 
discussed in the order dated January 22,2007. 

0 

0 

* 
0 

e 

2008 Annual Financial Statements and Additional Information 
2007 Annual Financial Statements and Additional Infomation 
2009 3'd Quarter Financial Statements and Additional Information 
2009 2" Quarter Financial Statements and Additional Information 
2009 1 Quarter Financial Statements and Additional Information 
2008 3 rd  Quarter Financial Statements and Additional Information 
2008 2" Quarter Financial Statements and Additional Information 
2008 1 Quarter Financial Statements and Additional Information 
Report of Certain Material Changes - January 2009 - December 2009 
Report of Certain Material Changes - January 2008 - December 2008 
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Business 

GENERAL 

KTJ, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in 
the generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and 
Tennessee. KU provides electric service to approximately 508,000 customers in 77 counties in central, 
southeastern and western Kentucky, to approximately 30,000 customers in 5 counties in Southwestern 
Virginia and 5 customers in Tennessee. KU’s service area covers approximately 6,600 square miles. 
Approximately 99% of the electricity generated by KU is produced by its coal-fired electric generating 
stations. The remainder is generated by a hydroelectric power plant and natural gas and oil fueled CTs. 
In Virginia, KU operates under the name Old Dominion Power Company. KU also sells wholesale 
electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation. KU’s affiliate, LG&E, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the distribution and sale of natural gas in 
Kentucky. 

OPERATIONS 

The sources of operating revenues and volumes of sales for the years ended December 3 1 , 2008 and 
2007, were as follows: 

2008 2007 
Revenues 

Residential $ 462 
Industrial & Commercial 636 
Municipals 92 
Other Retail 108 
Wholesale 106 

(millions) - 

Total $ 1,404 

Volumes 
(Gwh) 

6,803 
10,709 

1,971 
1,707 
2,894 

24,084 - 

Revenues 
(millions) 
$ 430 

597 
90 
98 
58 

$ 1,273 

Volumes 

1 1,047 
2,058 
1,69 1 
1,582 - 23,225 

KU’s peak load was 4,476 Mw on January 25,2008, when the temperature reached a low of 5 degrees 
Fahrenheit in Lexington, which was a new record. 
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The Company’s power generating system includes coal-fired units operated at its four steam generating 
stations. Natural gas and oil fueled CTs supplement the system during peak or emergency periods. As of 
December 3 1,2008, KU owned and operated the following generating stations while maintaining a 
13%-15% reserve margin: 

Summer Capability 
Rating (Mwj 

Steam Stations: 
Tyrone - Woodford County, KY 
Green River - Muhlenberg County, KY 
E.W. Brown - Mercer County, KY 
Ghent - Carroll County, KY 

Total Steam Stations 

71 
163 
697 

1,918 
2,849 

Dix Dam Hydroelectric Station - Mercer County, KY 24 

CT Generators (Peaking capability): 
E.W. Brown - Mercer County, KY* 
Haefling - Fayette County, KY 
Paddy’s Run - Jefferson County, KY * 
Trimble County - Trimble County, KY * 

Total CT Generators 

757 
36 
74 

632 
1.499 

Total Capability Rating 4,372 = 

* Some of these units are jointly owned with LG&E. See Note 10 of Notes to 
Financial Statements for informatian regarding jointly owned units. 

At December 31,2008, KU’s transmission system included 113 substations (39 of which are shared with 
the distribution system) with a total capacity of approximately 17,700 MVA and approximately 4,040 
miles of lines. The distribution system included 483 substations (39 of which are shared with the 
transmission system) with a total capacity of approximately 6,865 MVA, 14,133 miles of overhead lines 
and 2,15 1 miles of underground conduit. 

KU has a purchase power agreement with OMU, owns 20% of EEI’s common stock and owns 2.5% of 
OVEC’s common stock. Additional information regarding these relationships is provided in Notes 1 and 
9 of Notes to Financial Statements. 

KU has contracts with the Tennessee Valley Authority to act as its transmission reliability coordinator 
and Southwest Power Pool, Inc. to function as its independent transmission operator, pursuant to FERC 
requirements. See Note 2 of Notes to Financial Statements. 

RATES AND REGIJL,ATIONS 

E.ON, KU’s ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its utility 
subsidiaries, including KU, and certain of its non-utility subsidiaries are subject to extensive regulation 
by the FERC with respect to numerous matters, including: electric utility facilities and operations, 
wholesale sales of power and related transactions, accounting practices, issuances and sales of securities, 
acquisitions and sales of utility properties, payments of dividends out of capital and surplus, financial 
matters and inter-system sales of non-power goods and services. KU believes that it has adequate 
authority (including financing authority) under existing FERC orders and regulations to conduct its 
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business and will seek additional authorization when necessary. 

In February 2007, KU completed a series of financial transactions that allowed it to cease periodic 
reporting under the Securities Exchange Act of 1934. See Note 7 of Notes to Financial Statements. 

The Company is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the 
Tennessee Regulatory Authority and the FERC in virtually all matters related to electric utility 
regulation, and as such, its accounting is subject to SFAS No. 71, Accountingfor the Effects of Certain 
Types of Regulation. Given its competitive position in the marketplace and the status of regulation in 
Kentucky and Virginia, there are no plans or intentions to discontinue the application of SFAS No. 71. 

In July 2008, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates. In conjunction with the filing of the application for a change in base rates, based on 
previous Orders by the Kentucky Commission approving settlement agreements among all interested 
parties, the VDT surcredit terminated in August 2008. In January 2009, KU, the AG, KIUC and all other 
parties to the rate case filed a settlement agreement with the Kentucky Commission, under which KU's 
base electric rates will decrease by $9 million annually. An Order approving the settlement agreement 
was received in February 2.009. The new rates were implemented effective February 6,2009, at which 
time the merger surcredit terminated. (See Notes 2 and 12 of Notes to Financial Statements) 

In September 2008, high winds from the remnants of the Hurricane Ike wind storm passed through the 
service territory causing significant outages and system damage. In October 2008, KU filed an 
application with the Kentucky Commission requesting approval to establish a regulatory asset, and defer 
for future recovery, approximately $3 million of expenses related to the storm restoration. In December 
2008, the Kentucky Commission issued an Order allowing the Company to establish a regulatory asset 
of up to $3 million based on its actual costs for storm damages and service restoration due to the wind 
storm. 

In January 2009, a significant winter ice storm passed through KU's service temtory causing 
approximately 199,000 customer outages, followed closely by a severe wind storm in February 2009, 
causing approximately 44,000 customer outages. KU currently estimates costs incurred of $66 million of 
expenses and $28 million of capital expenditures related to the restoration following the two storms. The 
Company expects to seek recovery of these costs from the Kentucky Commission. 

For a further discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements. 

COAL SUPPLY 

Coal-fired generating units provided approximately 99% of KU's net Kwh generation for 2008. The 
remaining net generation for 2008 was provided by natural gas and oil fueled CT peaking units and a 
hydroelectric plant. Coal is expected to be the predominant fuel used by KU in the foreseeable future, 
with natural gas and oil being used for peaking capacity and flame stabilization in coal-fired boilers or in 
emergencies. The Company has no nuclear generating units and has no plans to build any in the 
foreseeable future. 

Fuel inventory is maintained at levels estimated to be necessary to avoid operational disruptions at the 
coal-fired generating units. Reliability of coal deliveries can be affected from time to time by a number 
of factors including fluctuations in demand, coal mine production issues and other supplier or 
transporter operating difficulties. 
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KU has entered into coal supply agreements with various suppliers for coal deliveries for 2009 and 
beyond and normally augments its coal supply agreements with spot market purchases. The Company 
has a coal inventory policy which it believes provides adequate protection under most contingencies. 

KU expects to continue purchasing most of its coal, which has sulfur content in the 0.7% - 3.5% range, 
from western and eastern Kentucky, West Virginia, southern Indiana, southem Illinois and Ohio for the 
foreseeable future. With the installation of FGDs (SO2 removal systems), KU expects its use of higher 
sulfur coal to increase. Coal is delivered to KU generating stations by a mix of transportation modes, 
including barge, truck and rail. 

ENVIRONMENTAL MATTERS 

Protection of the environment is a major priority for KU. Federal, state and local regulatory agencies 
have issued the Company permits for various activities subject to air quality, water quality and waste 
management laws and regulations. KU is also subject to extensive existing or potential environmental 
regulation. See Note 9 of Notes to Financial Statements for additional information. 

STATE ENERGY POLICY 

In November 2008, the Commonwealth of Kentucky issued an action plan to create efficient, sustainable 
energy solutions and strategies and move toward state energy independence. The plan outlines the 
following seven strategies to work toward these goals: 

0 

0 

0 

0 

0 

0 

0 

Improve the energy efficiency of Kentucky’s homes, buildings, industries and transportation 
fleet 
Increase Kentucky’s use of renewable energy 
Sustainably grow Kentucky’s production of biofuels 
Develop a coal-to-liquids industry in Kentucky to replace petroleum-based liquids 
Implement a major and comprehensive effort to increase gas supplies, including coal-to-gas 
in Kentucky 
Initiate aggressive carbon capturehequestration projects for coal-generated electricity in 
Kentucky 
Examine the use of nuclear power for electricity generation in Kentucky 

Legislative and regulatory actions as a result of these proposals and their impact on KU, which may be 
significant, cannot currently be predicted. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or 
approved a plan or timetable for retail electric industry competition in Kentucky. The nature or timing of 
the ultimate legislative or regulatory actions regarding industry restructuring and their impact on KU, 
which may be significant, cannot currently be predicted. Virginia, formerly a deregulated jurisdiction, 
has enacted legislation which implements a hybrid model of cost-based regulation. See Note 2 of Notes 
to Financial Statements for additional information. 

EMPLOYEES AND LABOR RELATIONS 

KU had 977 full-time regular employees at December 3 1 , 2008, 153 of which were operating, 
maintenance and construction employees represented by the DEW Local 2100 and the United Steelworkers 
of America (“USWAY’) Local 9447-01. Effective August 1 , 2006, the Company and its employees 
represented by the IBEW Local 2100 entered into a three-year collective bargaining agreement. The 
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agreement provides for negotiated increases or changes to wages, benefits or other provisions and for 
annual wage re-openers. Wage re-openers were negotiated and agreed to in July 2007 and July 2008. 
The Company and employees represented by the TJSWA Local 9447-01 entered into a three-year 
collective bargaining agreement in August 2008. The new agreement provides for negotiated increases 
or changes to wages, benefits or other provisions and for annual wage re-openers. 
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OFFICERS OF THE COMPANY 

At December 3 1,2008 

Name 

Victor A. Staffieri 

John R. McCall 

S. Bradford Rives 

Chns Hermann 

Paula H. Pottinger 

Paul W. Thompson 

Wendy C. Welsh 

Michael S. Beer 

Lonnie E. Bellar 

Kent W. Blake 

D. Ralph Bowling 

Laura G. Douglas 

R. W. Chip Keeling 

John P. Malloy 

Dorothy E. O’Brien 

George R. Siemens 

David S. Sinclair 

P. Greg Thomas 

John N. Voyles, Jr. 

Daniel K .  Arbough 

Valerie L. Scott 

& 
53 

65 

50 

61 

51 

51 

54 

50 

44 

42 

51 

59 

52 

47 

55 

59 

47 

52 

54 

47 

52 

Position 

Chairman of the Board, President and Chief Executive 
Officer 
Executive Vice President, General Counsel, Corporate 
Secretary and Chief Compliance Officer 

Chief Financial Officer 

Senior Vice President - Energy Delivery 

Senior Vice President - Human Resources 

Senior Vice President - Energy Services 

Senior Vice President - Information Technology 

Vice President - Federal Regulation and Policy 

Vice President - State Regulation and Rates 

Vice President - Corporate Planning and Development 

Vice President - Power Production 

Vice President -- Corporate Responsibility and 
Community Affairs 

Vice President - Communications 

Vice President - Energy Delivery -- Retail Business 

Vice President and Deputy General Counsel - Legal 
and Environmental Affairs 

Vice President - External Affairs 

Vice President - Energy Marketing 

Vice President - Energy Delivery - Distribution 
Operations 

Vice President - Transmission & Generation Services 

Treasurer 

Controller 

Effective Date of 
Election to 

Present Position 

May 2001 

July 1994 

September 2003 

February 2003 

January 2006 

June 2000 

December 2000 

September 2004 

August 2007 

August 2007 

June 2008 

November 2007 

March 2002 

April 2007 

October 2007 

January 2001 

January 2008 

April 2007 

June 2008 

December 2000 

January 2005 

Officers generally serve in the same capacities at KU and its affiliates, E.ON U.S. and LG&E. 
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Risk Factors 

KU is subject to a number of risks, including without limitation, those listed below and elsewhere in this 
document. Such risks could affect actual results and cause results to differ materially from those 
expressed in any forward-looking statements made by KU. 

The rates that KU charges customers, as well as other aspects of the business, are subject to 
significant and complex governmental regulation. Federal and state entities regulate many aspects of 
utility operations, including financial and capital structure matters; siting and construction of facilities; 
rates, terms and conditions of service and operations; mandatory reliability and safety standards; 
accounting and cost allocation methodologies; tax matters; acquisition and disposal of utility assets and 
securities and other matters. Such regulations may subject KTJ to higher operating costs or increased 
capital expenditures and failure to comply could result in sanctions or possible penalties. In any rate- 
setting proceedings, federal or state agencies, intervenors and other permitted parties may challenge 
KU’s rate request and ultimately reduce, alter or limit the rates KU seeks. 

Changes in transmission and wholesale power market structures could increase costs or reduce 
revenues. The resulting changes to transmission and wholesale power market structures and prices are 
not estimable and may result in unforeseen effects on energy purchases and sales, transmission and 
related costs or revenues. These can include commercial or regulatory changes affecting power pools, 
exchanges or markets in which KU participates. 

Transmission and interstate market activities of KU, as well as other aspects of the business, are 
subject to significant FERC regulation. KU’s business is subject to extensive regulation under the 
FERC covering matters including rates charged to transmission users, market-based or cost-based rates 
applicable to wholesale customers; interstate power market structure; construction and operation of 
transmission facilities; mandatory reliability standards; standards of conduct and affiliate restrictions and 
other matters. Existing FERC regulation, changes thereto or issuances of new rules or situations of non- 
compliance, including but not limited to the areas of market-based tariff authority, RSG resettlements in 
the MIS0 market, mandatory reliability standards and natural gas transportation regulation can affect the 
earnings, operations or other activities of KU. 

KIJ undertakes significant capital projects and is subject to unforeseen costs, delays or failures in 
such projects, as well as risk of full recovery of such costs. The completion of these facilities without 
delays or cost ovemins is subject to risks in many areas, including approval and licensing; permitting; 
land acquisition; construction problems or delays; increases in commodity prices or labor rates; 
contractor performance; weather and geological issues; and political, labor and regulatory developments. 

KU’s costs of compliance with environmental laws are significant and are subject to continuing 
changes. Extensive federal, state and local environmental regulations are applicable to KU’s air 
emissions, water discharges and the management of hazardous and solid waste, among other areas; and 
the costs of compliance or alleged non-compliance cannot be predicted with certainty. Costs may take 
the form of increased capital or operating and maintenance expenses; monetary fines, penalties or 
forfeitures or other restrictions. 

KU’s operating results are affected by weather conditions, including storms and seasonal 
temperature variations, as well as by significant man-made or accidental disturbances, including 
terrorism or natural disasters. These weather or man-made factors can significantly affect KU’s 
finances or operations by changing demand levels; causing outages; damaging infrastructure or requiring 
significant repair costs; affecting capital markets or impacting future growth. 
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KU is subject to risks regarding potential developments concerning global climate change matters. 
Such developments could include potential federal or state legislation or industry initiatives limiting 
GHG emissions; establishing costs or charges on GHG emissions or on fuels relating to such emissions; 
requiring GHG capture and sequestration; establishing renewable portfolio standards or generation fleet- 
diversification requirements to address GHG emissions; promoting energy efficiency and conservation; 
changes in transmission grid construction, operation or pricing to accommodate GHG-related initiatives; 
or other measures. KU’s generation fleet is predominantly coal-fired and may be highly impacted by 
developments in this area. 

KU’s business is subject to risks associated with local, national and worldwide economic 
conditions. The consequences of a prolonged recession may include a lower level of economic activity 
and uncertainty or volatility regarding energy prices and the capital and commodity markets. A lower 
level of economic activity might result in a decline in energy consumption and slower customer growth, 
which may adversely affect KU’s future revenues and growth. Instability in the financial markets, as a 
result of recession or otherwise, also may affect the cost of capital and KU’s ability to raise capital. A 
deterioration of economic conditions may lead to decreased production by KU’s industrial customers 
and, therefore, lower consumption of electricity. Decreased economic activity may also lead to fewer 
commercial and industrial customers and increased unemployment, which may in turn impact residential 
customers’ ability to pay. Further, worldwide economic activity has an impact on the demand for basic 
commodities needed for utility infrastructure. Changes in global demand may impact the ability to 
acquire sufficient supplies and the cost of those commodities may be higher than expected. 

KU’s business is concentrated in the Midwest United States, specifically Kentucky. Local and 
regional economic conditions, such as population growth, industrial growth or expansion and economic 
development, as well as the operational or financial performance of major industries or customers, can 
affect the demand for energy. Significant activities in KU’s service territory include automotive; 
aluminum and steel smelting and fabrication; chemical processing; coal, mineral and ceramic-related 
activities; educational institutions; health care facilities; paper and pulp processing and water utilities. 

KU is subject to operational risks relating to its generating plants, transmission facilities and 
distribution equipment. Operation of power plants and transmission and distribution facilities subjects 
KU to many risks, including the breakdown or failure of equipment; accidents; labor disputes; 
deliveryhransportation problems; disruptions of fuel supply and performance below expected levels. 

KU could be negatively affected by rising interest rates, downgrades to company or bond insurer 
credit ratings that could impact the Company’s bond credit ratings or other negative 
developments in its ability to access capital markets. In the ordinary course of business, KU is reliant 
upon adequate long-term and short-term financing means to fund its significant capital expenditures, 
debt interest or maturities and operating needs. As a capital-intensive business, KU is sensitive to 
developments in interest rate levels; credit rating considerations; insurance, security or collateral 
requirements; market liquidity and credit availability and refinancing steps necessary or advisable to 
respond to credit market changes. Changes in these conditions could result in increased costs to KU. 

KU is subject to commodity price risk, credit risk, counterparty risk and other risks associated 
with the energy business. General market or pricing developments or failures by counterparties to 
perform their obligations relating to energy, fuels, other commodities, goods, services or payments could 
result in potential increased costs to KU. 

KU is subject to risks associated with defined benefit retirement plans, health care plans, wages 

8 



and other employee-related matters. Risks include adverse developments in legislation or regulation, 
future costs or funding levels, returns on investments, market fluctuations, interest rates and actuarial 
matters. The Company is also subject to risk related to changing wage levels, whether related to 
collective bargaining agreements or employment market conditions, ability to attract and retain key 
personnel and changing costs of providing health care benefits. 

KU is subject to risks associated with federal and state tax regulations. Changes in taxation as well 
as the inherent difficulty in quantifying potential tax effects of business decisions could negatively 
impact KU’s results of operations. KU is required to make judgments in order to estimate its obligations 
to taxing authorities. These tax obligations include income, property, sales and use and employment- 
related taxes. KU also estimates its ability to utilize tax benefits and tax credits. Due to the revenue 
needs of the states and jurisdictions in which KU operates, various tax and fee increases may be 
proposed or considered. KU cannot predict whether legislation or regulation will be introduced or the 
effect on the Company of any such changes. If enacted, any changes could increase tax expense and 
could have a negative impact on KU’s results of operations and cash flows. 
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Legal Proceedings 

Rates and Regulatory Matters 

For a discussion of current rates and regulatory matters, including base rate increase proceedings, TC2 
proceedings, Kentucky Commission, FERC proceedings and other rates or regulatory matters affecting 
KU, see Notes 2 and 9 of Notes to Financial Statements. 

Environmental 

For a discussion of environmental matters including additional reductions in SO2, NOx and other 
emissions mandated by recent or potential regulations; items regarding notices of violations and other 
emissions proceedings; global warming or climate change matters and other environmental items 
affecting KIJ, see Note 9 of Notes to Financial Statements. 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other governmental 
proceedings arise against KU. To the extent that damages are assessed in any of these lawsuits, the 
Company believes that its insurance coverage is adequate. Management, after consultation with legal 
counsel, does not anticipate that liabilities ansing out of currently pending or threatened lawsuits and 
claims will have a material adverse effect on KU’s financial position or results of operations. 
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Selected Financial Data 

Years Ended December 3 1 
(in millions) 

Operating revenues 

Net operating income 

Net income 

Total assets 

Long-term obligations 
(including amounts 
due within one year) 

$ 1,404 ___. $ 1,273 $ 1,210 $1,207 

$ 259 $ 268 $ 235 $ 202 

$ 158 $ 167 
P 

$ 152 $ 112 
i_ 

$4,508 ,$ 3,796 $3,148 - $2,756 

$ 1,532 $1,264 - $ 843 $ 746 

2004 

$ 995 

$ 228 

$ 134 

$2,610 

- 

n 

$ 726 

Management’s Discussion and Analysis and Nates to Financial Statements should be 
read in conjunction with the above information. 
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Management's Discussion and Analysis 

The following discussion and analysis by management focuses on those factors that had a material effect on 
KU's financial results of operations and financial condition during 2008 and 2007 and should be read in 
connection with the financial statements and notes thereto. 

Forward Looking Statements 

Some of the following discussion may contain forward-looking statements that are subject to risks, 
uncertainties and assumptions. Such forward-looking statements are intended to be identified in this 
document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" and similar 
expressions. Actual results may materially vary. Factors that could cause actual results to materially 
differ include, but are not limited to: general economic conditions; business and competitive conditions 
in the energy industry; changes in federal or state legislation; unusual weather; actions by state or federal 
regulatory agencies; actions by credit rating agencies and other factors described from time to time in 
KU's reports, including those noted in the Risk Factors section of this report. 

RESULTS OF OPERATIONS 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2008 decreased $9 million compared to 2007. The decrease was primarily the result of 
increased operating expenses ($140 million) and increased interest expense ($16 million), partially 
offset by increased operating revenues ($13 1 million), decreased income taxes ($9 million), increased 
equity in earnings ($4 million) and increased other income - net ($3 million). 

Revenues 

R.evenues in 2008 increased $1 3 1 million primarily due to: 
Increased fuel costs billed to customers through the FAC ($52 million) due to increased file1 
prices 
Increased wholesale sales ($46 million) due to higher sales volumes and prices. Volumes 
increased to LG&E ($34 million) and third-parties ($10 million) as a result of excess 
generation made available by LG&E via a mutual agreement. KU sells its higher cost 
electricity to LG&E for its wholesale sales and KU purchases LG&E's lower cost electricity 
to serve its native load. Both KU and LG&E experienced lower native load requirements due 
to milder weather, the weakening economy and increased generation due to fewer scheduled 
coal-fired generation unit outages during 2008, resulting in higher volumes available for 
wholesale sales. Pricing to third-parties increased as a result of higher fuel costs ($2 million). 
Increased ECR surcharge ($43 million) due to increased recoverable capital spending 
Increased DSM cost recovery ($2 million) due to additional conservation programs 
Increased transmission sales ($2 million) due to higher sales to LG&E 
Decreased merger surcredit ($2 million) due to a lower rate approved by the Kentucky 
Commission in June 2008 
Decreased VDT surcredit ($1 million) due to its termination in August 2008 
Decreased retail sales volumes delivered ($17 million) due to 26% decrease in cooling 
degree days and weakening economic conditions 
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Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or 
decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the approval of the 
Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $52 million in 2008 primarily due to: 
Increased commodity and transportation costs for coal and natural gas ($39 million) 
Increased generation ($1 3 million) due to increased utilization of coal-fired generation units 
as a result of fewer scheduled outages in 2008 

Power purchased expense increased $53 million in 2008 primarily due to: 
Increased prices for purchases used to serve retail customers ($24 million) due to higher 
market prices, influenced by higher he1 costs 
Increased power purchased from LG&E via a mutual agreement due to higher volumes ($8 
million) and higher prices ($8 million). KU purchases LG&E’s lower cost electricity to serve 
its native load ($16 million). LG&E was able to provide higher volumes due to its reduced 
native load requirements as a result of milder weather and the weakening economy. 
Increased third-party power purchase volume for native load ($5 million) due to increased 
unscheduled coal-fired generation unit outages 
Increased demand payments ($7 million) for energy purchased on a long term contract 
Increased expenses ($1 million) due to activities in the PJM market for the entire year of 
2008 compared to only one quarter in 2007 

Other operation and maintenance expenses increased $20 million in 2008 primarily due to increased 
other operation expenses ($16 million) and increased maintenance expenses ($4 million). 

Other operation expenses increased $16 million in 2008 primarily due to: 
0 

0 

0 

Increased outside services ($4 million) due to increased legal expenses as a result of on-going 
litigation, mainly with OMU 
Increased cost of consumables ($4 million) due to contract pricing and commissioning and 
start up costs of FGDs 
Increased transmission expense ($2 million) due to increased native load purchases from 
LG&E and the additional costs to comply with growing SERC and NERC Mandatory 
Reliability Standards 
Increased distribution expense ($2 million) due to storm restoration 
Increased uncollectible accounts ($2 million) due to the weakening economy 
Increased property taxes ($2 million) due to net decrease in expense in 2007 as a result of the 
application of coal tax credits 

0 

0 

0 

Other maintenance expenses increased $4 million in 2008 primarily due to increased maintenance of 
overhead conductors and devices ($4 million) resulting from storm restoration. 

Equity earnings in EEI increased $4 million in 2008 primarily due to an increased average price per 
Mwh sold in 2008 over the price for 2007. 

Other income - net increased $3 million in 2008 primarily due to: 
Increased $3 million due to allowance for hnds  used during construction related to several 
large multi-year projects 
Increased $1 million due to net losses on the sale of property in 2007 
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Decreased $1 million due to settlement for Brown Station new source review litigation and 
related programs 

Interest expense increased $1 6 million in 2008 primarily due to increased interest expense to affiliated 
companies ($17 million) due to additional debt, partially offset by decreased interest expense ($1 
million) due to interest received on reacquired debt. 
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CRITICAL ACCOUNTING POLICIESESTIMATES 

Preparation of financial statements and related disclosures in compliance with generally accepted 
accounting principles requires the application of appropriate technical accounting rules and guidance, as 
well as the use of estimates. The application of these policies necessarily involves judgments regarding 
future events, including legal and regulatory challenges and anticipated recovery of costs. These judgments 
could materially impact the financial statements and disclosures based on varying assumptions, which may 
be appropriate to use. In addition, the financial and operating environment also may have a significant 
effect,-not only on the operation of the business, but on the results reported through the application of 
accounting measures used in preparing the financial statements and related disclosures, even if the nature of 
the accounting policies applied has not changed. Specific risks for these critical accounting policies are 
described in the Notes to Financial Statements. Each of these has a higher likelihood of resulting in 
materially different reported amounts under different conditions or using different assumptions. Events 
rarely develop exactly as forecasted and the best estimates routinely require adjustment. 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtful accounts, 
regulatory mechanisms, pension and postretirement benefits and income taxes are detailed in Notes 1,2, 5, 
6 and 9 of Notes to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting pronouncements affecting KU are detailed in 
Note 1 of Notes to Financial Statements. 

LIQUIDITY AND CAPITAL RESOURCES 

KU uses net cash generated from its operations, external financing (including financing from affiliates) 
andlor infusions of capital from its parent mainly to fund construction of plant and equipment. As of 
December 3 1 , 2008, KU had a working capital deficiency of $1 83 million, primarily due to the terms of 
certain tax-exempt bonds which allow the investors to put the bonds back to the Company causing them 
to be classified as current portion of long-term debt. The Company has adequate liquidity facilities to 
repurchase any bonds put back to the Company. See Note 7 of Notes to Financial Statements. KU 
believes that its sources of funds will be sufficient to meet the needs of its business in the foreseeable 
future. 

E.ON U.S. sponsors pension and postretirement benefit plans for its employees. The performance of the 
capital markets affects the values of the assets that are held in trust to satisfy future obligations under the 
defined benefit pension plans. The market value of the combined investments within the plans declined 
by approximately 29% for the year ended December 3 1 , 2008 due to the recent volatility in the capital 
markets. The benefit plan assets and obligations of E.ON U.S. and KU are remeasured annually using a 
December 3 1 measurement date. Investment losses resulted in an increase to the plans’ unfunded status 
upon actuarial revaluation of the plans. Changes in the value of plan assets did not impact the income 
statement for 2008; however, reduced benefit plan assets will result in increased benefit costs in future 
years and may increase the amount, and accelerate the timing of, required hture funding contributions. 
The Company anticipates its 2009 pension cost will be approximately $20 million higher than 2008. The 
amount of hture funding will depend upon the actual return on plan assets and other factors, but the 
Company funds its pension obligations in a manner consistent with the Pension Protection Act of 2006. 
The amount of such contributions cannot be determined at this time. 
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Operating Activities 

The 2008 net decrease in cash provided by operations was $1 0 million and was primarily the result of 
decreases in cash due to changes in: 

e 

0 

0 

0 

0 

0 

0 

Materials and supplies ($55 million) primarily due to increased fuel inventory volumes and 
higher fuel costs 
Earnings, net of non-cash items ($15 million) 
Other ($10 million) primarily due to changes in utility plant and customer advances for 
construction 
Environmental cost recovery receivable ($8 million) due to increased recoverable capital 
spending 
Prepayment and other current assets ($2 million) 
Wind storm regulatory asset ($2 million) due to new regulatory asset for Humcane Ike 
restoration expenses 
Property and other taxes payable ($1 million) 

These decreases were partially offset by cash provided by changes in: 
0 

0 

0 

0 

0 

0 

Accounts receivable ($28 million) due to timing of payments received from M E A  and IMPA 
Accounts payable ($24 million) primarily due to construction accruals related to FGD projects 
and TC2 
Pension and postretirement funding ($14 million) due to contributions made in 2007 
Fuel adjustment clause receivable, net ($1 3 million) due to timing of collections 
Other current liabilities ($2 million) 
Accrued income taxes ($2 million) 

Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used 
for investing activities decreased $33 million in 2008 compared to 2007 primarily due to decreased 
capital expenditures of $55 million, partially offset by decreased restricted cash of $1 1 million, an asset 
transferred from LG&E of $10 million and decreased non-hedging derivative liability of $1 million. 
Restricted cash represents the escrowed proceeds of the pollution control bonds, which are disbursed as 
qualifying costs are incurred. 

Financing Activities 

Net cash provided by financing activities decreased $1 5 million due to decreased long-term borrowings 
from affiliated company of $198 million, reacquisition of bonds of $80 million, retirement of pollution 
control bonds of $60 million and issuance of pollution control bonds of $1 million, partially offset by the 
retirement of first mortgage bonds of $107 million in 2007, increased infusions from E.ON US. of $70 
million, decreased repayment of short-term borrowings from affiliate - net of $67 million, reissuance of 
reacquired bonds of $63 million and retirement of reacquired bonds of $17 million. 

See Note 7 of Notes to Financial Statements for information of redemptions, maturities and issuances of 
long-term debt. 

Future Capital Requirements 

KU’s construction program is designed to ensure that there will be adequate capacity and reliability to 
meet the electric needs of its service area and to comply with environmental regulations. These needs 
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are continually being reassessed and appropriate revisions are made, when necessary, in construction 
schedules. KU expects its capital expenditures for the three-year period ending December 3 1 , 201 1 to 
total approximately $1,325 million, consisting primarily of construction estimates for installation of 
FGDs on Ghent and Brown units totaling approximately $360 million, on-going constniction related to 
distribution assets totaling approximately $250 million, on-going construction related to generation 
assets totaling approximately $220 million, ash pond and landfill projects tataling approximately $1 85 
million, construction of TC2 totaling approximately $1 65 million (including $30 million for 
environmental controls), the Brown SCR totaling approximately $1 10 million, and information 
technology projects of approximately $35 million. See Note 9 of Notes to Financial Statements for 
additional information. 

Future capital requirements may be affected in varying degrees by factors such as electric energy 
demand load growth, changes in construction expenditure levels, rate actions by regulatory agencies, 
new legislation, changes in commodity prices and labor rates, changes in environmental regulations and 
other regulatory requirements. See the Contractual Obligations table below and Note 9 of Notes to 
Financial Statements for current commitments. K,U anticipates funding future capital requirements 
through operating cash flow, debt and/or infusions of capital from its parent. 

KU has a variety of funding alternatives available to meet its capital requirements. KU participates in an 
intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds of up to $400 
million available to the Company at market-based rates. Fidelia also provides long-term intercompany 
funding to KU. See Notes 7 and 8 of Notes to Financial Statements. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and the 
FERC authorize the issuance of short-term debt while the Kentucky Commission, the Virginia 
Commission and the Tennessee Regulatory Authority authorize the issuance of long-term debt. In 
November 2007, KU received a two-year authorization from the FERC to borrow up to $400 million in 
short-term funds. KU also has authorization from the Virginia Commission that expires at the end of 
2009 allowing short-term borrowing of up to $400 million. As of December 3 1,2008, KU has borrowed 
$16 million of this authorized amount. See Note 8 of Notes to Financial Statements. 

KU's debt ratings as of December 3 1,2008, were: 
Moodv's s&p 

Unenhanced pollution control revenue bonds A2 BBR+ 
Issuer rating A2 - 
Corporate credit rating - BBB+ 

These ratings reflect the views of Moody's and S&P. A security rating is not a recommendation to buy, 
sell or hold securities and is subject to revision or withdrawal at any time by the rating agency. See Note 
7 of Notes to Financial Statements for a discussion of recent downgrade actions related to the pollution 
control revenue bonds caused by a change in the rating of the entity insuring those bonds. 

Contractual Obligations 

The following is provided to summarize contractual cash obligations for periods after December 3 1 , 
2008. KU anticipates cash from operations and external financing will be sufficient to fund future 
obligations. See Statements of Capitalization. 
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(in millions) 
Contractual Cash Oblieations 

Short-term debt (a) 
Long-term debt 
Interest on long-term debt 

to affiliated company (c) 
Interest on fixed rate bonds 

Operating leases (e) 
Unconditional power 

purchase Obligations ( f )  
Coal and gas purchase 

obligations (8) 
Postretirement benefit 

plan obligations (h) 
Other obligations (i) 
Total contractual 

cash obligations 

(d) 

- Payments Due by Period 
2011 2012 ~ 2013 

$ - $ - $ -  
50 175 

Thereafter Total 
$ - $ 16 

1,274(b) 1,532 
8 16 

2010 
$ -  

33 

66 
2 

66 
2 

65 63 58 
2 2 2 

44 1 759 
23 33 

9 5 4 4 3 6 31 

26 17 10 10 10 155 228 

442 387 363 217 59 1,468 

6 
119 

6 
3 

7 7 7 
1 

36 69 
123 _-- ~ 

$ 686 - $ 519 - - $ 452 7 $ 353 P $ 314 $ 1,935 $ 4,259 
II_- 

(a) Represents borrowings from affiliated company due within one year. 
(b) Includes long-term debt of $228 million classified as current liabilities because these bonds are subject to tender 

for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain 
events. Maturity dates for these bonds range from 2023 to 2034. 

(c) Represents future interest payments on long-term debt to affiliated company. 
(d) Represents interest on fixed rate long-term bonds. Future interest obligations on variable rate long-term bonds 

cannot be quantified. 
(e) Represents future operating lease payments. 
(fj' Represents future minimum payments under OMU and OVEC power purchase agreements through 2010 and 

2026, respectively. 
(g) Represents contracts to purchase coal and natural gas transportation. Obligations for 2014 and 2015 are indexed 

to hture market prices and will not be included above until prices are set using the contracted methodology. 
(h) Represents currently projected cash flows for the postretirement benefit plan as calculated by the actuary. For 

pension funding information see Note 5 of Notes to Financial Statements. 
(i) Represents construction commitments, including commitments for TC2 and the FGDs. 

CONTROLS AND PROCEDURES 

Management is responsible for establishing and maintaining adequate internal control over financial 
reporting. Internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles. A company's internal control 
over financial reporting includes those policies and procedures that pertain to the maintenance of records 
that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of 
the company; provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles and that 
receipts and expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and provide reasonable assurance regarding prevention or 
timely detection of unauthorized acquisition, use or disposition of the company's assets that could have a 
material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to fkture periods are subject to the 
risk that controls may become inadequate because of changes in conditions, or that the degree of 
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compliance with the policies or procedures may deteriorate. 

KU is not subject to the internal control and other requirements of the Sarbanes-Oxley Act of 2002 and 
associated rules (the “Act”) and consequently is not required to evaluate the effectiveness of the 
Company’s internal control over financial reporting pursuant to Section 404 of the Act. However, 
management has assessed the effectiveness of the Company’s internal control over financial reporting as 
of December 3 1 , 2008, using the criteria set forth by the Committee of Sponsoring Organizations of the 
Treadway Commission in Internal Control - Integrated Framework. Management has concluded that, as 
of December 3 1 , 2008, the Company’s internal control over financial reporting was effective based on 
those criteria. 

The effectiveness of the Company’s internal control over financial reporting as of December 31,2008, 
has been audited by PricewaterhouseCoopers LLP, an independent accounting firm, as stated in its 
report which is included in the 2008 KU financial statements and additional information. 
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Kentucky Utilities Company 
Statements of h o m e  

(Millions of S) 

Years Ended December 3 1 
- 2008 

OPERATING REVENUES: 
Total operating revenues (Note 1 1) ................................................... $ 1,404 $ 1,273 

OPERATJNG EXPENSES: 
Fuel for electric generation ................................................................ 513 461 
Power purchased (Notes 9 and 1 1) .................................................... 
Other operation and maintenance expenses ....................................... 275 255 
Depreciation and amortization (Note 1) ............................................. 136 121 

Total operating expenses ............................................................... 1,145 1,005 

22 1 168 

-- 
-. 

Net operating income .............................................................................. 259 268 

.......................................................... Equity in earnings of EEI (Note 1) (30) (26) 
Other expense/(incorne) - net (9) ( 6 )  
Interest expense (Notes 7 and 8) ............................................................. 14 15 

................................................................. 

Interest expense to affiliated companies (Note 1 1) ................................. 58 41 -- 

Income before income taxes .................................................................... 226 244 

.................................................. Federal and state income taxes (Note 6) 68 77 

.............................................................................................. Net income $ 158 $ 167 
I_ 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(Millions of S) 

Years Ended December 3 1 
- 2008 2007 

.................................................................................... Balance January 1 $ 1,037 $ 870 
Add net income ....................................................................................... 158 167 
Balance December 3 1 .............................................................................. $ 1,195 $ 1,037 - 
The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 
(Millions of $) 

December 31 
2008 2007 

ASSETS: 
Current assets: 

Cash and cash equivalents (Note 1) 
Restricted cash (Note 1) ...................................................................................... 

respectively (Note 1) ...................................................................................... 
Accounts receivable from affiliated companies (Note 1 1)  

Fuel (predominantly coal) ......... .......................... 
Other materials and supplies ........................................................................... 

............. 

Accounts receivable - less reserve of $3 million and $2 million in 2008 and 2007, 

...................... 
Materials and supplies (Note 1): 

Prepayments and other current assets ..... ................. 
Total current assets ...... ..................... 

Other property and investments (Note 1) .................................................................. 

Utility plant, at original cost (Note 1): ...................................................................... 

Less: reserve for depreciation ............................................................................. 
Total utility plant, net ............................................................................................ 

Construction work in progress ............................................................................. 
Total utility plant and construction work in progress ................................................ 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits ................................................................... 
Other ....................................................................................................... 

Cash surrender value of key man life insurance ................................................... 
Other assets ........................................................................................... 

Total deferred debits and other assets ........................................................ 

Total Assets ............................................................................................................... 

$ 2  
10 

165 
12 

73 
36 
10 

308 

29 

4,446 

1,724 
2,722 

1.176 
3,898 

127 
96 
39 
11 

273 

$ 4,508 

$ -  
11 

172 
17 

42 
34 
12 

288 

29 

3,868 

1,622 
2,246 

1,07 1 
3,317 

28 
86 
37 
11 

162 

$ 3,796 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Campany 
Balance Sheets (continued) 

(Millions of S) 

LIABILITIES AND EQTJITY: 
Current liabilities: 

Current portion of long-term debt (Note 7) ............................................... 
Notes payable to affiliated companies (Notes 8 and 1 1) .................................... 
Accounts payable ............................................................................................... 

Customer deposits .............................................................................................. 
Accounts payable to affiliated companies (Note 11) ......................................... 

Other current liabilities .......................... ....................................................... 
Total current liabilities ............ ...................................... 

Long-term debt: 
Long-term bonds (Note 7) ................................................................................. 
Long-term debt to affiliated company (Note 7) ................................................. 

Total long-term debt ................................................................................................ 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) .................................................... 

Investment tax credit (Note 6) ........................................................................... 
Asset retirement obligations .............................................................................. 

Accumulated provision for pensions and related benefits (Note 5) ................... 

Regulatory liabilities (Note 2): 
Accumulated cost of removal of utility plant ............................................... 
Deferred income taxes ............................................ ................................ 
Other ............................................................................................................. 

Other liabilities .................................................................................................. 
Total deferred credits and other liabilities ............................................................... 

Commitments and contingencies (Note 9) 

COMMON EQUITY: 
Common stock. without par value . 

Authorized 80.000. 000 shares. outstanding 37. 8 17. 878 shares ..................... 
Additional paid-in capital (Note 11) ................................................................... 

Retained earnings ................................................................................................ 
Undistributed subsidiary earnings ....................................................................... 
Total retained earnings ........................................................................................ 
Total common equity .......................................................................................... 

Total Liabilities and Equity ...................................................................................... 

December 3 1 
2008 2007 

$ 228 
16 

161 
38 
21 
27 

49 1 

123 
1. 181 
1. 304 

280 
186 
80 
32 

329 
16 
20 
26 

969 .. 

308 
24 1 

1. 174 
21 -- 

1. 195 
1. 744 

$ 4 .  508 
P 

$ 33 
23 

160 
48 
20 
28 

312 

300 
931 

1. 231 

285 
83 
55 
30 

310 
22 
10 
23 

818 

308 
90 

1. 016 
21 - .. 

1 .  037 
1. 435 

_I- 

$ 3. 796 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Millions of $) 

Years Ended December 3 1 

CASH FLOWS FROM OPERATTNG ACTIVITIES: 
Net income .I.. . ",. . ".. I I". _. . .I ~ " .  I.. . . . . "., . . . . ~. , ". , ". . . ".. . . . . . . . 
Items not requiring cash currently: 

Depreciation and amortization .....I....r....r...._..____.._._._,.I ._.. I .. . . 
Deferred income taxes - net 
Investment tax credit - net ...~...." l....-....l....l _.. .. ._._,". . . .. ".. _". 
Provision for pension and postretirement plans ....." .". ".. .._. .__.. ... . . . 
Other ..I........n...,...........I...I...I~. .,... .I ...... .... ..,". . I  _.. . ..... .....I "_... .. .. 

Accounts receivable ".......I._I.. "... ..". I..1. .. . .... ".. .. . .~ ...I._.I.._"I. ..I. .. 

Accounts payable ........................ ~ _..._...._..... ....r....__..l... ~ ..... 
Accrued income taxes ~ 

.............................. 

Change in certain current assets and liabilities: 

Materials and supplies ...... 

Property and othei taxe ".l"~....".."..""""""........."""~......... 

Prepayments and other ."..,....,."...."^.""""" 

Pension and postretirement funding. ..l"....."".... 

..........,. ".,....".....""......" 

Other current liabilities l....._...l.....ll.". ~ ..ll...,..... "..........-,..."" ....._._... 

Wind storm regulatory asset ~ _......__.. ~ ......................................... "....".".. 
Environmental cost recovery receivable . I . . . . . . . ._ . ._I .  _.._.. . . .".l.. ". . ._...". I ... 
Fuel adjustment clause receivable, net .l.l . . I . .  . I ".". . .. ~... . .. .. . ...~ I .. ... . 

..... ".."...... 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ..... ..__ . ~ "  ... ._. 
Assets transferred from affiliate ...... . ..I. ".. . .... .,_.. .... ... . I  _. I .I ._ ."... . .. ._"._. ... 
Change in non-hedging derivative liability 
Change in restricted cash ...... .." ... .. ... .. .". .~ .. . ..._,I. ._. . .." ... . . .. .. .. ~ . .  . .. . . .~ _.... 

Net cash used for investing activities . . . .I ....._... ._I .......................... 

Long-term borrowings from affiliated company (Note 7) . . . . . . . . . . ."_I. . .  

Short-term borrowings from affiliated company (Note 8) ......... 
Repayment of short-term borrowi 
Retirement of first mortgage bonds . ..,._.._. ._ .,.. 
Issuance of pollution control bonds ..... ..,......I..1_.... ........................... 
Retirement of pollution control bonds . 
Acquisition of outstanding bonds 
Reissuance of reacquired bonds .... 
Retirement of reacquired bonds I .. .... ..... ._... . . .. ... .. . .. , .. .. ... ..~. . . .... . . .. ... ... 
Additional paid-in capital ...."....I .... ...." ,_.... . . I . .  .. . ."". ....... I. . I  ._. . ..... ..... ... 

Net cash provided by financing activities ..................................... 
Change in cash and cash equivalents _.... . I . .  . . .. .. ., . ..................... "....I _._... 

Cash and cash equivalents at end of year .......................... ~ _,........"._..,..... 
Supplemental disclosures of cash flow information: 

CASH FLOWS FROM FINANCING ACTIVITIES: 

Cash and cash equivalents at beginning of year ... ".."..."........"..".. 

Cash paid during the year for: 

Interest on borrowed money ......................... ~ ._....._. ". ..~. ..I....._..I..... 
Interest to affiliated companies on borrowed money _...... . ._ ".. . . . .". 

The accompanying notes are an integral part of these financial statements. 

2 

$ 2  
P 

$ 50 
13 
53 

$ -  
P 

$ 38 
16 
29 
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Kentucky Utilities Company 
Statements of Capitalization 

(Millions of $) 
December 3 1 

LONG-TERM DEBT (Note 7): 
Pollution control series: 

Mercer Co . 2000 Series A. due May 1. 2023. variable % .................................. 
Carroll Co . 2002 Series A, due February 1 , 2032, variable % ........................... 
Carroll Co . 2002 Series B, due February 1, 2032, variable %....I ....................... 
Muhlenberg Co . 2002 Series A, due February 1, 2032, variable % ................... 
Mercer Co . 2002 Series A, due February 1, 2032, variable ............................ 
Carroll Co . 2002 Series C, due October 1, 2032, variable % ............................. 
Carroll Co . 2004 Series A, due October 1, 2034, variable % ............................. 
Carroll Co . 2005 Series A, due June 1 ,  2035, variable % .................................. 
Carroll Co . 2005 Series B, due June 1, 2035, variable % ................................... 
Carroll Co . 2006 Series A, due June 1, 2036, variable % .................................. 
Carroll Co . 2006 Series B, due October 1, 2034, variable % ............................. 
Carroll Co . 2006 Series C, due June 1, 2036, variable % ................................... 
Carroll Co . 2007 Series A, due February 1, 2026, 5.75% .................................. 
Trimble Co . 2007 Series A, due March 1, 2037, 6.0% ....................................... 
Carroll Co . 2008 Series A, due February 1, 2032, variable % ........................... 

Total pollution control series ................................................................................... 

Due November 24, 2010, 4.24%, unsecured ...................................................... 
Due January 16, 2012, 4.39%, unsecured ........................................................... 
Due April 30, 2013, 4.55%, unsecured ............................................................... 
Due August 15, 20 13, 5.3 1 %, unsecured ........................................................... 
Due December 19, 2014, 5.45%, unsecured .............................................. 
Due July 8, 2015, 4.735%, unsecured ................................................................ 
Due December 21, 2015, 5.36%, unsecured ....................................................... 

Due June 20, 2017, 5.98%, unsecured ................................................................ 

Due August 27, 20 18, 5.645%, unsecured ......................................................... 
Due December 17, 2018, 7.035%, unsecured ..................................................... 
Due October 25, 2019, 5.71%, unsecured .......................................................... 
Due February 7, 2022, 5.69%, unsecured ............................................... 
Due May 22, 2023, 5.85%, unsecured ................................................................ 
Due September 14, 2028, 5.96%, unsecured ...................................................... 
Due June 23, 2036, 6.33%, unsecured ................................................................ 
Due March 30, 2037, 5.86%, unsecured ............................................................. 

Total notes payable to Fidelia .................................................................................. 
Total long-term debt outstanding ............................................................................. 

Less current portion of long-term debt .................................................................... 
Long-term debt ........................................................................................................ 

Notes payable to Fidelia: 

Due October 25, 2016, 5.675%, unsecured ........................................................ 

Due July 25, 201 8, 6.16%, unsecured ........................................ 

COMMON EQUITY: 
Common stock, without par value - 

Authorized 80,000, 000 shares, outstanding 37,817, 878 shares .......................... 
Additional paid-in-capital (Note 11) ... .......................................... 

Retained earnings ....................................................................................................... 
Undistributed subsidiary earnings ............................................................................ 
Total retained earnings ............................................................................................. 

Total capitalization ........................................................................................................ 
Total common equity ................................................................................................. 

The accompanying nates are an integral part of these financial statements . 
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$ 13 
21 

2 
2 
8 

96 
50 

54 

18 
9 

78 
35 1 

33 
50 

100 
75 

100 
50 
75 
50 
50 
50 
50 
75 
70 
53 
75 

100 
50 
75 

1, 181 

1, 532 

228 

1, 304 

.. 

308 
24 1 

1, 174 
21 

I ,  195 
1 ,  744 

$ 3, 048 

-. 

. 

. 2007 

$ 13 
21 

2 
2 
8 

96 
50 
13 
13 
17 
54 
17 
18 
9 

333 

33 
50 

100 
75 

100 
so 
75 
50 
50 

70 
53 

100 
50 
75 

931 

1. 264 

33 

1. 231 

308 
90 

1. 016 
21 

1. 037 
1. 435 

$ 2. 666 

~" 
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Kentucky Utilities Company 
Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

KTJ, incorporated in Kentucky in 191 2 and in Virginia in 1991 , is a regulated public utility engaged in 
the generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and 
Tennessee. KTJ provides electric service to approximately 508,000 customers in 77 counties in central, 
southeastern and western Kentucky, to approximately 30,000 customers in 5 counties in southwestern 
Virginia and 5 customers in Tennessee. KU’s service area covers approximately 6,600 square miles. 
Approximately 99% of the electricity generated by KU is produced by its coal-fired electric generating 
stations. The remainder is generated by a hydroelectric power plant and natural gas and oil fueled CTs. 
In Virginia, KU operates under the name Old Dominion Power Company. KU also sells wholesale 
electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation. KU’s affiliate, LG&E, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the distribution and sale of natural gas in 
Kentucky. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to 
the 2008 presentation with no impact on net assets, liabilities and capitalization or previously reported 
net income and net cash flows. 

Regulatory Acceunting. KU is subject to SFAS No. 7 1 , under which regulatory assets are created based 
on expected recovery from customers in future rates to defer costs that would otherwise be charged to 
expense. Likewise, regulatory liabilities are created based on expected return to customers in future rates 
to defer credits that would otherwise be reflected as income, or, in the case of costs of removal, are 
created to match long-term fiiture obligations arising from the current use of assets. The accounting for 
regulatory assets and liabilities is based on specific ratemaking decisions or precedent for each item as 
prescribed by the FERC, the Kentucky Commission or the Virginia Commission. See Note 2, Rates and 
Regulatory Matters, for additional detail regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. KU considers all highly liquid investments with an original maturity of three 
months or less to be cash equivalents. 

Restricted Cash. Proceeds from bond issuances for environmental equipment (primarily related to the 
installation of FGDs) are held in trust pending expenditure for qualifjmg assets. 

Allowance for Doubtful Accounts. The allowance for doubtful accounts is based on the ratio of the 
amounts charged-off during the last twelve months to the retail revenues billed over the same period 
multiplied by the retail revenues billed over the last four months. Accounts with no payment activity are 
charged-off after four months, although collection efforts continue thereafter. 

Materials and Supplies. Fuel and other materials and supplies inventories are accounted for using the 
average-cost method. Emission allowances are included in other materials and supplies and are not 
currently traded by KIJ. At December 3 1 , 2008 and 2007, the emission allowances inventory was less than 
$1 million. 

Other Property and Investments. Other property and investments on the balance sheets consists of KU’s 
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investment in EEI, economic development loans provided to various cornunities in the service territory, 
KU’s investment in OVEC, funds related to the long-term purchased power contract with O W  and non- 
utility plant. 

Although KU holds investment interests in OVEC and EEI, it is not the primary beneficiary, therefore, 
neither are consolidated into the Company’s financial statements. KU and 11 other electric utilities are 
participating owners of OVEC, located in Piketon, Ohio. OVEC owns and operates two coal-fired power 
plants, Kyger Creek Station in Ohio and Clifty Creek Station in Indiana. Pursuant to current contractual 
agreements, KU’s share of OVEC’s output is 2.5%, approximately 55 Mw of generation capacity. 

As of December 3 1 , 2008 and 2007, KU’s investment in OVEC totaled less than $1 million and is 
accounted for under the cost method of accounting. The direct exposure to loss as a result of its 
involvement with OVEC is generally limited to the value of its investment. In the event of the inability 
of OVEC to fulfill its power provision requirements, KU anticipates substituting such power supply with 
either owned generation or market purchases and believes it would generally recover associated 
incremental costs through regulatory rate mechanisms. See Note 9, Commitments and Contingencies, 
for fkrther discussion of developments regarding KU’s ownership interests and power purchase rights. 

KU owns 20% of the common stock of EEI, which owns and operates a 1 , 162-Mw generating station in 
southern Illinois. KU’s investment in EEI is accounted for under the equity method of accounting and, 
as of December 3 1 , 2008 and 2007, totaled $22 million and $23 million, respectively. KlJ’s direct 
exposure to loss as a result of its involvement with EEI is generally limited to the value of its 
investment. 

Utility Plant. Utility plant is stated at original cost, which includes payroll-related costs such as taxes, 
fi-inge benefits and administrative and general costs. Construction work in progress has been included in the 
rate base for determining retail customer rates in Kentucky. KU has not recorded a significant allowance for 
funds used during construction. 

The cost of plant retired or disposed of in the normal course of business is deducted from plant accounts and 
such cost is charged to the reserve for depreciation. When complete operating units are disposed of, 
appropriate adjustments are made to the reserve for depreciation and gains and losses, if any, are 
recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 3.0% in 2008 and 3.2% in 
2007 of average depreciable plant. Of the amount provided for depreciation at December 3 1,2008 and 
2007, approximately 0.5% was related to the retirement, removal and disposal costs of long lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized using the 
straight line method, which approximates the effective interest method, over the lives of the related bond 
issues. 

Income Taxes. Income taxes are accounted for under SFAS No. 109, Accountingfor Income Taxes and 
FIN 48, Accounting.for Uncertainty in Income Taxes, an Interpretation of SFAS No. 109. In accordance 
with these statements, deferred tax assets and liabilities are recognized for the fiiture tax consequences 
attributable to differences between the financial statement carrying amounts of existing assets and 
liabilities and their respective tax bases, as measured by enacted tax rates that are expected to be in 
effect in the periods when the deferred tax assets and liabilities are expected to be settled or realized. 
Significant judgment is required in determining the provision for income taxes, and there are 
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transactions for which the ultimate tax outcome is uncertain. FIN 48 prescribes a recognition threshold 
and measurement attribute for the financial statement recognition and measurement of a tax position 
taken or expected to be taken in a tax return. Uncertain tax positions are analyzed periodically 
and adjustments are made when events occur to warrant a change. See Note 6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all 
material temporary differences between the financial reporting and income tax bases of assets and 
liabilities. 

Investment Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which 
provides for an investment tax credit to promote the commercialization of advanced coal technologies 
that will generate electricity in an environmentally responsible manner. KU and LG&E received an 
investment tax credit related to TC2. See Note 6, Income Taxes. Investment tax credits prior to 2006 
resulted from provisions of the tax law that permitted a reduction of KU’s tax liability based on credits for 
construction expenditures. Deferred investment tax credits are being amortized to income over the 
estimated lives of the related property that gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. 
KU accrues an estimate for unbilled revenues from each meter reading date to the end of the accounting 
period based on allocating the daily system net deliveries between billed volumes and unbilled volumes. 
The allocation is based on a daily ratio of the number of meter reading cycles remaining in the month to the 
total number of meter reading cycles in each month. Each day’s ratio is then multiplied by each day’s 
system net deliveries to determine an estimated billed and unbilled volume for each day of the accounting 
period. The unbilled revenue estimates included in accounts receivable were $60 million and $59 million 
at December 3 1 , 2008 and 2007, respectively. 

Fuel Costs. The cost of fuel for generation is charged to expense as used. 

Management’s Use of Estimates. The preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make estimates and assumptions that affect the 
reported assets and liabilities and disclosure of contingent items at the date of the financial statements and 
the reported amounts of revenues and expenses during the reporting period. Accrued liabilities, including 
legal and environmental, are recorded when they are probable and estimable. Actual results could differ 
from those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting 
KU: 

SFAS No. 161 

In March 2008, the FASB issued SFAS No. 161 , DiscZosures about Derivative Instruments and Hedging 
Activities, an amendment of FASB Stazement No. 133, which is effective for fiscal years, and interim 
periods within those fiscal years, beginning on or after November 15,2008. The objective of this 
statement is to enhance the current disclosure framework in SFAS No. 133, Accountingfor Derivative 
Instruments and Hedging Activities, as amended. The adoption of SFAS No. 16 1 will have no impact on 
KU’s statements of operations, financial position and cash flows, however, additional disclosures 
relating to derivatives will be required beginning in the first quarter of 2009. 
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SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning 
on or after December 15,2008. The objective of this statement is to improve the relevance, 
comparability and transparency of financial information in a reporting entity’s consolidated financial 
statements. The Company expects the adoption of SFAS No. 160 to have no impact on its statements of 
operations, financial position and cash flows. 

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and 
Financial Liabilities -Including an Amendment of FASB Statement No. 115. SFAS No. 159 permits 
entities to choose to measure many financial instruments and certain other assets and liabilities at fair 
value on an instrument-by-instrument basis (the fair value option). Unrealized gains and losses on items 
for which the fair value option has been elected are to be recognized in earnings at each subsequent 
reporting date. SFAS No. 159 was adopted effective January 1 , 2008 and the Company elected not to 
fair value its eligible financial assets and liabilities. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Vulue Measuremenis, which, except as 
described below, is effective for fiscal years beginning after November 15, 2007. This statement defines 
fair value, establishes a framework for measuring fair value in generally accepted accounting principles 
and expands disclosures about fair value measurements. SFAS No. 157 does not expand the application 
of fair value accounting to new circumstances. In February 2008, the FASB issued FASR Staff Position 
157-2, Effective Date of FASB Statement No. 157, which delays the effective date of SFAS No. 157 for 
all nonfinancial assets and liabilities, except those that are recognized or disclosed at fair value in the 
financial statements on a recumng basis (at least annually), to fiscal years beginning after November 15 , 
2008, and interim periods within those fiscal years. All other amendments related to SFAS No. 157 have 
been evaluated and have no impact on the Company’s financial statements. SFAS No. 157 was adopted 
effective January 1,2008, except as it applies to those nonfinancial assets and liabilities, and had no 
impact on the statements of operations, financial position and cash flows, however, additional 
disclosures relating to its financial derivatives and cash collateral on derivatives, as required, are now 
provided. Per FASB Staff Position 157-2, fair value accounting for all nonrecumng fair value 
measurements of nonfinancial assets and liabilities will be adopted effective January 1,2009. 

Note 2 - Rates and Regulatory Matters 

The Company is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the 
Tennessee Regulatory Authority and the FERC in virtually all matters related to electric utility 
regulation, and as such, its accounting is subject to SFAS No. 71. Given its position in the marketplace 
and the status of regulation in Kentucky and Virginia, there are no plans or intentions to discontinue the 
application of SFAS No. 71. 
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Kentucky Rate Case 

In July 2008, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates. In conjunction with the filing of the application for a change in base rates, based on 
previous Orders by the Kentucky Commission approving settlement agreements among all interested 
parties, the VDT surcredit terminated in August 2008. In January 2009, KU, the AG, KIUC and all other 
parties to the rate case filed a settlement agreement with the Kentucky Commission, under which KU’s 
base electric rates will decrease by $9 million annually. An Order approving the settlement agreement 
was received in February 2009. The new rates were implemented effective February 6,2009, at which 
time the merger surcredit terminated. 

The VDT surcredit originated in December 2001, when the Kentucky Commission issued an Order 
approving a settlement agreement allowing KU to set up a regulatory asset of $54 million for workforce 
reduction costs and begin amortizing it over a five-year period starting in April 2001. The Order also 
provided for a surcredit to be included on customers’ bills representing 40% of the annual savings 
derived from this initiative. For periods beginning January 1 , 2006, the VDT surcredit had increased to 
$4 million per year. 

In February 2006, KU and all parties to the proceeding reached a unanimous settlement agreement on 
the future ratemaking treatment of the VDT surcredit. Under the terms of the settlement agreement, the 
VDT surcredit continued at its current level until such time as KU filed for a change in base rates. The 
Kentucky Commission issued an Order in March 2006, approving the settlement agreement. In 
accordance with the Order, the VDT surcredit terminated in August 2008, the first billing month after 
the July 2008 filing for a change in base rates. 

The merger surcredit originated as part of the LG&E Energy merger with KU Energy Corporation in 
1998. It was based on estimated non-fuel savings over a ten-year period following the merger. Costs to 
achieve these savings were deferred and amortized over a five-year period pursuant to regulatory orders. 
In approving the merger, the Kentucky Commission adopted KU’s proposal to reduce its retail 
customers’ bills based on one-half of the estimated merger-related savings, net of deferred and 
amortized amounts, over a five-year period. These savings were provided in the form of a surcredit 
mechanism on customers’ bills. In October 2003, the Kentucky Commission issued an Order approving 
a unanimous settlement agreement reached with all parties to the case in which the merger surcredit of 
$1 8 million per year would remain in place for another five-year term beginning July 1 , 2003, and KU 
would file a plan for the merger surcredit six months before its expiration. 

In December 2007, KU submitted its plan to allow the merger surcredit to terminate as scheduled on 
June 30,2008. In June 2008, the Kentucky Commission issued an Order approving a unanimous 
settlement agreement reached with all parties to the case which provided for a reduction in the merger 
surcredit to approximately $6 million for a 7-month period beginning July 2008, termination of the 
merger surcredit when new base rates went into effect on or after January 3 1 , 2009, and that the annual 
merger surcredit be continued at an annual rate of $12 million thereafter should the Company not file for 
a change in base rates. In accordance with the Order, the merger surcredit was terminated effective 
February 6,2009, with the implementation of new base rates. 

FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in base electric rates applicable 
to wholesale power sales contracts or interchange agreements involving, collectively, twelve Kentucky 
municipalities. The application requests a shift from current, all-in stated unit charge rates to an 
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unbundled and formula rate. The revised rates represent varying increases of 6% to 7% from current 
charges and include a change from the all-in stated applicable return on equity of 1 1.8%. The proceeding 
involves data requests and hearings before the FERC, as well as data requests and filings by intervenors. 
In November 2008, the FERC issued an Order to suspend rates until May 1 , 2009, at which time the 
applied for rates will become effective, subject to potential refund or adjustment commencing in 
October 2009, based upon the outcome of the proceedings. Concurrently with the progress of the FERC 
rate proceedings, KU and the municipal customers have commenced structured settlement negotiations 
overseen by the FERC. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 31 : 

(in millions) 
ARO 
MISO exit 
IJnamortized loss on bonds 
FAC 
ECR 
Hurricane Ike 
Other 

Subtotal 

Pension and Postretirement benefits 
Total regulatory assets 

2008 
$ 28 

19 
13 
9 

20 
2 
5 

2007 
$ 24 

20 
10 
17 
11 

4 
- 

96 86 

28 
$223 $114 

I~ 

127 

Accumulated cost of removal of utility plant $329 $310 
Deferred income taxes - net 16 22 
Other 20 10 

$342 Total regulatory liabilities - $365 - 
KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No return is earned on the pension and postretirement 
benefits regulatory asset that represents the changes in funded status of the plans. KU will recover this 
asset through the pension expense included in the calculation of base rates with the Kentucky 
Commission and will seek recovery of this asset in future proceedings with the Virginia Commission. 
No return is currently earned on the ARO asset. This regulatory asset will be offset against the 
associated regulatory liability, ARO asset and ARO liability at the time the underlying asset is retired. 
The MISO exit amount represents the costs relating to the withdrawal from MISO membership. 
Approval for the recovery of this asset was received from the Kentucky Commission as part of the 2008 
base rate case and KU will seek recovery of this asset in future proceedings with the Virginia 
Commission. KU currently earns a rate of return on remaining regulatory assets, including other 
regulatory assets comprised of VDT costs (2007 only), merger surcredit and deferred storm costs. Other 
regulatory assets also include KCCS funding (see CMRG and KCCS Contributions below), FERC 
jurisdictional pension expense and rate case expenses. KU will seek recovery of the KCCS funding in 
the next base rate case and received approval for the recovery of the rate case expenses as part of the 
2008 base rate case. Other regulatory liabilities include DSM and MISO costs included in base rates that 
will be netted against costs of withdrawing from the MISO as part of the settlement agreement in the 
2008 base rate case. 
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ARO. A summary of KU's net ARO assets, regulatory assets, ARO liabilities, regulatory liabilities and 
cost of removal established under FIN 47, Accounting for Conditional Asset Retirement Obligations, an 
Interpretation of SFAS No. 143, and SFAS No. 143, Accounting for  Asset Retirement Obligations, 
fo 11 ow s : 

ARO Net ARO Regulatory Regulatory Accumulated Cost of Removal 
Assets Liabilities Assets Liabilities Cost of Removal Depreciation 

As ofDecember31,2006 $ 5 $ (28) $ 22 $ (2) $ 2  $ 1  
2 (2) "-- 

ARO accretion - - - 
As of December 3 1 , 2007 5 (30) 24 (2) 2 1 

- 2 ARO accretion (2) - - 
- 2 (2) 

AsofDecernber31,2008 - $ 5 $ (32) - $ 28 - $ (4) 

- - -___ _- Removal cost reclass 
$ 1  - $ 2  - 

Pursuant to regulatory treatment prescribed under SFAS No. 7 1 , an offsetting regulatory credit was 
recorded in depreciation and amortization in the income statement of $2 million in 2008 and 2007 for 
the ARO accretion and depreciation expense. KU AROs are primarily related to the final retirement of 
assets associated with generating units. For assets associated with AROs, the removal cost accrued 
through depreciation under regulatory accounting is established as a regulatory liability pursuant to 
regulatory treatment prescribed under SFAS No. 71. There were no FIN 47 net asset additions during 
2008 or 2007. For the years ended December 31,2008 and 2007, KU recorded less than $1 million of 
depreciation expense related to the cost of removal of ARO related assets. An offsetting regulatory 
liability was established pursuant to regulatory treatment prescribed under SFAS No. 7 1. 

KU transmission and distribution lines largely operate under perpetual property easement agreements 
which do not generally require restoration upon removal of the property. Therefore, under SFAS No. 
143, no material asset retirement obligations are recorded for transmission and distribution assets. 

MISO. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, KU 
withdrew from the MISO effective September 1,2006. Specific proceedings regarding the costs and 
benefits of the MISO and exit matters had been underway since July 2003. Since the exit from the 
MISO, KU has been operating under a FERC-approved open access-transmission tariff. KU now 
contracts with the Tennessee Valley Authority to act as its transmission Reliability Coordinator and 
Southwest Power Pool, Inc. to function as its Independent Transmission Organization, pursuant to FERC 
requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid 
by the Company following its withdrawal. In October 2006, the Company paid $20 million to the MISO 
pursuant to an invoice regarding the exit fee and made related FERC compliance filings. The 
Company's payment of this exit fee amount was with reservation of its rights to contest the amount, or 
components thereof, following a continuing review of its calculation and supporting documentation. KU 
and the MISO resolved their dispute regarding the calculation of the exit fee and, in November 2007, 
filed an application with the FERC for approval of a recalculation agreement. In March 2008, the FERC 
approved the parties' recalculation of the exit fee, and the approved agreement provided KU with an 
immediate recovery of $1 million and an estimated $3 million over the next seven years for credits 
realized from other payments the MISO will receive, plus interest. In accordance with Kentucky 
Commission Orders approving the MISO exit, KU has established a regulatory asset for the exit fee, 
subject to adjustment for possible future MISO credits, and a regulatory liability for certain revenues 
associated with former MISO administrative charges, which continue to be collected via base rates, The 
approved base rate case settlement provided for MISO Schedule 10 expenses collected through base 
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rates from May 1,2008 to February 6,2009, and any future adjustments to the MISO exit fee, to be 
established as a regulatory liability until the amounts can be amortized in future base rate cases. 

In November 2008, the FERC issued Orders in industry-wide proceedings relating to MISO RSG 
calculation and resettlement procedures. RSG charges are amounts assessed to various participants 
active in the MISO trading market which generally seek to compensate for uneconomic generation 
dispatch due to regional transmission or power market operational considerations, with some customer 
classes eligible for payments, while others may bear charges. The FERC Orders approved two requests 
for significantly altered formulas and principles, each of which the FERC applied differently to calculate 
RSG charges for various historical and future periods. KU and other parties have requested rehearing 
and a delay in any collection of RSG amounts. During January and February 2009, the FERC issued a 
deficiency letter in the proceeding relating to one prior Order, which delays collection of applicable 
RSG resettlements by the MISO pending further proceedings. Further developments in the RSG 
proceeding are expected to occur during 2009. Due to the numerous participants, complex principles at 
issue and changes from prior precedents, KU cannot predict the ultimate outcome of this matter. Based 
upon the recent FERC Orders, KU established a reserve during the fourth quarter of 2008, of less than 
$1 million relating to potential RSG resettlement costs for the period ended December 3 1,2008. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal 
and other expenses, and any unamortized balance of debt expense are amortized using the straight line 
method, which approximates the effective interest method, aver the life of either the replacement debt 
(in the case of refinancing) or the original life of the extinguished debt. 

FAC. KU's retail rates contain an FAC, whereby increases and decreases in the cost of fuel for 
generation are reflected in the rates charged to retail customers. The FAC allows the Company to adjust 
customers' accounts for the difference between the fuel cost cornponent of base rates and the actual fuel 
cost, including transportation costs. Refunds to customers occur if the actual costs are below the 
embedded cost component. Additional charges to customers occur if the actual costs exceed the 
embedded cost component. The amount of the regulatory asset or liability is the amount that has been 
under- or over-recovered due to timing or adjustments to the mechanism. 

The Kentucky Cornmission requires public hearings at six-month intervals to examine past fuel 
adjustments, and at two-year intervals to review past operations of the fuel clause and transfer of the 
then current fuel adjustment charge or credit to the base charges. 

In January 2009, the Kentucky Commission initiated a routine examination of KU's FAC for the two- 
year period November 1,2006 through October 3 1,2008. A public hearing is scheduled in March 2009. 
An order is anticipated in the second quarter of 2009. 

In August 2008, the Kentucky Commission initiated a routine examination of KU's FAC for the six- 
month period November 1,2007 through April 30,2008. The Kentucky Commission issued an Order in 
January 2009, approving the charges and credits billed through the FAC during the review period. 

In January 2008, the Kentucky Commission initiated a routine examination of KU's FAC for the six- 
month period May 1,2007 through October 3 1 , 2007. The Kentucky Commission issued an Order in 
June 2008, approving the charges and credits billed through the FAC during the review period. 

In August 2007, the Kentucky Commission initiated a routine examination of KU's FAC for the six- 
month period of November 1,2006 through April 30,2007. The Kentucky Commission issued an Order 
in January 2008, approving the charges and credits billed through the FAC during the review period. 
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In December 2006, the Kentucky Commission initiated its periodic two-year review of KU’s past 
operations of the fuel clause and transfer of fuel costs from the FAC to base rates for November 1 , 2004 
through October 3 1 , 2006. In March 2007, the KIUC challenged KU‘s recovery of approximately $5 
million in aggregate fuel costs KU incurred during a period prior to its exit from the MISO and 
requested the Kentucky Commission disallow this amount. A public hearing was held in May 2007. In 
October 2007, the Kentucky Commission issued its Order approving the calculation and application of 
KU’s FAC charges and fuel procurement practices and indicated that KU was in compliance with the 
provisions of Administrative Regulation 807 KAR 5 15056. The Kentucky Commission further approved 
KIJ’s recommendation for the transfer of fuel cost from the FAC to base rates. In November 2007, the 
KIUC filed a petition for rehearing, claiming the Kentucky Commission misinterpreted the KIUC’s 
arguments in the proceeding. In the same month, the Kentucky Commission issued an Order denying the 
KIUC’s request for rehearing. An appeal was not filed by the KIUC. 

In January 2003, the Kentucky Commission reviewed KU’s FAC for the six-month period ended 
October 3 1 , 2001. The Kentucky Commission ordered KU to reduce its fuel costs for purposes of 
calculating its FAC by less than $1 million. At issue was the purchase of approximately 102,000 tons of 
coal from Western Kentucky Energy Corp., a non-regulated affiliate, for use at KU’s Ghent facility. The 
Kentucky Commission further ordered that an independent audit be conducted to examine operational 
and management aspects of both KlJ’s and LG&E’s fuel procurement functions. The final report’s 
recommendations, issued in February 2004, related to documentation and process improvements. 
Management Audit Action Plans were agreed upon by KU and the Kentucky Commission Staff in the 
second quarter of 2004, and resulted in Audit Progress Reports being filed by KU with the Kentucky 
Commission. In February 2007, the Kentucky Commission staff indicated that KU fully complied with 
all audit recommendations and that no hrther reports are required. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor based 
primarily on projected fuel costs. The factor may be adjusted annually for over- or under-collections of 
fuel costs from the prior year. In February 2008, KU filed an application with the Virginia Commission 
seeking approval of a decrease in its fuel cost factor applicable during the billing period, April 2008 
through March 2009. The Virginia Commission allowed the new rates to be in effect for the April 2008 
customer billings. In April 2008, the Virginia Commission Staff recommended a change to the fuel 
factor KU filed in its application, to which KU has agreed. Following a public hearing and an Order in 
May 2008, the recommended change became effective in June 2008, resulting in a decrease of 0.482 
cents/kwh from the factor in effect for the April 2007 through March 2008 period. 

ECR. Kentucky law permits KU to recover the costs of complying with the Federal Clean Air Act, 
including a return of operating expenses, and a return of and on capital invested, through the ECR 
mechanism. The amount of the regulatory asset or liability is the amount that has been under- or over- 
recovered due to timing or adjustments to the mechanism. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case which 
provides for an authorized return on equity applicable to the ECR mechanism of 10.63% effective with 
the March 2009 expense month filing, which represents a slight increase over the current 10.50%. 

In January 2009, the Kentucky Commission initiated a six-month review for the period ending October 
3 1 , 2008, of KU’s environmental surcharge. An order is anticipated in the second quarter of 2009. 

In June 2008, the Kentucky Commission initiated two six-month reviews for periods ending October 31, 
2007 and April 30,2008, of KU’s environmental surcharge. The Kentucky Commission issued an Order in 
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August 2008, approving the charges and credits billed through the ECR during the review period and the 
rate of return on capital. 

In October 2007, KU met with the Kentucky Commission and other interested parties to discuss the 
status of the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that construction 
of the Ghent Unit 2 SCR was not going to commence before the CCN expired in December 2007, due to 
a change in the economics for the project. The CCN expired in December 2007, and KU has delayed 
construction of the Ghent Unit 2 SCR. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods 
ending October 3 1,2006 and April 30,2007, respectively, of KU’s environmental surcharge. The 
Kentucky Commission issued a final Order in March 2008, approving the charges and credits billed 
through the ECR during the review periods, as well as approving billing adjustments, roll-in adjustments 
to base rates, revisions to the monthly surcharge filing and the rates of return on capital. 

Hurricane Ike. In September 2008, high winds from the remnants of Hurricane Ike passed through the 
service territory causing significant outages and system damage. In October 2008, K.U filed an 
application with the Kentucky Cornmission requesting approval to establish a regulatory asset, and defer 
for future recovery, approximately $3 million of expenses related to the storm restoration. In December 
2008, the Kentucky Commission issued an Order allowing the Company to establish a regulatory asset 
of up to $3 million based on its actual costs for storm damages and service restoration due to Hurricane 
Ike. 

FERC Jurisdictional Pension Costs. Pension costs of $3 million incurred by the Company allocated to 
its FERC jurisdictional ratepayers. The Company will seek recovery of this asset in the next FERC rate 
proceeding. 

Rate Case Expenses. KU incurred $1 million in expenses related to the development and support of the 
2008 Kentucky base rate case. The Kentucky Commission approved the establishment of a regulatory 
asset for these expenses and authorized amortization over three years beginning in March 2009. 

CMRG and KCCS Contributions. In July 2008, KU and LG&E, along with Duke Energy Kentucky, 
Inc. and Kentucky Power Company, filed an application with the Kentucky Commission requesting 
approval to establish regulatory assets related to contributions to the CMRG for the development of 
technologies for reducing carbon dioxide emissions and the KCCS to study the feasibility of geologic 
storage of carbon dioxide. The filing companies proposed that these contributions be treated as 
regulatory assets to be deferred until recovery is provided in the next base rate case of each company, at 
which time the regulatory assets will be amortized over the life of each project: four years with respect 
to the KCCS and ten years with respect to the CMRG. KU and LG&Ejointly agreed to provide less than 
$2 million over two years to the KCCS and up to $2 million over ten years to the CMRG. In October 
2008, an Order approving the establishment of the requested regulatory assets was received and KU will 
seek rate recovery in the Company’s next base rate case. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KU 
reclassified from maintenance expense to a regulatory asset, $4 million related to costs not reimbursed 
from the 2003 ice storm. These costs will be amortized through June 2009. KU earns a return of these 
amortized costs, which are included in jurisdictional operating expenses. 

Pension and Postretirement Benefits. KU adopted SFAS No. 158, Employers ‘Accounting for  Defned 
Benefit Pension and Other Postretirement Plans, in 2006. This statement requires employers to 
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recognize the over-funded or under-funded status of a defined benefit pension and postretirement plan as 
an asset or liability in the balance sheet and to recognize through other comprehensive income the 
changes in the funded status in the year in which the changes occur. Under SFAS No. 71, KTJ can defer 
recoverable costs that would otherwise be charged to expense or equity by non-regulated entities. 
Current rate recovery in Kentucky and Virginia is based on SFAS No. 87, Employers ’ Accountingfor 
Pensions, and SFAS No. 106, Employers ’ Accounting for Postretirement Benefits Other than Pensions, 
both of which were amended by SFAS No. 158. Regulators have been clear and consistent with their 
historical treatment of such rate recovery, therefore, the Company has recorded a regulatory asset 
representing the change in funded status of the pension and postretirement plans that is expected to be 
recovered. The regulatory asset will be adjusted annually as prior service cost and actuarial gains and 
losses are recognized in net periodic benefit cost. 

Accumulated Cost of Removal of Utility Plant. As of December 3 1 , 2008 and 2007, KU has 
segregated the cost of removal, previously embedded in accumulated depreciation, of $329 million and 
$3 10 million, respectively, in accordance with FERC Order No. 63 1. This cost of removal component is 
for assets that do not have a legal ARO under SFAS No. 143. For reporting purposes in the balance 
sheets, KU has presented this cost of removal as a regulatory liability pursuant to SFAS No. 71. 

Deferred Income Taxes - Net. These regulatory assets and liabilities represent the future revenue 
impact from the reversal of deferred income taxes required for unamortized investment tax credits, the 
allowance for funds used during construction and deferred taxes provided at rates in excess of currently 
enacted rates. 

DSM. KU’s rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. The 
provision allows KU to recover revenues from lost sales associated with the DSM programs based on 
program plan engineering estimates and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order 
approving enhanced versions of the existing DSM programs along with the addition of several new cost 
effective programs. The total annual budget for these programs is approximately $26 million, an 
increase over the previous annual costs of approximately $1 0 million. In March 2008, the Kentucky 
Commission issued an Order approving the application, with minor modifications. KU and LG&E filed 
revised tariffs in April 2008, under authority of this Order, which were effective in May 2008. 

Other Regulatory Matters 

Storm Restoration. In January 2009, a significant winter ice storm passed through KU’s service 
territory causing approximately 199,000 customer outages, followed closely by a severe wind storm in 
February 2009, causing approximately 44,000 customer outages. KU currently estimates costs incurred 
of $66 million of expenses and $28 million of capital expenditures related to the restoration following 
the two storms. The Company expects to seek recovery of these costs from the Kentucky Commission. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave customers the ability to choose their electric supplier and 
capped electric rates through December 201 0. KU subsequently received a legislative exemption from 
the customer choice requirements of this law. In April 2007, however, the Virginia General Assembly 
amended the Virginia Electric Utility Restructuring Act, thereby terminating this competitive market 
and commencing re-regulation of utility rates. The new act ended the cap on rates at the end of 2008. 
Pursuant to this legislation, the Virginia Commission adopted regulations revising the rules governing 
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utility rate increase applications. As of January 2009, a hybrid model of regulation is being applied in 
Virginia. Under this model, utility rates are reviewed every two years. KU’s exemption from the 
requirements of the Virginia Electric Utility Restructuring Act in 1999, however, discharges KU from 
the requirements of the new hybrid model of regulation. h lieu of submitting an annual information 
filing, KU has the option of requesting a change in base rates to recover prudently incurred costs by 
filing a traditional base rate case. KU is also subject to other utility regulations in Virginia, including, 
but not limited to, the recovery of prudently incurred fuel costs through an annual fuel factor charge and 
the submission of integrated resource plans. 

Regional Reliability Council. KU has changed its regional reliability council membership from the 
Reliability First Corporation to the SERC, effective January 1 , 2007. Regional reliability councils are 
industry consortiums that promote, coordinate and ensure the reliability of the bulk electric supply 
systems in North America. 

TC2 CCN Application and Transmission Matters. A CCN application for construction of the new 
base-load, coal fired unit known as TC2, which will be jointly owned by KU and LG&E, together with 
the M E A  and the IMPA, was approved by the Kentucky Commission in November 2005. 

CCN applications for two transmission lines associated with the TC2 unit were approved by the 
Kentucky Commission in September 2005 and May 2006. All regulatory approvals and rights of way for 
one transmission line have been obtained. 

The CCN for the remaining line has been challenged by certain Hardin County, Kentucky property 
owners. In August 2006, KU and LG&E obtained a successful dismissal of the challenge at the Franklin 
County circuit court, which ruling was reversed by the Kentucky Court of Appeals in December 2007, 
and the proceeding reinstated. The matter is currently before the Kentucky Supreme Court on a motion 
for discretionary review filed by KU and LG&E in May 2008. The motion, which seeks reversal of the 
appellate court decision and reinstatement of the circuit court dismissal of the challenge has not yet been 
ruled upon. 

Completion of the transmission lines are also subject to standard construction permit, environmental 
authorization and real property or easement acquisition procedures and certain Hardin County 
landowners have raised challenges to such transmission line in some of these forums as well. During 
2008, KU and LG&E obtained various successful rulings at the Hardin County circuit court establishing 
their condemnation and easement rights. In August 2008, the landowners appealed such rulings to the 
Kentucky Court of Appeals and received a stay preventing KU and LG&E access to the properties 
during the appeal. KU and LG&E have petitioned the appellate court to lift the stay and otherwise 
sustain the lower court ruling, but such matter has not yet been ruled upon. In a separate proceeding, 
certain Hardin County landowners have also challenged the same transmission line in federal district 
court in Louisville, Kentucky, claiming that certain National Historic Preservation Act requirements 
were not fully complied with by the U.S. Anny relating to easements for the line through Fort Knox. KIJ 
and LG&E are cooperating with the U.S. Army in its defense in this case. 

KU and LG&E continue to actively engage in settlement negotiations with the Hardin County property 
owners involved in the appeals of the condemnation proceedings. During the fourth quarter of 2008, KU 
and LG&E entered into settlements with certain Meade County landowners and obtained dismissals of 
prior litigation they had brought challenging the same transmission line. KU and LG&E are not 
currently able to predict the ultimate outcome and possible effects, if any, on the construction schedule 
relating to these transmission line approval and land acquisition proceedings. 
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Ghent FGD Inquiry. In October 2006, the Kentucky Commission commenced an inquiry into elements 
of KU’s planned construction of one of its three new FGDs at the Ghent generating station. The 
proceeding requested, and the Company provided, additional information regarding configuration 
details, expenditures and the proposed construction sequence applicable to future construction phases of 
the Ghent FGD project. In January 2007, the Kentucky Cornmission issued an Order completing its 
inquiry in the matter and confirming its approval of KU’s construction plan. The Order also provided 
general guidance for jurisdictional utilities regarding applicable information and data requirements for 
future CCN applications and subsequent proceedings. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU’s market-based rate 
proceeding accepting KU’s further proposal to address certain market power issues the FERC had 
claimed would arise upon an exit from the MISO. In particular, the Company received permission to sell 
power at market-based rates at the interface of control areas in which it may be deemed to have market 
power, subject to a restriction that such power not be collusively re-sold back into such control areas. 
However, restrictions exist on sales by KU of power at market-based rates in the KU/LG&E and Big 
Rivers Electric Corporation control areas. In June 2007, the FERC issued Order No. 697 implementing 
certain reforms to market-based rate regulations, including restrictions similar to those previously in 
place for KU’s power sales at control area interfaces. In December 2008, the FERC issued Order No. 
697-B potentially placing additional restrictions on certain power sales involving areas where market 
power is deemed to exist. The Order is subject to a FERC rehearing process during which time the 
FERC has delayed implementation of the provisions relating to sales at interfaces. The Company cannot 
determine its ultimate impact at this time. As a condition of receiving and retaining market-based rate 
authority, KtJ must comply with applicable affiliate restrictions set forth in the FERC’s regulation. 
During September 2008, KU submitted a regular tri-annual update filing under market-based rate 
regulations and FERC review proceedings for such filing remain in progress. 

Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various RROs by the NERC, 
which was authorized by the FERC to enforce compliance with such standards, including promulgating 
new standards. Failure to comply with mandatory reliability standards can subject a registered entity to 
sanctions, including potential fines of up to $1 million per day, as well as non-monetary penalties, 
depending upon the circumstances of the violation. KU is a member of the SERC, which acts as KIJ’s 
RRO. During May 2008, the SERC and KU agreed to a settlement involving penalties totaling less than 
$1 million related to KU’s February 2008 self-report concerning possible violations of certain existing 
mitigation plans relating to reliability standards. The SERC and KU are currently involved in settlement 
negotiations concerning a June 2008 self-report by KU relating to three other standards and an October 
2008 self-report of a possible violation relating to an additional standard. SERC proceedings for these 
June and October self-reports are in the early stages and therefore the outcome is unable to be 
determined. Mandatory reliability standard settlements commonly include other non-penalty elements, 
including compliance steps and mitigation plans. Settlements with the SERC proceed to NERC and 
FERC review before becoming final. In December 2008, the SERC commenced a routine, periodic audit 
of KU and LG&E relating to certain designated reliability standards. This audit was completed during 
the first quarter of 2009 with no violations identified. While KU believes itself to be in compliance with 
the mandatory reliability standards, the Company cannot predict the outcome of other analyses, 
including on-going SERC or other reviews described above. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP 
filings with the Kentucky Commission. In April 2008, KU and LG&E filed their 2008 joint IRP with the 
Kentucky Commission. The IRP provides historical and projected demand, resource and financial data, 
and other operating performance and system information. The AG and the K N C  were granted 

37 



intervention in the IRP proceeding. During September 2008, KU and LG&E responded to public 
comments and they are awaiting the Kentucky Commission staff report which will close this proceeding. 
KU and L,G&E are not able to predict further proceedings at this time. 

PUHCA 2005. E.ON, KU’s ultimate parent, is a registered holding company under PUHCA 2005. 
E.ON, its utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to 
extensive regulation by the FERC with respect to numerous matters, including: electric utility facilities 
and operations, wholesale sales of power and related transactions, accounting practices, issuances and 
sales of securities, acquisitions and sales of utility properties, payments of dividends out of capital and 
surplus, financial matters and inter-system sales of non-power goods and services. KU believes that it 
has adequate authority (including financing authority) under existing FERC orders and regulations to 
conduct its business and will seek additional authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; 
granting enhanced civil penalty authority to the FERC; providing economic and other incentives relating 
to transmission, pollution control and renewable generation assets; increasing funding for clean coal 
generation incentives; repealing the Public Utility Holding Company Act of 1935; enacting PUHCA 
2005 and expanding FERC jurisdiction over public utility holding companies and related matters via the 
Federal Power Act and PIMCA 2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the 
requirements of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based 
metering and demand response, and Section 1254, Interconnections. EPAct 2005 requires each state 
regulatory authority to conduct a formal investigation and issue a decision on whether or not it is 
appropriate to implement certain Section 1252, Smart Metering standards within eighteen months after 
the enactment of EPAct 2005 and to commence consideration of Section 1254, Interconnection 
standards within one year after the enactment of EPAct 2005. Following a public hearing with all 
Kentucky jurisdictional electric utilities, in December 2006, the Kentucky Commission issued an Order 
in this proceeding indicating that the EPAct 2005 Section 1252, Smart Metering and Section 1254, 
Interconnection standards should not be adopted. However, all five Kentucky Commission jurisdictional 
utilities are required to file real-time pricing pilot programs for their large commercial and industrial 
customers. KU developed a real-time pricing pilot for large industrial and commercial customers and 
filed the details of the plan with the Kentucky Commission in April 2007. Data discovery concluded in 
July 2007, and no parties to the case requested a hearing. In February 2008, the Kentucky Cornmission 
issued an Order approving the real-time pricing pilot program proposed by KU for implementation 
within approximately eight months, for its large commercial and industrial customers. The tariff was 
filed in October 2008, with an effective date of December 1 , 2008. KU will file annual reports on the 
program within 90 days of each plan year-end for the 3-year pilot period. 

Green Energy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for 
Proposed Green Energy Riders. The AG and KIUC were granted full intervention. In May 2007, a 
Kentucky Commission Order was issued authorizing KU to establish Small and Large Green Energy 
Riders, allowing customers to contribute funds to be used for the purchase of renewable energy credits. 

Home Energy Assistance Program. In July 2007, KU filed an application with the Kentucky 
Commission for the establishment of a new Home Energy Assistance program. During September 2007, 
the Kentucky Commission approved the new five-year program as filed, effective in October 2007. The 
program terminates in September 2012, and is funded through a $0.10 per month meter charge. Effective 
February 6, 2009, as a result of the settlement agreement in the 2008 base rate case, the program is 
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funded through a $0.15 per month meter charge. 

Collection Cycle Revision. As part of the base rate case filed on July 29,2008, LG&E proposed to 
change the due date for customer bill payments from 15 days to 10 days to align its collection cycle with 
KU. In addition, KU proposed to include a late payment charge if payment is not received within 15 
days from the bill issuance date to align with LG&E. The settlement agreement approved in the rate case 
in February 2009, changed the due date for customer bill payments to 12 days after bill issuance for both 
KTJ and LG&E, and KU will implement a late payment charge if payment is not received within 15 days 
from the bill issuance date. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Cornmission 
as required by a previous Order. An adjustment to the depreciation rates is dependent on an order being 
received from the Kentucky Commission. In July 2008, KU filed a motion to consolidate the procedural 
schedule of the depreciation study with the application for a change in base rates. In August 2008, the 
Kentucky Commission issued an Order consolidating the depreciation study with the base rate case 
proceeding. The settlement agreement in the rate case established new depreciation rates effective 
February 2009. KU also filed the depreciation study with the Virginia Commission, but has not 
requested formal review and approval of the depreciation rates from the Virginia Commission. Such a 
review will take place either during KU’s next base rate case in Virginia or when KU makes a formal 
application to the Virginia Commission for approval of the proposed rates. 

Brownfield Development Rider Tariff. In March 2008, KU received Kentucky Commission approval 
for a Brownfield Development Rider, which offers a discounted rate to electric customers who meet 
certain usage and location requirements, including taking new service at a brownfield site, as certified 
by the appropriate Kentucky state agency. The rider would permit special contracts with such customers 
which provide for a series of declining partial rate discounts over an initial five-year period of a longer 
service arrangement. The tariff is intended to promote local economic redevelopment and efficient usage 
of utility resources by aiding potential reuse of vacant brownfield sites. 

’ 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Commission on its own 
motion initiated a proceeding to establish interconnection and net metering guidelines in accordance 
with amendments to existing statutory requirements for net metering of electricity. The jurisdictional 
electric utilities and intervenors in this case presented proposed interconnection guidelines to the 
Kentucky Cornmission in October 2008. In a January 2009 Order, the Kentucky Commission issued the 
Interconnection and Net Metering Guidelines - Kentucky that were developed by all parties to the 
proceeding. KU does not expect any impact as a result of this Order. KU shall file revised net metering 
tariffs and application forms within ninety days of the Order to comply with the new guidelines. 

EISA 2007 Standards. In November 2008, the Kentucky Commission initiated an administrative 
proceeding to consider new standards as a result of the Energy Independence and Security Act of 2007 
(“EISA 2OO7”), part of which amends the Public Utility Regulatory Policies Act of 1978 (“PURPA”). 
There are four new PTJRPA standards and one non-PTJRPA standard applicable to electric utilities. The 
proceeding also considers two new P W A  standards applicable to natural gas utilities. EISA 2007 
requires state regulatory commissions and nonregulated utilities to begin consideration of the rate design 
and smart grid investments no later than December 19, 2008 and to complete the consideration by 
December 19,2009. 
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Note 3 - Financial Instruments 

The cost and estimated fair values of KU’s non-trading financial instruments as of December 31 follow: 

2008 - 2007 
Carrying Fair Carrying Fair 

(in millions) Value Value Value Value 
Long-term debt (including 

Long-term debt from affiliate $ 1,181 $ 1,117 $ 931 $ 996 
current portion of $228 million) $ 351 $ 349 $ 333 $ 333 

The long-term debt valuations reflect prices quoted by dealers. The fair value of the long-term debt from 
affiliate is determined using an internal valuation model that discounts the fiiture cash flows of each loan at 
current market rates. The current market rates are determined based on quotes from investment banks that 
are actively involved in capital markets for utilities and factor in KU’s credit ratings and default risk. The 
fair values of cash and cash equivalents, accounts receivable, cash surrender value of key man life 
insurance, accounts payable and notes payable are substantially the same as their carrying values. 

KU is subject to the risk of fluctuating interest rates in the normal course of business. KU’s policies 
allow the interest rate risk to be managed through the use of fixed rate debt, floating rate debt and 
interest rate swaps. At December 3 1 , 2008, a 100 basis point change in the benchmark rate on KU’s 
variable rate debt would impact pre-tax interest expense by $3 million annually. Although KU’s policies 
allow for the use of interest rate swaps, as of December 3 1 , 2008, KU had no interest rate swaps 
outstanding. 

Energy Trading and Risk Management Activities. KU conducts energy trading and risk management 
activities to maximize the value of power sales from physical assets it owns. Energy trading activities 
are principally forward financial transactions to manage price risk and are accounted for as non-hedging 
derivatives on a mark-to-market basis in accordance with SFAS No. 133, as amended. 

Energy trading and risk management contracts are valued using prices based on active trades on the 
Intercontinental Exchange (“ICE”). In the absence of a traded price, midpoints of the best bids and 
offers will be the primary determinants of valuation. When sufficient trading activity is unavailable, 
other inputs can include prices quoted by brokers or observable inputs other than quoted prices, such as 
one-sided bids or offers, as of the balance sheet date. Using these valuation methodologies, these 
contracts are considered level 2 based on SFAS No. 157 measurement criteria. Quotes are verified 
quarterly using an independent pricing source of actual transactions. Quotes for combined off-peak and 
weekend timeframes are allocated between the two timeframes based on their historical proportional 
ratios to the integrated cost. No other adjustments are made to the forward prices. 

No changes to valuation techniques for energy trading and risk management activities occurred during 
2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were made during both 
years. All contracts outstanding at December 3 1 , 2008 and 2007, had a maturity of less than one year 
and were considered to be in a liquid market. 

KU maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 3 1,2008, 100% of the trading and risk management 
commitments were with counterparties rated BBB-Baa3 equivalent or better. KU has reserved against 
counterparty credit risk based on the counterparty’s credit rating and applying historical default rates 
within varying credit ratings over time provided by S&P or Moody’s. At December 3 1 , 2008 and 2007, 
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counterparty credit reserves were less than $1 million. 

KU manages the price volatility of its forecasted electric wholesale sales with the sales of market-traded 
electric forward contracts. Hedge accounting treatment has not been elected for these transactions, and 
therefore gains and losses are shown in the statements of income. Unrealized gains and losses are 
included in other expense - net, whereas realized gains and losses are included in operating revenues. 
Unrealized losses were $1 million and unrealized gains were less than $1 million in 2008 and 2007, 
respectively. Realized gains and losses were less than $1 million in 2008 and 2007. 

Effective January 1, 2008, KU adopted the required provisions of SFAS No. 157, excluding the 
exceptions related to nonfinancial assets and liabilities, which will be adopted effective January 1,2009, 
consistent with FASB Staff Position 157-2. KU has classified the applicable financial assets that are 
accounted for at fair value into the three levels of the fair value hierarchy, as defined by SFAS No. 157. 

The following table sets forth by level within the fair value hierarchy KU’s financial assets that were 
accounted for at fair value on a recurring basis as of December 31, 2008. Cash collateral related to the 
energy trading and risk management contracts totals less than $1 million, is categorized as restricted 
cash and is a level 1 measurement based on the funds being held in liquid accounts. Liabilities accounted 
for at fair value total less than $1 million and use level 2 measurements. There are no level 3 
measurements for this period. 

Recurring Fair Value Measurements (in millions) Level 1 Level 2 Total 

Total Financial Assets $ -  $ 1  $ 1  

Financial Assets: 
Energy trading and risk management contracts -._____ $ -  $ 1  $ 1  - 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties 
failed to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to 
groups of customers or counterparties that have similar economic or industry characteristics that would 
cause their ability to meet contractual obligations to be similarly affected by changes in economic or 
other conditions. 

KU’s customer receivables and revenues arise from deliveries of electricity to approximately 508,000 
customers in over 600 communities and adjacent suburban and rural areas in 77 counties in central, 
Southeastern and western Kentucky, to approximately 30,000 customers in 5 counties in southwestern 
Virginia and 5 customers in Tennessee. For the years ended December 31,2008 and 2007, 100% of total 
revenue was derived from electric operations. During 2008, KU’s 10 largest customers accounted for 
less than 10% of electric volumes. 

Effective August 1,2006, KU and its employees represented by the IBEW Local 2100 entered into a 
new three-year collective bargaining agreement. The new agreement provides for negotiated increases or 
changes to wages, benefits or other provisions and for annual wage re-openers. Wage re-openers were 
negotiated and agreed to in July 2007 and July 2008. KU and employees represented by the USWA 
Local 9447-01 entered into a three-year collective bargaining agreement in August 2008. The new 
agreement provides for negotiated increases or changes to wages, benefits or other provisions and for 
annual wage re-openers. The employees represented by these two bargaining units comprise 
approximately 16% of KU’s workforce at December 31,2008. 
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Note 5 - Pension and Other Postretirement Benefit Plans 

KU employees benefit from both funded and unfunded non-contributory defined benefit pension plans 
and other postretirement benefit plans that together cover employees hired by December 3 1,2005. 
Employees hired after this date participate in the Retirement Income Account (“RIA”), a defined 
contribution plan. The Company makes an annual lump sum contribution to the RIA, based on years of 
service and a percentage of covered compensation. The health care plans are contributory with 
participants’ contributions adjusted annually. KU uses December 31 as the measurement date for its 
plans. 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the 
plans’ benefit obligations and fair value of assets over the two-year period ending December 31,2008, 
and a statement of the funded status as of December 3 1 for KU’s sponsored defined benefit plans: 

(in millions) 

Change in benefit obligation 
Benefit obligation at beginning of year 

Service cost 
Interest cost 
Benefits paid, net of retiree contributions 
Actuarial (gain)/loss and other 

Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 

Actual return on plan assets 
Employer contributions 
Benefits paid, net of retiree contributions 
Administrative expenses and other 

Fair value of plan assets at end of year 

Funded status at end of year 

Other postretirement 
Pension Benefits Benefits 
2008 2007 2008 2007 

$ 284 $ 303 $ 76 $ 88 
5 6 1 2 

18 17 5 5 
(18) (19) (3 )  (5) 
17 (23) (4) (14) 

$ 306 $ 284 $ 75 $ 76 

$ (123) $ (20) $ (63) $ (63) 
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Amounts Recognized in Statement of Financial Position. The following tables provide the amounts 
recognized in the balance sheets and information for plans with benefit obligations in excess of plan 
assets as of December 3 1 : 

Other Postretirement 
(in millions) Pension Benefits Benefits 

2008 , 2007 2008 2007 
Regulatory assets $ 137 $ 37 $ (10) $ (9) 
Accrued benefit liability (non-current) (1 23) (20) (63) (63) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan 
assets: 

Other Postretirement 
(in millions) 

Bene fit obligation 
Accumulated benefit obligation 
Fair value of plan assets 

Pension Benefits Benefits 
2008 2007 2008 2007 

$ 306 $ 284 $ 75 $ 76 
26 1 243 - - 
183 264 12 13 

For discussion of the pension and postretirement regulatory assets, see Note 2, Rates and 
Regulatory Matters. 

Components of Net Periodic Benefit Cost. The following tables provide the components of net 
periodic benefit cost for pension and other postretirement benefit plans. The tables include the costs 
associated with both KU employees and E.ON U.S. Services’ employees, who are providing services to 
the utility. The E.ON U.S. Services’ costs that are allocated to KU are approximately 46% and 45% of 
E.ON U.S. Services’ total cost for 2008 and 2007, respectively. 

(in millions) - Pension Benefits 
Servco Servco 

Allocation Total Allocation Total 
KU to KU KU KU to KU KU 

2007 2008 2008 2008 2007 2007 -- 
Service cost $ 6 $  4 $ 1 0 $  6 $  4 $ 10 
Interest cost 18 6 24 17 5 22 
Expected return on plan 

Amortization of prior 

Amortization of actuarial 

Benefit cost at end of 

assets (21) ( 5 )  (26) (21) ( 5 )  (26) 

service costs 1 1 2 1 1 2 

loss 2 1 3 

year $ 4 $  6 $ 1 0 $ 5 $  6 $ 11 

- - - 
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Other Postretirement Benefits 

KU 
2008 

Service cost $ I 
Interest cost 5 
Expected return on plan 

assets (1) 
Amortization of 

transitional obligation 1 
Benefit cost at end of 

Servco 

to KU KU KU 
2008 2008 2007 

$ 1 $  2 $  1 
- 5 5 

Allocation Total 

- 1 1 

Servco 
Allocation Total 

to KU KU 
2007 2007 

$ 1 $ 2  
- 5 

- 1 

year $ 6 $  1 $  7 $  6 $  1 $ 7  

The assumptions used in the measurement of KU’s pension benefit obligation are shown in the 
following table: 

2008 2007 
Weighted-average assumptions as of December 3 1 : 
Discount rate 
Rate of compensation increase 

6.25% 6.66% 
5.25% 5.25% 

The discount rates were determined by the December 29, 2008, Mercer Pension Discount Yield Curve. 
These discount rates were then lowered by 2 basis points for the average change in 4 bond indices, 
Citigroup High Grade Credit Index AAA/AA 10+ years, Lehman Brothers US AA Long Credit, Memll 
Lynch US Corporate AA-AAA rated lo+ years and Memll Lynch IJS Corporate AA rated 15+ years, 
for the period from December 29,2008 to December 3 1,2008. 

The assumptions used in the measurement of KU’s net periodic benefit cost are shown in the following 
table: 

Discount rate 
Expected long-term return on plan assets 
Rate of compensation increase 

2008 2007 

8.25% 8.25% 
5.25% 5.25% 

6.66% 5.96% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level 
of expected returns on risk free investments (primarily government bands), the historical level of the risk 
premium associated with the other asset classes in which the portfolio is invested and the expectations 
for future returns of each asset class. The expected return for each asset class was then weighted based 
on the target asset allocation to develop the expected long-term rate of return on assets assumption for 
the portfolio. 

The fallowing describes the effects on pension benefits by changing the major actuarial assumptions 
discussed above: 

0 A 1 % change in the assumed discount rate could have an approximate $3 1 million positive or 
negative impact to the 2008 accumulated benefit obligation and an approximate $42 million 
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positive or negative impact to the 2008 projected benefit obligation. 
A 25 basis point change in the expected rate of return on assets would have an approximate 
$1 million positive or negative impact on 2008 pension expense. 

Assumed Health care Cost Trend Rates. For measurement purposes, an 8% annual increase in the per 
capita cost of covered health care benefits was assumed for 2008. The rate was assumed to decrease 
gradually to 5% by 201 6 and remain at that level thereafter. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care 
plans. A 1 % change in assumed health care cost trend rates would have resulted in an increase or 
decrease of less than $1 million on the 2008 total of service and interest costs components and an 
increase or decrease of $4 million in year-end 2008 postretirement benefit obligations. 

Expected Future Benefit Payments and Medicare Subsidy Receipts. The following list provides the 
amount of expected future benefit payments, which reflect expected future service and the estimated 
gross amount of Medicare subsidy receipts: 

Pension 
(in millions) Benefits 
2009 $ 18 
2010 18 
201 1 17 
2012 17 
2013 17 
2014-18 94 

Other Medicare 
Postretirement Subsidy 

Benefits Receipts 
$ 7  $ 1  

7 - 
7 1 
7 
7 1 

39 3 

Plan Assets. The following table shows KU’s weighted-average asset allocation by asset category at 
December 3 1 : 

Pension Plans Target Range 2008 

Debt securities 30% - 50% 43 43 
Other 0% - 10% 2 
Totals 100% 

Equity securities 45% - 75% 55% 57% 

- -- 
100% - 

The investment policy of the pension plans was developed in conjunction with financial consultants, 
investment advisors and legal counsel. The goal of the investment policy is to preserve the capital of the 
fund and maximize investment earnings. The return objective is to exceed the benchmark return for the 
policy index comprised of the following: Russell 3000 Index, MSCI-EAFE Index, Lehman Aggregate 
and Lehman U.S. Long GovemmentlCredit Bond Index in proportions equal to the targeted asset 
allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years 
or a complete market cycle. The assets of the pension plans are broadly diversified within different asset 
classes (equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be 
invested in the securities of any one issuer with the exclusion of the U S .  government and its agencies. 
The equity portion of the fund is diversified among the market’s various subsections to diversify risk, 
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maximize returns and avoid undue exposure to any single economic sector, industry group or individual 
security. The equity subsectors include, but are not limited to, growth, value, small capitalization and 
international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign 
bonds in the aggregate shall not exceed 10% of the total fund. The portfolio may include a limited 
investment of up to 20% in below investment grade securities provided that the overall average portfolio 
quality remains “AA” or better. The below investment grade securities include, but are not limited to, 
medium-term notes, corporate debt, non-dollar and emerging market debt and asset backed securities. 
The cash investments should be in securities that either are of short maturities (not to exceed 180 days) 
or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio’s riskheturn profile, to modify the 
portfolio’s duration or to reduce transaction costs and must be used in conjunction with underlying 
physical assets in the portfolio. Derivative securities that involve speculation, leverage, interest rate 
anticipation, or any undue risk whatsoever are not deemed appropriate investments. 

The investment objective for the Postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1 .OO per share. The 
postretirement funds are invested in a prime cash money market fund that invests primarily in a portfolio 
of short-term, high-quality fixed income securities issued by banks, corporations and the U.S. 
government. 

Contributions. KU made a discretionary contribution to the pension plan of $13 million in January 
2007. In addition, contributions to other postretirement benefit plans of $5 million and $6 million were 
made in 2008 and 2007, respectively. The amount of future contributions to the pension plan will 
depend upon the actual return on plan assets and other factors, but the Company funds its pension 
obligations in a manner consistent with the Pension Protection Act of 2006. In 2009, KU anticipates 
making voluntary contributions to fund Voluntary Employee Beneficiary Association trusts to match the 
annual postretirement expense and funding the 40 1 (h) plan up to the maximum amount allowed by law. 

Pension Legislation. The Pension Protection Act of 2006 was enacted in August 2006. New rules 
regarding funding of defined benefit plans are generally effective for plan years beginning in 2008. 
Among other matters, this comprehensive legislation contains provisions applicable to defined benefit 
plans which generally (i) mandate full funding of current liabilities within seven years; (ii) increase tax- 
deduction levels regarding contributions; (iii) revise certain actuarial assumptions, such as mortality 
tables and discount rates; and (iv) raise federal insurance premiums and other fees for under-funded and 
distressed plans. The legislation also contains a number of provisions relating to defined-contribution 
plans and qualified and non-qualified executive pension plans and other matters. The Company has 
monitored developments regarding the Act and has made a number of elections to comply. 

Thrift Savings Plans. KU has a thrift savings plan under section 401(k) of the Internal Revenue Code. 
Under the plan, eligible employees may defer and contribute to the plan a portion of current compensation 
in order to provide future retirement benefits. KU makes contributions to the plan by matching a portion of 
the employee contributions. The costs of this matching were $3 million and $2 million for 2008 and 2007, 
respectively. 

KU also makes contributions to retirement income accounts within its thrift savings plans for certain 
employees not covered by its noncontributory defined benefit pension plans. These employees consist 
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mainly of those hired after December 31 , 2005. KU makes these contributions based on years of service 
and the employees’ wage and salary levels, and it makes them in addition to the matching contributions 
discussed above. The amounts contributed by KIJ under this arrangement equaled less than $1 million 
in 2008 and in 2007. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.’s direct parent, E.ON US 
Investments Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, 
calculates its separate income tax for each period. The resulting separate-return tax cost or benefit is 
paid to or received from the parent company or its designee. KU also files income tax returns in various 
state jurisdictions. While the federal statute of limitations related to 2005 and later years are open, 
Revenue Agent Reports for 2005-2007 have been received from the IRS, effectively closing these years 
to additional audit adjustments. Adjustments made by the IRS for the 2005-2006 tax years were 
recorded in the 2008 financial statements. The tax year 2007 return was examined under an IRS pilot 
program named “Compliance Assurance Process” (“CAP”). This program accelerates the IRS’s review 
to begin during the year applicable to the return and ends 90 days after the return is filed. KTJ had no 
adjustments for the 2007 filed federal income tax return. The tax year 2008 return is also being 
examined under the CAP program. 

KU adopted the provisions of FIN 48, Accounting for Uncertainty in Income Taxes, an Interpretation of 
SFAS No. 109, effective January 1,2007. At the date of adoption, KTJ had less than $1 million of 
unrecognized tax benefits, primarily related to federal income taxes. If recognized, the amount of 
unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of 
uncertain tax positions during 2008 and 2007 were less than $1 million. Possible amounts of uncertain 
tax positions for KI.7 that may decrease within the next 12 months total less than $1 million and are 
based on the expiration of the audit periods as defined in the statutes. 

Interest and penalties, if any, are recorded as operating expenses on the income statement and accrued 
expenses on the balance sheet. The amount KU recognized as interest expense and interest accrued 
related to unrecognized tax benefits was less than $1 million as of December 31,2008 and 2007. The 
interest accrued is based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. At the date of adoption, KU accrued less than $1 million in interest expense on 
uncertain tax positions. No penalties were accrued by KU upon adoption of FTN 48, or through 
December 3 1 , 2008. 

Components of income tax expense are shown in the table below: 

(in millions) 
Current - federal 

Deferred - federal - net 

Investment tax credit - deferred 
Amortization of investment tax credit 
Total income tax expense 

- state 

- state - net 

Current federal income tax expense increased and investment tax credit - deferred decreased primarily 
due to claiming $1 8 million less in investment tax credits in 2008. These investment tax credits are 
discussed further below. Current state income tax decreased due to coal credits claimed in 2008. 

47 



Deferred federal income tax decreased due to adjusting prior year estimates to actual based on the filed 
tax return. 

In June 2006, KU and LG&E filed ajoint application with the U.S. Department of Energy (“DOE”) 
requesting certification to be eligible for investment tax credits applicable to the construction of TC2. In 
November 2006, the DOE and the IRS announced that KU and LG&E were selected to receive the tax 
credit. A final IRS certification required to obtain the investment tax credit was received in August 
2007. In September 2007, KU received an Order from the Kentucky Commission approving the 
accounting of the investment tax credit. KU’s portion of the TC2 tax credit will be approximately $100 
million over the construction period and will be amortized to income over the life of the related property 
beginning when the facility is placed in service. Based on eligible construction expenditures incurred, 
KU recorded investment tax credits of $25 million and $43 million in 2008 and 2007, respectively, 
decreasing current federal income taxes. In addition, a full depreciation basis adjustment is required for 
the amount of the credit. The income tax expense impact of this adjustment will begin when the facility 
is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North 
Carolina against the DOE and IRS claiming the investment tax credit program was in violation of certain 
environmental laws and demanded relief, including suspension or termination of the program. In August 
2008, the plaintiffs submitted an amended complaint alleging additional claims for relief. In November 
2008, the Court dismissed the suit; however, the plaintiffs filed a motion for reconsideration. The 
Company is not currently a party to this proceeding and is not able to predict the ultimate outcome of 
this matter. 

Components of net deferred tax liabilities included in the balance sheets are shown below: 

(in millions) 2008 2007 
Deferred tax liabilities: 

Depreciation and other plant-related items $ 284 $ 292 
Regulatory assets and other 40 40 
Total deferred tax liabilities 324 332 

Deferred tax assets: 
Income taxes due to customers 
Pensions and related benefits 
Liabilities and other 
Total deferred tax assets 

Net deferred income tax liability 

Balance sheet classification 
Current assets 
Non-current liabilities 

Net deferred income tax liability 

6 9 
19 17 

23 22 
47 49 

-- 

$ 277 $ 283 

$ (3) (2) 
285 

r $ 277 $ 283 
-- 280 

KU expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 
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A reconciliation of differences between the statutory U.S. federal income tax rate and KU’s effective 
income tax rate follows: 

2008 
35.0 % 

2.6 
Statutory federal income tax rate 
State income taxes, net of federal benefit 
Reduction of income tax reserve 

Dividends received deduction related to EEI investment (4.2) 

(0.2) 
Qualified production activities deduction (1.1) 

Amortization of investment tax credits 
Other differences 
Effective income tax rate 

State income taxes, net of federal benefit decreased due to state coal credits received in 2008. KU’s 
effective income tax rate also decreased in 2008 as a result of increased dividends from its investment in 
EEI. 

Note 7 - Long-Term Debt 

As of December 3 1 , 2008 and 2007, long-term debt and the current portion of long-term debt consist 
primarily of pollution control bonds and long-term loans from affiliated companies as summarized 
below. 

Stated Principal 
(in millions) Interest Rates Maturities Amounts 
Outstanding at December 3 1 , 2008: 
Noncurrent portion Variable - 7.035% 2010-2037 $1,304 
Current portion Variable 2023-2034 $ 228 

Outstanding at December 3 1,2007: 
Noncurrent portion Variable - 6.33% 20 10-2037 $1,231 
Current portion Variable 2032 $ 33 

Long-term debt includes $228 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence 
of certain events. These bonds include Carroll County Series 2002 A and B, Muhlenberg County Series 
2002 A, Mercer County Series 2002 A, Mercer County 2000 Series A, Carroll County 2004 Series A, 
Carroll County 2006 Series B and Carroll County 2008 Series A. Maturity dates for these bonds range 
from 2023 to 2034. The average annualized interest rate for these bonds during 2008 and 2007 was 
1.75% and 3.72%, respectively. 

Pollution control series bonds are obligations of KU issued in connection with tax-exempt pollution 
control revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan 
agreement obligates KU to make debt service payments to the county that equate to the debt service due 
from the county on the related pollution control revenue bonds. Until a series of financing transactions 
was completed during February 2007, the county’s debt was also secured by an equal amount of KU’s 
first mortgage bonds that were pledged to the trustee for the pollution control revenue bonds that match 
the terms and conditions of the county’s debt, but require no payment of principal and interest unless the 
Company defaults on the loan agreement. Subsequent to February 2007, the loan agreement is an 
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unsecured obligation of KU. Proceeds from bond issuances for environmental equipment (primarily related 
to the installation of FGDs) were held in trust pending expenditure for qualifjmg assets. At December 3 1, 
2008, and 2007, KU had $9 million and $1 1 million, respectively, of bond proceeds in trust, included in 
restricted cash in the balance sheets. 

Several of the pollution control bonds are or were insured by monoline bond insurers whose ratings have 
been under pressure due to exposures relating to insurance of sub-prime mortgages. At December 3 1, 
2008, KU had an aggregate $35 1 million of outstanding pollution control indebtedness, of which $96 
million is in the form of insured auction rate securities wherein interest rates are reset every 35 days via 
an auction process. Beginning in late 2007, the interest rates on these insured bonds began to increase 
due to investor concerns about the creditworthiness of the bond insurers. In 2008, interest rates have 
continued to increase, and the Company has experienced “failed auctions” where there are insufficient 
bids for the bonds. When there is a failed auction, the interest rate is set pursuant to a formula stipulated 
in the indenture which can be as high as 15%. During 2008 and 2007, the average rate on the auction 
rate bonds was 4.50% and 3.96%, respectively. The instruments governing these auction rate bonds 
permit KU to convert the bonds to other interest rate modes, such as various short-term variable rates, 
long-term fixed rates or intermediate-term fixed rates that are reset infrequently. In 2008, the ratings of 
the following bonds were downgraded due to downgrades of the bond insurers or the termination of the 
bond insurance. 

($ in millions) 
Tax Exempt Bond Issues 

Mercer County 2000 Series A (1) 
Carroll County 2002 Series C 
Carroll County 2004 Series A (1) 
Carroll County 2005 Series A (2) 
Carroll County 2005 Series B (2) 
Carroll County 2006 Series A (2) 
Carroll County 2006 Series B (1) 
Carroll County 2006 Series C (2) 
Carroll County 2007 Series A 
Trimble County 2007 Series A 
Carroll County 2008 Series A (3) 

Bond Rating 
Moody’s S&P 

Principal 2008 - 2007 gMxJ 2007 

$ 13 
$ 96 
$ 50 
$ 13 
$ 13 
$ 17 
$ 54 
$ 17 
$ 18 
$ 9  
$ 78 

Aaa Aaa 
A2 Aaa 
Aaa AZ3 

Aaa 
Aaa 
Am 

Aaa Aaa 
Aaa 

A2 Aaa 
A2 Aaa 
Aaa - 

AA+ AAA 
A A M  

AA+ AAA 
A M  
AAA 

- AAA 
AA+ AAA 

AAA 
A AAA 
A AAA 

AA-t 

(1) Bonds restructured in December 2008, and enhanced by letter of credit. Bond insurance terminated 
upon restructuring. 
(2) Bonds defeased in October 2008. Proceeds combined with new bond allocation of $18 million to 
create new bond issue of $78 million without insurance enhancement. 
(3) Bond issued in October 2008, without insurance enhancement. Bond restructured in December 2008, 
and enhanced by letter of credit. 
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In February 2008, KU issued a notice to bondholders of its intention to convert the Carroll County 2007 
Series A bonds and the Trimble County 2007 Series A bonds fi-om the auction rate mode to a fixed 
interest rate mode, as permitted under the loan documents. These conversions were completed in April 
2008, and the new rates on the bonds are 5.75% and 6.00%, respectively. 

In March 2008, KU issued notices to bondholders of its intention to convert the Carroll County 2006 
Series C bonds and the Mercer County 2000 Series A bonds from the auction rate mode to a weekly 
interest rate mode, as permitted under the loan documents. The Carroll County conversion was 
completed in April 2008, and the Mercer County conversion was completed in May 2008. In connection 
with these conversions, KU purchased the bonds fi-om the remarketing agent. In October 2008, the 
Carroll County 2006 Series C bonds, along with the Carroll County 2005 Series A and B and Carroll 
County 2006 Series A bonds, were defeased. 

In June 2008, KU issued notices to bondholders of its intention to convert the Carroll County 2004 
Series A bonds from the auction rate mode to a weekly interest rate mode, as permitted under the loan 
documents. The conversion was completed in July 2008. In connection with the conversion, KU 
purchased the bands from the remarketing agent. 

In November 2008, KU issued notices to bondholders of its intention to convert the Carroll County 2006 
Series B and Carroll County 2008 Series A bonds from the auction rate mode to a weekly interest rate 
mode, as permitted under the loan documents. The conversion was completed in December 2008. In 
connection with the conversions, the bond insurance policy associated with the bonds was terminated 
and replaced with letters of credit. 

In December 2008, KU remarketed the Mercer County 2000 Series A and Carroll County 2004 Series A 
bonds. In connection with the conversions, the bond insurance policy associated with the bonds was 
terminated and replaced with letters of credit. 

As of December 3 1 , 2008, KU had no remaining repurchased bonds. KU refinanced and remarketed $63 
million and refinanced $17 million of pollution control bonds that had been previously repurchased by 
the Company. 

All of KU’s first mortgage bonds were released and terminated in February 2007. Only the tax-exempt 
pollution control revenue bonds issued by the counties remain. Under the provisions for certain of KU’s 
variable-rate pollution control bonds, the bonds are subject to tender for purchase at the option of the 
holder and to mandatory tender for purchase upon the occurrence of certain events, causing the bonds to 
be classified as current portion of long-term debt in the balance sheets. The average annualized interest 
rate for these bonds during 2008 and 2007 was 1.75% and 3.72%, respectively. 

Redemptions and maturities of long-term debt for 2008 and 2007 are summarized below: 

($ in millions) 
Year Description 
2008 Pollution control bonds 
2008 Pollution control bonds 
2008 Pollution control bonds 
2008 Pollution control bonds 
2007 Pollution control bonds 
2007 First mortgage bonds 

Principal 
Amount 

$ 13 Variable 
$ 13 Variable 
$ 17 Variable 
$ 17 Variable 
$ 54 Variable 
$ 54 7.92% 

Securedl 
Unsecured Maturity 

Secured 203 5 
Secured 2035 
Secured 2036 
Secured 2036 
Secured 2024 
Secured 2007 
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Issuances of long-term debt for 2008 and 2007 are summarized below: 

($ in millions) 
Year Description 
2008 Due to Fidelia 
2008 Pollution control bonds 
2008 Due to Fidelia 
2008 Due to Fidelia 
2008 Due to Fidelia 
2007 Pollution control bonds 
2007 Pollution control bonds 
2007 Pollution control bonds 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 

Principal 
Amount 
$ 75 
$ 78 
$ 50 
$ 50 
$ 75 
$ 54 
$ 18 
$ 9  
$ 53 
$ 75 
$ 50 
$ 100 
$ 70 
$ 100 

Rate 
7.035% 
Variable 
6.16% 

5.85% 
Variable 
Variable 
Variable 
5.69% 
5.86% 
5.98% 
5.96% 
5.71% 
5.45% 

5.645% 

S ecuredl 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 

Maturity 
201 8 
2032 
201 8 
201 8 
2023 
2034 
2026 
2037 
2022 
2037 
2017 
2028 
2019 
2014 

In October 2008, KU issued Carroll County 2008 Series A tax exempt bonds in the amount of $78 
million. The new bonds mature on February 1 , 2032, and bear interest at a variable rate. The new bonds 
refinance four existing bonds (Carroll County 2005 Series A and C - $13 million each and the Carroll 
County 2006 Series A and C - $17 million each), and includes $1 8 million of new fimding. The 
proceeds from the new funding will be held in escrow pending incurrence of qualifying expenditures. 

In December 2008, KU converted the interest rate mode of the Carroll County 2006 Series 33 to a 
weekly mode from an auction mode. The bonds along with the Carroll County 2004 Series A, the 
Mercer County 2000 Series A, and the Carroll County 2008 Series A, were issued with the enhancement 
of a letter of credit. The bonds have been reclassified as current portion of long-term debt because 
investors can put the bonds back to the Company on a weekly basis. 

In February 2007, KU completed a series of financial transactions impacting its periodic reporting 
requirements. The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new 
unsecured tax-exempt bond of the same amount maturing in 2034. The $53 million Series P bond was 
defeased and replaced with an intercompany loan totaling $53 million from Fidelia. In conjunction with 
the defeasance, the Company terminated the related interest rate swap. Fidelia also agreed to eliminate 
the second lien on its two secured loans. Pursuant to the terms of the remaining tax-exempt bonds, the 
first mortgage bonds were cancelled and the underlying lien on substantially all of KTJ's assets was 
released following the completion of these steps. KU no longer has any secured debt and is no longer 
subject to periodic reporting under the Securities Exchange Act of 1934. 
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Long-term debt maturities for KU are shown in the following table: 

(in millions) 
2009 $ -  
2010 33 
201 1 - 
2012 50 
2013 175 
Thereafter 1,274 (a) 
Total $1.532 

(a) Includes long-term debt of $228 million classified as current liabilities because these bonds are 
subject to tender for purchase at the option of the holder and to mandatory tender for purchase upon the 
occurrence of certain events. Maturity dates for these bonds range from 2023 to 2034. 

Note 8 - Notes Payable and Other Short-Term Obligations 

KU participates in an intercompany money pool agreement wherein E.ON U S .  and/or LG&E make 
funds available to KU at market-based rates (based on highly rated commercial paper issues) up to $400 
million. Details of the balances are as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
December 3 1,2008 $ 400 $ 16 $ 384 1.49% 
December 3 1 , 2007 $ 400 $ 23 $ 377 4.75% 

E.ON U.S. maintains revolving credit facilities totaling $3 13 million and $1 50 million at December 3 1, 
2008 and 2007, respectively, to ensure funding availability for the money pool. At December 3 1 , 2008, 
one facility, totaling $1 50 million, is with E.ON North America, Inc., while the remaining line, totaling 
$1 63 million, is with Fidelia; both are affiliated companies. The facility as of December 3 1,2007, was 
with E.ON North America, Inc. The balances are as follows: 

Total Amount Balance Average 
($ in millions) Available Outstanding Avai lab1 e - Interest Rate 
December 3 1,2008 $ 313 $ 299 $ 14 2.05% 
December 3 1 , 2007 $ 150 $ 62 $ 88 4.97% 

During June 2007, KU entered into a short-term bilateral line of credit totaling $35 million. During the 
third quarter of 2007, KU extended the maturity date on this facility to June 2012. There was no 
outstanding balance under this facility at December 31,2008. 

The covenants under this revolving line of credit include the following: 

0 

The debtltotal capitalization ratio must be less than 70% 
E.ON must own at least 66.667% o f  voting stock of KU directly or indirectly 
The corporate credit rating o f  the Company must be at or above BBB- and Baa3 as 
determined by S&P and Moody's 
A limitation on disposing of assets aggregating more than 15% of total assets as of December 
3 1 , 2006 

KU was in compliance with these covenants at December 3 1 , 2008. 
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In October 2008, KU closed on a new $78 million bilateral line of credit which has a 364 day maturity. 
This facility was terminated in December 2008 and replaced by four new letter of credit facilities to 
allow issuance of letters of credit totaling $198 million to support tax-exempt bonds totaling $195 
million. The reimbursement agreements are identical and contain the following covenants: 

0 

E.ON must own 75% of voting stock of KU directly or indirectly 
A limitation on disposing of assets aggregating more than 20% of total assets as of most 
recent quarter-end. 

At December 3 1 , 2008, KU had no remaining capacity for letters of credit under these facilities and was 
in compliance with these covenants. 

Note 9 - Commitments and Contingencies 

Operating Leases. KU leases office space, office equipment, plant equipment and vehicles and 
accounts for these leases as operating leases. In addition, KU reimburses LG&E for a portion of the 
lease expense paid by LG&E for KU’s usage of office space leased by LG&E. Total lease expense was 
$9 million and $6 million for 2008 and 2007, respectively. The future minimum annual lease payments 
for operating leases for years subsequent to December 3 1 , 2008, are shown in the following table: 

(in millions) 
2009 $ 9  
2010 5 
201 1 4 
2012 4 
201 3 3 
Thereafter 6 
Total $ 31 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU 
commenced a suit now removed to the U.S. District Court for the Western District of Kentucky, against 
KU concerning a long-term power supply contract (the “OMU Agreement”) with KU. The dispute 
involves interpretational differences regarding issues under the OMU Agreement, including various 
payments or charges between KU and OMU and rights concerning excess power, termination and 
emissions allowances. The complaint seeks in excess of $6 million in damages in connection with one of 
its claims for periods prior to 2004, plus damages in an unspecified amount for later-occurring periods 
on that claim and for other claims. OMU has additionally requested injunctive and other relief, including 
a declaration that KU is in material breach of the contract. KU has filed an answer in this proceeding 
denying the OMU claims and presenting counterclaims and amended such filing in January 2007, to 
include further counterclaims alleging additional damages. 

In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract in May 
2010, without cause, absent any earlier relief which may be permitted by the proceeding, pursuant to a 
July 2005 summary judgment ruling interpreting the contract termination provisions in OMU’s favor. 
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In September and October 2008, the court granted rulings on a number of summary judgment petitions 
in KU’s favor, including determinations that KU’s interpretation of facilities charge fund payments was 
accurate; that KTJ is the proportionate owner of NOx allowances allocated to the OMU plant by the 
government; that OMU’s claims disputing various back-up power charges should be dismissed and 
that’s KLJ’s counterclaim based on operations and maintenance practices should proceed to trial. The 
summaryjudgment rulings resulted in the dismissal of all of OMU’s remaining claims against KU. The 
trial on KU’s counterclaim occurred during October and November 2008. During February 2009, the 
court issued orders on the matters covered at trial, including (i) awarding KU an aggregate $9 million 
relating to the cost of NOx allowances charged by OMTJ to KU and the price of back-up power 
purchased by OMU from KU and (ii) denying KU’s claim for damages based upon sub-par operations 
and availability of the OMU units. Those rulings, as well as all of the court’s various prior rulings, 
including upholding early termination of the contract in spring 2010, remain subject to post-trial motions 
and appeal rights. 

Sale and Leaseback Transaction. KU is a participant in a sale and leaseback transaction involving its 
62% interest in two jointly owned CTs at KTJ’s E.W. Brown generating station (Units 6 and 7). 
Commencing in December 1999, KU and LG&E entered into a tax-efficient, 18-year lease of the CTs. 
KU and LG&E have provided funds to fully defease the lease, and have executed an irrevocable notice 
to exercise an early purchase option contained in the lease after 15.5 years. The financial statement 
treatment of this transaction is no different than if KU had retained its ownership. The leasing 
transaction was entered into following receipt of required state and federal regulatory approvals. 

In case of default under the lease, KU is obligated to pay to the lessor its share of certain fees or 
amounts. Primary events of default include loss or destruction of the CTs, failure to insure or maintain 
the CTs and unwinding of the transaction due to governmental actions. No events of default currently 
exist with respect to the lease. Upon any termination of the lease, whether by default or expiration of its 
term, title to the CTs reverts jointly to KU and L,G&E. 

At December 3 1,2008, the maximum aggregate amount of default fees or amounts was $9 million, of 
which KU would be responsible for 62% (approximately $6 million). KU has made arrangements with 
E.ON U.S., via guarantee and regulatory commitment, for E.ON U.S. to pay KU’s full portion of any 
default fees or amounts. 

Letter of Credit. KU has provided letters of credit totaling $1 98 million supporting bonds of $195 
million and a letter of credit totaling less than $1 million to support certain obligations related to 
workers’ compensation. 

Purchased Power. KTJ has purchased power arrangements with OMU and OVEC. Under the OMU 
agreement, which is presently expected to end in May 201 0, KU purchases all of the output of an 
approximately 400-Mw coal-fired generating station not required by OMU. The amount of purchased 
power available to KU during 2009-2010, which is expected to be approximately 5% of KU’s total Kwh 
native load energy requirements, is dependent upon a number of factors including the OMU units’ 
availability, maintenance schedules, file1 costs and OMU requirements. Payments are based on the total 
costs of the station allocated per terms of the OMU agreement. Included in the total costs is KU’s 
proportionate share of debt service requirements on $228 million o f  OMU bonds outstanding at 
December 3 1 , 2008. The debt service is allocated to KU based on its annual allocated share of capacity, 
which averaged approximately 41% in 2008. KU does not guarantee the OMU bonds, or any 
requirements therein, in the event of default by OMTJ. 

55 



KU has a contract for purchased power with OVEC, terminating in 2026, for various Mw capacities. KU 
has an investment of 2.5% ownership in OVEC’s common stock, which is accounted for on the cost 
method of accounting. KU’s share of OVEC’s output is 2.5%, approximately 55 Mw of generation 
capacity. Future obligations for power purchases are shown in the following table: 

(in millions) 
2009 $ 26 
2010 17 
201 1 10 
2012 10 
201 3 10 

155 Thereafter 
Total $ 228 

-___I 

Coal and Gas Purchase Obligations. KU has contracts to purchase coal and natural gas transportation, 
Future obligations are shown in the following table: 

(in millions) 
2009 $ 442 
2010 387 
201 1 363 
201 2 217 
2013 59 

Total $ 1,468 
Thereafter - (a) 

(a) Obligations after 201 3 are indexed to fbture market prices and will not be included above until prices 
are set using the contracted methodology. 

Construction Program. KIJ had $123 million of commitments in connection with its construction 
program at December 31 , 2008. 

In June 2006, KU and LGRLE entered into a construction contract regarding the TC2 project. The 
contract is generally in the form of a lump-sum, turnkey agreement for the design, engineering, 
procurement, construction, commissioning, testing and delivery of the project, according to designated 
specifications, terms and conditions. The contract price and its components are subject to a number of 
potential adjustments which may serve to increase or decrease the ultimate construction price paid or 
payable to the contractor. The contract also contains standard representations, covenants, indemnities, 
termination and other provisions for arrangements of this type, including termination for convenience or 
for cause rights. The parties have commenced certain negotiations relating to potential construction cost 
increases due to higher labor and per diem costs above an established baseline, and certain safety and 
compliance costs resulting from a change in law. KU’s share of additional costs from inception of the 
contract through the expected project completion in 201 0 may be approximately $25 million. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air 
permit issued for the TC2 baseload generating unit which was issued by the KDAQ in November 2005. 
The filing of the challenge did not stay the permit, so the Company was free to proceed with 
construction during the pendency of the action. In June 2007, the state hearing officer assigned to the 
matter recommended upholding the air permit with minor revisions. In September 2007, the Secretary of 
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the Kentucky Environmental and Public Protection Cabinet issued a final Order approving the hearing 
officer’s recommendation and upholding the permit. In September 2007, KU administratively applied 
for a permit revision to reflect minor design changes. In October 2007, the environmental groups 
submitted comments objecting to the draft permit revisions and, in part, attempting to reassert general 
objections to the generating unit. In January 2008, the KDAQ issued a final permit revision. The 
environmental groups did not appeal the final Order upholding the permit or file a petition challenging 
the permit revision by the applicable deadlines. However, in October 2007, the environmental groups 
filed a lawsuit in federal court seeking an order for the EPA to grant or deny their pending petition for 
the EPA to “veto” the state air permit and in April 2008, they filed a petition seeking veto of the permit 
revision. In September 2008, the EPA issued an Order denying nine of eleven claims alleged in one of 
the petitions, but finding deficiencies in two areas of the permit. The KDAQ revised the permit to 
address the issues identified in the EPA’s Order, although the Sierra Club subsequently submitted 
comments objecting to the revisions. Although the Company does not expect material changes in the 
permit as a result of the various petitions, the EPA has yet to rule or1 several additional claims. The 
Company is currently unable to determine the final outcome of this matter or the impact of an 
unfavorable determination upon the Company’s financial condition or results of operations. 

Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the 
passage of the Mine Improvement and New Emergency Response Act of 2006, which was signed into 
law in June 2006. At the state level, Kentucky and other states that supply coal to KU, have passed new 
mine safety legislation. These pieces of legislation require all underground coal mines to implement new 
safety measures and install new safety equipment. Under the terms of some of the coal contracts KU has 
in place, provisions are made to allow for price adjustments for compliance costs resulting from new or 
amended laws or regulations. KTJ has begun to receive information from the mines it contracts with 
regarding price adjustments related to these Compliance costs and has hired a consultant to review all 
supplier claims for validity and reasonableness. At this time KU has not been notified of claims by all 
mines and is reviewing those claims it has received. An adjustment will be made to the value of the coal 
inventory once the amount is determinable, however, the amount cannot be estimated at this time. The 
Company expects to recover-these costs through the FAC. 

Environmental Matters. KU’s operations are subject to a number of environmental laws and regulations 
in each of the jurisdictions in which it operates, governing, among other things, air emissions, wastewater 
discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contamination and employee health and safety. 

Clean A i r  Act Requirements. The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary 
sources of air emissions such as power plants. While the general regulatory framework for these 
programs is established at the federal level, most of the programs are implemented and administered by 
the states under the oversight of the EPA. The key Clean Air Act programs relevant to KU’s business 
operations are described below. 

Ambient A i r  Quality. The Clean Air Act requires the EPA to periodically review the available scientific 
data for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect 
the public health and welfare with an extra margin for safety. These concentration levels are known as 
NAAQS. Each state must identify “nonattainment areas” within its boundaries that fail to comply with 
the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails to 
develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the 
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stringency of the NAAQS through its periodic reviews, the attainment status of various areas may 
change, thereby triggering additional emission reduction obligations under revised S P s  aimed to 
achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional 
reductions in SO2 and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP 
Call” rule requiring reductions in NOx emissions of approximately 85% from 1990 levels in order to 
mitigate ozone transport from the midwestern U.S. to the northeastern U.S. To implement the new 
federal requirements, Kentucky amended its SIP in 2002 to require electric generating units to reduce 
their NOx emissions to 0.15 pounds weight per MMRtu on a companywide basis. In 2005, the EPA 
issued the CATR which required additional SO2 emission reductions of 70% and NOx emission 
reductions of 65% from 2003 levels. The CAIR provided for a two-phase cap and trade program, with 
initial reductions of NOx and SO2 emissions due by 2009 and 201 0, respectively, and final reductions 
due by 201 5.  In 2006, Kentucky proposed to amend its S P  to adopt state requirements similar to those 
under the federal CAR.  Depending on the level of action determined necessary to bring local 
nonattainment areas into compliance with the new ozone and fine particulate standards, KU’s power 
plants are potentially subject to additional reductions in SO2 and NOx emissions. In March 2008, the 
EPA issued a revised NAAQS for ozone, which contains a more stringent standard than that contained 
in the previous regulation. At present, KU is unable to determine what, if any, additional requirements 
may be imposed to achieve compliance with the new ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the C A E  and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new 
regulation, but leaving the CAlR in the interim. Depending upon the course of such matters, the C A R  
could be superseded by new or revised NOx or SO2 regulations with different or more stringent 
requirements and SIPs which incorporate CAIR requirements could be subject to revision. KU is also 
reviewing aspects of its compliance plan relating to the CAIR, including scheduled or contracted 
pollution control construction programs. Finally, as discussed below, the remand of the CAIR results in 
some uncertainty with respect to certain other EPA or state programs and proceedings and KU’s and 
LG&E’s compliance plans relating thereto, due to the interconnection of the C A R  and CAR-associated 
steps with such associated programs. At present, KU is not able to predict the outcomes of the legal and 
regulatory proceedings related to the C A R  and whether such outcomes could have a material effect on 
the Company’s financial or operational conditions. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to Congress 
identifying mercury emissions from coal-fired power plants as warranting further study. In 2005, the 
EPA issued the CAMR establishing mercury standards for new power plants and requiring all states to 
issue new SIPs including mercury requirements for existing power plants. The EPA issued a model rule 
which provides for a two-phase cap and trade program with initial reductions due by 2010 and final 
reductions due by 201 8. The CAMR provided for reductions of 70% from 2003 levels. The EPA closely 
integrated the CAMR and C A R  programs to ensure that the 201 0 mercury reduction targets would be 
achieved as a “co-benefit” of the controls installed for purposes of compliance with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has 
announced that it intends to promulgate a new rule to replace the CAMR. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new mercury reduction rules with different 
or more stringent requirements. Kentucky has also repealed its corresponding state mercury regulations. 
At present, KU is not able to predict the outcomes of the legal and regulatory proceedings related to the 
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CAMR and whether such outcomes could have a material effect on the Company’s financial or 
operational conditions. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade 
program to reduce SO2 emissions from power plants that were thought to contribute to “acid rain” 
conditions in the northeastern US .  The 1990 amendments also contained requirements for power plants 
to reduce NOx emissions through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress 
toward preventing future impairment and remedying any existing impairment of visibility in those areas. 
In 2005, the EPA issued its CAVR detailing how the Clean Air Act’s BART requirements will be 
applied to facilities, including power plants, built between 1962 and 1974 that emit certain levels of 
visibility impairing pollutants. Under the final rule, as the CAIR provided for more visibility 
improvement than BART, states are allowed to substitute CAIR requirements in their regional haze SIPs 
in lieu of controls that would otherwise be required by BART. The final rule has been challenged in the 
courts. Additionally, because the regional haze SIPs incorporate certain CAIR requirements, the remand 
of C A E  could potentially impact regional haze SIPs. See “Ambient Air Quality” above for a discussion 
of CAIR-related uncertainties. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized 
emissions on a company-wide basis and do not require installation of pollution controls on every 
generating unit. Under cap and trade programs, companies are free to focus their pollution control 
efforts on plants where such controls are particularly efficient and utilize the resulting emission 
allowances for smaller plants where such controls are not cost effective. KU met its Phase I SO2 
requirements primarily through installation of FGD equipment on Ghent Unit 1. KU’s strategy for its 
Phase I1 SO2 requirements, which commenced in 2000, includes the installation of additional FGD 
equipment, as well as using accumulated emission allowances and fuel switching to defer certain 
additional capital expenditures. In order to achieve the NOx emission reductions and associated 
obligations, KU installed additional NOx controls, including SCR technology, during the 2000 to 2008 
time period at a cost of $22 1 million. In 2001, the Kentucky Commission granted approval to recover 
the costs incurred by KU for these projects through the environmental surcharge mechanism. Such 
monthly recovery is subject to periodic review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital expenditures 
totaling approximately $720 million during the 2009 through 201 1 time period for pollution controls 
including FGD and SCR equipment, and additional operating and maintenance costs in operating such 
controls. In 2005, the Kentucky Commission granted approval to recover the costs incurred by the 
Company for these projects through the ECR mechanism. Such monthly recovery is subject to periodic 
review by the Kentucky Commission. KU believes its costs in reducing SO2, NOx and mercury 
emissions to be comparable to those of similarly situated utilities with like generation assets. KU’s 
compliance plans are subject to many factors including developments in the emission allowance and 
fuels markets, future legislative and regulatory enactments, legal proceedings and advances in clean air 
technology. KU will continue to monitor these developments to ensure that its environmental obligations 
are met in the most efficient and cost-effective manner. See “Ambient Air Quality,’ above for a 
discussion of CAIR-related uncertainties. 

Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, 
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obligating 37 industrialized countries to undertake substantial reductions in GHG emissions. The U.S. 
has not ratified the Kyoto Protocol and there are currently no mandatory GHG emission reduction 
requirements at the federal level. Legislation mandating GHG reductions has been introduced in the 
Congress, but no federal legislation has been enacted to date. In the absence of a program at the federal 
level, various states have adopted their own GHG emission reduction programs. Such programs have 
been adopted in various states including 1 1 northeastern 1J.S. states and the District of Columbia under 
the Regional GHG Initiative program and Califoniia. Substantial efforts to pass federal GHG legislation 
are on-going. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate 
GHG under the Clean Air Act. KU is monitoring on-going efforts to enact GHG reduction requirements 
at the state and federal level and is assessing potential impacts of such programs and strategies to 
mitigate those impacts. KU is also monitoring on-going regulatory proceedings including the EPA’s 
advanced notice of proposed rulemaking for regulation of GHGs under the existing authority of the 
Clean Air Act and proposed rules governing carbon sequestration. The new administration has 
announced its intention to exercise its existing authority under the Clean Air Act to achieve reductions in 
GHG emissions. KU is unable to predict whether mandatory GHG reduction requirements will 
ultimately be enacted. As a Company with significant coal-fired generating assets, KU could be 
substantially impacted by programs requiring mandatory reductions in GHG emissions, although the 
precise impact on the operations of KU, including the reduction targets and deadlines that would be 
applicable, cannot be determined prior to the enactment of such programs. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had 
violated certain provisions of the Clean Air Act’s new source review rules relating to work performed in 
1997, on a boiler and turbine at KU’s E.W. Brown generating station. In December 2006, the EPA 
issued a second NOV alleging the Company had exceeded heat input values in violation of the air permit 
for the unit. In March 2007, the Department of Justice filed a complaint in federal court in Kentucky 
alleging the same violations specified in the prior NOVs. The complaint sought civil penalties, including 
potential per-day fines, remedial measures and injunctive relief. In April 2007, KU filed an answer in 
the civil suit denying the allegations. In July 2007, the court entered a schedule providing for a July 
2009 date for trial. In December 2008, the Company reached a tentative settlement with the government 
resolving all outstanding claims. The proposed consent decree provides for payment of a $1 million 
civil penalty; funding of $3 million in environmental mitigation projects; surrender of 53,000 excess 
SO2 allowances; surrender of excess NOx allowances estimated at 650 allowances annually for eight 
years; installation of an FGD by December 3 1 , 2010; installation of an SCR by December 3 1,201 2; and 
compliance with specified emission limits and operational restrictions. In February 2009, the proposed 
consent decree was lodged with the Court. In March 2009, the Court issued a consent decree approving 
the settlement. 

Section I14 Requests. In August 2007, the EPA issued administrative information requests under 
Section 114 of the Clean Air Act requesting new source review-related data regarding certain projects 
undertaken at LG&E’s Mill Creek 4 and Trimble County 1 generating units and KU’s Ghent 2 
generating unit. KTJ and LG&E have cornplied with the information requests and are not able to predict 
further proceedings in this matter at this time. 

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act’s operating rules relating to opacity during June and July of 2007 at 
Units 1 and 3 of KTYs Ghent generating station. The parties have met on this matter and KU has 
received no further communications fi-om the EPA. KU is not able to estimate the outcome or potential 
effects of these matters, including whether substantial fines, penalties or remedial measures may result. 
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General Environmental Proceedings. From time to time, KU appears before the EPA, various state or 
local regulatory agencies and state and federal courts regarding matters involving compliance with 
applicable environmental laws and regulations. Such matters include remediation activities for elevated 
PCB levels at existing properties, liability under the Comprehensive Environmental Response, 
Compensation and Liability Act for cleanup at various off-site waste sites and claims regarding GHG 
emissions fiom KU’s generating stations. Rased on analysis to date, the resolution of these matters is not 
expected to have a material impact on the operations of KU. 

Note 10 -Jointly Owned Electric Utility Plant 

KU and LG&E have begun construction of TC2, a jointly owned unit at the Trimble County site. 
KU and LG&E own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the 
remaining 25% of TC2, IMEA owns a 12.12% undivided interest and IMPA owns a 12.88% 
undivided interest. Each company is responsible for its proportionate share of capital cost during 
construction, and fuel, operation and maintenance cost when TC2 begins operation, which is 
expected to occur in 2010. In June 2008, LG&E transferred assets related to TC2 with a net book 
value of $10 million to KU. 

TC2 
Total - LG&E KU IMPA IMEA 

Ownership interest 
Mw capacity 

(in millions) 
KU’s 60.75% ownership: 
cost 
Accumulated depreciation 
Net book value 

Construction work in progress 
(included in above) 

14.25% 60.75% 12.88% 12.12% 100% 
107 45 5 97 91 750 

$ 560 
- 

$ 560 - 
KU LG&E 
$550 $132 

LG&E’s 14.25% ownership: 
cost $ 136 

2 
Net book value S 134 
Accumulated depreciation -- 
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KU and L,G&E jointly own the following CTs and related equipment: 

($ in millions) KU LG&E Total 
($1 ($1 ($) 

($) Net ($) Net ($) Net 
Mw ($) Depre- Book Mw ($) Depre- Book Mw ($) Depre- Book 

Ownership Percentage Capacity Cost ciation Value Capacity Cost ciation Value Capacity Cost ciation Value 
KU 47%, LG&E 53% (a) 129 53 (12) 41 146 62 (15) 47 275 115 (27) 88 
KU 62%, LG&E 38% (b) 190 82 (14) 68 118 51 (8) 43 308 133 (22) 111 
KU 7 1 %, LG&E 29% (c) 228 80 (18) 62 92 32 (6) 26 320 112 (24) 88 
KU 63%, LG&E 37% (d) 404 137 (21) 116 236 79 (12) 67 640 216 (33) 183 
KU 71%, LG&E 29% (e) nla 9 (2) 7 nla 3 (1) 2 nla 12 (3) 9 

(a) Comprised of Paddy’s Run 13 and E.W. Brown 5.  In addition to the above jointly owned utility 
plant, there is an inlet air cooling system attributable to unit 5 and units 8-1 1 at the E.W. Brown 
facility. This inlet air cooling system is not jointly owned, however, it is used to increase production 
on the units to which it relates, resulting in an additional 88 Mw of capacity for KU. 

(b) Comprised of units 6 and 7 at the E.W. Brown facility. 
(c) Comprised of units 5 and 6 at the Trimble County facility. 
(d) Comprised of CT Substation 7-10 and units 7, 8 ,9  and 10 at the Trimble County facility. 
(e) Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 

Both KU’s and LG&E’s participating share of direct expenses of the jointly owned plants is included in 
the corresponding operating expenses on its respective income statement (e.g., fuel, maintenance of 
plant, other operating expense). 

Note 11 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. 
Transactions between KU and E.ON U.S. subsidiaries are eliminated upon consolidation of E.ON U.S. 
Transactions between KU and E.ON subsidiaries are eliminated upon consolidation of E.ON. These 
transactions are generally performed at cost and are in accordance with the FERC regulations under 
PUHCA 2005 and the applicable Kentucky Commission and Virginia Commission regulations. The 
significant related party transactions are disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail 
and wholesale customers. These sales and purchases are included in the statements of income as 
operating revenues and purchased power operating expense. KU intercompany electric revenues and 
purchased power expense for the years ended December 3 1, were as follows: 

(in millions) 2008 2007 

Purchased power from LG&E 109 93 
Electric operating revenues from LG&E $ 80 $ 46 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
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arrangements. Intercompany agreements do not require interest payments for receivables related to 
services provided when settled within 30 days. 

KU’s intercompany interest income and expense for the years ended December 3 1, were as follows: 

(in millions) 
Interest an money pool loans 
Interest on Fidelia loans 

2008 2007 
$ 2  $ 6  

56 35 

Other Intercompany Billings 

E.ON U.S. Services provides KU with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U S .  Services on behalf of KU, labor and 
burdens of E.ON 7J.S. Services employees performing services for KU, coal purchases and other 
vouchers paid by E.ON U.S. Services on behalf of KU. The cost of these services is directly charged to 
KU, or for general costs which cannot be directly attributed, charged based on predetermined allocation 
factors, including the following ratios: number of customers, total assets, revenues, number of 
employees and other statistical information. These costs are charged on an actual cost basis. 

In addition, KU and LG&E provide services to each other and to E.ON U.S. Services. Billings between 
KU and LG&E relate to labor and overheads associated with union employees performing work for the 
other utility, charges related to jointly-owned generating units and other miscellaneous charges. Billings 
from KU to E.ON U.S. Services include cash received by E.ON U.S. Services on behalf of KU, 
primarily tax settlements, and other payments made by K7J on behalf of other non-regulated businesses 
which are reimbursed through E.ON U.S. Services. 

Intercompany billings to and from K.U for the years ended December 31, were as follows: 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KTJ 
KU billings to E.ON U.S. Services 

2008 2007 
$227 $488 

75 6 
5 12 
3 26 

In June 2008, LG&E transferred assets related to TC2 with a net book value of $10 million to KU. 

In March, June, September and December 2008, KU received capital contributions from its common 
shareholder, E.ON U.S., in the amounts of $25 million, $50 million, $50 million and $20 million, 
respectively. 

In September and December 2007, KU received capital contributions from its shareholder, E.ON U.S. in 
the amount of $55 million and $20 million, respectively. 

Note 12 - Subsequent Events 

On January 13,2009, KU, the AG, KIUC and all other parties to the rate case filed a settlement 
agreement with the Kentucky Commission. Under the terms of the settlement agreement, KU’s base 
electric rates will decrease by $9 million annually. An Order approving the settlement was received on 
February 5,2009. The new rates were implemented effective February 6,2009. However, in connection 
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with the application and effective date of the new rates, the VDT surcredit and merger surcredit, 
respectively, terminated, which will amount in increased revenues of approximately $16 million 
annually. 

On January 27 and 28,2009, a significant winter ice storm passed through KU’s service territory 
causing approximately 199,000 customer outages, followed closely by a severe wind storm on February 
1 1,2009, causing approximately 44,000 customer outages. KU currently estimates costs incurred of $66 
million of expenses and $28 million of capital expenditures related to the restoration following the two 
storms. The Company expects to seek recovery of these costs from the Kentucky Commission. 

On February 19,2009, the court issued post-tnal orders in the litigation between KU and OMU, which 
orders awarded KU an aggregate $9 million related to disputed NOx allowance and back-up power 
pricing provisions, but denied a KU claim for damages relating to the availability of the OMU units. 
The orders are subject to certain appeal and other procedural rights prior to becoming final. 

On March 17,2009, the Court issued a consent decree approving the settlement in the Brown New 
Source Review litigation. 

On March 19,2009, the EPA issued an NOV alleging that KU violated certain provisions of the Clean 
Air Act’s rules governing new source review and prevention of significant deterioration by installing 
FGD and SCR controls at its Ghent generating station without assessing potential increased sulfuric acid 
mist emissions. KU contends that the work in question, as pollution control projects, was exempt from 
the requirements cited by the EPA. The Company is currently unable to determine the final outcome of 
this matter or the impact of an unfavorable determination upon the Company’s financial position or 
results of operations. 
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Report of Independent Auditors 

F'ricewatedmuseCoopers U P  
500 West Main Street 
Suite 1800 
Louisville KY 40202-4264 
Telephone (502) 589 6100 
Facsimile (502) 585 7875 

To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, 
retained earnings, and cash flows present fairly, in all material respects, the financial position of 
Kentucky Utilities Company at December 31, 2008 and 2007, and the results of its operations and its 
cash flows for the years then ended in conformity with accounting principles generally accepted in the 
United States of America. Also in our opinion, the Company maintained, in all material respects, 
effective internal control over financial reporting as of December 31,2008, based on criteria established 
in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO). The Company's management is responsible for these financial 
statements, for maintaining effective internal control over financial reporting and for its assertion of the 
effectiveness of internal control over financial reporting, included in "Controls and Procedures" 
appearing on page 18 of the 2008 Kentucky Utilities Company financial statements and additional 
information. Our responsibility is to express opinions on these financial statements and on the 
Company's internal control over financial reporting based on our audits (which was an integrated audit 
in 2008). We conducted our audits of the financial statements in accordance with auditing standards 
generally accepted in the United States of America and our audit of internal control over financial 
reporting in accordance with attestation standards established by the American Institute of Certified 
Public Accountants. Those standards require that we plan and perform the audits to obtain reasonable 
assurance about whether the financial statements are free of material misstatement and whether 
effective internal control over financial reporting was maintained in all material respects. Our audits of 
the financial statements included examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall finawial statement presentation. Our audit 
of internal control over financial reporting included obtaining an understanding of internal control over 
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the 
design and operating effectiveness of internal control based on the assessed risk. Our audits also 
included performing such other procedures as we considered necessary in the circumstances. We 
believe that our audits provide a reasonable basis for our opinions. 

A company's internal control over financial reporting is a process affected by those charged with 
governance, management, and other personnel, designed to provide reasonable assurance regarding 
the preparation of reliable financial statements in accordance with accounting principles generally 
accepted in the United States of America. A company's internal control over financial reporting includes 
those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide 
reasonable assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management 
and those charged with governance; and (iii) provide reasonable assurance regarding prevention, or 
timely detection and correction of unauthorized acquisition, use, or disposition of the company's assets 
that could have a material effect on the financial statements. 
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Because of its inherent limitations, internal control over financial reporting may not prevent, or detect 
and correct misstatements. Also, projections of any evaluation of effectiveness to future periods are 
subject to the risk that controls may become inadequate because of changes in conditions, or that the 
degree of compliance with the policies or procedures may deteriorate. 

I_Lp 
Louisville, Kentucky 
March 18,2009 
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Business 

GENERAL 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991 , is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU’s service area covers approximately 6,600 square miles. KU’s coal-fired electric generating 
stations produce most of KU’s electricity. The remainder is generated by a hydroelectric power plant and 
natural gas and oil heled CTs. In Virginia, KU operates under the name Old Dominion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, making KU an indirect wholly-owned 
subsidiary of E.ON. KU’s affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

OPERATIONS 

The sources of operating revenues and volumes of sales for the years ended December 3 1,2007 and 2006, were 
as follows: 

2007 
Revenues Volumes 
(millions) JOOOMwh) 

Residential $ 430 6,847 
Industrial & Commercial 597 1 1,047 
Municipals 90 2,058 
Other Retail 98 1,691 
Wholesale 58 1,582 
Total $1.273 23.225 

2006 
Revenues Volumes 
(millions) (OOOMwh) 
$ 380 6,3 13 

547 10,776 
85 1,978 
89 1,608 

109 2.473 
$1.210 23.148 

KU set a new record peak load of 4,344 Mw on August 9,2007, when the temperature reached 98 degrees 
Fahrenheit in Lexington. 
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KU’ s power generating system includes coal-fired units operated at its four steam generating stations. Natural 
gas and oil Fueled CTs supplement the system during peak or emergency periods. As of December 3 1 , 2007, 
KU owned and operated the following generating stations while maintaining a 12%-14% reserve margin: 

Summer Capability 
Rating (Mw) 

Steam Stations: 
Tyrone - Woodford County, KY 
Green River - Muhlenberg County, KY 
E.W. Brown - Mercer County, KY 
Ghent - Carroll County, KY 

Total Steam Stations 

71 
163 
697 

1,932 
2,863 

Dix Dam Hydroelectric Station - Mercer County, KY 24 

CT Generators (Peaking capability): 
E. W. Brown - Mercer County, KY * 
Haefling - Fayette County, KY 
Paddy’s Run - Jefferson County, KY * 
Trimble County - Trimble County, KY * 

Total CT Generators 
Total Capability Rating 

757 
36 
74 

632 
- 1,499 
4,386 

* Some of these units are jointly owned with LG&E. See Note 10 of Notes to 
Financial Statements for information regarding jointly owned units. 

At December 3 1 , 2007, KU’s transmission system included 1 1 1 substations (39 of which are shared with the 
distribution system) with a total capacity of approximately 17,223 MVA and approximately 4,030 miles of 
lines. The distribution system included 481 substations (39 of which are shared with the transmission system) 
with a total capacity of approximately 6,653 MVA, 14,082 miles of overhead lines and 2,046 miles of 
underground conduit. 

KU has a purchase power agreement with OMU, owns 20% of EEI’s common stock and owns 2.5% of OVEC’s 
common stock. Additional information regarding these relationships is provided in Notes 1 and 9 of Notes to 
Financial Statements. 

KIJ was formerly a member of the MISO, a non-profit independent transmission system operator that serves the 
electrical transmission needs of much of the Midwest. KU withdrew from the MISO effective September 1 , 
2006. KU now contracts with the Tennessee Valley Authority to act as its transmission reliability coordinator 
and Southwest Power Pool, Inc. to function as its independent transmission operator, pursuant to FERC 
requirements. See Note 2 of Notes to Financial Statements. 

RATES AND REGULATIONS 

EON, KU’s ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its utility 
subsidiaries, including KU, and certain of its non-utility subsidiaries are subject to extensive regulation by the 
FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of 
non-power goods and services. KU believes that it has adequate authority (including financing authority) under 
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existing FERC orders and regulations to conduct its business and will seek additional authorization when 
necessary. 

In February 2007, KU completed a series of financial transactions that allowed it to cease periodic reporting 
under the Securities Exchange Act of 1934. See Note 7 of Notes to Financial Statements. 

KU is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71 , Accountingfor the E’ects of Certain Types of Regulation. Given its 
competitive position in the marketplace and the status of regulation in Kentucky and Virginia, KU has no plans 
or intentions to discontinue its application of SFAS No. 71. 

For a further discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements. 

COAL SUPPLY 

Coal-fired generating units provided approximately 96% of KU’s net Kwh generation for 2007. The remaining 
net generation for 2007 was provided by natural gas and oil fueled CT peaking units and a hydroelectric plant. 
Coal is expected to be the predominant fuel used by KU in the foreseeable future, with natural gas and oil being 
used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. KU has no nuclear 
generating units and has no plans to build any in the foreseeable future. 

KU maintains its fuel inventory at levels estimated to be necessary to avoid operational disruptions at its coal- 
fired generating units. Reliability of coal deliveries can be affected from time to time by a number of factors 
including fluctuations in demand, coal mine production issues and other supplier or transporter operating 
difficulties. 

KIJ has entered into coal supply agreements with various suppliers for coal deliveries for 2008 and beyond and 
normally augments its coal supply agreements with spot market purchases. KIJ has a coal inventory policy 
which it believes provides adequate protection under most contingencies. 

KU expects to continue purchasing most of its coal, which has sulfur content in the 0.7% - 3.5% range, from 
western and eastern Kentucky, West Virginia, southern Indiana, southern Illinois and Ohio for the foreseeable 
future. With the installation of FGDs (SO2 removal systems), KU expects its use of higher sulfur coal to 
increase. Coal is delivered to KU generating stations by a mix of transportation modes, including barge, truck 
and rail. 

ENVIRONMENTAL MATTERS 

Protection of the environment is a major priority for KU. Federal, state and local regulatory agencies have 
issued KU permits for various activities subject to air quality, water quality and waste management laws and 
regulations. See Note 9 of Notes to Financial Statements for additional information. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in Kentucky. The nature or timing of the ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on KU , which may be 
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significant, cannot currently be predicted. Some states that have already deregulated have begun discussions 
that could lead to re-regulation. See Note 2 of Notes to Financial Statements for additional information. 

EMPLOYEES AND LABOR RELATIONS 

KU had 95 1 full-time regular employees at December 3 1,2007, 152 of which were operating, maintenance and 
construction employees represented by the IBEW Local 2 100 and the United Steelworkers of America (“TJS WA”) 
Local 9447-0 1. Effective August 1,2006, KU and its employees represented by the IBEW Local 2 100 entered 
into a new three-year collective bargaining agreement. The new agreement provides for negotiated increases or 
changes to wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was 
negotiated and agreed to in July 2007. KU and employees represented by the USWA Local 9447-01 entered 
into a three-year collective bargaining agreement in August 2005, with provisions for annual wage re-openers. 
Wage re-openers were negotiated in July 2006 and July 2007. 
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OFFICERS OF THE COMPANY 

- At December 3 1,2007: ** 

Name 

Victor A. Staffieri 

John R. McCall 

S. Bradford Rives 

Martyn Gallus * 
Chris Hermann 

Paula H. Pottinger 

Paul W. Thompson 

Wendy C. Welsh 

Michael S. Beer 

Lonnie E. Bellar 

Kent W. Blake 

D. Ralph Bowling 

Laura G. Douglas 

R. W. Chip Keeling 

John P. Malloy 

Dorothy E. O’Brien 

George R. Siemens 

P. Greg Thomas 

John N. Voyles, Jr. 

Daniel K. Arbough 

Valerie L. Scott 

52 

64 

49 

43 

60 

50 

50 

53 

49 

43 

41 

50 

58 

51 

46 

54 

58 

51 

53 

46 

51 

Position 

Chairman of the Board, President and Chief 
Executive Officer 
Executive Vice President, General Counsel, 
Corporate Secretary and Chief Compliance Officer 

Chief Financial Officer 

Senior Vice President - Energy Marketing 

Senior Vice President - Energy Delivery 

Senior Vice President - Human Resources 

Senior Vice President - Energy Services 

Senior Vice President - Information Technology 

Vice President - Federal Regulation and Policy 

Vice President - State Regulation and Rates 

Vice President - Corporate Planning and 
Development 
Vice President - Power Operations - WKE 

Vice President - Corporate Responsibility and 
Community Affairs 

Vice President - Communications 

Vice President - Energy Delivery - Retail Business 

Vice President and Deputy General Counsel - Legal 
and Environmental Affairs 

Vice President - External Affairs 

Vice President - Energy Delivery - Distribution 
Operations 

Vice President - Regulated Generation 

Treasurer 

Controller 

Effective Date of Election 
to 

~~ Present Position 

May 2001 

July 1994 

September 2003 

December 2000 

February 2003 

January 2006 

June 2000 

December 2000 

September 2004 

August 2007 

August 2007 

August 2002 

November 2007 

March 2002 

April 2007 

October 2007 

January 200 1 

April 2007 

June 2003 

December 2000 

January 2005 

Officers generally serve in the same capacities at KU and its affiliates, EON U.S. and LG&E. 
* Mr. Gallus is serving in a position with an international E.ON affiliate, effective January 2008. 
** David Sinclair, age 46, was promoted to Vice President - Energy Marketing in January 2008. 
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Risk Factors 

KU is subject to a number of risks, including without limitation, those listed below and elsewhere in this 
document. Such risks could affect actual results and cause results to differ materially from those expressed in 
any forward-looking statements made by KU. 

The rates that KU charges customers, as well as other aspects of the business, are subject to significant 
and complex governmental regulation. Federal and state entities regulate many aspects of utility operations, 
including financial and capital structure matters; siting and construction of facilities; rates, terms and conditions 
of service and operations; mandatory reliability and safety standards; accounting and cost allocation 
methodologies; tax matters; acquisition and disposal of utility assets and securities and other matters. Such 
regulations may subject KU to higher operating costs or increased capital expenditures and failure to comply 
could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, 
intervenors and other permitted parties may challenge KU’s rate request and ultimately reduce, alter or limit the 
rates KU seeks. 

Changes in transmission and wholesale power market structures, as well as KU’s exit from the MISO, 
could increase costs or reduce revenues. The resulting changes to transmission and wholesale power market 
structures and prices are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs or revenues. 

Transmission and interstate market activities of KU, as well as other aspects of the business, are subject 
to significant FERC regulation. KTYs business is subject to extensive regulation under the FERC covering 
matters including rates charged to transmission users and wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of 
new rules or situations of non-compliance, can affect the earnings, operations or other activities of KU. 

KU undertakes significant capital projects and is subject to unforeseen costs, delays or failures in such 
projects, as well as risk of full recovery of such costs. The completion of these facilities without delays or 
cost overruns is subject to risks in many areas, including approval and licensing; permitting; construction 
problems or delays; increases in commodity prices or labor rates; contractor performance; weather and 
geological issues and political, labor and regulatory developments. 

KU’s costs of compliance with environmental laws are significant and are subject to continuing changes. 
Extensive federal, state and local environmental regulations are applicable to KU’s air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance 
or alleged non-compliance cannot be predicted with certainty. Costs may take the form of increased capital or 
operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. 

KU’s operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or accidental disturbances, including terrorism or natural 
disasters. These weather or man-made factors can significantly affect KU’s finances or operations by changing 
demand levels; causing outages; damaging infrastructure or requiring significant repair costs; affecting capital 
markets or impacting future growth. 

KU is subject to risks regarding potential developments concerning global climate change matters. Such 
developments could include potential federal or state legislation or industry initiatives limiting GHG emissions; 
establishing costs or charges on GHG emissions or on fuels relating to such emissions; requiring GHG 
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remediation or sequestration; establishing renewable portfolio standards or generation fleet-diversification 
requirements to address GHG emissions; promoting energy efficiency and conservation or other measures. 
KIJ’s generation fleet is predominantly coal-fired and may be highly impacted by developments in this area. 

KU’s business is concentrated in the Midwest IJnited States, specifically Kentucky. Local and regional 
economic conditions, such as population growth, industrial growth or expansion and economic development, as 
well as the operational or financial performance of major industries or customers, can affect the demand for 
energy. 

KU is subject to operational risks relating to its generating plants, transmission facilities and distribution 
equipment. Operation of power plants, transmission and distribution facilities subjects KU to many risks, 
including the breakdown or failure of equipment; accidents; labor disputes; delivery/transportation problems; 
disruptions of fuel supply and performance below expected levels. 

KU could be negatively affected by rising interest rates, downgrades to company or  bond insurer credit 
ratings that could impact the Company’s bond credit ratings or  other negative developments in its ability 
to access capital markets. In the ordinary course of business, KU is reliant upon adequate long-term and short- 
term financing means to fund its significant capital expenditures, debt interest or maturities and operating needs. 
Increases in interest rates could result in increased costs to KU. 

KIJ is subject to commodity price risk, credit risk, counterparty risk and other risks associated with the 
energy business. General market or pricing developments or failures by counterparties to perform their 
obligations relating to energy, fuels, other commodities, goods, services or payments could result in potential 
increased costs to KU. 

KU is subject to risks associated with defined benefit retirement plans, health care plans, wages and other 
employee-related matters. Risks include adverse developments in legislation or regulation, future costs or 
funding levels, returns on investments, interest rates and actuarial matters, as well as, changing wage levels, 
whether related to collective bargaining agreements or employment market conditions, ability to attract and 
retain key personnel and changing costs of providing health care benefits. 
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Legal Proceedings 

Rates and Regulatory Matters 

For a discussion of current rates and regulatory matters, including base rate increase proceedings, merger 
surcredit proceedings, VDT proceedings, TC2 proceedings, Kentucky Commission, FERC and MIS0 
proceedings and other rates or regulatory matters affecting KU, see Notes 2 and 9 of Notes to Financial 
Statements. 

Environmental 

For a discussion of environmental matters including additional reductions in SOz, NOx and other emissions 
mandated by recent or potential regulations; items regarding notices of violations and other emissions 
proceedings; global warming or climate change matters and other environmental items affecting KU, see Note 9 
of Notes to Financial Statements. 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other governmental 
proceedings arise against KU. To the extent that damages are assessed in any of these lawsuits, KU believes that 
its insurance coverage is adequate. Management, after consultation with legal counsel, does not anticipate that 
liabilities arising out of currently pending or threatened lawsuits and claims will have a material adverse effect 
on KU’s financial position or results of operations. 
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Selected Financial Data 

(in millions) 

Operating revenues 

Net operating income 

Net income 

Total assets 

Long-term obligations 
(including amounts 
due within one year) 

- 2007 

$1.273 

3i-LXi8 

3i,-l!z 

$3.796 

$1.264 

Years Ended December 3 1 

2006 

$1,210 

L 2 3  

$i.-Lz 

$3.148 

LJkl2 

2 0 0 5 -  2004 2003 

$1.207 $ 995 $ 892 

$ 202 $ 228 $ 162 

$ ‘112 $ 134 $ 91 

$2.756 $2,610 $2.505 

Management’s Discussion and Analysis and Notes to Financial Statements should be read in 
conjunction with the above information. 
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Management's Discussion and Analysis 

The following discussion and analysis by management focuses on those factors that had a material effect on KU's 
financial results of operations and financial condition during 2007 and 2006 and should be read in connection with 
the financial statements and notes thereto. 

Forward Looking Statements 

Some of the following discussion may contain forward-looking statements that are subject to risks, uncertainties 
and assumptions. Such forward-looking statements are intended to be identified in this document by the words 
"anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual results 
may materially vary. Factors that could cause actual results to materially differ include: general economic 
conditions; business and competitive conditions in the energy industry; changes in federal or state legislation; 
unusual weather; actions by state or federal regulatory agencies; actions by credit rating agencies and other 
factors described from time to time in KU's reports, including as noted in the Risk Factors section of this report. 

RESULTS OF OPERATIONS 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2007 increased $1 5 million compared to 2006. The increase was primarily the result of increased 
retail sales volumes, increased ECR surcharge and decreased purchased power expense. Partially offsetting 
these items were decreased wholesale sales, higher interest expense, decreased MISO related revenue and 
decreased equity in earnings of EEI. 

Revenues 

Revenues in 2007 increased $63 million primarily due to: 

0 

Increased fuel costs ($57 million) billed to customers through the FAC due to increased fuel prices 
and sales volumes delivered 
Increased sales volumes delivered ($30 million) resulting from a 2% increase in heating degree days 
and a 46% increase in cooling degree days 
Increased ECR surcharge ($25 million) due to increased recoverable capital spending 
Increased transmission service revenues ($4 million) 

These increases were partially offset by: 
0 

0 

Lower wholesale sales ($37 million) due to decreased volumes and lower wholesale market pricing 
Lower MISO related revenue ($16 million) resulting from the exit from the MISO 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 
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Fuel for electric generation increased $37 million in 2007 primarily due to: 
0 Increased cost of fuel burned ($20 million) due to higher coal prices 

Increased generation ($17 million) due to higher demand 

Power purchased expense decreased $14 million in 2007 primarily due to: 

0 

Decreased volumes purchased ($19 million) due to increased internal generation 
Increased cost per Mwh of purchases ($5 million) due to higher fuel prices 

Other operation and maintenance expenses increased $1 million in 2007 primarily due to increased maintenance 
expenses ($12 million), partially offset by decreased other operation expenses ($1 1 million). 

Other maintenance expenses increased $12 million in 2007 primarily due to: 
Increased boiler maintenance expense ($7 million) 
Increased electric plant maintenance ($5 million) 
Increased vegetation management expense ($1 million) 
Decreased overhead conductor and devices maintenance ($1 million) 

0 

0 

Other operation expenses decreased $1 1 million in 2007 primarily due to: 
0 

0 

0 

Decreased MISO Day 1 and Day 2 expenses ($16 million) due to the exit from the MISO 
effective September 1,2006, and refunds from the MISO for certain charges 
Decreased VDT workforce reduction expense ($3 million) due to completion of VDT 
amortization in March 2006 
Increased MISO Day 1 expense ($3 million) due to credit received from the MISO for financial 
transmission rights in 2006 
Increased outside services expense ($3 million) 
Increased wholesale expense ($1 million) due to a recorded credit in April 2006 for a FERC 
ordered refund from the MISO for charges assessed in excess of the rates in the MISO 
transmission tariff 
Increased research and development expenses ($1 million) 0 

Equity earnings in EEI decreased $3 million in 2007 primarily due to decreased other electric earnings at EEI, 
resulting from decreased emission allowance sales in 2007 and increased purchased power expense. 

Other income - net increased $5 million in 2007 primarily due to increased other income ($7 million) relating to 
increased allowance for funds used during construction, gain on disposal of property and increased interest 
income from bond proceeds on deposit with a trustee, partially offset by increased other expenses ($2 million) 
relating to penalties. 

Interest expense increased $17 million in 2007, primarily due to increased interest expense to affiliated 
companies resulting from increased affiliate borrowings to fimd increased capital additions. 

CRITICAL ACCOUNTING POLICIESESTIMATES 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
estimates. The application of these policies necessarily involves judgments regarding future events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on varying assumptions, which may be appropriate to use. In addition, the 
financial and operating environment also may have a significant effect, not only on the operation of the business, 
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but on the results reported through the application of accounting measures used in preparing the financial 
statements and related disclosures, even if the nature of the accounting policies applied has not changed. Specific 
risks for these critical accounting policies are described in the Notes to Financial Statements. Each of these has a 
higher likelihood of resulting in materially different reported amounts under different conditions or using different 
assumptions. Events rarely develop exactly as forecasted and the best estimates routinely require adjustment, 

Critical accounting palicies and estimates including unbilled revenue, allowance for doubtful accounts, regulatory 
mechanisms, pension and postretirement benefits and income taxes are detailed in Notes 1 , 2,3, 5,6 and 9 of Notes 
to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting pronouncements affecting KU are detailed in Note 1 
of Notes ta Financial Statements. 

LIQIJIDITY AND CAPITAL RESOURCES 

KU uses net cash generated from its operations and external financing (including financing from affiliates) to 
fund construction of plant and equipment and the payment of dividends. KU believes that such sources of funds 
will be sufficient to meet the needs of its business in the foreseeable future. 

As of December 3 1,2007, KU is in a negative working capital position in part because of the classification of 
certain variable-rate pollution control bonds totaling $33 million that are subject to tender for purchase at the 
option of the holder as current portion of long-term debt. Credit facilities totaling $35 million are in place to 
fund such tenders, if necessary. KU has never needed to access these facilities. KU expects to cover any 
working capital deficiencies with cash flow from operations, money pool borrowings and borrowings from 
Fidelia . 

Operating Activities 

Cash provided by operations was $302 million and $223 million in 2007 and 2006, respectively. 

The 2007 increase of $79 million was primarily the result of increases in cash due to changes in: 
0 

0 

0 

0 

0 

0 

0 Other liabilities ($7 million) 
0 

0 FAC recovery ($3 million) 

Earnings, net of non-cash items ($55 million) 
Material and supplies ($33 million) due to lower coal inventories on hand at December 3 1 , 2007 
MISO exit fee ($20 million) due to the MISO exit being completed effective September 1,2006 
Accrued income taxes ($1 5 million) due to income tax accrued during 2007 being greater than estimated 
payments 
ECR recovery ($1 1 million) 
Prepayments and other current assets ($9 million) 
Other current liabilities ($8 million) 

Other regulatory assets ($4 million) 

These increases were partially offset by cash used for changes in: 
Pension and postretirement funding ($36 million) 

Property and other taxes payable ($14 million) 
Accounts receivable ($1 0 million) 

0 

0 Accounts payable ($26 million) 
0 

0 
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Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities increased $382 million in 2007 compared to 2006 primarily due to increased capital 
expenditures of $395 million, offset by decreased restricted cash of $13 million. Restricted cash represents the 
escrowed proceeds of the Pollution Control Bonds issued, which are disbursed as qualifying costs are incurred. 

Financing Activities 

Net cash inflows from financing activities were $422 million and $124 million in 2007 and 2006, respectively 
See Note 7 of Notes to Financial Statements for information of redemptions, maturities and issuances of long- 
term debt. 

Future Capital Requirements 

KU expects its capital expenditures for the three-year period ending December 3 1 , 201 0, to total approximately 
$1,465 million, consisting primarily of construction estimates for installation of FGDs on Ghent and Brown 
units totaling approximately $425 million, construction of TC2 totaling approximately $360 million, the Brown 
ash pond totaling approximately $40 million, a customer care system totaling approximately $25 million and 
on-going construction related to generation and distribution assets. See Note 9 of Notes to Financial Statements 
for additional information. 

KU’s construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of its service area and to comply with environmental regulations. These needs are continually 
being reassessed and appropriate revisions are made, when necessary, in Construction schedules. Future capital 
requirements may be affected in varying degrees by factors such as electric energy demand load growth, 
changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of 
competing electric power generators, changes in commodity prices and labor rates, changes in environmental 
regulations and other regulatory requirements. See Contractual Obligations further below and Note 9 of Notes 
to Financial Statements for current commitments. KU anticipates funding future capital requirements through 
operating cash flow, debt andor infusions of capital from its parent. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and the FERC 
authorize the issuance of short-term debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee Regulatory Authority authorize the issuance of long-term debt. In November 2007, KU received a 
two-year authorization from the FERC to borrow up to $400 million in short-term funds. KU also has 
authorization from the Virginia Commission that expires at the end of 2009 allowing short-term borrowing of 
up to $400 million. 

KU’s debt ratings as of December 3 1 , 2007, were: 
Moody’s s&p 

Pollution control revenue bonds A2 BBB+ 
Issuer rating A2 - 
Corporate credit rating - BRB+ 

These ratings reflect the views of Moody’s and S&P. A security rating is not a recommendation to buy, sell or 
hold securities and is subject to revision or withdrawal at any time by the rating agency. See Note 7 of Notes to 
Financial Statements for a discussion of recent downgrade actions related to the pollution control revenue 
bonds. 
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Contractual Obligations 

The following is provided to summarize contractual cash obligations for periods after December 3 1 , 2007. KU 
anticipates cash from operations and external financing will be sufficient to fund future obligations. Future 
interest obligations cannot be quantified because most of KU's debt is variable rate. See Statements of 
Capitalization. 

(in millions) 
Contractual Cash Obligations 

Short-term debt (a) 
Long-term debt 
Operating leases (c) 
Unconditional power 

Coal and gas purchase 
obligations (e) 
Retirement obligations (9 
Other obligations (g) 
Total contractual 

cash obligations 

purchase obligations (d) 

Pavments Due bv Period 

$ 23 $ -  $ -  $ -  $ -  $ -  $ 23 
33 50 1,181 (b) 1,264 

6 5 3 2 2 4 22 

2008 2009 - 2010 2011 2012 Thereafter Total 

23 25 16 8 9 143 224 

329 146 93 57 57 682 
23 24 23 23 23 124 240 

a 7  - 79 - ~ 3 92 6 - - 

u $229 $L24 w $141 $1.452 $2.847 

(a) Represents borrowings from affiliated company due within one year. 
(b) Includes long-term debt of $33 million classified as current liabilities because these bonds are subject to tender for 

purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events. These 
bonds mature in 2032. KU does not expect to pay these amounts in 2008. 

(c) Represents future operating lease payments. 
(d) Represents future minimum payments under OMU and OVEC power purchase agreements through 2010 and 2026, 

respectively. 
(e) Represents contracts to purchase coal and natural gas. 
(9 Represents currently projected cash flows for pension, postretirement and other post-employment benefit plans as 

calculated by the actuary. 
(8) Represents construction commitments, including commitments for TC2 and the FGDs. 

CONTROLS AND PROCEDURES 

The Company is responsible for establishing and maintaining adequate internal control over financial reporting. 
Internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles. A company's internal control over financial reporting includes 
those policies and procedures that pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable assurance that 
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only in 
accordance with authorizations of management and directors of the company; and provide reasonable assurance 
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets 
that could have a material effect on the financial statements. 
Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 

The Company has assessed the effectiveness of its internal control over financial reporting as of December 3 1 , 
2007. In making this assessment, the Company used the criteria set forth by the Committee of Sponsoring 
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Organizations of the Treadway Commission in Internal Control - Integrated Framework (“COSO”). The 
Company has concluded that, as of December 3 1,2007, the Company’s internal control over financial reporting 
was effective based on those criteria. 

KU is no longer subject to the internal control and other requirements of the Sarbanes-Oxley Act of 2002 and 
associated rules (the “Act”) and consequently has not issued Management’s Report on Internal Controls over 
Financial Reporting pursuant to Section 404 of the Act. 
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Kentucky Utilities Company 
Statements of Income 

(Millions of $) 

Years Ended December 3 1 
2007 2006 

OPERATING REVENUES: 
Total operating revenues (Note 1 1 )  ................................................... 

OPERATING EXPENSES: 
Fuel for electric generation ............................................................... 
Power purchased (Notes 9 and 1 1) .................................................... 
Other operation and maintenance expenses ...................................... 
Depreciation and amortization (Note 1)  ............................................ 

Total operating expenses ............................................................. 

Net operating income .............................................................................. 

Equity earnings in EEI (Note 1)  ............................................................. 
Other income - net ................................................................................ 
interest expense (Notes 7 and 8) ............................................................. 
Interest expense to affiliated companies (Note 1 1) ................................. 

Income before income taxes .................................................................. 

Federal and state income taxes (Note 6) ................................................. 

Net income .............................................................................................. 

$1. 273 $1.210 

46 1 424 
168 182 
255 254 

115 121 
1.005 975 

.. .. 

268 235 

244 226 

74 77 .. 

%167 $152 

The accompanying notes are an integral part of these financial statements . 

Statements of Retained Earnings 
(Millions of $) 

Years Ended December 3 1 
. 2007 2006 

Balance January 1 ................................................................................... 
Add net income ....................................................................................... 
Balance December 3 1 ............................................................................. 

$ 870 $718 
167 2 

$1.037 $sz(! 

The accompanying notes are an integral part of these financial statements . 

16 



Kentucky Utilities Company 
Statements of Comprehensive Income 

(Millions of $) 

Years Ended December 3 1 
2007 2006 

Net income ..................................................................................................................... 

Additional minimum pension liability adjustment, net of tax expense 
of $0 and $13 for 2007 and 2006, respectively (Note 5 )  .......................................... 

Other comprehensive income, net of tax (Note 12) ....................................................... 

Comprehensive income ................................................................................................. 

$167 $152 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 

(Millions of $) 

ASSETS: 
Current assets: 

Cash and cash equivalents (Note I )  ................................................................... 
Restricted cash (Note 1) ..................................................................................... 
Accounts receivable - less reserve of $2 in 2007 and 2006 (Note I )  ................. 
Accounts receivable from affiliated companies (Note 11) ................................. 

Fuel (predominantly coal) ............................................................................ 

Prepayments and other current assets ................................................................. 

Materials and supplies (Note 1): 

Other materials and supplies ......................................................................... 

Total current assets .................................................................................................. 

Other property and investments (Note I )  ................................................................. 

Utility plant. at original cost (Note 1) ...................................................................... 

Less: reserve for depreciation ........................................................................... 
Total utility plant, net ......................................................................................... 

Construction work in progress ........................................................................... 
Total utility plant and construction work in progress .............................................. 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits (Notes 1 and 2) .................................... 
Other ............................................................................................................. 

Cash surrender value of key man life insurance ................................................. 
Other assets ........................................................................................................ 

Total deferred debits and other assets ...................................................................... 

Total Assets ............................................................................................................. 

December 3 1 
2007 2006 

$ -  
1 1  

172 
I7 

42 
34 
12 

288 
.. 

29 

3. 868 

1.622 
2. 246 

1.07 1 
3.  317 

$ 6  
23 

123 
50 

64 
34 
18 

318 

25 

3. 681 

u 5 1  
2. 128 

487 
2. 615 

28 64 
86 83 
37 35 
1 1  8 

162 190 

$3.148 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Balance Sheets (continued) 

(Millions of %) 

December 3 1 

LIABILITIES AND EQUITY: 
Current liabilities: 

Current portion of long-term debt (Note 7) .............................................................. 
Notes payable to affiliated companies (Notes 8 and 1 1) .......................................... 
Accounts payable ..................................................................................................... 
Accounts payable to affiliated companies (Note 11) ............................................... 
Customer deposits .................................................................................................... 
Other current liabilities ............................................................................................ 

Total current liabilities ................................................................................................... 

Long-term debt: 
Long-term bonds (Note 7) ........................................................................................ 
Long-term notes to affiliated company (Note 7) ...................................................... 

Total long-term debt ...................................................................................................... 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) .......................................................... 
Accumulated provision for pensions and related benefits (Note 5) ......................... 
Investment tax credit (Note 6) ................................................................................. 
Asset retirement obligations ..................................................................................... 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ..................................................... 
Deferred income taxes ....................................................................................... 

Other regulatory liabilities ....................................................................................... 
Other liabilities ........................................................................................................ 

Total deferred credits and other liabilities ..................................................................... 

Commitments and contingencies (Note 9) 

COMMON EQUITY: 
Common stock. without par value . 

Additional paid-in-capital (Note 1 1) ....................................................................... 
Authorized 80.000. 000 shares. outstanding 37. 8 17. 878 shares ......................... 

Retained earnings .................................................................................................... 
Undistributed subsidiary earnings ........................................................................... 
Total retained earnings ............................................................................................ 
Total common equity .............................................................................................. 

Total Liabilities and Equity .......................................................................................... 

$ 33 
23 

160 
48 
20 
28 

~- 3 12 

300 
931 

285 
83 
55 
30 

310 
22 
10 
23 

818 

308 
90 

I .  016 
21 .- 

1,037 
1.435 

%3.796 

2006 

$ 141 
97 
83 
87 
19 
23 

450 

219 
483 
702 
.. 

289 
126 

13 
28 

297 
27 
6 

17 
803 
.. 

308 
15 

854 
16 

870 
. 1.193 

$3.148 

.. 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Millions of $) 

CASH FLOWS FROM OPERATMG ACTIVITIES: 
Net income ........................................................................................ 
Items not requiring cash currently: 

Depreciation and amortization ..................................................... 
Deferred income taxes-net ........................................................... 
investment tax credit-net ............................................................. 
Provision for pension and postretirement plans .......................... 
Other ............................................................................................ 

Accounts receivable ................................... , ................................. 
Materials and supplies ................................................................. 
Accounts payable ......................................................................... 
Accrued income taxes .................................................................. 
Property and other taxes payable ................................................. 
Prepayments and other current assets .......................................... 
Other current liabilities ................................................................ 

Pension and postretirement funding .................................................. 
MIS0 exit fee .................................................................................... 
Environmental cost recovery mechanism refundable ........................ 
Other ................................................................................................. 

Net cash provided by operating activities .................................... 

Construction expenditures ................................................................. 

Change in certain current assets and liabilities: 

CASH FLOWS FROM INVESTlNG ACTIVITIES: 

Change in restricted cash .................................................................. 
Net cash used for investing activities .......................................... 

Long-term borrowings from affiliated company ............................... 
Short-term borrowings from affiliated company ............................... 
Repayment of short-term borrowings from affiliated company ........ 
Retirement of first mortgage bonds ................................................... 
lssuance of pallution control bonds ................................................... 
Additional paid-in capital .................................................................. 

Net cash provided by financing activities .................................... 
Change in cash and cash equivalents ...................................................... 
Cash and cash equivalents at beginning of year ..................................... 
Cash and cash equivalents at end of year ................................................ 

CASH FLOWS FROM FINANCING ACTIVITIES: 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Income taxes ................................................................................ 
Interest on borrowed money ........................................................ 
Interest to affiliated companies on borrowed money ................... 

The accompanying notes are an integral part of these financial statements . 

Years Ended December 3 1 
. 2007 

$ 167 

$3 8 
16 
29 
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Kentucky Utilities Company 
Statements of Capitalization 

(Millions of $) 
December 3 1 
. 2007 2006 

LONG-TERM DEBT (Note 7): 
First mortgage bonds: 

Pollution control series: 
P due May 15. 2007. 7.92% (Note 3) ................................................................ 

10, due November 1, 2024, variable % ............................................................. 
Mercer Co . 2000 Series A, due May 1, 2023, variable % .................................. 
Carroll Co . 2002 Series A, due February 1, 2032, variable YO ........................... 
Carroll Co . 2002 Series B, due February 1, 2032, variable YO ........................... 

Mercer Co . 2002 Series A, due February 1, 2032, variable YO .......................... 
Carroll Co . 2002 Series C, due October 1, 2032, variable % ............................ 
Carroll Co . 2004 Series A, due October 1 , 2034, variable YO ............................ 

Muhlenberg Co . 2002 Series A, due February l., 2032, variable YO ................. 

Carroll Co . 2005 Series A, due June 1, 2035, variable O h  .................................. 
Carroll Co . 2005 Series B, due June 1, 2035, variable % .................................. 
Carroll Co . 2006 Series A, due June 1, 2036, variable YO .................................. 
Carroll Co . 2006 Series C, due June 1, 2036, variable YO .................................. 
Carroll Co . 2007 Series A, due February 1, 2026, variable % ........................... 
Carroll Co . 2006 Series B, due October 1, 2034, variable YO ............................ 
Trimble Co . 2007 Series A, due March 1,  2037, variable YO ............................. 

Due November 24, 2010, 4.24%, unsecured ..................................................... 

Due April 30, 2013, 4.55%, unsecured .............................................................. 
Due August 15, 20 13, 5.3 1 %, unsecured ........................................................... 

Notes payable to Fidelia: 

Due January 16, 2012, 4.39%, unsecured .......................................................... 

Due July 8, 201 5, 4.739’0, unsecured ................................................................ 
Due December 21, 201 5, 5.36%, unsecured ...................................................... 
Due October 25, 20 16, 5.675% unsecured ........................................................ 
Due June 23, 2036, 6.33%, unsecured ............................................................... 
Due December 19, 2014, 5.45% unsecured ....................................................... 
Due June 20, 2017, 5.98% unsecured ................................................................ 
Due October 25, 20 19, 5.7 1 % unsecured .......................................................... 
Due February 7, 2022, 5.69% unsecured ........................................................... 
Due September 14, 2028. 5.96% unsecured ...................................................... 
Due March 30, 2037, 5.86% unsecured ............................................................. 

Total long-term debt outstanding ............................................................................ 
Less current portion of long-term debt .................................................................... 
Long-term debt ........................................................................................................ 

COMMON EQUITY: 
Common stock. without par value . 

Authorized 80.000. 000 shares. outstanding 37. 8 17. 878 shares ......................... 
Additional paid-in-capital (Note 1 1)  ....................................................................... 

Retained earnings .................................................................................................... 
Undistributed subsidiary earnings ........................................................................... 
Total retained earnings ............................................................................................ 
Total common equity .............................................................................................. 

Total capitalization ....................................................................................................... 
The accompanying notes are an integral part of these financial statements . 

54 

13 
21 
2 
2 
8 

96 
50 
13 
13 
17 
17 
18 
54 
9 

33 
50 

100 
75 
50 
75 
50 
50 

100 
50 
70 
53 

100 
75 ... 

1.264 

33 

1.23 1 
.- 

54 
13 
21 

2 
2 
8 

96 
50 
13 
13 
17 
17 

33 
50 

100 
75 
50 
75 
50 
so 

. 

843 

141 

702 

308 308 
90 15 

1. 016 854 
21 16 

1.037 ..- 870 
1.435 1.193 

$2.666 $1.895 
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Kentucky IJtilities Company 
Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

KU, incorporated in Kentucky in 191 2 and in Virginia in 1991 , is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU’s coal-fired electric generating stations produce most of KU’ s electricity. The remainder is 
generated by a hydroelectric power plant and natural gas and oil fueled CTs. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., formerly known as LG&E Energy LL,C. E.ON U.S. is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, making KU an indirect wholly-owned 
subsidiary of E.ON. KU’s affiliate, LG&E, is a regulated pubIic utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to the 
2007 presentation with no impact on net assets, liabilities and capitalization or previously reported net income 
and cash flows. 

Regulatory Accounting. KIJ is subject to SFAS No. 71 , under which regulatory assets are created based on 
expected recovery from customers in future rates to defer costs that would otherwise be charged to expense. 
Likewise, regulatary liabilities are created based on expected return to customers in future rates to defer credits 
that would otherwise be reflected as income, or, in the case of costs of removal, are created to match long-term 
future obligations arising from the current use of assets. The accounting for regulatory assets and liabilities is 
based on specific ratemaking decisions or precedent for each item as prescribed by the FERC, the Kentucky 
Commission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for additional detail 
regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. KU considers all highly liquid investments with an original maturity of three months 
or less to be cash equivalents. 

Restricted Cash. Proceeds from bond issuances for environmental equipment (primarily related to the installation 
of FGDs) are held in trust pending expenditure for qualifying assets. 

Allowance for Doubtful Accounts. The allowance for doubtful accounts is based on the ratio of the amounts 
charged-off durihg the last twelve months to the retail revenues billed over the same period multiplied by the retail 
revenues billed over the last four months. Accounts with no payment activity are charged-off after four months, 
although collection efforts continue thereafter. 

Materials and Supplies. Fuel and other materials and supplies inventories are accounted for using the average-cost 
method. Emission allowances are included in other materials and supplies and are not currently traded by KU. At 
December 3 1 , 2007 and 2006, the emission allowances inventory was less than $1 million and approximately $2 
million, respectively. 
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Other Property and Investments. Other property and investments on the balance sheets consists of KU’s 
investment in EEI, economic development loans provided to various communities in KU’s service territory, KIJ’s 
investment in OVEC, funds related to KU’s long-term purchased power contract with OMU and non-utility plant. 

Although KU holds investment interests in OVEC and EEI, it is not the primary beneficiary, therefore, neither 
are consolidated into KU’s financial statements. KU and 11 other electric utilities are participating owners of 
OVEC, located in Piketon, Ohio. OVEC owns and operates two power plants that bum coal to generate 
electricity, Kyger Creek Station in Ohio and Clifty Creek Station in Indiana. Pursuant to current contractual 
arrangements, KU’s share of OVEC’s output is 2.5%, approximately 55 Mw of generation capacity. 

As of December 3 f ,2007 and 2006, KU’s investment in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. KTJ’s maximum exposure to loss as a result of its involvement with 
OVEC is limited to the value of its investment. In the event of the inability of OVEC to fulfill its power 
provision requirements, KU anticipates substituting such power supply with either owned generation or market 
purchases and believes it would generally recover associated incremental costs through regulatory rate 
mechanisms. See Note 9, Commitments and Contingencies, for further discussion of developments regarding 
KIJ’s ownership interests and power purchase rights. 

KU owns 20% of the common stock of EEI, which owns and operates a 1,162-Mw generating station in 
southern Illinois. Prior to 2006, KU was entitled to take 20% of the available capacity of the station under a 
pricing formula comparable to the cost of other power generated by KU. This contract governing the purchases 
from EEI terminated on December 3 1,2005, Since December 3 1,2005, EEI has sold power under general 
market-based pricing and terms. KU has not contracted with EEI for power under the new arrangements, but 
maintains its 20% ownership in the common stock of EEI. Replacement power for the EEI capacity has been 
largely provided by KU generation. 

KlJ’s investment in EEI is accounted for under the equity method of accounting and, as of December 3 1 , 2007 
and 2006, totaled $23 million and $18 million, respectively. KU’s direct exposure to loss as a result of its 
involvement with EEI is generally limited to the value of its investment. 

Utility Plant. KU’s utility plant is stated at original cost, which includes payroll-related costs such as taxes, fiinge 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for h d s  used during 
construction. 

The cost of plant retired or disposed of in the normal course of business is deducted from plant accounts and such 
cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 3.2% in 2007 and 3.1% in 2006 of 
average depreciable plant. Of the amount provided for depreciation at December 3 1 , 2007 and 2006, 
approximately 0.5% was related to the retirement, removal and disposal costs of long lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized using the straight line 
method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. Income taxes are accounted for under SFAS No. 109, Accounting for Income Taxes and FIN 48, 
Accounting for Uncertainty in Income Taxes, an Interpretation of SFAS No. 109. In accordance with these 
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statements, deferred tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their 
respective tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when the 
deferred tax assets and liabilities are expected to be settled or realized. Significant judgment is required in 
determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is 
uncertain. FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement 
recognition and measurement of a tax position taken or expected to be taken in a tax return. .1Jncertain tax 
positions are analyzed periodically and adjustments are made when events occur to warrant a change. See Note 
6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 

Investment Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for 
an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit related 
to TC2, for more details see Note 6, Income Taxes. Investment tax credits prior to 2006 resulted from provisions 
of the tax law that permitted a reduction of KU’s tax liability based on credits for construction expenditures. 
Deferred investment tax credits are being amortized to income over the estimated lives of the related property that 
gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. KU 
accrues an estimate for unbilled revenues from each meter reading date to the end of the accounting period based 
on allocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is based 
on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter reading 
cycles in each month. Each day’s ratio is then multiplied by each day’s system net deliveries to determine an 
estimated billed and unbilled volume for each day of the accounting period. The unbilled revenue estimates 
included in accounts receivable were $59 million and $42 million at December 3 1,2007 and 2006, respectively. 

Fuel Costs. The cost of fuel for generation is charged to expense as used. 

Management’s Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported assets and 
liabilities and disclosure of contingent items at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Accrued liabilities, including legal and environmental, are 
recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting KU: 

SFA.S No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on or 
after December 15,2008. The objective of this statement is to improve the relevance, comparability and 
transparency of financial information in a reporting entity’s consolidated financial statements. The Company 
expects the adoption of SFAS No. 160 to have no impact on its statements of operations, financial position and 
cash flows. 
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SFAS No. 159, 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial 
Liabilities - Including an Amendment of FASB Statement No. 115. SFAS No. 159 permits entities to choose to 
measure many financial instruments and certain other assets and liabilities at fair value on an instrument-by- 
instrument basis (the fair value option). Unrealized gains and losses on items for which the fair value option has 
been elected are to be recognized in earnings at each subsequent reporting date. SFAS No. 159 is effective for 
fiscal years beginning after November 15,2007. SFAS No. 159 was adopted effective January 1 , 2008 and had 
no impact on the statements of operations, financial position and cash flows. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which, except as described 
below, is effective for fiscal years beginning after November 15,2007. This statement defines fair value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fair value measurements. SFAS No. 157 does not expand the application of fair value 
accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157-2, EfSective 
Date of FASB Statement No. 157, which delays the effective date of SFAS No. 157 for all nonfinancial assets 
and liabilities, except those that are recognized or disclosed at fair value in the financial statements on a”  
recurring basis (at least annually), to fiscal years beginning after November 15,2008 and interim periods within 
those fiscal years. SFAS No. 157 was adopted effective January 1,2008, except as it applies to those 
nonfinancial assets and liabilities, and had no impact on the statements of operations, financial position and cash 
flows, however, the Company will provide additional disclosures relating to its financial derivatives, AROs and 
pension assets as required in 2008. 

FIN 48 

In July 2006, the FASB issued FIN 48 which clarifies the accounting for the uncertainty of income tax positions 
recognized in an enterprise’s financial statements in accordance with SFAS No. 109. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is “more likely than not” that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the “more likely than not” threshold. The 
tax position is measured as the amount of potential benefit that exceeds 50% likelihood of being realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006, and was adopted effective January 1 , 
2007. The impact of FIN 48 on the statements of operations, financial position and cash flows was not material. 

Note 2 - Rates and Regulatory Matters 

KU is subject to the jurisdiction of the Kentucky Cornmission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71. Given its competitive position in the marketplace and the status of 
regulation in Kentucky and Virginia, KU has no plans or intentions to discontinue its application of SFAS No. 
71. 
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Rate Case 

In December 2003, KU filed an application with the Kentucky Commission requesting an adjustment in KU’s 
rates. The revenue increase requested was $58 million. In June 2004, the Kentucky Commission issued an 
Order approving an increase in KU’s base rates of approximately $46 million (7%). The rate increase took 
effect on July 1,2004. 

Final proceedings took place during the first quarter of 2006 concerning the sole remaining open issue relating 
to state income tax rates used in calculating the granted rate increase. On March 3 1 , 2006, the Kentucky 
Commission issued an Order resolving this issue in KU’s favor consistent with the original rate increase order. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 3 1 : 

(in millions) 
ARO 
MISO exit 
FAC 
Unamortized loss on bonds 
ECR 
Other 

Subtotal 

- 2007 
$ 24 

20 
17 
10 
11 
4 

86 

- 2006 
$ 22 

20 
16 
10 
10 

5 
83 

-~ 

Pension and postretirement benefits 28 64 
Total regulatory assets $114 m 
Accumulated cost of removal of utility plant $310 $297 
Deferred income taxes - net 22 27 
Other 10 6 
Total regulatory liabilities $_342 EL22 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No return is earned on the pension and postretirement benefits 
regulatory asset which represents the changes in funded status of the plans. The Company will seek recovery of 
this asset in future proceedings with the Kentucky and Virginia Commissions. No retum is currently earned on 
the ARO asset. This regulatory asset will be offset against the associated regulatory liability, ARO asset and 
ARO liability at the time the underlying asset is retired. The MISO exit amount represents the costs relating to 
the withdrawal from MISO membership. KU will seek recovery of this asset in fhture proceedings with the 
Kentucky and Virginia Commissions. KU currently earns a rate of retum on the remaining regulatory assets. 
Other regulatory assets include VDT costs, the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs included in base rates that will be netted against costs of withdrawing 
from the MISO in the next rate case. 
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ARO. A summary of KIJ’s net ARO assets, regulatory assets, liabilities and cost of removal established under 
FIN 47, Accounting for Conditional Asset Retirement Obligations, an Interpretation of SFAS No. 143, and 
SFAS No. 143, Accounting for Asset Refiremenl Obligations, follows: 

ARO Net 
(in millions) Assets 
As of December 3 1 , 2005 $ 6  
ARO accretion - 
ARO depreciation A) 
As of December 3 1 , 2006 5 
ARO accretion - 
As of December 3 1 , 2007 $5 

- 

Regulatory 
Assets 

$20 
1 
1 

22 
2 

- 
- 
$24 

Regulatory Accumulated Cost of Removs 
-- Liabilities Cost of Removal Depreciation 

$ (2) $ 2  $ 1  

Pursuant to regulatory treatment prescribed under SFAS No. 7 1, an offsetting regulatory credit was recorded in 
depreciation and amortization in the income statement of $2 million in 2007 and 2006 for the ARO accretion 
and depreciation expense. KIJ AROs are primarily related to the final retirement of assets associated with 
generating units. For assets associated with AROs, the removal cost accrued through depreciation under 
regulatory accounting is established as a regulatory liability pursuant to regulatory treatment prescribed under 
SFAS No. 71. There were no FIN 47 net asset additions during 2007 or 2006. For the years ended December 31, 
2007 and 2006, KU recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed 
under SFAS No. 71. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which do 
not generally require restoration upon removal of the property. Therefore, under SFAS No. 143, no material 
asset retirement obligations are recorded for transmission and distribution assets. 

MISO Exit. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, KU 
withdrew from the MISO effective September 1 , 2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since July 2003. Since the exit from the MISO, KII has been 
operating under a FERC-approved open access-transmission tariff. KU now contracts with the Tennessee 
Valley Authority to act as its transmission Reliability Coordinator and Southwest Power Pool, Inc. to function 
as Independent Transmission Organization, pursuant to FERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, KIJ paid approximately $20 million to the MISO pursuant 
to an invoice regarding the exit fee and made related FERC compliance filings. The Company’s payment of this 
exit fee amount was with reservation of its rights to contest the amount, or components thereof, following a 
continuing review of its calculation and supporting documentation. In December 2006, KU provided notice to 
the MISO of its disagreement with the calculation of the exit fee. KU and the MISO have resolved their dispute 
regarding the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties’ recalculation of the exit 
fee, and the approved agreement provides KU with an immediate recovery of $1 million and will provide an 
estimated $3 million over the next eight years for credits realized from other payments the MISO will receive, 
plus interest. Orders of the Kentucky Commission approving the Company’s exit from the MISO have 
authorized the establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative 
charges, which may continue to be collected via base rates. The treatment of the regulatory asset and liability 
will be determined in KU’s next rate case, however, the Company historically has received approval to recover 
and refund regulatory assets and liabilities. 
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FAC. KU’s retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers’ accounts 
for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Refunds to customers occur if the actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. The amount of 
the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel 
adjustment charge or credit to the base charges. 

In January 2008, the Kentucky Commission initiated a routine examination of KU’s FAC for the six-month 
period May 1 , 2007 through October 3 1 , 2007. Data discovery is ongoing and a public hearing is scheduled in 
March 2008. 

In August 2007, the Kentucky Commission initiated a routine examination of KU’s FAC for the six-month 
period of November 1 2006 through April 30,2007. Data discovery has concluded and a public hearing was 
held in October 2007. The Kentucky Commission issued an Order in January 2008, approving the charges and 
credits billed through the FAC during the review period. 

In December 2006, the Kentucky Commission initiated its periodic two-year review of KU’s past operations of 
the fuel clause and transfer of fuel costs from the FAC to base rates for November 1 , 2004 through October 3 1 , 
2006. In March 2007, the KIUC challenged KU’s recovery of approximately $5 million in aggregate fuel costs 
KIJ incurred during a period prior to its exit from the MIS0 and requested the Kentucky Commission disallow 
this amount. A public hearing was held in May 2007. In October 2007, the Kentucky Cammission issued its 
Order approving the calculation and application of KU’s FAC charges and fuel procurement practices and 
indicated that KU was in compliance with the provisions of Administrative Regulation 807 KAR 55056. The 
Kentucky Commission further approved KU’s recommendation for the transfer of fuel cost fiom the FAC to 
base rates. In November 2007, the KIUC filed a petition for rehearing, claiming the Kentucky Commission 
misinterpreted the KIUC’s arguments in the proceeding. In the same month, the Kentucky Commission issued 
an Order denying the KIUC’s request for rehearing. An appeal was not filed by the KIUC. 

In July 2006, the Kentucky Commission initiated a six-month review of the FAC for KU for the period of 
November 1,2005 through April 30,2006. The Kentucky Commission issued an Order in November 2006, 
approving the charges and credits billed through the FAC during the review period. 

In January 2003, the Kentucky Commission reviewed KU’s FAC for the six-month period ended October 3 1 , 
2001, The Kentucky Commission ordered KU to reduce its fuel costs for purposes of calculating its FAC by 
less than $1 million. At issue was the purchase of approximately 102,000 tons of coal from Western Kentucky 
Energy Corp., a non-regulated affiliate, for use at KU’s Ghent facility. The Kentucky Commission further 
ordered that an independent audit be conducted to examine operational and management aspects of both KIJ’s 
and LG&E’s fuel procurement functions. The final report’s recommendations, issued in February 2004, related 
to documentation and process improvements. Management Audit Action Plans were agreed upon by KU and the 
Kentucky Commission Staff in the second quarter of 2004, and resulted in Audit Progress Reports being filed 
by KU with the Kentucky Commission. In February 2007, the Kentucky Commission staff indicated that KU 
fully complied with all audit recommendations and that no further reports are required. 
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KU also employs an FAC mechanism for Virginia customers that uses an average fuel cost factor based 
primarily on projected fuel costs. The fuel cost factor may be adjusted annually for over or under collections of 
fuel costs from the previous year. In February 2007, KU filed an application with the Virginia Commission 
seeking approval of an increase of approximately $4 million in its fuel cost factor to reflect higher fuel costs 
incurred and under-collected during 2006, and anticipated higher fuel costs to be incurred in 2007. The Virginia 
Commission approved KU’s request in April 2007. In February 2008, KU filed an application with the Virginia 
Commission seeking approval of a decrease of 0.599 centsKWh in its fuel cost factor applicable during the 
billing period April 2008 through March 2009. The decrease was requested because KU has fully recovered its 
under-recovered fuel expenses from the prior periods. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight line method, 
which approximates the effective interest method, over the life of either replacement debt (in the case of 
refinancing) or the original life of the extinguished debt. 

ECR. Kentucky law permits KU to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount 
of the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods ending 
October 3 1,2006 and April 30,2007, respectively, of KU’s environmental surcharge. Data discovery concluded 
in December 2007, and all parties to the case submitted requests with the Kentucky Commission to waive rights 
to a hearing on this matter. The case is submitted for decision and an order is anticipated in the second quarter 
of 2008. 

In June 2006, KU filed an application for a CCN to construct an SCR at the Ghent station and to amend its ECR 
plan with the Kentucky Commission seeking approval to recover investments in environmental upgrades at the 
Company’s generating facilities. The estimated capital cost of the upgrades for the years 2008 through 2010 is 
approximately $125 million, of which approximately $1 15 million is for the Air Quality Control System at TC2. 
A final Order was issued by the Kentucky Commission in December 2006, approving all expenditures and 
investments as submitted. In October 2007, KU met with the Kentucky Commission and other interested parties 
to discuss the status of the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that 
construction of the Ghent Unit 2 SCR was not going to commence before the CCN expired in December 2007, 
due to a change in the economics for the project. The CCN expired in December 2007, and KU has delayed 
construction of the Ghent Unit 2 SCR. 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews of KU’s environmental 
surcharge for six-month periods ending July 2003, January 2004, January 2005, July 2005 and January 2006 
and for the two-year period ending July 2004. A final Order was received in January 2007, approving the 
charges and credits billed through the ECR during the review period as well as approving billing adjustments, a 
roll-in to base rates, revisions to the monthly surcharge filing and the rate of return on capital. 

VDT. In December 200 1 , the Kentucky Commission issued an Order approving a settlement agreement 
allowing KU to set up a regulatory asset of $54 million for workforce reduction costs and begin amortizing it 
over a five-year period starting in April 200 1. Some employees rescinded their participation in the voluntary 
enhanced severance program which, along with the non-recurring charge of $7 million for FERC and Virginia 
jurisdictions, thereby decreased the charge to the regulatory asset from $64 million to $54 million. The Order 
reduced revenues by approximately $1 1 million through a surcredit on bills to ratepayers over the same five- 
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year period, reflecting a sharing (40% to the ratepayers and 60% to KU) of savings as stipulated by KLJ, net of 
amortization costs of the workforce reduction. The five-year VDT amortization period expired in March 2006. 

As part of the settlement agreement in the rate case, in September 2005, KU filed with the Kentucky 
Commission a plan for the future ratemaking treatment of the VDT surcredit and costs. In February 2006, the 
AG, KIUC and KU reached a settlement agreement on the future ratemaking treatment of the VDT surcredits 
and costs and subsequently submitted a joint motion to the Kentucky Commission to approve the unanimous 
settlement agreement. Under the terms of the settlement agreement, the VDT surcredit will continue at the 
current level until such time as KU files for a change in base rates. The Kentucky Commission issued an Order 
in March 2006, approving the settlement agreement. 

Merger Surcredit. As part of the LG&E Energy merger with KU Energy Corporation in 1998, KU estimated 
non-fuel savings over a ten-year period following the merger. Costs to achieve these savings were deferred and 
amortized over a five-year period pursuant to regulatory orders. In approving the merger, the Kentucky 
Commission adopted KU’s proposal to reduce its retail customers’ bills based on one-half of the estimated 
merger-related savings, net of deferred and amortized amounts, over a five-year period. The surcredit 
mechanism provides that 50% of the net non-fuel cost savings estimated to be achieved from the merger be 
provided to ratepayers through a monthly bill credit, and 50% be retained by KIJ over a five-year period. In that 
same order, the Kentucky Commission required KU, after the end of the five-year period, to present a plan for 
sharing with ratepayers the then-projected non-fuel savings associated with the merger. KU submitted this filing 
in January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated fifth-year 
gross level of non-fuel savings associated with the merger. In October 2003, the Kentucky Commission issued 
an Order approving a settlement agreement reached with the parties in the case. According to the Order, KU’s 
merger surcredit would remain in place for another five-year term beginning July 1,2003, the merger savings 
would continue to be shared 50% with ratepayers and 50% with shareholders and KU would file a plan for the 
merger surcredit six months before its expiration. 

In December 2007, KU submitted to the Kentucky Commission its plan to allow the merger surcredit to 
terminate as scheduled on June 30,2008. The Kentucky Commission has not issued a procedural schedule for 
this proceeding. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KU reclassified from 
maintenance expense to a regulatory asset, $4 million related to costs not reimbursed from the 2003 ice storm. 
These costs will be amortized through June 2009. KIJ earns a return of these amortized costs, which are 
included in..KIJ’s jurisdictional operating expenses. 

Pension and Postretirement Benefits. KU adopted SFAS No. 158, Employers ’ Accounting for Defined Benefit 
Pension and Other Postretirement Plans, in 2006. This statement requires employers to recognize the over- 
funded or under-fbnded status of a defined benefit pension and postretirement plan as an asset or liability in the 
balance sheet and to recognize through comprehensive income the changes in the funded status in the year in 
which the changes occur. Under SFAS No. 71 , KU can defer recoverable costs that would otherwise be charged 
to expense or equity by non-regulated entities. Current rate recovery in Kentucky and Virginia is based on 
SFAS No. 87, Employers ’ Accounting for Pensions, and SFAS No. 106, Employers ’ Accounting for  
Postretirement Benefits Other than Pensions, both of which were amended by SFAS No. 158. Regulators have 
been clear and consistent with their historical treatment of such rate recovery, therefore, KU has recorded a 
regulatory asset representing the probable recovery of the portion of the change in funded status of the pension 
and postretirement plans that is expected to be recovered. The regulatory asset will be adjusted annually as prior 
service cost and actuarial gains and losses are recognized in net periodic benefit cost. 
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Accumulated Cost of Removal of Utility Plant. As of December 3 1 , 2007 and 2006, KU has segregated the 
cost of removal, previously embedded in accumulated depreciation, of $3 10 million and $297 million, 
respectively, in accordance with FERC Order No. 63 1. This cost of removal component is for assets that do not 
have a legal ARO under SFAS No. 143. For reporting purposes in the balance sheets, KU has presented this 
cost of removal as a regulatory liability pursuant to SFAS No. 71. 

Deferred Income Taxes - Net. Deferred income taxes represent the future income tax effects of recognizing 
the regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently 
enacted tax rates for all material temporary differences between the financial reporting and income tax bases of 
assets and liabilities. 

DSM. KU’s rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. The provision 
allows KTJ to recover revenues from lost sales associated with the DSM programs based on program plan 
engineering estimates and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order approving 
enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million, an increase over the 
existing annual budget of approximately $10 million. Data discovery concluded in November 2007, and the 
Community Action Council (“CAC”) for Lexington-Fayette, Bourbon, Harrison and Nicholas counties and the 
Kentucky Association for Community Action (‘KACA”), filed a motion for hearing. In January 2008, the CAC 
and KACA filed a motion with the Kentucky Commission to withdraw the request because the parties reached a 
settlement. The Kentucky Cornmission is allowing the current tariffs to remain in effect until a final order is 
issued. 

Other Regulatory Matters 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave Virginia customers the ability to choose their electric supplier. Rates 
are capped at current levels through December 201 0. The Virginia Commission will continue to require each 
Virginia utility to make annual filings of either a base rate change or an Annual Informational Filing consisting 
of a set of standard financial schedules. The Virginia Commission Staff will issue a Staff Report regarding the 
individual utility’s financial performance during the historic 12-month period. The Staff Report can lead to an 
adjustment in rates, but through December 20 10, rates are subject to the capped rate period and essentially 
“frozen”. In April 2007, Virginia passed legislation terminating this competitive market and commencing re- 
regulation of utility rates in Virginia. The new act will end the cap on rates at the end of 2008, rather than 
through December 201 0, and end customer choice for most consumers in the applicable regions of the state. 
Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby utility rates would be 
reviewed every two years and a utility’s rate of return on equity shall not be set lower than the average of the 
rates of return for other regional utilities, with certain caps, floors or adjustments. The legislation was effective 
in July 2007, and also includes a 10% nonbinding goal for renewable power generation by 2022, as well as 
incentives for new generation, including renewables. Under the legislation, KU retains an existing exemption 
from customer choice and other restructuring activities as applicable to KU’s limited service territory in 
Virginia. However, subject to future developments, KU may or may not ufidertake such a rate proceeding in the 
first six months of 2009 based on calendar year 2008 financial data under the hybrid model of regulation, or 
make biennial rate filings with the Virginia Commission thereafter. 
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Regional Reliability Council. KU has changed its regional reliability council membership from the Reliability 
First Corporation to the SERC Reliability Corporation (“SERCY’), effective January 1 2007. Regional reliability 
councils are industry consortiums that promote, coordinate and ensure the reliability of the bulk electric supply 
systems in North America. 

TC2 CCN Application. A CCN application for construction of the new, base-load, coal fired unit TC2, which 
will be jointly owned by KU and LG&E, was approved by the Kentucky Commission in November 2005, and 
initial CCN applications for three transmission lines were approved in September 2005 and May 2006. In 
August 2006, KU obtained dismissal of a judicial review of such CCN approvals by certain property owners. In 
December 2007, the Kentucky Court of Appeals reversed and remanded the lower Court’s dismissal. Both 
parties have filed for reconsideration of elements of the appellate court’s ruling. The transmission lines are also 
subject to routine regulatory filings and the right-of-way acquisition process. See Note 9, Commitments and 
Contingencies, for further discussion regarding the TC2 air permit. 

Ghent FGD Inquiry. In October 2006, the Kentucky Commission commenced an inquiry into elements of 
KU’s planned construction of one of its three new FGDs at the Ghent generating station. The proceeding 
requested, and KLJ provided, additional information regarding configuration details, expenditures and the 
proposed construction sequence applicable to future construction phases of the Ghent FGD project. In January 
2007, the Kentucky Commission issued an Order completing its inquiry in the matter and confirming its 
approval of KU’s construction plan. The Order also provided general guidance for jurisdictional utilities 
regarding applicable information and data requirements for future CCN applications and subsequent 
proceedings. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU’s market-based rate proceeding 
accepting KU’s hrther proposal to address certain market power issues the FERC had claimed would arise 
upon an exit from the MISO. In particular, KU received permission to sell power at market-based rates at the 
interface of control areas in which it may be deemed to have market power, subject to a restriction that such 
power not be collusively re-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KU/LG&E and Big Rivers Electric Corporation control areas. In June 2007, 
the FERC issued Order No. 697 implementing certain reforms to market-based rate regulations, including 
restrictions similar to those previously in place for KU’s power sales at control area interfaces. As a condition 
of receiving and retaining market-based rate authority, KU must comply with applicable affiliate restrictions set 
forth in FERC’s regulation. 

FERC Audit Results. In July 2006, the FERC issued a final report under a routine audit that its Ofice of 
Enforcement (formerly its Office of Market Oversight and Investigations) had conducted regarding the 
compliance of E.ON U.S. and its subsidiaries, including KU, under the FERC’s standards of conduct and codes 
of conduct requirements, as well as other areas. The final report contained certain findings calling for 
improvements in E.ON U.S. and its subsidiaries’ structures, policies and procedures relating to transmission, 
generation dispatch, energy marketing and other practices. E.ON U.S. and its subsidiaries have agreed to certain 
corrective actions and have submitted procedures related to such corrective actions to the FERC. The corrective 
actions are in the nature of organizational and operational improvements as described above and are not 
expected to have a material adverse impact on the Company’s results of operations or financial condition. 

Mandatory Reliability Standards. As a result of EPAct 2005, certain formerly voluntary reliability standards 
became mandatory in June 2007, and authority was delegated to various regional reliability organizations 
(“RRO”) by the Electric Reliability Organization, which was authorized by the FERC to enforce compliance 
with such standards, including promulgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million per day as 
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well as non-monetary penalties, depending upon the circumstances of the violation. KU is a member of the 
SERC, which acts as KU’s RRO. The SERC is currently assessing KU’s compliance with certain existing 
mitigation plans resulting from a prior RRO’s audit of various reliability standards. While KU believes itself to 
be in substantial compliance with the mandatory reliability standards generally, KU cannot predict the outcome 
of the current SERC proceeding or of other analysis which may be conducted regarding compliance with 
particular reliability standards. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings 
with the Kentucky Commission. In April 2005, KU and LG&E filed their 2005 joint IRP with the Kentucky 
Commission. The IRP provides historical and projected demand, resource and financial data, and other 
operating performance and system information. The AG and the KIUC were granted intervention in the IRP 
proceeding. The Kentucky Commission issued its staff report with no substantive issues noted and closed the 
case by Order in February 2006. KU and LG&E will submit the next joint triennial filing in April 2008. 

PUHCA 2005. E.ON, KU’s ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation 
by the FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale 
sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and 
sales of utility properties, payments of dividends out of capital and surplus, financial matters and inter-system 
sales of non-power goods and services. KU believes that it has adequate authority (including financing 
authority) under existing FERC orders and regulations to conduct its business and will seek additional 
authorization when necessary. 

EPAet 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public TJtility Holding Company Act of 1935; enacting PUHCA 2005 and expanding FERC 
jurisdiction over public utility holding companies and related matters via the Federal Power Act and PUHCA 
2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the 
requirements of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering 
and demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority 
to conduct a formal investigation and issue a decision on whether or not it is appropriate to implement certain 
Section 1252, Smart Metering standards within eighteen months after the enactment of EPAct 2005 and to 
commence consideration of Section 1254, Interconnection standards within one year after the enactment of 
EPAct 2005. Following a public hearing with all Kentucky jurisdictional electric utilities, in December 2006, 
the Kentucky Commission issued an Order in this proceeding indicating that the EPAct 2005 Section 1252, 
Smart Metering and Section 1254, Interconnection standards should not be adopted. However, all five Kentucky 
Commission jurisdictional utilities are required to file real-time pricing pilot programs for their large 
commercial and industrial customers. KU developed a real-time pricing pilot for large industrial and 
commercial customers and filed the details of the plan with the Kentucky Commission in April 2007. Data 
discovery concluded in July 2007, and no parties to the case requested a hearing. In February 2008, the 
Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KU for 
implementation within approximately eight months. KU will notify the Kentucky Commission 10 days prior to 
the actual implementation date and will file annual reports on the program within 90 days of each plan year-end 
for the 3-year pilot period. 
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Green Energy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for Proposed 
Green Energy Riders. The AG and KIUC were granted full intervention. In May 2007, a Kentucky Commission 
Order was issued authorizing KU to establish Small and Large Green Energy Riders, allowing customers to 
contribute funds to be used for the purchase of renewable energy credits. 

Home Energy Assistance Program. In July 2007, KU filed an application with the Kentucky Commission for 
the establishment of a new Home Energy Assistance program. During September 2007, the Kentucky 
Commission approved KU’s new five-year program as filed, effective in October 2007. The program terminates 
in September 201 2, and is funded through a $0.10 per month meter charge. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission 
requesting a change in the depreciation rates as required by a previous Order. An adjustment to the depreciation 
rates is dependent on an order being received by the Kentucky Commission, the timing of which cannot 
currently be determined. 

Note 3 - Financial Instruments 

The cost and estimated fair values of KU’s non-trading financial instruments as of December 3 1 follow: 

2007 2006 
Canying Fair Canying Fair 

(in millions) Value Value Value Value 
Long-term debt (including 
current portion of $33 million) $333 $333 $360 $360 

Long-term debt from affiliate $93 1 $996 $483 $487 

All of the above valuations reflect prices quoted by exchanges except for the loans from affiliate which are fair 
valued using accepted valuation models. The fair values of cash and cash equivalents, accounts receivable, cash 
surrender value of key man life insurance, accounts payable and notes payable are substantially the same as their 
carrying values. 

Interest Rate Swaps (hedging derivatives). KU has used over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of its debt instruments. Pursuant to Company policy, use of these 
financial instruments has been intended to mitigate risk, earnings and cash flow volatility and was not 
speculative in nature. Management had designated all of the interest rate swaps as hedge instruments. Financial 
instruments designated as fair value hedges and the underlying hedged items are periodically marked to market 
with the resulting net gains and losses recorded directly into net income. Upon termination of any fair value 
hedge, the resulting gain or loss is recorded into net income. 

KU had no outstanding interest rate swap agreements at December 31,2007. KIJ was party to an interest rate 
swap agreement with a notional amount of $53 million as of December 3 1 , 2006. The interest rate swap was 
terminated in February 2007, when the underlying debt was defeased. Under this swap agreement, KIJ paid 
variable rates based on the London Interbank Offer Rate averaging 7.44% and received fixed rates averaging 
7.92% at December 3 1 , 2006. The swap agreement in effect at December 3 1 , 2006 had been designated as a fair 
value hedge. The fair value designation was assigned because the underlying fixed rate debt had a firm future 
commitment. For 2007 and 2006, the effect of marking these financial instruments and the underlying debt to 
market resulted in pre-tax gains of less than $1 million recorded in interest expense. 
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Interest rate swaps hedge interest rate risk on the underlying debt under SFAS No. 133, Accountingfor 
Derivative Instruments and Hedging Activities, as amended, in addition to swaps being marked to market, the 
item being hedged must also be marked to market. Consequently, at December 3 1 , 2006, KU’s debt reflects a 
mark-to-market adjustment of less than $1 million. 

Energy Risk Management Activities (non-hedging derivatives). KU conducts energy trading and risk 
management activities to maximize the value of power sales from physical assets it owns. Energy trading 
activities are principally forward financial transactions to hedge price risk and are accounted for on a mark-to- 
market basis in accordance with SFAS No. 133, as amended. 

The table below summarizes KU’s energy trading and risk management activities: 

(in millions) 2007 2006 
Fair value of contracts at beginning of period, net asset $ 1  $ 1  

inception during the period - - 
Unrealized gains and losses recognized at contract 

Realized gains and losses recognized during the period - 1 

Other unrealized gains and losses and changes in fair values 

Changes in fair values attributable to changes in valuation 
techniques and assumptions (1) (2) 

$- $1 
1 2 - 

Fair value of contracts at end of period, net asset 

No changes to valuation techniques for energy trading and risk management activities occurred during 2007 or 
2006. Changes in market pricing, interest rate and volatility assumptions were made during both years. All 
contracts outstanding at December 3 1 , 2007 and 2006, have a maturity of less than one year and are valued 
using prices actively quoted for proposed or executed transactions or quoted by brokers. 

KU maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 3 1 , 2007, 100% of the trading and risk management commitments 
were with counterparties rated BBB-/Baa3 equivalent or better. 

KU hedges the price volatility of its forecasted electric wholesale sales with the sales of market-traded electric 
forward contracts for periods of less than one year. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income in other income - net. No 
material pre-tax gains and losses resulted in 2007. Pre-tax gains of $1 million resulted in 2006. 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed 
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
customers or counterparties that have similar economic or industry characteristics that would cause their ability 
to meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KU’s customer receivables and revenues arise from deliveries of electricity to approximately 506,000 customers 
in over 600 communities and adjacent suburban and rural areas in 77 counties in central, southeastern and 
western Kentucky, to approximately 30,000 customers in five counties in southwestern Virginia and 5 
customers in Tennessee. For the years ended December 3 1,2007 and 2006, 100% of total revenue was derived 
from electric operations. 
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Effective August 1 , 2006, KU and its employees represented by the IBEW Local 21 00 entered into a new three- 
year collective bargaining agreement. The new agreement provides for negotiated increases or changes to 
wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was negotiated in July 
2007. KU and its employees represented by the USWA Local 9447-01 entered into a three-year collective 
bargaining agreement effective August 2005, with authorized annual wage re-openers. The employees 
represented by these two bargaining units comprise approximately 16% of KU’s workforce at December 3 1 , 
2007. Wage re-openers were negotiated in July 2006, and July 2007. 

Note 5 - Pension and Other Postretirement Benefit Plans 

KU has both funded and unfunded non-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees. The healthcare plans are contributory with 
participants’ contributions adjusted annually. KU uses December 3 1 as the measurement date for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the plans’ 
benefit obligations and fair value of assets over the two-year period ending December 3 1 , 2007, and a statement 
of the funded status as of December 3 1 for KU’s sponsored defined benefit plans: 

Other Postretirement 
(in millions) 

Change in benefit obligation 
Benefit obligation at beginning of year 

Service cost 
Interest cost 
Benefits paid, net of retiree contributions 
Actuarial gain and other 

Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 

Actual return on plan assets 
Employer contributions 
Benefits paid, net of retiree contributions 
Administrative expenses and other 

Fair value of plan assets at end of year 

Funded status at end of year 

Pension Benefits Benefits 
2007 2006 2007 2006 

$ 303 $ 318 $ 88 $ 95 
6 6 2 2 

17 17 5 5 
(19) (19) ( 5 )  ( 5 )  
(23) (19) (14) (9) 

$ 284 $ 303 $ 76 $ 88 

$ 253 $ 247 $ 1 2 $ 9  
17 26 1 
13 6 7 

(19) (19) ( 5 )  ( 5 )  

- 
- 

- 
$ 13 $ 12 

-0 
$ 264 $ 253 

$ (20) $ (50) $ (63) $ (76) 
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Amounts Recognized in Statement of Financial Position. The following tables provide the amounts 
recognized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 3 1 : 

Other Postretirement 
(in millions) Pension Benefits Benefits 

2007 2006 2007 2006 
Regulatory assets $ 37 $ 59 $ (9) $ 5 
Accrued benefit liability (non-current) (20) (50 )  (63) (76) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

(in millions) 

Benefit obligation 
Accumulated benefit obligation 
Fair value of plan assets 

Other Postretirement 
Pension Benefits Benefits 
2007 2006 2007 2006 

$ 284 $ 303 $ 76 $ 88 
243 258 - - 
264 253 13 12 

Components of Net Periodic Benefit Cost. The following table provides the components of net periodic 
benefit cost for the plans: 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
Amortization of actuarial loss 

Pension Benefits 
2007 2006 

Amortization of transitional obligation - - 
Benefit cost at end of year $ 5 $  8 

Other Postretirement 
Benefits 

2007 2006 

The assumptions used in the measurement of KU’s pension benefit obligation are shown in the following table: 

2007 2006 
Weighted-average assumptions as of December 3 1 : 
Discount rate 6.66% 5.96% 
Rate of compensation increase 5.25% 5.25% 

The discount rate is based on the November Mercer Pension Discount Yield Curve, adjusted by the basis point 
change in the Moody’s Corporate Aa Bond Rate in December. 
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The assumptions used in the measurement of KU’s net periodic benefit cost are shown in the following table: 

Discount rate 
Expected long-term return on plan assets 
Rate of compensation increase 

2006 
5.90% 5.50% 
8.25% 8.25% 
5.25% 5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected returns on risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for future returns 
of each asset class. The expected return for each asset class was then weighted based on the target asset 
allocation to develop the expected long-term rate of return on assets assumption for the portfolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

A 1% change in the assumed discount rate could have an approximate $30 million positive or 
negative impact to the 2007 accumulated benefit obligation and an approximate $40 million positive 
or negative impact to the 2007 projected benefit obligation. 
A 25 basis point change in the expected rate of return on assets would have an approximate $1 
million positive or negative impact on 2007 pension expense. 

0 

Assumed Healthcare Cost Trend Rates. For measurement purposes, a 9% annual increase in the per capita 
cost of covered healthcare benefits was assumed for 2007. The rate was assumed to decrease gradually to 5% by 
201 5 and remain at that level thereafter. 

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the healthcare plans. A 
1 % change in assumed healthcare cost trend rates would have resulted in an increase or decrease of less than $1 
million on the 2007 total of service and interest costs components and an increase or decrease of $4 million in 
year-end 2007 postretirement benefit obligations. 

Expected Future Benefit Payments and Medicare Subsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Pension 
(in millions) Plans 
2008 $18 
2009 18 
2010 17 
201 1 17 
2012 17 
2013-17 90 

Other 
Postretirement 

Benefits 
$ 6  

7 
7 
7 
7 
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* Plan Assets. The following table shows KU’s weighted-average asset allocation by asset category at December 
31: 

Pension Plans Target Range 2007 _.___ 2006 
Equity securities 45% - 75% 5 7% 61% 
Debt securities 30% - 50% 43% 3 9% 

0% Other 0% - 10% 0% 
Totals 100% - 100% 

-- 

The investment policy of the pension plans was developed in conjunction with financial consultants, investment 
advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund and maximize 
investment earnings. The return objective is to exceed the benchmark return for the policy index comprised of 
the following: Russell 3000 Index, MSCI-EAFE Index, Lehman Aggregate and Lehman U.S. Long 
GovernmentICredit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be invested in 
the securities of any one issuer with the exclusion of the U.S. government and its agencies. The equity portion 
of the fund is diversified among the market’s various subsections to diversify risk, maximize returns and avoid 
undue exposure to any single economic sector, industry group or individual security. The equity subsectors 
include, but are not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% 
in below investment grade securities provided that the overall average portfolio quality remains “AA” or better. 
The below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non- 
dollar and emerging market debt and asset backed securities. The cash investments should be in securities that 
either are of short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio’s riskheturn profile, to modify the portfolio’s 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1 .OO per share. The 
postretirement funds are invested in a prime cash money market f h d  that invests primarily in a portfolio of 
short-term, high-quality fixed income securities issued by banks, corporations and the U.S. government. 

Contributions. KU made a discretionary contribution to the pension plan of $13 million in January 2007. After 
this payment, KU’s pension plan assets are in excess of the December 3 1,2007 accumulated benefit obligation. 

In addition, KU made contributions to other postretirement benefit plans of $6 million and $7 million in 2007 
and 2006, respectively. In 2008, KU anticipates making voluntary contributions to fund the Voluntary 
Employee Beneficiary Association trusts to match the annual postretirement expense and funding the 401(h) 
plan up to the maximum amount allowed by law. 
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Pension Legislation. The Pension Protection Act of 2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Among other matters, this comprehensive legislation 
contains provisions applicable to defined benefit plans which generally (i) mandate 100% funding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance premiums and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans and qualified and non-qualified executive pension plans and other matters. 

Thrift Savings Plans. KU has a thrift savings plan under section 401(k) of the Internal Revenue Code. Under the 
plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to provide 
future retirement benefits. KLJ makes contributions to the plan by matching a portion of the employee contributions. 
The costs of this matching were $2 million for 2007 and 2006. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.’s direct parent, E.ON 1JS Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KW, will calculate its 
separate income tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or 
received from the parent company or its designee. KU also files income tax returns in various state jurisdictions. 
With few exceptions, KU is no longer subject to US .  federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005,2006 and 2007 are under 
audit by the IRS with the 2007 return being examined under an IRS pilot program named “Compliance 
Assurance Process”. This program accelerates the IRS’s review to the actual calendar year applicable to the 
return and ends 90 days after the return is filed. 

KU adopted the provisions of FIN 48 effective January 1 , 2007. At the date of adoption, KIJ had less than $1 
million of unrecognized tax benefits, primarily related to federal income taxes. If recognized, the less than $1 
million of unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of 
uncertain tax positions during 2007 were less than $1 million. 

Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of statutes during 2008. 

KIJ, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. Prior 
to the adoption of FIN 48, KU recorded interest and penalties for income taxes on the income statements in 
income tax expense and in the taxes accrued balance sheet account, net of tax. Upon adoption of FIN 48, 
interest is recorded as interest expense and penalties are recorded as operating expenses on the income 
statement and accrued expenses in the balance sheets, on a pre-tax basis. Interest of less than $1 million was 
accrued for 2007 and 2006 based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. No penalties were accrued by KIJ upon adoption of FIN 48 or through December 3 1 , 
2007. 
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Components of income tax expense are shown in the table below: 

(in millions) 
Current - federal 

- state 
Deferred - federal - net 

- state - net 
Investment tax credit - deferred 
Amortization of investment tax credit 
Total income tax expense 

Current federal income tax expense decreased and investment tax credit - deferred increased primarily 
due to the recording of investment tax credits of $43 million and $12 million at December 3 1,2007 and 
2006, respectively, as discussed below. 

In June 2006, KU and LG&E filed a joint application with the U.S. Department of Energy (“DOE”) 
requesting certification to be eligible for investment tax credits applicable to the construction of TC2. 
The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for an investment tax 
credit to promote the commercialization of advanced coal technologies that will generate electricity in 
an environmentally responsible manner. KU’s and LG&E’s application requested up to the maximum 
amount of “advanced coal project” credit allowed per taxpayer, or $125 million, based on an estimate of 
15% of projected qualifying TC2 expenditures. In November 2006, the DOE and the IRS announced 
that KU and LG&E were selected to receive the tax credit. A final IRS certification required to obtain 
the investment tax credit was received in August 2007. KU’s portion of the TC2 tax credit will be 
approximately $100 million over the construction period and will be amortized to income over the life of 
the related property beginning when the facility is placed in service. Based on eligible construction 
expenditures incurred, KU recorded investment tax credits of $43 million and $1 2 million in 2007 and 
2006, respectively, decreasing current federal income taxes. 

In September 2007, KU received Order 2007-00178 from the Kentucky Commission approving the accounting 
of the investment tax credit. In March 2008, certain groups filed suit in federal court in North Carolina against 
the DOE and IRS claiming the investment tax credit program was violative of certain environmental laws and 
demanded relief, including suspension or termination of the program. KU is not able to predict the ultimate 
outcome of this proceeding. 
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Components of net deferred tax liabilities included in the balance sheets are shown below: 

(in millions) - 2007 2006 

Regulatory assets and other - 40 2 
Total deferred tax liabilities - 332 328 

Deferred tax liabilities: 
Depreciation and other plant-related items $292 $29 1 

Deferred tax assets: 
Income taxes due to customers 
Pensions and related benefits 
Liabilities and other 
Total deferred tax assets 

Net deferred income tax liability 

Balance sheet classification 
Current assets 
Nan-current liabilities 

Net deferred income tax liability 

9 10 
17 11 
- 23 23 
- 49 44 

$283 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU’s effective income 
tax rate follows: 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Reduction of income tax accruals 
Qualified production deduction 
EEI dividend 
Amortization of investment tax credit 
Other differences 
Effective income tax rate 

2006 
3 5 .O% 

3.9 
(0.5) 
(0.4) 
(3.4) 
(0.5) 
(1.4) 
32.7% 

The EEI dividend for 2007 and 2006 reflects tax benefits associated with the receipt of dividends from KU’s 
investment in EEI. Subsequent to an EEI management decision regarding changes in the distribution of EEI’s 
previous earnings, KU elected to provide deferred taxes for all book and tax temporary differences in this 
investment. 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing 
at tax rates that differ from statutory rates and various other permanent differences. 

H. R. 4520, known as the “American Jobs Creation Act of 2004”, allows electric utilities to take a deduction for 
qualified production activities income starting in 2005. 

Kentucky House Bill 272, also known as “Kentucky’s Tax Modernization Plan”, was signed into law in March 
2005. This bill contains a number of changes in Kentucky’s tax system, including the reduction of the Corporate 
income tax rate from 8.25% to 7% effective January 1,2005, and a further reduction to 6% effective January 1, 
2007. As a result of the income tax rate changes, KU’s deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
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rates when the deferred tax liability originated. In December 2006, KU received approval from the Kentucky 
Commission to establish and amortize a regulatory liability of $1 1 million for these net excess deferred income 
tax balances. KU will amortize these depreciation-related excess deferred income tax balances under the 
average rate assumption method which matches the amortization of the excess deferred income taxes with the 
life of the timing differences to which they relate. Excess deferred income tax balances related to non- 
depreciation timing differences were expensed in 2006 due to their immaterial amount. There were no 
additional adjustments in 2007. 

KU expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

Note 7 - Long-Term Debt 

As of December 3 1 , 2007 and 2006, long-term debt and the current portion of long-term debt consist primarily 
of pollution control bonds and long-term loans from affiliated companies as summarized below. 

Stated Principal 
(in millions) Interest Rates Maturities Amounts 

Noncurrent portion Variable - 6.33% 2010-2037 $1,231 
Outstanding at December 3 1 , 2007: 

Current portion Variable 2032 $ 33 

Outstanding at December 3 1 , 2006: 
Noncurrent portion Variable - 6.33% 2010-2036 $ 702 
Current portion Variable -. 7.92% 2007-203 2 $ 141 

Pollution control series bonds are obligations of KU issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement 
obligates KU to make debt service payments to the county that equate to the debt service due from the county 
on the related pollution control revenue bonds. Until a series of financing transactions was completed during 
February 2007, the county’s debt was also secured by an equal amount of KU’s first mortgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the 
county’s debt, but require no payment of principal and interest unless KU defaults on the loan agreement. 
Proceeds fiom bond issuances for environmental equipment (primarily related to the installation of FGDs) are held 
in trust pending expenditure for qualifying assets. At December 3 1,2007, and 2006, KU had $1 1 million and $23 
million, respectively, of bond proceeds in trust, included in restricted cash in the balance sheets. 

Several of the K‘CJ pollution control bonds are insured by monoline bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At December 3 1 , 2007, KU had 
an aggregate $333 million of outstanding pollution control indebtedness, of which $300 million is in the form of 
insured auction rate securities wherein interest rates are reset either weekly or every 35 days via an auction 
process. Beginning in late 2007, the interest rates on these insured bonds began to increase due to investor 
concerns about the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced “failed auctions” when there are insufficient bids for the bonds. When there is a 
failed auction, the interest rate is set pursuant to a formula stipulated in the indenture which can be as high as 
15%. During 2007, the average rate on the auction rate bonds was 3.96%, whereas the average rate in January 
and February of 2008 was 4.72%. The instruments governing these auction rate bonds permit KU to convert the 
bonds to other interest rate modes, such as various short-term variable rates, long-term fixed rates or 
intermediate-term fixed rates that are reset infrequently. In the first quarter of 2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded from AAA to AA and subsequently to A by S&P and from Aaa 
to A2 by Moody’s, and the Carroll County 2006 Series C bonds were downgraded from Aaa to A2 by Moody’s 
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and from AAA to A- by S&P due to downgrades of the bond insurer. In February 2008, KU issued a notice to 
bondholders of its intention to convert the Carroll County 2007 Series A bonds and the Trimble County 2007 
Series A bonds from the auction rate mode to a fixed interest rate mode, as permitted under the loan documents. 
In March 2008, KU will issue notices to bondholders of its intention to convert the Carroll County 2006 Series 
C bonds and the Mercer County 2000 Series A bonds from the auction mode to a weekly interest rate mode, as 
permitted under the loan documents. KU expects to purchase such bonds and hold some or all such bonds until 
a later date, including potential further conversion, remarketings or refinancings. Uncertainty in markets relating 
to auction rate securities or steps KU has taken or may take to mitigate such uncertainty, such as additional 
conversions, subsequent restructurings or redemptions and refinancings, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity relating to 
existing or future pollution control financing structures. See Note 13, Subsequent Events. 

All of KU’s first mortgage bonds were released and terminated in February 2007. Only the tax-exempt pollution 
control revenue bonds issued by the counties remain. Under the provisions for certain of KU’s variable-rate 
pollution control bonds, the bonds are subject to tender for purchase at the option of the holder and to 
mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be classified as 
current portion of long-term debt in the balance sheets. The average annualized interest rate for these bonds 
during 2007 and 2006 was 3.72% and 3.56%, respectively. 

At December 3 1,2006, KU had an interest rate swap used to hedge KU’s underlying debt obligations. The swap 
hedged specific debt issuances and, consistent with management’s designation, was accorded hedge accounting 
treatment. The swap effectively converted the fixed rate obligation on KU’s first mortgage bond Series P to 
variable-rate. At December 3 1 , 2006, the remaining swap had a notional value of $53 million. The swap was 
terminated in February 2007, when the underlying bond was defeased. See Note 3, Financial Instruments. 

Redemptions and maturities of long-term debt for 2007 and 2006 are summarized below: 

($ in millions) Principal Secured/ 
Year Description Amount Unsecured Maturity 
2007 Pollution control bonds $ 54 Variable Secured 2024 
2007 First mortgage bonds $ 54 7.92% Secured 2007 
2006 First mortgage bonds $ 36 5 .%yo Secured 2006 
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Issuances of long-term debt for 2007 and 2006 are summarized below: 

($ in millions) 
Year Description 
2007 Pollution control bonds 
2007 Pollution control bonds 
2007 Pollution control bonds 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2006 Pollution control bonds 
2006 Pollution control bonds 
2006 Due to Fidelia 
2006 Due to Fidelia 

Principal 
Amount 

$ 54 
$ 18 
$ 9  
$ 53 
$ 75 
$ 50 
$100 
$ 70 
$100 
$ 17 
$ 17 
$ 50 
$ 50 

Variable 
Variable 
Variable 

5.69% 
5.86% 
5.98% 
5.96% 
5.71% 
5.45% 

Variable 
Variable 
5.675% 
6.33% 

Secured/ 
Unsecured 
Unsecured 
Unsecured 
lJnsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 

Maturity 
2034 
2026 
2037 
2022 
2037 
2017 
2028 
2019 
2014 
2036 
2036 
201 6 
2036 

In February 2007, KU completed a series of financial transactions impacting its periodic reporting requirements. 
The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax- 
exempt bond of the same amount maturing in 2034. The $53 million Series P bond was defeased and replaced 
with an intercompany loan totaling $53 million from Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the terms of the remaining tax-exempt bonds, the first mortgage bonds were cancelled and the 
underlying lien on substantially all of KU’s assets was released following the completion of these steps. KU no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

L,ong-term debt maturities for KIJ are shown in the following table: 

(in millions) 
2008 - 2009 $ -  
2010 33 
201 1 - 
2012 50 
Thereafter 1,181 (a) 
Total $1.264 

(a) Includes long-term debt of $33 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. These bonds mature in 2032. KU does not expect to pay these amounts in 2008. 
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Note 8 - Notes Payable and Other Short-Term Obligations 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds 
available to KU at market-based rates (based on an index of highly rated commercial paper issues) up to $400 
million. 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Avail ab1 e Interest Rate 
December 3 1,2007 $400 $23 $377 4.75% 
December 3 1,2006 $400 $97 $303 5.25% 

As of December 3 1,2007 and 2006, E.ON U.S. maintained a revolving credit facility totaling $1 50 million and 
$200 million, respectively, with an affiliated company, E.ON North America, Inc., to ensure funding 
availability for the money pool. The balance is as follows: 

($ in millions) 
December 3 1,2007 
December 3 1,2006 

Total Amount Balance Average 
Available Outstanding Available Interest Rate 

$1 50 $ 62 $88 4.97% 
$200 $102 $98 5 .49% 

During June 2007, KU entered into a short-term bilateral line of credit totaling $35 million. During the third 
quarter of 2007, KU extended the maturity date on this facility to June 2012. There was no outstanding balance 
under this facility at December 3 1, 2007. 

The covenants under this revolving line of credit include: 
0 

0 

0 

0 

The debdtotal capitalization ratio must be less than 70% 
E.ON must own at least 66.667% of voting stock of KU directly or indirectly 
The corporate credit rating of the Company must be at or above BBB- and Baa3 as determined by 
S&P and Moody’s 
A limitation on disposing of assets aggregating more than 15% of total assets as of December 3 1, 
2006 

Note 9 - Commitments and Contingencies 

Operating Leases. KU leases office space, office equipment and vehicles and accounts for these leases as 
operating leases. In addition, KIJ reimburses LG&E for a portion of the lease expense paid by LG&E for KU’s 
usage of office space leased by LG&E. Total lease expense was $6 million for 2007 and 2006. The future 
minimum annual lease payments for operating leases for years subsequent to December 3 1,2007, are shown in the 
following table: 

(in millions) 
2008 
2009 
201 0 
201 1 
2012 
Thereafter 
Total 

$ 6  
5 
3 
2 
2 
4 - 

$22 
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Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMIJ commenced a suit 
now removed to the U.S. District Court for the Western District of Kentucky, against KU concerning a long- 
term power supply contract (the “OMU Agreement”) with KU. The dispute involves interpretational differences 
regarding issues under the OMU Agreement, including various payments or charges between KIJ and OMU and 
rights concerning excess power, termination and emissions allowances. The complaint seeks in excess of $6 
million in damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has additionally 
requested injunctive and other relief, including a declaration that KfJ is in material breach of the contract. KU 
has filed an answer in that court denying the OMU claims and presenting counterclaims and amended such 
filing in January 2007, to include further counterclaims alleging additional damages. During 2005, the FERC 
declined KU’s application to exercise exclusive jurisdiction on matters. In July 2005, the district court resolved 
a summary judgment motion made by KU in OMU’s favor, ruling that a contractual provision grants OMU the 
ability to terminate the contract without cause upon four years’ prior notice, for which ruling KU retains certain 
rights to appeal. A motion to reconsider that ruling is presently pending before the Court. The parties are 
continuing various discovery proceedings, as well as settlement negotiations. A trial date has been set for 
October 2008. In May 2006, OMIJ issued a notification of its intent to terminate the OMU agreement contract 
in May 201 0, without cause, absent any earlier relief which may be permitted by the proceeding. The Company 
is currently unable to determine the final outcome of this matter. 

Sale and Leaseback Transaction. KU is a participant in a sale and leaseback transaction involving its 62% 
interest in two jointly owned CTs at KU’s E.W. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and LG&E entered into a tax-efficient, 18-year lease of the CTs. KU and LG&E have 
provided funds to fully defease the lease, and have executed an irrevocable notice to exercise an early purchase 
option contained in the lease after 15.5 years. The financial statement treatment of this transaction is no 
different than if KU had retained its ownership. The leasing transaction was entered into following receipt of 
required state and federal regulatory approvals. 

In case of default under the lease, KU is obligated to pay to the lessor its share of certain fees or amounts. 
Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to 
the lease. Upon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts 
jointly to KU and LG&E. ‘ 

At December 3 1,2007, the maximum aggregate amount of default fees or amounts was $10 million, of which 
KU would be responsible for 62% (approximately $6 million). KU has made arrangements with E.ON U.S., via 
guarantee and regulatory commitment, for E.ON IJ.S. to pay KU’s full portion of any default fees or amounts. 

Letter of Credit. KU has provided a letter of credit totaling less than $1 million to support certain obligations 
related to workers’ compensation. 

Purchased Power. KU has purchased power arrangements with OMU and OVEC. Under the OMU agreement, 
which could last through January 1,2020, KU purchases all of the output of an approximately 400-Mw coal- 
fired generating station not required by OMU. The amount of purchased power available to KU during 2008- 
2010, which is expected to be approximately 6% of KU’s total Kwh native load energy requirements, is 
dependent upon a number of factors including the OMU units’ availability, maintenance schedules, fuel costs 
and OMU requirements. Payments are based on the total costs of the station allocated per terms of the OMU 
agreement. Included in the total costs is KU’s proportionate share of debt service requirements on $246 million 
of OMU bonds outstanding at December 3 1,2007. The debt service is allocated to KU based on its annual 
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allocated share of capacity, which averaged approximately 39% in 2007. KIJ does not guarantee the OMU 
bonds, or any requirements therein, in the event of default by OMU. 

KU has a contract for purchased power with OVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of 2.5% ownership in OVEC’s common stock, which is accounted for on the cost method of 
accounting. KU’s share of OVEC’s output is 2.5%, approximately 55 Mw of generation capacity. Future 
obligations for power purchases are shown in the following table: 

(in millions) 
2008 $ 23 
2009 25 
2010 16 
201 1 8 
2012 9 
Thereafter 143 
Total 322.24 

Construction Program. KU had approximately $392 million of commitments in connection with its construction 
program at December 3 1 , 2007. 

In June 2006, KU and LG&E entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lump-sum, tumkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to 
increase or decrease the ultimate construction price paid or payable to the contractor. The contract also contains 
standard representations, covenants, indemnities, termination and other provisions for arrangements of this type, 
including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 baseload generating unit which was issued by the Kentucky Division of Air Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to proceed with 
construction during the pendancy of the action. In June 2007, the state hearing officer assigned to the matter 
recommended upholding the air permit with minor revisions. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer’s recommenda- 
tion and upholding the permit. In September 2007, KIJ administratively applied for a pennit revision to reflect 
minor design changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. An agency 
decision on the final permit revisions may occur during 2008. The Company is currently unable to determine 
the final outcome of this matter. 

Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of 2006, which was signed into law in June 2006. 
At the state level, Kentucky and other states that supply coal to KU, have passed new mine safety legislation. 
These pieces of legislation require all underground coal mines to implement new safety measures and install 
new safety equipment. Under the terms of some of the coal contracts KU has in place, provisions are made to 
allow for price adjustments for compliance costs resulting from new or amended laws or regulations. KU has 
begun to receive information from the mines it contracts with regarding price adjustments related to these 
compliance costs and has hired a consultant to review all supplier claims for validity and reasonableness. At this 
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time KU has not been notified of claims by all mines and is reviewing those claims it has received. An 
adjustment will be made to the value of the coal inventory once the amount is determinable, however, the 
amount cannot be estimated at this time. The Company expects to recover these costs through the FAC. 

Environmental Matters. KU’s operations are subject to a number of environmental laws and regulations in each 
of the jurisdictions in which it operates, governing, among other things, air emissions, wastewater discharges, the 
use, handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. 

Clean Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the lJnited States by, among other things, controlling stationary sources 
of air emissions such as power plants. While the general regulatory framework for these programs is established 
at the federal level, most of the programs are implemented and administered by the states under the oversight of 
the EPA. The key Clean Air Act programs relevant to KU’s business operations are described below. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as national ambient air 
quality standards (“NAAQS”). Each state must identify “nonattainment areas’’ within its boundaries that fail to 
comply with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails 
to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency 
of the NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SO2 and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from 
the midwestern U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended 
its SIP in 2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per 
MMBtu on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional SO2 emission 
reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provides for a two-phase 
cap and trade program, with initial reductions of NOx and SO2 emissions due by 2009 and 201 0, respectively, 
and final reductions due by 201 5. The final rule is currently under challenge in a number of federal court 
proceedings. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under 
the federal CAIR. Depending on the level of action determined necessary to bring local nonattainment areas 
into compliance with the new ozone and fine particulate standards, KU’s power plants are potentially subject to 
additional reductions in SO2 and NOx emissions. KU’ s weighted-average company-wide emission rate for SO2 
in 2007 was approximately 1.33 Ibs./MMBtu of heat input, with every generating unit below its emission limit 
established by the Kentucky Division for Air Quality. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA investigated 
hazardous air pollutant emissions from electric utilities and submitted a report to Congress identifying mercury 
emissions from coal-fired power plants as warranting further study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including 
mercury requirements for existing power plants. The EPA issued a model rule which provides for a two-phase 
cap and trade program with initial reductions due by 2010 and final reductions due by 2018. The CAMR 
provides for reductions of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercury reduction targets will be achieved as a “co-benefit” of the controIs installed for 
purposes of compliance with the CAIR. The final rule is also currently under challenge in the federal courts. In 
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February 2008, a federal appellate court issued a decision in one of the proceedings vacating the current 
CAMR, an outcome that may have the effect of resulting in more stringent mercury reduction rules. However, 
the ruling could be subject to further appeal. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similar to those under the federal CAMR. In 2006, the Kentucky air agency adopted a regulation 
aimed at regulating additional hazardous air pollutants from sources including power plants, but it was 
withdrawn in 2007. To the extent those rules are final, they are not expected to have a material impact on KU’s 
power plant operations. 

Acid Rain Program. The I990 amendments to the Clean Air Act imposed a two-phased cap and trade program 
to reduce SO2 emissions from power plants that were thought to contribute to “acid rain” conditions in the 
northeastern U.S. The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA issued 
its Clean Air Visibility Rule detailing how the Clean Air Act’s BART requirements will be applied to facilities, 
including power plants, built between 1962 and 1974 that emit certain levels of visibility impairing pollutants. 
Under the final rule, as the CAIR will result in more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be required by 
BART. The final rule has been challenged in the courts. 

Installation ofPolZution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution controls on every generating unit. Under cap 
and trade programs, companies are free to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KU met its Phase I SO2 requirements primarily through installation of FGD equipment on Ghent 
Unit 1. KU’s combined strategy for its Phase I1 SO2 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emissions allowances and fuel 
switching to defer certain additional capital expenditures. In order to achieve the NOx emission reductions and 
associated obligations, KU installed additional NOx controls, including SCR technology, during the 2000 to 
2007 time period at a cost of $220 million. In 2001, the Kentucky Commission granted approval to recover the 
costs incurred by KU for these projects through the environmental surcharge mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, KU expects to incur additional 
capital expenditures totaling approximately $675 million during the 2008 through 20 10 time period for 
pollution controls including FGD and SCR equipment, and additional operating and maintenance costs in 
operating such controls. In 2005, the Kentucky Commission granted approval to recover the costs incurred by 
KU for these projects through the ECR mechanism. Such monthly recovery is subject to periodic review by the 
Kentucky Commission. KU believes its costs in reducing S02, NOx and mercury emissions to be comparable to 
those of similarly situated utilities with like generation assets. KU’s compliance plans are subject to many 
factors including developments in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. KU will continue to monitor these 
developments to ensure that its environmental obligations are met in the most efficient and cost-effective 
manner. 



Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. 
Legislation mandating GHG reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date. In the absence of a program at the federal level, various states have adopted their own GHG 
emission reduction programs. Such programs have been adopted in various states including 11 northeastern 
U.S. states and the District of Columbia under the Regional GHG Initiative program and California. Substantial 
efforts to pass federal GHG legislation are ongoing. In addition, litigation is currently pending before various 
courts to determine whether the EPA and the states have the authority to regulate GHG emissions under existing 
law. In April 2007, the 1J.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the 
Clean Air Act. KU is monitoring ongoing efforts to enact GHG reduction requirements at the state and federal 
level and is assessing potential impacts of such programs and strategies to mitigate those impacts. KU is unable 
to predict whether mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, KU could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations of KU, including the reduction 
targets and deadlines that would be applicable, cannot be determined prior to the enactment of such programs. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act’s new source review rules relating to work performed in 1997, on a 
boiler and turbine at KU’s E.W. Brown generating station. In December 2006, the EPA issued a second NOV 
alleging the Company had exceeded heat input values in violation of the air permit for the unit. During 2006, 
KU provided data responses to the EPA with respect to the allegations in the NOVs. In March 2007, the 
Department of Justice filed a complaint in federal court in Kentucky alleging the same violations specified in 
the prior NOVs. The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In July 2007, a July 
2009 date for trial on the merits was scheduled. The parties continue periodic settlement discussions and a $2 
million accrual has been recorded based on the current status of those discussions, however, KTJ cannot 
determine the overall outcome or potential effects of these matters, including whether substantial fines, 
penalties or remedial construction may result. 

Section I14 Requestss. In August 2007, the EPA issued administrative information requests under Section 1 14 of 
the Clean Air Act requesting new source review-related data regarding certain construction and maintenance 
activities at LG&E’s Mill Creek 4 and Trimble County 1 generating units and KU’s Ghent 2 generating unit. 
The Companies are complying with the information requests and are not able to predict further proceedings in 
this matter at this time. 

Ghent Opacity NUX In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act’s operating rules relating to opacity during June and July of 2007 at Units 1 and 
3 of KIJ’s Ghent generating station. The parties have commenced initial discussions on this matter. KTJ is not 
able to estimate the outcome or potential effects of these matters, including whether substantial fines, penalties 
or remedial construction may result. 

General Environmental Proceedings. KU has recently settled certain environmental matters. During 2005 and 
2006, final judicial and administrative approvals were received regarding a consent decree relating to the 
October 1999 leak of approximately 38,000 gallons of diesel fuel (of which 34,000 gallons were recovered) 
from an underground pipeline at KU’s E.W. Brown Station. Under the terms of the settlement, KU paid a civil 
penalty in 2006 and has agreed to construct a supplemental environmental project and maintain the project for 
ten years, each at a cost of less than $1 million. During 2006, final judicial and administrative approvals were 
received regarding a settlement associated with a former transformer scrap-yard which had been the subject of 
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April 2002 correspondence to KU and other potentially responsible parties. TJnder the terms of the settlement, 
the parties bore aggregate cleanup costs of approximately $2 million, of which KIJ’s share was less than $1 
million, which was paid in December 2006. 

From time to time, KU appears before the EPA, various state or local regulatory agencies and state and federal 
courts regarding matters involving compliance with applicable environmental laws and regulations. Such 
matters include liability under the Comprehensive Environmental Response, Compensation and Liability Act 
for cleanup at various off-site waste sites and ongoing claims regarding GHG emissions from KU’s generating 
stations. Based on analysis to date, the resolution of such matters is not expected to have a material impact on 
the operations of KU. 

Note 10 - Jointly Owned Electric Utility Plant 

KU and LG&E have begun construction of TC2, a jointly owned unit at the Trimble County site. KU 
and LG&E own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of 
TC2, Illinois Municipal Electric Agency (“IMEA”) owns a 12.12% undivided interest and Indiana 
Municipal Power Agency (“IMPA”) owns a 12.88% undivided interest. Each company is responsible for 
its proportionate share of capital cost during construction, and fuel, operation and maintenance cost 
when TC2 begins operation, which is expected to occur in 201 0. 

TC2 
LG&E KU IMPA - IMEA _- Total 

Mw capacity 107 455 97 91 750 
Ownership interest 14.25% 60.75% 12.88% 1 2.1 2% 100% 

LG&E KU (in millions) 
Construction work in progress $74 $332 

- I___.  

KU and LG&E jointly own the following CTs and related equipment: 

($ in millions) KU LG&E 
6) ($) 

($) Net ($) Net 
Mw ($) Depre- Book Mw ($) Depre- Book 

Ownership Percentage Capacity Cost ciation Value Capacity Cost ciation Value 
KU 47%, LG&E 53% (1) 129 51  (11) 40 146 58 (12) 46 
KU 62%, LG&E 38% (2) 190 78 (14) 64 118 50 (10) 40 
KU 71%, LG&E 29% (3) 228 80 (14) 66 92 32 (6) 26 
KU 63%, LG&E 37% (4) 404 137 (17) 120 236 79 (8) 71 
KU 7 1 %, LG&E 29% (5) nla 9 (2) 7 nla 3 3 

Total 
6) 

($) Net 
Mw ($) Depre- Book 

Capacity Cost ciation Value 
275 109 (23) 86 
308 128 (24) 104 
320 112 (20) 92 
640 216 (25) 191 
nla 12 (2) 10 

Comprised of Paddy’s Run 13 and E.W. Brown 5. In addition to the above jointly owned utility plant, there 
is an inlet air cooling system attributable to Unit 5 and units 8-1 1 at the E.W. Brown facility. This inlet air 
cooling system is not jointly owned, however, it is used to increase production on the units to which it 
relates, resulting in an additional 88 Mw of capacity for KU. 
Comprised of units 6 and 7 at the E.W. Brown facility. 
Comprised of units 5 and 6 at the Trimble County facility. 
Comprised of CT Substation 7-10 and units 7, 8 , 9  and 10 at the Trimble County facility. 
Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility, 
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Both KU’s and L,G&E’s participating share of direct expenses of the jointly owned plants is included in the 
corresponding operating expenses on its respective income statement (e.g., fuel, maintenance of plant, other 
operating expense). 

Note 11 - Related Party Transactions 

KU, subsidiaries of E.ON US.  and subsidiaries of E.ON engage in related party transactions. Transactions 
between KU and E.ON U.S. subsidiaries are eliminated upon consolidation of EON US.  Transactions between 
KU and E.ON subsidiaries are eliminated upon consolidation of E.ON. These transactions are generally 
performed at cost and are in accordance with the FERC regulations under PUHCA 2005 and the applicable 
Kentucky Commission and Virginia Commission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues 
and purchased power operating expense. KU intercompany electric revenues and purchased power expense for 
the years ended December 3 1 , were as follows: 

(in millions) 2007 2006 
Electric operating revenues from LG&E $46 $77 
Purchased power from LG&E 93 99 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KU’s intercompany interest income and expense for the years ended December 3 1, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

2007 - 2006 
$ 6  $ 3  

35 21 

Other Intercompany Billings 

E.ON U.S. Services provides KU with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U.S. on behalf of KU, labor and burdens of E.ON 
U.S. Services employees performing services for KU and vouchers paid by E.ON U.S. Services on behalf of 
KU. The cost of these services is directly charged to KU, or for general costs which cannot be directly 
attributed, charged based on predetermined allocation factors, including the following ratios: number of 
customers, total assets, revenues, number of employees and other statistical information. These costs are 
charged on an actual cost basis. 

In addition, KU and LG&E provide services to each other and to E.ON U.S. Services. Billings between KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, 
charges related to jointly owned CTs and other miscellaneous charges. Billings from KU to E.ON IJ.S. Services 
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relate to cash received by E.ON U.S. Services on behalf of KU, primarily tax settlements, and other payments 
made by KU on behalf of other non-regulated businesses which are paid through E.ON U S .  Services. 

Intercompany billings to and from KU for the years ended December 3 1, were as follows: 

(in millions) 
E.ON 1J.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

2007 2006 
$488 $353 

6 56 
12 53 
26 23 

In September and December 2007, KU received capital contributions from its shareholder, E.ON U.S. in the 
amount of $55 million and $20 million, respectively. 

Note 12 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted of the following: 

Minimum 
Pension 
Liability Income 

(in millions) Adiustment Pre-Tax Taxes Net 
Balance at December 3 1,2005 $ (32) $ (32) $ 13 W 9 )  

Minimum pension liability adjustment ____ 32 - 32 0 (19) 
Balance at December 3 1 , 2006 -- $ -  - $ -  - $ -  $ -  

Balance at December 3 1 , 2007 L $ $___I $ 

Subsequent to the application of SFAS No. 158, adjustments to the minimum pension liability are recorded as 
regulatory assets and liabilities. As a result, there are no adjustments to the minimum pension liability recorded 
in accumulated other comprehensive income at December 3 1 , 2007 or 2006. 

Note 13 - Subsequent Events 

On January 18,2008, the Kentucky Commission issued an Order approving the charges and credits billed 
through the FAC during the review period of November 1,2006 through April 30,2007. 

On January 3 1,2008 and February 14,2008, the ratings of the Carroll County 2004 Series A bonds were 
downgraded from AAA to M by S&P and from Aaa to A2 by Moody’s, respectively, due to downgrades of the 
bond insurer. On February 25,2008, the bonds were subsequently downgraded from AA to A by S&P, due to a 
further downgrade of the insurer. 

On February 1 , 2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large commercial and industria1 
customers. 

On February 7,2008 and February 25,2008, the Carroll County 2006 Series C bonds were downgraded from 
Aaa to A2 by Moody’s and from A M  to A- by S&P, due to downgrades of the bond insurer. 

54 



On February 26,2008, KU commenced steps, including notice to relevant parties, to convert the Carroll County 
2007 Series A bonds and the Trimble County 2007 Series A bonds, fiom the auction rate mode to a fixed 
interest rate mode. Such conversions are scheduled to occur on April 4,2008. 

Beginning in late 2007, the interest rates on the insured bonds, wherein interest rates are reset either weekly or 
every 35 days via an auction process, began to increase due to investor concerns about the creditworthiness of 
the bond insurers. In 2008, interest rates have continued to increase, and the Company has experienced "failed 
auctions" when there are insufficient bids for the bonds. When there is a failed auction, the interest rate is set 
pursuant to a formula stipulated in the indenture which can be as high as 15%. During 2007, the average rate on 
the auction rate bonds was 3.96%, whereas the average rate in January and February of 2008 was 4.72%. 

On March 4, 2008, the FERC issued an Order approving the MISO exit fee recalculatian agreement which 
provides KIJ with an immediate recovery of $1 million and an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. 

On March 17,2008, KU commenced steps, including notice to relevant parties, to convert the Carroll County 
2006 Series C bonds from the auction rate mode to a weekly interest rate mode. Such conversion is scheduled 
to occur on April 16,2008. 
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Report of Independent Auditors 

To the Shareholder of Kentucky lJtilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Kentucky Utilities Company at December 3 1,2007 and 2006, and the results of its operations and its cash flows 
for the years then ended in conformity with accounting principles generally accepted in the TJnited States of 
America. These financial statements are the responsibility of the Company’s management. Our responsibility 
is to express an opinion on these financial statements based on our audits. We conducted our audits of these . 

statements in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial Statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for our opinion. 

As discussed in Note 2 to the financial statements, Kentucky TJtilities Company changed the manner in which it 
accounts for defined benefit pension and other postretirement benefit plans as of December 3 1 , 2006. 

/s/ PricewaterhouseCoopers LLP 
Louisville, Kentucky 
March 18,2008 
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Kentucky IJtilities Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

OPERATING REVENUES 
Total operating revenues (Note 8) .............................. 

OPERATING EXPENSES 

Power purchased (Note 8) ............................................... 
Other operation and maintenance expenses (Note 2) ...... 
Depreciation and amortization ........................................ 

Total operating expenses ............................................ 

Fuel for electric generation .............................................. 

Operating income ............................................................ 

Other expense (income) - net (Note 3) ........................... 

(Notes 6 and 8) .......................................................... 

Interest expense (Note 6) ................................................. 
Interest expense to affiliated companies 

Income before income taxes ............................................ 

Federal and state income tax expense (Note 5) ............... 

Net income ...................................................................... 

Three Months Ended 
September 30, 

2009 2008 

$ 342 $ 372 

114 147 
46 54 
23 67 
34 36 

3 04 - 217 

125 68 

- (12) 
2 3 

18 15 -- 

105 62 

39 19 

$ 66 $ 43 

Nine Months Ended 
September 30, m 2008 

$ 1,040 -- $ 1,009 -- 

329 3 80 
154 164 
230 208 

99 
812 85 1 

I.- 

99 -- 

197 189 

51 41 -- 

148 168 

51 - - ~  49 

$ 99 $ 117 - 
The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(Unaudited) 

(Millions of $) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2009 2008 2008 

Balance at beginning of period ........................................ $ 1,228 $ 1,111 $ 1,195 $ 1,037 
Net income ...................................................................... 66 43 99 117 
Balance at end of period .................................................. $ 1,294 $ 1,154 $ 1,294 $ 1,154 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

ASSETS 

Current assets: 

Restricted cash .................................................................................. 
Accounts receivable, net: 

Customer - less reserves of $1 million and $3 million as of 

Other - less reserves of less than $1 million as of 

Cash and cash equivalents ................................................................ 

September 30, 2009 and December 3 1 , 2008, respectively .... 

September 30, 2009 and December 3 1, 2008 ......................... 

Fuel (predominantly coal) ........................................................... 
Materials and supplies: 

Other materials and supplies ....................................................... 
Deferred income taxes - net (Note 5) .............................................. 
Regulatory assets (Note 2) ............................................................... 
Prepayments and other current assets ............................................... 

Total current assets ...................................................................... 

Other property and investments ....................................................... 

Utility plant: 
At original cost ................................................................................. 

Less: reserve for depreciation ..................................................... . .  

Total utility plant. net .................................................................. 

Construction work in progress ......................................................... 
Total utility plant and construction work in progress .................. 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits ............................................ 
Other ........................................................................................... 

Cash surrender value of key man life insurance ............................... 
Other assets ...................................................................................... 

Total deferred debits and other assets ......................................... 

Total assets ....................................................................................... 

September 30. 
2009 

$ 4  
. 

138 

31 

91 
39 

3 
36 

6 
348 

13 

.. 

.. 

4. 764 
1. 768 
2. 996 

1. 182 
4. 178 

127 
117 
37 
10 

December 3 1 . 
2008 

$ 2  
9 

152 

32 

73 
36 

2 
32 

8 
346 

23 

4. 446 
1. 724 
2. 722 

1. 176 
3. 898 

.-- 

127 
64 
39 
11 

29 1 

$ 4 .  830 

241 

$ 4 .  508 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Balance Sheets (cont.) 

(IJnaudited) 
(Millions of $) 

LIABLITIES AND EQUITY 

Current liabilities: 
Current portion of long-term debt (Note 6) ........................................ 
Notes payable to affiliated companies (Notes 6 and 8) ...................... 

Accounts payable to affiliated companies (Note 8) ........................... 

Regulatory liabilities (Note 2) ............................................................ 
Other current liabilities ....................................................................... 

Total current liabilities .................................................................. 

Accounts payable ............................................................................... 

Customer deposits .............................................................................. 

Long-term debt: 
Long-term bonds (Note 6) .................................................................. 

Total long-term debt ...................................................................... 
Long-term debt to affiliated company (Notes 6 and 8) ...................... 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 5) .................................... 
Accumulated provision for pensions and related benefits (Note 4) ... 
Investment tax credit (Note 5) ............................................................ 
Asset retirement obligations ............................................................... 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ................................ 
Deferred income taxes . net .......................................................... 
Other ............................................................................................. 

Other liabilities ................................................................................... 
Total deferred credits and other liabilities .................................... 

September 30. 
2009 

$ 228 
23 

131 
31 
22 

8 
41 

4 84 

123 
1. 28 1 
1. 404 

333 
189 
97 
34 

328 
10 
10 
24 

1. 025 

Common equity: 
Common stock. without par value . 

Additional paid-in capital (Note 8) .................................................... 
Authorized 80.000. 000 shares. outstanding 37. 8 17. 878 shares .... 308 

315 

Retained earnings ............................................................................... 1. 283 

1. 294 
1. 917 

Undistributed subsidiary earnings ...................................................... 11 
Total retained earnings .................................................................. 
Total common equity .................................................................... 

Total liabilities and equity .................................................................. $ 4.830 

December 3 1 . 
2008 

$ 228 
16 

155 
38 
21 

5 
34 

497 
.. 

123 
1. 181 
1. 304 

- . ~  

279 
186 
80 
32 

329 
16 
15 
26 

963 

308 
241 

1. 174 
21 

1. 195 
1 ,  744 
-. 

$ 4.508 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Tlnaudited) 
(Millions of $) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ........................................................................................... 
Items not requiring cash currently: 

Depreciation and amortization ........................................................ 
Deferred income taxes . net ........................................................... 
Investment tax credit ....................................................................... 
Provision for pension and post retirement plans ............................. 
Undistributed earnings of subsidiary company ............................... 

Accounts receivable ........................................................................ 
Materials and supplies .................................................................... 

Accrued income taxes ..................................................................... 
Prepayments and other current assets ............................................. 
Other current liabilities ................................................................... 

Pension and postretirement funding (Note 4) ...................................... 
Storm restoration regulatory asset (Note 2) ......................................... 
Fuel adjustment clause, net .................................................................. 
Environmental cost recovery ................................................................ 
Other .................................................................................................... 

Net cash provided by operating activities ....................................... 

Changes in current assets and liabilities: 

Accounts payable ............................................................................ 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures .................................................................... 
Assets transferred from affiliate ........................................................... 
Restricted cash ..................................................................................... 

Net cash used for investing activities .............................................. 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Additional paid-in capital (Note 8) ...................................................... 
Long-term borrowings from affiliated company (Note 6) ................... 

Reacquired bonds (Note 6) ................................................................... 
Net cash provided by financing activities ....................................... 

Short-term borrowings from affiliated company . net (Note 6) .......... 

CHANGE IN CASH AND CASH EQUIVALENTS ............................... 

CASH AND CASH EQUIVAL. ENTS AT BEGINNING OF PERIOD ... 

CASH AND CASH EQUIVALENTS AT END OF PERIOD ................. 

For the Nine Months Ended 
September 30. 

2009 2008 

$ 99 $ 117 

99 99 
48 (3) 
17 22 
19 7 
10 (3) 

10 .. 9 
(369) (554) 

75 125 
100 175 

6 93 

2 2 

2 . 

$ 4  $ 2  

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Notes to Financial Statements 

(Unaudited) 

Note 1 - General 

KU’s common stock is wholly-owned by E.ON U.S., an indirect wholly-owned subsidiary of 
E.ON. In the opinion of management, the unaudited interim financial statements include all 
adjustments, consisting only of normal recurring adjustments, necessary for a fair statement of 
financial position, results of operations, retained earnings and cash flows for the periods 
indicated. Certain information and footnote disclosures normally included in financial statements 
prepared in accordance with generally accepted accounting principles have been condensed or 
omitted. These unaudited financial statements and notes should be read in conjunction with the 
Company’s Financial Statements and Additional Information (“Annual Report”) for the year 
ended December 3 1 , 2008, including the audited financial statements and notes therein. 

Certain reclassification entries have been made to the previous years’ financial statements to 
conform to the 2009 presentation with no impact on net assets, liabilities and capitalization or 
previously reported net income and net cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

Fair Value 

In August 2009, the FASB issued guidance related to fair value measurement disclosures, which 
is effective for the first reporting period beginning after issuance. The guidance provides 
amendments to clarify and reduce ambiguity in valuation techniques, adjustments and 
measurement criteria for liabilities measured at fair value. The adoption will have no impact on 
the Company’s results of operations, financial position or liquidity. 

-- ASC 105-10 

The guidance in ASC 105- 10, Hierarchy of Generally Accepted Accounting Principles, was 
issued in June 2009, and is effective for interim and annual periods ending after September 15, 
2009. ASC 1 05-10 establishes the FASB Accounting Standards Codification (“Codification”) as 
the single source of authoritative nongovernmental U.S. generally accepted accounting 
principles. ASC 105- 10 will have no effect on the Company’s results of operations, financial 
position or liquidity; however, references to authoritative accounting literature have changed 
with the adoption. 
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ASC 855-10 

The guidance in ASC 855-10, Subsequent Events, was issued in May 2009, and is effective for 
interim and annual periods ending after June 15, 2009. ASC 855-10 requires disclosure of the 
date through which subsequent events have been evaluated, as well as whether that date is the 
date the financial statements were issued or the date they were available to be issued. The 
adoption of ASC 855-10 had no impact on the Company’s results of operations, financial 
position or liquidity; however, additional disclosures were required with the adoption. See Note 
9, Subsequent Events, for additional disclosures. 

ASC 825-10 

The guidance in ASC 825-10, Interim Disclosures about Fair Value of Financial Instruments, 
was issued in April 2009, and is effective for interim and annual periods ending after June 15, 
2009. This guidance requires qualitative and quantitative disclosures about fair values of assets 
and liabilities on a quarterly basis. The adoption of ASC 825- 10 had no impact on the Company’s 
results of operations, financial position or liquidity; however, additional disclosures were 
required with the adoption. See Note 3, Financial Instruments, for additional disclosures. 

ASC 715-20 

The guidance in ASC 7 1 5-20, Employers‘ Disclosures about Postretirement Benefit Plan Assets, 
was issued in December 2008, and will be effective as of December 3 1 , 2009. This guidance 
requires additional disclosures related to pension and other postretirement benefit plan assets. 
Additional disclosures include the investment allocation decision-making process, the fair value 
of each major category of plan assets as well as the inputs and valuation techniques used to 
measure fair value and significant concentrations of risk within the plan assets. The adoption of 
ASC 7 15-20 will have no impact on the Company’s results of Operations, financial position or 
liquidity; however, additional disclosures will be required with the adoption. 

ASC 815-10 

The guidance in ASC 8 1 5- 10, Disclosures about Derivative Instruments and Hedging Activities, 
was issued in March 2008, and is effective for fiscal years, and interim periods within those 
fiscal years, beginning on or after November 15,2008. The objective of this statement is to 
enhance the current disclosure framework in ASC 8 15- 10. The adoption of ASC 8 15- 10 had no 
impact on KU’s statements of operations, financial position and cash flows; however, additional 
disclosures relating to derivatives were required with the adoption effective January 1 , 2009. See 
Note 3, Financial Instruments, for additional disclosures. 

ASC 8 1 0 3  

The guidance in ASC 8 10- 10, Noncontrolling Interests in Consolidated Financial Statements, 
was issued in December 2007, and is effective for fiscal years, and interim periods within those 
fiscal years, beginning on or after December 15,2008. The objective of this statement is to 
improve the relevance, comparability and transparency of financial information in a reporting 
entity’s consolidated financial statements. The Company adopted ASC 8 10-1 0 effective January 
1, 2009, and it had no impact on its statements of operations, financial position and cash flows. 

7 



ASC 820-10 

The guidance in ASC 820-10, Fair Value Measurements, was issued in September 2006 and, 
except as described below, was effective for fiscal years beginning after November 15,2007. 
This statement defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles and expands disclosures about fair value measurements. ASC 
820- 10 does not expand the application of fair value accounting to new circumstances. 

In February 2008, guidance on fair value measurements and disclosures delayed the effective 
date of ASC 820-1 0 for all nonfinancial assets and liabilities, except those that are recognized or 
disclosed at fair value in the financial statements on a recurring basis (at least annually), to fiscal 
years beginning after November 15,2008, and interim periods within those fiscal years. All other 
amendments related to ASC 820-10 have been evaluated and have no impact on the Company’s 
financial statements. 

The Company adopted ASC 820-10 effective January 1,2008, except as it applies to those 
nonfinancial assets and liabilities, and it had no impact on the statements of operations, financial 
position and cash flows, however, additional disclosures relating to its financial derivatives and 
cash collateral on derivatives, as required, are now provided. Per ASC 820-10, fair value 
accounting for all nonrecurring fair value measurements of nonfinancial assets and liabilities was 
adopted effective January 1 , 2009, and it had no impact on the statements of operations, financial 
position and cash flows. At September 30,2009, no additional disclosures were required per 
ASC 820-10 as KU did not have any nonfinancial assets or liabilities measured at fair value 
subsequent to initial measurement. The guidance in ASC 820- 10, Determining Fair Value when 
the Volume and Level of Activity for the Asset or Liability have Significantly Decreased and 
Identifiing Transactions that are not Orderly, was issued in April 2009, and is effective for 
interim and annual periods ending after June 15,2009. ASC 820-1 0 provides additional guidance 
on determining fair values when there is no active market or where the price inputs being used 
represent distressed sales. The adoption of ASC 820-10 had no impact on the Company’s 
financial position, statements of operations and cash flows. 

Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities and for descriptions of 
certain matters which may not have undergone material changes relating to the period covered by 
this quarterly report, reference is made to Note 2 of KU’s Annual Report for the year ended 
December 3 1 , 2008. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in 
electric base rates for its Virginia jurisdictional customers in an amount of $12 million annually 
or approximately 2 1 %. The proposed increase reflects a proposed rate of return on rate base of 
8.586% based upon a return on equity of 12%. The rate case application is subject to further 
proceedings before the Virginia Commission, including filings by interested parties, potential 
intervenors or the public. Certain testimony or other filings are anticipated in November and 
December 2009 and hearings are currently scheduled for November 2009 and January 2010. As 
permitted, pursuant to a Virginia Commission order, KIJ has elected to implement the proposed 
rates effective November 1 , 2009 on an interim basis. The interim rates are subject to potential 
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refund, with interest, of amounts, if any, collected in excess of the rates ultimately approved at 
the conclusion of the proceeding. 

Kentucky Rate Case 

In January 2009, KU, the AG, KIUC and all other parties to the base rate case filed a settlement 
agreement with the Kentucky Commission. Under the terms of the settlement agreement, K‘IJ’s 
base rates will decrease $9 million annually. A n  Order approving the settlement was received in 
February 2009, and the new rates were implemented effective February 6,2009. In connection 
with the application and effective date of the new rates, the VDT surcredit and merger surcredit 
terminated, which will result in increased revenues of approximately $16 million annually. 

FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in base electric rates 
applicable to wholesale power sales contracts or interchange agreements involving, collectively, 
twelve Kentucky municipalities. The application requested a shift from current, all-in stated unit 
charge rates to an unbundled formula rate. In May 2009, as a result of settlement negotiations, 
KU submitted an unopposed motion informing the FERC of the filing of a settlement agreement 
and agreed-upon seven-year service agreements with the municipal customers. The unopposed 
motion requested interim rate structures containing terms corresponding to the overall settlement 
principles, to be effective from May 1, 2009, until FERC approval of the settlement agreement. 
The settlement and service agreements provide for unbundled formula rates which are subject to 
annual adjustment and approval processes. In May 2009, the FERC issued an Order approving 
the interim settlement with respect to rates effective May 1 , 2009 representing increases of 
approximately 3% from prior charges and a return on equity of 1 1 %. Additionally, during May 
2009, KU filed the first annual adjustment to the formula rates to incorporate 2008 data, which 
adjusted formula rates became effective on July 1, 2009. 

Separately, the parties were not able to reach agreement on the issue of whether KU must 
allocate to the municipal customers a portion of renewable resources it procures on behalf of its 
retail ratepayers. In August 2009, the FERC accepted the issue for briefing by the parties and 
m h e r  proceedings are anticipated during 2009 and 201 0 on this remaining portion of the rate 
proceeding. 
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Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in KU’s Balance Sheets: 

(in millions) 
Current regulatory assets: 
ECR 
FAC 
Net MISO exit 
Other 

Total current regulatory assets 

Non-current other regulatory assets: 
Storm restoration 
ARO 
Unamortized loss on bonds 
Net MISO exit 
Other 

Subtotal non-current other regulatory assets 

Pension and postretirement benefits 
Total non-current regulatory assets 

Current regulatory liabilities: 
DSM 

Total current regulatory liabilities 

Non-current regulatory liabilities: 
Accumulated cost of removal of utility plant 
Deferred income taxes - net 
Other 

Total non-current regulatory liabilities 

September 30, 
2009 

$ 30 
2 
2 
2 

$ 36 
P 

$ 59 
29 
13 
9 
7 

117 

127 
$244 
v 

$ 8  
$ 8  - 
$328 

10 
10 

$348 - 

December 3 1 , 
2008 

$ 20 
8 

4 
$ 32 

- 

P 

$ 2  
28 
13 
19 
2 

64 

127 
$191 
_.- 

P 

$ 5  
$ 5  
P 

$329 
16 
15 

$360 
-___ 
P 

KU does not currently earn a rate of return on the ECR and FAC regulatory assets and the 
Virginia levelized fuel factor included in other regulatory assets, which are separate recovery 
mechanisms with recovery within twelve months. No return is earned on the pension and 
postretirement benefits regulatory asset that represents the changes in funded status of the plans. 
KU will recover this asset through pension expense included in the calculation of base rates with 
the Kentucky Commission and will seek recovery of this asset in future proceedings with the 
Virginia Commission. No return is currently earned on the ARO asset. When an asset with an 
ARO is retired, the related ARO regulatory asset will be offset against the associated ARO 
regulatory liability, ARO asset and ARO liability. A return is earned on the unamortized loss on 
bonds, and these costs are recovered through amortization over the life of the debt. The 
Company will seek recovery of the Storm restoration regulatory asset and CMRG and KCCS 
contributions and FERC jurisdictional pension expense, included in other regulatory assets, in its 
next base rate cases. The Company recovers through the calculation of base rates, the 
amortization of the net MISO exit regulatory asset in Kentucky incurred through April 30,2008. 
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The Company will also seek recovery of other jurisdictional portions of this asset in its current 
Virginia base rate case and, due to the formula nature of its FERC rate structure, the FERC 
jurisdictional portion of the regulatory asset will be included in the annual updates to the rate 
formula. The Company recovers through the calculation of base rates, the amortization of the 
remaining regulatory assets, including other regulatory assets comprised of deferred storm costs, 
EKPC FERC transmission settlement agreement and Kentucky rate case expenses. Other 
regulatory liabilities include DSM, FERC jurisdictional supplies inventory and MISO 
administrative charges collected via base rates from May 2008 through February 5,2009. The 
MISO regulatory liability will be netted against the remaining costs of withdrawing from the 
MISO, per a Kentucky Commission Order, in the next Kentucky base rate case. 

ECR. In August 2009, the Kentucky Commission initiated a two year review of KU’s 
environmental surcharge for the period ending April 2009. An order is anticipated in the fourth 
quarter of 2009. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky 
Commission seeking approval to recover investments in environmental upgrades and operations 
and maintenance costs at the Company’s generating facilities. The Company anticipates an order 
by the end of 2009, and recovery on customer bills through the monthly ECR surcredit beginning 
February 2010. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case 
which provides for an authorized return on equity applicable to the ECR mechanism of 10.63% 
effective with the February 2009 expense month filing, which represents a slight increase over 
the previously authorized 10.50%. 

In January 2009, the Kentucky Commission initiated a six-month review of KU’s environmental 
surcharge for the period ending October 3 1 , 2008. The Kentucky Commission issued an Order in 
July 2009, approving the charges and credits billed through the ECR during the review periods, 
as well as approving billing adjustments for under-recovered costs and the rate of return on 
capital. 

FAC. In August 2009, the Kentucky Commission initiated a routine examination of the FAC for 
the 6-month period November 1,2008 through April 30,2009. A formal hearing was held in 
October 2009. An Order is anticipated in the fourth quarter of 2009. 

In January 2009, the Kentucky Commission initiated a routine examination of the FAC for the 
two-year period November 1 , 2006 through October 3 1 , 2008. The Kentucky Commission issued 
an Order in June 2009, approving the charges and credits billed through the FAC during the 
review period. 

In August 2008, the Kentucky Commission initiated a routine examination of the FAC for the 
six-month period November 1 , 2007 through April 30,2008. The Kentucky Commission issued 
an Order in January 2009, approving the charges and credits billed through the FAC during the 
review period. 

KIJ also employs an FAC mechanism for Virginia customers using an average fuel cost factor 
based primarily on projected fuel costs. The Virginia levelized fuel factor allows fuel recovery 
based on projected fuel costs for the coming year plus an adjustment for any over- or under- 
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recovery of fuel expenses from the prior year. At September 30,2009, KU had a regulatory asset 
of less than $1 million. In February 2009, KU filed an application with the Virginia Commission 
seeking approval of a 29% increase in its fuel cost factor beginning with service rendered in 
April 2009. In February 2009, the Virginia Commission issued an Order allowing the requested 
change to become effective on an interim basis. The Virginia Staff testimony filed in April 2009, 
recomrnended a slight decrease in the factor filed by KU. The Company indicated the Virginia 
Staff proposal is acceptable. A hearing was held in May 2009, with general resolution of 
remaining issues. In May 2009, the Virginia Commission issued an Order approving the revised 
fuel factor, representing an increase of 24%, effective May 2009. 

MISO. In accordance with Kentucky Commission Orders approving the MISO exit, KU has 
established a regulatory asset for the MISO exit fee, net of former MISO administrative charges 
collected via Kentucky base rates through the base rate case test year ended April 30,2008. The 
net MISO exit fee is subject to adjustment for possible future MISO credits, and a regulatory 
liability for certain revenues associated with former MISO administrative charges, which were 
collected via base rates until February 6,2009. The approved 2008 base rate case settlement 
provided for MISO administrative charges collected through base rates from May 1 , 2008 to 
February 6,2009, and any future adjustments to the MISO exit fee, to be established as a 
regulatory liability until the amounts can be amortized in fbture base rate cases. 

In November 2008, the FERC issued Orders in industry-wide proceedings relating to MISO RSG 
calculation and resettlement procedures. RSG charges are amounts assessed to various 
participants active in the MISO trading market which generally seek to compensate for 
uneconomic generation dispatch due to regional transmission or power market operational 
considerations, with some customer classes eligible for payments, while others may bear 
charges. The FERC Orders approved two requests for significantly altered formulas and 
principles, each of which the FERC applied differently to calculate RSG charges for various 
historical and future periods. Based upon the 2008 FERC Orders, the Company established a 
reserve during the fourth quarter of 2008 of less than $1 million relating to potential RSG 
resettlement costs for the period ended December 3 1 , 2008. However, in May 2009, after a 
portion of the resettlement payments had been made, the FERC issued an Order on the requests 
for rehearing on one November 2008 Order which changed the effective date and reduced almost 
all of the previously accrued RSG resettlement costs. Therefore, these costs were reversed and a 
receivable was established for amounts already paid of less than $1 million, which the MISO 
began refbnding back to the Company in June 2009, and which were fully collected by 
September 2009. In June 2009, the FERC issued an Order in the rate mismatch RSG proceeding, 
stating it will not require resettlements of the rate mismatch calculation from April 1 , 2005 to 
November 4,2007. An accrual had previously been recorded in 2008 for the rate mismatch issue 
for the time period April 25,2006 to August 9,2007, but no accrual had been recorded for the 
time period November 5,2007 to November 9,2008 based on the prior Order. Accordingly, the 
accrual for the former time period was reversed and an accrual for the latter time period was 
recorded in June 2009, with a net effect of $1 million of expense, substantially all of which was 
paid by September 2009. 

On August 7, 2009, the FERC determined that the MISO had failed to demonstrate that its 
proposed exemptions to real-time RSG charges were just and reasonable and it ordered the 
MISO to make a compliance filing within 90 days to allow time for further study of the issue. 
The conclusion of this issue may result in refunds to the Company, but the Company cannot 
predict the ultimate outcome of this matter, nor the financial impact, at this time. 
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In November 2009, KIJ and LG&E filed an application with the FERC to approve certain 
independent transmission operator arrangements to be effective upon the expiration of their 
current contract with Southwest Power Pool, Inc. in September 2010. The application seeks 
authority for KIJ and LG&E to function after such date as the administrator of their own open 
access transmission tariffs for most purposes. The Tennessee Valley Authority, which currently 
acts as reliability coordinator, would also assume certain additional duties. The application is 
subject to continuing FERC proceedings, including potential comments by the public, 
intervenors or FERC staff, prior to a ruling by the FERC. 

Storm Restoration. In January 2009, a significant winter ice storm passed through KU’s service 
territory causing approximately 199,000 customer outages, followed closely by a severe wind 
storm in February 2009, causing approximately 44,000 customer outages. The Company filed an 
application with the Kentucky Commission in April 2009, requesting approval to establish a 
regulatory asset, and defer for future recovery, approximately $62 million in incremental 
operation and maintenance expenses related to the storm restoration. In September 2009, the 
Kentucky Commission issued an Order allowing the Company to establish a regulatory asset of 
up to $62 million based on its actual costs for storm damages and service restoration due to the 
January and February 2009 winter storms. In September 2009, the Company established a 
regulatory asset of $57 million for actual costs incurred. 

Hurricane Ike Wind Storm. In September 2008, high winds from the remnants of Hurricane 
Ike passed through the service territory causing significant outages and system damage. In 
October 2008, KU filed an application with the Kentucky Commission requesting approval to 
establish a regulatory asset, and defer for future recovery, approximately $3 million of expenses 
related to the storm restoration. In December 2008, the Kentucky Commission issued an Order 
allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs 
for storm damages and service restoration due to Hurricane Ike. In December 2008, the 
Company established a regulatory asset of $2 million for actual costs incurred. 

CMRG and KCCS Contributions. In July 2008, KU and LG&E, along with Duke Energy 
Kentucky, Inc. and Kentucky Power Company, filed an application with the Kentucky 
Commission requesting approval to establish regulatory assets related to contributions to the 
CMRG for the development of technologies for reducing carbon dioxide emissions and the 
KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is 
provided in the next base rate case of each company, at which time the regulatory assets will be 
amortized over the life of each project: four years with respect to the KCCS and ten years with 
respect to the CMRG. KU and LG&E jointly agreed to provide less than $2 million over two 
years to the KCCS and up to $2 million over ten years to the CMRG. In October 2008, an Order 
approving the establishment of the requested regulatory assets was received and KU will seek 
rate recovery in the Company’s next base rate case. 

Other Regulatory Matters 

Wind Power Agreements. In August 2009, KU and LG&E filed a notice of intent with the 
Kentucky Commission indicating their intent to file an application for approval of wind purchase 
power contracts and cost recovery mechanisms. The contracts were executed in August 2009, 
and are contingent upon KU and LG&E receiving acceptable regulatory approvals. Pursuant to 
the proposed 20-year contracts, KU and LG&E would jointly purchase respective assigned 



portions of the output of two Illinois wind farms totaling an aggregate 109.5 Mw. In September 
2009, the Companies filed an application and supporting testimony with the Kentucky 
Commission. In October 2009, the Kentucky Commission issued an order denying the 
Companies’ request to establish a surcharge for recovery of the costs of purchasing wind power. 
The Kentucky Commission stated that such recovery constitutes a general rate adjustment and is 
subject to the regulations of a base rate case. The Kentucky Commission Order currently allows 
the application’s request for approval of the wind power agreements to continue to proceed 
independently from the application’s request to recover the costs thereof via surcharges. In 
November 2009, KU and LG&E filed for rehearing of the Kentucky Commission’s Order and 
requested that the issues of approval of the contract and recovery of the costs thereof remain the 
subject of the same proceeding. 

Trimble County Asset Transfer and Depreciation. KU and LG&E are currently constructing a 
new base-load, coal fired unit, TC2, which will be jointly owned by the Companies, together 
with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency. In July 
2009, the Companies notified the Kentucky Commission of the proposed transfer from LG&E to 
KU of certain ownership interests in certain existing Trimble County generating station assets 
which are anticipated to provide joint or common use in support of the jointly-owned TC2 
generating unit under construction at the station. The undivided ownership interests being 
transferred are intended to provide KIJ an ownership interest in these common assets that is 
proportional to its interest in TC2. It is anticipated that the assets will be transferred at a price 
equal to the net book value associated with the proportional interests at the time of the transfer. 
The assets have a net book value of approximately $50 million as of June 2009. This transfer is 
expected to be made upon the beginning of TC2 unit testing which is estimated to be December 
2009. 

In August 2009, in a separate proceeding, KU and LG&E jointly filed an application with the 
Kentucky Commission to approve new depreciation rates for applicable TC2-related generating, 
pollution control and other plant equipment and assets. The filing requests common depreciation 
rates for the applicable jointly-owned TC2-related assets, rather than applying differing 
depreciation rates in place with respect to KIJ’s and LG&E’s separately-owned base-load 
generating assets. In September 2009, data discovery was initiated by the Kentucky Commission 
and continues through November 2009. The ruling was requested prior to December 2009. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric 
Utility Restructuring Act in 1999. This act gave customers the ability to choose their electric 
supplier and capped electric rates through December 20 10. KU subsequently received a 
legislative exemption from the customer choice requirements of this law. In April 2007, 
however, the Virginia General Assembly amended the Virginia Electric IJtility Restructuring 
Act, thereby terminating this competitive market and commencing re-regulation of utility rates. 
The new act ended the cap on rates at the end of 2008. Pursuant to this legislation, the Virginia 
Commission adopted regulations revising the rules governing utility rate increase applications. 
As of January 2009, a hybrid model of regulation is being applied in Virginia. IJnder this model, 
utility rates are reviewed every two years. KU’s exemption ffom the requirements of the Virginia 
Electric Utility Restructuring Act in 1999, however, discharges the Company from the 
requirements of the new hybrid model of regulation. In lieu of submitting an annual information 
filing, the Company has the option of requesting a change in base rates to recover prudently 
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incurred costs by filing a traditional base rate case. KU is also subject to other utility regulations 
in Virginia, including, but not limited to, the recovery of prudently incurred fuel costs through an 
annual fuel factor charge and the submission of integrated resource plans. 

TC2 CCN Application and Transmission Matters. An application for a CCN for construction 
of TC2 was approved by the Kentucky Commission in November 2005. CCNs for two 
transmission lines associated with TC2 were issued by the Kentucky Commission in September 
2005 and May 2006. All regulatory approvals and rights of way for one transmission line have 
been obtained. 

The CCN for the remaining line has been challenged by certain property owners in Hardin 
County, Kentucky. In August 2006, KU and LG&E obtained a successful dismissal of the 
challenge at the Franklin County Circuit Court, which ruling was reversed by the Kentucky 
Court of Appeals in December 2007, and the proceeding reinstated. A motion for discretionary 
review of that reversal was filed by KIJ and LG&E with the Kentucky Supreme Court and was 
granted in April 2009. That proceeding, which seeks reinstatement of the Circuit Court dismissal 
of the CCN challenge, has been fully briefed and could be ruled upon by mid 2010. 

Completion of the transmission lines are also subject to standard construction permit, 
environmental authorization and real property or easement acquisition procedures and certain 
Hardin County landowners have raised challenges to the transmission line in some of these 
forums as well. 

During 2008, KU obtained various successful rulings at the Hardin County Circuit Court 
confirming its condemnation rights. In August 2008, several landowners appealed such rulings to 
the Kentucky Court of Appeals and received a temporary stay preventing KU from accessing 
their properties. In April 2009, that appellate court denied KTJ’s motion to lift the stay and issued 
an Order retaining the stay until a decision on the merits of the appeal. Efforts to seek 
reconsideration of that ruling, or to obtain intermediate review of the ruling by the Kentucky 
Supreme Court, were unsuccessful, and the stay remains in effect. The underlying appeal on 
KU’s right to condemn remains pending before the Court of Appeals. 

Settlement discussions with the Hardin County property owners involved in the appeals of the 
condemnation proceedings have been unsuccessful to date. During the fourth quarter of 2008, 
KIJ and LG&E entered into settlements with certain Meade County landowners and obtained 
dismissals of prior litigation they had brought challenging the same transmission line. 

As a result of the aforementioned unresolved litigation delays encountered in obtaining access to 
certain properties in Hardin County, KU has obtained temporary easements and options to 
purchase temporary easements to allow construction of temporary transmission facilities 
bypassing those properties while the litigated issues are resolved. In September 2009, the 
Kentucky Commission issued an Order stating that a CCN was necessary for two segments of 
the proposed temporary facilities. KU is presently seeking that CCN, with a decision by the 
Kentucky Commission expected in December 2009. 

In a separate proceeding, certain Hardin County landowners have also challenged the same 
transmission line in federal district court in Louisville, Kentucky. In that action, the landowners 
claim that the U.S. Army failed to comply with certain National Historic Preservation Act 
requirements relating to easements for the line through Fort Knox. KU and LG&E are 
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cooperating with the 1J.S. Army in its defense in this case and in October 2009, the federal court 
granted the defendants’ motion for summary judgment and dismissed the plaintiffs’ claims. 

KU and L,G&E are not currently able to predict the ultimate outcome and possible effects, if any, 
on the construction schedule relating to the transmission line approval, land acquisition and 
permitting proceedings. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky 
Commission as required by a previous Order. In August 2008, the Kentucky Commission issued 
an Order consolidating the depreciation study with the base rate case proceeding. The approved 
settlement agreement in the rate case established new depreciation rates effective February 2009. 
KTJ also filed the depreciation study with the Virginia Commission which approved the 
implementation of the new depreciation rates effective February 2009. Approval by the Virginia 
Commission does not preclude the rates from being raised as an issue by any party in KU’s 
current base rate case in Virginia. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Commission on its 
own motion initiated a proceeding to establish interconnection and net metering guidelines in 
accordance with amendments to existing statutory requirements for net metering of electricity. 
The jurisdictional electric utilities and intervenors in this case presented proposed 
interconnection guidelines to the Kentucky Commission in October 2008. In a January 2009 
Order, the Kentucky Commission issued the Interconnection and Net Metering Guidelines - 
Kentucky that were developed by all parties to the proceeding. KU does not expect any financial 
or other impact as a result of this Order. In April 2009, KU filed revised net metering tariffs and 
application forms pursuant to the Kentucky Commission’s Order. The Kentucky Commission 
issued an Order in April 2009, that suspends for five months all net metering tariffs filed by the 
jurisdictional electric utilities. This suspension is intended to allow sufficient time for review of 
the filed tariffs by the Kentucky Commission Staff and intervening parties. In June 2009, the 
Kentucky Commission Staff held a telephonic informal conference with the parties to discuss 
issues related to the net metering tariffs filed by KU. Following this conference, the intervenors 
and KU have resolved all issues and KU has filed revised net metering tariffs with the Kentucky 
Commission. In August 2009, the Kentucky Commission issued an Order approving the revised 
tariffs. 

EISA 2007 Standards. In November 2008, the Kentucky Commission initiated an 
administrative proceeding to consider new standards as a result of the Energy Independence and 
Security Act of 2007 (“EISA 2007”), part of which amends the Public IJtility Regulatory 
Policies Act of 1978 (“RJRPA”). There are four new PURPA standards and one non-PTJRPA 
standard applicable to electric utilities. The proceeding also considers two new PTJRPA 
standards applicable to natural gas utilities. EISA 2007 requires state regulatory commissions 
and nonregulated utilities to begin consideration of the rate design and smart grid investments no 
later than December 19, 2008, and to complete the consideration by December 19,2009. The 
Kentucky Commission has established a procedural schedule that allowed for data discovery and 
testimony through July 2009. A public hearing has not been scheduled in this matter. In October 
2009, the Kentucky Commission held an informal conference for the purpose of discussing 
issues related to the standard regarding the consideration of Smart Grid investments. 
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Integrated Resource Plan. Pursuant to the Virginia Commission’s December 2008 Order, KU 
filed its Integrated Resource Plan (“IRP”) in July 2009. The filing consisted of the 2008 Joint 
IRP filed by KU and LG&E with the Kentucky Commission along with additional data. The 
Virginia Commission has not established a procedural schedule for this proceeding. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU’s market-based 
rate proceeding accepting the Company’s krther proposal to address certain market power issues 
the FERC had claimed would arise upon an exit from the MISO. In particular, the Company 
received permission to sell power at market-based rates at the interface of control areas in which 
it may be deemed to have market power, subject to a restriction that such power not be 
collusively re-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KU/LG&E and Big Rivers Electric Corporation control areas. 
In June 2007, the FERC issued Order No. 697 implementing certain reforms to market-based rate 
regulations, including restrictions similar to those previously in place for the Company’s power 
sales at control area interfaces. In December 2008, the FERC issued Order No. 697-B potentially 
placing additional restrictions on certain power sales involving areas where market power is 
deemed to exist. As a condition of receiving and retaining market-based rate authority, KU must 
comply with applicable affiliate restrictions set forth in the FERC’s regulation. During 
September 2008, the Company submitted a regular tri-annual update filing under market-based 
rate regulations. 

In June 2009, the FERC issued Order No. 697-C which generally clarified certain interpretations 
relating to power sales and purchases at control area interfaces or into control areas involving 
market power. In July 2009, the FERC issued an order approving the Company’s September 
2008 application for market-based rate authority. During July 2009, affiliates of KU completed a 
transaction terminating certain prior generation and power marketing activities in the Big Rivers 
Electric Corporation control area, which termination should ultimately allow a filing to request a 
determination that the Company no longer is deemed to have market power in such control area. 

KU conducts certain of its wholesale power sales activities in accordance with existing market- 
based rate authority principles and interpretations. Future FERC proceedings relating to Orders 
697 or market-based rate authority could alter the amount of sales made at market-based versus 
cost-based rates. The Company’s sales under market-based rate authority totaled less than $1 
million for the nine months ended September 30, 2009. 

Note 3 - Financial Instruments 

The cost and estimated fair values of KU’s non-trading financial instruments as of September 30 
follow: 

September 30, December 3 1 , 
- 2009 2008 

Carrying Fair Carrying Fair 
(in millions) Value Value Value Value 
L,ong-term debt (including current portion of 

$228 million as of September 30,2009 
and December 3 1 , 2008) $ 351 $ 353 $ 351 $ 349 

Long-term debt from affiliate $ 1,281 $ 1,409 $ 1,181 $ 1,117 
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The long-term debt valuations reflect prices quoted by dealers. The fair value of the long-term debt 
from affiliate is determined using an internal valuation model that discounts the future cash flows of 
each loan at current market rates. The current market values are determined based on quotes from 
investment banks that are actively involved in capital markets for utilities and factor in KU’s credit 
ratings and default risk. The fair values of cash and cash equivalents, accounts receivable, cash 
surrender value of key man life insurance, accounts payable and notes payable are substantially the 
same as their carrying values. 

KU is subject to the risk of fluctuating interest rates in the normal course of business. The 
Company’s policies allow the interest rate risk to be managed through the use of fixed rate debt, 
floating rate debt and interest rate swaps. At September 30,2009, a 100 basis point change in the 
benchmark rate on KU’s variable rate debt would impact pre-tax interest expense by $3 million 
annually. Although the Company’s policies allow for the use of interest rate swaps, as of 
September 30,2008 and 2009, KU had no interest rate swaps outstanding. 

The Company is subject to interest rate and commodity price risk related to on-going business 
operations. It currently manages these risks using derivative financial instruments including 
swaps and forward contracts. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value 
into the three levels of the fair value hierarchy, as defined by the Fair Value Measurements and 
Disclosures topic of the FASB ASC, as follows: 

Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical 
assets or liabilities in active markets. 
Level 2 - Include other inputs that are directly or indirectly observable in the 
marketplace. 
Level 3 - Unobservable inputs which are supported by little or no market 
activity. 

* 

Energy Trading and Risk Management Activities. KU conducts energy trading and risk 
management activities to maximize the value of power sales from physical assets it owns. 
Energy trading activities are principally forward financial transactions to manage price risk and 
are accounted for as non-hedging derivatives on a mark-to-market basis in accordance with the 
Derivatives and Hedging topic of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades 
from Intercontinental Exchange Inc. In the absence of a traded price, midpoints of the best bids 
and offers are the primary determinants of valuation. When sufficient trading activity is 
unavailable, other inputs include prices quoted by brokers or observable inputs other than quoted 
prices, such as one-sided bids or offers as of the balance sheet date. TJsing these valuation 
methodologies, these contracts are considered level 2 based on measurement criteria in the Fair 
Value Measurements and Disclosures topic of the FASB ASC. Quotes are verified quarterly using 
an independent pricing source of actual transactions. Quotes for combined off-peak and weekend 
timeframes are allocated between the two timeframes based on their historical proportional ratios 
to the integrated cost. No other adjustments are made to the forward prices. No changes to 
valuation techniques for energy trading and risk management activities occurred during 2009 or 
2008. Changes in market pricing, interest rate and volatility assumptions were made during both 
years. 

18 



The Company maintains credit policies intended to minimize credit risk in wholesale marketing 
and trading activities by assessing the creditworthiness of potential counterparties prior to 
entering into transactions with them and continuing to evaluate their creditworthiness once 
transactions have been initiated. To further mitigate credit risk, KU seeks to enter into netting 
agreements or require cash deposits, letters of credit and parental company guarantees as security 
from counterparties. The Company uses S&P, Moody’s and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no 
external rating exists, KU assigns an internally generated rating for which it sets appropriate risk 
parameters. As risk management contracts are valued based on changes in market prices of the 
related commodities, credit exposures are revalued and monitored on a daily basis. At September 
30,2009, 100% of the trading and risk management commitments were with counterparties rated 
RBB-/Baa3 equivalent or better. The Company has reserved against counterparty credit risk 
based on the counterparty’s credit rating and applying historical default rates within varying 
credit ratings over time provided by S&P or Moody’s. At September 30,2009, no credit reserve 
related to the energy trading and risk management contracts was required. At December 3 1 , 
2008, counterparty credit reserves were less than $1 million. 

The volume of electricity based financial derivatives outstanding at September 30,2009 and 
December 3 1,2008, was 457,600 Mwhs and 146,000 Mwhs, respectively. Of the volume 
outstanding at September 30,2009, 68,800 Mwhs will settle in 2009 and 388,800 Mwhs will 
settle in 20 10. As of September 30,2009, estimated peak wholesale sales are hedged 100% for 
both 2009 and 20 10. Off-peak and weekend wholesale positions are not hedged. 

The following tables set forth by level within the fair value hierarchy, KU’s financial assets and 
liabilities that were accounted for at fair value on a recurring basis as of September 30,2009 and 
December 3 1 , 2008. No cash collateral related to the energy trading and risk management 
contracts was required at September 30,2009. Cash collateral related to the energy trading and 
risk management contracts was less than $1 million at December 3 1 , 2008. Cash collateral 
related to the energy trading and risk management contracts is categorized as other accounts 
receivable and is a level 1 measurement based on the funds being held in liquid accounts. Energy 
trading and risk management contracts are considered level 2 based on measurement criteria in 
the Fair Value Measurements and Disclosures topic of the FASB ASC. Liabilities arising from 
energy trading and risk management contracts accounted for at fair value at December 3 1 , 2008 
total less than $1 million and use level 2 measurements. There are no level 3 measurements for 
the periods ending September 30,2009 and December 3 1 , 2008. 

September 30,2009 
Recurring Fair Value Measurements (in millions) Level 1 Level 2 Total 
Financial Assets: 

$ 1 $ 1 
Total Financial Assets $ $ 1 $ 1 

- -- Energy trading and risk management contracts $ -___ - 
d 

Financial Liabilities: 
- Energy trading and risk management contracts -- $ $ 1 $ 1 

Total Financial Liabilities $ - $ 1 - $ 1 
~- - 

p? 
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December 3 1,2008 
Recurring Fair Value Measurements (in Level 1 Level 2 Total 
millions) 
Financial Assets: 

Energy trading and risk management contracts $ - $ 1 $ 1 
Total Financial Assets $ - $ 1 $ 1 

.d _I 

The Company does not net collateral against derivative instruments. 

Certain of the Company's derivative instruments contain provisions that require the Company to 
provide immediate and on-going collateralization on derivative instruments in net liability 
positions based upon the Company's credit ratings from each of the major credit rating agencies. 
At September 30,2009, there are no energy trading and risk management contracts with credit 
risk related contingent features that are in a liability position, and no collateral posted in the 
normal course of business. At September 30,2009, a one notch downgrade of the Company's 
credit rating would have no effect on the energy trading and risk management contracts or 
collateral required as a result of these contracts. 

The table below shows the fair value and balance sheet location of derivatives not designated as 
hedging instruments as of September 30,2009: 

(in millions) 

Asset Derivatives Liability Derivatives 

Location Fair Value Location Fair Value 
Balance Sheet Balance Sheet 

Energy trading and risk Other current Other current 
management contracts (current) assets - $ 1  liabilities - $ 1  

Total u 2L.L 

At September 30,2009, the fair value of long-term liabilities for energy trading and risk 
management contracts not designated as hedging instruments was less than $1 million. 

KU manages the price volatility of its forecasted electric wholesale sales with the sales of 
market-traded electric forward contracts. Hedge accounting treatment has not been elected for 
these transactions, and therefore gains and losses are shown in the statements of income. 
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The following table presents the effect of derivatives not designated as hedging instruments on 
income for the three months and nine months ended September 30,2009: 

(in millions) 

Location of Gain 
(Loss) Recognized in 

Income on Derivatives 

Energy trading and risk management 
contracts (unrealized) Electric revenues 
Total 

(in millions) 

Location of Gain 
(Loss) Recognized in 

Income on Derivatives 

Energy trading and risk management 
contracts (unrealized) Electric revenues 
Total 

Amount of Gain 
(Loss) Recognized in 

Income on Derivatives 
Three Months Nine Months 

Ended Ended 
September 30,2009 September 30,2009 

Amount of Gain 
(Loss) Recognized in 

Income on Derivatives 
Three Months Nine Months 

Ended Ended 
September 30,2008 September 30,2008 

$ 1  
$ 1  - 

Net realized gains and losses were less than $1 million in the three and nine month periods ended 
September 30,2009 and September 30,2008. 

Note 4 - Pension and Other Postretirement Benefit Plans 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans for the three and nine months ended September 30. The tables 
include the costs associated with both KU employees and E.ON I.J.S. Services employees who 
are providing services to the Company. The E.ON U.S. Services costs that are allocated to KU 
are approximately 5 1 % and 46% of E.ON U.S. Services costs for September 30,2009 and 2008, 
respectively. 
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(in millions) 
Pension Benefits 

Three Months Ended September 30, 
2009 2008 

E.ON U.S. E.ON U.S. 
Services Services 

Allocation to Total Allocation to Total 

Service cost 
KU KU KU KU KU KU 

$ 2 $  1 $ 3 $ 1 $  1 $ 2  
Interest cost 4 2 6 4 1 5 
Expected return on plan 

Amortization of actuarial 
assets (3) (1) (4) (4) (1) ( 5 )  

loss 2 I 3 - - - 
Benefit cost $ 5 $  3 $ 8 $  1 $  1 $ 2  

(in millions) 

Interest cost 
Benefit cost 

(in millions) 

Service cost 
Interest cost 
Expected return on plan 

Amortization of prior 

Amortization of actuarial 

Benefit cost 

assets 

service costs 

loss 

Other Postretirement Benefits 
Three Months Ended September 30, 

2009 2008 
E.ON U.S. E.ON U.S. 

Services Services 
Allocation to Total Allocation to Total 

KU KU KU KU KU KU 
$ 1 $  - $ 1 $ 1 $  - $ l  
$ 1 $  - $ 1 $ 1 $  - $ l  

Pension Benefits 
Nine Months Ended September 30, 

2009 2008 
E.ON U.S. E.ON U.S. 
Services Services 

Allocation to Total Allocation to Total 
KU KU KU KU KU KU 

$ 4 $  4 $  8 $  4 $  3 $ 7  
13 5 18 13 4 17 

1 1 2 1 1 2 

6 2 8 - - 
$ 14 $ 8 $ 2 2 $  3 $  4 $ 7  
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(in millions) 
Other Postretirement Benefits 

Nine Months Ended September 30, 
2009 2008 

E.ON U S .  E.ON 1J.S. 
Services 

Allocation to Total 
Services 

Allocation to Total 
KU KU KU KU KU KU 

Service cost $ 1 $  1 $ 2 $ 1 $  1 $ 2  
Interest cost 3 - 3 3 3 
Expected return on plan 

assets ( 1 )  ( 1 )  
Amortization of 

- - - - 

- - transitional obligation 1 1 1 1 
Benefit cost $ 5 $  1 $ 6 $ 4 $  1 $ 5  

In 2009, KU has made contributions to other postretirement benefit plans totaling $4 million. In 
April 2009, KU made a contribution to a pension plan covering its employees of $13 million. In 
addition, E.ON U.S. Services made a pension plan contribution of $8 million. KU’s intent is to 
fund the pension plan in a manner consistent with the requirements of the Pension Protection Act 
of 2006. The Company also anticipates making further voluntary contributions to fund Voluntary 
Employee Beneficiary Association trusts to match the annual postretirement expense and 
funding the 40l(h) plan up to the maximum amount allowed by law. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.’s direct parent, E.ON US 
Investments Corp., for each tax period. Each subsidiary of the consolidated tax group, including 
KU, calculates its separate income tax for each period. The resulting separate-return tax cost or 
benefit is paid to or received from the parent company or its designee. The Company also files 
income tax returns in various state jurisdictions. While the federal statute of limitations related to 
2006 and later years are open, Revenue Agent Reports for 2006-2007 have been received from 
the IRS, effectively closing these years to additional audit adjustments. Adjustments to these tax 
years were previously recorded in the financial statements. The tax year 2007 return was 
examined under an IRS pilot program named “Compliance Assurance Process” (“CAP”). This 
program accelerates the IRS’s review to begin during the year applicable to the return and ends 
90 days after the return is filed. KTJ had no adjustments for the 2007 filed federal income tax 
return. The tax year 2008 return is also included in the CAP program. Areas remaining under 
examination include bonus depreciation, capitalized interest, the Company’s application for a 
change in repair deductians, and eligible expenditures for the TC2 investment credit. No net 
material adverse impact is expected from this examination. 

Additions and reductions of uncertain tax positions during 2009 and 2008 were less than $1 
million. Possible amounts of uncertain tax positions for KU that may decrease within the next 12 
months total less than $1 miIIion and are based on the expiration of the audit periods as defined 
in the statutes. 

The amount KU recognized as interest expense and interest accrued related to unrecognized tax 
benefits was less than $1 million as of September 30,2009 and December 3 1,2008. The interest 
expense and interest accrued is based on IRS and Kentucky Department of Revenue large 
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corporate interest rates for underpayment of taxes. At the date of adoption, the Company accrued 
less than $1 million in interest expense on uncertain tax positions. No penalties were accrued by 
the Company through September 30,2009. 

In June 2006, KU and L,G&E filed a joint application with the US .  Department of Energy 
(“DOE”) requesting certification to be eligible for investment tax credits applicable to the 
construction of TC2. In November 2006, the DOE and the IRS announced that KU and LG&E 
were selected to receive the tax credit. A final IRS certification required to obtain the investment 
tax credit was received in August 2007. In September 2007, KU received an Order from the 
Kentucky Commission approving the accounting of the investment tax credit. KU’s portion of 
the TC2 tax credit will be approximately $100 million over the construction period and will be 
amortized to income over the life of the related property beginning when the facility is placed in 
service. Rased on eligible construction expenditures incurred, KU recorded investment tax 
credits of $6 million and $9 million during the three months ended September 30,2009 and 
2008, respectively, and $17 million and $22 million during the nine months ended September 30, 
2009 and 2008, respectively, decreasing current federal income taxes. In addition, a full 
depreciation basis adjustment is required for the amount of the credit. The income tax expense 
impact of this adjustment will begin when the facility is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North 
Carolina against the DOE and IRS claiming the investment tax credit program was in violation 
of certain environmental laws and demanded relief, including suspension or termination of the 
program. In August 2008, the plaintiffs submitted an amended complaint alleging additional 
claims for relief. In November 2008, the Court dismissed the suit; however, in January and April 
2009, additional motions were filed for consideration for which pleadings are still before the 
Court. The Company is not currently a party to this proceeding and is not able to predict the 
ultimate outcome of this matter. 

Note 6 - Short-Term and Long-Term Debt 

KU’s long-term debt includes $228 million of pollution control bonds that are classified as 
current liabilities because these bonds are subject to tender for purchase at the option of the 
holder and to mandatory tender for purchase upon the occurrence of certain events. These bonds 
include Carroll County 2002 Series A and B, 2004 Series A, 2006 Series B and 2008 Series A; 
Muhlenberg County 2002 Series A; and Mercer County 2000 Series A and 2002 Series A. 
Maturity dates for these bonds range from 2023 to 2034. The average annualized interest rate for 
these bonds during the nine months ended September 30,2009 was 0.65%. 

Pollution control bonds are obligations of KU issued in connection with tax-exempt pollution 
control revenue bonds issued by various governmental entities, principally counties in Kentucky. 
A loan agreement obligates the Company to make debt service payments to the county that 
equate to the debt service due from the county on the related pollution control revenue bonds. 
The loan agreement is an unsecured obligation of the Company. Proceeds from bond issuances for 
environmental equipment (primarily related to the installation of FGDs) were held in trust pending 
expenditure for qualifying assets. At September 30,2009, KU had no bond proceeds in trust 
included in restricted cash on the balance sheet. At December 3 1 , 2008, the Company had $9 
million of bond proceeds in trust included in restricted cash in the balance sheets. 
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Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings 
have been reduced due to exposures relating to insurance of sub-prime mortgages. At September 
30,2009, KU had an aggregate $351 million of outstanding pollution control indebtedness, of 
which $96 million is in the form of insured auction rate securities wherein interest rates are reset 
every 35 days via an auction process. Beginning in late 2007, the interest rates on these insured 
bonds began to increase due to investor concerns about the creditworthiness of the bond insurers. 
During 2008, interest rates increased, and the Company experienced “failed auctions” when there 
were insufficient bids for the bonds. When a failed auction occurs, the interest rate is set pursuant 
to a formula stipulated in the indenture. During the nine months ended September 30,2009 and 
2008, the average rate on the auction rate bonds was 0.51% and 4.72%, respectively. The 
instruments governing these auction rate bonds permit KU to convert the bonds to other interest 
rate modes, such as various short-term variable rates, long-term fixed rates or intermediate-term 
fixed rates that are reset infrequently. In June 2009, S&P downgraded the credit rating of Ambac 
from “A” to “BBB”. As a result, S&P downgraded the rating on the Carroll County 2002 Series 
C bond from “A” to “BBBt-” in June 2009. The S&P rating of this bond is now based on the 
rating of the Company rather than the rating of Ambac since the Company’s rating is higher. 

During 2008, KU converted several series of its pollution control bonds from the auction rate 
mode to a weekly interest rate mode, as permitted under the loan documents. In connection with 
these conversions, the Company purchased some of the bonds from the remarketing agent. The 
bonds that were repurchased from the remarketing agent in 2008 were either defeased or 
remarketed during 2008. 

As of September 30,2009, KU had no remaining repurchased bonds. During 2008, the Company 
refinanced and remarketed $63 million and refinanced $1 7 million of pollution control bonds 
that had been previously repurchased by the Company. 

In April 2009, the Company borrowed $50 million from Fidelia for a term of 8 years at a fixed 
rate of 5.28%. In July 2009, the Company borrowed an additional $50 million from Fidelia for a 
period of ten years at a fixed rate of 4.81%. The loans are unsecured. 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E 
make funds available to KU at market-based rates (based on highly rated commercial paper 
issues) up to $400 million. Details of the balances are as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available --- Interest Rate 

December 3 1 , 2008 $ 400 $ 16 
September 30,2009 $ 400 $ 23 $ 377 0.25% 

$ 384 1 .49% 

E.ON U.S. maintains revolving credit facilities totaling $3 13 million at September 30,2009 and 
December 3 1,2008, to ensure funding availability for the money pool. At September 30,2009, 
one facility, totaling $150 million, is with E.ON North America, Inc., while the remaining line, 
totaling $163 million, is with Fidelia; both are affiliated companies. The balances are as follows: 

Total Amount Balance Average 
($ in millions) Available Outstanding - Available Interest Rate 
September 30,2009 $ 313 $ 246 $ 67 1.66% 
December 3 1 , 2008 $ 313 $ 299 $ 14 2.05% 
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As of September 30,2009, the Company maintained a bilateral line of credit, with an unaffiliated 
financial institution, totaling $35 million which matures in June 2012. At September 30,2009, 
there was no balance outstanding under this facility. The Company also maintains letter of credit 
facilities that support $195 million of the $228 million of bonds that can be put back to the 
Company. Should the holders elect to put the bonds back and they cannot be remarketed, the 
letter of credit would fund the investor’s payment. 

There were no redemptions or issuances of long-term debt with non-affiliated companies year-to- 
date through September 30,2009. 

Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not 
occurred in the current status of various commitments or contingent liabilities from that 
discussed in the Company’s Annual Report for the year ended December 3 1 , 2008 (including, 
but not limited to Notes 2 ,9  and 12 to the financial statements of KU contained therein). See the 
Company’s Annual Report regarding such commitments or contingencies. 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU 
commenced a suit which was removed to the TJS. District Court for the Western District of 
Kentucky, against KU concerning a long-term power supply contract (the “OMU Agreement”) 
with KIJ. The dispute involved interpretational differences regarding issues under the OMU 
Agreement, including various payments or charges between KU and OMU and rights concerning 
excess power, termination and emissions allowances. In July 2005, the court issued a summary 
judgment ruling upholding OMU’s contractual right to terminate the OMTJ agreement in May 
20 10. 

In September and October 2008, the court granted rulings on a number of summary judgment 
petitions in the Company’s favor. The summary judgment rulings resulted in the dismissal of all 
of OMU’s remaining claims against the Company. The trial on KU’s counterclaim occurred 
during October and November 2008. During February 2009, the court issued orders on the 
matters covered at trial, including (i) awarding the Company an aggregate $9 million relating to 
the cost of NOx allowances charged by OMU to KU and the price of back-up power purchased 
by OMU &om KU, plus pre- and post-judgment interest, and (ii) denying the Company’s claim 
for damages based upon sub-par operations and availability of the OMlJ units. In April 2009, the 
court issued a ruling on various post-trial motions denying certain challenges to calculation 
elements of the $9 million award or of interest amounts associated therewith. In May 2009, KU 
and OMU executed a settlement agreement resolving the matter on a basis consistent with the 
court’s prior rulings and the Company has received the agreed settlement amounts. 

Construction Program. KIJ had $61 million of commitments in connection with its construction 
program at September 30,2009. 

In June 2006, KU and L,G&E entered into a construction contract regarding the TC2 project. The 
contract is generally in the form of a lump-sum, turnkey agreement for the design, engineering, 
procurement, construction, commissioning, testing and delivery of the project, according to 
designated specifications, terms and conditions. The contract price and its components are 
subject to a number of potential adjustments which may serve to increase or decrease the 
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ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for arrangements of 
this type, including termination for convenience or for cause rights. In March 2009, the parties 
completed an agreement resolving certain construction cost increases due to higher labor and per 
diem costs above an established baseline, and certain safety and compliance costs resulting from 
a change in law. The Company’s share of additional costs from inception of the contract through 
the expected project completion in 2010 is estimated to be approximately $30 million. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging 
the air permit issued ’far the TC2 baseload generating unit which was issued by the KDAQ in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to 
proceed with construction during the pendency of the action. In June 2007, the state hearing 
officer assigned to the matter recommended upholding the air permit with minor revisions. In 
September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order approving the hearing officer’s recommendation and upholding the permit. 
In September 2007, KTJ administratively applied for a permit revision to reflect minor design 
changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. In 
January 2008, the KDAQ issued a final permit revision. The environmental groups did not 
appeal the final Order upholding the permit or file a petition challenging the permit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in 
federal court seeking an order for the EPA to grant or deny their pending petition for the EPA to 
object to the state air permit and in April 2008, they filed a petition seeking an EPA objection to 
the permit revision. In September 2008, the EPA issued an Order denying nine of eleven claims 
alleged in one of the petitions, but finding deficiencies in two areas of the permit. As part of a 
routine permit renewal, the KDAQ revised the permit to address the issues identified in the 
EPA’s Order, In June 2009, the EPA objected to the permit renewal on the grounds that it failed 
to include a case by case Maximum Achievable Control Technology analysis and required 
additional changes to language addressing startup and shutdown operations. In August 2009, the 
EPA issued an order relating to all existing current issues in the TC2 air permit proceeding. The 
EPA supported the Company’s positions on all but two issues. The EPA directed the KDAQ to 
correct deficiencies concerning matters relating to an auxiliary boiler and the appropriate 
particulate standard to apply. In October 2009, the KDAQ proposed an additional permit revision 
to address the two EPA objections. The Company generally believes that the proposed permit 
revisions should not have a material adverse effect on its financial condition or results of 
operations. Pending issuance of final permit revisions or other actions of the parties, the 
Company cannot predict the final outcome of this proceeding. 

Reserve Sharing Developments. KU and LG&E are currently members of the Midwest 
Contingency Reserve Sharing Group which is currently scheduled to terminate on December 3 1 , 
2009. The Companies are negotiating potential alternative arrangements for sharing contingency 
reserves, which involve the formation and participation in a new reserve sharing group. In 
addition, certain third parties have applied to the FERC requesting a further extension of the 
Midwest Contingency Reserve Sharing Group arrangements, which extension, if granted, may 
also be available to the Companies. Contingency reserves, including spinning reserves and 
supplemental reserves, relate to power or capacity requirements that the Companies must have 
available for certain reliability purposes. The determination of whether to self supply or contract 
for such reserve sharing with other parties may have certain operational or financial impacts. 
While the Companies do not currently anticipate that the outcome of these reserve sharing 
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developments will have a material adverse effect on their prospective operations or financial 
condition, the Companies cannot currently predict the ultimate outcome of this matter. 

Environmental Matters. KIJ’s operations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air 
emissions, wastewater discharges, the use, handling and disposal of hazardous substances and 
wastes, soil and groundwater contamination and employee health and safety. 

Clean Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs 
aimed at protecting and improving air quality in the United States by, among other things, 
controlling stationary sources of air emissions such as power plants. While the general regulatory 
framework for these programs is established at the federal level, most of the programs are 
implemented and administered by the states under the oversight of the EPA. The key Clean Air 
Act programs relevant to KU’s business operations are described below. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available 
scientific data for six criteria pollutants and establish concentration levels in the ambient air 
sufficient to protect the public health and welfare with an extra margin for safety. These 
concentration levels are known as NAAQS. Each state must identify “nonattainment areas” 
within its boundaries that fail to comply with the NAAQS and develop a SIP to bring such 
nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must 
develop and implement a plan. As the EPA increases the stringency of the NAAQS through its 
periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required 
additional reductions in SO2 and NOx emissions from power plants. In 1998, the EPA issued its 
final “NOx SIP Call” rule requiring reductions in NOx emissions of approximately 85% from 
1990 levels in order to mitigate ozone transport from the midwestern U.S. to the northeastern 
U.S. To implement the new federal requirements, Kentucky amended its SIP in 2002 to require 
electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional SO2 emission 
reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provided 
for a two-phase cap and trade program, with initial reductions of NOx and SO2 emissions due by 
2009 and 2010, respectively, and final reductions due by 2015. In 2006, Kentucky proposed to 
amend its SIP to adopt state requirements similar to those under the federal CAIR. Depending on 
the level of action determined necessary to bring local nonattainment areas into compliance with 
the new ozone and fine particulate standards, KU’s power plants are potentially subject to 
additional reductions in SO2 and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a more stringent standard than that contained in the previous 
regulation. At present, the Company is unable to determine what, if any, additional requirements 
may be imposed to achieve compliance with the new ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and 
vacating it. In December 2008, the Court amended its previous Order, directing the EPA to 
promulgate a new regulation, but leaving the CAIR in place in the interim. Depending upon the 
course of such matters, the CAIR could be superseded by new or revised NOx or SO2 regulations 
with different or more stringent requirements and SIPs which incorporate CAIR requirements 
could be subject to revision. KU is also reviewing aspects of its compliance plan relating to the 
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CAIR, including scheduled or contracted pollution control construction programs. Finally, as 
discussed below, the remand of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and the Companies’ compliance plans relating 
thereto, due to the interconnection of the CAIR with such associated programs. At present, KU is 
not able to predict the outcomes of the legal and regulatory proceedings related to the CAIR and 
whether such outcomes could have a material effect on the Company’s financial or operational 
conditions. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to 
Congress identifying mercury emissions from coal-fired power plants as warranting further 
study. In 2005, the EPA issued the CAMR establishing mercury standards for new power plants 
and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with 
initial reductions due by 2010 and final reductions due by 201 8. The CAMR provided for 
reductions of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 20 1 0 mercury reduction targets would be achieved as a “co-benefit” of the 
controls installed for purposes of compliance with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has 
announced that it intends to promulgate a new rule to replace the CAMR. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new mercury reduction rules with 
different or more stringent requirements. Kentucky has also repealed its corresponding state 
mercury regulations. At present, KU is not able to predict the outcomes of the legal and 
regulatory proceedings related to the CAMR and whether such outcomes could have a material 
effect on the Company’s financial or operational conditions. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and 
trade program to reduce SO2 emissions from power plants that were thought to contribute to 
“acid rain” conditions in the northeastern U.S. The 1990 amendments also contained 
requirements for power plants to reduce NOx emissions through the use of available combustion 
controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated 
areas, including national parks, and requires states to submit SIPs that will demonstrate 
reasonable progress toward preventing future impairment and remedying any existing 
impairment of visibility in those areas. In 2005, the EPA issued its Clean Air Visibility Rule 
detailing how the Clean Air Act’s BART requirements will be applied to facilities, including 
power plants, built between 1962 and 1974 that emit certain levels of visibility impairing 
pollutants. Under the final rule, as the CAIR provided for more visibility improvement than 
BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of 
controls that would otherwise be required by BART. The final rule has been challenged in the 
courts. Additionally, because the regional haze SIPs incorporate certain CAIR requirements, the 
remand of CAIR could potentially impact regional haze SIPs. See “Ambient Air Quality” above 
for a discussion of CAIR-related uncertainties. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and 
trade mechanisms that require a company to hold sufficient emissions allowances to cover its 
authorized emissions on a company-wide basis and do not require installation of pollution 
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controls on every generating unit. Under cap and trade programs, companies are free to focus 
their pollution control efforts on plants where such controls are particularly efficient and utilize 
the resulting emission allowances for smaller plants where such controls are not cost effective. 
KU met its Phase I SO2 requirements primarily through installation of FGD equipment on Ghent 
Unit 1, KU’s strategy for its Phase I1 SO;! requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emission allowances and 
fuel switching to defer certain additional capital expenditures. In order to achieve the NOx 
emission reductions and associated obligations, KTJ installed additional NOx controls, including 
SCR technology, during the 2000 through 2008 time period at a cost of $22 1 million. In 2001 , 
the Kentucky Commission granted approval to recover the costs incurred by KTJ for these 
projects through the environmental surcharge mechanism. Such monthly recovery is subject to 
periodic review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital 
expenditures totaling approximately $700 million during the 2009 through 201 1 time period for 
pollution controls including FGD and SCR equipment, and additional operating and maintenance 
costs in operating such controls. In 2005, the Kentucky Commission granted approval to recover 
the costs incurred by the Company for these projects through the ECR mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. KU believes its costs in 
reducing SOz, NOx and mercury emissions to be comparable to those of similarly situated 
utilities with like generation assets. KU’s compliance plans are subject to many factors including 
developments in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. KU will continue to monitor 
these developments to ensure that its environmental obligations are met in the most efficient and 
cost-effective manner. See “Ambient Air Quality” above for a discussion of CAIR-related 
uncertainties. 

GHG Developments. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, 
obligating 37 industrialized countries to undertake substantial reductions in GHG emissions. The 
U.S. has not ratified the Kyoto Protocol and there are currently no mandatory GHG emission 
reduction requirements at the federal level. As discussed below, legislation mandating GHG 
reductions has been introduced in the Congress, but no federal legislation has been enacted to 
date. In the absence of a program at the federal level, various states have adopted their own GHG 
emission reduction programs. Such programs have been adopted in various states including 1 1 
northeastern U.S. states and the District of Columbia under the Regional GHG Initiative program 
and California. Substantial efforts to pass federal GHG legislation are on-going. The current 
administration has announced its support for the adoption of mandatory GHG reduction 
requirements at the federal level. The United States and other countries will meet in Copenhagen, 
Denmark in December 2009, in an effort to negotiate p GHG reduction treaty to succeed the 
Kyoto Protocol, which is set to expire in 201 3, 

GHG Legislation. KU is monitoring on-going efforts to enact GHG reduction requirements and 
requirements governing carbon sequestration at the state and federal level and is assessing 
potential impacts of such programs and strategies to mitigate those impacts. In June 2009, the 
U.S. House of Representatives passed the American Clean Energy and Security Act of 2009, 
(H.R. 2454), which is a comprehensive energy bill containing the first-ever nation-wide GHG 
cap and trade program. If enacted into law, the bill would provide for reductions in GHG 
emissions of 3% below 2005 levels by 2012,17% by 2020, and 83% by 2050. In order to 
cushion potential rate impacts for utility customers, approximately 43% of emissions allowances 
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would initially be allocated at no cost to the electric utility sector, with this allocation gradually 
declining to 7% in 2029 and zero thereafter. The bill would also establish a renewable electricity 
standard requiring utilities to meet 20% of their electricity demand through renewable energy 
and energy efficiency by 2020. The bill contains additional provisions regarding carbon capture 
and sequestration, clean transportation, smart grid advancement, nuclear and advanced 
technologies and energy efficiency. Senate action on similar legislation is not expected until later 
this year. 

In September 2009, the Clean Energy Jobs and American Power Act (S. 1733), which is largely 
patterned on the House legislation, was introduced in the U.S. Senate. The Senate bill raises the 
emissions reduction target for 2020 to 20% below 2005 levels and does not include a renewable 
electricity standard. While the initial bill lacked detailed provisions for the allocation of 
emissions allowances, a subsequent revision has incorporated allowance allocation provisions 
similar to the House bill. The Company is closely monitoring the progress of the legislation, 
although the prospect for passage of comprehensive GHG legislation in 20 10 is uncertain. 

GHG Regulations. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to 
regulate GHG under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment 
finding concluding that GHGs endanger public health and welfare, which is an initial rulemaking 
step under the Clean Air Act. A final endangerment finding is likely in early 201 0. In September 
2009, the EPA issued a final GHG reporting rule requiring reporting by facilities with annual 
GHG emissions equivalent to at least 25,000 tons of carbon dioxide. A number of the 
Company’s facilities will be required to submit annual reports commencing with calendar year 
20 10. Also in September 2009, the EPA proposed to require new or modified sources with GHG 
emissions equivalent to at least 25,000 tons of carbon dioxide to obtain permits under the 
Prevention of Significant Deterioration Program. Such new or modified facilities would be 
required to install Best Available Control Technology. While the Company is unaware of any 
currently available GHG control technology that might be required for installation on new or 
modified power plants, it is currently assessing the potential impact of the proposed rule. A final 
rule is expected in 2010. 

The Company is unable to predict whether mandatory GHG reduction requirements will 
ultimately be enacted through legislation or regulations. As a company with significant coal-fired 
generating assets, KU could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on its operations, including the 
reduction targets and deadlines that would be applicable, cannot be determined prior to the 
enactment of such programs. While the Company believes that many costs of complying with 
mandatory GHG reduction requirements or purchasing emission allowances to meet applicable 
requirements would likely be recoverable, in whole or in part under the ECR, where such costs 
are related to the Company’s coal-fired generating assets, or other potential cost-recovery 
mechanisms, this cannot be assured. 

GHG Litigation. A number of lawsuits have been filed asserting common law claims including 
nuisance, trespass and negligence against various companies with GHG emitting facilities. In 
October 2009, the United States Court of Appeals for the 5th Circuit in the case of Comer v. 
Murphy Oil reversed a lower court, holding that private plaintiffs have standing to assert certain 
common law claims against more than 30 utility, oil, coal and chemical companies. The Comer 
complaint alleges that GHG emissions from the defendants’ facilities contributed to global 
warming which increased the intensity of Hurricane Katrina. E.ON, the parent of KU and LG&E 
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was included as a defendant in the complaint, but has not been subject to the proceedings due to 
the failure of the plaintiffs to pursue service under the applicable international procedures. KIJ 
and LG&E are currently unable to predict further developments in the Comer case, including 
whether the plaintiffs will continue with a previously-dismissed motion seeking to amend their 
complaint to add the Companies as parties. KU and LG&E continue to monitor relevant GHG 
litigation to identie judicial developments that may be potentially relevant to their operations. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU 
had violated certain provisions of the Clean Air Act’s new source review rules relating to work 
performed in 1997, on a boiler and turbine at KU’s E.W. Brown generating station. In December 
2006, the EPA issued a second NOV alleging the Company had exceeded heat input values in 
violation of the air permit for the unit. In March 2007, the Department of Justice filed a 
complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint sought civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In December 2008, the Company reached a tentative settlement with the 
government resolving all outstanding claims. The proposed consent decree provides for payment 
of a $1 million civil penalty; funding of $3 million in environmental mitigation projects; 
surrender of 53,000 excess SO2 allowances; surrender of excess NOx allowances estimated at 
650 allowances annually for eight years; installation of an FGD by December 3 1,201 0; 
installation of an SCR by December 3 1,20 12; and compliance with specified emission limits and 
operational restrictions. In February 2009, the proposed consent decree was lodged with the 
Court. In March 2009, the Court entered the consent decree which is now legally in effect. 

Section 114 Requests. In August 2007, the EPA issued administrative information requests under 
Section 1 14 of the Clean Air Act requesting new source review-related data regarding certain 
projects undertaken at LG&E’s Mill Creek 4 and Trimble County I generating units and KU’s 
Ghent 2 generating unit. KU and LG&E have complied with the information requests and are not 
able to predict further proceedings in this matter at this time. 

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act’s operating rules relating to opacity during June and July 
of 2007 at Units 1 and 3 of KU’s Ghent generating station. The parties have met on this matter 
and KU has received no further communications from the EPA. The Company is not able to 
estimate the outcome or potential effects of these matters, including whether substantial fines, 
penalties or remedial measures may result. 

Ghent New Source Review NO?? In March 2009, the EPA issued an NOV alleging that KIJ 
violated certain provisions of the Clean Air Act’s rules governing new source review and 
prevention of significant deterioration by installing FGD and SCR controls at its Ghent 
generating station without assessing potential increased sulfuric acid mist emissions. KU 
contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EPA. The Company is currently unable to determine the final outcome 
of this matter or the impact of an unfavorable determination upon the Company’s financial 
position or results of operations. 

Ash Ponds, Coal-Corn bustion Byproducts and Water Discharges. The EPA has undertaken 
various initiatives in response to the December 2008 impoundment failure at the Tennessee 
Valley Authority’s Kingston power plant, which resulted in a major release of coal combustion 
byproducts into the environment. The EPA issued information requests to utilities throughout the 
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country, including KU, to obtain information on their ash ponds and other impoundments. In 
addition, the EPA inspected a large number of impoundments located at power plants to 
determine their structural integrity. The inspections included several of the Company’s 
impoundments, which the EPA found to be in satisfactory condition. The EPA and other 
agencies are currently considering the need to revise applicable standards governing the 
structural integrity of ash ponds and other impoundments. In addition, the EPA has announced 
that it is re-evaluating current regulatory requirements applicable to coal combustion byproducts 
and anticipates proposing new rules by the end of 2009. The EPA is considering a wide range of 
regulatory options including subjecting ash ponds and landfills handling coal combustion 
byproducts to regulation under the hazardous waste program. Finally, the EPA has announced 
plans to develop revised effluent limitations guidelines and standards governing discharges from 
power plants. The Company is monitoring these ongoing regulatory developments, but will be 
unable to determine the impact until such time as new rules are finalized. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various 
state or local regulatory agencies and state and federal courts regarding matters involving 
compliance with applicable environmental laws and regulations. Such matters include a 
completed settlement with state regulators regarding particulate limits in the air permit for KTJ’s 
Tyrone generating station, remediation activities for, or other risks relating to, elevated 
polychlorinated biphenyl levels at existing properties, and liability under the Comprehensive 
Environmental Response, Compensation and Liability Act for cleanup at various off-site waste 
sites. Based on analysis to date, the resolution of these matters is not expected to have a material 
impact on the operations of KU. 

Note 8 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. 
Transactions between KU and EON 1J.S. subsidiaries are eliminated upon consolidation of 
E.ON U.S. Transactions between KU and E.ON subsidiaries are eliminated upon consolidation 
of E.ON. These transactions are generally performed at cost and are in accordance with FERC 
regulations under the Public Utility Holding Company Act of 2005 and the applicable Kentucky 
Commission and Virginia Commission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

KTJ and LG&E purchase energy from each other in order to effectively manage the load of their 
retail and wholesale customers. These sales and purchases are included in the statements of 
income as operating revenues and purchased power operating expense. KTJ’s intercompany 
electric revenues and purchased power expense were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30. 

(in millions) 2009 2008 2009 2008 
Electric operating revenues from LG&E $ 1  $ 15 $ 15 $ 44 
Purchased power from LG&E 21 21 79 73 
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Interest Charges 

See Note 6, Short-Term and Long-Term Debt, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related 
to services provided when settled within 30 days. 

KU’s intercompany interest expense was as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Three Months Ended Nine Months Ended 
September 3 0, September 30, 
-- 2009 2008 2009 2008 

$ -  $ 1  $ -  $ 1  
18 14 51 40 

Other Intercompany Billings 

E.ON U.S. Services provides the Company with a variety of centralized administrative, 
management and support services. These charges include payroll taxes paid by E.ON U.S. 
Services on behalf of KU, labor and burdens of E.ON U.S. Services employees performing 
services for KU, coal purchases and other vouchers paid by E.ON U.S. Services on behalf of 
KU. The cost of these services is directly charged to the Company, or for general costs which 
cannot be directly attributed, charged based on predetermined allocation factors, including the 
following ratios: number of customers, total assets, revenues, number of employees and other 
statistical information. These costs are charged on an actual cost basis. 

In addition, KU and LG&E provide services to each other and to E.ON I.J.S. Services. Billings 
between KU and LG&E relate to labor and overheads associated with union and hourly 
employees performing work for the other utility, charges related to jointly-owned generating 
units and other miscellaneous charges. Billings from KU to E.ON US.  Services include cash 
received by E.ON US.  Services on behalf of KU, primarily tax settlements, and other payments 
made by the Company on behalf of other non-regulated businesses which are reimbursed through 
E.ON U.S. Services. 

Intercompany billings to and from KU were as follows: 

Three Months Ended Nine Months Ended 

(in millions) 2009 2008 2009 2008 
E.ON 1J.S. Services billings to KU $ 43 $ 62 $ 121 $ 173 
KU billings to LG&E 16 21 63 58 

September 30, September 30, 

- - - LG&E billings to KU 5 
KIJ billings to E.ON 1J.S. Services 3 - 5 2 

In March and June 2009, the Company received capital contributions of $50 million and $25 
million, respectively, from its common shareholder, E.ON U.S. 
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Note 9 - Subsequent Events 

Subsequent events have been evaluated through November 12,2009, the date of issuance of 
these statements and these statements contain all necessary adjustments and disclosures resulting 
from that evaluation. 

Effective November 1 , 2009, in connection with its application for a base rate increase in 
Virginia and the Virginia Commission suspension of those rates, KU implemented the proposed 
rate schedules, subject to refund with interest, based upon the final outcome of the proceeding. 

On November 6,2009, in their proceeding applying for approval of and cost recovery for two 
wind power contracts, KU and LG&E filed a motion for reconsideration of the Kentucky 
Commission’s October 2009 Order denying consideration of the cost recovery aspects of the 
application until a future base rate case application. 
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Management's Discussion and Analysis 

General 

The following discussion and analysis by management focuses on those factors that had a material 
effect on KU's financial results of operations and financial condition during the three and nine 
month periods ended September 30,2009, and should be read in connection with the financial 
statements and notes thereto. 

Some of the following discussion may contain forward-hoking statements that are subject to certain 
risks, uncertainties and assumptions. Such forward-looking statements are intended to be identified 
in this document by the words "anticipate," "expect," "estimate," "objectiveYff "possible," "potential" 
and similar expressions. Actual results may vary materially. Factors that could cause actual results 
to differ materially include: general economic conditions; business and competitive conditions in 
the energy industry; changes in federal or state legislation; unusual weather; actions by state or 
federal regulatory agencies; and other factors described from t h e  to time in the Company's reports, 
including the Annual Report for the year ended December 3 1 , 2008. 

Executive Summary 

Business 

KU, incorporated in Kentucky in 191 2 and in Virginia in 1 991 , is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. KU provides electric service to approximately 5 12,000 customers in 77 
counties in central, southeastern and western Kentucky, to approximately 30,000 customers in 5 
counties in southwestern Virginia and 5 customers in Tennessee. KU's service area covers 
approximately 6,600 square miles. Approximately 99% of the electricity generated by KIJ is 
produced by its coal-fired electric generating stations. The remainder is generated by a 
hydroelectric power plant and natural gas and oil fueled combustion turbines. In Virginia, KU 
operates under the name Old Dominion Power Company. KIJ also sells wholesale electric energy 
to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON US., an indirect wholly-owned subsidiary of E.ON, a 
German corporation. KU's affiliate, LG&E, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy and the storage, distribution and 
sale of natural gas in Kentucky. 

Regulatory Matters 

In January 2009, KT.J, the AG, KIlJC and all other parties to the base rate case filed a settlement 
agreement with the Kentucky Commission. TJnder the terms of the settlement agreement, the 
Company's base rates will decrease $9 million annually. An Order approving the settlement was 
received in February 2009, and the new rates were implemented effective February 6,2009. In 
connection with the application and effective date of the new rates, the VDT surcredit and 
merger surcredit terminated, which will result in increased revenues of approximately $16 
million annually. 
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In January 2009, a significant winter ice storm passed through KU’s service territory causing 
approximately 199,000 customer outages, followed closely by a severe wind storm in February 
2009, causing approximately 44,000 customer outages. KTJ incurred $57 million of incremental 
operation and maintenance expenses and $32 million of capital expenditures related to the 
restoration following the two storms. The Company filed an application with the Kentucky 
Commission in April 2009, requesting approval to establish a regulatory asset, and defer for 
future recovery, approximately $62 million in incremental operation and maintenance expenses 
related to the storm restoration. In September 2009, the Kentucky Commission issued an Order 
allowing the Company to establish a regulatory asset of up to $62 million based on its actual 
costs for storm damages and service restoration due to the January and February 2009 winter 
storms. In September 2009, the Company established a regulatory asset of $57 million for actual 
costs incurred. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service 
territory causing significant outages and system damage. In October 2008, KU filed an 
application with the Kentucky Commission requesting approval to establish a regulatory asset, 
and defer for future recovery, approximately $3 million of expenses related to the storm 
restoration. In December 2008, the Kentucky Cornmission issued an Order allowing the 
Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company 
established a regulatory asset of $2 million for actual costs incurred. 

Environmental Matters; Climate-Change Developments 

Protection of the environment is a major priority for KU. Federal, state and local regulatory 
agencies have issued KU permits for various activities subject to air quality, water quality and 
waste management laws and regulations. Recent developments continue to indicate an increased 
possibility of significant climate-change or greenhouse gas legislation or regulation, particularly 
at the federal level. While the final terms and impacts of such initiatives cannot currently be 
estimated, as a primarily coal-fueled utility, the Company could be highly affected by such 
proceedings. Ultimately, environmental matters or potential environmental matters can represent 
an important element of current or future capital requirements, operating and maintenance 
expenses or compliance risks for the Company. See Note 7 of Notes to Financial Statements for 
more information. 
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Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. 

Three Months Ended September 30,2009, Compared to 
Three Months Ended September 30,2008 

Net Income 

Net income for the three months ended September 30,2009, increased $23 million compared to 
the same period in 2008. The increase was primarily the result of decreased operating expense 
($87 million), partially offset by decreased electric revenues ($30 million), increased income tax 
expense ($20 million), decreased other income - net ($12 million) and increased interest expense, 
including interest expense to affiliated companies ($2 million). 

Revenues 

to: 
e 

e 

e 

e 

e 

0 

e 

e 

Revenues decreased $30 million in the three months ended September 30,2009, primarily due 

Decreased wholesale sales ($19 million) due to lower sales volumes to LG&E ($14 
million) and third-parties ($S million) as a result of lower economic capacity caused by 
low spot market pricing in the third quarter of 2009. Via a mutual agreement, KU sells its 
higher cost electricity to LG&E for LG&E’s wholesale sales and KU purchases LG&E’s 
lower cost electricity to serve KU’s native load. 
Decreased fuel costs billed to customers through the FAC ($15 million) due to lower fuel 
prices 
Decreased retail sales volumes delivered ($1 1 million) due to weakened economic 
conditions and mild weather 
Decreased mark-to-market income ($3 million) due to a change in power purchase swaps 
resulting from market price changes and trading activity 
Decreased base rates ($3 million) due to the application of the Kentucky base rate case 
settlement in February 2009 
Increased ECR surcharge ($10 million) due to increased recoverable capital spending 
Increased DSM revenue ($5 million) due to increased recoverable program spending 
Increased miscellaneous revenues ($3 million) due to the initial assessment of late 
payment fees in the second quarter of 2009 
Decreased merger surcredit ($2 million) due to the swcredit termination in February 2009 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost of he1 are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 
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Fuel for electric generation decreased $33 million in the three months ended September 30, 
2009, primarily due to: 

Decreased volumes of fuel usage ($32 million) due to decreased native load and 
wholesale sales 
Decreased commodity and transportation costs for coal and natura1 gas ($1 million) 

0 

0 

Power purchased expense decreased $8 million in the three months ended September 30,2009, 
primarily due to: 

Decreased prices for purchases used to serve retail customers ($7 million) as a result of 
low spot market pricing during the majority of the third quarter of 2009 
Decreased third-party purchased volumes for native load ($2 million) due to lower native 
load demand 
Increased demand payments for third-party purchases ($1 million) on long-term contracts 

0 

0 

Other operation and maintenance expense decreased $44 million in the three months ended 
September 30,2009, due to decreased maintenance expense ($54 million) and offset by 
increased other operation expense ($10 million). 

Maintenance expense decreased $54 million in the three months ended September 30,2009, 
primarily due to: 

Decreased ($53 million) due to reclassification of 2009 wind and ice storm restoration 
expenses to a regulatory asset 
Decreased ($1 million) due to 2008 wind storm expenses which were expensed in the 
third quarter of 2008 and reclassified to a regulatory asset in the fourth quarter of 2008 

Other operation expense increased $10 million in the three months ended September 30, 
2009, primarily due to: 
0 

0 

0 

0 

Increased administrative and general expense ($9 million) due to timing of DSM 
expenditures and increased labor costs 
Increased pension expense ($4 million) due to lower 2008 pension asset investment 
performance 
Increased steam expense ($1 million) due to utilization of SCRs year-round 
Decreased distribution expense ($4 million) due to the reclassification of 2009 wind and 
ice storm restoration expenses to a regulatory asset 

Other income - net decreased $12 million in the three months ended September 30,2009, 
primarily due to: 

0 

Decreased ($1 1 million) due to lower subsidiary equity earnings from Electric Energy, 
Inc. resulting from decreased market prices 
Decreased ($1 million) due to discontinuance of allowance for funds used during 
construction on ECR projects as a result of the FERC rate case 

Interest expense, including interest expense to affiliated companies, increased $2 million in the 
three months ended September 30,2009, primarily due to interest on increased borrowings with 
affiliated companies ($3 million) offset by decreased interest on bonds ($1 million) due to lower 
interest rates. 
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A reconciliation of differences between the statutory 1J.S. federal income tax rate and KU’s 
effective tax rate follows: 

Three Months Ended 
SeDtember 30, 

2009 

Statutory federal income tax rate 35.0 Yo 35.0 % 

Dividends received deduction related 
State income taxes, net of federal benefit 3.5 2.6 

to Electric Energy Inc. investment - (3.4) 
Qualified production activities deduction - (1.2) 
Excess deferred taxes on depreciation (0.7) (0.5) 

(1 -9) Other differences (0.7) 
Effective income tax rate 37.1 % 30.6 Yo 

_ _ _ =  w 

The effective income tax rate increased for the three months ended September 30,2009, 
compared to the three months ended September 30,2008, primarily due to the loss of a dividends 
received deduction associated with the Electric Energy Inc. dividends. No dividends were 
received from Electric Energy Inc., in the third quarter of 2009. 

Nine Months Ended September 30,2009 Compared to 
Nine Months Ended September 30,2008 

Net Income 

Net income for the nine months ended September 30,2009, decreased $18 million compared to 
the same period in 2008. The decrease was primarily the result of decreased electric revenue 
($3 1 million), decreased other income - net ($23 million) and increased interest expense, 
including interest expense to affiliated companies ($5 million), partially offset by decreased 
operating expense ($39 million) and decreased income taxes ($2 million). 

Revenues 

Revenues decreased $3 1 million in the nine months ended September 30,2009, primarily due to: 
Decreased wholesale sales ($39 million) due to lower sales volumes to LG&E ($30 
million) and third-parties ($10 million) as a result of scheduled coal-fired generation unit 
outages during January through April 2009, and lower economic capacity caused by low 
spot market pricing during the majority of 2009. Via a mutual agreement, KU sells its 
higher cost electricity to LG&E for LG&E’s wholesale sales and KU purchases L,G&E’s 
lower cost electricity to serve KU’s native load. 
Decreased retail sales volumes delivered ($39 million) due to milder weather, weakened 
economic conditions and significant 2009 storm outages 
Decreased base rates ($5 million) due to the application of the Kentucky base rate 
settlement in February 2009, partially offset by the increase in Virginia levelized fuel 
factor 
Decreased fuel costs billed to customers through the FAC ($2 million) due to a refund of 
purchased power costs from OMU ($6 million), partially offset by increased fuel prices 
($4 million) 

0 
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Decreased mark-to-market income ($2 million) due to a change in power purchase swaps 
resulting from market price changes and trading activity 
Increased ECR surcharge ($36 million) due to increased recoverable capital spending 
Decreased merger surcredit ($10 million) due to a lower rate approved by the Kentucky 
Commission in June 2008 and the surcredit termination in February 2009 
Increased miscellaneous revenue ($5 million) resulting from the initial assessment of late 
payment fees in the second quarter of 2009 
Increased DSM revenue ($3 million) due to increased recoverable program spending 
Decreased VDT surcredit ($2 million) due to termination in August 2008 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation decreased $5 1 million in the nine months ended September 30,2009, 
primarily due to: 

Decreased volumes of fuel usage ($72 million) due to decreased native load and 
wholesale sales 
Increased commodity and transportation costs for coal and natural gas ($2 1 million) 

. 

Power purchased expense decreased $10 million in the nine months ended September 30,2009, 
primarily due to: 

Decreased prices for purchases used to serve retail customers ($17 million) due to 
increased availability of power from OMU and lower spot market pricing in 2009 
Decreased power purchased expense ($7 million) due to a refund of power purchased 
costs related to the OMIJ settlement 
Decreased third-party purchased volumes for off-system sales ($1 million) as a result of 
low spot market pricing 
Increased purchased volumes from LG&E ($1 0 million), partially offset by lower prices 
($4 million). Via a mutual agreement, KU purchases LG&E’s lower cost electricity to 
serve KU’s native load. LG&E was able to provide higher volumes due to LG&E’s 
reduced native load requirements as a result of milder weather and the weakened 
economy. 
Increased third-party purchased volumes for native load ($5 million) as a result of 
scheduled coal-fired generation unit outages 
Increased demand payments for third-party purchases ($3 milIion) on long term contracts 
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Other operation and maintenance expense increased $22 million in the nine months ended 
September 30,2009, due to increased other operation expense ($20 million) and increased 
maintenance expense ($2 million). 

Other operation expense increased $20 million in the nine months ended September 30,2009, 
primarily due to: 

Increased pension expense ($14 million) due to lower 2008 pension asset investment 
performance 
Increased steam expense ($4 million) due to utilization of SCRs year-round 
Increased administrative and general expense ($3 million) due to consulting fees for 
software training and increased labor costs 
Increased property tax ($1 million) due to higher tax assessment resulting from 
construction expenditures 
Decreased generation expense ($2 million) due to scheduled unit outages and routine 
maintenance 

0 

0 

0 

Maintenance expense increased $2 million in the nine months ended September 30,2009, 
primarily due to: 

Increased steam expense ($4 million) due to increased scope of work for scheduled 
outages 
Increased transmission expense ($1 million) primarily due to the 2009 winter storm 
restoration 
Increased administrative and general expense ($1 million) due to increased labor and 
system maintenance contracts resulting from completion of a significant in-house 
customer information system project 
Decreased distribution expense ($4 million) as a result of 2008 winter storms ($3 million) 
and 2008 wind storm expenses which were expensed in the third quarter of 2008 and 
reclassified to a regulatory asset in the fourth quarter of 2008 ($1 million) 

0 

0 

0 

Other income - net decreased $23 million in the nine months ended September 30,2009, 
primarily due to: 

Decreased ($25 million) due to lower subsidiary equity earnings from Electric Energy, 
Inc. resulting from decreased market prices. 
Decreased ($1 million) due to discontinuance of allowance for funds used during 
construction on ECR projects as a result of the FERC rate case 
Increased ($2 million) due to settlement of Brown New Source Review litigation and a 
self-reported SERC violation 

Interest expense, including interest expense to affiliated companies, increased $5 million in the 
nine months ended September 30,2009, primarily due to increased borrowings with affiliated 
companies ($10 million) offset by decreased interest on bonds ($5 miIIion) due to lower interest 
rates. 
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A reconciliation of differences between the statutory U.S. federal income tax rate and KU’s 
effective tax rate follows: 

Nine Months Ended 
September 30, 

2009 2008 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Dividends received deduction related 

to Electric Energy Inc. investment 
Qualified production activities deduction 
Amortization of investment tax credits 
Nondeductible life insurance 
Excess deferred taxes on depreciation 
Other differences 
Effective income tax rate 

35.0 % 
2.7 

35.0 % 
2.4 

The effective income tax rate increased for the nine months ended September 30,2009, 
compared to the nine months ended September 30,2008, due to a decrease in the dividends 
received deduction, related to a decrease in dividends received from Electric Energy Inc. 

Liquidity and Capital Resources 

KU uses net cash generated from its operations, external financing (including financing from 
affiliates) and/or inhsions of capital from its parent mainly to fund construction of plant and 
equipment. As of September 30,2009, KU had a working capital deficiency of $136 million, 
primarily due to the terms of certain tax-exempt bonds which allow the investors to put the bonds 
back to the Company causing them to be classified as current portion of long-term debt. The 
Company has adequate liquidity facilities to repurchase any bonds put back to the Company. See 
Note 6 of Notes to Financial Statements. KIJ believes that its sources of funds will be sufficient 
to meet the needs of its business in the foreseeable future. 

Operating Activities 

The $53 million decrease in net cash provided by operating activities for the nine months ended 
September 30,2009 compared to September 30,2008, was primarily the result of changes in: 

0 

Other ($10 million) 
0 

0 

0 

Storm restoration costs ($57 million) established as a regulatory asset for the 2009 winter 
storm restoration expenses 
Accounts payable ($27 million) primarily due to timing of payments and lower accruals 
Pension and postretirement funding ($15 million) due to valuation related to market 
conditions 

Accrued income taxes ($8 million) 
Materials and supplies ($2 million) 
Environmental cost recovery receivable ($2 million) 
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These decreases were partially offset by changes in: 
Q 

Q 

Q 

Q 

Earnings, net of non-cash items ($53 million) 
Accounts receivable ($1 1 million) primarily due to timing on collection of accounts 
Fuel adjustment clause receivable, net ($2 million) 
Prepayments and other current assets ($1 million) 
Other current liabilities ($1 million) 

Investing Activities 

Net cash used for investing activities decreased $185 million in the nine months ended 
September 30,2009, compared to 2008. The primary use of funds for investing activities 
continues to be for capital expenditures. Capital expenditures were $378 million and $554 
million in the nine months ended September 30,2009 and 2008, respectively, a net decrease of 
$176 million. The remaining decrease in net cash used for investing activities is due to a 
decrease in assets transferred from LG&E for TC2 of $10 million, partially offset by decreased 
funds received from restricted cash of $1 million representing escrow proceeds from the 
pollution control bonds. 

Financing Activities 

Net cash inflows from financing activities were $18 1 million and $3 13 million in the nine 
months ended September 30,2009 and 2008, respectively, resulting in a decrease in net cash 
provided by financing activities of $132 million. The decrease in financing inflows is due to 
decreased short-term borrowings net of repayments from an affiliated company of $87 million, 
decreased long-term borrowings from affiliates of $75 million and decreased equity 
contributions from E.ON U S .  of $50 million, partially offset by decreased reacquisition of bonds 
of $80 million. 

See Note 6 of Notes to Financial Statements for information of redemptions, maturities and 
issuances of long-term debt. 

Future Capital Requirements 

KU’s construction program is designed to ensure that there will be adequate capacity and 
reliability to meet the electric needs of its service area and to comply with environmental 
regulations. These needs are continually being reassessed and appropriate revisions are made, 
when necessary, in construction schedules. KU expects its capital expenditures for the three year 
period ending December 3 1 , 201 1 , to total approximately $1.3 billion, consisting primarily of 
construction estimates for installation of FGDs on Ghent and Brown units totaling approximately 
$360 million, on-going construction related to distribution assets totaling approximately $250 
million, on-going construction related to generation assets totaling approximately $220 million, 
ash pond and landfill projects totaling approximately $1 85 million, construction of TC2 totaling 
approximately $1 65 million (including $30 miIIion for environmental controls), the Brown SCR 
totaling approximately $1 10 million, and information technology projects of approximately $35 
million. 

Future capital requirements may be affected in varying degrees by factors such as electric energy 
demand load growth, changes in construction expenditure levels, rate actions by regulatory 
agencies, new legislation, changes in commodity prices and labor rates, changes in 
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environmental regulations and other regulatory requirements. Credit market conditions can affect 
aspects of the availability, terms or methods in which the Company funds its capital 
requirements. KU anticipates funding future capital requirements through operating cash flow, 
debt and/or infusions of capital from its parent. 

KtJ has a variety of funding alternatives available to meet its capital requirements. The Company 
participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make 
funds of up to $400 million available to the Company at market-based rates. Fidelia also 
provides long-term intercompany funding to KU. See Notes 6 and 9 of Notes to Financial 
Statements. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and 
the FERC authorize the issuance of short-term debt while the Kentucky Commission, the 
Virginia Commission and the Tennessee Regulatory Authority authorize the issuance of long- 
term debt. In November 2007, KU received a two-year authorization from the FERC to borrow 
up to $400 million in short-term funds. KU also has authorization from the Virginia Commission 
that expires at the end of 2009 allowing short-term borrowing of up to $400 million. As of 
September 30,2009, KU has borrowed $23 million of this authorized amount. See Note 6 of 
Notes to Financial Statements. 

The Company’s debt ratings as of September 30,2009, were: 

Unenhanced pollution control revenue bands 
Issuer rating 
Corporate credit rating 

Moody’s 

A2 BBB+ 
A2 
- BBB+ 

These ratings reflect the views of Moody’s and S&P. A security rating is not a recommendation 
to buy, sell or hold securities and is subject to revision or withdrawal at any time by the rating 
agency. See Note 6 of Notes to Financial Statements for a discussion of 2008 and 2009 
downgrade actions related to the pollution control revenue bonds caused by a change in the 
rating of the entity insuring those bonds. 
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Controls and Procedures 

Management is responsible for establishing and maintaining adequate internal control over 
financial reporting. Internal control over financial reporting is a process designed to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting 
principles. A company’s internal control over financial reporting includes those policies and 
procedures that pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s 
assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or 
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are 
subject to the risk that controls may become inadequate because of changes in conditions, or that 
the degree of compliance with the policies or procedures may deteriorate. 

KU is not subject to the internal control and other requirements of the Sarbanes-Oxley Act of 
2002 and associated rules (the “Act”) and consequently is not required to evaluate the 
effectiveness of the Company’s internal control over financial reporting pursuant to Section 404 
of the Act. However, management has assessed the effectiveness of the Company’s internal 
control over financial reporting as of December 3 1 , 2008, using the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission in Internal Control - 
Integrated Framework. Management has concluded that, as of December 3 1 , 2008, the 
Company‘s internal control over financial reporting was effective based on those criteria. 
Effective April 1 , 2009, the Company initiated a new software and data system for customer 
accounts and associated billing, management, operations and record-keeping aspects thereof. 
following a comprehensive planning, testing and implementation project. There were no changes 
to the Company’s internal controls as a result of the new software implementation. There have 
been no changes in the Company’s internal control over financial reporting that occurred during 
the nine months ended September 30,2009, that has materially affected, or is reasonably likely 
to materially affect, the Company’s internal control over financial reporting. 

The effectiveness of the Company’s internal control over financial reporting as of December 3 1 , 
2008, was audited by PricewaterhouseCoopers LLP, an independent accounting firm, as stated in 
its report which is included in the 2008 KU Annual Report. 
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Legal Proceedings 

For a description of the significant legal proceedings involving KU, reference is made to the 
information under the following captions of the Company’s Annual Report for the year ended 
December 3 1,2008: Business, Risk Factors, Legal Proceedings, Management’s Discussion and 
Analysis, Financial Statements and Notes to Financial Statements. Reference is also made to the 
matters described in Notes 2,7  and 9 of this quarterly report. Except as described in this 
quarterly report, to date, the proceedings reported in the Company’s Annual Report for the year 
ended December 3 1,2008 have not materially changed. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other 
governmental proceedings arise against KU. To the extent that damages are assessed in any of 
these lawsuits, the Company believes that its insurance coverage is adequate. Management, after 
consultation with legal counsel, does not anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on the Company’s 
financial position or results of operations. 
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Kentucky Utilities Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

OPERATING REVENUES 
Total operating revenues (Note 8) .............................. 

OPERATING EXPENSES 
Fuel for electric generation .............................................. 

Other operation and maintenance expenses (Note 2) ...... 
Depreciation and amortization ........................................ 

Total operating expenses ............................................ 

Power purchased (Note 8) ............................................... 

Operating income ............................................................ 

Other income - net (Note 3) ............................................ 
Interest expense (Note 6) ................................................. 
Interest expense to affiliated companies 

(Notes 6 and 8) .......................................................... 

Income before income taxes ............................................ 

Federal and state income tax expense (Note 5) ............... 

Net income ...................................................................... 

Three Months Ended 
June 30, 

2008 

$ 305 $ 316 

99 110 
43 54 
76 75 

54 46 

(2) (9) 
2 3 

17 13 

37 39 

11 - 11 -~ 

,$ 26 $ 28 

Six Months Ended 
June 30, 
- 2008 

$ 666 $ 668 

215 23 3 
107 110 
208 141 

66 63 
596 547 

70 121 

(9) (18) 
3 7 

33 26 ~- 

43 106 

32 -- 10 

$ 33 $ 74 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(Unaudited) 

(Millions of $) 

Three Months Ended Six Months Ended 
June 30, June 30, 

2009 2008 2009 2008 

Balance at beginning of period ........................................ $ 1,202 $ 1,083 $ 1,195 $ 1,037 
...................................................................... 33 74 26 Net income 

Balance at end of period .................................................. $ 1,228 $ 1,l 11 $ 1,228 $ 1,111 
28 ---- -~ -- - __ c m. 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

ASSETS 

Current assets: 

Restricted cash .................................................................................. 
Accounts receivable, net: 

Cash and cash equivalents ................................................................ 

Customer -- less reserves of $2 million and $3 million 

Other - less reserves of less than $1 million 
as of June 30,2009 and December 31,2008, respectively ..... 

as of June 30, 2009 and December 31, 2008 .......................... 
Materials and supplies: 

Fuel (predominantly coal) ........................................................... 
Other materials and supplies ....................................................... 

Regulatory assets (Note 2) ............................................................... 
Prepayments and other current assets ............................................... 

Total current assets ...................................................................... 

Other property and investments ....................................................... 

Utility plant: 
At original cost ................................................................................. 

Total utility plant, net .................................................................. 
. .  Less: reserve for depreciation ..................................................... 

Construction work in progress .................................................... 
Total utility plant and construction work in progress ....................... 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits ............................................ 
Other ........................................................................................... 

Cash surrender value of key man life insurance ............................... 
Other assets ...................................................................................... 

Total deferred debits and other assets ......................................... 

Total assets ....................................................................................... 

June 30, 
2009 

$ 3  

140 

26 

98 
39 
41 

6 
353 

13 

-- 

4,725 
1.752 
2,973 

1,128 
4,101 

127 
59 
37 
10 

23 3 

$4.700 

December 3 1 , 
2008 

$ 2  
9 

152 

32 

73 
36 
32 
10 

346 

23 

4,446 
1,724 
2,722 
-- 

1,176 
3,898 -__ 

127 
64 
39 
11 

24 1 
- 

$ 4,508 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets (cant.) 

(Unaudited) 
(Millions of $) 

LIABILITIES AND EQUITY 

Current liabilities: 
Current portion of long-term debt (Note 6) ........................................ 
Notes payable to affiliated companies (Notes 6 and 8) ...................... 

Accounts payable to affiliated companies (Note 8) ........................... 
Deferred income taxes . net (Note 5) ................................................ 
Customer deposits .............................................................................. 
Regulatory liabilities (Note 2) ............................................................ 
Other current liabilities ....................................................................... 

Total current liabilities .................................................................. 

Accounts payable ............................................................................... 

. . .  

Long-term debt: 

Long-term debt to affiliated company (Notes 6 and 8) ...................... 
Total long-term debt ...................................................................... 

Long-term bonds (Note 6 )  .................................................................. 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 5) .................................... 
Accumulated provision for pensions and related benefits (Note 4) ... 
Investment tax credit (Note 5) ............................................................ 

Regulatory liabilities (Note 2): 
Asset retirement obligations ............................................................... 

Accumulated cost of removal of utility plant ................................ 
Deferred income taxes . net .......................................................... 
Other ............................................................................................. 

Other liabilities ................................................................................... 
Total deferred credits and other liabilities .................................... 

Common equity: 
Common stock. without par value . 

Authorized 80.000. 000 shares. outstanding 37. 8 17. 878 shares .... 
Additional paid-in capital (Note 8) .................................................... 

Retained earnings ............................................................................... 

Total retained earnings .................................................................. 
Undistributed subsidiary earnings ...................................................... 

Total common equity .................................................................... 

Total liabilities and equity .................................................................. 

The accompanying notes are an integral part of these financial statements . 

June 30. 
2009 

$ 228 
61 

149 
31 
30 
22 
10 
27 

558.. 

123 
1. 231 
1. 354 

256 
184 
91 
33 

326 
13 
9 

24 
936 

308 
3 16 

1. 216 
12 

1.228 
1. 852 . 

$4 .  700 
=_ .A 

December 3 1 . 
.- 2008 

$ 228 
16 

161 
38 
30 
21 

5 
27 

526 
.. 
-~ 

123 
1. 181 
1.304 

250 
186 
80 
32 

329 
16 
15 
26 

934 
-~ 

308 
241 

1. 174 
21 

1. 195 
1. 744 

-I__ 

-. 

$ 4 .  508 
P 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ........................................................................................... 
Items not requiring cash currently: 

Depreciation and amortization ........................................................ 
Deferred income taxes . net ........................................................... 
Investment tax credit ....................................................................... 
Provision for pension and post retirement plans ............................. 
1.Jndistributed earnings of subsidiary company ............................... 

Materials and supplies .................................................................... 
Accounts payable ............................................................................ 
Accrued income taxes ..................................................................... 
Prepayments and other current assets ............................................. 
Other current liabilities ................................................................... 

Pension and postretirement funding (Note 4) ...................................... 
Fuel adjustment clause, net .................................................................. 
Environmental cost recovery ................................................................ 
Other .................................................................................................... 

Net cash provided by operating activities ....................................... 

Changes in current assets and liabilities: 
Accounts receivable ........................................................................ 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures .................................................................... 
Assets transferred from affiliate ........................................................... 
Risk management contracts .................................................................. 
Restricted cash ..................................................................................... 

Net cash used for investing activities .............................................. 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Additional paid-in capital (Note 8) ...................................................... 
Long-term borrowings from affiliated company (Note 6) ................... 
Short-term borrowings from affiliated company . net (Note 6) .......... 
Reacquired bonds ................................................................................. 

Net cash provided by financing activities ....................................... 

CHANGE IN CASH AND CASH EQUIVALENTS ............................... 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD ... 

CASH AND CASH EQTJIVALENTS AT END OF PERIOD ................. 

For the Six Months Ended 
June 30. 

1 

2 

$ 3  

182 

(355) 
(10) 

11 
(354) 

75 
75 
52 

(30) 
172 

. 

$ -  

The accompanying notes are an integral part of these financial statements . 
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Kentucky Uti 1 it i es Company 
Notes to Financial Statements 

(Unaudited) 

Note 1 - General 

The unaudited financial statements include the accounts of the Company. KTJ’s common stock is 
wholly-owned by E.ON U.S., an indirect wholly-owned subsidiary of E.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only 
of normal recurring adjustments, necessary for a fair statement of financial position, results of 
operations, retained earnings and cash flows for the periods indicated. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with 
generally accepted accounting principles have been condensed or omitted. These unaudited 
financial statements and notes should be read in conjunction with the Company’s Financial 
Statements and Additional Information (“Annual Report”) for the year ended December 3 1 , 
2008, including the audited financial statements and notes therein. 

Certain reclassification entries have been made to the previous years’ financial statements to 
conform to the 2009 presentation with no impact on net assets, liabilities and capitalization or 
previously reported net income and net cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

SFAS No. 168 

In June 2009, the FASB issued SFAS No. 168, The FASB Accounting Standards CodIJication 
and the Hierarchy of Generally Accepted Accounting Principles, which is effective for interim 
and annual periods ending after September 15,2009. SFAS No. 168 establishes the FASB 
Accounting Standards Codification (“Codification”) as the single source of authoritative 
nongovernmental U. S. generally accepted accounting principles (“GAAP”). In addition, SFAS 
No. 168 replaces SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles, 
which developed the Codification and identified the sources of accounting principles and the 
framework for selecting the principles to be used in the preparation of financial statements that 
are presented in conformity with GAAP in the United States. SFAS No. 168 will have no effect 
on the Company’s results of operations, financial position or liquidity, however, references to 
authoritative accounting literature will change beginning in the third quarter. 

SFAS No. 165 

In May 2009, the FASB issued SFAS No. 165, Subsequent Events, which is effective for interim 
and annual periods ending after June 15,2009. SFAS No. 165 requires disclosure of the date 
through which subsequent events have been evaluated, as well as whether that date is the date the 
financial statements were issued or the date they were available to be issued. The adoption of 
SFAS No. 165 had no impact on the Company’s results of operations, financial position or 
liquidity, however, additional disclosures were required with the adoption. 

5 



FSP SFAS 107-1 and APB 28-1 

In April 2009, the FASR issued FSP SFAS 107-1 and APB 28-1, Interim Disclosures about Fair 
Value of Financial Instruments, which is effective for interim and annual periods ending after 
June 15, 2009, and requires qualitative and quantitative disclosures about fair values of assets 
and liabilities on a quarterly basis. The adoption of FSP SFAS 107-1 and APB 28-1 had no 
impact on the Company’s results of operations, financial position or liquidity, however, 
additional disclosures were required with the adoption. See Note 3, Financial Instruments, for 
additional disclosures. 

- FSP SFAS 132(R)-1 

In December 2008, the FASB issued FSP SFAS 132(R)-1, Employers‘ Disclosures about 
Postretirement BeneJit Plan Assets, which will be effective as of December 3 1 , 2009, and 
requires additional disclosures related to pension and other postretirement benefit plan assets. 
Additional disclosures include the investment allocation decision-making process, the fair value 
of each major category of plan assets as well as the inputs and valuation techniques used to 
measure fair value and significant concentrations of risk within the plan assets. The adoption of 
FSP SFAS 132(R)-1 will have no impact on the Company’s results of operations, financial 
position or liquidity, however, additional disclosures will be required with the adoption. 

SFAS No. 161 

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and 
Hedging Activities, an amendment of FASB Statement No. 133, which is effective for fiscal 
years, and interim periods within those fiscal years, beginning on or after November 15,2008. 
The objective of this statement is to enhance the current disclosure framework in SFAS No. 133, 
Accounting for Derivative Instruments and Hedging Activities, as mended. The adoption of 
SFAS No. 161 had no impact on KU’s statements of operations, financial position and cash 
flows, however, additional disclosures relating to derivatives were required with the adoption 
effective January 1 , 2009. 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated 
Financial Statements, which is effective for fiscal years, and interim periods within those fiscal 
years, beginning on or after December 15,2008. The objective of this statement is to improve the 
relevance, comparability and transparency of financial information in a reporting entity’s 
consolidated financial statements. The Company adopted SFAS No. 160 effective January 1 , 
2009, and it had no impact on its statements of operations, financial position and cash flows. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which, except 
as described below, was effective for fiscal years beginning after November IS, 2007. This 
statement defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles and expands disclosures about fair value measurements. SFAS 
No. 157 does not expand the application of fair value accounting to new circumstances. 
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In February 2008, the FASB issued FSP SFAS 157-2, Effective Date ofFASB Statement No. 157, 
which delayed the effective date of SFAS No. 157 for all nonfinancial assets and liabilities, 
except those that are recognized or disclosed at fair value in the financial statements on a 
recurring basis (at least annually), to fiscal years beginning after November 15,2008, and 
interim periods within those fiscal years. All other amendments related to SFAS No. 157 have 
been evaluated and have no impact on the Company’s financial statements. 

The Company adopted SFAS No. 157 effective January 1,2008, except as it applies to those 
nonfinancial assets and liabilities, and it had no impact on the statements of operations, financial 
position and cash flows, however, additional disclosures relating to its financial derivatives and 
cash collateral on derivatives, as required, are now provided. Per FSP SFAS 157-2, fair value 
accounting for all nonrecurring fair value measurements of nonfinancial assets and liabilities was 
adopted effective January 1,2009, and it had no impact on the statements of operations, financial 
position and cash flows. At June 30,2009, no additional disclosures were required per FSP 
SFAS 157-2 as KU did not have any nonfinancial assets or Iiabilities measured at fair value 
subsequent to initial measurement. In April 2009, the FASB issued FSP SFAS 157-4, 
Determining Fair Value when the Volume and Level of Activity for ihe Asset or Liability have 
Signijkantly Decreased and Identifiing Transactions that are not Orderly, which is effective for 
interim and annual periods ending after June 15,2009. FSP SFAS 157-4 provides additional 
guidance on determining fair values when there is no active market or where the price inputs 
being used represent distressed sales. The adoption of FSP SFAS 157-4 had no impact on the 
Company’s financial position, statements of operations and cash flows. 

Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities and for descriptions of 
certain matters which may not have undergone material changes relating to the period covered by 
this quarterly report, reference is made to Note 2 of KU’s Annual Report for the year ended 
December 3 1,2008. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in 
electric base rates for its Virginia jurisdictional customers in an amount of $12 million annually 
or approximately 2 1 %. The proposed increase reflects a proposed rate of return on rate base of 
8.586% based upon a return on equity of 12%. The Virginia Commission has suspended the 
increased rates through October 3 1 , 2009. The rate case application is subject to further 
proceedings before the Virginia Commission, including filings by interested parties, potential 
intervenors or the public. Certain testimony or other filings are anticipated in November and 
December 2009 and hearings are currently scheduled for November 2009 and January 2010. 
Following the suspension period, KU has the option, at its discretion, of implementing the 
proposed rates on an interim basis, subject to potential refund with interest, pending the outcome 
of the overall proceeding, 

Kentucky Rate Case 

In January 2009, KU, the AG, KIUC and all other parties to the base rate case filed a settlement 
agreement with the Kentucky Commission. Under the terms of the settlement agreement, KU’s 
base rates will decrease $9 million annually. An Order approving the settlement was received in 
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February 2009, and the new rates were implemented effective February 6,2009. In connection 
with the application and effective date of the new rates, the VDT surcredit and merger surcredit 
terminated, which will result in increased revenues of approximately $16 million annually. 

FERC Wholesale Rate Case 

In September 2008, KTJ filed an application with the FERC for increases in base electric rates 
applicable to wholesale power sales contracts or interchange agreements involving, collectively, 
twelve Kentucky municipalities. The application requested a shifl from current, all-in stated unit 
charge rates to an unbundled formula rate. In May 2009, as a result of settlement negotiations, 
KU submitted an unopposed motion informing the FERC of the filing of a settlement agreement 
and agreed-upon seven-year service agreements with the municipal customers. The unopposed 
motion requested interim rate structures containing terms corresponding to the overall settlement 
principles, to be effective from May 1 , 2009, until FERC approval of the settlement agreement. 
The settlement and service agreements provide for unbundled formula rates which are subject to 
annual adjustment and approval processes. In May 2009, the FERC issued an Order approving 
the interim settlement with respect to rates effective May 1 , 2009 representing increases of 
approximately 3% from prior charges and a return on equity of 1 1 %. Additionally, during May 
2009, KU filed the first annual adjustment to the formula rates to incorporate 2008 data, which 
adjusted formula rates became effective on July 1 , 2009. 

Separately, the parties were not able to reach agreement on the issue of whether KU must 
allocate to the municipal customers a portion of renewable resources it procures on behalf of its 
retail ratepayers. This issue will remain subject to further FERC proceedings and rulings or 
possible future settlement negotiations. 
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Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in KU’s Balance Sheets: 

(in millions) 
Current regulatory assets: 
ECR 
FAC 
Net MISO exit 
Other 

Total current regulatory assets 

June 30, December 3 1 , 
2009 2008 

Non-current regulatory assets: 
ARO $ 29 
IJnamortized loss on bonds 13 
Net MISO exit 9 
Hurricane Ike 2 
Other 6 

59 Subtotal non-current other regulatory assets 

Pension and postretirement benefits 
Total non-current regulatory assets 

Current regulatory liabilities: 
DSM 

Total current regulatory liabilities 

$ 20 
8 

4 
$ 32 

$ 28 
13 
19 
2 
2 

64 

127 127 
$191 

I_- - $186 
P 

$ 10 $ 5  
$ 5  $ 10 - P 

Non-current regulatory liabilities: 
Accumulated cost of removal of utility plant $326 
Deferred income taxes -- net 13 
Other 9 

$348 - Total non-current regulatory liabilities 

$329 
16 
15 

$360 

KIJ does not currently earn a rate of return on the ECR and FAC regulatory assets and the 
Virginia levelized fuel factor included in other regulatory assets, which are separate recovery 
mechanisms with recovery within twelve months. No return is earned on the pension and 
postretirement benefits regulatory asset that represents the changes in funded status of the plans. 
KU will recover this asset through pension expense included in the calculation of base rates with 
the Kentucky Commission and will seek recovery of this asset in future proceedings with the 
Virginia Commission. No retum is currently earned on the ARO asset. When an asset with an 
ARO is retired, the related ARO regulatory asset will be offset against the associated ARO 
regulatory liability, ARO asset and ARO liability. A return is earned on the unamortized loss on 
bonds, and these costs are recovered through amortization over the life of the debt. The 
Company will seek recovery of the Hurricane Ike regulatory asset and other regulatory assets, 
including the KCCS funding and FERC jurisdictional pension expense, in its next base rate 
cases. The Company recovers the net MISO exit regulatory asset in Kentucky incurred through 
April 30,2008. The Company will also seek recovery of other jurisdictional portions of this asset 
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in its current Virginia base rate case and, due to the formula nature of its FERC rate structure, the 
FERC jurisdictional portion of the regulatory asset will be included in the annual updates to the 
rate formula. The Company recovers the remaining regulatory assets, including other regulatory 
assets comprised of merger surcredit, deferred storm costs, E W C  FERC transmission settlement 
agreement and Kentucky rate case expenses. Other regulatory liabilities include DSM, FERC 
jurisdictional supplies inventory and MISO administrative charges collected via base rates from 
May 2008 through February 5,2009. The MISO regulatory liability will be netted against the 
remaining costs of withdrawing from the MISO, per a Kentucky Commission Order, in the next 
Kentucky base rate case. 

ECR. In June 2009, the Company filed an application for a new ECR plan with the Kentucky 
Commission seeking approval to recover investments in environmental upgrades and operations 
and maintenance costs at the Company’s generating facilities. The Company anticipates an order 
by the end of 2009 and recovery on customer bills through the monthly ECR surcredit beginning 
February 2010. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case 
which provides for an authorized return on equity applicable to the ECR mechanism of 10.63% 
effective with the February 2009 expense month filing, which represents a slight increase over 
the previously authorized 10.50%. 

In January 2009, the Kentucky Commission initiated a six-month review of KU’s environmental 
surcharge for the period ending October 3 1 , 2008. The Kentucky Commission issued an Order in 
July 2009, approving the charges and credits billed through the ECR during the review periods, 
as well as approving billing adjustments for under-recovered costs and the rate of return on 
capital. 

FAC. In January 2009, the Kentucky Commission initiated a routine examination of KU’s FAC 
for the two-year period November 1,2006 through October 3 1,2008. The Kentucky 
Commission issued an Order in June 2009, approving the charges and credits billed through the 
FAC during the review period. 

In August 2008, the Kentucky Commission initiated a routine examination of KU’s FAC for the 
six-month period November 1,2007 through April 30,2008. The Kentucky Commission issued 
an Order in January 2009, approving the charges and credits billed through the FAC during the 
review period. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor 
based primarily on projected fuel costs. The Virginia levelized fuel factor allows fuel recovery 
based on projected fuel costs for the coming year plus an adjustment for any over- or under- 
recovery of fuel expenses from the prior year. At June 30,2009, KU had a regulatory asset of $2 
million. In February 2009, KU filed an application with the Virginia Commission seeking 
approval of a 29% increase in its fuel cost factor beginning with service rendered in April 2009. 
In February 2009, the Virginia Commission issued an Order allowing the requested change to 
become effective on an interim basis. The Virginia Staff testimony filed in April 2009, 
recommended a slight decrease in the factor filed by KU. The Company indicated the Virginia 
Staff proposal is acceptable. A hearing was held in May 2009, with general resolution of 
remaining issues. In May 2009, the Virginia Commission issued an Order approving the revised 
fuel factor, representing an increase of 24%, effective May 2009. 
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MISO. In accordance with Kentucky Commission Orders approving the MISO exit, KIJ has 
established a regulatory asset for the MISO exit fee, net of former MISO administrative charges 
collected via Kentucky base rates through the base rate case test year ended April 30,2008. The 
net MISO exit fee is subject to adjustment for possible future MISO credits, and a regulatory 
liability for certain revenues associated with former MISO administrative charges, which were 
collected via base rates until February 6,2009. The approved 2008 base rate case settlement 
provided for MISO administrative charges collected through base rates from May 1 , 2008 to 
February 6,2009, and any future adjustments to the MISO exit fee, to be established as a 
regulatory liability until the amounts can be amortized in future base rate cases. 

In November 2008, the FERC issued Orders in industry-wide proceedings relating to MISO RSG 
calculation and resettlement procedures. RSG charges are amounts assessed to various 
participants active in the MISO trading market which generally seek to compensate for 
uneconomic generation dispatch due to regional transmission or power market operational 
considerations, with some customer classes eligible for payments, while others may bear 
charges. The FERC Orders approved two requests for significantly altered formulas and 
principles, each of which the FERC applied differently to calculate RSG charges for various 
historical and future periods. Based upon the 2008 FERC Orders, the Company established a 
reserve during the fourth quarter of 2008 of less than $1 million relating to potential RSG 
resettlement costs for the period ended December 3 1 , 2008. As of June 30,2009, a portion of the 
resettlement payments had been made. However, in May 2009, the FERC issued an Order on the 
requests for rehearing on one November 2008 Order which changed the effective date and 
reduced almost all of the previously accrued RSG resettlement costs. Therefore, these costs were 
reversed and a receivable was established for amounts already paid of less than $1 million, which 
the MISO began refunding back to the Company in June 2009, and which will be fully collected 
by September 2009. In June 2009, the FERC issued an Order in the rate mismatch RSG 
proceeding, stating it will not require resettlements of the rate mismatch calculation from April 1 , 
2005 to November 4,2007. An accrual had previously been recorded in 2008 for the rate 
mismatch issue for the time period April 25,2006 to August 9,2007, but no accrual had been 
recorded for the time period November 5,2007 to November 9,2008. Accordingly, the accrual 
for the former time period was reversed and an accrual for the latter time period was recorded in 
June 2009, with a net effect of $1 million of expense. Further developments in the RSG 
proceeding could occur during 2009. Due to the numerous participants, complex principles at 
issue and changes from prior precedents, the Company cannot predict the ultimate outcome of 
this matter nor can it predict the impact of the various proposals that have been made by the 
parties. 

Hurricane Ike. In September 2008, high winds from the remnants of Hurricane Ike passed 
through the service territory causing significant outages and system damage. In October 2008, 
KU filed an application with the Kentucky Commission requesting approval to establish a 
regulatory asset, and defer for future recovery, approximately $3 million of expenses related to 
the storm restoration. In December 2008, the Kentucky Cornmission issued an Order allowing 
the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. 

CMRG and KCCS Contributions. In July 2008, KU and L,G&E, along with Duke Energy 
Kentucky, Inc. and Kentucky Power Company, filed an application with the Kentucky 
Commission requesting approval to establish regulatory assets related to contributions to the 
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CMRG for the development of technologies for reducing carbon dioxide emissions and the 
KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is 
provided in the next base rate case of each company, at which time the regulatory assets will be 
amortized over the life of each project: four years with respect to the KCCS and ten years with 
respect to the CMRG. KTJ and LG&E jointly agreed to provide less than $2 million over two 
years to the KCCS and up to $2 million over ten years to the CMRG. In October 2008, an Order 
approving the establishment of the requested regulatory assets was received and KU will seek 
rate recovery in the Company’s next base rate case. 

Other Renulatorv Matters 

Trimble County Asset Transfer and Depreciation. KU and LG&E are currently constructing a 
new base-load, coal fired unit, TC2, which will be jointly owned by KU and LG&E, together 
with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency. In July 
2009, KU and LG&E notified the Kentucky Commission of the proposed transfer from LG&E to 
KU of certain ownership interests in certain existing Trimble County generating station assets 
which are anticipated to provide joint or common use in support of the jointly-owned TC2 
generating unit under construction at the station. The undivided ownership interests being 
transferred are intended to provide KU an ownership interest in these common assets that is 
proportional to its interest in TC2. It is anticipated that the assets will be transferred at a price 
equal to the net book value associated with the proportional interests at the time of the transfer. 
The assets have a net book value of approximately $50 million as of June 2009. This transfer is 
expected to be made upon the beginning of TC2 unit testing which is estimated to be December 
2009. 

In August 2009, in a separate proceeding, KTJ and LG&E jointly filed an application with the 
Kentucky Commission to approve new depreciation rates for applicable TC2-related generating, 
pollution control and other plant equipment and assets. The filing requests common depreciation 
rates for the applicable jointly-owned TC2-related assets, rather than applying differing 
depreciation rates in place with respect to KIJ’s and LG&E’s separately-owned base-load 
generating assets. A ruling is requested prior to December 2009 

Storm Restoration. In January 2009, a significant winter ice storm passed through KU’s service 
territory causing approximately 199,000 customer outages, followed closely by a severe wind 
storm in February 2009, causing approximately 44,000 customer outages. KU currently estimates 
$64 million of operation and maintenance expenses and $34 million of capital expenditures 
related to the restoration following the two storms. The Company filed an application with the 
Kentucky Commission in April 2009, requesting approval to establish a regulatory asset, and 
defer for future recovery, approximately $62 million in incremental operation and maintenance 
expenses related to the storm restoration. In May 2009, the KPSC issued a procedural schedule 
and data discovery continues through August 2009. A regulatory asset has not yet been 
established. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric 
Utility Restructuring Act in 1999. This act gave customers the ability to choose their electric 
supplier and capped electric rates through December 20 10. KU subsequently received a 
legislative exemption from the customer choice requirements of this law. In April 2007, 
however, the Virginia General Assembly amended the Virginia Electric Utility Restructuring 
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Act, thereby terminating this competitive market and commencing re-regulation of utility rates. 
The new act ended the cap on rates at the end of 2008. Pursuant to this legislation, the Virginia 
Commission adopted regulations revising the rules governing utility rate increase applications. 
As of January 2009, a hybrid model of regulation is being applied in Virginia. Under this model, 
utility rates are reviewed every two years. KU’s exemption from the requirements of the Virginia 
Electric IJtility Restructuring Act in 1999, however, discharges KU from the requirements of the 
new hybrid model of regulation. In lieu of submitting an annual information filing, KU has the 
option of requesting a change in base rates to recover prudently incurred costs by filing a 
traditional base rate case: KU is also subject to other utility regulations in Virginia, including, but 
not limited to, the recovery of prudently incurred fuel costs through an annual fuel factor charge 
and the submission of integrated resource plans. 

TC2 CCN Application and Transmission Matters. A CCN application for construction of 
TC2 was approved by the Kentucky Commission in November 2005. CCN applications for two 
transmission lines associated with the TC2 unit were approved by the Kentucky Commission in 
September 2005 and May 2006. All regulatory approvals and rights of way for one transmission 
line have been obtained. 

The CCN for the remaining line has been challenged by certain Hardin County, Kentucky 
property owners. In August 2006, KU and LG&E obtained a successful dismissal of the 
challenge at the Franklin County Circuit Court, which ruling was reversed by the Kentucky 
Court of Appeals in December 2007, and the proceeding reinstated. In April 2009, the Kentucky 
Supreme Court granted a motion for discretionary review filed by KIJ and LG&E in May 2008. 
The discretionary review request, which seeks reversal of the appellate court decision and 
reinstatement of the Circuit Court dismissal of the challenge, may be ruled upon during 2009. 

Completion of the transmission lines are also subject to standard construction permit, 
environmental authorization and real property or easement acquisition procedures and certain 
Mardin County landowners have raised challenges to such transmission line in some of these 
forums as well, During 2008, KU obtained various successhl rulings at the Hardin County 
Circuit Court confirming its condemnation and easement rights. In August 2008, the landowners 
appealed such rulings to the Kentucky Court of Appeals and received a stay preventing KU from 
accessing the properties during the appeal. In April 2009, the appellate court denied a KU motion 
to lift the stay and issued an Order generally (i) retaining the stay until a decision on the merits 
and (ii) delaying such decision on the merits pending developments in the Supreme Court CCN 
proceeding mentioned above. After unsuccessfully seeking reconsideration of this ruling by the 
Court of Appeals and expedited review by the Kentucky Supreme Court in May 2009, KU filed a 
motion with the Kentucky Supreme Court for discretionary review of the appellate court order 
affirming the stay in June 2009. That motion is pending. 

In a separate proceeding, certain Hardin County landowners have also challenged the same 
transmission line in federal district court in Louisville, Kentucky, claiming that certain National 
Historic Preservation Act requirements were not fully complied with by the U.S. Army relating 
to easements for the line through Fort Knox. KTJ and LG&E are cooperating with the U.S. Army 
in its defense in this case. 

Settlement discussions with the Hardin County property owners involved in the appeals of the 
condemnation proceedings have been unsuccessful to date. During the fourth quarter of 2008, 
KU and L,G&E entered into settlements with certain Meade County landowners and obtained 
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dismissals of prior litigation they had brought challenging the same transmission line. 

During March 2009, owners of an airfield in Jefferson County, Indiana, filed a petition with the 
Federal Aviation Administration (“FAA”) seeking review of a prior FAA determination 
regarding certain transmission towers to be constructed at a crossing point of the Ohio River. The 
FAA previously determined that the towers do not constitute a hazard to air navigation, but such 
ruling is not deemed final until the review is completed. The receipt of a favorable final FAA 
determination is necessary for a tall structure permit in Indiana. This matter was resolved 
favorably through settlement with the owners of the airfield in May 2009. 

KU and LG&E are not currently able to predict the ultimate outcome and possible effects, if any, 
on the construction schedule relating to these transmission line approval, land acquisition and 
permitting proceedings. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky 
Commission as required by a previous Order. In August 2008, the Kentucky Commission issued 
an Order consolidating the depreciation study with the base rate case proceeding. The approved 
settlement agreement in the rate case established new depreciation rates effective February 2009. 
KU also filed the depreciation study with the Virginia Commission which approved the 
implementation of the new depreciation rates effective February 2009. Approval by the Virginia 
Comission does not preclude the rates from being raised as an issue by any party in KU’s 
current base rate case in Virginia. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Cornmission on its 
own motion initiated a proceeding to establish interconnection and net metering guidelines in 
accordance with amendments to existing statutory requirements for net metering of electricity. 
The jurisdictional electric utilities and intervenors in this case presented proposed 
interconnection guidelines to the Kentucky Commission in October 2008. In a January 2009 
Order, the Kentucky Commission issued the Interconnection and Net Metering Guidelines - 
Kentucky that were developed by all parties to the proceeding. KTJ does not expect any financial 
or other impact as a result of this Order. In April 2009, KU filed revised net metering tariffs and 
application forms pursuant to the Kentucky Commission’s Order. The Kentucky Commission 
issued an Order in April 2009, that suspends for five months all net metering tariffs filed by the 
jurisdictional electric utilities. This suspension is intended to allow sufficient time for review of 
the filed tariffs by the Kentucky Commission Staff and intervening parties. In June 2009, the 
Kentucky Commission Staff held a telephonic informal conference with the parties to discuss 
issues related to the net metering tariffs filed by KU. Following this conference, the intervenors 
and KU have resolved all issues and KU has filed revised net metering tariffs with the Kentucky 
Commission. 

EISA 2007 Standards. In November 2008, the Kentucky Commission initiated an 
administrative proceeding to consider new standards as a result of the Energy Independence and 
Security Act of 2007 (“EISA 2007”), part of which amends the Public Utility R.egulatory 
Policies Act of 1978 (“PURPA”). There are four new PURPA standards and one non-PURPA 
standard applicable to electric utilities. The proceeding also considers two new PURPA 
standards applicable to natural gas utilities. EISA 2007 requires state regulatory commissions 
and nonregulated utilities to begin consideration of the rate design and smart grid investments no 
later than December 19,2008, and to complete the consideration by December 19,2009. The 
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Kentucky Commission has established a procedural schedule that allows for data discovery and 
testimony through July 2009. A public hearing has not been scheduled in this matter. 

Integrated Resource Plan. Pursuant to the Virginia Commission’s December 2008 Order, KU 
filed its Integrated Resource Plan (“IRP”) in July 2009. The filing consisted of the 2008 Joint 
IRP filed by KU and LG&E with the Kentucky Commission along with additional data. The 
Virginia Commission has not established a procedural schedule for this proceeding. 

Note 3 - Financial Instruments 

The cost and estimated fair values of KU’s non-trading financial instruments as of June 30 
follow: 

June 30, December 3 1 , 
2009 2008 

Carrying Fair Carrying Fair 
Value Value (in millions) Value Value 

Long-term debt (including current portion of 
$228 million as of June 30,2009 and 
December 3 1 , 2008) $ 351 $ 348 $ 351 $ 349 

Long-term debt from affiliate $ 1,231 $ 1,266 $ 1,181 $ 1,117 

The long-term debt valuations reflect prices quoted by dealers. The fair value of the long-term debt 
from afiliate is determined using an internal valuation model that discounts the future cash flows of 
each loan at current market rates. The current market rates are determined based on quotes from 
investment banks that are actively involved in capital markets for utilities and factor in KU’s credit 
ratings and default risk. The fair values of cash and cash equivalents, accounts receivable, cash 
surrender value of key man life insurance, accounts payable and notes payable are substantially the 
same as their carrying values. 

KU is subject to the risk of fluctuating interest rates in the normal course of business. KU’s 
policies allow the interest rate risk to be managed through the use of fixed rate debt, floating rate 
debt and interest rate swaps. At June 30,2009, a 100 basis point change in the benchmark rate on 
KU’s variable rate debt would impact pre-tax interest expense by $4 million annually. Although 
KU’s policies allow for the use of interest rate swaps, as of June 30,2008 and 2009, KU had no 
interest rate swaps outstanding. 

KU is subject to interest rate and commodity price risk related to on-going business operations. 
KU currently manages these risks using derivative financial instruments including swaps and 
forward contracts. 

Effective January 1 , 2008, KU adopted the provisions of SFAS No. 157, excluding the 
exceptions related to nonfinancial assets and liabilities, which was adopted effective January 1 , 
2009, consistent with FSP SFAS 157-2. KTJ has classified the applicable financial assets and 
liabilities that are accounted for at fair value into the three levels of the fair value hierarchy, as 
defined by SFAS No. 157, as follows: 

Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical 
assets or liabilities in active markets. 
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* Level 2 - Include other inputs that are directly or indirectly observable in the 
marketplace. 
Level 3 - Unobservable inputs which are supported by little or no market 
activity. 

Energy Trading and Risk Management Activities. KU conducts energy trading and risk 
management activities to maximize the value of power sales from physical assets it owns. 
Energy trading activities are principally forward financial transactions to manage price risk and 
are accounted for as nan-hedging derivatives on a mark-to-market basis in accordance with 
SFAS No. 133, as amended. 

Energy trading and risk management contracts are valued using prices based on active trades on 
the Intercontinental Exchange. In the absence of a traded price, midpoints of the best bids and 
offers will be the primary determinants of valuation. When sufficient trading activity is 
unavailable, other inputs can include prices quoted by brokers or Observable inputs other than 
quoted prices, such as one-sided bids or offers as of the balance sheet date. Using these valuation 
methodologies, these contracts are considered level 2 based on SFAS No. 157 measurement 
criteria. Quotes are verified quarterly using an independent pricing source of actual transactions. 
Quotes for combined off-peak and weekend timeframes are allocated between the two 
timeframes based on their historical proportional ratios to the integrated cost. No other 
adjustments are made to the forward prices. No changes to valuation techniques for energy 
trading and risk management activities occurred during 2009 or 2008. Changes in market 
pricing, interest rate and volatility assumptions were made during both years. 

KU maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into 
transactions with them and continuing to evaluate their creditworthiness once transactions have 
been initiated. To further mitigate credit risk, KU seeks to enter into netting agreements or 
require cash deposits, letters of credit and parental company guarantees as security from 
counterparties. KU uses S&P, Moody’s and definitive qualitative and quantitative data to assess 
the financial strength of counterparties on an on-going basis. If no external rating exists, KU 
assigns an internally generated rating for which it sets appropriate risk parameters. As risk 
management contracts are valued based on changes in market prices of the related commodities, 
credit exposures are revalued and monitored on a daily basis. At June 30,2009, 100% of the 
trading and risk management commitments were with counterparties rated BBB-/Baa3 
equivalent or better. KU has reserved against counterparty credit risk based on the counterparty’s 
credit rating and applying historical default rates within varying credit ratings over time provided 
by S&P or Moody’s. At June 30,2009 and December 31,2008, counterparty credit reserves 
were less than $1 million. 

The volume of electricity based financial derivatives outstanding at June 30,2009 and December 
31,2008, was 371,200 Mwhs and 146,000 Mwhs, respectively. Of the volume outstanding at 
June 30,2009, 127,600 Mwhs will settle in 2009 and 243,600 Mwhs will settIe in 2010. As of 
June 30,2009, estimated wholesale sales are hedged 93% and 63% for 2009 and 2010, 
respectively. 

The following tables set forth by level within the fair value hierarchy, KU’s financial assets and 
liabilities that were accounted for at fair value on a recurring basis as of June 30,2009 and 
December 3 1 , 2008. No cash collateral related to the energy trading and risk management 
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contracts was required at June 30,2009. Cash collateral related to the energy trading and risk 
management contracts was less than $1 million at December 3 1 , 2008. Cash collateral related to 
the energy trading and risk management contracts is categorized as other accounts receivable and 
is a level 1 measurement based on the funds being held in liquid accounts. Energy trading and 
risk management contracts are considered level 2 based on SFAS No. 157 measurement criteria. 
Liabilities arising from energy trading and risk management contracts accounted for at fair value 
at June 30,2009 and December 3 1 , 2008 total less than $1 million and use level 2 measurements. 
There are no level 3 measurements for the periods ending June 30,2009 and December 3 1 , 2008. 

June 30,2009 
Recurring Fair Value Measurements (in millions) Level 1 Level 2 Total 
Financial assets: 

Energy trading and risk management contracts $ - $ 3  $ 3  
Total Financial Assets $ - $ 3  $ 3  

December 3 1 , 2008 
Recurring Fair Value Measurements (in millions) Level 1 Level 2 Total 
Financial Assets: 

Energy trading and risk management contracts $ - - -__ $ 1  $ 1  - 
Total Financial Assets 

c13_ $ -  - $ 1  $ 1  

The Company does not net collateral against derivative instruments. 

Certain of the Company's derivative instruments contain provisions that require the Company to 
provide immediate and on-going collateralization on derivative instruments in net liability 
positions based upon the Company's credit ratings from each of the major credit rating agencies. 
The aggregate mark-to-market value of all energy trading and risk management contracts with 
credit risk related contingent features that are in a liability position on June 30,2009 is less than 
$1 million, with no collateral posted in the norrnal course of business. At June 30,2009, a one 
notch downgrade of the Company's credit rating would have had no effect on the energy trading 
and risk management contracts or collateral required as a result of these contracts. 

The table below shows the fair value and balance sheet location of derivatives not designated as 
hedging instruments as of June 30,2009: 

(in millions) 

Asset Derivatives Liability Derivatives 

Location Fair Value Location Fair Value 
Balance Sheet Balance Sheet 

Energy trading and risk Other current Other current 
management contracts (current) assets - $ 3  liabilities - $ -  

Total $3 $- 

At June 30,2009, the fair value of long-term energy trading and risk management contracts not 
designated as hedging instruments was less than $1 million. 

For the three and six month periods ended June 30,2009, the realized gains in electric revenues 
and other income- net, respectively, for energy trading and risk management contracts were less 
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than $1 million. 

KIJ manages the price volatility of its forecasted electric wholesale sales with the sales of 
market-traded electric forward contracts. Hedge accounting treatment has not been elected for 
these transactions, and therefore gains and losses are shown in the statements of income. 

The following table presents the effect of derivatives not designated as hedging instruments on 
income for the three months and six months ended June 30,2009: 

Location of Gain 
(Loss) Recognized in 

Amount of Gain 
(Loss) Recognized in 

(in millions) Income on Derivatives Income on Derivatives 
Three Months Six Months 

Ended Ended 
June 30,2009 June 30,2009 

Energy trading and risk management 
contracts (unrealized) Other income - net $ -  $ 2  

$ 2  
_II 

$ -  
____1 

Total 

Net realized gains were less than $1 million in the three and six month periods ended June 30, 
2009 and June 30,2008. Net unrealized losses were less than $1 million for the three months 
ended June 30,2009. Net unrealized gains were less than $1 million for the three and six month 
periods ended June 30,2008. 

Note 4 - Pension and Other Postretirement Benefit Plans 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans for the three and six months ended June 30. The tables include the 
costs associated with both KU employees and E.ON 1J.S. Services employees who are providing 
services to the Company. The E.ON U.S. Services costs that are allocated to KU are 
approximately 5 1% and 46% of E.ON U.S. Services costs for June 30,2009 and 2008, 
respectively. 

(in millions) 
Pension Benefits 

Three Months Ended June 30, 
2009 2008 

E.ON U.S. E.ON U.S. 
Services Services 

Allocation to Total Allocation to Total 
KU KU KU KU KU KU 

Service cost $ 2 $  1 $ 3 $  I $  1 $ 2  
Interest cost 4 2 6 4 2 6 
Expected return on plan 

Amortization of actuarial 
assets (3) ( 1 )  (4) (4) ( 1 )  ( 5 )  

Benefit cost $ 5 $  3 $  8 $  1 $  2 $ 3  
loss 2 1 3 - - 
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Other Postretirement Benefits 
Three Months Ended June 30, (in millions) 

Interest cost 
Benefit cost 

(in millions) 

Service cost 
Interest cost 
Expected return on plan 

Amortization of prior 

Amortization of actuarial 

Benefit cost 

assets 

service costs 

loss 

(in millions) 

Service cost 
Interest cost 
Expected return on plan 

Amortization of 

Benefit cost 

assets 

transitional obligation 

2009 2008 
E.ON U.S. E.ON U S .  
Services 

Allocation to Total 
Services 

Allocation to Total 
KU KU KU KU KU KU 

$ 1 $  - $  1 $ 1 $  - $ 1  
$ 1 $  - $  1 $ 1 $  - $ l  

Pension Benefits 
Six Months Ended June 30, 

2009 2008 
E.ON U.S. E.ON U.S. 
Services 

Allocation to Total 
Services 

Allocation to Total 
KU KU KU KU KU KU 

$ 3 $  3 $  6 $  3 $  2 $ 5  
9 4 13 9 3 12 

- 1 1 - 1 1 

5 1 6 - - - 
$ 10 $ 6 $ 1 6 $  2 $  3 $ 5  

Other Postretirement Benefits 
Six Months Ended June 30, 

2009 2008 
E.ON U.S. E.ON 1J.S. 
Services 

Allocation to Total 
Services 

Allocation to Total 
KU KU KU KU KU KU 

$ 1 $  1 $ 2 $  1 $  - $ 1  
2 - 2 2 - 2 

In January and April of 2009, KLJ made contributions to other postretirement benefit plans 
totaling $3 million. In April 2009, KU made a contribution to a pension plan covering its 
employees of $13 million. In addition, E.ON U.S. Services made a pension plan contribution of 
$8 million. KU’s intent is to fund the pension plan in a manner consistent with the requirements 
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of the Pension Protection Act of 2006. KU also anticipates making further voluntary 
contributions to fhnd Voluntary Employee Beneficiary Association trusts to match the annual 
postretirement expense and funding the 401 (h) plan up to the maximum amount allowed by law. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E O N  U.S.’s direct parent, E.ON US 
Investments Corp., for each tax period. Each subsidiary of the consolidated tax group, including 
KU, calculates its separate income tax for each period. The resulting separate-retum tax cost or 
benefit is paid to or received from the parent company or its designee. The Company also files 
income tax returns in various state jurisdictions. While the federal statute of limitations related to 
2005 and later years are open, Revenue Agent Reports for 2005-2007 have been received from 
the IRS, effectively closing these years to additional audit adjustments. Adjustments made by the 
IRS for the 2005-2006 tax years were recorded in the 2008 financial statements. The tax year 
2007 return was examined under an IRS pilot program named “Compliance Assurance Process” 
(“CAP”). This program accelerates the IRS’s review to begin during the year applicable to the 
return and ends 90 days after the return is filed. KU had no adjustments for the 2007 filed federal 
income tax return. The tax year 2008 return is also being examined under the CAP program. 

Additions and reductions of uncertain tax positions during 2009 and 2008 were less than $1 
million. Possible amounts of uncertain tax positions for KU that may decrease within the next 12 
months total less than $1 million and are based on the expiration of the audit periods as defined 
in the statutes. 

The amount KU recognized as interest expense and interest accrued related to unrecognized tax 
benefits was less than $1 million as of June 30,2009 and December 31,2008. The interest 
expense and interest accrued is based on IRS and Kentucky Department of Revenue large 
corporate interest rates for underpayment of taxes. At the date of adoption, KU accrued less than 
$1 million in interest expense on uncertain tax positions. No penalties were accrued by KU 
through JQne 30,2009. 

In June 2006, KU and LG&E filed a joint application with the U.S. Department of Energy 
(‘‘DOE?) requesting certification to be eligible for investment tax credits applicable to the 
construction of TC2. In November 2006, the DOE and the IRS announced that KU and L,G&E 
were selected to receive the tax credit. A final IRS certification required to obtain the investment 
tax credit was received in August 2007. In September 2007, KU received an Order from the 
Kentucky Commission approving the accounting of the investment tax credit. KU’s portion of 
the TC2 tax credit will be approximately $100 million over the construction period and will be 
amortized to income over the life of the related property beginning when the facility is placed in 
service. Based on eligible construction expenditures incurred, KU recorded investment tax 
credits of $5 million and $10 million during the three months ended June 30,2009 and 2008, and 
$1 1 million and $13 million during the six months ended June 30,2009 and 2008, respectively, 
decreasing current federal income taxes. In addition, a full depreciation basis adjustment is 
required for the amount of the credit. The income tax expense impact of this adjustment will 
begin when the facility is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North 
Carolina against the DOE and IRS claiming the investment tax credit program was in violation 
of certain environmental laws and demanded relief, including suspension or termination of the 
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program. In August 2008, the plaintiffs submitted an amended complaint alleging additional 
claims for relief. In November 2008, the Court dismissed the suit; however, in January and April 
2009, additional motions were filed for consideration for which pleadings are still before the 
Court. The Company is not currently a party to this proceeding and is not able to predict the 
ultimate outcome of this matter. 

Note 6 - Short-Term and Long-Term Debt 

KTJ’s long-term debt includes $228 million of pollution control bonds that are classified as 
current liabilities because these bonds are subject to tender for purchase at the option of the 
holder and to mandatory tender for purchase upon the occurrence of certain events. These bonds 
include Carroll County 2002 Series A and By 2004 Series A, 2006 Series B and 2008 Series A; 
Muhlenberg County 2002 Series A; and Mercer County 2000 Series A and 2002 Series A. 
Maturity dates for these bonds range from 2023 to 2034. The average annualized interest rate for 
these bonds during the six months ended June 30,2009, was 0.72%. 

Pollution control bonds are obligations of KTJ issued in connection with tax-exempt pollution 
control revenue bonds issued by various governmental entities, principally counties in Kentucky. 
A loan agreement obligates KU to make debt service payments to the county that equate to the 
debt service due from the county on the related pollution control revenue bonds. The loan 
agreement is an unsecured obligation of KU. Proceeds from bond issuances for environmental 
equipment (primarily related to the installation of FGDs) were held in trust pending expenditure for 
qualifying assets. At June 30,2009, KTJ had no bond proceeds in trust included in restricted cash on 
the balance sheet. At December 3 1 , 2008, KU had $9 million of bond proceeds in trust included in 
restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings 
have been reduced due to exposures relating to insurance of sub-prime mortgages. At June 30, 
2009, KU had an aggregate $35 1 million of outstanding pollution control indebtedness, of which 
$96 million is in the form of insured auction rate securities wherein interest rates are reset every 
35 days via an auction process. Beginning in late 2007, the interest rates on these insured bonds 
began to increase due to investor concerns about the creditworthiness of the bond insurers. 
During 2008, interest rates increased, and the Company experienced “failed auctions” when there 
were insufficient bids for the bonds. When a failed auction occurs, the interest rate is set pursuant 
to a formula stipulated in the indenture. During the six months ended June 30,2009 and 2008, 
the average rate on the auction rate bonds was 0.59% and 4.70%, respectively. The instruments 
governing these auction rate bonds permit KTJ to convert the bonds to other interest rate modes, 
such as various short-term variable rates, long-term fixed rates or intermediate-term fixed rates 
that are reset infrequently. In June 2009, S&P downgraded the credit rating of Arnbac from “A” 
to “BBB”. As a result, S&P downgraded the rating on the Carroll County 2002 Series C bond 
from “A” to “BBB+” in June 2009. The S&P rating of this bond is now based on the rating of the 
Company rather than the rating of Ambac since the Company’s rating is higher. 

During 2008, KU converted several series of its pollution control bonds from the auction rate 
mode to a weekly interest rate mode, as permitted under the loan documents. In connection with 
these conversions, KU purchased some o f  the bonds from the remarketing agent. The bonds that 
were repurchased from the remarketing agent in 2008 were either defeased or remarketed during 
2008. 
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As of June 30,2009, KU had no remaining repurchased bonds. During 2008, KU refinanced and 
remarketed $63 million and refinanced $1 7 million of pollution control bonds that had been 
previously repurchased by the Company. 

In April 2009, KU borrowed $50 million from Fidelia for a term of 8 years at a fixed rate of 
5.28%. The loan is unsecured. 

KU participates in an intercompany money pool agreement wherein E.ON U.S. andor LG&E 
make funds available to KU at market-based rates (based on highly rated commercial paper 
issues) up to $400 million. Details of the balances are as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
June 30,2009 $ 400 $ 61 $ 339 0.30% 
December 3 1 , 2008 $ 400 $ 16 $ 384 1.49% 

E.ON 1J.S. maintains revolving credit facilities totaling $3 13 million at June 30,2009 and 
December 3 1 , 2008, to ensure fbnding availability for the money pool. At June 30,2009, one 
facility, totaling $150 million, is with E.ON North America, Inc., while the remaining line, 
totaling $163 million, is with Fidelia; both are affiliated companies. The balances are as follows: 

Total Amount Balance Average 
($ in millions) - Available Outstanding Available Interest Rate 
June 30,2009 $ 313 $ 269 $ 44 1.62% 
December 3 1,2008 $ 313 $ 299 $ 14 2.05% 

As of June 30,2009, KU maintained a bilateral line of credit, with an unaffiliated financial 
institution, totaling $35 million which matures in June 2012. At June 30,2009, there was no 
balance outstanding under this facility. The Company also maintains letter of credit facilities that 
support $195 million of the $228 million of bonds that can be put back to the Company. Should 
the holders elect to put the bonds back and they cannot be remarketed, the letter of credit would 
fund the investor’s payment. 

There were no redemptions or issuances of long-term debt with non-affiliated companies year-to- 
date through June 30,2009. 

Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not 
occurred in the current status of various commitments or contingent liabilities from that 
discussed in KU’s Annual Report for the year ended December 3 1 , 2008 (including, but not 
limited to Notes 2 ,9  and 12 to the financial statements of KTJ contained therein). See KU’s 
Annual Report regarding such commitments or contingencies. 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU 
commenced a suit which was removed to the U.S. District Court for the Western District of 
Kentucky, against KU concerning a long-term power supply contract (the “OMU Agreement”) 
with KU. The dispute involved interpretational differences regarding issues under the OMU 
Agreement, including various payments or charges between KU and OMU and rights concerning 
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excess power, termination and emissions allowances. In July 2005, the court issued a sunmary 
judgment ruling upholding OMU’s contractual right to terminate the OMU agreement in May 
2010. 

In September and October 2008, the court granted rulings on a number of summary judgment 
petitions in KU’s favor. The summary judgment rulings resulted in the dismissal of all of OMU’s 
remaining claims against KU. The trial on KU’s counterclaim occurred during October and 
November 2008. During February 2009, the court issued orders on the matters covered at trial, 
including (i) awarding KTJ an aggregate $9 million relating to the cost of NOx allowances 
charged by OMU to KU and the price of back-up power purchased by OMU from KIJ, plus pre- 
and post-judgment interest, and (ii) denying KU’s claim for damages based upon sub-par 
operations and availability of the OMU units. In April 2009, the court issued a ruling on various 
post-trial motions denying certain challenges to calculation elements of the $9 million award or 
of interest amounts associated therewith. In May 2009, KU and OMU executed a settlement 
agreement resolving the matter on a basis consistent with the court’s prior rulings and KTJ has 
received the agreed settlement amounts. 

Construction Program. KU had $83 million of commitments in connection with its construction 
program at June 30,2009. 

In June 2006, KU and LG&E entered into a construction contract regarding the TC2 project. The 
contract is generally in the form of a lump-sum, turnkey agreement for the design, engineering, 
procurement, construction, commissioning, testing and delivery of the project, according to 
designated specifications, terms and conditions. The contract price and its components are 
subject to a number of potential adjustments which may serve to increase or decrease the 
ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for arrangements of 
this type, including termination for convenience or for cause rights. In March 2009, the parties 
completed an agreement resolving certain construction cost increases due to higher labor and per 
diem costs above an established baseline, and certain safety and compliance costs resulting from 
a change in law. KTJ’s share of additional costs from inception of the contract through the 
expected project completion in 20 10 may be approximately $30 million. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging 
the air permit issued for the TC2 baseload generating unit which was issued by the KDAQ in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to 
proceed with construction during the pendency of the action. In June 2007, the state hearing 
officer assigned to the matter recommended upholding the air permit with minor revisions. In 
September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order approving the hearing officer’s recommendation and upholding the permit. 
In September 2007, KU administratively applied for a permit revision to reflect minor design 
changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. In 
January 2008, the KDAQ issued a final permit revision. The environmental groups did not 
appeal the final Order upholding the permit or file a petition challenging the permit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in 
federal court seeking an order for the EPA to grant or deny their pending petition for the EPA to 
object to the state air permit and in April 2008, they filed a petition seeking an EPA objection to 
the permit revision. In September 2008, the EPA issued an Order denying nine of eleven claims 
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alleged in one of the petitions, but finding deficiencies in two areas of the permit. As part of a 
routine permit renewal, the KDAQ revised the permit to address the issues identified in the 
EPA’s Order. In June 2009, the EPA objected to the permit renewal on the grounds that it failed 
to include a case by case Maximum Achievable Control Technology analysis and required 
additional changes to language addressing startup and shutdown operations. In August 2009, the 
EPA issued an order relating to all existing current issues in the TC2 air permit proceeding. The 
EPA supported the Company’s positions on all but two issues. The permit was remanded to the 
KDAQ to correct deficiencies concerning matters relating to an auxiliary boiler and the 
appropriate particulate standard to apply. The Company generally believes both of these matters 
should not have a material adverse effect on its financial condition or results of operations. The 
Company is currently analyzing the order and possible future actions and cannot predict the final 
outcome of this proceeding. 

Reserve Sharing Developments. KU and LG&E are currently members of the Midwest 
Contingency Reserve Sharing Group which will terminate on December 3 1 , 2009. KU and 
LG&E are analyzing alternative follow-on structures for contingency reserve matters, including 
self-provision of reserves, bi-lateral contractual arrangements and/or formation of or 
participation in new joint-reserve sharing groups. Contingency reserves, including spinning 
reserves and supplemental reserves, relate to power or capacity requirements the Companies 
must have available for certain reliability purposes. Generating or contracting far such reserves 
has certain operational or financial costs or effects. The Companies cannot currently predict the 
outcome of these matters. 

Environmental Matters. KU’s operations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air 
emissions, wastewater discharges, the use, handling and disposal of hazardous substances and 
wastes, soil and groundwater contamination and employee health and safety. 

Clean Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs 
aimed at protecting and improving air quality in the United States by, among other things, 
controlling stationary sources of air emissions such as power plants. While the general regulatory 
framework for these programs is established at the federal level, most of the programs are 
implemented and administered by the states under the oversight of the EPA. The key Clean Air 
Act programs relevant to KU’s business operations are described below. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available 
scientific data for six criteria pollutants and establish concentration levels in the ambient air 
sufficient to protect the public health and welfare with an extra margin for safety. These 
concentration levels are known as NAAQS. Each state must identify “nonattainment areas” 
within its boundaries that fail to comply with the NAAQS and develop a SIP to bring such 
nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must 
develop and implement a plan. As the EPA increases the stringency of the NAAQS through its 
periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPS aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required 
additional reductions in SO2 and NOx emissions from power plants. In 1998, the EPA issued its 
final “NOx SIP Call” rule requiring reductions in NOx emissions of approximately 85% from 
1990 levels in order to mitigate ozone transport from the midwestern U.S. to the northeastern 
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U.S. To implement the new federal requirements, Kentucky amended its SIP in 2002 to require 
electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional SO2 emission 
reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provided 
for a two-phase cap and trade program, with initial reductions of NOx and SO2 emissions due by 
2009 and 2010, respectively, and final reductions due by 2015. In 2006, Kentucky proposed to 
amend its SIP to adopt state requirements similar to those under the federal CAIR. Depending on 
the level of action determined necessary to bring local nonattainment areas into compliance with 
the new ozone and fine particulate standards, KIJ’s power plants are potentially subject to 
additional reductions in SO2 and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a more stringent standard than that contained in the previous 
regulation. At present, K U  is unable to determine what, if any, additional requirements may be 
imposed to achieve compliance with the new ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and 
vacating it. In December 2008, the Court amended its previous Order, directing the EPA to 
promulgate a new regulation, but leaving the CAIR in place in the interim. Depending upon the 
course of such matters, the CAIR could be superseded by new or revised NOx or SO2 regulations 
with different or more stringent requirements and SIPs which incorporate CAIR requirements 
could be subject to revision. KIJ is also reviewing aspects of its compliance plan relating to the 
CAIR, including scheduled or contracted pollution control construction programs. Finally, as 
discussed below, the remand of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and KIJ’s and LG&E’s compliance plans relating 
thereto, due to the interconnection of the CAIR with such associated programs. At present, KtJ is 
not able to predict the outcomes of the legal and regulatory proceedings related to the CAIR and 
whether such outcomes could have a material effect on the Company’s financial or operational 
conditions. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to 
Congress identifying mercury emissions from coal-fired power plants as warranting further 
study. In 2005, the EPA issued the CAMR establishing mercury standards for new power plants 
and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with 
initial reductions due by 20 10 and final reductions due by 20 18. The CAMR provided for 
reductions of 70% fram 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 20 10 mercury reduction targets would be achieved as a “co-benefit” of the 
controls installed for purposes of compliance with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR, The EPA has 
announced that it intends to promulgate a new rule to replace the CAMR. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new mercury reduction rules with 
different or more stringent requirements. Kentucky has also repealed its corresponding state 
mercury regulations. At present, KU is not able to predict the outcomes of the legal and 
regulatory proceedings related to the CAMR and whether such outcomes could have a material 
effect on the Company’s financial or operational conditions. 
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Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and 
trade program to reduce SO2 emissions from power plants that were thought to contribute to 
“acid rain” conditions in the northeastern U S .  The 1990 amendments also contained 
requirements for power plants to reduce NOx emissions through the use of available combustion 
controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated 
areas, including national parks, and requires states to submit SIPs that will demonstrate 
reasonable progress toward preventing future impairment and remedying any existing 
impairment of visibility in those areas. In 2005, the EPA issued its Clean Air Visibility Rule 
detailing how the Clean Air Act’s BART requirements will be appIied to facilities, including 
power plants, built between 1962 and 1974 that emit certain levels of visibility impairing 
pollutants. Under the final rule, as the CAIR provided for more visibility improvement than 
BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of 
controls that would otherwise be required by BART. The final rule has been challenged in the 
courts. Additionally, because the regional haze SIPs incorporate certain CAIR requirements, the 
remand of CAIR could potentially impact regional haze SIPs. See “Ambient Air Quality” above 
for a discussion of CAIR-related uncertainties. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and 
trade mechanisms that require a company to hold sufficient emissions allowances to cover its 
authorized emissions on a company-wide basis and do not require installation of pollution 
controls on every generating unit. Under cap and trade programs, companies are free to focus 
their pollution control efforts on plants where such controls are particularly efficient and utilize 
the resulting emission allowances for smaller plants where such controls are not cost effective. 
KU met its Phase I SO2 requirements primarily through installation of FGD equipment on Ghent 
Unit 1. KU’s strategy for its Phase I1 SO2 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emission allowances and 
fuel switching to defer certain additional capital expenditures. In order to achieve the NOx 
emission reductions and associated obligations, KU installed additional NOx controls, including 
SCR technology, during the 2000 through 2008 time period at a cost of $221 million. In 2001, 
the Kentucky Commission granted approval to recover the costs incurred by KU for these 
projects through the environmental surcharge mechanism. Such monthly recovery is subject to 
periodic review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital 
expenditures totaling $705 million during the 2009 through 201 1 time period far pollution 
controls including FGD and SCR equipment, and additional operating and maintenance costs in 
operating such controls. In 2005, the Kentucky Cornrnissian granted approval to recover the 
costs incurred by the Company for these projects through the ECR mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. KTJ believes its costs in 
reducing S02, NOx and mercury emissions to be comparable to those of similarly situated 
utilities with like generation assets. KU’s compliance plans are subject to many factors including 
developments in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. KU will continue to monitor 
these developments to ensure that its environmental obligations are met in the most efficient and 
cost-effective manner. See “Ambient Air Quality” above for a discussion of CAIR-related 
uncertainties. 
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Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, 
obligating 3 7 industrialized countries to undertake substantial reductions in GHG emissions. The 
1J.S. has not ratified the Kyoto Protocol and there are currently no mandatory GHG emission 
reduction requirements at the federal level. As discussed below, legislation mandating GHG 
reductions has been introduced in the Congress, but no federal legislation has been enacted to 
date. In the absence of a program at the federal level, various states have adopted their own GHG 
emission reduction programs. Such programs have been adopted in various states including 1 1 
northeastern U.S. states and the District of Columbia under the Regional GHG Initiative program 
and California. Substantial efforts to pass federal GHG legislation are on-going. In April 2007, 
the lJ.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the Clean 
Air Act. 

K1.J is monitoring on-going efforts to enact GHG reduction requirements and requirements 
governing carbon sequestration at the state and federal level and is assessing potential impacts of 
such programs and strategies to mitigate those impacts. In June 2009, the U.S. House of 
Representatives passed the American Clean Energy and Security Act of 2009, which is a 
comprehensive energy bill containing the first-ever nation-wide GHG cap and trade program. If 
enacted into law, the bill would provide for reductions in GHG emissions of 3% below 2005 
levels by 2012, 17% by 2020, and 83% by 2050. In order to cushion potential rate impacts for 
utility customers, approximately 43% of emissions allowances would initially be allocated at no 
cost to the electric utility sector, with this allocation gradually declining to 7% in 2029 and zero 
thereafter. The bill would also establish a renewable electricity standard requiring utilities to 
meet 20% of their electricity demand through renewable energy and energy efficiency by 2020. 
The bill contains additional provisions regarding carbon capture and sequestration, clean 
transportation, smart grid advancement, nuclear and advanced technologies and energy 
efficiency. Senate action on similar legislation is not expected until later this year. 

Separately, at the administrative level, in April 2009, the EPA issued a proposed endangerment 
finding concluding that GHGs endanger public health and welfare, which is an initial rulemaking 
step under the Clean Air Act. A final endangerment finding could potentially result in EPA 
regulations governing GHG emissions from motor vehicles, power plants and other sources. 

KU is unable to predict whether mandatory GHG reduction requirements will ultimately be 
enacted through legislation or regulations. As a Company with significant coal-fired generating 
assets, KU could be substantially impacted by programs requiring mandatory reductions in GHG 
emissions, although the precise impact on the operations of KU, including the reduction targets 
and deadlines that would be applicable, cannot be determined prior to the enactment of such 
programs. While the Company believes that many costs of complying with mandatory GHG 
reduction requirements or purchasing emission allowances to meet applicable requirements 
would likely be recoverable, in whole or in part under the ECR, where such costs are related to 
the Company’s coal-fired generating assets, or other potential cost-recovery mechanisms, this 
cannot be assured. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU 
had violated certain provisions of the Clean Air Act’s new source review rules relating to work 
performed in 1997, on a boiler and turbine at KU’s E. W. Brown generating station. In December 
2006, the EPA issued a second NOV alleging the Company had exceeded heat input values in 
violation of the air permit for the unit. In March 2007, the Department of Justice filed a 
complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
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The complaint sought civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In December 2008, the Company reached a tentative settlement with the 
government resolving all outstanding claims. The proposed consent decree provides for payment 
of a $1 million civil penalty; hnding of $3 million in environmental mitigation projects; 
surrender of 53,000 excess SO2 allowances; surrender of excess NOx allowances estimated at 
650 allowances annually for eight years; installation of an FGD by December 3 1 , 2010; 
installation of an SCR by December 3 1 , 201 2; and compliance with specified emission limits and 
operational restrictions. In February 2009, the proposed consent decree was lodged with the 
Court. In March 2009, the Court entered the consent decree which is now legally in effect. 

Section I I4 Requests. In August 2007, the EPA issued administrative information requests under 
Section 1 14 of the Clean Air Act requesting new source review-related data regarding certain 
projects undertaken at LG&E’s Mill Creek 4 and Trimble County 1 generating units and KU’s 
Ghent 2 generating unit. KU and LG&E have complied with the information requests and are not 
able to predict hrther proceedings in this matter at this time. 

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act’s operating rules relating to opacity during June and July 
of 2007 at Units 1 and 3 of KU’s Ghent generating station. The parties have met on this matter 
and KTJ has received no further communications from the EPA. The Company is not able to 
estimate the outcome or potential effects of these matters, including whether substantial fines, 
penalties or remedial measures may result. 

Ghent New Source Review NOV. In March 2009, the EPA issued an NOV alleging that KU 
violated certain provisions of the Clean Air Act’s rules governing new source review and 
prevention of significant deterioration by installing FGD and SCR controls at its Ghent 
generating station without assessing potential increased sulfuric acid mist emissions. KU 
contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EFA. The Company is currently unable to determine the final outcome 
of this matter or the impact of an unfavorable determination upon the Company’s financial 
position or results of operations. 

General Environmental Proceedings. From time to time, KIJ appears before the EPA, various 
state or local regulatory agencies and state and federal courts regarding matters involving 
compliance with applicable environmental laws and regulations. Such matters include a proposed 
settlement with state regulators regarding particulate limits in the air permit for KU’s Tyrone 
generating station, remediation activities for elevated polychlorinated biphenyl levels at existing 
properties, liability under the Comprehensive Environmental Response, Compensation and 
Liability Act for cleanup at various off-site waste sites and claims regarding GHG emissions 
from KU’s generating stations. Based on analysis to date, the resolution of these matters is not 
expected to have a material impact on the operations of KIJ. 

Note 8 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. 
Transactions between KIJ and E.ON 1J.S. subsidiaries are eliminated upon consolidation of 
E.ON U S .  Transactions between KU and E.ON subsidiaries are eliminated upon consolidation 
of E.ON. These transactions are generally performed at cost and are in accordance with FERC 
regulations under the Public Utility Holding Company Act of 2005 and the applicable Kentucky 
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Commission and Virginia Commission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

KTJ and LG&E purchase energy from each other in order to effectively manage the load of their 
retail and wholesale customers. These sales and purchases are included in the statements of 
income as operating revenues and purchased power operating expense. KTJ’s intercompany 
electric revenues and purchased power expense were as follows: 

Three Months Ended Six Months Ended 

(in millions) 2009 2008 2009 ___. 2008 
Electric operating revenues from LG&E $ 5  $ 14 $ 14 $ 29 
Purchased power from LG&E 27 25 58 51 

June 30, June 30, 

Interest Charges 

See Note 6, Short-Term and Long-Term Debt, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related 
to services provided when settled within 30 days. 

KU’s intercompany interest expense was as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Three Months Ended Six Months Ended 
June 30, June 30, 

2009 2008 2009 2008 
$ -  $ -  $ -  $ 1  

17 13 33 25 

Other Intercompany Billings 

E.ON U.S. Services provides KU with a variety of centralized administrative, management and 
support services. These charges include payroll taxes paid by E.ON U.S. Services on behalf of 
KU, labor and burdens of E.ON U.S. Services employees performing services for KU, coal 
purchases and other vouchers paid by E.ON U.S. Services on behalf of KU. The cost of these 
services is directly charged to KU, or for general costs which cannot be directly attributed, 
charged based on predetermined allocation factors, including the following ratios: number of 
customers, total assets, revenues, number of employees and other statistical information. These 
costs are charged on an actual cost basis. 

In addition, KU and LG&E provide services to each other and to E.ON IJ.S. Services. Billings 
between KTJ and LG&E relate to labor and overheads associated with union and hourly 
employees performing work for the other utility, charges related to jointly-owned generating 
units and other miscellaneous charges. Billings from KU to E.ON US. Services include cash 
received by E.ON US.  Services on behalf of KU, primarily tax settlements, and other payments 
made by KU on behalf of other non-regulated businesses which are reimbursed through E.ON 
U.S. Services. 
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Intercompany billings to and from KTJ were as follows: 

Three Months Ended Six Months Ended 
June 30, June 30, 

(in millions) 2009 2008 2009 2008 
E.ON U.S. Services billings to KU $ 38 $ 72 $ 78 $111 
KU billings to LG&E 36 14 47 37 
LG&E billings to KU - 4 - 5 
KU billings to E.ON 1J.S. Services 1 1 2 2 

In March and June 2009, KU received capital contributions of $50 million and $25 million, 
respectively from its common shareholder, E.ON U.S. 

Note 9 - Subsequent Events 

Subsequent events have been evaluated through August 13,2009, the date of issuance of these 
statements and these statements contain all necessary adjustments and disclosures resulting from 
that evaluation. 

On July 27,2009, KU borrowed $50 million from Fidelia for a period of ten years at a fixed rate 
of 4.81%. 

On July 30,2009, KU and LG&E notified the Kentucky Commission of the proposed transfer of 
approximately $50 million net book value of joint use Trimble County generation assets from 
LG&E to KU. This transfer is expected to be made upon the beginning of TC2 unit testing which 
is estimated to be December 2009. 

On August 4,2009, KU and its employees represented by the International Brotherhood of 
Electrical Workers L,ocal2 100 entered into a new three-year collective bargaining agreement. 
The agreement provides for negotiated increases or changes to wages, benefits or other 
provisions and for annual wage re-openers. 

On August 7,2009, KU and LG&E filed an application with the Kentucky Commission to 
approve new depreciation rates for applicable TC2-related generating, pollution control and other 
plant equipment and assets. The filing requests common depreciation rates for the applicable 
jointly-owned TC2-related assets, rather than applying differing depreciation rates in place with 
respect to KU’s and LG&E’s separately-owned base-load generating assets. A ruling is requested 
prior to December 2009. 

On August 12,2009, the EPA issued an order relating to all existing current issues in the TC2 air 
permit proceeding. The EPA supported the Company’s positions on all but two issues. The 
permit was remanded to the KDAQ to correct deficiencies concerning matters relating to an 
auxiliary boiler and the appropriate particulate standard to apply. The Company generally 
believes both of these matters should not have a material adverse effect on its financial condition 
or results of operations. The Company is currently analyzing the order and possible future 
actions and cannot predict the final outcome of this proceeding. 
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Management's Discussion and Analysis 

General 

The following discussion and analysis by management focuses on those factors that had a material 
effect on KU's financial results of operations and financial condition during the three and six month 
periods ended June 30,2009, and should be read in connection with the financial statements and 
notes thereto. 

Some of the following discussion may contain forward-looking statements that are subject to certain 
risks, uncertainties and assumptions. Such forward-looking statements are intended to be identified 
in this document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" 
and similar expressions. Actual results may vary materially. Factors that could cause actual results 
to differ materially include: general economic conditions; business and competitive conditions in 
the energy industry; changes in federal or state legislation; unusual weather; actions by state or 
federal regulatory agencies; and other factors described from time to time in the Company's reports, 
including the Annual Report for the year ended December 3 1 , 2008. 

Executive Summarv 

Business 

KU, incorporated in Kentucky in 191 2 and in Virginia in 199 I , is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. KU provides electric service to approximately 5 12,000 customers in 77 
counties in central, southeastern and western Kentucky, to approximately 30,000 customers in 5 
counties in southwestern Virginia and 5 customers in Tennessee. KU's service area covers 
approximately 6,600 square miles. Approximately 99% of the electricity generated by KU is 
produced by its coal-fired electric generating stations. The remainder is generated by a 
hydroelectric power plant and natural gas and oil fueled combustion turbines. In Virginia, KU 
operates under the name Old Dominion Power Company. KIJ also sells wholesale electric energy 
to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation. KIJ's affiliate, LG&E, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy and the distribution and sale of 
natural gas in Kentucky. 

In January 2009, KIJ, the AG, KIUC and all other parties to the base rate case filed a settlement 
agreement with the Kentucky Commission. Under the terms of the settlement agreement, KU's 
base rates will decrease $9 million annually. An Order approving the settlement was received in 
February 2009, and the new rates were implemented effective February 6,2009. In connection 
with the application and effective date of the new rates, the VDT surcredit and merger surcredit 
terminated, which will result in increased revenues of approximately $16 million annually. 

In January 2009, a significant winter ice storm passed through KU's service territory causing 
approximately 199,000 customer outages, followed closely by a severe wind storm in February 
2009, causing approximately 44,000 customer outages. KU currently estimates $64 million of 
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operation and maintenance expenses and $34 million of capital expenditures related to the 
restoration following the two storms. The Company filed an application with the K.entucky 
Commission in April 2009, requesting approval to establish a regulatory asset, and defer for 
future recovery, approximately $62 million in incremental operation and maintenance expenses 
related to the storm restoration. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service 
territory causing significant outages and system damage. In October 2008, KU filed an 
application with the Kentucky Commission requesting approval to establish a regulatory asset, 
and defer for future recovery, approximately $3 million of expenses related to the storm 
restoration. In December 2008, the Kentucky Commission issued an Order allowing the 
Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. 

Environmental Matters 

Protection of the environment is a major priority for KU. Federal, state and local regulatory 
agencies have issued KU permits for various activities subject to air quality, water quality and 
waste management laws and regulations. Recent developments indicate an increased possibility 
of significant climate-change or greenhouse gas legislation or regulation, particularly at the 
federal level. While the final terms and impacts of such initiatives cannot be estimated, as a 
primarily coal-fbeled utility, KU could be highly affected by such proceedings. Ultimately, 
environmental matters or potential environmental matters can represent an important element of 
current or future capital requirements, operating and maintenance expenses or compliance risks 
for the Company. See Note 7 of Notes to Financial Statements for more information. 

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. 

Three Months Ended June 30,2009, Compared to 
Three Months Ended June 30,2008 

Net Income 

Net income for the three months ended June 30,2009, decreased $2 million compared to the 
same period in 2008. The decrease was primarily the result of decreased electric revenues ($1 1 
million), decreased other income - net ($7 million) and increased interest expense ($3 million), 
partially offset by decreased operating expense ($19 million). 

Revenues 

Revenues decreased $1 1 million in the three months ended June 30,2009, primarily due to: 
0 Decreased wholesale sales ($12 million) due to lower sales volumes to LG&E ($9 

million) and third-parties ($3 million) as a result of scheduled coal-fired generation unit 
outages during April 2009, and lower economic capacity caused by low spot market 
pricing in the second quarter of 2009. Via a mutual agreement, KU sells its higher cost 
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electricity to LG&E for LG&E’s wholesale sales and KU purchases LG&E’s lower cost 
electricity to serve KU’s native load. 
Decreased retail sales volumes delivered ($1 1 million) due to weakened economic 
conditions 
Decreased purchased power costs billed to customers through the FAC ($7 million) 
primarily due to refund of purchased power costs related to the OMU settlement 
Decreased DSM revenue ($1 million) due to timing of DSM program spending 
Increased ECR surcharge ($15 million) due to increased recoverable capital spending 
Decreased merger surcredit ($4 million) due to the surcredit termination in February 2009 
Increased miscellaneous revenues ($2 million) due to the initial assessment of late 
payment fees in the second quarter of 2009 

0 

0 

0 

0 

0 

0 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation decreased $1 1 million in the three months ended June 30,2009, 
primarily due to: 

Decreased volumes of fuel usage ($17 million) due to decreased native load 
Increased commodity and transportation costs for coal and natural gas ($6 million) 

0 

0 

Power purchased expense decreased $1 1 million in the three months ended June 30,2009, 
primarily due to: 

Decreased prices for purchases used to serve retail customers ($8 million) due to 
increased availability of power from OMU in 2009 
Decreased power purchased expense ($7 million) due to refund of power purchased costs 
related to the OMU settlement 
Increased purchased volumes from LG&E ($2 million). Via a mutual agreement, KU 
purchases LG&E’s lower cost electricity to serve KU’s native load. LG&E was able to 
provide higher volumes due to LG&E’s reduced native load requirements as a result of 
milder weather and the weakened economy. 
Increased third-party purchased volumes for native load ($2 million) as a result of 
scheduled coal-fired generation unit outages and lower economic capacity caused by low 
spot market pricing during the majority of the second quarter of 2009 

Other operation and maintenance expense increased $1 million in the three months ended June 
30,2009, due to increased other operation expense ($1 million). 

Other operation expense increased $1 million in the three months ended June 30,2009, primarily 
due to: 

Increased pension expense ($2 million) due to lower 2008 pension asset investment 
performance 
Increased steam expense ($1 million) due to utilization of SCRs year-round 
Decreased transmission expense ($1 million) due to reduced third-party native load 
transmission purchase volumes 
Decreased distribution expense ($1 million) due to repair of overhead lines and 
administrative support costs as a result of storm restoration 
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Other income - net decreased $7 million, primarily due to: 
Decreased $9 million due to lower subsidiary equity earnings from Electric Energy, Inc. 
Increased $1 million due to life insurance proceeds 
Increased $1 million due to settlement of Brown Station new source review litigation 

0 

0 

Interest expense, including interest expense to affiliated companies, increased $3 million in the 
three months ended June 30,2009, primarily due to interest on increased borrowings to affiliated 
companies ($4 million) offset by decreased interest on bonds ($1 million) due to lower interest 
rates. 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU’s 
effective tax rate follows: 

Three Months Ended 
June 30, 

2009 2008 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Dividends received deduction related 

to Electric Energy Inc. investment 
Qualified production activities deduction 
Amortization of investment tax credits 
Nondeductible life insurance 
Excess deferred taxes on depreciation 
Other differences 
Effective income tax rate 

35.0 % 
2.2 

(3.9) 
0.3 

(0.1) 
(0.5) 
(1.1) 

35.0 Yo 
2.3 

28.2 % 
P 

The effective income tax rate increased for the three months ended June 30,2009, compared to 
the three months ended June 30,2008, primarily due to a decrease in the dividends received 
deduction, related to a decrease in dividends received from Electric Energy Inc., in the second 
quarter of 2009. 

Six Months Ended June 30,2009 Compared to 
Six Months Ended June 30,2008 

Net Income 

Net income for the six months ended June 30,2009, decreased $41 million compared to the same 
period in 2008. The decrease was primarily the result of increased operating expense ($49 
million), decreased other income - net ($9 million), increased interest expense ($3 million) and 
decreased electric revenue ($2 million), partially offset by decreased income taxes ($22 million). 

Revenues 

Revenues decreased $2 million in the six months ended June 30,2009, primarily due to: 
Decreased retail sales volumes delivered ($27 million) due to weakened economic 
conditions 

34 



Decreased wholesale sales ($20 million) due to lower sales volumes to LG&E ($1 5 
million) and third-parties ($5 million) as a result of scheduled coal-fired generation unit 
outages during January through April 2009, and lower economic capacity caused by low 
spot market pricing during the majority of 2009. Via a mutual agreement, KU sells its 
higher cost electricity to LG&E for LG&E’s wholesale sales and KU purchases LG&E’s 
lower cost electricity to serve KU’s native load. 
Decreased base rates ($3 million) due to the application of the Kentucky base rate 
settlement in February 2009, partially offset by the increase in Virginia levelized fuel 
factor 
Decreased DSM revenue ($2 million) due to timing of DSM program spending 
Increased ECR surcharge ($26 million) due to increased recoverable capital spending 
Increased fuel costs billed to customers through the FAC ($13 million) due to increased 
fuel prices, partially offset by a refund of purchased power costs from OMlJ 
Decreased merger surcredit ($8 million) due to a lower rate approved by the Kentucky 
Commission in June 2008 and the surcredit termination in February 2009 
Increased miscellaneous revenue ($2 million) resulting fiom the initial assessment of late 
payment fees in the second quarter of 2009 
Decreased VDT surcredit ($1 million) due to termination in August 2008 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Cornmission and the FERC. 

Fuel for electric generation decreased $1 8 million in the six months ended June 30,2009, 
primarily due to: 

Decreased volumes of fuel usage ($41 million) due to decreased native load 
Increased commodity and transportation costs for coal ($23 million) 

0 

Power purchased expense decreased $3 million in the six months ended June 30,2009, primarily 
due to: 

Decreased prices for purchases used to serve retail customers ($1 1 million) due to 
increased availability of power from OMU and lower spot market pricing in 2009 
Decreased power purchased expense ($7 million) due to a refund of power purchased 
costs related to the OMU settlement 
Increased third-party purchased volumes for native load ($7 million) as a result of 
scheduled coal-fired generation unit outages and lower economic capacity caused by low 
spot market pricing in March 2009, and the majority of the second quarter of 2009 
Increased purchased volumes from LG&E ($5 million) and higher prices ($2 million). 
Via a mutual agreement, KU purchases L,G&E’s lower cost electricity to serve KU’s 
native load. LG&E was able to provide higher volumes due to LG&E’s reduced native 
load requirements as a result of milder weather and the weakened economy. 
Increased demand payments ($2 million) for energy purchased on a long-term contract 

0 

0 

Other operation and maintenance expense increased $67 million in the six months ended June 
30,2009, due to increased maintenance expense ($56 million) and increased other operation 
expense ($1 1 million). 
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Maintenance expense increased $56 million in the six months ended June 30,2009, primarily 
due to: 

0 

0 

0 

0 

Increased distribution expense ($50 million) primarily due to the 2009 winter storm 
restoration 
Increased steam expense ($4 million) due to increased scope of work for scheduled 
outages 
Increased transmission expense ($1 million) primarily due to the 2009 winter storm 
restoration 
Increased maintenance expense ($1 million) due to a scheduled combustion turbine 
outage in 2009 and none in 2008 

Other operation expense increased $1 1 million in the six months ended June 30,2009, primarily 
due to: 

Increased pension expense ($8 million) due to lower 2008 pension asset investment 
performance 
Increased distribution expense ($4 million) primarily due to the 2009 winter storm 
restoration 
Increased steam expense ($3 million) due to utilization of SCRs year-round 
Increased administrative and general expense ($3 million) due to consulting fees for 
software training and increased labor and benefit costs 
Increased property tax ($1 million) due to higher tax assessment resulting from 
construction expenditures 
Decreased administrative and general expense ($6 million) due to timing of DSM 
expenditures, decrease in uncollectible accounts resulting from favorable OMTJ litigation 
and outside services for legal fees 
Decreased maintenance expense ($2 million) due to fewer unit outages 

Other income - net decreased $9 million, primarily due to: 
Decreased $14 million due to lower subsidiary equity earnings from Electric Energy, Inc. 
Increased $2 million due to life insurance proceeds 
Increased $2 million due to a gain on the mark-to-market power purchase swaps resulting 
from price decreases in 2009 and price increases in 2008 
Increased $1 million due to settlement of Brown Station new source review litigation 

0 

0 

0 

Interest expense, including interest expense to affiliated companies, increased $3 million in the 
six months ended June 30,2009, primarily due to increased borrowings with affiliated 
companies ($7 million) offset by decreased interest on bonds ($4 million) due to lower interest 
rates. 
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A reconciliation of differences between the statutory 1J.S. federal income tax rate and KU’s 
effective tax rate follows: 

Six Months Ended 
June 30, 

-” 2009 2008 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Dividends received deduction related 

to Electric Energy Inc. investment 
Qualified production activities deduction 
Amortization of investment tax credits 
Nondeductible life insurance 
Excess deferred taxes on depreciation 
Other differences 
Effective income tax rate 

35.0 % 
0.9 

35.0 % 
2.4 

The effective income tax rate decreased for the six months ended June 30,2009, compared to the 
six months ended June 30,2008, due to decreased pretax income resulting from the 2009 winter 
storm expenses. The variances between the individual line items are primarily due to amounts for 
the period ended June 30,2009, representing a greater proportion of pretax income. The pretax 
income decreased 59% for the six months ended June 30,2009, compared to the six months 
ended June 30,2008. 

Liquidity and Capital Resources 

KU uses net cash generated from its operations, external financing (including financing from 
affiliates) and/or infusions of capital from its parent mainly to fund construction of plant and 
equipment. As of June 30,2009, KU had a working capital deficiency of $205 million, primarily 
due to the terms of certain tax-exempt bonds which allow the investors to put the bonds back to 
the Company causing them to be classified as current portion of long-term debt. The Company 
has adequate liquidity facilities to repurchase any bonds put back to the Company. See Note 6 of 
Notes to Financial Statements. KU believes that its sources of funds will be sufficient to meet the 
needs of its business in the foreseeable future. 

Operating Activities 

The $86 million decrease in net cash from operating activities for the six months ended June 30, 
2009 compared to June 30,2008, was primarily the result of changes in: 

Accounts payable ($26 million) primarily due to payments relating to 2009 winter storm 
restoration, timing of other payments and lower accruals 
Pension and postretirement funding ($15 million) due to valuation related to market 
conditions 
Materials and supplies ($13 million) primarily due to increased fuel inventory 

Earnings, net of non-cash items ($10 million) 

0 

0 Other ($1 1 million) 
0 

0 Accounts receivable ($9 million) 
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0 Environmental cost recovery receivable ($4 million) 
Fuel adjustment clause receivable, net ($2 million) 

These decreases were partially offset by changes in: 
Other current liabilities ($2 million) 
Accrued income taxes ($1 million) 
Prepayments and other current assets ($1 million) 

Investing Activities 

Net cash used for investing activities decreased $90 million in the six months ended June 30, 
2009, compared to 2008. The primary use of funds for investing activities continues to be for 
capital expenditures. Capital expenditures were $271 million and $355 million in the six months 
ended June 30,2009 and 2008, respectively, a net decrease of $84 million. The remaining 
decrease in net cash used for investing activities is due to a decrease in assets transferred from 
LG&E for TC2 of $10 million, partially offset by realized gains on risk management contracts of 
$2 million and decreased hnds received from restricted cash of $2 million representing escrow 
proceeds from the pollution control bonds. 

Financing Activities 

Net cash inflows from financing activities were $169 million and $1 72 million in the six months 
ended June 30,2009 and 2008, respectively, resulting in a decrease in net cash provided by 
financing activities of $3 million. The decrease in financing inflows is due to decreased long- 
term borrowings from affiliates of $25 million and decreased short-term borrowings net of 
repayments from an affiliated company of $8 million, partially offset by decreased reacquisition 
of bonds of $30 million. 

See Note 6 of Notes to Financial Statements for information of redemptions, maturities and 
issuances of long-term debt. 

Future Capital Requirements 

KU’s construction program is designed to ensure that there will be adequate capacity and 
reliability to meet the electric needs of its service area and to comply with environmental 
regulations. These needs are continually being reassessed and appropriate revisions are made, 
when necessary, in construction schedules. KU expects its capital expenditures for the three year 
period ending December 3 1 , 201 1 , to total approximately $1,325 million, consisting primarily of 
construction estimates for installation of FGDs on Ghent and Brown units totaling approximately 
$360 million, on-going construction related to distribution assets totaling approximately $250 
million, on-going construction related to generation assets totaling approximately $220 million, 
ash pond and landfill projects totaling approximately $185 million, construction of TC2 totaling 
approximately $165 million (inchding $30 million for environmental controls), the Brown SCR 
totaling approximately $1 10 million, and information technology projects of approximately $35 
million. 

Future capital requirements may be affected in varying degrees by factors such as electric energy 
demand load growth, changes in construction expenditure levels, rate actions by regulatory 
agencies, new legislation, changes in commodity prices and labor rates, changes in 
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environmental regulations and other regulatory requirements. Credit market conditions can affect 
aspects of the availability, terms or methods in which the Company funds its capital 
requirements. KU anticipates funding future capital requirements through operating cash flow, 
debt and/or infusions of capital from its parent. 

KU has a variety of funding alternatives available to meet its capital requirements. KTJ 
participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make 
funds of up to $400 million available to the Company at market-based rates. Fidelia also 
provides long-term intercompany funding to KIJ. See Notes 6 and 9 of Notes to Financial 
S tatements. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and 
the FERC authorize the issuance of short-term debt while the Kentucky Commission, the 
Virginia Commission and the Tennessee Regulatory Authority authorize the issuance of long- 
term debt. In November 2007, KU received a two-year authorization from the FERC to borrow 
up to $400 million in short-term funds. KU also has authorization from the Virginia Commission 
that expires at the end of 2009 allowing short-term borrowing of up to $400 million. As of June 
30,2009, KTJ has borrowed $61 million of this authorized amount. See Note 6 of Notes to 
Financial Statements. 

KU’s debt ratings as of June 30,2009, were: 

IJnenhanced pollution control revenue bonds 
Issuer rating 
Corporate credit rating 

Moody’s 

A2 
A2 

s&p 

BBB+ 

BBB+ 
- 

These ratings reflect the views of Moody’s and S&P. A security rating is not a recommendation 
to buy, sell or hold securities and is subject to revision or withdrawal at any time by the rating 
agency. See Note 6 of Notes to Financial Statements for a discussion of 2008 and 2009 
downgrade actions related to the pollution control revenue bonds caused by a change in the 
rating of the entity insuring those bonds. 
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- Controls and Procedures 

Management is responsible for establishing and maintaining adequate internal control over 
financial reporting. Internal control over financial reporting is a process designed to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting 
principles. A company’s internal control over financial reporting includes those policies and 
procedures that pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s 
assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or 
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are 
subject to the risk that controls may become inadequate because of changes in conditions, or that 
the degree of compliance with the policies or procedures may deteriorate. 

KU is not subject to the internal control and other requirements of the Sarbanes-Oxley Act of 
2002 and associated rules (the “Act”) and consequently is not required to evaluate the 
effectiveness of the Company’s internal control over financial reporting pursuant to Section 404 
of the Act. However, management has assessed the effectiveness of the Company’s internal 
control over financial reporting as of December 3 1,2008, using the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission in Internal Control - 
Integrated Framework. Management has concluded that, as of December 3 1 , 2008, the 
Company’s internal control over financial reporting was effective based on those criteria. 
Effective April 1 , 2009, the Company initiated a new software and data system for customer 
accounts and associated billing, management, operations and record-keeping aspects thereof, 
following a comprehensive planning, testing and implementation project. There were no changes 
to the Company’s internal controls as a result of the new software implementation. There have 
been no changes in the Company’s internal control over financial reporting that occurred during 
the six months ended June 30,2009, that has materially affected, or is reasonably likely to 
materially affect, the Company’s internal control over financial reporting. 

The effectiveness of the Company’s internal control over financial reporting as of December 3 1 , 
2008, was audited by PricewaterhouseCoopers LLP, an independent accounting firm, as stated in 
its report which is included in the 2008 KIJ Annual Report. 
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Legal Proceedings 

For a description of the significant legal proceedings involving KTJ, reference is made to the 
information under the following captions of KU’s Annual Report for the year ended December 
3 1 , 2008: Business, Risk Factors, Legal Proceedings, Management’s Discussion and Analysis, 
Financial Statements and Notes to Financial Statements. Reference is also made to the matters 
described in Notes 2 and 7 of this quarterly report. Except as described in this quarterly report, to 
date, the proceedings reported in KTJ’s Annual Report for the year ended December 3 1,2008 
have not materially changed. 

Other 

In the normal course of business, other lawsuits, claims, environmental actians and other 
governmental proceedings arise against KU. To the extent that damages are assessed in any of 
these lawsuits, the Company believes that its insurance coverage is adequate. Management, after 
consultation with legal counsel, does not anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on KTJ’s financial 
position or results of operations. 
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Kentucky Utilities Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

Three Months Ended 
March 3 1, 

2009 

Total operating revenues (Note 8) ..................................... $ 361 
OPERATING REVENUES 

OPERATING EXPENSES 
Fuel for electric generation ..................................................... 
Power purchased (Note 8) ....................................................... 
Other operation and maintenance expenses (Note 2) .............. 

115 
64 

132 
Depreciation and amortization ................................................ 33 

Total operating expenses ................................................... 344 

Operating income .................................................................... 17 

Other expense (income) - net ................................................. 
Interest expense (Note 6 )  ........................................................ 

(7) 
2 

16 
Interest expense to affiliated companies 

(Notes 6 and 8) ................................................................. 

Income before income taxes ................................................... 6 

Federal and state income tax (benefit) expense (Note 5 )  ........ 0 
Net income .............................................................................. $ 7  

2008 

$ 352 

123 
56 
66 
32 

277 

75 

(9) 

-I 

4 

12 

68 

22 

$ 46 

-- 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(1Jnaudited) 

(Millions of $) 

Three Months Ended 
March 3 1, 

2009 2008 

Balance at beginning of period ............................................... $ 1,195 $ 1,037 
Net income .............................................................................. 7 46 
Balance at end of period .......................................................... $ 1,202 $ 1,083 

L______ 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

ASSETS 

Current assets: 
Cash and cash equivalents ................................................................ 
Restricted cash .................................................................................. 
Accounts receivable - less reserve of $3 million as of March 3 1, 

2009 and December 3 1, 2008 ...................................................... 
Materials and supplies: 

Fuel (predominantly coal) ........................................................... 

Regulatory assets (Note 2) ............................................................... 

Total current assets ...................................................................... 

Other materials and supplies ....................................................... 

Prepayments and other current assets ............................................... 

Other property and investments ....................................................... 

IJtility plant: 
At original cost ................................................................................. 
Less: reserve for depreclatlon .......................................................... . .  

Net utility plant ........................................................................... 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits ............................................ 
Other ........................................................................................... 

Cash surrender value of key man life insurance ............................... 
Other assets ...................................................................................... 

Total deferred debits and other assets ......................................... 

Total assets ....................................................................................... 

March 3 1, 
2009 

$ 2  
8 

163 

86 
36 
39 

8 
342 

25 

5,749 
1,73 1 
4.0 18 

127 
59 
39 

_I- 

23 7 

$ 4,622 
.p___ 

December 3 1, 
2008 

$ 2  
10 

177 

73 
36 
32 
10 

340 

29 

5,622 
1,724 
3.898 

127 
64 
39 
11 

24 1 

$4,508 - 
The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of $) 

LIABILITIES AND EQUITY 

Current liabilities: 
Current portion of long-term debt (Note 6) ........................................ 
Notes payable to affiliated companies (Notes 6 and 8) ...................... 
Accounts payable ............................................................................... 
Accounts payable to affiliated companies (Note 8) ........................... 
Customer deposits .............................................................................. 
Deferred income taxes . net (Note 5 )  ................................................ 
Regulatory liabilities (Note 2) ............................................................ 
Other current liabilities ....................................................................... 

Total current liabilities .................................................................. 
. . . .  

March 3 1. 
2009 

$ 228 
13 

214 
39 
21 
30 
10 
23 

578 

Long-term debt: 
123 

1. 181 
Total long-term debt 1. 304 

Long-term bonds (Note 6) .................................................................. 
Long-term debt to affiliated company (Notes 6 and 8) ...................... 

...................................................................... 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 5) .................................... 250 
Accumulated provision for pensions and related benefits (Note 4) ... 192 
Investment tax credit (Note 5) 85 

............................................................... 33 Asset retirement obligations 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ................................ 330 
Deferred income taxes . net 15 

8 Other ............................................................................................. 
26 Other liabilities ................................................................................... 

Total deferred credits and other liabilities .................................... 939 

............................................................ 

.......................................................... 

Common equity: 
Common stock. without par value . 

Authorized 80.000. 000 shares. outstanding 37. 8 17. 878 shares .... 
Additional paid-in capital (Note 9) .................................................... 

308 
29 1 

Retained earnings 1. 185 
17 

1. 202 
1. 80 1 

............................................................................... 
Undistributed subsidiary earnings ...................................................... 

Total retained earnings .................................................................. 
Total common equity .. .................................................................... 

Total liabilities and equity .................................................................. $4 .  622 - 

December 3 1 . 
-. 2008 

$ 228 
16 

161 
38 
21 
30 

5 
27 

526 
I- 

123 
1.181 
1.304 

250 
186 
80 
32 

329 
16 
15 
26 

934 ... 

308 
241 

1. 174 
21 

1. 195 
1. 744 -. 

$4.  508 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ........................................................................................... 
Items not requiring cash currently: 

Depreciation and amortization ........................................................ 
Deferred income taxes - net ........................................................... 
Investment tax credit ....................................................................... 
Provision for pension and post retirement plans ............................. 
Other ............................................................................................... 

Accounts receivable ........................................................................ 
Materials and supplies .................................................................... 
Accounts payable ............................................................................ 
Accrued income taxes ..................................................................... 
Prepayments and other current assets ............................................. 
Other current liabilities ................................................................... 

Pension and postretirement funding ..................................................... 
Fuel adjustment clause receivable, net ................................................. 
Environmental cost recovery receivable .............................................. 
Other .................................................................................................... 

Net cash provided by operating activities ....................................... 

Changes in current assets and liabilities: 

For the Three Months Ended 
March 3 1, 

-- 2009 2008 

$ 7  $ 46 

33 32 
2 3 
5 3 
7 (3) 
4 (1) 

127 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures .................................................................... (130) ( 184) 
Energy trading and risk management contracts ................................... 
Restricted cash ..................................................................................... 2 5 

.............................................. (179) Net cash used for investing activities (130) _I____ 

(2) 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Additional paid-in capital (Note 8) ...................................................... so 25 
Short-term borrowings from affiliated company (Note 6) ................... 29 1 
Repayment of short-term borrowings from affiliated company 
(Note 6) ................................................................................................ (247) (264) 

244 

....................................... 47 52 Net cash provided by financing activities ~ _ _ _  

CHANGE IN CASH AND CASH EQUIVALENTS ............................... - - 

CASH AND CASH EQIJIVALENTS AT BEGINNING OF PERIOD ... 2 

CASH AND CASH EQLJIVALENTS AT END OF PERIOD ................. $ 2  $ -  

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Notes to Financial Statements 

(Unaudited) 

Note 1 - General 

The unaudited financial statements include the accounts of the Company. KU’s common stock is 
wholly-owned by E.ON U.S., an indirect wholly-owned subsidiary of E.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only 
of normal recurring adjustments, necessary for a fair statement of financial position, results of 
operations, retained earnings and cash flows for the periods indicated. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with 
generally accepted accounting principles have been condensed or omitted. These unaudited 
financial statements and notes should be read in conjunction with the Company’s Financial 
Statements and Additional Information (“Annual Report”) for the year ended December 3 1, 
2008, including the audited financial statements and notes therein. 

Certain reclassification entries have been made to the previous years’ financial statements to 
conform to the 2009 presentation with no impact on net assets, liabilities and capitalization or 
previously reported net income and net cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

FSP SFAS 107-1 and APB 284  

In April 2009, the FASB issued FSP SFAS 107-1 and APB 28-1, Interim Disclosures about Fair 
Value of Financial Instruments, which will be effective for interim and annual periods ending 
after June 15,2009, and requires qualitative and quantitative disclosures about fair values of 
assets and liabilities on a quarterly basis. The adoption of FSP SFAS 107-1 and APB 28-1 will 
have no impact on the Company’s results of operations, financial position or liquidity, since the 
guidance only requires enhanced disclosures. 

FSP SFAS 132(R)- 1 

In December 2008, the FASB issued FSP SFAS 132(R)-1 , Employers‘ Disclosures about 
Postretirement Benefit Plan Assets, which will be effective as of December 3 1 , 2009, and 
requires additional disclosures related to pension and other postretirement benefit plan assets. 
Additional disclosures include the investment allocation decision-making process, the fair value 
of each major category of plan assets as well as the inputs and valuation techniques used to 
measure fair value and significant concentrations of risk within the plan assets. The adoption of 
FSP SFAS 132(R)-1 will have no impact on the Company’s results of operations, financial 
position or liquidity, since the guidance only requires enhanced disclosures. 

SFAS No. 161 

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and 
Hedging Activities, an amendment of FASB Statement No. 133, which is effective for fiscal 

5 



years, and interim periods within those fiscal years, beginning on or after November 15,2008. 
The objective of this statement is to enhance the current disclosure framework in SFAS No. 133, 
Accounting for Derivative Instruments and Hedging Activities, as amended. The adoption of 
SFAS No. 16 1 had no impact on KU’s statements of operations, financial position and cash 
flows, however, additional disclosures relating to derivatives were required with the adoption 
effective January 1 , 2009. 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated 
Financial Statements, which is effective for fiscal years, and interim periods within those fiscal 
years, beginning on or after December 15,2008. The objective of this statement is to improve the 
relevance, comparability and transparency of financial information in a reporting entity’s 
consolidated financial statements. The Company adopted SFAS No. 160 effective January 1 , 
2009, and it had no impact on its statements of operations, financial position and cash flows. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which, except 
as described below, was effective for fiscal years beginning after November 15,2007. This 
statement defines fair value, estabhshes a framework for measuring fair value in generally 
accepted accounting principles and expands disclosures about fair value measurements. SFAS 
No. 157 does not expand the application of fair value accounting to new circumstances. 

In February 2008, the FASB issued FSP SFAS 157-2, Effective Date o f  FASB Statement No. 157, 
which delayed the effective date of SFAS No. 157 for all nonfinancial assets and liabilities, 
except those that are recognized or disclosed at fair value in the financial statements on a 
recurring basis (at least annually), to fiscal years beginning after November 15,2008, and 
interim periods within those fiscal years. All other amendments related to SFAS No. 157 have 
been evaluated and have no impact on the Company’s financial statements. 

The Company adopted SFAS No. 157 effective January 1,2008, except as it applies to those 
nonfinancial assets and liabilities, and had no impact on the statements of operations, financial 
position and cash flows, however, additional disclosures relating to its financial derivatives and 
cash collateral on derivatives, as required, are now provided. Per FSP SFAS 157-2, fair value 
accounting for all nonrecurring fair value measurements of nonfinancial assets and liabilities was 
adopted effective January 1,2009, and had no impact on the statements af operations, financial 
position and cash flows. At March 3 1,2009, no additional disclosures were required per FSP 
SFAS 157-2 as KIJ did not have any nonfinancial assets or liabilities measured at fair value 
subsequent to initial measurement. In April 2009, the FASB issued FSP SFAS 157-4, 
Determining Fair Value when the Volume and Level of Activity for the Asset or Liability have 
Significantly Decreased and Identifiing Transactions that are not Orderly, which will be 
effective for interim and annual periods ending after June 15,2009. FSP SFAS 157-4 provides 
additional guidance on determining fair values when there is no active market or where the price 
inputs being used represent distressed sales. The Company expects no impact on its financial 
position, statements of operations and cash flows upon adopting FSP SFAS 157-4. 
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Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities and for descriptions of 
certain matters which may not have undergone material changes relating to the period covered by 
this quarterly report, reference is made to Note 2 of KU’s Annual Report for the year ended 
December 3 1 , 2008. 

Virginia Rate Case 

In April 2009, KU provided notice to the Virginia Commission indicating its intent to submit an 
application for an increase in base electric rates. The application is anticipated to be filed during 
the second quarter of 2009 and use calendar year 2008 as a test year. 

Kentucky Rate Case 

In January 2009, KU, the AG, KIUC and all other parties to the base rate case filed a settlement 
agreement with the Kentucky Commission. IJnder the terms of the settlement agreement, KU’s 
base rates will decrease $9 million annually. An Order approving the settlement was received in 
February 2009, and the new rates were implemented effective February 6,2009. In connection 
with the application and effective date of the new rates, the VDT surcredit and merger surcredit 
terminated, which will result in increased revenues of approximately $16 million annually. 

FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in base electric rates 
applicable to wholesale power sales contracts or interchange agreements involving, collectively, 
twelve Kentucky municipalities. The application requests a shift from current, all-in stated unit 
charge rates to an unbundled formula rate. The revised rates represent varying increases of 6% to 
7% from current charges and include a change from the all-in stated applicable return on equity 
of 1 1.8%. The proceeding involves data requests and hearings before the FERC, as well as data 
requests and filings by intervenors. In November 2008, the FERC issued an Order to suspend 
rates until May 1,2009, at which time the applied for rates will become effective, subject to 
potential refund or adjustment, based upon the outcome of the proceedings. In May 2009, as a 
result of settlement negotiations, K‘CJ submitted an unopposed motion informing the FERC of the 
filing of a settlement agreement and agreed-upon seven-year service agreements with the 
municipal customers. The unopposed motion also requested interim rate structures containing 
terms corresponding to the overall settlement principles, to be effective from May 1 , 2009, until 
FERC approval of the settlement agreement. The settlement and service agreements will provide 
for unbundled formula rates which are subject to annual adjustment and approval processes and 
which represent increases of approximately 3% from current charges and include a return on 
equity charge of 11%. KU’s motion requests FERC approval of the interim rates and settlement 
arrangements. Separately, the parties were not able to reach agreement on the issue of whether 
KU must allocate to the municipal customers a portion of renewable resources it procures on 
behalf of its retail ratepayers. This issue will remain subject to further FERC proceedings and 
rulings or possible future settlement negotiations. 
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Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in KU’s Balance Sheets: 

(in millions) 
Current regulatory assets: 
ECR 
FAC 
Net MISO exit 
Other 

Total current regulatory assets 

Non-current regulatory assets: 
ARO 
Unamortized loss on bonds 
Net MISO exit 
Hurricane Ike 
Other 

Subtotal non-current other regulatory assets 

Pension and postretirement benefits 
Total non-current regulatory assets 

Current regulatory liabilities: 
DSM 

Total current regulatory liabilities 

March 3 1, December 3 1 , 
2009 - 2008 

$ 23 
9 
2 
5 

$ 20 
8 
- 
4 

$ 39 
__1 

$ 28 
13 
10 
2 
6 

59 
-- 

127 
$186 - 

$ 10 
$ 10 - 

$ 32 

$ 28 
13 
19 
2 
2 

64 
-- 

127 
$191 - 
$ 5  
$ 5  
P 

Non-current regulatory liabilities: 
Accumulated cost of removal of utility plant $330 $329 
Deferred income taxes - net 15 16 
Other 8 

$353 - Total non-current regulatory liabilities 
15 

$360 

KU does not currently earn a rate of return on the ECR, FAC regulatory asset and the Virginia 
levelized fuel factor included in other regulatory assets, which are separate recovery mechanisms 
with recovery within twelve months. No return is earned on the pension and postretirement 
benefits regulatory asset that represents the changes in fbnded status of the plans. KU will 
recover this asset through pension expense included in the calculation of base rates with the 
Kentucky Commission and will seek recovery of this asset in fbture proceedings with the 
Virginia Commission. No return is currently earned on the ARO asset. This regulatory asset will 
be offset against the associated regulatory liability, ARO asset and ARO liability at the time the 
underlying asset is retired. A return is earned on the unamortized loss on bonds, and these costs 
are recovered through amortization over the life of the debt. The Company will seek recovery of 
the Hurricane Ike regulatory asset and other regulatory assets including the KCCS funding and 
FERC jurisdictional pension expense in its next base rate cases. The Company recovers the net 
MISO exit regulatory asset in Kentucky incurred through April 30,2008, and will seek recovery 
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of subsequent net MISO exit costs in future base rate cases. KU will also seek recovery of other 
jurisdictional portions of this asset in its next Virginia and FERC base rate cases. The Company 
recovers the remaining regulatory assets, including other regulatory assets comprised of merger 
surcredit, deferred storm costs, EKPC FERC transmission settlement agreement and Kentucky 
rate case expenses. Other regulatory liabilities include DSM, FERC jurisdictional supplies 
inventory and MISO administrative charges collected via base rates from May 2008 through 
February 5,2009. The MISO regulatory liability will be netted against costs of withdrawing from 
the MISO, per a Kentucky Commission Order, in the next base rate case. 

ECR. In February 2009, the Kentucky Commission approved a settlement agreement in the rate 
case which provides for an authorized return on equity applicable to the ECR mechanism of 
10.63% effective with the February 2009 expense month filing, which represents a slight 
increase over the previously authorized 10.50%. 

In January 2009, the Kentucky Commission initiated a six-month review for the period ending 
October 3 1 , 2008, of KU’s environmental surcharge. An order is anticipated in the second 
quarter of 2009. 

FAC. In January 2009, the Kentucky Commission initiated a routine examination of KU’s FAC 
for the two-year period November 1 , 2006 through October 3 1 , 2008. A public hearing was held 
in March 2009. An order is anticipated in the second quarter of 2009. 

In August 2008, the Kentucky Commission initiated a routine examination of KU’s FAC for the 
six-month period November 1 , 2007 through April 30,2008. The Kentucky Commission issued 
an Order in January 2009, approving the charges and credits billed through the FAC during the 
review period. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor 
based primarily on projected fuel costs. The Virginia levelized fuel factor allows fuel recovery 
based on projected fuel costs for the coming year plus an adjustment for any over- or under- 
recovery of fuel expenses from the prior year. At March 3 1 , 2009, KU had a regulatory asset of 
$4 million. In February 2009, KU filed an application with the Virginia Commission seeking 
approval of a 29% increase in its fuel cost factor beginning with service rendered in April 2009. 
In February 2009, the Virginia Commission issued an Order allowing the requested change to 
become effective on an interim basis. The Virginia Staff testimony filed in April 2009, 
recommended a slight decrease in the factor filed by KU. The Company has indicated the 
Virginia Staff proposal is acceptable. A hearing was held in May 2009, with general resolution 
of remaining issues. In May 2009, the Virginia Commission issued an Order approving the 
revised fuel factor, representing an increase of 24%, effective May 2009. 

MISO. In accordance with Kentucky Commission Orders approving the MISO exit, KU has 
established a regulatory asset for the MISO exit fee, net of former MISO administrative charges 
collected via base rates through the base rate case test year. The net MISO exit fee is subject to 
adjustment for possible future MISO credits, and a regulatory liability for certain revenues 
associated with former MISO administrative charges, which were collected via base rates until 
February 6,2009. The approved 2008 base rate case settlement provided for MISO 
administrative charges collected through base rates from May 1 , 2008 to February 6,2009, and 
any fbture adjustments to the MISO exit fee, to be established as a regulatory liability until the 
amounts can be amortized in future base rate cases. 
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In November 2008, the FERC issued Orders in industry-wide proceedings relating to MISO RSG 
calculation and resettlement procedures. RSG charges are amounts assessed to various 
participants active in the MISO trading market which generally seek to compensate for 
uneconomic generation dispatch due to regional transmission or power market operational 
considerations, with some customer classes eligible for payments, while others may bear 
charges. The FERC Orders approved two requests for significantly altered formulas and 
principles, each of which the FERC applied differently to calculate RSG charges for various 
historical and future periods. KU and other parties have requested rehearing and a delay in any 
collection of RSG amounts. During January and February 2009, the FERC issued a deficiency 
letter in the proceeding relating to one prior Order, which delays collection of additional 
applicable RSG resettlements by the MISO pending further proceedings. Further developments 
in the RSG proceeding are expected to occur during 2009. Based upon the recent FERC Orders, 
the Company established a reserve during the fourth quarter of 2008 of less than $1 million 
relating to potential RSG resettlement costs for the period ended December 3 1 , 2008. As of 
March 3 1 , 2009, a portion of the resettlement payments had been made and the remaining 
balance was less than $1 million. In May 2009, the FERC issued an Order on the requests for 
rehearing on one November 2008 Order. The Order changed the effective date and reduces 
potential RSG resettlement costs by less than $1 million. Due to the numerous participants, 
complex principles at issue and changes from prior precedents, the Company cannot predict the 
ultimate outcome of this matter nor can it predict the impact of the various proposals that have 
been made by the parties. 

Hurricane Ike. In September 2008, high winds from the remnants of Hurricane Ike passed 
through the service territory causing significant outages and system damage. In October 2008, 
KU filed an application with the Kentucky Commission requesting approval to establish a 
regulatory asset, and defer for future recovery, approximately $3 million of expenses related to 
the storm restoration. In December 2008, the Kentucky Commission issued an Order allowing 
the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. 

CMRG and KCCS Contributions. In July 2008, KTJ and LG&E, along with Duke Energy 
Kentucky, Inc. and Kentucky Power Company, filed an application with the Kentucky 
Commission requesting approval to establish regulatory assets related to contributions to the 
CMRG for the development of technologies for reducing carbon dioxide emissions and the 
KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is 
provided in the next base rate case of each company, at which time the regulatory assets will be 
amortized over the life of each project: four years with respect to the KCCS and ten years with 
respect to the CMRG. KIJ and LG&E jointly agreed to provide less than $2 million over two 
years to the KCCS and up to $2 million over ten years to the CMRG. In October 2008, an Order 
approving the establishment of the requested regulatory assets was received and KTJ will seek 
rate recovery in the Company’s next base rate case. 

Rate Case Expenses. KU incurred $1 million in expenses related to the development and 
support of the 2008 Kentucky base rate case. The Kentucky Commission approved the 
establishment of a regulatory asset for these expenses and authorized amortization over three 
years beginning in March 2009. 
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EKPC FERC Transmission Settlement Agreement. KU received approval to establish a 
regulatory asset for $2 million related to the transmission settlement agreement with E W C  as 
part of the 2008 base rate case. These costs resulted from KIJ’s exit from the MIS0 and will be 
amortized over five years. 

- Other Regulatory Matters 

Storm Restoration. In January 2009, a significant winter ice storm passed through KU’s service 
territory causing approximately 199,000 customer outages, followed closely by a severe wind 
storm in February 2009, causing approximately 44,000 customer outages. KU currently estimates 
$64 million of operation and maintenance expenses and $34 million of capital expenditures 
related to the restoration following the two storms. The Company filed an application with the 
Kentucky Commission in April 2009, requesting approval to establish a regulatory asset, and 
defer for future recovery, approximately $62 million in incremental operation and maintenance 
expenses related to the storm restoration. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric 
Utility Restructuring Act in 1999. This act gave customers the ability to choose their electric 
supplier and capped electric rates through December 20 10. KU subsequently received a 
legislative exemption fiom the customer choice requirements of this law. In April 2007, 
however, the Virginia General Assembly amended the Virginia Electric Utility Restructuring 
Act, thereby terminating this competitive market and commencing re-regulation of utility rates. 
The new act ended the cap on rates at the end of 2008. Pursuant to this legislation, the Virginia 
Commission adopted regulations revising the rules governing utility rate increase applications. 
As of January 2009, a hybrid model of regulation is being applied in Virginia. TJnder this model, 
utility rates are reviewed every two years. KU’s exemption from the requirements of the Virginia 
Electric Utility Restructuring Act in 1999, however, discharges KU from the requirements of the 
new hybrid model of regulation. In lieu of submitting an annual information filing, KU has the 
option of requesting a change in base rates to recover prudently incurred costs by filing a 
traditional base rate case. KU is also subject to other utility regulations in Virginia, including, but 
not limited to, the recovery of prudently incurred fuel costs through an annual fuel factor charge 
and the submission of integrated resource plans. See Note 9, Subsequent Events, for information 
regarding the anticipated filing of an application regarding base electric rates in Virginia. 

TC2 CCN Application and Transmission Matters. A CCN application for construction of the 
new base-load, coal fired unit known as TC2, which will be jointly owned by KU and LG&E, 
together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency, 
was approved by the Kentucky Commission in November 2005. CCN applications for two 
transmission lines associated with the TC2 unit were approved by the Kentucky Commission in 
September 2005 and May 2006. All regulatory approvals and rights of way for one transmission 
line have been obtained. 

The CCN for the remaining line has been challenged by certain Hardin County, Kentucky 
property owners. In August 2006, KU and LG&E obtained a successful dismissal of the 
challenge at the Franklin County circuit court, which ruling was reversed by the Kentucky Court 
of Appeals in December 2007, and the proceeding reinstated. In April 2009, the Kentucky 
Supreme Court granted a motion for discretionary review filed by KIJ and LG&E in May 2008. 
The discretionary review request, which seeks reversal of the appellate court decision and 
reinstatement of the circuit court dismissal of the challenge, may be ruled upon during 2009. 
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Completion of the transmission lines are also subject to standard construction permit, 
environmental authorization and real property or easement acquisition procedures and certain 
Hardin County landowners have raised challenges to such transmission line in some of these 
forums as well. During 2008, KU and LG&E obtained various successful rulings at the Hardin 
County circuit court establishing their condemnation and easement rights. In August 2008, the 
landowners appealed such rulings to the Kentucky Court of Appeals and received a stay 
preventing KU and LG&E access to the properties during the appeal. In May 2009, the appellate 
court denied a KU and LG&E petition to lift the stay and issued an Order generally (i) retaining 
the stay until a decision on the merits and (ii) delaying such decision on the merits pending 
developments in the Supreme Court CCN proceeding mentioned above. In a separate proceeding, 
certain Hardin County landowners have also challenged the same transmission line in federal 
district court in Louisville, Kentucky, claiming that certain National Historic Preservation Act 
requirements were not fully complied with by the 1J.S. Arrny relating to easements for the line 
through Fort Knox. KU and LG&E are cooperating with the U.S. Army in its defense in this 
case. 

KU and LG&E continue to actively engage in settlement negotiations with the Hardin County 
property owners involved in the appeals of the condemnation proceedings. During the fourth 
quarter of 2008, KU and LG&E entered into settlements with certain Meade County landowners 
and obtained dismissals of prior litigation they had brought challenging the same transmission 
line. 

During March 2009, owners of an airfield in Jefferson County, Indiana, filed a petition with the 
Federal Aviation Administration (“FAA”) seeking review of a prior FAA determination 
regarding certain transmission towers to be constructed at a crossing point of the Ohio River. The 
FAA previously determined that the towers do not constitute a hazard to air navigation, but such 
ruling is not deemed final until the review is completed. The receipt of a favorable final FAA 
determination is necessary for a tall structure permit in Indiana. 

KU and LG&E are not currently able to predict the ultimate outcome and possible effects, if any, 
on the construction schedule relating to these transmission line approval, land acquisition and 
permitting proceedings. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky 
Commission as required by a previous Order. In August 2008, the Kentucky Commission issued 
an Order consolidating the depreciation study with the base rate case proceeding. The approved 
settlement agreement in the rate case established new depreciation rates effective February 2009. 
KU also filed the depreciation study with the Virginia Commission, but has not requested formal 
review and approval of the depreciation rates from the Virginia Commission. Such a review will 
take place either during KU’s next base rate case in Virginia or when KTJ makes a formal 
application to the Virginia Commission for approval of the proposed rates. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Commission on its 
own motion initiated a proceeding to establish interconnection and net metering guidelines in 
accordance with amendments to existing statutory requirements for net metering of electricity. 
The jurisdictional electric utilities and intervenors in this case presented proposed 
interconnection guidelines to the Kentucky Commission in October 2008. In a January 2009 
Order, the Kentucky Commission issued the Interconnection and Net Metering Guidelines - 
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Kentucky that were developed by all parties to the proceeding. KU does not expect any impact as 
a result of this Order. In April 2009, KU filed revised net metering tariffs and application forms 
pursuant to the Kentucky Commission’s Order. 

EISA 2007 Standards. In November 2008, the Kentucky Commission initiated an 
administrative proceeding to consider new standards as a result of the Energy Independence and 
Security Act of 2007 (“EISA 2007”), part of which amends the Public Utility Regulatory 
Policies Act of 1978 (“PURPA”). There are four new PURPA standards and one non-PURPA 
standard applicable to electric utilities. The proceeding also considers two new PURPA 
standards applicable to natural gas utilities. EISA 2007 requires state regulatory commissions 
and nonregulated utilities to begin consideration of the rate design and smart grid investments no 
later than December 19,2008, and to complete the consideration by December 19,2009. The 
Kentucky Commission has established a procedural schedule that allows for data discovery and 
testimony through July 2009. A public hearing has not been scheduled in this matter. 

Note 3 - Financial Instruments 

K.U is subject to interest rate and commodity price risk related to on-going business operations. 
KU currently manages these risks using derivative financial instruments including swaps and 
forward contracts. 

Energy Trading and Risk Management Activities. KU conducts energy trading and risk 
management activities to maximize the value of power sales from physical assets it owns. 
Energy trading activities are principally forward financial transactions to manage price risk and 
are accounted for as non-hedging derivatives on a mark-to-market basis in accordance with 
SFAS No. 133, as amended. 

Energy trading and risk management contracts are valued using prices based on active trades on 
the Intercontinental Exchange. In the absence of a traded price, midpoints of the best bids and 
offers will be the primary determinants of valuation. When sufficient trading activity is 
unavailable, other inputs can include prices quoted by brokers or observable inputs other than 
quoted prices, such as one-sided bids or offers, as of the balance sheet date. Using these 
valuation methodologies, these contracts are considered level 2 based on SFAS No. 157 
measurement criteria. Quotes are verified quarterly using an independent pricing source of actual 
transactions. Quotes for combined off-peak and weekend timeframes are allocated between the 
two timeframes based on their historical proportional ratios to the integrated cost. No other 
adjustments are made to the forward prices. No changes to valuation techniques for energy 
trading and risk management activities occurred during 2009 or 2008. Changes in market 
pricing, interest rate and volatility assumptions were made during both years. 

ISU maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into 
transactions with them and continuing to evaluate their creditworthiness once transactions have 
been initiated. To further mitigate credit risk, KU seeks to enter into netting agreements or 
require cash deposits, letters of credit and parental company guarantees as security from 
counterparties. KU uses S&P, Moody’s and definitive qualitative and quantitative data to assess 
the financial strength of counterparties on an on-going basis. If no external rating exists, KU 
assigns an internally generated rating for which it sets appropriate risk parameters. As risk 
management contracts are valued based on changes in market prices of the related commodities, 
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credit exposures are revalued and monitored on a daily basis. At March 3 1 , 2009, 100% of the 
trading and risk management commitments were with counterparties rated BBB-/Baa3 
equivalent or better. KU has reserved against counterparty credit risk based on the counterparty’s 
credit rating and applying historical default rates within varying credit ratings over time provided 
by S&P or Moody’s. At March 3 1 , 2009 and December 3 1 , 2008, counterparty credit reserves 
were less than $1 million. 

K‘IJ manages the price volatility af its forecasted electric wholesale sales with the sales of 
market-traded electric forward contracts. Hedge accounting treatment has not been elected for 
these transactions, and therefore gains and losses are shown in the statements of income. 
Unrealized gains and losses are included in other expense (income) - net, whereas realized gains 
and losses are included in electric revenues. Net unrealized gains were less than $1 million in the 
three months ended March 3 1 , 2009 and 2008. Net realized gains were less than $1 million in the 
three months ended March 3 1 , 2009 and 2008. The volume of electricity based financial 
derivatives outstanding at March 3 1 , 2009 and December 3 1 , 2008, was 550,000 Mwhs and 
350,000 Mwhs, respectively. Of the volume outstanding at March 3 1 , 2009, 330,000 Mwhs will 
settle in 2009 and 220,000 Mwhs will settle in 2010. As of March 3 1 , 2009, estimated wholesale 
sales are hedged 91% and 56% for 2009 and 2010, respectively. 

Effective January 1 , 2008, KIJ adopted the provisions of SFAS No. 157, excluding the 
exceptions related to nonfinancial assets and liabilities, which was adopted effective January 1 , 
2009, consistent with FSP SFAS 157-2. KU has classified the applicable financial assets and 
liabilities that are accounted for at fair value into the three levels of the fair value hierarchy, as 
defined by SFAS No. 157, as follows: 

Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical 
assets or liabilities in active markets. - Level 2 - Include other inputs that are directly or indirectly observable in the 
marketplace. 
Level 3 - Unobservable inputs which are supported by little or no market 
activity. 

The following table sets forth by level within the fair value hierarchy, KU’s financial assets and 
liabilities that were accounted for at fair value on a recurring basis as of March 3 1 , 2009. No 
cash collateral was required related to the energy trading and risk management contracts at 
March 3 1 , 2009. Cash collateral is categorized as restricted cash and is a level 1 measurement 
based on the funds being held in liquid accounts. Energy trading and risk management contracts 
are considered level 2 based on SFAS No. 157 measurement criteria. There are no level 3 
measurements for this period. 

Recurring Fair Value Measurements (in millions) Level 1 Level 2 Total 
Financial assets: 

contracts 
Energy trading and risk management $ - $ 4  $ 4  

Total financial assets 

Financial liabilities: 
Energy trading and risk management contracts$ - $ 1  $ 1  
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Total financial liabilities $ - $ 1  $ 1  - 

FSP FIN 39-1, Amendment of FASB Interpretation No. 39, which was effective as of the 
beginning of 2008, permits companies to offset fair value mounts recognized for the right to 
reclaim cash collateral (a receivable) or the obligation to return cash collateral (a liability) 
against fair value amounts recognized for derivative instruments that are executed with the same 
counterparty under the same master netting arrangement. The Company did not elect to adopt 
FSP FIN 39-1 for any of its eligible financial instruments or other items. 

The aggregate mark-to-market value of all energy trading and risk management contracts with 
credit risk related contingent features that are in a liability position on March 3 1 , 2009 is less 
than $1 million, with no collateral posted in the normal course of business. At March 3 1 , 2009, a 
downgrade of the Company’s credit rating would have had no effect on the energy trading and 
risk management contracts or collateral required as a result of these contracts. 

The table below shows the fair value and balance sheet location of derivatives not designated as 
hedging instruments as of March 3 1 , 2009: 

(in millions) 

Asset Derivatives Liability Derivatives 

LocatioD Fair Value Location Fair Value 
Balance Sheet Balance Sheet 

Energy trading and risk Other current Other current 
management contracts (current) assets - $ 4  liabilities - $ 1  

Total $4 u 
At March 3 1 , 2009, the fair value of long-term energy trading and risk management contracts not 
designated as hedging instruments was less than $1 million. 

For the three months ended March 3 1 , 2009, the realized and unrealized gains in electric 
revenues and other (income) expense - net, respectively, for energy trading and risk management 
contracts were less than $1 million. 

Note 4 - Pension and Other Postretirement Benefit Plans 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans for the three months ended March 3 1. The tables include the costs 
associated with both KU employees and E.ON U.S. Services employees who are providing 
services to the Company. The E.ON U.S. Services costs that are allocated to KU are 
approximately 51% and 46% of E.ON 1J.S. Services costs for March 31,2009 and 2008, 
respectively. 



(in millions) Pension Benefits 

Service cost 
Interest cost 
Expected return on plan 

Amortization of actuarial 

Benefit cost at end of 

assets 

loss 

year 

Service cost 
Interest cost 
Benefit cost at end of 

year 

2009 2008 
E.ON U S .  E.ON U S .  

Services 
Allocation to Total 

Services 
Allocation to Total 

KU KU KU KU KU KU 
$ 2 $  1 $ 3 $  1 %  1 $ 2  

5 2 7 5 1 6 

2 1 3 - - - 

$ 5  $ 3 $  8 $  1 $  1 $ 2  

Other Postretirement Benefits 

2009 2008 
E.ON U S .  E.ON U S .  
Services 

Allocation to Total 
Services 

Allocation to Total 
KU KU KU KU KU KU 

$ 1 $  1 $ 2 $  - $  - $  - 
1 - 1 1 - 1 

$ 2 $  1 $ 3 $ 1 $  - $ 1  

In January 2009, KU made a contribution to other postretirement benefit plans of $1 million. In 
April 2009, KU made a contribution to a pension plan covering its employees of $13 million. In 
addition, E.ON U.S. Services made a pension plan contribution of $8 million. KU’s intent is to 
fund the pension plan in a manner consistent with the requirements of the Pension Protection Act 
of 2006. KU also anticipates making further voluntary contributions to fiind Voluntary Employee 
Beneficiary Association trusts to match the annual postretirement expense and fiinding the 
401(h) plan up to the maximum amount allowed by law. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.’s direct parent, E.ON US 
Investments Corp., for each tax period. Each subsidiary of the consolidated tax group, including 
KU, calculates its separate income tax for each period. The resulting separate-return tax cost or 
benefit is paid to or received from the parent company or its designee. The Company also files 
income tax returns in various state jurisdictions. While the federal statute of limitations related to 
2005 and later years are open, Revenue Agent Reports for 2005-2007 have been received fiom 
the IRS , effectively closing these years to additional audit adjustments. Adjustments made by the 
IRS for the 2005-2006 tax years were recorded in the 2008 financial statements. The tax year 
2007 return was examined under an IRS pilot program named “Compliance Assurance Process” 
(“CAP”). This program accelerates the IRS’s review to begin during the year applicable to the 
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return and ends 90 days after the return is filed. KU had no adjustments for the 2007 filed federal 
income tax return. The tax year 2008 return is also being examined under the CAP program. 

Additions and reductions of uncertain tax positions during 2009 and 2008 were less than $1 
million. Possible amounts of uncertain tax positions for KU that may decrease within the next 12 
months total less than $1 million and are based on the expiration of the audit periods as defined 
in the statutes. 

The amount KU recognized as interest expense and interest accrued related to unrecognized tax 
benefits was less than $1 million as of March 31,2009 and December 3 1,2008. The interest 
expense and interest accrued is based on IRS and Kentucky Department of Revenue large 
corporate interest rates for underpayment of taxes. At the date of adoption, KU accrued less than 
$1 million in interest expense on uncertain tax positions. No penalties were accrued by KU 
through March 3 1 , 2009. 

In June 2006, KU and L,G&E filed a joint application with the U.S. Department of Energy 
(“DOE”) requesting certification to be eligible for investment tax credits applicable to the 
construction of TC2. In November 2006, the DOE and the IRS announced that KU and LG&E 
were selected to receive the tax credit. A final IRS certification required to obtain the investment 
tax credit was received in August 2007. In September 2007, KU received an Order from the 
Kentucky Commission approving the accounting of the investment tax credit. KU’s portion of 
the TC2 tax credit will be approximately $100 million over the construction period and will be 
amortized to income over the life of the related property beginning when the facility is placed in 
service. Based on eligible construction expenditures incurred, KU recorded investment tax 
credits of $5 million and $3 million during the three months ended March 3 1 , 2009 and 2008, 
respectively, decreasing current federal income taxes. In addition, a full depreciation basis 
adjustment is required for the amount of the credit. The income tax expense impact of this 
adjustment will begin when the facility is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North 
Carolina against the DOE and IRS claiming the investment tax credit program was in violation 
of certain environmental laws and demanded relief, including suspension or termination of the 
program. In August 2008, the plaintiffs submitted an amended complaint alleging additional 
claims for relief. In November 2008, the Court dismissed the suit; however, the plaintiffs filed a 
motion for reconsideration. The Company is not currently a party to this proceeding and is not 
able to predict the ultimate outcome of this matter. 

Note 6 - Short-Term and Long-Term Debt 

KU’s long-term debt includes $228 million of pollution control bonds that are classified as 
current 1iabiIities because these bonds are subject to tender for purchase at the option of the 
holder and to mandatory tender for purchase upon the occurrence of certain events. These bonds 
include Carroll County 2002 Series A and B, 2004 Series A, 2006 Series B and 2008 Series A; 
Muhlenberg County 2002 Series A; and Mercer County 2000 Series A and 2002 Series A. 
Maturity dates for these bonds range from 2023 to 2034. The average annualized interest rate for 
these bonds during the three months ended March 3 1 , 2009, was 0.82%. 

Pollution control bonds are obligations of KU issued in connection with tax-exempt pollution 
control revenue bonds issued by various governmental entities, principally counties in Kentucky. 
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A loan agreement obligates KU to make debt service payments to the county that equate to the 
debt service due from the county on the related pollution control revenue bonds. The loan 
agreement is an unsecured obligation of KIJ. Proceeds from bond issuances for environmental 
equipment (primarily related to the installation of FGDs) were held in trust pending expenditure for 
qualifLing assets. At March 3 1 , 2009 and at December 3 1 , 2008, KU had $8 million and $9 million, 
respectively, of bond proceeds in trust included in restricted cash in the balance sheets. 

Several of the KIJ pollution control bonds are insured by rnonoline bond insurers whose ratings 
have been under pressure due to exposures relating to insurance of sub-prime mortgages. At 
March 3 1 , 2009, KU had an aggregate $35 1 million of outstanding pollution control 
indebtedness, of which $96 million is in the form of insured auction rate securities wherein 
interest rates are reset either weekly or every 35 days via an auction process. Beginning in late 
2007, the interest rates on these insured bonds began to increase due to investor concerns about 
the creditworthiness of the bond insurers. During 2008, interest rates increased, and the 
Company experienced “failed auctions” when there were insufficient bids for the bonds. When a 
failed auction occurs, the interest rate is set pursuant to a formula stipulated in the indenture. 
During the three months ended March 3 1 , 2009 and 2008, the average rate on the auction rate 
bonds was 0.65% and 4.82%, respectively. The instruments governing these auction rate bonds 
permit KIJ to convert the bonds to other interest rate modes, such as various short-term variable 
rates, long-term fixed rates or intermediate-term fixed rates that are reset infrequently. There 
were no changes to the Company’s bond ratings from S&P or Moody’s during the three months 
ended March 3 1 , 2009. 

During 2008, KU converted several series of its pollution control bonds from the auction rate 
mode to a weekly interest rate mode, as permitted under the loan documents. In connection with 
these conversions, KU purchased some of the bonds from the remarketing agent. The bonds that 
were repurchased from the remarketing agent in 2008 were either defeased or remarketed during 
2008. 

As of March 3 1 , 2009, KIJ had no remaining repurchased bonds. During 2008, JSU refinanced 
and remarketed $63 million and refinanced $17 million of pollution control bonds that had been 
previously repurchased by the Company. 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E 
make funds available to KU at market-based rates (based on highly rated commercial paper 
issues) up to $400 million. Details of the balances are as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
March 3 1 , 2009 $ 400 $ 13 $ 387 0.75% 
December 3 1 , 2008 $ 400 $ 16 $ 384 1.49% 

E.ON 1J.S. maintains revolving credit facilities totaling $3 13 million at March 3 1 , 2009 and 
December 3 1 , 2008, to ensure funding availability for the money pool. At March 3 1 , 2009, one 
facility, totaling $150 million, is with E.ON North America, Inc., while the remaining line, 
totaling $163 million, is with Fidelia; both are affiliated companies. The balances are as follows: 
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Total Amount Balance Average 

2.66% 
($ in millions) Available Outstanding Available Interest Rate 
March 31,2009 $ 313 $ 246 $ 67 
December 3 1,2008 $ 313 $ 299 $ 14 2.05% 

As of March 3 1 , 2009, KU maintained a bilateral line of credit, with an unaffiliated financial 
institution, totaling $35 million which matures in June 2012. At March 3 1 , 2009, there was no 
balance outstanding under this facility. The Company also maintains letter of credit facilities that 
support $195 million of the $228 million of bonds that can be put back to the Company. Should 
the holders elect to put the bonds back and they cannot be remarketed, the letter of credit would 
fund the investor’s payment. 

There were no redemptions or issuances of long-term debt year-to-date through March 3 1,2009. 

Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not 
occurred in the current status of various commitments or contingent liabilities from that 
discussed in KU’s Annual Report for the year ended December 3 1 , 2008 (including, but not 
limited to Notes 2, 9 and 12 to the financial statements of KIJ contained therein). See KU’s 
Annual Report regarding such commitments or contingencies. 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU 
commenced a suit now removed to the U.S. District Court for the Western District of Kentucky, 
against KU concerning a long-term power supply contract (the “OMU Agreement”) with KU. 
The dispute involves interpretational differences regarding issues under the OMU Agreement, 
including various payments or charges between KU and OMU and rights concerning excess 
power, termination and emissions allowances. In July 2005, the court issued a summary 
judgment ruling upholding OMIT’S contractual right to terminate the OMU agreement in May 
2010. 

In September and October 2008, the court granted rulings on a number of summary judgment 
petitions in KU’s favor, including determinations that KU’s interpretation of facilities charge 
fund payments was accurate; that KU is the proportionate owner of NOx allowances allocated to 
the OMU plant by the government; that OMTJ’s claims disputing various back-up power charges 
should be dismissed and that KU’s counterclaim based on operations and maintenance practices 
should proceed to trial. The summary judgment rulings resulted in the dismissal of all of OMU’s 
remaining claims against KU. The trial on KU’s counterclaim occurred during October and 
November 2008. During February 2009, the court issued orders on the matters covered at trial, 
including (i) awarding KU an aggregate $9 million relating to the cost of NOx allowances 
charged by OMU to KU and the price of back-up power purchased by OMU from KU, and (ii) 
denying KU’s claim for damages based upon sub-par operations and availability of the OMU 
units. In April 2009, the court issued a ruling on various post-trial motions denying certain 
challenges to calculation elements of the $9 million award or of interest mounts  associated 
therewith. In May 2009, KU and OMU executed a settlement agreement resolving the matter on 
a basis consistent with the court’s prior rulings. 
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Construction Program. KU had $22 million of commitments in connection with its construction 
program at March 3 1 , 2009. 

In June 2006, KU and LG&E entered into a construction contract regarding the TC2 project. The 
contract is generally in the form of a lump-sum, turnkey agreement for the design, engineering, 
procurement, construction, commissioning, testing and delivery of the project, according to 
designated specifications, terms and conditions. The contract price and its components are 
subject to a number of potential adjustments which may serve to increase or decrease the 
ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for arrangements of 
this type, including termination for convenience or for cause rights. In March 2009, the parties 
completed an agreement resolving certain construction cost increases due to higher labor and per 
diem costs above an established baseline, and certain safety and compliance costs resulting from 
a change in law. KU’s share of additional costs from inception of the contract through the 
expected project completion in 2010 may be approximately $25 million. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging 
the air permit issued for the TC2 baseload generating unit which was issued by the KDAQ in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to 
proceed with construction during the pendency of the action. In June 2007, the state hearing 
officer assigned to the matter recommended upholding the air permit with minor revisions. In 
September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order approving the hearing officer’s recommendation and upholding the permit. 
In September 2007, KU administratively applied for a permit revision to reflect minor design 
changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. In 
January 2008, the KDAQ issued a final permit revision. The environmental groups did not 
appeal the final Order upholding the permit or file a petition challenging the permit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in 
federal court seeking an order for the EPA to grant or deny their pending petition for the EPA to 
“veto” the state air permit and in April 2008, they filed a petition seeking veto of the permit 
revision. In September 2008, the EPA issued an Order denying nine of eleven claims alleged in 
one of the petitions, but finding deficiencies in two areas of the permit. The KDAQ revised the 
permit to address the issues identified in the EPA’s Order, although the Sierra Club subsequently 
submitted comments objecting to the revisions. Although the Company does not expect material 
changes in the permit as a result of the various petitions, the EPA has yet to rule on several 
additional claims which are subject to a July 2009 deadline. The Company is currently unable to 
determine the final outcome of this matter or the impact of an unfavorable determination upon 
the Company’s financial condition or results of operations. 

Environmental Matters. KU’s operations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air 
emissions, wastewater discharges, the use, handling and disposal of hazardous substances and 
wastes, soil and groundwater contamination and employee health and safety. 

Clean Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs 
aimed at protecting and improving air quality in the United States by, among other things, 
controlling stationary sources of air emissions such as power plants. While the general regulatory 
framework for these programs is established at the federal level, most of the programs are 
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implemented and administered by the states under the oversight of the EPA. The key Clean Air 
Act programs relevant to KU’s business operations are described below. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available 
scientific data for six criteria pollutants and establish concentration levels in the ambient air 
sufficient to protect the public health and welfare with an extra margin for safety. These 
concentration levels are known as NAAQS. Each state must identify “nonattainment areas” 
within its boundaries that fail to cornply with the NAAQS and develop a SIP to bring such 
nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must 
develop and implement a plan. As the EPA increases the stringency of the NAAQS through its 
periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required 
additional reductions in SO;! and NOx emissions from power plants. In 1998, the EPA issued its 
final “NOx SIP Call” rule requiring reductions in NOx emissions of approximately 85% from 
1990 levels in order to mitigate ozone transport from the midwestern 1J.S. to the northeastern 
US .  To implement the new federal requirements, Kentucky amended its SIP in 2002 to require 
electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional SO;! emission 
reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provided 
for a two-phase cap and trade program, with initial reductions of NOx and SO;! emissions due by 
2009 and 201 0, respectively, and final reductions due by 201 5. In 2006, Kentucky proposed to 
amend its SIP to adopt state requirements similar to those under the federal CAIR. Depending on 
the level of action determined necessary to bring local nonattainment areas into compliance with 
the new ozone and fine particulate standards, KIT’S power plants are potentially subject to 
additional reductions in SO;! and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a more stringent standard than that contained in the previous 
regulation. At present, KU is unable to determine what, if any, additional requirements may be 
imposed to achieve compliance with the new ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and 
vacating it. In December 2008, the Court amended its previous Order, directing the EPA to 
promulgate a new regulation, but leaving the CAIR in place in the interim. Depending upon the 
course of such matters, the CAIR could be superseded by new or revised NOx or SO;! regulations 
with different or more stringent requirements and SIPs which incorporate CAIR requirements 
could be subject to revision. KU is also reviewing aspects of its compliance plan relating to the 
CAIR, including scheduled or contracted pollution control construction programs. Finally, as 
discussed below, the remand of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and KU’s and LG&E’s compliance plans relating 
thereto, due to the interconnection of the CAIR with such associated programs. At present, KU is 
not able to predict the outcomes of the legal and regulatory proceedings related to the CAIR and 
whether such outcomes could have a material effect on the Company’s financial or operational 
conditions. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to 
Congress identifying mercury emissions from coal-fired power plants as warranting fbrther 
study. In 2005, the EPA issued the CAMR establishing mercury standards for new power plants 
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and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with 
initial reductions due by 2010 and final reductions due by 201 8. The CAMR provided for 
reductions of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 201 0 mercury reduction targets would be achieved as a “co-benefit” of the 
controls installed for purposes of compliance with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has 
announced that it intends to promulgate a new rule to replace the CAMR. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new mercury reduction rules with 
different or more stringent requirements. Kentucky has also repealed its corresponding state 
mercury regulations. At present, KU is not able to predict the outcomes of the legal and 
regulatory proceedings related to the CAMR and whether such outcomes could have a material 
effect on the Company’s financial or operational conditions. 

Acid Rain Program.’The 1990 amendments to the Clean Air Act imposed a two-phased cap and 
trade program to reduce SO2 emissions from power plants that were thought to contribute to 
“acid rain” conditions in the northeastern U.S. The 1990 amendments also contained 
requirements for power plants to reduce NOx emissions through the use of available combustion 
controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated 
areas, including national parks, and requires states to submit SIPs that will demonstrate 
reasonable progress toward preventing future impairment and remedying any existing 
impairment of visibility in those areas. In 2005, the EPA issued its Clean Air Visibility Rule 
detailing how the Clean Air Act’s BART requirements will be applied to facilities, including 
power plants, built between 1962 and 1974 that emit certain levels of visibility impairing 
pollutants. Under the final rule, as the CAIR provided for more visibility improvement than 
BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of 
controls that would otherwise be required by BART. The final rule has been challenged in the 
courts. Additionally, because the regional haze SIPs incorporate certain CAIR requirements, the 
remand of CAIR could potentially impact regional haze SIPs. See “Ambient Air Quality” above 
for a discussion of CAIR-related uncertainties. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and 
trade mechanisms that require a company to hold sufficient emissions allowances to cover its 
authorized emissions on a company-wide basis and do not require installation of pollution 
controls on every generating unit. Under cap and trade programs, companies are free to focus 
their pollution control efforts on plants where such controls are particularly efficient and utilize 
the resulting emission allowances for smaller plants where such controls are not cost effective. 
KU met its Phase I SO2 requirements primarily through installation of FGD equipment on Ghent 
Unit 1. KU’s strategy for its Phase TI SO2 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emission allowances and 
he1 switching to defer certain additional capital expenditures. In order to achieve the NOx 
emission reductions and associated obligations, KU installed additional NOx controls, including 
SCR technology, during the 2000 through 2008 time period at a cost of $22 1 million. In 200 1 , 
the Kentucky Comission granted approval to recover the costs incurred by KU for these 
projects through the environmental surcharge mechanism. Such monthly recovery is subject to 
periodic review by the Kentucky Commission. 
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In order to achieve mandated emissions reductions, KU expects to incur additional capital 
expenditures totaling $720 million during the 2009 through 20 1 1 time period for pollution 
controls including FGD and SCR equipment, and additional operating and maintenance costs in 
operating such controls. In 2005, the Kentucky Commission granted approval to recover the 
costs incurred by the Company for these projects through the ECR mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. KU believes its costs in 
reducing SOz, NOx and mercury emissions to be comparable to those of similarly situated 
utilities with like generation assets. KU’s compliance plans are subject to many factors including 
developments in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. KU will continue to monitor 
these developments to ensure that its environmental obligations are met in the most efficient and 
cost-effective manner. See “Ambient Air Quality” above for a discussion of CAIR-related 
uncertainties. 

Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, 
obligating 37 industrialized countries to undertake substantial reductions in GHG emissions. The 
U.S. has not ratified the Kyoto Protocol and there are currently no mandatory GHG emission 
reduction requirements at the federal level. Legislation mandating GHG reductions has been 
introduced in the Congress, but no federal legislation has been enacted to date. In the absence of 
a program at the federal level, various states have adopted their own GI-IG emission reduction 
programs. Such programs have been adopted in various states including 11 northeastern U S .  
states and the District of Columbia under the Regional GHG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are on-going. In April 2007, the U.S. Supreme 
Court ruled that the EPA has the authority to regulate GHG under the Clean Air Act. 

KU is monitoring on-going efforts to enact GHG reduction requirements and requirements 
governing carbon sequestration at the state and federal level and is assessing potential impacts of 
such programs and strategies to mitigate those impacts. In March 2009, proposed GHG 
legislation was introduced into Congress recommending the establishment of a cap and trade 
program to reduce GHG emissions by 3% below 2005 levels by 2012,20% by 2020, and 83% by 
2050. The current draft of the legislation does not indicate in detail whether the cap and trade 
program will ultimately include allocations, if any, of GHG emission allowances to existing 
industries and, if so, using what allocation costs, proportions or mechanisms. In addition, the 
legislation provides for a renewable portfolio standard requiring utilities to generate 25% of their 
load from renewable energy sources by 2025, promotes the development of carbon capture and 
storage technology and provides for a low carbon fuel standard. On April 17,2009, the EPA 
released a proposed endangerment finding concluding that GHGs endanger public health and 
welfare, which is an initial rulemaking step under the Clean Air Act. A final endangerment 
finding could potentially result in EPA regulations governing GHG emissions from motor 
vehicles, power plants and other sources. 

KIJ is unable to predict whether mandatory GHG reduction requirements will ultimately be 
enacted through legislation or regulations. As a Company with significant coal-fired generating 
assets, KIJ could be substantially impacted by programs requiring mandatory reductions in GHG 
emissions, although the precise impact on the operations of KU, including the reduction targets 
and deadlines that would be applicable, cannot be determined prior to the enactment of such 
programs. 
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Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU 
had violated certain provisions of the Clean Air Act’s new source review rules relating to work 
performed in 1997, on a boiler and turbine at KU’s E. W. Brown generating station. In December 
2006, the EPA issued a second NOV alleging the Company had exceeded heat input values in 
violation of the air permit for the unit. In March 2007, the Department of Justice filed a 
complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint sought civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In December 2008, the Company reached a tentative settlement with the 
government resolving all outstanding claims. The proposed consent decree provides for payment 
of a $1 million civil penalty; funding of $3 million in environmental mitigation projects; 
surrender of 53,000 excess SO;! allowances; surrender of excess NOx allowances estimated at 
650 allowances annually for eight years; installation of an FGD by December 3 1 , 201 0; 
installation of an SCR by December 3 1,2012; and compliance with specified emission limits and 
operational restrictions. In February 2009, the proposed consent decree was lodged with the 
Court. In March 2009, the Court entered the consent decree which is now legally in effect. 

Section 114 Requests. In August 2007, the EPA issued administrative information requests under 
Section 114 of the Clean Air Act requesting new source review-related data regarding certain 
projects undertaken at LG&E’s Mill Creek 4 and Trimble County 1 generating units and KU’s 
Ghent 2 generating unit. KU and LG&E have complied with the information requests and are not 
able to predict further proceedings in this matter at this time. 

Ghent Opacity NOT! In September 2007, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act’s operating rules relating to opacity during June and July 
of 2007 at Units 1 and 3 of KU’s Ghent generating station. The parties have met on this matter 
and KU has received no further communications from the EPA. The Company is not able to 
estimate the outcome or potential effects of these matters, including whether substantial fines, 
penalties or remedial measures may result. 

Ghent New Source Review NOV. In March 2009, the EPA issued an NOV alleging that KU 
violated certain provisions of the Clean Air Act’s rules governing new source review and 
prevention of significant deterioration by installing FGD and SCR controls at its Ghent 
generating station without assessing potential increased sulfuric acid mist emissions. KU 
contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EPA. The Company is currently unable to determine the final outcome 
of this matter or the impact of an unfavorable determination upon the Company’s financial 
position or results of operations. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various 
state or local regulatory agencies and state and federal courts regarding matters involving 
compliance with applicable environmental laws and regulations. Such matters include 
remediation activities for elevated polychlorinated biphenyl levels at existing properties, liability 
under the Comprehensive Environmental Response, Compensation and Liability Act for cleanup 
at various off-site waste sites and claims regarding GHG emissions from KU’s generating 
stations. Based on analysis to date, the resolution of these matters is not expected to have a 
material impact on the operations of KU. 
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Note 8 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. 
Transactions between KU and E.ON U.S. subsidiaries are eliminated upon consolidation of 
E.ON 1J.S. Transactions between KTJ and E.ON subsidiaries are eliminated upon consolidation 
of E.ON. These transactions are generally performed at cost and are in accordance with FERC 
regulations under the Public Utility Holding Company Act of 2005 and the applicable Kentucky 
Commission and Virginia Commission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

KU and L,G&E purchase energy from each other in order to effectively manage the load of their 
retail and wholesale customers. These sales and purchases are included in the statements of 
income as operating revenues and purchased power operating expense. KU’s intercompany 
electric revenues and purchased power expense for the three months ended March 3 1 , were as 
follows: 

(in millions) zoos 2008 
Electric operating revenues from LG&E $ 9  $ 14 
Purchased power from LG&E 31 27 

Interest Charges 

See Note 6 ,  Short-Term and Long-Term Debt, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related 
to services provided when settled within 30 days. 

KU’s intercompany interest expense for the three months ended March 3 1 , was as follows: 

(in millions) 
Interest on Fidelia loans 

2009 2008 
$ 16 $ 13 

For the three months ended March 3 1 , 2009 and 2008, the interest on money pool loans was less 
than $1 million. 

Other Intercompany Billings 

E.ON U.S. Services provides KU with a variety of centralized administrative, management and 
support services. These charges include payroll taxes paid by E.ON U.S. Services on behalf of 
KU, labor and burdens of E.ON U.S. Services employees performing services for KTJ, coal 
purchases and other vouchers paid by E.ON U.S. Services on behalf of KU. The cost of these 
services is directly charged to KU, or for general costs which cannot be directly attributed, 
charged based on predetermined allocation factors, including the following ratios: number of 
customers, total assets, revenues, number of employees and other statistical information. These 
costs are charged on an actual cost basis. 
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In addition, KU and LG&E provide services to each other and to E.ON 1J.S. Services. Billings 
between KU and LG&E relate to labor and overheads associated with union and hourly 
employees performing work for the other utility, charges related to jointly-owned generating 
units and other miscellaneous charges. Billings from KU to E.ON U.S. Services include cash 
received by E.0N U.S. Services on behalf of KTJ, primarily tax settlements, and other payments 
made by KTJ on behalf of other non-regulated businesses which are reimbursed through E.ON 
U.S. Services. 

Intercompany billings to and from KU for the three months ended March 3 1 , were as follows: 

(in millions) 
E.ON U S .  Services billings to KTJ 
KIJ billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

-- 2009 2008 
$ 40 $ 39 

11 23 
- 1 
1 1 

In March 2009, KU received a capital contribution of $50 million from its common shareholder, 
E.ON U.S. 

Note 9 - Subsequent Events 

On April 1 , 2009, KU provided a notice to the Virginia Commission indicating its intent to 
submit an application for an increase in base electric rates. The application is anticipated to be 
filed during the second quarter of 2009 and use calendar year 2008 as a test year. 

On April 14,2009, KIJ made a contribution to a pension plan covering its employees of $13 
million. In addition, E.ON U.S. Services made a pension plan contribution of $8 million. 

On April 24,2009, KU borrowed $50 million from Fidelia for a term of 8 years at a fixed rate of 
5.28%. The loan is unsecured. 

On April 30,2009, the Company filed an application with the Kentucky Commission requesting 
approval to establish a regulatory asset, and defer for future recovery, approximately $62 million 
in incremental operation and maintenance expenses related to the 2009 winter storm restoration. 

On May 6,2009, KU and the parties to its FERC application requesting increases in wholesale 
electric rates filed a settlement agreement with the FERC. The settlement, if accepted by the 
FERC, will resolve the rate proceeding and establish new seven-year wholesale electric service 
contracts with KU. The settlement excludes a limited issue relating to renewable energy. 

On May 6,2009, the FERC issued an Order on the requests for rehearing on one November 2008 
Order relating to the MIS0 RSG calculation and resettlement procedures. The Order changed the 
effective date and reduces potential RSG resettlement costs by less than $1 million. 

On May 6,2009, the appellate court denied a KU and LG&E petition to lift the stay in the TC2 
transmission easement matters. The appellate court issued an Order generally (i) retaining the 
stay until a decision on the merits and (ii) delaying such decision on the merits pending 
developments in the Supreme Court CCN proceeding. 
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On May 1 1 , 2009, KU and OMU executed a settlement agreement resolving the power supply 
contract litigation on a basis consistent with the court’s prior rulings. 

On May 1 1,2009, the Virginia Commission issued an Order approving the revised fuel factor, 
representing an increase of 24%, effective May 2009. 
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Management's Discussion and Analysis 

General 

The following discussion and analysis by management focuses on those factors that had a material 
effect on KU's financial results of operations and financial condition during the three month period 
ended March 3 1 , 2009, and should be read in connection with the financial statements and notes 
thereto. 

Some of the following discussion may contain forward-looking statements that are subject to certain 
risks, uncertainties and assumptions. Such forward-looking statements are intended to be identified 
in this document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" 
and similar expressions. Actual results may vary materially. Factors that could cause actual results 
to differ materially include: general economic conditions; business and competitive conditions in 
the energy industry; changes in federal or state legislation; unusual weather; actions by state or 
federal regulatory agencies; and other factors described from time to time in the Company's reports, 
including the Annual Report for the year ended December 3 1 , 2008. 

Executive S m a r y  

Business 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991 , is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. KU provides electric service to approximately 509,000 customers in 77 
counties in central, southeastern and western Kentucky, to approximately 30,000 customers in 5 
counties in southwestern Virginia and 5 customers in Tennessee. KU's service area covers 
approximately 6,600 square miles. Approximately 99% of the electricity generated by KU is 
produced by its coal-fired electric generating stations. The remainder is generated by a 
hydroelectric power plant and natural gas and oil fueled combustion turbines. In Virginia, KU 
operates under the name Old Dominion Power Company. KU also sells wholesale electric energy 
to 12 municipalities. 

KU is a whoily-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation. KU's affiliate, LG&E, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy and the distribution and sale of 
natural gas in Kentucky. 

In January 2009, KU, the AG, KIUC and all other parties to the base rate case filed a settlement 
agreement with the Kentucky Commission. Under the terms of the settlement agreement, KTJ's 
base rates will decrease $9 million annually. An Order approving the settlement was received in 
February 2009, and the new rates were implemented effective February 6,2009. In connection 
with the application and effective date of the new rates, the VDT surcredit and merger surcredit 
terminated, which will result in increased revenues of approximately $16 million annually. 

In January 2009, a significant winter ice storm passed through KU's service territory causing 
approximately 199,000 customer outages, followed closely by a severe wind storm in February 
2009, causing approximately 44,000 customer outages. KU currently estimates $64 million of 
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operation and maintenance expenses and $34 million of capital expenditures related to the 
restoration following the two storms. The Company filed an application with the Kentucky 
Commission in April 2009, requesting approval to establish a regulatory asset, and defer for 
future recovery, approximately $62 million in incremental operation and maintenance expenses 
related to the storm restoration. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service 
territory causing significant outages and system damage. In October 2008, KTJ filed an 
application with the Kentucky Commission requesting approval to establish a regulatory asset, 
and defer for fbture recovery, approximately $3 million of expenses related to the storm 
restoration. In December 2008, the Kentucky Commission issued an Order allowing the 
Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. 

Environmental Matters 

Protection of the environment is a major priority for KIJ. Federal, state and local regulatory 
agencies have issued KTJ permits for various activities subject to air quality, water quality and 
waste management laws and regulations. Recent developments indicate an increased possibility 
of significant climate-change or greenhouse gas legislation or regulation, particularly at the 
federal level. While the final terms and impacts of such initiatives cannat be estimated, as a 
primarily coal-fbeled utility, KU could be highly affected by such proceedings. Ultimately, 
environmental matters or potential environmental matters can represent an important element of 
current or future capital requirements, operating and maintenance expenses or compliance risks 
for the Company. See Note 7 of Notes to Financial Statements for more information. 

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. 

Three Months Ended March 3 1,2009, Compared to 
Three Months Ended March 3 1 , 2008 

Net Income 

Net income for the three months ended March 3 1 , 2009, decreased $39 million compared to the 
same period in 2008. The decrease was primarily the result of increased operating expense ($67 
million), increased interest expense ($2 million) and decreased other income - net ($2 million), 
partially offset by decreased income taxes ($23 million) and increased electric revenues ($9 
million). 

Revenues 

Revenues increased $9 million in the three months ended March 3 1 , 2009, primarily due to: 
0 Increased fuel costs billed to customers through the FAC ($20 million) due to increased 

fuel prices 
Increased ECR surcharge ($1 1 million) due to increased recoverable capital spending 
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0 

0 

0 

Decreased merger surcredit ($4 million) due to a lower rate approved by the Kentucky 
Commission in June 2008 and the surcredit termination in February 2009 
Decreased retail sales volumes delivered ($1 8 million) due to weakening economic 
conditions, significant 2009 storm outages and a 4% decrease in heating degree days 
Decreased wholesale sales ($7 million) due to lower sales volumes to LG&E ($6 million) 
and third-parties ($2 million) as a result of excess generation made available by LG&E 
via a mutual agreement. KU sells its higher cost electricity to LG&E for its wholesale 
sales and KU purchases LG&E’s lower cost electricity to serve its native load. Both KU 
and LG&E experienced lower wholesale sales due to more scheduled coal-fired 
generation unit outages during the first quarter of 2009 and KU units held in reserve as a 
result of low spot market pricing in March 2009. Prices also increased for sales to KU ($1 
million) due to higher cost of fuel in inventory. 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation decreased $8 million in the three months ended March 3 1 , 2009, 
primarily due to: 

Decreased volumes of coal usage ($24 million) due to decreased native load 
Increased commodity and transportation costs for coal ($16 million) 

Power purchased expense increased $8 million in the three months ended March 3 1,2009, 
primarily due to: 

Increased third-party power purchase volume for native load ($5 million) due to 
increased scheduled coal-fired generation unit outages and KU’s units held in reserve as a 
result of low spot market pricing in March 2009 
Increased power purchased from LG&E via a mutual agreement due to higher volumes 
($3 million) and higher prices ($2 million). KU purchases L,G&E’s lower cost electricity 
to serve its native load. L,G&E was able to provide higher volumes due to its reduced 
native load requirements as a result of milder weather and the weakening economy. 
Increased demand payments ($1 million) for energy purchased on a long-term contract 
Decreased prices for purchases used to serve retail customers ($2 million) due to 
increased availability of power from a lower-cost resource in 2009 

Other operation and maintenance expense increased $66 million in the three months ended 
March 3 1,2009, due to increased maintenance expense ($56 million) and increased other 
operation expense ($10 million). 

Maintenance expense increased $56 million in the three months ended March 3 1,2009, primarily 
due to: 

Increased distribution expense ($46 million) due to tree trimming and maintenance of 
overhead lines and line transformers as a result of 2009 winter storm restoration 
Increased steam expense ($6 million) due to increased scope of work for scheduled 
outages 
Increased transmission expense ($3 million) due to maintenance of overhead conductors 
and devices resulting fiom 2009 winter storm restoration 
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Other operation expense increased $10 million in the three months ended March 3 1,2009, 
primarily due to: 

Increased distribution expense ($5 million) due to repair of overhead lines and 
administrative support costs, including increased call center support and public safety 
response team support, as a result of 2009 winter storm restoration 
Increased pension expense ($4 million) due to lower 2008 pension asset investment 
performance 
Increased steam expense ($2 million) due to utilization of SCRs year-round 
Increased administrative and general expense ($2 million) due to consulting fees for 
software training and increased labor and benefit costs 
Decreased administrative and general expense ($2 million) due to timing of DSM 
expenditures and outside services for legal fees 
Decreased transmission expense ($1 million) due to the establishment of a regulatory 
asset approved by the Kentucky Commission for the EKPC settlement 

0 

Interest expense, including interest expense to affiliated companies, increased $2 million in the 
three months ended March 3 1,2009, primarily due to increased interest expense to affiliated 
companies ($5 million) due to increased borrowing partially offset by decreased interest on 
bonds ($3 million) due to lower interest rates. 

A reconciliation of differences between the statutory 1J.S. federal income tax rate and KU's 
effective tax rate follows: 

Three Months Ended 
March 3 1 , 

2009 2008 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Qualified production activities deduction 
Dividends received deduction related 

to Electric Energy Inc. investment 
Amortization of investment tax credits 
Nondeductible life insurance 
Excess deferred taxes on depreciation 
Other differences 
Effective income'tax rate 

35.0 Yo 35.0 Yo 
(6.5) 3.1 
(9.1) (1.1) 

The effective income tax rate decreased far the three months ended March 3 1 , 2009, compared to 
the three months ended March 3 1 , 2008, due to decreased pretax income resulting from the 2009 
winter s t o k  expenses. The variances between the individual line items are primarily due to 
amounts for the period ended March 3 1,2009, representing a greater proportion of pretax 
income. The pretax income decreased 91% for the three months ended March 3 1 , 2009, 
compared to the three months ended March 3 1,2008. 
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Liquidity and Capital Resources 

KI J uses net cash generated from its operations, external financing (including financing from 
affiliates) and/or infusions of capital from its parent mainly to fund construction of plant and 
equipment. As of March 3 1 , 2009, KU had a working capital deficiency of $236 million, 
primarily due to the terms of certain tax-exempt bonds which allow the investors to put the bonds 
back to the Company causing them to be classified as current portion of long-term debt. The 
Company has adequate liquidity facilities to repurchase any bonds put back to the Company. See 
Note 6 of Notes to Financial Statements. KU believes that its sources of funds will be sufficient 
to meet the needs of its business in the foreseeable future. 

Operating Activities 

The $44 million decrease in net cash from operating activities for the three months ended March 
3 1 , 2009 compared to March 3 1 , 2008, was primarily the result of changes in: 

Other ($5 million) 

Earnings, net of non-cash items ($22 million) 
Accrued income taxes ($18 million) primarily due to lower income before taxes 
Materials and supplies ($18 million) primarily due to increased fuel inventory 
Accounts receivable ($12 million) due to decreased heating degree days and timing of 
billing cycle 
Fuel adjustment clause receivable, net ($12 million) due to the timing of collections 
Other current liabilities ($5 million) 

These decreases were partially offset by changes in: 
Accounts payable ($47 million) primarily due to accruals related to 2009 winter storm 
restoration 
Prepayments and other current assets ($1 million) 

Investing Activities 

Net cash used for investing activities decreased $49 million in the three months ended March 3 1 , 
2009, compared to 2008. The primary use of funds for investing activities continues to be for 
capital expenditures. Capital expenditures were $130 million and $1 84 million in the three 
months ended March 3 1 , 2009 and 2008, respectively, a net decrease of $54 million. The 
decrease in restricted cash of $3 million represents the escrowed proceeds of the pollution 
control bonds issued, which were disbursed as qualifying costs were incurred and realized gains 
on energy trading and risk management contracts of $2 million. 

Financing Activities 

Net cash inflows from financing activities were $47 million and $52 million in the three months 
ended March 3 1 , 2009 and 2008, respectively, resulting in a decrease in net cash provided by 
financing activities of $5 million. The decrease in financing inflows is due to decreased short- 
term borrowings net of repayments from an affiliated company of $30 million, partially offset by 
increased equity contributions from E.ON U.S. of $25 million. 

See Note 6 of Notes to Financial Statements for information of redemptions, maturities and 
issuances of long-term debt. 
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Future Capital Requirements 

KU’s construction program is designed to ensure that there will be adequate capacity and 
reliability to meet the electric needs of its service area and to comply with environmental 
regulations. These needs are continually being reassessed and appropriate revisions are made, 
when necessary, in construction schedules. KU expects its capital expenditures for the three year 
period ending December 3 1,20 1 1 , to total approximately $1,325 million, consisting primarily of 
construction estimates for installation of FGDs on Ghent and Brown units totaling approximately 
$360 million, on-going construction related to distribution assets totaling approximately $250 
million, on-going construction related to generation assets totaling approximately $220 million, 
ash pond and landfill projects totaling approximately $1 85 million, construction of TC2 totaling 
approximately $165 million (including $30 million for environmental controls), the Brown SCR 
totaling approximately $1 10 million, and information technology projects of approximately $35 
million. 

Future capital requirements may be affected in varying degrees by factors such as electric energy 
demand load growth, changes in construction expenditure levels, rate actions by regulatory 
agencies, new legislation, changes in commodity prices and labor rates, changes in 
environmental regulations and other regulatory requirements. Credit market conditions can affect 
aspects of the availability, terms or methods in which the Company funds its capital 
requirements. KU anticipates hnding fbture capital requirements through operating cash flow, 
debt and/or infusions of capital from its parent. 

KU has a variety of funding alternatives available to meet its capital requirements. KTJ 
participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make 
funds of up to $400 million available to the Company at market-based rates. Fidelia also 
provides long-term intercompany funding to KU. See Note 6 of Notes to Financial Statements. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and 
the FERC authorize the issuance of short-term debt while the Kentucky Commission, the 
Virginia Commission and the Tennessee Regulatory Authority authorize the issuance of long- 
term debt. In November 2007, KU received a two-year authorization from the FERC to borrow 
up to $400 million in short-term finds. KU also has authorization from the Virginia Commission 
that expires at the end of 2009 allowing short-term borrowing of up to $400 million. As of March 
3 1 , 2009, KU has borrowed $1 3 million of this authorized mount. See Note 6 of Notes to 
Financial Statements. 

KU’s debt ratings as of March 3 1 , 2009, were: 

-- Moody’s s&p 

Unenhanced pollution control revenue bonds 
Issuer rating 
Corporate credit rating 

A2 BBB+ 
A2 - 

BRB+ 

These ratings reflect the views of Moody’s and S&P. A security rating is not a recommendation 
to buy, sell or hold securities and is subject to revision or withdrawal at any time by the rating 
agency. See Note 6 of Notes to Financial Statements for a discussion of 2008 downgrade actions 
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related to the pollution control revenue bonds caused by a change in the rating of the entity 
insuring those bonds. 
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Controls and Procedures 

Management is responsible for establishing and maintaining adequate internal control over 
financial reporting. Internal control over financial reporting is a process designed to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting 
principles. A company’s internal control over financial reporting includes those policies and 
procedures that pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s 
assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or 
detect misstatements. Also, projections of any evaluation of effectiveness to fbture periods are 
subject to the risk that controls may become inadequate because of changes in conditions, or that 
the degree of compliance with the policies or procedures may deteriorate. 

KU is not subject to the internal control and other requirements of the Sarbanes-Oxley Act of 
2002 and associated rules (the “Act”) and consequently is not required to evaluate the 
effectiveness of the Company’s internal control over financial reporting pursuant to Section 404 
of the Act. However, management has assessed the effectiveness of the Company’s internal 
control over financial reporting as of December 3 1 , 2008, using the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission in Internal Control - 
Integrated Framework. Management has concluded that, as of December 3 1,2008, the 
Company‘s internal control over financial reporting was effective based on those criteria. There 
has been no change in the Company’s internal control over financial reporting that occurred 
during the three months ended March 3 1 , 2009, that has materially affected, or is reasonably 
likely to materially affect, the Company’s internal control over financial reporting. 

The effectiveness of the Company’s internal control over financial reporting as of December 3 1, 
2008, was audited by PricewaterhouseCoopers LLP, an independent accounting firm, as stated in 
its report which is included in the 2008 KTJ Annual Report. 
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Legal Proceedings 

For a description of the significant legal proceedings involving KU, reference is made to the 
information under the following captions of KU’s Annual Report for the year ended December 
3 1 , 2008: Business, Risk Factors, Legal Proceedings, Management’s Discussion and Analysis, 
Financial Statements and Notes to Financial Statements. Reference is also made to the matters 
described in Notes 2 and 7 of this quarterly report. Except as described in this quarterly report, to 
date, the proceedings reported in KU’s Annual Report for the year ended December 3 1 , 2008 
have not materially changed. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other 
governmental proceedings arise against KIJ. To the extent that damages are assessed in any of 
these lawsuits, the Company believes that its insurance coverage is adequate. Management, after 
consultation with legal counsel, does not anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on KU’s financial 
position or results of operations. 
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Financial Statements (Unaudited) 

Kentucky IJtilities Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

Three Months Ended Nine Months Ended 
September 30, September 30, 
- -  2008 2007 ~~ 

OPERATING REVENUES: 
Total operating revenues ......................................... 

OPERATING EXPENSES: 

Power purchased .......................................................... 
Other operation and maintenance expenses ................. 
Depreciation and amortization ..................................... 

Total operating expenses ........................................ 

Fuel for electric generation .......................................... 

OPERATING INCOME. ............................................. 

Other expense (income) - net ...................................... 

Interest expense to affiliated companies (Note 8) ....... 
Interest expense (Notes 5 and 6) .................................. 

INCOME BEFORE INCOME TAXES ....................... 

Federal and state income taxes (Note 5) ...................... 

NET INCOME ............................................................. 

$ 371 $ 345 $ 1,039 $ 963 

147 138 3 80 3 54 
54 39 164 129 
67 62 208 184 
36 31 99 89 

3 04 270 85 1 756 
-~ ~- 
-~ -- 

67 75 188 207 

62 68 168 190 

19 18 51 60 -~ _ _ _ _ -  

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(Unaudited) 

(Millions of $) 

Three Months Ended Nine Months Ended 
September 30, September 30, 
W r n  ~~ 

Balance at beginning of period .................................... $ 1 , 1 1 1 $ 950 $ 1,037 $ 870 
................................................................... 43 50 117 130 Net income - -  -~ -- 

.............................................. Balance at end of period $ 1: 154 $ 1 .OOO $ 1.154 $ 1.000 

The accompanying notes are an integral part of these financial statements. 



Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

ASSETS 

Current assets: 
Cash and cash equivalents ...................................................................... 
Restricted cash ....................................................................................... 
Accounts receivable - less reserves of $3 million and $2 million 

as of September 30,2008 and December 31,2007, respectively ...... 
Accounts receivable from affiliated companies (Note 8) ....................... 
Materials and supplies: 

Fuel (predominantly coal) ................................................................ 
Other materials and supplies ............................................................. 

Total current assets ............................................................................ 
Prepayments and other current assets ..................................................... 

September 30, December 3 1, 
2007 

$ 2  $ -  
1 11 

176 172 
8 17 

59 42 
36 34 

3 12 
285 288 -- 

Other property and investments ............................................................. 33 29 

Utility plant: 
At original cost ....................................................................................... 5,459 

1,705 
Net utility plant ................................................................................. 3,754 

. .  L,ess: reserve for depreciation ............................................................... 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits .................................................. 28 
Other .................................................................................................. 96 

Cash surrender value of key man life insurance .................................... 38 

Total deferred debits and other assets ............................................... 172 
Other assets ............................................................................................ 10 

Total assets ............................................................................................. $4244 

4,939 
1,622 
3,317 

28 
86 
37 
11 

162 

$3.796 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets (cant.) 

(IJnaudited) 
(Millions of $) 

September 30, L,IABILITES AND EQtJITY 

Current liabilities: 
Current portion of long-term debt (Note 6) ...................................... 
Notes payable to affiliated companies (Notes 6 and 8) ................... 
Accounts payable .............................................................................. 
Accounts payable to affiliated companies (Note 8) ......................... 
Customer deposits ............................................................................. 
Other current liabilities ..................................................................... 

Total current liabilities ................................................................. 

Long-term debt: 
L,ong-term debt (Note 6) ................................................................... 

Total long-term debt .................................................................... 
Long-term debt to affiliated company (Notes 6 and 8) ................... 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 5) .................................. 
Accumulated provision for pensions and related benefits (Note 4). . 
Investment tax credit (Note 5) .......................................................... 

Regulatory liabilities (Note 2): 
Asset retirement obligation ............................................................... 

Accumulated cost of removal of utility plant .............................. 
Deferred income taxes - net ......................................................... 
Other ............................................................................................ 

Other liabilities ................................................................................. 
Total deferred credits and other liabilities ................................... 

Common equity: 
Common stock, without par value - 

Authorized 80,000,000 shares, outstanding 37,s 17,878 shares .. 
Additional paid-in capital ................................................................. 

Retained earnings ............................................................................. 
IJndistributed subsidiary earnings .................................................... 

Total retained earnings ................................................................. 
Total common equity ................................................................... 

Total liabilities and equity ................................................................ 

2008 

$ 33 
116 
141 
41 
20 
31 

3 82 

220 
1,106 
1,326 

2 84 
88 
77 
32 

3 23 
17 
18 
20 

859 

308 
215 

1,129 
25 

1,154 
1,677 

$ 4.244 

December 3 1, 
2007 

$ 33 
23 

160 
48 
20 
28 

312 
-- 
--__. 

3 00 
93 1 

1,231 

285 
83 
55 
30 

310 
22 
10 
23 

818 

308 
90 

1,016 
21 

1.037 
I 1.43 5 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $) 

For the Nine Months Ended 
September 30. 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ............................................................................................ 
Items not requiring cash currently: . .  Depreciation and amortization ....................................................... 

Deferred income taxes - net .......................................................... 
Investment tax credit - net ............................................................. 
Other .............................................................................................. 

Accounts receivable ....................................................................... 
Material and supplies ..................................................................... 
Accounts payable ............................................................................ 
Prepayments and other current assets ............................................. 
Other current liabilities ................................................................... 

Pension funding ...................................................................................... 
Fuel adjustment clause receivable, net ................................................... 
Other ....................................................................................................... 

Net cash provided by operating activities ....................................... 

Changes in current assets and liabilities: 

CASH FL. OWS FROM INVESTING ACTIVITIES: 
Construction expenditures ..................................................................... 
Asset transferred from affiliate (Note 8) ............................................... 
Change in restricted cash ....................................................................... 

Net cash used for investing activities ............................................ 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement af first mortgage bonds ....................................................... 
Issuance of pollution control bonds ....................................................... 
Additional paid-in capital ...................................................................... 
Long-term borrowings from affiliated company (Note 6) ..................... 
Short-term borrowings from affiliated company . net (Note 6) ............ 
Reacquired bonds .................................................................................. 

Net cash provided by financing activities ...................................... 

CHANGE IN CASH AND CASH EQUIVALENTS ................................. 

CASH AND CASH EQIJIVALENTS AT BEGINNING OF PERIOD ..... 

CASH AND CASH EQUIVALENTS AT END OF PERIOD .................. 

2008 

$ 117 

99 
(3 1 

22 
2 

4 

15 

4 
(2) 
4 
0 
243 

(19) 

(554) 
(10) 
3 
(554) 

. 

. 
12s 
175 
93 

3 13 

2 

0 

. 

u 
The accompanying notes are an integral part of these financial statements . 
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K.entucky IJtiIities Company 
Notes to Financial Statements 

(TJnaudited) 

Note 1 - General 

The unaudited financial statements include the accounts of the Company. KU’s common stock is 
wholly-owned by E.ON U.S., an indirect wholly-owned subsidiary of E.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only 
of normal recurring adjustments, necessary for a fair statement of financial position, results of 
operations, retained earnings and cash flows for the periods indicated. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with 
generally accepted accounting principles have been condensed or omitted. These unaudited 
financial statements and notes should be read in conjunction with the Company’s financial 
statements and additional information for the year ended December 3 1 , 2007, including the 
audited financial statements and notes therein. 

Certain reclassification entries have been made to the previous years’ financial statements to 
conform to the 2008 presentation with no impact on net assets, liabilities and capitalization or 
previously reported net income and cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

- SFAS No. 161 

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and 
Hedging Activities, an amendment of FASB Statement No. 133, which is effective for fiscal 
years, and interim periods within those fiscal years, beginning on or after November 15,2008. 
The objective of this statement is to enhance the cunent disclosure framework in SFAS No. 133, 
Accounting for Derivative Instruments and Hedging Activities, as amended. The Company is 
currently evaluating the impact of adoption of SFAS No. 16 1 on its statements of operations, 
financial position and cash flows. 

SFAS No. 160 

In December 2007, the FASR issued SFAS No. 160, Noncontrolling Interests in Consolidated 
Financial Statements, which is effective for fiscal years, and interim periods within those fiscal 
years, beginning on or after December 15,2008. The objective of this statement is to improve the 
relevance, comparability and transparency of financial information in a reporting entity’s 
consolidated financial statements, The Company expects the adoption of SFAS No. 160 to have 
no impact on its statements of operations, financial position and cash flows. 

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets 
and Financial Liabilities - Including an Amendmenf of FASB Statement No. I1.5. SFAS No. 159 
permits entities to choose to measure many financial instruments and certain other assets and 
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liabilities at fair value on an instrument-by-instrument basis (the fair value option). UnreaIized 
gains and losses on items for which the fair value option has been elected are to be recognized in 
earnings at each subsequent reporting date. SFAS No. 159 is effective for fiscal years beginning 
after November 15,2007. SFAS No. 159 was adopted effective January 1 , 2008 and the 
Company elected not to fair value its eligible financial assets and liabilities. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which, except 
as described below, is effective for fiscal years beginning after November 15,2007. This 
statement defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles and expands disclosures about fair value measurements. SFAS 
No. 157 does not expand the application of fair value accounting to new circumstances. In 
February 2008, the FASR issued FASB Staff Position 157-2, Efective Date ofFASB Statement 
No. 157, which delays the effective date of SFAS No. 157 for all nonfinancial assets and 
liabilities, except those that are recognized or disclosed at fair value in the financial statements 
on a recurring basis (at least annually), to fiscaI years beginning after November 15,2008, and 
interim periods within those fiscal years. All other amendments related to SFAS No. 157 have 
been evaluated and have no impact on the Company’s financial statements. SFAS No. 157 was 
adopted effective January 1 , 2008, except as it applies to those nonfinancial assets and liabilities, 
and had no impact on the statements of operations, financial position and cash flows, however, 
additional disclosures relating to its financial derivatives and AROs, as required, are now 
provided. 
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Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to KU’s 
Annual Report, Note 2 of the financial statements, for the year ended December 3 1 , 2007. 

The following regulatory assets and liabilities were included in KU’s Balance Sheets: 

Kentucky Utilities Company 
(unaudited) 

(in millions) 
ARO 
Unamortized loss on bonds 
MISO exit 
FAC 
ECR 
Other 

Subtotal 

September 30, zoos 
$ 27 

12 
19 
14 
19 
5 

96 

December 3 1, 
2007 
$ 24 

10 
20 
17 
11 
4 

86 

Pension and postretirement benefits 28 28 
Total regulatory assets $ 124 $ 114 

Accumulated cost of removal of utility plant $ 323 $ 310 
Deferred income taxes - net 17 22 

18 10 Other 
Total regulatory liabilities $ 358 $ 342 

-- 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate 
recovery mechanism with recovery within twelve months. No return is earned on the pension and 
postretirement benefits regulatory asset that represents the changes in funded status of the plans. 
KU is seeking recovery of this asset with the Kentucky Commission as part of the current base 
rate case and will seek recovery of this asset in future proceedings with the Virginia 
Commission. No return is currently earned on the ARO asset. This regulatory asset will be offset 
against the associated regulatory liability, ARO asset and ARO liability at the time the 
underlying asset is retired. The MISO exit amount represents the costs relating to the withdrawal 
from MISO membership. KU is seeking recovery of this asset with the Kentucky Commission as 
part of the current base rate case and will seek recovery of this asset in future proceedings with 
the Virginia Commission. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs currently included in base rates that will be netted 
against costs of withdrawing from the MISO in the next base rate case. 

MISO Exit. KU and the MISO have agreed upon overall calculation methods for the contractual 
exit fee to be paid by the Company following its withdrawal. In October 2006, KU paid $20 
million to the MISO pursuant to an invoice regarding the exit fee and made related FERC 
compliance filings. The Company’s payment of this exit fee amount was with reservation of its 
rights to contest the amount, or components thereof, following a continuing review of its 
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calculation and supporting documentation. KU and the MISO resolved their dispute regarding 
the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties’ 
recalculation of the exit fee, and the approved agreement provided KU with an immediate 
recovery of $1 million and will provide an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. Orders of the 
Kentucky Commission approving the Company’s exit from the MISO have authorized the 
establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO 
administrative charges, which continue to be collected via base rates. The treatment of the 
regulatory asset and liability will be determined in KTJ’s base rate case, for which a hearing is 
scheduled for KU’s Kentucky base rate case beginning on January 13,2009. The Company 
historically has received approval to recover and refund regulatory assets and liabilities. 

FAC. In August 2008, the Kentucky Commission initiated a routine examination of KU’s FAC 
for the six-month period November 1 , 2007 through April 30,2008. A hearing was held on 
October 7,2008. A second hearing has been scheduled for November 25,2008, for the sole 
purpose of hearing public comments, if any, from several counties in which the newspapers 
failed to publish notice as requested in a timely manner. An order is expected in December of 
2008 or the first quarter of 2009. 

In January 2008, the Kentucky Commission initiated a routine examination of KU’s FAC for the 
six-month period May 1 , 2007 through October 3 1 , 2007. The Kentucky Cornmission issued an 
Order in June 2008, approving the charges and credits billed through the FAC during the review 
period. 

In August 2007, the Kentucky Commission initiated a routine examination of KU’s FAC for the 
six-month period of November 1 , 2006 through April 30,2007. The Kentucky Commission 
issued an Order in January 2008, approving the charges and credits billed through the FAC 
during the review period. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor 
based primarily on projected fuel costs. The factor may be adjusted annually for over- or under- 
collections of fuel costs from the prior year. In February 2008, KU filed an application with the 
Virginia Commission seeking approval of a decrease in its fuel cost factor applicable during the 
billing period, April 2008 through March 2009. The Virginia Commission allowed the new rates 
to be in effect for the April 2008 customer billings. In April 2008, the Virginia Commission Staff 
recommended a change to the fuel factor KU filed in its application, to which KU has agreed. 
Following a public hearing and an Order in May 2008, the recommended change became 
effective in June 2008, resulting in a decrease of 0.482 cents/kWh from the factor in effect for 
the April 2007 through March 2008 period. 

ECR. In June 2008, the Kentucky Commission initiated two six-month reviews for periods ending 
October 31,2007 and April 30,2008, of KU’s environmental surcharge. The Kentucky 
Commission issued an Order in August 2008, approving the charges and credits billed through the 
ECR during the review period and the rate of return on capital. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for 
periods ending October 3 1,2006 and April 30,2007, respectively, of KU’s environmental 
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surcharge. The Kentucky Commission issued final Orders in March 2008, approving the charges 
and credits billed through the ECR during the review periods, as well as approving billing 
adjustments, roll-in adjustments to base rates, revisions to the monthly surcharge filing and the 
rates of return on capital. 

Other Regulatory Matters 

Hurricane Ike Wind Storm. In September 2008, high winds from the remnants of the 
Hurricane Ike wind storm passed through KU’s service territory causing significant outages and 
system damage. In October 2008, KU filed an application with the Kentucky commission 
requesting approval to establish a regulatory asset, and defer for future recovery, $3 million of 
expenses related to the storm restoration. An order has been requested by the end of the year. 

Base Rate Case. In July 2008, KU filed an application with the Kentucky Commission 
requesting increases in base electric rates of 2.0% or $22 million annually. A hearing is 
scheduled beginning on January 13,2009. The requested rates have been suspended until 
February 5,2009, at which time they may be put into effect, subject to refund, if the Kentucky 
Commission has not issued an order in the proceeding. In conjunction with the filing of the 
application for a change in base rates, based on previous orders by the Kentucky Cornmission 
approving settlement agreements among all interested parties, the VDT surcredit terminated in 
August 2008, and the merger surcredit will terminate upon the implementation of new base rates. 
The termination of the VDT surcredit and merger surcredit will result in a $1 6 million increase in 
revenues annually. 

FERC Wholesale Rate Case. In September 2008, KU filed an application with the FERC for 
increases in base electric rates applicable to wholesale power sales contracts or interchange 
agreements involving, collectively, twelve Kentucky municipalities. The application requests a 
shift from current, all-in stated unit charge rates to an unbundled and formula rate. The revised 
rates represent an increase of 6% to 7% of current charges and requests a change from the all-in 
stated applicable return on equity of 12%. The proceeding involves data requests or hearings 
before the FERC, as well as data requests and filings by intervenors. An order in the proceeding 
may occur in early 2009. 

CMRG and KCCS Contributions. In July 2008, KU and LG&E, along with Duke Energy 
Kentucky, Inc. and Kentucky Power Company, filed an application with the Kentucky 
Commission requesting approval to establish regulatory assets related to contributions to the 
CMRG for the development of technologies for reducing carbon dioxide emissions and the 
KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is 
provided in the next base rate case of each company, at which time the regulatory assets will be 
amortized over the life of each project: four years with respect to the KCCS and ten years with 
respect to the CMRG. KU and LG&E jointly agreed to provide less than $2 million over two 
years to the KCCS and up to $2 million over ten years to the CMRG. In October 2008, an Order 
approving the establishment of the requested regulatory assets was received and rate recovery 
will be considered in each company’s next base rate case. 

TC2 CCN Application and Transmission Matters. A CCN application for construction of the 
new base-load, coal fired unit known as TC2, which will be jointly owned by KU and L,G&E, 
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together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency, 
was approved by the Kentucky Commission in November 2005. 

Initial CCN applications for two transmission lines associated with the TC2 unit were approved 
by the Kentucky Commission in September 2005 and May 2006. One of those CCNs, for a line 
running from Jefferson County into Hardin County, was brought up for review to the Franklin 
Circuit Court by a group of landowners. In August 2006, KU, LG&E and the Kentucky 
Commission obtained dismissal of that action, on grounds that the landowners had failed to 
comply with the statutory procedures governing the action for review. That dismissal was 
appealed by the landowners to the Kentucky Court of Appeals, and in December 2007, that 
Court reversed the lower court’s dismissal and remanded the challenge of the CCN to the 
Franklin Circuit Court for further proceedings. KU and LG&E filed a motion for discretionary 
review with the Kentucky Supreme Court in May 2008, asking that Court to hear the matter and, 
ultimately, to reverse the Court of Appeals and uphold the Franklin Circuit Court’s dismissal, 
which motion has been opposed by the counter-parties. 

The referenced transmission lines are also subject to routine regulatory filings and require the 
acquisition of easements. All rights of way for one transmission line have been acquired. In April 
2008, in proceedings involving the condemnation of an easement for a portion of the Jefferson 
County to Hardin County transmission line, a Meade County, Kentucky court issued a ruling 
upholding the objections of two property co-owners and dismissed the condemnation proceeding 
pending the completion of the CCN appeal described above. KU and LG&E have filed 
responsive pleadings, including a motion to vacate that decision by the trial court and a 
procedural request with the Court of Appeals seeking expedited review on a petition to direct the 
circuit court to proceed with the condemnation litigation. Additional condemnation proceedings 
involving other parcels of property to support this transmission line are also pending in 
neighboring Hardin County where three landowners have challenged KTJ’s and LG&E’s right to 
easements, on the same grounds cited by the Meade County court and other purported bases, 
including asserted deficiencies in the air permit relating to the TC2 generation unit. In May, July 
and August 2008, the Hardin County Circuit Court issued rulings denying the property owners’ 
various motions, finding that KU and LG&E had established their condemnation rights and 
granting judgment in favor of KU and L,G&E. In August 2008, the property owners petitioned 
for intermediate relief to the Kentucky Court of Appeals and received a stay preventing KU and 
L,G&E access to the properties. KTJ and LG&E have made responsive pleadings at the Court of 
Appeals and continue to engage in settlement negotiations with the property owners. In a 
separate, further proceeding, certain landowners have filed a lawsuit in federal court in 
Louisville, Kentucky against the U.S. Army, KU and LG&E alleging that the US. Army failed 
to comply with Section 106 of the National Historic Preservation Act in granting an easement 
across Fort Knox. KU and LG&E are working with the 1J.S. Army in defending against the 
claims. KU and LG&E are not currently able to predict the ultimate outcome and possible 
effects, if any, on the construction schedule relating to these real property proceedings. 

Merger Surcredit. In December 2007, KU submitted its plan to allow the merger surcredit to 
terminate as scheduled on June 30,2008, to the Kentucky Commission. In June 2008, the 
Kentucky Commission issued an Order approving a settlement which provides for continuation 
of the merger surcredit until new base rates go into effect. 

VDT. In accordance with the Kentucky Comission’s Order dated March 24,2006, the VDT 
surcredit terminated in the first billing month after the filing for a change in base rates. As KU 

10 



filed its application with the Kentucky Commission for an increase in base rates in July 2008, the 
VDT surcredit terminated with the first billing cycle in August 2008. 

DSM. In July 2007, KU and LG&E filed an application with the Kentucky Commission 
requesting an order approving enhanced versions of the existing DSM programs along with the 
addition of several new cost effective programs. The total annual budget for these programs is 
approximately $26 million, an increase over the previous annual costs of approximately $10 
million. In March 2008, the Kentucky Commission issued an Order approving the application, 
with minor modifications. KU and LG&E filed revised tariffs in April 2008, under authority of 
this Order, which were effective in May 2008. 

Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary 
reliability standards became mandatory in June 2007, and authority was delegated to various 
RROs by the NERC, which was authorized by the FERC to enforce compliance with such 
standards, including promulgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million 
per day, as well as non-monetary penalties, depending upon the circumstances of the violation. 
KU is a member of the SERC, which acts as KU’s RRO. During May 2008, the SERC and KU 
agreed in principle to a settlement involving penalties totaling less than $1 million concerning 
KU’s February 2008 self-report concerning possible violations of certain existing mitigation 
plans relating to reliability standards. The SERC and KU are currently involved in settlement 
negotiations concerning a June 2008 self-report by KU relating to three other standards. 
Additionally, KU has submitted to the SERC an October 2008 self report of a possible violation 
relating to one hrther standard, for which SERC proceedings are in the early stages and 
therefore unable to be determined. Mandatory reliability standard settlements commonly include 
other non-penalty elements, including compliance steps and mitigation plans. Settlements in 
principle with the SERC proceed to the NERC and FERC review before becoming final. While 
KIJ believes itself to be in compliance with the mandatory reliability standards, KU cannot 
predict the outcome of other analyses, including on-going SERC or other reviews described 
above. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky 
Commission as required by a previous Order. An adjustment to the depreciation rates is 
dependent on an order being received from the Kentucky Commission. In July 2008, KU filed a 
motion to consolidate the procedural schedule of the depreciation study with the application for a 
change in base rates. In August 2008, the Kentucky Commission issued an Order consolidating 
the depreciation study with the base rate case proceeding. KU also filed the depreciation study 
with the Virginia Commission, but has not requested formal review and approval of the 
depreciation rates from the Virginia Commission. Such a review will take place either during 
KIJ’s next base rate case in Virginia or when KIJ makes a formal application to the Virginia 
Commission for approval of the proposed rates. 

Brownfield Development Rider Tariff. In March 2008, KU received Kentucky Commission 
approval for a Brownfield Development Rider, which offers a discounted rate to electric 
customers who meet certain usage and location requirements, including taking new service at a 
brownfield site, as certified by the appropriate Kentucky state agency. The rider would permit 
special contracts with such customers which provide for a series of declining partial rate 
discounts over an initial five-year period of a longer service arrangement. The tariff is intended 

11 



to promote local economic redevelopment and efficient usage of utility resources by aiding 
potential reuse of vacant brownfield sites. 

Real-Time Pricing. In December 2006, the Kentucky Commission issued an Order indicating 
that the EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards 
should not be adopted. However, five Kentucky Commission jurisdictional utilities were 
required to file real-time pricing pilot programs for their large commercial and industrial 
customers. KU developed a real-time pricing pilot for large industrial and commercial customers 
and filed the details of the plan with the Kentucky Commission in April 2007. In February 2008, 
the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU , for implementation within approximately eight months, for its large 
commercial and industrial customers. The tariff was filed in October 2008, with an effective date 
of December 1 , 2008. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric 
Utility Restructuring Act in 1999. This act gave Virginia customers the ability to choose their 
electric supplier. Rates are capped at current levels through December 2010. In April 2007, 
Virginia passed legislation terminating this competitive market and commencing re-regulation of 
utility rates in Virginia. The new act will end the cap on rates at the end of 2008, rather than 
through December 2010, and end customer choice for most consumers in the applicable regions 
of the state. Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby 
utility rates would be reviewed every two years and a utility’s rate of return on equity shall not 
be set lower than the average of the rates of return for other regional utilities, with certain caps, 
floors or adjustments. The legislation was effective in July 2007, and also includes a 10% 
nonbinding goal for renewable power generation by 2022, as well as incentives for new 
generation, including renewables. Under the legislation, KTJ retains an existing exemption from 
customer choice and other restructuring activities as applicable to KU’s limited service territory 
in Virginia. However, subject to future developments, KU may or may not undertake such a rate 
proceeding in the first six months of 2009 based on calendar year 2008 financial data under the 
hybrid model of regulation, or make biennial rate filings with the Virginia Commission 
thereafter. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Commission on its 
own motion initiated a proceeding to establish interconnection and net metering guidelines in 
accordance with amendments to existing statutory requirements for net metering of electricity. 
The jurisdictional electric utilities and intervenors in this case presented the proposed 
interconnection guidelines to the Kentucky Commission in October 2008. An order is expected 
by the end af the year. 

Note 3 - Financial Instruments 

Energy Trading and Risk Management Activities (non-hedging derivatives). KU conducts 
energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are principally forward financial transactions to 
hedge price risk and are accounted for on a mark-to-market basis in accordance with SFAS No. 
133, as amended. 

No changes to valuation techniques for energy trading and risk management activities occurred 
during 2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were 
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made during both years. All contracts outstanding at September 30, 2008 and 2007, had a 
maturity of less than one year. Energy trading and risk management contracts are valued using 
Level 2, prices actively quoted for proposed or executed transactions or quoted by brokers or 
observable inputs other than quoted prices. Collateral related to the energy trading and risk 
management contracts is categorized as restricted cash. 

Effective January 1,2008, KU adopted the required provisions of SFAS No. 157, excluding the 
exceptions related to nonfinancial assets, which will be adopted effective January 1 , 2009, 
consistent with FASB Staff Position 157-2. KU has classified the applicable financial assets that 
are accounted for at fair value into the three levels of the fair value hierarchy, as defined by 
SFAS No. 157. The following table sets farth by level within the fair value hierarchy KU's 
financial assets that were accounted for at fair value on a recurring basis as of September 30, 
2008. Liabilities accounted for at fair value total less than $1 million and use L,evel2 
measurements. There are no Level 3 measurements for this period. 

Recurring Fair Value Measurements Level 1 Level 2 Total 
(in millions) 
Assets: 
Energy trading and risk management 

Energy trading and risk management 
cantracts $ -  $ 1  $ 1  

contracts cash collateral 1 - 1 
Total Assets u u u 
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Note 4 - Pension and Other Postretirement Benefit Plans 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans. The tables include the costs associated with both KU employees 
and E.ON U.S. Services employees who are providing services to the utility. The E.ON U.S. 
Services costs that are allocated to KU are approximately 43% and 42% of E.ON U.S. Services 
total cost for 2008 and 2007, respectively. 

Pension Benefits 

(in millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 
2008 2007 2008 2007 

Service cost $ 3 $  3 $ 9  $ 1 1  
Interest cost 10 10 31 30 
Expected return on plan assets (12) (12) (35) (37) 
Amortization of prior service costs 1 1 1 1 

- I 3 1 Amortization of actuarial loss -- 
Benefit cost uu u u  - -  

Other Postretirement Benefits 

(in millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 
-- 2008 2007 2008 2007 

Service cost $ 1 $ 1  $ 1  $ 1  
Interest cost 1 2 4 4 
Expected return on plan assets - - (1) (1) 

I 1 Amortization of transition costs - -  -- - 
Benefit cost $...-2u li.-..5li.-..5 

- - 

During 2008, KU made contributions to other postretirement benefits plans of $2 million. K U  
anticipates making further voluntary contributions to the postretirement plan, but no additional 
contributions to the pension plan in 2008. 

Note 5 - Income Taxes 

A IJnited States consolidated income tax return is filed by E.ON U.S.’s direct parent, EUSIC, for 
each tax period. Each subsidiary of the consolidated tax group, including KU, calculates its 
separate income tax for each tax period. The resulting separate-return tax cost or benefit is paid 
to or received from the parent company or its designee. KTJ also files income tax returns in 
various state jurisdictions. With few exceptions, KU is no longer subject to U.S. federal income 
tax examinations for years before 2005. Statutes of limitations related to 2005 and later returns 
are still open. Tax years 2005,2006 and 2007 are under audit by the IRS with the 2007 return 
being examined under an IRS pilot program named “Compliance Assurance Process”. This 
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program accelerates the IRS’s review to begin during the year applicable to the return and ends 
90 days after the return is filed. 

KU adopted the provisions of FIN 48, Accounting for Uncertainty in Income Taxes, an 
Interpretation of SFAS No. 109, effective January 1 , 2007. At the date of adoption, KU had less 
than $1 million of unrecognized tax benefits, primarily related to federal income taxes. If 
recognized, the amount of unrecognized tax benefits would reduce the effective income tax rate. 
Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months 
total less than $1 million, and are based on the expiration of the audit periods as defined in the 
statutes. 

The amount KU recognized as interest accrued related to unrecognized tax benefits was less than 
$1 million as of September 30,2008 and December 3 1 , 2007. The interest accrued is based on 
IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of 
taxes. At the date of adoption, KU accrued less than $1 million in interest expense on uncertain 
tax positions. No penalties were accrued by KU upon adoption of FIN 48, or through September 
30, 2008. 

In June 2006, KTJ and LG&E filed a joint application with the U.S. Department of Energy 
(“DOE”) requesting certification to be eligible for investment tax credits applicable to the 
construction of TC2. In November 2006, the DOE and the IRS announced that KU and LG&E 
were selected to receive the tax credit. A final IRS certification required to obtain the investment 
tax credit was received in August 2007. In September 2007, KU received an Order from the 
Kentucky Commission approving the accounting of the investment tax credit. KU’s portion of 
the TC2 tax credit will be approximately $1 00 million over the construction period and will be 
amortized to income over the life of the related property beginning when the facility is placed in 
service. Based on eligible construction expenditures incurred, KU recorded investment tax 
credits of $9 million and $10 million during the three-month periods ended September 30,2008 
and 2007, respectively, and $22 million and $30 million during the nine months ended 
September 30,2008 and 2007, respectively, decreasing current federal income taxes. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North 
Carolina against the DOE and IRS claiming the investment tax credit program was in violation 
of certain environmental laws and demanded relief, including suspension or termination of the 
program. In August 2008, the plaintiffs submitted an amended complaint alleging additional 
claims for relief. In November 2008, the Court dismissed the suit. The dismissal is subject to 
appeal by the plaintiffs; however, it is unclear at this time if they will do so. KU is not currently a 
party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Note 6 - Short-Term and Long-Term Debt 

KU’s long-term debt includes $33 million classified as current liabilities because these bonds are 
subject to tender for purchase at the option of the holder and to mandatory tender for purchase 
upon the occurrence of certain events. These bonds include Carroll County Series 2002 A and By 
Muhlenberg County Series 2002 A and Mercer County Series 2002 A. These bonds mature in 
2032. KU does not expect to pay these amounts in 2008. The average annualized interest rate for 
these bonds during the nine months ended September 30,2008, was 1.90%. 
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As of September 30,2008, KU maintained a bilateral line of credit totaling $35 million which 
matures in June 20 12. At that time, there was no balance outstanding under this facility. See 
Note 9 Subsequent Events. 

Pollution control series bonds are obligations of KTJ issued in connection with tax-exempt 
pollution control revenue bonds issued by various governmental entities, principally counties in 
Kentucky. A loan agreement obligates KU to make debt service payments to the county that 
equate to the debt service due from the county on the related pollution control revenue bonds. 
Until a series of financing transactions was completed during February 2007, the county’s debt 
was also secured by an equal amount of KTJ’s first mortgage bonds that were pledged to the 
trustee for the pollution control revenue bonds that match the terms and conditions of the 
county’s debt, but require no payment of principal and interest unless KU defaults on the loan 
agreement. Subsequent to February 2007, the loan agreement is an unsecured obligation of KU. 
Proceeds from bond issuances for environmental equipment (primarily related to the installation of 
FGDs) were held in trust pending expenditure for qualifying assets. At September 30,2008, KU 
had no bond proceeds in trust, and at December 3 1 , 2007, KU had $1 1 million of bond proceeds in 
trust, included in restricted cash in the balance sheets. 

Several of the KTJ pollution control bonds are insured by monoline bond insurers whose ratings 
have been under pressure due to exposures relating to insurance of sub-prime mortgages. At 
September 30,2008, KTJ had an aggregate $333 million of outstanding pollution control 
indebtedness, of which $193 million is in the form of insured auction rate securities wherein 
interest rates are reset either weekly or every 35 days via an auction process. Beginning in late 
2007, the interest rates on these insured bonds began to increase due to investor concerns about 
the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced “failed auctions” when there are insufficient bids for the bonds. 
When there is a failed auction, the interest rate is set pursuant to a formula stipulated in the 
indenture, which can be as high as 15%. During the nine months ended September 30,2008 and 
2007, the average rate on the auction rate bonds was 4.72% and 3.29%, respectively. The 
instruments governing these auction rate bonds permit KU to convert the bonds to other interest 
rate modes, such as various short-term variable rates, long-term fixed rates or intermediate-term 
fixed rates that are reset infrequently. In the first nine months of 2008, the ratings of the CarrolI 
County 2004 Series A bonds were downgraded from Aaa to A2 by Moody’s and from AAA to 
AA, and subsequently to A and then to BBB+, by S&P, and the Carroll County 2006 Series C 
bonds were downgraded from Aaa to A2 by Moody’s and from AAA to A-, and subsequently to 
BBB-t-, by S&P due to downgrades of the bond insurer. The ratings of the following bonds were 
downgraded from Aaa to Aa3 by Moody’s and from A M  to AA by S&P due to downgrades of 
the bond insurer: Mercer County 2000 Series A, Carroll County 2002 Series Cy Carroll County 
2005 Series A and By Carroll County 2006 Series A and By Carroll County 2007 Series A and 
Trimble County 2007 Series A. 

In February 2008, KU issued a notice to bondholders of its intention to convert the Carroll 
County 2007 Series A bonds and the Trimble County 2007 Series A bonds from the auction rate 
mode to a fixed interest rate mode, as permitted under the loan documents. These conversions 
were completed in April 2008, and the new rates on the bonds are 5.75% and 6.00%, 
respectively. 

In March 2008, KU issued notices to bondholders of its intention to convert the Carroll County 
2006 Series C bonds and the Mercer County 2000 Series A bonds from the auction rate mode to 
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a weekly interest rate mode, as permitted under the loan documents. The Carroll County 
conversion was completed in April 2008, and the Mercer County conversion was completed in 
May 2008. In connection with these conversions, KU purchased the bonds from the remarketing 
agent. 

In June 2008, KIJ issued notices to bondholders of its intention to convert the Carroll County 
2004 Series A bonds from the auction rate mode to a weekly interest rate mode, as permitted 
under the loan documents. The conversion was completed in July 2008. In connection with the 
conversion, KU purchased the bonds from the remarketing agent. 

As of September 30,2008, KU had repurchased bonds in the amount of $80 million. KU will 
hold some or all of such repurchased bonds until a later date, at which time KU may refinance, 
remarket or further convert such bonds. Uncertainty in markets relating to auction rate securities 
or steps KU has taken or may take to mitigate such uncertainty, such as additional conversion, 
subsequent restructurings or redemption and refinancing, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity 
relating to existing or future pollution control financing structures. 

KU participates in an intercompany money pool agreement wherein E.ON U.S. andor LG&E 
make funds available to KU at market-based rates (based on highly rated commercial paper 
issues) of up to $400 million. Details of the balances are as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
September 30,2008 $400 $1 16 $284 2.45% 
December 3 1 , 2007 $400 $ 23 $377 4.75% 

E.ON U.S. maintains a revolving credit facility totaling $489 million at September 30,2008 and 
$150 million at December 3 1 , 2007, to ensure funding availability for the money pool. The 
revolving facility as of September 30,2008, is split into separate loans totaling $489 million. 
One facility, totaling $150 million, is with E.ON North America, Inc., while the remaining loans, 
totaling $339 million, are with Fidelia; both are affiliated companies. The facility as of 
December 3 1 , 2007, is with E.ON North America, Inc. The balances are as follows: 

Amount Balance Average 
($ in millions) Total Available outstanding Available Interest Rate 
September 30,2008 $489 $469 $20 3.94% 
December 3 1 , 2007 $150 $ 62 $88 4.97% 

There were no redemptions of long-term debt year-to-date through September 30, 2008. 

The issuances of long-term debt year-to-date through September 30,2008, are summarized 
below: 

($ in millions) Principal Secured/ 
Year Description Amount Rate Unsecured Maturity 
2008 Due to Fidelia $50 6.16% Unsecured 2018 
2008 Due to Fidelia $50 5.645% IJnsecured 2018 
2008 Due to Fidelia $75 5.85% Unsecured 2023 
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Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not 
occurred in the current status of various commitments or contingent liabilities from that 
discussed in KTJ’s Annual Report for the year ended December 3 1 , 2007 (including in Notes 2 
and 9 to the financial statements of KU contained therein). See the above-referenced notes in 
KIJ’s Annual Report regarding such commitments or contingencies. 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU 
commenced a suit now removed to the U.S. District Court for the Western District of Kentucky, 
against KU concerning a long-term power supply contract (the “OMT J Agreement”) with KU. 
The dispute involves interpretational differences regarding issues under the OMU Agreement, 
including various payments or charges between KIJ and OMU and rights concerning excess 
power, termination and emissions allowances. The complaint seeks in excess of $6 million in 
damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has 
additionally requested injunctive and other relief, including a declaration that KU is in material 
breach of the contract. KU has filed an answer in this proceeding denying the OMU claims and 
presenting counterclaims and amended such filing in January 2007, to include further 
counterclaims alleging additional damages. 

During 2005, the FERC declined KU’s application to exercise exclusive jurisdiction on matters. 
In July 2005, the district court resolved a summary judgment motion made by KU in OMU’s 
favor, ruling that a contractual provision grants OMTJ the ability to terminate the contract 
without cause upon four years’ prior notice. A motion to reconsider that ruling was later denied. 

In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in May 201 0, without cause, absent any earlier relief which may be permitted by the proceeding, 
pursuant to the summary judgment in its favor. However, KU retains the right to appeal that 
summary judgment once the remaining claims in the lawsuit are adjudicated. The parties 
completed discovery and filed various dispositive motions before the court. 

In September and October 2008, the court granted rulings on a number of summary judgment 
petitions in KU’s favor, including determinations that KU’s interpretation of facilities charge 
fund payments was accurate; that KU is the proportionate owner of NOx allowances allocated to 
the OMU plant by the government; that OMU’s claim for back-up power charges should be 
capped at a certain price and a denial of OMTJ’s petition to dismiss KU’s counterclaim. The 
summary judgment rulings dismiss a substantial portion of OMU’s material claims. Following 
the trial or other qualifying procedural occurrence, the various summary judgment motions 
would become appealable. The trial began on October 2 1 , 2008 on the remaining matters before 
the court, including KTJ’s counterclaim that OMU has failed to operate and maintain its plant in a 
good and workmanlike manner. The parties retain certain appeal rights and the Company is 
currently unable to determine the final outcome of this matter. 

Construction Program. KIJ had approximately $224 million of commitments in connection with 
its construction program at September 30,2008. 

In June 2006, KTJ and LG&E entered into a construction contract regarding the TC2 project. The 
contract is generally in the form of a lump-sum, turnkey agreement for the design, engineering, 
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procurement, construction, commissioning, testing and delivery of the project, according to 
designated specifications, terms and conditions. The contract price and its components are 
subject to a number of potential adjustments which may serve to increase or decrease the 
ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for arrangements of 
this type, including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging 
the air permit issued for the TC2 baseload generating unit which was issued by the KDAQ in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to 
proceed with construction during the pendancy of the action. In June 2007, the state hearing 
officer assigned to the matter recommended upholding the air permit with minor revisions. In 
September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order approving the hearing officer’s recommendation and upholding the permit. 
In September 2007, KTJ administratively applied for a permit revision to reflect minor design 
changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. In 
January 2008, the KDAQ issued a final permit revision. The environmental groups did not 
appeal the final Order upholding the permit or file a petition challenging the permit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in 
federal court seeking an order for the EPA to grant or deny their pending petition for the EPA to 
“veto” the state air permit and in April 2008, they filed a petition seeking veto of the permit 
revision. In September 2008, the EPA issued an order denying nine of eleven claims alleged in 
one of the petitions, but finding deficiencies in two areas of the permit. The KDAQ has 90 days 
to respond to the EPA’s order. Although the Company does not expect material changes in the 
permit as a result of the petitions, the EPA has yet to rule on several additional claims. The 
Company is currently unable to determine the final outcome of this matter or the impact of an 
unfavorable determination upon the Company’s financial condition or results of operations. 

Environmental Matters. KTJ’s operations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air 
emissions, wastewater discharges, the use, handling and disposal of hazardous substances and 
wastes, soil and groundwater contamination and employee health and safety. 

Clean Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs 
aimed at protecting and improving air quality in the United States by, among other things, 
controlling stationary sources of air emissions such as power plants. While the general regulatory 
framework for these programs is established at the federal level, most of the programs are 
implemented and administered by the states under the oversight of the EPA. The key Clean Air 
Act programs relevant to KU’s business operations are described below, 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available 
scientific data for six criteria pollutants and establish concentration levels in the ambient air 
sufficient to protect the public health and welfare with an extra margin for safety. These 
concentration levels are known as NAAQS. Each state must identify “nonattainment areas” 
within its boundaries that fail to comply with the NAAQS and develop a SIP to bring such 
nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must 
develop and implement a plan. As the EPA increases the stringency of the NAAQS through its 
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periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required 
additional reductions in SO2 and NOx emissions from power plants. In 1998, the EPA issued its 
final “NOx SIP Call” rule requiring reductions in NOx emissions of approximately 85% from 
1990 levels in order to mitigate ozone transport from the midwestern U S .  to the northeastern 
U.S. To implement the new federal requirements, Kentucky amended its SIP in 2002 to require 
electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional SO2 emission 
reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provided 
for a two-phase cap and trade program, with initial reductions of NOx and SO2 emissions due by 
2009 and 201 0, respectively, and final reductions due by 20 15. In 2006, Kentucky proposed to 
amend its SIP to adopt state requirements similar to those under the federal CAIR. Depending on 
the level of action determined necessary to bring local nonattainment areas into compliance with 
the new ozone and fine particulate standards, KU’s power plants are potentially subject to 
additional reductions in SO2 and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a more stringent standard than that contained in the previous 
regulation. At present, KU is unable to determine what, if any, additional requirements may be 
imposed to achieve compliance with the new ozone standard. 

In July 2008, a federal appeals court issued a ruling finding statutory and regulatory infirmities in 
the CAIR and potentially vacating it, and has conducted subsequent proceedings on the matter. 
During October 2008, the appellate court issued a ruling requesting briefs of the parties 
regarding whether vacating the CAIR is the applicable relief to be granted. KU, LG&E and 
industry parties are monitoring these further proceedings. Depending upon the course of such 
matters, the CAIR could be superseded by new or revised NOx or SO2 regulations with different 
or more stringent requirements and SIPs which incorporate CAIR requirements could be subject 
to revision. KTJ is also reviewing aspects of its compliance plan relating to the CAIR, including 
scheduled or contracted pollution control construction programs. Finally, as discussed below, the 
current invalidation of the CAIR results in some uncertainty with respect to certain other EPA or 
state programs and proceedings and KU’s and LG&E’s compliance plans relating thereto, due to 
the interconnection of the CAIR and CAIR-associated steps with such associated programs. At 
present, KU is not able to predict the outcomes of the legal and regulatory proceedings related to 
the CAIR and whether such outcomes could have a material effect on the Company’s financial or 
operational conditions. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to 
Congress identifying mercury emissions from coal-fired power plants as warranting further 
study. In 2005, the EPA issued the CAMR establishing mercury standards for new power plants 
and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with 
initial reductions due by 20 10 and final reductions due by 201 8. The CAMR provided for 
reductions of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercury reduction targets would be achieved as a “co-benefit” of the 
controls installed for purposes of compliance with the CAIR. 
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In February 2008, a federal appellate court issued a decision vacating the CAMR. Certain parties 
have filed a petition seeking review in the U S .  Supreme Court. Depending on the final outcome 
of the pending appeal, the CAMR could be superseded by new mercury reduction rules with 
different or more stringent requirements. Kentucky has subsequently proposed to repeal the 
corresponding state mercury regulations. At present, KIJ is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could 
have a material effect on the Companies’ financial or operational conditions. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and 
trade program to reduce SO2 emissions from power plants that were thought to contribute to 
“acid rain” conditions in the northeastern 1J.S. The 1990 amendments also contained 
requirements for power plants to reduce NOx emissions through the use of available combustion 
controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated 
areas, including national parks, and requires states to submit SIPs that will demonstrate 
reasonable progress toward preventing future impairment and remedying any existing 
impairment of visibility in those areas. In 2005, the EPA issued its CAVR detailing how the 
Clean Air Act’s BART requirements will be applied to facilities, including power plants, built 
between 1962 and 1974 that emit certain levels of visibility impairing pollutants. Under the final 
rule, as the CAIR provided for more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise 
be required by BART. The final rule has been challenged in the courts. Additionally, because 
the regional haze SIPs incorporate certain CAIR requirements, the final outcome of the challenge 
to CAIR could potentially impact regional haze SIPs. See “Ambient Air Quality” above for a 
discussion of CAIR-related uncertainties. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and 
trade mechanisms that require a company to hold sufficient emissions allowances to cover its 
authorized emissions on a company-wide basis and do not require installation of pollution 
controls on every generating unit. TJnder cap and trade programs, companies are free to focus 
their pollution control efforts on plants where such controls are particularly efficient and utilize 
the resulting emission allowances for smaller plants where such controls are not cost effective. 
KU met its Phase I SO2 requirements primarily through installation of FGD equipment on Ghent 
Unit 1. KU’s strategy for its Phase I1 SO2 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emission allowances and 
fuel switching to defer certain additional capital expenditures. In order to achieve the NOx 
emission reductions and associated obligations, KU installed additional NOx controls, including 
SCR technology, during the 2000 to 2007 time period at a cost of $220 million. In 2001, the 
Kentucky Commission granted approval to recover the costs incurred by KU for these projects 
through the environmental surcharge mechanism. Such monthly recovery is subject to periodic 
review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital 
expenditures totaling approximately $520 million during the 2008 through 201 0 time period for 
pollution controls, including FGD and SCR equipment, and additional operating and 
maintenance costs in operating such controls. In 2005, the Kentucky Cornmission granted 
approval to recover the costs incurred by KU for these projects through the ECR mechanism. 
Such monthly recovery is subject to periodic review by the Kentucky Commission. KU believes 
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its costs in reducing SOz, NOx and mercury emissions to be comparable to those of similarly 
situated utilities with like generation assets. KU’s compliance plans are subject to many factors 
including developments in the emission allowance and fuels markets, future legislative and 
regulatory enactments, legal proceedings and advances in clean air technology. KIJ will continue 
to monitor these developments to ensure that its environmental obligations are met in the most 
efficient and cost-effective manner. See “Ambient Air Quality’’ above for a discussion of CAIR- 
related uncertainties. 

Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, 
obligating 37 industrialized countries to undertake substantial reductions in GHG emissions. The 
U.S. has not ratified the Kyoto Protocol and there are currently no mandatory GHG emission 
reduction requirements at the federal level. Legislation mandating GHG reductions has been 
introduced in the Congress, but no federal legislation has been enacted to date. In the absence of 
a program at the federal level, various states have adopted their own GHG emission reduction 
programs. Such programs have been adopted in various states including 11 northeastern U.S. 
states and the District of Columbia under the Regional GHG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are ongoing. In April 2007, the U S .  Supreme 
Court ruled that the EPA has the authority to regulate GHG under the Clean Air Act. KU is 
monitoring ongoing efforts to enact GHG reduction requirements at the state and federal level 
and is assessing potential impacts of such programs and strategies to mitigate those impacts. KU 
is also monitoring relevant regulatory proceedings involving the EPA’s advanced notice of 
proposed rulemaking for regulation of GHGs under the existing authority of the Clean Air Act 
and proposed rules governing carbon sequestration. KU is unable to predict whether mandatory 
GHG reduction requirements will ultimately be enacted. As a Company with significant coal- 
fired generating assets, KU could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations of KU, including the 
reduction targets and deadlines that would be applicable, cannot be determined prior to the 
enactment of such programs. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KIJ 
had violated certain provisions of the Clean Air Act’s new source review rules relating to work 
performed in 1997, on a boiler and turbine at KU’s E. W. Brown generating station. In December 
2006, the EPA issued a second NOV alleging the Company had exceeded heat input values in 
violation of the air permit for the unit. In March 2007, the U S .  Department of Justice filed a 
complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In 
July 2007, the court entered a schedule providing for a July 2009 date for trial. The parties are 
currently proceeding with discovery while concurrently engaged in active settlement 
negotiations. A $3 million accrual has been recorded based on the current status of those 
discussions, however, KU cannot determine the overall outcome or potential effects of these 
matters, including whether substantial fines, penalties or remedial measures may result, which 
could be in excess of the amount reserved. Also of uncertain potential effect, if any, is the 
invalidation of the CAIR on the progress or content of settlement discussions. See “Ambient Air 
Quality” above for a discussion of CAIR-related uncertainties. 

Section I14 Requests. In August 2007, the EPA issued administrative information requests under 
Section 1 14 of the Clean Air Act requesting new source review-related data regarding certain 
projects undertaken at LG&E’s Mill Creek 4 and Trimble County 1 generating units and KU’s 
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Ghent 2 generating unit. KTJ and LG&E have complied with the information requests and are not 
able to predict further proceedings in this matter at this time. 

Ghent Opacity NOV: In September 2007, the EPA issued an NOV alleging that KTJ had violated 
certain provisions of the Clean Air Act’s operating rules relating to opacity during June and July 
of 2007 at IJnits 1 and 3 of KU’s Ghent generating station. The parties have met on this matter 
and KU has received no further communications from the EPA. KU is not able to estimate the 
outcome or potential effects of these matters, including whether substantial fines, penalties or 
remedial measures may result. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various 
state or local regulatory agencies and state and federal courts regarding matters invohing 
compliance with applicable environmental laws and regulations, Such matters include liability 
under the Comprehensive Environmental Response, Compensation and Liability Act for cleanup 
at various off-site waste sites and claims regarding GHG emissions from KU’s generating 
stations. Based on analysis to date, the resolution of these matters is not expected to have a 
material impact on the operations of KU. 

Note 8 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. 
Transactions between KU and E.ON U S .  subsidiaries are eliminated upon consolidation of 
E.ON 1J.S. Transactions between KU and E.ON subsidiaries are eliminated upon consolidation 
of E.ON. These transactions are generally performed at cost and are in accordance with the 
FERC regulations under PUHCA 2005 and the applicable Kentucky Commission and Virginia 
Commission regulations. The significant related party transactions are disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their 
retail and wholesale customers. These sales and purchases are included in the statements of 
income as operating revenues and purchased power operating expense. KTJ intercompany electric 
revenues and purchased power expense were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(in millions) -__. 2008 2007 2008 2007 

Purchased power from LG&E 21 18 73 71 
Electric operating revenues from LG&E $15 $ 7  $44 $33 

Interest Charges 

See Note 6 ,  Short-Term and Long-Term Debt, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related 
to services provided when settled within 30 days. 
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KIJ's intercompany interest expense was as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2008 -- 2007 -- 2008 2007 
$ 1  $ 2  $ 1  $ 5  

14 9 40 24 

Other Intercompany Billings 

E.ON U.S. Services provides KU with a variety of centralized administrative, management and 
support services. These charges include payroll taxes paid by E.ON U.S. on behalf of K'CJ, labor 
and burdens of E.ON U.S. Services employees performing services for KU, coal purchases and 
other vouchers paid by E.ON U S .  Services on behalf of KU. The cost of these services is 
directly charged to KU, or for general costs which cannot be directly attributed, charged based 
on predetermined allocation factors, including the following ratios: number of customers, total 
assets, revenues, number of employees and other statistical information. These costs are charged 
on an actual cost basis. 

In addition, KU and LG&E provide services to each other and to E.ON 1J.S. Services. Billings 
between KU and LG&E relate to labor and overheads associated with union employees 
performing work for the other utility, charges related to jointly-owned generating units and other 
miscellaneous charges. Billings from KIJ to E.ON U.S. Services relate to cash received by E.ON 
TJ.S. Services on behalf of KU, primarily tax settlements, and other payments made by KU on 
behalf of other non-regulated businesses which are reimbursed through E.ON U.S. Services. 

Intercompany billings to and from KU were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(in millions) 2008 2007 2008 2007 
E.ON U.S. Services billings to KU $62 $42 $173 $389 
KU billings to LG&E 21 11 58 33 
LG&E billings to KU - 2 5 35 
KU billings to E.ON U.S. Services - 22 2 24 

In June 2008, L,G&E transferred assets related to Trimble County IJnit 2 with a net book value of 
$10 million to KU. 

In March, June and September 2008, KU received capital contributions from its common 
shareholder, E.ON US.,  in the amounts of $25 million, $50 million and $50 million, 
respectively. 
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Note 9 - Subsequent Events 

On October 17,2008, KU closed on a new $78 million bilateral line of credit which has a 364 
day maturity. 

On October 17,2008, KTJ issued Carroll County 2008 Series A tax exempt bonds in the amount 
of $78 million. The new bonds mature on February 1 , 2032, and bear interest at a variable rate. 
The new bonds refinance four existing Series F bonds (Carroll County 2005 Series A and C - 
$13 million each and the Carroll County 2006 Series A and C - $17 million each), and includes 
$18 million of new funding. The proceeds from the new funding will be held in escrow pending 
incurrence of qualifling expenditures. 

On October 27,2008, KU filed an application with the Kentucky Commission requesting 
approval to establish a regulatory asset, and defer for future recovery, $3 million of expenses 
related to the Hurricane Ike wind storm restoration. An order has been requested by the end of 
the year. 

On October 30,2008, the Kentucky Commission issued an Order approving the establishment of 
regulatory assets for the Companies’ contributions to the CMRG and KCCS. Rate recovery will 
be considered in each company’s next base rate case. 

On November 5,2008, the ratings of the Mercer County 2000 Series A bonds, Carroll County 
2002 Series C bonds, Carroll County 2006 Series E3 bonds, Carroll County 2007 Series A bonds 
and Trimble County 2007 Series A bonds were downgraded from Aa3 to A2 by Moody’s, due to 
downgrades of the bond insurer. 

25 



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

General 

The following discussion and analysis by management focuses on those factors that had a material 
effect on KU's financial results of operations and financial condition during the three and nine 
month periods ended September 30,2008, and should be read in connection with the financial 
statements and notes thereto. 

Some of the following discussion may contain forward-looking statements that are subject to certain 
risks, uncertainties and assumptions. Such forward-looking statements are intended to be identified 
in this document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" 
and similar expressions. Actual results may vary materially. Factors that could cause actual results 
to differ materially include: general economic conditions; business and competitive conditions in 
the energy industry; changes in federal or state legislation; unusual weather; actions by state or 
federal regulatory agencies; and other factors described from time to time in the Company's reports, 
including the Annual Report for the year ended December 3 1 , 2007. 

Executive Summary 

Business 

KU, incorporated in Kentucky in 191 2 and in Virginia in 1991 , is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30,2008, KU provided electricity to approximately 
507,000 customers in 77 counties in central, southeastern and western Kentucky, approximately 
30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KTJ's 
service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most of KU's electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled combustion turbines. In Virginia, KTJ operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation, making KU an indirect wholly-owned subsidiary of E.ON. KIJ's affiliate, 
LG&E, is a regulated public utility engaged in the generation, transmission, distribution and sale 
of electric energy and the distribution of natural gas in Kentucky. 

In July 2008, KU filed an application with the Kentucky Cornmission requesting increases in 
base electric rates of approximately 2.0% or $22 million annually. In conjunction with the filing 
of the application for a change in base rates, based on previous Orders by the Kentucky 
Commission approving settlement agreements among all interested parties, the VDT surcredit 
terminated in August 2008, and the merger surcredit will terminate upon the implementation of 
new base rates. The termination of the VDT surcredit and merger surcredit will result in a $16 
million increase in revenues annually. A hearing for the Kentucky base rate case is scheduled 
beginning on January 13,2009. The requested rates have been suspended until February 5,2009, 
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at which time they may be put into effect, subject to refund, if the Kentucky Commission has not 
issued an order in the proceeding. 

In September 2008, high winds from the remnants of the Hurricane Ike wind storm passed 
through KTJ’s service territory causing significant outages and system damage. In October 2008, 
KU filed an application with the Kentucky Commission requesting approval to establish a 
regulatory asset, and defer for future recovery, $3 million of expenses related to the storm 
restoration. An order has been requested by the end of the year. 

Environmental Matters 

Protection of the environment is a major priority for KU. Federal, state and local regulatory 
agencies have issued KU permits for various activities subject to air quality, water quality and 
waste management laws and regulations. See Note 7 of Notes to Financial Statements for more 
information. 

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. 

Three Months Ended September 30,2008, Compared to 
Three Months Ended September 30,2007 

Net Income 

Net income for the three months ended September 30,2008, decreased $7 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($34 million), increased interest expense ($4 million) and increased income taxes ($1 million), 
partially offset by increased electric revenues ($26 million) and other income ($6 million). 

Revenues 

Revenues increased $26 million in the three months ended September 30,2008, primarily due to: 
0 

0 

0 

Increased fuel costs billed to customers through the FAC ($23 million) due to increased 
fuel prices 
Increased wholesale sales ($12 million) due to increased intercompany volumes, 
increased wholesale market pricing and increased volume due to decreased native load 
Increased ECR surcharge ($8 million) due to increased recoverable capital spending I 

Increased demand charges ($5 million) due to higher peak load 
Decreased sales volumes to native load ($24 million) due in part to a 19% decrease in 
cooling degree days and outages related to damage from the Hurricane Ike wind storm 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 
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Fuel for electric generation increased $9 million in the three months ended September 30,2008, 
primarily due to: 

0 Increased commodity and transportation costs for coal and natural gas ($14 million) 
Decreased generation ($5 million) due to decreased native load 

Power purchased expense increased $15 million in the three months ended September 30,2008, 
primarily due to: 

Increased pricing and volumes on purchases for native load ($9 million) due to increased 
coal and gas costs and unit outages 
Increased intercompany volumes purchased ($4 million) due to lower native load 
requirements for LG&E as a result of milder weather, lower industrial sales and power 
outages from the Hurricane Ike wind storm, resulting in the purchase of excess power 
from LG&E 
Increased demand payments ($1 million) due to a new capacity contract 

0 

Other operation and maintenance expense increased $5 million in the three months ended 
September 30,2008, due to increased maintenance expense ($3 million) and increased other 
operation expense ($2 million). 

Maintenance expense increased $3 million in the three months ended September 30,2008, 
primarily due to: 

Increased electric maintenance ($1 million) due to higher cost of outside contractors and 
materials 
Increased distribution maintenance ($1 million) due to the Hurricane Ike wind storm 
Increased cost for other indirect maintenance ($1 million) due to increased software 
maintenance lease cost 

0 

0 

Other operation expense increased $2 million in the three months ended September 30,2008, 
primarily due to increased outside services due to increased legal expenses as a result of ongoing 
litigation, mainly with OMU. 

Interest expense, including interest expense to affiliated companies, increased $4 million in the 
three months ended September 30,2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Reduction of income tax reserve 
Amortization of investment tax credits 
Dividends received deduction related 

to EEI Investment 
Other differences 
Effective income tax rate 

Three Months Three Months 
Ended Ended 

September 30,2008 September 30,2007 

(3 -9) 
(2.3) 
30.6% 

(2.5) 
(8.3) 
26.5% 
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The effective income tax rate increased for the three months ended September 30,2008, 
compared to the three months ended September 30,2007 due primarily to the tax benefits 
resulting from income tax estimates recorded in 2006 being adjusted to the actual income tax 
return filed, which is included in the other differences, in the three months ended September 30, 
2007. This was partially offset by decreased state income taxes net of federal benefit due to an 
increase in state coal credits and an increase in tax benefits associated with increased dividends 
received from EEI. 

Nine Months Ended September 30,2008 Compared to 
Nine Months Ended September 30,2007 

Net Income 

Net income for the nine months ended September 30,2008, decreased $13 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($95 million) and increased interest expense ($1 1 million), partially offset by increased electric 
revenues ($76 million), lower income taxes ($9 million) and higher other income ($8 million). 

Revenues 

Revenues in the nine months ended September 30,2008, increased $76 million primarily due to: 
Increased fuel costs billed to customers through the FAC ($85 million) due to increased 
fuel prices 
Increased wholesale sales ($19 million) due to increased wholesale market pricing and 
increased volume due to decreased native load 
Decreased sales volumes delivered to native load ($28 million) due in part to a 24% 
decrease in cooling degree days 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $26 million in the nine months ended September 30,2008, 
primarily due to: 

Increased commodity and transportation costs for coal and natural gas ($21 million) 
Increased generation ($5 million) due to increased wholesale sales 

Power purchased expense increased $35 million in the nine months ended September 30,2008, 
primarily due to: 

Increased pricing and volumes on purchases for native load ($28 million) due to 
increased coal and gas costs and unit outages 
Increased intercompany costs ($4 million) due to higher fuel costs 
Increased demand payments ($2 million) due to a capacity contract 
Increased wholesale purchase cost ($1 million) due to increased volumes and prices 

* 
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Other operation and maintenance expense increased $24 million in the nine months ended 
September 30,2008, due to increased maintenance expense ($13 million) and increased other 
operation expense ($1 1 million). 

Maintenance expense increased $1 3 million in the nine months ended September 30,2008, 
primarily due to: 

Increased electric and boiler maintenance expense ($5 million) due to higher cost of 
outside contractors and materials 
Increased overhead conductor and devices maintenance expense ($4 million) due to the 
Hurricane Ike wind storm and other storm restoration earlier in the year 
Increased steam maintenance expense ($2 million) due to high energy piping inspections 
and repairs 
Increased cost for other indirect maintenance ($2 million) due to increased sofiware 
maintenance lease cost 

Other operation expense increased $1 1 million in the nine months ended September 30,2008, 
primarily due to: 

Increased generation expense due to increased unit outages and increased transmission 
expense to cover native load demand ($4 million) 
Increased outside services ($3 million) due to increased legal expenses as a result of 
ongoing litigation, mainly with OMU 
Increased expense for uncollectible accounts ($2 million) 
Increased cost of consumables ($1 million) primarily due to increased contract pricing 
Increased distribution expense ($1 million) due to the Hurricane Ike wind storm and other 
storm restoration earlier in the year 

Interest expense, including interest expense to affiliated companies, increased $1 1 million in the 
nine months ended September 30,2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Nine Months Nine Months 
Ended Ended 

September 30,2008 September 30,2007 
Effective Rate 
Statutory federal income tax rate 35.0% 35.0% 
State income taxes net of federal benefit 2.8 3.3 
Reduction of income tax reserve (0.3) (0.3) 
Amortization of investment tax credits (0.1) (0.2) 

to EEI investment (4.3) (2-7) 
Other differences a (35J 
Effective income tax rate 30.4% 31.6% 

Dividends received deduction related 

The effective income tax rate decreased for the nine months ended September 30,2008, 
compared to the nine months ended September 30,2007. State income taxes net of federal 
benefit decreased due to an increase in state coal credits. Also contributing to the lower effective 
rate were the tax benefits associated with increased dividends received from EEL 
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Liauidity and Capital Resources 

KTJ uses net cash generated from its operations, external financing (including financing from 
affiliates) and/or infusions of capital from its parent mainly to fund construction of plant and 
equipment. KTJ currently has a working capital deficiency of $97 million, primarily due to short- 
term debt from affiliates associated with the repurchase of certain of its tax-exempt bonds 
totaling $80 million. These bonds are being held until they can be refinanced or restructured. 
See Notes 6 and 9 of Notes to Financial Statements. KU believes that its sources of funds will be 
sufficient to meet the needs of its business in the foreseeable future. 

KU and LG&E sponsor pension and postretirement benefit plans for their employees. The 
performance of the capital markets affects the values of the assets that are held in trust to satisfy 
future obligations under the defined benefit pension plans. The market value of the combined 
investments within the plans declined by approximately 18% during the nine months ended 
September 30,2008 due to the recent volatility in the capital markets. The benefit plan assets and 
obligations of KU and LG&E are remeasured annually using a December 3 1 measurement date. 
KIJ and LG&E expect that investment losses will result in an increase to the plans’ unfunded 
status upon actuarial revaluation of the plans. Changes in the value of plan assets will not impact 
the income statement for 2008; however, reduced benefit plan assets will result in increased 
benefit costs in future years and may increase the amount, and accelerate the timing of, required 
future hnding contributions. Such increases could be material to KTJ and LG&E beginning in 
2009, however, the amount of such contributions cannot be determined at this time. 

Operating Activities 

Cash provided by operations was $243 million and $209 million for the nine months ended 
September 30,2008 and 2007, respectively. 

The 2008 increase of $34 million was primarily the result of increases in cash due to changes in: 
Accounts payable ($37 million) 

Accounts receivable ($5 million) 
Other ($1 million) 

FAC receivable, net ($26 million) 
Pension funding ($1 1 million) due to higher pension hnding in 2007 
Other current liabilities ($7 million) 

These increases were partially offset by cash provided by changes in: 
Materials and supplies ($34 million) 
Earnings, net of non-cash items ($10 million) 
Prepayments and other current assets ($9 million) 

Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Capital 
expenditures were $554 million and $512 million in the nine months ended September 30,2008 
and 2007, respectively. Net cash used for investing activities increased $25 million in the nine 
months ended September 30,2008, compared to 2007, primarily due to increased capital 
expenditures of $42 million and an asset transferred from LG&E of $1 0 million. The increase in 
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restricted cash of $27 million represents the escrowed proceeds of the pollution control bonds 
issued, which were disbursed as qualifying costs were incurred. 

Financing Activities 

Net cash inflows from financing activities were $3 13 million and $3 15 million in the nine 
months ended September 30,2008 and 2007, respectively. Net cash provided by financing 
activities decreased $2 million in the nine months ended September 30,2008 compared to 2007, 
due to decreased long-term borrowings from an affiliated company of $103 million, the issuance 
of pollution control bonds of $8 1 million in 2007 and the reacquisition of bonds in the amount of 
$80 million, partially offset by the retirement of first mortgage bonds of $107 million in 2007, 
increased short-term borrowings from an affiliated company of $85 million and increased 
infusions from E.ON U.S. of $70 million. 

See Note 6 of Notes to Financial Statements for information of redemptions, maturities and 
issuances of long-term debt. 

Future Capital Requirements 

KU’s construction program is designed to ensure that there will be adequate capacity and 
reliability to meet the electric needs of its service area and to comply with environmental 
regulations. These needs are continually being reassessed and appropriate revisions are made, 
when necessary, in construction schedules. KU expects its capital expenditures for the three year 
period ending December 3 1 , 201 0, to total approximately $1,465 million, consisting primarily of 
construction estimates for installation of FGDs on Ghent and Brown units totaling approximately 
$425 million, construction of TC2 totaling approximately $360 million, the Brown ash pond 
totaling approximately $40 million, a customer care system totaling approximately $25 million, 
on-going construction related to generation assets totaling approximately $360 million and 
distribution assets totaling approximately $230 million and other projects including information 
technology of approximately $25 million. 

Future capital requirements may be affected in varying degrees by factors such as electric energy 
demand load growth, changes in construction expenditure levels, rate actions by regulatory 
agencies, new legislation, changes in commodity prices and labor rates, changes in 
environmental regulations and other regulatory requirements. KU anticipates funding future 
capital requirements through operating cash flow, debt and/or infusions of capital from its parent. 

KU has a variety of funding alternatives available to meet its capital requirements. KU 
participates in an intercompany money pool agreement wherein E.ON U.S. andor LG&E make 
funds of up to $400 million available to KU at market-based rates, Fidelia also provides long- 
term intercompany funding to KU. See Note 6 of Notes to Financial Statements. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and 
the FERC authorize the issuance of short-term debt while the Kentucky Commission, the 
Virginia Commission and the Tennessee Regulatory Authority authorize the issuance of long- 
term debt. In November 2007, KIJ received a two-year authorization from the FERC to borrow 
up to $400 million in short-term funds. KU also has authorization from the Virginia Commission 
that expires at the end of 2009 allowing short-term borrowing of up to $400 million. 
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KU's debt ratings as of September 30,2008, were: 
Moody's s&p 

Issuer rating 
Corporate credit rating 

A2 - 
- BRB+ 

These ratings reflect the views of Moody's and S&P. A security rating is not a recommendation 
to buy, sell or hold securities and is subject to revision or withdrawal at any time by the rating 
agency. See Note 6 of Notes to Financial Statements for a discussion of recent downgrade 
actions related to the pollution control revenue bonds caused by a change in the rating of the 
entity insuring those bonds. 

Controls and Procedures 

The Company is responsible for establishing and maintaining adequate internal control over 
financial reporting. Internal control over financial reporting is a process designed to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting 
principles. A company's internal control over financial reporting includes those policies and 
procedures that pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisition, use, or disposition of the company's 
assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or 
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are 
subject to the risk that controls may become inadequate because of changes in conditions, or that 
the degree of compliance with the policies or procedures may deteriorate. 

The Company has assessed the effectiveness of its internal control over financial reporting as of 
December 3 1 , 2007. In making this assessment, the Company used the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission in Internal Control - 
Integrated Framework . The Company has concluded that, as of December 3 1,2007, the 
Company's internal control over financial reporting was effective based on those criteria. There 
has been no change in the Company's internal control over financial reporting that occurred 
during the nine months ended September 30,2008, that has materially affected, or is reasonably 
likely to materially affect, the Company's internal control over financial reporting. 

KU is not subject to the internal control and other requirements of the Sarbanes-Oxley Act of 
2002 and associated rules (the "Act") and consequently is not required to evaluate the 
effectiveness of the Company's internal control over financial reporting pursuant to Section 404 
of the Act. However, as discussed above, management has evaluated the effectiveness of internal 
control over financial reporting as of December 3 1 , 2007. Management's assessment was not 
subject to audit by the Company's independent accounting firm. 
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Legal Proceedings 

For a description of the significant legal proceedings involving KU, reference is made to the 
information under the following captions of KU’s Financial Statements and Additional 
Information for the year ended December 3 1 , 2007 (the “Annual Report”): Business, Risk 
Factors, Legal Proceedings, Management’s Discussion and Analysis, Financial Statements and 
Notes to Financial Statements. Reference is also made to the matters described in Notes 2 and 7 
of this quarterly report. Except as described in this quarterly report, to date, the proceedings 
reported in KU’s Annual Report have not materially changed. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other 
governmental proceedings arise against KU. To the extent that damages are assessed in any of 
these lawsuits, KU believes that its insurance coverage is adequate. Management, after 
consultation with legal counsel, does not anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on KU’s financial 
position or results of operations. 
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Financial Statements (Unaudited) 

I 

Kentucky Utilities Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

OPERATING REVENUES: 
Total operating revenues ................................... 

OPERATING EXPENSES: 
Fuel for electric generation .................................... 
Power purchased .................................................... 
Other operation and maintenance expenses ........... 
Depreciation and amortization ............................... 

Total operating expenses ................................... 

OPERATING INCOME ........................................ 

Other expense (income) - net ................................. 
Interest expense (Notes 3, 5 and 6) ........................ 
Interest expense to affiliated companies (Note S). .  

INCOME BEFORE INCOME TAXES ................. 

Federal and state income taxes (Note 5 )  ................ 

NET INCOME ....................................................... 

Three Months Ended Six Months Ended 
June 30, June 30, 

$ 316 $ 301 

110 107 
54 45 
75 63 
31 -- 29 

270 244 -~ 

46 57 

39 53 

18 11 ~ 

The accompanying notes are an integral part of these financial statements. 

2008 

!$ 668 

23 3 
110 
141 
63 

547 

121 

-- 

(18) 
7 

26 

106 

32 

u 

$ 618 

217 
90 

121 
58 

486 
-- 

132 

(15) 
7 

18 

122 

42 -- 

Statements of Retained Earnings 
(Unaudited) 

(Millions of $) 

Three Months Ended Six Months Ended 
June 30, June 30, 

2008 2007 2008 2007 

Balance at beginning of period ........................... $1,083 $ 915 $1,037 $ 870 
............................................................. 35 74 80 Net income 28 -- 

.................. ...................... Balance at end of period : $1.1 11 $950 $1.1 11 &22.32 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 

(1Jnaudited) 
(Millions of $) 

ASSETS 

Current assets: 
Cash and cash equivalents ................................................................ 
Restricted cash ................................................................................. 
Accounts receivable - less reserves of $3 million and $2 million 

as of June 30, 2008 and December 31, 2007, respectively ......... 
Accounts receivable from affiliated companies (Nate 8) ................. 

Fuel (predominantly coal) .......................................................... 
Other materials and supplies ....................................................... 

Prepayments and other current assets .............................................. 

Materials and supplies: 

Total current assets ...................................................................... 

Other property and investments ....................................................... 

Utility plant: 
At original cost ................................................................................. 
Less: reserve for depreciation ......................................................... 

Net utility plant ........................................................................... 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and Postretirement benefits ............................................ 
Other ............................................................................................ 

Cash surrender value of key man life insurance .............................. 
Other assets ...................................................................................... 

Total deferred debits and other assets ......................................... 

Total assets ....................................................................................... 

June 30, 
2008 

$ -  
- 

161 

56 
35 

7 
259 

30 

5,295 
1,674 
3,621 

28 
88 
37 
11 

164 

3iLiLU3 

December 3 1 , 
2007 

$ -  
11 

172 
17 

42 
34 
12 

288 -- 

29 

4,939 
1,622 
3.317 

28 
86 
37 
11 

162 
I_.- 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of $) 

LIABILITIES AND EQUITY 

Current liabilities: 
Current portion of long-term debt (Note 6) ................................................ 
Notes payable to affiliated companies (Notes 6 and 8) ............................. 
Accounts payable ........................................................................................ 
Accounts payable to affiliated companies (Note 8) ................................... 
Customer deposits ...................................................................................... 
Other current liabilities ............................................................................... 

Total current liabilities .......................................................................... 

Long-term debt: 
Long-term debt (Note 6) ............................................................................. 
Long-term debt to affiliated company (Notes 6 and 8) ............................. 

Total long-term debt .............................................................................. 

Deferred credits and other IiabiIities: 
Accumulated deferred income taxes (Note 5) ............................................ 
Accumulated provision for pensions and related benefits (Note 4) ........... 
Investment tax credit (Note 5) .................................................................... 

Regulatory liabilities (Note 2): 

. .  Asset retirement obligation ......................................................................... 

Accumulated cost of removal of utility plant ........................................ 
Deferred income taxes . net ................................................................... 
Other ...................................................................................................... 

Other liabilities ........................................................................................... 
Total deferred credits and other liabilities ............................................. 

Common equity: 
Common stock. without par value . 

Additional paid-in capital ........................................................................... 
Authorized 80.000. 000 shares. outstanding 37.817. 878 shares ............ 

Retained earnings ....................................................................................... 
Undistributed subsidiary earnings .............................................................. 

Total retained earnings .......................................................................... 
Total common equity ............................................................................. 

Total liabilities and equity .......................................................................... 

June 30. December 3 I . 
2008 2007 

$ 33 $ 33 
75 23 

173 160 
50 48 
20 20 
25 28 

..- 376 312 

270 
1.006 
1. 276 

279 
87 
68 
31 

318 
19 
15 
21 

83 8 
-I 

308 
165 

1. 090 
21 

1. 1 1 1  
I. 584 

._1_1 

$4.074 

3 00 
931 

1.23 1 

285 
83 
55 
30 

310 
22 
10 
23 

818 

308 
90 

1. 016 
21 

1.03 7 
1. 435 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Statements of Cash Flows 

(1Jnaudited) 
(Millions of $) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income .... .. ................... .......... ................................................... . .... . 
Items not requiring cash currently: 

Depreciation and amortization .... . .. . . . . . . . .. .. . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . 
Deferred income taxes "- net ........................................................... 
Investment tax credit - net ............................................................. 
Other ............................................................................................... 

Accounts receivable ... .. . . . , . . . . . . . . . . . . . .. . . . . .. . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . .. . . . . 
Material and supplies ..... ....... ......... .... ....... .,........ ..... .............. ... ...... 
Accounts payable ...... .......................... ....... ............. ....................... 
Prepayments and other current assets ....... ...... .. ......... ..................... 
Other current liabilities ...................... . ............................................ 

Pension funding ..... ........... .... .. ....... . .. ......... ... ... ...... ........ ... .. .............. .... .. 
Fuel adjustment clause receivable, net .......................... .... . .............. ...... 
Other ....................................................................................................... 

Net cash provided by operating activities ......................... ........... .. 

Changes in current assets and liabilities: 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ..... . . . .. .. . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . .. . . . . .. . . . . . . . . . .. . . . . 
Asset transferred from affiliate (Note 8) ................................................ 
Change in restricted cash ........................................................................ 

Net cash used for investing activities ............................................. 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement of first mortgage bonds ............. ......... .. ......................... ....... 
Issuance of pollution control bonds .................................... .......... .......... 
Additional paid-in capital ......... ..... ................. ............ .... ... .............. ..... . . 
Long-term borrowings from affiliated company (Note 6) ............ ... .... ... 
Short-term borrowings from affiliated company - net (Note 6). . . . . . . . . 

Reacquired bonds. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . , . . . . . . . . . . . 
Net cash provided by financing activities ............ ..................... ..... 

CHANGE IN CASH AND CASH EQUIVALENTS ................................. 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD ..... 

CASH AND CASH EQUIVALENTS AT END OF PERIOD ................... 

For the Six Months Ended 
June 30, 

2008 2007 

$ 74 $ 80 

58 

20 
(8) 

- 

195 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Notes to Financial Statements 

(TJnaudited) 

Note 1 - General 

The unaudited financial statements include the accounts of the Company. K 1’s common stock is wholly- 
owned by E.ON U.S., an indirect wholly-owned subsidiary of E.ON. In the opinion of management, the 
unaudited interim financial statements include all adjustments, consisting only of normal recurring 
adjustments, necessary for a fair statement of financial position, results of operations, retained earnings 
and cash flows for the periods indicated. Certain information and footnote disclosures normally included 
in financial statements prepared in accordance with generally accepted accounting principles have been 
condensed or omitted, although the Company believes that the disclosures are adequate to make the 
information presented not misleading. These unaudited financial statements and notes should be read in 
conjunction with the Company’s annual report for the year ended December 3 1,2007, including 
management’s discussion and analysis and the audited financial Statements and notes therein. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to 
the 2008 presentation with no impact on net assets, liabilities and capitalization or previously reported net 
income and cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

SFAS No. 161 

In March 2008, the FASB issued SFAS No. 161 , Disclosures about Derivative Instruments and Hedging 
Activities, an amendment of FASB Statement No. 133, which is effective for fiscal years, and interim 
periods within those fiscal years, beginning on or after November 15,2008. The objective of this 
statement is to enhance the current disclosure framework in SFAS No. 133, Accountingfor Derivative 
Instruments and Hedging Activities, as amended. The Company is currently evaluating the impact of 
adoption of SFAS No. 161 on its statements of operations, financial position and cash flows. 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on 
or after December 15,2008. The objective of this statement is to improve the relevance, comparability and 
transparency of financial information in a reporting entity’s consolidated financial statements. The 
Company expects the adoption of SFAS No. 160 to have no impact on its statements of operations, 
financial position and cash flows. 

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and 
Financial Liabilities - Including an Amendment of FASB Statement No. 1 15. SFAS No. 159 permits 
entities to choose to measure many financial instruments and certain other assets and liabilities at fair 
value on an instrument-by-instrument basis (the fair value option). Unrealized gains and losses on items 
for which the fair value option has been elected are to be recognized in earnings at each subsequent 



reporting date. SFAS No. 159 is effective for fiscal years beginning after November 15,2007. SFAS No. 
159 was adopted effective January 1 , 2008 and had no impact on the statements of operations, financial 
position and cash flows. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which, except as 
described below, is effective for fiscal years beginning after November 15,2007. This statement defines 
fair value, establishes a framework for measuring fair value in generally accepted accounting principles 
and expands disclosures about fair value measurements. SFAS No. 157 does not expand the application of 
fair value accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157- 
2, Effective Date of FASR Statement No. 157, which delays the effective date of SFAS No. 157 for all 
nonfinancial assets and liabilities, except those that are recognized or disclosed at fair value in the 
financial statements on a recurring basis (at least annually), to fiscal years beginning after November 15, 
2008, and interim periods within those fiscal years. SFAS No. 157 was adopted effective January 1 , 2008, 
except as it applies to those nonfinancial assets and liabilities, and had no impact on the statements of 
operations, financial position and cash flows, however, additional disclosures relating to its financial 
derivatives, AROs and pension assets, as required, are now provided. 

Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to KU’s Annual 
Report, Note 2 of the financial statements, for the year ended December 3 1 , 2007. 

The following regulatory assets and liabilities were included in KU’s Balance Sheets: 

Kentucky TJtilities Company 
(unaudited) 

(in millions) 
ARO 
IJnamortized loss on bonds 
MIS0 exit 
FAC 
ECR 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatory assets 

Accumulated cost of removal of utility plant 
Deferred income taxes - net 
Other 
Total regulatory liabilities 

June 30, 
2008 

$ 25 
11 
19 
11 
18 
4 

88 
-- 

December 3 1 , 
2007 

$ 24 
10 
20 
17 
11 
4 

86 

$ 318 $ 310 
19 22 
15 10 

LtLLZ2 3L--.3a 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No return is earned on the pension and Postretirement 
benefits regulatory asset that represents the changes in funded status of the plans. The Company will seek 
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recovery of this asset in future proceedings with the Kentucky and Virginia Commissions. No return is 
currently earned on the ARO asset. This regulatory asset will be offset against the associated regulatory 
liability, ARO asset and ARO liability at the time the underlying asset is retired. The MISO exit amount 
represents the costs relating to the withdrawal from MISO membership. KU will seek recovery of this 
asset in future proceedings with the Kentucky and Virginia Commissions. KU currently earns a rate of 
return on the remaining regulatory assets. Other regulatory assets include the merger surcredit and 
deferred storm costs. Other regulatory liabilities include DSM and MISO costs currently included in base 
rates that will be netted against costs of withdrawing from the MISO in the next base rate case. 

MISO Exit. KTJ and the MISO have agreed upon overall calculation methods for the contractual exit fee 
to be paid by the Company following its withdrawal. In October 2006, KU paid approximately $20 
million to the MISO pursuant to an invoice regarding the exit fee and made related FERC compliance 
filings. The Company’s payment of this exit fee amount was with reservation of its rights to contest the 
amount, or components thereof, following a continuing review of its calculation and supporting 
documentation. KU and the MISO resolved their dispute regarding the calculation of the exit fee and, in 
November 2007, fiIed an application with the FERC for approval of a recalculation agreement. In March 
2008, the FERC approved the parties’ recalculation of the exit fee, and the approved agreement provided 
KU with an immediate recovery of $1 million and will provide an estimated $3 million over the next eight 
years for credits realized from other payments the MISO will receive, plus interest. Orders of the 
Kentucky Commission approving the Company’s exit from the MISO have authorized the establishment 
of a regulatory asset for the exit fee, subject to adjustment for possible future MISO credits, and a 
regulatory liability for certain revenues associated with former MISO administrative charges, which 
continue to be collected via base rates. The treatment of the regulatory asset and liability will be 
determined in KU’s next base rate case, however, the Company historically has received approval to 
recover and refimd regulatory assets and liabilities. 

FAC. In January 2008, the Kentucky Commission initiated a routine examination of KU’s FAC for the 
six-month period May 1 , 2007 through October 3 1 , 2007. The Kentucky Commission issued an Order in 
June 2008, approving the charges and credits billed through the FAC during the review period. 

In August 2007, the Kentucky Commission initiated a routine examination of KU’s FAC for the six- 
month period of November 1 , 2006 through April 30,2007. The Kentucky Commission issued an Order in 
January 2008, approving the charges and credits billed through the FAC during the review period. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor based 
primarily on projected fuel costs. The factor may be adjusted annually for over- or under-collections of 
fuel costs from the prior year. In February 2008, KU filed an application with the Virginia Commission 
seeking approval of a decrease in its fuel cost factor applicable during the billing period, April 2008 
through March 2009. The Virginia Commission allowed the new rates to be in effect for the April 2008, 
customer billings. In April 2008, the Virginia Commission Staff recommended a change to the fuel factor 
KU filed in its application, to which KU has agreed. Following a public hearing and an Order in May 
2008, the recommended change became effective in June 2008, resulting in a decrease of 0.482 cents/kWh 
from the factor in effect for the April 2007 through March 2008 period. 

ECR. In June 2008, the Kentucky Cornmission initiated two six-month reviews for periods ending October 
3 1 , 2007 and April 30,2008, of KU’s environmental surcharge. An order is anticipated by the end of the year. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods 
ending October 3 1 , 2006 and April 30,2007, respectively, of KtJ’s environmental surcharge. The Kentucky 
Commission issued final Orders in March 2008, approving the charges and credits billed through the ECR 
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during the review periods, as well as approving billing adjustments, roll-in adjustments to base rates, 
revisions to the monthly surcharge filing and the rates of return on capital. 

-. Other Regulatory Matters 

Base Rate Case, In July 2008, KU filed an application with the Kentucky Commission for an increase in 
base rates. See Note 9, Subsequent Events. 

TC2 CCN Application and Transmission Matters. A CCN application for construction of the new base- 
load, coal fired unit known as TC2, which will be jointly owned by KU and LG&E, together with the 
Illinois Municipal Electric Agency and the Indiana Municipal Power Agency, was approved by the 
Kentucky Commission in November 2005. 

Initial CCN applications for two transmission lines associated with the TC2 unit were approved by the 
Kentucky Commission in September 2005 and May 2006. One of those CCNs, for a line running from 
Jefferson County into Hardin County, was brought up for review to the Franklin Circuit Court by a group 
of landowners. In August 2006, KU, LG&E and the Kentucky Commission obtained dismissal of that 
action, on grounds that the landowners had failed to comply with the statutory procedures governing the 
action for review. That dismissal was appealed by the landowners to the Kentucky Court of Appeals, and 
in December 2007, that Court reversed the lower court’s dismissal and remanded the challenge of the CCN 
to the Franklin Circuit Court for further proceedings. KU, LG&E and the Kentucky Commission filed for 
reconsideration of the appellate court’s ruling, but those requests were denied in April 2008. KU and 
LG&E filed a motion for discretionary review with the Kentucky Supreme Court in May 2008, asking that 
Court to hear the matter and, ultimately, to reverse the Court of Appeals and uphold the Franklin Circuit 
Court’s dismissal, which motion has been opposed by the counter-parties. 

The referenced transmission lines are also subject to routine regulatory filings and require the acquisition 
of easements. All rights of way for one transmission line have been acquired. In April 2008, in 
proceedings involving the condemnation of an easement for a portion of the Jefferson County to Hardin 
County transmission line, a Meade County, Kentucky circuit court judge issued a ruling upholding the 
objections of two co-owners of the property crossed by the easement and dismissed that eminent domain 
proceeding pending the completion of the CCN appeal described above. KU and LG&E have filed 
responsive pleadings, including a motion to vacate that decision by the trial court and a procedural request 
with the Court of Appeals seeking expedited review on a petition to direct the circuit court to proceed with 
the eminent domain litigation. Additional condemnation proceedings involving other parcels of property 
to support this transmission line are also pending in neighboring Hardin County where three landowners 
have challenged KU’s and LG&E’s right to easements, on the same grounds cited by the Meade County 
court and other purported basis. In May and June 2008, the Hardin County Circuit Court issued rulings 
denying the dismissal motions, finding that KU and L,G&E had established their condemnation rights and 
granting judgment in favor of KU and LG&E. During July 2008, the landowners filed subsequent 
motions in Hardin Circuit Court seeking to further challenge KU’s and L,G&E’s condemnation right by 
asserting deficiencies in the air permit relating to the proposed TC2 generation unit. KU and LG&E 
continue to engage in settlement negotiations with the property owners. In a separate, further proceeding, 
certain landowners have filed a lawsuit in federal court against the U.S. Army, KU and LG&E alleging 
that the 1J.S. Army failed to comply with Section 106 of the National Historic Preservation Act in granting 
an easement across Fort Knox. KU and LG&E are working with the U.S. Army in defending against the 
claims. 

Merger Surcredit. In December 2007, KU submitted its plan to allow the merger surcredit to terminate as 
scheduled on June 30,2008, to the Kentucky Commission. In June 2008, the Kentucky Commission 

8 



issued an Order approving a settlement which provides for continuation of the merger surcredit for the 
period July 2008 through January 2009, which surcredits will terminate in connection with any new base 
rates to go into effect after January 2009. See Note 9, Subsequent Events. 

VDT. In accordance with the Kentucky Commission’s Order dated March 24,2006, the VDT will 
terminate in the first billing month after the filing for a change in base rates. As a result of KU’s filing of 
its application with the Kentucky Commission for an increase in base rates in July 2008, the VDT 
terminated with the first billing cycle in August 2008, subject to a final balancing adjustment in September 
2008. 

DSM. In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an 
order approving enhanced versions of the existing DSM programs along with the addition of several new 
cost effective programs. The total annual budget for these programs is approximately $26 million, an 
increase over the previous annual costs of approximately $10 million. In March 2008, the Kentucky 
Commission issued an Order approving the application, with minor modifications. KU and LG&E filed 
revised tariffs in April 2008, under authority of this Order, which were effective in May 2008. 

Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various RROs by the Electric 
Reliability Organization, which was authorized by the FERC to enforce compliance with such standards, 
including promulgating new standards. Failure to comply with mandatory reliability standards can subject 
a registered entity to sanctions, including potential fines of up to $1 million per day, as well as non- 
monetary penalties, depending upon the circumstances of the violation. KU is a member of the SERC, 
which acts as KU’s RRO. The SERC has assessed KU’s compliance with certain existing mitigation plans 
relating to two standards resulting from a prior RRO’s audit of various reliability standards, and the parties 
agreed in principle to a penalty of less than $1 million in June 2008. While KU believes itself to be in 
substantial compliance with the mandatory reliability standards, KU cannot predict the outcome of other 
analyses, including on-going SERC reviews relating to six additional standards, which may be conducted 
regarding compliance with particular reliability standards. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission as 
required by a previous Order. An adjustment to the depreciation rates is dependent on an order being 
received from the Kentucky Commission, the timing of which cannot currently be determined. A revised 
procedural schedule was issued in June 2008, but a hearing is not currently scheduled. In July 2008, KU 
filed a motion to consolidate the procedural schedule of the depreciation study with the application for a 
change in base rates. The Kentucky Commission has not yet ruled on the request. KTJ also filed the 
depreciation study with the Virginia Cornmission, but has not requested formal review and approval of the 
depreciation rates from the Virginia Commission. Such a review will take place either during KU’s next 
base rate case in Virginia or when KU makes a formal application to the Virginia Commission for 
approval of the proposed rates. 

Brownfield Development Rider Tariff. In March 2008, KU and LG&E received Kentucky Commission 
approval for a Brownfield Development Rider, which offers a discounted rate to electric customers who 
meet certain usage and location requirements, including taking new service at a brownfield site, as certi- 
fied by the appropriate Kentucky state agency. The rider would permit special contracts with such cus- 
tomers which provide for a series of declining partial rate discounts over an initial five-year period of a 
longer service arrangement. The tariff is intended to promote local economic redevelopment and efficient 
usage of utility resources by aiding potential reuse of vacant brownfield sites. 
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Real-Time Pricing. In December 2006, the Kentucky Commission issued an Order indicating that the 
EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards should not be 
adopted. However, five Kentucky Commission jurisdictional utilities were required to file real-time 
pricing pilot programs for their large commercial and industrial customers. KU developed a real-time 
pricing pilot for large industrial and commercial customers and filed the details of the plan with the 
Kentucky Commission in April 2007. In February 2008, the Kentucky Commission issued an Order 
approving the real-time pricing pilot program proposed by KU, for implementation within approximately 
eight months, for its large commercial and industrial customers. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave Virginia customers the ability to choose their electric supplier. 
Rates are capped at current levels through December 20 10. In April 2007, Virginia passed legislation 
terminating this competitive market and commencing re-regulation of utility rates in Virginia. The new act 
will end the cap on rates at the end of 2008, rather than through December 201 0, and end customer choice 
for most consumers in the applicable regions of the state. Thereafter, a hybrid model of regulation is 
expected to apply in Virginia, whereby utility rates would be reviewed every two years and a utility’s rate 
of return on equity shall not be set lower than the average of the rates of return for other regional utilities, 
with certain caps, floors or adjustments. The legislation was effective in July 2007, and also includes a 
10% nonbinding goal for renewable power generation by 2022, as well as incentives for new generation, 
including renewables. IJnder the legislation, KU retains an existing exemption from customer choice and 
other restructuring activities as applicable to KIJ’s limited service territory in Virginia. However, subject 
to future developments, KU may or may not undertake such a rate proceeding in the first six months of 
2009 based on calendar year 2008 financial data under the hybrid model of regulation, or make biennial 
rate filings with the Virginia Commission thereafter. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Commission on its own 
motion initiated a proceeding to establish interconnection and net metering guidelines in accordance with 
amendments to existing statutory requirements for net metering of electricity. The jurisdictional electric 
utilities and intervenors in this case are to present the proposed interconnection guidelines to the Kentucky 
Commission in September 2008. 

Note 3 - Financial Instruments 

Energy Trading and Risk Management Activities (non-hedging derivatives). KU conducts energy 
trading and risk management activities to maximize the value of power sales from physical assets it owns. 
Energy trading activities are principally forward financial transactions to hedge price risk and are 
accounted for on a mark-to-market basis in accordance with SFAS No. 133, as amended. 

No changes to valuation techniques for energy trading and risk management activities occurred during 
2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were made during both 
years. All contracts outstanding at June 30,2007, had a maturity of less than one year. There were no 
contracts outstanding at June 30,2008. Energy trading and risk management contracts are valued using 
Level 2, prices actively quoted for proposed or executed transactions or quoted by brokers or observable 
inputs other than quoted prices. 

Effective January 1,2008, KIJ adopted the required provisions of SFAS No. 157, excluding the exceptions 
related to nonfinancial assets and liabilities, which will be adopted effective January 1,2009, consistent 
with FASB Staff Position 157-2. 
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Note 4 - Pension and Other Postretirement Benefit Plans 

The following table provides the components of net periodic benefit cost for pension and other benefit 
plans: 

(in millions) 
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
Amortization of actuarial loss 
Amortization of transitional obligation 

Benefit cost 

Three Months Ended 
June 30, 

Other 
Pension Postretirement 
Benefits Benefits 
- 2008 -- 2007 2008 2007 

Six Months Ended 
June 30, 

Other 
Pension Postretirement 
Benefits Benefits 

200820072008 2007 

Net periodic benefit costs incurred by employees of KU are reflected in both utility plant on the balance 
sheets and in operating expense on the income statements. The above costs do not include allocations of 
net periodic benefit costs from affiliates whose employees provide services to KTJ. 

The pension plans are funded in accordance with all applicable requirements of the Employee Retirement 
Income Security Act of 1974 and the Internal Revenue Code. In March 2008, KU made contributions to 
other postretirement benefit plans of approximately $1 million. KU anticipates making fkther voluntary 
contributions in 2008 to fund the Voluntary Employee Beneficiary Association trusts to match the annual 
postretirement expense and funding the postretirement medical account under the pension plan up to the 
maximum amount allowed by law. See Note 9, Subsequent Events. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.’s direct parent, EUSIC, for each tax 
period. Each subsidiary of the consolidated tax group, including KTJ, calculates its separate income tax for 
each tax period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. JSU also files income tax returns in various state jurisdictions. With few 
exceptions, KU is no longer subject to US.  federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005,2006 and 2007 are 
under audit by the IRS with the 2007 return being examined under an IRS pilot program named 
“Compliance Assurance Process”. This program accelerates the IRS’s review to begin during the year 
applicable to the return and ends 90 days after the return is filed. 

KU adopted the provisions of FIN 48, Accounting for Uncertainty in Income Taxes, an Interpretation of 
SFAS No. Z09, effective January 1,2007. At the date of adoption, KU had less than $1 million of 
unrecognized tax benefits, primarily related to federal income taxes. If recognized, the amount of 
unrecognized tax benefits would reduce the effective income tax rate. Possible amounts of uncertain tax 
positions for KU that may decrease within the next 12 months total less than $1 million, and are based on 
the expiration of statutes during 2008. 

11 



The amount KU recognized as interest accrued related to unrecognized tax benefits in interest expense 
was less than $1 million at June 30,2008 and December 31,2007. The interest accrued is based on IRS 
and Kentucky Department of Revenue large corporate interest rates for underpayment of taxes. At the date 
of adoption, KU accrued less than $1 million in interest expense on uncertain tax positions. No penalties 
were accrued by KU upon adoption of FIN 48, or through June 30,2008. 

In June 2006, KU and LG&E filed a joint application with the U.S. Department of Energy (“DOE”) 
requesting certification to be eligible for investment tax credits applicable to the construction of TC2. In 
November 2006, the DOE and the IRS announced that KU and LG&E were selected to receive the tax 
credit. A final IRS certification required to obtain the investment tax credit was received in August 2007. 
In September 2007, KIJ received an Order from the Kentucky Commission approving the accounting of 
the investment tax credit. KU’s portion of the TC2 tax credit will be approximately $100 million over the 
construction period and will be amortized to income over the life of the related property beginning when 
the facility is placed in service. Based on eligible construction expenditures incurred, KU recorded 
investment tax credits of $10 million in each of the three-month periods ended June 30,2008 and 2007, 
respectively, and $13 million and $20 million during the six months ended June 30,2008 and 2007, 
respectively, decreasing current federal income taxes. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain 
environmental laws and demanded relief, including suspension or termination of the program. KU is 
monitoring, but is not currently a party to, this proceeding and is not able to predict the ultimate outcome 
of this matter. 

Note 6 - Short-Term and Long-Term Debt 

KU’s long-term debt includes $63 million classified as current liabilities ($30 million of which are 
currently being held by the Company as discussed below) because these bonds are subject to tender for 
purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain 
events. These bonds include Carroll County Series 2002 A and By Muhlenberg County Series 2002 A and 
Mercer County Series 2002 A. These bonds mature in 2032. The repurchased bonds include the Carroll 
County 2006 Series C and Mercer County 2000 Series A bonds. KU does not expect to pay these amounts 
in 2008. The average annualized interest rate for these bonds during the six months ended June 30,2008, 
was 2.05%. 

KIJ maintains a bilateral line of credit totaling $35 million which matures in June 2012. As of June 30, 
2008, there was no balance outstanding under this facility. 

Pollution control series bonds are obligations of KU issued in connection with tax-exempt pollution 
control revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan 
agreement obligates KU to make debt service payments to the county that equate to the debt service due 
from the county on the related pollution control revenue bonds. IJntil a series of financing transactions 
was completed during February 2007, the county’s debt was also secured by an equal amount of KU’s 
first mortgage bonds that were pledged to the trustee for the pollution control revenue bonds that match 
the terms and conditions of the county’s debt, but require no payment of principal and interest unless KU 
defaults on the loan agreement. Proceeds from bond issuances for environmental equipment (primarily 
related to the installation of FGDs) are held in trust pending expenditure for qualifying assets. At June 30, 
2008, KU had no bond proceeds in trust, and at December 3 1 , 2007, KU had $1 1 million of bond proceeds in 
trust, included in restricted cash in the balance sheets. 
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Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At June 30,2008, KU had 
an aggregate $333 million of outstanding pollution control indebtedness, of which $243 million is in the 
form of insured auction rate securities wherein interest rates are reset either weekly or every 35 days via 
an auction process. Beginning in late 2007, the interest rates on these insured bonds began to increase due 
to investor concerns about the creditworthiness of the bond insurers. In 2008, interest rates have continued 
to increase, and the Company has experienced “failed auctions” when there are insufficient bids for the 
bonds. When there is a failed auction, the interest rate is set pursuant to a formula stipulated in the 
indenture, which can be as high as 15%. During the six months ended June 30,2008 and 2007, the average 
rate on the auction rate bonds was 4.70% and 3.64%, respectively. The instruments governing these 
auction rate bonds permit KU to convert the bonds to other interest rate modes, such as various short-term 
variable rates, long-term fixed rates or intermediate-term fixed rates that are reset infrequently. In the first 
six months of 2008, the ratings of the Carroll County 2004 Series A bonds were downgraded from Aaa to 
A2 by Moody’s and from AAA to AA, and subsequently to A and then to BBB+, by S&P, and the Carroll 
County 2006 Series C bonds were downgraded from Aaa to A2 by Moody’s and from AAA to A-, and 
subsequently to RBB+, by S&P due to downgrades of the bond insurer. The ratings of the following bonds 
were downgraded from Aaa to Aa3 by Moody’s and from AAA to AA by S&P due to downgrades of the 
bond insurer: Mercer County 2000 Series A, Carroll County 2002 Series Cy Carroll County 2005 Series A 
and By Carroll County 2006 Series A and R, Carroll County 2007 Series A and Trimble County 2007 
Series A. 

In February 2008, KIJ issued a notice to bondholders of its intention to convert the Carroll County 2007 
Series A bonds and the Trimble County 2007 Series A bonds from the auction rate mode to a fixed interest 
rate mode, as permitted under the loan documents. These conversions were completed in April 2008, and 
the new rates on the bonds are 5.75% and 6.00%, respectively. 

In March 2008, KU issued notices to bondholders of its intention to convert the Carroll County 2006 
Series C bonds and the Mercer County 2000 Series A bonds from the auction rate mode to a weekly 
interest rate mode, as permitted under the loan documents. The Carroll County conversion was completed 
in April 2008, and the Mercer County conversion was completed in May 2008. In connection with these 
conversions, KU purchased the bonds from the remarketing agent. 

In June 2008, KU issued notices to bondholders of its intention to convert the Carroll County 2004 Series 
A bonds from the auction rate mode to a weekly interest rate mode, as permitted under the loan 
documents. The conversion was completed in July 2008. In connection with the conversion, KU 
purchased the bonds from the remarketing agent. See Note 9, Subsequent Events. 

As of June 30,2008, KU had repurchased bonds in the amount of $30 million. KU will hold some or all of 
such repurchased bonds until a later date, at which time KIJ may refinance, remarket or further convert 
such bonds. Uncertainty in markets relating to auction rate securities or steps KU has taken or may take to 
mitigate such uncertainty, such as additional conversion, subsequent restructurings or redemption and 
refinancing, could result in KU incurring increased interest expense, transaction expenses or other costs 
and fees or experiencing reduced liquidity relating to existing or future pollution control financing 
structures. 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds 
available to KU at market-based rates (based on highly rated commercial paper issues) of up to $400 
million. Details of the balances are as follows: 
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Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
June 30,2008 $400 $ 7 5  $325 2.43% 
December 3 1 , 2007 $400 $ 2 3  $377 4.75% 

E.ON U.S. maintains a revolving credit facility totaling $3 1 1 million at June 30,2008 and $1 50 million at 
December 3 1,2007, to ensure funding availability for the money pool. The revolving facility as of June 
30,2008, is split into two separate loans totaling $3 11 million. One facility, totaling $150 million, is with 
E.ON North America, Inc., while the second, totaling $16 1 million, is with Fidelia; both are affiliated 
companies. The facility as of December 3 1 , 2007, is with E.ON North America, Inc. The balances are as 
follows: 

Amount Balance Average 
($ in millions) Total Available Outstanding Available Interest Rate 
June 30,2008 $311 $220 $ 91 3.17% 
December 3 1,2007 $150 $ 62 $ 88 4.97% 

There were no redemptions of long-term debt year-to-date through June 30,2008, 

The issuance of long-term debt year-to-date through June 30,2008, is summarized below: 

($ in millions) Principal Secured/ 
Description Amount Unsecured Maturity 

2008 Due to Fidelia $75 5.85% Unsecured 2023 

Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not occurred 
in the current status of various commitments or contingent liabilities from that discussed in KU’s Annual 
Report for the year ended December 3 1 , 2007 (including in Notes 2 and 9 to the financial statements of 
KU contained therein). See the above-referenced notes in KU’s Annual Report regarding such 
commitments or contingencies. 

Qwensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commenced 
a suit now removed to the U.S. District Court for the Western District of Kentucky, against KU 
concerning a long-term power supply contract (the “OMU Agreement”) with KU. The dispute involves 
interpretational differences regarding issues under the OMU Agreement, including various payments or 
charges between KU and OMlJ and rights concerning excess power, termination and emissions 
allowances. The complaint seeks in excess of $6 million in damages in connection with one of its claims 
for periods prior to 2004, plus damages in an unspecified amount for later-occurring periods on that claim 
and for other claims. OMlJ has additionally requested injunctive and other relief, including a declaration 
that KU is in material breach of the contract. KTJ has filed an answer in this proceeding denying the OMlJ 
claims and presenting counterclaims and amended such filing in January 2007, to include further 
counterclaims alleging additional damages. During 2005, the FERC declined KU’s application to exercise 
exclusive jurisdiction on matters. In July 2005, the district court resolved a summary judgment motion 
made by KIJ in OMU’s favor, ruling that a contractual provision grants OMU the ability to terminate the 
contract without cause upon four years’ prior notice, for which ruling KU retains certain rights to appeal. 
A motion to reconsider that ruling is presently pending before the Court. In May 2006, OMU issued a 
notification of its intent to terminate the OMU agreement contract in May 2010, without cause, absent any 
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earlier relief which may be permitted by the proceeding. The parties have generally completed discovery 
proceedings and have filed various dispositive motions which are before the court. Among other matters 
before the court on summary judgment and potentially subject to ruling before trial is a dispute involving 
differences in the calculation of approximately $1 6 million in facilities charges under the OMU 
agreement. The parties are conducting certain settlement discussions, in parallel, including potential 
mediation. A trial date has been set for October 2008. The Company is currently unable to determine the 
final outcome of this matter. 

Construction Program. KU had approximately $280 million of commitments in connection with its 
construction program at June 30,2008. 

In June 2006, KU and LG&E entered into a construction contract regarding the TC2 project. The contract 
is generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, 
construction, commissioning, testing and delivery of the project, according to designated specifications, 
terms and conditions. The contract price and its components are subject to a number of potential 
adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. The contract also contains standard representations, covenants, indemnities, termination and 
other provisions for arrangements of this type, including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air 
permit issued for the TC2 baseload generating unit which was issued by the Kentucky Division for Air 
Quality in November 2005. The filing of the challenge did not stay the permit, so the Company was free to 
proceed with construction during the pendancy of the action. In June 2007, the state hearing officer 
assigned to the matter recommended upholding the air permit with minor revisions. In September 2007, 
the Secretary of the Kentucky Environmental and Public Protection Cabinet issued a final Order 
approving the hearing officer’s recomendation and upholding the permit. In September 2007, KU 
administratively applied for a permit revision to reflect minor design changes. In October 2007, the 
environmental groups submitted comments objecting to the draft permit revisions and, in part, attempting 
to reassert general objections to the generating unit. In January 2008, the Kentucky Division for Air 
Quality issued a final permit revision. The environmental groups did not appeal the finaI Order upholding 
the permit or file a petition challenging the permit revision by the applicable deadlines. However, in 
October 2007, the environmental groups filed a lawsuit in federal court seeking an order for the EPA to 
grant or deny their pending petition for the EPA to “veto” the state air permit and in April 2008, they filed 
a petition seeking veto of the permit revision. The Company is currently unable to determine the final 
outcome of this matter or the impact of an unfavorable determination upon the Company’s financial 
condition or results of operations. 

Environmental Matters. KU’s operations are subject to a number of environmental laws and regulations in 
each of the jurisdictions in which it operates, governing, among other things, air emissions, wastewater 
discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contamination and employee health and safety. 

Clean Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary 
sources of air emissions such as power plants. While the general regulatory framework for these programs 
is established at the federal level, most of the programs are implemented and administered by the states 
under the oversight of the EPA. The key Clean Air Act programs relevant to KU’s business operations are 
described below. 
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Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific 
data for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the 
public health and welfare with an extra margin for safety. These concentration levels are known as 
NAAQS. Each state must identify “nonattainment areas” within its boundaries that fail to comply with the 
NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails to develop 
an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency of the 
NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional 
reductions in SO2 and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP 
Call” rule requiring reductions in NOx emissions of approximately 85% from 1990 levels in order to 
mitigate ozone transport from the midwestern U S .  to the northeastern 1J.S. To implement the new federal 
requirements, Kentucky amended its SIP in 2002 to require electric generating units to reduce their NOx 
emissions to 0.15 pounds weight per MMBtu on a company-wide basis. In 2005, the EPA issued the 
CAIR which requires additional SO2 emission reductions of 70% and NOx emission reductions of 65% 
from 2003 levels. The CAIR provides for a two-phase cap and trade program, with initial reductions of 
NOx and SO2 emissions due by 2009 and 20 10, respectively, and final reductions due by 201 5. In 2006, 
Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal CAIR. 
Depending on the level of action determined necessary to bring local nonattainment areas into compliance 
with the new ozone and fine particulate standards, KU’s power plants are potentially subject to additional 
reductions in SO2 and NOx emissions. In March 2008, the EPA issued a revised NAAQS for ozone, which 
contains a more stringent standard than that contained in the previous regulation. At present, LG&E is 
unable to determine what, if any, additional requirements may be imposed to achieve compliance with the 
new ozone standard. 

In July 2008, a federal appeals court issued a ruling vacating the CAIR, which decision may be subject to 
rehearing or other subsequent proceedings. KU, LG&E and industry parties are monitoring these further 
proceedings. Depending upon the course of such matters, the CAIR could be superseded by new or 
revised NOx or SO;! regulations with different or more stringent requirements and SIPs which incorporate 
CAIR requirements could be subject to revision. KTJ is also reviewing aspects of its compliance plan 
relating to the CAIR, including scheduled or contracted pollution control construction programs. Finally, 
as discussed below, the current invalidation of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and KTJ’s and LG&E’s compliance plans relating thereto, 
due to the interconnection of the CAIR and CAIR-associated steps with such associated programs. At 
present, KU is not able to predict the outcomes of the legal and regulatory proceedings related to the 
CAIR and whether such outcomes could have a material effect on the Company’s financial or operational 
conditions. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to Congress 
identifLing mercury emissions from coal-fired power plants as warranting further study. In 2005, the EPA 
issued the CAMR establishing mercury standards for new power plants and requiring all states to issue 
new SIPs including mercury requirements for existing power plants. The EPA issued a model rule which 
provides for a two-phase cap and trade program with initial reductions due by 2010 and final reductions 
due by 201 8. The CAMR provides for reductions of 70% from 2003 levels. The EPA closely integrated 
the CAMR and CAIR programs to ensure that the 2010 mercury reduction targets would be achieved as a 
“co-benefit” of the controls installed for purposes of compliance with the CAIR. 
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In February 2008, a federal appellate court issued a decision vacating the CAMR. The parties are currently 
evaluating the possibility of seeking review in the U.S. Supreme Court. Depending on the final outcome of 
the pending appeal, the CAMR could be superceded by new mercury reduction rules with different or 
more stringent requirements. Kentucky has subsequently proposed to repeal the corresponding state 
mercury regulations. At present, KLJ and LG&E are not able to predict the outcomes of the legal and 
regulatory proceedings related to the CAMR and whether such outcomes could have a materia1 effect on 
the Companies’ financial or operational conditions. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade 
program to reduce SO:! emissions from power plants that were thought to contribute to “acid rain” 
conditions in the northeastern US.  The 1990 amendments also contained requirements for power plants to 
reduce NOx emissions through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress 
toward preventing future impairment and remedying any existing impairment of visibility in those areas. 
In 2005, the EPA issued its CAVR detailing how the Clean Air Act’s BART requirements will be applied 
to facilities, including power plants, built between 1962 and 1974 that emit certain levels of visibility 
impairing pollutants. Under the final rule, as the CAIR will result in more visibility improvement than 
BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of controls 
that would otherwise be required by BART. The final rule has been challenged in the courts. 
Additionally, because the regional haze SIPs incorporate certain CAIR requirements, the final outcome of 
the challenge to CAIR could potentially impact regional haze SIPs. See “Ambient Air Quality” above for 
a discussion of CAIR-related uncertainties. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized 
emissions on a company-wide basis and do not require installation of pollution controls on every 
generating unit. Under cap and trade programs, companies are free to focus their pollution control efforts 
on plants where such controls are particularly efficient and utilize the resulting emission allowances for 
smaller plants where such controls are not cost effective. KU met its Phase I SO2 requirements primarily 
through installation of FGD equipment on Ghent Unit 1. KU’s strategy for its Phase I1 SO:! requirements, 
which commenced in 2000, includes the installation of additional FGD equipment, as well as using 
accumulated emission allowances and fuel switching to defer certain additional capital expenditures. In 
order to achieve the NOx emission reductions and associated obligations, KU installed additional NOx 
controls, including SCR technology, during the 2000 to 2007 time period at a cost of $220 million. In 
2001, the Kentucky Commission granted approval to recover the costs incurred by KU for these projects 
through the environmental surcharge mechanism. Such monthly recovery is subject to periodic review by 
the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital expenditures 
totaling approximately $880 million during the 2008 through 2010 time period for pollution controls, 
including FGD and SCR equipment, and additional operating and maintenance costs in operating such 
controls. In 2005, the Kentucky Cornmission granted approval to recover the costs incurred by KU for 
these projects through the ECR mechanism. Such monthly recovery is subject to periodic review by the 
Kentucky Commission. KU believes its costs in reducing SOZ, NOx and mercury emissions to be 
comparable to those of similarly situated utilities with like generation assets. KU’s compliance plans are 
subject to many factors including developments in the emission allowance and fuels markets, future 
legislative and regulatory enactments, legal proceedings and advances in clean air technology. KU will 
continue to monitor these developments to ensure that its environmental obligations are met in the most 

17 



efficient and cost-effective manner. See “Ambient Air Quality” above for a discussion of CAIR-related 
uncertainties. 

Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 
37 industrialized countries to undertake substantia1 reductions in GHG emissions. The 1J.S. has not ratified 
the Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the 
federal level. Legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have 
adopted their own GHG emission reduction programs. Such programs have been adopted in various states 
including 1 1 northeastern tJ.S. states and the District of Columbia under the Regional GHG Initiative 
program and California. Substantial efforts to pass federal GHG legislation are ongoing. In April 2007, the 
1J.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the Clean Air Act. KIJ is 
monitoring ongoing efforts to enact GHG reduction requirements at the state and federal level and is 
assessing potential impacts of such programs and strategies to mitigate those impacts. KIJ is unable to 
predict whether mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, KU could be substantially impacted by programs requiring 
mandatory reductions in GHG emissions, although the precise impact on the operations of KU, including 
the reduction targets and deadlines that would be applicable, cannot be determined prior to the enactment 
of such programs. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had 
violated certain provisions of the Clean Air Act’s new source review rules relating to work performed in 
1997, on a boiler and turbine at KU’s E. W. Brown generating station. In December 2006, the EPA issued 
a second NOV alleging the Company had exceeded heat input values in violation of the air permit for the 
unit. In March 2007, the U.S. Department of Justice filed a complaint in federal court in Kentucky 
alleging the same violations specified in the prior NOVs. The complaint seeks civil penalties, including 
potential per-day fines, remedial measures and injunctive relief. In April 2007, KU filed an answer in the 
civil suit denying the allegations. In July 2007, the court entered a schedule providing for a July 2009 date 
for trial. The parties are currently proceeding with discovery while concurrently engaged in active 
settlement negotiations. A $3 million accrual has been recorded based on the current status of those 
discussions, however, KU cannot determine the overall outcome or potential effects of these matters, 
including whether substantial fines, penalties or remedial measures may result, which could be in excess 
of the amount reserved. Also of uncertain potential effect, if any, is the invalidation of the CAIR on the 
progress or content of settlement discussions. See “Ambient Air Quality” above for a discussion of 
CAIR-related uncertainties. 

Section I I4 Requests. In August 2007, the EPA issued administrative information requests under Section 
1 14 of the Clean Air Act requesting new source review-related data regarding certain projects undertaken 
at LG&E’s Mill Creek 4 and Trimble County 1 generating units and KU’s Ghent 2 generating unit. The 
Companies have complied with the information requests and are not able to predict further proceedings in 
this matter at this time. 

Ghent Opacity NOT/. In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act’s operating rules relating to opacity during June and July of 2007 at Units 
1 and 3 of KIJ’s Ghent generating station. The parties have met on this matter and KIJ has received no 
further communications from the EPA. KtJ is not able to estimate the outcome or potential effects of these 
matters, including whether substantial fines, penalties or remedial measures may result. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various state or 
local regulatory agencies and state and federal courts regarding matters involving compliance with 
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applicable environmental laws and regulations. Such matters include liability under the Comprehensive 
Environmental Response, Compensation and Liability Act for cleanup at various off-site waste sites and 
ongoing claims regarding GHG emissions from KU’s generating stations. Based on analysis to date, the 
resolution of these matters is not expected to have a material impact on the operations of KIJ. 

Note 8 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. Transactions 
between KU and E.ON U.S. subsidiaries are eliminated upon consolidation of E.ON U.S. Transactions 
between KU and E.ON subsidiaries are eliminated upon consolidation of E.ON. These transactions are 
generally performed at cost and are in accordance with the FERC regulations under PlJHCA 2005 and the 
applicable Kentucky Commission and Virginia Commission regulations. The significant related party 
transactions are disclosed below. 

Electric Purchases 

KU and L,G&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating 
revenues and purchased power operating expense. KU intercompany electric revenues and purchased 
power expense were as follows: 

Three Months Ended Six Months Ended 

(in millions) 2008 2007 2008 - 2007 
Electric operating revenues from LG&E $14 $ 8  $29 $26 

June 30, June 30, 

Purchased power from LG&E 25 23 51 53 

Interest Charges 

See Note 6, Short-Term and Long-Term Debt, for details of intercompany borrowing arrangements. 
Intercompany agreements do not require interest payments for receivables related to services provided 
when settled within 30 days. 

KU’s intercompany interest expense was as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Three Months Ended 
June 30, 

2008 2007 
$ -  $ 2  
13 8 

Six Months Ended 
June 30, 

2008 2007 
$ 1  $ 3  
25 15 

Other Intercompany Billings 

E.ON U.S. Services provides KU with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U.S. on behalf of KU, labor and burdens of 
E.ON U.S. Services employees performing services for KU, coal purchases and other vouchers paid by 
E.ON U.S. Services on behalf of KU. The cost of these services is directly charged to KU, or far general 
costs which cannot be directly attributed, charged based on predetermined allocation factors, including the 
following ratios: number of customers, total assets, revenues, number of employees and other statistical 
information. These costs are charged on an actual cost basis. 
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In addition, KU and LG&E provide services to each other and to E.ON U.S. Services. Billings between 
KU and LG&E relate to labor and overheads associated with union employees performing work for the 
other utility, charges related to jointly-owned generating units and other miscellaneous charges. Billings 
from KU to E.ON U.S. Services relate to cash received by E.ON [JS. Services on behalf of KU, primarily 
tax settlements, and other payments made by KIJ on behalf of other non-regulated businesses which are 
reimbursed through E.ON U.S. Services. 

Intercompany billings to and from KTJ were as follows: 

Three Months Ended Six Months Ended 

(in millions) go8 2007 2008 2007 
E.ON US.  Services billings to KU $72  $210 $111 $3 80 

June 30, June 30, 

KU billings to LG&E 14 8 37 22 
LG&E billings to KU 4 23 5 33 
KTJ billings to E.ON U.S. Services 1 33 2 35 

In June 2008, LG&E transferred assets related to Trimble County TJnit 2 with a net book value of $10 
million to KIJ. 

In March and June 2008, KU received capital contributions from its common shareholder, E.ON US., in 
the amounts of $25 million and $50 million, respectively. 

Note 9 - Subsequent Events 

On July 3,2008, KU made contributions to other postretirement benefit plans of approximately $1 
million. 

On July 16,2008, the Carroll County 2004 Series A bonds were converted from an auction rate mode to a 
weekly interest rate mode. In connection with the conversion, KIJ purchased the bonds from the 
remarketing agent. 

On July 23,2008, a cooling tower associated with KTJ’s 510 Mw Ghent 2 generating unit suffered a 
partial structural collapse rendering such unit generally inoperable for an estimated three-week period. KIJ 
is analyzing various options and the costs thereof regarding replacement power for the temporary and 
permanent repair of such facilities, as well as effects on excess or wholesale power sales and purchases. 

On July 25,2008, KU borrowed $50 million from Fidelia for a period of 10 years at a fixed rate of 6.16%. 
The loan is unsecured. 

On July 29,2008, KU filed an application with the Kentucky Commission for an increase in base rates of 
approximately 2.0% or $22 million annually. KU has requested the increase based on the twelve month 
test year ended April 30,2008. KU requested new base rates to become effective on and after September 
1 , 2008. In conjunction with filing of the application for a change in base rates, based on previous Orders 
by the Kentucky Commission approving settlement agreements among all interested parties, the VDT 
terminated in August 2008, and the merger surcredit will terminate upon the implementation of new base 
rates. lJnder Kentucky Commission practice, new rates will most likely be suspended an additional five 
months with an effective date on and after February 1 , 2009, subject to refund if an order is not issued by 
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such time. The rate review proceeding, which will likely involve opposition filings by intervenors or other 
third-parties, should be completed in early 2009, subject to a number of factors. 
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Management's Discussion and Analysis of Financial Condition and Results of Operations 

General 

The following discussion and analysis by management focuses on those factors that had a material effect on 
KU's financial results of operations and financial condition during the three and six month periods ended 
June 30, 2008, and should be read in connection with the financial statements and notes thereto. 

Some of the following discussion may contain forward-looking statements that are subject to certain risks, 
uncertainties and assumptions. Such forward-looking statements are intended to be identified in this 
document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" and similar 
expressions. Actual results may vary materially. Factors that could cause actual results to differ materially 
include: general economic conditions; business and competitive conditions in the energy industry; changes in 
federal or state legislation; unusual weather; actions by state or federal regulatory agencies; and other factors 
described from time to time in the Company's reports, including the Annual Report for the year ended 
December 3 1 , 2007. 

Executive Summary 

Business 

KIJ, incorporated in Kentucky in 19 12 and in Virginia in 199 1 , is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. As 
of December 3 1 , 2007, KU provided electricity to approximately 506,000 customers in 77 counties in 
central, southeastern and western Kentucky, to approximately 30,000 customers in 5 counties in 
southwestern Virginia and 5 customers in Tennessee. KIJ's service area covers approximately 6,600 
square miles. KU's coal-fired electric generating stations produce most of KU' s electricity. The remainder 
is generated by a hydroelectric power plant and natural gas and oil fueled combustion turbines. In 
Virginia, KU operates under the name Old Dominion Power Company. KU also sells wholesale electric 
energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.0N U.S., an indirect wholly-owned subsidiary of E.ON, a German 
corporation, making KU an indirect wholly-owned subsidiary of E.ON. KIJ's affiliate, LG&E, is a 
regulated public utility engaged in the generation, transmission, distribution and sale of electric energy 
and the distribution of natural gas in Kentucky. 

In July 2008, KU filed an application with the Kentucky Commission requesting increases in base electric 
rates of approximately 2.0% or $22 million annually. In conjunction with filing of the application for a 
change in base rates, based on previous Orders by the Kentucky Commission approving settlement 
agreements among all interested parties, the VDT terminated in August 2008, and the merger surcredit 
will terminate upon the implementation of new base rates. The termination of the VDT and merger 
surcredit will result in a $16 million increase in revenues annually. These proceedings should be 
completed in early 2009. 

Environmental Matters 

Protection of the environment is a major priority for KU. Federal, state and local regulatory agencies have 
issued KU permits for various activities subject to air quality, water quality and waste management laws 
and regulations. See Note 7 of Notes to Financial Statements for more information. 
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Results of ODerations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. 

Three Months Ended June 30,2008, Compared to 
Three Months Ended June 30,2007 

Net Income 

Net income for the three months ended June 30,2008, decreased $7 million compared to the same period 
in 2007. The decrease was primarily the result of increased operating expense ($26 million) and increased 
interest expense ($3 million), partially offset by increased electric revenues ($15 million) and lower 
income taxes ($7 million). 

Revenues 

Revenues increased $15 million in the three months ended June 30,2008, primarily due to: 
Increased ECR surcharge ($10 million) due to increased recoverable capital spending 
Increased wholesale sales ($9 million) due to increased volumes and increased wholesale market 
pricing 
Increased fuel costs ($7 million) billed to customers through the FAC due to increased fuel prices 
Increased demand side management cost recovery ($2 million) due to additional conservation 
programs 
Decreased sales volumes to native load ($13 million) due in part to a 3 1 % decrease in cooling degree 
days 

0 

0 

0 

0 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or 
decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the approval of the 
Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $3 million in the three months ended June 30,2008, primarily due to 
increased contract and spot market pricing for coal and natural gas due to increased transportation costs. 

Power purchased expense increased $9 million in the three months ended June 30,2008, primarily due to: 

0 

0 

Increased pricing on purchases ($7 million) and higher demand payments ($2 million) 
Increased volumes purchased ($2 million) related to intercompany purchases 
Decreased volumes purchased for native load ($2 million) due to increased internal generation 

Other operation and maintenance expense increased $12 million in the three months ended June 30,2008, 
primarily due to increased other operation expense ($8 million) and increased maintenance expense ($4 
million). 

Other operation expense increased $8 million in the three months ended June 30,2008, primarily due to: 

0 

0 

0 

Increased demand side management conservation expense ($2 million) due to additional 
conservation programs 
Increased contract labor and material costs for outages ($2 million) 
Increased outside services ($1 million) due to higher outside counsel expense 
Increased generation expense ($1 million) due to increased outages 
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0 Increased 40 1 k, medical insurance and FICA expense ($1 million) 
0 Increased research and development expense ($1 million) 

Maintenance expense increased $4 million in the three months ended June 30,2008, primarily due to: 
Increased electric and boiler maintenance ($3 million) due to higher cost of outside contractors and 
materials 
Increased steam plant maintenance ($1 million) due to increased generation and consumables prices 

Interest expense, including interest expense to affiliated companies, increased $3 million in the three 
months ended June 30,2008, primarily due to increased interest expense to affiliated companies due to 
increased borrowing. 

Effective Rate 
Statutory federal income tax rate ............................................... 
State income taxes net of federal benefit ................................... 
Amortization of investment tax credits ..................................... 
EEI dividend .............................................................................. 
Other differences ....................................................................... 
Effective income tax rate ........................................................... 

Three Months 
Ended 

June 30,2008 

Three Months 
Ended 

June 30,2007 

The effective income tax rate decreased for the three months ended June 30,2008, compared to the three 
months ended June 30,2007. State income taxes net of federal benefit decreased due to an increase in 
state coal credits. Also contributing to the lower effective rate were the tax benefits associated with 
increased dividends received from EEI. 

Six Months Ended June 30,2008 Compared to 
Six Months Ended June 30,2007 

Net Income 

Net income for the six months ended June 30,2008, decreased $6 million compared to the same period in 
2007. The decrease was primarily the result of increased operating expense ($61 million) and increased 
interest expense ($8 million), partially offset by increased electric revenues ($50 million), lower income 
taxes ($10 million) and higher other income ($3 million). 

Revenues 

Revenues in the six months ended June 30,2008, increased $50 million primarily due to: 
0 

0 

0 

0 

Increased ECR surcharge ($24 million) due to increased recoverable capital spending 
Increased fuel costs ($22 million) biIled to customers through FAC due to increased fuel prices 
Increased wholesale sales ($7 million) due to increased wholesale market pricing 
Increased demand side management cost recovery ($2 million) due to additional conservation 
programs 
Decreased sales volumes delivered to native load ($5 million) resulting in part from a 34% decrease 
in cooling degree days 
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Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or 
decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the approval of the 
Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $16 million in the six months ended June 30,2008, primarily due to: 
Increased generation ($9 million) due to increased wholesale sales 
Increased contract and spot market pricing for coal and natural gas ($7 million) due to increased 
transportation costs 

Power purchased expense increased $20 million in the six months ended June 30,2008, primarily due to: 
Increased cost per mWh of purchases ($16 million) due to increased purchases and increased fuel 
prices 
Increased costs ($4 million) due to intercompany purchases 

Other operation and maintenance expense increased $20 million in the six months ended June 30,2008, 
primarily due to increased other operation expense ($7 million) and increased maintenance expense ($13 
million). 

Other operation expense increased $7 million in the six months ended June 30,2008, primarily due to: 
Increased generation and transmission expense ($3 million) due to increased outages and 

Increased demand side management conservation expense ($2 million) due to additional 

Increased outside services ($1 million) due to higher outside counsel expense 
Increased expense for uncollectible accounts ($1 million) 

transmission expense for native load 

conservation programs 
' 

Maintenance expense increased $13 million in the six months ended June 30,2008, primarily due to: 
Increased electric and boiler maintenance expense ($4 million) due to higher cost of outside 

Increased distribution expense ($3 million) due to increased storm restoration 
Increased overhead conductor and devices maintenance expense ($3 million) 
Increased overhead line and vegetation management expense ($2 million) due to increased storm 

Increased maintenance supervision and engineering expense ($1 million) due to engineering 

contractors and materials 

restoration 

consulting and testing costs for new projects in 2008 

Interest expense, including interest expense to affiliated companies, increased $8 million in the six months 
ended June 30,2008, primarily due to increased interest expense to affiliated companies due to increased 
borrowing. 
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Six Months 
Ended 

June 30,2008 
Effective Rate 
Statutory federal income tax rate ............................................... 35.0% 
State income taxes net of federal benefit ................................... 2.8 
Amortization of investment tax credits (0.2) 
EEI dividend (4.6) 
Other differences (2.8) 
Effective income tax rate ........................................................... 30.2% 

..................................... 
.............................................................................. 

....................................................................... 

Six Months 
Ended 

June 30,2007 

The effective income tax rate decreased for the six months ended June 30,2008, compared to the six 
months ended June 30,2007. State income taxes net of federal benefit decreased due to an increase in 
state coal credits. Also contributing to the lower effective rate were the tax benefits associated with 
increased dividends received from EEI. 

Liquidity and Capital Resources 

KU uses net cash generated from its operations and external financing (including financing from affiliates) 
to fund construction of plant and equipment and the payment of dividends. KU believes that such sources 
of funds will be sufficient to meet the needs of its business in the foreseeable future. 

Operating Activities 

Cash provided by operations was $187 million and $147 million for the six months ended June 30,2008 
and 2007, respectively. 

The 2008 increase of $40 million was primarily the result of increases in cash due to changes in: 
Prepayments and other current assets ($20 million) due to income tax deposits exceeding the 
liabilities accrued 
Accounts receivable ($20 million) 
FAC receivable, net ($15 million) 
Other ($14 million) 
Pension funding ($13 million) due to higher pension funding in 2007 
Other current liabilities ($1 million) 

These increases were partially offset by cash provided by changes in: 
Accounts payable ($16 million) 
Earnings, net of non-cash items ($15 million) 

* Materials and supplies ($12 million) 

Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Capital 
expenditures were $360 million and $3 19 million in the six months ended June 30,2008 and 2007, 
respectively. Net cash used for investing activities increased $17 million in the six months ended June 30, 
2008, compared to 2007, primarily due to increased capital expenditures of $41 million and an asset 
transferred from an affiliate of $10 million. The change in restricted cash increased $34 million and 
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represents the escrowed proceeds of the Pollution Control Bonds issued which were disbursed as 
qualifying costs were incurred. 

Financing Activities 

Net cash inflows from financing activities were $ I72 million and $ I95 million in the six months ended 
June 30, 2008 and 2007, respectively. Net cash provided by financing activities decreased $23 million in 
the six months ended June 30,2008 compared to 2007, due to decreased long-term borrowings from 
affiliated company of $1 03 million, the issuance of pollution control bonds of $81 million in 2007 and the 
reacquisition of bonds in the amount of $30 million, partially offset by the retirement of first mortgage 
bonds of $107 million in 2007, increased additional paid-in capital of $75 million and increased short- 
term borrowings from affiliated company of $9 million. 

See Note 6 of Notes to Financial Statements for information of redemptions, maturities and issuances of 
long-term debt. 

Future Capital Requirements 

KU expects its capital expenditures for the three year period ending December 31,2010, to total 
approximately $1,465 million, consisting primarily of construction estimates for installation of FGDs on 
Ghent and Brown units totaling approximately $425 million, construction of TC2 totaling approximately 
$360 million, the Brown ash pond totaling approximately $40 million, a customer care system totaling 
approximately $25 million and on-going construction related to generation and distribution assets. 

Future capital requirements may be affected in varying degrees by factors such as electric energy demand 
load growth, changes in construction expenditure levels, rate actions by regulatary agencies, new 
legislation, changes in commodity prices and labor rates, changes in environmental regulations and other 
regulatory requirements. KU anticipates funding future capital requirements through operating cash flow, 
debt and/or infusions of capital from its parent. 

KU has a variety of funding alternatives available to meet its capital requirements. KU participates in an 
intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds of up to $400 million 
available to KU at market-based rates. Fidelia also provides long-term intercompany funding to KU. See 
Note 6 of Notes to Financial Statements. 

KU’s construction program is designed to ensure that there will be adequate capacity and reliability to 
meet the electric needs of its service area and to comply with environmental regulations. These needs are 
continually being reassessed and appropriate revisions are made, when necessary, in construction 
schedules. Future capital requirements may be affected in varying degrees by factors such as electric 
energy demand load growth, changes in construction expenditure levels, rate actions by regulatory 
agencies, new legislation, market entry of competing electric power generators, changes in commodity 
prices and labor rates, changes in environmental regulations and other regulatory requirements. See Note 7 
of Notes to Financial Statements for current commitments. KU anticipates funding future capital 
requirements through operating cash flow, debt and/or infusions of capital from its parent. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and the 
FERC authorize the issuance of short-term debt while the Kentucky Commission, the Virginia 
Commission and the Tennessee Regulatory Authority authorize the issuance of long-term debt. In 
November 2007, KU received a two-year authorization from the FERC to borrow up to $400 million in 
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short-term funds. KU also has authorization from the Virginia Commission that expires at the end of 2009 
allowing short-term borrowing of up to $400 million. 

KTJ's debt ratings as of June 30,2008, were: 
Moody' s s&p 

Issuer rating 
Corporate credit rating 

A2 - 
- BBB+ 

These ratings reflect the views of Moody's and S&P. A security rating is not a recommendation to buy, 
sell or hold securities and is subject to revision or withdrawal at any time by the rating agency. See Note 6 
of Notes to Financial Statements for a discussion of recent downgrade actions related to the pollution 
control revenue bonds caused by a change in the rating of the entity insuring those bonds. 

Controls and Procedures 

The Company is responsible for establishing and maintaining adequate internal control over financial 
reporting. Internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles. A company's internal control over 
financial reporting includes those policies and procedures that pertain to the maintenance of records that, 
in reasonable detail, accurately and fairIy reflect the transactions and dispositions of the assets of the 
company; provide reasonable assurance that transactions are recorded as necessary to permit preparation 
of financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and 
directors of the company; and provide reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition, use, or disposition of the company's assets that could have a material effect on 
the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk 
that controls may become inadequate because of changes in conditions, or that the degree of compliance 
with the policies or procedures may deteriorate. 

The Company has assessed the effectiveness of its internal control over financial reporting as of December 
3 1,2007. In making this assessment, the Company used the criteria set forth by the Committee of 
Sponsoring Organizations of the Treadway Commission in Internal Control - Integrated Framework . The 
Company has concluded that, as of December 3 1,2007, the Company's internal control over financial 
reporting was effective based on those criteria. There has been no change in the Company's internal 
control over financial reporting that occurred during the six months ended June 30,2008, that has 
materially affected, or is reasonably likely to materially affect, the Company's internal control over 
financial reporting. 

I 

KU is no longer subject to the internal control and other requirements of the Sarbanes-Oxley Act of 2002 
and associated rules (the "Act") and consequently has not issued Management's Report on Internal 
Controls over Financial Reporting pursuant to Section 404 of the Act. 
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Legal Proceedings 

For a description of the significant legal proceedings involving KU, reference is made to the information 
under the following captions of KU’s Annual Report for the year ended December 3 1 , 2007: Business, 
Risk Factors, Legal Proceedings, Management’s Discussion and Analysis, Financial Statements and Notes 
to Financial Statements. Reference is also made to the matters described in Notes 2 and 7 of this quarterly 
report. Except as described in this quarterly report, to date, the proceedings reported in KU’s Annual 
Report have not materially changed. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other governmental 
proceedings arise against KU. To the extent that damages are assessed in any of these lawsuits, KU 
believes that its insurance coverage is adequate. Management, after consultation with legal counsel, does 
not anticipate that liabilities arising out of other currently pending or threatened lawsuits and claims will 
have a material adverse effect on KU’s financial position or results of operations. 
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Financial Statements (Unaudited) 

Kentucky Utilities Company 
Statements of lncome 

(Unaudited) 
(Millions of $) 

Three Months Ended 
March 3 1, 

2008 - 2007 
OPERATING REVENUES: 

Total operating revenues .................................................... 
OPERATING EXPENSES: 

Power purchased ..................................................................... 
Fuel for electric generation ..................................................... 

Other operation and maintenance expenses ............................ 
Depreciation and amortization ................................................ 

Total operating expenses .................................................... 
OPERATING INCOME ......................................................... 
Other expense (income) - net .................................................. 
Interest expense (Notes 3 and 6) ............................................. 
Interest expense to affiliated companies (Note 8) ................... 
INCOME BEFORE INCOME TAXES .................................. 
Federal and state income taxes (Note 5) ................................. 
NET INCOME ........................................................................ 

$, 352 

123 109 
56 45 
66 59 
32 28 

277 24 1 

75 75 

(9) (6) 
4 5 

12 7 

68 69 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(Unaudited) 

(Millions of 9) 

Three Months Ended 
March 31, 

2008 - 2007 - 
$ 870 Balance at beginning of period ................................................ 

Balance at end of period .......................................................... 

$1,037 
.............................................................................. 46 45 

w u  
Net income 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

ASSETS 

Current assets: 
Cash and cash equivalents ....................................................................... 
Restricted cash ......................................................................................... 
Accounts receivable . less reserves of $2 million 

as of March 3 1. 2008 and December 3 1. 2007 ................................... 
Accounts receivable from affiliated companies (Note 8) ......................... 
Materials and supplies: 

Fuel (predominantly coal) .................................................................. 
Other materials and supplies ............................................................... 

Prepayments and other current assets ...................................................... 
Total current assets .............................................................................. 

Other property and investments ............................................................... 

Utility plant: 
At original cost ........................................................................................ 
Less: reserve for depreciation ................................................................. 

Net utility plant ................................................................................... 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits ................................................... 

Cash surrender value of key man life insurance ...................................... 
Other ................................................................................................... 

Other assets .............................................................................................. 
Total deferred debits and other assets ................................................. 

Total assets .............................................................................................. 

March 3 1. 
- 2008 

$ -  
6 

162 
1 

37 
34 

4 
244 

29 

5 ,  100 
1. 648 
3.452 

28 
78 
37 
12 

155 

3.880 

December 3 1. 
2007 

$ -  
1 1  

172 
17 

42 
34 
12 

288 

29 

4. 939 
1.622 
3. 317 

28 
86 
37 
11 

162 

$3.796 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of $) 

LIABILITIES AND EQUITY 

Current liabilities: 
Current portion of long-term debt (Note 6) ................................................ 
Notes payable to affiliated companies (Notes 6 and 8) ............................. 

Accounts payable to affiliated companies (Note 8) .................................. 
Customer deposits ...................................................................................... 
Accrued income taxes ................................................................................ 
Other current liabilities ............................................................................... 

Total current liabilities .......................................................................... 

Accounts payable ....................................................................................... 

Long-term debt: 

Long-term debt to affiliated company (Notes 6 and 8) ............................. 
Total long-term debt .............................................................................. 

Long-term debt (Note 6) ............................................................................ 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 5) ............................................ 
Accumulated provision for pensions and related benefits (Note 4) .......... 
Investment tax credit (Note 5) .................................................................... 
Asset retirement obligation ........................................................................ 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ........................................ 
Deferred income taxes - net .................................................................. 
Other ...................................................................................................... 

Other liabilities ........................................................................................... 
Total deferred credits and other liabilities ............................................. 

Common equity: 
Common stock. without par value . 

Authorized 80.000. 000 shares. outstanding 37. 8 17. 878 shares ........... 
Additional paid-in capital ........................................................................... 

Retained earnings ....................................................................................... 
Undistributed subsidiary earnings .............................................................. 

Total retained earnings .......................................................................... 
Total common equity ............................................................................ 

Total liabilities and equity .......................................................................... 

March 3 1. 
2008 

$ 33 
50 

146 
29 
20 
19 
22 

319 
.. 

300 
93 1 

1.23 1 
.. 

28 1 
84 
58 
31 

314 
21 
12 
23 

824 

308 
115 

1. 062 
21 

1. 083 
1. 506 

December 3 1. 
2007 

$ 33 
23 

160 
48 
20 

28 
312 

300 
. 931 

1.23 1 

285 
83 
55 
30 

310 
22 
10 
23 

818 

308 
90 

1. 016 
21 

1. 037 
1. 435 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ............................................................................................ 
Items not requiring cash currently: 

Depreciation and amortization ....................................................... 
lnvestment tax credit ...................................................................... 
Other .............................................................................................. 

Accounts receivable ....................................................................... 
Material and supplies ..................................................................... 
Accounts payable ........................................................................... 
Accrued income taxes .................................................................... 
Prepayments and other current assets ............................................ 
Other current liabilities .................................................................. 

Pension and postretirement funding ....................................................... 

Other ...................................................................................................... 
Net cash provided by operating activities ...................................... 

Changes in current assets and liabilities: 

Fuel adjustment clause receivable, net ................................................... 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ...................................................................... 
Change in restricted cash ....................................................................... 

Net cash used for investing activities ............................................. 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement of first mortgage bonds (Note 6) ......................................... 
Issuance of pollution control bonds ....................................................... 
Additional paid-in capital ....................................................................... 
Long-term borrowings fiom affiliated company (Note 8) ..................... 
Short-term borrowings from affiliated company (Note 6) 
Repayment of short-term borrowings from affiliated company 
(Note 6) ................................................................................................. 

Net cash provided by in financing activities .................................. 

CHANGE IN CASH AND CASH EQUIVALENTS ................................. 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD ..... 

CASH AND CASH EQUIVALENTS AT END OF PERIOD ................... 

For the Three Months Ended 
March 3 1, 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Notes to Financial Statements 

(Unaudited) 

Note 1 - General 

The unaudited financial statements include the accounts of the Company. KU’s common stock is wholly- 
owned by E.ON U.S., an indirect wholly-owned subsidiary of E.ON. In the opinion of management, the 
unaudited interim financial statements include all adjustments, consisting only of normal recurring 
adjustments, necessary for a fair statement of financial position, results of operations, retained earnings 
and cash flows for the periods indicated. Certain information and footnote disclosures normally included 
in financial statements prepared in accordance with generally accepted accounting principles have been 
condensed or omitted, although the Company believes that the disclosures are adequate to make the 
information presented not misleading. These unaudited financial statements and notes should be read in 
conjunction with the Company’s annual report for the year ended December 3 1 , 2007, including 
management’s discussion and analysis and the audited financial statements and notes therein. . 

Certain reclassification entries have been made to the previous years’ financial statements to conform to 
the 2008 presentation with no impact on net assets, liabilities and capitalization or previously reported net 
income and cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

SFAS No. 161 

In March 2008, the FASB issued SFAS No. 161 , Disclosures about Derivative Instruments and Hedging 
Activities, an amendment of FASB Statement No. 133, which is effective for fiscal years, and interim 
periods within those fiscal years, beginning on or after November 15,2008. The objective of this 
statement is to enhance the current disclosure framework in FASB Statement No. 133, Accounting for 
Derivative Instruments and Hedging Activities, as amended. The Company is currently evaluating the 
impact of adoption of SFAS No. 161 on its statements of operations, financial position and cash flows. 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on 
or after December 15,2008. The objective of this statement is to improve the relevance, comparability and 
transparency of financial information in a reporting entity’s consolidated financial statements. The 
Company expects the adoption of SFAS No. 160 to have no impact on its statements of operations, 
financial position and cash flows. 

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and 
Financial Liabilities - Including an Amendment of FASB Statement No. 115. SFAS No. 159 permits 
entities to choose to measure many financial instruments and certain other assets and liabilities at fair 
value on an instrument-by-instrument basis (the fair value option). Unrealized gains and losses on items 
for which the fair value option has been elected are to be recognized in earnings at each subsequent 
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reporting date. SFAS No. 159 is effective for fiscal years beginning after November 15,2007. SFAS No. 
159 was adopted effective January 1 , 2008 and had no impact on the statements of operations, financial 
position and cash flows. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which, except as 
described below, is effective for fiscal years beginning after November 15, 2007. This statement defines 
fair value, establishes a framework for measuring fair value in generally accepted accounting principles 
and expands disclosures about fair value measurements. SFAS No. 157 does not expand the application of 
fair value accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157- 
2, Effective Date of FASB Statement No. 157, which delays the effective date of SFAS No. 157 for all 
nonfinancial assets and liabilities, except those that are recognized or disclosed at fair value in the 
financial statements on a recurring basis (at least annually), to fiscal years beginning after November 15, 
2008, and interim periods within those fiscal years. SFAS No. 157 was adapted effective January 1 , 2008, 
except as it applies to those nonfinancial assets and liabilities, and had no impact on the statements of 
operations, financial position and cash flows, however, the Company will provide additional disclosures 
relating to its financial derivatives, AROs and pension assets, as required, in 2008. 

Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to KU’s Annual 
Report, Note 2 of the financial statements, for the year ended December 3 1,2007. 

The following regulatory assets and liabilities were included in KU’s Balance Sheets: 

Kentucky Utilities Company 
(unaudited) 

(in millions) 
ARO 
Unamortized loss on bonds 
MIS0 exit 
FAC 
ECR 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatory assets 

Accumulated cost of removal of utility plant 
Deferred income taxes - net 
Other 
Total regulatory liabilities 

March 3 1 , 
- 2008 

$ 25 
10 
19 

5 
14 
5 

78 

December 3 1 ,  
- 2007 

$ 24 
10 
20 
17 
1 1  
4 

86 

$ 314 $ 310 
21 22 

10 12 .- 
3i=iku 3i=LkG 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No return is earned on the pension and postretirement 
benefits regulatory asset which represents the changes in funded status of the plans. The Company will 
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seek recovery in future proceedings with the Kentucky and Virginia Commissions. No return is currently 
earned on the ARO asset. This regulatory asset will be offset against the associated regulatory liability, 
ARO asset and ARO liability at the time the underlying asset is retired. The MISO exit amount represents 
the costs relating to the withdrawal from MISO membership. KU will seek recovery of this asset in future 
proceedings with the Kentucky and Virginia Commissions. KU currently earns a rate of return on the 
remaining regulatory assets. Other regulatory assets include the merger surcredit and deferred storm costs. 
Other regulatory liabilities include DSM and MISO costs currently included in base rates that will be 
netted against costs of withdrawing from the MISO in the next rate case. 

MISO Exit. KU and the MISO have agreed upon overall calculation methods for the contractual exit fee 
to be paid by the Company following its withdrawal. In October 2006, KIJ paid approximately $20 
million to the MISO pursuant to an invoice regarding the exit fee and made related FERC compliance 
filings. The Company’s payment of this exit fee amount was with reservation of its rights to contest the 
amount, or components thereof, following a continuing review of its calculation and supporting 
documentation. KU and the MISO resolved their dispute regarding the calculation of the exit fee and, in 
November 2007, filed an application with the FERC for approval of a recalculation agreement. In March 
2008, the FERC approved the parties’ recalculation of the exit fee, and the approved agreement provided 
KU with an immediate recovery of $1 million and will provide an estimated $3 million over the next eight 
years for credits realized from other payments the MISO will receive, plus interest. Orders of the 
Kentucky Commission approving the Company’s exit from the MISO have authorized the establishment 
of a regulatory asset for the exit fee, subject to adjustment for possible future MISO credits, and a 
regulatory liability for certain revenues associated with former MISO administrative charges, which may 
continue to be collected via base rates. The treatment of the regulatory asset and liability will be 
determined in KU’s next rate case, however, the Company historically has received approval to recover 
and refund regulatory assets and liabilities. 

FAC. In January 2008, the Kentucky Commission initiated a routine examination of KU’s FAC for the 
six-month period May 1 , 2007 through October 3 1 , 2007. A public hearing was held in March 2008. An 
order is anticipated in the third quarter of 2008. 

In August 2007, the Kentucky Commission initiated a routine examination of KU’s FAC for the six- 
month period of November 1 , 2006 through April 30,2007. A public hearing was held in October 2007. 
The Kentucky Commission issued an Order in January 2008, approving the charges and credits billed 
through the FAC during the review period. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor based 
primarily on projected fuel costs. The factor may be adjusted annually for over-or-under collections of 
fuel costs from the prior year. In February 2008, KU filed an application with the Virginia Commission 
seeking approval of a decrease in its he1 cost factor applicable during the billing period April 2008 
through March 2009. The Virginia Commission allowed the new rates to be in effect for the April 2008, 
customer billings. In April 2008, the Virginia Commission Staff recommended a change to the fuel factor 
KU filed in its application. The recommended change, which KU has agreed to, would result in a 
decrease of 0.482 cents/kWh and will become effective beginning in June 2008 pending Virginia 
Commission approval. A public hearing was held in May 2008, and an order is anticipated in the second 
quarter of 2008. 

ECR. In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods 
ending October 31,2006 and April 30,2007, respectively, of KU’s environmental surcharge. All parties to 
the case submitted requests with the Kentucky Commission to waive rights to a hearing on this matter. 
The Kentucky Commission issued final Orders in March 2008, approving the charges and credits billed 
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through the ECR during the review period, as well as approving billing adjustments, roll-in adjustments to 
base rates, revisions to the monthly surcharge filing and the rates of return on capital. 

Other Regulatory Matters 

TC2 CCN Application and Transmission Matters. A CCN application for construction of the new 
base-load, coal fired unit known as TC2, which will be jointly owned by KU and LG&E, together with the 
Illinois Municipal Electric Agency and the Indiana Municipal Power Agency, was approved by the 
Kentucky Commission in November 2005, and was never appealed. 

Initial CCN applications for two transmission lines associated with the TC2 unit were approved in 
September 2005 and May 2006. One of those CCNs, for a line running from Jefferson County into 
Hardin County, was brought up for review to the Franklin Circuit Court by a group of landowners. In 
August 2006, KU, LG&E and the Kentucky Commission obtained dismissal of that action, on grounds 
that the landowners had failed to comply with the statutory procedures governing the action for review. 
That dismissal was appealed by the landowners to the Kentucky Court of Appeals, and in December 2007, 
that Court reversed the lower court’s dismissal and remanded the challenge of the CCN to the Franklin 
Circuit Court for hrther proceedings. KU, LG&E and the Kentucky Commission filed for reconsideration 
of the appellate court’s ruling, but those requests were denied in April 2008. KU and LG&E will file a 
motion for discretionary review with the Kentucky Supreme Court in May 2008, asking that Court to hear 
the matter and, ultimately, to reverse the Court of Appeals and uphold the Franklin Circuit Court’s 
dismissal. 

The referenced transmission lines are also subject to routine regulatory filings and require the acquisition 
of easements. In April 2008, in proceedings involving the condemnation of an easement for a portion of 
the Jefferson County to Hardin County transmission line (all rights of way for the other line have been 
acquired), a Meade County, Kentucky circuit court judge issued a ruling upholding the objections of two 
co-owners of the property crossed by the easement and dismissed that eminent domain proceeding 
pending the completion of the CCN appeal described above. KU and LG&E have filed responsive 
pleadings, including a motion to vacate that decision by the trial court and a procedural request with the 
Court of Appeals seeking expedited review on a petition to direct the circuit court to proceed with the 
eminent domain litigation. Additional condemnation proceedings involving other parcels of property to 
support this same transmission line are also pending in neighboring Hardin County, and three landowners 
there have now sought dismissal of certain of those proceedings in Hardin County, on the same grounds 
cited by the Meade County court. KU and LG&E have opposed those efforts to dismiss, and are awaiting 
ruling by the Hardin County Circuit Court. 

Merger Surcredit. In December 2007, KU submitted to the Kentucky Commission its plan to allow the 
merger surcredit to terminate as scheduled on June 30,2008. The Kentucky Commission issued a 
procedural schedule for this proceeding in March 2008, with data discovery to be completed in May 2008. 
A public hearing is scheduled in May 2008, and an order is expected by the end of the second quarter of 
2008. 

DSM. In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an 
order approving enhanced versions of the existing DSM programs along with the addition of several new 
cost effective programs. The total annual budget for these programs is approximately $26 million, an 
increase over the previous annual costs of approximately $10 million. In March 2008, the Kentucky 
Commission issued an Order approving the application, with minor modifications. KU and LG&E filed 
revised tariffs in April 2008, under authority of this Order. 
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Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various FWOs by the Electric 
Reliability Organization, which was authorized by the FERC to enforce compliance with such standards, 
including promulgating new standards. Failure to comply with mandatory reliability standards can subject 
a registered entity to sanctions, including potential fines of up to $1 million per day, as well as non- 
monetary penalties, depending upon the circumstances of the violation. KU is a member of the SERC, 
which acts as KU’s RRO. The SERC is currently assessing KU’s compliance with certain existing 
mitigation plans resulting from a prior RRO’s audit of various reliability standards, and K U  and SERC are 
in discussions regarding potential settlement, hrther mitigation steps or other resolution actions regarding 
these items. While KIJ believes itself to be in substantial compliance with the mandatory reliability 
standards, KU cannot predict the outcome of the current SERC proceeding or of other analysis which may 
be conducted regarding compliance with particular reliability standards. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission as 
required by a previous Order. An adjustment to the depreciation rates is dependent on an order being 
received by the Kentucky Commission, the timing of which cannot currently be determined. KU also 
filed the depreciation study with the Virginia Commission, but has not requested formal review and 
approval of the depreciation rates from the Virginia Commission. Such a review will take place either 
during KIJ’s next base rate case in Virginia or when KU makes a formal application to the Virginia 
Commission for approval of the proposed rates. 

Brownfield Development Rider Tariff. In March 2008, KU and LG&E received Kentucky Commission 
approval for a Brownfield Development Rider, which offers a discounted rate to electric customers who 
meet certain usage and location requirements, including taking new service at a brownfield site, as certi- 
fied by the appropriate Kentucky state agency. The rider would permit special contracts with such cus- 
tomers which provide for a series of declining partial rate discounts over an initial five year period of a 
longer service arrangement. The tariff is intended to promote local economic redevelopment and efficient 
usage of utility resources by aiding potential reuse of vacant brownfield sites. 

Real-Time Pricing. In December 2006, the Kentucky Commission issued an Order indicating that the 
EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards should not be 
adopted, However, five Kentucky Commission jurisdictional utilities were required to file real-time 
pricing pilot programs for their large commercial and industrial customers. KU developed a real-time 
pricing pilot for large industrial and commercial customers and filed the details of the plan with the 
Kentucky Commission in April 2007. Data discovery concluded in July 2007, and no parties to the case 
requested a hearing. In February 2008, the Kentucky Commission issued an Order approving the real-time 
pricing pilot program proposed by KU, for implementation within approximately eight months, for its 
large commercial and industrial customers. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave Virginia customers the ability to choose their electric supplier. 
Rates are capped at current levels through December 2010. In April 2007, Virginia passed legislation 
terminating this competitive market and commencing re-regulation of utility rates in Virginia. The new 
act will end the cap on rates at the end of 2008, rather than through December 2010, and end customer 
choice for most consumers in the applicable regions of the state. Thereafter, a hybrid model of regulation 
is expected to apply in Virginia, whereby utility rates would be reviewed every two years and a utility’s 
rate of return on equity shall not be set lower than the average of the rates of return for other regional 
utilities, with certain caps, floors or adjustments. The legislation was effective in July 2007, and also 
includes a 10% nonbinding goal for renewable power generation by 2022, as well as incentives for new 
generation, including renewables. lJnder the legislation, KU retains an existing exemption from customer 
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choice and other restructuring activities as applicable to KU’s limited service territory in Virginia. 
However, subject to future developments, KU may or may not undertake such a rate proceeding in the first 

__ six months of 2009 basedon calendar ye.w-2008 financial data under tbehybrid model ofregula&on,-or ___ I 

make biennial rate filings with the Virginia Commission thereafter. 
__ 

Note 3 - Financial Instruments 

Effective January 1 , 2008, KU adopted the required provisions of SFAS No. 157, excluding the exceptions 
related to nonfinancial assets and liabilities, which will be adopted effective January 1 , 2009, consistent 
with FASB Staff Position 157-2. 

Energy Trading and Risk Management Activities (non-hedging derivatives). KU conducts energy 
trading and risk management activities to maximize the value of power sales from physical assets it owns. 
Energy trading activities are principally forward financial transactions to hedge price risk and are 
accounted for on a mark-to-market basis in accordance with SFAS No. 133, as amended. 

The table below summarizes KU’s energy trading and risk management activities for the three months 
ended March 3 1 , 2007: 

(in millions) 
Fair value of contracts at beginning of period, net asset $ 1  

inception during the period - 
Unrealized gains and losses recognized at contract 

Realized gains and losses recognized during the period 
Changes in fair values attributable to changes in valuation 

techniques and assumptions (2) 

u 
- - Other unrealized gains and losses and changes in fair values 

Fair value of contracts at end of period, net (liability) asset 

No changes to valuation techniques for energy trading and risk management activities occurred during 
2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were made during both 
years. All contracts outstanding at March 3 1 , 2007, had a maturity of less than one year. There were no 
contracts outstanding at March 31,2008. All amounts for 2008 are less than $1 million. Energy trading 
and risk management contracts are valued using Level 1 , prices actively quoted for proposed or executed 
transactions or quoted by brokers. 

Note 4 - Pension and Other Postretirement Benefit Plans 

The following table provides the components of net periodic benefit cost for pension and other benefit 
plans for the three months ended March 3 1 : 

Other Postretirement 

(in millions) 2008 - 2007 - 2008 - 2007 
Service cost $ 1  $ 2  $ -  $ 1  
Interest cost 5 6 1 1 
Expected return on plan assets ( 5 )  (7) 
Amortization of actuarial loss - - 
Benefit cost year-to-date u u u u 

Pension Benefits Benefits 

- - 
- - - - - 1 
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Net periodic benefit costs incurred by employees of KU are reflected in both utility plant on the balance 
sheet and in operating expense on the income statement. The above costs do not include allocations of net 
periodic benefit costs from affiliates whose employees provide services to KU, 

The pension plans are funded in accordance with all applicable requirements of the Employee Retirement 
Income Security Act of 1974 and the Internal Revenue Code. In March 2008, KU made contributions to 
other postretirement benefit plans of approximately $1 million. KU anticipates making further voluntary 
contributions in 2008 to fund the Voluntary Employee Beneficiary Association trusts to match the annual 
postretirement expense and funding the postretirement medical account under the pension plan up to the 
maximum amount allowed by law. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.’s direct parent, EUSIC, for each tax 
period. Each subsidiary of the consolidated tax group, including KU, will calculate its separate income tax 
for the tax period. The resulting separate-return tax cost or benefit will be paid to or received From the 
parent company or its designee. KU also files income tax returns in various state jurisdictions. With few 
exceptions, KU is no longer subject to U.S. federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005,2006 and 2007 are 
under audit by the IRS with the 2007 return being examined under an IRS pilot program named 
“Compliance Assurance Process”. This program accelerates the 1RS’s review to the actual calendar year 
applicable to the return and ends 90 days after the return is filed. 

KU adopted the provisions of FIN 48, Accounting for Uncertainty in Income Taxes, an Interpretation of 
SFAS No. 109, effective January 1,2007. At the date of adoption, KU had less than $I million of 
unrecognized tax benefits, primarily related to federal income taxes. If recognized, the less than $1 million 
of unrecognized tax benefits would reduce the effective income tax rate. 

Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months total less 
than $ 1  million, and are based on the expiration of statutes during 2008. 

KU, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. 
Prior to the adoption of FIN 48, KU recorded interest and penalties for income taxes on the income 
statement in income tax expense and in the taxes accrued balance sheet account, net of tax. Upon 
adoption of FIN 48, interest is recorded as interest expense and penalties are recorded as operating 
expenses on the income statement and accrued expenses in the balance sheets, on a pre-tax basis. The 
interest accrued is based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. 

The amount KU recognized as interest accrued related to unrecognized tax benefits in interest expense in 
operating expenses was less than $1 million at March 3 1,2008 and March 3 1,2007. At the date of 
adoption, KU accrued less than $1 million in interest expense on uncertain tax positions. No penalties 
were accrued by KU upon adoption of FIN 48, or through March 3 1,2008. 

In June 2006, KU and LG&E filed ajoint application with the U.S. Department of Energy (“DOE”) 
requesting certification to be eligible for investment tax credits applicable to the construction of TC2. In 
November 2006, the DOE and the IRS announced that KU and LG&E were selected to receive the tax 
credit. A final IRS certification required to obtain the investment tax credit was received in August 2007. 
In September 2007, KU received an Order from the Kentucky Commission approving the accounting of 
the investment tax credit. KU’s portion of the TC2 tax credit will be approximately $100 million over the 
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construction period and will be amortized to income over the life of the related property beginning when 
the facility is placed in service. Based on eligible construction expenditures incurred, KU recorded 

March 3 1 , 2007, respectively, decreasing current federal income taxes. 
investment tax credits of $3millionand $10 millian during the thre.e months endedMarch 31,2008 and- - -  

In March 2008, certain groups filed suit in federal court in North Carolina against the DOE and IRS 
claiming the investment tax credit program was violative of certain environmental laws and demanded 
relief, including suspension or termination of the program. KU is monitoring, but is not currently a party 
to, this proceeding and is not able to predict the ultimate outcome of this matter. 

Note 6 - Short-Term and Long-Term Debt 

KU’s long-term debt includes $33 million classified as current liabilities because these bonds are subject 
to tender for purchase at the option of the” holder and to mandatory tender for purchase upon the 
occurrence of certain events. These bonds include Carroll County Series 2002 A and B, Muhlenberg 
County Series 2002 A and Mercer County Series 2002 A. These bonds mature in 2032. KU does not 
expect to pay these amounts in 2008. The average annualized interest rate for these bonds during the three 
months ended March 3 1,2008, was 2.30%. 

During June 2007, K1J entered into a short-term bilateral line of credit facility totaling $35 million. There 
was no outstanding balance under this facility at March 3 1 , 2008. During the third quarter of 2007, KU 
extended the maturity date of this facility through June 2012. 

Pollution control series bonds are obligations of KU issued in connection with tax-exempt pollution 
control revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan 
agreement obligates KU to make debt service payments to the county that equate to the debt service due 
from the county on the related pollution control revenue bonds. Until a series of financing transactions 
was completed during February 2007, the county’s debt was also secured by an equal amount of KU’s 
first mortgage bonds that were pledged to the trustee for the pollution control revenue bonds that match 
the terms and conditions of the county’s debt, but require no payment of principal and interest unless KU 
defaults on the loan agreement. Proceeds from bond issuances for environmental equipment (primarily 
related to the installation of FGDs) are held in trust pending expenditure for qualifying assets. At March 3 1 , 
2008 and December 3 1,2007, KU had $6 million and $1 1 million, respectively, of bond proceeds in trust, 
included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At March 3 1 , 2008, KU 
had an aggregate $333 million of outstanding pollution control indebtedness, of which $300 million is in 
the form of insured auction rate securities wherein interest rates are reset either weekly or every 35 days 
via an auction process. Beginning in late 2007, the interest rates on these insured bonds began to increase 
due to investar concerns about the creditworthiness of the bond insurers. In 2008, interest rates have 
continued to increase, and the Company has experienced “failed auctions” when there are insufficient bids 
for the bonds. When there is a failed auction, the interest rate is set pursuant to a formula stipulated in the 
indenture, which can be as high as 15%. During the three months ended March 3 1,2008 and March 3 1, 
2007, the average rate on the auction rate bonds was 4.82% and 3.66%, respectively. The instruments 
governing these auction rate bonds permit KU to convert the bonds to other interest rate modes, such as 
various short-term variable rates, long-term fixed rates or intermediate-term fixed rates that are reset 
infrequently. In the first quarter of 2008, the ratings of the Carroll County 2004 Series A bonds were 
downgraded from AAA to AA and subsequently to A and then to BBB+ by S&P and from Aaa to A2 by 
Moody’s, and the Carroll County 2006 Series C bonds were downgraded from Aaa to A2 by Moody’s and 
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from AAA to A- by S&P due to downgrades of the bond insurer. In February 2008, KU issued a notice to 
bondholders of its intention to convert the Carroll County 2007 Series A bonds and the Trimble County 
2007 Series A bonds from the auction rate mode to a fixed interest rate mode, as permitted under the loan 
documents. The conversion was completed in April 2008, and the new rates on the bonds are 5.75% and 
6.00%, respectively. In March 2008, KU issued notices to bondholders of its intention to convert the 
Carroll County 2006 Series C bonds and the Mercer County 2000 Series A bonds from the auction rate 
mode to a weekly interest rate mode, as permitted under the loan documents. The Carroll County 
conversion was completed in April 2008, and the Mercer County conversion was completed in May 2008. 
In connection with these conversions, KU purchased the bonds from the remarketing agent. KU will hold 
some or all of such bonds until a later date, at which time KU may refinance or fbrther convert such 
bonds. Uncertainty in markets relating to auction rate securities or steps KU has taken or may take to 
mitigate such uncertainty, such as additional ‘conversion, subsequent restructuring or redemption and 
refinancing, could result in K U  incurring increased interest expense, transaction expenses or other costs 
and fees or experiencing reduced liquidity relating to existing or kture pollution control financing 
structures. See Note 9, Subsequent Events. 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make hnds 
available to KU at market-based rates (based on highly rated commercial paper issues) of up to $400 
million. Details of the balances were as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
March 31, 2008 $400 $ 50 $350 3.08% 
December 3 1,2007 $400 $ 23 $377 4.75% 

E.ON U.S. maintains a revolving credit facility totaling $3 1 1 million at March 3 1,2008 and $1 50 million 
at December 3 1,2007, with an affiliated company, E.ON North America, Inc., to ensure funding 
availability for the money pool. The balance is as follows: 

Amount Balance Average 
($ in millions) Total Available Outstanding Available Interest Rate 
March 3 1, 2008 $31 1 $94 $217 3.36% 
December 3 1,2007 $150 $62 $88  4.97% 

There were no redemptions or issuances of long-term debt year-to-date through March 3 1,2008. 

Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not occurred 
in the current status of various commitments or contingent liabilities from that discussed in KU’s Annual 
Report for the year ended December 3 1,2007 (including in Notes 2 and 9 to the financial statements of 
KU contained therein). See the above-referenced notes in KU’s Annual Report regarding such 
commitments or contingencies. 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMIJ commenced 
a suit now removed to the U.S. District Court for the Western District of Kentucky, against KU 
concerning a long-term power supply contract (the “OMU Agreement”) with KU. The dispute involves 
interpretational differences regarding issues under the OMU Agreement, including various payments or 
charges between KU and OMIJ and rights concerning excess power, termination and emissions 
allowances. The complaint seeks in excess of $6 million in damages in connection with one of its claims 
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for periods prior to 2004, plus damages in an unspecified amount for later-occurring periods on that claim 
and for other claims. OMU has additionally requested injunctive and other relief, including a declaration 
that KU is in material breach of the contract. KU has filed an answer in this proceeding denying the OM11 
claims and presenting counterclaims and amended such filing in January 2007, to include further 
counterclaims alleging additional damages. During 2005, the FERC declined KU’s application to exercise 
exclusive jurisdiction on matters. In July 2005, the district court resolved a summary judgment motion 
made by KU in OMlJ’s favor, ruling that a contractual provision grants OMU the ability to terminate the 
contract without cause upon four years’ prior notice, for which ruling KU retains certain rights to appeal. 
A motion to reconsider that ruling is presently pending before the Court. The parties are continuing 
various discovery proceedings, as well as settlement negotiations. A trial date has been set for October 
2008. In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract in 
May 2010, without cause, absent any earlier relief which may be permitted by the proceeding. The 
Company is currently unable to determine the final outcome of this matter. 

Construction Program. KU had approximately $440 million of commitments in connection with its 
construction program at March 3 1 , 2008. 

In June 2006, KU and LG&E entered into a construction contract regarding the TC2 project. The contract 
is generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, 
construction, commissioning, testing and delivery of the project, according to designated specifications, 
terms and conditions. The contract price and its components are subject to a number of potential 
adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. The contract also contains standard representations, covenants, indemnities, termination and 
other provisions for arrangements of this type, including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air 
permit issued for the TC2 baseload generating unit which was issued by the Kentucky Division for Air 
Quality in November 2005. The filing of the challenge did not stay the permit, so the Company was free ta 
proceed with construction during the pendancy of the action. In June 2007, the state hearing officer 
assigned to the matter recommended upholding the air permit with minor revisions. In September 2007, 
the Secretary of the Kentucky Environmental and Public Protection Cabinet issued a final Order 
approving the hearing officer’s recommendation and upholding the permit. In September 2007, KU 
administratively applied for a permit revision to reflect minor design changes. In October 2007, the 
environmental groups submitted comments objecting to the draft permit revisions and, in part, attempting 
to reassert general objections to the generating unit. In January ZOOS, the Kentucky Division for Air 
Quality issued a final permit revision. The environmental groups did not appeal the final Order upholding 
the permit or file a petition challenging the permit revision by the applicable deadlines. However, in 
October 2007, the environmental groups filed a lawsuit in federal court seeking an order for the EPA to 
grant or deny their pending petition for the EPA to “veto” the state air permit. The Company is currently 
unable to determine the final outcome of this matter or the impact of an unfavorable determination upon 
the Company’s financial condition or results of operations. 

Environmental Matters. KU’s operations are subject to a number of environmental laws and regulations in 
each of the jurisdictions in which it operates, governing, among other things, air emissions, wastewater 
discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contamination and employee health and safety. 

Clean Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary 
sources of air emissions such as power plants. While the general regulatory framework for these programs 
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is established at the federal level, most of the programs are implemented and administered by the states 
under the oversight of the EPA. The key Clean Air Act programs relevant to KU’s business operations are 
described below. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific 
data for six criteria pollutants and establish Concentration levels in the ambient air sufficient to protect the 
public health and welfare with an extra margin for safety. These concentration levels are known as 
NAAQS. Each state must identify “nonattainment areas” within its boundaries that fail to comply with the 
NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails to develop 
an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency of the 
NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional 
reductions in SO2 and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP 
Call” rule requiring reductions in NOx emissions of approximately 85% from 1990 levels in order to 
mitigate ozone transport from the midwestern U.S. to the northeastern U.S. To implement the new federal 
requirements, Kentucky amended its SIP in 2002 to require electric generating units to reduce their NOx 
emissions to 0.1 5 pounds weight per MMBtu on a company-wide basis, In 2005, the EPA issued the 
CAIR which requires additional SO2 emission reductions of 70% and NOx emission reductions of 65% 
from 2003 levels. The CAIR provides for a two-phase cap and trade program, with initial reductions of 
NOx and SO2 emissions due by 2009 and 2010, respectively, and final reductions due by 201 5. The final 
rule is currently under challenge. In 2006, Kentucky proposed to amend its SIP to adopt state requirements 
similar to those under the federal CAIR. Depending on the level of action determined necessary to bring 
local nonattainment areas into compliance with the new ozone and fine particulate standards, KU’s power 
plants are potentially subject to additional reductions in SO2 and NOx emissions. KU’s weighted-average 
company-wide emission rate for SO2 in the first quarter of 2008 was approximately 1.32 Ibs./MMBtu of 
heat input, with every generating unit below its emission limit established by the Kentucky Division for 
Air Quality. In March 2008, the EPA issued a revised NAAQS for ozone, which contains a more stringent 
standard than that contained in the previous regulation. At present, LG&E is unable to determine what, if 
any, additional requirements may be imposed to achieve compliance with the new ozone standard. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to Congress 
identifying mercury emissions from coal-fired power plants as warranting fhrther study. In 2005, the EPA 
issued the CAMR establishing mercury standards for new power plants and requiring all states to issue 
new SIPs including mercury requirements for existing power plants. The EPA issued a model rule which 
provides for a two-phase cap and trade program with initial reductions due by 20 10 and final reductions 
due by 2018. The CAMR provides for reductions of 70% from 2003 levels. The EPA closely integrated 
the CAMR and CAIR programs to ensure that the 2010 mercury reduction targets would be achieved as a 
“co-benefit” of the controls installed for purposes of compliance with the CAIR. In February 2008, a 
federal appellate court issued a decision vacating the CAMR, but the EPA and other parties have filed a 
motion for rehearing. Depending on the final outcome of the pending appeal, the CAMR could be 
superceded by new mercury reduction rules with different or more stringent requirements. In 2006, 
Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal CAMR, 
but those state requirements are likely to be revised to reflect the outcome of the challenge to the CAMR 
at the federal level. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade 
program to reduce SO2 emissions from power plants that were thought to contribute to “acid rain” 
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conditions in the northeastern U.S. The 1990 amendments also contained requirements for power plants to 
reduce NOx emissions through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress 
toward preventing future impairment and remedying any existing impairment of visibility in those areas. 
In 2005, the EPA issued its CAVR detailing how the Clean Air Act’s BART requirements will be applied 
to facilities, including power plants, built between 1962 and 1974 that emit certain levels of visibility 
impairing pollutants. Under the final rule, as the CAIR will result in more visibility improvement than 
BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of controls 
that would otherwise be required by BART. The final rule has been challenged in the courts. 

Installation of Pollution Contrals. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized 
emissions on a company-wide basis and do not require installation of pollution controls on every 
generating unit. Under cap and trade programs, companies are free to focus their pollution control efforts 
on plants where such controls are particularly efficient and utilize the resulting emission allowances for 
smaller plants where such controls are not cost effective. KU met its Phase I SO2 requirements primarily 
through installation of FGD equipment on Ghent Unit 1. KIJ’s strategy for its Phase I1 SO2 requirements, 
which commenced in 2000, includes the installation of additional FGD equipment, as well as using 
accumulated emission allowances and fuel switching to defer certain additional capital expenditures. In 
order to achieve the NOx emission reductions and associated obligations, KU installed additional NOx 
controls, including SCR technology, during the 2000 to 2007 time period at a cost of $220 million. In 
200 1 ,  the Kentucky Commission granted approval to recover the costs incurred by KU for these projects 
through the environmental surcharge mechanism. Such monthly recovery is subject to periodic review by 
the Kentucky Commission. 

In order to achieve the emissions reductions mandated by the CAIR, KU expects to incur additional 
capital expenditures totaling approximately $675 million during the 2008 through 201 0 time period for 
pollution controls, including FGD and SCR equipment, and additional operating and maintenance costs in 
operating such controls. In 2005, the Kentucky Commission granted approval to recover the costs incurred 
by KU for these projects through the ECR mechanism. Such monthly recovery is subject to periodic 
review by the Kentucky Commission. KU believes its costs in reducing S02, NOx and mercury emissions 
to be comparable to those of similarly situated utilities with like generation assets. KU’s compliance plans 
are subject to many factors including developments in the emission allowance and fuels markets, future 
legislative and regulatory enactments, legal proceedings and advances in clean air technology. KU will 
continue to monitor these developments to ensure that its environmental obligations are met in the most 
eflicient and cost-effective manner. 

Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 
37 industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified 
the Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the 
federal level. Legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have 
adopted their own GHG emission reduction programs. Such programs have been adopted in various states 
including 1 I northeastern U.S. states and the District of Columbia under the Regional GHG Initiative 
program and California. Substantial efforts to pass federal GHG legislation are ongoing. In April 2007, the 
U S .  Supreme Court ruled that the EPA has the authority to regulate GHG under the Clean Air Act. KU is 
monitoring ongoing efforts to enact GHG reduction requirements at the state and federal level and is 
assessing potential impacts of such programs and strategies to mitigate those impacts. KU is unable to 
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predict whether mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, KU could be substantially impacted by programs requiring 
mandatory reductions in GHG emissions, although the precise impact on the operations of KIJ, including 
the reduction targets and deadlines that would be applicable, cannot be determined prior to the enactment 
of such programs. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had 
violated certain provisions of the Clean Air Act‘s new source review rules relating to work performed in 
1997, on a boiler and turbine at KU’s E.W. Brown generating station. In December 2006, the EPA issued 
a second NOV alleging the Company had exceeded heat input values in violation of the air permit for the 
unit. In March 2007, the U.S. Department of Justice filed a complaint in federal court in Kentucky 
alleging the same violations specified in the prior NOVs. The complaint seeks civil penalties, including 
potential per-day fines, remedial measures and injunctive relief. In April 2007, KU filed an answer in the 
civil suit denying the allegations. In July 2007, the court entered a schedule providing for a July 2009 date 
for trial. The parties are currently proceeding with discovery while concurrently discussing settlement. A 
$2 million accrual has been recorded based on the current status of those discussions, however, KU cannot 
determine the overall outcome or potential effects of these matters, including whether substantial fines, 
penalties or remedial measures may result. 

Section 114 Requests. In August 2007, the EPA issued administrative information requests under Section 
1 14 of the Clean Air Act requesting new source review-related data regarding certain projects undertaken 
at LG&E’s Mill Creek 4 and Trimble County 1 generating units and KU’s Ghent 2 generating unit. The 
Companies have complied with the information requests and are not able to predict further proceedings in 
this matter at this time. 

Ghent Opacity NOK In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act’s operating rules relating to opacity during June and July of 2007 at Units 
1 and 3 of KU’s Ghent generating station. The parties have conducted an initial meeting on this matter. 
KU is not able to estimate the outcome or potential effects of these matters, including whether substantial 
fines, penalties or remedial measures may result. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various state or 
local regulatory agencies and state and federal courts regarding matters involving compliance with 
applicable environmental laws and regulations. Such matters include liability under the Comprehensive 
Environmental Response, Compensation and Liability Act for cleanup at various off-site waste sites and 
ongoing claims regarding GHG emissions from KU’s generating stations. Based on analysis to date, the 
resolution of these matters is not expected to have a material impact on the operations of KU. 

Note 8 - Related Party Transactions 

KU, subsidiaries of E.ON 1J.S. and subsidiaries of E.ON engage in related party transactions. Transactions 
between KU and E.ON U.S. subsidiaries are eliminated upon consolidation of E.ON U.S. Transactions 
between KU and E.ON subsidiaries are eliminated upon consolidation of E.0N. These transactions are 
generally performed at cost and are in accordance with the FERC regulations under PUHCA 2005 and the 
applicable Kentucky Commission and Virginia Commission regulations. The significant related party 
transactions are disclosed below. 
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Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating 
revenues and purchased power operating expense. KU intercompany electric revenues and purchased 
power expense for the three months ended March 3 1 , were as follows: 

(in millions) 2008 - 2007 

Purchased power from I,G&E 27 30 
Electric operating revenues from LG&E $14 $18 

Interest Charges 

See Note 6, Short-Term and Long-Term Debt, for details of intercompany borrowing arrangements. 
Intercompany agreements do not require interest payments for receivables related to services provided 
when settled within 30 days. 

KU’s intercompany interest expense for the three months ended March 3 1, was as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

2008 2007 
$ -  $ 1  

13 7 

Other Intercompany Billings 

E.ON U.S. Services provides K U  with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U S .  on behalf of KU, labor and burdens of 
E.ON U.S. Services employees performing services for KU and vouchers paid by E.ON U S .  Services on 
behalf of KU. The cost of these services is directly charged to KU, or for general costs which cannot be 
directly attributed, charged based on predetermined allocation factors, including the fallowing ratios: 
number of customers, total assets, revenues, number of employees and other statistical information. These 
costs are charged on an actual cost basis. 

In addition, KU and LG&E provide services to each other and to E.ON U.S. Services, Billings between 
KU and LG&E relate to labor and overheads associated with union employees performing work for the 
other utility, charges related to jointly-owned combustion turbines and other miscellaneous charges. 
Billings from KU to E.ON U S .  Services relate to cash received by E.ON U.S. Services on behalf of KU, 
primarily tax settlements, and other payments made by KU on behalf of other non-regulated businesses 
which are paid through E.ON U.S. Services. 

Intercompany billings to and from KU for the three months ended March 3 1 , were as follows: 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

- 2008 - 2007 
$39 $170 
23 14 

1 10 
1 2 
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Note 9 - Subsequent Events 

On April 16,2008, the Carroll County 2006 Series C bonds converted from an auction rate mode to a 
weekly interest rate mode. In connection with the conversion, KU purchased the bonds from the remar- 
keting agent. 

On May 1,2008, the Mercer County 2000 Series A bonds converted from an auction rate mode to a 
weekly interest rate mode. In connection with the conversion, KU purchased the bonds from the 
remarketing agent. 
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Management's Discussion and Analysis of Financial Condition and Results of Operations 

-- General 

The following discussion and analysis by management focuses on those factors that had a material effect on 
KU's financial results of operations and financial condition during the three month period ended March 3 1 , 
2008, and should be read in connection with the financial statements and notes thereto. 

Some of the following discussion may contain forward-looking statements that are subject to certain risks, 
uncertainties and assumptions. Such forward-looking statements are intended to be identified in this 
document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" and similar 
expressions. Actual results may vary materially. Factors that could cause actual results to differ materially 
include: general economic conditions; business and competitive Conditions in the energy industry; changes in 
federal or state legislation; unusual weather; actions by state or federal regulatory agencies; and other factors 
described from time to time in the Company's reports, including the Annual Report for the year ended 
December 3 1 , 2007. 

Executive Summary 

Business 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. As 
of December 31, 2007, KU provided electricity to approximately 506,000 customers in 77 counties in 
central, southeastern and western Kentucky, to approximately 30,000 customers in 5 counties in 
southwestern Virginia and 5 customers in Tennessee. KU's service area covers approximately 6,600 
square miles. KU's coal-fired electric generating plants produce most of KU's electricity. The remainder 
is generated by a hydroelectric power plant and natural gas and oil heled combustion turbines. In 
Virginia, KU operates under the name Old Dominion Power Company. KU also sells wholesale electric 
energy to I2 municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a German 
corporation, making KU an indirect wholly-owned subsidiary of EON. KU's affiliate, LG&E, is a 
regulated public utility engaged in the generation, transmission, distribution and sale of electric energy 
and the distribution of natural gas in Kentucky. 

Environmental Matters 

Protection of the environment is a major priority for KU. Federal, state and local regulatory agencies have 
issued KU permits for various activities subject to air quality, water quality and waste management laws 
and regulations. See Note 7 of Notes to Financial Statements for more information. 

Results of ODerations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. 

20 



Net Income 

Net income for the three months ended March 3 1 , 2008, increased $1 million compared to the same period 
in 2007. The increase was primarily the result of increased electric revenues ($36 million), increased other 
income ($3 million) and decreased income taxes ($2 million), partially offset by increased operating 
expenses ($36 million) and increased interest expense, including interest expense to affiliated companies 
($4 million). 

Revenues 

Revenues in the three months ended March 3 1 , 2008, increased $36 million primarily due to: 
0 

0 

0 

0 

Increased fuel costs ($17 million) billed to customers through the FAC due to higher fuel costs (coal 
and natural gas) and higher transportation costs 
Increased ECR surcharge ($14 million) due to increased recoverable capital spending 
Increased sales volumes delivered ($8 million) resulting from an 8% increase in heating degree days 
in the first quarter of 2008 as compared to the same period in 2007 
Decreased wholesale and transmission revenues ($3 million) due to decreased power available for 
wholesale sales as a result of higher native load demand and lower transmission rates 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or 
decreases in the cost of %el are reflected in retail rates through the FAC, subject to the approval of the 
Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $14 million in the three months ended March 31,2008, primarily 
due to: 

0 

0 Increased generation to meet sales ($9 million), due to 8% more heating degree days b 
Increased spot market pricing for coal/natural gas generation ($5  million) due to mine safety 
compliance costs and higher transportation costs 

Purchased power expense increased $1 1 million in the three months ended March 31,2008, primarily due 
to: 

0 

0 

Increased cost per m Wh of purchases ($ I7 million) due to increased third party purchases and higher 
fuel prices 
Decreased volumes purchased ($6 million) due to increased internal generation as a result of higher 
native load demand 

Other operation and maintenance expenses increased $7 million in the three months ended March 3 1 , 
2008, primarily due to increased other operation expenses ($4 million) and increased maintenance 
expenses ($3 million). 

Other operation expenses increased $4 million in the three months ended March 3 1,2008, primarily due 
to: 

0 

0 

0 

Increased generation, transmission and distribution expenses, including labor for storm restoration 
($2 million) 
Increased outside services ($1 million) 
Increased expense for uncollectible accounts ($1 million) 
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Maintenance expenses increased $3 million in the three months ended March 3 1 , 2008, primarily due to 
increased contractor and overtime labor expense for storm restoration 

Interest expense, including interest expense to affiliated companies, increased $4 million in the three 
months ended March 3 1,2008, primarily due to: 

0 

0 

Increased interest expense to affiliated companies ($5 million) due to increased affiliate borrowings 
Decreased interest expense ($1 million) due to the refinancing of First Mortgage bonds with loans 
from Fidelia and defeasance of pollution control bonds ($2 million), partially offset by higher 
interest rates on auction rate pollution control bonds ($1 million) 

Three Months 
Ended 

March 3 1.2008 
Effective Rate 
Statutory federal income tax rate ............................................... 3 5 .o% 
State income taxes net of federal benefit ................................... 3.1 
Amortization of investment tax credits (0.1) 
EEI Dividend (3 3) 
Other differences (2) 
Effective income tax rate ........................................................... =YO 

..................................... 
............................................................................. 

....................................................................... 

Three Months 
Ended 

March 3 1,2007 

The effective income tax rate decreased for the three months ended March 3 1 , 2008 compared to the three 
months ended March 3 1 , 2007, due primarily to an increase in dividends received from EEI, a decrease in 
Other Differences due to an increase in Section 199, Manufacturing deduction and a decrease in state 
income taxes net of federal benefit due to an increase in state coal credits. 

Liauiditv and Capital Resources 

KU uses net cash generated from its operations and external financing (including financing from affiliates) 
to fund construction of plant and equipment and the payment of dividends. KU believes that such sources 
of funds will be sufficient to meet the needs of its business in the foreseeable future. 

Operating Activities 

Cash provided by operations was $127 million and $1 13 million for the three months ended March 3 I ,  
2008 and 2007, respectively. 

The 2008 increase of $14 million was primarily the result of increases in cash due to changes in: 
FAC receivable, net ($1 7 million) 
Pension and postretirement funding ($14 million) due to higher pension hnding in 2007 
Accrued income taxes ($12 million) 
Prepayments and other current assets ($1 million) 

0 

0 

0 

0 

These increases were partially offset by cash provided by changes in: 
0 Accounts payable ($8 million) 
0 Accounts receivable ($7 million) 
0 

0 

0 

0 Other ($1 million) 

Other current liabilities ($6 million) 
Materials and supplies ( $ 5  million) 
Earnings, net of non-cash items ($3 million) 
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Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Capital 
expenditures were $184 million and $125 million in the three months ended March 31,2008 and 2007, 
respectively. Net cash used for investing activities increased $56 million in the three months ended March 
3 1 , 2008, compared to 2007 primarily due to increased capital expenditures of $59 million. Restricted 
cash increased $3 million and represents the escrowed proceeds of the Pollution Control Bonds issued 
which are disbursed as qualifying costs are incurred. 

Financing Activities 

Net cash inflows from financing activities were $52 million and $1 0 million in the three months ended 
March 3 1 , 2008 and 2007, respectively. 

See Note 6 of Notes to Financial Statements for information of redemptions, maturities and issuances of 
long-term debt. 

Future Capital Requirements 

KU expects its capital expenditures for the three year period ending December 3 1 , 201 0, to total 
approximately $1,465 million, consisting primarily of construction estimates for installation of FGDs on 
Ghent and Brown units totaling approximately $425 million, construction of TC2 totaling approximately 
$360 million, the Brown ash pond totaling approximately $40 million, a customer care system totaling 
approximately $25 million and on-going construction related to generation and distribution assets. 

Future capital requirements may be affected in varying degrees by factors such as electric energy demand 
load growth, changes in construction expenditure levels, rate actions by regulatory agencies, new 
legislation, market entry of competing electric power generators, changes in commodity prices and labor 
rates, changes in environmental regulations and other regulatory requirements, KU anticipates funding 
hture capital requirements through operating cash flow, debt and/or infusions of capital from its parent. 

KU has a variety of funding alternatives available to meet its capital requirements. KU participates in an 
intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds of up to $400 million 
available to KU at market-based rates. Fidelia also provides long-term intercompany funding to KU. See 
Note 6 of Notes to Financial Statements. 

KU’s construction program is designed to ensure that there will be adequate capacity and reliability to 
meet the electric needs of its service area and to comply with environmental regulations. These needs are 
continually being reassessed and appropriate revisions are made, when necessary, in construction 
schedules. Future capital requirements may be affected in varying degrees by factors such as electric 
energy demand load growth, changes in construction expenditure levels, rate actions by regulatory 
agencies, new legislation, market entry of competing electric power generators, changes in commodity 
prices and labor rates, changes in environmental regulations and other regulatory requirements. See Note 7 
of Notes to Financial Statements for current commitments. KIJ anticipates funding future capital 
requirements through operating cash flow, debt and/or infusions of capital from its parent. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and the 
FERC authorize the issuance of short-term debt while the Kentucky Commission, the Virginia 
Commission and the Tennessee Regulatory Authority authorize the issuance of long-term debt. In 
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November 2007, KU received a two-year authorization from the FERC to borrow up to $400 million in 
short-term funds. KU also has authorization from the Virginia Commission that expires at the end of 2009 
allowing short-term borrowing of up to $400 million. 

KU’s debt ratings as of March 31,2008, were: 
Moody’s - S&P 

Issuer rating 
Corporate credit rating 

A2 - 
- BBB.+ 

These ratings reflect the views of Moody’s and S&P. A security rating is not a recommendatian to buy, 
sell or hold securities and i s  subject to revision or withdrawal at any time by the rating agency. See Note 6 
of Notes to Financial Statements for a discussion of recent downgrade actions related to the pollution 
control revenue bonds. 

Controls and Procedures 

The Company is responsible for establishing and maintaining adequate internal control over financial 
reporting. Internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles. A company’s internal control over 
financial reporting includes those policies and procedures that pertain to the maintenance of records that, 
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the 
company; provide reasonable assurance that transactions are recorded as necessary to permit preparation 
of financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and 
directors of the company; and provide reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on 
the financial statements. 
Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to fbture periods are subject to the risk 
that controls may become inadequate because of changes in conditions, or that the degree of compliance 
with the policies or procedures may deteriorate. 

The Company has assessed the effectiveness of its internal control over financial reporting as of December 
3 1,2007. in making this assessment, the Company used the criteria set forth by the Committee of 
Sponsoring Organizations of the Treadway Commission in Internal Control - lntegrated Framework . The 
Company has concluded that, as of December 3 1 , 2007, the Company’s internal control over financial 
reporting was effective based on those criteria. There has been no change in the Company’s internal 
control over financial reporting that occurred during the quarter ended March 3 1,2008, that has materially 
affected, or is reasonably likely to materially affect, the Company’s internal control over financial 
reporting. 

KU is no longer subject to the internal control and other requirements of the Sarbanes-Oxley Act of 2002 
and associated rules (the “Act”) and consequently has not issued Management’s Report on Internal 
Controls over Financial Reporting pursuant to Section 404 of the Act. 
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Legal Proceedings 

For a description of the significant legal proceedings involving KU, reference is made to the information 
under the following captions of KU’s Annual Report for the year ended December 3 1 , 2007: Business, 
Risk Factors, Legal Proceedings, Management’s Discussion and Analysis, Financial Statements and Notes 
to Financial Statements. Reference is also made to the matters described in Notes 2 and 7 of this quarterly 
report. Except as described in this quarterly report, to date, the proceedings reported in KU’s Annual 
Report have not materially changed. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other governmental 
proceedings arise against KU. To the extent that damages are assessed in any of these lawsuits, KU 
believes that its insurance coverage is adequate. Management, after consultation with legal counsel, does 
not anticipate that liabilities arising out of other currently pending or threatened lawsuits and claims will 
have a material adverse effect on KU’s financial position or results of operations. 
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Mr. Jeff Derouen 
Executive Director 
Kentucky Public Service Commission 
211 Sower Boulevard 
Frankfort, Kentucky 4060 1 

February 6,2009 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.corn 

I VE D 
FEB O $  2009 

PUBLIC SERVICE 
COMMISSION Lonnie E. Bellar 

Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.com 

Re: Kentucky Utilities Company - Report of Certain Material Changes 
Case No. 2006-00390 

Dear Mr. Derouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC’) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to January 2009, KU filed a unanimous Settlement 
Agreement, Stipulation, and Recommendation for the consolidated depreciation 
and base rate electric case. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, @&rn 
Lonnie E. Bellar 

1 / 1  

mailto:lonnie.bellar@eon-us.com


an eeun company 

Mr. Jeff Derouen 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

March 6,2009 

MAR 0 6  2009 

Re: Kentucky Utilities Company - Report of Certnin Material Changes 
Case No. 2006-00390 

Dear Mr. Derouen: 

Pursuant to the Commission's Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company ("KU") hereby files a report 
of material changes regarding which KIJ believes it may have filed a Form 8-K 
with the Securities and Exchange Commission ("SEC") if the company had 
continued to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to February 2009, KU reports the following items: 

Announcement of the settlement agreement with the U.S. EPA and 
Department of Justice far KU's E.W. Brown plant new source review 
litigation. 
Issuance of the Commission's Order approving the settlement agreement 
in KU's base electric rate case. 

0 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

PUBLIC SERVICE 
COMMISSION 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
ww.eon-us.com 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.com 

Lonnie E. Bellar 

1 / 1  
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an eeun company 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 

Mr. Jeff Derouen 
Executive Director 
Kentucky Public Service Commission 

Frankfort, Kentucky 40601 
2 11 Sower Boulevard www.eon-us.corn 

APR 87 2009 
PUBLIC SERVICE 

COMMISSION 

April 6,2009 

Re: Kentucky [Jtilities Company - Report of Certain Material Changes 
Case No. 2006-00390 

Dear Mr. Derouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky IJtilities Company (“KIJ”) hereby files a report 
of material changes regarding which KU believes it may have filed a Form 8-K 
with the Securities and Exchange Commission (“SEC’’) if the company had 
continued to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to March 2009, KIJ believes there are no reportable events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-usxorn 

v .  

Lonnie E. Rellar 

1 / 1  



Mr. Jeff DeRouen 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

May 7,2009 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 ‘ E Louisville, Kentucky 40232 

MAY 08 2009 
PUBLIC SERVICE 

COMMISSION 
Lonnie E. Bellar 
Vice President 
T 502-627-4830 

Re: Kentucky Utilities Company - Report of Certain Material Changes 
Case No. 2006-00390 

Dear Mr. DeRouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KIJ’’) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC’) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to April 2009, KU believes it would have filed a Form 8-K 
for the following events: 

KU’s entering into a new loan with Fidelia Corporation, an affiliated 
company. The new loan, in the amount of $50 million, matures in April 
2017 and carries an interest rate o f  5.28%. 
KIT’S filing of an application with the Commission for regulatory asset 
treatment for approximately $62 million (of $98 million) in restoration 
costs relating to the severe ice storm which occurred during January- 
February 2009. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

F 502-217-2109 
lonnle.bellar@eon-us.corn 

Sincerely, 

Lonnie E. Rellar 

1 / 1  



Mr. Jeff Derouen 
Executive Director 
Kentucky Public Service Commission 
2 11 Sower Boulevard 
Frankfort, Kentucky 40601 

June 5,2009 

RECEIVED 
JUN 0 8 2009 

PUBLIC SERVICE 
COMMISSION 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-usxom 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.com 

Re: Kentucky Utilities Company - Report of Certain Material Changes 
Case No. 2006-00390 

Dear Mr. Derouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU’’) hereby files a report 
of material changes regarding which KU believes it may have filed a Form 8-K 
with the Securities and Exchange Commission (“SEC”) if the company had 
continued to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to May 2009, KU believes there are no reportable events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

S inceyel y, 

Lonnie E. Bellar 

1 / 1  
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c. 
~ I . ’7 q Mr. Jeff DeRouen 

Executive Director ’ **7 A I!.- !I& 
Kentucky Public Service Commission 
21 1 Sower Boulevard JUI- en’! 2uo9 
Frankfort, Kentucky 40601 PUBLIC SEISVICE 

CO P\lt id IS SI 0 PI 

July 7,2009 

Re: Kentucky Utilities Company - Report of Certain Material Changes 
Case No. 2006-00390 

Dear Mr. DeRouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

En compliance with this Commission order, KU is submitting this letter as its 
report. With respect to June 2009, KIJ believes it would have filed a Form 8-K 
for the following events: 

0 On June 2, 2009, KU submitted an application with the Virginia State 
Corporation Commission for an increase in base electric rates applicable 
to its Virginia jurisdictional customers. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sin 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.com 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.com 

Lonnie E. Bellar 

1 / 1  
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Mr. Jeff DeRouen 
Executive Director 
Kentucky Public Service Commission 
2 11 Sower Boulevard 
Frankfort, Kentucky 40601 

August 7,2009 

R E c E ‘E D 
Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 

Louisville, Kentucky 40232 
www.eon-us.corn 

AlJG 07 2009 
PUBLIC SERVICE 

COMMISSION PO Box 32010 

Re: Kentucky Utilities Company - Report of Certain Muterial Clianges 
Case No. 2006-00390 

Dear Mr. DeRouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU’’) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, K.U is submitting this letter as its 
report. With respect to July 2009, KU believes it would have filed a Form 8-K 
for the following event: 

0 KU’s entering into a new loan with Fidelia Corporation, an affiliated 
company. The new loan, in the amount of $50 million, matures in July 
2019 and carries an interest rate of 4.81%. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.corn 

Lonnie E. Bellar 



Mr. Jeff DeRouen 
Executive Director 
Kentucky Public Service Commission 
211 Sower Boulevard 
Frankfort, Kentucky 40601 SEP 1 0  2009 

PUBLIC SERVICE 
COMMISSION 

September 9,2009 

Re: Kentucky Utilities Compnny - Report of Certnin Mnterinl Changes 
Case No. 2006-00390 

Dear Mr. DeRouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8°K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to August 2009, KU believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerelv. 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.com 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.com 

Lonnie E. Bellar 

1 / 1  
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an e o n  company 

Mr. Jeff DeRouen 
Executive Director . 

Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

October 7,2009 

RECEIW 

PUBLIC SERVICE 
COMMISSION 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.com 

Re: Kentucky Utilities Company -Report of Certain Material Changes 
Case No. 2006-00390 

Dear Mr. DeRouen: 

Pursuant to the Commission's Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (,,KU'y) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission ("SEC") on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to September 2009, KU believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.com 

Lonnie E. Bellar 

1 / 1  

http://www.eon-us.com
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an e-on company 

Mr. Jeff DeRouen 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

PO Bow 32010 
Louisville, Kentucky 40232 
www.eon-us.corn 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 

November 5,2009 lonnie.bellar@eon-us.corn 
c 

Re: Kentucky Utilities Company - Report of Certain Material Changes 
Case No. 2006-00390 

Dear Mr. DeRouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KIJ”) hereby files a report 
of material changes that KIJ would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to October 2009, KU believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Lonnie E. Bellar 

1 / 1  



Mr. Jeff DeRouen 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 4060 1 

December 7,2009 

Re: Kentucky Utilities Company - Report of Certain Material Changes 
Case No. 2006-00390 

Dear Mr. DeRouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this C o m i s s i o n  order, KU is submitting this letter as its 
report. With respect to November 2009, KU believes it would have filed a 
Form 8-K for the following event: 

KU’s entering into a new loan with Fidelia Corporation, an affiliated 
company. The new loan, in the amount of $50 million, matures in 
November 2019 and carries an interest rate of 4.445%. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

S inceslv, 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.com 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.com 

Lonnie E. Bellar 

1 / 1  
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Mr. Jeff DeRouen 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

January 11,2010 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.com 

Re: Kentucky Utilities Company - Report of Certain Material Changes 
Case No. 2006-00390 

Dear Mr. DeRouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU’’) hereby files a report 
of material changes that K1J would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to December 2009, KU believes it would have filed a Form 
8-K for the following events: 

e KU’s announcement of its intention to file an application for increase in 
base electric rates in Kentucky 

e Commission’s Order approving the parties’ settlement in KU’s 2009 
environmental cost recovery proceeding 

e KU’s submission of a proposed settlement With the Virginia State 
Corporation Commission staff in its application for an increase in base 
electric rates in Virginia 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.com 

Sinc ely, 

&& 
Lonnie E. Bellar 

1 / 1  
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RECEIVED 

an &7#7 company 

Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
2 1 1 Sower Boulevard 
Frankfort, Kentucky 4060 1 

February 6,2008 

Re: Kentucky UtiMies Company - Report of Certain Material Changes 
Case No. 2006-00390 

Dear Ms. O’Donnell: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU’’) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC’’) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report, With respect to January 2008, KU believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sinserely, 

PUBLIC SERVICE 
COMMISSION 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.corn 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-277-2109 
1onnie.beliarQeon-us.com 

Lonnie E. Bellar 

http://1onnie.beliarQeon-us.com


Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
21 I Sower Boulevard 
Frankfort, Kentucky 40601 

March 14,2008 

PUBLIC SERVICE 
COMMISSION 

Re: Kentiicky Utilities Company - Report of Certain Material Cli atrges 
Case No. 2006-00390 

Dear Ms. O’Donnell: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky IJtilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to February 2008, KU believes it would have filed a Form 
8-K for the following events: 

KU’s planned conversion of two pollution control bond series to a 
fixed interest rate mode (the Carroll County 2007 Series A and 
Trimble County 2007 Series A bonds, respectively). 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

Kentucky Utilities Company 
State Regulatlon and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www-eon-us.com 

I.onnle E. Beller 
Vice President 
T 502.627-4830 
F 502-217-2109 
lonnie.bellar@eon-us..com 

&k&% Lonnie E. Bellar ’ 

http://www-eon-us.com
mailto:lonnie.bellar@eon-us..com


RECEIVED 
APR 0 7 2008 

PUBLIC SERVICE 
COMMISSION an &.on company 

Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

April 6, 2008 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-usxom 

Lonnie E. Bellar 
Vice President 
P 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.com 

Re: Kentucky Utilities Company - Report of Certain Material Changes 
Case No. 2006-00390 

Dear Ms. Stumbo: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to March 2008, KTJ believes there are no reportable events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincgrel y, 

Lonnie E. Bellar 

mailto:lonnie.bellar@eon-us.com


Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
211 Sower Boulevard 
Frankfort, Kentucky 4060 1 

May 15,2008 

MAY 1 6  2008 
PUBLIC SERVICE 

COMMISSION 

Re: Keiitiicky Utiliiies Corripnriy - Report of’Certoiii Muterid Changes 
Case No. 2006-00390 

Dear Ms. Stumbo: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose ta the Securities and 
Exchange Commission (“SEC’) on a Form 8°K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KIJ is submitting this letter as its 
report. With respect to April 2008, KU converted its Carroll County 2006 Series 
C tax exempt bonds from an auction rate mode to a weeldy rate mode and 
purchased the bonds from a remarketing agent. The Company expects to hold 
the bonds until a permanent solution is determined for mitigating the additional 
interest expense caused by auction rate market disruptions resulting from credit 
concerns about the monoline bond insurers. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Loulsvllle, Kentucky 40232 
w~w.eon-us.cont 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie beilar@eon-us corn 

SincereJy, 

Lonnie E. Rellar 



an @-Om cumpaw 

Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 4060 1 

June 6,2008 

O D  2008 
PUBLIC SERVICE 

COMMISSION 

Re: Keittricky Utilities Coinparty + Report of Certain Material Chnitges 
Case No. 2006-00390 

Dear Ms. Stumbo: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC’’) on a Fonn 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report, With respect to May 2008, KU converted its Mercer County 2000 Series 
A tax exempt bonds from an auction rate mode to a weekly rate mode and 
purchased the bonds from a remarketing agent. The Company expects to hold 
the bonds until a permanent solution is determined for mitigating the additional 
interest expense caused by auction rate market disruptions resulting from credit 
concerns about the monoline bond insurers. 

KU also entered into a new loan with Fidelia Corporation, an asliated 
company. The new loan, in the amount of $75 million, matures in May 2023 
and carries an interest rate of 5.85%. 

Should you have any questions in this regard, please do not hesitate to contact 
me, 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
wwweonw.com 

Lonnle E. Bellar 
Vice Presldent 
1 502.627.4830 
F 502-217-2109 
lonnie.bellarQeon-us-corn 

Lonnie E. Bellar 

http://wwweonw.com


Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

July 7,2008 

JUL 08  2008 
PUBLIC SERVICE 

COMMISSION 

Re: Kemrtrrcky Utilities Company - Report of Certniir Material Clraiiges 
Case No. 2006-00390 

Dear Ms. Stumbo: 

Pursuant to the Commission’s Order, dated January 22, 2007,’ in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to June 2008, KU believes there are no reportable events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisvllle, Kentucky 40232 
www.eon-us corn 

Lonnie E Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
fonnie bellar@eon-us.com 

Lonnie E. Bellar v 

mailto:bellar@eon-us.com


Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

August 7,2008 

Re: Keiitrrcky Utilities Coirtpniry - Report of Certniit Material Cliniiges 
Case No. 2006-00390 

Dear Ms.. Stumbo: 

Pursuant to the Commission’s Order, dated .January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that ICU would have had to djsclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to .July 2008, KTJ believes it would have filed a Form 8-K 
for the following events: 

KU’s entering into a new loan with Fidelia Corporation, an affiliated 
company. The new loan, in the amount of $50 million, matures in July 
2018 and carries an interest rate of 6.16%. 
KU’s announcement of its intention to file an application for increase in 
base electric rates and the subsequent submission of such application. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

AUG 08 2008 
PUBLIC SERVICE 

COMMISSION 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us corn 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie bellar@eon-us corn 

Lonnie E. Bellar 

1 1 1  



an &9P7 company 

Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.com 

September 5,2008 

Re: Keatitcky Utiiities Cotttpmy - Report of Certain MRfeuicll Chnnges 
Case NO. 2006-00390 

Dear Ms. Stumbo: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to August 2008, KU believes it would have filed a Form 8- 
K for the following event: 

KU’s entering into a new loan with Fidelia Corporation, an afiliated 
company. The new loan, in the amount of $50 million, matures in 
August 201 8 and carries an interest rate of 5.645%. 

Lonnie E. Bellar 
Vice President 
7 502-627-4830 
F 502-217-2109 
lonnle.bellar@eon~us.com 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

1 / 1  
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RECEIVED 

an @@#I company 

Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 4060 I 

October 7,2008 

PUBLIC SERVICE 
COMMlSSlON 

Re: Keiitrrcky Utilities Cuntpaqy - Repori of Ceriaitz Material C1iaiige.s 
Case No. 2006-00390 

Dear Ms. Stumbo: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company ((LKU”) hereby files B report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to September 2008, KU believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincer y, /a 

Kentucky Utilities Company 
State Regulation and Rates 
220 West Main Street 

Louisville, Kentucky 40232 
www.eowus.com 

PO BOX 32010 

Lonnie E.. Bellar 
Vlce President 
T 502-627-4830 
F 502-217-2109 
lonnie. bellar@eon-us..corn 

Lonnie E. Bellar 

http://www.eowus.com


Q 

Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Cornmission 
21 1 Sower Boulevard 
Frankfort, Kentucky 4060 1 

November 5,2008 

NQV 0 6  2008 
P U ~ L I C  SERVICE 

COMMISSION 

Re: Keiitircky Utilities Coiiipaiiy - Report of Certain Material Cliniiges 
Case No. 2006-00390 

Dear Ms. Snunbo: 

Pursuant to the Comnlission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a report 
of material changes that KU would have had to disclose to the Securjties and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KTJ is submitting this letter as its 
report. With respect to October 2008, KU believes it would have filed a Form 8- 
K for the following events: 

KU’s refinancing of four series of pollution control bonds totaling 
$59,921,140 and a new issuance of $18,026,265 of long-term debt. The 
transaction was completed as a single bond in the amount of 
$77,947,405 maturing February 1,2032. 
In connection with the above transaction, KU entered into a new 
revolving line of credit totaling $78 million that matures in October 
2009. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Kentucky Utilities Company 
State Regulatlon and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.com 

Lonnie E Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us .corn 

Since ely, d & W  
Lonnie E. Bellar 

http://www.eon-us.com


RECEIVE 
Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 PUBLIC SERVICE 

DEC 0 6 2008 

COMMISSIO~ 

December 5,2008 

Re: Kerttitcky Utilities Company - Report of Certain Material Cltnriges 
Case No. 2006-00390 

Dear Ms. Stumbo: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KU”) hereby files a repart 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KTJ is submitting this letter as its 
report. With respect to November 2008, KU believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely. 

Kentucky Utllities Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.com 

Lonnie E. Beliar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnle.bellar@eon-usxom 

Lonnie E. Bellar 

1 / 1  
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Kentucky Utilities Company 
State Regulation and Rates 
UO West Maln Street 

Mr. Jeff Derouen 
Executive Director 
Kentucky Public Service Commission PO BOX 32010 

21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

January 9,2009 

JAN 12 2009 
PUBLIC SERVICE 

COMMISSION 

Louisville, Kentucky 40232 
www.eon-us.com 

Connie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie. bellar@eon-us corn 

Re: Kentiicky Utilities Conipnny - Report of Certaiii Muterinl CIIuirges 
Case NO. 2006-00390 

Dear Mr. Derouen: 

Pursuant to the Commission’s Order, dated January 22, 2007, in the 
aforementioned case, Kentucky Utilities Company (“KIJ”) hereby files a report 
of material changes that KU would have had to disclose to the Securities and 
Exchange Commission (“SEC”) on a Form 8-K if the company had continued 
to have publicly held secured debt. 

In compliance with this Commission order, KU is submitting this letter as its 
report. With respect to December 2008, KU believes it would have filed a Form 
8-K for the following events: 

0 KU’s entering into a new loan with Fidelia Corporation, an affiliated 
company. The new loan, in the amount of $75 million, matures in 
December 2018 and carries an interest rate of 7.035%- 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Lonnie E. Bellar 

1 / 1  
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Kentucky IJtilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5 : O O l  Section 10(6)(t) 

Sponsoring Witness: Valerie L. Scott 

Description of Filing Requirement: 

If the utility had any amounts charged or allocated to it by an aflliate or general or home 
ofjce or paid any monies to an affiliate or general or home ofJice during the test period or 
during the previous three (3) calendar years, the utility shall file: 

1. A detailed description of the method and amounts allocated or charged to the utility 
by the afJiliate or general or home oflce for each charge allocation or payment; 

2. An explanation of how the allocator for the test period was determined; and 

3. All facts relied upon, including other regulatory approval, to demonstrate that each 
amount charged, allocated or paid during the test period was reasonable; 

Response: 

1. Please see the attached schedule for a description of the amounts charged or allocated 
to KIJ. The method of allocation is set forth in the attached Cost Allocation Manual. 

2. The allocator for the test period was determined using the methodology set forth in 
the Cost Allocation Manual. 

3. The amounts charged, allocated or paid during the test period were reasonable for the 
following reasons: 

(i) the Cost Allocation Manual has been filed with the Kentucky Public Service 
Commission; (ii) the allocations are made utilizing the methodology set forth in 
the Cost Allocation Manual; (iii) the allocations are reviewed to assure that they 
have been made in accordance with the Cost Allocation Manual. 
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E.ON U.S. SERVICES INC. 

Cost Allocation Manual 
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CAM 
Capital Corp. 
EMS 
E.ON 
E.ON U.S. 
E.ON U.S. Foundation 
FERC 
HR 
IT 
KU 
LEM 
LG&E 
PUHCA 2005 
SA 
SEC 
SERVCO 
WKE 

E.QN U.S. Services Inc. 
Cost Allocation Manual 

Cost Allocation Manual 
E.ON 1J.S. Capital Corp. 
Energy Management System 
E.ON AG 
E.ON U.S. LLC 
E.ON US.  Foundation Inc. 
Federal Energy Regulatory Commission 
Human Resources 
Information Technology 
Kentucky Utilities Company 
LG&E Energy Marketing Inc. 
Louisville Gas and Electric Company 
Public Utility Holding Company Act of 2005 
Service Agreement 
Securities Exchange Commission 
E.ON U.S. Services Inc. 
Western Kentucky Energy Corp. and its Affiliates 
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E.ON U.S. Services Inc. 
Cost Allocation Manual 
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E.ON U.S. Sewices Inc. 
Cost Allocation 

I. INTRODUCTION 

PlJHCA 2005 states that centralized service companies must maintain and make available to the FERC 
their books, accounts and other records in the specific manner and preserve them for the required periods as 
the FERC prescribes in 18 Code of Federal Regulations Part 368 of the FERC Uniform System of 
Accounts. These records must be in sufficient detail to permit examination, audit, and verification, as 
necessary and appropriate for the protection of utility customers with respect to jurisdictional rates. The 
purpose of this CAM is to document the methods, policies and procedures that SERVCO will follow in 
performing certain services for affiliate companies. In developing this CAM the overriding goal was to 
protect investors and consumers by ensuring the methods, policies and procedures contained in this CAM 
were PUHCA 2005 compliant SO that SERVCO costs are fully segregated, and fairly and equitably 
allocated among the affiliate companies. SERVCO was authorized to conduct business as a service 
company for E.ON 1J.S. (formerly LG&E Energy LLC) and its various subsidiaries and affiliates by order 
of the SEC on December 6,2000, and commenced operations January 1 , 2001. 

Periodic changes to the CAM may be necessary due to future management decisions, interpretations by 
state or federal regulatory bodies, changes in structure or activities of affiliates, or other internal procedures. 

11. DESCRIPTION OF SERVICES 

Service descriptions are organized by SERVCO responsibility areas, or provider departments and include 
the costs associated with providing that service. 

Operations Organization 

Retail Business Services 

Customer Services - providing call center and customer communication services for both 
electric and gas customers. 

Sales and Marketing Services - providing programs for establishing strategies, oversight 
for marketing, sales and branding of utility and related services, and conducting marketing 
and sales programs for economic development, and demand side management. 

Economic Development and Maior Accounts Services - maintains community 
development, partnerships with state, regional, and local economic development allies, and 
customized products and services. 

Page 4 07/03/08 



E.ON 1J.S." Services Inc. 
Cost Allocation 

Meter Reading Services - providing meter reading and meter data services. 

Meter Operations Services - conducts the testing of meters, completion of all customer 
requested service/field credit orders and the installation of commercialhndustrial meters. 

Meter Asset Management Services - maintains inventory, quality and environmental issues, 
policy and standards, technical support, and logistics. 

Cash Remittance Services -- provides remittance processing, customer payments, and 
collection services. 

Billing - Integrity Services - administering and providing customer billings and credit 
reviews. 

Energy Services 

Proiect Engineering Services - coordinating and managing a11 major generation 
construction. 

Svstem Laboratorv Services - providing system laboratory services to the generating 
stations. 

Generation Engineering Services - providing engineering management for new and existing 
generation assets. 

Combustion Turbines Operations and Maintenance Services 

Fuel Procurement Services - procuring coal, natural gas, oil and other bulk materials for 
generation facilities and ensuring compliance with price and quality provisions of fuel 
contracts. 

Transmission Strategy and Planning Services 

Transmission Protection and Substation Services 

Transmission Line Services 

Transmission Reliability and Compliance Services 

Page 5 07/03/08 



E.QN U.S. Services Inc. 
Cost Allocation 

Transmission System Operations Services - providing transmission system control center 
services. 

Transmission EMS Services 

Energy Marketing Services 

Enerm Marketing Services - providing market services to take advantage of the highest 
excess generation prices in the open market. 

Market Forecasting Services - providing management services for financial forecasts of the 
utility market. 

Load Forecasting Services - providing short- and long-term load forecasting services. 

Generation Planning Services - providing short- and long-term generation planning 
services. 

Distribution Operations Services 

Network Trouble and DisDatch Services - providing dispatch services, reporting outage 
situations and coordinating restoration. 

Mapping and Records Management Services - providing and maintaining the mapping of 
the electric infrastructure. 

Electric Engineering Services - providing development engineering and construction 
standards, distribution system planning and analysis, substation construction project 
management and telecommunications systems design and analyses. 

Distribution Asset Management Services - leads management and investment decisions 
regarding distribution assets, including resource allocation, development of uniform 
standards and procedures, determining performance targets and managing assets 
information and data. 

Substation Construction and Maintenance Services - providing engineering and design 
services for substation construction, maintenance and operations areas. 

Page 6 07/03/08 



]%.ON 1J.S. Services Ine. 
Cost Allocation 

Finance Organization 

Finance and Corporate Development Services 

Budgeting - Services - providing services related to managing, coordinating and reporting 
for the budgeting process. 

Financial Planning Services - providing services related to financial planning and 
forecasting services, investment analysis and investment planning reports. 

Financial Svstems - providing business support and electronic data processing services for 
all financial systems including Oracle Applications, Powerplant and PowerTax. 

Corporate Controller Organization Services 

Internal Financial and Management Reporting S e r v v  - providing internal financial 
reports including standard and ad hoc management reporting. 

External Financial Reporting Services - providing financial reports required or used by 
various external constituencies such as the FERC, the Kentucky Public Service 
Commission, the Virginia State Corporation Commission, 1J.S. Department of Energy 
(DOE), Internal Revenue Service, Nationally Recognized Municipal Securities Information 
Repository and financial institutions. 

Accounting and Reporting Services - providing to management U.S. Generally Accepted 
Accounting Principles (GAAP), FERC, and International Financial Reporting Standards 
(IFRS) accounting research and interpretation and promulgation of accounting and internal 
control procedures. Perform 1J.S. GAAP and IFRS general ledger account and project 
analyses, reconciliations, and consolidation. 

Sundw Billing; Services - processing miscellaneous and non-standard billings and 
maintaining and monitoring associated accounts receivable. 

Property Accounting Services - maintaining, analyzing and reporting related to continuing 
property records. 

Enerm Marketing; Accounting Services - performing month-end validation of all power 
transactions and resolving any discrepancies; preparing invoices and wires; validating bills 
from other counterparties; preparing accounting, allocation and analysis of off system sales, 
off system purchases, and intercompany sales and purchases; and preparing various FERC, 
Fuel Adjustment Clause, Southwest Power Pool, and DOE reports. 

Revenue Accounting Services - managing and analyzing internal and external revenue 
reporting. 
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Corporate Tax and Payroll Organization Services 

Pavroll Services - providing payroll services including the managing of payroll systems. 

Tax Accountinv Compliance and Reporting Services - preparation of consolidated and 
subsidiary federal, state and local income tax returns; current and deferred tax accounting; 
utility gross receipts; saleduse tax; E.ON U.S. Foundation returns and supporting roles for 
business development, special requests and tax legislation. 

Tax Planning Services - providing detailed forecasting of foreign, federal and state taxes, as 
well as, capital based and property tax planning. 

Tax - Special Proiects Services - providing business or project development, asset 
dispositions, tax credit studies, review/analysis of proposed tax legislation, etc. 

Audit Services - providing independent and objective assurance along with consulting services and 
internal controls system review. 

Information Technology Services 

Information Technology - Corporate Functions Services - services associated with 
corporate functions, not specific companies or work groups, and include groups such as IT 
Security, IT Finance and Administration, IT Training, and IT Strategy and Planning. This 
is where corporate standards, security policies and procedures and programs are developed 
and administered for the corporation. 

Information Technolow - Administrative Services - services associated with non-project 
management and administrative support. Total administrative services are proportionally 
recovered based on the level of charges assigned from the other products and services. 

Information Technolow - Enhancements - provides discretionary, project-based work done 
in IT. These projects create new client value or add business value to existing 
products/services. 

Information Technology - Application Services - services associated with each of the 
existing applications that IT provides to the business, for example Oracle Applications, 
PeopleSoft, etc. These services incur costs related to application license fees and 
application support costs. 
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Information Technolom - Client Services - services associated with existing end user tools 
and related productivity software that the users can identify and interact with, such as a 
personal computer, telephone, email and file and print services. 

Information Technolop - Platform Services - services associated with shared computing 
platforms, databases, network and IT Service Desk. 

Corporate Finance and Treasury Services 

Cash Management and Investment Services - providing management and monitoring of 
cash flows including review and acquisition of business entity cash requirements and 
procurement of short-term financing and credit lines. 

Corporate Finance Services - providing overall finance options including evaluation of new 
financing vehicles and instruments, analysis of existing financing positions and raising 
long-term finds for all entities. 

Risk Management Services - managing outside providers of risk services comprised of 
providing insurance and assisting affiliated entities in managing property and liability risks 
including claims, security, environmental, safety and consulting services. 

Credit Administration Services - providing management of credit risk for wholesale energy 
sales and major vendors. 

Enerm Marketing Trading Controls Services - performing daily, weekly, monthly and ad 
hoc reporting on the trading portfolios related to total exposure, trading limits, and mark-to- 
market calculations. Other activities include performing an independent valuation and 
validation of significant transactions, and valuation algorithms, ensuring trading system 
security and performing trading system enhancements. 

Energy Marketing Contract Administration Services - negotiating contracts with 
counterparties, administrating contracts, and maintaining contracts within the trading 
systems. Additional activities include assisting various departments with contract disputes 
and preparing and validating confirmations. 

Supply Chain and Logistics Services 

Procurement and Major Contracts Services - providing for and administering major 
contract negotiations, requests for quotes, supplier relations and order placement services. 

Stratepic Sourcing Services - providing strategic sourcing services such as maintaining and 
analyzing the supplier base and performing supplier selection activities including contract 
negotiations and ongoing compliance. 
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Materials Logistics Services - providing order management, materials handling and 
logistics, and inventory management services. 

Sourcing Support Services - providing order management and general field support 
services for system policy and maintenance management, developing and monitoring of key 
performance metrics, and supplying day to day variance and reconciliation reporting 
services. 

Accounts Pavable Services - processing payments for purchase orders, check requests, 
employees’ expense reimbursements, etc., and providing ad-hoc research and analysis 
services. 

General Counsel / Secretary Organization 

Compliance, Legal, and Environmental Affairs Services 

Compliance and Legal Services - providing various legal and compliance services for all 
affiliated entities including in-house counsel and staff assistance in the areas of, among 
others, corporate and securities law, employment law, energy, public utility and regulatory 
law, contract law, litigation, environmental law and intellectual property law, evaluating 
legal claims and managing legal fees for outside counsel, as well as, compliance assessment 
and risk management, code of conduct, anti-fraud, ethics and helpline management, etc. 

Environmental Affairs Services - providing management services related to performing 
analyses, monitoring and advocacy of regulatory and legislative environmental matters 
including securing of permits and approvals, providing environmental technical expertise, 
and representing the company in industry groups and before regulatory agencies dealing 
with environmental issues. 

Regulatory Affairs and Government Affairs Management Services 

Regulatow Affairs Services - providing management services for compliance with all laws, 
regulations and other policy requirements, including regulatory filings, expert testimony, 
tariff administration and compliance, pricing support, and development and monitoring of 
positions regarding ongoing regulatory matters. 

Government Affairs Management Services - maintaining relationships with government 
policy makers and conducting lobbying activities. 
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Corporate Communications and Public Affairs Management Services 

Internal Communications Services 

External and Brand Communications Services - providing all administrative and 
management support for external communication services, brand image management and 
corporate events. 

Public Affairs Management Services - providing community relations functions, 
communicating public information to local organizations and providing oversight and 
communications to employees. 

Administration Organization 

Operating Services 

Facilities and Building Sew- - providing building and grounds maintenance including 
coordination of office furniture and equipment purchases/leases, space utilization and 
layout, and building code and fire protection services. 

Security Services - providing security personnel, security and monitoring devices for all 
affiliated entities. 

Production Mail Services - providing production mail services for customer bills and other 
large customer mailings. 

Document Services - providing document printing, reproduction services including mail 
delivery, scanning, off-site storage and document service desk support. 

Right-of-way Services - obtaining and retaining easements or fee simple property for 
placement and operation of company and affiliate equipment as well as managing real 
estate assets and maintaining real estate records. 

Transportation Services 

TransDortation Services - providing and operating transportation fleet for all affiliated 
companies including developing fleet policy, administering regulatory compliance 
programs, managing repair and maintenance of vehicles and procuring vehicles. 
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Human Resource Services 

Human Resources - Compensation Services - providing services relating to the 
establishment and oversight of compensation policies for executives and employees. 

Human Resources - Benefits Services - providing services relating to the establishment and 
oversight of benefits policies for employees, including administrative billings to vendors 
and retiree and survivor services, and maintenance of all personnel records. 

Human Resources - Health and Safety Services - providing services relating to the 
establishment and oversight of health and safety policies for employees. 

Human Resources - Organization Development and Training. Services - providing training 
services to improve organizational effectiveness with an emphasis on employee and 
leadership development, leadership succession planning, and the change management 
process. 

Human Resources - Corporate Headquarters Services -- providing services relating to 
operational and strategic human resources management for corporate staff. 

Human Resources - Enerm Services - providing services relating to operational and 
strategic human resources management for Energy Services employees. 

Human Resources - Enerm Delivery Services - providing services relating to operational 
and strategic human resources management for Energy Delivery employees. 

Technical and Safety Training Services - providing training services on technical and 
safety matters primarily for the Energy Delivery and Energy Services businesses. 

Industrial Relations Management Services - providing communication and oversight for 
union matters, negotiation of union contracts, and union dispute resolution services. 

Executive Management Services - providing executive leadership to the corporation which 
is comprised of the compensation and benefits of the corporate officers and executive 
assistants. 
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111. CORPORATE ORGANIZATION 

OVERVIEW 

E.ON 1J.S. and its utility subsidiaries are engaged principally in the generation, transmission, distribution 
and sale of electricity. LG&E is also engaged in the storage, distribution, and sale of natural gas. E.ON 
US. and its subsidiaries are subject to the regulatory provisions of PUHCA 2005. LG&E and KU are 
subject to regulation by the FERC and state utility commissions in Kentucky. KU is also subject to 
regulation by state utility commissions in Virginia and Tennessee. 

E.ON ‘CJ.S. has four direct subsidiaries: LG&E, KU, LEM, and Capital Corp., which includes W E ,  E.ON 
1J.S. Natural Gas Trading, Inc. and the Argentine Gas Distribution businesses. E.ON US.  has an affiliate 
relationship with E.ON U.S. Foundation due to overseeing all operations of the foundation. 

UTILITY OPERATIONS 

LG&E, incorporated in Kentucky in 19 13, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the storage, distribution and sale of natural gas. 
LG&E is a wholly-owned subsidiary of E.ON U.S. At December 31,2007, LG&E supplied natural gas to 
approximately 326,000 customers and electricity to approximately 40 1,000 customers in Louisville and 
adjacent areas in Kentucky. LG&E’s service area covers approximately 700 square miles in 17 counties in 
Kentucky. 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
is a wholly-owned subsidiary of E.ON U.S. At December 3 1 , 2007, KTJ provided electricity to 
approximately 506,000 customers in 77 counties in central, southeastern and western Kentucky, to 
approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. 

SERVICE COMPANY 

SERVCO, a Kentucky corporation is a centralized service company registered under the PUHCA 2005 and 
is authorized to conduct business as a service company for E.ON US.  and its various subsidiaries and 
affiliates by order of the SEC dated December 6,2000, and commencing operation January 1 , 200 1. 
SERVCO is the service company for affiliated entities, including E.ON TJ.S., LG&E, KU, Capital Corp, 
and LEM and provides a variety of administrative, management, engineering, construction, environmental 
and support services. SERVCO provides its services at cost, as permitted under PUHCA 2005. 

Development of the SERVCO organization was predicated on the fact that if the employee performed 
activities benefiting more than one affiliate, that employee would become a part of the SERVCO 
organization. In many respects, employees residing in typical finance, administrative and general, 
management and other support departments are fully subject to SERVCO organizational placement. 
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Many operational employees dedicated to providing a service to just one affiliate, by definition, are not 
subject to SERVCO placement. However management and support staff overseeing the business activities 
of more than one of these operational groups are subject to SERVCO placement. 

OTHER BUSINESS OPERATIONS 

E.ON U.S. Foundation, a charitable foundation exempt Erom federal income tax under Section 501(c)(3) of 
the Internal Revenue Code, makes charitable contributions to qualified entities. 

SERVCO also transacts business with E.ON AG and its affiliates on behalf of E.ON 1J.S. 

LEM engages in asset based energy marketing which primarily involves the marketing of power generated 
by non-utility physical assets controlled by E.ON 1J.S. and its affiliates. 

Capital Corp. is the primary holding company for the E.ON U.S.’s non-utility businesses. Its businesses 
include: 

WKE and aflliates. WKE has a 25-year lease of and operates the generating facilities of Big Rivers 
Electric Corporation, a power generation cooperative in western Kentucky, and a coal-fired facility 
owned by the City of Henderson. E.ON lJ.S. plans to discontinue the operations of W E .  

Argentine Gas Distribution. Through its Argentine Gas Distribution operations, Capital Corp. owns 
interests in entities which distribute natural gas to approximately one million customers in Argentina 
through two distribution companies (Distribuidora de Gas Del Centro S.A. and Distribuidora de Gas 
Cuyana S.A.). 

Natural Gas Trading: E.ON 1J.S. Natural Gas Trading Inc. engages in non-utility financial and physical 
trading of natural gas. 

IV. TRANSACTIONS WITH AFFILIATES 

OVERVIEW 

E.ON U.S. formed SERVCO, as a service company to provide goods and services for affiliated companies 
within the E.ON U.S. system. SERVCO and affiliated companies (or their parent entities) may enter into 
SAs, which may establish the general terms and conditions for providing those services, including those 
mentioned in Section I1 of the CAM. 
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At formation certain LG&E, KU and E.ON U.S. employees became employees of SERVCO and such 
employees continued to provide goods and services to the regulated and non-regulated entities. SERVCO 
provides a variety of administrative, management, engineering, construction, environmental and support 
services. SERVCO also coordinates the intercompany billings with E.ON and their affiliates which mainly 
include transactions for expatriate services. 

Regulated affiliates receive services at cost, pursuant to the service agreements. Non-regulated affiliates 
generally receive services at cost; however, certain services may permit pricing at fair-market value. The 
provisions included in contracts or service agreements govern transactions between SERVCO and the 
regulated and non-regulated affiliates. 

Definitions of Cost 

Tarqf Rate - The price charged to customers under applicable tariffs on file with federal or state 
regulatory commissions. 
Fair Market Value - The price held out by a providing entity to the general public in the normal 
course of business (Le. the price at which a reasonable buyer and a reasonable seller are willing to 
transact in the normal course of business). 
Cost - The charge used for transactions with affiliates for which no tariff rate or fair market value is 
applicable. SERVCO follows the definition of cost defined in PUHCA 2005. 

This section separately details the nature and frequency for services provided by SERVCO to affiliated 
companies, as described below: 

Ongoing - Provided on a prearranged, continuous basis (i.e., daily) 
Frequent - Provided as requested on a regular basis (Le., several times per month) 
Infrequent - Provided as requested on an irregular basis (i.e., several times per year) 

All charges by SERVCO to affiliated entities follow the principle of fully distributed cost. Primary 
affiliates receiving the service are designated below as: 

R - Regulated (LG&E and KU) 
NR - Nan-regulated (Capital Corp., LEM and E.0N U.S. Foundation) 
C - Corporate (E.ON and its subsidiaries and affiliates, E.ON U.S. and Capital Corp.) 
A-  All 
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Product or Service Frequency 

Customer Services Ongoing 
Sales and Marketing -~ Services Frequent 
Economic DeveloDment and Maior Accounts Services Frequent 

TRANSACTIONS PROVIDED BY SERVCO TO AFFILIATES 

Primary 
Affiliate 
R 
R, NR 
R 

Meter Reading Services - 
Meter Operations Services 
Meter Asset Management Services 

Ongoing 

Onnoine 
Cash Remittance Services 
Billing Integrity Services 
Transportation Services 
Project Engineering .- Services 
System Laboratory Services 
Generation Engineering Services 
Combustion Turbine Operations and Maintenance Services 
Fuel Procurement Services 
Transmission Strategy and Planning Services 
Transmission Protection and Substation Services 

Ongoing R 
Ongoing R 
Ongoing A 
Infrequent R 
Ongoing R 
Ongoing R 
Ongoing R 

R Ongoing 
Ongoing R 
Ongoing R 

- 

Transmission Line Services 
Transmission Reliability and Compliance Services 

Transmission EMS Services 

-.- 
Transmission System Operations Services 

Ongoing R 
R Ongoing 

Ongoing R 
Ongoing R 

- 

Energy Marketing Services Ongoing R 
Market Forecasting Services Frequent R 
Load Forecasting Services Frequent R 
Generation Planning Services Ongoing - 

Network Trouble and Dispatch Services Ongoing R 
- Mapping and Records Management Services Ongoing R 
Electric Engineering Services Ongoing R 

R 
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i s u b s t a t i o n  and Maintenance Services 
Ongoing R 
Frequent R 

Distribution Management Services 
Budgeting Services 
Financial Planning Services 
Financial Systems 

Ongoing R 
Frequent A 
Frequent A 
Ongoing A 

-- Internal Financial and Management Reporting Services Frequent A 
External Financial Reporting Services Frequent A 
Accounting and Reporting Services Ongoing C 
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Sundry Billings Services Ongoing A 
Property Accounting Services Ongoing - 
Energy Marketing Accounting Services Ongoing A 
Revenue Accounting Services Ongoing R 
Payroll Services Ongoing A 
Tax Accounting, Compliance and Reporting Services Ongoing A 
I Tax Planning Services Infrequent A 

R 

Tax - SDecial Proiects Services Infreauent A 
- Audit Services 
IT Corporate Functions Services 
IT Administrative Services 
IT Proiect Services 

Ongoing A 
Ongoing A 
Ongoing A 
Freauent A 

IT Application Services 
IT Client Services 
IT Platform Services 
Cash Management and Investment Services 

Ongoing A 
Ongoing A 
Ongoing A 
Ongoing A 

I Internal Communications Services 1 Freauent I C  I 

Corporate Finance Services 
Risk Management Services 
Credit Administration Services 
Energy Marketing Trading Controls Services 
Energy Marketing Contract Administration Services 
Compliance and Legal Services 
Environmental Affairs Services 
Regulatory Affairs Services 
Government Affairs Management Services 

Ongoing A 
Ongoing A 
Ongoing A 
Ongoing A 
Ongoing A 
Ongoing A 
Frequent 
Ongoing 
Freauent C 

External and Brand Communications 
Public Affairs Management Services 
Facilities and Building Services 
Security Services 
Production Mail Services 
Document Services 
Right of Way Services 
Transportation Services 
Procurement and Major Contracts Services 
Strategic Sourcing Services 
Materials Logistics Services 
Sourcing S u ~ ~ o r t  Services 

Frequent C 
Frequent C 
Ongoing A 
Ongoing A 
Ongoing R 
Ongoing A 
Ongoing A 
Ongoing A 
Ongoing A 
Ongoing A 
Ongoing R 
Ongoing R 

Accounts Payable Services t HR Compensation Services 
Ongoing A 
Frequent A I 
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I 

HR Benefits Services Frequent 
HR Health and Safetv Services Freauent 

A 
A 

and Training Services 

HR Enerw Deliverv Services 
I Technical and Safetv Training Services I Freauent I R  l 

Frequent A 
Frequent A 
Frequent R 
Freauent R 

Services 

V. 

Frequent R 
Ongoing A 

COST APPORTIONMENT METHODOLOGY 

OVERVIEW 

The costs of services provided by SERVCO will be directly assigned, distributed or allocated by activity, 
project, program, work order or other appropriate basis. The primary basis for charges to affiliates is the 
direct charge method (see section VI for time reporting procedures). The methodologies listed below 
pertain to all other costs which are not directly assigned but which make up the hlly distributed cost of 
providing the product or service. 

Directly Assignable - Expenses incurred for activities and services exclusively for the benefit of 
one affiliate. In many respects, these types of expenses relate to non-SERVCO employees that 
perform dedicated services to one affiliate, although SERVCO employees also directly report 
where feasible. 

Directly Attributable - Expenses incurred for activities and services that benefit more than one 
affiliate and which can be apportioned using direct measures of costs causation. 

Indirectly Attributable - Expenses incurred for activities and services that benefit more than one 
affiliate and which can be apportioned using general measures of cost causation. 

Unattributable - Expenses or portions thereof incurred for activities and services that have been 
determined as not appropriate for apportionment. The unattributable portions of these costs relate 
primarily to activities such as corporate diversification, political or philanthropic endeavors and, as 
such, may be charged, in whole or in part, to Capital Carp. 
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SERVCO will allocate the costs of service among the affiliated companies using one of several methods 
that most accurately distributes the costs. The method of cost allocation varies based on the department 
rendering the service. Any of the methods may be adjusted for any known and reasonably quantifiable 
events, or at such time as may be required due to significant changes in the business, but are generally 
determined annually. The allocation methods used by SERVCO are as follows: 

Contract Ratio -- Based on the sum of the physical amount (Le. tons of coal, cubic feet of natural gas) of 
the contract for both coal and natural gas for the immediately preceding twelve consecutive calendar 
months, the numerator of which is for an operating company or an affected affiliate company and the 
denominator of which is for all operating companies and affected affiliate companies. 

Departmental Charge Ratio - A specific SERVCO department ratio based upon various factors such as 
labor hours, labor dollars, departmental or entity headcount, etc. The departmental charge ratio typically 
applies to indirectly attributable costs such as departmental administrative, support, and/or material and 
supply costs that benefit more than one affiliate and that require allocation using general measures of cost 
causation. Methods for assignment are department-specific depending on the type of product or service 
being performed and are documented and monitored by the Budget Coordinators for each department. 

Electric Peak Load Ratio - Based on the sum of the monthly electric maximum system demands for the 
immediately preceding twelve consecutive calendar months, the numerator of which is for an operating 
company and the denominator of which is for all operating companies. 

Energy Marketing Ratio - Based on the absolute value of equivalent megawatt hours purchased or sold 
for the immediate preceding twelve consecutive calendar months, the numerator of which is for an 
operating company or an affiliate and the denominator of which is for all operating companies and affected 
affiliate companies. 

Information Systems Chargeback Rates - Rates for services, including but not limited to software, 
consulting, mainframe and personal computer services, are based on the costs of labor, materials and 
information services overheads related to the provision of each service. Such rates are appIied based on the 
specific equipment employed and the measured usage of services by client entities. 

Non-Fuel Material and Services Expenditures - A ratio based on non-fuel material and services 
expenditures, net of reimbursements, for the immediately preceding twelve consecutive calendar months. 
The numerator is equal to such expenditures for a specific entity and/or line-of-business as 
appropriate and the denominator is equal to such expenditures fur all applicable entities. 

Number of Customers Ratio -- A ratio based on the number of retail electric and/or gas customers. This 
ratio will be determined based on the actual number of customers at the end of the previous calendar year. 
In some cases, the ratio may be calculated based on the type of customer class being served (i.e. 
Residential, Commercial or Industrial). 
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Number of Employees Ratio .- A ratio based on the number of employees benefiting from the performance 
of a service. This ratio will be determined based on actual counts of applicable employees at the end of the 
previous calendar year. A two-step assignment methodology is utilized to properly allocate SERVCO 
employee costs to the proper legal entity. 

Number of Meters Ratio - Ratio based on the number or types of meters being utilized by all levels of 
customer classes within the system for the immediately preceding twelve consecutive calendar months. 
The numerator is equal to the number of meters for each utility and the denominator is equal to the total 
meters for KTJ and LG&E. 

Number of Transactions Ratio - Based on the sum of transactions occurring in the immediately preceding 
twelve consecutive calendar months, the numerator of which is for an operating company or an affected 
affiliate company and the denominator of which is for all operating companies and affected affiliate 
companies. For example, services with regard to Procurement and Major Contracts would define a 
transaction as the number of contracts negotiated. Services pertaining to Materials Logistics would define 
the transaction as the number of items ordered, picked and disbursed out of the warehouse. Services 
pertaining to Accounts Payable would define the transaction as the number of invoices processed. The 
Regulatory Accounting and Reporting Department is responsible for maintaining and monitoring specific 
producthervice methodology documentation for actual transactions related to SERVCO billings. 

Payroll Ratio - Based on the sum of the payroll costs for the immediately preceding twelve consecutive 
calendar months, the numerator of which is for an operating company or an affected affiliate company and 
the denominator of which is for all operating companies and affected affiliate companies. 

Project Ratio - Based on the total costs for any departmental or affiliate project for the immediately 
preceding twelve consecutive calendar months, the numerator of which is for an operating company or an 
affected affiliate company and the denominator of which is for all operating companies and affected 
affiliate companies. 

Regulatory Mandate Ratios - Based on federal or state mandated percentage allocations based on 
regulatory proceedings and requirements. These ratios are typically developed in concert with regulatory 
authorities representing the results of merger or joint asset ownership negotiations and are supported by 
specific contracts regarding legal entity allocation requirements. Contract terms are maintained by the 
Regulatory Accounting and Reporting Department. 

Retail Revenue Ratio - Based on utility revenues, excluding energy marketing revenues, for the immediate 
preceding twelve consecutive calendar months, the numerator of which is for an operating company or an 
affiliate and the denominator of which is for all operating companies and affected affiliate companies. 

Revenue Ratio - Based on the sum of the revenue for the immediately preceding twelve consecutive 
calendar months, the numerator of which is for an operating company or an affected 
affiliate company and the denominator of which is for all operating companies and affected affiliate 
companies. 
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Product or Service Assignment Method 
Customer Services 
Sales and Marketing Services 
Economic Development and Major Account 
Services 
Meter Reading Services 
Meter Operations Services 
Meter Asset Management Services 
Cash Remittance Services Revenue Ratio 
Billing Integrity Services 

System Laboratory Services 

Combustion Turbine Operations and Maintenance 
Services 
Fuel Procurement Services Contract Ratio 
Transmission Strategy and Planning Services Departmental Charge Ratio 
Transmission Protection and Substation Services Departmental Charge Ratio 

Transmission Reliability and Compliance Departmental Charge Ratio 
Services 
Transmission System Operations Services Departmental Charge Ratio 
Transmission EMS Services Regulatory Mandate Ratios 
Regulatory Energy Marketing Services Regulatory Mandate Ratios 
Market Forecasting Services Departmental Charge Ratio 
Load Forecasting Services I Departmental Charge Ratio 
Generation Planning Services Electric Peak Load Ratio 
Network Trouble and Dispatch Services Departmental Charge Ratio 

Number of Customers Ratio 
Departmental Charge Ratio 
Depzmental Charge Ratio 

Departmental Charge Ratio 
Number of Meters Ratio 
Number of Meters Ratio 

Number of Customers Ratio 

Departmental Charge Ratio 

Total Assets Ratio 

Project Engineering Services Total Assets Ratio - 

Generation Engineering Services Departmental Charge Ratio -- 

Transmission Line Services Departmental Charge Ratio ~ 

-- 
Mapping and Records Management Services Departmental Charge Ratio I 

Total Assets Ratio - Based on the total assets at year end for the preceding year, the numerator of which is 
for an operating company or affected affiliate company and the denominator of which is for all operating 
companies and affected affiliate companies. In the event ofjoint ownership of a specific asset, asset 
ownership percentages will be utilized to assign costs. 

Transportation Resource Management System Chargeback Rate - Rates for use of transportation 
equipment are based on the costs associated with providing and operating transportation fleet for all 
affiliated companies including developing fleet policy, administering regulatory compliance programs, 
managing repair and maintenance of vehicles and procuring vehicles. Such rates are applied based on the 
specific equipment employment and the measured usage of services by the various company entities. 

The following product and service listing details the type of assignments being employed. 
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Product - or Service 
Electric Engineering Services 
Distribution Asset Management Services 
Substation Construction and Maintenance 
Services 

~ 

Assignment Method 
Departmental Charge Ratio 
Total Assets Ratio 
Departmental Charge Ratio 

Distribution Management Services 
Budgeting __ Services 
Financial Planning Services 

Internal Financial and Management Reporting 
Financial %stems 

Services I 

I___ -- __ - Departmental Charge Ratio 
Revenue, Total Assets and Payroll Ratios 
Revenue, Total Assets and Payroll Ratios 

Revenue, Total Assets and Payroll Ratios 
Number of Employees Ratio _ _  

External Financial Reporting Services 
Accounting and Reporting Services 
Accounts and Projects Services 
Sundry Billings Services 
Property Accounting Services 
Accounts Payable Services 
Energy Marketing Accounting Services 
Revenue Accounting Services 
Payroll Services 
Tax Accounting, Compliance and Reporting 
Services 

Revenue, Total Assets and Payroll Ratios 
Revenue, Total Assets and Payroll Ratios 
Revenue, Total Assets and Payroll Ratios 
Revenue, Total Assets and Payroll Ratios 
Departmental Charge Ratio 
Number of Transactions Ratio 
Energy Marketing Ratio 
Retail Revenue Ratio 
Payroll Ratio 
Departmental Charge Ratio 

Tax Planning Services - 
Tax - Special Projects Services 
Audit Services 
IT Corporate Functions Services 
IT Administrative Services 
IT Project Services 
IT Amlication Services 

Departmental Charge Ratio 
Direct Charges Only 
Project Ratio 
Information Systems Chargeback Rates 
Information Systems Chargeback Rates 
Information Systems Chargeback Rates 
Information Svstems Chargeback Rates 

IT Client Services 
IT Platform Services 

Information Systems Chargeback Rates 
Information Systems Chargeback Rates 

1 Departmental Charge Ratio I Government Affairs Management Services - 

Cash Management and Investment Services 

Risk Management Services 
Credit Administration Services 
Energy Marketing Trading Controls Services 

Corporate Finance Services 

Page 22 07/03/08 

Revenue, Total Assets and Payroll Ratios 

OUTSOURCED - Direct Charges Only 
Energy Marketing Ratio 
Energy Marketing Ratio 

Revenue, Total Assets and Payroll Ratios -____ 

Energy Marketing Contract Administration 
Services 

Energy Marketing Ratio 

Strategic Planning Services 
- Compliance I and Legal Services 
Environmental Affairs Services 
Regulatorv Affairs Services 

Direct Charges Only 
Departmental Charge Ratio 
Departmental Charge Ratio 
Revenue Ratio 
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Product or Service __ 
Internal Communication Services 
External and Brand Communication Services 
Public Affairs Management Services 
Facilities and Building Services 
Security Services 
Production Mail Services 
Document Services 

~ 

Assignment Method 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Number of Customers Ratio 
Number of Emolovees Ratio 

Right-of-way Services Departmental Charge Ratio 
Transportation Services 

Procurement and Major Contracts Services 

Materials Logistics Services 
Sourcing Support Services 
Accounts Payable Services 
HR Compensation Services 
HR Benefits Services 
HR Health and Safety Services 

Transportation Resource Management System 
Chargeback Rates 
Non-Fuel Material and Services Expenditures Ratio 

Number of Transactions Ratio 
Non-Fuel - Material and Services Expenditures Ratio 
Number of Transactions Ratio 
Number of Employees Ratio 
Number of Employees Ratio 
Number of Employees Ratio 

, Number of Employees Ratio 

Strategic Sourcing Services Non-Fuel Material and Services Expenditures Ratio -- 

-- 

, HR Organization Development and Training 

Number of Employees Ratio 
Number of Emolovees Ratio 
Number of Employees Ratio 
Number of Employees Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
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VI. TIME DISTRIBUTION, BILLING ANI) ASSET TRANSFER 
POLICIES 

OVERVIEW 

SERVCO utilizes ORACLE or other financial systems in which projecdtask combinations are set up to 
equate to products and services. In some cases, departments have set up many projecdtasks that map to 
products and services. In many cases, there is a one to one relationship between the projecdtask and the 
product. The ORACLE system also automatically captures the home company (providing the service) and 
the charge company (receiving the service). Regardless of the method of reporting, charges related to 
specific products reside on the company receiving the service and therefore can be identified for billing 
purposes as well as for preparation of SERVCO financial statements. This ensures that: 

1. Separation of costs between regulated and non-regulated affiliates will be maintained 
2. Intercompany transactions and related billings are structured so that non-regulated 

activities are not subsidized by regulated affiliates 
3.  Adequate audit trails exist on the books and records 

BILLING POLICIES 

Billings for transactions between SERVCO and affiliates are issued on a timely basis with documentation 
sufficient to provide the receiving party with enough detail to understand the nature of the billing, the 
relevant components, and other information as required by affiliates. Financial settlements for transactions 
are made within 30 days. Interest charges at a reasonable rate may apply. 

ASSET TRANSFERS 

Unless otherwise permitted by regulatory authority or exception, (i) transfers or sales of assets from 
regulated affiliates to non-regulated affiliates will be priced at the greater of cost or fair market value; (ii) 
transfers or sales of assets from non-regulated affiliates to regulated affiliates will be priced at the lower of 
cost or fair market value and (iii) transfers of assets between regulated affiliates shall be priced at no more 
than cost less depreciation. Settlement of liabilities will be treated in the same manner. 
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TIME DISTRIBUTION 

SERVCO has three methods of distribution to record employee salaries and wages while providing services 
for the affiliated entities: Positive time reporting, allocation time reporting and exception time reporting. 
Each department’s job activities will dictate the type of time reporting method used. 

Positive Time Reporting 

Positive time reporting or direct time reporting requires all employees of a department to track all 
chargeable hours every day. Time may be charged to the nearest quarter hour. 

Departments that have positive time reporting have labor-based activities that are easily trackable given the 
project/task code combinations noted above. All employees are given appropriate project numbers that are 
associated with the service that is being provided. The proper coding for direct assignment of costs is on 
various source documents, including the Virtual Online Time System (VOLTS) and disbursement requests. 
Each department or project manager is responsible for ensuring employees charge the appropriate charge 
codes for the services performed. This form of time reporting is documented in the VOLTS, which upon 
completion, is approved by the employees’ immediate supervisor. 

Allocation Time Reporting 

Allocation time reporting allows for certain departments to set up a predefined allocation percentage to 
affiliated company projectltasks. This is typically the case when the department is transaction-based, 
therefore, performing routine, similar tasks benefiting multiple affiliates. Each department will use its ratio 
(see ratio assignment listing in section V) that was assigned by its budget coordinator to allocate the 
appropriate time to individual charge numbers that are associated to that department’s services. Unless 
otherwise permitted by regulatory authority or exception, the selection of ratios and the calculation of 
allocation percentages should be derived from or bear relationship to an empirical analysis of a prior 
representative period. These allocation percentages are reviewed on an annual basis to update to actual 
allocation percentages when needed. 

Exception Time Reporting 

If an employee was working on a completely new project that had not been defined within the monthly or 
annual allocation process, then the employee would be given the new allocation with projecdtask code, 
update hidher time allocation accordingly and get hisher manager’s approval. If an allocation from a 
previous pay period needs to be adjusted then that correction can be entered into the VOLTS by using the 
“in and out” function. 
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Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(6)(u) 

Sponsoring Witness: W. Steven Seelye 

Description of Filing Requirement: 

If the utility provides gas, electric or water utility service and has annual gross revenues 
greater than $5,000,000, a cost of service study based on a methodology generally accepted 
within the industry and based on current and reliable data from a single time period. 

Response: 

Please refer to the testimony and exhibits of W. Steven Seelye. 





Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5 : O O l  Section 10(6)(v) 

Sponsoring Witness: Lonnie E. Bel lar 

Description of Filing Requirement: 

Local exchange carriers with fewer than 50,000 access lines shall not be required to file cost 
of service studies, except as speciJically directed by the commission. Local exchange carriers 
with more than 50,000 access lines shall file: 

1. A jurisdictional separations study consistent with Part 36 of the Federal 
Communications Commission’s rules and regulations; and 

2. Service speciJic cost studies to support the pricing of all services that generate annual 
revenue greater than $1,000,000, except local exchange access: 

a. Based on current and reliable datafiom a single time period; and 

b. Using generally recognized fully allocated, embedded, or incremental cost 
principles. 

Response: 

Not applicable to KU’s Application. 





Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5 : O O l  Section 10(7)(a) 

Sponsoring Witness: Valerie L. Scott 

Description of Fi l ing Requirement: 

Upon good cause shown, a utility may request pro forma adjustments for known and 
measurable changes to ensure fair, just and reasonable rates based on the historical test 
period. The following information shall be j l e d  with applications requesting pro forma 
adjustments or a statement explaining why the required information does not exist and is not 
applicable to the utility's application: 

(a) A detailed income statement and balance sheet reflecting the impact of all proposed 
adjustments; 

ResDonse: 

See attached. 
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Attacliment to Filing Requirement 
807 KAR 5:OOl Section 10(7)(a) 

Kentucky Utilities Company 
Pro-forma Balance Sheet 

I ASSETS 
2 UTILITY PLANT 
3 Utility Plant 
4 Construction Work in Progress 
5 Total Utility Plant 
6 Lass: Accumulated Provision for Depreciation 
7 Net Utility Plant 
8 
9 OTHER PROPERTY AND INVESTMENTS 
10 Nonutility Property-Less Reserve 
11 lnveshnent in Subsidiary Companies 
12 Other Investments 
13 Special Funds 
14 Total Other Property and Investments 
15 
16 CURRENT AND ACCRUED ASSETS 
17 Cash 
18 Special Deposits 
19 Working Funds 
20 Temporary Cash Investments 
21 Customer Accounts Receivable 
22 Other Accounts Receivable 
23 Lass: Accum Prov. for Uncollectable Accts-Credit 
24 Accounts Receivable from Associated Companies 
25 Fuel 
26 Plant Materials and Operating Supplies 
27 Allowances 
28 Stores Expense Undistributed 
29 Prepayments 
30 Interest and Dividends Receivable 
3 1 Accrued Utility Revenues 
32 Miscellaneous Current Assets 
33 Total Current and Accrued Assets 
34 
35 DEFERRED DEBITS 
36 Unamortized Debt Expense 
37 Other Regulatory Assets 
38 Preliminary Survey and Inventory 
39 Clearing Accounts 
40 Miscellaneous Deferred Debits 
41 Unamortized Loss on Re-Acquired Debt 
42 Accumulated Deferred Income Taxes 
43 Total Deferred Debits 
44 
45 Total Assets 

Jurisdictional 
I OI31R009 - 

$ 4,171,331,502 
1,025,559,217 
5,196.890.7 19 
1.824,368,838 - 
3,372,521.88 I-  

3,427,388 

34,480 
235 

62.30 1,025 
33,712,000 

I ,  144,945 
837.5 11 

86,008,664 
26,842,731 

1,110,902 
6,252,485 
3,772,068 

10,880 
53,868,529 

1 .I 75,26 1 
278,209,214 

4,253,411 
252,530,188 

4,225,421 
1,448 

32,707,665 
1 1.4 13,621 
39,819,569 

344.95 1,323 

$ 3,995,682,418 

Pro-forma 
Adjustments 

(1) $ (39,139,918) 

$ (39,139.918) 

(89.487.485)- 
(2) 50,347.567 

Adjusted 
Balance - 

$ 4,132,191,584 
1,025,559,217 
5.1 18,610,883 

- 
1,874.71 6.405 
3,243,894,478 

(3) 

3,427,388 

(4) (61,096,875) 

(850,328) 

- 
(61,947.203) 

(18,409,497) (6) 

( 18,409.497) 

(7) $ (169,844,185) 

34,480 
235 

1,204,150 
33.7 12,000 

I ,  144,945 
837.51 1 

86,008,664 
26,842,731 

260,574 
6,252,485 
3,772,068 

10,880 
53,868,529 

1.1 75,261 
216.262.01 I 

~ - 

4,253,411 
234,120,691 

4.225,42 1 
1,448 

32,707,665 
11,413,621 
39,819,569 

326,541,826 
~ 

$ 3,786,698,315 
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Attachment to Filing Requirement 
801 KAR 5:OOl Section 10(7)(a) 

Kentucky Utilities Company 
Pro-forma Balance Sheet 

46 LIABILITIES & PROPRIETARY CAPITAL 
41 PROPRIETARY CAPITAL. 
48 Common Stock Issued 
49 Paid in Capital 
50 (Less) Capital Stock Expense 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
13 
14 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
81 
88 

Retained Earnings 
Unappropriated Undistributed Subsidiary Earnings 
Total Proprietary Capital 

LONGTERM DEBT 
Bonds 
Long-Term Debt To Associated Companies 
Total-Lang Term 

OTHER NON-CURRENT LIABILITIES 
Accumulated Provision for Injuries and Damages 
Accumulated Provision for Pensions and Benefits 
Total Other Non-Current Liabilities 

CURRENT AND ACCRUED LIABILITIES 
Accounts Payable 
Notes Payable to Associated Companies 
Accounts Payable to Associated Companies 
Customer Deposits 
Taxes Accrued 
Interest Accrued 
Tax Collections Payable 
Miscellaneous Current and Accrued Liabilities 
Total Current and Accrued Liabilities 

DEFERRED CREDITS 
Customer Advances for Construction 
Accumulated Deferred Investment Tax Credits 
Other Deferred Credits 
Other Regulatory Liabilities 
Asset Retirement Obligation 
Miscellaneous Long-Term Liabilities 
Accumulated Deferred Income Taxes 
Total Deferred Credits 

Jurisdictional Adjustment to Balance 

Total Liabilities and Stockholders Equity 

Jurisdictional 
10/31/2009 

$ 268,775,095 
275,501,213 

280,244 
1,133.307,076 

1,677,309,140 

305,967,336 
1.1 17,352,250 
1,423,319,586 

2,264,889 
I 155,095,624 

151,360.5 13 

137,208,056 
17,153,628 

21,528,305 
7,220,096 
1,434,248 
2,938,883 

15,527,101 
203,010.3 17 

2,394,270 
84,059,458 
32,860,205 
34,621,093 
29,376,430 

30,367 
332,986,169 
516,328,592 

18,354,270 

$ 3,995,682,418 

Pro-forma 
Ad,justments 

(8) $ (56,732,093) 

-- (56,732.093) 
- 

(9) -- (29,509,523) 
-. (29,509,5231 

(10) (55,908,707) 
(111 (355,543) 

(12) (9,439,670) 

(65,703,920) 

(13) (527,382) 

(14) (1,373,570) 

(15) (9,997,697) 
(1 7,898,649) 

(16) $ (169,844,185) 

Reconciliation of Caoitalization 
Adjusted Jurisdictionalized Common Equity per Rives Exhibit 2 $ 1,644,878,318 
Net Operating Income Pro-fornia Impact 
Trimble County Joint Use Assets Transfer (Common Equity allocation) (1,350,142) (a) 
Capitalization Allocation Diference (998,256) (b) 
Adjusted Equity per line 53 above $ 1,620,517,047 

(a) Trimble County Joint-use ITC per Rives Exhibit 4 $ 2,503,508 

$ 1,350,142 

(21,952,873) 

Common Equity percentage per Rives Exhibit 2 53.93% 
Trimble County Joint Use Assets Transfer (Common Equity allocation) 

Difference due to detailed factors used in the Jurisdictional Separation Study versus the overall jurisdictional factor of 87 15% (b) 

Adjusted 
Balance 

$ 268.715,095 
275,507.213 

2 8 0.2 4 4 
1,076,574,983 

305,967,336 
1,087,842,127 
1.393.8 10,063 - 

2,264,889 
-- 155,095,624 

157,360,513 

8 1.299,349 
16,798,085 

2 1,528,305 
(2.2 19,574) 
1,434,248 
2,938,883 

15,527,101 
137,306,397 

2,394,270 
83,532,076 
32,860,205 
27,247,523 
29.376,430 

30.367 
322,989,072 
498,429,943 

18,354,270 

$ 3,825,838,233 
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Kenlucky Ulilily Company 
PrwPorma Balancc Sheet 
Summary of Adjuslmcnts 

I 0 0  
IO1 
1 02 
1 03 
I C 4  

I 05 

106 
1 07 
I 08 
109 
I I O  
I I I  
112  
I 1 3  
I 1 4  
1 IS 
I16  
I17 
I 1 8  
119  
1 20 
I21 
122  

I 2 3  
1 24 
I 2 5  
I 2 6  
127  
I28  
1 29 
I 3 0  
1 3 1  
132 

I 3 3  
134 
1 3 5  
I36  
1 3 1  
138 

1 1 )  (2) (3) 

Othcr L.esr: Accumulatcd Rcrcrencc 
Schedule Description Wilncss Utility Plant Provision lor Deprecialion lnveslmcnls 

Bellar Adiuslmcnt Io eliminale unbilled revenues 
Adjuslmenl locliminale Merger Sureredit Bellar 
Adjusuncnl 10 eliminate Value Dclivery Surcrcdit Bellar 
To adjust mismatch in fuel co51 recovcry CONOY 
FAC roll-in CONOY 
Adjuslmenl 10 climimle Environmenwl Surcharge revenues and 

To adjust base nle revcnucs and expenses IO rcilccl a lull year of 

0K.syslem sales revenue adjustment lor thc ECR calculation 
To elimirutc net brokercd and financial swap rcvenues and cxpmes  Scotl 

expmscs conroy 

(he ECR roll-in CONOY 
CONOY 

Chamas 

Scelyc 
Seclye 

To eiimimlc ECR. MSR, FAC. and DSM a c d  

To reflect wcalher normalized clcclric sales margins 
Adjuslmcnl Io annu;tlue ycar-end cuslomm 

Adjustment lo rcilccl annualized dcprccialion cxpoIzes 

To eliminate DSM rcvenuc and expmscs CONOY 

To adjusl for cuslomer billing correclions and n l e  switching CONOY 
Adjuslmcnl IO revcnues for late paymcn! charge Bcllar 

ChamaSWcllar 
Adjuslmcnl lo rcilccl increases in labor and labor related cals  Scotl 
Adjuslmcnl lor pmsion. posl retirement. and pml cmploymcnl cos& Scott 
Adjuslmcnl IO rcilecl lhc incrcasc in propoly insurance cxpensc Arbough 
Adjuslmcnl lo rcilcct new pollution liability insurancc cxpense Arbough 
Adjuslmcnl lor hazard vec program Bcllar 
Adjuslmenl la reflect nmal izcd  slom damagc expcnsc Scott 
Adjustment lor injuries and damases FERC accow1925 Chamas 

Commission Rulc 807 KAR 5:016 charms 
Adjuslmcnl Tor cxpmscs related Io retired minfnmc Chamas 
Adjuslmenl lor MISO Exit Fee rcgulalory assct SCMl 
Adjusuncnl lor EKPC regulatory asscl scot1 
Adjuslmml for 2W8 Wind s l m  regulatory assel SCMI 
Adjuslmenl For 2009 Winter storm regulatory asset SCOll 

Adjuslmcnl For KCCS rcgulalory a5SeI Bcllar 
Adjusmcnl lor CMRG regulatory asset Bellar 
Adjuslmenl lo reilecl moniwlion olnte casc cxpenses charms 
Adjuslmcnl for Swlhwcsi Powcr Pwl settlement cxpenses Bcllar 
Adjusuncnt IO rcmovc OUI olpnicd adjusmcnt for resctllcmcnls 
rclatcd toMIS0 RSG Scott 
Adjusunenl lo rcilecl expiration olOMU conkact Bcllar 
Adjuslmcnl Tor rcvmal ofOMU uncolleclibk account cxpcnsc Scotl 
Adjuslmcnt lo removc mmc margin dcmand purchuc; Bcllar 

SCOll 

To adiusl DIODR~V tax e x m e  Miller 

Adjuslmcnl lo climmate advenising expenses pmuanl Io 

Adjuslmcnl lo cxpmscs for 2003 Ice s l m  monization 

s (19355.593) 

16,052,908 

19,212.820 

I 39 - I 40 Thes;adjk&enL Icfl inientiomlly blank Bellar 
I 41 Calculalion orcompmile Fedml  and Kentucky income WX n l c  Miller 

Calculation OrCrnmi tax adjuslment resuiting from 'In~eresl 
142 Synchronizalion" Miller 
1 43 Adjuslmcnl for prior pcri.4 income Ox me-ups and adjuslmcnls Miller 
I 44 Adjuslmcnt for domeslic prcduclion activities deduction Miller 
1 45 Adjustment lor WX basis deprccialion reduction Millcr 
I 46 This adjustment left intcntiomlly blank Bcliar 

Sublolal before Capitalkalion Adjusunena 15.710.135 
Capilalizalion Adjuslmcna: 

rrimblc County Joint Use ASSCIS TransRr (A) S 89,756,139 47,592,205 
Enviromnenwl Compliame Plans (B) ( I  28.896.0Sl) (12.954.773) 
lnvcsunenl in EEI (C) 
Invcshnenls in OVEC & Other (C) 

Told Adjustmenu S (39.139.918) S 50.347.567 I 

Notes: 
(A) Rives Exhibit 2. Rives Exhibil4 
(e) Rives Exhibit 2, Rives Exhibit 4 
(C) Thesc adjusmcnls were not included in the Kenlucky UIililifs Jurisdiclioml 

Balance Sheci and lhercfore do not need to be adiuslcd 



Kenlucky Ulilily Company 
Prc-Forma Balance Sheel 
Summary or Adjuslmcnlr 

(4) (7) 

Customer Olher 
Reference A E c o u n 1 s Regulatory 
Schedule Descripllon Witness Receivable Allowances Assets Assets 

I 00 Adiustment IO climinate unbillcd rcvcnues Bellar s (3.744.529) 5 (3.744.529) 
I O 1  
I 02 
I 03 
1 0 4  

I 05 

106 
1 07 
I 08 
I 09 
I10 
1 I I  
I12 
I 1 3  
I 1 4  
I 1 5  
I 1 6  
117  
118  
I 1 9  
I 2 0  
I21 
I 22 

I 23 
1 24 
I 25 
1 2 6  
I 2 7  
I 2 8  
I 29 
I 3 0  
131 
132 

I 3 3  
134  
I35  
136  
I 3 7  
138  

I 39 .1  4 0  
141 

I 4 2  
143  
I 44 
145 
146  

Nolcs 

Adjustmenl to climinatc Merger Surcredit 
Adjustmenl IO climinale Value Delivery Surcrcdil 

Bcllar 
Bellar 

To adjust mismatch in fuel cos1 recovery CONOY 
FAC roll-in conroy 

expenses conroy 
TO adjust base raie revenues and expenses IO reflect a full year of 

Olf-sysicm sales revenue adjustment for lhc ECR calculation 
To climinale net brokercd and financial swap rcvenucs and expenses Scot1 

Adjustmen1 IO elimimlc Enviraunenul Swchargc rcvenucs and 

lhe ECR roll-in CONOY 
CONOY 

ChWNS 

To reflcct wealhn normalized clecuic sales margins Seelye 
Adjustment10 annualize ycar-end customers Seelye 
To adjusl for cuslomcr billing cofrecliom and ratc switching Conroy 
Adjustment to revenues for late payment charge Bellar 
Adjustmml to reflect annualized depreciation cxpenscs ChamarJBcllar 
Adjustmenl IO reflccl increases in labor and labor related costs Scott 
Adjustmcnl for pension. pal rclirement. and p a 1  cmploymcnt c a t s  Scolt 
Adjustment to rcflecl thc inncase in prapmy insurance c x p m c  Arbough 
Adjustment 10 reflect nnv pollution liability insurance cxpense Arbough 
Adjustment for hazard wee propun Bellar 

SCOlI 
Cl!al-NS 

C h m  
Ch;tmas 
Scott 
SCMl 
SCOlI 
SCMt 
Bellar 
Bcllar 
Chunas 
Bellar 

To elimimte ECR, MSR, FAC. and DSM a c c r ~ l s  
To climinatc DSM revenue and exp€nscs CONOY 

Adjustment to reflccl normalized slorm damage expense 
Adjustment for injuries and damages FERC account925 

Adjustmenl for expenses related 10 retired mainframe 
Adjustment for MISO Exit Fee rcgulalory asscl 
Adjustment for EKF'C regulatory m e t  
Adjustment for 2008 Wind slorm rcgulalory asscl 
Adjuslmcnt for 2009 Wikr storm regulatory assel 

Adjuslmenl 10 reflccl amortization Ofmtc ca5c cxpenses 

Adjustmcnl to climinate advertising cxpenses pursuant lo 
Commission Rule 807 KAR 5-016 

Adjustment for KCCS regulatory assel 
Adjustment for CMRG regulamy asset 

Adjustmen1 for Soulhwest Powcr Pml selllcmcnl cxpensa 
Adjustmenl 10 remove OUI oipcriod adjustment for resetllments 
relatcd Io MISO RSG Scott 
Adjustment to reflect expinlion of OMU convilcl Bellar 
Adjustment for reversal ofOMU uncollccliblc account expense Scott 
Adjustmenl IO rmovc  mcrvc margin dcmand purchvn Bellar 

scot1 
To adjust propmy Lw expense Millcr 
T h n c  adjustments lcR intenlionally blank Bcllar 
Calculation of composite Federal and Kentucky income w( ratc Miller 
Calculation of current LZX adjustment resulting Gom 'Interest 
Synchronization" Miller 
Adjustment for prior period incomc WX Vue-ups and adjustments Miller 
Adjustment for domestic production acclivities deduction Miller 
Adjustment for tax basis depreciation reduction Millcr 
This adjustmenl IcR intentiomlly blank Bellar 
Sublowl bcforc Capitalizalion Adjustments 
Capiwlzalion Adjustments 

Adjustment to expenses for 2003 Icc slam amortization 

Trimble County Join1 Use Asseis Transfer (A) 
Environmenwl Compliance Plans (E) 
Investment in EEI (C) 
Investments in OVEC & Olhcr (C) 

Total Adjustmenis 

2,800,345 
42 

(49.848.679) 
(3.710.701) 

(92,924,384) 

87,584.103 
(3,722,927) 

(256.817) 

(12.940.085) 
2.986.579 
9.724.872 

( I  86.358) 
3.14 1.664 

5 (3,400,405) 

(3,605,602) 
( I  11,566) 
(439,103) 

( I  1,464,467) 
(116,227) 

(1,940) 
729,813 

2.800.345 
42 

(49348,679) 
(3.710.701) 

(73968,791) 

71.53 1,195 
(3.722.927) 

(256.817) 
(3,400.405) 

(12,940,085) 
2.986.519 
9.724372 
(186.358) 

3,141,664 
(19.212320) 

(3,605,602) 
(I I 1,566) 
(439,103) 

(11,464,467) 
( I  16,227) 

(1.940) 
729.813 

(61.W6.875) (18.409.497) (95.2 16,507) 

5 (850.328) 
42.163.928 

(1 16,791,606) 

I. 161.096.875j 5 l850.3Z8) S l18.109.497) 5 (169.814.1851 __ 

(A) Rives Exhibit 2. Rives Exhibit 4 
(E) Rives Exhibit 2. Rives Exhibit 4 
(C) lhesc adjustments were not includcd in the Kentucky Utilities Jurisdictional 

Balancc Sheel and therefore do not need to be adjustcd 

Page 6 of8 



Kentucky Ulillly Company 
Pro-Forma Balance Sheet 
Summary 01 Adjuslmcnls 

Reference 
Long-Term Debt 

Rctained To Associated 
Noles Payablc 
l o  Associaled 

Schedule Descriplion Wilncss Earnings Companies Accounts Payablc Companies 
1 00 Adjustment IO eliminate unbillcd rcvcnues Bcllar S (3.744529) 

Adiustmcnl to climinalc Mcrecr Surcrcdit Bellar 2.800.345 101 
102 
I 03 
10.4 

105 

I 06 
I 0 7  

108 
I 09 
I10 
I I I  
1 1 2  
1 1 3  
I 1 4  
1 1 5  
I 1 6  
I 1 7  
I 1 8  
1 1 9  
1 20 
121 
I 2 2  

1 23 
I 24 
1 2 5  
I 2 6  
1 27 
1 2 8  
I 2 9  
I 3 0  
131  
1 3 2  

I 3 3  
I 3 4  
1 3 5  
1 3 6  
1 3 7  
1 3 8  

1 3 9 -  1 4 0  
141  

1 4 2  
I 4 3  
1 44 
1 4 5  
I 4 6  

Notes 

Adjustment to climinalc Value Delivcry Surcrcdit 
To adjust mismatch in fuel EOSI rccovery 
FAC roll-in 
Adjustment IO eliminate Environmcnwl Surcharge revenues and 

To adjusl base n lc  revcnua and expcnses IO reflect a lull ycx of 
lhc ECR roll-in 
OK-syjlcm s a l s  rcvcnuc adjustmcnl Tor lhc ECR calculation 
To climinatc ne1 brokcrcd and financial swap revenues and 

To climinalc ECR. MSR. FAC. and DSM accruals 
'To eliminalc DSM rcvcnuc and cxpenses 
To reflect wwther normalizcd clecvic sales margins 
Adjustmenl 10 annualize year-end customers 
To adjust Tor customer billing corrections and n l c  switching 
Adjustment lo revenues for late paymcnl charge 
Adjustment IO rcflcct annualizcd dcprccialion cxpcnses 
Adjustment lo  reflect increases in labor and labor rclatcd cos1s 
Adjustment for pension. post retircmcnl. and post employmcnl 
Adjustment to reflccl Ihc mcrcasc in propcrly insurance expense 
Adjustment lo  rcflcct new pollution liability insurance expense 
Adjustmenl for hsnrd (ret program 
Adjustment 10 reflcct normalized slorm damage cxpcnse 
Adjustment for injuries and damages FERC accOunl925 
Adjustmcnl to eliminate advmising cxpenses pursuanl to 
Commission Rule 807 KAR 5:016 
Adjustmcnl for expenscs rclaad lo retired m a i n f i e  
Adjustment for MISO Exit Fee rcgulalory asset 
Adjustment lor EKPC rcgulatoiy asset 
Adjustmcnl for 2W8 Wind storm regulalory asset 

Adjustmenl Tor 2009 Wintcr slorm rcgulalory asscl 
Adjustment for KCCS regulatory asset 
Adjustment Tor CMRG regulatory asscl 
Adjustment to rcflcct amonintion o f n l c  case expenses 
Adjusmcnl Tor Soulhwesl Power Pool sctllcmenl expenses 
Adjustment IO rcmovc out ofperiod adjustmcnl lor resclllemcnb 
related to MIS0 RSG 
Adjustmcnl to reflect cxpuation of OMU conwct 
Adjustment Tor rcvmal oTOMU uncollccliblc accounl cxpensc 
Adjustment to rcmovc reservc margin demand purchases 
Adjustmcnl to expenses for 2003 Ice storm morlinlion 
To adjust properly ox cxpense 
These adjustmcnb IcR intcntionally blank 
Calculation ofcornpositc Federal and Kenlucky incomc wx n l e  
Calculation of current wx adjustment resulting tiom "lntcrcsl 
Synchroninlion" 
Adjustment lorpriorpcriod incomc WX true-ups and adjustmcnb 
Adjuslmcnl Tor domeslic production aclivilies deduction 
Adjustment for WX basis dcprcciation reduction 
This adjustment lcfl inlcntionally blank 
Subtotal berme CapiWlizalian Adjustmen& 
Capitalization Adjustmenn: 

CKPCIUCS 

CXpCNC5 

Trimblc Counry Joint Use ASSCIS Transin 
Environmcnlal Compliancc Plans 
invstmenl in EEl 
Invcstmcv& in OVEC & Qhcr 

Total Adjustmcnb 

Bellar 
Conroy 
Conroy 

Conroy 

Conroy 
Conroy 

SCOlt 

Chmas  
Conroy 
Scclye 
Snlyc 
Conroy 
BCllar 
ChamaslBelLv 
SCOll 
Scott 
Arbough 

Bcllar 
scot1 
Chmas  

CllrnX 
Chamas 
S C O l I  

S C O l I  

SCOll  

Scott 
Bellv 
Bcllar 
Chamas 
Bcllar 

Scott 
Bellar 
scot1 
Bcllar 
SCOII 

Miller 
Bellar 
Miller 

Millcr 
Miller 
Millcr 
Miller 
Bcllar 

Arbough 

(A) 
(B) 
(C) 
(C) 

42 
(7.61 7.644) 
(3.7l0.701) 

(61,987,556) 

65.225.025 
(3,722,927) 

(250.721) 
283.654 

(5.439.736) 
1,497,073 
3.839.048 
(186.358) 

3.14 1.664 
(19212.820) 

(784.464) 
139,829 

(373.107) 
(574.1 64) 

(3,791.496) 
1.267.873 
(2W.710) 

799.431 
843,623 

83.909 
(1.785.051) 
(2,454.286) 

( I  1,447,352) 
(360.504) 

(1.940) 
(595.187) 
896,454 

5 IO. I23 
15,673,235 
(1.754.505) 
1,339,238 

527.718 
( I  ,199,643) 

S (42,231,035) 

(lO,l58,095) 

5.398.396 

(6,096) 

(7.500.349) 
1,489.506 
5.885.824 

734.167 
(139,829) 
373.107 
574.164 

3,791,496 
(1.267.873) 

200.7 I O  

(799.431) 
(843,623) 

1673.485 
2,015,183 

( I  7,l IS) 
244.277 

1,325,000 
(896.454) 

(5 10,123) 
(15,673,235) 

1,754,505 
(1.339.238) 

(527.718) 

11.937.234 

548,031 
(1.126.171) 

457,757 
( 1.442.607) 

(21,952373) (56.450.394) 

21.388.864 S 18.053.423 S 218.133 
(56.168.084) (47.562.946) 541.687 (573.676) 

- 
S (56.732.093) S (29.509.523) 5 155.908.707) S (355.543) 

I - Iw_ 

(A) Rives Exhibit 2, Rives Exhibit 4 
(E) Rives Exhibil2, Rives Exhibit 4 
(C) These adjustmcnts W C ~ C  not includcd in lhe Kentucky iltilities Jurirdiclional 

Balancc Sheet and lhercTorc do not necd 10 be adjustcd 



Kentucky Utility Company 
Pro-Forma Balance Shcet 
Summary of Adjustmcnts 

(12) (13) (14) 0 5 )  (16) 
Accumulated 

Deferred Accumulated lS3bilitics and 
Rcference Investment Tax Rcgulalory Deferred Income Slockholdcrs 
Schedule Description Witness Taxes Accrued Credits Liabilities Tares Equity 

I 00 Adiusuncnt to eliminate unbillcd rcvcnues Bcllar 6 (3.744.529) 
IO1 
I 0 2  
103 
104 

I os 

106 
I 07 

I O 8  
I 0 9  
110 
I I I  
I 1 2  
I 1 3  
I14  
I15 
I 1 6  
117  
118 
1 1 9  
I 20 
I21 
I 2 2  

1 23 
I 2 4  
I25  
I 26 
1 2 7  
128  
I 29 
I 3 0  
131 
132 

I 3 3  
I34  
I35  
136  
I 3 7  
138  

Adjusuncnl lo eliminate Mcrgcr Surcrcdil 
Adjusuncnl lo eliminate Value Delivery Surcrcdit 
To adjusl mismatch in fuel cost recovery 
FAC roll-in 
Adjusunenl lo eliminate Environmenwl Surcharge rwenues and 
cxpcnsa 
To adjust base raw revcnues and cxpcnscs to rcflccl a lull year of 
Be ECR roll-in 
OK-sys~cm sales rcvcnuc adjustment lor the ECR calculalion 
To eliminate net brokcrcd and financial swap revenues and 
expcnscs 
To climmalc ECR. MSR. FAC. and DSM accruals 
To eliminate DSM rcvenuc and expenscs 
To reflect wcalhcr normalized clccuic sales margins 
Adjustmcnl to annualize year-end customers 
To adjust Tor customer billing coneclions and rate switching 
Adjuslmenl to rcvcnucs for late payment charge 
Adjusuncnl IO rcflccl annualized dcprcciation expcnscs 
Adjuslmcnl to reflccl increases in labor and labor relalcd costs 
Adjusuncnl for pension. post relircment. and posl employment 
Adjuslmcnt to reflccl Bc increase in propmy insurmcc expense 
Adjustment IO reflect new pollution liability insurance expcnse 
Adjusuncnl lor h a w d  tree program 
Adjusuncnt to reflect normaliued slorm damage expense 
Adjusbnenl lor injuries and damages FERC accounl925 
Adjustmcnt to eliminate advcnising crpewa pursuant to 
Commission Rule 807 KAR 5.016 
Adjusunml for cxpcnses related to retired mainlrme 
Adjusbncnl lor MISO Exit Fee regulatory asset 
Adjustment lor EKPC regulatory assel 
Adjuslmenl lor 2008 Wind storm rcgulalory assel 
Adjusuncnl lor 2009 Winter slorm regulaiory m c t  
Adjushncnl for KCCS rcgulalory asset 
Adjusuncnl for CMRG regulalory assel 
Adjustmcnl lo reflecl monkation o r n t c  c3sc cxpmcs 
Adjusunenl lor Soulhwal Power Pool sctllcmcnt expenses 
Adjusuncnl to remove out of period adjusunent lor resclllcmcnts 
rclatcd to MISO RSG 
Adjustment to rcflccl expinlion olOMU contmcl 
Adjustmcnl lor reversal oiOMU uncollectible account expense 
Adjuslmenl 10 rcmove TCSCNC margin demand purchases 
Adjusunenl lo expenses for 2003 Ice slom amonkalion 
To adjusl propcrty lax expense 

I 39 - I 40 Thescadj~unenls Iell intentionally blank 
1 41 

142 Synchronizalion" 
I 43 
I 44 
1 45 
1 46 

Calcularion olcompositc F e d 4  and Kcntucky income tax rate 
Calculation of current lax adjustment resulting from '"lnlcresl 

Adjusuncnt for prior period income tax h e - u p s  and adjustments 
Adjustment Tor domestic production activities deduction 
Adjusuncnl lor tax basis depreciation reduction 
This adjusuncnt Icll intenlionally blank 
Subtowl bciorc Capiwlization Adjusuncnts 
Capiwlkation Adjusuncnts: 

Trimble County Joint Use Assets T m f a  
Environmental Compliance Plans 
lnvsrmcnl in EEI 
Invesuncnts in OVEC & Olhcr 

Tow1 Adjusuncnts 

Bellar 
Bcllar 
Conroy 
Conroy 

Conroy S (1.223.140) 

Conroy 907.774 
CONOY 

scot1 
Chamas 
Conroy 
Seelye 
Seelye 

Bellar 
ChamasBcllar 
scot1 50.297 
Scott 
Arbough 

Bellar 
Scot1 
Chamas 

Chamas 
chamas 
SCOll 
SCOIl 
Scott 

Scott 
Bcllar 
Bcllar 
clwmas 
Bellar 

SCOII 
Bcllar 
SCOll 
Beliar 
Scott 
Miller 1,199,643 

CONOy 

Arbough 

6 (3.684.059) 

(3,689.51 I )  

7,800,345 
42 

(49348.679) 
(3.710.701) 

(73,368.791) 

71,531,195 
(3.722.927) 

(256.817) 
(3,400,405) 

(12,940,085) 
2.986.579 
9,724.872 
(186.358) 

3.14 1.664 
(19.2 12.820) 

(3.605.602) 
(1 11,566) 
(439.103) 

( I  1,464,467) 
(116,227) 

(1,940) 
729.813 

Bcllar 
Miller 

Miller 
Miller 
Millcr 
Miller 
Bcllar 

(I 1.937.234) 

(548.031) 
1.126.171 

1,442,607 
(457.757) 

(95.216.507) -- (9.439.670) (7.373.570) 

S 2.503.508 42,163.928 
S (9.997.697) (1 16.791.606) (3,030.890) 

Notes: 
(A )  R w e s  Exhibit 2.  Rivcs  Exhibl l4  
(H) R i v u  Exhibit 2, R n n  Exhibit 4 
(C) T h u c  xljustrncnts ucic not meludcd in thc Kentucky Ulilitin lunsdictmnd 

Bnlmce S l m t  md lherelorc do nut nccd to bc ~ d j w c d  
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Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:001 Section 10(7)(b)  

Sponsoring Witness: Shannon L. Charnas 
Page 1 of 2 

Description of  Fi l ing Requirement: 

(@on good cause shown, a utility may request pro forma adjustments for known and 
measurable changes to ensure fair,  just and reasonable rates based on the historical test 
period The following information shall be ,filed with applications requesting pro forma 
adjustments or a statement explaining why the required information does not exist and is not 
applicable to the utility’s application: 

(b) The most recent capital construction budget containing at least the period of time as 
proposed for any pro forma adjustment for plant additions. 

Response: 

KU is proposing an adjustment to reflect the December 2009 transfer from LG&E of the TC2 
Joint IJse Assets. The details of this transfer are set forth in the July 30, 2009 letter to the 
Commission’s Executive Director from Lonnie E. Rellar. A copy is attached. The net book 
value of the assets transferred was $48.4 million. Ms. Charnas discusses this adjustment 
more fully in her testimony attached to KU’s application. The adjustment to capitalization 
associated with the Joint Use Assets LG&E transferred to KU in December 2009, is shown in 
column 3 of Rives Exhibit 2 and the impact on pro forma rate base is shown in column 3, 
page 2 of Rives Exhibit 4. 

KIJ is also proposing an adjustment that includes a full year’s depreciation expense on net 
plant in service, excluding depreciation on assets set up for asset retirement obligations and 
depreciation on ECR assets, as of October, 3 1, 2009, and reflects the depreciation expense of 
KU’s portion of the TC2 generation and transmission CWIP balance at the end of the test 
period. These adjustments are contained in Reference Schedule 1.15 of Rives Exhibit 1. The 
first part of the adjustment is discussed in the testimony of Ms. Chamas; and the TC2-related 
portions of this adjustment are discussed in Mr. Bellar’s testimony. 

Thus, to the extent that either of these adjustments is viewed as a “pro forma adjustment 
based on plant additions” as set forth in this section of the regulation, the most recent capital 
construction budget for 2009 and 20 10 are provided below: 



Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Description 2009 
Generation $ 68.7 
Transmission 16.0 
Distribution 96.5 
Customer Service,  Sales & Marketing 3.9 

Filing Requirement 
807 KAR 5:OOl Section 10(7)(b) 

Sponsoring Witness: Shannon L. Charnas 
Page 2 of 2 

2010 
$ 56.6 

9.5 
108.8 

5.7 

Louisvil le Gas and Electric Company 
Capital Budget 

(including Metering) 
Information Technology 
Other 
Total 

13.4 11.9 
2.4 2.7 

$ 200.9 $ 195.2 

,- 
Description 
Generation 
Transmission 
Distribution 
Customer Service,  Sales  & Marketing 

Kentucky Util it ies Company 
'Capital Budget 

($ millions) 
2009 2010 

$ 395.0 $ 276.6 
39.7 49.9 
68.1 79.8 

2.5 5.0 
(including Metering) 

Other 
Total  

Information Technology - 14.4 12.1 
2.6 

$ 426.0 
-~ 2.4 

$ 522.1 .~ 



Mr, Jeff DeRouen, Executive Director 
Kentucky Public Service Commission 
2 11 Sower Boulevard 
Frankfort, Kentucky 4060 1 

July 30,2009 

RE: Transfer of Joint Use Assets for Trimble County Unit No. 2 in 
Accordance with the Commission’s November 1,2005 Order in Case 
No. 2004-00507, In the Matter ofi Joint Application of Louisville Gar 
and Electric Comanv and Kentuckv Utilities Company for a 
Certificate of Public Convenience and Necessitv, and a Site 
CompatibiIitv Certificate, for the Expansion of  ihe Trimble County 
Gen eratin p Station 

Dear Mr. DeRouen: 

This letter is to advise the Commission of the planned transfer on the books and 
records of Louisville Gas & Electric Company (“LG&E”) and Kentucky 
Utilities Company (“KU”) (collectively, the “Companies~’) of the ownership of 
certain assets relating to the Trimble County Generating Station from LG&E to 
KU . 

. The Commission issued LG&E a Certificate of Public Convenience and 
Necessity (“CPCN”) for the Trimble County Generating Station on October 19, 
1978, in Case No. 71 13.’ The CPCN allowed for the installation of two 495 
MW generating units, Units Number 1 (“TCI”) and Number 2, to be available 
for operation in May 1983 and May 1985, respectively. TCl was placed in 
service in December 1990 with a 495 MW net summer rating and a 566 MW 

E.ON US. LLC 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.com 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us.com 

-. 
‘ ln  the Matter of Application of Louisville Gas and Electric Compavfor  a Certijicate of 
Public Convenience and Necessity and a Certificate of Environmental Compatibility to Proceed 
with the Development of a New FOUR-UNITElectric Generating Station with a Total Capaciy 
of 2340 MW and 10 Inrrall2 - 495 MW Coal-Fired Steam Turbine-Driven Generating Units at 
Trimble Couny Station on the Ohio River Near Bedford Kentucky, Case No. 7 I 13, Order (Oct. 
19, 1978). 

http://www.eon-us.com
mailto:lonnie.bellar@eon-us.com


Mr. Jeff DeRouen, Executive Director 
July 30,2009 

generator nameplate rating; however, the Companies ultimately allawed the 
original CPCN for Unit Number 2 to lapse. 

When LG&E and KU merged in 1998, the Companies committed to plan and 
operate their generation and transmission systems on an integrated basis, 
including jointly dispatching their generating units. They also anticipated that 
future generating units might be jointly owned and that each company would be 
responsible for its pro rata share of each such unit’s costs.2 Subsequently, the 
Companies sought, and the Commission issued, a new CPCN for the 
construction of Trimble County Unit 2 (‘‘TC2”): now an 838 MW (generator 
nameplate rating) baseload unit to be located adjacent to TCI. In its order 
granting the CPCN, the Commission established ownership shares of 81% and 
19% for KU and LG&E, respectively, for the Companies’ collective 75% share 
of the unit. (The other 25% is owned by the Indiana Municipal Power Agency 
and the Illinois Municipal Electric Agency.) 

A number of the assets that will be necessary to the operation of TC2 (e.g., the 
plant coal handling system) are currently being used only by TC1. When TC2 
is complete, both units will use such assets (“Joint Use Assets”). Because KU 
has no ownership interest in TC1, to achieve the ownership shares in TC2 that 
the Commission explicitly approved in its November 1,2005 Order in Case No. 
2004-00507, LG&E will need to transfer ownership interests in the Joint Use 
Assets to KU. KRS 278.21 8 states that any transfer of utility assets valued at 
more than $1 million require Commission approval, which the Commission 
shall grant if the proposed transaction is for a proper purpose and is consistent 
with the public interest. In this particular circumstance, the Commission has 
already approved as consistent with the public convenience and necessity the 
8 1 % and 19% respective ownership shares of KU and LG&E in their collective 
75% ownership interest in TC2; the transfers of ownership interests the 
Companies describe herein are necessary to achieve the overall ownership 
interests in TC2 the Commission has already approved, and therefore do not 
require the Commission to issue an additional order in this proceeding. 

To achieve this Commission-approved division of ownership, the Companies 
will transfer ownership interests in the Joint Use Assets from LG&E to KU in 

‘ In the Matter of Joint Application of Louisville Gas & Electric Company and Kentucky 
IJtilities Company for Approval of Merger, Case No. 97-300, Order at 18- 19 (Sept. 12, 1997). 

’ In the Matter of Joint Application of Louisville Gas and Electric Company and Kentucky 
Utilities Company for a Certijicate of Public Convenience and Necessity, and a Site 
Compaiibility Certificate, For the Expansion of the Trimble Couny Generating Station, Case 
No. 2004-00507, Order (Nov. 1,2005). 



Mr. Jeff DeRouen, Executive Director 
July 30,2009 

accordance with the Corporate Policies and Guidelines for Intercompany 
Transactions (“Guidelines”). 

Transfers or sales of assets will be priced at the 
greater of cost or fair market value for transfers or 
sales from LG&E or KU to LG&E Energy or 
other subsidiaries and at the lower of cost or fair 
market value far transfers or sales made to LG&E 
or KU from LG&E Energy or any of LG&E 
Energy’s non-utility subsidiaries. Transfers or 
sales of assets between LG&E and KU will be 
priced at cost.4 

To comply with the Guidelines in this exchange, KU will pay LG&E net book 
value (original cost minus accumulated depreciation) to purchase its ownership 
share of the Joint Use Assets. On the basis of the nameplate ratings of TC1 and 
TC2, the Companies have determined that to achieve respective overall 
ownership shares of 8 1 % and 19% for KU and LG&E in TC2, their respective 
ownership shares of the Joint Use Assets must be 48% and 52%. Attachment 1 
hereto is a schedule of the assets LG&E will transfer to KlJ and the net book 
value of KU’s ownership share of each asset (a total as of June 2009 of 
$48,753,671); Attachment 2 is a site plan of the Trimble County Generating 
Station showing the locations of the Joint Use Assets; Attachment 3 shows 
sample journal entries for the ownership interest transfers LG&E will make to 
KU for the Joint Use Assets in December 2009, the first period in which the 
assets are expected to be used by both LG&E and KU as TC2 unit testing 
begins; and Attachment 4 shows the method by which the Companies have 
determined that the Joint Use Assets should be owned 52% and 48% by LG&E 
and KU, respectively. 

In August 2009, LG&E and KU will appiy to the Commission for approval of 
depreciation rates to use for its TC2-related assets. 

- 
Emphasis added. See In the Matter oJ Joint Application of Louisville Gas and Electric 

Company and Kentucky Utilities Company for Approval of Merger, Case No. 97-300, Order at 
39 (Sept. 12, 1997) (“LG&E, KU and each related company shall, after the merger, comply 
with LG&E Energy’s Corporate Policies and Guidelines for Intercompany Transactions.”). 



Mr. Jeff DeRouen, Executive Director 
July 30, 2009 

If the Commission or Commission Staff have any questions or concerns about 
these transfers, please contact me at your first convenience. 

Sincerely, 

Lonnie E. Bellar 

cc: Dennis G. Howard 11, Kentucky Office of the Attorney General 
Michael L. Kurtz, Kentucky Industrial Utilities Customers, Inc. 



Attachment 1 
Page 1 of 4 

Trimble CounW Steam Generating Plant 

Asset - 
01 - Unit Structure 

02 - Service Bldg 

03 - Screenwell 

04 - StruCtuiT A 

05 - Land Improvements 

Transfer of Joint Use Assets to KU 
Net Book Value As of June 2009 

Description 

The Unit Structure System is the structural steel and reinforced concrcte skeletal 
frame as well as finished concrete floors of the powerhouse including the Turbine 
Room, Conveyor Room, Boiler Room Deaerator Room and Air Preheater Room 
Covcring of the building sides and roofs is included also as well as louvers, 
heating/ventilating, lighting, communication, grounding, fire protection, 
plumbing, drains and passengerlfreight elevators are also a part of this system. 

Thc Service Building System shall includc costs for contracted labor, material 
and equipment and local labor, matcrial and equipment to provide a service 
building facility. The Service Building System shall include the service building 
physical structure, the shops, offices, locker rooms and rcstrooms, and storage 
rooms. which are orovided to service all units 

The Screenwell System includes the structural steel and reinforced concrete 
skeletal frame of the Ohio River water intake structure for the station. This 
system includes all the mechanical equipment located in the screenwell structure 
This includes but is not limited to various pumps, traveling screens, fixed 
screens, chemical treatment equipment, piping, house crane (located in the 
screenwell), trash rakes and other screen cleaning devices, stop log gates, and 
hcatinghentilating equipment. The Screenwell System also includes all 
electrical equipment located within the screenwell structure. 

The Structures B/As Fired Sample House System includes two main structures: 
Structure B, the north extension of the Unit 1 Conveyor Room; and Coal 
Conveying Structure, As Fired Sample House. Due to the particular 
arrangement of the coal conveying system at Trimble County Stetion, it was 
necessary to construct a portion of the Unit 2 Conveyor Room to be able to 
operate the coal conveying system in Unil 1 This portion of Unit 2 is known as 
Structure B. The System includes the structural steel and reinforced concrete 
skeletal frames for these two structures. Building covering of the sides and roof 
are also included. The heating, ventilating and air conditioning equipment, 
building drains, lighting, communication, grounding, and fire protection in the 
two structum are a part of this system. 

This System shall include only those improvements which have a long term life, 
which approximates the life of the plant. Items which would be included are 
emergency fly ash and sludge storage pond; relocation of Corn Creek; relocation 
of Highway 1488; bottom ash storage pond; coal pile impoundment dikes, liners, 
and stacker-reclaimer fill; grading for reactant preparation, solid waste, 
construction shops, parking lots, equipment laydown, and conrete batch plant: 
undercutting for cooling towers, units, and service building; improvement fills 
and liners for limestonc storage, and coal pile runoff, fuel oil storage; 
construction and plant site runoff basin; switching station fill; permanent plant 
roads including fill and surfacing; and aesthetic berm 

KU 48% -- 
Net Book Value 

0 1,618,879 

a 

5 

6,413,934 

3,923,214 

1,419,471 

5,363,411 
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- Asset 

06 - Yard I~acilities 

' 07 - Above Ground Piping 

08 - Under Ground Piping 

22 - Stack 

25 - Plant Coal Handling 

30 - Fuel Oil System 

DescriDtion 

The Yard Facilities System will include those facilities or equipment which are: 
inter-connections between other systems; have multi-system usage, or are not 
within a plant structure Items which shall be included in the Yard Facilities 
System are: plant yard surfacing; underground electrical ducts; monitor wells; 
grounding; yard lighting; security facilities; yard drainage (including storm 
sewers, culvers, and ditches); diesel fire pump Rouse: sanitary sewers (including 
lift and pumping stations); and fences (see subsystem descriptions below) 

This system shall include contract labor, materials, and equipment and local 
labor, material and equipment required to install combined plant piping-systems 
which are routed and supported on a common pipe rack The ash water recycle 
pumps, floating ash pond pumps, platform, floating lines, power, and control 
shall be part of this system Also the floating discharge lines for bottom ash, 
scrubber sludge, and fly ash and sludge storage pond shall be included. 

This Systm shall include contract labor, materials and equipment, and local 
labor, material and equipment required to install underground pipe which mns 
across the plant site from one System to another Pipe lines included in this 
System are the Underground Portable Water Piping Distribution Facilities, Yard 
Fire Protection Piping Distribution Facilities, Fuel Piping Distribution Facilities, 
Service Water Underground Pipe Ristribution Facilities and the ''Temporary" 
Underground Pipes west of IJnit 1 and 2 Boiler Room to facilitate Unit No. 2 
Conm-nctinn 

This system shall include contract labor, material, and equipment and local labor, 
material and equipment to install the stack The Stack System includes the 
reinforced concrete base slab and column, all structural steel including ladders, 
and the fiberglass liner This system also includes any concrete floors or grating 
and the permanent elevator is also a pan of the Stack System. Mechanical 
equipment and piping located within the chimney are a pan of this system. 
Electrically, all power, grounding, lighting, communications, instrumentation and 
control equipment, and wiring are a p m  of this system This system also 
includes the strobe warning lights or other warning devices or system. 

The system shall be defined as including all contract labor and material, and all 
company labor and local material as may apply within the system boundaries' 
outlined as follows: 1) Fabrication and erection of coal bunkers down to outlet 
flange (to include load cells, seals at conveyor room floor, interior coating of top 
ring, ete.); 2) "G" conveyors, trippers and all coal handling equipment in 
conveyor room (to include dust collection equipment); 3) Silo junction house 
sampling equipment; 4) Fire protection system including deluge valve and all 
piping down stream of valve; 5) All instrument, control and electrical shall be 
included with the associated equipment in the respective subsystem (including 
6900V, 480V. conduit and cable tray). 

The Fuel Oil System shall include contract labor, material and equipmen4 and 
local labor, material and equipment to install the fuel oil system The Fuel Oil 
System will begin at the first joint through the dike around the he1 oil tanks such 
as foundations for the tanks and station piping and pumps, the steel tanks, pumps 
and piping within the dike area to the last joint prior to going through the dike. 
The boundary stops at this last Joint. All labor and materials are covered within 
the dike area The Fuel Oil Electric Building and Fuel Oil Pump housc is also 
incltirfed 

Net Book Value 

1,992,881 s 

f 

$ 

s 

I ,4 14,127 

695,609 

1,496,135 

320.672 

306.784 



Description 

The coal unloading system shall be defined as including contract labor material, 
and equipment, and local labor, material and equipment to provide coal 
unloading facilities within system boundaries as ourlined as follows: 1) Shuttle 
barge equipmcnt; 2) Barge Unloader and Coal Conveyor "A" & "B"; 3) Transfer 
House "B" I "C"; 4) Coal Conveyor "C"; 5) Sample House which includes 
vibrating feeders, conveyor "D", "as-delivered" scales, conveyor "S", barge 
unloada bin, and the concrete support for "E" conveyor (but not "E" conveyor 01 

its pulley frame). (see subsystem descriptions below) 

Attachment 1 
Page 3 of 4 

~- Asset 

3 1 - Coal Unloading 

32 - Coal Conveying System 1 he Coal Conveying System shall be defined as including contract labor, material 
and equipment, and local labor, material and equipment as required to provide a 
stackout-to-storage and reclaim-from-storage machine, a conveyor system which 
shall begin with steel framework to supporl "E" conveyor, "F" conveyors, up to 
the point where the framework supporting the head pulley attaches to the plant 
structural steel, reclaim hoppers and tunnel, conveyor R, and R 2., magnetic 
separator, crusher equipmenl, vibrating feeders in crusher house, and crushcr 
house. Shall also include all Instrumentation and Control and all electrical. 
Power feed shall be included back to the breaker terminals for 4000V equipment 
or to the motor starter terminals for 480V equipment. (see subsystem descriptions 

This system shall include contract labor, material and equipment and local labor, 
material and equipment to install reactant supply and barge unloading system 
The Reactant Supply and Barge Unloading System will begin at h e  Barge 
Unloading Facilities and will end where the conveyor enters the Ball Mill 
pulverizer building at the Surge Hopper. It shall also include all Instrumentation 
and Control and all electrical. Control wiring shall be included. Power feed 
shall be included for 4000V equipment (see subsystem descriptions below) 

hrlnw\ 

35 - Reactanl Supply & Barge 
Unloading 

4 I .. Reactant Preparation This system shall include contract labor, material and equipment and local labor, 
material and equipment to install the Reactant Preparation System. This system 
will include thc Ball Mill Building, and associated equipment, Live Storage 
Tanks, agitators and other equipment. It shall also include all Instrumentation 
and Control and all electrical. Control wiring shall be included. Power fecd 
shall be included for 4000V equipment. (see subsystem descriptions below) 

50 - Station Water Treatmcnt 
Facility 

This system shall include contract labor, material and equipment, and local labor, 
material and equipment to consolidate facilities in one location for treating 
station waste water and water treatment. The system shall include the SWWT 
building and pipe, equipment, tanks, storage tanks and storage facilities, in and 
ad,jacent to the SWWT building. Facilities associated with this system will 
include sewage treatment, cooling tower water ueatment, condensate make-up 
water treatment, and demineralization, associated bulk chemical storage, and 
SWWT compressed air facilities. Shall also include all Instrumentation and 
Cnntml nnd nll  r.lr.chirn1 

This system shall include contract labor, material and equipment, and local labor. 
material and equipment to install the following subsystems: Turbine Room 
Gantry Crane, Turbine Room House Crane, Electric Hoists, Station Air 
Compressors, and Instrument Air Compressors. It shall also include all 
Instrumentation and Control and all electrical. Control wiring shall be included 
Power feed shall be included for 4000V or 6900V equipment or for 480V 
eouinment. 

This system shall include contract labor, material and equipment, and local labor, 
material and equipment to provide the circulating water facilities. This system 
shall include the cooling tower, cooling tower pumps, circulating water lines, 
condenser, cooling tower blowdown facilities, and ash water makeup system. 

53 - Misc Plant Equipment 

61 - Circulating Water System 

Net Book Value 

s 6.121.01 1 

s 

I 

S 

I 

4,954,73 I 

4,369,349 

3,307.5 17 

2.1 17,762 

987,146 

114,750 
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Asset - 
7 1 - Station Auxiliary 

73 - Cable Tray & Conduit 

DescriDtion 

This subsystem shall include contract labor, material and equipment, and local 
labor, material and equipment to install the rcserve auxiliary transformers 
(including foundations and fire protection), the 138KV cable from the swiiching 
station termination to the reservc auxiliary transformers, the 6900 volt station 
switchgear, 69001480 volt station transformers, 480 volt station switchgear and 
480 volt station motw control centers This includes all necessary control wiring 
changes internal to thc switchgear, power fecds (bus duct and cable) and check- 
out associated with this cquipment. 

This system shall include contract labor, material and equipment, and local labor. 
material and equipment to install h e  cable tray system in the plant and service 
building. Any cable tray or conduit drops to final devices (motors, boxes, etc.) 
shall be charged to the appropriate system and subsystem. 

-- Net Book Value 

.% 1,471,491 

.% 224,137 

TOTAL S 48,753,671 
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Attachment 3 

Sale of Trimble County Unit 1 Joint Use Assets 
Sample Journal Entries 

Sale of Joint Use Assets from LG&E to KU 
Debit Credit 

KU 10 1 Plant In Service xx 
KU 234 Accounts Payable to Associated Companies xx 
LG&E 146 Accounts Receivable from Associated Companies xx 
LG&E 108 Retirement Work in Progress X X  

Establishment of Asset Retirement Oblivation on KUs Books as a Result of the Sale 
Debit Credit 

KU 
KU 230 Asset Retirement Obligations 

10 1 Plant In Service xx 
xx 

Retirement of Joint Use Assets from LG&E's Books as a Result of the Sale 
Debit Credit 

LG&E 108 Accumulated Provision for Depreciation xx 
L,G&E 101 Plant In Service xx 
LG&E 108 Retirement Work in Progress xx 

Retirement of Asset Retirement Obligation from LG&E's Books as a Result of the Sale 
Debit Credit 

LG&E 
LG&E 230 Asset Retirement Obligations 
LG&E 101 Plant In Service 
LG&E 182.3 Other Regulatory Assets 

108 Accumulated Provision for Depreciation xx 
xx 

xx 
xx 



Attachment 4 

Allocation of KU’s and LG&E’s Ownership in Trimble County Unit 2’s Joint Use Assets 
Based on Their Ownership of the Nameplate Capaeitv of Both Units at the Trimble County 

Generating Station 

Namedlate IMENIMPA Companies’ - LG&E - KU 
Rating - Share - Share - Share - Share 

TC2 (MW) 838 209 5 628 5 119.4 509 I 
TCI (MW) 566 141 5 424.5 424.5 0 

Total (MW) 1404 351 1053 543.9 509.1 

Companies’ Allocation of 
Their Combined 
Ownership Share 
Total Ownership 

52% 48% 
25% 75% 39% 36% 





Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Filing Requirement  
807 KAR 5:OOl Section 10(7)(c)  

Sponsoring Witness: Shannon L. Charnas 
Page 1 of 5 

Description of Filing Requirement: 

Upon good cause shown, a utility may request pro forma adjustments for hnown and 
measurable changes to ensure fair, just and reasonable rates based on the historical test 
period. The following information shall be filed with applications requesting pro forma 
adjustments or a statement explaining why the required information does not exist and is not 
applicable to the utility's application: 

(c) For each proposed pro forma adjustment reflecting plant additions provide the 
following information: 

1. The starting date of the construction of each major component ofplant; 

2. The proposed in-service date; 

3. The total estimated cost of construction at completion, 

4. The amount contained in construction work in progress at the end of the test 
period; 

5. A schedule containing a complete descri@ion of actual plant retirements and 
antickated plant retirements related to the pro forma plant additions 
including the actual or anticipated date of retirement; 

6. The original cost, cost of removal and salvage for each component ofplant to 
be retired during the period of the proposed pro forma adjustment ,for plant 
additions; 

7. An explanation of any differences in the amounts contained in the capital 
construction budget and the amounts of capital construction cost contained in 
the pro forma adjustment period; and 

8. The impact on depreciation expense of all proposedpro forma adjustments for 
plant additions and retirements; 



Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Fi l ing Requirement 
807 KAR 5:OOl Section 10(7)(c) 

Sponsoring Witness:  Shannon L. Charnas 
Page  2 of 5 

Response:  

KU is proposing an adjustment to reflect the December 2009 transfer from LG&E of the TC2 
Joint Use Assets. The details of this transfer are set forth in the July 30, 2009 letter to the 
Commission’s Executive Director from Lonnie E. Bellar. A copy is attached to the response 
to Filing Requirement 807 KAR 5:001 Section 10(7)(b). The net book value of the assets 
transferred was $48.4 million. Ms. Charnas discusses this adjustment more fully in her 
testimony attached to KU’s application. The adjustment to capitalization associated with the 
Joint Use Assets LG&E transferred to KTJ in December 2009, is shown in column 3 of Rives 
Exhibit 2; and the impact on pro forma rate base is shown in column 3, page 2 of Rives 
Exhibit 4. 

KTJ is also proposing an adjustment that includes a full year’s depreciation expense on net 
plant in service, excluding depreciation on assets set up for asset retirement obligations and 
depreciation on ECR assets, as of October, 3 1, 2009, and reflects the depreciation expense of 
KU’s portion of the TC2 generation and transmission CWIP balance at the end of the test 
period. These adjustments are contained in Reference Schedule 1.15 of Rives Exhibit 1. The 
first part of the adjustment is discussed in the testimony of Ms. Charnas; and the TC2-related 
portions of this adjustment are discussed in Mr. Bellar’s testimony. 

Thus, to the extent that either of these adjustments is viewed as “reflecting pro forma 
adjustments based on plant additions” as set forth in this section of the regulation, the 
following information is provided below: 

1. The major components of the plant are as follows: 

Trimble County Unit 2 Base TJnit 
Trimble County TJnit 2 Air Quality Control System 
Joint TJse Assets 
Cooling Tower 
Transmission Lines 

Construction commenced on Trimble County Unit 2 (TC2) and the associated Air 
Quality Control System (AQCS) in July 2006. The majority of the Joint Use Assets 
were part of the original construction of Trimble County Unit 1 (TCl), which began 
in 1978. Construction of the remaining Joint TJse Assets occurred after the 
construction of TCI was complete through December 2006. The cooling tower was 
also part of the original construction of TC1. Construction on the LG&E 
transmission lines began in September 2006; and construction on the KTJ 
transmission lines began in May 2007. 



Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Fi l ing  Requirement 
807 KAR 5:OOl Section 10(7)(c)  

Sponsoring Witness:  Shannon L. Charnas  
Page 3 of 5 

2. The contracted in-service date of TC2 is June 2010. All the transmission lines 
associated with TC2 will be in physical operation in June 2010. The majority of the 
joint use assets and the cooling tower were originally placed in service with TCl in 
December 1990. The remaining joint use assets were placed in service between June 
1997 and June 2008. 

3. As discussed above, to the extent that either of the adjustments discussed above is 
viewed as requiring the “[tlhe total estimated cost of construction at completion ” as 
set forth in this section of the regulation, the following information is provided: 
The total estimated cost at completion by component is as follows (in thousands of $): 

LG&E - KU Total 

Trimble County Unit 2 Rase lJnit $ 138,414 $499,770 $638,184 
Trimble County Unit 2 AQCS $ 43,771 $188,269 $232,040 ’ 
Joint Use Assets (actual, not est.) $( 102,990) $1 02,990 $ O 2  
Cooling Tower (actual, not est.) $ (17,83 1) $ 17,83 1 $ 0 
Transmission Lines $ 31,837 $ 61,849 $ 93,686 

4. As discussed above, KU is proposing an adjustment that includes a full year’s 
depreciation expense on net plant in service, excluding depreciation on assets set up 
for asset retirement obligations and depreciation on ECR assets, as of October, 31, 
2009, and reflects the depreciation expense of KU’s portion of the TC2 generation 
and transmission CWIP balance at the end of the test period. Construction work in 
progress at October 3 1 , 2009 (in thousands of $): 

’ The costs associated with the Air Quality Control Systems at TC2 are subject to environmental surcharge 
recovery and are not included in the calculation of the revenue requirement in this applicatian. 

The details of this transfer are set forth in the July 30, 2009 letter to the Commission’s Executive Director 
from Lonnie E. Bellar, Vice-president, State Regulation and Rates. The net book value of the assets transferred 
was $48.4 million. Please see the information provided in response to 807 KAR 5:OOl Section 10(7)(b). 

2 
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Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Fi l ing Requirement 
807 KAR 5:OOl Section 10(7)(c) 

Sponsoring Witness:  Shannon L. Charnas  
Page 4 of 5 

LG&E - KU Total 

Trimble County TJnit 2 Rase Unit $1 18,8 15 $469,740 $588,555 
Trimble County TJnit 2 AQCS $ 42,695 $183,676 $226,3713 
Joint Use Assets N/A N/A N/A4 
Cooling Tower N/A N/A N/A 
Transmission Lines $ 32,779 $ 54,235 $ 87,014 

Actual plant retirements and anticipated plant retirements are not related to the pro 
forma adjustments discussed above. To the extent that the Commission views the 
plant additions including the actual or anticipated date of retirement as information 
that should be included on this schedule, the following information is provided: Plant 
retirements related to the above mentioned assets in 807 W R  5:001 Section 
10(7)(c)(l) include: 1) Three small auxiliary boilers from TCl. 2) The TC1 coal silo 
dust collector from the TC 1 coal conveyor system. 3) Transmission assets consisting 
of conductor, insulators and poles. The expected retirement dates for these assets is 
June 2010. 

6. There are no actual plant retirements and anticipated plant retirements that are related 
to the pro forma adjustments discussed above. To the extent that the Commission 
views actual plant retirements and anticipated plant retirements as information that 
should be included on this schedule, the following information is provided: 
Approximate original cost, and estimated cost of removal and salvage for plant to be 
retired as identified in the response to 807 KAR 5:001 Section 10 (7)(c)(5) (in 
thousands of S): 

LG&E - KU Total 
Original Cost: 
TC 1 auxiliary boilers $659 $0 $659 
TCI coal silo dust collector $105 $0 $105 
Transmission assets $ 48 $8 $ 56 

- ~ ~ .  
The costs associated with the Air Quality Control Systems at TC2 are subject to environmental surcharge 

The detaiis of this transfer are set forth in the July 30, 2009 letter to the Commission’s Executive Director 
recovery and are not included in the calculation of the revenue requirement in this application. 

from Lonnie E. Bellar, Vice-president, State Regulation and Rates. The net book value of the assets transferred 
was $48.4 million. Please see the information provided in response to 807 KAR .5:001 Section 10(7)(b). 
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LG&E - KU Total 
Estimated Cost of Removal: 
TC1 auxiliary boilers & coal silo 

dust collector $485 $ 0  $485 
Transmission assets $ 62 $13 $ 75 

There is no salvage anticipated related to these retirements. 

Original cost was approximated because the assets were not originally segregated into 
individual components. The approximation was based on the detailed records of 
costs from the original construction projects. 

7. Actual spending on the TC2 project through October 3 1 , 2009 for both generation and 
transmission is higher than budget by $7.0 million, representing slight timing 
variations compared to the budget on the recording of Bechtel milestone payments. 
The variance to budget as a percent of the total project at October 31, 2009, for both 
generation and transmission, is 0.8%. 

8. The impact on depreciation expense is detailed on Rives Exhibit 1, Reference 
Schedule Exhibit 1.15 and is discussed in the testimonies of Mr. Bellar and Ms. 
Charnas included with the application. 





Kentucky IJtilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(7)(d) 

Sponsoring Witness: Valerie L. Scott 

Description of Filing Requirement: 

IJpon good cause shown, a utility may request pro forma adjustments for known and 
measurable changes to ensure fair, just and reasonable rates based on the historical test 
period. The following information shall be filed with applications requesting pro forma 
adjustments or a statement explaining why the required information does not exist and is not 
applicable to the utility's application: 

(d) The operating budget for each period encompassing the pro forma adjustments. 

Response: 

See attached. 
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Kentucky Utilities Company 
Case No. 2009-00548 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5 : O O l  Section 10(7)(e) 

Sponsoring Witness: W. Steven Seelye 

Description of Filing Requirement: 

Upon good cause shown, a utility may request pro forma adjustments for known and 
measurable changes to ensure fair, just and reasonable rates based on the historical test 
period. The following information shall be filed with applications requesting pro forma 
adjustments or a statement explaining why the required information does not exist and is not 
applicable to the utility's application: 

(e) The number of customers to be added to the test period-end level of customers and 
the related revenue requirements impact for all pro forma adjustments with complete 
details and supporting work papers. 

Response: 

Please refer to the testimony and exhibits of W. Steven Seelye. 
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