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PricewaterhouseCoopers LLP
500 West Main Street

Suite 1800

Louisville KY 40202-4264

Report of Independent Accountants Telephone (502) 589 6100
Facsimile (502) 585 7875

To Shareholder of Kentucky Utilities Company:

We have reviewed the accompanying balance sheet of Kentucky Utilities Company as of March 31,
2010, and the related statements of income and retained earnings for the three-month pericds ended
March 31, 2010 and 2008 and the statements of cash flows for the three-month periods ended
March 31, 2010 and 2008. This interim financial information is the responsibility of the Company’s
management.

We conducted our review in accordance with the standards established by the American Institute of
Certified Public Accountants. A review of interim financial information consists principally of applying
analytical procedures and making inquiries of persons responsible for financial and accounting
matters. [t is substantially less in scope than an audit conducted in accordance with auditing standards
generally accepted in the United States of America, the objective of which is the expression of an
opinion regarding the financial statements taken as a whole. Accordingly, we do not express such an
opinion.

Based on our review, we are not aware of any material modifications that should be made to the
accompanying interim financial information for it to be in conformity with accounting principles
generally accepted in the United States of America.

We previously audited, in accordance with auditing standards generally accepted Iin the United States
of America, the balance sheet of Kentucky Utilities Company as of December 31, 2009, and the related
statements of income, retained earnings, and of cash flows for the year then ended (not presented
herein), and in our report dated March 19, 2010, we expressed an unqualified opinion on those
financial statements. In our opinion, the information set forth in the accompanying balance sheet as of
December 31, 2009, is fairly stated in all material respects in relation to the balance sheet from which it
has been derived.

Q«i’wwam&nw L&P

May 14, 2010



Kentucky Utilities Company
Statements of Income
(Unaudited)
(Millions of $)

Three Months Ended

010 2009
Operating revenues
Total operating revenues (Note 8) .......coeoveviieienriinniineen $ 380 $ 363
Operating expenses ‘ ,
Fuel for electric generation...c..c.covvvmieconiiniinnin e e 126 115
Power purchased (Note 8) ..o 54 64
Other operation and maintenance expenses (Note 2) ........ 79 132
Depreciation and amortization.........ccoveiivnneniennnne 34 33
Total operating EXPENSES ....ovvveeeieerimrreeeiirrseesenareesneres 293 344
Net operating iNCOME.....oooivirrceionnneeieriie e snens erereenees 87 19
Equity in earnings OF EEI oo 3) 2)
Other expense (INCOME) — NEt.....ccovninnreieeieiiesesrreeren e e - (3)
Interest expense (NOLE 6) ..covvirviiirnreiiiscnnecie et e 2 2
Interest expense to affiliated companies (Notes 6 and 8) ....... 18 16
INCOME before INCOME TAXES ......ovvereerreeeseersseessiciseseeenaesseee s 70 6
Federal and state income tax expense (benefit) (Note 5) ........ 26 (1
INEL IICOITIC v ivirevereeeeeertientte e s et ee s are st sbseconsnesrssnascso s s mnen $ 44 5 7

The accompanying notes are an integral part of these financial statements.

Statements of Retained Earnings

(Unaudited)
(Millions of $)
Three Months Ended
March 31,
2010 2009
Balance at beginning of period........cccoeeveeiiiniineiiiene $ 1,328 $ 1,195
Add NEE ITICOIME eveeevvrernreeriereasesereerareamrnessesberessesnrtnesrenia e seses 44 7
Balance at end of period ....veovveeiveernicn e $ 1,372 $ 1,202

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 eqUIVAIENTS ..o.ovieiiiceiii e
Accounts receivable, net:
Customer — less reserves of $2 million and $1 million as of
March 31, 2010 and December 31, 2009, respectively .....
Other — less reserves of less than $2 million as of
March 31, 2010 and December 31, 2009 ...
Accounts receivable from associated companies ......c.cccveeeeennees
Materials and supplies:
Fuel (predominantly c0al) ..ocoeeieniiicnineieeneee
Other materials and supplies .....coovivmreeininece
Deferred income taxes — net (NOt€ 5) wovevrevineiiiciriniicicieeens
Regulatory assets (NOE 2) oeevererenrrinninesinnnseetnennnenene
Prepayments and other current assets .....ccoevmeriinciiinninnnns
TOLAl CUITENT ASSELS vevveennenaresserereeresseareeesasssneesaenrassnsesrssnsonsessessssseses

Other property and INVESTIMENTS wvveeesieieeninnenrenc o

Utility plant:
At OFIZINAl COStururirrerunniririerieriren et
Less: reserve for depreciation ...t
Total utility plant, NET ...ccvimierrreee e

Construction Work in PrOGIESS ..ereeereerriretrieerinrecneenersnesness
Total utility plant and construction work in progress .........ccoeceeeerne

Deferred debits and other assets:
Regulatory assets (Note 2):
Pension and postretirement benefits .......o.covveiiiiccininne,
ONEE oo eeeeeeeeee e eeeeeersrebetessessee e st s ree st anes st s sbsnbe s sre b saannnnes
Cash surrender value of key man life insurance ........cccceeeiiens
OTHET ASSELS ceverereee e e eessiesrsneanseresenmissasesboistneesaraa s bar s easbeesnssares
Total deferred debits and other asSets......ccciiviininineniniinveiiienns

T OtAL BSOS o eneeeeeeeeee e e eeresessossnssnnsseesasreasssnnsasensssasseenenensesneanemnenens

The accompanying notes are an integral part of these financial statements.

March 31,
2010

h 3

4,918
1,857
3,061

1,291
4,352

105
118
38

268

$4,979

December 31,
2909

58
39

32

10
366

12

4,892
1,838
3,054

1,257

4311

105
117

38
267

$ 4,956



Kentucky Utilities Company
Balance Sheets (cont.)
(Unaudited)
(Millions of §)

Liabilities and Equity

Current liabilities:
Current portion of long-term debt (Notes 3 and 6) ....cocevreveenenen.
Current portion of long-term debt to affiliated company (Note 3)
Notes payable to affiliated companies (Notes 6 and 8) ................
ACCOUNTS PAYADIE ...cvverieiceciieee e e
Accounts payable to affiliated companies (Note 8) ...ccovvveeennne.
ACCIUEd INCOME tAXES 1vvretriereeraereesirreeienieriseseesnnseeseeenivsensesssens
CUSLOMET dEPOSIS .vuvsiirrrirceie et eer it sense et besse s neaenanes
Regulatory liabilities (NOte 2) ..ecevveueieririereiiereeecrteeeveiee e
Other current Habilities ..ooeiuveieceeeeceeercceseercsre e sr e

Total current HabilitieS ..o eaiinireeeer e e

L.ong-term debt:
Long-term bonds (Notes 3 and 6) .....ccoceevveeeevvecreeeieeninie e

Long-term debt to affiliated company (Notes 3, 6 and 8) ............
Total Iong-18rm debt c.occoviceeeecii et

Deferred credits and other liabilities:
Accumulated deferred income taxes (NOt€ 5) .ovevveererinreninerncennnn,
Accumulated provision for pensions and related benefits (Note 4)
Investment tax credit (NOtE 5) .ovivevirveiciriieecinereennesese e enneseennas
Asset retirement 0bHZAtIONS ....civveeeeeriinriconie e
Regulatory liabilities {Note 2):
Accumulated cost of removal of utility plant ......cccocvverernne.
Deferred income taxes - NeL........ociecvvrcneeeserersiesereseescereenveens
Postretirement benefiiS....cueeecerrerirrsiceeeceieeeneeieiesee e

Customer advances for CONSIrUCTION ....covvievverereirmieeee s eeseinnes
Other HADIIHIES ..vvveevievrreese i e esevceoe oo es e s s a e s s ess st seranenre s

Common equity:
Common stock, without par value -
Authorized 80,000,000 shares, outstanding 37,817,878 shares
Additional paid-in capital (Note 8) .ovveeererrreriercesrecesr e

Retained €arnings.....cocooecvevrreeeerinnrmrineiesiesseeesseseseesesiesssnessasnas
Undistributed subsidiary earnings.......ovceveeeeccorenenenerneevrennns
Total retained arnings....ccvrceereeeeeirrerniecirrcerreeeesese e ssnnnnases
Total COMIMON EQUILY v.eovviicriareereesere et st ene e s e eeaesn s sasans

Total liabilities and eqUILY ...coooveieeeecciecee e e

The accompanying notes are an integral part of these financial statements.

March 31,
2010

$ 228
33

28

110

59

17

23

8

34

540

5

1,421

345
152
104

35

1,358
14
1,372

1,996

$4,979

December 31,
2009

§ 228

33

45

107

88

5

22

3

37
568

123

1,298
1,421

336
160
104

34

331

W =~ B0 \O

1,015

308
316

1,318
10
1,328
1,952

54956



Kentucky Utilities Company
Statements of Cash Flows
(Unaudited)
(Millions of $)

Cash flows from operating activities:
NEE INCOMIE etiertriritecreecrceee et erreret s eanssecessanen s sasesresrnnsrasaesnssnsasaeennens
Items not requiring cash currently:
Depreciation and amortization. ......c.cccooccvvimmneis s
Deferred inCOmMe taXxes — NEt .ovvvceieiriireniien s
Investment tax credit — NET coiroeiiiietciier e
Provision for pension and post retirernent plans........ccccecneninnnns
8 111 =3 OO U OO U Op PP UTOITO
Changes in current assets and liabilities:
Accounts TeCIVADIE. .. cccuivieeirr et it
Materials and SUPPHES ..covevircnireiinccive e
Environmental cost reCOVery — NEt....coveririmirimmrieiiesssneenrneesnins
ACCOUNTS PAYADIE.....ooveieeeitircer ettt
AcCCTUEd INCOME TANES . oveerrerireiricererirserstsstir et riebests e st rsanaas
Other current assets and Habilities....ccoovrrveeevmvnrinicnnen s

Cash flows from investing activities:
Construction eXpenditlires ..o eiiirerrereenrercivessrrsenses e sennees
Assets purchased from affiliate.....cocooeiiiiimie e
Change in restricted cash ..o
Net cash used for investing activities .......oeeeieimeinrcrcieiniinecennans

Cash flows from financing activities:
Short-term borrowings from affiliated company - net (Note 6) .........
Additional paid-in capital (NOte 8) ..ocovvveeiiiiniiiietnere
Net cash (used for) provided by financing activities ......ccococnnnne.
Change in cash and cash equivalents ...
Cash and cash equivalents at beginning of period ...,

Cash and cash equivalents at end of period ...

The accompanying notes are an integral part of these financial statements.

For the Three Mont
March 31,
2010

(59)
(48)

(107)

hs Ended
2009

$ 7

[958}

[T B, B O R VR |

(130)
(128)

()
50
47



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 31, 2009, including the audited financial statements and notes therein.

PPL Corporation (“PPL”") Acquisition

On April 28, 2010, E.ON U.S. announced that E.ON AG and E.ON US Investiments Corp. had
entered into a definitive agreement with PPL, a Pennsylvania corporation, to sell to PPL all the
equity interests of E.ON U.S. for a base purchase price, including the assumption of debt,
totaling $7.625 billion. The transaction is anticipated to close by the end of 2010, subject to
completion of all the conditions precedent to its consummation. These conditions include the
approval of the Kentucky Commission, the Virginia Commission and the Tennessee Regulatory
Authority under state utilities laws, the approval of the FERC under the Federal Power Act and
the filing of required notices with the Department of Justice and the Federal Trade Commission
under the Hart-Scott-Rodino Antitrust Improvements Act of 1976 and the application of relevant
waiting periods.

Certain reclassification entries have been made to the previous years’ financial statements to
conform to the 2010 presentation with no impact on net assets, liabilities and capitalization or
previously reported net income and net cash flows.

RECENT ACCOUNTING PRONOUNCEMENTS

Fair Value Measurements

In January 2010, the FASB issued guidance related to fair value measurement disclosures
requiring separate disclosure of amounts of significant transfers in and out of level 1 and level 2
fair value measurements and separate information about purchases, sales, issuances, and
settlements within level 3 measurements. This guidance is effective for the first reporting period
beginning after issuance except for disclosures about the roll-forward of activity in level 3 fair
value measurements. This guidance has no impact on the Company’s results of operations,
financial position, liquidity or disclosures.

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
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this quarterly report, reference is made to Note 2 of KU’s Annual Report for the year ended
December 31, 2009.

2010 Kentucky Rate Case

In January 2010, KU filed an application with the Kentucky Commission requesting an increase
in base electric rates of approximately 12%, or $135 million annually, including an 11.5% return
on equity. KU requested the increase, based on the twelve month test year ended October 31,
2009, to become effective on and after March 1, 2010. The requested rates have been suspended
until August 1, 2010, at which time they may be put into effect, subject to refund, if the
Kentucky Commission has not issued an order in the proceeding. The parties are currently
exchanging data requests and other filings in the proceedings and a hearing date has been
scheduled for June 2010. A number of intervenors have entered the rate case, including the
Kentucky Attorney General’s office, certain representatives of industrial and low-income groups
and other third parties, and submitted filings challenging the Companies’ requested rate
increases, in whole or in part. An order in the proceeding may occur during the third or fourth
quarters of 2010.

2008 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 decreased $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, resulting in increased revenues of approximately $16 million annually.

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 21%. The proposed increase reflected a proposed rate of return on rate base of
8.586% based upon a return on equity of 12%. During December 2009, KU and the Virginia
Commission Staff agreed to a Stipulation and Recommendation authorizing base rate revenue
increases of $11 million annually and a return on rate base of 7.846% based on a 10.5% return on
common equity. A public hearing was held during January 2010. As permitted, pursuant to a
Virginia Commission Order, KU elected to implement the proposed rates effective November 1,
2009, on an interim basis. In March 2010, the Virginia Commission issued an Order approving
the stipulation, with the increased rates to be put into effect as of April 1, 2010. As part of the
stipulation, KU will refund certain amounts collected since November 2009, consisting of
interim rates in excess of the ultimate approved rates. These refunds aggregate approximately $1
million and are anticipated to occur during the second quarter of 2010.

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
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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 11%. 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, and were approved by the FERC during
September 2009. In May 2010, KU submitted to the FERC the 2009 update to KU's FERC-
Jjurisdictional wholesale requirements formula rate. The updated rate will go into effect on July
1,2010, pending review by KU's FERC-jurisdictional wholesale requirements customers and
review by the FERC, which could require a refund if the customers and/or the FERC identify
inappropriate costs or charges.

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 may be required to
procure on behalf of its retail ratepayers. In August 2009, the FERC accepted the issue for
briefing and the parties completed briefing submissions during 2009. An order by the FERC on
this matter may occur during 2010. KU is not currently able to predict the outcome of this
proceeding, including whether its wholesale customers may or may not be entitled to certain
rights or benefits relating to renewable energy, and the financial or operational effects, if any, of
such outcomes.

Regulatory Assets and Liabilities

The following regulatory assets and liabilities were included in KU’s Balance Sheets:

March 31, December 31,

(in millions) 2010 2009
Current regulatory assets:
ECR $ - § 28
FAC - 1
MISO exit 2 2
Other 2 1

Total current regulatory assets $ 4 $ 32
Non-current regulatory assets:
Storm restoration $ 59 $ 59
ARO ‘ 31 30
Unamortized loss on bonds 12 12
MISO exit 8 9
Other 8 7

Subtotal non-current regulatory assets 118 117
Pension benefits 105 105

Total non-current regulatory assets $ 223 $ 222



March 31, December 31,

2010 2009
Current regulatory liahilities:
DSM § 4 $ 3
ECR 2 -
Other 2 -
Total current regulatory liabilities § 8 $ 3
Non-current regulatory liabilities:
Accumulated cost of removal of utility $ 336 $ 331
plant
Deferred income taxes — net 10 9
Postretirement benefits 9 9
MISO exit 3 4
Other 9 7
Total non-current regulatory liabilities $ 367 $ 360

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 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 is seeking
recovery of the storm restoration regulatory asset and adjustments to the amortization of CMRG
and KCCS contributions, included in other regulatory assets, in its current 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. The Company received approval
to recover the Virginia portion of this asset, as incurred through December 31, 2008, over a five
year period 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.
Recovery of the FERC jurisdictional pension expense, included in other assets, and the change in
accounting method for spare parts, included in other liabilities, will be requested in the next
FERC rate case. 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, the East Kentucky Power Cooperative 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 35, 2009. The MISO regulatory liability will be netted against the remaining
costs of withdrawing from the MISO, per a Kentucky Commission Order, in the current
Kentucky base rate case.

ECR. InlJanuary 2010, the Kentucky Commission initiated a six-month review of KU’s
environmental surcharge for the billing period ending October 2009. An order is anticipated in
the second quarter of 2010.



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. During 2009, KU reached a
unanimous settlement with all parties to the case and the Kentucky Commission issued an Order
approving KU’s application. Recovery on customer bills through the monthly ECR surcharge for
these projects began with the February 2010 billing cycle. At December 31, 2009, the Company
had a regulatory asset of $28 million, which changed to a regulatory liability of $2 million at
March 31, 2010, as a result of these roll-in adjustments to base rates.

FAC. In February 2010, KU filed an application with the Virginia Commission seeking
approval of a decrease in its fuel cost factor beginning with service rendered in April 2010. In
February 2010, the Virginia Commission recommended a change to the fuel factor KU had in its
application, to which KU agreed. Following a public hearing in March 2010, and an Order in
April 2010, the recommended charge became effective as of April 1, 2010, resulting in a
decrease of 23% from the fuel factor in effect for April 2009 through March 2010.

In January 2010, the Kentucky Commission initiated a six-month review of KU’s FAC
mechanism for the expense period ended August 2009. An order is anticipated in the second

quarter of 2010.

Other Regulatory Matters

Kentucky Commission Report on Storms. In November 2009, the Kentucky Commission
issued a report following review and analysis of the effects and utility response to the September
2008 wind storm and the January 2009 ice storm, and possible utility industry preventative
measures relating thereto. The report suggested a number of proposed or recommended
preventative or responsive measures, including consideration of selective hardening of facilities,
altered vegetation management programs, enhanced customer outage communications and
similar measures. In March 2010, the Companies filed a joint response reporting on their actions
with respect to such recommendations. The response indicated implementation or completion of
substantially all of the recommendations, including, among other matters, on-going reviews of
system hardening and vegetation management procedures, certain test or pilot programs and
implementation of enhanced operational and customer outage-related systems.

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 power
purchase contracts and cost recovery mechanisms. The contracts were executed in August 2009,
and were 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 lllinois 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 provided for the
request for approval of the wind power agreements to proceed independently from the request to
recover the costs thereof via surcharges. In November 2009, KU and LG&E filed for rehearing
of the K entucky Commission’s Order and requested that the matters of approval of the contract
and recovery of the costs thereof remain the subject of the same proceeding. During December
2009, the Kentucky Commission issued data requests on this matter.
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In March 2010, KU and LG&E delivered notices of termination under provisions of the wind
power contracts. The Companies also filed a motion with the Kentucky Commission noting the
termination of the contracts and seeking withdrawal of their application in the related regulatory
proceeding. In April 2010, the Kentucky Commission issued an Order allowing the Companies
to withdraw their pending application.

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 IMEA and the IMPA. In July 2009, the Companies notified the Kentucky Commission
of the proposed sale 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 sold are intended to provide KU an ownership interest in these
common assets that is proportional to its interest in TC2 and the assets’ role in supporting both
TC1 and TC2. In December 2009, KU and LG&E completed the sale transaction at a price of
$48 million, representing the current net book value of the assets, multiplied by the proportional
interest being sold.

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 KU’s and LG&E’s separately-owned base-load
generating assets. During December 2009, the Kentucky Commission extended the data
discovery process through January 2010, and authorized KU and LG&E on an interim basis to
begin using the depreciation rates for TC2 as proposed in the application. In March 2010, the
Kentucky Commission issued a final Order approving the use of the proposed depreciation rates
on a permanent basis.

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 KU 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 oral argument occurred during March 2010. A
ruling on the matter could occur 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.
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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 KU’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. In April 2010, the Kentucky
Court of Appeals issued an Order affirming the Hardin Circuit Court’s finding that KU had the
right to condemn easements on the properties, which appellate Order remains subject to certain
reconsideration or appeals rights of the parties.

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 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 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. In December 2009, the
Kentucky Commission granted the CCNs for the relevant segments and the property owners
have filed various motions to intervene, stay and appeal certain elements of the Kentucky
Commission’s recent orders. In January 2010, in respect of two of such proceedings, the Franklin
County circuit court issued Orders denying the property owners’ request for a stay of
construction and upholding the prior Kentucky Commission denial of their intervenor status.

In parallel with, and consistent with the relevant legal proceedings and their status, the Company
is proceeding with the construction activities with respect to these temporary transmission
facilities.

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
cooperating with the U.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.
During November 2009, the petitioners filed submissions for review of the decision with the 6"
Circuit Court of Appeals.

KU and LG&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.

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 2010. 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
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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 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
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.

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU’s market-based
rate proceeding accepting the Company’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 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 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 year ended March 31, 2010.

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
Regional Reliability Organizations ("RROs") by the North American Electric Reliability
Corporation ("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 and LG&E are members of the SERC Reliability Corporation ("SERC"), which acts as KU’s
and LG&E's RRO. During December 2009, the SERC and KU and LG&E agreed to settlements
involving penalties totaling less than $1 million for each utility related to their self-reports during
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June and October 2008, concerning possible violations of standards. During December 2009 and
April 2010, KU and LG&E submitted self-reports relating to additional standards, the resolution
of which the Companies do not anticipate will result in material penalties or remedial actions, but
which processes remain in the early stages and therefore the Companies are unable to determine
the outcome. 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. While KU and LG&E believe they are in
compliance with the mandatory reliability standards, they cannot predict the outcome of other
analyses, including on-going SERC or other reviews described above.

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. During
March 2010, the Virginia Commission Staff issued a staff report acknowledging that KU fairly
and adequately evaluated all resource options, documented and supported all critical model
assumptions and methodologies, and complied with all legislative requirements and Virginia
Commission guidelines.

Green Energy Riders. 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 (“REC”) through June 1, 2010. During
November 2009, KU and LG&E filed an application to both continue and modify the existing
Green Energy Programs. In February 2010, the Kentucky Commission approved the Companies’
application, as filed.

Note 3 - Financial Instruments

The cost and estimated fair values of KU’s non-trading financial instruments as of March 31,
2010 and December 31, 2009 follows:

March 31, December 31,
2010 2009
Carrying Fair Carrying Fair

(in millions) Value Value Value Value
Long-term debt (including current

portion of $228 miliion) § 351 $ 351 $§ 351 § 351
Long-term debt from affiliate

(including current portion of $33 million) $ 1,331 § 1,409 $ 1,331 $ 1,401

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 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. 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 March 31, 2010, a 100 basis point change in the
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benchmark rate on KX U’s variable rate debt would impact pre-tax interest expense by $4 million
annually. Although the Company’s policies allow for the use of interest rate swaps, as of March
31, 2010 and December 31, 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. Using 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 2010 or
2009. Changes in market pricing, interest rate and volatility assumptions were made during both
years.

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 March 31,
2010, 100% of the trading and risk management commitments were with counterparties rated
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BBB-/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 March 31, 2010, and December 31,
2009, counterparty credit reserves related to the energy trading and risk management contracts
were less than $1 million.

The net volume of electricity based financial derivatives outstanding at March 31,2010 and
December 31, 2009, was zero Mwhs and 43,400 Mwhs, respectively. No cash collateral related
to the energy trading and risk management contracts was required at March 31, 2010. Cash
collateral related to the energy trading and risk management contracts was less than $1 million at
December 31, 2009. 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.

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 31, 2010.
Financial assets as of December 31, 2009 and financial liabilities as of March 31,2010 and
December 31, 2009, arising from energy trading and risk management contracts accounted for at
fair value total less than $1 million and use level 2 measurements. There are no level 3
measurements for the periods ending March 31, 2010 and December 31, 2009.

Recurring Fair Value Measurements (in millions)

March 31,2010
Level 1 Level 2 Total
Financial Assets:
Energy trading and risk management contracts § - $ 1 $ I
Total Financial Assets $ - $ 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.
At March 31, 2010, 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 March 31, 2010, 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.
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The table below shows the fair value and balance sheet location of derivatives not designated as
hedging instruments as of March 31, 2010:

Asset Derivatives
Balance Sheet

(in millions) Location Fair Value
Energy trading and risk Other current
management contracts Assets $1
Total $1

At December 31, 2009, the fair value of short-term assets for energy trading and risk
management contracts not designated as hedging instruments was less than $1 million. At March
31, 2010 and December 31, 2009, the fair value of short-term liabilities for energy trading and
risk management contracts not designated as hedging instruments was less than $1 million,
respectively.

KU manages the price risk of its estimated future excess economic generation capacity using
market-traded 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 ended March 31:

Location of Gain Amount of Gain
(Loss) Recognized in (Loss) Recognized in
(in millions) Income on Derivatives Income on Derivatives
Three Months Three Months
Ended Ended

March 31, 2010 March 31, 2009
Energy trading and risk management

contracts (unrealized) Electric revenues § - $§ 2

Total $ - $ 2

Net unrealized gains and losses were less than $1 million in the three month period ended March
31,2010. Net realized gains and losses were less than $1 million in the three month periods
ended March 31, 2010 and March 31, 2009.

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 31. 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 53% and 51% of E.ON U.S. Services costs for March 31, 2010 and 2009,
respectively.
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Pension Benefits

(in millions) Three Months Ended March 31,
2010 2009
E.ON U.S. E.ONU.S.
Services Services
Allocation to Total Allocation to Total
KU KU KU KU KU KU
Service cost $ 2 $ 1 $ 3 $ 2 $ 1 $ 3
Interest cost 5 2 7 5 2 7
Expected return on plan
assets 4) (1) (5) 4) (h (3)
Amortization of actuarial
loss 1 1 2 2 1 3
Benefit cost $ 4 $ 3 $ 7 $ 5 $ 3 3 8
Other Postretirement Benefits
(in millions) Three Months Ended March 31,
2010 2009
E.ON U.S. E.ON U.S.
Services Services
Allocation to Total Allocation to Total
KU KU KU KU KU KU
Service cost 3 1 $ - $ 1 $ 1 $ 1 $ 2
Interest cost 1 - 1 1 - 1
Benefit cost $ 2 $ - $ 2 $ 2 3 1 $ 3

In January 2010, 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 $9 million. KU’s
intent is to fund the pension plan in a manner consistent with the requirements of the Pension
Protection Act of 2006.

In 2010, KU has made contributions to other postretirement benefit plans totaling $1 million.
The Company also anticipates further funding 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.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 2006 and later years are open under the
federal statute of limitations, 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. Tax years 2007 and 2008 were
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. Areas remaining under examination for 2008 include bonus

18



depreciation and the Company’s application for a change in repair deductions. No net material
adverse impact is expected from these remaining areas.

Additions and reductions of uncertain tax positions during 2010 and 2009 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. If recognized, the less than $1 million of unrecognized tax benefits would reduce
the effective income tax rate.

The amount KU recognized as interest expense and interest accrued related to unrecognized tax
benefits was less than $1 million as of March 31, 2010 and December 31, 2009. 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, the Company accrued
less than $1 million in interest expense on uncertain tax positions. KU records the interest as
interest expense and penalties as operating expenses in the income statement and accrued
expenses in the balance sheet, on a pre-tax basis. No penalties were accrued by the Company
through March 31, 2010.

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, 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 $101 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 during the three months ended March 31, 2009 decreasing current federal
income taxes. The amount claimed through 2009 is all that KU is allowed to claim. KU has
recorded the maximum credit of $101 million. In addition, a full depreciation basis adjustment is
required for the amount of the credit. The income tax expense impact from amortizing these
credits 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. During 2008 and 2009, the plaintiffs submitted amended complaints alleging additional
claims for relief. In October 2009, the plaintiffs filed a motion for a preliminary injunction
seeking temporary implementation of certain elements of the requested relief. The Company is
not currently a party to this proceeding and is not able to predict the ultimate outcome of this
matter.

In the first quarter 2010, KU recorded an income tax expense of less than $1 million to recognize

the impact of the elimination of the tax deduction related to Medicare Part D subsidy as required
with enactment of the Patient Protection and Affordable Care Act.
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Note 6 - Short-Term and L.ong-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 three months ended March 31, 2010 was 0.36%.

Pollution control bonds are obligations of KU issued in connection with tax-exempt pollution
control revenue bonds issued by 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 March 31,
2010 and December 31, 2009, KU had no bond proceeds in trust included in restricted cash on the
balance sheet.

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 March 31,
2010, 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 three months ended March 31, 2010 and
2009, the average rate on the auction rate bonds was 0.27% and 0.65%, 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,
an insurer of the Company’s bonds, 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.

The Company 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 31, 2010 $§ 400 $ 28 $ 372 0.21%
December 31, 2009 $ 400 $ 45 $ 355 0.20%

E.ON U.S. maintains revolving credit facilities totaling $313 million at March 31, 2010 and
December 31, 2009, to ensure funding availability for the money pool. At March 31, 2010, 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

($ in millions) Available Qutstanding Available Interest Rate
March 31, 2010 $ 313 $ lo4 $ 149 1.47%
December 31, 2009 $ 313 $ 276 $ 37 1.25%

As of March 31, 2010, the Company maintained a bilateral line of credit, with an unaffiliated
financial institution, totaling $35 million which matures in June 2012. At March 31, 2010, 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 31, 2010.
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 31, 2009 (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 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
excess power, termination and emissions allowances. In July 2005, the court issued a summary
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 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 from 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 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 the Company has received the agreed settlement amounts. Therefore,
pursuant to the settlement’s operation, the OMU agreement will terminate in May 2010, as
described above.
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Construction Program. KU had approximately $50 million of commitments in connection with
its construction program at March 31, 2010.

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. The Company’s share of additional costs from inception of the contract through
the expected project completion in 2010 is estimated to be approximately $35 million. During the
past and to date in 2010, KU and LG&E have received a number of contractual notices from the
TC2 construction contractor asserting force majeure/excusable event claims for additional
adjustments to either or both of contract price or construction schedule with respect to certain
events which, if granted, may affect such contractual terms in addition to a possible extension of
the commercial operations date, liquidated damages or other relevant provisions. The parties are
continuing to discuss such matters in good faith and are attempting to resolve them in a
commiercially reasonable manner. The Company cannot currently estimate the ultimate outcome
of these matters, including the extent, if any, that may result in increased costs charged for
construction of TC2 and/or relief relating to the construction completion or operations dates.

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
Novenber 2005. In September 2007, the Secretary of the Kentucky Environmental and Public
Protection Cabinet issued a final Order upholding the permit. The environmental groups
petitioned the EPA to object to the state permit and subsequent permit revisions. In
determinations made in September 2008 and June 2009, the EPA rejected most of the
environmental groups’ claims, but identified three permit deficiencies which the KDAQ
addressed by revising the permit. In August 2009, the EPA issued an order denying the
remaining claims with the exception of two additional deficiencies which the KDAQ was
directed to address. The EPA determined that the proposed permit subsequently issued by the
KDAQ satisfied the conditions of the EPA Order, although the agency recommended certain
enhancements to the administrative record. In January 2010, the KDAQ issued a final permit
revision incorporating the proposed changes to address the EPA objections. In March 2010, the
environmental groups submitted a petition to the EPA to object to the permit revision, which
petition is now pending before the EPA. The Company believes that the final permit as revised
should not have a material adverse effect on its financial condition or results of operations.
However, until the EPA issues a final ruling on the petition and all applicable appeals have been
exhausted, the Company cannot predict the final outcome of this matter.

Thermostat Replacement. During January 2010, KU and LG&E announced a voluntary plan to
replace certain thermostats which had been provided to customers as part of the Companies’
demand reduction programs, due to concerns that the thermostats may present a safety hazard.
Under the plan, the Companies anticipate replacing up to approximately 14,000 thermostats.
Estimated costs associated with the replacement program may be $2 million. However, the
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Companies cannot fully predict the ultimate outcome of the replacement program or other effects
or developments which may be associated with the thermostat replacement matter at this time.

Environmental Matters. The Company’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 National Ambient Air Quality Standards (“NAAQS”). Each
state must identify “nonattainment areas” within its boundar