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Iiivestnients Coup., E.0N U S .  LLC, Louisville Gas and Electric 
Company, and Kentucky Utilities Conipany for Approval of an 
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Dear Mr. DeRouen: 

Pursuant to the Commission’s Order dated September 30, 2010 in the 
aforementioned case, Louisville Gas and Electric Company (“LG&E”) and 
Kentucky Utilities Company (“KU”), (collectively, the “Companies”) submit 
one (1) copy each of the Securities and Exchange Commission (“SEC”) Form 
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Office with date received on the extra copies. Should you have any questions 
regarding the information filed herewith, please call me or Don Harris at 
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Rick E. Loveltamp 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-Q 

[XI QTJARTERLY REPORT PIJRSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 
1934 for the fiscal quarterly period ended March 3 1, 201 1 

OR 
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF [ ] 
1934 for the transition period from to 

Commission File 
Number 

1-11459 

1-32944 

1-905 

Registrant; State of Incorporation; 
Address and Telephone Number 

IRS Employer 
Identification No. 

PPL, Corporation 23-27581 92 
(Exact name of Registrant as specified in its charter) 
(Pennsylvania) 
Two North Ninth Street 
Allentown, PA 18101 -1179 
(610) 774-5151 

PPL, Energy Supply, LLC 
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(Delaware) 
Two North Ninth Street 
Allentown, PA 18101-1179 
(610) 774-5151 

PPL, Electric Utilities Corporation 
(Exact name of Registrant as specified in its charter) 
(Pennsylvania) 
Two North Ninth Street 
Allentown, PA 18101-1179 
(610) 774-51.51 

23-3074920 

23-0959590 

Indicate by check mark whether the registrants ( I )  have filed all reports required to be filed by Section 13 or 15(d) of the 
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrants were required 
to file such reports), and (2) have been subject to such filing requirements for the past 90 days. 

PPL. Corporation 
PPL Energy Supply, L,LC 
PPL, Electric TJtilities Corporation 

Indicate by check mark whether the registrants have submitted electronically and posted on their corporate Web site, if any, 
every Interactive Data File required to be submitted and posted pursuant to Rule 40.5 of Regulation S-T ($232.405 of this 
chapter) during the preceding 12 months (or for such shorter period that the registrants were required to submit and post such 
files). 

PPL Corporation 
PPL, Energy Supply, L.L.C 
PPL, Electric Utilities Corporation 

Indicate by check mark whether the registrants are large accelerated filers, accelerated filers, non-accelerated filers, or a 
smaller reporting company. See the definitions of "large accelerated filer," "accelerated filer" and "smaller reporting 
company" in Rule 12b-2 of the Exchange Act. 

Large accelerated Accelerated Non-accelerated Smaller reporting 
filer filer filer company 

PPL, Corporation [ X I  [ I  [ I  [ I  
PPL Energy Supply, LL,C [ I  [ I  [ X I  [ I  
PPL Electric TJtilities Corporation [ I  [ I  [ X I  [ I  



Indicate by check mark whether the registrants are shell companies (as defined in Rule 12b-2 of the Exchange Act). 

PPL Corporation 
PPL Energy Supply, LLC 
PPL Electric Utilities Corporation 

Yes II 
Yes - 
Yes __I 

No X 
No X 
No X 

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable date. 

PPL Corporation 

PPL Energy Supply, LLC 

Common stock, $.01 par value, 577,151,364 shares outstanding at April 29, 
201 I .  

PPL Corporation indirectly holds all of the membership interests in PPL 
Energy Supply, LLC. 

PPL Electric Utilities Corporation Common stock, no par value, 66,368,056 shares outstanding and all held 
by PPL Corporation at April 29, 201 1. 

This document is available free of charge at the Investor Center on PPL's website at www.pplweb.com. However, 
information on this website does not constitute a part of this Form 10-Q. 

http://www.pplweb.com
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GLOSSARY OF TERMS AND ABBREVIATIONS 

PPL Corporation and its current and former subsidiaries 

Central Networks - collectively Central Networks East plc, Central Networks L,imited and certain other related assets and 
liabilities. On April 1. 201 I ,  PPL, WEM Holdings plc (formerly WPD Investment Holdings Limited) purchased all of the 
outstanding ordinary share capital of these companies from E.ON AG subsidiaries. Central Networks West plc (subsequently 
renamed Western Power Distribution (West Midlands) plc). wholly owned by Central Networks Linited (subsequently 
renamed WPD Midlands Holdings Limited). and Central Networks East plc (subsequently renamed Western Power 
Distribution (East Midlands) plc) are British regional electricity distribution utility companies. 

E. W. Brown - a generating station in Kentucky with capacity 01 1,631 MW. LG&E and KU are participants in a sale- 
leaseback transaction involving two combustion turbines at the station. 

KU - Kentucky Utilities Company, a public utility subsidiary of LIKE engaged in the regulated generation, transmission, 
distribution and sale of electricity, primarily in Kentucky. The subsidiary was acquired by PPL, in November 2010. 

LG&E- Louisville Gas and Electric Company, a public utility subsidiary of LKE engaged in  the regulated generation, 
transmission, distribution and sale of electricity and the distribution and sale of natural gas in Kentucky. The subsidiary was 
acquired by PPL in November 2010. 

LKE- LG&E and KU Energy L,LC (formerly E.ON U.S. L.LC), a subsidiary of PPL, and the parent of LG&E and KU. PPL. 
acquired E.ON U.S. L,L,C in November 2010 and changed the name to L,G&E and KU Energy LLC. Within the context of 
this document, references to L,KE also relate to the consolidated entity. 

PPL - PPL, Corporation, the parent holding company of PPL Electric, PPL Energy Funding, L,KE and other subsidiaries. 

PPL Capital Funding - PPL, Capital Funding, Inc., a wholly owned financing subsidiary of PPL,. 

PPL Electric - PPL Electric IJtilities Corporation, a public utility subsidiary of PPL that transmits and distributes electricity 
in its Pennsylvania service territory and provides electric supply to retail customers in this territory as a PL,R. 

PPL Energy Funding - PPL. Energy Funding Corporation, a subsidiary of PPL and the parent company of PPL Energy 
Supply, PPL. Global (effective January 201 1 )  and other subsidiaries. 

PPL EnergyPlus - PPL, EnergyPlus, LLC, a subsidiary of PPL, Energy Supply that markets and trades wholesale and retail 
electricity and gas, and supplies energy and energy services in competitive markets. 

PPL Energy Supply- PPL Energy Supply, L,L,C, a subsidiary of PPL, Energy Funding and the parent company of PPL 
Generation, PPL, EnergyPlus and other subsidiaries. In January 201 1, PPL. Energy Supply distributed its membership interest 
in PPL, Global, representing 100% of the outstanding membership interests of PPL, Global, to PPL. Energy Supply’s parent, 
PPL Energy Funding. 

PPL Gas Utilities - PPL, Gas Utilities Corporation, a regulated utility that provided natural gas distribution, transmission 
and storage services, and the competitive sale of propane, which was a subsidiary of PPL, until its sale in October 2008. 

PPL Generation - PPL Generation, L,L,C, a subsidiary of PPL, Energy Supply that owns and operates 1J.S. generating 
facilities through various subsidiaries. 

PPL Global - PPL Global, L.L,C, a subsidiary of PPL Energy Funding that primarily owns and operates a business in the 
U.K., WPD, that is Focused on the regulated distribution of electricity. In January 201 I ,  PPL Energy Supply, PPL Global’s 
former parent, distributed its membership interest in PPL, Global, representing 100% of the outstanding membership interest 
of PPL, Global, to its parent, PPL, Energy Funding. 

PPL Martins Creek- PPL. Martins Creek, LLC, a subsidiary of PPL, Generation that owns generating operations in 
Pennsylvania. 

PPL Montana - PPL Montana, LLC, an indirect subsidiary of PPL Generation that generates electricity for wholesale sales 
in Montana and the Pacific Northwest. 

PPL Services - PPL Services Corporation, a subsidiary of PPL, that provides shared services for PPL and its subsidiaries. 



PPL Susquehanna - PPL Susquehanna, LLC, the nuclear generating subsidial y of PPL Generation. 

PPL WEM- PPL WEM Holdings plc (formerly WPL) Investment Holdings Limited). an indirect, wholly owned U.K. 
subsidiary of PPL Global. PPL WEM directly wholly owns WPD (East Midlands) and indirectly wholly owns WPD (West 
Midlands). 

PPL WW Holdings - PPL WW Holdings Limited (formerly Western Power Distribution Holdings Limited), an indirect, 
wholly owned U.K. subsidiary of PPL Global. PPL WW Holdings indirectly wholly owns WPD (South Wales) and WPD 
(South West). 

WPD - rcfers to PPL WW Holdings and its subsidiaries. 

WPD Midlands - refers to Central Networks, which was renamed after the acquisition. 

WPD (East Midlands) - Western Power Distribution (East Midlands) plc, a British regional electricity distribution utility 
company. The company, formerly Central Networks East plc, was acquired and renamed in April 201 1. 

WPD (South Wales) - Western Power Distribution (South Wales) plc, a British regional electricity distribution utility 
company. 

WPD (South West) - Western Power Distribution (South West) plc, a British regional electricity distribution utility 
company. 

WPD (West Midlands) - Western Power Distribution (West Midlands) plc, a British regional electricity distribution utility 
company. The company, formerly Central Networks West plc, was acquired and renamed in April 201 1. 

WKE - Western Kentucky Energy Corp., a subsidiary of LKE that leased certain non-utility gcnerating stations in western I 

Kentucky until July 2009. ~ 

Other terms and abbreviations I 

dE - British pounds sterling. 

2070 Equity Unit - a PPL equity unit, issued in June 2010, consisting of a Purchase Contract and, initially, a 5.0% 
undivided beneficial ownership interest in $1,000 principal amount of PPL Capital Funding 4.625% Junior Subordinated 
Notes due 20 18. 

2070 Purchase Contract - a contract that is a component of a 2010 Equity Unit that requires holders to purchase shares of 
PPL common stock on or prior to July 1,2013. 

2070 Form 70-K- Annual Report to the SEC on Form 10-K for the year ended December 31,2010. 

2077 Equity Unit- a PPL equity unit, issued in April 201 1, consisting of a Purchase Contract and, initially, a 5.0% 
undivided beneficial ownership interest in $1,000 principal amourit of PPL Capital Funding 4.32% Junior Subordinated 
Notes due 2019. 

207 7 Purchase Contract - a contract that is a component of a 201 I Equity Unit that requires holders to purchase shares of 
PPL common stock on or prior to May 1,2014. 

Acid Rain Program - allowance trading system established by the Clean Air Act to reduce levels of sulfur dioxide. Under 
this program, affected power plants are allocated allowances based on their fuel consumption during specified baseline years 
and a specific emissions rate. 

Act 729 - became effective in October 2008. The law amends the Pennsylvania Public Utility Code and creates an energy 
efficiency and conservation program and smart metering technology requirements, adopts new PLR electricity supply 
procurement rules, provides remedies for market misconduct and makes changes to the existing Alternative Energy Portfolio 
Standard. 
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AFUDC - (Allowance for Funds Used During Construction) - the cost of cquity and debt funds used to finance construction 
pro~jccts of regulated businesses, which is capitalized as part of construction cost. 

A.M. Best - A.M. Best Company, a company that reports on the financial condition of insurance companies. 

AOCl- accumulated other comprehensive income or loss. 

ARO - asset retirement obligation. 

Baseload generation - includes the output providcd by PPL's nuclear, coal, hydroelcctric and qualifying facilities 

Basis - when used in the context of derivatives and commodity trading. the commodity price differential between two 
locations, products or time periods. 

Bcf - billion cubic feet. 

Bridge Facility - the S3.6 billion Senior Bridge Term L.oan Credit Agreement between PPL. Capital Funding and PPL. 
WEM, as borrowers, and PPL., as guarantor, and lenders party thereto, used to fund the April 1, 201 1 acquisition of Central 
Networks, as amended by Amendment No. 1 thereto dated April 15,201 1. 

CAlR - the EPA's Clean Air Interstate Rule. 

Clean Air Act - federal legislation enacted to address certain environmental issues related to air emissions, including acid 
rain, ozone and toxic air emissions. 

COLA - license application for a combined construction permit and operating license from the NRC for a nuclear plant. 

Customer Choice Act - the Pennsylvania Electricity Generation Customer Choice and Competition Act, legislation 
enacted to restructure the state's electric utility industry to create retail access to a competitive market for gencration of 
electricity. 

DEP - Department of Environmental Protection, a Pennsylvania state government agency. 

Depreciation not normalized - the flow-through income tax impact related to the state regulatory treatment of 
depreciation-related timing differences. 

Dodd-Frank Act - the Dodd-Frank Wall Street Reform and Consumer Protection Act that was signed into law in  July 2010. 

DOE- Department of Energy, a U S .  government agency. 

DRIP - Dividend Reinvestment and Direct Stock Purchase Plan. 

ECR - Environmental Cost Recovery. Pursuant to Kentucky Revised Statutes 278.183, effective January 1993, Kentucky 
electric utilities are entitled to the current recovery of costs of complying with the Clean Air Act, as amended, and those 
federal, state or local environmental requirements which apply to coal combustion and by-products from the production of 
energy from coal. 

€.ON AG - a German corporation and the parent of E.ON US Investments, the former parent of Central Networks. 

€.ON US lnwestments - E.ON US Investments Corp., a Delaware corporation and the former parent of E.ON U.S. L L C  
PPL, acquired E.ON U.S. L.L,C in November 2010 and changed its name to L,G&E and KU Energy LL,C. 

Economic Stimulus Package - The American Recovery and Reinvestment Act of 2009, generally referred to as the 
federal economic stimulus package, which was signed into law in February 2009. 

EMF- electric and magnetic fields. 

€PA - Environmental Protection Agency, a U S .  government agency. 

EPS - earnings per share. 

... 
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ESOP - Employee Stock Ownership Plan. 

Euro - the basic monetary unit among participating members of the European Union. 

FERC - Federal Energy Regulatory Commission, the federal agency that regulates, among other things, interstate 
transmission and wholesale sales of electricity, hydroelectric power pro-jccts and related matters. 

Fitch - Fitch, Inc., a credit rating agency. 

FTR - financial transmission rights, which are financial instruments established to manage price risk related to electricity 
transmission congestion. They entitle the holder to receive compensation or require the holder to remit payment for certain 
congestion-related transmission charges based on the level of congestion in the transmission grid. 

Fundamental Change - as it relates to the terms of the 201 1 and 2010 Equity Units, will be deemed to have occurred if 
any of the following occurs with respect to PPL, subject to certain exceptions: (i) a change of control; (ii) a consolidation 
with or merger into any other entity; (iii) common stock ceases to be listed or quoted; or (iv) a liquidation, dissolution or 
termination. 

GAAP - generally accepted accounting principles in the US. 

GBP - British pound sterling. 

GHG - greenhouse gas(es). 

GWh - gigawatt-hour, one million kilowatt-hours. 

Health Care Reform - The Patient Protection and Affordable Care Act (HR 3590) and the Health Care and Education 
Reconciliation Act of 2010 (HR 4872), signed into law in March 2010. 

Intermediate and peaking generation - includes the output provided by PPL's oil- and natural gas-fired units. 

IRS - Internal Revenue Service, a U.S. government agency. 

IS0 - Independent System Operator. 

KPSC - Kentucky Public Service Commission, the state agency that has jurisdiction over the regulation of rates arid service 
of utilities in Kentucky. 

LIBOR - London Interbank Offered Rate. 

Long Island generation business - includes a 79.9 MW gas-fired plant in the Edgewood section of Brentwood, New York 
and a 79.9 MW oil-fired plant in Shoreham, New York and related tolling agreements. This business was sold in February 2010. 

MACT- maximum achievable control technology. 

MIS0 - (Midwest Independent System Operator) - an independent system operator and the regional transmission 
organization that provides open-access transmission service and monitors the high voltage transmission system in all or parts 
of Illinois, Indiana, Iowa, Michigan, Minnesota, Missouri, Montana, Nebraska, North Dakota, Ohio, South Dakota, 
Wisconsin and Manitoba, Canada. 

Montana Power - The Montana Power Company, a Montana-based company that sold its generating assets to PPL 
Montana in December 1999. Through a series of transactions consummated during the first quarter of 2002, Montana Power 
sold its electricity delivery business to Northwestern. 

Moody's - Moody's Investors Service, Inc., a credit rating agency. 

MW - megawatt, one thousand kilowatts. 

NDT - PPL Susquehanna's nuclear plant decommissioning trust. 
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NERC - North American Electric Reliability Corporation. 

North Western - Northwestern Corporation. a Delaware corporation, and successor in interest to Montana Power's 
electricity delivery business, including Montana Power's rights and obligations under contracts with PPL, Montana. 

NPDES - National Pollutant Discharge Elimination System. 

NPNS - the normal purchases and normal sales exception as permitted by derivative accounting rules. 

NRC - Nuclear Regulatory Commission. the federal agency that regulates nuclear power tacilitics. 

NUGs - non-utility generators, generating plants not owned by public utilities, whose electrical output must be purchased by 
utilities under the PLJRPA if the plant meets certain criteria. 

OCl- other comprehensive income or loss. 

Ofgem - Office of Gas and Electricity Markets, the British agency that regulates transmission, distribution and wholesale 
sales of electricity and rclated matters. 

OVEC - Ohio Valley Electric Corporation, located in Piketon, Ohio, an entity in which L,KE indirectly owns an 8.13% 
interest, which is accounted for as a cost method investment. OVEC owns and operates two coal-fired power plants, the 
Kyger Creek Station in Ohio and the Clifty Creek Station in Indiana, with combined nameplate capacities of 2,390 MW. 
LKE is contractually entitled to 8.13% of the generation capacity and output. 

PJM - (PJM Interconnection, L,.L.C.) - operator of the electric transmission network and electric energy market in all or parts 
of Delaware, Illinois, Indiana, Kentucky, Maryland, Michigan, New Jersey, North Carolina, Ohio, Pennsylvania, Tennessee, 
Virginia, West Virginia and the District of Columbia. 

PLR (Provider of Last Resort) - the role of PPL Electric in  providing default electricity supply to retail customers within its 
delivery territory who have not chosen to select an alternative electricity supplier under the Customer Choice Act. 

PP&E - property, plant and equipment. 

PUC - Pennsylvania Public Utility Commission, the state agency that regulates certain ratemaking, services, accounting and 
operations of Pennsylvania utilities. 

PURPA - Public Utility Regulatory Policies Act of 1978, legislation passed by the U.S. Congress to encourage energy 
conservation, efficient use of resources and equitable rates. 

PURTA - The Pennsylvania Public Utility Realty Tax Act. 

RAB - regulatory asset base. This term is also commonly known as RAV. 

RECs - renewable energy credits. 

Regulation S-X- SEC regulation governing the form and content of and requirements for financial statements required to 
be filed pursuant to the federal securities laws. 

RMC - Risk Management Committee. 

S&P - Standard &. Poor's Ratings Services, a credit rating agency. 

Sarbanes-Oxley - Sarbanes-Oxley Act of 2002, which sets requirements for management's assessment of internal controls 
for financial reporting. It also requires an independent auditor to make its own assessment. 

SCR - selective catalytic reduction, a pollution control process for the removal of nitrogen oxide from exhaust gases 

Scrubber - an air pollution control device that can remove particulates and/or gases (such as sulfur dioxide) from exhaust 
gases. 



SEC - Securities and Exchange Commission, a U.S. government agency whose primary mission is to protect investors and 
maintain the integrity of the securities markets. 

SIFMA Index - the Securities Industry and Financial Markets Association Municipal Swap Index. 

Smart meter - an electric meter that utilizes smart metering technology. 

Smart metering technology I technology that can measure, among other things, time of electricity consumption to permit 
offering rate incentives for usage during lower cost or demand intervals. The use ofthis technology also strengthens network 
relia bili t y . 

SNCR - selective non-catalytic reduction, a pollution control process for the removal of nitrogen oxide from exhaust gases. 

Superfund - federal environmental legislation that addresses remediation of' contaminated sites; states also have similar 
statutes. 

TC2 - Trimble County Unit 2, a coal-fired plant located in Kentucky with a capacity of 760 MW. LKE owns a 75% interest 
in TC2 or 570 MW of the capacity. 

Tolling agreement I agreement whereby the owner of an electric generating facility agrees to use that facility to convert 
fuel provided by a third party into electricity for delivery back to the third party. 

TRA - Tennessee Regulatory Authority, the state agency that has jurisdiction over the regulation of rates and service of 
utilities in Tennessee. 

VaR - value-at-risk, a statistical model that attempts to estimate the value of potential loss over a given holding period under 
normal market conditions at a given confidence level. 

VIE - variable interest entity. 

Volumetric risk - the risk that the actual load volumes provided under full-requirement sales contracts could vary 
significantly from forecasted volumes. 

VSCC - Virginia State Corporation Commission, the state agency that has jurisdiction over the regulation of Virginia 
corporations, including utilities. 

VWAP - as it relates to the 201 1 and 2010 Equity Units issued by PPL, the per share volume-weighted-average price as 
displayed under the heading Bloomberg VWAP on Bloomberg page "PPL <EQUITY> AQR" (or its equivalent successor if 
such page is not available) in respect of the period from the scheduled open of trading on the relevant trading day until the 
scheduled close of trading on the relevant trading day (or if such volume-weighted-average price is unavailable, the market 
price of one share of PPL common stock on such trading day determined, using a volume-weighted-average method, by a 
nationally recognized independent investment banking firm retained for this purpose by PPL). 
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FORWARD-LOOKING INFORMATION 

Statements contained in this Form IO-Q concerning expectations, beliefs, plans, objectives, goals, strategies, future events or 
performance and underlying assumptions and other statements which are other than statements of histoiical fact are "forward- 
looking statements" within the meaning of the federal securities laws. Although PPL, PPL Energy Supply and PPL Electric 
believe that the expectations and assumptions rellected in  these statements are reasonable, there can be no assurance that 
these expectations will prove to be correct. Forward-looking statements are subject to many risks and uncertainties, and 
actual results may differ materially from the results discussed in forward-looking statements. In addition to the specific 
factors discussed in "Item 1 A. Risk Factors" in this Form 10-Q and each Registrant's 2010 Form 10-K and in "Item 2. 
Management's Discussion and Analysis of Financial Condition and Results of Operations" in this Form IO-Q report, the 
following are among the important factors that could causc actual results to differ materially from the forward-looking 
statements. 

Q fuel supply cost and availability; 
Q continuing ability to recover fuel and natural gas supply costs and environmental expenditures in a timely manner at 

LG&E and KU; 
Q weather conditions affecting generation, customer energy use and operating costs; 
0 operation, availability and operating costs of existing generation facilities; 
0 the length of the scheduled and unscheduled outages at our plants, including the current outage at Unit 2 of our 

Susquehanna nuclear plant to inspect and repair turbine blades, and the timing and outcome of any similar outage for 
inspections at Unit 1 of the Susquehanna plant; 

Q transmission and distribution system conditions and operating costs; 
Q potential expansion of alternative sources of electricity generation; 
Q potential laws or regulations to reduce emissions oi "greenhouse" gases or the physical effects of climate change; 
0 collective labor bargaining negotiations; 
* the outcome of litigation against PPL, and its subsidiaries; 
0 potential effects of threatened or actual terrorism, war or other hostilities, or natural disasters; 
0 the commitments and liabilities of PPL and its subsidiaries; 
0 market demand and prices for energy, capacity, transmission services, emission allowances, RECs and delivered fuel; 
0 competition in retail and wholesale power and natural gas markets; 
0 liquidity of wholesale power markets; 
0 defaults by counterparties under energy, fuel or other power product contracts; 
0 market prices of commodity inputs for ongoing capital expenditures; 
* capital market conditions, including the availability of capital or credit, changcs in interest rates, certain economic indices 

and decisions regarding capital structure; 
e stock price performance of PPL; 

the fair value of debt and equity securities and the impact on defined benefit costs and resultant cash funding requirements 
for defined benefit plans; 

0 interest rates and their effect on pension, retiree medical and nuclear decommissioning liabilities, and interest payable on 
certain debt securities: 

0 volatility in or the impact of other changes in financial or commodity markets and economic conditions; 
0 the profitability and liquidity, including access to capital markets and credit facilities, of PPL, and its subsidiaries; 
* new accounting requirements or new interpretations or applications of existing requirements; 
Q changes in securities and credit ratings; 
0 foreign currency exchange rates; 
0 current and future environmental conditions, regulations and other requirements and the related costs of compliance, 

including environmental capital expenditures, emission allowance costs and other expenses; 
0 legal, regulatory, political, market or other reactions to the 201 1 incident at the nuclear generating facility at Fukushima, 

Japan; 
0 political, regulatory or economic conditions in states, regions or countries where PPL, or its subsidiaries conduct business; 
0 receipt of necessary governmental permits, approvals and rate relief; 
0 new state, federal or foreign legislation, including new tax, environmental, healthcare or pension-related legislation; 
0 state, federal and foreign regulatory developments; 
0 the outcome of any rate cases by PPL, Electric at the PUC or  FERC, by LG&E or KU at the KPSC, FERC, VSCC or the 

TRA, or by WPD at Ofgem in the U.K.; 
0 the impact of any state, federal or foreign investigations applicable to PPL and its subsidiaries and the energy industry; 
0 the effect of any business or industry restructuring; 
0 development of new projects, markets and technologies; 

1 



e performance of new ventures; and 
c) business dispositions or acquisitions and our ability to successfully operate such acquired businesses and realize expected 

bendits including PPL's 201 1 acquisition of Central Networks and 2010 acquisition of LKE. 

Any such forward-looking statements should be considered in light of such important factors and in conjunction with other 
documents of PPL, PPL Energy Supply and PPL Electric on file with the SEC. 

New factors that could cause actual results to differ materially from those described in forward-looking statements emerge 
from time to time, and i t  is not possible for PPL, PPL Energy Supply or PPL Electric to predict all such factors, or the extent 
to which any such factor or combination of factors may cause actual results to differ from those contained in any forward- 
looking statement. Any forward-looking statement speaks only as of the date on which such statement is made, and PPL, 
PPL Energy Supply and PPL Electric undertake no obligation to update the information contained in such statement to Ieflect 
subsequent developments or information. 
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PPL Corporation and Subsidiaries 
(Unaudited) 
(Millioii~ q/ Dollam excepi diarc dura) 

Three Months Ended March 31, 
201 1 2010 

- 

Operating Revenues 
I 

Utility ............................................................................................................................................. $ 1,536 
Unregulated retail electric and gas ................ ................................................................. 147 

Realized .......................................................................................................................... 1,038 
Unrealized economic activity (Note 14) ..................... .................................... 57 

Net energy trading margins ............................................................................................................ 11 
.............................................................................................................. 121 Energy-related businesses 

Total Operating Revenues ..................................................................... ................................. 2,910 

Wholesale energy marketing 

.- 

Operating Expenses 
Operation 

Fuel ............................................................................................................................................. 475 
Energy purchases 

............................................................................................................................. 671 

583 

73 

conomic activity (Note 14) (18) 
Other operation and maintenance ............................................................................................... 

Depreciation ................................................................................................................................... 208 
Taxes, other than income.. .............................................................................................................. 
Energy-related businesses .............................................................................................................. 113 
Total Operating Expenses .............................................................................................................. 2,105 

Operating Income ............................................................................................................................ 805 
Other Income (Expense) - net (5) 
Other-Than-Temporary Impairments ................................................................................................. 1 
Interest Expense ................................................................................................................................. 174 
Income from Continuing Operations Before Income Taxes ........................................................ 625 
Income Taxes ............................................ ............................................................................. 223 
Income from Continuing Operations After Income Taxes ........................................................... 402 
Income (Loss) from Discontinued Operations (net of income taxes) ................................................ 3 
Net Income ........................................................................................................................................ 405 
Net Income Attributable to Noncontrolling Interests ......................................................................... 4 
Net Income Attributable to PPL Corporation ............................................................................... $ 401 

Income from Continuing Operations After Income Taxes ............................................................ $ 398 
............................................. 3 Income (Loss) from Discontinued Operations (net of income taxes) 

..................................................................................................................................... 401 Net Income $ 

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

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

Amounts Attributable to PPL Corporation: 

- 

Earnings Per Share of Common Stock: 
Income from Continuing Operations After Income Taxes Available to PPL 
Corporation Common Shareowners: 

Basic ........................................................................................................................................... $ 0.82 
........................................................................................................................................ 0.82 Diluted $ 

........................................................................................................................................... 0.82 Basic $ 
Diluted ........................................................................................................................................ $ 0.82 

Dividends Declared Per Share of Common Stock ......................................................................... $ 0.350 
Weighted-Average Shares of Common Stock Outstanding (in thousands) 

Basic ........................................................................................................................................... 484,138 
Diluted ........................................................................................................................................ 484,345 

Net Income Available to PPL Corporation Common Shareowners: 

$ 1,014 
104 

1,359 
424 

I 1  
94 

3,006 

230 

1,009 
563 
444 
124 
72 
88 

2,530 
476 

8 

111 
373 
126 
247 

8 

255 
5 

$ 250 
-- 

$ 242 
8 

$ 250 

$ 0.64 
$ 0.64 

$ 0.66 
$ 0.66 
$ 0.350 

377,717 
377,986 

The accompanying Notes to Condensed Consolidated Financial Statements are an integral part oj the financial statements 

4 



CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
PPL Corporation and Subsidiaries 
(Unaudited) 
(iClrllrons 0 1  Dollurr) 

Cash Flows from Operating Activities 
Net income.. ........ ..................................... 
Adjustments to reconcile net income to net cash provided by operating activities 

Other.. ............................................. 
Change in current assets and current 1 

Accounts receivable ............ ................................................................................................. 

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

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

Other assets ..................................... 
Other liabilities. 

Net cash provided by operating activities ............................................................................ 
Cash Flows from Investing Activities 

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

Purchases of nuclear plant decommissioning trust investments .................... 
Proceeds from the sale of nuclear plant decommissioning trust investments 
Proceeds from the sale of other investments ...................................... 

Net cash provided by (used in) investing activities 
Cash Flows from Financing Activities 

Issuance of long-term debt .......................................................................................................... 
Issuance of common stock 

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

Other financing activities ... 
Net cash provided by ( 

Net Increase (Decrease) in Cash and Cash Equivalents .................................................................... 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

The accortiputiying N o m  to Condensed Consdiduted Financial Siareinenrs are un infegrul purl qf 

Three Months Ended March 31, 
201 1 2010 

tfi 405 $ 25 5 

208 
47 
39 

(438) 
204 
(96) 

3 
7 

128 
-3-3 
27 

( 5 )  
107 
56 
23 

( 142) 

597 
16 14 

(170) (131) 
187 (36) 
(20) (14) 

13 430 
5 13- 

320 923 
---__ 

801 
$ 1,245 $ 1,724 

--- 925 



c S 
P 
(Unaudited) 
(Millioiic of Dollars . s liares iii thorrsarids) 

March 31. December 31. 
2010 

-I____ 

2011 -. 
Assets 
Current Assets 

Cash and cash equivalents ................................................................................ 
Short-term investments ............................................................................................ 
Restricted cash and cash equivalents ....................................................................... 
Accounts receivable (less reserve: 201 1, $56; 2010, $55)  

Customer ............................................................................................................... 
Other ..................................................................................................................... 

Unbilled revenues .................................................................................................... 
Fuel, materials and supplies ..................................................................................... 
Prepayments .................................................................................................... 
Price risk management assets .................................................................................. 
Other intangibles ...................................................................................................... 
Assets held for sale .................................................................................................. 
Regulatory assets ..................................................................................................... 
Other current assets .................................................................................................. 
Total Current Assets ................................................................................................ 

$ 1. 245 

33 

734 
68 

593 
621 
523 

1. 785 
55 

35 
55 

5.747 

Investments 
Nuclear plant decommissioning trust funds ............................................................. 644 
Other investments .................................................................................................... 76 
Total Investments ..................................................................................................... 720 

Property, Plant and Equipment 
Regulated utility plant - electric and gas .................................................................. 17, 235 
Less: accumulated depreciation - regulated utility plant ......................................... 3, 105 

Regulated utility plant - electric and gas, net ........................................................ 14, 130 
Non-regulated property, plant and equipment 

Generation ............................................................................................................. 10, 188 
Nuclear fuel .......................................................................................................... 595 
Other ..................................................................................................................... 488 

Less: accumulated depreciation - non-regulated property, plant and equipment .... 5, 550 
Non-regulated property, plant and equipment, net ................................................ 5, 721 

Construction work in progress ................................................................................. 1, 331 
Property, Plant and Equipment, net (a) .................................................................... 21, 182 

Other Noncurrent Assets 
Regulatory assets ..................................................................................................... 1, 154 
Goodwill .................................................................................................................. 1, 792 
Other intangibles (a) ................................................................................................ 963 
Price risk management assets .................................................................................. 600 
Other noncurrent assets ............................................................................................ 583 
Total Other Noncurrent Assets ................................................................................ 5, 092 

Total Assets ............................................................................................................... $ 32, 741 

$ 925 
163 
28 

652 
90 

789 
643 
435 

1. 918 
70 

374 
85 
16 

6. 188 

618 
75 

693 

15. 994 
3. 002 

12.992 

10. 165 
578 
403 

5.440 
5. 706 
2. 160 

20.858 

1. 145 
1. 761 

966 
655 
571 

5. 098 

$ 32. 837 

(a) At March 31. 201 1 and December 31.2010. includes $418 million and $424 million of PP&E. consisting primarily of "Generation. " including 
leasehold improvements. and $1 1 million of "Other intangibles" from the consolidation of a VIE that is the owner/lessor of the Lower Mt . Bethel 
plant . 

The accorrrpaiiying Notes to Condensed Consolidated Financial Statements are an integral part oJ the fiiiancial statertierits . 
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CONDENSED CONSOLIDATED BALANCE SHEETS 

! 

PPL Corporation and Subsidiaries 
(Unaudited) 
(iclrlliorir of Dollar r, rlrrrrer 111 tlroitrrrtidr) 

March 31, December 31, 
2010 - 2011 

Liabilities and Equity 

Current Liabilities 
Short-term debt ..................................................................... 
L.ong-term debt ........................................................................................................ 
Accounts payable ..................................................................................................... 
Taxes ........................................................................................................................ 
Interest ..................................................................................................................... 
Dividends ................................................................................................................. 
Price risk management liabilities ............................................................................. 
Counterparty collateral ............................................................................................ 
Regulatory liabilities ................................................................................................ 

............................................................................................ 808 925 Other current liabilities - 
Total Current LJabilities ........................................................................................... 4,902 5,214 

$ 881 9; 
502 
94 1 
140 
224 
174 

1,010 
143 
79 

694 
502 

1.028 
134 
166 
174 

1,144 
338 
109 

Long-term Debt ......................................................................................................... 12,247 12,161 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes ............................................................................................. 2,839 
Investment tax credits 25 1 
Price risk managemen bilities 397 
Accrued pension obligations.. 1,094 
Asset retirement obligations 442 
Regulatory liabilities ................................................................................................ 1,032 
Other deferred credits and noncurrent liabilities 739 
Total Deferred Credits and Other Noncurrent L k b  es ................................ 6,794 

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

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

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

2,563 
237 
470 

1,496 
435 

1,03 1 
752 

6.984 

Commitments and Contingent Liabilities (Note 10) 

Equity 
PPL, Corporation Shareowners' Common Equity 

..................................................................... Common stock - $0.01 par value (a) 5 5 

Earnings reinvested ............................................................................................... 4,312 4,082 
Accumulated other comprehensive loss (424) (479) 
Total PPL, Corporation Shareowners' Common Equity ........................................ 8,530 8,210 

............................................................................... Capital in  excess of par value 4,637 4,603, 

................................................................ 
- -  

Noncontrolling Interests .......................................................................................... 268 268 
Total Equity ............................................................................................................. 8.798 8.478 

.I 

Total Liabilities and Equity ..................................................................................... $ 32,741 9; 32.837 

(a) 780,000 shares authorized; 484.618 and 483,391 shares issued and outstandinz at March 31,201 1 and December 31,2010 

The accor~~puny~tig Notes IO Conderzsed Cur~soliduted Fi~iaiicial Stutelrientr are U I I  integrul pur? of the Jitiurlcial mmmerits 
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(Unaudited) 
(Millions of Dollars) 

PPL Corporation Shareowners 
Common 

stock Accumulated 
shares Capital in other Non- 

outstanding Common excess of par Earnings compreliensive controlling 
(a) ._I- stock value I_ reinvested loss ,__ interests Total . 

December 31, 2010 ...................... 483,391 $ 5 $ 4,602 $ 4,082 $ (479) $ 268 $ 8,478 
Common stock issued (b) ............. 1,227 40 40 
Stock-based compensation ( 5 )  ( 5 )  
Net income 40 1 4 405 
Dividends, dividend equivalents 

and distributions (c) (171) (4) (175) 
Other comprehensive 

March 31, 2011 ............................ 484,618 $ 5 $ 4,637 $ 4,312 $ (424) $ 268 $ 8,798 

December 31, 2009 ...................... 37'7,183 $ 4 $ 2,280 $ 3,749 $ (537) $ 319 $ 5,815 
Common stock issued (b) ............. 948 33 33 
Stock-based compensation (3) 

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

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

.............................. 55 55 income (loss) -- 

............ 
Net income .................................... 
Dividends, dividend equivalents 

and distributions (c) ................... 
Other comprehensive 

250 

(1 33)  

.............................. 249 249 --- income (loss) 
March 31, 2010 ............................ 378,131 $ 4 $ 2,310 $ 3,866 $ (288) $ 319 $ 6,211 

(a) 
(b) 
(c) 

Shares in thousands Each share entitles the holder to one vote on any question presented to any shareowners' meeting 
Each period includes shares of common stock issued through various stock and incentive compensation plans 
"Earnings reinvested" includes dividends and dividend equivalents on PPL Corporation common stock and restricted stock units. "Noncontrolling 
interests" includes dividends and distributions to noncontrolling interests 

The accornpanying Notes to Condensed Consolidated Financial Stuternents are an integral pa1.t of the jlnancial statemerits. 
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CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
PPL Corporation and Subsidiaries 
(Unaudiled) 
(hlrlllorlr of L~ollar Y) 

Three Months Ended March 31, 
201 1 20 10 

Net income ......................................................................................................................... !$ 405 $ 255 

Other comprehensive income (loss): 
Amounts arising during the period - gains (losses), net of tax (expense) benefit: 

Foreign currency translation adjustmcnts, net of tax of $1, ($1 
Available-for-sale securities, net of tax of ($12), ($1 I )  ............ 

Equity investees' other comprehensive income (loss), 

Available-for-sale securities, net of tax of $5, $2 
Qualifying derivatives, net of tax of $51, $37 
Equity investees' other comprehensive (inco 
Defined benefit plans: 

Qualifying derivatives, net of tax of ($32), ($262) ....... .......................................... 
tax 01 $0, $0 .................... 

Reclassifications to net income - (gains) losses, net of tax expense (benefit): 

Prior service costs, net of tax of ($2), ($3) ... 
Net actuarial loss, net of tax of ($4), $0 ....... 
Transition obligation, net of tax of $0, $0 .... 

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

.............................. 
Total other comprehensive income (loss) attributable to PPI, Corporation ................ 

67 (93) 
12 10 
37 377 
(1) 

3 2 
11 14 

1 
55 249 
- 

Comprehensive income (loss) ........................................................................................... 460 SO4 
Comprehensive income attributable to noncontrolling interests .................................... 4 5 

Comprehensive income (loss) attributable to PPL, Corporation .................................. $ 456 $ 499 

The accor~~pan~~ii~g Notec to Conde~~sed Con.solidated Finailcia1 Stateinentr are an integral part oj the~fi~~ancial ~ ta te inent~  
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(Unaudited) 
(Millioris of  dollar.^) 

Three Months Ended March 31, 
2011 - 2010 

Operating Revenues 
Wholesale energy marketing 

Realized .................................................................................................... ....... 

Wholesale energy marketing to affiliate ........................................................................ 
Unregulated retail electric and gas ................................................................................. 
Net energy trading margins ............................................................................................ 

Unrealized economic activity (Note 14) ................................................... . . I  I. I. 

Energy-related businesses .................................................. ................................... 
Total Operating Revenues ............................................................................................. 

Operating Expenses 
Operation 

Fuel ............................................................................................................................. 
Energy purchases 

Realized ................................................................................................................... 
Unrealized economic activity (Note 14) .................................................................. 

Energy purchases from affiliate .................................................................................. 
Other operation and maintenance ............................................................................... 

Depreciation ................................................................................................................... 
Taxes, other than income ............................................................................................... 
Energy-related businesses .............................................................................................. 
Total Operating Expenses .............................................................................................. 

$ 1,038 3; 1,359 
57 424 
6 115 

147 104 
11 11 

110 81 
1,369 2,094 -- 

260 

314 
(18) 

1 
245 

59 
16 

108 
985 

230 

600 
563 

1 
298 

57 
11 
81 

1,841 

Operating Income ............................................................................................................ 384 25 3 

Other Income (Expense) - net ........................................................................................... 14 6 

Other-Than-Temporary Impairments ................................................................................ 1 

Interest Income from Affiliates ......................................................................................... 3 

Interest Expense ................................................................................................................ 47 53 

Income from continuing Operations Before Income Taxes ........................................ 353 206 

.................................................................................................................... 142 82 Income Taxes 

Income from Continuing Operations After Income Taxes ........................................... 211 124 

............................... 3 76 

-I 

Income (Loss) from Discontinued Operations (net of income taxes) 
-ll_.l__ 

Net Income Attributable to PPL Energy Supply .......................................................... $ 214 $ 200 

Amounts Attributable to PPL Energy Supply: 
Income from Continuing Operations After Income Taxes ............................................. $ 211 $ 124 

Net Income .................................................................................................................... $ 214 $' 200 
Income (Loss) from Discontinued Operations (net of income taxes) ............................ 3 76 

The accompanying Notes io Condensed Consolidated Financial Sratenienrs are an inregid pari of rhe financial sraremeiirs 
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
PPL Energy Supply, LLC and Subsidiaries 
(Unaudited) 
(MiIliori\ qf Dol1ai:i) 

Three Months Ended March 31, 
201 1 2010 

Cash Flows from Operating Activities 
Net income ............... 214 !$ 200 

............................................................. .......... 59 91 Depreciation .................................... 
...... 33 3.5 Amortization .......................................................................................................... 

9 16 Defined benefit plans - expense .................. 
Defined benefit plans - funding ............................................................................................. (127) (74) 
Deferred income taxes and investment tax credits ................................................................. 105 (27) 
Unrealized (gains) losses on derivatives, and other hedging activities .................................. (105) 109 

...... 3 56 Provision for Montana hydroelectric litigation ....................................................... 

...... 10 21 Other ..................................................................... ......................................... 

Accounts receivable .................... 69 89 

.................................................................................................................... 122 (254) Unbilled revenue 
51 21 Prepayments ............................................. .................................... .............................. 

.......................................................................................... 42 123 
Counterparty collateral ............................................... (195) 3.5 1 
Other ................ .............................................................................................................. (4) 

Other assets ............................................................................................................................ (3) ( 1  1)  
Other liabilities .... ......................................................................................................... 11 

............................................................ 
Adjustments to recon et income to net cash provided by ope 

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

Change in current assets and current liabilities 
.................................................................................... 

Accounts payable ................................................................................................................... (92) 92 

...................................................... 
102 

21 
Net cash provided by operating activities ................................................................... 202 96 1 

Expenditures for property, plant and equipment ....................................................................... (127) (216) 
Proceeds from the sale of  certain non-core generation facilities ............................................... 

124 Proceeds from the sale of the Long Island generation business ................................................ 
Purchases of nuclear plant decommissioning trust investments ................................................ (79) (49) 

75 44 Proceeds from the sale of nuclear plant decommissioning trust investments ............................ 
Net (increase) decrease in notes receivable from affiliates ....................................................... 

(5) (1 34) Net (increase) decrease in restricted cash and cash equivalents ................................................ 
Other investing activities .......................................... ........ ................................ (11) (15) 

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

Issuance of long-term debt ................... ...................................................... 597 
Distributions to Member ........................................................................................................... (81) (162) 
Cash included in net assets of subsidiary distributed to Member .............................................. 

350 (36) Net increase (decrease) in short-term debt ................................................................................ 
.......................................................................................................... (8) Other financing activities - 

(56) -- 39 1 
Effect of Exchange Rates on Cash and Cash Equivalents ....................................................... 5 
Net Increase (Decrease) in Cash and Cash Equivalen ............................................................ 

245 
Cash and Cash Equivalents at End of Period ............................................................................. $ 583 $ 1,356 

The accotiipaiiyirig No1e.y to Coriderised Corisolidated Finaricial Staterrierzt.r are an integral part qf the /iriancial staferiient.r. 

--. 

Cash Flows from Investing Activities 

381 

(458) 

(224) (246) 
Cash Flows from Financing Activities 

(325) 

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

(78) 1,111 
Cash and Cash Equivalents at Beginning of Period 661 -- .................................................................. 
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S 

(Unaudited) 
(A4i l l io t i r  of Dollars) 

March 31, December 31, 
2011 2010 - ~ -  

Assets 

Current Assets 
Cash and cash equivalents ............................ 
Restricted cash and cash equivalents .......... 

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

Accounts receivable (less reserve: 201 1, $ 
Customer ............... ...................................... 
Other ..................... ...................................... 

Unbilled revenues ...................................... 
Accounts receivable from affiliates ......................................................................... 
Notes receivable from affiliates ............................................................................... 
Fuel, materials and supplies .......................... .l..".. .................................. 
Prepayments.. ........................................................................................................... 
Price risk management assets .................................................................................. 
Other intangibles ................ ................................................................................ 
Assets held for sale .................................................................................................. 
Other current assets .................................................................................................. 
Total Current Assets ................................................................................................ 

$ 583 
22 

174 
25 

294 
59 

458 
307 
21 

1,769 
11 

9 
3,732 

$ 66 1 
19 

225 
24 

486 
124 

297 
89 

1,907 
11 

374 
11 

4,228 

Investments 
Nuclear plant decommissioning trust funds ............................................................. 644 618 
Other investments .................................................................................................... 37 37 
Total Investments ..................................................................................................... 68 1 655 - -  

Property, Plant and Equipment (Note 8) 
Regulated utility plant - electric and gas .................................................................. 

Regulated utility plant - electric and gas, net ........................................................ 

Generation ............................................................................................................. 10,192 
Nuclear fuel .......................................................................................................... 595 
Other ..................................................................................................................... 240 

Less: accumulated depreciation - non-regulated property, plant and equipment 5,459 
Non-regulated property, plant and equipment, net ................................................ 5,568 

Construction work in progress ................................................................................. 606 
Property, Plant and Equipment, net (a) .................................................................... 6,174 

Less: accumulated depreciation - regulated utility plant ......................................... 

Non-regulated property, plant and equipment 

4,269 
888 

3,381 

10,169 
578 
3 14 

5,401 
5,660 

5 94 
9,635 

Other Noncurrent Assets 
Goodwill (Note 8) .................................................................................................... 86 765 
Other intangibles (a) (Note 8) .................................................................................. 384 464 
Price risk management assets .................................................................................. 590 65 1 
Other noncurrent assets ............................................................................................ 366 398 

................................................................................ 1,426 2,278 
- _ _ _ ~  

Total Other Noncurrent Assets I 

Total Assets ............................................................................................................... $ 12,013 $ 16,796 

(a) At March 31,2011 and December 31,2010, includes $418 million and $424 million of PPBrE, consisting primarily of "Generation," including 
leasehold improvements, and $1 1 million of"0ther intangibles" from the consolidation of a VIE that is the ownedlessor of the Lower Mt Bethel 
plant 

The accompanying Notes to Condensed Consolidated Financial Statetnents are an integral part of the financial stateriletits 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
PPL Energy Supply. LLC and Subsidiaries 

(h.lllllO17I of Dollur I )  

(Unaudited) 

March 31. December 31. 
2011 2010 

Liabilities and Equity 

Current Liabilities 
Short-term debt .......................................................................................................... 
L.on g-term debt .......................................................................................................... 
Accounts payable ....................................................................................................... 
Accounts payable to affiliates .................................................................................... 
Taxes .......................................................................................................................... 
Interest ....................................................................................................................... 
Price risk management liabilities ............................................................................... 
Counterparty collateral .............................................................................................. 
Other current liabilities .............................................................................................. 
Total Current Liabilities ............................................................................................. 

Long-term Debt (Note 8) ............................................................................................ 
Deferred Credits and Other Noncurrent Liabilities 

Deferred income taxes ................ ......................................................................... 
Investment tax credits ........................................................... ................................ 
Price risk management liabilities .................................................................. 
Accrued pension obligations (Note 8) ....................................................................... 
Asset retirement obligations ................. ............................................................... 
Other deferred credits and noncurrent li ities ........................................ ........ 
Total Deferred Credits and Other Noncurrent Liabilities .......................................... 

Commitments and Contingent Liabilities (Note 10) 

Equity 
Member's equity ........................................................................................................ 
Noncontrolling interests ............................................................................................. 
Total Equity ............................................................................................................... 

Total Liabilities and Equity ....................................................................................... 

9; 700 
500 
438 
27 

108 
64 

987 
143 
530 

s; 531 
500 
592 
43 

119 
110 

1.  112 
338 
624 

3. 497 3. 969 

2. 776 5. 089 - 

1. 240 1 .  548 
96 81 

367 438 
179 619 
333 332 

211 191 
2. 406 3. 229 

- . 

3. 316 4. 491 
18 18 

3.334 4.509 

9; 12. 013 9; 16. 796 

The actorripari)~ing Noter to Condensed Corisohdated Finaricral Statetrierits are an iiitegrul purl of the finuncial siuteiiierits 
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TS 0 UITY 

(Unaudited) 
(Million 5 of Dollats) 

Non- 
Member's controlling 

equity interests Total 
December 31, 2010. ............................................................................. $ 4,491 $ 18 $ 4,509 
Net income ............................................................................................ 214 214 
Other comprehensive income (loss). (20) (20) 
Distributions (81) (81) 
Distribution of membership interest in PPL Global (a) ........................ (1,288) 
March 31, 2011 .................................................................................... $ 3,316 $ 18 $ 3,334 

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

(1,288) 

December 31, 2009 .............................................................................. $ 
Net income ............................................................................................ 
Other comprehensive income (loss) ...................................................... 

4,568 $ 
200 
25 1 

18 $ 4,586 
200 
25 1 

......................................................................................... Distributions (1 62) (162) 
March 31, 2010 .................................................................................... $ 4,857 $ 18 $ 4.875 

(a) See Note 8 for additional information 

The accotnpaiiyirig Notes to Condensed Consolidated Fitiancial Stuferneiiis are an integral pari OJ tlie finartcia1 statetnetits. 
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ATED STATEMENTS OF COMPREHENSIVE INCOME 
and Subsidiaries 

Three Months Ended March 31, 
- 2011 2010 

............................................................................................................................ Net income $i 214 $ 200 

Other comprehensive income (loss): 
Amounts arising during thc period - gains (losses), net ol tax (expense) benefit: 

Foreign currency translation adjustments, net of tax of $0. ($1) 
Available-for-sale securities, net of tax of ($12), ($1 1) .................................................... 
Qualifying derivatives, net 01 tax of ($34), ($265) .............................. 

Availablc-for-sale securities, net 01 tax of $5, $2 ......................................................... 

Equity investce's other comprehensive (income) loss, 
Defined benefit plans: 

Prior service costs, net of tax ot ($1 ), ($3) ............... 
Net actuarial loss, net ol tax of $0, ($1) ....... 
Transition obligation, nct of tax of $0, $0. ........ 

Reclassifications to net income - (gains) losses, net of tax expens 

Qualifying derivatives, net of tax of $54, $38 ............ .................................. 
t of tax of $0, $0 ........................ 

Total other comprehensive income (loss) attributable to PPL Energy Supply ............... 

12 
50 

(93) 
10 

382 

1 
1 

1 
12 

1 
(20) - 25 1 

Comprehensive income (loss) attributable to PPL Energy Supply .................................. $i 194 $ 45 1 

The atcoinpuiiyiiig Norer io Condensed Con.rolidated Finaricial Stateitieiitr are ail integral pal I of tlie firiaricial stafeitierits 
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S DATE TS OF lNCO 
tr rpora idiaries 

(Unaudited) 
(Mill ion 7 uf Dollars) 

Three Months Ended March - 31, 
2011 2010 

Operating Revenues 
Retail electric ................................................................................................................... 
Retail and wholesale electric to affiliate .......................................................................... 
Total Operating Revenues .............................................................. 

Operating Expenses 
Operation 

Energy purchases ......................................................................................................... 
Energy purchases from affiliate ................................................................................... 
Other operation and maintenance ................................................................................. 

Depreciation .................................................................................................................... 
Taxes, other than income ................................................................................................. 
Total Operating Expenses. ............................................................................................... 

Operating Income ............................................................................................................. 
Other Income (Expense) - net ............................................................................................. 

Interest Income from Affiliate ............................................................................................ 

Interest Expense .................................................................................................................. 

Income Before Income Taxes ........................................................................................... 
Income Taxes ...................................................................................................................... 

Net Income ......................................................................................................................... 
Distributions on Preferred Securities .................................................................................. 

Net Income Available to PPL Corporation ..................................................................... 

$ 554 $ 81 1 
4 2 

25 1 410 
6 115 

130 I20 
33 34 
35 47 

455 726 

103 87 

1 

1 

26 - 24 

79 63 

23 21 

56 42 

4 5 

$ 52 $ 37 

The accotttpariyirig Note%! to Condensed C’r,/isolidated Financial Statertierits are an integral part of the finaricial statenients 
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
PPL Electric Utilities Corporation and Subsidiaries 

(dlrllrorlr of nollal 7 )  

(1Jnaudi Led) 

Three Months Ended March 31, 
2010 - 2011 

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

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

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

Accounts receivable ........................................................................................................ 
Accounts payable ...................................... ......................................................... 
Unbilled revenue ............................................................ ................................. 
Prepayments ............................ ................................. 
Regulatory assets and liabilities ........... ................................. 
Taxes ......................................................... ......................................................... 
Other ............................................................................................................................... 

Other assets ............... ....................... ......................................... 
Other operating activities 

9; 56 $ 42 

1 5 
................................................................................................................ 5 (1) -~ 

.................................... ( I  13) (47) - 

Expenditures for property, plant and equipment (129) (61) 
Other investing activities 4 (1) 

Net cash provided by (used in)  investing activities - (125) (62) 

Common stock dividends to PPL. (18) (17) 
Dividends on preferred securities (4) (5) 

Net cash provided by (used in) financing activities - (22) (22) 

Net Increase (Decrease) in Cash and Cash Equivalents (194) (197) 
Cash and Cash Equivalents at Beginning of Period 204 485 

......................................................................... 288 Cash and Cash Equivalents at End of Period $ 10 $ 

Other liabilities 
Net cash provided by (used in) operating activities. 

Cash Flows from Investing Activities 
................................................................ 

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

Cash Flows from Financing Activities 
........................ ........................................................ 
....................................................................................... 

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

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

The accorripariying Notes to Coridensed Corisoliduted Financial Starenierzts are uti integral parr of the firiariciul .stateiiieiil,s. 
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ALA s 
and s 

(Unaudited) 
(Millions uf Dollars, share$ in tlrorrsandy) 

March 31, December 31, 
2011 2010 

Assets 

Current Assets 
....................................................................................... 204 

Customer ............................................................................................................... 331 268 
Other ..................................................................................................................... 21 24 

Accounts receivable from affiliates ......................................................................... 9 8 
Unbilled revenues .................................................................................................... 101 134 
Materials and supplies ............................................................................................. 51 47 
Prepayments ............................................................................................................. 119 136 
Regulatosy assets ..................................................................................................... 18 63 
Other current assets .................................................................................................. 7 4 
Total Current Assets ............................................................ ............................... 667 888 

Cash and cash equivalents $ 10 9; 
Accounts receivable (less reserve: 201 1, $16; 2010, $17) 

Property, Plant and Equipment 
Regulated utility plant - electric. ............ ............................................. 5,587 5,494 
Less: accumulated depreciation - regulated utility plant - electric ........................... 2,088 
Other ........................................................................................................................ 2 2 
Construction wosk in progress ................................................................................. 176 177 
Property, Plant and Equipment, net ......................................................................... 3,660 3,585 

Regulatory assets ..................................................................................................... 562 557 
Intangibles ............................................................................................................... 149 147 

2,105 

Other Noncurrent Assets 

Other noncurrent assets ............................................................................................ 76 76 
Total Other Noncurrent Assets ................................................................................ 787 780 

Total Assets ............................................................................................................... $ 5,114 $ 5,253 

The acconipunying Notes to Condensed Consoliduted Financial Stateiizeizts ure uti integral part of tlie.financia1 statements 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
PPL Electric Utilities Corporation and Subsidiaries 
(Unaudi led) 
(A4illronr of Dollai r . rhcirer i n  !lroriraiidr) 

March 31. 
2011 

Liabilities and Equity 

Current Liabilities 
Accounts payable ..................................................................................................... $ 184 

47 Accounts payable to alliliates .................................................................................. 
Taxes ........................................................................................................................ 50 
Interest .............. ............................................................................................... 25 
Regulatory liabilities ................................................................................................ 7 
Other current liabilities ............. ........................................................................ 94 
Total Current Liabilities ........................................................................................... 407 

Long-term Debt ......................................................................................................... 1, 472 

Deferred Credits and Other Noncurrent Liabilities 

1 _  

Deferred income taxes ............................................................................................. 927 
Accrued pension obligations .................................................................................... 164 
Regulatory liabilities ................................................................................................ 18 
Other deferred credits and noncurrent liabilities ...................................................... 148 
Total Deferred Credits and Other Noncurrent Liabilities ........................................ 1,25 7- 

Commitments and Contingent Liabilities (Note 10) 

Shareowners' Equity 
Preferred securities .................................................................................................. 250 

364 

Earnings reinvested .................................................................................................. 485 

Common stock - no par value (a) ............................................................................. 
Additional paid-in capital ........................................................................................ 879 

Total Equity ..................................................... .................................................. 1, 978 

Total Liabilities and Equity ..................................................................................... $ 5. 114 

(a) 170. 000 shares authorized; 66. 368 shares issued and outstanding at March 31. 201 1 and December 31.2010 

December 31. 
2010 

9; 221 
73 
23 
17 
18 

126 
478 

1. 472 

932 
259 

14 
154 

1. 359 

250 
364 
879 
451 

1.944 
. 

9; 5. 253 

The acc:oriipanyi~ig Notes io Cwiderised Consolida!ed Financial S!ateriients at e ari integral part qf tire Jiiiancial statements . 
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(Unaudited) 
(Millions of Dollars) 

Common 
stock 
shares Additional 

outstanding Preferred Common paid-in Earnings 
(a) "- securities- stock capital reinvested Total 

December 31, 2010 ............................................. 66,368 9; 250 9; 364 $ 879 $ 451 $ 1.944 
Net income (b) ..................................................... 56 56 
Cash dividends declared on preferred securities I. (4) (4) 
Cash dividends declared on common stock ......... (18) (18) 
March 31, 2011.......... ......................................... 66,368 $ 250 $ 364 $ 879 $ 485 $ 1,978 

December 31, 2009 ............................................. 66,368 $ 301 9; 364 $ 824 $ 407 $ 1,896 

Cash dividends declared on preferred securities .. ( 5 )  (5) 
Net income (b) ..................................................... 42 42 

Cash dividends declared on common stock ......... (171 (17) 
\ ,  ~, 

March 31, 2010 ................................................... 66,368 301 $ 364 $ 824 $ 427 9; 1,916 

(a) 
(b) 

Shares in thousands. All common shares of PPL Electric stock are owned by PPL 
PPL Electric's net income approximates comprehensive income. 

The accornpaiiying Notes to Condensed Corisolidatcd Financial S!n!ements arc an integral part of the financial staterrients 
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Combined Notes to Condensed Consolidated Financial Statements (Unaudited) 

1. Interim Financial Statements 

(PPL, PPL Energy Slipply mid PPL, Electsic) 

Terms and abbreviations appcaring in Combincd Notcs to Condensed Consolidated Financial Statements are explained in  the 
glossary. Dollars are in millions, except pcr share data, unless otherwise noted. 

The accompanying unaudited condensed consolidated financial statements have been prcpared in accordancc with accounting 
principlcs generally accepted in thc U.S. for interim financial information and with the instructions to Form 10-Q and 
Article 10 of Rcgulation S-X and, thcrefore, do not include all of the information and footnotes required by accounting 
principles generally accepted in the 1J.S. for complete financial statements. In the opinion of managcmcnt, all adjustments 
considered necessary lor a fair presentation in accordance with accounting principles generally accepted in the 1J.S. are 
reflected in the condensed consolidated financial statements. All adjustments are of a normal recurring nature, except as 
otherwise disclosed. Each Registrant's Balance Sheet at December 31, 2010 is derived from that Registrant's 2010 audited 
Balance Sheet. The financial statements and notes thereto should be read in  conjunction with the financial statements and 
notes contained in  each Registrant's 2010 Form 10-K. The results of operations for the three months ended March 31, 201 1, 
are not necessarily indicative of the results to be expected for the full year ending December 3 1 ,  20 1 1, or other future periods, 
because results for interim periods can be disproportionately influenced by various factors and developments and seasonal 
variations. 

The classification of certain prior period amounts has been changed to conform to the presentation in the March 31, 201 1 
financial statements. 

In November 2010, PPL completed the acquisition of LKE. See Notes 1 and 10 in PPL,'s 2010 Form 10-K for additional 
information. LKE's operating results for the three months ended March 31, 201 1 are included in  PPL's results of operations 
with no comparablc amounts for the same period in 2010. 

(PPL Energy Supply) 

In January 201 1 ,  PPL Energy Supply distributed its membership interest in PPL, Global, representing 100% of the 
outstanding membership interest of PPL Global, to PPL. Energy Supply's parent, PPL, Energy Funding. The distribution was 
made based on the book value of the assets and liabilities of PPL, Global with financial effect as of January 1,201 1. See Note 
8 for additional information. 

(PPL, arid PPL, Energy Supply) 

"Income (Loss) from Discontinued Operations (net of income taxes)" on the Statements of Income includes the activities of 
various businesses that were sold or distributed in 201 1 and 2010. See Note 8 for additional information. The Statements of 
Cash Flows do not separately report the cash flows of the Discontinued Operations. 

2. Summary of Significant Accounting Policies 

(PPL, PPL Energy Supply and PPL Electric) 

The following accounting policy disclosures represent updates to Note I in each Registrant's 2010 Form IO-K and should be 
read in  con"junction with that discussion. 

General 

Business and Consolidation (PPL) 

On April 1, 201 1, PPL, through its indirect, wholly owned subsidiary PPL WEM, completed its acquisition of all of the 
outstanding ordinary share capital of Central Networks East plc and Central Networks L,imited, the sole owner of Central 
Networks West plc, together with certain other related assets and liabilities, from subsidiaries of E.ON AG. See Notes 7 and 
18 for additional information. 
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Accounts Receivable (PPL, PPL Etiergy Supply arid PPL Electric) 

PPL Electric's customers may elect to procure generation supply from an alternative supplier. As a result o fa  PUC-approved 
purchase of accounts receivable program, PPL Electric has purchased certain accounts receivable from alternative suppliers 
at a nominal discount, which rellects a provision for uncollectible accounts. The alternative suppliers (including PPL 
Electric's afliliate, PPL EnergyPlus) have no continuing involvement or interest in the purchased accounts receivable. The 
purchased accounts receivable are initially recorded at fair value using a market approach based on the purchase price paid 
and are classified as Level 2 i n  the fair value hierarchy. PPL Electric receives a nominal fee for administering its program. 
During the three months ended March 31, 201 1. PPL Electric purchased $265 million of accounts receivable from 
unaffiliated third parties. Additionally, PPL Electric purchased $63 million from its affiliate, PPL EnergyPlus. During the 
three months ended March 31,2010, PPL Electric purchased $76 million of accounts receivable from unaffiliated third 
parties. Additionally, PPL Electric purchased $33 million from its affiliate, PPL EnergyPlus. 

3. Segment and Related information 

(PPL atid PPL Energy Supply) 

See Note 2 in each Registrant's 2010 Form 10-K for a discussion of reportable segments. In January 201 1, PPL Energy 
Supply distributed its membership interest in PPL Global to its parent, PPL Energy Funding. Following the distribution, PPL 
Energy Supply operates in a single business segment, the Supply segment. PPL Energy Supply's 2010 segment information 
was restated to reflect PPL Global as a Discontinued Operation. See Note 8 for additional information. PPL continues to 
include PPL Global in the International Regulated segment. 

Financial data for the segments are: 

Three Months Ended March 31, 

2011 2010 2011 2010 
PPL - PPL Energy Supply 

Income Statement Data 
Revenues from external customers 

Kentucky Regulated (a) 
International Regulated 
Pennsylvania Regulated 
Supply (b) 

Total 

Intersegment electric revenues 
Pennsylvania Regulated 
Supply (c) 

Net Income Attributable to 
PPUPPL Energy Supply 

Kentucky Regulated (a) 
International Regulated (b) 
Pennsylvania Regulated 
Supply (b) (d) 

Total 

$ 766 
225 $ 213 
554 81 1 

1,365 1,982 $ 1,369- $ 2,094 
2,910 3,006 1,369 2,094 

-I__ 

4 
6 

75 
55 
52 

2 
115 

76 
37 

219 137 214 132 
9; 401 $ 250 $ 214 $ 200 

PPL PPL Enerw Supply 
March 31,2011 December 31,2010 March 31,2011 December 31,2010 

Balance Sheet Data 
'Total Assets 

Kentucky Regulated (a) $ 10,457 $ 10,318 
International Regulated 5,055 4,800 
Pennsylvania Regulated 5,040 5,189 

$ 4,800 

12,189 12,530 $ 12,013 1 1,996 
'Total $ 32,741 $ 32,837 $ 12,013 $ 16,796 

-I_. Supply ~- 

(a) 

(b) 
(c) 
(d) 

This segment primarily represents the operating activities and assets of LKE, which was acquired in November 2010 Net income attributable to PPL 
includes the allocation of interest expense from the 2010 Equity Units issued to fund the acquisition and interest rate swaps. 
Includes unrealized gains and losses from economic activity. See Note 14 for additional information. 
See "PLR Contracts" in Note 11 for a discussion of the basis of accounting between reportable segments. 
Either includes Discontinued Operations or is reported in Discontinued Operations. See Note 8 for additional information. 
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4. Earnings Per Share 

(PPL,) 

Basic EPS is computed by dividing income available to PPL, common shareowners by the weighted-average number 01 
common shares outstanding during the period. Diluted EPS is computed by dividing income available to PPL common 
shareowners by the weighted-average number of shares outstanding that ale increased for additional shares that would be 
outstanding i l  potentially dilutive non-participating securities were converted to common shares. In 201 1 and 2010, these 
securities included stock options and performance units granted under incentive compensation plans. Additionally. in 201 1 ,  
these securities included the 2010 Purchase Contract component of the 2010 Equity Units. The 2010 Purchase Contracts will 
be dilutive only if the average VWAP of PPL's common stock foi a certain period exceeds $28.80. Because the average 
VWAP has not exceeded $28.80 since issuance, the 2010 Purchase Contracts were excluded from the diluted EPS 
calculations. Subject to antidilution adjustments, as of March 3 1,  201 I the maximum number 01 shares issuable to settle the 
201 0 Purchase Contracts was 58,167.000 shares, including 47,915,900 shares that could be issued under standard provisions 
of the 2010 Purchase Contracts and 10,251,100 shares that could be issued under make-whole provisions in the event of early 
settlement upon a Fundamental Change. 

Reconciliations of the amounts of income and shares of PPL. common stock (in thousands) used in the calculation are: 

Three Months Ended March 31, 
2011 2010 

Income (Numerator) 
Income from continuing operations after income taxes attributable to PPL 
Less amounts allocated to participating securities 
Income from continuing operations after income taxes available to PPL. common shareowners 

Income (loss) from discontinued operations (net of income taxes) available to PPL 

Net income attributable to PPL 
Less amounts allocated to participating securities 
Net income available to PPL common shareowners 

Shares of Common Stock (Denominator) 
Weighted-average shares - Basic EPS 
Add incremental non-participating securities: 

Stock options and performance units 
Weighted-average shares - Diluted EPS 

Basic EPS 
Available to PPL common shareowners: 

Income from continuing operations after income taxes 
Income (loss) from discontinued operations (net of income taxes) 

Net Income 

Diluted EPS 
Available to PPL common shareowners: 

Income from continuing operations after income taxes 
Income (loss) from discontinued operations (net of income taxes) 

Net Income 

$ 398 
2 

$ 396 

$ 3 

$ 40 1 

'fi 199 

484,138 

201 
484.345 

X 0.82 

$ 0.82 

$ 242 
1 

$ 24 1 

317,117 

269 
311.986 

$ 0.64 
0.02 

$ 0.66 

$ 082  $ 0 64 
0.02 

$ 0.82 X 0.66 
-- 

The following stock options to purchase PPL, common stock and performance units were excluded from the computations of 
diluted EPS because the effect would have been antidilutive. 

Three Months Ended March 31, 
(Shares in thousands) 2011 2010 

Stock options 
Performance units 

6.6 14 4,154 
6 I1 

During the three months ended March 31, 201 1, PPL, issued 344,380 shares of common stock related to the exercise of stock 
options, vesting of restricted stock and restricted stock units and conversion of stock units granted to directors under its stock- 
based cornpensation plans. In addition, PPL issued 301,319 and 581,711 shares of common stock related to its ESOP and its 
DRIP. 

See Note 7 for information on the April 201 1 issuance of common stock and 201 1 Equity Units. 

23 



5. income Taxes 

(PPL) 

Reconciliations of income tax expense are: 

Reconciliation of Inconie Tax Expense 
Federal income tax on Income from Continuing Operations Before Income Taxes 
at statutory tax rate - 3.5% 

Increase (decrease) due to: 
State income taxes, net of federal income tax benefit 
State valuation allowance adjustments (a) 
Impact of lower U.K. income tax rates 
US. income tax on foreign earnings - net of foreign tax credit (b) 
Federal and state tax reseive adjustments (c) 
Domestic manufacturing deduction (d) 
Health Care Reform (e) 
Federal income tax credits 
Amortization of investment tax credit 
Depreciation not normalized (a) 
Other 

Total increase (decrease) 
Total income taxes from continuing operations 

Three Months Ended March 31, 
201 1 2010 

$ 219 $ 131 

$ 223 $ 126 

In Febivary 201 1, the Pennsylvania Department of Revenue issued interpretive guidance on the treatment of bonus depreciation for Pennsylvania 
income tax purposes In accordance with Corporation Tax Bulletin 201 1-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in the 
same year bonus depreciation is allowed for federal tax purposes. Due to the reduction in projected Pennsylvania taxable income for tax years 201 1 
and 2012 related to the 100% bonus depreciation deduction, PPL adjusted its deferred tax valuation allowances for Pennsylvania net operating losses 
As a result, during the three months ended March 31,201 1 PPL recorded $1 1 million of deferred tax expense. 

Additionally, the 100% Pennsylvania bonus depreciation deduction created a current state income tax benefit for the flow-through impact of 
Pennsylvania regulated state tax depreciation 
During the three months ended March 31,201 1, PPL recorded a $7 million federal income tax benefit related to U.K. pension contributions. 
During the three months ended March 31,2010, PPL recorded a $6 million fedeial income tax benefit related to claims associated with foreign 
earnings. 
In December 2010, Congress enacted legislation allowing 100% bonus depreciation on qualified assets. The increased tax depreciation eliminates the 
estimated tax benefit related to the domestic manufacturing deduction in 201 1 I 
Beginning in 2013, provisions within Health Care Reform eliminated the tax deductibility of retiree health care costs to the extent of federal subsidies 
received by plan sponsors that provide retiree prescription drug benefits equivalent to Medicare Part D Coverage As a result, PPL recorded defened 
income tax expense during the three months ended March 31,2010. See Note 9 for additional information 

(PPL Eriergy Supply) 

Three Months Ended March 31, 
201 1 2010 

Reconciliation of Income Tax Expense 
Federal income tax on Income from Continuing Opeiations Before Income Taxes 
at statutory tax late - 35% 

Increase (decrease) due to: 
State income taxes, net of federal income tax benefit 
State valuation allowance adjustments (a) 
Domestic manufacturing deduction (b) 
Health Care Reform (c) 
Federal income tax credits 

Total increase (decrease) 
Total income taxes from continuing opeiations 

$ 124 

17 
6 

(5) 
18 - 

!?i 147 

$ 72 

11 

(4) 
5 

In February 201 1, the Pennsylvania Department of Revenue issued interpretive guidance on the treatment of bonus depreciation for Pennsylvania 
income tax purposes. In accordance with Corporation Tax Bulletin 201 1-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in the 
same year bonus depreciation is allowed for federal tax purposes. Due to the reduction in projected Pennsylvania taxable income for tax years 201 1 
and 2012 related to the 100% bonus depreciation deduction, PPL Energy Supply adjusted its deferred tax valuation allowances for Pennsylvania net 
operating losses. As a result, during the three months ended March 31,201 1 PPL Energy Supply recorded $6 million of deferred tax expense. 
In December 2010, Congress enacted legislation allowing 100% bonus depreciation on qualified assets. The increased tax depreciation eliminates the 
estimated tax benefit related to the domestic manufacturing deduction in 201 1 
Beginning in 2013, provisions within Health Care Reform eliminated the tax deductibility of retiree health care costs to the extent of federal subsidies 
received by plan sponsors that provide retiree presciiption drug benefits equivalent to Medicare Part D Coverage. As a result, PPL Energy Supply 
recorded deferred income tax expense during the three months ended March 31,2010 See Note 9 for additional information. 
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Three M o n t h s  Ended March 2010 31- - 
201 1 

:urrent year 

Alplarch 31,2011, it was reasonably possible that during the next 12 months the tota l  a m o u n t  of Unrecogniz 
could increase by as much as $26 million or decrease by up to $229 million for P P L ,  i nc rease  by as much as 
&crease by up to $26 million for PPL Energy Supply and increase by as much as 9;27 million or decrease b 
fitillion for PPL Electric. These changes could result from subsequent r e c o g n i t i o n  de recogn i t ion  andlor . .  ch 
measurement of uncertain tax positions related to the creditability of foreign t a x e s ,  the t iming and utillzatlc 
credits and the related impact on alternative minimum tax and other credits, the t"iming and/or valuation of 
intercompany transactions and unitary filing groups. The events that could c a u s e  these c h a n g e s  are direct 
laxing authorities, litigation, legal or administrative guidance by relevant t a x i n g  authorities and the lapse 
statute of limitation. 

At March 31, the total unrecognized tax benefits and related indirect effects t h a t ,  if r e c o g n i z e d ,  would 
tax rate were: 
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201 1 2010 

109 
87 
13 

181 $ 
12 
I:! 

Liabilities 

assets 

6 %  
8 45 $ 
2 
6 

13 

9; 
6 s  45 

5 z 8 

10 
8 

17 

23 10 

7 
______25 $ 
16 - 

85 
9; c 

- 63 
r=, 18 2 

591 $ 

1 3 1  
60 
41 
19 

1,154 $ 

$ 
261 262 
263 2 54 

7 7 

263 592 9; 
2 54 
I29 
61 
43 26 27 

4 9  22 
44 

1,145 - 5 7 9; - $ 
562 557 $ - --------c 

9; 

Y 

35 s 
10 46 

12 
1 1  

io 

26 

I 

I 

I 

I 
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storm costs over five years. While KTJ cannot predict the amount of the allowed rate increase. K U  expects the new rates to 
go into effect in  January 2012. 

7. Financing Activities 

Credit Arrangements and Short-term Debt 

(PPL,, PPL, Eiiergy Supply atid PPL. Electric) 

PPL,, PPL Energy Supply and PPL Electric maintain crcdit facilities to enhance liquidity and provide credit support. and as a 
backstop to commercial paper programs, when necessary. The following credit facilities were in  place at Maich 31, 201 1: 

PPL 
L.C&E arid KV Credit Futilities 
- 

LG&E Syndicated Credit Facility (b) 
KIJ Syndicated Credit Facility (c) 

Total LG&E and KIJ Credit Facilities 

WPD Credit Facilities 
PPL WW Holdings 5-year Syndicated Credit Facility (d) 
WPD (South West) 3-year Syndicated Credit Facility 
Uncommitted Credit Facilities 

Total WPD Credit Facilities (e) 

PPL Energy Supply (0 
Syndicated Credit Facility (g) 
3-year Bilateral Credit Facility 

Total PPL. Energy Supply Credit Facilities (h) 

- PPL Electric (0 
Syndicated Credit Facility 
Asset-backed Credit Facility (i) 

Total PPL Electric Credit Facilities 

Letters of 
Expiration Borrowed Credit Z J n u s e d 

Date Capacity I (a) Issued Capacity -- 

Dec 2014 $ 400 $ 400 

$ 800 $ 198 $ 602 
Dec 2014 400 - $ 198 202, 

Jan 2013 E IS0 5 113 n/a f 37 
July 2012 210 n/a 210 

- 3 60. 63 E 
f 423 E 113 f 3 f  307 

Dec 2014 $ 3,000 $ 700 $ 145 $ 2,155 
Mar 2013 200 n/a 102 98 

$ 3,200 $ 700 $ 247 $ 2.253 

Dec 2014 $ 200 $ 13 $ 187 
July 201 1 I 50 n/a 1 so 

$ 350 $ 13 $ 337 

Amounts borrowed are recorded as "Short-term debt" on the Balance Sheets 

L.G&E repaid the $163 million borrowing that was outstanding under this facility at December 31.2010 with proceeds received from the remarketing 
of certain tax-exempt bonds. See "Long-term Debt and Equity Securities" below for further discussion. 

In April 201 I ,  KU entered into a new $198 million letter of credit facility that will be used to issue letters of credit to support outstanding tax exempt 
bonds. The facility matures in April 2014. In May 201 I ,  letters of credit totaling $198 million were issued under the new facility, rcplacing letters of 
credit issued under KUs Syndicated Credit Facility at March 31,201 1 The new facility contains a financial covenant requiring KU's debt LO total 
capitalization not to exceed 70%, as calculated in accordance with the credit facility KIJ pays customary commitment and letter of credit fees under 
the new facility. 

The cash borrowing outstanding at March 31,201 1 was a USD-denominated borrowing of $181 million, which cquated to E1 1.3 million at the time of 
borrowing and bears interest at approximately 1.07%. 

At March 31, 201 1, the unused capacity of the WPD credit facilities was approximately $500 million 

es at PPL Energy Supply and PPL Electric also apply to PPL. on a consolidated basis. 

PPL Energy Supply's outstanding borrowings under this facility increased by $350 million, net of repayments, since December 31,2010. The 
borrowings outstanding at March 31.201 1 bear interest at a weighted average rate ol approximately 2.51 % 

In March 201 1, PPL Energy Supply's $300 million 5-year Structured Credit Facility expired PPL Energy Supply's obligations under this facility were 
supported by a $300 million letter of credit issued on PPL. Energy Supply's behalf under a separate but related $300 million five-year credit agreement, 
which also expired in March 201 1 I 

PPL Electric participates in an asset-backed commercial paper program through which PPL Electric obtains financing by selling and contributing its 
eligible accounts receivable and unbilled revenue to a special purpose, wholly owned subsidiary on an ongoing basis. The subsidiary has pledged these 
assets to secure loans from a commercial paper conduit sponsored by a financial institution. 

At March 31,201 1 and December 31,2010. $276 million and $248 million of accounts receivable and $101 million and $133 million of unbilled 
revenue were pledged by the subsidiary under the credit agreement related to PPL Electric's and the subsidiary's participation in the asset-backed 
commercial paper program. Based on the accounts receivable and unbilled revenue pledged at March 31,201 1, the amount available for borrowing 
under the facility was limited to $1 19 million. PPL Electric's sale to its subsidiary of the accounts receivable and unbilled revenue is an absolute sale 
of assets, and PPL Electric does not retain an interest in these assets However, for financial reporting purposes, the subsidiay's financial results are 
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consolidated in PPL Electric's financial statements. PPL Electric performs certain record-keeping and cash collection functions with respect to the 
assets in return for a servicing fee from the subsidiary 

In Apiil 201 I ,  following the completion of the acquisition of Central Networks, WPD (East Midlands) and WPD (West 
Midlands) each entered into a 5300 million 5-year syndicated credit facility. Under the facilities, WPD (East Midlands) and 
WPD (West Midlands) each have the ability to make cash borrowings and to request the lenders to issue up to $80 million of 
letters of credit in lieu of borrowing. Each company pays customary commitment and utilization fees under its respective 
facility, and borrowings generally bear interest at LIBOR-based rates plus a spread, depending upon the respective company's 
senior unsecured long-term debt rating. Each credit facility contains financial covenants that require the respective company 
to maintain an interest coverage ratio of consolidated earnings before interest, income taxes, depreciation and amortization to 
interest expense of at least 3.0 to 1 and total net debt not in excess of 85% of its RAB, in each case calculated in accordance 
with the credit facilities. 

(PPL and PPL Energy Supply) 

PPL Energy Supply maintains a $500 million Facility Agreement expiring June 2017, whereby PPL Energy Supply has the 
ability to request up to $500 million of committed letter of credit capacity at fees to be agreed upon at the time of each 
request, based on certain market conditions. At March 31, 201 1, PPL Energy Supply had not requested any capacity for the 
issuance of letters of credit under this armngement. 

PPL Energy Supply, PPL EnergyPlus, PPL Montour and PPL Brunner Island maintain an $800 million secured energy 
marketing and trading facility, whereby PPL EnergyPlus will receive credit to be applied to satisfy collateral posting 
obligations related to its energy marketing and trading activities with counterparties participating in the facility. The credit 
amount is guaranteed by PPL Energy Supply, PPL Montour and PPL Brunner Island. PPL Montour and PPL Brunner Island 
have granted liens on their respective generating facilities to secure any amount they may owe under their guarantees. The 
facility expires in November 2015, but is subject to automatic one-year renewals under certain conditions. There were no 
secured obligations outstanding under this facility at March 31, 201 1. 

(PPL arid PPL Electric) 

PPL Electric maintains a commercial paper program for up to $200 million to provide an additional financing source to fund 
its short-term liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Electric's 
Syndicated Credit Facility, which expires in  December 2014, based on available capacity. PPL Electric had no commercial 
paper outstanding at March 31, 2011. 

Bridge Facility 

In March 201 1, concurrently and in connection with entering into the agreement to acquire Central Networks, PPL entered 
into a commitment letter with certain lenders pursuant to which the lenders committed to provide PPL with 364-day 
unsecured bridge financing of up to S3.6 billion solely to (i) fund the acquisition arid (ii) pay certain fees and expenses in 
connection with the acquisition. The bridge financing commitment was subsequently syndicated to a group of banks, 
including the initial commitment lenders. Upon the syndication of the commitment, in March 201 1, PPL Capital Funding 
and PPL WEM, as borrowers, and PPL, as guarantor, entered into a 23.6 billion Bridge Facility. During the three months 
ended March 31,201 1, PPL recorded $43 million of fees in connection with the Bridge Facility in "'Other current assets" on 
the Balance Sheet, of which $7 million was amortized to "Interest Expense" on the Statement of Income. 

On April 1, 201 1, concurrent with the closing of the Central Networks acquisition, PPL Capital Funding borrowed an 
aggregate of f1.75 billion and PPL WEM borrowed S1.85 billion under the Bridge Facility. Borrowings bear interest at 
LIBOR-based rates for periods of one, two, three or six months plus a spread, which is based on PPL Capital Funding's senior 
unsecured debt rating and the length of time from the date of. the acquisition closirig that borrowings remain outstanding. The 
initial borrowings bear interest at approximately 2.62%. The borrowers may be required to pay the lenders additional fees 
under the Bridge Facility that are dependent upon the amount of borrowings and length of time outstanding. See Note 18 for 
additional information on the acquisition. 

In accordance with the terms of the Bridge Facility, PPL Capital Funding's borrowings of S1.75 billion were repaid with 
approximately $2.8 billion of proceeds received from PPL's issuance of common stock and 201 1 Equity Units in April 201 1, 
as discussed in "Long-term Debt and Equity Securities" below. Pursuant to Amendment No. 1 to the Bridge Facility, PPL 
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elected to retain a portion of the proceeds from the issuance of its common stock and 201 1 Equity Units in  excess of the 
amount repaid under the Bridge Facility. Later in April 201 1, PPL WEM repaid E650 million of its Bridge Facility 
borrowing. Such repayment was funded piimarily with proceeds received from PPL. WEM's issuance of senior notes, which 
is also discussed below. As of May 6, 201 I ,  f1.2 billion of borrowings remain outstanding under the Bridge Facility, and 
continue to bear interest at approximately 2.62% through June 3, 201 I ,  or the datc of repayment if earlier. 

The Bridge Facility matuies 364 days after the closing of the Central Networks acquisition. Subject to certain conditions, 
PPL Capital Funding may request, on behalf of PPL, WEM, that the maturity date of the remaining 51.2 billion of borrowings 
under the Bridge Facility be extended lor an additional six months. The Bridge Facility contains a financial covenant 
requiring PPL to maintain a ratio of debt to total capitalization, as defined therein. not to exceed 70%. The Bridge Facility 
also contains custoinary representations, covenants, and evcnts of default and requires the prepayment of advances and/or thc 
permanent reduction of commitments under the facility with the net cash proceeds received from disposals of assets, 
incurrence of debt and issuance of equity securities, subject to certain exceptions. 

In anticipation of the repayment of a portion of the borrowings under the Bridge Facility with U S .  dollar proceeds received 
from PPL,'s issuance of common stock and 201 I Equity Units and PPL WEM's issuance of senior notes, PPL entered into 
forward contracts to purchase GBP in order to economically hedge the foreign currency exchange rate risk related to the 
repayment. See Note 14 for further discussion. 

Long-term Debt and Equity Securities 

In January 201 1, LG&E remarketed $163 million of variable rate tax-exempt revenue bonds, which were issued on its behalf 
by Louisville/Jefferson County, Kentucky, to unaffiliated investors in a term rate mode, bearing interest at 1.90% into 2012. 
At December 31,2010, such bonds were held by L,G&E and reflected as "Short-term investments" on the Balance Sheet. The 
proceeds from the remarketing were used to repay a $163 million borrowing under L,G&Es syndicated credit facility. 

In April 201 1, LKE, L,G&E and KTJ each filed a Form S-4 Registration Statement with the SEC, as agreed in registration 
rights agreements entered into in connection with the issuances of senior notes and first mortgage bonds in November 2010 
in transactions not registered under the Securities Act of 1933. The Forms S-4 relate to an offer to exchange the senior notes 
or first mortgage bonds issued in November 2010 with similar but registered securities. See Note 7 in PPL,'s 2010 Form 10-K 
for additional information. 

In connection with the closing of the acquisition of Central Networks, PPL assumed, through consolidation, E250 million of 
senior notes previously issued by WPD (East Midlands), formerly Central Networks East plc, and 2250 million of senior 
notes previously issued by WPD (West Midlands), formerly Central Networks West plc, equating to an aggregate principal 
amount of approximately $800 million at the time of closing. 

In April 201 1, PPL issued 92 million shares of its common stock at a public offering price of$25.30 per share, for a total of 
$2.328 billion. Proceeds from the issuance were $2.2.58 billion, net OS the $70 million underwriting discount. PPL, also 
issued 19.55 million of201 1 Equity TJnits at a stated amount per unit of $50.00 for a total of $978 million. Proceeds from the 
issuance were $948 million, net of the $30 million underwriting discount. PPL, used the net proceeds to repay PPL, Capital 
Funding's borrowings under the Bridge Facility, as discussed above, to pay certain acquisition-related fees and expenses and 
for general corporate purposes. 

Each 201 1 Equity Unit consists of a 201 1 Purchase Contract and, initially, a 5.0% undivided beneficial ownership interest in 
$1,000 principal amount of PPL, Capital Funding 4.32% Junior Subordinated Notes due 2019 (2019 Notes). 

Each 201 1 Purchase Contract obligates the holder to purchase, and PPL, to sell, for $50.00 a number of shares of PPL 
common stock to be determined by the average VWAP of PPLs common stock for the 20-trading day period ending on the 
third trading day prior to May 1,2014, subject to antidilution adjustments and an early settlement upon a Fundamental 
Change as follows: 

e if the average VWAP equals or exceeds approximately $30.99, then 1.6133 shares (a minimum OS 31.540,015 shares); 
e if the average VWAP is less than approximately $30.99 but greater than $25.30. a number of shares of common stock 

having a value, based on the average VWAP, equal to $50.00; and 
e if the average VWAP is less than or equal to $25.30, then 1.9763 shares (a maximum of 38,636,665 shares). 
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If holders elect to settle the 201 1 Purchase Contract prior to May 1, 2014, they will receive 1.6133 shares of PPL common 
stock, subject to antidilution adjustments and an early settlcment upon a Fundamental Change. 

A holder's ownership interest in the 2019 Notes is pledged to PPL to secure the holder's obligation under the related 201 1 
Purchase Contract. If a holder of a 201 1 Purchase Contiact chooses at any time no longer to be a holder of the 2019 Notes, 
such holder's obligation under the 201 1 Purchasc Contract must be secured by a U.S. Trcasury security. 

Each 201 1 Purchase Contract also requires PPL to make quarterly contract adjustment payments at a rate of 4.43% per year 
on the $50.00 stated amount of the 201 1 Equity Unit. PPL has the option to deter these contiact adjustment payments until 
the 201 1 Purchasc Contract settlement date. Deferred contract adjustment payments will accrue additional contract 
adjustment payments at the rate of 8.75% per year until paid. Until any deferred contract adjustment payments have bcen 
paid, PPL may not declare or pay any dividends or distributions on, or redeem, purchase or acquire or make a liquidation 
payment with respect to, any of Its capital stock, subject to certain exceptions. 

The 2019 Notes are fully and unconditionally guaranteed by PPL as to payment of principal and interest. The 2019 Notes 
initially bear interest at 4.32% and are not subject to redemption prior to May 2016. Beginning May 2016, PPL Capital 
Funding may, at its option, redeem the 2019 Notes, in whole but not in part, at any time, at par plus accrued and unpaid 
interest. The 2019 Notes are expected to be remarketed in  2014 into two tranches, such that neither tranche will have an 
aggregate principal amount of less than the lesser of $250 million and 50% of the aggregate principal amount of the 201 9 
Notes to be remarketed. One tranche will mature on or about the third anniversary of the settlement of the remarketing, and 
the other tranche will mature on or about the fifth anniversary of such settlement. Upon a successful remarketing, the interest 
rate on the 2019 Notes may be reset and the maturity of the tranches may be modified as necessary. In connection with a 
remarketing, PPL Capital Funding may elect with respect to each tranche, to extend or eliminate the early redemption date 
and/or calculate interest on the notes of a tranche on a fixed or floating rate basis. If the remarketing fails, holders of the 
2019 Notes will have the right to put their notes to PPL Capital Funding on May 1,2014 for an amount equal to the principal 
amount plus accrued interest. 

Prior to May 2016, PPL Capital Funding may elect at one or more times to defer interest payments on the 2019 Notes for one 
or more consecutive interest periods until the earlier of the third anniversary of the interest payment due date and May 2016. 
Deferred interest payments will accrue additional interest at a rate equal to the interest rate then applicablc to the 2019 Notes. 
Until any deferred interest payments have been paid, PPL may not, subject to certain exceptions, (i) declare or pay any 
dividends or distributions on, or redeem, purchase or acquire or make a liquidation payment with respect to, any of its capital 
stock, (ii) make any payment of principal of, or interest or premium, if any, on, or repay, purchase or redeem any of its debt 
securities that upon its liquidation ranks equal with, or junior in interest to, the subordinated guarantee of the 2019 Notes by 
PPL as of the date of issuance and (iii) make any payments regarding any guarantee by PPL of securities of any of its 
subsidiaries (other than PPL Capital Funding) if the guarantee ranks equal with, orjunior in interest to, the 2019 Notes as of 
the date of their issuance. 

Also in April 2011, PPL WEM issued $460 million of 3.90% Senior Notes due 2016 and $500 million of 5.375% Senior 
Notes due 2021. PPL WEM received proceeds of $953 million, net of discounts and underwriting fees, from the cornbincd 
issuance of the notes. The net proceeds were used to Iepay a portion of PPL WEM's borrowing under the Bridge Facility as 
discussed above. In connection with the issuance of the senior notes, PPL entered into cross currency interest rate swaps for 
the entire aggregate principal amount of each series of notes in order to hedge PPL WEM's risk of variability in the GBP 
functional currency equivalent cash flows related to its U.S. dollar interest and principal payments on the notes. 

Legal Separateness 

(PPL, PPL Energy Supply and PPL Electric) 

The subsidiaries of PPL are separate legal entities. PPL's subsidiaries are not liable for the debts of PPL. Accordingly, 
creditors of PPL may not satisfy their debts from the assets of PPL's subsidiaries absent a specific contractual undertaking by 
a subsidiary to pay PPL's creditors or as required by applicable law or regulation. Similarly, absent a specific contractual 
undertaking or as required by applicable law or regulation, PPL is not liable for the debts of its subsidiaries. Accordingly, 
creditors of PPL's subsidiaries may not satisfy their debts from the assets of PPL absent a specific contractual undertaking by 
PPL to pay the creditors of its subsidiaries or as required by applicable law or regulation. 

Similarly, the subsidiaries of PPL Energy Supply and PPL Electric are separate legal entities. These subsidiaries are not 
liable for the debts of PPL Energy Supply and PPL Electric. Accordingly, creditors of PPL Energy Supply and PPL Electric 
may not satisfy their debts from the assets of their subsidiaries absent a specific contractual undertaking by a subsidiary to 
pay the creditors or as required by applicable law or regulation. In addition, absent a specific contractual undertaking or as 
required by applicable law or regulation, PPL Energy Supply and PPL Electric are not liable for the debts of their 
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subsidiaries. Accordingly, creditors of these subsidiaries may not satisfy their debts from the assets of PPL Energy Supply or 
PPL Electric absent a specific contractual undertaking by that parent to pay the creditors 01 its subsidiaries or as required by 
applicable law or regulation. 

Distributions and Capital Contributions 

In February 201 1, PPL declared its quarterly common stock dividend. effective April 1, 201 1 ,  at 35.0 cents per share 
(equivalent to $1.40 per annum). Future dividends, declared at the discretion of the Board of Directors, will be dependent 
upon future earnings. cash flows, financial and legal requirements and other factors. 

(PPL. Energy Supply) 

During the three months ended March 31, 201 1, PPL, Energy Supply distributed $81 million to its parent company, PPL 
Energy Funding. In January 201 1, PPL, Energy Supply also distributed to PPL. Energy Funding its membership interest in 
PPL Global, including cash and cash equivalents of $325 million. See Note 8 for additional information. 

(PPL Electric) 

During the three months ended March 31, 201 1, PPL, Electric paid common stock dividends of $18 million to PPL. 

8. Acquisitions, Development and Divestitures 

(PPL, PPL Energy Supply and PPL Electric) 

PPL and its subsidiaries continuously evaluate strategic options and, from time to time, negotiate with third parties regarding 
acquisitions and dispositions of businesses and assets, joint ventures and development projects, which may or may not result 
in consummated transactions. Any resulting transactions may impact future financial results. See below for inlormation on 
the sales of businesses that were presented as discontinued operations by PPL, and PPL Energy Supply. 

Acquisitions (PPL) 

Acquisition of Central Networks 

See Note 18 for information on PPL's April 1, 201 1 acquisition of Central Networks. 

Acquisition of LKE 

See Notes I and 10 in PPL,'s 2010 Form 10-K for information on PPL's November 2010 acquisition of LKE. 

Development 

In January 201 1 ,  L.KE began dispatching TC2 to meet customer demand. See Note 8 in PPL's 2010 Form 10-K for additional 
information. 

(PPL, arid PPL, Energy Supply) 

The NRC continues to review the COLA submitted by a PPL, Energy Supply subsidiary for the proposed Bell Bend nuclear 
generating unit to be built adjacent to the Susquehanna plant. At March 31,201 1 and December 31, 2010, $1 14 million and 
$109 million of costs associated with the licensing application were capitalized and are included on the Balance Sheets in 
noncurrent "Other intangibles." PPL, believes it is probable that these costs are ultimately recoverable following NRC 
approval of the COLA either through construction of the new nuclear unit, transfer of the COLA rights to ajoint venture, or 
sale of the COLA rights to another party. The PPL, Energy Supply subsidiary remains active in the DOE Federal loan 
guarantee application process. See Note 8 in each Registrant's 2010 Form 10-K for additional information. 
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(PPL and PPL Electric) 

PPL Electric anticipates that delays in obtaining the necessary National Park Service approvals for the Susquehanna- 
Roseland transmission line will delay its in-service date to 2014 01 later. In the first quarter of201 1, PJM issued an updated 
assessment of the new line within its 2010 Regional Transmission Expansion Plan, which confirms that thc line is needed by 
2012 to prevent overloads on other power lines in the region. PJM has developed a strategy to manage potential reliability 
pIoblems until the line is built. PPL Electric cannot predict what additional actions, if any, PJM might take in  the event o f a  
continued delay to its scheduled in-service date for the new line. See Note 8 in each Registrant's 2010 Form 10-K for 
additional information. 

Discontinued Operations 

(PPL arid PPL Energy Supply) 

Sale of Certain Non-core Generation Facilities 

In March 201 1, PPL Energy Supply subsidiaries completed the sale of their ownership interests in certain non-core 
generation facilities, which were included in the Supply segment, for $381 million. The transaction included the natural gas- 
fired facilities in Wallingford, Connecticut and University Park, Illinois and an equity interest in Safe Harbor Water Power 
Corporation, which owns a hydroelectric facility in Conestoga, Pennsylvania. In connection with the completion of the sale, 
PPL Energy Supply recorded an insignificant after-tax loss in the first quarter of 201 1. See Note 9 in each Registrant's 2010 
Form 10-K for additional information, including after-tax impairment charges totaling $64 million recorded in the third and 
fourth quarters of 2010. 

Following are the components of Discontinued Operations in the Statements of Income. 

Operating revenues 
Operating expenses 
Operating income 
Other income (expense) - net 
Interest expense (a) 
Income before income taxes 
Income tax expense 
Income (Loss) from Discontinued Operations 

Three Months Ended March 31, 
201 1 2010 

$ 19 X 28 
9 12 

10 16 
1 

3 3 
7 14 
4 6 

X 3 %  8 

(a) Represents allocated interest expense based upon debt attributable to the generation facilities sold. 

Upon completion of the sale, assets primwily consisting of$357 million of PP&E and a $14 million equity method 
investment, which were classified as held for sale at December 31, 2010, were removed from the Balance Sheet. 

Sale of Lonq Island Generation Business 

In February 2010, a PPL Energy Supply subsidiary completed the sale of its Long Island generation business, which was 
included in the Supply segment. The definitive sales agreement included provisions that reduced the $135 million purchase 
price monthly, commencing September 1,2009. After adjusting for these price-reduction provisions, proceeds from the sale 
approximated $124 million. There was no significant impact on earnings in the first quarter of 2010 from the operation of 
this business or as a result of this sale. 

Distribution of Membership Interest in PPL Global to Parent (PPL Energy Supply) 

In January 201 1, PPL Energy Supply distributed its membership interest in PPL Global, representing 100% ofthe 
outstanding membership interests of PPL Global, to PPL Energy Supply's parent, PPL Energy Funding. The distribution was 
made based on the book value ofthe assets and liabilities of PPL Global with financial effect as of January 1, 201 1. The 
purpose of the distribution was to better align PPL's organizational structure with the manner in which it manages these 
businesses and reports segment information in its consolidated financial statements. Following the distribution, PPL Energy 
Supply retained its core business, which is the generation and marketing of power, primarily in the northeastern and 
northwestern U.S. 

Following are the components of Discontinued Operations in the Statement of Income. 
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Three Months 
Ended March 31, 

2010 

$ 213 Operating revenues 
Opciating expenses 
Operating incomc 
Other income (expense) - nct 
Interest expense (a) 
Income before inconic taxes 
Income tax expcnse 
Income (Loss) from Discontinued Operations 

I 
31 
92 
24 

$ 68 

(a) No interest was allocated, as PPL Global is sufficiently capitalized 

In connection with the distribution, the following assets and liabilities were removed from PPL, Energy Supply’s Balance 
Sheet in the first quarter of 201 1. Except for ”Cash and cash equivalents,” which has been reflected as a financing activity, 
the remaining distribution represents a non-cash transaction cxcluded from PPL Energy Supply’s 201 1 Statement of Cash 
Flows. 

Cash and cash equivalents 
Accounts receivablc 
Unbilled revenues 
Other current assets 
PP&E, net 
Goodwill 
Other intangibles 
Othei noncurrent assets 
Total Assets 

Short-term debt 
Accounts payable 
Accrued interest 
Other current liabilities 
Long-term debt 
Deferred income tax liabilities - noncurrent 
Accrued pension obligations 
Other deferred credits and noncuiTent liabilities 
Total Liabilities 
Net assets distributed 

9. Defined Benefits 

(PPL arid PPL Energy Siipp1,y) 

Net periodic defined benefit costs (credits) were: 

- PPL 
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of 

Transition obligation 
Prior service cost 
Actuarial (gain) loss 

Net periodic defined benefit costs (credits) 

PPL Enerev S u p ~ l v  
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of: 

Prior service cost 
Actuarial (gain) loss 

Net periodic defined benefit costs (credits) 

$ 325 
46 
70 
21 

3,502 
679 

80 
77 

4.800 

181 
86 
71 

112 
2,313 

399 
320 

30 .. 

3,512 
$ 1.288 
- 

Three Months Ended March 31, 
Other Postretirement 

Pension Benefits Benefits 
us.  U.K. 

2011 2010 2011 ~ 2010 2011 2010 - 

9; 24 9; 15 $ 5 s  5 $  3 $  2 
55 37 39 39 8 7 

(62) (44) (52 )  (50) (6) ( 5 )  

2 
6 5 1 1 - 7 
6 1 14 12 2 1 

$ 29 $ 14 $ 7 s  7 9 ;  I $  9 
--- -- 
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(PPL Energy Supply) 

See Note 8 for information on PPL Energy Supply's January 201 I distribution of its mcmbetship interest in PPL Global to its 
parent, PPL Energy Funding, which includcd associated accrued pension obligations. 

(PPL Energy Supply aiid PPL Electric) 

In addition to the specific plans i t  sponsots, PPL Energy Supply and its subsidiaries arc also allocatcd costs 01 defined benefit 
plans sponsored by PPL Services, based on their participation in those plans, which management believes ate reasonable. 
PPL Electric does not directly sponsor any defined benefit plans. PPL Electric was allocated costs of defined benefit plans 
sponsored by PPL Services, based on its participation in  those plans, which management believes ate reasonable. PPL 
Services allocated the following amounts to PPL Enetgy Supply and PPL Electric, including amounts applied to accounts that 
ate further distributed between capital and expense. 

PPL Energy Supply 
PPL Electric 

Three Months Ended March 31, 
2010 - 2011 

s 7 s  9 
6 7 

Expected Cash Flows - U.K. Pension Plans 

During the first quarter of 201 1, WPD updated its expected pension contributions for 201 1 to $84 million from $15 million. 
An insignificant amount was contributed during the first quarter, with the balance contributed in April 201 1. The increased 
contributions are being made to prepay future contribution requirements to fund pension plan deficits. 

Health Care Reform (PPL, PPL Etiergy Supply and PPL Electric) 

In March 2010, Health Care Reform was signed into law. Many provisions of Health Care Reform do not take effect for an 
extended period of time, and most will require the publication of implementing regulations and/or issuance of program 
guidelines. 

Beginning in  2013, provisions within Health Care Reform eliminated the tax deductibility of retiree health care costs to the 
extent of federal subsidies received by plan sponsors that provide retiree prescription drug benefits equivalent to Medicare 
Part D Coverage. As a result. in the first quarter of 2010: 

PPL decreased deferred tax assets by $13 million, increased regulatory assets by $9 million, increased deferred tax 
liabilities by $4 million and recorded income tax expense of $8 million; 
PPL Energy Supply decreased deferred tax assets by $5 million and recorded income tax expense of $5 million; and 
PPL Electric decreased deferred tax assets by $5 million, increased regulatory assets by $9 million and increased deferred 
tax liabilities by $4 million. 

* 
0 

PPL and its subsidiaries will continue to monitor the potential impact of any changes to the existing provisions and 
implementation guidance related to Health Care Reform on their benefit programs. 

10. Commitments and Contingencies 

Energy Purchases, Energy Sales and Other Commitments 

Eneray Purchase Conirriitnients 

Pursuant to a power purchase agreement with OVEC, extended in February 201 1 to 2040, pending regulatory approvals, 
LG&E and KU may be conditionally responsible for their pro-rata share of certain obligations of OVEC under defined 
circumstances. These contingent liabilities may include unpaid OVEC indebtedness as well as shortfall amounts in certain 
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excess decommissioning costs and postretirement benefits other than pension. LG&E's and KU's contingent proportionate 
share of OVEC's outstanding debt was $1 1 1 nullion at March 3 1, 20 1 1. 

(PPL, and PPL, Electric) 

In 2009, the PIJC approved PPL Electric's procurement plan lor the period January 201 I through May 2011. Through April 
201 1, PPL. Electric has conducted seven of its 14 planned competitive solicitations. The solicitations include a mix of long- 
term and short-term purchases ranging from five months to ten years to fulfill PPL, Electric's obligation to provide for 
customer supply as a PL,R. 

Legal Matters 

(PPL,, PPL, Etiergy Supply aiid PPL, Electric) 

PPL and its subsidiaries are involved in legal proceedings, claims and litigation in the ordinary course of business. PPL and 
its subsidiaries cannot predict the outcome 01 such matters, or whether such matters may result in material liabilities, unlcss 
otherwise noted. 

(PPL,) 

Trimble Countv Unit 2 Construction 

In June 2006, L,KE entered into a construction contract regarding the TC2 project. The contract is generally in the form of a 
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 During 2009 and 2010, 
LKE received several contractual notices from the TC2 construction contractor asserting historical force majeure and 
excusable event claims for a number of adjustments to the contract price, construction schedule, commercial operations date, 
liquidated damages or other relevant provisions. In September 2010, LKE and the construction contractor agreed to a 
settlement to resolve the force majeure and excusable event claims occurring through July 2010, under the TC2 construction 
contract, which settlement provided for a limited, negotiated extension of the contractual commercial operations date and/or 
relief from liquidated damage calculations. With limited exceptions, L.KE took care, custody and control of TC2 in January 
201 1. L,G&E and KU and the contractor agreed to further amend the construction agreement whereby the contractor will 
complete certain actions relating to identifying and completing any necessary modifications to allow operation of TC2 on all 
fuels in accordance with initial specifications prior to certain dates, and amending the provisions relating to liquidated 
damages. The remaining issues are still under discussion with the contractors and PPL cannot currently predict the ultimate 
outcome of these matters. 

Trimble Countv Unit 2 Transmission 

LG&E's and KU's Certificate of Public Convenience and Necessity (CCN) and condemnation rights relating to a transmission 
line associated with the TC2 construction have been challenged by certain property owners in Hardin County, Kentucky. 
Certain proceedings relating to CCN challenges and federal historic preservation permit requirements have concluded with 
outcomes in L,G&Es and KU's favor. With respect to the remaining issues in dispute, 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. In May 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. In May 
2010, the landowners filed a petition for reconsideration with the Kentucky Court of Appeals. In July 2010, the Kentucky 
Court of Appeals denied that petition. In August 2010, the landowners filed for discretionary review of that denial by the 
Kentucky Supreme Court. In March 201 1, the Kentucky Supreme Court issued an order declining the discretionary review 
request, thus closing this matter. 

(PPL arid PPL Energy Supply) 

Spent Nuclear Fuel Litiaation 

Federal law requires the U.S. government to provide for the permanent disposal of commercial spent nuclear fuel, but there is 
no definitive date by which a repository will be operational. As a result, it was necessary to expand Susquehanna's on-site 
spent fuel storage capacity. To support this expansion, PPL Susquehanna contracted for the design and construction of a 
spent fuel storage facility employing dry cask fuel storage technology. The facility is modular, so that additional storage 
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capacity can be added as needed. The facility began receiving spent nuclear fuel in 1999. PPL Susquehanna estimates that 
there is sufficient storage capacity in the spent nuclear fuel pools and the on-site dry cask storage facility at Susquehanna to 
accommodate spent fuel discharged through approximately 2017 under current operating conditions. If necessary, the on-site 
dry cask storage facility can be expanded, assuming appropriate regulatory approvals are obtained, such that, together, the 
spent fuel pools and the expanded dry fuel storage facility will accommodate all ofthe spent fuel expected to be discharged 
through the current licensed life of the plant. 

In 1996, the U.S. Court of Appeals for the District of Columbia Circuit (D.C. Circuit Court) ruled that the Nuclear Waste 
Policy Act imposed on the DOE an unconditional obligation to begin accepting spent nuclear fuel on or before January 31, 
1998 In 1997, the D.C Circuit Court ruled that the contracts between the utilities and the DOE provide a potentially 
adequate remedy if the DOE failed to begin accepting spent nuclear fuel by January 31, 1998. The DOE did not, in fact, 
begin to accept spent nuclear fuel by that date. The DOE continues to contest claims that its breach of contract resulted in  
recoverable damages. In January 2004, PPL Susquehanna filed suit in the U.S. Court of Federal Claims for unspecified 
damages suffered as a result of the DOE'S breach of its contract to accept and dispose of spent nuclear fuel. Discovery in the 
case has concluded but the trial court has stayed the proceedings pending the outcome of settlement discussions between the 
parties. PPL cannot predict the outcome of these proceedings. 

Montana Hvdroelectric Litiaatiori 

In November 2004, PPL Montana, Avista Corporation (Avista) and PacifiCorp commenced an action for declaratory 
judgment in Montana First Judicial District Court seeking a deternunation that no lease payments or other compensation for 
their hydroelectric facilities' use and occupancy of riverbeds in Montana can be collected by the State of Montana. This 
lawsuit followed dismissal on jurisdictional grounds of an earlier federal lawsuit seeking such compensation in the U.S. 
District Court of Montana. The federal lawsuit alleged that the beds of Montana's navigable rivers became state-owned trust 
property upon Montana's admission to statehood, and that the use of them should, under a 1931 regulatory scheme enacted 
after all but one of the hydroelectric facilities in question were constructed, trigger lease payments for use of land beneath. In 
July 2006, the Montana state court approved a stipulation by the State of Montana that it was not seeking compensation for 
the period prior to PPL Montana's December 1999 acquisition of the hydroelectric facilities. 

Following a number of adverse trial court rulings, in 2007 Pacificorp and Avista each entered into settlement agreements 
with the State of Montana providing, in pertinent part, that each company would make prospective lease payments for use of 
the State's navigable riverbeds (subject to certain future adjustments), resolving the State's claims for past and future 
compensation. 

Following an October 2007 trial of this matter on damages, in June 2008, the Montana District Court awarded the State 
retroactive compensation of approximately $35 million for the 2000-2006 period and approximately $6 million for 2007 
compensation. Those unpaid amounts continue to accrue interest at 10% per year. The Montana District Court also deferred 
determination of compensation for 2008 and future years to the Montana State Land Board. In October 2008, PPL Montana 
appealed the decision to the Montana Supreme Court, requesting a stay ofjudgment and a stay of the Land Board's authority 
to assess compensation for 2008 and future periods. 

In March 2010, the Montana Supreme Court substantially affirmed the June 2008 Montana District Court decision. As a 
result, i n  the first quarter of 2010, PPL Montana recorded a pre-tax charge of $56 million ($34 million after tax or $0.08 per 
share, basic and diluted, for PPL), representing estimated rental compensation for the first quarter of 2010 and prior years, 
including interest. Rental compensation was estimated for periods subsequent to 2007, although such estimated amounts may 
differ from amounts ultimately determined by the Montana State Land Board. The portion of the pre-tax charge that related 
to prior years totaled $54 million ($32 million after tax). The pre-tax charge recorded on the Statement of Income was $49 
million in "Other operation and maintenance" and $7 million in "Interest Expense." PPL Montana continues to accrue 
interest expense for the prior years and rent expense for the current year. PPL Montana's total loss accrual at March 31, 201 1 
was $78 million. 

In August 2010, PPL Montana filed a petition for a writ of certiorari with the U.S. Supreme Court requesting the Court's 
review of this matter. Several amicus briefs have been filed supporting PPL Montana's petition, including, among others, a 
combined brief by the Edison Electric Institute and National Hydropower Association. In October 2010, the State of 
Montana and PPL Montana filed their respective reply briefs. In November 2010, the Supreme Court requested the U.S. 
Solicitor General to provide its views on behalf of the federal government whether the Court should gant  or deny PPL 
Montana's petition. It is not known when that brief might be filed in 201 1 or what the position of the Solicitor General will 
be. The stay of the judgment granted during the proceedings before the Montana Supreme Court has been extended by 
agreement with the State of Montana, to cover the anticipated period of the proceeding before the U.S. Supreme Court. PPL 
cannot predict the outcome of this matter. 

36 



PJM/MISO Billina Dispute (PPL., PPL, Eiiergy Siq~rly nrzd PPL, Electric) 

In 2009, PJM reported that i t  had discovered a modeling error in the market-to-market power flow calculations between PJM 
and the MISO. The erroi was a result 0 1  incorrect modeling of certain generation resources that have an impact on power 
flows across the PJM/MISO border. Informal settlement discussions on this issue terminated in  March 2010. Also in  March 
201 0, MIS0 lilcd two complaints with the FERC concerning the modeling error and related matters with a demand Tor $1 30 
million 01 principal plus interest. In April 2010, PJM liled answers to the complaints and filed a related complaint against 
MISO. In its answers and complaint. PJM denies that any compensation is due to MISO and seeks recovery in excess of $25 
million from MISO for alleged violations by MIS0 regarding market-to-market power flow calculations. PPL, participates in  
markets in both PJM and MISO. The amount and timing 01 any paymcnts by PJM to MISO or by MIS0 to PJM relating to 
these modeling errors is uncertain, as is the method by which PJM or MISO would allocate any such payments to PJM and 
MISO participants. In June 201 0, the FERC ordered the complaints to be consolidated and set Tor settlement discussions, 
followed by hearings if the discussions are unsuccessful. In January 201 1, the parties to this dispute filed a settlement with 
the FERC under which no compensation would be paid to either PJM or MISO and providing for certain improvements in 
how the calculations are administered going forward. The settlement requires FERC approval. PPL cannot predict the 
outcome of this matter. 

Regulatory Issues 

Enactment of Financial Reform Leaislation (PPL and PPL, Eiiergy Supply) 

In July 2010, the Dodd-Frank Act was signed into law. Of particular relevance to PPL, and PPL, Energy Supply, the Dodd- 
Frank Act includes provisions that require most over-the-counter derivative transactions to be executed through an exchange 
and to be centrally cleared. The Dodd-Frank Act, however, provides an exemption from mandatory clearing and exchange 
trading requirements for over-the-counter derivative transactions used to hedge or mitigate commercial risk. Although the 
phrase "to hedge or mitigate commercial risk" is not defined in the Dodd-Frank Act, the 2010 rules proposed by the 
Commodity Futures Trading Commission set forth an inclusive, multi-pronged definition for the phrase. Based on this 
proposed definition and other requirements in the proposed rule, i t  is anticipated that transactions utilized by PPL and PPL 
Energy Supply should qualify if they are not entered into for speculative purposes. The Dodd-Frank Act also provides that 
the Commodity Futures Trading Commission may impose collateral and margin requirements for over-the-counter derivative 
transactions, including those that are used to hedge commercial risk. However, during drafting of the Dodd-Frank Act, 
certain members of Congress adopted report language and issued a public letter stating that it was not their intention to 
impose margin and collateral requirements on counterparties that utilize these transactions to hedge commercial risk. Final 
rules on major provisions in the Dodd-Frank Act, including imposition of collateral and margin requirements, will be 
established through rulemakings and, in most cases, will not take effect until at least 12 months after the date of enactment. 
PPL. and PPL Energy Supply may be required to post additional collateral if they are subject to margin requirements as 
ultimately adopted in the implementing regulations of the Dodd-Frank Act. PPL and PPL. Energy Supply will continue to 
evaluate the provisions ofthe Dodd-Frank Act and monitor developments related to its implementation. At this time, PPL, 
and PPL. Energy Supply cannot predict the impact that the new law or its implementing regulations will have on their 
business or operations, or the markets in which they transact business. 

Kentucky Activities (PPL) 

Integrated Resource Planning (IRP) regulations in Kentucky require major utilities to make triennial IRP filings with the 
KPSC. In April 201 I ,  L,G&E and KU tiled their 201 1 joint IRP with the KPSC. The IRP provides historical and projected 
demand, resource and financial data, and other operating performance and system information. Pursuant to a December 2008 
Order, KU will file with the VSCC the 201 1 joint IRP by September 201 1, along with certain supplemental information as 
required by this Order. Impending environmental regulation could result in  the retirements of older, smaller coal-fired units 
and therefore the IRP assumes approximately 800 MWs of potential retirements of coal-fired capacity in 2016 and 
replacement by combined-cycle gas units. In addition, the IRP assumes approximately 500 MW of peak demand reductions 
by 2017 through existing or expanded demand side management or energy efficiency programs. Implementation of the major 
findings of the IRP is subject to further analysis and decision-making and further regulatory approvals. 

On May 2,201 1, L.G&E and KU filed notices of intent to file ECR plans with the KPSC. The plans are expected to be filed 
on or after June 1, 20 1 1. 

Virqinia Activities (PPL,) 

In April 201 1, K'IJ filed an application with the VSCC requesting an annual increase in electric base rates for its Virginia 
jurisdictional customers in an amount of $9 million or approximately 14%. The proposed increase reflects a rate of return on 
rate base of 8%, based on a return on equity of 1 I%, inclusive of expenditures to complete TC2, all new flue gas 
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desulfurization controls, recovery of a 2009 storm regulatory asset and various other adjustments to revenue and expenses for 
the test year ended December 31,2010. While KU cannot predict the amount of the allowed increase, it expects the new 
rates to go into effect in January 2012. 

Peririsvlvania Activities (PPL urd PPL Electric) 

Act 129 

Act 129 requires electric utilities to meet specified goals for Ieduction i n  customer electricity usage and peak demand by 
specified dates. Utilities not meeting the requirements of Act 129 are subject to significant penalties. 

Under Act 129, Electric Distribution Companies (EDCs) must develop and file an energy efficiency and conservation plan 
(EE&C Plan) with the PUC and contract with conservation service providers to implement all or a portion of the EE&C Plan. 
Act 129 requires EDCs to cause reduced electricity consumption of 1% by 201 1 and 3% by 2013, and reduced peak demand 
of 4.5% by 2013. EDCs will be able to recover the costs (capped at 2% ofthe EDC's 2006 revenue) of implementing their 
EE&C Plans. In October 2009, the PUC approved PPL Electric's EE&C Plan. The plan includes 14 programs, all of which 
are voluntary for customers. The plan includes a proposed rate mechanism for recovery of all costs incurred by PPL Electric 
to implement the plan. In September 2010, PPL Electric filed its Program Year 1 Annual Report and Process Evaluation 
Report. PPL Electric also filed a petition requesting permission to modify two components of its EE&C Plan. Various 
responses were filed to that petition which the PUC assigned to two Administrative Law Judges for hearings and a 
recommended decision. In December 2010, the Administrative Law Judges issued a recommended decision apploving PPL 
Electric's request. Parties filed exceptions and reply exceptions to the recommended decision. The PUC issued its final order 
in January 201 1, approving the changes proposed by PPL Electric and directing PPL Electric to re-file its plan to reflect all 
changes made since its initial approval. Several parties filed comments to PPL Electric's revised plan and PPL Electric filed 
replies to those comments. This matter remains pending before the PUC. 

Act 129 also requires installation of smart meters for new construction, upon the request of consumers at their cost, or on a 
depreciation schedule not exceeding 15 years. Under Act 129, EDCs will be able to recover the costs of providing smart 
metering technology. In August 2009, PPL Electric filed its proposed smart meter technology procurement and installation 
plan with the PUC. All of PPL Electric's metered customers currently have smart meters installed at their service locations, 
and PPL Electric's current advanced metering technology generally satisfies the requirements of Act 129 and does not need to 
be replaced. In June 2010, the PUC entered its order approving PPL Electric's smart meter plan with several modifications. 
In compliance with the order, in the third quarter of 2010, PPL Electric submitted a revised plan with a cost estimate of $38 
million to be incurred over a five-year period, beginning in 2009, and filed a rider to recover these costs beginning January 1, 
201 1. In December 2010, the PUC approved PPL Electric's rate rider to recover the costs of its smart meter program. 

Act 129 also requires the Default Service Provider (DSP) to provide electric generation supply service to customels pursuant 
to a PUC-approved competitive procurement plan through auctions, requests for proposal and bilateral contracts at the sole 
discretion of the DSP. Act 129 requires a mix of spot market purchases, short-term contracts and long-term contracts (four to 
20 years, with long-term contracts limited to up to 25% of the load unless otherwise approved by the PUC). The DSP will be 
able to recover the costs associated with a competitive procurement plan. 

Under Act 129, the DSP competitive procurement plan must ensure adequate and reliable service "at least cost to customers'' 
over time. Act 129 grants the PUC authority to extend long-term power contracts up to 20 years, if necessary, to achieve the 
"least cost" standard. The PUC has approved PPL Electric's procurement plan for the period January 1, 201 1 through 
May 31,2013, and PPL Electric has begun purchasing under that plan. In December 2010, the PUC approved PPL Electric's 
rate rider to recover the costs of providing default service. 

PUC Investigation of Retail Market 

In April 201 1, the PUC opened an investigation of Pennsylvania's retail electricity market. The investigation will be 
conducted in two phases. Phase one will address the status of the current retail market and explore potential changes. 
Questions promulgated by the PUC for this phase of the investigation focus primarily on default service issues. Phase two 
will study how best to address issues identified by the PUC as being most relevant to improving the current retail electricity 
market. The investigation probably will not be completed before the end of the year. PPL Electric cannot predict the 
outcome of the investigation. 

New Jersev CaDacitv Leaislation (PPL, PPL Energy Supply and PPL Electric) 

In January 201 1, New Jersey enacted a law that intervenes in the wholesale capacity market exclusively regulated by the 
FERC: S. No. 2381, 214th Leg. (N.J. 201 1) (the Act). To create incentives for the development of new, in-state electric 
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generation facilitics, the Act implements a "long-term capacity agreement pilot program (LCAPP)." The Act requires New 
Jersey utilities to pay a guaranteed fixed price for wholesale capacity, imposed by the New Jersey Board of Public Utilities 
(BPU), to certain new generators participating in PJM, with thc ultimate costs of that guarantec to be borne by New Jersey 
ratepayers. PPL believes the intent and effect of thc LCAPP is to encourage the construction of new generation in  New 
Jersey even when, under the FERC-approved PJM economic model, such ncw generation would not be economic. The Act 
could depress capacity prices in PJM in the short term, impacting PPL. Energy Supply's rcvcnucs. and harm the long-term 
ability of the PJM capacity market to inccnt nccessary generation investment throughout PJM. In February 201 I .  the PJM 
Power Providers Group (P3). an organitation in  which PPL is a member, filed a complaint before the FERC secking changes 
in  PJM's capacity market rules designed to ensure that subsidized generation, such as may result from the implementation of 
the LCAPP, will not be able to set capacity prices artificially low as a result of their exercise of buycr market power. In April 
201 I ,  the FERC issucd an order granting in  part and denying in part P3's complaint and ordcring changes in  PJM's capacity 
rules consistent with a significant portion of P3's requested changes. PPL, cannot predict the outcome of this proceeding. 

In addition, in February 201 1, PPL, with several other generating companies and utilities, filed a complaint in Federal Court 
in New Jersey challenging the Act on the grounds that it violates well-established principles under the Supremacy Clause and 
the Commerce Clause of the U.S. Constitution. In this action, the Plaintiffs request declaratory and injunctive relief barring 
implementation of the Act by the Commissioners of the BPU. PPL cannot predict the outcome of this proceeding. 

FERC Formula Rates (PPL, arid PPL, Electric) 

In 2009, the FERC approved PPL Electric's request to change the method for calculating its transmission rates to formula- 
based rates to support continued investment in its transmission system. As part of the approval, for the period commencing 
with the effective date November 1, 2008 through May 31, 201 1, no opposing party may formally challenge thc established 
return on equity. 

In May 2010, PPL, Electric initiated the 2010 Annual Update of its formula rate. In November 2010, a group of municipal 
customers taking transmission service in PPL, Electric's zone filed a preliminary challenge to the update, and in December, 
2010 they filed a formal challenge. In January 201 1, PPL Electric filed a motion to dismiss a number of the challenges and 
submitted responses to all of the challenges. The group of municipal customers filed answers to PPL, Electric's motion to 
dismiss and its responses to the formal challenge. PPL, Electric cannot predict the outcome of this proceeding which remains 
pending before the FERC. 

California IS0 and Western U.S. Markets (PPL arid PPL, Energy Supply) 

Through its subsidiaries, PPL, made $18 million of sales to the California IS0  during the period October 2000 through June 
2001, $17 million of which has not been paid to PPL, subsidiaries. Also, there has been further litigation about additional 
claims of refunds for periods prior to October 2000. In January 201 1,  PPL, and the "California Parties" (collectively, three 
California utility companics, the California Public Utility Commission and certain California state authorities) filed a 
settlement under which PPL, would receive approximately $2 million of its $17 million claim, together with interest. The 
FERC must approve the settlement. At March 31. 201 1, PPL has reserved all 01 the non-payment exposure related to these 
sales. 

In June 2003, the FERC took several actions as a result of several related investigations beyond the California IS0  litigation. 
The FERC terminated proceedings to consider whether to order refunds for spot market bilateral sales made in the Pacific 
Northwest, including sales made by PPL, Montana, during the period December 2000 through June 2001 I In August 2007, 
thc U.S. Court of Appeals for the Ninth Circuit reversed the FERC's decision and ordered the FERC to consider additional 
evidence. The FERC also commenced additional investigations relating to "gaming" and bidding practices during 2000 and 
2001, but neither PPL EnergyPlus nor PPL, Montana believes it is a subject of these investigations. 

Although PPL and its subsidiaries belicve that they have not engaged in any improper trading or marketing practices 
affecting the western markets, PPL cannot predict the outcome of the above-described investigations, lawsuits and 
proceedings or whether any PPL subsidiaries will be the subject of any additional governmental investigations or named in 
other lawsuits or refund proceedings. 

PJM RPM Litiaation (PPL, PPL, Energy Supply arid PPL, Electric) 

In May 2008, a group of state public utility commissions, state consumer advocates, municipal entities and electric 
cooperatives, industrial end-use customers and a single electric distribution company (collectively, the RPM Buyers) filed a 
complaint before the FERC objecting to the prices for capacity under the PJM Reliability Pricing Model (RPM) that were set 
in the 2008-09, 2009-10 and 2010-1 1 RPM base residual auctions. The RPM Buyers requested that the FERC reset the rates 
paid to generators for capacity in those periods to a significantly lower level. Thus, the complaint requests that generators be 
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paid less for those periods through refunds and/or prospective changes in rates. The reliefrequested in the complaint, if 
granted, could have a material effect on PPL, PPL Energy Supply and PPL Electric. PJM, PPL and numerous other parties 
have responded to the complaint, strongly opposing the relief sought by the RPM Buyers. In September 2008, the FERC 
entexcd an order denying the complaint. In August 2009, the RPM BuyeIs appealed the FERC's decision to the U.S. Court of 
Appeals for the Fourth Circuit, and the appeal was subsequently transferred to thc U.S. Court of Appeals for the District of 
Columbia Circuit. In February 201 1, the U.S. Court of Appeals for the District of Columbia Circuit issued an order denying 
the appeal. PPL cannot predict the outcome of this proceeding. 

In December 2008, PJM submitted amendments to certain provisions governing its RPM capacity market. Thc amendments 
were intended to permit the cornpensation available to suppliers that provide capacity, including PPL Energy Supply, to 
increase. PJM sought approval of the amendments in time for them to be implemented for the May 2009 capacity auction 
(for service in June 2012 through May 2013). Numerous parties, including PPL, protested PJM's filing. Certain of the 
protesting parties proposed changes to the capacity market auction that would result in a reduction in compensation to 
capacity suppliers. The changes proposed by PJM and by other parties in response to PJM proposals could significantly 
affect the compensation available to suppliers of capacity participating in future RPM auctions. In March 2009, the FERC 
entered an order approving in part and disapproving in part the changes proposed by PJM. In August 2009, the FERC issued 
an order granting rehearing in part, denying rehearing in  part and clarifying its March 2009 order. No request for rehearing 
or appeal of the August 2009 order was timely filed. In October 2010, the August 2009 Order became final and will not have 
a material impact on PPL, PPL Energy Supply or PPL Electric. As a result, the remaining issues in this matter are those 
referred to in the paragraph above. 

FERC Market-Based Rate Authoritv (PPL and PPL Energy Supply) 

In December 1998, the FERC authorized PPL EnergyPlus to make wholesale sales of electric power and related products at 
market-based rates. In that order, the FERC directed PPL EnergyPlus to file an updated market analysis within three years 
after the order, and every three years thereafter. Since then, periodic market-based rate filings with the FERC have been 
made by PPL EnergyPlus, PPL Electric, PPL Montana and most of PPL Generation's subsidiaries. These filings consisted of 
a Northwest market-based rate filing for PPL Montana and a Northeast market-based rate filing for most of the other PPL 
subsidiaries in PJM's region. In December 2010, PPL filed its market-based rate update for the Eastern region. In January 
201 1, PPL filed the market-based rate update for the Western region. 

Currently, a seller granted market-based rate authority by the FERC may enter into power contracts during an authorized time 
period. If the FERC determines that the market is not workably competitive or that the seller possesses market power or is 
not charging "just and reasonable" rates, it may institute prospective action, but any contracts entered into pursuant to the 
FERC's market-based rate authority remain in effect and are generally subject to a high standard of review before the FERC 
can order changes. Recent court decisions by the U.S. Court of Appeals for the Ninth Circuit have raised issues that may 
make it more difficult for the FERC to continue its program of promoting wholesale electricity competition through market- 
based rate authority. These court decisions permit retroactive refunds and a lower standard of review by the FERC for 
changing power contracts, and could have the effect of requiring the FERC in advance to review most, if not all, power 
contracts. In June 2008, the U.S. Supreme Court reversed one of the decisions of the U.S. Court of Appeals for the Ninth 
Circuit, thereby upholding the higher standard of review for modifying contracts. The FERC has not yet taken action in  
response to these court decisions. At this time, PPL cannot predict the impact of these court decisions on the FERC's future 
market-based rate authority program or on PPL's business. 

Tax Litiuation (PPL and PPL Electric) 

In January 201 1, the IRS appealed, to the U.S. Court of Appeals for the Third Circuit, the U.S. Tax Court's decision that the 
1997 U.K. Windfall Profits Tax (WPT) is a creditable tax for U.S. Federal income tax purposes. In its decision, the Tax 
Court ruled on two issues: (1) the 1997 U.K. WPT imposed on all U.K. privatized utilities, including PPL's U.K. subsidiary, 
was creditable against the Company's U.S. income taxes; and (2) PPL Electric's street lighting assets could be depreciated for 
tax purposes over seven years as permitted for "property without a class life" instead of the 20-year depreciation recovery 
period argued by the IRS. The IRS is not appealing the street lighting decision. PPL filed its tax returns for 1997 and all 
intervening years on the basis that the WPT was creditable and that the appropriate tax depreciable life for its street lighting 
assets was seven years. Therefore, the cash benefit resulting from these items has already been realized. PPL cannot predict 
the outcome of this matter. 

Enerqv Policv Act of 2005 I Reliabilitv Standards (PPL, PPL Energ11 Supply and PPL Electric) 

NERC is responsible for establishing and enforcing mandatory reliability standards (Reliability Standards) regarding the bulk 
power system. The FERC oversees this process and independently enforces the Reliability Standards. 
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The Reliability Standards have the force and effect of law and apply to certain users of the bulk power electricity system, 
including electric utility companies, generators and marketers. Thc FERC has indicated i t  intends to enforce vigorously the 
Reliability Standards using, among other means. civil penalty authority. IJnder the Federal Power Act, the FERC may assess 
civil penalties 01 up to $1 million per day, per violation, lor certain violations. The first group of Reliability Standards 
approved by the FERC became effective in June 2007. 

LG&E, KIJ, PPL. Electric and certain subsidiaries of PPL, Energy Supply continue to sclf-report potential violations of certain 
applicable reliability requirements and submit accompanying mitigation plans. Thc resolution of a number of these potential 
violation reports is pending. Any regional reliability entity determination concerning the resolution of violations of the 
Reliability Standards remains subject to the approval of the NERC and the FERC. PPL, and its subsidiaries cannot predict the 
outcome of these matters. 

In the course of implementing its program to ensure compliance with the Reliability Standards by those PPL, af Ciliates subject 
to the standards, certain other instances of potential non-compliance may be identified from time to time. PPL cannot predict 
the fines or penalties that may be imposed. 

U.K. Overhead Electricitv Networks (PPL,) 

In 2002, for safety reasons, the U.K. Government issued guidance that low voltage overhead electricity networks within three 
meters horizontal clearance of a building should either be insulated or relocated. This imposed a retroactive requirement on 
existing assets that were built with lower clearances. In 2008, the U.K. Government determined that the 1J.K. electricity 
network should comply with the guidance issued. WPD estimates that the cost of compliance will be $92 million. The 
prqjected expenditures over the next five years have been allowed to be recovered through rates, and it is expected that 
expenditures beyond this five-year period will also be recovered through rates. The 1J.K. Government has determined that 
WPD (South Wales) should comply by 2015 and WPD (South West) by 2018. 

To improve network reliability, in 2009, the U.K. Government enforced a regulation requiring network operators to 
implement a risk-based program over 25 years to clear trees within falling distance of key high-voltage overhead lines. WPD 
estimates that the cost of compliancc will be $106 million over the 2.5-year period. The projected expenditures over the next 
five years have been allowed to be recovered through rates, and it is expected that expenditures beyond this five- year period 
will also be recovered through rates. 

New U.K. Pricinq Model (PPL,) 

In October 2010, Ofgem announced a new pricing model that will be effective for the U.K. electricity distribution sector, 
beginning April 201.5. The model, known as RIIO (Revenues = Incentives + Innovation + Outputs), is intended to encourage 
investment in regulated infrastructure. Key components of the model are: an extension of the price review period to eight 
years, increascd emphasis on outputs and incentives, enhanced stakeholder engagement including network customers, a 
stronger incentive framework to encourage more efficient investment and innovation, expansion of the current L.ow Carbon 
Network Fund to stimulate innovation and continued use of a single weighted average cost of capital. 

Environmental Matters - Domestic 

(PPL,, PPL Energy Siipply arid PPL, Electric) 

Due to the environmental issues discussed below or other environmental matters, PPL subsidiaries may be required to 
modify, curtail, replace or cease operating certain facilities or operations to comply with statutes, regulations and other 
requirements of regulatory bodies or courts. 

(PPL atid PPL, Eilergy Supply) 

To comply with air related requirements described below, PPL's forecast for capital expenditures reflects a best estimate 
projection of expenditures that may be required within the next five years. Such projections are a combined $2.3 billion for 
L.G&.E and KU and $400 million for PPL, Energy Supply. Actual costs may be significantly lower or higher depending on 
the final requirements. Environmental compliance costs incurred by LG&E and KIJ are subject to recovery through a rate 
recovery mechanism. 
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The Clean Air Act addresses, among other things, emissions causing acid deposition, installation of best available control 
technologies for new or substantially modified sources, attainment of national ambient air quality standards, toxic air 
emissions and visibility standards in the U.S. Amendments to the Clean Air Act requiring additional emission reductions had 
been proposed but are unlikely to be introduced 01 passed in this Congress. The Clean Air Act allows states to develop more 
stringent regulations and in some instanccs, as discussed below, Kentucky, Pennsylvania and Montana have done so. 

Clean Air Transport Rule (formerly CAIR) 

In August 2010, the EPA proposed a new Clean Air Transport Rule (Transport Rule) to replace the EPA's previous rule 
called CAIR, which was struck down by the U.S. Court of Appeals for the District of Columbia Circuit (the Court). CAIR 
subsequently was effectively reinstated by the Court pending finalization of the Transport Rule. The final Transport Rule is 
expected in 201 1. This rule would only apply to PPL's facilities located in Kentucky and Pennsylvania. 

CAIR and the new Transport Rule are meant to facilitate attainment of ambient air quality standards for ozone and fine 
particulates by requiring reductions in  sulfur dioxide and nitrogen oxides. The Transport Rule would establish a new sulfur 
dioxide emission allowance cap and trade program that is completely independent of the current Acid Rain Program, and a 
new nitrogen oxide emission allowance cap and trade program. The EPA is seeking comment on several different 
approaches that would allow varying degrees of trading, but all trading would be morc restrictive than previously under 
CAIR. As proposed, the first phase of the Transport Rule that would cap sulfur dioxide and nitrogen oxide emissions would 
become effective in 2012. The second phase, lowering the sulfur dioxide cap, would become effective in 2014. 

PPL's review of the allocations proposed by the EPA in the Transport Rule indicates that greater reductions in  sulfur dioxide 
would likely be required for PPL beginning in 2012 than were required under CAIR starting in 2015, because the number of 
allowances allocated to PPL will be lower than what was allocated to PPL under CAIR and the more restrictive trading under 
the Transport Rule reduces compliance flexibility. PPL may look at more aggressive operation of existing scrubbers, fuel 
switching and/or dual fuel capability. All of these options could impose significant costs. In January 201 1, the EPA issued 
alternative proposals for allowance allocations which may reduce the impact. Either of these alternatives is preferable to the 
EPA's original method. 

With respect to nitrogen oxide, the Transport Rule proposes a slightly higher amount of allowances for PPL's Pennsylvania 
plants but a lower amount for PPL's Kentucky plants compared to those allocated under CAIR. The Transport Rule's more 
restrictive trading program reduces compliance flexibility. Therefore, other compliance options, such as the installation of 
additional SCRs or SNCRs at one or more PPL units or the retirement of certain units, are being evaluated. 

In addition to the reductions in sulfur dioxide and nitrogen oxide emissions Iequired under the Transport Rule for PPL's 
Pennsylvania and Kentucky plants, PPL's plants may face further reductions in sulfur dioxide and nitrogen oxide emissions as 
a result of more stringent national ambient air quality standards for ozone, nitrogen oxide, sulfur dioxide and/oI fine 
particulates. The EPA has recently finalized a new one-hour standard for sulfur dioxide, and states are required to identify 
areas that meet those standards and aleas that are in non-attainment. For non-attainment areas, states ale required to develop 
plans by 2014 to bring those areas into attainment by 2017. For areas in attainment or unclassifiable, states are required to 
develop maintenance plans by mid-2013 that demonstrate continued attainment. If additional reductions were to be required, 
the economic impact to PPL could be significant. 

Mercury and other Hazardous Air Pollutants 

Citing its authority under the Clean Air Act, in 2005, the EPA issued the Clean Air Mercury Rule (CAMR) affecting coal- 
fired power plants. Since CAMR was overturned in a 2008 U.S. Circuit Court decision, the EPA is now proceeding to 
develop standards imposing MACT for mercury emissions and other hazardous air pollutants from electric generating units. 
Under a recently approved settlement, the EPA is required to issue final MACT standards by November 201 1. In order to 
develop these standards, the EPA has collected information from coal- and oil-fired electric utility steam generating units. 
On May 3,201 1, EPA published a proposed MACT regulation providing for stringent reductions of mercury and other 
hazardous air pollutants. The proposed rule also provides for a three-year compliance deadline, with the potential for a one- 
year extension as provided under the statute. Based on a preliminary review, it appears that the proposed rule could 
potentially require installation of additional controls such as baghouses and chemical injection on some units and could result 
in shutdown of certain units for which retrofits would not be cost-effective. The proposed rule also includes limits on 
hazardous air emissions from new or modified coal-fired units that may not be technologically feasible for all fuel sources. 
PPL is currently conducting an in-depth review of the proposed rule, but will be unable to determine the exact impact until it  
has reviewed the final rule. 
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Regional Haze and Visibility 

The Clean Air Visibility Rule was issued by the EPA in June 2005 to address regional haze or regionally-impaired visibility 
caused by multiple sources over a wide area. The rule requires Best Available Rctrolit Technology (BART) for certain 
electric generating units. Under the BART rule. PPL. submitted to the Pennsylvania DEP its analyses of the visibility impacts 
of particulate matter emissions from Martins Creek IJnits 3 and 4, Brunner Island Units 2 and '3 and Montour Units I and 2. 
No analysis was submitted lor sulfur dioxide or nitrogen oxides, because the EPA determined that meeting the requircmcnts 
for CAIR also meets the BART requirements foi those pollutants. Although the EPA has not yet expressly stated that a 
similar approach will be taken undci the Transport Rule, the EPA has not requested any lurthcr studies. PPL.'s analyses have 
shown that because PPL. had already upgraded its particulate emissions controls at Montour IJnits 1 and 2 and Brunner Island 
Units 2 and 3 ,  further controls arc not justified as there would be littlc corresponding visibility improvement PPL has not 
received comments from the Pennsylvania DEP on these submissions. 

Also under the BART rule, PPL submitted to the EPA its analyses 01 the visibility impacts of sulfur dioxide, nitrogen oxides 
and particulate matter emissions for Colstrip Units 1 and 2 and Corette. PPL's analyses concluded that further reductions are 
not warranted. The EPA responded to PPL.'s reports for Colstrip and Corette and requested further information and analysis. 
PPL, completed further analysis and submitted addendums to its initial reports for Colstrip and Corette. In February 2009, 
PPL receivcd an information request for additional data related to the Colstrip generating plant non-BART-affected emission 
sources. PPL responded to this request in March 2009. PPL has not received comments from the EPA on these submissions. 

In November 2010, PPL. Montana received a request from EPA Region 8, under EPAs Reasonable Further Progress goals of 
the Regional Haze Rules to provide further analysis with respect to Colstrip Units 3 and 4. Colstrip's Units 3 and 4 are not 
BART eligible units and are already well controlled. PPL. completed a high level analysis of various control options to 
reduce emissions of sulfur dioxide, and particulate matter and submitted that analysis to EPA in January 201 1. The analysis 
shows that these units are well controlled, and that any incremental reductions would not be cost effective and that further 
analysis is not warranted. PPL, also concluded that further analysis for nitrogen oxides was not justifiable as these units 
installed controls under a Consent Decree i n  which the EPA had previously agreed that, when implemented, would satisfy the 
requirements for installing BART for nitrogen oxides. The EPA recently verbally indicated that it does not agree with all of 
PPL,'s conclusions and that it will be requesting additional information. PPL, will evaluate and respond in a timely manner to 
the EPA's request once it is received. 

PPL. cannot predict whether any additional reductions will be required in Pennsylvania or Montana. If additional reductions 
are required, the economic impact could be significant depending on what is required. 

LG&E and KU also submitted analyses of the visibility impacts of their Kentucky BART-eligible sources to the Kentucky 
Division for Air Quality (KDAQ). Only LG&Es Mill Creek plant was determined to have a significant regional haze impact. 
The KDAQ has submitted a regional haze state impleinentation plan (SIP) to the EPA which requires the Mill Creek plant to 
reduce its sulfuric acid mist emissions from Units 3 and 4. After approval of the Kentucky SIP by EPA and revision of the 
Mill Creek plant's Title V air permit, L,G&E intends to install sorbent injection controls at the plant to reduce sulfuric acid 
mist emissions. 

New Source Review (NSR) 

The EPA has reinitiated its NSR enforcement efforts. This initiative targets coal-tired power plants. The EPA has asserted 
that modification of these plants has increased their emissions, and consequently they are subject to stringent NSR 
requirements under the Clean Air Act. In April 2009, PPL received EPA information requests for its Montour and Brunner 
Island plants. The requests are similar to those that PPL received several years ago for its Colstrip, Corette and Martins 
Creek plants. PPL, and the EPA have exchanged certain information regarding this matter. In January 2009, PPL, and other 
companies that own or operate the Keystone plant in Pennsylvania received a notice of violation from the EPA alleging that 
certain projects were undertaken without proper NSR compliance. PPL cannot predict the outcome of this matter. 

In addition, in August 2007, L,G&E and KU received information requests for their Mill Creek. Trimble County, and Ghent 
plants, but have received no further communications from the EPA since providing their responses. PPL, cannot predict the 
outcome of these matters. 

In March 2009, KU received a notice of violation alleging that KU violated certain provisions of the Clean Air Act's rules 
governing NSR and prevention of significant deterioration by installing flue gas desulfurization and SCR controls at its 
Ghent generating station without assessing potential increased sulfuric acid mist emissions. KTJ contends that the work in 
question, as pollution control projects, was exempt from the requirements cited by the EPA. In December 2009, the EPA 
issued an information request seeking additional information on this matter. KU has exchanged settlement proposals and 
other information with the EPA regarding imposition of additional permit limits and emission controls and anticipates 
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continued settlement negotiations In addition, any settlement or future litigation could potentially encompass a September 
2007 notice of violation alleging opacity violations at the plant. Depending on the provisions of a final settlemcnt or the 
results of litigation, if any, resolution of this matter could involve significant incleased operating and capital expenditures. 
PPL is currently unable to predict the final outcome of this matter. 

If PPL subsidiaries are found to have violated NSR regulations, PPL would, among other things, be required to meet permit 
limits reflecting Best Available Control Technology (BACT) for the emissions of any pollutant found to have significantly 
increased due to a major plant modification. The costs to meet such limits, including installation of technology at certain 
units, could be significant. 

States and environmental groups also have initiated enforcement actions and litigation alleging violations of the NSR 
regulations by coal-fired plants, and PPL is unable to predict whether such actions will be brought against any of PPL's 
plants. 

Pursuant to the 2007 U.S. Supreme Court decision on global climate change, as discussed below, the EPA issued regulations 
governing carbon dioxide emissions from new or modified stationary sources under its NSR regulations. The regulations 
became effective beginning January 201 1. The NSR regulations require major new or modified sources of regulated 
pollutants to receive pre-construction and operating permits with limits that prevent the significant deterioration of air quality 
in areas that are in attainment of the ambient air quality standards for these pollutants. In May 2010, the EPA published a 
final rule establishing thresholds for regulating GHG emissions from major new or modified sources. Combined carbon 
dioxide emissions or carbon dioxide equivalent emissions of 100,000 tons or more per year will classify a source as major for 
permitting applicability purposes. The threshold for a major modification of a major source is an increase of carbon dioxide 
or carbon dioxide equivalent emissions of 75,000 tons per year, although a significant increase in non carbon dioxide 
regulated pollutants is also required for modifications undertaken prior to July 201 1. If a modification results in emissions 
increases exceeding the threshold, the plant will need to conduct an analysis of best available control technology for GHG 
and meet limits based on best available control technology. To date, the EPA has not provided final guidance on what 
constitutes best available control technology for GHG emissions, but has indicated in draft guidance that i t  may consider 
efficiency projects and other options as possible best available control technology rot carbon dioxide emissions from power 
plants. In addition, in December 2010, the EPA announced that it intends to promulgate New Source Performance Standards 
addressing GHG emissions from new and existing power plants, with a proposed rule anticipated to be published in July 201 1 
and a final rule issued in May 2012. The implications of these developments, including the outcome of any litigation 
challenging these regulations, are uncertain. 

Opacity 

From time to time, emissions from PPL's power plants may cause opacity issues, which may raise environmental concerns. 
PPL addresses these issues on a case-by-case basis. If it is determined that actions must be taken to address opacity issues, 
such actions could result in economic costs that are not now determinable, but could be significant. 

Trimble County Unit 2 Air Permit (PPL) 

The Sierra Club and other environmental groups petitioned the Kentucky Environmental and Public Protection Cabinet to 
overturn the air permit issued for the TC2 baseload generating unit, but the agency upheld the permit in  an Order issued in 
September 2007. In response to subsequent petitions by environmental groups, the EPA ordered certain non-material 
changes to the permit which were incorporated into a final revised permit issued by the KDAQ in  January 2010. In March 
2010, the environmental groups petitioned the EPA to object to the revised state permit. Until the EPA issues a final ruling 
on the pending petition and all available appeals are exhausted, PPL cannot predict the final outcome of this matter. 

Global Climate Change 

There is concern nationally and internationally about global climate change and the possible contribution of GHG emissions 
including, most significantly, carbon dioxide, from the combustion of fossil fuels. This has resulted in increased demands for 
carbon dioxide emission reductions from investors, environmental organizations, government agencies and the international 
community. These demands and concerns have led to federal legislative proposals, actions at regional, state and local levels, 
litigation relating to GHG emissions and the EPA regulations on GHGs. 

Greenhouse Gas Legislation 

While climate change legislation was considered during the 11 I th  Congress, the outcome of the 2010 elections has halted the 
debate on such legislation in the current 112th Congress. The timing and elements of any future legislation addressing GHG 
emission reductions are uncertain at this time. In the current Congress, legislation barring EPA from regulating greenhouse 
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gas emissions under the existing authority 01 the Clean Air Act has been passed by the 1J.S. House of Representatives. 
Various bills providing for barring 01 delaying EPA from regulating greenhouse gas emissions have been introduced in  the 
U.S. Senate, but the prospects for passage of such legislation remain uncertain. At the state level, the 2010 elections in 
Pennsylvania have also reduced the likelihood of GHG legislation in the near term, nor are there currently any prospects for 
such legislation in  Kentucky or Montana. 

Greenhouse Gas Regulations and Tort Litigation 

As a result of the April 2007 U.S. Supreme Court decision that the EPA has the authority to regulate GHG emissions from 
new motor vehiclcs undcr the Clean Air Act, in April 2010, the EPA and the U.S. Department of Transportation issued new 
light-duty vehiclc emissions standards that will apply beginning with 2012 model year vehicles. The EPA has also clarified 
that this standard triggers regulation 01 GHG emissions from stationary sources under the NSR and Title V operating permit 
provisions of the Clean Air Act starting in  201 1. This means that any new sources or major modifications to existing sources 
causing a net significant emissions increase requires BACT permit limits for GHGs. The EPA recently proposed guidance 
for conducting a BACT analysis for projects that trigger such a review. In addition, New Source Performance Standards lor 
new and existing power plants are expected to be proposed in July 201 1 and finalized in May 2012 See NSR discussion 
above. 

At the regional level, ten northeastern states signed a Memorandum of IJnderstanding (MOIJ) agreeing to establish a GHG 
emission cap-and-trade program, called the Regional Greenhouse Gas Initiative (RGGI). The program commenced in 
January 2009 and calls for stabilizing carbon dioxide emissions, at base levels established in 2005, from electric power plants 
with capacity greater than 25 MW. The MOIJ also provides for a 10% reduction in  carbon dioxide emissions from base 
levels by 20 19. 

Pennsylvania has not stated an intention to join RGGI, but has enacted the Pennsylvania Climate Change Act of 2008 
(PCCA). The PCCA established a Climate Change Advisory Committee to advise the DEP on the development of a Climate 
Change Action Plan. In December 2009, the Advisory Committee finalized its Climate Change Action Report which 
identifies specific actions that could result in reducing GHG emissions by 30% by 2020. Some of the proposed actions, such 
as a mandatory 5% efficiency improvcment at power plants, could be technically unachievable. To date, there have been no 
regulatory or legislative actions taken to implement the recommendations of the report. In addition. legislation has been 
introduced and amendments filed to several bills that would, if enacted, significantly increase renewable and solar supply 
requirements. It is highly unlikely that this legislation will achieve passage in the 201 1 legislative session. 

Eleven Western states, including Montana and certain Canadian provinces, are members of the Western Climate Initiative 
(WCI). The WCI has established a goal of reducing carbon dioxide emissions 15% below 2005 levels by 2020 and is 
currently developing GHG emission allocations, offsets, and reporting recommendations. 

In November 2008, the Governor of Kentucky issued a comprehensive energy plan including non-binding targets aimed at 
promoting improved energy efficiency, development of alternative energy, development of carbon capture and sequestration 
projects, and other actions to reduce GHG emissions. In December 2009, the Kentucky Climate Action Plan Council was 
established to develop an action plan addressing potential GHG reductions and related measures. A final plan is expected in  
201 1. The impact of any such plan is not now determinable. 

A number of lawsuits have been filed asserting common law claims including nuisance, trespass and negligence against 
various companies with GHG emitting facilities. and the law remains unsettled on these claims. In Scptember 2009, the U.S. 
Court of Appeals for the Second Circuit in the case of AEP v. Connecticut reversed a federal district court's decision and 
ruled that several states and public interest groups, as well as the City of New York, could sue five electric utility companies 
under federal common law for allegedly causing a public nuisance as a result of their emissions of GHGs. In April 2010, the 
U.S. Supreme Court heard oral arguments on this matter and a decision is pending. In Comer v. Murphy Oil, the U.S. Court 
of Appeals for the Fifth Circuit recently declined to overturn a district court ruling that plaintiffs did not have standing to 
pursue common law claims against companies that emit GHGs. The complaint in the Comer case named the previous 
indirect parent of L,G&E and KIJ as a defendant based upon emissions from the Kentucky plants. In January 201 1, the 
Supreme Court denied a pending petition to reverse Court of Appeals' ruling which has effectively brought the case to an end. 
However, additional litigation in federal and state courts over these issues is continuing. 

PPL continues to evaluate options for reducing, avoiding, off-setting or sequestering its carbon dioxide emissions. In 2010, 
PPL's power plants (based on PPL's equity share of these assets) emitted approximately 37 million tons of carbon dioxide 
(including 6 million tons of emissions from the LKE plants after their acquisition on November 1, 2010) compared to 29 
million tons in 2009. 
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Renewable Energy Legislation 

There has been interest in renewable energy legislation at both the state and federal levels. At the federal level, House and 
Senate bills proposed in the 11 1 th Congress would have imposed mandatory renewable energy supply and energy efficiency 
requirements in  the 15% to 20% rangc by approximately 2020. Currently, there are discussions regarding a Clean Energy 
Standard that addresses not only renewables but also encourages clean energy requirements (as yet to be defined). At this 
time, PPL does not expect similar legislation to progress at the federal or state levels (beyond what is otherwise already 
required in  Pennsylvania) i n  the near term. 

PPL believes there are financial, regulatory and logistical uncertainties related to GHG reductions and the implementation ol" 
rencwable energy mandates. These will need to be resolved before the impact of such rcquirernents on PPL can be 
meaningfully estimated. Such uncertainties, among others, include the need to provide back-up supply to augment 
intermittent renewable generation, potential generation oversupply that could result from such renewable generation and 
back-up, impacts to PJM's capacity market and the need for substantial changes to transmission and distribution systems to 
accommodate renewable energy. These uncertainties are not directly addressed by proposed legislation. PPL cannot predict 
at this time the effect on its future competitive position, results of operation, cash flows and financial position, of any GHG 
emissions, renewable energy mandate or other global climate change requirements that may be adopted, although the costs to 
implement and comply with any such requirements could be significant. 

Waterwaste 

Coal Combustion Residuals (CCRs) 

In June 2010, the EPA proposed two approaches to regulating the disposal and management of coal combustion residuals 
under the Resource Conservation and Recovery Act (RCRA). CCRs include fly ash, bottom ash and scrubber wastes. The 
first approach would regulate CCRs as a hazardous waste under Subtitle C of RCRA. This approach would have very 
significant impacts on any coal-fired plant, and would require plants to retrofit their operations to comply with full hazardous 
waste requirements from the generation of CCRs and associated wastc waters through transportation and disposal. This 
would also have a negative impact on the beneficial use of CCRs and could eliminate existing markets for CCRs. The second 
approach would regulate CCRs as a solid waste under Subtitle D of RCRA. This approach would mainly affect disposal and 
most significantly affect any wet disposal operations. Under this approach, many of the current markets for beneficial uses 
would not be affected. Currently, PPL expects that several of its plants in Kentucky and Montana could be significantly 
impacted by the requirements of Subtitle D of RCRA, as these plants are using surface impoundments for management and 
disposal of CCRs. 

The EPA has issued information requests on CCR management practices at numerous plants throughout the power industry 
as it considers whether or not to regulate CCRs as hazardous waste. PPL has provided information on CCR management 
practices at most of its plants in response to the EPA's requests. In addition, the EPA has conducted follow-up inspections to 
evaluate the structural stability of CCR management facilities at several PPL plants and PPL has implemented certain actions 
in response to recommendations from these inspections. 

In June 2009, the EPA's Office of Enforcement and Compliance Assurance issued a much broader information request to 
Colstrip and 18 other non-affiliated plants, seeking information under the RCRA, the Clean Water Act and the Emergency 
Planning and Community Right-to-Know Act. PPL responded to the EPA's broader information request. Although the 
EPA's enforcement office issued the request, the EPA has not necessarily concluded that the plants are in violation of any 
EPA requirements. The EPA conducted a multi-media inspection at Colstrip in August 2009 and issued a report in December 
2010 stating that the EPA did not identify any violations of the applicable compliance standards for the Colstrip facility. 

PPL cannot predict at this time the final requirements of the EPA's CCR regulations and what impact, if any, they would have 
on PPL's facilities, but the economic impact to PPL could be significant. 

Martins Creek Fly Ash Release 

In 2005, there was a release of approximately 100 million gallons of water containing fly ash from a disposal basin at the 
Martins Creek plant used in connection with the operation of the plant's two 150 MW coal-fired generating units. This 
resulted in ash being deposited onto adjacent roadways and fields, and into a nearby creek and the Delaware River. PPL 
determined that the release was caused by a failure in the disposal basin's discharge structure. PPL conducted extensive 
clean-up and completed studies, in conjunction with a group of natural resource trustees and the Delaware River Basin 
Commission, evaluating the effects of the release on the river's sediment, water quality and ecosystem. 
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The Pennsylvania DEP Gled a complaint in Pennsylvania Commonwealth Court against PPL, Martins Creek and PPL. 
Generation, alleging violations of various state laws and regulations and seeking penalties and injunctive relief. PPL and the 
Pennsylvania DEP have settled this matter. The settlement also required PPL to submit a report on the completed studies of 
possible natural resource damages. PPL subsequently submitted the assessment report to the Pennsylvania and New Jersey 
regulatory agencies and has continued discussing potential natural resource damages and mitigation options with the 
agencies. 

Through March 31, 201 I ,  PPL Energy Supply has spent $28 million for remediation and related costs and an insignificant 
remediation liability remained. PPL. and PPL, Energy Supply cannot be certain 01 the outcome of the natural resource damage 
assessment or the associated costs, the outcome ol any lawsuit that may be brought by citixns or businesses or the exact 
nature of any other regulatory or other legal actions that may be initiated against PPL,. PPL, Energy Supply or their 
subsidiaries as a result of the disposal basin release. 

Basin Seepage - Pennsylvania and Kentucky 

Seepages have been detected at active and retired wastewater basins at various PPL, plants. PPL has completed or is 
completing assessments of seepages at various facilities and is working with agencies to implement abatement measures for 
those seepages, where required. The potential cost to address identified seepages or other seepages at PPL plants is not now 
determinable, but could be significant. 

Basin Seepage .I Montana 

In 2007, six plaintiffs filed a lawsuit in the Montana Sixteenth Judicial District Court against the Colstrip plant owners 
asserting property damage claims from seepage from wastewater ponds at Colstrip. A tentative settlement agreement was 
reached in July 2010. The settlement is not yet final, and may not be honored by the plaintiffs, but PPL Montana's share is 
not expected to be  significant^ 

Conemaugh River Discharges 

In April 2007, PennEnvironment and the Sierra Club brought a Clean Water Act citizen suit in the U.S. District Court for the 
Western District of Pennsylvania (the Western District Court) against GenOn Northeast Management Company (then known 
as Reliant Energy Northeast Management Company) (GenOn), as operator of Conemaugh Generating Station (CGS), seeking 
civil penalties and injunctive relief for alleged violations of CGS's NPDES water discharge permit. A PPL, Energy Supply 
subsidiary holds a 16.25% undivided, tenant in common ownership interest in CGS. 

Throughout the relevant time period, the operators of CGS have worked closely with the Pennsylvania DEP to ensure that the 
facility is operated in a manner that does not cause any adverse environmental impacts to the Conemaugh River. a waterway 
already significantly impacted by discharges from abandoned coal mines and other historical industrial activity with respect 
to which neither PPL, nor CGS had any involvement. Pursuant to a Consent Order and Agreement between the Pennsylvania 
DEP and GenOn (the CGS COA), a variety of studies have been conducted, a water treatment facility for cooling tower 
blowdown has been designed and built, and a second treatment facility for flue gas desulfurization effluent has been designed 
(and is awaiting final Pennsylvania DEP approval for construction), all in order to comply with the stringent limits set out in 
CGS's NPDES permit. 

In the lawsuit, GenOn has argued that the CGS COA should preclude the plaintiffs from maintaining their lawsuit, but the 
Western District Court has disagreed and there is no binding precedent on the matter. The Western District Court initially 
dismissed plaintiffs' lawsuit in December 2009 for lack of standing, but in September 2010 granted plaintiffs' motion for 
reconsideration and reinstated the lawsuit. In both cases, the Western District Court disagreed that the CGS COA precluded 
the lawsuit. 

In March 201 1, the Western District Court entered a partial summary ,judgment in the plaintiffs' favor, declaring that 
discharges from CGS violated the NPDES permit. The case is set for a non-jury trial starting in June 201 1, at which time the 
Western District Court is expected to determine what, if any, civil penalties and injunctivc relief might be appropriate. In the 
event of an adverse verdict at trial, an appeal is likely. If the plaintiffs are ultimately successful, PPL could incur its share of 
any civil penalties and costs to implement additional discharge reductions. PPL cannot predict the outcome of this matter, 
but does not expect it to be significant. 

Other Issues 

In 2006, the EPA significantly decreased to 10 parts per billion (ppb) the drinking water standards related to arsenic. In 
Pennsylvania, Montana and Kentucky, this arsenic standard has been incorporated into the states' water quality standards and 
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could result in more sttingent limits in NPDES permits for its Pennsylvania, Montana and Kentucky plants. Subsequently, 
the EPA developed a draft risk assessment for arsenic that increases the cancer risk exposure by more than 20 times, which 
would lower the current standard from 10 ppb to 0.1 ppb. If the lower standard becomes effectivc, costly treatment would be 
required to attempt to meet the standard and, at this time, there is no assurance that it could be achieved. 

The EPA is rcassessing its polychlot inated biphenyls (PCB) regulations under thc Toxics Substance Control Act, which 
currently allow ccrtain PCB articles to remain in USC. In April 2010, ttic EPA issued an Advanced Notice of Proposed 
Rulemaking for changes to these regulations. This rulemaking could lead to a phase-out of all PCB-containing eyuipmcnt. 
PPL cannot pIedict at this time the outcome of these proposed EPA regulations and what impact, if any, they would have on 
PPL's facilities, but the costs to PPL could be significant. 

The EPA finalized requirements in 2004 for new or modified cooling water intake structures. These requirements affect 
where generating facilities are built, establish intake design standards and could lead to requirements for cooling towers at 
new and modified power plants. Another rule, finalized in 2004, that addressed existing structures was withdrawn following 
a 2007 decision by the U.S. Court of Appeals for the Second Circuit. In 2009, however, the U.S. Supreme Court ruled that 
the EPA has discretion to use cost-benefit analysis in determining the best technology available for minimizing adverse 
environmental impact to aquatic organisms. The EPA published the proposed rule in the Federal Register in April 201 I .  
The 90-day comment period ends in July 201 1. The final rule is to be issued by July 2012. The industry and PPL are 
reviewing the proposed rule and will be submitting comments. The proposed rule contains two requirements to reduce 
impact to aquatic organisms. The first requires all existing facilities to meet standards for the reduction of' mortality of 
aquatic organisms that become trapped against water intake screens regardless of the levels of mortality actually occurring or 
the cost of achieving the requirements. A form of cost-benefit analysis is allowed for the second requirement when 
determining mortality of aquatic organisms that are pulled through the plant's cooling water system. This process involves a 
site-specific evaluation based on nine factors including impacts to energy delivery reliability and remaining useful life of the 
plant. Since the rule is written to allow for certain site-specific determinations of the best technology available, state 
implementation of the rule could impose requirements that could result in significant costs to PPL plants ranging from 
installation of fine mesh screens on cooling water intakes to construction of cooling towers. PPL will be unable to determine 
the exact impact until a final rule is issued and the required studies have been completed. 

In October 2009, the EPA released its Final Detailed Study of the Steam Electric Power Generating effluent limitations 
guidelines and standards. Final regulations are expected to be effective in 2013. PPL expects the revised guidelines and 
standards to be more stringent than the current standards, which could result in more stringent discharge permit limits. 

PPL has signed a Consent Order and Agreement (the Brunner COA) with the Pennsylvania DEP under which it agreed, under 
certain conditions, to take further actions to minimize the possibility of fish kills at its Brunner Island plant. Fish are 
attracted to warm water in the power plant discharge channel, especially during cold weather. Debris at intake pumps can 
result in a unit trip or reduction in load, causing a sudden change in water temperature. PPL has committed to construct a 
barrier to prevent debris from entering the river water intake area, pending receipt of regulatory permits, at a cost of 
approximately $4 million. 

PPL has also investigated alternatives to exclude fish from the discharge channel and submitted three alternatives to the DEP. 
According to the Brunner COA, once the cooling towers at Brunner Island became operational, PPL must implement one of 
these fish exclusion alternatives if a fish kill occurs in the discharge channel due to thermal impacts from the plant. 
Following start-up of the cooling towers in April 2010, several hundred dead fish were found in the cooling tower intake 
basket although there were no sudden changes in water temperature. In the third quarter of 2010, PPL discussed this matter 
with the DEP and both parties agreed that this condition was not one anticipated by the Brunner COA, thereby concluding it 
did not trigger a need to implement a fish exclusion project. At this time, no fish exclusion project is planned. 

In May 2010, the Kentucky Waterways Alliance and other environmental groups filed a petition with the Kentucky Energy 
and Environment Cabinet challenging the Kentucky Pollutant Discharge Elimination System permit issued in April 2010, 
which covers water discharges from the Trimble County station. In November 2010, the Cabinet issued a final order 
upholding the permit. In December 2010, the environmental groups appealed the order to Trimble Circuit Court. PPL is 
unable to predict the outcome or impact of this matter. 

SuDerfund and Other Remediation (PPL, PPL Energy Supply and PPL Electric) 

PPL is a potentially responsible party at several sites listed by the EPA under the federal Superfund program, including the 
Columbia Gas Plant Site, the Metal Bank site and the Ward Transformer site. Clean-up actions have been or are being 
undertaken at all of these sites, the costs of which have not been significant to PPL. However, should the EPA require 
different or additional measures in the future, or should PPL's share of costs at multi-party sites increase significantly more 
than currently expected, the costs to PPL could be significant. 
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PPL. is remediating or has completed the remediation of several sites that were not addressed under a regulatory program 
such as Superfund, but for which PPL may be liable for remediation. These include a number of former coal gas 
manufacturing facilities in  Pennsylvania and Kentucky previously owned or operated or currently owned by predecessors or 
affiliates 01 PPL.. Thcrc are additional sites. lorinerly owned 01 operated by PPL, predecessors or affiliates, for which PPL. 
lacks information on current site conditions and is therefore unable to predict what. i f  any, potential liability i t  may have. 

Depending on the outcome of investigations at sites where invcstigations have not begun or been coinpleted or developments 
at sites for which PPL. currently lacks information, the costs of remediation and other liabilities could be substantial. PPL and 
its subsidiaries also could incui other non-remcdiation costs at sites included in current consent orders or other contaminated 
sites, the costs of which are not now determinable but could be significant 

The EPA is evaluating the risks associated with polycyclic aroinatic hydrocarbons and naphthalene, chemical by-products of 
coal gas manufacturing. As a result of the EPA's evaluation, individual states may establish stricter standards for water 
quality and soil cleanup. This could require several PPL, subsidiaries to take more extensive assessment and remedial actions 
at former coal gas manufacturing facilities The costs to PPL. of complying with any such requirements are not now 
determinable, but could be significant. 

TJnder the Pennsylvania Clean Streams L,aw. subsidiaries of PPL Generation are obligated to remediate acid mine drainage at 
former mine sites and may be required to take additional steps to prevent potential acid mine drainage at previously capped 
refuse piles. One PPL, Generation subsidiary is pumping mine water at two mine sites and treating water at one of these sites. 
Another PPL, Generation subsidiary has installed a passive wetlands treatment system at a third site. At March 71, 201 1, PPL 
Energy Supply had accrued a discounted liability of$26 million to cover the costs of pumping and treating groundwater at 
the two mine sites for SO years and lor operating and maintaining passive wetlands treatment at the third site. PPL Energy 
Supply discounted this liability based on risk-free rates at the time of the mine closures. The weighted-average rate used was 
8.16%. Expected undiscounted payments are estimated at $2 million for 201 1, $1 million each of the years from 2012 
through 2014, $2 million for 2015, and $137 million for work after 2015. 

From time to time, PPL, undertakes remedial action in response to spills or other releases at various on-site and off-site 
locations, negotiates with the EPA and state and local agencies regarding actions necessary for compliance with applicable 
requirements, negotiates with property owners and other third parties alleging impacts from PPL,'s operations, and undertakes 
similar actions necessary to resolve environmental matters which arise in the course of normal operations. Based on analyses 
to date. resolution of these general environmental matters is not expected to have a material adverse impact on PPL's 
operations. 

Future cleanup or remediation work at sites currently under review, or at sites not currently identified, may result in material 
additional operating costs for PPL subsidiaries that cannot be estimated at this time. 

Electric and Magnetic Fields (PPL, PPL Energy Supply a id  PPL Electric) 

Concerns have been expressed by some members of the public regarding potential health effects of power frequency EMFs, 
which are emitted by all devices carrying electricity, including electric tiansmission and distribution lines and substation 
equipment. Government of€icials in the U.S. and the 1J.K. have reviewed this issue. The 1J.S. National Institute of 
Environmental Health Sciences concluded in 2002 that, for most health outcomes, there is no evidence that EMFs cause 
adverse effects. The agency further noted that there is some epidemiological evidence of an association with childhood 
leukemia, but that the evidence is difficult to interpret without supporting laboratory evidence. The U.K. National 
Radiological Protection Board (part of the U.K. Health Protection Agency) concluded in 2004 that, while the research on 
EMFs does not provide a basis to find that EMFs cause any illness, there is a basis to consider precautionary measures 
beyond existing exposure guidelines. The Stakeholder Group on Extremely L.ow Frequency EMF, set up by the U.K. 
Government, has issued two reports, one in April 2007 and one in June 2010, describing options for reducing public exposure 
to EMF. The 1J.K. Government responded to the first report in 2009, agreeing to some of the proposals, including a proposed 
voluntary code to optimally phase 132 kilovolt overhead lines to reduce public exposure to EMF where it is cost effective to 
do so. The U.K. Government is currently considering the second report which concentrates on EMF exposure from 
distribution systems. PPL. and its subsidiaries believe the current efforts to determine whether EMFs cause adverse health 
effects should continue and are taking steps to reduce EMFs, where practical, in  the design of new transmission and 
distribution facilities. PPL, and its subsidiaries are unable to predict what effect, if any, the EMF issue might have on their 
operations and facilities either in the U.S. or the TJ.K., and the associated cost, or what, if any, liabilities they might incur 
related to the EMF issue. 
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Environmental Matters - WPD (PPL) 

WPD's distribution businesses are subject to environmental regulatory and statutory requirements. PPL believes that WPD 
has taken and continues to take measures to comply with the applicable laws and governmental regulations for the protection 
of the environment. 

Thc U.K. Governrncnt has implemented a project to alleviate the impact of flooding on the U.K. utility infrastructure, 
including major electricity substations. WPD has agreed with the Ofgem to spend $28 million on llood prevention, which 
will be recovered through rates during the five-year period commencing April 2010. WPD is currently liaising on sitc- 
specific proposals with local offices of a U.K. Government agency. 

U.K. legislation has been passed that imposes a duty on certain companies, including WPD, to report on climate change 
adaptation. The first information request was received by WPD in March 2010, with reports due for submission by June 
201 1. WPD has worked with other U.K. electricity network operators to undertake research with the internationally 
recognized U.K. Met Office (the national weather service) and to report using common agreed methodology. 

There are no other material legal or administrative proceedings pending against or related to WPD with respect to 
environmental matters. See "Electric and Magnetic Fields," above, for a discussion of EMFs. 

Other 

Nuclear Insurance (PPL arid PPL Energy Supply) 

PPL Susquehanna is a member of certain insurance programs that provide coverage for property damage to members' nuclear 
generating plants. Facilities at the Susquehanna plant are insured against property damage losses up to $2.75 billion under these 
programs. PPL Susquehanna is also a member of an insurance program that provides insurance coverage for the cost of 
replacement power during prolonged outages of nuclear units caused by certain specified conditions. 

Under the property and replacement power insurance programs, PPL Susquehanna could be assessed retroactive premiums in 
the event of the insurers' adverse loss experience. At March 31,201 1, this maximum assessment was $40 million. 

In the event o fa  nuclear incident at the Susquehanna plant, PPL Susquehanna's public liability for claims resulting fTom such 
incident would be limited to $I  2.6 billion under provisions of The Price-Anderson Act Amendments under the Energy Policy 
Act of 2005. PPL Susquehanna is protected against this liability by a combination of commercial insurance and an industry 
assessment program. 

In the event of a nuclear incident at any of the reactors covered by The Price-Anderson Act Amendments under the Energy 
Policy Act of 2005, PPL Susquehanna could be assessed up to $235 million per incident, payable at $35 million per year. 

At March 31, 201 1, the property, replacement power and nuclear incident insurers maintained an A.M.. Best financial strength 
rating of A ("Excellent"). 

Guarantees arid Other Assurances 

(PPL, PPL Eriergy Supply and PPL Electric) 

In the normal course of business, PPL, PPL Energy Supply and PPL Electric enter into agreements that provide financial 
performance assurance to third parties on behalf of certain subsidiaries. Such agreements include, for example, guarantees, 
stand-by letters of credit issued by financial institutions and surety bonds issued by insurance companies. These agreements 
are entered into primarily to support or enhance the creditworthiness attributed to a subsidiary on a stand-alone basis or to 
facilitate the commercial activities in  which these subsidiaries enter. 

(PPL) 

PPL fully and unconditionally guarantees all of the debt securities of PPL Capital Funding. 

(PPL, PPL Eriergy Supply and PPL Electric) 

The table below details guarantees provided as of March 31,201 1. The total recorded liability at March 31,201 1 and 
December 31,2010 was $15 million and $14 million for PPL. Other than as noted in the descriptions for "WPD guarantee of 
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pension and other obligations of unconsolidated entities," the probability of expected payment/perrormance under each of 
these guarantees is rcmote. 

PPI, (I>) 
lndcmnifications for sale 01 PPL Gas Utilities 
Indemnifications of LKE 
WPII indemnifications for entities in liquidation and sales of assets 
WPD guarantee of pension and other obligations of unconsolidated entities 
Tax indemnilication related to unconsolidated WPD afliliates 

PPL Enerw Supply (h) 
Letteis of credit issued on behalf of affiliates 
Retrospective premiums under nuclear insurance programs 
Nuclear claims assessment under The PriceAnderson Act Amendments under The Energy Policy Act of 2005 
Indemnifications for sales of assets 
Indemnification to operators of jointly owned facilities 
Guarantee 01 a portion of a divested unconsolidated entity's debt 

Exposure at 
March 31,2011 (a) 

$ 300 (c) 
301 (d) 
295 (e) 
66 (1) 

8 (g) 

20 (i) 
40 (1) 

235 (k) 
338 (I) 

22 (n) 
6 (m) 

Expiration 
1)ate 

2021 - 2021 
2013 -2018 

2015 
2012 

201 1 - 2014 

201 2 - 2025 

2018 

Represents the estimated maximum potential amount of future payments that could he required to he made under the guarantee 
PPL. is not liable for ohligations under guarantees provided by LKE and WPD, as the beneliciaries of the guarantees do not have recourse to PPL.. 
PPL has provided indemnification to the purchaser of PPL Gas Ut es and Penn Fuel Propane, L.LC for damages arising out of any breach of the 
representations, warranties and covenants under the related transaction agreement and for damages arising out of certain other matters, including 
certain pre-closing unknown environmental liabilities relating to former manufactured gas plant properties or off-site disposal sites, if any, outside of 
Pennsylvania The indemnification provisions for most representations and warranties, including tax and environmental matters, are capped at $45 
million, in the aggregate, and are triggered (i) only if the individual claim exceeds $50,000, and (ii) only if, and only to the extent that, in the aggregate, 
total claims exceed $4.5 million The indemnification provisions for most representations and warranties expired on September 30,2009 without any 
claims having been made. Certain representations and warranties, including those having to do with transaction authorization and title, survive 
indefinitely, are capped at the purchase price and are not subject to the above threshold or deductible. The indemnification provision for the tax 
matters representations survives for the duration of the applicable statute of limitations, and the indemnification provision for the environmental 

representations survives for a period of three years after the transaction closing. The indemnification relating to unknown environmental 
es for manufactwed gas plants and disposal sites outside of Pennsylvania could survive more than three years, hut only with respect to 

applicable property or sites identified by the purchaser prior to the third anniversary of the transaction closing. The indemnification for covenants 
survives until the applicable covenant is performed and is not subject to any cap. 
LKE provides certain indemnifications, the most significant of which relate to the termination of the WKE lease in July 2009 These guarantees cover 
the due and punctual payment, performance and discharge by each party of its respective present and future obligations. The most comprehensive of 
these guarantees is the LKE guarantee covering operational, regulatory and environmental commitments and indemnifications made by WKE under the 
WKE Transaction Termination Agreement. This guarantee has a term of 12 years ending July 2021, and a cumulative maximum exposure of $200 
million. Certain items such as non-excluded government fines and penalties fall outside the cumulative cap. Another guar'antee with a maximum 
exposure of $1 00 million covering other indemnifications expires in 2023 Certain matters are currently under discussion among the parties, including 
one matter currently in arbitration, the outcomes of which cannot he predicted at this time. Additionally, LKE has indemnified various third parties 
related to historical obligations for other divested subsidiaries and affiliates. The indemnifications vary by entity and the maximum amount limits 
range from being capped at the sale price to no specified maximum; however, LKE is not aware of formal claims made by any party at this time LKE 
could be required to perform on these indemnifications in the event of covered losses or liabilities being claimed by an indemnified party. No 
additional material loss is anticipated by reason of such indemnification. 
In connection with the liquidation of wholly owned subsidiaries that have been deconsolidated upon turning the entities over to the liquidators, certain 
affiliates of PPL Global have agreed to indemnify the liquidators, directors and/or the entities themselves for any liabilities or expenses arising during 
the liquidation process. including liabilities and expenses of the entities placed into liquidation. In some cases, the indemnifications are limited to a 
maximum amount that is based on distributions made from the subsidiary to its parent either prior or subsequent to being placed into liquidation. In 
other cases, the maximum amount of the indemnifications is not explicitly stated in the agreements. Thc indemnifications generally expire two to 
seven years subsequent to the date of dissolution of the entities. The exposure noted only includes those cases in which the agreements provide for a 
specific limit on the amount of the indemnification, and the expiration date was based on an estimate of the dissolution date of the entities 

In connection with their sales of various businesses, WPD and its affiliates have provided the purchasers with indemnifications that are standard for 
such transactions, including indemnifications for certain pre-existing liabilities and environmental and tax matters. In addition, in connection with 
certain of these sales, WPD and its affiliates have agreed to continue their obligations under existing third-party guarantees, either for a set period of 
time following the transactions 01 upon the condition that the purchasers make reasonable efforts to terminate the guarantees. Finally, WPD and its 
affiliates remain secondarily responsible for lease payments under certain leases that they have assigned to third parties. 
As a result of the privatization of the utility industry in the U K., certain electric associations' roles and responsibilities were discontinued or modified 
As a result, certain obligations, primarily pension-related, associated with these organizations have been guaranteed by the participating members 
Costs are allocated to the members based on predetermined percentages as outlined in specific agreements. However, if a member becomes insolvent, 
costs can be reallocated to and are guaranteed by the remaining members. At March 31,201 1, WPD has recorded an estimated discounted liability 
based on its current allocated percentage of the total expected costs for which the expected payment/perforrnance is probable Neither the expiration 
date nor the maximum amount of potential payments for certain obligations is explicitly stated in the related agreements. Therefore, they have been 
estimated based on the types of obligations. 
Two WPD unconsolidated affiliates were refinanced during 2005. Under the terms of the refinancing, WPD has indemnified the lender against certain 
tax and other liabilities 
Other than the letters of credit, all guarantees of PPL Energy Supply, on a consolidated basis, also apply to PPL on a consolidated basis. 
Standby letter of credit arrangements under PPL Energy Supply's credit facilities for the purposes of protecting various third parties against 
nonperformance by PPL. This is not a guarantee by PPL on a consolidated basis. 
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(j) 

(k) 

(I) 

PPL Susquehanna is contingently obligated to pay this amount related to potential retrospective premiums that could be assessed under its nuclear 
insurance programs See "Nuclear Insurance," above, for additional information. 
This is the maximum amount PPL Susquehanna could be assessed for each incident at any of the nuclear reactors covered by this Act See "Nuclear 
Insurance," above foi additional information 
PPL Energy Supply's maximum exposure with respcct to certain indemnifications and the expiration of the indemnifications cannot be estimated 
because, in the case of certain indemnification provisions, the maximum potential liability is not capped by the transaction documents and the 
expiration date is based on the applicable statute of limitations. 'The exposure and expiration dates noted are only for those c a w  in which the 
agreements provide for specific limits. 

A subsidiary of PPL Energy Supply has agreed to provide indemnification to the purchaser of the Long Island generation business lor damages arising 
out of any breach of the representations, warranties and covenants under the rclated transaction agreement and for damages arising out of certain other 
matters. including liabilities relating to certain renewable energy facilities which were previously owned by one of the PPL subsidiaries sold in the 
transaction but which were unrelated to the Long Island generation business The indemnification provisions are subject to certain customary 
limitations, including thresholds for allowable claims, caps on aggregate liability, and time limitations tor claims arising out of breaches of most 
representations and warranties 

A subsidiary of PPL Energy Supply has agreed to provide indemnification to the purchasers of the Maine hydroelectric facilities for damages arising 
out of any breach of the representations, warranties and covenants under the respective transaction agreements and for damages arising out of certain 
other matters, including liabilities of the PPL Energy Supply subsidiary relating to the pre-closing ownership or operation of those hydroelectric 
facilities The indemnification obligations are subject to certain customary limitations, including thresholds for allowable claims, caps on aggregatc 
liability, and time limitations for claims arising out of breaches of representations and warranties. 

Subsidiaries of PPL Energy Supply have agreed to provide indemnification to the purchasers of certain non-core generation fac 
201 1 (see Note 8 for additional information) for damages arising out of any breach of the representations, warranties and covenants under the related 
transaction agreements and for damages arising out of certain other matters relating to the facilities that were the subject of the transaction, including 
certain reduced capacity payments (if any) at one of the facilities in the event specified PJM rule changes are proposed and become effective. The 
indemnification provisions are subject to certain customary limitations, including thresholds for allowable claims, caps on aggregate liability, and time 
limitations for claims arising out of breaches of most representations and warranties. 

(m) In December 2007, a subsidiary of PPL Energy Supply executed revised owners agreements for two jointly owned facilities, the Keystone and 
Conemaugh generating stations The agreements require that in the event of any default by an owner, the other owners fund contributions for the 
operation of the generating stations, based upon their ownership percentages. The maximum obligation among all owners, for each station, is currently 
$20 million. The non-defaulting owners, who make up the defaulting owner's obligations, are entitled to the generation entitlement of the defaulting 
owner, based upon their ownership percentage. The agreements do not have an expiration date 
A PPL Energy Supply subsidiary owned a one-third equity interest in Safe Harbor Water Power Corporation (Safe Harbor) that was sold in March 
201 1 Beginning in 2008, PPL Energy Supply guaranteed one-third of any amounts payable with respect to certain senior notes issued by Safe Harbor. 
Per the terms of the sale agreement, PPL Energy Supply continues to guarantee the portion of Safe Harbor's debt, but received a cross-indemnity from 
the purchaser in the event PPL Energy Supply is required to make a payment under the guarantee. Exposure noted reflects principal only. See Note 8 
for additional information on the sale of this interest. 

(n) 

PPL, PPL Energy Supply and PPL Electric and their subsidiaries provide other miscellaneous guarantees through contracts 
entered into in the normal course of business. These guarantees are primarily in the form of indemnification or warranties 
related to services or equipment and vary in duration. The amounts of these guarantees often are not explicitly stated, and the 
overall maximum amount of the obligation under such guarantees cannot be reasonably estimated. Historically, PPL, PPL 
Energy Supply and PPL Electric and their subsidiaries have not made any significant payments with respect to these types of 
guarantees and the probability of payment/performance under these guarantees is remote. 

PPL, on behalf of itself and certain of its subsidiaries, maintains insurance that covers liability assumed under contract for 
bodily injury and property damage. The coverage requires a maximum $4 million deductible per occurrence and provides 
maximum aggregate coverage of $200 million. This insurance may be applicable to obligations under certain of these 
contractual arrangements. 

11. Related Party Transactions 

(PPL Energy Supply and PPL Electric) 

PLR Contracts 

PPL Electric holds competitive solicitations for PLR generation supply. See Note 10 for additional information on the 
solicitations. PPL EnergyPlus has been awarded a portion of the supply. PPL Electric's purchases from PPL EnergyPlus 
totaled $6 million for the three months ended March 31,201 1 and $1 15 million during the same period in 2010, and are 
included in the Statements of Income as "Wholesale energy marketing to affiliate" by PPL Energy Supply, and as "Energy 
purchases from affiliate" by PPL Electric. 

See Note 2 for additional information regarding PPL Electric's purchases of accounts receivable from PPL EnergyPlus. 

Under the standard Supply Master Agreement for the bid solicitation process, PPL Electric requires all suppliers to post 
collateral once credit exposures exceed defined credit limits. In no instance is PPL Electric required to post collateral to 
suppliers under these supply contracts. PPL EnergyPlus is required to post collateral with PPL Electric: (a) when the market 
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price of electricity to be delivered by PPL, EnergyPlus exceeds the contract price for the forecasted quantity of electricity to 
be delivered and (b) this market price exposure exceeds a contractual credit limit. Based on the current credit rating of PPL. 
Energy Supply, as guarantor, this credit limit is $3.5 million at March 31, 201 1. 

PPL Energy Supply has credit exposure to PPL. Electric under certain cnergy supply contracts. See Note I3 for additional 
information on this credit exposure. 

Allocations of Corporate Service Costs 

PPL Services provides corporatc functions such as financial, legal, human resources and information technology services. 
PPL, Services charges the respective PPL subsidiaries for the cost of such services when they can be specifically identified. 
The cost of these services that is not directly charged to PPL subsidiaries is allocated to certain subsidiaries based on an 
average of the subsidiaries' relative invested capital, operation and maintenance expenses and number of employees. PPL. 
Services allocated the following amounts, which PPL, management believes are reasonable, to PPL Energy Supply and PPL, 
Electric, including amounts applied to accounts that are further distributed between capital and expense. 

PPL Energy Supply 
PPI.. Electric 

- Three Months Ended March 31, 
2011 ___ 2010 

$ 50 $ 59 
39 33 

(PPL, Energy S i t j ~ j ~ l ~ i )  

Intercompany Borrowings 

A PPL. Energy Supply subsidiary holds revolving demand notes from certain affiliates. At March 3 1, 201 1 $458 million was 
outstanding. There was no balance outstanding at December 3 1, 2010. The interest rates on the borrowings were equal to 1 - 
month LIBOR plus a spread. The weighted-average interest rate on the borrowings was approximately 2.74%. 

Trademark Royalties 

A PPL subsidiary owns PPL, trademarks and bills certain affiliates for their use. PPL Energy Supply was allocated $10 
million of this license fee for the three months ended March 31, 201 I and 2010. Thesc allocations are primarily included in 
"Other operation and maintenance" on the Statements of Income. 

Distribution of Interest in PPL Global to Parent 

In January 201 1, PPL. Energy Supply distributed its membership interest in PPL. Global to its parent, PPL, Energy Funding. 
See Note 8 for additional information. 

12. Other Income (Expense) - net 

(PPL, and PPL, Energy S U J J ~ I Y )  

The breakdown of "Other Income (Expense) - net" was: 

PPL PPL Energy Supply 
Three Months Ended Three Months Ended 

Other Income 
Earnings on securities in NDT funds 
interest income 
AFUDC 
Miscellaneous - Domestic 
Total Other Income 

March 31, March 31, 
2011 2010 2011 , 2010 -- 

% 15 % 6 %  1s % 6 
2 1 1 
1 1 
3 1 1 1 

21 9 17 7 
- 
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PPL PPL Energy Supply 
Three Months Ended Three Months Ended 

Other Expense 
Economic foreign currency exchange contracts 
Charitable contributions 
Central Networks acquisition-related costs (Note 18) 
Miscellaneous - Domestic 
Miscellaneous - International 
Total Other Expense 

Other Income (Expense) - net 

March 31, March 31, 
201 1 2010 2011 2010 -- 

13. Fair Value Measurements and Credit Concentration 

(PPL, PPL Energy Supply and PPL Electric) 

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between 
market participants at the measurement date (an exit price). PPL and its subsidiaries use, as appropriate, a market approach 
(generally, data from market transactions), an income approach (generally, present value techniques and option-pricing 
models), and/or a cost approach (generally, replacement cost) to measure the fair value of an asset or liability. These 
valuation approaches incorporate inputs such as observable, independent market data andlor unobservable data that 
management believes are predicated on the assumptions market participants would use to price an asset or liability. These 
inputs may incorporate, as applicable, certain risks such as nonperformance risk, which includes credit risk. 

Recurring Fair Value Measurements 

The assets and liabilities measured at fair value were: 

March 31,201 1 December 31,2010 
Total Level 1 Level2 Level3 Total Level 1 Level2 Level3 

Assets 
Cash and cash equivalents 
Short-term investments - municipal debt 

Restricted cash and cash equivalents (a) 
Price risk management assets: 

securities 

Energy commodities 
Interest rate swaps 
Foreign currency exchange contracts 
Cross-currency swaps 

Total price risk management assets 
NDT funds: 

Cash and cash equivalents 
Equity securities 

U.S. large-cap 
U S. midsmall-cap 

U.S. Treasury 
U.S government sponsored agency 
Municipality 
Investment-grade corporate 
Other 

Debt securities 

Receivables (payables), net 
Total NDT funds 
Auction rate securities (b) 

Total assets 

Liabilities 
Price iisk management liabilities: 

Energy commodities 
Interest rate swaps 
Foreign currency exchange contracts 
Cross-currency swaps 

Total price risk management liabilities 

$ 1,245 $ 1,245 $ 925 $ 925 

163 163 
66 66 

Yl- 73 -- 73 

2,360 2 $ 2.307 $ 51 2,503 $ 2,452 $ 51 
10 10 15 15 
6 6 11 11 
9 9 44 44 ---- 

2,385 2 2,332 2,522 51 2,573 -.--- 51. -- 
16 16 10 10 

300 207 93 
122 88 34 

71 71 
10 10 
19 79 
37 37 
2 2 

303 201 96 
119 89 30 

15 75 
I I 

69 69 
33 33 

1 1 
1 (1) 2 1 (1) 2- 

- - 238 --- 
25 25 ~- --I- ~ ~ 

644 387 257 61 8 380 ~ . -  
25 25 

$ 4,312 $ 1,707 $ 2.589 $ 16 $ 4,370 $ 1,534 $ 2,760 $ 76 

$ 1,356 $ 2 $ 1,335 $ 19 $ 1,552 $ 1,498 $ 54 
40 40 53 53 
11 11 

9 9 
- . I I ~  -.- ~- -~ 

$ 1,407 $ 2 S1,387;$ 19 $ 1,614 $ 1,560 $ 54 
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March 31,2011 December 31,2010 
Total Level 1 Level2 Level3 Total Level 1 Level2 Level3 -- 

PPL Enerev Supplv 
Assets 

Cash and cash equivalents 
Restricted cash and cash equivalents (a) 
Price risk nianagernenl assets: 

Energy commodities 
Foreign currency exchange contracts 
Cross-cuil-ency swaps 

Total price risk managemcnt assets 
NDT lunds: 

Cash and cash equivalents 
Equity securities 
US. large-cap 
1J.S midsmall-cap 

U S  Treasury 
U S .  government sponsored agency 
Municipality 
Investment-grade corporate 
Other 

Debt securities 

Receivables (payables), net 
Total NDT funds 
Auction rate securities (b) 

Total assets 

Liabilities 
Price risk management liabilities: 

Energy commodities 
Cross-currency swaps 

Total price risk management liabilities 

PPL Electric 
Assets 

Cash and cash equivalents 
Restricted cash and cash equivalents (c) 

Total assets 

-- $ 661 $ 661 
22 22 26 26 

-___.--- 
$ 583 $ 583 -- 

-- 
2,359 ? $ 2.306 $ 51 2,503 $ 2,452 $ 51 

2.359 2 2.306 51 2,558 2,507 - SI 

11  I I  
44 44 ---- 

16 16 10 10 

300 207 93 
122 88 34 

77 77 
10 10 
79 79 
37 37 
2 2 

303 207 96 
1 I9 89 30 

75 75 
7 7 

69 69 
33 33 

1 I 
1 (1) 2 1 (1) 2 

644 387 . 257 618 380 238 
20 20 20 20 

$ 3,628 $ 994 $ 2,563 $ 71 $ 3,883 $ 1.067 $ 2,745 $ 71 

$ 1,354 9; 2 $ 1,333 $ 19 $ 1,541 $ 1.487 $ 54 
9 9 -- 

$ 1,354 $ 2 $ 1,333 $ 19 $ 1,550 $ 1.496 $ 54 

$ 10 $ 10 $ 204 $ 204 
14 14 14 

p; 24 p; 24 $ 218 $ 218 
14 --___ -.- 

Current portion is included in "Restricted cash and cash equivalents" and long-term portion is included in "Other noncurrent assets" on the Balance 
Sheets. 
Included in "Other investments" on the Balance Sheets. 
Current portion is included in "Other current assets" on the Balance Sheets. Such amounts were insignificant at March 31, 201 1 and December 31, 
2010. The long-term portion is included in "Other noncurrent assets" on the Balance Sheets 

A reconciliation of net assets and liabilities classified as Level 3 is as follows. 

Fair Value Measurements Using Significant Unobservable Inputs (Level 3) -- 
March 31,2010 

---I_ 

March 31,2011 

- PPL 
Balance at beginning of period 

Total realized/unrealized gains (losses) 
Included in earnings 
Included in OCI (a) 

Purchases 
Sales 
Settlements 
Net purchases, sales, issuances and 

settlements (b) 
Transfers into Level 3 
Transfers out of Level 3 

Balance at end of period 

Energy Auction Energy Auction 
Commodities, Rate Commodities, Rate 

net Securities Total net Securities Total 

$ (3) rfi 25 $ 22 $ 107 $ 25 s; 132 

1 
1 
7 
I 

(3) 
22 

5 
(2) 

(61) 
3 

5 
(2) 
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PI'L Enerav Supplv 
Balance at beginning of period 

Total realizcd/unrealized gains (losses) 
Included in earnings 
Included in OCI (a) 

Purchases 
Sales 
Settlements 
Net purchases. sales, issuances and 

settlements (b) 5 5 
Transfers into Level 3 (2) (2) 

12 12 (1) (1) Transfers out of Level 3 
Balance at end of period $i 32 $ 20 $ 52 $ 51 $ 20 $ 71 

-~ -I- --- 

Fair Value Measurements Using Significant Unobservable Inputs (Level 3) 
March 31,2011 March 31,2010 - 

Energy Auction Energy Auction 
Commodities, Rate Commodities, Rate 

net Securities Total net - Securities Total 

$ (3)  9; 20 $ 17 $ 107 9; 20 9; 127 

I 
1 
2 

( 3 )  
22 

(a) 
(b) 

Included in "Qualifying derivatives" on the Statements of Comprehensive Income 
Accounting guidance effective January 1,201 1 requires purchase, sale, issuance and settlement transactions within Level 3 to be presented on a gross 
basis The transactions in 2010 are reported on a combined basis 

Net gains and losses on assets and liabilities classified as Level 3 and included in earnings are reported in the Statements of 
Income as follows. 

PPL and PPL Energy Supply 
Total gains (losses) included in earnings for the period 
Change in unrealized gains (losses) relating to positions still beid 
at the reporting date 

PPL and PPL Energy Supply 
Total gains (losses) included in earnings for the period 
Change in unrealized gains (losses) relating to positions still held 
at the reporting date 

March 31,2011 
Energy Commodities, net 

Unregulated Wholesale Net Energy 

and Gas Marketing Margins 
Retail Electric Energy Trading Energy 

Purchases 

$ 1 %  I $  ( 5 )  9; 4 

1 (1) 19 

March 31,2010 
Energy Commodities, net 

Unregulated Wholesale Net Energy 
Retail Electric Energy Trading Energy 

and Gas Marketing Margins Purchases 

$ 1 1  $ 13 $ I $  (86) 

10 4 (1) (75) 

(PPL, PPL Energy Supply and PPL Electric) 

PPL and its subsidiaries recognize transfers between levels at end-of-reporting-period values. 

(PPL and PPL Energy Supply) 

Price Risk Mariaqement Assets/Liabilities ~ Erierqv Commodities 

Energy commodity contracts are generally valued using the income approach, except for exchange-traded derivative gas and 
oil contracts, which are valued using the market approach and are classified as Level 1. When observable inputs are used to 
measure all or most of the value of a contract, the contract is classified as Level 2. Over-the-counter (OTC) contracts are 
valued using quotes obtained from an exchange, binding and non-binding broker quotes, prices posted by ISOs or published 
tariff rates. Furthermore, PPL obtains independent quotes from the market to validate the forward price curves. OTC 
contracts include forwards, swaps, options and structured deals for electricity, gas, oil, and/or emission allowances and may 
be offset with similar positions in exchange-traded markets. To the extent possible, fair value measurements utilize various 
inputs that include quoted prices for similar contracts or market-corroborated inputs. In certain instances, these instruments 
may be valued using models, including standard option valuation models and standard industry models. For example, the fair 
value of a structured deal that delivers power to an illiquid delivery point may be measured by valuing the nearest liquid 
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trading point plus the value of the basis between the two points. TIic basis input may be from market quotes, FTR prices, or 
historical prices. 

When unobservable inputs are significant to the fair value measurement, a contract is classified as L,evel 3. Additionally. 
Lmel 2 and Level 3 fair value measurements include adjustments for credit risk based on PPL,'s own creditworthiness (lor net 
liabilities) and its counterparties' creditworthiness (for net assets). PPL's credit department assesses all reasonably available 
market information and uses probabilities of default to calculate the credit adjustment. PPL, assumes that observable market 
prices include sufficient adjustments for liquidity and modeling risks, but lor Level 3 fair value measurements. PPL, also 
assesses the need foi  additional adjustments for liquidity or modeling risks. The contracts classified as Lmel 3 represent 
contiacts for which the delivery dates arc beyond the dates for which independent prices arc available or for certain power 
basis positions, which PPL generally values using historical settlement prices to project forward prices. 

In certain instances, energy commodity contracts are transferred between Level 2 and Lmel 3. The primary reasons for the 
transfers during 201 1 and 2010 were changes in the availability of market information and changes in the significance oi the 
unobservable portion of the contract. As the delivery period of a contract becomes closer, market information may become 
available. When this occurs, the model's unobservable inputs are replaced with observable market information. 

Price Risk Manaaement Assets/Liabilities - Interest Rate Swaps/Foreian Currencv Exchanqe Contracts/Cr= 
Currencv SwaDs 

To manage their interest rate risk, PPL, and PPL Energy Supply generally use interest rate contracts such as forward-starting 
swaps, floating-to-fixed swaps and fixed-to-floating swaps. To manage their foreign currency exchange risk, PPL generally 
uses and PPL Energy Supply, prior to its January 201 1 distribution of its interest in PPL, Global to its parent, PPL, Energy 
Funding, generally used foreign currency exchange contracts such as forwards and options and cross-currency swaps that 
contain characteristics of both interest rate and foreign currency exchange contracts. PPL and PPL Energy Supply use an 
income approach to measure the fair value of these contracts, utilizing readily observable inputs, such as forward interest 
rates (e.g., LIBOR and government security rates) and forward foreign currency exchange rates (e.,.., GBP and Euro), as well 
as inputs that may not be observable, such as credit valuation adjustments. In certain cases, PPL, and PPL Energy Supply 
cannot practicably obtain market information to value credit risk and therefore rely on their own models. These models use 
projected probabilities of default based on historical observances. When the credit valuation adjustment is significant to the 
overall valuation, the contracts are classified as Level 3. 

NDT Funds 

PPL, and PPL, Energy Supply generally use the market approach to measure the fair value of equity securities held in the NDT 
funds. 

0 The fair value measurements of equity securities classified as Level 1 are based on quoted prices in active markets and are 
comprised of securities that are representative of the Wilshire 5000 index, which is invested in approximately 70% large- 
cap stocks and 30% inid/small-cap stocks. 

0 Investments in commingled equity funds are classified as L,evel 2 and represent securities that track the S&P 500 index 
and the Wilshire 4500 index. These fair value measurements are based on firm quotes of net asset values per share, which 
are not obtained from a quoted price in an active market. 

Debt securities are generally measured using a market approach, including the usc of matrix pricing. Common inputs include 
reported trades, broker/dealer bid/ask prices, benchmark securities and credit valuation ad"justments. When necessary, the fair 
value of debt securities is measured using the income approach, which incorporates similar observable inputs as well as 
benchmark yields, credit valuation ad,justments, reference data from market research publications, monthly payment data, 
collateral performance and new issue data. 

The debt securities held by the NDT funds at March 31, 201 1 have a weighted-average coupon of 4.57% and a weighted- 
average duration of five years. 

Auction Rate Securities 

PPL.'s and PPL, Energy Supply's auction rate securities include Federal Family Education L,oan Program guaranteed student 
loan revenue bonds, as well as various municipal bond issues. At March 3 1, 201 1, contractual maturities for these auction 
rate securities were a weighted average of approximately 25 years. PPL, and PPL Energy Supply do not have significant 
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exposure to realize losses on thesc securities; however, auction rate securities are classified as Level 3 because failed auctions 
limit the amount of observable market data that is available for measuring the fail value of these securities. 

The fair value of auction rate securities is estimated using an income approach with inputs for the underlying structure and 
credit quality of each security; the present value of future interest payments, estimated based on forward rates of the SIFMA 
Index, and principal payments discounted using interest rates for bonds with a crcdit rating and remaining term to maturity 
similar to the stated maturity of the auction rate securities; and the impact of auction failures or redemption at par. 

Nonrecurring Fair Value Measurements 

The following nonrecurring fair value measurements occurred during the reporting periods, resulting in asset impairments. 

Sulfur dioxide emission allowances (c): 
March31,2011 
March 31,2010 

March 31,2011 
RECs (c): 

Carrying Fair Value MeasurementsUsing, 
~ 

Amount (a) Level 2 Level 3 

$ 1 
13 

3 

$ 10 

Loss (b) 

$ 1 
3 

3 

(a) 
(b) 

(c) 

Represents carIrying value before fair value measurement 
Losses on sulfur dioxide emission allowances and RECs were recorded in the Supply segment and included in “Other operation and maintenance” on 
the Statements of Income 
CurTent and long-term sulfur dioxide emission allowances and RECs are included in “Other intangibles“ in their rcspective areas on the Balance Sheets 

Sulfur Dioxide Emission Allowances 

Due to declines in market prices at both March 31, 201 1 and 2010, PPL Energy Supply assessed the recoverability of sulfur 
dioxide emission allowances not expected to be consumed. When available, observable market prices were used to value the 
sulfur dioxide emission allowances. When observable market prices were not available, fair value was modeled using prices 
from observable transactions and appropriate discount rates. The modeled values were significant to the overall fair value 
measurement, resulting in the Level 3 classification. 

RECs 

Due to a decline in forecasted full-requirement obligations in  certain markets as well as a decline in  market prices at 
March 31, 201 1, PPL Energy Supply assessed the recoverability of certain RECs not expected to be used. Observable market 
prices (Level 2) were used to value the RECs. 

Financial Instruments Not Recorded at Fair Value 

(PPL, PPL Energy Supply and PPL Electric) 

NPNS 

PPL and PPL Energy Supply enter into full-requirement sales contracts, power purchase agreements and certain retail energy 
and physical capacity contracts that qualify for NPNS. PPL Electric also enters into full-requirement purchase contracts and 
block purchase contracts that qualify for NPNS. See “Energy Purchase Commitments” in Note 10 for information about PPL 
Electric’s competitive solicitations. All of these contracts are accounted for using accrual accounting; therefore, there were 
no amounts recorded on the Balance Sheets at March 31,201 1 and December 31,2010. The estimated fair value of these 
contracts, calculated using similar inputs and valuation techniques as those described above within “Price Risk Management 
Assets/Liabilities - Energy Commodities,” was: 

Net Asset (Liability) 
March 31,2011 December 31,2010 

PPL 
PPL Energy Supply 
PPL Electric 
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$ 205 $ 229 
210 240 

(4) (8) 



The carrying amounts of contract adjustment payments related to the 2010 Purchase Contract component of the 2010 Equity 
lJnits and long-teim debt on the Balance Sheets and their estimated fair value are set forth below. The lair value of these 
instruments was estimated using an income approach by discounting future cash flows at estimated current cost of funding 
rates. The effect of third-party credit enhancements is not included in  the lair value measurement. 

PPI, 
Contract adjustment payments (a) 
Long-term debt 

Long-term debt 

Long-term debt 

PPI, Energy Supply 

PPL Electric 

March 31,2011 December 31,2010 
Carrying Carrying 
Amount Fair Value Amount - Fair Value 

X 1.33 X 135 X 146 X 148 
12,749 13,039 12,663 12,868 

3,276 3,583 5,589 5,919 

1,472 1,594 1,472 1,578 

(a) Reflected in current and long-tcrm other liabilities on the balance sheets 

The carrying value of short-term debt, when outstanding, represents or approximates fair value due to the liquid nature of the 
instruments or variable interest rates associated with the linancial instruments. 

Credit Concentration Associated with Financial Instruments 

(PPL,, PPL, Eiiergy Supply and PPL Electric) 

PPL. and its subsidiaries enter into contracts with many entities for the purchase and sale of energy. Many of these contracts 
are considered a normal part of doing business and, as such, the fair value of these contracts is not reflected in the financial 
statements. However, the fair value of these contracts is considered when committing to new business from a credit 
perspective. See Note 14 for information on credit policies used by PPL, and its subsidiaries to manage credit risk, including 
master netting arrangements and collateral requirements. 

At March 31, 201 1, PPL had credit exposure of $2.5 billion from energy trading partners, excluding the effects of netting 
arrangements and collateral. As a result of netting arrangements and collateral, PPL,'s credit exposure was reduced to $730 
million. One of the counterparties accounted for 1370 of this exposure, and the next highest counterparty accounted for 11% 
of the exposure. Ten counterparties accounted for $454 million, or 62%, of the net exposure. All of these counterparties had 
an investment grade credit rating from S&P or Moody's and are current on their obligations. 

(PPL, Eiiergy Supply) 

At March 31, 2011, PPL Energy Supply had credit exposure of $2.5 billion from energy trading partners, excluding exposure 
from related parties and the effects of netting arrangements and collateral. As a result of netting arrangements and collateral, 
this credit exposure was reduced to $727 million. One of the counterparties accounted for 13% of this exposure, and the next 
highest counterparty accounted for 11% of the exposure. Ten counterparties accounted for $454 million, or 62%, of the net 
exposure. All of these counterparties had an investment grade credit rating from S&P or Moody's and are current on their 
obligations. 

At March 31. 201 1, PPL Energy Supply's credit exposure under certain energy supply contracts to PPL Electric was $14 
million. Netting arrangements had an insignificant effect on this credit exposure. 

(PPL Electric) 

At March 31,201 1, PPL Electric had no credit exposure under energy supply contracts (including its supply contracts with its 
affiliate PPL. EnergyPlus). 
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14. Derivative Instruments and Hedging Activities 

(PPL, PPL Energy Slipply mid PPL Electric) 

Risk Management Objectives 

As described in Notes 1 and 8, in January 201 1, PPL Energy Supply distributed its membership interest in PPL Global to 
PPL Energy Supply's parent, PPL Energy Funding. Therefoore, effectivc January 201 1, PPL Enetgy Supply is no longer 
subject to intctest rate and foreign currency cxchange risk associated with investments in U.K. affiliates. 

PPL has a risk management policy approved by the Board of Directors to manage market risk and counterparty credit risk. 
The RMC, comprised of senior management and chaired by the Chief Risk Officer, oversees the risk management €unction. 
Key risk control activities designed to ensure compliance with the risk policy and detailed programs include, but are not 
limited to, credit review and approval, validation of transactions and market prices, verification of risk and transaction limits, 
VaR analyses, pot tfolio stress tests, gross margin at risk analyses, sensitivity analyses, and daily portfolio reporting, 
including open positions, determinations of fair value, and other risk management metrics. PPL completed its acquisition of 
LKE in November 2010. PPL continues to evaluate changes to its processes, including risk management, as part of its 
ongoing integration activities. LKE continues to operate under its existing policies, which have been reviewed by PPL and 
have been deemed adequate to minimize risk until this evaluation and integration process is complete. 

Market risk is the potential loss PPL and its subsidiaries may incur as a result of price changes associated with a particular 
financial or commodity instrument. 

PPL and PPL Energy Supply are exposed to market risk from: 

commodity price, basis and volumetric risks for energy and energy-related products associated with the sale of electricity 
from its generating assets and other electricity marketing activities (including full-requirement sales contracts) and the 
purchase of fuel and fuel-related commodities for generating assets, as well as for proprietary trading activities; 

e interest rate and price risk associated with debt used to finance operations, as well as debt and equity securities in NDT 
funds and defined benefit plans; and 

e foreign currency exchange rate risk associated with purchases of equipment in currencies other than U.S. dollars. 

Additionally, PPL is exposed to market risk from foreign currency exchange risk, associated with its investments in U.K. 
affiliates. 

PPL and PPL Energy Supply utilize forward contracts, futures contracts, options, swaps and structured deals such as tolling 
agreements as part of the risk management strategy to minimize unanticipated fluctuations in earnings caused by changes in 
commodity prices, volumes of' full-requirement sales contracts, basis prices, interest rates and foreign currency exchange 
rates. All derivatives are recognized on the balance sheet at their fair value, unless they qualify for NPNS. 

PPL and PPL Electric are exposed to market price and volumetric risks from PPL Electric's obligation as PLR. The PUC has 
approved a cost recovery mechanism that allows PPL Electric to pass through to customers the cost associated with fulfilling 
its PLR obligation. This cost recovery mechanism substantially eliminates PPL Electric's exposure to market price risk. PPL 
Electric also mitigates its exposure to volumetric risk by entering into full-requirement supply agreements for its customers. 
These supply agreements transfer the volumetric risk associated with the PLR obligation to the energy suppliers. 

The regulatory environment to which PPL's other regulated entities, LKE and WPD, are sub.ject, by definition, significantly 
mitigates those risks, because, similar to PPL Electric, LKE's rates are set to permit the recovery of prudently incurred costs 
and WPD does not have supply risks as it is only in the distribution business. 

Credit risk is the potential loss PPL and its subsidiaries may incur due to a counterparty's non-performance, including 
defaults on payments and energy commodity deliveries. 

PPL is exposed to credit risk from interest rate and foreign currency derivatives with financial institutions. 

PPL and PPL Energy Supply are exposed to credit risk from commodity derivatives with their energy trading partners, which 
include other energy companies, fuel suppliers and financial institutions. 

PPL and PPL Electric are exposed to credit risk from PPL Electric's supply agreements for its PLR obligation. 
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The majority of PPL.'s, PPL. Energy Supply's and PPL Electric's credit risk stems from PPL. subsidiaries' commodity 
deiivatives lor multi-year contracts for energy sales and purchases. If PPL Energy Supply's counterparties fail to perform 
their obligations under such contracts and PPL, Energy Supply could not replace the sales or purchases at the same prices as 
those under the defaulted contracts, PPL, Energy Supply would incur financial losses. Those losscs would be recognized 
immediately or through lower ievenues or higher costs in  future years, depending on the accounting treatment for the 
defaulted contracts. In the event an L,G&E, KU or PPL, Electric supplier delaults on its obligation, those entities would be 
required to seck replacement power or rcplacemcnt fuel in the market. In general, incremental costs incurred by these entities 
would be recoverable from customers in  future rates. 

PPL and its Subsidiaries have credit policies to manage their credit risk, including the use of an established credit approval 
process, daily monitoring of counterparty positions, and the use of master netting agreements. These agreements generally 
include credit mitigation provisions, such as margin, prepayment or collateral requirements. PPL, and its subsidiaries may 
request the additional credit assurance, in  certain circumstances, i n  the event that the counterparties' credit ratings fall below 
investment grade or their exposures exceed an established credit limit. Sce Note 13 for credit concentration associated with 
financial instruments. 

Master Netting Arrangements 

PPL, and its subsidiaries have elected not to offset net derivative positions in the Financial Statements. Accordingly, PPL, and 
its subsidiaries do not offset such derivative positions against the right to reclaim cash collateral (a receivable) or the 
obligation to return cost collateral (a payable) under master netting arrangements. 

PPL,'s and PPL, Energy Supply's obligation to return counterparty cash collateral under master netting arrangements was $142 
million and $338 million at March 31,201 1 and December 31,2010. 

PPL, Electric had no obligation to return cash collateral under master netting arrangements at March 31, 201 1 and 
December 3 1,2010. 

PPI., PPL, Energy Supply and PPL. Electric had not posted any cash collateral under master netting arrangements at 
March 31, 201 1 and December 31, 2010. 

(PPL, and PPL Energy Supply) 

Commodity Price Risk (Non-trading) 

Commodity price and basis risks are among PPL's and PPL, Energy Supply's most significant risks due to the level of 
investment that PPL, and PPL, Energy Supply maintain in their competitive generation assets, as well as the extent of their 
marketing and proprietary trading activities. Several factors influence price levels and volatilities. These factors include, but 
are not limited to, seasonal changes in demand, weather conditions, available generating assets within regions, 
transportation/transinission availability and reliability within and between regions, market liquidity, and the nature and extent 
of current and potential federal and state regulations. 

PPL and PPL, Energy Supply enter into financial and physical derivative contracts, including forwards, futures, swaps and 
options, to hedge the price risk associated with electricity, gas, oil and other commodities. Certain contracts qualify for 
NPNS or are non-derivatives and are therefore not reflected in  the financial statements until delivery. See Note 13 for 
additional information on NPNS. PPL, and PPL, Energy Supply segregate their remaining non-trading activities into two 
categories: cash flow hedge activity and economic activity. 

Cash Flow Hedqes 

Many derivative contracts have qualified for hedge accounting so that the effective portion of a derivative's gain or loss is 
deferred in AOCI and reclassified into earnings when the forecasted transaction occurs. The cash flow hedges that existed at 
March 31, 201 1 range in maturity through 2015. At March 31,201 1, the accumulated net unrealized after-tax gains that are 
expected to be reclassified into earnings during the next 12 months were $317 inillion for PPL and PPL Energy Supply. Cash 
flow hedges are discontinued if it  is no longer probable that the original forecasted transaction will occur by the end of the 
originally specified time periods and any amounts previously recorded in AOCI are reclassified into earnings. For the three 
months ended March 31, 201 1 and March 31,2010, such reclassifications were insignificant. 
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For the three months ended March 31,201 1 and March 31, 2010, hedge ineffectiveness associated with energy derivatives 
was, after-tax, a loss of $(4) million and a gain of $6 million. 

In addition, when cash flow hedge positions fail hedge effectiveness testing, hedge accounting is not permitted in the quarter 
in which this occurs and, accordingly, the entire change in fair value for the periods that failed is recorded to the income 
statement. Certain power and gas cash flow hedge positions failed effectiveness testing during 2008 and early 2009 which 
resulted in significant gains to the Statement of Income. However, these positions were not dedesignated as hedges, as 
prospective regression analysis demonstrated that these hedges were expected to be highly effective over their term. During 
the three months ended March 31, 2010, after-tax losses of $(82) million were recognized in earnings as a result of the 
rcversals. Effective April 1 ,  2010, clarifying accounting guidance was issued that precludes the reversal of previously 
recognized gains/losses resulting from hedge failures. By March 3 1,2010, all previously recorded hedge ineffectiveness 
gains resulting from hedge failures had reversed. 

Economic Activity 

Certain derivative contracts economically hedge the price and volumetric risk associated with electricity, gas, oil and other 
commodities but do not receive hedge accounting treatment. These derivatives hedge a portion of the economic value of 
PPL's and PPL Energy Supply's compctitive generation assets and unregulated full-requirement and retail contracts, which 
are subject to changes in fair value due to market price volatility and volume expectations. Additionally, economic activity 
includes the ineffective portion of qualifying cash flow hedges (see "Cash Flow Hedges" above). The derivative contracts in 
this category that existed at March 31, 2011 range in maturity through 2017. 

Examples of economic activity include certain purchase contracts used to supply full-requirement sales contracts; FTRs or 
basis swaps used to hedge basis risk associated with the sale of competitive generation or supplying unregulated full- 
requirement sales contracts; spark spreads (sale of electricity with the simultaneous purchase of fuel); retail gas activities; and 
fuel oil swaps used to hedge price escalation clauses in coal transportation and other fuel-related contracts. PPL Energy 
Supply also uses options, which include thc sale of call options and the purchase of put options tied to a particular generating 
unit. Since the physical generating capacity is owned, the price exposure is limited to the cost of the particular generating 
unit and does not expose PPL Energy Supply to uncovered market price risk. PPL Energy Supply also purchases call options 
or sells put options to create a net purchase position to cover an overall short position in the non-trading portfolio. 

The net fair value of economic positions at March 31, 201 1 and December 31,2010 was a net liability of $277 million and 
$400 million for PPL and a net liability of $276 million and $389 million for PPL Energy Supply. The unrealized gains 
(losses) for economic activity are as follows. 

Three Months Ended March 31, 
2011 2010 

PPL Energy Supply 
Operating Revenues 

Unregulated retail electric and gas 
Wholesale energy marketing 

Fuel 
Energy purchases 

Operating Expenses 

$ 4 $  10 
5 7 424 

'The net gains (losses) recorded in  "Wholesale energy marketing" resulted primarily from certain full-requirement sales 
contracts for which PPL Energy Supply did not elect NPNS, from hedge ineffectiveness, including hedges that failed 
effectiveness testing, as discussed in "Cash Flow Hedges" above, and from the monetization of certain full-requirement sales 
contracts in mid-2010. The net gains (losses) recorded in "Energy purchases" resulted primarily from certain purchase 
contracts to supply the full-requirement sales contracts noted above for which PPL Energy Supply did not elect hedge 
treatment, from hedge ineffectiveness, including hedges that failed e€fectiveness testing, and from purchase contracts that no 
longer hedge the full-requirement sales contracts that were monetized in mid-2010. 

Commodity Price Risk (Trading) 

PPL Energy Supply also executes energy contracts to take advantage of market opportunities. As a result, PPL Energy 
Supply may at times create a net open position in its portfolio that could result in significant losses if prices do not move in 
the manner or direction anticipated. PPL Energy Supply's trading activity is shown in "Net energy trading margins" on the 
Statements of Income. 
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Commodity Volumetric Activity 

PPL Energy Supply currently employs four primary strategies to maximize the value of its wholesale energy portfolio. As 
further discussed below. these strategies include the sales 01 baseload generation, optimization of intermediate and peaking 
generation, marketing activities, and proprictai y trading activities The tables within this section present the volumes of PPL, 
Energy Supply's derivative activity. excluding those that qualify for NPNS, unless otherwise noted. 

Sales of Baseload Generation 

PPL, Energy Supply has a formal hedging program for its competitive baseload generation fleet, which includes 7.267 MW of 
nuclear, coal and hydroelectric generating capacity. The objective 01 this program is to provide a reasonable level of near- 
term cash llow and earnings certainty while prcserving upside potential of power price increases over the medium term. PPL. 
Energy Supply sells its expected generalion output on a forward basis using both derivative and non-derivative instruments. 
Both are included in the following tables. 

The following table presents the expected sales, in GWh, of baseload generation based on current forecasted assumptions for 
201 1-2013. These expected sales could be impacted by several factors, including plant availability. 

2011 (a) 2012 2013 

38,385 54,675 54,364 

(a) Represents expected sales for the balance of the current year 

The following table presents the percentage of' expected baseload generation sales shown above that has been sold forward 
under fixed price contracts and the related percentage of fuel that has been purchased or committed at March 3 1,  201 1. 

- Year 

2011 (e) 
2012 
201.3 

Derivative Total Power Fuel Purchases (d) 
Sales (a) (b) Sales (c )  Coal Nuclear 

90% 98% 99% 100% 
77% 86% 96% 100% 
16% 24% 87% 100% 

(a) 

(b) 
(c) 

(d) 

(e) 

Excludes non-derivative contracts and contracts that qualify for NPNS Volumes for option contracts factor in the probability or an option being 
exercised and may be less than the notional amount of the option 
Volumes for derivative sales contracts that deliver between 2014 and 2015 total 1,500 GWh. 
Amount represents derivative and non-derivative contracts. Volumes for option contracts factor in the probability of an option being exercised and 
may be less than the notional amount of the option. Percentages are based on fixed-price contracts only. 
Coal and nuclear contracts receive accrual accounting treatment, as they are not derivative contracts. Percentages we based on both fixed- and 
variable-priced contracts. 
Represents the balance of the current year. 

In addition to the fuel purchases above, PPL Energy Supply attempts to economically hedge the fuel price risk that is within 
its fuel-related and coal transportation contracts, which are tied to changes in  crude oil or diesel prices. The following table 
presents the volumes (in thousands of barrcls) of derivative contracts used in  support of this strategy at March 31, 201 1. 

2011 (a) - 2012 2013 

Oil Swaps 222 756 300 

(a) Represents the balance of the current year 

Optimization of Intermediate and Peakinq Generation 

In addition to its competitive baseload generation activities, PPL, Energy Supply attempts to optimize the overall value of its 
competitive intermediate and peaking fleet, which includes 3,501 MW of gas and oil-fired generation. The following table 
presents the volumes of derivative contracts uscd in support of this strategy at March 31, 201 1. 

Net Power Sales (b) 
Net Fuel Purchases (b) 

2013 
-_I_ 

Units- 2011 (a) - 2012 
GWh (1,833) (1,632) (816) 
Bcf 14.9 11.0 5.5 
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(a) 
(b) 

Represents the balance of the cuiient y e a  
Included in these volumes are non-options and exercised option contracts that converted to non-option derivative contiacts Volumes associated with 
option contracts are not significant 

Marketinu Activities 

PPL Energy Supply's marketing portfolio is comprised of full-requirement sales contracts and their related supply contracts, 
retail gas and electricity sales contracts and other marketing activities. The full-requirement sales contracts and their related 
supply contracts make up a significant component of the marketing portlolio. The obligations under the full-requirement 
sales contracts include supplying a bundled product of energy, capacity, RECs, and other ancillary products. The full- 
requirement sales contracts PPL Energy Supply is awarded do not provide for specific levels of load, and actual load could 
vary significantly from forecasted amounts. PPL Energy Supply uses a variety of strategies to hedge its full-requirement 
sales contracts, including purchasing energy at a liquid trading hub or directly at the load delivery zone, purchasing capacity 
and RECs in the market and supplying the energy, capacity and RECs with its generation. RECs are not derivatives and are 
excluded from the table below. The following table presents the volume of (sales)/purchase contracts, excluding FTRs, basis 
and capacity contracts, used in support of these activities at March 31, 201 1. 

Energy sales contracts (b) (c) 
Related energy supply contracts (b) (c) 

Energy purchases 
Volumetric hedges (d) 
Generation supply 

Retail gas sales conttacts (c) 
Retail gas purchase contracts (c) 

Units 2011 (a) 2012 2013 
GWh ( 10,014) (7,832) (3,118) 

GWh 6,993 4,305 230 
GWh 468 165 
GWh 2,389 3,585 2,848 

Bcf 4 2  5 8  0.2 
Bcf (4 2) ( 5  8) (0.2) 

(a) 
(b) 

(c) 
(d) 

Represents the balance of the current year 
Includes NPNS and contracts that are not derivatives, which are the majority of PPL Energy Supply's full-requirement sales contracts which receive 
accrual accounting. Also included in these volumes are the sales from PPL EnergyPlus to PPL Electric to supply PPL Electric's PLR load obligation. 
Net volumes for derivative contracts, excluding contracts that qualify for NPNS that deliver between 2014 and 2015 are not significant. 
PPL Energy Supply uses power and gas options, swaps and futures to hedge the volumetric risk associated with full-requirement sales contracts since 
the demand for power varies hourly. Volumes for option contracts factor in the probability of an option being exercised and may be less than the 
notional amount of the option. 

FTRs and Other Basis Positions 

PPL Energy Supply buys and sells FTRs and other basis positions to mitigate the basis risk between delivery points related to 
the sales of its generation, the supply of its full-requirement sales contracts and retail contracts, as well as for proprietary 
trading purposes. The volume of derivative FTR and basis (sales)/purchase contracts at March 31, 201 1 were: 

FTRs 
Power Basis Positions 
Gas Basis Positions (b) 

Units 2011 (a) 2012 2013 
GWh 9,882 47 
GWh (11,564) (3,247) (216) 
Bcf 15.7 6.4 (0 9) 

(a) 
(b) 

Represents the balance of the current year. 
Net volumes that deliver in 2014 and 2015 are (1.8) Bcf. 

Capacitv Positioris 

PPL Energy Supply buys and sells capacity related to the sales of its generation and the supply of its full-requirement sales 
contracts, as well as for proprietary trading purposes. The following table presents the volumes of derivative capacity 
(sales)/purchase contracts at March 3 1, 20 1 1. 

Capacity (b) 
Units - 2011 (a) 2012 2013 

MW-months (5,286) (643) ( 1,005) 

(a) 
(b) 

Represents the balance of the cument year. 
Net volumes that deliver between 2014 and 2016 are 647 MW-months 
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Proprietary Tradina Activity 

At March '31, 201 1, PPL, Energy Supply's proprietary trading positions, excluding FTR, basis and capacity contract activity 
that has already been included in the tables above, were not significant. 

Sales of Excess Requlated Generation (PPL,) 

PPL manages thc price risk of its expected excess regulated generation capacity using market-traded forward contracts. At 
March 3 1, 201 I ,  PPL,'s net volume of electricity based financial derivatives outstanding to hcdge excess regulated generation 
was 1,254 GWh lor L,KE. 

Interest Rate Risk 

Cash Flow Hedqes (PPL, arid PPL, Eiiergy Suppl)1) 

Interest rate risks include exposure to adverse intercst rate movements for outstanding variable rate debt and for future 
anticipated financings. PPL and PPL. Energy Supply may enter into financial interest rate swap contracts to hedge floating 
interest rate risk associated with both existing and anticipated debt issuances. For PPL,, these interest rate swap contracts 
mature in 2021 and had a notional value of $250 million at March 11, 201 1. PPL Energy Supply had no such interest rate 
swap contiacts outstanding at March 31, 201 1. 

PPL WW Holdings holds a notional position in  cross-currency interest rate swaps totaling $302 million that mature through 
December 2028 to hedge the interest payments and principal of its U.S. dollar-denominated senior notes. In 2010, these swaps 
were part of PPL. Energy Supply's business. As a result of the distribution of PPL Energy Supply's membership interest in PPL. 
Global to PPL. Energy Funding, effective January 201 1, these swaps are no longer part of PPL Energy Supply's business. 

At March 31, 201 1, the accumulated net unrealized after-tax losses on qualifying derivatives that are expected to be 
reclassified into earnings during the next 12 months were $ ( S )  million for PPL,. Amounts are reclassified as the hedged 
interest payments are made. 

For the three months ended March 31. 201 1 and 2010, hedge ineffectiveness associated with these interest rate derivatives 
was insignificant. Cash flow hedges are discontinued if it is no longer probable that the original forecasted transaction will 
occur by the end of the originally specified time periods and any amounts previously recorded in AOCI are reclassified to 
earnings. PPL. reclassified an insignificant amount for the thrce months ended March 31,201 I and had no such 
reclassifications for the three months ended March '31, 2010. PPL, Energy Supply had no such reclassifications for the three 
months ended March 31,2011 and 2010. 

Economic .Activity (PPL) 

L.G&E entered into interest rate swap contracts that economically hedge interest payments on variable rate debt. Realized 
gains and losses from the swaps are recoverable through regulated rates. Therefore, the change i n  fair value of these 
derivatives is included in regulatory assets and liabilities. Realized gains and losses are rccognized in "Interest Expense" on 
the Statement of Income when the hedged transaction occurs. At March 31,201 1, L,G&E held contracts with a notional 
amount of $179 million that range in maturity through 2033. The fair value of these contracts was a liability of $12 million 
and $34 million at March 3 1,201 1 and December 3 1,20 10. 

Fair Value Hedqes (PPL, and PPL Energy Supply) 

PPL. and PPL, Energy Supply are exposed to changes in the fair valuc of their debt portfolios. To manage this risk, PPL and 
PPL Energy Supply may enter into financial contracts to hedge fluctuations in  the fair value of existing debt issuances due to 
changes in benchmark interest rates. At March 31,201 1, PPL held contracts that range in maturity through 2047 and had a 
notional value of $349 million. PPL, Energy Supply did not hold any such contracts at March 3 1 ,  201 1 I PPL and PPL 
Energy Supply did not recognize any gains or losses resulting from the ineffective portion of fair value hedges or from a 
portion of the hedging instrument being excluded from the assessment of hedge effectiveness for the three months ended 
March 31,201 1 and 2010. Additionally, PPL and PPL Energy Supply did not recognize any gains or losses resulting from 
hedges of debt that no longer qualified as fair value hedges for the three months ended March 3 1, 201 1 and 201 0. 



Foreign Currency Risk 

Cash Flow Hedqes (PPL) 

At March 3 I ,  201 1, there were no existing foreign currency cash flow hedges associated with foreign currency-denominated 
debt or firm commitments (including those for the purchase of' equipment) denominated in  foreign curiencies. Amounts 
previously settled and recorded in AOCI are reclassified as the hedged interest payments are made and as thc related equipment 
is depreciated. InsigniIicant gains are expected to be reclassified into earnings during the next 12 months. 

During the three months ended March 31, 201 1 and 2010, no cash flow hedges were discontinued because it was no longer 
probable that the original forecasted transaction would occur by the end of the originally specified time periods. 

Fair Value Hedqes (PPL) 

PPL enters into foreign currency forward contracts to hedge the exchange rates associated with firm commitments 
denominated in foreign currencies; however, at March 31,201 1, there were no existing contracts of this nature and no gains 
or losses were recorded during the three months ended March 31, 201 1 and 2010. 

Net lnvestrnent Hedqes (PPL arid PPL Energy Supply) 

PPL enters into foreign currency contracts on behalf of a subsidiary to protect the value of a portion of its net investment in 
WPD. In 2010, these contracts were included in PPL Energy Supply's business. As a result of the distribution of' PPL 
Energy Supply's membership interest in PPL Global to PPL Energy Funding, effective January 201 1, these contracts are no 
longer included in PPL Energy Supply's business. 

The contract outstanding at March 31, 201 1 had a notional amount of $10 million (approximately $17 million based on 
contracted rates) and settles in March 2012. For the three months ended March 31, 2011, PPL recognized an insignificant 
amount of net investment hedge gains and losses in the foreign currency translation adjustment component of AOCI. For the 
three months ended March 31, 2010, PPL and PPL Energy Supply recognized an insignificant amount of net investment 
hedge gains and losses in the foreign currency translation adjustment component of AOCI. At March 31, 201 I ,  PPL included 
$14 million of accumulated net investment hedge gains, after tax, in the foreign currency translation adjustment component 
of' AOCI, compared to $15 million of gains, after-tax, recorded by PPL and PPL Energy Supply at December 31, 2010. 

Economic Activitv 

(PPL and PPL Energy Supply) 

PPL enters into foreign currency contracts on behalf of a subsidiary to economically hedge anticipated earnings denominated 
in GBP. In 2010, these contracts were included in PPL Energy Supply's business. As a result of the distribution of PPL 
Energy Supply's membership interest in PPL Global to PPL Energy Funding, effective January 201 1, these contracts are no 
longer included in PPL Energy Supply's business. At March 31,201 1, the total exposure hedged by PPL was E132 million 
and the net fair value of these positions was insignificant. These contracts had termination dates ranging from April 201 1 to 
December 201 1. Gains and losses, both realized and unrealized, on these contracts are included in "Other Income (Expense) 
- net" on the Statements of Income and were insignificant for the three months ended March 31,201 1 and 2010. 

In anticipation of the repayment of a portion of the borrowings under the Bridge Facility with U.S. dollar proceeds received 
from PPL's issuance of common stock and 201 1 Equity Units and PPL WEM's issuance of senior notes, as discussed in 
Note 7, in 201 1, PPL entered into forward contracts to purchase GBP in order to economically hedge the foreign currency 
exchange rate risk related to the repayment. The total notional amount of the contracts outstanding at March 3 1, 201 1 was 
E2.1 billion (approximately $3.3 billion based on contracted rates). These trades, as well as additional similar trades executed 
in April 201 1, were settled in April 201 1. Gains and losses, both realized and unrealized, on these contracts are included in 
"Other Income (Expense) ~ net" on the Statement of Income. PPL recorded $(7) million of pre-tax, net losses for the three 
months ended March 31,2011. 
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Accounting and Reporting 

All derivative instruments are recorded at lair value on the balance shcet as an asset or liability unless they qualify lor NPNS. 
See Note 13 lor additional inlormation. Changes in  the derivatives' fair value are recognized currently in earnings unless 
specific hedge accounting criteria are met, except for the change in  fair value of L,G&E's interest rate swaps which is 
recognized as a regulatory asset. See Note 6 for amounts recorded in regulatory assets at March 3 1. 201 1 and December 3 1 ,  
2010. 

See Note 1 and 19 in each Registrant's 2010 Form 10-K for additional information on accounting policies related to 
derivative instruments. 

(PPL,) 

The following tables present the fair value and location of derivative instruments recorded on thc Balance Sheets. 

March 31,2011 December 31,2010 
Derivatives designated as Derivatives not designated Derivatives designated as Derivatives not designated 

hedging instruments - as hedging instruments (a) as hedging instruments (a) 
Assets Liabilities Assets __ Liabilities Assets -Liabilities I Assets Liabilities 

hedging instruments 
--- 

Current: 
Piice Risk Management 

AssetslLhbilities (b): 
lnterest rate swaps $ 8 $  7 $ 3 s  11 $ 19 $ 2 
Cross-currency swaps 1 7 9 

exchange contracts $ 6 11 7 $ 4 
Foreign currency 

Commodity contracts 83 1 6 939 983 A___- 19 1,011 1.095 
Total current 840 13 945 903 47 1,015 1,097 997 -- 

3 2 

Noncurrent: 
Price Risk Management 

Assets/Liabilities (b): 
lnterest rate swaps 2 30 4 
Cross-currency swaps 8 37 
Commodity contracts 160 4 430 363 169 7 445 43 1 

Total noncurrent I70 4 430 393 210 7 445 - 463 
Total derivatives $ 1,010 $ 17 $ 1.375 $ 1,390 $ 1.113 $ 54 $ 1,460 $ 1,560 

(a) 

(b) 

$293 million and $326 million of net gains associated with derivatives that were no longer designated as hedging instruments are recorded in AOCI at 
March 31,201 1 and Dccember 31,2010 
Represents the location on thc Balance Sheet 

The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCI were $663 million and 
$695 million at March 31, 201 1 and December 31, 2010. The after-tax balances of accumulated net gains (losses) (excluding 
net investment hedges) in AOCI were $919 million and $602 million at March 31,2010 and December 31,2009. 

The following tables present the pre-tax effect of derivative instruments recognized in income, OCI or regulatory assets for 
the three months ended March 3 1. 

Derivatives in Hedged Items in Location of Gain Gain (1.0s~) Recognized Gain (Loss) Recognized 
Fair Value Hedging Fair Value Hedging (Loss) Recognized in Income on DerivatiyL in Income on Related Item 

Relationships Relationships in Income 2011 - 2010 2011 2010 

Interest rate swaps Fixed rate debt Interest expense $ I $  18 $ 10 9; (7) 
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201 1 2010 
Gain (Loss) Gain (Loss)  
Recognized Recognized 
in Income in Income 

on Derivative Gain (Loss) on Derivative 
Gain (Loss) (Ineffective Reclassified (Ineffective 
Reclassified Portion and from AOCI Portion and 

Derivative Gain Location of from AOCI Amount into Amount 
(Loss) Recognized in Gain (Loss) into Income Excluded from Income Excluded from 

Derivative OCI (Effective Portion) Recognized (Effective Effectiveness (Effective Effectiveness 
Relationships 2011 2010 in Income Portion) Testing) Portion) Testing) 

Cash Flow Hedges: 
Interest rate swaps s 10 $ (8) Interest expense 9 (3) .s (1) $ (1) $ (3) 
Cross-currency swaps (25) 22 Interest expense 3 

Other income 
7 7 (expense) - net (13) -- 

marketing 203 (9) 178 (113) 
Fuel 1 
Depreciation 1 
Energy purchases (70) 1 (104) (18) 

Commodity contracts 84 625 Wholesale energy 

$ 69 $ 639 $ 120 $ (9) $ 97 $ ( 134) Total 

Net Investment Hedges: 
Foreign exchange contracts $ (1) $ 4 

Derivatives Not Designated as 
Hedging Instruments: 

Foreign exchange contracts 
Interest rate swaps 
Commodity contracts 

Derivatives Not Designated as 
Hedging Instruments: 

Interest rate swaps 

Location of Gain (Loss) Recognized in 
Income on Derivatives 2011 2010 - 

Other income (expense) - net 
Interest expense 
Unregulated retail electric and gas 
Wholesale energy marketing 
Net energy trading margins (a) 
Fuel 
Energy purchases 
Total 

(9) 9; 2 
( 2 )  

1 11 
45 758 
7 9 

23 1 
(55 )  (739) 

$ 10 $ 42 

Location of Gain (Loss) Recognized as 
Regulatory Liabilities/Assets I_. 2011 2010 

Regulatory assets $ 2 

(a) 

(PPL Energy Supply) 

Differs from the Statement of Income due to intra-month transactions that PPL defines as spot activity, which is not accounted for as a derivative. 

See Note 8 for information on PPL Energy Supply's January 201 1 distribution of its membership interest in PPL Global to its 
parent, PPL Energy Funding. The following tables present the fair value and location of derivative instruments recorded on 
the Balance Sheets. 

March 31,2011 December 31,2010 

hedging instruments as hedging instruments (a) hedging instruments I hedging instruments (a) 
Assets Liabilities ~ Assets Liabilities Assets Liabilities Assets Liabilities 

Derivatives designated as Derivatives not designated -i);erivatives designated as Derivatives not designated 

Current: 
Price Risk Management 

Assets/Liabilities (b): 

Foreign cumncy 

Commodity contracts $ 831 $ 6 %  938 $ 98 1 878 19 1,011 $ 1,084 
28 1,015 1,084 

Cross-currency swaps $ 7 $  9 

exchange contracts 7 $ 4 

_I 892 _.- -- Total current 83 1 6 938 981 
Noncurrent: 

Price Risk Management 
AssetslLiabilities (b): 

Cross-currency swaps 37 
Commodity contracts 160 4 430 363 445 43 1 169 

Total noncurrent 160 430 363 206 7 445 43 1 
Total derivatives $ 991 $ 10 $ 1,368 $ 1,344 $ 1,098 $ 35 $ 1,460 $ 1,515 

7 -I___ -- 
4".--..- ---.-- ~ I _ -  
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(a) 

(b) 

$293 million and $326 million of net gains associated with derivatives that were no longer designated as hedging instruments are recorded in AOCI at 
March 31.2011 and December 31,2010 
Represents the location on the balance sheet 

The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCI were $662 million and 
$7.33 million at March 3 1, 201 1 and December 3 1, 20 10. At March 3 1, 201 I ,  AOCI reflects the effect of PPL Energy 
Supply's January 201 I distribution of its membership interest in PPL, Global to its parent, PPL, Energy Funding. See Note 8 
for additional inlormation. The aftei-tax balances of accumulated net gains (losses) (excluding net investment hedges) in 
AOCI were $895 million and $573 million at March 31,2010 and December 31, 2009. 

The following tables present the prc-tax effect of derivative instruments recognized in income or OCI for the three months 
ended March 3 I .  

Derivative Gain Location of 
(Loss) Recognized in Gains (Losses) 

Derivative OCI (Effective Portion) Recognized 
Relationships 201 1 2010 in Income 

Cash Flow Hedges: 
Interest rate swaps Discontinued 

Cross-currency swaps $ 22 Discontinued 

Commodity contracts $ 84 625 Wholesale energy 

operations 

operations 

marketing 
Fuel 
Depreciation 

Total 

Net Investment Hedges: 
Foreign exchange contracts 

Energy purchases 
!$ 84 $ 647 

$ 4 

2011 
Gain (Loss) 
Recognized 
in Income 

on Derivative 
Gain (Loss) (Ineffective 
Reclassified Portion and 
from AOCI Amount 
into Income Excluded from 
(Effective Effectiveness 
Portion) Testing) - 

2010 
~ 

Gain (Loss) 
Recognized 
in Income 

on Derivative 
Gain (Loss) (Ineffective 
Reclassified Portion and 
from AOCI Amount 
into Income Excluded from 
(Effective Effectiveness 
Portion) Testing) 

Derivatives Not Designated as Location of Gain (Loss) Recognized in 
Hedging Instruments: Income on Derivatives 2011 2010 

Foreign exchange contracts 
Commodity contracts 

Discontinued operations $ 2 
Unregulated retail electric and gas $ 1 11 
Wholesale energy marketing 45 758 
Net energy trading margins (a) 7 9 
Fuel 23 1 
Energy purchases (55 )  (739) 
Total $ 21 $ 42 

(a) Differs from the Statement ot Income due to intra-month transactions that PPL Energy Supply defines as spot activity, which is not accounted for as a 
derivative. 

Credit Risk-Related Contingent Features (PPL, and PPL, Energy Supply) 

Certain of PPL,'s and PPL Energy Supply's derivative contracts contain credit contingent provisions which would permit the 
counterparties with which PPL. or PPL, Energy Supply is in a net liability position to require the transfer of additional 
collateral upon a decrease i n  the credit ratings of PPL, PPL Energy Supply or certain of their subsidiaries. Most of these 
provisions would require PPL or PPL Energy Supply to transfer additional collateral or permit the counterparty to terminate 
the contract if the applicable credit rating were to fall below investment grade. Some of these provisions also would allow 
the counterparty to require additional collateral upon each decrease in the credit rating at levels that remain above investment 
grade. In either case, if the applicable credit rating were to fall below investment grade 
or Baa3 for Moody's), and assuming no assignment to an investment grade affiliate were allowed, most of these credit 
contingent provisions require either immediate payment of the net liability as a termination payment or immediate and 
ongoing full collateralization by PPL. or PPL Energy Supply on derivative instruments in net liability positions. 

below BBB- for S&P or Fitch, 
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Additionally, certain of PPL's and PPL Energy Supply's derivative contracts contain credit contingent provisions that require 
PPL or PPL Energy Supply to provide "adequate assurance" of performance if the other patty has reasonable grounds for 
insecurity regarding PPL's or PPL Energy Supply's performance of its obligation under the contract. A counterparty 
demanding adequate assurance could requiIc a transfer of additional collateral or othet security, including letters of credit, 
cash and guatantees from a creditworthy entity. This would typically involve negotiations among the parties. However, 
amounts disclosed below represent assumed immediate payment or immediate and ongoing full  collateralization for 
derivative inst1 uments in net liability positions with "adequate assurance'' provisions. 

To determine net liability positions, PPL and PPL Energy Supply use the fair value of each contract. The aggregate fair 
value of all derivative instruments with the credit contingent provisions described above that were in  a net liability position at 
Match 31,201 1 was $124 million for PPL and $79 million f o ~  PPL Energy Supply, of which PPL and PPL Energy Supply 
had posted collateral of$% million and $72 million in the normal course of' business. At March 31, 201 1, if the credit 
contingent provisions underlying all derivative instIuments were ttiggered due to a credit downgrade below investment grade, 
PPL and PPL Energy Supply would have been required to prepay or post additional collateral of$205 million and $188 
million to their counterparties after including the effect of net Ieceivables and payables aheady Iecorded on the balance sheet. 

15. Goodwill 

(PPL arid PPL Energy Supply) 

The changes in the carrying amounts of goodwill by segment were: 

Kentucky Regulated International Regulated 
PPL 
Balance at December 31,2010 (a) $ 662 $ 679 

31 
Balance at March 31,201 1 (a) $ 662 $ 710 

International Regulated 
PPI, Energy Supply 
Balance at December 31,2010 (a) $ 679 

Derecognition (b) (67% 

_. 

Effect of foreign currency exchange rates 

Balance at March 31,201 1 (a) $ 

Supply Total 

$ 420 $ 1,761 
31 

$ 420 $ 3,792 

Supply Total 

86 $ 765 

(a) 
(b) 

TheIe were no accumulated impairment losses related to goodwill 
Represents the amount of goodwill derecognized as a result of PPL Energy Supply's distribution of its membership interest in PPL Global to PPL 
Energy Supply's parent, PDL Energy Funding See Note 8 for additional information on the distribution Subsequent to the distribution, PPL Energy 
Supply operates in a single business segment and reporting unit 

16. Asset Retirement Obligations 

(PPL and PPL Etiergy Supply) 

'The changes in the carrying amounts of AROs were as follows. 

ARO at December 31,2010 
Accretion expense (a) 
Derecognition (b) 
Obligations settled 

ARO at March 31,2011 

PPL PPL Energy Supply 
$ 448 $ 345 

9 7 
(5) 

(3) (3) 
9; 454 $ 344 

(a) Accretion expense rccorded by PPL for its subsidiaries LG&E and KU is offset with a regulatory asset, such that there is no income statement impact 
(b) Represents AROs derecognized as a result of PPL Energy Supply's distribution of its membership interest in PPL Global to PPL Energy Supply's 

parent, PPL Energy Funding See Note 8 for additional information on the distribution 

The classification of AROs on the Balance Sheet was as follows. 

PPL Energy Supply -- PPL 
- March 31,2011 December 31,2010 March 31,2011 December 31,2010 

Current portion (a) $ 12 $ 13 $ 11 $ 13 

Total $ 454 $ 448 $ 344 $ 345 
Long-term portion (b) 442 43s 333 3 3 2  - -.- 

(a) 
(b) 

Included in "OtheI current liabilities " 
Included in "Asset retirement obligations I' 
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The most significant ARO recorded by PPL. and PPL Energy Supply relates to the decommissioning of the Susquehanna 
nuclcar plant. The accrued nuclear decommissioning obligation was $276 million and $270 million at March 31, 201 1 and 
December 31,2010, and is included in "Asset retirement obligations" on the Balance Sheets. 

Assets in the NDT funds are legally restricted for purposes of settling PPL's and PPL. Energy Supply's ARO related to the 
decommissioning of the Susquehanna station. The aggregate fair value of these assets was $644 million and $61 8 million at 
March 3 1, 201 1 and December 3 I ,  20 IO. and is included in "Nuclcar plant decommissioning trust lunds" on the Balance 
Sheets. See Notes 13 and 17 for additional information on these assets. 

17. Available-for-Sale Securities 

(PPL, arid PPL, Energy Supply) 

PPL. and its subsidiaries classify certain short-term investments, securities held by the NDT funds and auction rate securities 
as available-for-sale Available-for-sale securities are carried on the balance sheet at fair value. {Jnrealized gains and losses 
on these securities are reported, net of tax, in OCI or are recognized currently in  earnings when a decline in fair value is 
determined to be other-than-temporary. The specific identification method is used to calculate realized gains and losses. 

The following table shows the amortized cost, the gross unrealized gains and losses recorded in AOCI, and the fair value of 
available-for-sale securities. 

- PPL 
Short-term investments 

NDT funds: 
- municipal debt securities 

Cash and cash equivalents 
Equity securities: 

U S  large-cap 
U S midsmall-cap 

U S  Treasury 
U S govcrnment sponsored 

Municipality 
Investment-grade corporate 
Other 

Debt securities: 

agency 

Receivables/payables, nct 
Total NDT funds 

Auction rate securities 
Total 

PPL Energy Su~alv 
NDT funds: 

Cash and cash equivalents 
Equity securities: 

U S. large-cap 
U S .  midsmall-cap 

U S  Treasury 
1J.S. government sponsored 

Municipality 
Investment-grade corporate 
Other 

Debt securities: 

agency 

Receivables/payables, nct 
Total NDT funds 

Auction rate securities 
Total 

March 31,2011 December 31,2010 
Gross Gross Gross Gross 

Amortized Unrealized Unrealized Amortized Unrealized Unrealized 
cost Gains Losses Fair Value Cost Gains Losses Fair Value 

$ 163 X- 163 

$ 16 $ 16 10 10 

168 X 132 
66 56 

300 180 $ 123 
122 61 52 

303 
119 

13 4 17 71 4 15 

10 10 6 1 7 
79 1 $  1 79 69 69 - 7 7 35 37 31 I 33 

2 2 1 I 
1 1 1 1 

450 195 1 644 436 182 618 
25 25 25 25 

X 415 X 195 $ 1 $ 669 X 624 $ 182 X 806 

. 1- 

$ 16 9; 16 $ 10 $ 10 

168 $ 132 
66 56 

300 180 $ 123 
122 67 52 

303 
119 

73 4 17 71 4 75 

10 10 6 1 
19 1 s  1 19 69 
35 2 31 31 2 
I 2 1 
1 1 I 

20 20 20 

7 

1 

20 
X 470 $ 195 X 1 $ 664 $ 456 $ 182 $ 638 

~ ~ - - - -  
195 -..------ 1 644 436 182 -~ 618 45 0 

~ . -  

7 
69 
33 

1 

There were no securities with credit losses at March 3 1,201 1 and December 31,2010. 

The following table shows the scheduled maturity dates of debt securities held at March 3 1, 201 1. 
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- PPL 
Amortized cost 
Fair value 

PPL Energv Supplv 
Amortized cost 
Fair value 

Maturity Maturity Maturity Maturity 
Less Than 1-5 5-10 in Excess 

1 Year Years of 10 Years Total 

$ 12 $ 65 $ 69 $ 78 $ 224 

Years ---- 

13 67 71 79 230 

$ 12 $ 65 $ 69 $ 73 $ 219 
13 67 71 74 225 

The following table shows proceeds from and realized gains and losses on sales of available-for-sale securities. 

- PPL 
Proceeds from sales ok NDT securities (a) 
Other proceeds from sales 
Gross realized gains (b) 
Gross realized losses (b) 

PPL Energv Supplv 
Proceeds from sales of NUT securities (a) 
Gross realized gains (b) 
Gross realized losses (b) 

Three Months Ended March 31, 
2011 2010 

$ 75 $ 44 

17 5 
5 1 

163 

$ 75 $ 44 
17 5 
5 1 

(a) 
(b) 

These proceeds are used to pay income taxes and fees related to managing the trust. Remaining proceeds are reinvested in the trust 
Excludes the impact of other-than-temporary impairment charges recognized in the Statements of Income. 

(PPL) 

At December 31, 2010, LG&E held $163 million aggregate principal amount of tax-exempt revenue bonds issued by 
Louisville/Jefferson County, Kentucky on behalf of LG&E that were purchased from the remarketing agent in 2008. At 
December 31,2010, these investments were reflected in "Short-term investments" on the Balance Sheet. During the three 
months ended March 31, 201 1, LG&E received $163 million for its investments in these bonds when they were remarketed 
to unaffiliated investors. No realized 01' unrealized gains (losses) were recorded on these securities, as the difference between 
carrying value and fair value was not significant. 

18. Subsequent Event - Acquisition of Central Networks 

On April 1, 201 1, PPL, through its indirect, wholly owned subsidiary PPL WEM, completed its acquisition of all of the 
outstanding ordinary share capital of Central Networks East plc and Central Networks Limited, the sole owner of Central 
Networks West plc, together with certain other related assets and liabilities (collectively referred to as Central Networks and 
subsequently renamed WPD Midlands), from subsidiaries of E.ON AG. The consideration for the acquisition consisted of 
cash consideration of $5.7 billion, including the repayment of $1.6 billion of affiliate indebtedness owed to subsidiaries of 
E.ON AG, and approximately $800 million of long-term debt assumed through consolidation. WPD Midlands' regulated 
distribution operations serve five million end users in the Midlands area of England. The acquisition continues to reapportion 
the mix of PPL's regulated and competitive businesses by increasing the regulated portion of its business and enhances rate- 
regulated growth opportunities as the regulated businesses make investments to improve infrastructure and customer 
reliability. Further, the service territories of WPD (South Wales), WPD (South West) and WPD Midlands are contiguous and 
cost savings and other shared benefits are expected from the combined operations. 

The fair value of the consideration paid for Central Networks was as follows (in billions): 

Aggregate enterprise consideration 
Less: fair value of long-term debt outstanding, net, assumed through consolidation 
Total cash consideration paid 
Less: funds made available to Central Networks to repay pre-acquisition affiliate indebtedness 
Cash consideration paid for Central Networks' outstanding ordinary share capital 

$ 6.5 
0.8 
5.7 
1.6 

3 4.1 

The total cash consideration paid was primarily funded by borrowings under the Bridge Facility on the date of acquisition. 
Subsequently, PPL repaid a portion of the borrowings under the Bridge Facility using proceeds from the April 201 1 issuances 
of common stock and 201 1 Equity Units, and proceeds from the April 201 1 issuance of senior notes by PPL WEM. The 
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remaining borrowings under the Bridge Facility are expected to be repaid through the issuance of other long-term debt 
securities. See Note 7 for additional information on the permanent financing. 

The following table summarizes (in billions) the preliminary allocation of the purchase price to the fair values of the major 
classes of assets acquired and liabilities assumed. These fair value estimates are subject to change as updated information 
becomes available and as additional analyses are pcrformed. As such, it is impracticable to provide further details and the 
final amounts recorded for each of the items below may be materially different than the information presented. 

Working capital 
PPBE 
Othei noncurrent assets 
Long-term debt (current and noncurrent) (a) 
Other noncurrent liabilities 
Net identifiable assets acquired 
Goodwill 
Net assets acquired 

(a) 

Goodwill expected to be recorded as a result of the acquisition reflects the expected continued growth of a rate-regulated 
business with a defined service territory operating under a constructive regulatory framework, expected syncrgies including 
contiguous service territories and the ability to leverage WPD's existing management team's high level of performance both 
in capital cost efficiency and customer service. The goodwill is not expected to be included in customer rates or deductible 
for income tax purposes and is expected to be assigned to the International Regulated segment. No deferred taxes are 
expected to be recorded related to goodwill. 

Does not reflect the repayment of affiliated debt 

PPL,'s pro forma operating revenues and net income attributable to PPL, for the three months ended March 31, 201 1 and 2010, 
including LKE as if the acquisition had occurred January 1, 2009 and Central Networks as if the acquisition had occurred 
January 1, 2010, are as follows (in millions). 

Net Income 
(Loss) 

Attributable Operating 
Revenues toPPL __ 

Pro forma for 201 1 
Pro forma for 2010 

x 3,211 $ 522 
3,987 388 

The pro forma financial information presented above has been derived from the historical consolidated financial statements 
of PPL, and LKE, which was acquired on November 1, 2010, and from the historical combined financial statements of Central 
Networks. Income from discontinued operations (net of income taxes) of PPL,, LKE and Central Networks totaling $3 
million and $5 million for the three months ended March 31,201 1 and 2010 was excluded from the pro forma amounts 
above. 

The pro forma ad,justments include adjustments to depreciation, net periodic pension costs, interest expense, nonrecurring 
adjustments and the related income tax effects. Nonrecurring ad.justments include: (a) third-party Central Networks 
acquisition-related costs of $1 1 million, including advisory, accounting and legal fees, which were recorded in "Other Income 
(Expense) - net" in the Statement of Income; (b) $7 million of losses in connection with foreign currency economic hedges 
related to the acquisition, which were also recorded in "Other Income (Expense) - net" in the Statement of Income; and (c) 
Bridge Facility costs of $7 million which were recorded in  "Interest Expense" in the Statement of Income. 

Giving effect to the April 201 1 acquisition (incorporating the preliminary purchase price allocation detailed above) and 
issuances of common stock, 201 1 Equity Units and debt (jncluding the remaining outstanding Bridge Facility borrowings) as 
if those events occurred on March 31, 201 1, would have resulted in balances approximating the following (in billions): 

PPBE 
Goodwill 
Debt, short-term and long-term 
Total Equity 

x 25 9 
4 4  

18 3 
10 9 

These estimates are subject to change as updated information becomes available and as additional analyses are performed. 
As such, the final amounts recorded may be materially different than the information presented. 
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PPL CORPORATION AND SUBSIDIARIES 

Item 2. Manaqement's Discussion and Analvsis of Financial Condition and Results of Operations 

Overview 

The following information should be read in conjunction with PPL's Condensed Consolidated Financial Statements and the 
accompanying Notes and with PPL's 2010 Form 10-K. Terms and abbreviations are explained in the glossary. Dollars are i n  
millions, except per sharc data, unless otherwise noted. 

PPL is an energy and utility holding company with headquarters in Allentown, Pennsylvania. Through subsidiaries, PPL 
generates electricity from power plants in the northeastern, northwestern and southeastern US., markets wholesale or retail 
energy primarily in northeastern and northwestern portions of the US.,  delivers electricity to customers in Pennsylvania, 
Kentucky, Virginia, Tennessee and the U.K. and delivers natural gas in Kentucky. Refer to "Item 1. Business - Background" 
in PPLs 2010 Form 10-IS for descriptions of its reportable segments, which are Kentucky Regulated, International Regulated, 
Pennsylvania Regulated and Supply. See "Item 7. Management's Discussion and Analysis of Financial Condition and 
Results of Operations - Overview" in PPL's 2010 Form 10-K for a discussion of PPL's strategy and the risks and challenges 
that it faces in its businesses. See "Forward-Looking Information," Note 10 to the Financial Statements, the remainder of 
Item 2 and Item "1A. Risk Factors" in this Form 10-Q, and "Item 1A. Risk Factors" and the rest of Item 7 in PPL's 2010 
Form 10-K for more information concerning the material risks and uncertainties that PPL faces in its businesses and with 
respect to its future earnings and cash flows. 

Acquisition of Central Networks 

On April 1, 201 1, PPL WEM, an indirect wholly owned subsidiary of PPL, acquired Central Networks, which operates a 
regulated distribution network that serves five million end users in the Midlands area of England, for $6.5 billion, including 
long-term debt assumed through consolidation. The cash consideration of $5.7 billion was initially funded by borrowings 
under the Bridge Facility. Permanent financing to repay the Bridge Facility borrowings includes a combination of the 
issuance of PPL common stock, 201 1 Equity Units and debt. Subsequent to the close of the acquisition, the entities acquired 
were renamed and are collectively referred to as WPD Midlands. See Note 18 to the Financial Statements for additional 
information on the acquisition and Note 7 for additional information on the financing. 

The acquisition continues to reapportion the mix of PPL's regulated and competitive businesses by increasing the regulated 
portion OS its business and enhancing rate-regulated growth opportunities as the regulated businesses make investments to 
improve infrastructure and customer reliability. The increase in regulated assets is expected to provide earnings stability 
through regulated returns and the ability to recover costs of capital investments, in contrast to the competitive supply business 
where earnings and cash flows are subject to market conditions. Further, the WPD and WPD Midlands service territories are 
contiguous and cost savings and other benefits are expected from the combined operations. 

Results of Operations 

The following discussion begins with a summary of PPL's earnings and continues with a review of results by reportable 
segment and a description OS key factors by segment that are expected to impact future earnings. This section ends with 
"Statement of Income Analysis," which includes explanations of significant changes in principal items on PPL's Statements 
of Income, comparing the three months ended March 31, 201 1 with the same period in 2010. 

As a result of the LKE acquisition on November 1, 2010, LKEs results for the three months ended March 31, 201 1 are 
included in PPL's results with no comparable amounts for 2010. When discussing PPLs results of' operations for 201 1 
compared with 2010, the results of LKE are isolated for purposes of comparability. LKE's results are included within 
"Segment Results - Kentucky Regulated Segment" and "Statement of Income Analysis - Kentucky Gross Electric and Gas 
Margins. " 

The results for interim periods can be disproportionately influenced by various factors and developments and by seasonal 
variations, and as such, the results of operations for interim periods do not necessarily indicate results or trends for the year or 
for future operating results. 

Tables analyzing changes in  amounts between periods within "Segment Results" and "Statement of Income Analysis" are 
presented on a constant U.K. foreign currency exchange rate basis, where applicable, in order to isolate the impact of the 
change in the exchange rate on the item being explained. Results computed on a constant U.K. foreign currency exchange 
rate basis are calculated by translating current year results at the prior year weighted-average foreign cunency exchange rate. 
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Earnings 

Net Incomc Attributablc to PPL Corporation 
EPS - basic 
EPS - diluted 

Three Months Ended March 31, 

x 401 $ 250 
x 0 8 2  9; 0 66 
x 082 $ 0 66 

2010 
---____I 

2011 

The changes in  Net Income Attributablc to PPL, Corporation from period to period were, in  part, attributable to the 
acquisition or LKE and several itcins that management considcrs special. Details of thesc special items arc providcd within 
thc review of each segment's earnings. 

Segment Results 

Net Income Attributable to PPL, Corporation by segment was: 

Kentucky Regulated 
International Regulated 
Pennsylvania Regulated 

Total 
Supply 

Three Months Ended March 31, 
201 1 2010 

x 75 
55 9; 76 
52 37 

219 137 
x 401 9; 250 

- 

Kentuckv Requla ted  S e q m e n t  

The Kentucky Regulated segment consists primarily of LKE's results from the operation of regulated electricity generation, 
transmission and distribution assets, primarily in Kentucky, as well as in Virginia and Tennessee. This segment also includes 
L.KE's results from the regulated distribution and sale of natural gas in Kentucky. 

Kentucky Regulated segment Net Income Attributable to PPL, Corporation was: 

Utility revenues 
Fuel and energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than income 

Total operating expenses 
Other Income (Expense) - net 
Interest Expense (a) 
Income Taxes 
Ne1 Income Attributable to PPL Corporation 

Three Months 
Ended 

March 31,2011 - 
x 766 

322 
181 
81 
9 

593 
(1) 
54 
A7 

x 75 

(a) Includes interest expense allocated to the Kentucky Regulated segment of $18 million ($12 million after tax) related to the 2010 Quity IJnits and 
interest rate swaps 

Outlook 

Excluding special items and the impact of a full year of earnings versus two months in 2010, PPL expects higher utility 
revenues generally driven by the results of electricity and natural gas base rate increases that became effective August 1, 
2010. 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 2, 
Note 10 to the Financial Statements and "Part 11. Other Information - Item 1 A. Risk Factors" in this Form 10-Q and "Item 1. 
Business," and "Item 1A. Risk Factors" in PPL's 2010 Form 10-K for a discussion of the risks, uncertainties and factors that 
may impact future earnings. 
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International Requlated Seqrnenj 

The International Regulated segment consists primarily of the electric distribution operations in the U.K. 

International Regulated segment Net Income Attributable to PPL Corporation was: 

Three Months Ended March 31, ___ 
2011 ,_ 2010 

Utility revenues 
Energy-related businesses 

Total operating revenues 
Othei operation and maintenance 
Depreciation 
Taxes, other than income 
Energy-ielated businesses 

Total operating expenses 
Other Income (Expense) - net 
Interest Expense 
Income Taxes 
Net Income Attributable to PPL Corporation 

$ 216 $ 203 
9 10 

225 213 
42 44 
30 29 
13 14 

4 
89 91 

(19) 1 
47 31 
15 16 

$ 55 $ 16 

- 4 - 
-- 

The after-tax changes in  Net Income Attributable to PPL Corporation between these periods were due to the following 
factors. 

U.K. 
Utility revenues 
Other operation and maintenance 
Interest expense 
Foreign currency exchange rates 

U.S. income taxes 
Special items 
Total 

e Higher U.K. utility revenues primarily due to a 2010 charge related to a revised estimate for network electricity line 
losses as well as positive changes in  customer mix. 

Higher U.K. interest expense primarily due to higher debt balances arising from a March 2010 debt issuance. 

e Higher U.S. income taxes due to a favorable 2010 change in an uncertain tax position related to windfall profits tax, 
partially offset by a current year tax benefit on anticipated U.K. pension plan contributions. 

The following after-tax amounts, which management considers special items, also impacted the segment's earnings. 

Foreign currency-related economic hedges (a) 
Central Networks acquisition-related costs: 

Bridge Facility costs (Note 18) 
Other acquisition-related costs (Note 18) 
Foreign currency-related economic hedges (Note 14) 

Total 

Three Months Ended 
March 31,2011 

$ (1) 

(a) Represents unrealized losses on contracts that economically hedge anticipated earnings denominated in GBP 

Outlook 

Excluding special items and the impact of the newly acquired U.K. businesses, in 201 1 compared to 2010, PPL expects 
higher electricity delivery revenue and a more favorable currency exchange rate, partially offset by higher income taxes, 
higher depreciation and financing costs. 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 2, 
Note 10 to the Financial Statements and "Part 11. Other Information - Item 1A. Risk Factors" in this Form 10-(2 and "Item 1. 

I 
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Business," and "Item 1A. Risk Factors" in PPL,'s 2010 Form IO-K for a discussion of the risks, uncertainties and factors that 
may impact future earnings. 

Pennsylvania Requlated Seament 

The Pennsylvania Regulated segment includes the regulated electric delivery operations of PPL Electric. 

Pennsylvania Regulated segment Net Income Attributable to PPL. Corporation was: 

Operating ievenues 
External 
Intersegment 
Total operating revenues 

Energy purchases 
External 
Intersegment 

Other operation and maintenance 
Depreciation 
Taxes, other than income 

Total operating expenses 
Other Income (Expense) - net 
Interest Expense 
Income Taxes 
Net Income 
Net Income Attributable to Noncontrolling Interests 
Net Income Attributable to PPL. Corporation 

Three Months Ended March 31, 
2011 2010 

s 554 s 81 1 
4 - 3 

-- 

558 813- 

25 1 
6 

130 
33 

410 
I15 
120 
34 

35 47 
455 - 126 

-- 
m 

24 
L 

26 
23 21 
56 42 

5 
s 52 s 37 

- 4 - 

The after-tax changes in Net Income Attributable to PPL Corporation between these periods were due to the following 
factors. 

Pennsylvania gross delivery margins 
Othcr operation and maintenance 
Interest expense 
Income taxes and other 
Total 

0 See "Pennsylvania Gross Delivery Margins by Component" in the "Statement of Income Analysis" section for an 
explanation of gross margins from the regulated electric delivery operations. 

0 Other operation and maintenance increased primarily due to higher payroll and related overhead, contractor costs 
resulting mainly from increased maintenance work and storm activity, and higher support group costs. 

0 L,ower income taxes due to the indirect impact of Pennsylvania Department of Revenue interpretive guidance regarding 
100% bonus depreciation. See Note 5 to thc Financial Statements for additional information. 

Outlook 

Excluding special items, in 201 1 compared to 2010, distribution revenues are expected to be higher resulting from the 
distribution base rate increase effective January 1, 201 1. 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 2, 
Note 10 to the Financial Statements and "Part 11. Other Information - Item 1A. Risk Factors" in this Form 10-Q and "Item 1. 
Business," and "Item 1A. Risk Factors" in PPL's 2010 Form 10-K for a discussion of the risks, uncertainties and factors that 
may impact future earnings. 

In April 201 1, legislation was introduced in the Pennsylvania General Assembly that would authorize the PUC to approve 
regulatory procedures and mechanisms to provide for timely recovery of a utility's costs. Those procedures and mechanisms 
include. but are not limited to, the use of a fully projected test year and an automatic adjustment clause to recover capital 
costs and related operating expenses. The legislation has been referred to the House Committee on Consumer Affairs. PPL 
Electric is working with other stakeholders to support passage of this legislation. 
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Sup plv Seq rrie rit 

'The Supply segment primarily consists of the energy marketing and trading activities, as well as the competitive genelation 
and development operations of PPL Energy Supply. In 201 1 and 2010, PPL Energy Supply subsidiaries completed the sale 
of scvcral businesses, which have been classified as Discontinued Operations. See Note 8 to the Financial Statements for 
additional information. 

Supply segment Nct Income Attributable to PPL Corporation was: 

Energy revenues 
External (a) 
Intersegment 

Total operating revenues 

External (a) 
Inter segrnent 

Energy-related businesses 

Fuel and energy purchases 

Other operation and maintenance 
Depreciation 
Taxes, other than income 
Energy-!elated businesses 

Total operating expenses 
Other Income (Expense) - net 
Other-Than-Temporary Impairments 
Interest Expense 
Income Taxes 
Income (Loss) from Discontinued Operations 
Net Income Attributable to PPL Corporation 

Three Months Ended March 31,- 
2010 - 201 1 

$ 1,253 $ 1,898 
6 115 

112 84 
1,37 1 2,097 

555 1,392 
1 1 

233 281 
64 61 
16 11 

I 

109 84 
978 1 .830 

15 5 

49 54 
142 89 

3 8 
$ 219 9; 137 

1 

(a) Includes impact from energy-related economic activity. See "Commodity Price Risk (Non-trading) - Economic Activity" in Note 14 to the Financial 
Statements for additional information 

The after-tax changes in Net Income Attributable to PPL Corporation between these periods were due to the following 
factors. 

U.S non-trading margins 
Other operation and maintenance 
Depreciation 
Other income (expense) - net 
Income taxes and other 
Discontinued operations, excluding special items and certain revenues and expenses included in margins 
Special items 
Total 

121 
$ 82 

e See "Unregulated Gross Energy Margins By Region" in the "Statement of Income Analysis" section for an explanation 
of margins. 

Other operation and maintenance primarily reflects the offsetting impact of lower costs due to the timing of the 
Susquehanna outage and higher outage costs at fossillhydro plants. 

Higher other income (expense) - net due to realized earnings on securities in the NDT funds 

e Income taxes reflect the impact of increased valuation allowances on Pennsylvania net operating loss carryforwards 
related to the effect of 100% bonus depreciation on future projected Pennsylvania taxable income and differences in 
effective tax rates. 

The following after-tax amounts, which management considers special items, also impacted the segment's earnings. 
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Three Months Ended March 31, 
201 1 2010 

$ 17 9; (65 )  Acljusted energy-rclated economic activity, net (a) 
Sales of assets: 

Impairments: 
Non-core generation Kacilities (Note 8) 

Emission allowances (Note 13) 
RE,Cs (Note 13) 
Adjustments - NDT investments (h) 

Montana hydroelectric litigation (Note I O )  
Health Care Reform - tax impact (Note 9) 

Other: 

Total 

(a) 
(h) 

See "Reconciliation of Economic Activity" helow 
Represents the reversal of previous other-than-temporary impairment charges when securities previously impaired were sold 

Reconciliation of Ecorioinic Activity 

The following table reconciles unrealized pre-tax gains (losses) from the table within "Commodity Price Risk (Non-trading) - 
Economic Activity" in Note 14 to the Financial Statements to the special item identified as "Adjusted energy-related 
economic activity, net." 

Three Months Ended March 31, 
2011 2010 ____ 

LJnregulated retail electric and gas $ 4 x  10 
Wholesale energy marketing 57 424 

Energy Purchases 18 - 

Operating Revenues 

Operating Expenses 
Fuel 23 5 

(563) 

14 
Energy-related economic activity (a) I02 ( 124) 
Option premiums (b) 5 
Adjusted energy-related economic activity 107 (1 10) 

Adjusted energy-related economic activity, net, pretax $ 29 $ ( 1  10) 

-~ 
Less: Economic activity now realized, associated with the monetization of certain 
full-requirement sales contracts in 2010 78 

Adjusted energy-related economic activity, net, after-tax $ 17 $ (65) 

(a) 

(h) 

The components of this item are from the table within "Commodity Price Risk (Non-trading) - Economic Activity" in Note 14 to the Financial 
Statcments 
Adjustment for the net deferral and amortization of option premiums over the delivery period of the item that was hedged or upon realization After- 
tax gains for the three months ended March 31,201 1 and 2010 were $3 million and $8 million. 

Outlook 

Excluding special items, in 201 1 compared to 2010, energy margins are expected to be lower driven by lower Eastern energy 
and capacity prices, higher average fuel costs and outages related to turbine blade inspections/replacements at the 
Susquehanna nuclear station, as well as higher income taxes and higher operation and maintenance expense. 

Unit 2 at PPL's Susquehanna nuclear plant is currently in a scheduled outage for refueling and generation uprate. In 
connection with this outage, a planned inspection of the Unit 2 turbine revealed defects in certain of its low pressure turbine 
blades. Replacement of these blades is required but was not anticipated as part of the original scope of this outage. Thc 
necessary repair work is expected to extend the Unit 2 outage by approximately four to six weeks. As a precaution, PPL, 
likely will also take Unit 1 out of service in the coming weeks to perform similar turbine blade inspections. No specific dates 
or timetablc for that inspection have been established, and may be determined in part by the results of the inspection and 
repairs at TJnit 2. There is no current expectation that repairs will be required at Unit 1. PPL's current estimate of the after- 
tax financial impact related to these outages is between $20 million and $30 million. There can be no assurance that 
additional repairs at Unit 2 or Unit 1 will not be required, or that the length of the current outage will not exceed the extended 
timeframe referred to above. 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-L,ooking Information," the rest of this Item 2, 
Note 10 to the Financial Statements and "Part 11. Other Information - Item 1A. Risk Factors" in this Form 10-Q and "Item 1. 
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Business," and "Item 1A. Risk Factors" in PPL's 2010 Form 10-K for a discussion of the risks, uncertainties and factors that 
may impact future earnings. 

Statement of Income Analysis -- 
Margins 

Non-GAAP ,Financial Measures 

The following discussion includes financial information prepared in  accordance with GAAP, as well as three non-GAAP 
financial measures: "Kentucky Gross Electric and Gas Margins," "Pennsylvania Gross Delivery Margins" and "Unregulated 
Gross Energy Margins." PPL believes that these measures provide additional criteria to make investment decisions. These 
performance measures are used, in con.junction with other information, internally by senior management and the Board of 
Directors to manage PPL's operations. PPL's management also uses "Unregulated Gross Energy Margins" in measuring 
certain corporate performance goals used in determining variable compensation. 

"Kentucky Gross Electric and Gas Margins" is a single financial performance measure of the Kentucky Regulated 
segment's electricity generation, transmission and distribution operations as well as its distribution and sale of natural 
gas. In calculating this measure, utility revenues and expenses associated with approved cost recovery tracking 
mechanisms are offset. These mechanisms allow for recovery of certain expenses, returns on capital investments 
associated with environniental regulations and performance incentives. As a result, this measure represents the net 
revenues from the Kentucky Regulated segment's electric and gas operations. 

"Pennsylvania Gross Delivery Margins" is a single financial performance measure of the Pennsylvania Regulated 
segment's electric delivery operations, which includes transrnission and distribution activities, including PLR electricity 
generation supply. In calculating this measure, utility revenues and expenses associated with approved recovery 
mechanisms, including energy provided as a PLR, are offset. These mechanisms allow for recovery of certain expenses; 
therefore, certain expenses and revenues offset with minimal impact on earnings. As a result, this measure represents the 
net revenues from the Pennsylvania Regulated segment's electric dclivery operations. 

"Unregulated Gross Energy Margins" is a single financial performance measure of the Supply segment's competitive 
energy non-trading and trading activities. In calculating this measure, the Supply segment's energy revenues are offset 
by the cost of fuel and enexgy purchases, and adjusted for other related items. This performance measure is Ielevant to 
PPL due to the volatility in the individual revenue and expense lines on the Statements of Income that comprise 
"Unregulated Gross Energy Margins." This volatility stems from a number of factors, including the required netting of 
certain transactions with ISOs and significant swings in unrealized gains and losses. Such factors could result in gains or 
losses being recorded in either "Wholesale energy marketing" or "Energy purchases" on the Statements of Income. This 
performance measure includes PLR revenues from energy sales to PPL Electric by PPL EnergyPlus. In addition, PPL 
excludes from "Unregulated Gross Energy Margins" the Supply segment's energy-related economic activity, which 
includes the changes in fair value of positions used to economically hedge a portion of the economic value of PPL's 
competitive generation assets, full-requirement sales contracts and retail activities. This economic value is subject to 
changes in fair value due to market price volatility ofthe input and output commodities (e.g.. fuel and power) prior to the 
delivery period that was hedged. Also included in this energy-related economic activity is the ineffective poition of 
qualifying cash flow hedges, the monetization of certain full-requirement sales contracts and premium amortization 
associated with options. This economic activity is deferred, with the exception of the full-requirement sales contracts 
that were monetized, and included in unregulated gloss energy margins over the delivery period that was hedged or upon 
realization. 

These measures are not intended to replace "Operating Income," which is determined in accordance with GAAP, as an 
indicator of overall operating performance. Other companies may use different measures to analyze and to report on the 
results of their operations. 

Kentuckv Gross Electric arid Gas Marqiris 

The following table reconciles "Operating Income" to "Kentucky Gross Electric and Gas Margins" as defined by PPL. 
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Operating Income (a) 
Adjustments: 

Uniegulated retail electric and gas (a) 
Wholesalc cneigy marketing (a) 
Net energy trading margins (a) 
Energy-relatcd businesses, nct (b) 
Othei operation and maintcnancc (a) 
Dcprcciation (a) 
Taxes, other than income (a) 
Revenue adjuslments (c) 
Expense adjustments (c) 

Kentucky gross electric and gas margins 

Three Months 
Ended March 31, 

2011 

!$ 805 

-. 

(a) As reported on the Statement of Income 
(b) Amount represents thc net of "Energy-related businesses" revenue and expense as reported on the Statement of Income 
(c) The components of these adjustments are detailed in the table below 

The following table provides the income statement line items and other adjustments that comprise Kentucky Gross Electric 
and Gas Margins. 

Revenue 
Utility (a) 
Revenue adjustments (b) 

Exclude WPD utility revenue (c) 
Exclude utility revenue included in Pennsylvania Gross Delivery Margins (c) 
Exclude PLR revenue from energy supplied to PPL Electric by PPL EnergyPlus (c) 

Total revenue adjustments 

Expcnse 
Fuel (a) 
Energy purchases (a) 
Expense adjustments (b) 

Exclude unregulated fuel and energy purchases (d) 
Exclude external PLR energy purchases (e) 
Include depreciation on ECR equipment (f) 
Include other operation and maintenance costs related to recovery mechanisms (g) 
Other 

Total expense adjustments 

Kentucky gross electric and gas margins 

Three Months 
Ended March 31, 

201 1 

$ 1,536 

475 
653 

(556) 
(250) 

12 
17 
4 

(773) 
355 

$ 41 1 

-- 

(a) As reported on the Statement of Income 
(b) To includekxclude the impact of any rcvenues and expenses consistent with the way management reviews Kentucky Gross Electric and Gas Margins 

inteinally 
(c) Included in "Utility" on the Statement of Income 
(d) Included in "Energy Purchases" and "Fuel" on the Statement of Income 
(e) Included in "Energy Purchases" on the Statement of Income 
(f) Included in "Dcpreciation" on the Statement of Income 
(g) Included in "Other opeiation and maintenance" on the Statement of Income 

- Pennsvlvania Gross Deliverv Marains 

The following table reconciles "Operating Income" to "Pennsylvania Gross Delivery Margins" as defined by PPL,. 
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Operating Income (a) 
Adjustments: 

Unregulated retail electric and gas (a) 
Wholesale energy marketing (a) 
Net energy trading margins (a) 
Energy-related businesses, net (b) 
Fuel (a) 
Other operation and maintenance (a) 
Depieciation (a) 
Taxes, other than income (a) 
Revenue adjustments (cf 
Expense adjustments (c) 

Pennsylvania gross delivery margins 

Three Months Ended March 31, 

$ 805 $ 476 
2011 2010 ~ 

3.55 
$ 2.50 

(a) 
(b) 
(c) 

As reported on the Statements of Income 
Amount represents the net of "Energy-related businesses" Ievenue and expense as reported on the Statements of Income 
The components of these adjustments are detailed in the table below 

The following table provides the income statement line items and other adjustments that comprise Pennsylvania gross 
delivery margins. 

Revenue 
Utility (a) 
Revenue adjustments (b) 

Exclude utility revenue included in Kentucky Gross Electric and Gas Margins (c) 
Exclude WPD utility revenue (c) 
Exclude PLR revenue from energy supplied to PPL Electric by PPL EnergyPlus (c) 

Total revenue ad,justments 

Expense 
Energy purchases (a) 
Expense adjustments (b) 

Exclude energy purchases included in Unregulated Gross Energy Margins (d) 
Exclude energy purchases included in Kentucky Gross Electric and Gas Margins (d) 
Include gross receipts tax (e)  
Include Act 129 ( f )  
Other 

'Total expense adjustments 

Pennsylvania gross delivery margins 

Three Months Ended March 31, - 
Change 201 1 2010 

$ 1,536 $ 1,014 $ 522 

3 (3) 
(355) ( 1,097) 742 
298 475 (177) 

. I  

s 250 $ 221 $ 29 

(a) 
(b) 

(c) 
(d) 
(e) 
(f) 

As reported on the Statements of Income 
To include/exclude the impact of any revenues and expenses consistent with the way management reviews Pennsylvania gross delivery margins 
internally 
Included in "Utility" on the Statements of Income 
Included in "Energy purchases" on the Statements of Income 
Included in "Taxes, other than income" on the Statements of Income. 
Included in "Other operation and maintenance" on the Statements of Income 

Pennsvlvania Gross Deliverv Marqiris bv Component 

Pennsylvania gross delivery margins are generated through domestic regulated electric distribution activities, including PLR 
supply, and transmission activities. 

Distiibution 
Transmission 
Pennsylvania gross delivery margins 

Three Months Ended March 31, 
2011 - 2010 Change 

$ 208 $ 179 $ 29 

$ 250 $ 221 $ 29 
42 42 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-Q 

[XI QUARTERL,Y REPORT PURSlJANT TO SECTION 1-3 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 
1934 for the quarterly period elided September 30,20 1 1 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 
OR 

[ ] 
to 1934 for the transition period froin -. 

Commission File 
Number 

1-1 1459 

1-32944 

1-90.5 

333- 173665 

1-2893 

1-3464 

Registrant; State of Incorporation; 
Address and Telephone Number 

PPL Corporation 
(Exact name of Registrant as specified in its charter) 
(Pennsylvania) 
Two North Ninth Street 
Allentown, PA 18101-1 179 
(6 I O )  774-5 15 1 

PPL Energy Supply, LLC 
(Exact name of Registrant as specified in its charter) 
(Del aware) 
Two North Ninth Street 
Allentown, PA 18 10 1 - 1 179 
(6 10) 774-5 I5 1 

PPL Electric Iltilities Corporation 
(Exact name of Registrant as specified in its charter) 
(Pennsylvania) 
Two North Ninth Street 
Allentown, PA 18101-1 179 
(6 10) 774-5 15 1 

LG&E and KU Energy LLC 
(Exact name of Registrant as specified in its charter) 
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220 West Main Street 
Louisville, KY 40202-1377 
(502) 627-2000 

Louisville Gas and Electric Company 
(Exact nanie of Registrant as specified in its charter) 
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220 West Main Street 
Louisville, KY 40202-1.377 
(502) 627-2000 

Kentucky Utilities Company 
(Exact name of Registrant as specified in its charter) 
(Kentucky and Virginia) 
One Quality Street 
Lexington, KY 40.507- 1462 
(502) 627-2000 

IRS Employer 
Identification No. 

23-2758193 

23-3074920 

23-0959590 

20-0523 163 

6 1-0264 1.50 

6 1-03-47570 



lndicate by check mark whether the registrants (1) have filed all reports required to be filed by Section 13 or 15(d) of the 
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrants were required 
to file such reports), and (2) have been subject to such filing requirements for the past 90 days. 

PPL Corporation 
PPL Energy Supply, LLC 
PPL Electric Utilities Corporation 
LG&E and KU Energy LLC 
Louisville Gas and Electric Company 
Kentucky Utilities Company 

Lndicate by check niark whether the registrants have siibniitted electronically and posted on their coiporate Web site, if any, 
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (5232.405 of this 
chapter) during the preceding 12 months (or for such shorter period that the registrants were required to submit and post such 
files). 

PPL Corporation 
PPL Energy Supply, LLC 
PPL Electric Utilities Corporation 
LG&E and KU Energy LLC 
Louisville Gas and Electric Company 
Kentucky Utilities Company 

Yes X 
Yes X 
Yes _X__ 
Yes 3- 
Yes X 
Yes X 

Indicate by check marl< whether the registrants are large accelerated filers, accelerated filers, non-acceletated filers, or a 
smaller reporting company. See the defuiitions of "large accelerated filer," "accelerated filer" and "smaller reporting 
company" in Rule 12b-2 of the Exchange Act. 

Large accelerated Accelerated Non-accelerated Smaller reporting 
filer filer filer company 

PPL Corporation [ X I  [ I  [ I  [ I  
PPL Energy Supply, LLC [ I  [ I  [ X I  [ I  
PPL Electric Utilities Corporation [ I  [ I  [ X I  [ I  
LG&E and KU Energy LLC [ I  [ I  [ X I  [ I  
Louisville Gas and Electric Company [ I  [ I  [ X I  [ I  
Kentucky Utilities Company [ I  [ I  [ X I  [ I  

Indicate by check mark whether the registrants are shell companies (as defined in Rule 12b-2 of the Exchange Act). 

PPL Corporation 
PPL Energy Supply, LLC 
PPL Electric Utilities Corporation 
LG&E and KU Energy LLC 
Louisville Gas and Electric Company 
Kentucky Utilities Company 

Yes - No X 
Yes - No X 
Yes __ No X 
Yes - No X 
Yes _.__ No X 
Yes - No 

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable date. 

PPL Corporation Common stock, $.O 1 par value, 578,298,607 shares outstanding at 
October 31,201 1. 

PPL Energy Supply, LLC PPL Corporation indirectly holds all of the membership interests in PPL 
Energy Supply, LLC. 

PPL Electric Utilities Corporation Common stock, no par value, 66,368,056 shares outstanding and all held 
by PPL Corporation at October 3 1,20 1 I .  

LG&E and KU Energy LLC PPL Corporation directly holds all of the membership interests in LG&E 
and KU Energy LLC. 

Louisville Gas and Electric Company Common stock, no par value, 2 1,294,223 shares Outstanding and all held 
by LG&E and KU Energy LLC at October 3 1,20 1 1. 

Kentucky Utilities Company Common stock, no par value, 37,817,878 shares outsta~iding and all held 
by LG&E and KU Energy LLC at October 3 I ,  20 1 1. 

This document is available free of charge at the Investor Center on PPL Corporation's website at www.pplweb.com. 
However, information on this website does not constitute a part of this Form 10-Q. 

http://www.pplweb.com
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GLOSSARY OF TERMS AND ABBREVIATIONS 

PPL Corporation and its current and former subsidiaries 

Central Networks - collectively Central Networks East plc, Central Networks Limited and certain other related assets and 
liabilities. On April 1,201 1, PPL WEM Holdings plc (formerly WPD Investment Holdings Limited) purchased all of the 
outstanding ordinary share capital of these companies froni E.ON AG subsidiaries. Central Networks West plc (subsequently 
renamed Western Power Distribution (West Midlands) plc), wholly owned by Central Networks Limited (subsequently 
renamed WPD Midlands Holdings Limited), and Central Networks East plc (subsequently renamed Western Power 
Distribution (East Midlands) plc) are British regional electricity distribution utility companies. 

KU - Kentucky Utilities Company, a public utility subsidiary of LKE engaged in the regulated generation, transmission, 
distribution and sale of electricity, primarily in Kentucky. The subsidiary was acquired by PPL through the acquisition of 
LKE in November 2010. 

LG&E- Louisville Gas and Electric Company, a public utility subsidiary of LKE engaged in the regulated generation, 
transmission, distribution and sale of electricity aud the distribution and sale of natural gas in Kentucky. The subsidiary was 
acquired by PPL through the acquisition of LICE in November 2010. 

LG&E and KU Services Company- LG&E and I<U Services Company (formerly E.ON U.S. Services Inc.), a subsidiary 
of LICE that provides services for LKE and its subsidiaries. 

LKE .. LG&E and KU Energy LLC (formerly E.ON U.S. LLC), a subsidiary of PPL and the parent of LG&E, KU, and other 
subsidiaries. PPL acquired LON U.S. LL,C in November 20 10 and changed the name to LG&E and KU Energy LLC. 
Within the context of this document, references to LICE also relate to the consolidated entity. 

PPL ~ PPL. Corporation, the parent holding company of PPL Electric, PPL Energy Funding, LICE and other subsidiaries. 

PPL Capital Funding - PPL Capital Funding, Inc., a wholly owned financing subsidiary of PPL. 

PPL Electric - PPL Electric IJtilities Corporation. a public utility subsidiary of PPL that transmits and distributes electricity 
in its Pennsylvania service area and provides electric supply to retail customers in this area as a PLR. 

PPL Energy Funding - PPL Energy Funding Corporation, a subsidiary of PPL and the parent holding company of PPL 
Energy Supply, PPL Global (effective January 201 1 )  and other subsidiaries. 

PPL EnergyPlus - PPL EnergyPlus. L,LC, a subsidiary of PPL Energy Supply that markets and trades wholesale and retail 
electricity and gas, and supplies energy and energy services in competitive niarkets. 

PPL Energy Supply - PPL Energy Supply, LLC, a subsidiary of PPL Energy Funding and the parent company of PPL 
Generation, PPL EnergyPlus and other subsidiaries. In January 201 1, PPL Energy Supply distributed its membership interest 
in PPL Global, representing 100% of the outstanding membership interests of PPL Global, to PPL Energy Supply's parent, 
PPL Energy Funding. 

PPL Gas Utilities - PPL Gas Utilities Corporation, which was a regulated utility subsidiary of PPL until its sale in October 
2008, provided natural gas distribution, transmission and storage services, and the competitive sale of propane. 

PPL Generation - PPL Generation, LLC, a subsidiary of PPL, Energy Supply that owns and operates U.S. generating 
facilities though various subsidiaries. 

PPL Global - PPL Global, LLC, a subsidiaiy of PPL Energy Funding that primarily owns and operates a business in the 
U.K., WPD, that is focused on the regulated distribution of electricity. In January 20 1 1 ,  PPL Energy Supply, PPL Global's 
former parent, distributed its membership interest in PPL Global, representing 100% of the outstanding membership interest 
of PPL Global, to its parent, PPL Energy Funding. 

PPL Martins Creek - PPL Martins Creek, LLC, a subsidiary of PPL Generation that owns generating operations in 
Pennsylvania. 

PPL Montana - PPL, Montana, LLC, an indirect subsidiary of PPL Generation that generates electricity for wholesale sales 
in Montana and the Pacific Northwest. 

PPL Services - PPL. Services Corporation, a subsidiary of PPL that provides services for PPL and its subsidiaries. 
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PPL Susquehanna ~ PPL Susquehanna, LLC, the riuclear generating subsidiary of PPL Generation. 

PPL WEM - PPL WEM Holdings plc (foimerly WPD Investment Holdings Limited), an indirect, wholly owned U.K. 
subsidiaty of PPL Global. PPL WEM directly wholly owns WPD (East Midlands) and indirectly wholly owns WPD (West 
Midlands). 

PPL W - PPL WW Holdings Limited (formerly Western Power Distribution Holdings Limited), an indirect, wholly owned 
U.K. subsidiaiy of PPL Global. PPL WW Holdings indirectly wholly owns WPD (South Wales) and WPD (South West). 

WPD - refers to PPL WW and PPL WEM and their subsidiaries. 

WPD (East Midlands) - Western Power Distribution (East Midlands) plc, a British regional electricity distribution utility 
company. The company, formerly Central Networks East plc, was acquired and renamed in April 201 1 I 

WPD Midlands - refers to Central Networks, which was renamed after the acquisition. 

W f  D (South Wales) - Westein Power Distribution [South Wales) plc, a British regional electricity distribution utility 
company. 

WPD (South West) - Westem Power Distribution (South West) plc, a British regional electricity distribution utility 
company. 

WPD (West Midlands) - Westem Power Distribution (West Midlands) plc, a British regional electricity distribution utility 
company. The company, formerly Central Networks West plc, was acquired and renamed in April 20 1 1. 

WKE - Western Kentucky Energy Corp., a subsidiary of LKE that leased certain non-utility generating stations in western 
Kentucky until July 2009. 

Other terms and abbreviations 

- British pounds sterling 

2007 Mortgage Indenture - PPL Electric's Indenture, dated as of August 1,2001 , to The Bank ofNew York Mellon (as 
successor to JPMorgan Chase Bank), as trustee, as supplemented. 

2070 Bridge Facility - an up to $6.5 billion Senior Bridge Teim Loan Credit Agreement between PPL Capital Funding, as 
borrower, and PPL, as guarantor, and a group of banks syndicated in June 2010, to serve as a funding backstop in the event 
alternative financing was not available prior to the closing of PPL's acquisition of E.ON U.S. 

2070 Equity Unit(s) - a PPL equity unit, issued in June 20 I O ,  consisting of a 20 10 Purchase Contract and, initially, a 5.0% 
undivided beneficial ownership interest in $1,000 principal amount of PPL Capital Funding 4.625% Junior Subordinated 
Notes due 20 18. 

2070 Form 70-K - Annual Report to the SEC on Form 10-K for the year ended December 3 1,2010. 

2070 Purchase Contracf(s) - a contract that is a component of a 20 10 Equity Unit that requires holders to purchase shares 
of PPL common stock on or prior to July 1,2013. 

2077 Bridge Facility- the 53.6 billion Senior Bridge Terni Loan Credit Agreement between PPL Capital Funding and PPL 
WEM, as borrowers, and PPL, as guarantor, and lenders party thereto, used to fund the April 1,201 1 acquisition of Central 
Networks, as amended by Ainendinent No. 1 thereto dated April 15,201 1. 

2017 Equity Unit(s) - a PPL equity unit, issued in April 201 1, consisting of a 201 1 Purchase Contract and, initially, a 5.0% 
undivided beneficial ownership interest in $1.000 principal amount of PPL Capital Funding 4.32% Junior Subordinated 
Notes due 2019. 

2017 Purchase Contract(s) - a coritract that is a component of a 20 1 1 Equity Unit that requires holders to purchase shares 
of PPL commoii stock on or prior to May 1,20 14. 



2077 Registration Statement(s) - refers to the registration statements on Form S-4 filed with the SEC by each of LKE 
(Registration No. 333-173665) on April 21,201 I ,  LG&E (Registration No 333-173676) 011 April 32,201 1 and K U  
(Registration No. 333-1 73673 on April 22,20 1 1 ~ each as amended by Amendment No. 1 filed with the SEC on May 26, 
20 1 1 and effective June 1.201 1. 

Acid Rain Program - allowance trading system established by the Clean Air Act to reduce levels of sulfur dioxide. Under 
this program, affected power plants are allocated allowances based on their fuel consumption during specified baseline years 
and a specific emissions rate. 

Act 729 - became effective in October 2008. The law amends the Pennsylvania Public Utility Code and creates an energy 
efficiency and conservation prograni and smart metering technology requirements, adopts new PLR electricity supply 
procurement rules, provides remedies for market misconduct and makes changes to the existing Alternative Energy Portfolio 
Standard. 

AFUDC - Allowance for Funds Used During Construction, the cost of equity and debt funds used to finance construction 
pro,jects of regulated businesses, which is capitalized as part of construction costs. 

A.M. Best - A.M. Best Company, a company that reports on the financial condition of insurance companies. 

AOCl - accumulated other comprehensive income or loss. 

ARO - asset retirement obligation. 

Baseload generation - includes the output provided by PPL's nuclear, coal, hydroelectric and qualifying facilities. 

Basis - when used in the context of derivatives and commodity trading, the commodity price differential between two 
locations, products or time periods. 

Bcf - billion cubic feet. 

CAlR - the EPA's Clean Air Iiiterstate Rule. 

Clean Air Act - federal legislation enacted to address certain environmental issues related to air emissions, including acid 
rain, ozone and toxic air emissions. 

COLA - license application for a combined construction permit and operating license from the NRC for a nuclear plant 

CPCN - Certificate of Public Convenience and Necessity. A license given to a public utility by the KPSC to build and own 
transniission and other gas and electricity infrastructure. 

CSAPR - Cross State Air Pollution Rule. the CSAPR implements Clean Air Act requirements concerning the transport of air 
pollution froin power plants across state boundaries. The CSAPR replaces the 2005 CAIR, which the U.S. Coutt of Appeals 
for the D.C. Circuit ordered the EPA to revise in 2008. The court allowed CAlR to remain in place temporarily while the 
EPA worked to finalize the replacement rule. 

Customer Choice Act - the Pennsylvania Electricity Generation Customer Choice and Competition Act, legislation 
enacted to restructure the state's electric utility industry to create retail access to a competitive market for generation of 
electricity. 

Depreciation not normalized - the flow-through income tax impact related to the state regulatory treatment of 
depreciation-related timing differences. 

Dodd-Frank Act- the Dodd-Frank Wall Street Reform and Consumer Protection Act that was signed into law in July 2010. 

DOE - Department of Etiergy, a U.S. government agency. 

DRlP - Dividend Reinvestnient and Direct Stock Purcliase Plan. 

... 
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DSM - Demand Side Management. Pursuant to Kentucky Revised Statute 278.285, the KPSC may determine the 
reasonableness of DSM plans proposed by any utility under its jurisdiction. Proposed DSM mechanisms may seek full 
recovery of DSM programs and revenues lost by implementing those programs and/or incentives designed to provide 
financial rewards to the utility foi implementing cost-effective DSM programs. The cost of such programs shall be assigned 
only to the class or classes of customers which benefit froin the programs. 

ECR - Environmental Cost Recovery. Pursuant to Kentucky Revised Statute 278.183, effective January 1993, Kentucky 
electric utilities are entitled to the current recovery of costs of complying with the Clean Air Act, as amended, and those 
federal, state or local environmental requirements wliich apply to coal combustion and by-products from the pioduction of 
energy from coal. 

EMF - electric and magnetic fields. 

€.ON AG - a German corporation arid the parent of E.ON UK plc, the former parent of Central Networks. 

€PA - Environmental Protection Agency, a U S .  government agency. 

EPS - earnings per share. 

Equity Units - refers collectively to the 201 1 and 2010 Equity Units. 

ESOP - Employee Stock Ownership Plan. 

Euro - the basic monetary unit among participating members of the European Union. 

E.W. Brown - a generating station in Kentucky with capacity of 1,63 1 MW. LG&E and KU are participants in a sale- 
leaseback transaction involving two combustion turbines at the station. 

FERC - Federal Energy Regulatory Commission, the federal agency that regulates, among other things, interstate 
transmission and wholesale sales of electricity, hydroelectric power projects and related matters. 

Fitch - Fitch, Inc., a credit rating agency. 

FTR - financial transmission rights, which are financial instruments established to manage price risk related to electricity 
transmission congestion. They entitle the holder to receive compensation or require the holder to remit payment for certain 
congestion-related transmission charges based on the level of congestion in the transmission grid. 

Fundamental Change - as it relates to the terms of the 201 1 and 20 10 Equity Units, will be deemed to have occurred if 
any of the following occurs with respect to PPL, subject to certain exceptions: (i) a change of control; (ii) a consolidation 
with or merger into any other entity; (iii) common stock ceases to be listed or quoted; or (iv) a liquidation, dissolution or 
termination. 

GAAP - generally accepted accounting principles in  the U.S. 

GBP - British pound sterling 

GHG - greenhouse gas(es). 

GWh - gigawatt-hour, one million kilowatt-,hours. 

Health Care Reform - The Patient Protection and Affordable Care Act (HR 3590) and the Health Care and Education 
Reconciliation Act of 20 10 (HR 4872), signed into law in March 201 0. 

Intermediate and peaking generation - includes the output provided by PPL's oil- and natural gas-fired units. 

IRP - Integrated Resource Plan. Pursuant to Kentucky Administrative Regulation 807 5:058. Kentucky electric utilities are 
required to file triennially ai1 IRP with the KPSC. The filing is to provide the utilities' load forecasts and resource plans to 
meet future demand with an adequate and reliable supply of electricity at the lowest possible cost for all customers while 
satisfying all related state and federal laws and regulations. 

IRS - Internal Revenue Service, a U S .  government agency. 
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IS0 - Independent System Operator. 

KPSC - I<entucky Public Service Commission, the state agency that has jurisdiction over the regulation of rates and service 
of utilities in Kentucky. 

LIBOR - London Interbank Offered Rate. 

Long Island generation business - includes a 79.9 MW gas-fired plant in the Edgewood section ofBrentwood, New Yo& 
and a 79.9 MW oil-fired plant in Shorehani, New York and related tolling agreements. This business was sold in February 20 IO.  

MACT - ~naximum achievable control technology. 

MISO - Midwest Independent System Operator, an independent system operator and the regional transmission organization 
that provides open-access transmission service and monitors the high-voltage transmission system in all or parts of Illinois, 
Indiana, Iowa, Michigan, Minnesota, Missouri, Montana, Nebraska, North Dakota, Ohio, South Dakota, Wisconsin and 
Manitoba, Canada. 

Moody's - Moody's Investors Service, Inc., a credit rating agency. 

M W -  megawatt. one thousand kilowatts. 

NDT - PPL Susquehanna's nuclear plant decommissioning trust. 

NERC _. North American Electric Reliability Corporation. 

NGCC - Natural gas-fired combined-cycle turbine. 

NPDES - National Pollutant Discharge Elimination System. 

NPNS - the normal purchases and normal sales exception as permitted by derivative accounting rules. 

NRC - Nuclear Regulatory Commission, the federal agency that regulates nuclear power facilities. 

OCI - other comprehensive income or loss. 

Ofgern - Office of Gas and Electricity Markets, the British agency that regulates transmission, distribution and wholesale 
sales of electricity and related matters. 

Opacity- The degree to which emissions reduce the transmission of light and obscure the view of an object i n  the 
background. There are emission regulations that limit the opacity in power plant stack gas emissions. 

OVEC - Ohio Valley Electric Corporation, located i n  Piheton, Ohio, an entity in  which LI<E indirectly owiis an 8.13% 
interest (consists of LG&E's S.63?41 and KU's 2.50% interests), which is accounted for as a cost-method investment. OVEC 
owns and operates two coal-fired power plants, the Kyger Creek Station in Ohio and the Clifty Creek Station in Indiana, with 
combined nameplate capacities of 2,390 MW. 

PADEP - the Pennsylvania Department of Environmental Protection, a state government agency. 

PJM - PJM Interconnection, L.L.C., operator of the electric transmission network and electric energy market in all or parts of 
Delaware, Illinois, Indiana, Kentucky, Maryland. Michigan, New Jersey, North Carolina, Ohio, Pennsylvanja, Tennessee, 
Virginia, West Virginia and the District of Columbia. 

PLR - Provider of Last Resort, the role of PPL Electric in providing default electricity supply to retail customers within its 
delivery area who have not chosen to select an alternative electricity supplier under the Customer Choice Act. 

PP&E - property, plant and equipment. 

PUC - Pennsylvania Public Utility Commission, the state agency that regulates certain ratemaking, services, accounting and 
operations of Pennsylvania utilities. 

Purchase Contracts - refers collectively to the 20 10 and 20 1 1 Purchase Contracts. 
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PURTA - The Pennsylvania Public Utility Realty Tax Act. 

RAV- regulatory asset value. This term is also commonly known as RAB or regulatory asset base. 

RE Cs - renewable energy credits. 

Regional Transmission Expansion Plan - PJM conducts a long-range Regional Transmission Expansion Planning 
process that identifies what changes and additions to the grid are needed to ensure future needs are met for both the reliability 
and the economic performance of the grid. Under PJM agreements, transmission owners are obligated to build trammission 
projects that are needed to maintain reliability standards and that are reviewed and approved by the PJM Board. 

Regulation S-X - SEC regulation governing the form and content of and requirements for financial statements required to 
be filed pursuant to the federal securities laws. 

Rev. Proc(s). - Revenue Procedure(s), an official published statement by the IRS of a matter of procedural importance to 
both taxpayers and the IRS conceniing administration of the tax laws. 

RMC - Risk Management Committee. 

S&P - Standard & Poor’s Ratings Services, a credit rating agency. 

Sarban es-Oxley - Sarbanes-Oxley Act of 2002, which sets requirements for management’s assessment of internal controls 
for financial reporting. It also requires an independent auditor to make its own assessnient. 

SCR - selective catalytic reduction, a pollution control process for the removal of nitrogen oxide from exhaust gases. 

Scrubber I an air pollution control device that can remove particulates and/or gases (such as sulfur dioxide) from exhaust 
gases. 

SEC - the U.S. Securities and Exchange Commission, a U.S. government agency whose primary mission is to protect 
investors and maintain the integrity of the securities markets. 

Securities Act of 7933 - the Securities Act of 1933, 1 5  U.S. Code, Sections 77a-”77aa, as amended. 

SlfMA Index - the Securities Industry and Financial Markets Association Municipal Swap Index. 

Smart meter “L an electric meter that utilizes smart metering technology. 

Smart metering technology - technology that can measure, among other things, time of electricity consumption to permit 
offering rate incentives for usage during lower cost or demand intervals. The use of tliis technology also strengthens network 
reliability. 

Superfund - federal environmental legislatioil that addresses remediation of contaminated sites; states also have similar 
statutes. 

TC2 - Trimble County Unit 2, a coal-fired plant located in Kentucky with a capacity of 760 MW. LKE indirectly owns a 
75% interest (consists of LG&E’s 14.25% and KU’s 60.75% interests) in TC2, or 570 MW of the capacity. 

Tolling agreement - agreement whereby the owner of an electric generating facility agrees to use that facility to convert 
fuel provided by a third-.parly into electricity for delivery bach to the third-party. 

TRA ~ Teniiessee Regulatory Authority, the state agency that has jurisdiction over the regidation of rates and service of 
utilities in Tennessee. 

VaR - value-at-risk, a statistical model that attempts to estimate the value of potential loss over a given holding period uiider 
normal marltet conditions at a given confidence level. 

VIE variable interest entity. 
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Volurnefric risk - the risk that the actual load volumes provided under full-requirement sales contracts could vary 
significantly froin forecasted volumes. 

VSCC - Virginia State Corporation Commission, the state agency that has jurisdiction over the regulation of Virginia 
corporations, inclrid ing utilities. 

VWAP - as it relates to the 201 1 and 2010 Equity Units issued by PPL, the per share volume-weighted-average price as 
displayed under the heading Bloomberg VWAP on Bloomberg page "PPL <EQUITY> AQR" (or its equivalent successor if 
such page is not available) in respect of the period fiom the scheduled open of trading on the relevant trading day until the 
scheduled close of trading on the relevant trading day (or if such volume-weighted-average price is unavailable, the market 
price of one share of PPL, common stock 011 such trading day determilied. using a volume-weighted-average method, by a 
nationally recognized independent investment banking film retained for this purpose by PPL). 

vii 
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FORWARD-LOOKING INFORMATION 

Statements contained in this Forni IO-Q concerning expectations, beliefs. plans, objectives, goals, strategies, future events or 
performance and underlying assumptions and other statements which are other than statements of historical fact are "forward- 
looking statements" within the meaning of the federal securities laws. Although PPL, PPL Energy Supply, PPL Electric, 
LKE, LG&E and KU believe that the expectations and assumptions reflected in these statements are reasonable, there can be 
no assurance that these expectations will prove to be correct. Forward-looking statements are subject to many risks and 
uncertainties, and actual results may differ materially from the results discussed in forward-loolcing statements. In addition to 
the specific factors discussed in "Item 1A. Risk Factors" in this Form IO-Q and each Registrant's 20 I O  Form IO-K (in the 
case of PPL,, PPL Energy Supply and PPL Electric) or 20 1 1 Registration Statements (in the case of LKE, LG&E and KU), 
and in "Item 2 .  Management's Discussion and Analysis of Financial Condition and Results of Operations" in this Form IO-Q 
report, the following are among the important factors that could cause actual results to differ materially from the forward- 
loolhg statements. 

fuel supply cost and availability; 
continuing ability to recover fuel costs and environmental expenditures in a timely manner at LG&E and KLJ, and natural 
gas supply costs at LG&E; 

0 weather conditions affecting generation, customer energy use and operating costs; 
operation, availability and operating costs of existing generation facilities; 
the length of scheduled and unscheduled outages at our generating facilities; 
transmission and distribution system conditions and operating costs; 
potential expansion of alternative sources of electricity generation; 

0 potential laws or regulations to reduce emissions of "greenhouse" gases or the physical effects of climate change; 
collective labor bargaining negotiations; 

0 the outcome of litigation against PPL and its subsidiaries; 
0 potential effects of threatened or actual terrorism, war or other hostilities. or natural disasters; 

the commitments and liabilities of PPL and its subsidiaries; 
0 market demand and prices for energy, capacity, transmission services, emission allowances, RECs and delivered fuel: 
0 competition in retail and wholesale power and natural gas markets; 

liquidity of wholesale power markets; 
defaults by counterparties under energy, fuel or other power product contracts; 
market prices of commodity inputs for ongoing capital expenditures; 

0 capital market conditions, including the availability of capital or credit, changes in interest rates and certain economic 

stock price performance of PPL; 
volatility in the fair value of debt and equity securities and its impact on the value of assets i n  the NDT funds and in 

interest rates arid their effect on pensiou, retiree medical, arid nuclear decommissioning liabilities, and interest payable on 

0 volatility in or the impact of other changes in financial or commodity markets and economic conditions; 
0 the profitability and liquidity, including access to capital markets and credit facilities, of PPL and its subsidiaries: 

new accounting requirements or new interpretations or applications of esisting requirements; 
changes i n  securities and credit ratings; 
foreign currency exchange rates; 
current and future environmental conditions, regulations and other requirements and the related costs of compliance, 

legal, regulatory, political, market or other reactions to the 201 1 incident at the nuclear generating facility at Fukushima, 

political, regulatory or economic conditions in states, regions or countries where PPL or its subsidiaries conduct business; 
receipt of necessary governniental permits, approvals and rate relief; 
new state: federal or foreign legislation, including new tax, environmental, healthcare or pension-related legislation; 

0 state, federal and foreign regulatory developments; 
the outconie of any rate cases by PPL Electric at the PIJC or the FERC; by LG&,E at the KPSC; by K U  at the KPSC, 

the impact of any state, federal or foreign investigations applicable to PPL and its subsidiaries and the energy industry; 
the effect of any business or industry restructuring; 
development of new projects, niatkets and technologies; 

0 performance of new ventures; and 

indices, and decisions regarding capital structure: 

defined benefit plans, and the potential cash fiinding requirements if fair value declines; 

certain debt securities; 

including environniental capital expenditures, emission allowance costs and other expenses; 

Japan, including additional NRC requirements; 

VSCC, TRA or the FERC; or by WPD at Ofgem in the U.K.: 



business dispositions or acquisitions and our ability to successfidly operate such acquired businesses and realize expected 
benefits fiom business acquisitions, including PPL's 201 1 acquisition of WPD Midlands and 201 0 acquisition of LKE. 

Any such forward-looking statements should be considered in light of such important factors and in conjunction with other 
documents ofPPL, PPL Energy Supply, PPL Electric, LKE, LG&E and KU on file with the SEC. 

New factors that could cause actual results to differ materially from those described in forward-looking statements emerge 
from time to time. and it is not possible for PPL, PPL Energy Supply, PPL Electric, LKE, LG&E or I W  to predict all such 
factors, or the extent to which any such factor or combination of factors may cause actual results to differ from those 
contained in any forward-looking statement. Any forward-looking statement speaks only as of the date on which such 
statement is made, and PPL, PPL Energy Supply, PPL Electric, LKE, LG&E arid KU undertake no obligation to update the 
information contained in such statement to reflect subsequent developments or information. 
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SOUDATED STATE 
PPL C o r p o ~ t i ~ n  and Subsidiaries 
(Unaudited) 
(illillions of Dollars. except shure dum) 

T h r e e  M o n t h s  E n d e d  Nine  M o n t h s  E n d e d  
Sep tember  30, Sep tember  30, 

2011 __ 201 0 201 I 2010 
Opera t ing  Revenues  

Utility .............................................................................................................. $ 1,675 $ 732 $ 4,695 
Unregulated retail electric and gas ..................................................................... 189 116 517 
Wholesale energy marketing 

Realized ................................................................................................... 907 1.192 2,677 
Unrealized economic activity (Note 14) 216 52 229 

........... ................................................... 14 Net energy trading margins (7) (20) 
Energy-related businesses ................................................................................ 140 357 107 -I--- 
‘Total Operating Revenues. ......................... 3,120 2.179 8,5 19 

Opera t ing  Expenses  
Operation 

Fuel. ................................................................................................................ 603 322 1,492 
Energy purchases 

Realized ................................................. 362 386 1,467 
Unrealized economic activity (Note 14) 176 300 49 

Other operation and maintenance ................................................................... 735 366 2,041 

Enei,g):-related businesses ..................... ......... 135 368 1 0  ~- 
Total Operating Expenses .................................................................................. 2,353 1.657 6,352 

Other Income (Espense)  - net ...... 37 (26)  (2) 

240 -__-_.lll --_. ~ 

Depreciation ....................................................................................................... 252 127 697 
Taxes: other than income ................................................................................... 90 56 238 

- 
Opera t ing  Income .............................................................................................. 767 522 2,167 

Other-Than-Temporap Inipaimie 5 6 

................................................................................................... 171 678 Interest Expense 

Income f rom Continuing Opera t ions  Before Income Taxes  ........................... 559 325 1,451 

Income Taxes .................... 1.1.. 110 19 429 ---- ~- - 
Income from Continuing Opera t ions  After  Income Taxes  ............................. 449 306 1,052 

................. (53)  2 Income (Loss) from Discontinued Operations (.net of income taxes).. 

Net Income  ......................................................................................................... 449 253 1,054 

........................................... 5 13 Net Income Attributable to Noncontrolling Interests 

Net Income At t r ibu tab le  to P P L  Corpora t ion  ................................................. $ 444 $ 248 $ 1,041 

Amounts  At t r ibu tab le  to P P L  Corporat ion:  
Income from Continuing Operations After Income Taxes $ 444 $ 301 $ 1,039 

I-__- 

5 --.-.. . ,..-..-- I.I_ 

1 .  

................ 2 
248 $ 1,041 

Income (Loss) from Discontinued Operations (net of income taxes) 
Net Income ......................................................................................................... S 444 $ 

(53)  lll.-- 

Earnings Pe r  S h a r e  of C o m m o n  Stock: 
Income from Continuing Operations After Income Taxes Available to PPL 
Corporation Common Shareowners: 
Basic ................................................................................................................ $ 0.76 $ 0.62 $ 1.91 
Diluted ............................................................................................................ $ 0.76 $ 0.62 $ 1.91 

Basic ................................................................ $ 0.76 $ 0.51 $ 1.92 
Diluted $ 0.76 $ 0.51 $ 1.91 

Dividends Declared F e r  S h a r e  of C o m m o n  Stock ........................................... $ 0.350 $ 0.350 $ 1.050 
Weighted-Average  Sha res  of C o m m o n  Stock Ou t s t and ing  (in thousands )  

Basic .............................................................................................................. 577,595 482.552 541,135 
Diluted ............................................................................................................. 578,054 482,762 541,480 

Net Income Available to PPL Corporation Common Shai~eo~vners: 

The ucco1npai~i.Yr7g h’otes to Coiidensed Firiaticid S~trrternetits w e  m i  integral port of the j k~ i i c ia l  statemeills 

$ 2:438 
32 I 

311 
6.658 --- 

810 

2.132 
418 

1.229 
376 
181 
288 

5.434 
1,224 

(18) 
3 

413 

790 
I52 
638 

(38) 

600 

1 7 

$ 583 

$ 62 1 
(38)  

R 583 

l ” 4 9  
1.49 

1.40 
1.40 

1.050 

41 4.068 
4 14.287 
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
PPL Corporation and Subsidiaries 
(Unaudited) 
(Millions o j  Dollars) 

Nine Months Ended 
September 30, 

201 1 2010 
- 

Cash Flows from Operating Activities 
Net  income.. ..................................................................................................................................... $ 1,054 $ 600 
Ad.justrnents to reconcile net income to net cash provided by operating activities 

Depreciation ............................................................. ...................... 
Amortization ...................................... ......................................................... 
Defined benefit plans -expense ........................................................................................................ 
Deferred income taxes and investment tax credits ......................................................................... 

Unrealized (gains) losses on derivatives. and other hedging activities ............ 

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

Accounts receivable .... ............................................................................................................... 
Accounts payable ............................................................................................. 
Unbilled revenues ........................................................................................... 

Impainnent of' assets. ..................................................................................................... 

Provision for Montana hydroelectric litigation .............. ................................ 

Change in current assets and current liabilities 

Prepayments .......................................................... ............................................ 
Counterparty collateral .I. ............................................. 

Regul t ........................................................................................ 
Taxes ............................................................................................... 

Accrued interest ...................................................................................... 
Other ............................................................... ........................................................ 

Defined benefit plans - funding. 
Other operating activities 

Net cash provided by operating activities 
Cash Flows from Investing Activities 

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

Net (increase) decrease in restricted cash and cash e 
Other investing activities 

Issuance of long-tenn debt .......... ............................................................................................ 

Payment of common stock dividends ....................... 

Debt issuance and credit facility costs ......................................................................... 

Other financing activities ............................................................................ 
Net cash pro\/ided by (used in) financing activities I 

Net Increase (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning 0 1  Period ............ 

........................................ 
Effect of  Eschange Rates on  Cash and Cash Equivalents ................................................................. 

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

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

697 
180 
165 
403 

13 
(190) 

10 
87 

(134) 
( 164) 

(273) 
(64) 
96 

I l l  
(9) 

236 
286 

(1,685) 
381 

5,245 

2,281 
(543) 

(708) 

387 
156 
72 

179) 
118 
595 

62 
54 

( 93) 
74 
37 

(4.8) 
169 
45 

(31 ) 
56 
26 

(980) 

124 

i93) 
8.3 

78 
(52)  

(840) 

1.750 

2.425 
(397) 

(54) 
(79) 

(443) 
(16) 

3.186 
10 

4,052 
80 1 

- 

.8: 4.853 



SQLlDATED BALA 
PPL Corporation and Subsidiaries 
(Unaudited) 
(I2/rllruiis of Dullon h r e r  in thuwoiids) 

Assets 
Current Assets 

Cash and cash equivalents ....................................................................................... 
Short-term investments ............................................................................................ 
Restricted cash and cash equivalents ....................................................................... 
Accounts receivable (less reserve: 20 1 I ,  $42; 20 10, $55) 

Customer ............................................................................................................... 
Other ..................................................................................................................... 

Unbilled revenues .................................................................................................... 
Fuel, materials and supplies.. ................................................................................... 
Prepayments ............................................................................................................. 
Price risk management assets .................................................................................. 
Other intangibles. ..................................................................................................... 
Assets held for sale .................................................................................................. 
Regulatory assets ..................................................................................................... 
Other current assets .................................................................................................. 
Total Current Assets ................................................................................................ 

Investments 
Niiclear plant deconimissioning trust funds ............................................................ 
Other investments .................................................................................................... 
Total Investments ..................................................................................................... 

Property, Plant and Equipment 
Regulated utility plant .............................................................................................. 
Less: accumulated depreciation - regulated utility plant ......................................... 

Regulated utility plant, net .................................................................................... 
Non-regulated property, plant and equipment 

Generation ............................................................................................................. 
Nuclear fuel .......................................................................................................... 
Other ..................................................................................................................... 

Less: accumulated depreciation - non-regulated property, plant and equipment .... 
Non-regulated property, plan 

Construction work in progress ......................................................... 
Property, Plant and Equipmen 

Regulatory assets ...................................................................................... 
Goodwill (Note IS) ................ 

d equipment, net .......................................... 

(a) ........................................ 
Other Noncurrent Assets 

Total Assets ............................................................................................................... 

September 30, December 31, 
201 1 2010 

l l - . l l l l l l l l .  _I-. 

$ 1,511 
16 
62 

753 
122 
664 
633 
166 

1,393 
22 

19 

$ 925 
163 
28 

652 
90 

789 
643 
435 
,918 

70 
374 

85 
51 16 

5,412 6,188 
. " _ I . . . ~ ~ " " . . - . I -  

594 
77 

671 

22,865 
3,419 

19,446 

10,395 
620 
52 I 

5,609 
5,927 
1.549 

26,922 

1,277 
4,196 
1,074 

726 
678 

7,951 
I_-..._.-- 

$ 40,956 

618 
7< 
I J  

693 

15,994 
3,037 

12,957 
~" I-.-.-I 

10,165 
,578 
403 

5,440 
5,706 

~ - - - ~ - . - "  

2,160 
20.823 

1.180 
1,76 I 

966 
655 
57 1 

5,133 

$ 32.837 

(a) At September 30,201 1 and December ~1,2010, includes $419 millioii and $424 million of PPBE, consisting primarily of"Creneration." including 
leasehold improvements, and $1 1 million of "Other intangibles" from the consolidntion of'a VIE that is  the ovvner/lessor of the Lower Mt Bethel 
plant 

The uccun~par~irrg hru/es tu Curiderised Fiiiaiicial Statenients uru ai7 irifegrul purr of /liej%iuriciul sfuterizeiits. 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
PPL Corporation and Subsidiaries 
(Ilnnudited) 
(Il/i/lio17.r of Dollarr, sliui es 117 i/~oisaIids) 

September 30, 
201 1 

December 3 1 , 
2010 

_I_ 

Liabilities and Equity 

Current Liabilities 
Short-term debt ........................................................................................................ $ 428 
Long-term debt ........................................................................................................ 502 
Accounts payable ..................................................................................................... 1,120 
Taxes ........................................................................................................................ 109 
Interest ..................................................................................................................... 294 
Dividends ................................................................................................................. 207 

805 Price risk management li ab i 1 it i es 
Counterparty collateral ............................ ........................................................... 65 
Regulatory liabilities ................................................................................................ 83 

............... ...................................................................... 927 Other current I iab ilities 
Total Current Liabilities. ........................................................ 4,540 

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

-. 

$ 694 
502 

1,028 
134 
166 
174 

1,144 
338 
109 
92 5 

5,214 
- --.._ 

Long-term Debt ......................................................................................................... 17,675 12,161 

Deferred Credits and Other Noncurrent Liabilities 
Deferred inconie taxes ............................................................................................. 3,451 2,563 
Investment tax credits .............................................................................................. 273 237 
Price risk management liabilities ............................................................................. 508 470 
Accrued pension obligations .................................................................................... 1,027 1,496 
Asset retirement obligations .................................................................................... 479 43 5 
Regulatory liabilities ................................................................................................ 1,020 1,03 1 

...................................................... 752 867 Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities ........................................ 7,625 6,984 

-.- .-- 

Commitments and Contingent Liabilities (Notes 6 and 10) 

Equity 
PPL Corporation Shareowners' Common Equity 

Common stock - $0.01 par value (a) .............................................. 6 5 
Additional paid-in capital ..................................................................................... 6,795 4,602 
Earnings reinvested .......................... ................................................................ 4,547 4,082 
Accuinulated other conipreliensive loss c= -- (479) ................. .............................................. 
Total PPL Corporation Shareowners' Comnion Equity ........................................ 10,848 8,210 

..... ...................................................................... 268 
Total Equity ............................................................................. 11,116 ___ 8.47& 

Total Liabilities and Equity ..................................................................................... $ 40,956 $ 32,837 

Noncontrol ling Interests 268 _..__ 

(a) 750,000 shares autliorized; 577,844 and 453,>91 shares issued and outstanding at September 30,201 1 and December 31. 20 10 

The accoiiipnmdrig .Vote.s to Condemed Fii7nncial Siatertieti~s are ai? iriiegral par/ oftlie firimcitil s/a/eriients 
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SOLlDATED STATE TS OF EQUITY 
PPL COl'pQlratiOiil ailld SWbSidial%?S 
(Unaudited) 
(hhllions of Dollursl 

PPL C o r p o r a t i o n  S h a r e o w n e r s  
Corn nion 

stock Accumulated 
shares Additional other NOII- 

outstanding Common paid-in Eariiings cornpi,ehensive controlling 
(a) stock capital _. reinvested loss in teres ts Total 

June 30, 2011 .................................. 577.265 $ 6 $ 6,774 $ 4,306 $ (435) $ 268 $ 10,919 
Coinmon stock issued (b) ................ 579 16 16 

Net income ....................................... 444 5 449 
Dividends, dividend equivalents 

and distributions (d) . .~  .................... (203) ( 5 )  (208) 
Other coinprehensive 

Stock-based compensation ............... 5 5 

................................. (65 1 (6.5) --- income (loss) 
September 30, 201 1 ........................ 577,844 $ 6 $ 6,795 $ 4,547 $ (500) $ 268 $ 11,116 

December 31, 2010.. ....................... 483,391 $ 5 $ 4,602 $ 4.083 $ (479) $ 268 $ 8.478 

Purchase Contracts (c) ................... (141) (141) 
Stock-based compensation .............. 6 6 
Net income ....................................... 1,041 13 1,054 
Dividends, dividend equivalents 

and distributions (d) ..................... (576 1 (13) (589) 
Other coinpi ehensive 

................................. (21 ) (21) income (loss) 
September 30, 201 1 ........................ 577.831 $ 6 $ 6,795 $ 4,547 $ (500) $ 268 $ 11,116 

June 30, 2010..... ............................. 482,188 $ 5 $ 4,553 $ 3,818 $ (439) $ 268 $ 8,205 
Common stock issued (b) ................ 615 16 16 
Purchase Contracts (c) ..................... 10 10 
Stock-based compensation ............... 
Net income ..................................... 
Dividends, dividend equivalents, 
redemptions and distributions (d) .. 

Common stock issued (b) ................ 94,453 1 2,328 2,329 

~~" I____- 

9 

5 25 3 
3 

248 

(169) (5) ( 174) 
Other coinprehensive 

................................. 279 279 iiicome (loss) 
September 30, 2010. ....................... 4 8 3  13 $ 5 $ 4,582 $ 3,897 $ (160) $ 268- $ 8,592 

D e c e m b e r  31, 2009 ......................... 377,183 $ 4 $ 2,280 $ 3,749 $ (537) $ 319 $ 5,815 

--.- - -..__._I_ --,... "I"-I " . . ~  

Common stock issued (b) ................ 105,630 1 2,474 2,475 
Purchase Contracts (c) ..................... (176) (.176) 
Stock-based conipensation ............... 
Net income ...................................... 
Dividends. dividend equivalents, 

redemptions and distributions (d)  .. 
Other comprehensive 

September 30, 2010........................ 457,8 13 $ 5 $ 4.582 $ 3,897 $ (160) $ 268 $ 8,592 
income (loss) ................................ 3 77 377 ---"-"-- -I I_ 

4 
583 

(435) 

4 
17 600 

(68) (503) 

(a) 
(h) 

Shares in thousands Each share entitles the holder to one vote on any question presented Lo any shareowners' meeting. 
The nine months ended September 10,201 1 includes the April issuance of92 million shares ofcommon stock. See Note 7 for additional information 
The nine months ended Septemher 30: 2010 includes the June issuance of 103 5 million shares of common stock The 201 1 and 2010 periods include 
shares of common stock issued through various stock and incentive compensation plans. 
The nine months ended September 30.201 I include $123 million for the 201 1 Purchase Contracts and $18 million ofrelated fees arid expenses. net of 
tay See Note 7 foi, additional information The three months elided September 30,2010 includes the recording of a deferred tax benefit for the 
issuance costs related to the 2010 Purchase Contracts The nine months endcd September 30.201 0 include $1 57 million for the 2010 Purchase 
Contracts and $19 niillion of related fees and espenses, net oftax. 
"Earnings reinvested" includes dividends arid dividend equivalents on PPL Corporation common stock a id  restricted stock units. "Noncontrolling 
intcrests'' includes dividends, redemptions and distributions to noncontrollirig interests, for which the nine months ended September 30. 201 0 includes 
$54 million paid to redeem PPL Electric's preferred stocli. 

(c) 

(d) 

The uccornparr):ing Noles IO Coridele,i.sed Fii?unciul S1o1er77enrs ais uti integral part of the financial statetneiits 
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CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
PPL Corporation and Subsidiaries 
(I Inaudited) 
(~Llilltot~s o/ Dollui s) 

Three Months Ended 
--I September 30, &-- 

Nine Months Ended 
September 30, 

2010 I 201 1 2010 -- 201 I 

Net income .................................................................................................... $ 419 $ 253 S 1,054 $ 600 

Other comprehensive income (loss): 
Amounts arising during the period - gains (losses), net of tax (expense) 
benefit: 

Foreign currency translation adjustments, net of tax of ($2), $1, ($ I), $0. (4) 81 I56 (79) 
Available-for-sale securities, net of tax of $28, ($22), $15, ($12) (26) 19 (1 3) 12 
Qualifying derivatives, net of tax of ($19), ($96), ($30), ($244) ~. 41 I34 48 3 60 
Equity investees' other comprehensive income (loss), net of 

Defined benefit plans: 
tax of $0, $0, $0, $0 ................................................................................. (1 1 

Prior service costs, net oftax of $0, ($14), $0, ($14) ............................... 17 
Net actuarial gain (loss), net of tax of $0, $1 1, $0, ($20) .................. 1 (17) 1 63 

7 

17 

7 Transition obligation, net of tax of $0, ($4), $0, ($4) .............................. 
Reclassifications to net income - (gains) losses, net of tax expense 
(benefit): 
Available-for-sale securities, net of tax of $0, $0, $5, $2 ................... 2 1 (6) (3 ) 
Qualifying derivatives, net of tax of $57, ($1 5) ,  $163, $23 ....................... (9.1) 26 (252) (41) 
Equity investees' other comprehensive (income) loss, net of 

Defined benefit plans: 
tax of $0, $0, $0, $0 .................................................................................. 

Prior service costs, net of tax of ($2), ($2), ($S) ,  ($6) ............................. 2 .- 7 7 9 
Net actuarial loss, net of tax of ($4), ($4), ($ I4), ($10) ........................... 13 9 36 30 

2 Transition obligation, net of  tax of $0, $0, $0, ($ l ) . .~  

................................................................................................ 3 77 Corporation (65) 279 (21) 
Comprehensive income (loss) ...................................................................... 384 532 1,033 977 

17 

3 

.............................. - . ~  
Total other comprehensive income (loss) attributable to PPL 

- Comprehensive income attributable to noncontrolling interests ............... 5 5 13 

Comprehensive income (loss) attributable to PPL Corporation ............. $ 379 $ 527 $ 1,020 $ 960 

9 



SOLIDATED STATE 
, LLC and Subsidiaries 

(Unaudited) 
(illillions of Dollurs) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2011 201 0 201 1 2010 
- 1 ~ 1  

Operating Revenues 
Wholesale enesgy marlieting 

Realized. .............. ........................ $ 907 $ 1,192 $ 2,677 $ 3,782 

Wholesale energy ni ..................... 5 71 15 250 
Unregulated retail el 190 116 518 32 1 

Energy-related businesses .............................. 130 97 354 278 

Unrealized econom 216 52 229 (190) 

(4) Net energy trading margins ............................... (7) (20) 14 
---- 

....................... 1,508’- 3,807 3,437 Total Operating Rev -- i,44‘i- _I 

Operating Expenses 
Operation 

Fuel .................................................................................................... 358 324‘ 826 
Energy purchases 

Realized ........................................................................................... 161 159 70 1 
Unrealized economic activity (Note 14) .......................................... 176 300 49 

Energy purchases from affiliate ......................................................... 1 1 3 

Depreciation ....................................................................... 62 59 181 
Other operation and maintenance ....................................................... 208 213 74 1 

Taxes, other than income ..................................................................... 18 12 50 

810 

1,289 
418 

2 
765 
176 
34 

.................................................................... 130 95 350 269 Energy-related businesses 
Total Operating Expenses ..................................................................... 1,114 - 1,161 2,901 3,763 

Operating h o m e  .................................................................................. 327 347 906 674 

~- - ~ . ~  
_ _ _ - ~ -  

Other Income (Expense) - net .................................................................. 2 6 20 17 

Other-Than-Temporary Irnpaimients ....................................................... 5 6 3 

Interest I.nconie from Affiliates ................................................................ 2 1 6 3 
1 

...................................................................................... 48 I50 150 52 

Income from Continuing Operations Before Income Taxes .............. 274 306 776 54 1 

lncotne Taxes ....................................................................................... I04 93 305 178 

Income from Continuing Operations After Income Tases ................. 170 213 47 1 363 

I89 Income (Loss) froin Discontinued Operations (net of income taxes) ..”.. 

Net Income .............................................................................................. 170 266 473 552 

Net Income Attributable to Noncontrolling Iiiterests 1 I 1 1 

Net Income Attributable to PPL Energy Supply ................................ $ 169 $ 265 $ 472 $ 55 I 

- I ~  I- Interest Expense ~ - I -  

-- 

_I_ I___ 

53 2 
~“I- 

I__ 

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

Amounts Attributable to PPL Energy Supply: 
Income from Continuing Opetations After Income Taxes .................. $ 169 $ 212 $ 470 $ 362 

189 
Net Income ............................................................................................ $ 169 $ 265 $ 472 $ 55 1 

~ I I ~  

Income (Loss) from Discontinued Operations (net of income taxes) .. 53 2 

The uccompurving Noies IO Conder7sed Finunciul Siu/ement.s ore 017 i17tegrulpnr.1 o J the fir~uriciul sturemenls 
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
PPL Energy Supply, LLC and Subsidiaries 
(Unaudited) 
(:4lillions of Dollurs) 

Nine Months Ended 
September 30, 

201 1 2010 
Cash Flows from Operating Activities 

Net income ............................................................................................... ........................ s 473 $ 552 

Depreciation. .............................................................................. ...................................... 182 274 
Amortization ....................... ............................................................................................. 96 109 
Defined benefit plans - expe ............................................................................................. 26 41 
Deferred income tases and investment tas credits ................................................................. 226 (2.35) 
Impairment of assets .............................................................................................................. 13 118 
Unrealized (gains) losses on derivatives, and other hedging activities .................. (1 55) 602 
Provision for Montana hydroelectric litigation ...................................................................... 10 62 
Other ....................................................................................................................................... 19 47 

.................................... 4.3 Accounts receivable .............................................................. (43) 
Accounts payable ................................................................................................................... (1 63) (31) 
Unbilled revenues 116 (45) 
Taxes .................................. 61 I12 

............................................................................................................ 169 Counterparty collateral (273) 
Other .................................................................. 31 80 

Defined benefit plans - funding ............................................................................................. (136) (293) 
Other assets 

Adjustments to reconcile net income to net cash provided by operating 

Change in current assets and current liabilities 

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

............................................................. 
Other operating activities 

...................................................................................................................... 54 (12) Other liabilities 
........................................................................... 1,595 

- - . " " . - ~  
Net cash provided by operating activities 440 " ---. ~ 

Cash Flows from Investing .4ctivities 
Expenditures for property, plant and equipment ....................................................................... (499) (707) 
Proceeds from the sale of certain non-core generation facilities ............................................... 
Proceeds from the sale of the Long Island generation business .................. 124 
Expenditures for intangible assets ............................................................................................. (45) (60) 
Purchases of nuclear plant decommissioning trust investments ....................... (144) (.93) 
Proceeds from the sale of nuclear plant decommissioning trust investments ............................ 8 i 

76 Net (increase) decrease in restricted cash and cash equivalents ................................................ 
........................................................................................................... 7 9 Other investing activities 

............................................................ (568) Net cash provided by (used i n )  investing activities - ( 2 0 3  --1-1- 

Issuance of long-term debt ................................................................................ ........ 600 
Retirement of long-term debt .................................................................................................... (250) 
Contributions from member ...................................................................................................... 361 3,525 

............................................................................................................ (5 12) Distributions to member (209) 
Cash included in net assets of subsidiary distributed to member .............................................. (325) 

...................................................... (443) Net increase (decrease) in short-term debt (100) 
.......................................................................................................... ( I O )  Other financing activities - -4.l 

............................................................ (524) 3,160 Net cash provided by (used in)  financing activities 
........................................................ 10 Effect of Exchange Rates on Cash and Cash Equivalents - -" .1_._..11- 

........................................................... 4,197 Net Increase (Decrease) in Cash and Cash Equivalents 
.................................................................. 66 1 245 Cash and Cash Equivalents at Beginning of Period 

Cash and Cash Equivalents at End of Period ...................................................................... 37s $ 4,442 

38 1 

133 
(36) 

".ll____ ~ 

Cash Flows from Financing Activities 

--- 

(286) 
- 

The accornpui~iring h'otes to Coi7dmsed Firiuiichl Stcrtetrients N I P  uti iiiteg-ul pnrt of thefii7uiiciul sfuteiiieiitT 



SOLllDATED BAL 
PPL Energy Supply, LLC and Subsidiaries 
(Clnatidited) 
(il/rllroru of UollurJI 

September 30, December 31, 
2010 -- 2011 

Assets 

Current Assets 
Cash and cash equivalents ............................................ 
Restricted cash and cash equivalents ....................................................................... 

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

Accounts receivable (less reserve: 20 1 1 ,  $2; 20 10, $20) 
Customer ................................................................ 
Other ..................................................................................................................... 

Unbilied revenues ................................................................................. 
Accounts receivable from affiliates ...................................................... 
Fuel, materials and supplies ..................................................................................... 
Prepayments .......................................................................................... 
Price risk inanagement assets .................................................................................. 
Other intangibles ...................................................................................................... 
Assets held for sale .................................................................................................. 

s 375 
53 

204 
29 

300 
124 
293 

17 
1,366 

6 

$ 66 I 
19 

225 
24 

486 
124 
297 

89 
1,907 

11 
3 74 

.................................................................................................. 11 1 Other current assets "1.1. 

................................................................................................ 4,228 Total Current Assets 2,768 
~ . - - . . - - - ~ ~  

Investments 
Nuclear plant decommissioning trust funds ............................................................. 594 618 

.......................................................................................... 38 37 Other investments 
Total Investments ........................................................................................... 632 655 

- ~ - . ~  .--. I I  

Property, Plant and Equipment (Note 8) 
Regulated utility plant .............................................................................................. 4,269 

.......................................... 888 
.................................................................................... 3,381 

Generation ............................................................................................................. 10,399 10,169 
Nuclear fiiel .......................................................................................................... 620 578 
Other ..................................................................................................................... 242 314 

.... 5,506 5,401 
Non-regulated property, plant and equipment, net ................................................ 5,755 5,660 

.................................................................... 6,389 9,635 

Less: accumulated depreciation - regulated utility plant -.l..._ 

Regulated utility plant, net 1 1 1  

Non-regulated property, plant and equipmelit 

Less: accumulated depreciation - non-regulated property, plant and equipment 

Construction work in progress ................................................................................. 634 594 
Property, Plant and Equipment, net (a) 

I ".llll"..l"...l--_ 

,...---.- 

Other Noncurrent Assets 
Goodwjll (Note 8) ...................................... ......................................................... 86 76 5 
Other intangibles (a) (Note 8) .................................................................................. 384 464 
Price risk management assets .................................................................................. 675 65 1 
Other noncurrent assets ....................................... ............................................ 379 398 

........................... ............................................ 1,524 2,274- Total Other Noncurrent Assets --._-~_--. ~ 

Total Assets ............................................................................................................... % 11,313 $ 16,796 

(a) At September 30.201 1 arid December 31,2010. includes $419 million and $424 million of'PP&E, consisting primarily o f  "Generation," including 
leasehold improvements. and $ I  I million of "Other intangibles" from the consolidation of a VIE that is the owner/lessor ofthe Lower Mt Bethel 
plant. 

The uccotii~~unyiiig Notes fo Coi7dcnsed Firiuiiciul Statertietits ore ai7 integral part of the Jinancial statstiieiifs. 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
PPL Energy Supply, LLC and Subsidiaries 
(Unaudited) 
6% lilhon s 01 Dollars) 

September 30, December 31, 
2010 __ 

1---. ---".- 2011 
Liabilities and Equity 

Current Liabilities 
Short-term debt ................................... ........................................................... $ 250 
L,ong-term debt .................................................. ................................................ 500 
Accounts payable ............................................................. ............................. 359 
Accounts payable to affiliates. ............................................................. 10 
Taxes ................................................................................ ............................. 127 
Interest ........................................................................................... 60 
Price risk management liabilities ...................................... 735 
Counterparty collateral ............................................................................................... 65 

................................................................ ............ 439 Other current liabilities -- 
........................................ ....................................... 2,545 Total Current Ldabilities -- 

$ s3 I 
500 
s 92 
43 

119 
I10 

1,112 
338 

............................................................................................. 2,525 5,089 ....___ Long-term Debt (Note 8) 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes ................................................................................................ 1,266 1,548 
Investnient tax credits ................................................................................................. 123 81 
Price risk management liabilities ................................................................................ 455 43 8 
Accrued pension obligations (Note 8) ......................................................................... 178 619 

......................................................... 192 21 1 Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities ........................................... 2,559 3,229 

Asset retirement obligations ....................................................................................... 345 332 
-- 

Commitments and Contingent Liabilities (Note 10) 

Equity 
Member's equity ......................................................................................................... 3,666 4,49 I 
Noncontrolling interests __ 
Total Equity __. 

.............................................................................................. 18 18 
................................................................................................................ 3,684 4,509' 

Total Liabilities and Equity ........................................................................................ $ 11,313 $ 16,796 
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TS OF EQUITY 
PPL Energy Supply, LLC and Subsidiaries 
(Unaudited) 
(Afilliom o j  Dollars) 

June 30, 201 1 ........................................................................................ 
Net income ............................................................................................ 
Other comprehensive income (loss) ...................................................... 
Contributions from member .................................................................. 
Distributions ......................................................................................... 
September 30, 20 I 1 .............................................................................. 
December 31, 2010 ............................................................................... 
Net income ............................................................................................ 
Other comprehensive income (loss) ...................................................... 
Contributions from rnember .................................................................. 
Distributions ......................................................................................... 
Distribution of menibership interest in PPL Global (a) ........................ 
September 30, 201 ............................................................................... 

June 30, 201 0 ........................................................................................ 
Net income ............................................................................................ 
Other comprehensive income (loss).. .................................................... 
Distributions ......................................................................................... 
September 30, 201 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

December 31, 2009 ............................................................................... 
Net income ............................................................................................ 
Other comprehensive income (loss) ...................................................... 
Contributions fioni member .................................................................. 
Distributions ......................................................................................... 
September 30, 2010 .............................................................................. 

Member's 
equity 

$ 3,434 

(55) 
169 

193 

NOD- 
controlling 

interests 
$ 18 

I 

$ 4,49 1 
472 

(161) 
36 1 

(209) 
(1,288) 

$ 3,666 
- - - ~ ~  

$ 8,168 
265 
332 

(148) 
$ 8,617 

$ 4,568 
55 1 
485 

3,525 

-.111.- 

( 5  12) 
$ 8.617 

$ 18 
1 

$ 18 

$ 18 
1 

(1') 
$ 18 

$ 18 
1 

A 
$ 18 

(a) See Note 8 for additioiinl infomiation 

The acco~~7patt~~ir7g Nototer to Condensed Financial Staieaien/s are an integral par/ of the~finuiiciul stuieineiits 

Total 
$ 3,452 

170 

193 
(55) 

$ 4,509 
473 

36 1 
(161) 

(2 I O )  
( I  ,288) 

$ 3,684 

$ 8,186 
266 
332 

(149) 
$ 8,635 

$ 4,586 
552 
485 

3,525 
(5 13) 

$ 8,635 



CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
PPL Energy Supply, LLC and Subsidiaries 
(I.lnaudited) 
(!Uillioiis of Dollursi 

Three Months Ended Nine Months Ended 
September 30, September 30, 

201 1 201 0 201 1 2010 

Net income .................................................................................................... $ 170 $ 266 $ 473 $ 552 

Other comprehensive income (loss): 
Amounts arising during the period - gains (losses), net of tax (expense) 
benefit: 
Foreign currency translation ad,justments, net of tax of $0, $1 ,  $0, 81 (79) 
Available-for-sale securities, net of tax of $28, ($22), $15, ($12) . (2 6) 19 (13) 12 
Qualifying derivatives, net of tax of ($27) ($147), ($48), ($337) I 39 207 68 492 

Prior service costs, net of tax of $0, ($9), $0. ($9) 

Transition obligation, net of tax of $0, (S), $0, ($3) .... 

Available-for-sale securities, net of tax of $0, $0, $5, $2 2 1 (6) ( 3  ) 
Qualifying derivatives, net of tax of $50, ($a), $1.53, $36 (73) 9 (220) (59) 

tax of$O, $0, $0, $0 " . . I . _  3 

Prior service costs, net of tax of ($ I ), ($I ), ($3), ($4). I I 3 6 
Net actuarial loss, net of tax of ($l), ($4), ($2), ($10) 1 9 3 29 
Transition obligation, net of tax of $0, ($1 ), $0, ($1) ............................... 

Defined benefit plans: 
.... ................... 12 12 

Net actuarial gain (loss), net of tax of $0, $7, $0, ($2 I (13) 1 67 
6 6 

Reclassifications to net income - (gains) losses, net of tax 
(benefit): 

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

Equity investee's other comprehensive (hconie) loss, net of 

Defined benefit plans: 
.................................. 

............................. 
7 

Total other comprehensive income (loss) attributable to 
PPL Energy Supply (55) 332 (161) 485 

Comprehensive income (loss) 115 598 312 1,037 

Comprehensive income (loss) attributable to PPL Energy Supply ......... $ 114 $ 597 S 311 $ 1,036 

The uccoiiipntyirig h'oicr to Cotidetised Fitinticid Stntetnems are mi rtiregrzll pur/ ofthe fiiiuriciul stu/eimwts 

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

............... Comprehensive income attributable to noncontrolling interests 1 1 1 I 
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(Unaudited) 
(.Mllions qf Dollursi 

Three Months Ended Nine Months Ended 

201 1 2010 
September 30, _- September 30, 

201 1 20'0 .l."."ll ..... 
Operating Revenues 

Retail electric ............................ .......................................... $ 154 $ 570 $ 1,444 $ 1.90 1 
............................................................. 1 1 9 5 Electric revenue from affiliate 

......... ............................... 455 571 1,153 1,906 Total Operat ins Revenues I_.-- __ II 

--yl__- -~~ 

Operating Expenses 
Operati on 

Energy purchases ............................................................................... 171 229 591 84 8 
Energy purchases from affiliate ......................................................... 5 71 15 250 
Other operat ion and maintenance ...................................................... 146 126 402 377 

Depreciation ................................................................... 38 34 108 101 

Total Operating Expenses 
__l_l-..l_-l I 

Taxes, other than income ............................................... 26 32 83 108 
.................................................................... 386 492 1,199 1,684 

Operating Income ................................................................................. 69 79 254 222 

Other Incoriie (Expeiise) I net ................................................................. 2 3 3 

Interest Income fiorn Affiliate ........................................ 1 1 1 

...................................................................................... 24 74 74 Interest Expense 26 -~~ 
Income Before Income Taxes ............................................................... 46 55 184 152 

14 15 56 47 Income Taxes .. 

Net Income .............................................................................................. 32 40 128 105 

16 Distributions on Preferred Securities ...................................................... 4 4 

.......................................................................................... ......-- -..-I.--..- 

12 - . ~  

Net Income Available to PPL Corporation ......................................... $ 28 $ 36 $ 116 $ 89 

Uie uccotnpan-yirig iVoies io Condensed Financial Siutemenls ure uti in!egwulpurf of !he fiiiaiicial s1ute1iieiir.s. 
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
PPL Electric Utilities Corporation and Subsidiaries 
(Unaud i Led) 
(Millions of Dol1u1-s) 

Nine Months Ended 

201 1 2010 
September 30, .... _-," .... 

Cash Flows from Operating Activities 
................................................................................. $ 128 $ 105 

by (used in) operating activities 
...................................................... 108 101 

5 (1.5) 
.................................... 13 16 

Defeired income taxes and investment tax credits ......... .................................... 9 52 

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

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

Accounts receivable .................................... ............................................................... 
Accounts payable .................................................. ................................................... 
Unbilled revenues .................. ..................................................................................... 
Prepayments .................................................................................................................... 

Taxes ............................................................................................................................... 
Other ............................................................................................................... 

Change in current assets and current liabilities 

Regulatory assets and liabilities ................... .............................................................. 

Other operating activities 
Defined benefit plans - fiinding ................. ......................................................... 
Other assets ............................................... ......................................................... 
Other liabilities ................................................................................................................ 

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

2 5 

(49) 
22 

(23) 
127 

Cash Flows from Investing Activities 
Expenditures for property, plant and equipment. .................................................. (357) (25 1) 

..................................... 4 (2) Other investing activities - _ ~ - -  - 
...................................................... (353) (253) 

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

Cash Flows from Financing Activities 
Issuance of long-term debt ........................ ................... 645 
Retirement of long-term debt .................... (458) 
Contributions from parent ....................................... ................................................ 56 55 
Redeniption of preferred stock (54) 
Payment of common stock dividends to parent (76) (49) 
Distributions on preferred securities (12) (13) 
Other financing activities -- (6)  (1) 

..................................................... (63) Net cash provided by (used in) financing activities 149 ~ _ - _ . -  

Net Increase (Decrease) in Cash and Cash Equivalents ................................................... 57 (188) 
204 48.5 

Cash and Cash Equivalents at End of Period ......................................................................... $ 261 $ 297 

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

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

Cash and Cash Equivalents at Beginning of Period .................................................... 
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(Llnaudited) 
(Alillioiis of Dollurs Jhurey it1 rhotrmid~) 

Assets 

Current Assets 
Cash and cash equivalents .................. .............................................................. 
Accounts receivable (less reserve: 201 

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

Accounts receivable from affiliates ......................................................................... 
Unbill ed revenues ........ .................................................................................. 
Materials and supplies ............................................................................................. 

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

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

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

Property, Plant and Equipment 
Regulated utility plant ............................................................................................. 
Less: accumulated depreciation - regulated utility plant .......................................... 

.................................... 
Other, net 

Regulated utility plant, net .......................................... 

Other Noncurrent Assets 
Regulatory assets ..................................................................................................... 
intangibles ............................................................................................................... 
Other noncurrent assets ............................................................................................ 
Total Other Noncurrent Assets ................................................................................ 

Total Assets ............................................................................................................... 

September 30, December 31, 
201 1 2010 

-I 

s 261 $ 204 

270 
10 
36 
81 
47 
78 
3 

268 
24 

8 
134 
47 

136 
63 

23 4 
809 888 

5,751 5,494 
2,123 2,206 ~ 

3,545 3,371 
2 2 

663 592 
153 147 
81 76 

897 815 
- ~ . .  ..,-ll..L1lll I_- 

,- 

s 5,472 $ 5,253 

77ie uccompati):iiig Notes IO C'onderised Financial Stufermnts ure uti integral pur t of'the jhuiicial sfalemerifs. 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
PPL Electric Utilities Corporation and Subsidiaries 
(Unaudited) 
(A~illioi7s O J  Do1lar.s. .shures in tl701isann’s) 

September 30, December 31, 
201 1 2010 

Liabilities and Equity 

Current Liabilities 
Accounts payable. .................................................................................................... !% 145 $ 22 1 
Accounts payable to affiliates .................................................................................. 43 73 
Taxes ................. 42 23 

........................ 20 17 Interest .................................................................................... 
Re_gulatoiy liabilities ................................................................................................ 46 I8 
Other current liabilities ............................................................................................ 97 126 

........................................................................................... 393 478 Total Current Liabilities 

......................................................................................................... 1,718 1,472 

Deferred income taxes ............................................................................................. 998 932 
Accrued pension obligations ........................................................................ ... 166 259 
Regulatory liabilities ................................................................................................ 13 14 

...................................................... 144 154 Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities ........................................ 1,359 

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

I..I. ..--. ~ 

-.___ ----.- Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 

- 
i,32 i 

Commitments and Contingent Liabilities (Notes 6 and 10) 

Shareowners’ Equity 
Preferred securities .......................................................................... 250 250 
Common stock - no par value (a) ................................. ...................................... 364 364 
Additional paid-in capital ........................................................................................ 935 879 

.................................................. 45 1 49 1 
1,944 

........................................... Earnings reinvested I~ 

Total Equity .............................................. .................................................... 2,040 -- 
Total Liabilities and Equity ..................................................................................... S 5,472 $ 5.253 

(a) 170,000 shares authorized, 66,363 shares issued and outstandins at September 30; 201 1 and Deceiiibcr i l ,  2010 

The c iccoi i~~~u~~~i i ig  Notes to Coiiclmsed Financial Stutenlet7t.s ore ai? integral port of tlie,fiiiancial srotenzei?/s 
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%OBIDATED STATE TS OF SHARE0 
PPL Electric Utilities Corporation andl Subsidiaries 
(Unaudited) 
(hfilliotis of Dollursl 

Common 
stock 
shares Additional 

outstanding Preferred Common paid-in Earnings 
(a) securities stock capital I- reinvested Total 

June 30, 201 1 ...................................................... 66,368 $ 250 $ 363 $ 879 $ 487 $ 1,980 

Capital contributions from PPL ........................... 56 56 

......... 74 Cash dividends declared on coinrnori stock 
September 30, 2011 ............................................ 66,368 $ 250 $ 364 $ 935 $ 491 $ 2,040 

December 31, 2010 ............................................. 66,368 $ 250 $ 364 $ 879 $ 451 $ 1,944 
Net income (b) ..................................................... 128 128 
Capital contributions from PPL ........................... 56 56 
Cash dividends declared on preferred securities .. (12) (12) 
Cash dividends declared on coniinon stock ......... (76) (76) 
September 30, 2011 ............................................ 66,368 $ 250 $ 364 $ 935 $ 491 $ 2,040 

June 30, 2010 ...................................................... 66,368 $ 250 $ 364 $ 879 $ 420 $ 1,913 
Net income (b) ..................................................... 40 40 
Cash dividends declared on preferred securities .. (4) (4) 

......... (9) (9) Cash dividends declared on common stock 
September 30, 2010 ............................................ 66,368 250 $ 364 $ 879 $ 447 $ 1,940 

Net income (b) ..................................................... 32 32 

Cash dividends declared on preferred securities.. (4) (4) 
_lllll -_. .....""._ E9 .-...- ".U 

- 

December 31, 2009 ............................................. 66,368 $ 301 $ 364 $ 824 $ 407 $ 1,896 
Net income (b) ..................................................... 105 105 
Redemption of preferred stock (c) ....................... (5 1) (3) (54) 
Capital contributions from PPL ........................... 55 55 
Cash dividends declared on preferred securities.. (1 3 )  (13) 

......... (49) (49) 
~ l l l _ -  

Cash dividends declared on common stock 
September 30, 2010 ............................................ 66,368 $ 250 $ 364 $ 879 $ 447 $ 1,940 

(a) 
(b) 
(c) 

Shares in  thousands All common shares ofPPL Electric stock are owned by PPL. 
PPL Electric's net income approximates comprehensive income 
In April 201 0. PPI- Electric redeemed all five series of its outstanding prcterred stock 
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SOLIDATEID STATE 
LG8E and MU Energy LLC and Subsidiaries 
(Unaudited) 
(!LfillionA of Dollirrsl 

Three Months Ended Nine Months Ended 

201 I 
Successor ---.-..- 

Operating Revenues ............................................................................ $ 736 

Operating Expenses 
Operation 

Fuel ....................................... 245 
Energy purchases ...................................... 32 
Other operation and rnaintena 187 

Depreciation ............................ 84 
............................. ................. 10 

Total Operating Expenses .............................. 558 
Operating Income ............................................................................... 178 

Taxes, other than income - _ 1 1 _ 1 1 . - ~  

Other Income (Expense) - net 
lnterest Expense ............... ........................................ 36 
Interest Expense with Affiliate ............................................................. 
Income from Continuing Operations Before Income Taxes ........... 
Income Taxes -."-l.l -..- 

Income from Continuing Operations After Income Taxes .............. 
Income (Loss) from Discontinued Operations (net of inconie taxes) ... _- 

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

142 
.................................................................... ........... 52 

90 

(1 1 
Net income ........................................................................................... $ 89 

Predecessor Successor 

719 $ 2,140 

250 666 
39 179 

177 566 
73 249 

5 28 
544 1,688 

- . _ ~  

175 452 

31 (1) 
6 108 

39 
161 343 
59 125 

103 21 8 
-"."."."" ..- 

(1 1 
102 $ 217 

ler 30, 
2010 

Predecessor 

$ 2,035 

-~ 
-~ 

668 
200 
509 
21 1 

19 
1,607 

428 
17 
19 

118 
308 
112 
196 

.... - . . . - ~  

-2 
$ 194 

22 



CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
LG&E and KU Energy LLC and Subsidiaries 
(Unaudited) 
(i\lillions of Dollurs) 

Nine Months Ended 
-_ Septen 

201 1 
SuccessoL 

Cash Flows from Operating Activities 
........................................................................................................................... 217 Net income S 

Ad-justnients to reconcile net income to net cash provided by operating activities 
Depreciation ............................. 249 
Defined benefit plans - expense .......... .................................................................... 38 
Deferred income taxes and investment tax credits ............................................................ 206 
Unrealized (gains) losses on derivatives II.l.. .................................... 
Regulatory asset for previously recorded 10s aps ............................ 

Change in current assets aiid current liabilities 

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

Other. ............................................................ .................................. (9) 

2 Accounts receivable ..................................... ................................................ 
Accounts payable ......................................... .................................... (28) 
llnbilled revenues ......................................... .................................. 58 
Fuel, materials and supplies ........................................ .............................................. 30 
Regulatoiy assets.. ........................................ ........................................................... 
Income tax receivable ................................... 40 
Other current assets ...................................... .................................. 5 
Regulatory liabilities .................................... .................................. 
Other current liabilities ...................................................................................................... 21 

Defined benefit plans - funding ....................... ..................................... (159) 

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

Other operating activities 

Regulatory liabilities ....................................... ..................................... 
Discontinued operations .................................. ..................................... 
Change in smelter contract liability ................. ..................................... 

..................................... 6 Other assets ........................................................... 
Other liabilities ................................................ ..................................... (2 ) 

..................................... 674 Net cash provided by operating activities ._.. 
-_I 

Cash Flows from Investing Activities 
Expenditures for property, plant aiid equipment ....... ............................................... (287) 

163 
Net (increase) decrease in notes receivable from affiliates .................................................. 8 

........................................... (11) Net (increase) decrease in restricted cash and cash equivaleiits 
(127) 

Proceeds from sales of discontinued operations ........ ............................................... 
Proceeds from the sale of other investments ........................................................................ 

."_. 
Net cash provided by (used in) investing activities 

Issuaiice ofsliort-term debt with ............................................ 
Retirement of short-term debt wi ............................................ 
Net increase (decrease) in notes payab ............................................ 
Issuance of long-teim debt with affiliat ............................................ 

Issuance of long-term debt ............................ ............................................ 250 

Cash Flows from Financing Activities 

Retirement of long-term debt with affiliate ."." 

Net increase (decrease) in shoi-t-term debt .... ............................................ (163) 
Debt issuance and credit facility costs .............. ........................................................... (6) 

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

Distributions to member ....................................................................................................... (469) 
....................................................... (388) Net cash provided by (used in) financing activities 

159 
11 

170 

-""-- 

Net Increase (Decrease) in Cash and Cash Equivalents ..................................................... 
Cash and Cash Equivalents at Beginning of Period ................................................................. 
Cash and Cash Equivalents at End of Period ........................................................................... S 

The uccornpurr~~ing Notes to Co~idensrd Firwlcial Stutements urr ai? integral p r t  of tile fitionrid strrteinetits 

er 30, 
201 0 

Predecessor 
---- 
-- 
6 194 

(326) 
21 

(305) 

825 
(575) 

50 
(2 5 0) 

(94) 

7 
$ 6 
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LIDATE CE SWEETS 
LLC an arks 

(Unaudited) 
(hfillrom of Dollurs) 

Assets 

Current Assets 
Cash and cash equivalents ....................................................................................... 
Short-term investments ............................................................................................ 
Accounts receivable (less reserve: 20 1 I ,  $17; 20 1 O1 $17) 

Customer ..................... .................................................................. 
Other ..................................................................................................................... 

Unbilled revenues .................................................................................................... 
Accounts receivable fioni affiliates ......................................................................... 

Notes receivable from affiliates ............................................................................... 
Income tax receivable .............................................................................................. 
Deferred income taxes ............................................................................................. 
Regulatory assets ..................................................................................................... 

Fuel, materials and supplies. .................................... ................................. 

Other intangibles ...................................................................................................... 

September 30, December 31, 
201 1 2010 

$ 170 $ 

154 
1 1  

112 
1 

268 
53 

96 
16 
15 

1 1  
163 

160 
33 

170 
- 3 

298 
61 
40 
66 
22 
58 

.................................................................................................. 26 26 Other current assets 
................................................................................................ 1,110 922 Total Current Assets 

-.---. _". --- 
..l.ll_ I_ 

................................................................................................................ Investments 32 I. 31 

Property, Plant and Equipment 
Regulated utility plant .............................................................................................. 7,344 6,230 

.......................................... 31 Less: accumulated depreciation - regulated utility plant --_-- 21' . - . ~  
Regulated utility plant, net .................................................................................... 7,133 6,199 

Other, net ................................................................................................................. 4 4 
................................................................................. 1,340 50 1 Construction work in progress .-l".-ll 

......................................................................... 7,543 Property, Plant and Equipment, net 7,638, -. 

Regulatory assets ..................................................................................................... 61 4 588 
Goodwill ....................................................................................................... 996 996 
Other intangibles.. .................................................................................................... 324 356 

........................................................................................... 94 106 Other noncurrent assets. "._."__ 
Total Other Noncurrent Assets ................................................................................ 2,040 2,034 

".l,l..l".I-. 

Other Noncurrent Assets 

- - - ~  

Total Assets ............................................................................................................... $ 10,632 $ 10,718 

The uccoti7pamVrig Notes fa Condensed Financial Stutetiieiifr are an iiiregrul purl of fhe~firiuticinl siufernents. 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
LG&E and KU Energy LLC and Subsidiaries 
(Ilnnudiled) 
(hfi//rot7.r of Dollarr) 

September 30, December 31 , 
201 1 2010 

Liabilities and Equity 

Current Liabilities 
Short-term debt ....................................... ~ .....". ~ .............................l............r.. I ......... I.I 

2 
Accounts payable ....._ ... ...... . ... ... .... . .. ........_ "......"....~....". .. .. .. . _.. .. . . . _. .. . . . . .. , .. ...l.. . .. . ... .. .. .. 164 

2 
Customer deposits .... I.. I. . . I. .. . ." . I  ." ." ... . . . "_.. ".. . 46 
Taxes ...................................................................... ..................................................... 29 

37 
Other current liabilities ..." .. ..l...._l..ll.l.......~. "..."........ I I.I.... l..ll . . . . I . . . . . . . I . . r . . . . . . . . . . I . I . . . . . . . _ . I _  139 
Total Current Liabilities .... l.l-l.lll.l...l.l. I . I  .l.l.l.l...l...l.l,. I . . . ~  .__.. ~ " " . ~  "..._.,....,. ~ ___._..."._ ~. _....._ 41 9 

4,073 Long-term Debt ........................................................................................................... 

Long-term debt "...I..I ,"_. ~ l,.,.....l.l..ll- ~ ....".._ _I ......_.....ll.._ll....,. .................................. ~ ...... $ 

Accounts payable to affiliates _... ~ "._..."_.. ~ .,"...... I ...._ll,..l,....l..._-...... ~ ._.__ .......................... 

Regulatoiy liabilities ......."...........___. ~ ....................... I....II_.._............I .... ........"... I.1 ..._...., 

.. "_. . .. ~. I. "_.. . . I .  .. . .~ .  .. .. . . . ~ .  . . . .". ..". . . 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
investment tax cred 
Accrued pension ob1 
Asset retirement ob1 
Regulatory 1 iabil ities 
Price risk managein 
Other defened cred 
Total Deferred Credits and Other Noncurrent Liabilities ........................................ ".... 

482 
146 
339 
113 

1,007 
53 

243 
2,383 

Commitments and Contingent Liabilities (Notes 6 and 10) 

Member's equity .......................................................................................................... 3,757 .-. 
Total Liabilities and Equity ........................................................................................ $ 10,632 

$ 163 
2 

189 
3 

46 
27 
91 

122 
643 

-I__ 

-- 

3,823 

240 
150 
449 
103 

1,017 
32 

250 
2,241 

"--I-- 

4,01 I 

$ 10,718 



SOUDATED ST TS OF EQUITY 
E and KU Energy LLC and Subsidiarices 

(Unaudited) 
(.kddlior?s of Dollars) 

Non- 

Equity --_, interests Total 
Member's controlling 

June 30, 2011 - Successor ................................................................................... $ 3,99 1 $ 3,991 
Net income ............................................................................................................ 89 89 

....................................................................................... (323) Distributions to member (323) - 
September 30, 2011 - Successor ......................................................................... $ 3,757 $ 3,757 

December 31, 2010 - Successor .......................................................................... $ 4,Ol 1 $ 4,011 
Net income ............................................................................................................ 217 
Distributions to trieinber ....................................................................................... (469) 

217 
(469) 

...................................................................... ( 2 )  Other coinprehensive income (loss) (2) 
September 30, 2011 - Successor ......................................................................... $ 3,757 $ 3,757 

June 30, 2010 - Predecessor ............................................................................... $ 2 2 4  1 
Net income ............................................................................................................ 102 
Distributions to member ....................................................................................... ( 2 5 )  

$ 2,241 
102 
(25 1 . ,  . ,  

Disposal of discontinued operations .............................................................. 1 1 
Other comprehensive income (loss) -~ ................. 9 9 
September 30, 2010 - Predecessor ..................................................................... $ 2,328 $ 2,328 

December 31, 2009 - Predecessor ...................................................................... $ 2,l 92 $ 32 $ 2,224 
Net income ............................................... ............................................. 194 194 

....................................................................................... Distributions to member (56) (56) 
Disposal of discontinued operations (10) (32) (42) ..................................................................... 
Other comprehensive income (loss) ...................................................................... 8 8 
September 30, 2010 - Predecessor ..................................................................... $ 2,328 $ $ 2,328 

-.-- 

The acconipaizying Notes io Condensed Financial Statemenis ure at1 integral pari of ti1efiiia17ciul stutemeiit~ 
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CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
LG&E and KU Energy LLC and Subsidiaries 
(Unaudited) 
(\'J111i017s ofDollurs) 

Three Months Ended Nine Months Ended 
Septen 

Successor- 

-. 
201 1 

Net income ..................................................................................................... $ 89 

Other comprehensive income (loss): 
Amounts arising during the period - gains (losses), net oftax (expense) 
benefit: 

Qualifying derivatives, net of tax of $0, ($9). $0, and ($7) ........................ 
Equity investee's other comprehensive income (loss), net 
oftax of $0, $ 1 ,  $0, and $ 1  ....................................................................... 1 

Reclassification to net income - (gains) losses, net of tax espense 
(benefit): 

Defined benefit plans: 
.................................... Net actuarial loss, net of tax of $0, $0, $ 1  ~ and $0 

____I" 

Total other comprehensive income (loss) .................................................... 
Comprehensive income (loss) ....................................................................... !! 89 

ter 30, .... "_ __. So&! 
201 0 201 1 

Predecessor Successor 

$ 102 $ 217 

-.-.- --- 
!5K...%..-..- 

201 0 
Predecessor 

$ 194 

-~ 

10 

( 2 )  

S 

$ 2 02 
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Louisville Gas and Electri 
(Unaudited) 
(34illions OJ Dollars) 

Three Months Ended Nine Months Ended 
Septer 

201 1 
Successor 
-~ 

Operating Revenues 
Retail and wholesale ........................................................................... $ 
Electric revenue from affiliate .................................................. 
Total Operating Revenues .................................................................. 340 

323 
17 

Operating Expenses 
Operation 

Fuel .................................................................................................. 98 
Energy purchases ............................................................................. 21 
Energy purchases from aftiliate ....................................................... 7 
Other operation and maintenance ..................................................... 91 

Depreciation ....................................................................................... 37 
................................................................... 5 Taxes, other than income 

........................................................ 262 Total Operating Expenses - 
~~ 

Operating Income ............................................................................... 78 

Interest Expense .................................................................................... 11 
Interest Expense with Affiliate ............................................................. 

Other lriconie (Expense) - net ................................... 

Income Before Income Taxes ............................................................. 67 
Income Taxes ........................................................................................ 24 
Net Income ........................................................................................... $ 43 

ier 30, Septei 
201 0 201 1 

Predecessor Successor 

304 $ 974 
61 

E 
23 

1,035 327 

, ?  

- 

104 265 
20 155 

3 25 
85 272 
35 110 
3 14 

350 8-11 
77 194 
29 

- - ~  ~- 
- - ~ -  

5 34 
6 

~ 1 1  

95 160 
35 58 

F 60 $ 102 

per 30, 
2010 

Predecessor 

90 1 
71 

972 

277 
133 

13 
250 
104 

I I  
788 
184 

17 
14 
20 

167 
60 

$ 107 

11"-111--11 

711e ncconipunying iVoies io Conclensed Fiiiaticiul Siuienients are aii integral part oJ'the fir?aricial siateemie17is 
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CONDENSED STATEMENTS OF CASH FLOWS 
Louisville Gas and Electric Company 
(Unaudited) 
(Alillrom of Dollurs) 

Nine Months Ended 
... Septer 

201 I 
Successor 

Cash Flows from Operating Activities 
Net income ........................................................................................................................... $ 102 
Adjustments to reconcile net income to net cash provided by operating activities 

Depreciation ...................................................................................................................... 1 I O  
Defined benefit plans - expense ........................................................................................ 24 

38 Deferred incoine taxes and investment tax credits ............................................................ 
Unrealized (gains) losses on derivatives ........................................................................... 
Regulatory asset for previously recorded losses on interest rate swaps ............................ 
Other ........................................ .................................................................................... 3 

Accounts receivable ......... ............................................................................................ 12 
Accounts payable .............................................................................................................. (16) 
Unbilled revenues .............................................................................................................. 39 
Fuel, materials and supplies ........ ................................................................................. 16 
Other current assets ........................................................................................................... 2 
Regulatory liabilities ......................................................................................................... 
Other current liabilities ...................................................................................................... 13 

Defined benefit plans - funding (68) 

Other liabilities ............................................ ................................................................. (1 1 

Expenditures for property, plant and equipment (1 22) 

1 63 
Net (increase) decrease in restricted cash and cash equivalents ........................................... --o 

..... 30 

Net increase (decrease) in notes payable with affiliates ....................................................... (12) 
Net increase (decrease) in short-term debt (1 63) 
Debt issuance and credit facility costs ......................................................... (1 1 

........................................... (55) Payment of common stock dividends to parent 
.............................. (231 1 Net cash provided by (used in) financing activities 

73 Net Increase (Decrease) in Cash and Cash Equivalents ..................................................... 
................................................................. 2 Cash and Cash Equivalents at Beginning of Period 

Cash and Cash Equivalents at End of Period ........................................................................... $ 75 

Change in current assets and cuirent liabilities 

Other operating activities 
......................................................................................... 

Regulatory liabilities ......................................................................................................... 
Other assets ......... ...................................................................................................... 

Net cash provided by operating activities ............................................................... 2 74- 
Cash Flows from Investing Activities 

.................................................................. 
Proceeds froni the sale of assets to affiliate .......................................................................... 
Proceeds from the sale of other investments ........................................................................ 

Net cash provided by (used in) investing activities ................................... 
Cash Flows from Financing Activities 

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

-I-____ 

-- 

_._I"._ -I-. ___ 

The accoa~panying Notes to Coridemed Financiul Staterner7u ore uii itifegrul part of tlieJriaiicial stalcnzents 

ler 30, 
2010 

Predecessor 

E 107 

104 
17 
30 
14 

1 
(23) 

$ 4 
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(Unaudited) 
(Millioiis qf Dollurs Ahares it7 ihoitsur7d~) 

September 30, December 3 1 ,  
201 1 2010 

41.".- 

Assets 

Current Assets 
Cash and cash equivalents ................................................................................... $ 75 $ 
Short-term investments ......................................................................................... 
Accounts receivable (less reserve: 201 1, $2; 2010, $2) 

2 
163 

Customer ............................................................................................................... 
Other ..................................................................................................................... 

Uribilled revenues .................................................................................................... 
Accounts receivable from affiliates ......................................................................... 
Fuel, materials and supplies.. ................................................................................... 
Regulatory assets ..................................................................................................... 
Other intangibles ...................................................................................................... 
Other current assets .................................................................................................. 
Total Current Assets ..".I .............................. ................................................... 

69 70 
5 13 

42 81 
1 1  30 

146 162 
10 13 
9 36 

13 14 
381 583 

---- - 
. l l , l " _ l ~ l ~ ~ . " - Y . l  

Property, Plant and Equipment 
Regulated utility plant ........ .................................................................. ....... 2,899 2,600 

17 

Construction work in progress ................................................................................. 192 385 
Property, Plant and Equipment, net ......................................................................... 3,000 2.968 

-1--_1 

Less: accumulated depreci - regulated utility plant.. ........................................ 91 
Regulated utility plant, net ......................................... .................................... 2,808 2,583 

Other Noncurrent Assets 
Regulatory assets ..................................................................................................... 390 367 

.................................................................................................................. 389 389 Goodwill 
Other intangibles ...................................................................................................... 170 181 

.......................... 40 31 Other noncurrent assets ............................................................. 
989 968 Total Other Noncurrent Assets . .. 

- 
................................................................................ 

_-II -__- ....- .- --.- --,.- 

I .  1 otal Assets ............................................................................................................... $ 4,370 $ 4,5 I9 

TJie acconipup>itig Nofes to Corirlensed Nnunciul Stuteniei7ls ure an integral parf qftJ~e.finr~nciul .stuletnents 
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CONDENSED BALANCE SHEETS 
Louisville Gas and Electric Company 
(Unaudited) 
(3bll10n.r of Do1Iar.r shui es 117 thoiisaii~ls} 

September 30, December 31, 
2010 --- - 201 1 

Liabilities and Equity 

Current Liabilities 
Short-term debt ........................................................................................................... 
Notes payable with affiliates ....................................................................................... 
Accounts payable ........................................................................................................ 
Accounts payable to affiliates ..................................................................................... 

Tases ........................................................................................................................... 
Regulatory liabilities ................................................................................................... 
Other current liabilities ...................... ................................................................... 
Total Current Liabilities .............................................................................................. 

Customer deposits ...................................... ........................................................ 

$ 163 
12 

$ 81 100 
21 20 
23 23 
19 10 
20 51 
42 38 

206 417 
- 

Long-term Debt ............................................................................................................ 1,112 1,112 - ..... ".."_1" 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes ................................ ........................................................ 
Investment tax credits ................................. .................................... 

Asset retirement obligations ....................... ..................................... 
Regulatory liabilities ................................... ..................................... 
Price risk management liabilities ................ 
Other deferred credits and noncurrent liabilities ......................................................... 
Total Deferred Credits and Other Noncurrent Liabilities ........................................... 

Accrued pension obligations ....................... ..................................... 

46 1 419 
44 46 
78 126 
54 49 

48 1 483 
53 32 

113 113, 
1,284 1.269 

~ - - -  
_"-"-_ --"I 

Commitments and Contingent Liabilities (Notes 6 and 10) 

Stockholder's Equity 
Common stock - no par value (a) ................................................................................ 424 424 
Additional paid-in capital ........................................................................................... 1,278 1,278 
Earnings reinvested. .................................................................................................... 66 19 

................................................................................................................... 1,768 1,721 Total Equity -I-.- 

Total Liabilities and Equity ........................................................................................ $ 4,370 $ 4,5 19 

(a) 75,000 shares authorized. 21,394 shares issued and outstanding a1 September 30. 301 1 and December 31. 201 0 
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(Unaudited) 
(IL/rllion~ of  dollar.^) 

Common Accumulated 
stock other 
shares Additional Comprehensive 

outstanding Common paid-in Earnings income 
(a) - stock capital reinvested (loss) Total 

June 30, 2011 - Successor .......................... 21,294 $ 424 $ 1,278 $ 36 $ 1,738 
Net income .................................................. 43 43 
Cash dividends declared on conmion stock I- 1 1 1 1 1 1 1 1  (13) (13) 
September 30, 2011 - Successor ................ 21,294 $ 424 $ 1,278 $ 66 $ 1,768 

December 31, 2010 - Successor ................. 21,294 $ 424 $ 1,278 $ 19 $ 1,721 
Net income. ............................................... 102 I02 
Cash dividends declared on conmon stock (55) (55) 
September 30, 2011 - Successor ................ 21,294 $ 424 $ 1,278 $ 66 $ 1,768 

June 30, 2010 - Predecessor ...................... 21,294 $ 424 $ 84 $ 772 $ (13) $ 1,267 
Net uicome ................................................. 60 60 
Cash dividends declared on common stock (25) (35) 

............ 13 13 Other comprehensive income (loss) I_- 

September 30, 2010 - Predecessor ............ 21,294 $ 424 $ 84 $ 807 $ $ 1,315 

December 31, 2009 - Predecessor ............. 21,294 $ 424 $ 84 $ 755 $ (10) $ 1,253 
Net income .................................................. 10'7 107 
Cash dividends declared on common stock (55) (55) 

............ 10 10 Other comprehensive income (loss) 
September 30, 2010 - Predecessor ............ 21,294 $ 424 $ 84 $ 807 $ $ 1,315 

- - ~ -  

(a) Shares in thousands All comiiioii shares ofLG&E stock are owned by LKE 

The nccotripar7~~ii7g Noles IO Condeiised Fir7aiicial S1aietnei7t.r are an iwtegralpart of the financial statenterils 
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CONDENSED STATEMENTS OF INCOME 
Kentucky Utilities Company 
(Uiiaud ited) 
(&1///10/7S of D o l h y )  

Three Months Ended Nine Months Ended 
- Septer 

201 1 
Successor 

Retail and wholesale ........................................................................... $ 413 
............................................................ 7 Electric revenue from affiliate 

.............................................. 420 

Operating Revenues 

-I.-... ~~ 

Total Operating Revenues -.-- 
Operating Expenses 

Operation 
Fuel ................................................................... 147 
Energy purchases ............................................. 8 
Energy purchases from affiliate .............................. ................. 17 
Other operation and maintenance ..................... ....................... 90 

Depreciation ...................................................................................... 47 
Taxes, other than income ...................................... 
Total Operating Expenses ..... 314 

5 

Operating Income ............................................................................... 106 
Other Income (Expense) - net ............................................................... 
Interest Expense .................................................................................... 18 

Income Before Income Taxes ............................................................. 88 
Income Taxes ........................................................................................ 32 
Net Income ........................................................................................... $ 56 

............................................................. Interest Expense with Affiliate --...I" 

jer 30, Septen 
201 0 201 1 

___I- 

- --- 
Predecessor Successor 

$ 413 $ 1,166 
3 25 

416 1,191 -- 

146 401 
19 24 
23 61 
83 271 
38 139 
2 14 

31 1 913 
105 278 

1 1 
2 53 

-...-.""1"-.-_ 
I8 
86 226 

82 
$ 54 $ 144 

-- 32 

,er 30, -.- 
201 0 

Predecessor 

$ 1,133 
13 

1,136 
.... .....-. . 
-- 

39 I 
67 
71 

240 
106 

8 
883 
263 

2 
5 

55 

-...-.... ...._1 

20s 
76 

$ I29 
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CO 
Louisvillle Gas and Electric Company 
(Unaudited) 
(?dillionJ of Dollui-s) 

Three Months Ended Nine Months Ended 
Septei 

201 1 
Successor 

Net income ...................................................................................................... $ 43 

Other comprehensive income (loss): 
Amounts arising during the period - gains (losses), net of tax (expense) 
benefit: 

........................ Qualifying derivatives, net of tax of $0, ($X), $0, and ($7) --.. "l.l""..l" ..................................................... Total other comprehensive income (loss) 

Comprehensive income (loss) ........................................................................ S 

~- 
13 

ber 30, Septer 
201 0 2011 

Predecessor Successor - 
-~-- 

60 

17 

$ 102 

.- .... -" . 
1 1  

73 $ 102 

3er 30, 
2010 

Predecessor 

107 

-_ll_l 

10 

Tl7e accor~7puni~iig Nototes to /lie Condensed Financial Sfafemen/s are an integral part Oftl7ej?nuncral statenieiifs. 
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CONDENSED BALANCE SHEETS 
Kentucky Utilities Company 
(Unaudited) 
(Ahllrons of Dollan rliar e& 117 thoroa~ld~) 

September 30, December 31, 
2010 20'1 -__ - 

Assets 

Current Assets 
Cash and cash equivalents ....................................................................................... 
Accounts receivable (less reserve: 201 1, $3; 2010, $6) 

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

Unbilled revenues .................................................................................................... 
Accounts receivable from affiliates ......................................................................... 
Fuel, materials and supplies ........................................................... 
Regulatory assets .......................................................................... 
Other intangibles ....... ........................................... 
Other current assets .................................................................................................. 
Total Current Assets .................................................................................. 

Investments ................................................................................................................ 
Property, Plant and Equipment 

Regulated utility plant ................ ................................................. 
Less: accumulated depreciation gulated utility plant .................. 

Regulated utility plant, net.. .......................................................... 
Construction work in progress ......................................................... 
Property, Plant and Equipment, net ......................................................................... 

Regulatory assets ..................................................................................................... 
Goodwill .................................................................................................................. 
Other intangibles ...................................................................................................... 
Other noncurrent assets ............................................................................................ 
Total Other Noncurrent Assets ................. .......................................................... 

Other Noncurrent Assets 

Total Assets ............................................................................................................... 

$ 94 

85 
5 

70 
2 

122 
6 
6 

17 
407 

31 

4,446 
120 

4,326 
308 

4,634 -- 

224 
607 
154 
59 

1.044 
-. 

$ 6,116 

$ 3 

90 
20 
89 
12 

136 
9 

22 
15 

396 
-. 

3,630 
I4 

3,616 
955 

4,571 - 

22 1 
60 7 
175 
58 

1,061 _--- 
$ 6,058 

The a c r o n ~ p o ~ ~ i n g  Notes to Coririeiised Finur7ciul Staten~~7ts are an ir7tegrnl part of the financial striten~ents 
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I 

ENTS OF CASH FLOWS 
Kentucky Uti I ities Corn pany 
(Unaudited) 
(Millrorn of Dollam) 

Nine Months Ended 
Se& 

Successoy-- 

Net income ................................................. .......................... $ 143 
Adjustments to reconcile net inco 

Depreciation ............................. 139 
Defined benefit plans - expens 19 
Deferred income taxes 78 

2011 
---I__ 

Cash Flows from Operating Activities 

Other. ................................................. ( 1 4  

Accounts receivable .." (3) 
Accounts payable (16) 

Fuel, materials and supplies ... 
Regulatory assets .................... .................... 
Other current assets ......................... 
Other current liabilities ................ ..................... 1 1  

Defined benefit plans - fundin (36) 
Other assets ................ 7 
Other liabilities 

3% 

(161) 

........................................................ (1 6 1) Net cash provided by (used in) investing activities 

Net increase (decrease) in notes payable with affiliates (10) 
Debt issuance and credit facility costs (2) 
Payment of common stock dividends to parent - ~ . .  (88) 

(100) 

Change in current assets 

................... 
Unbilled revenues ....................................... 19 

13 

Other operating activities 
.............................................................. 

........................................... ............................................... - . - " . " ~ ~ - - -  
Net cash provided by operating activities ...................................................................... 

Cash Flows from Investing Activities 
.................................................................. Expenditures for property, plant and equipment 

......................................................................................... ____.- Purchases of' assets froni affiliate 
_." ~ ~ _ . - . - -  

Cash Flows from Financing Activities 
....................................................... 

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

Net cash provided by (used in) financing activities ....................................................... 
Net Increase (Decrease) in Cash and Cash Equivalents ..................................................... 91 

3 
93 

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

The ucconipnriving Notes to Condensed Finnricial Sfaternenis are an inreg~~ul par1 oJtl7e,finuncml ~tcifetiietif.~. 

ier 30, - 
20'0 

Predecessor 

$ 129 

106 
1 1  
42 
(3 1 

(2 18) 

16 

$ 7 
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CONDENSED STATEMENTS OF EQUITY 
Kentucky Utilities Company 
(Unaudited) 
(Afrllior7s of Dollars) 

Common Accumulatcd 
stock other 

shares Additional comprehensive 
outstanding Common paid-in E,arnings income 

stock capital ",reinvested (loss) Total (a) - , ~  -.-_" 

June 30, 2011 - Successor .......................... 37,818 $ 308 $ 2,348 $ 55 $ ( I )  $ 2,710 
Net income (b) ............................................ 56 56 
Cash dividends declai ed an common stock (20) (70) 

1 1 Other comprehensive income (loss) -I_ - ___-"I__ ---_I - 
September 30, 201 1 - Successor ................ 37,818 $ 308 $ 2,348 $ 91 $ $ 2,747 

.......... 

December 31, 2010 - Successor ................. 37,818 $ 308 $ 2,348 $ 35 $ 2.691 
Net income (b) ......................................... 144 144 
Cash dividends declared on common stock 0 - ---"I__ (88) 
September 30, 2011 - Successor ................ 37,818 $ 308 $ 2,348 $ 91 $ 2,747 

Net income (b) ......................................... 54 54 
Cash dividends declased on comnion stock (50) (50) 

......... $ (2) (2) Other comprehensive income (loss) --- 
September 30, 2010 - Predecessor ............ 37,818 $ 308 $ 316 F- 1,407 $ (2) $ 2,029 

December 31, 2009 - Predecessor ............. 37,818 $ 305 $ 316 $ 1,328 $ 1,952 
Net income (b) ......................................... 129 129 

-- -I_ --- - 

June 30, 2010 - Predecessor ....................... 37,818 $ 308 $ 316 $ 1,403 $ 2.027 

--____ 

Cash dividends declared on comnion stock (50) (50) 
.......... $ (2) (2) Other comprehensive income (loss) I - - ~  

September 30, 2010 - Predecessor ............ 37,818 $ 308 $ 316 $ 1,407 s- (2) $ 2,029 

(a) 
(b) 

Shares in thousands. All comiiioii shares of K U  stock are owned by LKE 
K U's net income approximates comprelicnsivc income 
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September 30, December 31, 
2010 _._-- .__(---..- 201 1 

I_ 

Liabilities and Equity 

Current Liabilities 
Notes payable with affiliates. ...................................................................................... 
Accounts payable ........................................................................................................ $ 75 
Accounts payable to affiliates ..................................................................................... 24 
Customer deposits ..................................................................... .............................. 23 
Taxes ........................................................................................................................... 20 
Regulatory liabilities ................................................................................................... 17 

............................................................................................... 51 Other current liabilities 
Total Current Liabilities .............................................................................................. 213 

Long-term Debt 1,841 

Deferred Credits and Other Noncurrent Liabilities 

---. 

............................................................................................................ 
.~.__l__l-,l~" 

Deferred income taxes ............................................................................................... 456 
investment tax credits ................................................................................................. 102 
Accrued pension obligations .................................................................... 83 
Asset retirement obligations .................................................................... 59 
Regulatory liabilities ................................................................................ 526 
Other deferred credits and noncurrent liabilities.. .............................................. 89 

........................................... 1,313 'Total Defened Credits and Other Noncurrent Liabilities 
I 

Commitments and Contingent Liabilities (Notes 6 and 10) 

Stockholder's Equity 
Common stock - no par value (a) ................................................................................ 
Additional paid-in capital ........................................................................................... 2,348 

Total Equity ................................................................................................................ 2,747 

308 

..................................................................................................... 91 Earnings reinvested - - ~ -  

Total Liabilities and Equity ........................................................................................ $ 6,116 

(a) 80,000 sttares authorized, 37.818 shares issued and outstanding at September 30.201 1 and December 31.2010 

$ 10 
67 
45 
23 
25 
40 
41 

25 1 
-.-.I_--- 

376 
104 
113 
54 

534 
94 

1,275 -..l'.-.-ll 

308 
2,348 

35 
2,69 I 

$ 6,058 
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Combined Notes to Condensed Financial Statements (Unaudited) 

1. interim Financial Statements 

(PPL, PPL Eiiergl: S ippl~,  PPL Electric. LKE, LG&E urd KU) 

Capitalized ternis and abbreviations appearing in the unaudited combined notes to condensed financial statements are 
explained in the glossaiy. Dollars are in millions, except per share data, unless otherwise noted. 

The accompanying unaudited condensed financial statements have been prepared in accordance with accounting principles 
generally accepted in the U S .  for interim financial infoimation and with the instructions to Fomi 10-Q and Article 10 of 
Regulation S-X and, therefore, do not include all of the iiifomiation and footnotes required by accounting principles generally 
accepted in the U.S. for complete financial statements, In the opinion of management, all ad,justnients considered necessary 
for a fair presentation in accordance with accounting principles generally accepted in the 1J.S. are reflected in the condensed 
financial statements. All adjustments are of a normal recurring nature, except as otherwise disclosed. Each Registrant's 
Balance Sheet at December 3 I ,  20 I O  is derived from that Registrant's 20 I0 audited Balance Sheet. The financial statements 
and notes thereto should be read in conjunction with the financial statements and notes contained in the 20 I O  Form 10-I< (in 
the case of PPL and PPL Electric), in the Form 8-K dated June 24,20 1 1 (in the case of PPL Energy Supply), or the annual 
financial statements included in the 201 1 Registration Stateinents (in the case of LKE, L,G&E and KU). The results of 
operations for the three and nine months ended September 30,201 1 are not necessarily indicative of the results to be 
expected for the full year ending December 3 1,20 1 I or other future periods, because results for interim periods can be 
disproportionately influenced by varioiis factors and developments and seasonal variations. 

The classification of certain prior period aiiiounts has been changed to conform to the presentation in the September 30,20 11 
financial statements. 

(PPL,) 

On April 1,201 I ,  PPL, through its indirect, wholly owned subsidiary, PPL WEM, completed its acquisition of all of the 
outstanding ordinary share capital of Central Networks East plc and Central Networks Limited, the sole owner of Central 
Networks West plc, together with certain other related assets and liabilities (collectively referred to as Central Networks and 
subsequently renamed WPD Midlands), from subsidiaries of E.ON AG. See Note 8 for additional information. As PPL is 
consolidating WPD Midlands on a one-month Jag, three and five months of WPD Midlands' operating results are included in 
PPL's results of operations for the three and nine months elided September 30, 20 1 1 with no comparable amounts for the 
same periods in 201 0. See Note 2 for additional information regarding PPL's consolidation policy. 

In November 2010, PPL, completed the acquisition of LKE. See Notes 1 and 10 in PPL's 2010 Form 10-K for additional 
information. LKE's operating results for the three and nine months ended September 30,201 I are included in PPL's results 
of operations with no comparable amounts for the same periods in 201 0. 

(LKE, LC&E arid KU) 

LKE's, LG&E's and KU's financial statements and accompanying footiiotes have beeii segregated to present pre-acquisition 
activity as the "Predecessor" and post-acquisition activity as the "Successor." Predecessor activity covers the time period 
prior to November 1,20 10. Successor activity covers the time period after October 3 I ,  201 0. Certain accounting and 
presentation methods were changed to acceptable alternatives in the Successor financial statements to conform to PPL's 
accounting policies, which are discussed in the annual financial statements included in LKE's. LG&E's and KU's 201 I 
Registration Statements. The cost bases of certain assets and liabilities were clianged as of November 1, 2010 as a result of 
the application of push-down accounting. Consequently, the financial position, results of operations and cash flows for the 
Successor period are not comparable to the Predecessor period. 

In January 201 1, PPL Energy Supply distributed its membership interest i n  PPL Global, representing 1000/0 of the 
outstanding membership interest of PPL, Global, to PPL Energy Supply's parent, PPL Energy Funding. The distribution was 
made based on the book value of the assets and liabilities of PPL Global with financial effect as of Januaiy 1 ~ 201 1 .  See 
Note 8 for additional information. 
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(PPL, PPL Energy Stpply and LAE) 

"Income (Loss) from Discontinued Operations (net of income taxes)" on the Statements of Income includes the activities of 
various businesses that were sold or distributed in 201 1 and 2010. See Note 8 for additional information. The Statements of 
Cash Flows do not separately report the cash flows of the Discontinued Operations, except for the LKE Predecessor period, 
which separately discloses these cash flows within operating, investing and financing activities, consistent with LKEs pre- 
acquisition accounting policy. 

2. Summary of Significant Accounting Policies 

(PPL, PPL Ejiergv Supply, PPL Electric, LKL. LG&E and KU) 

The following accounting policy disclosures represent updates to Note 1 in the 2010 Form IO-IC (in the case of PPL and PPL 
Electtic), in the Form 8-K dated June 24,201 I (in the case of PPL Energy Supply), or in the annual financial statements 
included in the 201 1 Registration Statements (in the case of LKE, LGSrE and KU) and should be read in conjunction with 
those disclosures. 

Genera I 

Business and Consolidation (PPL) 

As noted above, on April 1,20 I 1, PPL, through its indirect, wliolly owned subsidiaty, PPL WEM, completed the acquisition 
of WPD Midlands. PPL consolidates WPD, including WPD Midlands, on a one-month lag. Material intervening events, 
such as debt issuances that occur in the lag period, are recognized in the ciirrent period financial statements. Events that are 
significant but not material are disclosed. See Note 8 for additional information. 

Resulation (PPL, P P L  Electric, LKE, LG&E urid K U )  

The electricity distribution subsidiaries of PPL WW and PPL WEM are not subject to accounting for the effects of certain 
types of regulation as prescribed by GAAP, as their operations do not meet the requirements for such accounting guidance. 
However, PPL Electric, LG&E and KU all apply this accounting guidance. 

Accounts Receivable (PPL. PPL Erier.g?/ Supply und PPL Electric) 

PPL Electric's customers may elect to procure generation supply from an alternative supplier. As a result of a PUC-approved 
purchase of accounts receivable program, PPL Electric has purchased certain accounts receivable from alternative suppliers 
at a nominal discount, which reflects a provision for uncollectible accounts. The alternative suppliers (including PPL 
Electric's affiliate, PPL EnergyPlus) have no continuing involvement or interest in the purchased accounts receivable. The 
purchased accounts receivable are initially recorded at fair value using a market approach based on the purchase price paid 
and are classified as Level 2 in the fair value hierarchy. PPL Electric receives a nominal fee for administering its program. 
During the three and nine months ended September 30,301 1, PPL Electric purchased $219 million and $671 million of 
accounts receivable from unaffiliated third parties and $74 million and $ I  94 million from its affiliate, PPL EnergyPlus. 
During the three and nine months ended September 30,2010, PPL Electric purchased $203 million and $428 niillion of 
accounts receivable from unaffiliated third parties and $66 million and $157 million from its affiliate, PPL EnergyPlus. 

New Accounting Guidance Adopted (PPL, PPL Eiieqy S~pply,  PPL Electric. LKE, LG&E andKlJ) 

No new accounting guidance has been adopted during the three or nine months ended September 30,201 1. See Note 18 for a 
discussion of new accounting guidance pending adoption. 

3. Segment and Related Information 

See Note 2 to the Financial Statements in the 20 I O  Form 10-K for PPL and in the Fotm 8-K dated June 24,201 1 for PPL 
Energy Supply for a discussion of reportable segments. In January 201 1, PPL Energy Supply distributed its membership 
interest in PPL Global to its parent, PPL Enera  Funding. Following the distribution, PPL Energy Supply operates in a 
single business segment, the Supply segment. PPL Energy Supply's 2010 segment information was restated to reflect PPL 
Global as a Discontinued Operation. See Note 8 for additional information. 
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(PPL) 

PPL includes the results of PPL Global in the International Regulated segment. This includes the operating results and assets 
of WPD Midlands since the acquisition date, April 1,20 1 1 ,  on a one-month lag. See Note 8 for additional information 
regarding the acquisition. 

The Kentucky Regulated and International Regulated segments include certain acquisition-related costs and financing 
activities associated with the acquisitions of LICE and WPD Midlands. 

Financial data for the segments for the periods ended September 30 are: 

Three Months Nine Months -- 
201 I 2010 2011 - 2010 -.I-- - - PPL 

Income Statement Data 
Revenues h n i  external customers 

lientucky Regulated 
International Regulated 
Pennsylvania Regulated 
Supply (a) 

Total 

Intersegment electric revenues 
Pennsylvania Regulated 
Supply (h) 

Net Income Attributable to PPL 
Kentucky Regulated 
International Regtilaled 
Pennsylvania Regulated 
Siipply (a) (d) 
llnallocated Cos& (e) 

Total 

PPL Enerw Snnnlv 
Income Statement Data 
Revenues from external customers 

Supply (a) 

International Regulated (c) 
Supply (a) (d) 

Net Income 

Total 

Balance Sheet Data 
Assets 

KentucLy Regulated (I) 
International Regulated 
Pennsylvania Regulatcd 
Supply (0 

Total assets 

$ 736 $ 2.141) 
49.3 s 172 1,138 $ 563 
454 5 70 1 .w 1,901 

3.797 4.194 
$ 3.120 $ 2.179 $ 8.519 $ 6.658 

1,437 - -"--"- --"I_-- 

1.437 

$ 78 $ 184 
I38 $ 93 231 $ 227 
28 36 116 89 

200 I53  510 320 
U4) (53) 

$ 444 16 248 $ 1.041 9; 583 

9; 1.441 $ 1.50s $ 3.807 $ 4.437 

$ 106 $ 227 
IF i 69 159 $ 472 324 
-" "- 

$ 169 $ 265 9; 472 'rs 55 I 

PPL Energy Supply "_"__ - PPL 
September 30, December 31, September 30. December 31, 

20 11 2010 201 1 201 0 -. 

$ 10,304 $ 10.318 
13.513 4,800 $ 4,500 
5,385 5,189 

I 1.754 13.530 $ 11.313 11,996 
$ 40,956 9; 32.837 $ 11.313 $ 16,790 

(a)  
(b) 
(c) 
(dj 

Includes unrealized gains and losses from economic activity See Note 14 for additional information. 
See "PLR Contracts/Purchase of Accounts Receivable" in Note 11 for a discussion of the basis of accounting between I'epflIlabk segments 
Reported in Discontinued Operations. See Note 8 for additional information 
in April 201 I ,  during the PPL, Susquehcmna Unit 2 refueling and generation uprate outage, a planned inspection ofthe Unit 2 turbine revealed cracks in 
certain of its low pressure turbine blades. As a precaution, PPL Susquchanna also took Unit I out of service in mid-Ma): to inspect that unit's turbine 
blades This inspection revealed cracked blades similar to those found iii Unit 2 Replacement of these blades was completed, sigiiificnntly extending 
these outages The after-tax earnings impact, including reduced energy sales margins and repair expense for bolh units was $63 million for the nine 
months ended September 30.201 I 
Represents LKE acqtiisition-related costs and 201 0 Bridge Facility financing costs 
A portion of the gooda4l related to the 2010 LKE acquisition 1 1 s  been attributed to PPL's Supply segment 

(,e) 
(0 
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4. Earnings Per Share 

Basic EPS is computed by dividing income available to PPL coininon shareowners by the weighted-average number of 
common shares Outstanding during the period. Diluted EPS is computed by dividing income available to PPL common 
shareowners by the weighted-average number of shares outstanding that are increased for additional shares that would be 
outstanding if potentially dilutive non-participating securities were converted to common shares as calculated using the 
treasury stock method. In 20 1 I and 20 10, these securities included stock options, performance units granted under incentive 
compensation plans and the 20 10 Purchase Contract component of the 20 I0 Equity Units. Additionally, in 201 1, these 
securities included the 201 1 Purchase Contract component of the 201 1 Equity Units The 201 1 Purchase Contracts will be 
dilutive under the treasury stoch method if the average VWAP of PPL's common stock for a certain period exceeds 
approximately $30.99. The 20 I O  Purchase Contracts will be dilutive under the treasury stock method if the average VWAP 
of PPL's common stoch for a certain period exceeds $28.80. The 201 1 and 2010 Purchase Contracts were excluded from the 
diluted EPS calculations because they did not meet this criteria during the three and nine months ended September 30,20 1 1 
atid 20 10. Subject to antidilution adjustments at September 30,201 1, the maximum number of shares issuable to settle the 
Purchase Contracts was 103,372,695 shales, iiicluding 86,552,565 shares that could be issued under standard provisions of 
the Purchase Contracts and 16,820,130 shares that could be issued under make-whole provisions in the event of early 
settlement upon a Fundamental Change. See Note 7 for additional information on the 201 1 Equity Units. 

Reconciliations of the amounts of income and shares of PPL conirnon stock (in thousands) for the periods ended 
September 30 used in the EPS calculation are: 

lnconie (Numerator) 
Iiicome from continuing operations alter income taxes attributable to PPL 
Less amounts allocated to participating securities 
Income from contiiiuing operations after incorne taxes available to PPL 

common sliareowners 

Income (loss) Iioin discontinued operations (net of income lases) available 
to PPL 

Net income attributable to PPL 
Less *anluun? allocated to participating sccuiities 
Net income available to PPL common sliareowners 

Shares of Common Stoclc (Denominator) 
Weighted-average shares I Basic EPS 
Add increniental non-participating securities. 

Stock options and performance units 
Weighted-average sliares - Diluted EPS 

Basic EPS 
Available to PPL. cuminon shareowners. 

income from continuing operations afier income taxes 
Income (loss) from discontinued operations (net of income taxes) 

Net Income 

Diluted EPS 
Available to PPL common sliareowners: 

Income fruiii continuing operations after income taxes 
Income (loss) from discontinued operations (net o t  incomc taxes) 

Net Income 

Three Months ,- 

2011 2010 

$ 414 $ 301 
2 1 

$ 442 $ 300 

-- 

-I.._I_ 

5 444 $ 24s 
1 

$ 442 $ 247 
- 2 

I_ 

577.595 482,552 

210 
578.054 452.762 

459 --.I._.__ 

$ 0 76 $ 0.62 
(0.1 I )  

$ 0.76 $ 0.5 I 

$ 076 $ 0 62 
(0.1 I )  

% 0.76 $ 0.51 
-~ 

Nine Months _lll_ 

2011 2010 

$ 1,039 $ 62 1 
4 2 

~ I -  

9; 1.035 $ 619 

$ 2 $  (38) 

$ 1.041 $ 583 
2 

$ 1,037 $ 581 
-..II__ 

4 

541,335 414,068 

345- I_ 219 
541,480 414.287 

191 $ 149 

s 191 $ I 4 9  
(0.09) 

fi 1.91 $ 1.40 

For the periods ended September 30 the following options to purchase PPL common stock and performance units were 
excluded from the computations of diluted EPS because the effect would have been antidilutive. 

(Shares it7 ihotisumiW 

Sloch options 
Performance units 

Tkree kloiiths Nine Months 

20'0 "(___ 

2011 -~ 2010 
-_y 

2011 

1.473 5.194 5,377 4.844 
3 3 61 
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During the three and nine months ended September 30,201 I ,  PPL issued 17,? 1 1 and 410,283 shares of common stock 
related to the exercise of stock options, vesting of restricted stock and restricted stock units and conversion of stock units 
granted to directors under its stock-based conipensation plans. In addition, PPL issued 561,918 and 1,741,877 shares of 
common stock related to its DRIP during the three and nine months ended September 30,201 1 I PPL also issued 301,3 19 
shares related to its ESOP during the nine months ended September 30,20 1 1. 

See Note 7 for information on the April 201 1 issuance of common stock and 201 1 Equity Units. 

5. Income Taxes 

Reconciliations of income tax expense for the periods ended September 30 are: 

'Tliree Months - ___ Nine Months 
2011 - 2010 201 1 201 0 

Reconeiliation of lncome Tax Expense 
Federal income tas on Income from Continuiiig Operations Betore 
Income ' T a m  at statutory tax rate - 35% 

Increase (decrease) due to. 
State income tases. net of federal income tax benefit 
State valuation allowance adjustments (a) 
Impact of lower U.K income tax rates 
U S incomc tas on foreign earnings - net of foreign tas credit (b) 
Federal and spite tas reserve adjustments (c) 
Foreign tax reserve adjustmenis id)  
Domestic maiiufacturing deduction (e) 
Health Care Reform (f) 
Foreign losses resulting from restructuring (d)  
Enactment of the U.#'s Finance Act of 20 I 1 and 2010 (,g) 
Federal income tau credits 
Amortization of investment tax credit 
Depreciation not normalized (a) 
Nondeductible acquisition-related costs (11) 
Other 

Total increase (decrease) 
Total income taxes from continuing operations 

$ 196 9; I14 $ 51s $ 277 

S 

. 

In  February 201 I ,  the Pennsylvania Departnient o1Revenue issued interpretive guidance on the treatment of bonus depreciation for Pennsylvania 
income tau purposes. In accordance with Corporation Tas Bulletin 201 1-0 1: Pennsylvania allows 100% bonus depreciation for qualifying assets in the 
same year bonus depreciation is allowed for federal income tax purposes Due to the reduction in projected Pennsylvnnia taxable income for tax years 
201 I and 2012 related to the 100% bonus depreciation deduction. PPL adjusted its deierred tas valuation allowances lor Pennsylvania net operating 
losses hy $1 1 million in the first quarter of 201 1 

Additionally, the 100% Pennsylvania bonus depreciation deduction created a current state income tns benefit for the flow-through impact of 
Pennsylvania regulated state tax depreciation 
During the three and nine months ended September 30. 201 I ,  PPL rccortlcd a $7 niillion and $21 million federal income tax benefit related to U.K 
pension contributions 
In 1997. the U.K imposed a Windfall Protits Tax on privatized utilities, including WPD. In September 2010, the 11 S Tas Court ruled in  PPL.'s Favor 
in a pending dispute with tlic IRS; concluding that the U K Windfall Profits Tax is a creditable tax for U.S tax purposes. As a result and with the 
finalization or other issues. PPL recorded a $42 million tax benefit which impacted federal and state income tas reserves and related deferred income 
tases during the third quarter of201 0 I n  January 201 1. tlie IRS appealed the U.S Tas Court's decision to the IJ S .  Court of Appeals for the Third 
Circuit 

ln July 2010. tlie 1J.S Tas Court ruled in PPL's favor in a pending dispute with the IRS, concluding that street lighting assets of PPL Electric are 
depreciable for tax purposes over seven years As a result, PPL recorded a $7 niillion tax benefit to federal and state income tax rescrves arid related 
deterred income tases in tlie third quarter of2010 

See "Tax Litigation" below for additional information 
During the three and nine months ended September 30. 2010. PPL recorded IF27 million and $52 million in  foreign tax benefits and related adjusmients 
to foreign tax reserves of$24 and $46 million in conjonction with losses resulting from restructuring in flie II ti: These losses offset tax on a deferred 
gain from a prior year sale of WPD's supply business 
I n  December 20 10. Congress enacted legislation allowing for 10094 bonus depreciation on qualified property The increased tas depreciation 
eliminates the estimated tax benelit related to the domestic manufacturing deduction in 201 1 
Beginning in  2013. provisions within Health Care Reform eliminated the income tax deductibility of retiree health care costs to tlie extent of federal 
subsidies received by plan sponsors that provide retiree prescription dnig benefits equivalent to Medicare Part D Coverage As a result, PPL. recorded 
deferred income tax espense i n  the first qu'arter 012010. See Note 9 for additional information 
The U K 's Finance Act of201 1: enacted in July 20 11, included reductions in the U K .  statutory income tax rate. The statutory income tax rate was 
reduced from 27% to 26% retroactive to April I. 201 1 and will he reduced from 26%" to 25% effective April 1; 2012 As a result. PPL. reduced its net 
deterred tax liabilities and recognized a deferred tax benefit in the third quarter of201 1 to conipreliend hoth rate decreases 
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'The U li; 's Finance Act of 2010, enacted in July 2010, included a reduction in the U k stahilory income tax rate. Effective April I ,  201 1. the statutory 
income tax rate was reduced from 2S'% to 27% As a result, PPL reduced its net deferred tax liabilities and recognized a deferred tax benefit i n  the 
third quarter of3010 
During the three and nine months ended September 30. 201 I ,  PPL recorded nondeductible acqtiisition-related costs (primarily the U li stamp duty tax) 
associated with its acquisition of. WPD Midlands. See Note 8 for additional information on the acquisition. 

(h) 

PPL has evaluated the impact of the change in earnings estimates on its projected annual effective tax rate. The result of the 
change in estimate reduced income tax expense for the three months ended September 30,20 1 1 by $1 8 million ($0.03 per 
share, basic and diluted). 

( P P L  E n e r p  SLipply) 

Three Months Nine Months 
2011 2010 201 1 2010 __ 

Reconciliation o f  Incoinc Tax Espense 
Federal income tax on Iiicoiiie from Continuing Operations Before 
Income 'Taxes at statutory tax rate - 35% 

Increase (decrease) due to' 
State income tases, net offederal income tax benefit 
State valuation allowance adjustments (a) 
Federal and state tax reserve adjustments 
Domestic ma~iutacttiring deduction (b) 
I-lealth Care Retbrm (c) 
Federal income tax credits 
Other 

.Total increase (decrease) 
Total income taxes from continuing operations 

(a) In February 201 1 thc Pennsylvania Department of Revenue issued interpretive guidance on the treatment of bonus depreciation for Pennsylvania 
income tax purposes In accordance with Corporation Tax Sulletin 201 1-01, Peniisylvaiiia allows 100% bonus depreciation for qualifq.ing assets in the 
same year bonus depreciation is allowed for federal income tax purposes. Due to the reductioii in projected Pennsylvania taxahle income for tax years 
301 1 and 2012 related to the 1OO?h bonus depreciation deduction, PPL Energy Supply adjusted its deltrred tax valuation allowances for Pennsylvnnia 
net operating losses in  tlie first quartcr of201 I 
I n  December 2010. Congress enacted legislation allowing for I00% bonus depreciation on qualified property The increased tas depreciation 
eliminates the estimated tax benefit related to the domestic manufacturing deduction in 201 I 
Beginning in 2013. provisions within Health Care Reform eliniinated the income tax deductibility ofretiree health care costs to the extent of federal 
subsidies received by plan sponsors that provide zetiree prescription drug benefits equivalent to Medicare Part D Coverage As a result, PPL Energy 
Supply recorded deferred iiiconie tax expense i n  the first quarter of2010 See Note 9 for additional information 

(b) 

(c) 

(PPL Electric,) 

- Three h E s  
2011 2010 -_ 

Reconciliation of Income 'Tax Expense 
Federal income Pas on Income Before Income Tases at statutory 
tax rate - 33% $ 16 $ 19 

Increase (decrease) due to: 
State income tases. net of federal income tax benefit 
Federal and state tax reserve ad-iustments (a) 
Federal and state income tax return adjustments 
Depreciation not nomialized (b) 
Other 

Total increase (decrease) 
1 otal income taxes 

Nine Months 
--11_1--- 

2010 - 201 1 

(a) In  July 2010, the IJ S Tax Court ruled in  PPL Electric's favor in a pending dispute with the IRS. concluding that street lighting assets ale depreciable 
for tas purposes over seven years As a result, PPL Electric recorded a $7 million tax benefit which impacted federal and state income tax reserves and 
related deferred income taxes in the third quarter of 2010 See "Tax Litigation" below for additional information. 
In February 20 1 1. the Pennsylvania Department of Reveiiue issued interpretive guidance on tlie treatment of bonus depreciation for Peiinsylvania 
income tax purposes In accordance with Corporation Tax Bulletin 201 1-01: Pennsylvania allows 100% bonus depreciation for qualiQing assets in the 
same year bonus depreciation is allowed for federal income tax purposes The 100% Pennsylvania bonus depreciation deduction created a current state 
incoiiie tax berielit for the blow-through impact of Pennsylvania regulated state tax depreciation. 

(h) 
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( L E )  

Threc 
201 I 

Successor 
- - I _ ~  

Reconciliatioii of Income I S ~  Expense 
Federal income tax on Income from Continuing Operations Before 
Income Taues at stntutow tax rate - 35% $ 50 

State income tases, net of federal income tax benefit 4 
Other (2') 

Total increase (decrease) 2 
Total income taxes froin continuing operations $ 52 

Increase (decrease) due to. 

Months Nine Months - 
Predecessor ,,,," Successor- Predecessor 

(LGR-E) 

Three hlonths Nine Months -- 
-- 2010 201 1 I 2010 201 I - 

Recoiicilistion of Income Tax Espense 
Federal income tas on Income Belore Income Taxes at statutory 

tax rate - 35l6 
Increase (decrease) due to: 

State income tases. net of federal incoiiie tax benefit 
Other 

Total increase (decrease) 
Total income taxes 

Successor I -Predecessor Successor I Prrdccessz- 

Three 
2011 - 

- Successor 
Reconciliation of Income Tax Expense 

Federal income tax on Income Before Income Taues at statutory 
tax rate - 35% $ 31 

3 
Increase (decrease) due to 

State income taxes, net of federal income tau benefit 
Other -_ (2) 

Total increaie (decrease) 1 
Total income taw $ 32 

louths Niiie 
201 0 201 I 

Predecessor Successor 

30 $ 79 - s 

Unrecognized Tax Benefits (PPL, PPL Ei7e1-g~ Szlpply, PPL Electric, LXE, LG&E u ~ d  KU) 

Changes to unrecogiiized tax benefits for the periods ended September 30 were as follows. 

PPL -- 
Beginning ~[per iod  
Additions based 011 tax positions of prioi years 
Reductions based on tax positions of prior years 
Additions based 011 tas positions related to the current year 
Reductions based on tau positions related to the current year 
Settlements 
Lapse of applicable statutes of limitation 
Effects of foreign currency translation 
End of period (a) 

PPL Enerev Sripnlv 
Beginning of period 
Additions based on tax positions of prior years 
Reductions based on tax positions of prior years 
Additions based 011 tax positions related to the ctirreiit year 
Reductions based on tau positions related to the ciirrent year 
Settlements 
Derecognize unrecognized tau benefits (b)  
Effects o l  foreign currency translation 
End of period 

orltlls 
2010 

Predecessor 

4 
$ 7 6 

142 $ 183 $ I24 
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PPL, Electric 
Beginning ol'period 
Additions based on tax positions of prior years 
Reductions based on tax positions of prior years 
Reductions based on tax positions related to the current year 
Lapse of applicable statutes of limitation 
End of period 

Three Months Nine Months ~ 

2010 2011 _I.-_ 201 I 2010 I 
--I_- 

$ 56 $ 65 $ 62 $ 74 

(a) Unrecognized tax benefits at September 30,201 1 include $136 million of U K. capital losses related to positions previously recorded on U K income 
tax returns. In October 201 1, the U.K. tax authority accepted these capital loss positions. As a result, in the fourth quarter of201 I ,  PPL expects to 
reverse this unrecognized tax benefit and expects to record a valuation allowarice for this amount against the deferred tax asset that results from ail 
increase in capital loss carry forwards 
Represents unrecognized tax benefits derecognized as a result of PPL Energy Supply's distribution of its memhersliip interest in PPL Global to PPL 
Energy Supply's parent. PPL E n e r g  Funding See Note 8 for additional inforination on the distribution 

(h) 

LKEs, LG&E's and KU's unrecognized tax benefits and changes in those unrecognized tax benefits are insignificant for the 
three and nine months ended September 30,201 1 and 2010. 

At September 30,20 1 1, it was reasonably possible that during the next 12 months the total amount of unrecognized tax 
benefits could increase or decrease by the following amounts. For LKE, LG&E and I W ,  no significant changes in 
unrecognized tax benefits are projected over the next 12 months. 

PPL 
PPL Energy Supply 
PPL Electric 

Increase I_ Decrease 
$ 23 9; 216 

26 
26 41 

- 

These potential changes could result from subsequent recognition, derecognition and/or changes in the measurement of 
uncertain tax positions related to the creditability of foreign taxes, the timing and utilization of foreign tax credits and the 
related impact on alternative miniinum tax and other credits, the timing andor valuation of certain deductions, intercompany 
transactions and unitary filing groups. The events that could cause these changes are direct settlements with taxing 
authorities, litigation, legal or administrative guidance by relevant taxing authorities and the lapse of an applicable statute of 
limitation. 

At September 30, the total unrecognized tax benefits and related indirect effects that, if recognized, would decrease the 
effective tax rate were as follows. The amounts for LKE, LG&E and KU weie insignificant. 

PPL 
PPL Energy Supply 
PPL Electric 

2011 __ __ 2010 -- 
$ 172 $ 116 

12 102 
9 1 1  

Other (PPL, PPL Eiiergy S~ipply md PPL Electric:) 

PPL changed its method of accounting for repair expenditures for tax purposes effective for its 2008 tax year for the 
Pennsylvania generation, transmission and distribution operations. The same change was made for the Montana generation 
operations for 2009. 

I n  August 201 1, the IRS issued Rev. Procs. 201 1-42 and 201 1-43. Rev. Proc. 201 1-42 provides guidance regarding the use 
and evaluation of statistical samples and sampling estimates. Rev. Proc. 20 1 1-43 provides a safe harbor method of 
deteriniriirig whether certain expenditures for electric transmission and distribution property can be currently deducted for tax 
purposes. No guidance was issued related to generation property. 

If PPL adopts the safe harbor method of Rev. Pioc. 201 1-43, the amount of deductible versus capitalizable expeiiditures will 
likely be different froni PPL's current method. While PPL has not yet completed its analysis of this guidance, it does not 
believe any resulting adjustment to unrecognized tax benefits or income tax liabilities will have a significant impact on net 
income. 
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---.--... Tax Litiqation (PPL uiid PPL, Electric) 

I n  January 201 1, the IRS appealed, to the U.S. Court of Appeals for the Third Circuit, the U.S. Tax Court's decision that the 
1997 U.K. Wiiidfall Profits Tax (WPT) is a creditable tax for U S .  Federal incoine tax purposes. In its decision, the Tax 
Court ruled on two issues: (1)  the 1997 U.K. W T  imposed on all U.K. privatized utilities, including PPL's U.K. subsidiary, 
was creditable against the Company's U.S. income taxes: and (2) PPL Electric's street lighting assets could be depreciated for 
tax purposes over seven yeais as permitted for "property without a class life" instead of the 20-year depreciation recoveiy 
period argued by the IRS. The IRS did not appeal the street lighting decision. PPL, filed its tas rettiins for 1997 and all 
intervening years on the basis that the WPT was creditable and that the appropriate tax depreciable life for its street lighting 
assets was seven years. Therefore, the cash benefit resulting from these i t e m  has already been realized. 

6. Utility Rate Regulation 

(PPL,  P P L  Electric, LKE, L L ~ &  E uiid KU) 

The following tables provide information about the regulatory assets and liabilities of cost-based rate-regulated utility 
operat ions. 

PPL Electric _-- PPL - 
September 30, December 31, September30, December 31, 

2010 -. 201 I 2010 2011 

Current Regulntory Assets. 
Generation supply chargc (,a) 
liniversal service rider 
Fuel adjustment clause 
Other 

?otal current regulatory assets 

Noncurrent Regulatory Assets. 
Defined benefit plans 
Taxes recoverable through future rates 
Storm custs 
IJnamortized loss on debt 
lntcrest rate swaps 
Accumulated cost of removal of utility plant (b) 
Coal contracts (c) 
Other 

Total noncurrent regulatory assets 

Current Regulatory Liabilities: 
Coal contracts (c) 
Generation supply charge (a) 
ECR 
PURTA tax 
DSM 
Tiaiisinission service charge 
Other 

Total current regulatory liabilities 

Noncurrent Regulatory Liabilities: 
Accumulated cost of removal ofutility plant 
Coal contracts (c) 
Power purchase agreement - OVEC (c) 
Net deferred tax assets 
Act 129 compliance rider 
Defined benefit plans 
Other 

Total noncurrent regulatory liabilities 

$ 586 $ 592 $ 256 $ 262 
270 254 170 254 
132 129 6 7 
I13 61 80 27 

66 43 
46 35 46 35 
13 22 
50 44." 5 7 

$ 1.277 $ 1.180 $ 663 $ 592 

$ 12 $ 36 

8 12 
3 10 3 %  10 

I0 10 
1 8 1 s 

12 23 
$ 83 $ 109 $ 46 $ 18 

37 $ 37 

5 -- - - - ~  

S 646 S 623 
188 213 
118 1'1 
37 30 
13 14 $ 13 $ 11  
10 10 

7 8 _-_I- --.-- 
$ 1.020 $ 1.031 3; 13 $ 14 
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Kt1 "l."l_.__l I.I.-- LGSLE 
September 30, December 31, September 30, December 31. September 30, December 31, 

-I_ 

LliE 

2011 2010 _I 2011 2010 2011 I_ 2010 __ 
Current Regulatory Assets 

EC R Yl 5 $ 5 
Coal contracts (c) $ I i I $  I $  4 

5 4 
3 5 

Gas supply clause 5 i $  
Fuel adjustment clause 10 3 5 
Virginia fuel factor 5 ~ - . - - ~  -- 5 ~ - - _ -  

Total current regulatory assets $ 16 $ 22 $ 10 $ 13 $ 6 %  9 

Noncurrent Regulatory Assets: 
Defined benefit plans 9; 330 Yl 330 9; 213 9; 213 $ 117 9; 117 
Stonn costs 126 I22 67 65 59 57 
Unamortized loss on debt 33 34 21 22 12 12 
Interest rate swaps 66 43 66 43 
Coal COlltraCtS (,C) 14 22 6 S 8 14 
Other 

Total noncurrent regulatory assets $ 614 Yl 58s $ 390 $ 367 9; 224 $ 22 1 
17 16 28 21 37 ~-~ 45 

I. 

Current Regulatory Liabilities: 
Coal contracts (c) $ 12 9; 46 $ 8 %  31 $ 4 $  15 
ECR 8 12 I 7 12 
DSM 10 IO 6 5 4 5 

S 1 5 ...,..- .... "2 -......-.- " - " ~ -  

Total current regulatory liabilities $ 37 $ 91 $ 20 $ 5 1  $ 17 $ 40 
Other 7 23 5 -~ 

Noncurrent Regulatory Liabilities. 
Accuniulated cost of removal 
of utility plant $ 646 $ 623 $ 284 $ 275 $ 362 $ 338 

Coal contracts (c) I88 213 80 87 1 08 126 
Power purchase agreement - OVEC (c) 11s 121 82 86 36 3s  
Net deferTed tax assets 37 40 32 34 5 6 
Defined benefit plans 10 10 10 10 

6 Other 8 3 1 5 7 ll.ll- 
Total noncurrent regulatory liabilities $ 1.007 $ 1,017 $ 1.81 $ 483 $ 526 $ 534 

~_lll 

(a) PPL Elcctric's generation supply charge recovery mechanism moved from an undercollected status at December 3 I ,  2010 to an overcollected status at 
Septeinbcr 30,20 1 1. reflecting the impacts of changes in customer hilling cycles, the timing ot'rate reconciliation filings. the levels of customers 
choosing alternative e n e r g  suppliers and other factors. Because customer rates are designed to collect the costs of PPL Electric's e n e r g  purchases to 
meet its PLR requireiiients. there is minimal impact on earnings. 
The December 31 ~ 2010 balance oraccuniulated cost of removal of utility plant was reclassified from "Accumulated depreciation - regulated utility 
plant" to nonctineiit "Regulatoiy assets'' on the Balance Sheets These costs will continue to be included in future rate proceedings. 
These regulatory assets and liabilities were recorded as offsets to certain intangible assets and liabiiities that were recorded at fair value upon the 
acquisition of L K E  

(ti) 

(c) 

Regulatory Matters 

Kentuckv Activities (PPL, LKE. LGdE m d  KU) 

Environmental Upgrades 

In order to achieve compliance with new and pending federal EPA regulations including CSAPR, National Ambient Air 
Quality Standards and the MAC'T rule, in June 201 I ,  LG&E and KU filed ECR plans with the KPSC requesting approval to 
install environmental upgrades for their coal-fired plants and for recovery of the expected $2 5 billion in associated capital 
costs, as well as operating expenses, as incurred. The ECR plans detail upgrades that will be made to certain of their coal- 
fired generating stations to continue to be compliant with EPA regulations. 

LG&E requested $1.4 billion to rnodeniize the sulfur dioxide sci-ubbers at the Mill Creek generating station as well as install 
fabric-filter baghouse systenis for increased particulate and iriercury control on all units at Mill Creek arid for Unit 1 at 
Trimble County. In its KPSC application, LG&E estimated the impact on rates to LG&Es electric customers to be an 
increase of 2.3% in 20 12, growing to an increase of 19.3% by 20 16. KU requested $1.1 billion for upgrades that include 
fabric-filter baghouse systems for increased particulate and mercury control on units at the E.W. Brown and Ghent generating 
stations and the conversion of a wet storage facility to a dry laridfill at the E.W. Browii generating station. In its KPSC 
application, K U  estimated the impact on rates to KU's electric customers to be an increase of 1.5% in 20 12, growing to an 
increase of 12.2% by 20 16. 
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Certain parties have been granted intervenor status in the ECR proceedings. The KPSC issued a procedural schedule under 
which data discovery is expected to continue into the fourth quarter. A KPSC order is anticipated to be issued in December 
201 1. L,G&E and KU cannot predict the outcome of these proceedings. 

IRP 

IRP regulations in Kentucky require major utilities to make triennial IRP filings with the KPSC. In April 201 1, LG&E and 
KLJ filed their 201 1 ,joint IRP with the KPSC. Tlie IRP provides historical and projected demand, resource and financial data, 
and other operating performance and system information. In May 201 1 ,  the KPSC issued a procedural schedule and data 
discovery will continue through the fourth quarter. Pursuant to a December 2008 Order, KU filed the 201 1 joint IRP with the 
VSCC in September 201 1, with certain suppleniental information as required by this Order. The IRP assumes approximately 
500 MW of peak demand reductions by 2017 through existing or expanded DSM or energy efficiency progranis. 
Implenientation of the major findings of the IRP is sub,ject to further analysis and decision-making and further regulatory 
approvals. 

CPCN Filing 

In September 201 1, L,G&E and K U  filed a CPCN with the KPSC requesting approval to build a 640 MW NGCC at the 
esisting Cane Run station site. KU will own a 78% undivided interest, and LG&E will own a 22% undivided interest, in the 
new NGCC. In addition, LG&E atid KU also requested approval to purchase three additional natural gas combustion 
turbines from Bluegrass Generation Company, L.L.C. that are expected to provide up to 495 MW of peak generation supply 
(the Bluegrass Plant). in con.junction with these developments, at the end of 201.5 LG&E and KU anticipate retiring tliree 
coal-fired generating units at LG&E's Cane Run station and also coal-fired generating units at KlJ's Tyrone and Green River 
stations. These generating stations represent 797 M W of combined summer capacity. 

LG&E and K1J anticipate that the NGCC construction and Bluegrass Plant acquisition could require up to $800 million 
(comprised of up to $300 million for L,G&E and up to $500 million for KU) in capital costs including related transmission 
projects. Formal requests for recovery of the costs associated with the NGCC and Bluegrass Plant acquisition were not 
included in the CPCN filing with the KPSC, but are espected to be included in a future base rate case filing. The KPSC 
issued an Order on the procedural schedule in the CPCN filing that has discovery, but no hearing, scheduled through early 
February 2012. A KPSC order on the CPCN filing is anticipated in the second quarter of 2012. 

DS M/Energ y Efficiency 

In April 201 I , L,G&.E and K1J filed a DSM application to expand existiug energy efficiency programs and implement new 
energy efficiency programs. Discovery and evidentiary phases have been completed and a KPSC order is anticipated during 
the fourth quarter of 301 I .  Any increase in rates will not be implemented until an order is issued by the KPSC. 

PPL's Acquisition of LKE 

In September 201 0, the KPSC approved a settlement agreement among PPL and all of the intervening parties to PPL's joint 
application to the KPSC for approval of its acquisition of ownership and control of LI<E, LG&E and 1<U. In the settlement 
agreement, the parties agreed that LG&E and KU would commit that no base rate increases would take effect before January 
1,2013. Under the ternis of the settlement, LG&E and KU retain the right to seek KPSC approval for the deferral of 
"extraordinary and uncontrollable costs," such as significant storm restoration costs, if incurred. Additionally, interim rate 
adjustments will continue to be permissible during that period for existing recovery mechanisms such as the ECR and DSM. 

Storm Costs (PPL, LASE and L G 6 E )  

In August 20 1 1, a strong storm hit LG&E's service area causing significant damage and widespread outages for 
approximately 139,000 customers. LG&E filed an applicatioii with the KPSC in September 20 11, requesting approval of a 
regulatory asset recorded to defer, for future recovery, $7 million in incremental operation and maintenance espenses related 
to the storm restoration. The KPSC has issued a procedural schedule for discovery relating to the application during the 
fourth quarter. 

Virqinia Activities (PPL, L K E  and KU) 

Rate Case 

In April 301 I ,  1U.I filed an application with the VSCC requesting an annual increase in electric base rates for its Virginia 
jurisdictional customers of $9 million, or 14%. The proposed increase reflected a rate of return on rate base of 8%, based on 
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a return on equity of 1 1%, inclusive of expenditures to complete TC2, all new sulfur dioxide scrubbers, recovery over five 
years of a 2009 storm regulatory asset and various other adjustments to revenue and expenses for the test year ended 
December 3 1,2010. In September 201 1, a settlement stipulation was reached between KU and the VSCC Staff and filed 
with the VSCC for consideration. In October 201 1, the VSCC approved the stipulation with two modifications that were 
accepted by ICU. The VSCC issued an Order closing the proceeding in October 201 1 .  The approved annual revenue increase 
is $7 million with new base rates effective November 1,20 I 1. 

Levelized Fuel Factor 

In February 20 1 I ,  KU filed an application with the VSCC seeking approval of an increase in its fuel cost factor beginning 
with service rendered in April 201 1. In March 201 I ,  a hearing was held on KU's requested fuel factor and an Order was 
issued approving a revised fuel factor to be iii effect beginning with service rendered on and after April I ,  20 1 I ,  with 
recovery of the regulatory asset for prior period under-recoveries over a three-year period. 

Storm Costs 

In December 2009, a major snowstoim hit ICU's Virginia service ai ea causing approximately 30,000 custonier outages. 
During the normal 2009 Virginia Annual information Filing (AIF), KU requested that the VSCC' establish a regulatory asset 
and defer for future recovery $6 million in incremental operation and maintenance expenses related to the stonn restoration. 
I n  March 20 1 I, the VSCC Staff issued its report on KU's 2009 AIF stating that it considered this storm damage to be 
extraordinary, non-recurring and material to KU. The Staff Report also recommended establishing a regulatory asset for 
these costs, with recovery over a five-year period upon approval in the nest base rate case. In March 201 1, a regulatory asset 
of $6 million was established for actual costs iiicurred. In June 201 I ,  the VSCC issued an Order approving the 
recommendations contained in the Staff Report. 

~- Pennsvlvania Activities 

(PPL and PPL Eleciric) 

Act 129 

Act 129 requires Pennsylvania electric utilities to meet specified goals for reduction in customer electricity usage and peak 
demand by specified dates. Utilities not meeting the requirements of Act 129 are exposed to significant penalties. 

Under Act 129, Electric Distribution Companies (EDCs) must develop and file an energy efficiency and conservation plan 
(EEglC Plan) with the PUC and contract with conservation service providers to implement all or a portion of the EE&C Plan. 
Act I29 requires EDCs to cause reduced overall electricity consumption of 1 .O% by 20 1 1 and 3.0% by 201 3, and reduced 
peak demand of 4.5% for the 100 hours of highest demand by 20 13. To date, PPL Electric has met the 20 11 requiIenient, 
subject to the PUC's verification. EDCs will be able to recover the costs (capped at 2% ofthe EDC's 2006 revenue) of 
implementing theii EE&C Plans. In October 2009, the PUC approved PPL Electric's EE&C Plan. The plan includes 14 
programs, all of which are voluntary for customers. The plan includes a proposed rate mechanism for recovery of all costs 
incurred by PPL Electric to irriplement the plan. In September 2010, PPL Electric filed its Program Year I Annual Report 
and Process Evaltiation Report. PPL Electric also filed a petition requesting pemiission to modify two components of its 
EE&C Plan. The PUC issued its Final Order in Januaiy 20 1 I ,  approving the changes proposed by PPL Electric and directing 
PPL Electric to re-file its plan to reflect all changes made since its initial approval. In February 201 I ,  PPL Electric filed the 
changes to its plan aiid in May 20 1 I ,  the PUC approved those changes. 

Act 129 also requires installation of smart meteis for new construction, upon the request of consumers at their cost, or on a 
depreciation schedule not exceeding 15 years. Under Act 129, EDCs will be able to recover the costs of providing smart 
metering technology. In August 2009, PPL Electric filed its proposed smart meter technology procurement and installation 
plan with the PUC. All of PPL Electric's metered customers currently have smart meters installed at their service locations, 
and PPL Electric's current advanced metering technology generally satisfies the requirements of Act 129 and does not need to 
be replaced. In  June 20 10, the PUC entered its order approving PPL Electric's smart meter plan with several modifications. 
In compliance with the Ordei, in the third quarter of 2010, PPL Electric submitted a revised plan with a cost estimate of $38 
million to be incurred ovei a five-year period, beginning in 2009, and filed a rider to recover these costs beginning January 1, 
201 1 In December 201 0, the PUC approved PPL Electric's rate rider to recover the costs of its smart meter program. In 
August 20 1 1, PPL Electric filed with the PUC an annual report describing the actions it is taking under its smart meter plan 
in 20 1 I and will take in 2012. PPL Electric also submitted proposed Smart Meter Rider charges to be effective January I ,  
2012. 
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Act 129 also requires the Default Service Provider (DSP) to provide electric generation supply service to customers pursuant 
to a PUC-approved competitive procurement plan through auctions, requests for proposal and bilateral contracts at the sole 
discretion of the DSP. Act 129 requires a niix of spot market purchases, short-term contracts and long-term contracts (4 to 20 
years), with long-tenn contracts limited to up to 25% of the load unless otherwise approved by the PUC). The DSP will be 
able to recover the costs associated with a competitive procurement plan. 

Under Act 129, the DSP competitive procurement plan must ensure adequate and reliable service "at least cost to customers" 
over time. Act 129 grants the PUC authority to extend long-tenn power contracts up to 20 years, if necessary, to achieve the 
"least cost" standard. The PUC has approved PPL Electric's procurement plan for the period January 1 , 201 1 through 
May 3 1,2013, and PPL Electric has begun purchasing under that plan. In December 2010, the PUC approved PPL, Electric's 
rate rider to recover the costs of providing default service. 

PUC Investigation of Retail Markei 

In April 20 1 I ,  the PUC opened an investigation of Pennsylvania's retail electricity market which will be conducted in two 
phases. Phase one will address the status of the current retail market and explore potential changes. Questions promulgated 
by the PUC for this phase of the investigation focus primarily on default service issues. In June 201 1, interested parties filed 
comments and the PUC held a hearing in this phase of the investigation. I n  July 201 1 , the PUC entered an order initiating 
phase two of the investigation which will study how best to address issues identified by the PUC as being most relevant to 
improving the current retail electricity market. The PUC issued a tentative order in October 20 1 1 addressing issues associated 
with the timing and various other details of EDCs' default service procurement plans. Parties will have an opportunity to 
comment on that tentative order. The PUC also has scheduled a hearing in this phase of the investigation in November 201 1 .  
It is likely that investigation will not be completed before the end of the year. PPL, Electric cannot predict the outcome of the 
investigation. 

Legislation - Regulafory Procedures and Mechanisms 

In June 201 I ,  the Pennsylvania House Consumer Affairs Committee approved legislation that would authorize the PUC to 
approve regulatory procedures and mechanisms to provide for more timely recovery of a utility's costs. Those procedures 
and mechanisins include, but are not limited to, the use of a hlly projected test year and an automatic adjustment clause to 
recover certain capital costs and related operating expenses. In  October 201 1, the legislation was passed by the Pennsylvania 
House of Representatives. It will now be considered by the Pennsylvania Senate. PPL, Electric is working with other 
stakeholders to support passage of this legislation. 

Unamortized Loss on Debt 

As further discussed in Note 7, in July 20 I I PPL Electric redeemed Senior Secured Bonds for $458 million, plus accrued 
interest. The redemption premium and the unamortized financing costs of $59 inillioii were recorded as a regulatory asset 
which will be amortized over the life of the replacement debt. 

Storm Recovery 

PPL Electric expel ienced several P1JC-reportable storms during the three and nine niontlis ended September 30,201 1 
resulting in total restoration costs of $34 million and $59 million, of which $23 million and $39 million were recorded in 
"Other operation and maintenance" on the Statement of Income. Although PPL Electik has storm insurance with a PPL 
affiliate, the costs associated with the unusually high number of PUC-reportable stornis has exceeded policy limits. Probable 
insurance recoveries recorded during the three and nine months ended September 30,201 1 were $12 million and $26.5 
million, of which $7 million and $16 million were included in "Other operation and maintenance" 011 the Statement of 
Income. In November 201 I ,  PPL Electric filed with the PUC a request for pennission to defer $15 to $20 million for future 
recovery of allowable storm-related costs. At the time PPL Electric seeks recovery of any deferred amount, its claim will be 
based on the actual costs, net of irisurance recoveries A regulatory asset, for the actual costs net of insurance recoveries, will 
be recorded at such time as an order is received fioni the PUC approving deferial of these costs. 

In late October 201 I ,  PPL Electric experienced significant damage to its transmission and distribution network froin a severe 
snow storm. The costs associated with the restoration efforts are still being determined and are not included in the amounts 
disclosed above. PPL Electric will evaluate such costs, when quantified, and will likely file with the PUC for permission to 
defer certain of the costs incurred to repair the distribution network for future recovery. Costs incurred to repair the 
transmission network are recoverable through the FERC Foniiula Rate mechanism which is updated annually. 
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Transmission Service Charge AdjListment (PPL Electric) 

During the three and nine months ended September 30,20 11, PPL Electric recorded a $7 million ($4 million after-tas) charge 
to "Retail electric" revenue on the Statement of Income to reduce a portion of the transmission service charge regulatory asset 
associated with a 2005 undercollection that was not included in any subsequent rate reconciliations filed with the PUC. PPL 
Electric plans to seek recovery with the PUC. However, management cannot asseit at the present time that it is probable that 
the previously recorded regulatory asset will be recovered. The regulatoty asset will be reinstated should the PUC approve 
recovery of these costs. The impact of this charge was not material to any previously reported financial statements and is not 
expected to be material to the financial statements for the full  year of 201 1. 

Federal Matters 

FERC Formula Rates (PPL and P P L  Electric) 

In May 2010, PPL Electric initiated the 2010 Annual Update of its formula rate. I n  November 2010, a group of municipal 
customers taking transmission service in PPL Electric's zone tiled a preliminaiy challenge to the update, and in December 
201 0 they filed a formal challenge. In January 201 1, PPL Electric filed a motion to dismiss a number of the challenges and 
submitted responses to all of the challenges. The group of municipal customers filed answers to PPL Electric's motion to 
dismiss and its responses to the formal challenge. I n  August 201 1, the FERC issued an orderrejecting the formal challenge 
and accepting PPL Electric's 2010 Annual Update; the group ofniunicipal customers filed a request for rehearing of that 
order. I n  October 201 1, the group of municipal customers filed a preliminary challenge to PPL Electric's 201 1 Annual 
Update of its formula rate. PPL Electric will attempt to resolve the issues raised in this preliminary challenge. PPL Electric 
cannot predict the outcome of this proceeding which remains pending before the FERC. 

International Activities (PPL) 

U. K. Overhead ilectricity Networks 

I n  2002, for safety reasons, the U .K. Government issued guidance that low voltage overhead electricity networks within three 
meters horizontal clearance of a building should either be insulated or relocated. This imposed a retroactive requiieinent 011 
existing assets that were built with lower clearances. In 2008, the U.K. Government determined that the U.K. electricity 
network should comply with the issued guidance. WPD estimates that the cost of compliance will be approximately $124 
million. The projected expenditures in the current regulatory period, April 1,2010 through March 3 I ,  201 5, have been 
included in allowed reveiiues, and it is expected that expenditures beyond this five-year period (including WPD Midlands 
expenditures) will also be included in allowed revenues. The U.K. Government has determined that WPD (South Wales) and 
WPD Midlands should comply by 201 5 and WPD (South West) by '101 8. 

To improve network reliability, the UK.  Government amended a regulation relating to safety and continuity of supply by 
adding an obligation which broadly requires, beginning January 3 1,2009, network operators to implement a risk-based 
program to clear trees away from overhead lines. WPD estimates that the cost of compliance will be approximately $205 
niillion over a 25-year period. The projected expenditures in the current regulatory period have been included in allowed 
revenues under the current price control review, and it is expected that expenditures beyond this five-year period will also be 
included in allowed revenues. 

111 addition to the above, WPD Midlands was not in compliance with earlier regulations pertaining to overhead line 
clearances as of the acquisition date. WPD Midlands expects to incur costs through 201 5 to comply with these requirements 
that are not included in allowed revenues under the current price control review. In the three months ended September 30, 
201 1,  WPD Midlands recorded a liability of$69 million associated with meeting these requirenients as an opening balance 
sheet adjustment in accordance with accounting guidance for business combinations. See Note 8 for additional infomiation. 

New U.K. Pricing Model 

The electricity distribution subsidiaries of WPD operate under distribution licenses and price controls granted and set by 
Ofgern for each of the distribution subsidiaries. The price control fomiula that governs allowed revenue is designed to 
provide economic incentives to minimize operating, capital and financing costs. The price control formula is normally 
detemiined every five years. Ofgem completed its review in December 2009 that becanie effective April I ,  2010 and will 
continue through March 3 I ,  2015. 

In October 201 0, Ofgem announced a pricing model that will be effective for the U.K. electricity distribution sector 
beginning April 3015. The model, hnown as RIIO (Revenues = Incentives + Innovation + Outputs), is intended to encourage 
investment in regulated infrastructure. Key components of the model are: an extension of the price review period from five 
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to eight years, increased emphasis on outputs and incentives, enhanced stakeholder engagement including network 
customers, a stranger incentive framework to encourage more efficient investment and innovation, expansion of the current 
Low Carbon Network Fund to stimulate iiinovation and continued use of a single weighted average cost of capital. At this 
time, management does not expect the inipact of this pricing niodel to be significant to WPDs operating results. 

7. Financing Activities 

Credit Arrangements and Short-term Debt 

(PPL, PPL Energy Supply, PPL, Electric, LKE. LG&E and KU) 

Credit facilities are maintained to enhance liquidity and provide credit support, and as a backstop to commercial paper 
programs, when necessary. The following credit facilities were in place at: 

I-- September30,2011 December 31.2010 I ---.- 
Letters of 1,etters of  

Espiration Borrowed Credit Unused Borrowed Credit 
Date Capacity (3) Issued Capncit?; (3) 1 ss u ed 

PPI. - 
WPD Credil Facilities 

PPL. WW Syndicated 
Credit Facility (ti) 

WPD (South West) 
Syndicated Credit Facility 

WPD (East Midlands) 
Syndicated Credit Facility ( c )  

WPD (West Midlands) 
Syndicated Credit Facilit). (c) 

Uncommitted Credit Facilities 
Total WPD Credit Facilities (d )  

PPL Enerav Si io~lv ( e )  
Syndicatcd Credit Facility (f)( l )  
Letter of Credit Facility 
Structured Credit Facility (g) 

Total PPL. Energy Supply 
Credit Facilities 

PPL Electric (e\ 
Syndicated Credit Facility ( I )  
Asset-backed Credit Facility (h)  

Total PPL Electric Credit Facilities 

LCBE (e )  (il 
Syndicated Credit Facility (j)(l) 

Kll ( e )  (il 
Syndicated Credit Facility ( i ) ( l )  
L,etter of Credit Facility (k) 

Total KU Credit Facilities 

Jan. 2013 E 150 f I l l  n/a f .39 f 1 15 n/a 

July 2012 210 n/a 2 10 n/a 

Apr. 2016 300 E 70 230 n/a n/a 

Apr 2016 300 71 -- 7 7 9  n/a n/a 
81 3 7s E 3 

f 1,041 E I l l  f 14.4 f 786 E 115 f 3 

Dec 2014 $ 3,000 9; 250 $ 132 $ 2.618 $ 3 50 
Mar 2013 1-00 n/a 76 134 n/a $ 7-4 
hlar 2011 n/n n i a  n/a n/a nla 161 

IF, 3.200 $ 1-50 $ 20s $ 2,142 $ 350 $ IS5 

Dec 2014 IF, 200 $ 13 $ 187 $ I 3 
July 20 17 I50 n/a 150 n/a 

IF, 350 $ 13 $ 337 $ 13 

Dec 3014 $ 400 $ 400 $ 163 

(a) 

(b) 

Amounts borrowed are recorded as "Short-term debt" on the Balance Sheets 

The borrowing outstanding at Septcmber 30. 201 1 was a USD-dcnominated borrowing of $ I  78 million, which equated to f l  I 1  million at the time of 
borrowing and bore interest at approximately 1 ,05?& 

In April 201 1. following the completion of the acquisition of WPD Midlands. WPD (East Midlands) and WPD (West Midlands) each entered into a 
f.300 million 5-year syndicated credit facility. IJnder the Iacilities. WPD (East Midlands) and WPD (West Midlands) each have the ability to malie 
cash borrowings and to request the lenders to issue up to f S O  niillion of letters of credit i n  lieu of borrowing! Each company pays customary 
commitment and utilization fees under its respective facility. and borrowings generally bear interest at L,IBOR-based rates plus a spread. depending 
upon the respective cornpant's senior unsecured long-term debt rating Each credit facility contains Iinancial covenants that require the respective 
company to maintain an interest coverage ratio of consolidated earnings before interest. income taxes. depreciation and amortization to interest expense 
o f  at least 3 0 to 1 and total net debt not in excess of 85% of its RAV, in each case calculated in accordance with the credit facilitics. An aggregate of 
$7 million in fees were incurred in connection with es[ablisliing these facilities 

At September 30: 201 1. the unused capacity o f  thc WPD credit facilitics was approximately $ 1  .3 billion 

.4ll credit facilities at PPL Energy Supply. PPL Electric, LG&E, and K l J  also apply to PPL on a consolidated basis for financial reporting purposes 

The borrowings outstanding at September 30. Z0 I 1  bear interest at a weighted average rate of approsimately 2 48%. 

(c) 

(d) 

(e) 

(f) 



(g) 111 March 201 I ,  PPL Energy Supply's $300 million Stnictured Credit Facility espired. PPL Energy Supply's obligations under this facility were 
supported b! a $300 million letter of credit issued on PPL Energy Supply's behalf under a separate but related $300 million 5-year credit agreement, 
which also espired in March 201 1 

PRL Electric participates in an asset-backed commercial paper program through which PPL Electric obtains financing by selling and contributing its 
eligible accounts receivable and unbilled revenue to a special purpose. wholly owned subsidiary on an ongoing basis The subsidiary has pledged these 
assets to secure loans from a commercial paper conduit sponsored by a financial institution. 

At September 30: 201 I and Decenibcr 3 I ,  2010, $253 million and $248 million of accounts receivable and $81 million and PI34 million ofunbilled 
revenue were pledged by the subsidiary under the credit ageement related to PPL Electric's and the subsidiary's participation in the asset-backed 
comiiiercial paper program Based on the accounts receivable and unbilled revenue pledged at September 30.201 I: the amount available for 
boriowirig under the facility  vas liniitcd to $86 million PPL Electric's sale to its subsidiary ofthe accounts receivable and unbilled revenue is an 
absolute sale of assets, and PPL Electric does not retain an interest in tliese assets However, for financial reporting purposes, the subsidiary's financial 
results are consolidated in PPL Electric's financial statements PPL Electric performs certain record-keeping and cash collection functioiis with respect 
to the assets in returii for a servicing fee from the subsidiary 

In Iuly 201 1 PPL Electric and the subsidiary extended Uie expiration date ofthe credit agreement to July 2012 

All credit tacilities at LG&E aid K U  also apply to LKE on a consolidated basis for financial reporting purposes 

111 June 201 1, these facilities were amended such that the fees and the spreads to benchmark interest rates for borrowings depend upon the respective 
company's senior secured long-term debt rating rather than the senior unsecured long-term debt rating 

In April 201 1 .  l \ l J  entered into a letter of credit facility that has been used to issue letters ofciedit to support outstanding tas-exempt bonds 7 he 
facility contains a financial covenant requiring KU's debt to total capitalization not to exceed 70%; as calculated in accordance with the credit facility 
1il.l pays custoniary conimitment and letter of credit fees under the new facility In August 201 1. KtJ  amended its letter of credit facility such that the 
fees depend upon kU's senior sectired long-term debt rating rather than its senior unsecured debt rating 

In October 201 I ,  PPL Energy Supply. PPL Eleckic, LGSrE and KU each amended its respective syndicated credit facility. The aniendments include 
extending the expiration dates fiom December 2014 to October 2016 Under these facilities, PPL Energy Supply, PPL Electric. LG&E and RU each 
continue to have the ability to niake cash borrowings a id  to request the lenders to issue letters ofcredit. 

(h) 

(i) 

ti) 

(IC) 

(I) 

PPL Energy Supply maintains a $500 million Facility Agreement expiring June 20 17, whereby PPL Energy Supply has the 
ability to request up to $500 million of committed letter of credit capacity at fees to be agreed up011 at the time of each 
request, based on certain market conditions. At September 30,201 1, PPL Energy Supply had not requested any capacity for 
the issuance of letters of credit under this arrangement. 

PPL Energy Supply, PPL EnergyPlus, PPL Montour arid PPL Brunner Island maintain an $SO0 million secured energy 
marketing and trading facility, whereby PPL EnergyPlus will receive credit to be applied to satisfy collateral posting 
obligations ielated to its energy marketing and trading activities with counterparties participating in the facility. The credit 
amount is guaranteed by PPL Energy Supply, PPL Montour and PPL Brunner Island. PPL Montour and PPL Brunnei Island 
have granted liens on their respective generating facilities to secuie any amount they niay owe under their guarantees The 
facility espires in November 201 5, but is subject to automatic one-year renewals under certain conditions. There were 110 
secured obligations outstanding under this facility at September 30,201 1. 

In October 201 1, PPL Energy Supply re-activated its $500 million commercial paper program to provide an additional 
financing source to fund its short-tern1 liquidity needs, if and when necessary. Cornmercial paper issuances are supported by 
PPL Energy Supply's Syndicated Credit Facility. At November 4,201 1, PPL Energy Supply had $400 million of coinmercial 
paper outstanding at a weighted-aver age interest rate of approximately 0.5 176, which was used to partially fund the 
repayment of PPL Energy Supply's 6.30% Senior Notes upon maturity discussed below. 

(PPL mid PPL Electric:) 

PPL Electric maintains a commercial paper program for up to $200 million to provide an additional financing source to fund 
its short-term liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Electric's 
Syndicated Credit Facility. PPL Electric had no commercial paper outstanding at September 30,20 1 1.  

(PPL E m r p  Supply, PPL Electric, LKE, LGdE coid KU) 

See Note I 1 for discussion of intercompany borrowings. 

201 1 Bridge Facility (PPL)  

In  March 201 1, concurrently and in connection with entering into the agreement to acquire WPD Midlands, PPL entered into 
a commitment letter with certain lenders pursuant to which the lenders coinniitted to provide PPL with 364-day unsecured 
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bridge financing of up to E3.6 billion solely to (i) fund the acquisition and (ii) pay certain fees and expenses in connection 
with the acquisition. The bridge financing commitment was subsequently syndicated to a group of banks, including the 
initial coinmitment lenders. Upon the syndication of the commitment, in March 201 1 ,  PPL Capital Funding and PPL, WEM, 
as borrowers, and PPL, as guarantor, entered into the E3.6 billion 201 I Bridge Facility. During the nine months ended 
September 30, 201 1, PPL incurred $43 million of fees in connection with establishing the 201 1 Bridge Facility, which is 
reflected in "Interest Expense" on the Statement of Income. 

On April I ,  20 1 1 ,  concurrent with the closing of the WPD Midlands acquisition, PPL Capital Funding borrowed an aggregate 
of 21-75 billion and PPL WEM borronied E1.85 billion under the 20 1 I Bridge Facility. Borrowings bore interest at 
approximately 2.62'36, determined by one-month LIBOR rates plus a spread based on PPL Capital Funding's senior unsecured 
debt rating and the length of time from the date of the acquisition closing that borrowings were outstanding. See Note 8 for 
additional information on the acquisition. 

In accordance with the terms of the 201 1 Bridge Facility, PPL Capital Funding's borrowings o f f  1.75 billion were repaid with 
approximately $ 2 8  billion of proceeds received fiom PPL's issuance of common stock and 201 1 Equity IJnits in April 20 1 1 ,  
as discussed in "Long-term Debt and Equity Securities" below In April 201 1, PPL WEM repaid E650 million of its 201 1 
Bridge Facility borrowing. Such repayment was funded primarily with proceeds received fioni PPL WEM's issuance of 
senior notes, which is also discussed below. In May 201 I ,  PPL WEM repaid the remaining &I .2 billion of borrowings then- 
outstanding under the 201 1 Bridge Facility, primarily with the proceeds from senior notes issued by WPD (East Midlands) 
and WPD (West Midlands), as described below. 

In anticipation of the repayment of a portion of the borrowings under the 201 1 Bridge Facility with US. dollar proceeds 
received from PPL's issuance of common stock and 201 1 Equity Units and PPL WEM's issuance of U.S. dollar-denominated 
senior notes, PPL entered into forward contracts to purchase GBP in order to economically hedge the foreign currency 
exchange rate risk related to the repayment. See Note 14 for further discussion. 

Long-term Debt and Equity Securities 

In connection with the closing of the acquisition of WPD Midlands, PPL assumed, through consolidation, E250 million of 
Senior Notes due 2040 (2040 Notes) previously issued by WPD (East Midlands), and E250 million of Senior Notes due 2025 
(2025 Notes) previously issued by WPD (West Midlands), equating to an aggregate principal amount of approximately $800 
million at the time of closing. The interest rates on the notes are subject to adjustment into June 2012 in the event of a rating 
change on the notes. The 2040 Notes currently bear interest at 5.75%, and the 203 Notes currently bear interest at 6.00%. 
The maximum rate of interest allowable under the adjustment provisions is 6.50941 for the 2040 Notes and 6.25% for the 2025 
Notes. The notes may be put by the holders back to the respective issuer for redemption if the long-term credit ratings 
assigned to the notes by Moody's or S&P are withdrawn by either of the rating agencies or reduced to a non-investment grade 
rating of Bal or BB+ in coniiection wit11 a restructuring event. A restructuring event includes the loss of, or material adverse 
change to, the distribution license under which WPD (West Midlands) and WPD (East Midlands) operate. 

In April 201 I , PPL issued 92 million shares of its common stock at a public offering price of $25.30 per share, for a total of 
$2.328 billion. Proceeds from the issuance were $2.258 billion, net of the $70 million underwriting discount. PPL also 
issued 19.55 million 201 1 Equity Units at a stated amount per unit of $50.00 for a total of $978 million. Proceeds from the 
issuance were $948 million, net of the $30 million undeiwriting discount. PPL used the net proceeds to repay PPL Capital 
Funding's borrowings under the 201 1 Bridge Facility, as discussed above. to pay certain acquisition-related fees and expenses 
and for general corporate purposes. 

Each 201 I Equity IJnit consists of a 201 1 Purchase Contract and, initially, a 5.0% undivided beneficial ownership interest in 
$ I  ,000 principal amount of PPL Capital Funding 4.32% Junior Subordinated Notes due 2019 (20 19 Notes). 

Each 201 1 Purchase Contract obligates the holder to purchase, and PPL to sell, for $50.00 a number of shares of PPL 
common stock to be determined by the average VWAP of PPL's common stock for the 20-trading day period ending on the 
third trading day prior to May 1, 2014, subject to antidilution ad,justnients and an early settlement upon a Fundamental 
Change as follows: 

if the average VWAP equals or exceeds approximately $30.99. then 1.6 13.3 shares (a minimuin of 3 1,540,O 15 shares); 
if the average VWAP is less than approsimately $30.99 but greater than $25.30, a number of shares of common stock 
having a value, based on the average VWAP, equal to $50.00; and 
if the average VWAP is less than or equal to $25.30. then 1.9763 shares (a masimuni of 38,636,665 shares). 
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If holdeis elect to settle the 201 1 Purchase Contract prior to May 1,2014, they will receive 1.61 33 shares of PPL common 
stock, subject to antidilution ad-justments and an early settlement upon a Fundamental Change. 

A holder's ownership interest in the 2019 Notes is pledged to PPL to secure the holder's obligation under the related 201 1 
Purchase Contract. If a holder of a 20 1 I Purchase Contract chooses at any time no longer to be a holder of the 2019 Notes, 
such holder's obligation under the 20 I 1 Purchase Contract must be secured by a U.S. Treasury security. 

Each 20 1 1 Purchase Contract also requires PPL to make quarterly contract adjustment payments at a rate of 4.43% per year 
011 the $50.00 stated amount of the 201 1 Equity Unit. PPL has the option to defer these contract adjustment payments until 
the 201 1 Purchase Contract settlement date. Deferred contract adjustment payments will accrue additional contract 
adjustment payments at the rate of 8.75% per year until paid. Until any deferred contract adjustment payments have been 
paid, PPL may not declare or pay any dividends or distributions on, or redeem, purchase or acquire or make a liquidation 
payment with respect to, any of its capital stock, subject to certain exceptions. 

The 2019 Notes are fully and unconditionally guaranteed by PPL as to payment of principal and interest. The 2019 Notes 
initially bear interest at 4.32% and are not subject to redeniption prior to May 2016 Beginning May 2016, PPL Capital 
Funding may, at its option, redeem the 2019 Notes, in whole but not in part, at any time, at par plus accrued and unpaid 
interest. The 201 9 Notes are expected to be retnarketed in 201 4 into two tranches, such that neither tranche will have an 
aggregate principal amount of less than the lesser of $350 million and 50% of the aggregate principal amount of the 2019 
Notes to be remarlteted. One tranche will mature on or about the third anniversary of the settlement of the remarketing, and 
the other tranche will mature on or about the fifth anniversaiy of such settlement. Upon a successful remarketing, the interest 
rate on the 2019 Notes may be reset and the maturity of the tranches may be modified as necessaiy. In corinection with a 
remarheting, PPL Capital Funding may elect with respect to each tranche, to extend 01 eliminate the early redemption date 
and/or calculate inteiest on the notes of a tranche on a fixed or floating rate basis. If the remarketing fails, holders of the 
20 19 Notes will have the riglit to put their notes to PPL Capital Funding on May I, 2014 for an aniouiit equal to the principal 
amount plus accrued interest. 

Prior to May 2016, PPL Capital Funding may elect at one or more times to defer interest payments on the 2019 Notes for one 
or more consecutive interest periods until the earlier of the third anniversary of the interest payment due date and May 2016. 
Deferred interest payments will accrue additional interest at a rate equal to the interest rate then applicable to the 20 19 Notes. 
Until any deferred interest payments have been paid, PPL may not, subject to certain exceptions, (i) declare or pay any 
dividends or distributions on, or redeem, purchase or acquire or make a liquidation payment with respect to, any of its capital 
stock, (ii) make any payment of principal of, or interest or premium, if any, on, or repay, purchase or redeem any of its debt 
securities that upon its liquidation ranks equal with, or junior in interest to, the subordinated guarantee of the 20 19 Notes by 
PPL as of the date of issuance and (iii) make any payments regarding any guarantee by PPL of securities of any of its 
subsidiaries (other than PPL Capital Funding) if the guarantee ranks equal with, orjunior in interest to, the 2019 Notes as of 
the date of their issuance. 

In the financial statements, the proceeds from the sale of the 201 I Equity Units were allocated to the 2019 Notes and the 
201 1 Purchase Contracts, including the obligation to make contract adjustment payments, based on the underlying fair value 
of each instrument at the time of issuance. As a result, the 2019 Notes were recorded at $978 million, which approximated 
fair value, as long-term debt. At the time of issuance, the present value of the contract adjustment payments of $1 23 inillion 
was recorded to other liabilities, representing the obligation to make contract adjustment payments, with an offsetting 
reduction to additional paid-in capital for the issuance ofthe 201 1 Purchase Contracts, which approximated the fair value of 
each. The liability is being accreted through interest expense over the three-year term of the 201 1 Purchase Contracts. The 
initial valuation of the contract adjustment payments is considered a non-cash transaction that is excluded from the Statement 
of Cash Flows in 201 1. Costs to issue the 201 1 Equity Units were primarily allocated on a relative cost basis, resulting in 
$25 million being recorded to "Additional paid-in capital" and $6 million being recorded to "Other noncurrent assets". See 
Note 4 for EPS considerations related to the 201 I Purchase Contracts. 

Also in April 20 1 1, PPL WEM issued $460 million of 3.90% Senior Notes due 20 16 (20 16 Notes) aiid $500 million of 
5.375% Senior Notes due 2021 (2021 Notes). The 2016 Notes may be redeemed any time prior to maturity at PPL WEM's 
option at mahe-whole redemption prices. The 7021 Notes may be redeemed at PPL WEM's option at make-whole 
redemption prices until the date three months prior to maturity and at par thereafter. PPL WEM received proceeds of $953 
million, net of discounts and undetwriting fees, from the combined issuance ofthe notes The net proceeds were used to 
repay a poition of PPL WEM's borrowing under the 201 1 Bridge Facility as discussed above. I n  connection with the 
issuance of the senior notes, PPL WEM, through PPL, entered into cross currency interest rate swaps for the entire aggregate 
principal amount of each series of notes in order to hedge PPL WEM's risk of variability in the GBP €unctional currency 
equivalent cash flows related to its US.  dollar interest and principal payments on the notes. 
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In May 20 I 1, WPD (West Midlands) issued 5800 million of 5.75% Senior Notes due 2032 (2032 Notes) and WPD (East 
Midlands) issued E600 million of 5.25% Seniot Notes due 2023 (2023 Notes). WPD (West Midlands) and WPD (East 
Midlands) collectively received proceeds of E l  .4 billion, which equated to $2"2 billion at the time of issuance, net of 
discounts and underwriting fees, from the combined debt issuances. A portion of the net proceeds were dividended to PPL 
WEM and used to repay the remaining balance of PPL WEMs borrowing under the 20 1 I Bridge Facility in May 20 1 1 as 
discussed above. The balance of the net proceeds have been or will be used to pre-fund certain capital expenditures and for 
other general corporate purposes. 

In June 201 1, WPD (East Midlands) issued E100 million of Index-Linked Notes due 2043 (2043 Notes). The principal 
amount of the 2043 Notes is adjusted based on changes in a specified index, as detailed in the terms of the notes. WPD (East 
Midlands) received proceeds of E99 million, which equated to $1 63 million at the time of issuance, net of discounts and 
uiideiwriting fees, fi-om the issuance of the 2043 Notes. The majority of the net proceeds were used to repay short-term debt. 

The 2032 Notes, the 2023 Notes, and the 2043 Notes niay be put by the holders back to the respective issuer for redemption 
if the long-tenn credit ratings assigned to the notes by Moody's or SBLP are withdrawn by either of the rating agencies or 
reduced to a non-investment grade rating of Bal or BB+ in connection with a restructuring event. A restructuring event 
includes the loss of, or material adverse change to, the distribution license under which WPD (West Midlands) and WPD 
(East Midlands) operate. 

In July 201 I ,  PPL, Energy Supply redeemed at par the entire $2.50 million aggregate principal amount of its 7.00% Senior 
Notes due 2046. PPL Energy Supply recorded a loss of $7 million, which is reflected in "Interest Expense'' on the Statements 
of Iticanie €or 20 I 1, as a result of accelerating the amortization of deferred financing fees i n  connection with the redemption. 

I n  November 201 I ,  PPL Energy Supply repaid the entire $500 million principal amount of its 6.40% Senior Notes upon 
maturity. 

( P P L  urid PPL Electric) 

In July 201 1, PPL Electric issued $250 million of 5.20% First Mortgage Bonds due 2041 I The bonds may be redeemed at 
PPL Electric's option at make-whole redemption prices until the date six months prior to maturity and at par thereafter. PPL 
Electric received proceeds of $246 million, net of discounts and underwriting fees. The net proceeds have been or will be 
used for capital expenditures and other general corporate purposes. 

Also in July 201 I .  PPL Electric redeemed the entire $400 million aggregate priiicipal amount of its 7.125Y0 Senior Secured 
Bonds due 2013 for $458 million, plus accrued interest. PPL Electric recorded a regulatory asset for the redemption 
premium and unamortized financing costs associated with this debt. See Note 6 for additional information. 

In August 20 1 1. PPL Electric issued $400 million of 3.00% First Mortgage Bonds due 2021 I The bonds may be redeemed at 
PPL Electric's option at make-whole redemption prices until the date three months prior to maturity and at par thereafter. 
PPL Electric received proceeds of $394 million, net of discounts and underwriting fees. The net proceeds were used to repay 
$250 million of short-term debt and to replenish cash used to redeem the 7.125% Senior Secured Bonds due 201.3 in July 
201 1, as discussed above. 

(PPL nnd LKE) 

In September 20 1 I ,  LICE issued $250 million of 4.375% Senior Notes due 202 1 .  The notes were issued in a private offering 
to qualified institutional buyers and other transactions not subject to registration requirements under the Securities Act of 
1933. In connection with the issuance, LKE entered into a registration rights agreement with representatives of the initial 
purchasers of the notes, pursuant to which LICE agreed to file, by late April 2012, a registration statement to exchange such 
notes for securities containing substantially identical terms (except for certain transfer restrictions), or in certain cases to file, 
by late April 2012, a registration statement covering resale ofthe notes. LI<E also agreed, under its registration rights 
agreement, to (i) use its commercially reasonable efforts to cause the registration statement to be declared effective under the 
Securities Act by late July 20 12 and (ii) upon effectiveness of the registration Statement, take certain actions to promptly 
exchange the notes or, in the case of a registratioti statement covering resale of the notes, keep the registration statement 
effective until no later than late September 2012 Pursuant to the registration rights agreement, LKE may be required to pay 
liquidated damages if it does not meet certain requirements under its registration rights agreement. Liquidated damages will 
generally accrue with respect to the principal amount of the notes at a rate of 0.25% per annum for the first 90 days from and 
including the date on which a default specified under the registration rights agreement occurs, and increase by an additional 
0.25% per annum thereafter, provided that the liquidated damages rate shall not at any time exceed 0.50% per annum. 
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Liquidated damages will cease to accrue when all registration defaults under the registration rights agreement have been 
cured, or if earlier, upon the redemption by the issuer or maturity of the notes. 

The notes may be redeerned at LKE's option at make-whole redemption prices until the date three months prior to maturity 
and at par thereafter. LICE received proceeds of $248 million, net of discounts and underwriting fees. The net proceeds have 
been used to nialte a return of capital to PPL. 

(PPL, LKE? LG&E mid KU) 

In April 201 1 ,  LEE, LG&E and KU each filed 201 1 Registration Statements with the SEC, as agreed in registration rights 
agreements entered into in connection with the issuances of senior notes (in the case of LKE) and first mortgage bonds ( in  the 
case of LG&E and KU) in November 2010 in transactions not registered under the Securities Act of 1933. See Note 7 in 
PPL's 2010 Foim 10-IC for additional information on the original debt issuances. The 201 1 Registration Statements relate to 
offers by the respective issuers to exchange the senior notes and first mortgage bonds issued in November 2010 with similar 
but registered securities. The 201 1 Registration Statements became effective in June 201 1, and the exchanges were 
completed in July 201 1, with substantially all of LKE's senior notes and LG&E's and KU's first rnortgage bonds being 
exchanged. 

(PPL. L K E  aiid L G B E )  

I n  January 20 11, LGgLE remarketed $163 million of variable rate tax-exempt revenue bonds, which were issued on its behalf 
by Louisville/Jefferson County, Kentucky, to unaffiliated investors in a temi rate mode, bearing interest at 1.90% into 2012. 
At December 3 I ,  2010, such bonds were held by LG&E and reflected as "Short-term investments" on the Balance Sheet. The 
proceeds fioni the remarketing were used to repay a $163 rnillion borrowing under LG&E's syndicated credit facility. 

Legal Separateness  

(PPL, PPL Eiiergy S~vply ,  PPL Elec.h.ic ur7d LKE) 

The subsidiaries of PPL are separate legal entities. PPL's subsidiaries are not liable foi the debts of PPL. Accordingly, 
creditors of PPL may not satisfy their debts from the assets of PPL's subsidiaries absent a specific contractual undertaking by 
a subsidiaIy to pay PPL's creditors or as required by applicable law or regulation. Similarly, absent a specific contractual 
undertaking or as required by applicable law or regulation, PPL is not liable for the debts of its subsidiaries, nor are its 
subsidiaries liable for the debts of one another. Accordingly, creditors of PPL's subsidiaries may not satisfy their debts from 
the assets of PPL or its other subsidiaries absent a specific contractual undertaliing by PPL or its other subsidiaries to pay the 
creditors or as required by applicable law or regulation. 

Similarly, the subsidiaries of PPL Energy Supply, PPL Electric and LICE are each separate legal entities. These subsidiaries 
are not liable for the debts of PPL Energy Supply, PPL Electric and LICE. Accordingly, creditors of PPL Energy Supply, 
PPL Electric and LKE may not satisfy their debts from the assets of their subsidiaries absent a specific contractual 
undertaking by a subsidiary to pay the creditors or as required by applicable law or regulation. Similarly, absent a specific 
contractual undertaking or as required by applicable law or regulation, PPL Energy Supply, PPL Electric and LKE are not 
liable for the debts of their subsidiaries, nor are their subsidiaries liable for the debts of one another. Accordingly, creditors 
of these subsidiaries may not satisfy their debts from the assets of PPL Energy Supply, PPL Electric and LICE (or their other 
subsidiaries) absent a specific contractual undertaking by that parent or other subsidiary to pay such creditors or as required 
by applicable law or regulation. 

Distributions and Capital Contributions 

I n  August 201 1, PPL declared its quarterly common stock dividend, payable October 1,201 1, at 35.0 cents per share 
(equivalent to $1.40 per annum). Future dividends, declared at the discretion ofthe Board of Directors, will be dependent 
upon future earnings, cash flows, financial and legal requirements and other factors. 

(PPL E~iergy Supp!~: PPL Electric, LKE, LG&E and KU) 

During the nine months ended September 30,20 1 1 the following distributions and capital contributions occurred: 
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PPL Energy 
Supply PPL Electric-_ LKE LG%E KLI 

I____ _.__..I__ __. 

Dividends/distributions paid to parent/inember $ 309 (a) $ 76 9; 469 $ 55 $ 8s 
Capital contribulions received from parenliniember 36 I i 6  

(a) In addition to the cash distributions paid, in ianuary 201 1, PPI- Energy Supply distributed its membership interest in PPL Global to its parent company, 
PPL Enera  Funding See Note 8 for additional information 

8. Acquisitions, Development and Divestitures 

(PPL, PPL, Energy Supply. PPL Electric, LKE, LG&E umi IiU) 

PPL continuously evaluates potential acquisitions, divestitures and development projects as opportunities arise or are 
identified. Development projects are continuously reexamined based on market conditions and other factors to determine 
whether to proceed with the projects, sell, cancel or expand them, execute tolling agreements or pursue other options. Any 
resulting transactions inay impact future financial results. See below for information on PPL's acquisitions of WPD Midlands 
and LKE, PPL Energy Supply's distribution of its membership interest in PPL Global to its parent, PPL Energy Funding, that 
was presented as discontinued operations by PPL Energy Supply and the sales of businesses that were presented as 
discontinued operations by PPL and PPL Energy Supply. 

Acquisitions 

Acquisition of WPD Midlands (PPL) 

On April 1 , 20 1 I ,  PPL, through its indirect, wholl)T owned subsidiary PPL WEM, completed its acquisition of all of the 
outstanding ordinary share capital of Central Netn/orl;s East plc and Central Networks Limited, the sole owner of Central 
Networks West plc, together with certain other related assets and liabilities (collectively referred to as Central Networks and 
subsequently renamed WPD Midlands), from subsidiaries of E.ON AG. The Consideration for the acquisition consisted of 
cash of $5.8 billion, including the repayment of $1.7 billion of affiliate indebtedness owed to subsidiaries of E.ON AG, and 
approximately $800 million of long-term debt assumed through consolidation. WPD Midlands' regulated distribution 
operations serve five million end users in the Midlands area of England. The acquisition increases the regulated poition of 
PPL's business and enhances rate-regulated growth opportunities as the regulated businesses make investments to improve 
infrastructure and customer reliability. Further, the service territories of WPD (South Wales). WPD (South West) and WPD 
Midlands are contiguous and cost savings, efficiencies and other benefits are expected fiorn the combined operations. 

The fair value of the consideration paid for Central Networks was as follows (in billions): 

Aggregate enterprise consideration 
L.ess. fair value of long-term debt outstanding assunied through consolidation 
Total cash coilsideration paid 
Less. funds made available to Central Networl~s to repay pre-acquisition afliliate indebtediiess 
Cash consideration paid for Central Networks' outstanding ordinary share capital 

The total cash consideration paid was primarily funded by borrowings under the 201 1 Bridge Facility on the date of 
acquisition. Subsequently, PPL, repaid the borrowings under the 20 1 1 Bridge Facility using proceeds fiom the permanent 
financing, including April 201 1 issuances of common stock and 201 1 Equity Units, and proceeds froin the issuance of debt 
by PPL WEM, WPD (East Midlands) and WPD (West Midlands) in the second quarter of 20 1 1 .  See Note 7 for additional 
information on the 201 1 Bridge Facility and pennanent financing. 

Prelimiimy Purchcise Price Allocation 

The following table suinmarizes (in billions) the preliminary allocation of the purchase price to the fair value of the major 
classes of assets acquired and liabilities assumed. 
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Current assets (a) 
PP&E 
Intangible assets (b) 
Other noncurrent assets 
Current liabilities (c) (d) 
PPL WEM affiliate indehledness 
Long-term debt (current and noncurrent) (c) 
Other noncurrent liabilities (c) jd) 
Net identifiable assets acquired 
Goodwill 
Net assets acquired 

(a) 
(b) 

(c) 
(d) 

Includes gross contractual amount o t  the accounts receivable acquired or$I 19 riiillion. which approximates fair value 
Intangible assets recorded include $SS million ol'easernents. which have an indefinite life, and $1 1 million of customer contracts. which have a 
weighted-average amortization period of 10 years. 
Represents non-cash activity excluded from the Statemen1 of Cash Flows for the nine months ended September 30: 201 1 
In the third quarter of201 I, the preliminary purchase price allocation. as ol'the acquisition date. was adjusted to record a s 7 7  million liability pririiarily 
for costs cspected to be paid in order for WPD Midlands to become compliant with regulations pertaining to overhead line clearances See Note 6 for 
additional information. 

The purchase price allocation is pieliminary and could change materially in subsequent periods. The preliminary purchase 
price allocation was based on PPL's best estimates using information obtained as of the reporting date. Any changes to the 
purchase price allocation during the measurement period, which can extend up to one year from the date of acquisition, that 
result in material changes to the consolidated financial results will be adjusted retrospectively. The final purchase price 
allocation is expected to be completed before the end of 201 1. The items pending finalization include, but are not limited to, 
the valuation of PP&E, intangible assets including goodwill, defined benefit plans, certain liabilities and income tax-related 
matters. 

The preliminary purchase price allocation resulted in goodwill of $2.4 billion that was assigned to the International Regulated 
segment. 'This reflects the expected continued growth of a rate-regulated business with a defined service area operating under 
a constructive regulatory framework, expected cost savings, efficiencies and other benefits resulting from a contiguous 
service area with WPD (South West) and WPD (South Wales) and the ability to leverage WPD (South West)'s and WPD 
(South Wales)'s existing management team's high level of perforniance in capital cost efficiency, systern reliability and 
custonier service. The goodwill is not deductible for U.K. income tax purposes. 

Sepmition Benefits - Iiitenintionnl Reguluted Segnieiit 

In connection with the acquisition of WPD Midlands, PPL initiated a reorganization designed to transition the WPD 
Midlands companies to the same operating structure as WPD (South West) and WPD (South Wales). The reorganization, 
which is expected to be completed in 2012, is intended to transition WPD Midlands from a functional structure to a regional 
structure that will require a smaller combined support structure, reduce duplication and implement more efficient procedures. 
Approximately 740 employees of WPD Midlands will receive separation benefits from the companies as a result of the 
reorganization. 

The separation benefits, before income taxes, associated with the reorganization are as follows: 

Severance compensation 
Early retirement deficiency costs (ERDC) under applicable pension plans 
Outplacement services 
Total separation benefits 

$ 58 
43 

1 
$ 102 
-. 

WPD Midlands recorded $84 million of the total expected separation benefits in the three and nine months ended 
September 30,201 1, of which $41 million relates to severance compensation and $43 million relates to ERDC. WPD 
Midlands expects to record the remaining portion of severance compensation, based on the expected timing of when 
employees will separate from the companies, as follows: an estimated $6 million in the fourth quarter of 201 1 and an 
estimated $1 1 million in 2012. The separation benefits recorded in the three and nine months ended September 30,301 1 are 
included in "Other operation and maintenance" on the Statement of' Income. The accrued severance compensation is 
reflected in "Other current liabilities" and the ERDC reduced "Other noncurrent assets" on the Balance Sheet at 
September 30,201 1 .  
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These amounts do not include $9 million recorded in the nine months ended September 30,201 1 for ERDC payable under 
applicable pension plans and severance compensation for certain employees who separated honi the WPD Midlands 
companies, but were not part of the reorganization. These separation benefits are also included in "Other operation and 
maintenance" on the Statement of Income. 

The actual WPD Midlands operating revenues, net income and net income excluding nonrecurring acquisition-related 
adjustments (which are recorded on a one-month lag) included in PPL's Statement of Income and included in tlie 
International Regulated segment, for both periods ended September 30,201 1 were as follows. 

Three Rlonths Nine Months 

Operating revenues 
Net Income 
Net Income - excluding nonrecurring acquisition-related adjustments 

$ 292 $ 499 
56 63 

118 183 

The pro fornia operating revenues and net income attributable to PPL, for tlie periods ended September 30, which includes 
LICE as if the acquisition had occurred January 1,2009 and WPD Midlands as if the acquisition had occurred January 1, 
20 I O ,  are as follows. 

Nine Months , Three bloiiths 
2011 __ 2010 201 1 2010 

Operaling lievenues - PPL consolidated pro forma 
Net Income Attributable lo PPL - PPL consolidated pro forilia 

$ 3.115 $ 3,149 9; 8,905 $ 9.500 
197 489 1.306 1.062 

The pro forma financial information presented above has been derived from the historical consolidated financial statements 
of PPL and LKE, which was acquired on November I ,  20 10, and from tlie historical combined financial statements of WPD 
Midlands. Income (loss) from discontinued operations (net of income taxes), which was not significant far the three and nine 
months ended September 30,201 1 and which was $(53)  million and $(40) million for the three and nine months ended 
September 30,2010, was excluded fioni the pro forma amounts above. 

The pro fomia adjustments include adjustments to depreciation, net periodic pension costs, interest expense, nonrecurring 
adjustments and the related income tax effects. Nonrecurring adjustments include the following pre-tax credits (expenses): 

Income Statement Three Months Nine blonths 
2011 2010 2011 2010 - - - Line Item 

H'PD Midlands acquisition 
201 1 Bridge Facility costs 
Foreign currency loss on 201 1 Bridge Facility 
Net hedge gains 
Hedge ineffictiveness 
I1 I; stamp duty tax 
Separation benefits 
Other acquisition-related costs 

LKE acquisition 
20 10 Bridge Facility costs 
Other acquisition-rclated costs 

Interest Expense $ (43) 
Other Income (Expense) -net (57) 

Interest Expense (17) 
Other Income (Expense) -net (21) 
Other operation and maintenance $ (86) (92) 
(a) 2 (35) 

Other Income (Expense) - net 55 

Interest Expense 
Other Income (Expense) -net 

(a) Primarily includes advison.; accounting and legal fees recorded i n  "Other Income (Espense) - net " 

Acquisition of LKE (PPL, LKE. LGdE atid KUI 

See Notes 1 and I 0 iii PPL's 20 10 Form IO-K and Note 2 in the annual financial statements included in the 20 I 1 Registration 
Statements (in the case of LKE, LG&E and KU) for information on PPL's November 2010 acquisition of LKE. 
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Pending,-Blueqrass Plaiit Acquisition (PPL., LKE, LC&E ai7dk'U) 

In September 20 1 1, LG&E and KU entered into an Asset Purchase Agreement (APA) with Bluegrass Generation Company, 
L.L.C. for the purchase of three existing natural gas simple cycle combustion units in LaGrange, Kentucky, aggregating 
approximately 495 MW, plus limited associated contractual arrangements required for operation of the plant (collectively, the 
Bluegrass Plant), for a purchase price of $1 10 million. Pursuant to the APA, LG&E and I<U will jointly acquire the 
Bluegrass Plant as tenants in common, with LG&E as owner of a 69% undivided interest, and KU as owner of a 31% 
undivided interest, in the purchased assets. The purchase is subject to receipt of approvals from the KPSC, the VSCC, the 
FERC, certain pennit assignments or local approvals, and other conditions. Either party can terminate the APA should a 
closing of the purchase transaction fail to have occurred by June 30,2012. 

Development 

(PPL, LKE, LG&E and KU) 

NGCC Construction 

In September 20 11. LG&E and KU requested KPSC approval to build a 640 MW NGCC at the existing Cane Run site in 
Kentucky. Once all approvals are received, construction on an NGCC at Cane Run is expected to begin in 2012, with 
construction expected to be complete by 201 6. 'This project is also subject to regulatory approval froni the VSCC. The 
project has an expected cost of$j8; million. which includes costs of building a natuial gas supply pipeline See Note 6 for 
additional information. 

lii conjunction with this request, LG&E and KU anticipate retiring three older coal-fired electric generating stations to meet 
new, stricter federal EPA regulations. These stations include Cane Run, Tyrone and Green River, which have a combined 
summer rating of 797 MW. The Cane Run and Green River coal units will need to remain operational until the replacement 
generation and associated transmission projects are completed. 

_- I C 2  

In January 201 I ,  LKE began dispatching electricity from TC2 to meet customer demand. See Note 10 in this Form IO-Q, 
Notes 8 and I 5 in PPL's 20 10 Form 10-K and Note 13 in the annual financial statements included in the 20 1 1 Registration 
Statements (in the case of LKE, LG&E and KU) for additional information. 

(PPL and PPL Etiergv Supply) 

- Susquehanna Uprate Proiect 

In 2008, PPL Susquehanna received NRC approval for its request to increase the generation capacity of the Susquehanna 
nuclear plant. The project was completed in phases over several years. PPL Susquehanna's share of the total expected 
capacity increase was approximately I95 MW. The final phase of the project, a 50 MW Unit 2 uprate, was completed in the 
third quarter of 201 I 

Bell Bend COLA 

The NRC continues to review the COLA submitted by a PPL Energy Supply subsidiary for the proposed Bell Bend nuclear 
generating unit to be built ad-jacent to the Susquehanna plant. PPL has made no decision to proceed with construction of Bell 
Bend and expects that such decision will not be made for several years given the anticipated lengthy NRC license approval 
process. Additionally, PPL has announced that it does riot expect to proceed with construction absent favorable economics, a 
joint arrangement with other interested parties and a federal loan guarantee or other acceptable fiiiancing. PPL and its 
subsidiaries are currently authorized by PPL's Board of Diiectors to spend up to $144 million on the COLA and other 
permitting costs (including land costs) necessaiy for construction. At September 30,201 1 and December 3 1 , 2010, $124 
million and $1 09 million of costs associated with the licensing application were capitalized and are included on the Balance 
Sheets in noncurrent "Other intangibles." PPL believes it is probable that these costs are ultimately recoverable following 
NRC approval of the COLA either through construction of the new nuclear unit, transfer of the COLA rights to a joint 
venture, or sale of the COLA rights to another party. The PPL Energy Supply subsidiary remains active in the DOE Federal 
loan guarantee application process. See Note 8 in PPL's 2010 Form 10-K and Note 5 in PPL Energy Supply's Form 8-K 
dated June 24.201 I for additional information. 
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(PPL and PPL Eleclric) 

Susquehanna-Roseland Transmission Line 

PPL Electric has experienced delays in obtaining necessary National Park Service approvals for the Susquehanna-Roseland 
transmission line and anticipates a delay of the line's in-service date to 2015. In the first quarter of 201 1 ,  PJM issued an 
updated assessment of the new line within its 2010 Regional Transmission Expansion Plan, which confirms that the line is 
needed by 20 12 to prevent overloads on other power lines in the region. PJM Iias developed a strategy to manage potential 
reliability problem until the line is built. In October 201 1, the project was placed on the initial list of projects for the Rapid 
Response Team for Transmission (RRTT), an initiative of the White House to facilitate coordination among federal agencies 
to improve the overall quality and timeliness of electric transmission infrastructure permitting, review and consultatiou. The 
Natioiial Park Service record of decision for the project is scheduled to be issued on October I ,  2012. PPL Electric cannot 
predict what additional actions, if any, PJM might take in the event of a continued delay to its scheduled in-service date for 
the new line. See Note 8 in each Registrant's 2010 Form 10-K for additional information. 

Discontinued Operations 

(PPL nrid PPL Eiiergy Szipply) 

-- Sale of Certain Non-core Generation Facilaitis 

In March 20 I I ,  PPL Energy Supply subsidiaries completed the sale of their ownership interests in certain noii-core 
generation facilities, which were iricluded in the Supply se,gnent. for $38 1 million. The transaction included the natural gas- 
fired facilities in Wallingford, Connecticut and LJniversity Park, Illinois and an equity interest in Safe Harbor Water Power 
Corporation, which OWIIS a hydroelectric facility in Conestoga, Pennsylvania. In connection with the completion of the sale, 
PPL, Energy Supply recorded insignificant losses in the first and second quarters of 7-01 1.  

These non-core generation facilities met the held for sale criteria in the third quarter of 201 0. As a result, assets with a 
cariying amount of $473 niillion were written down to their estimated fair value (less cost to sell) of $377 million at 
September 30, 2010, resulting in a pre-tax impailment charge of $96 million ($58 million after tas). In addition, $5 million 
($4 inillion after tax) of allocated goodwill was written off in the third quarter of 2010. These charges are included in 
"Income (Loss) from Discontinued Operations (net of income taxes)" on the Statement of Income for the three and nine 
months ended September 30,201 0. 

Following are the components of Discontinued Operations in the Statements of Income for the periods ended September 30. 

Oiierating revenues 
Operating expenses (a) 
Operating income (loss) 
Other income (expense) - net 
Interest expense (b) 
Income before income t a w  
Income lax expense 
Income (Loss) froni Discontinued Operations 

Three Months Nine blonths 
2010 2011 2010 - 201' - -II-.-- " _  - 

s 34 $ 19 9; 91 

(a) 
(b) 

2010 includes the impairment to the carrying valuc ofthc gcncration facilities bcing sold ond the write-off of allocated goodwill 
Represents allocated interest expeiisc based upon dcht attributablc to the generation facilities sold 

Upon completion of the sale, assets primarily consisting of $357 million of PP&.E and a $14 million equity method 
investment, which were classified as held for sale at December 3 I ,  2010, were removed from the Balance Sheet. 

In February 2010, PPL Energy Supply subsidiaries completed the sale of the L,ong Island generation business, which was 
included in the Supply segment. The definitive sales agreement included provisions that reduced the $135 million purchase 
price monthly, commencing September 1,2009. After adjusting for these price-reduction provisions, proceeds froin the sale 
approximated $124 million. There was no significant impact on earnings in the nine months ended September 30,2010 fiom 
the operation of this business or as a result of this sale. 
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Distribution of Membership Interest in eeL.Global to Parent (PPL Eiierai Szpp!v) 

In January 20 11, PPL Energy Supply distributed its 100% membership interest in PPL Global, which represented the entire 
International Regulated segment, to PPL Energy Supply's parent, PPL Energy Funding The distribution was made based on 
the book value of the assets and liabilities of PPL Global with financial effect as of January 1,201 1, and no gains or losses 
were recognized on the distribution. The purpose of the distribution was to better align PPL's organizational structure with 
the manner in which it manages these businesses, separating the US.-based competitive energy marketing and supply 
business from the U.K.-based regulated electricity distribution business. Following the distribution, PPL Enerby Supply 
operates in a single business seapent, and through its subsidiaries is primarily engaged in the generation and marketing of 
power, priniarily in the northeastern and northwestern U.S. 

Following are the components of Discontinued Operations in the Statement of Income for the periods ended September 30, 
2010. 

Operaling revenues 
Operating expenses 
Operating income 
Other income (expense) I net 
Interest erpense (a) 
Income before income taxes 
Income tax expense 
Income (Loss) fiom Discontinued Operations 

'I hree Rlonths hine Rloiiths 

$ 172 'F 563 
260 

88 303 
2 

101 37 
51 204 

( 5 5 )  (23 1 
9; 106 $ 277 

8-l -.- 

~ 1- 

_ _ I " ~  - - 1 1 ~  

(a) 

In connection with the distribution, the following assets and liabilities were removed from PPL Energy Supply's Balance 
Sheet in the first quarter of 201 1. Except for "Cash and cash equivalents," which has been reflected as a financing activity, 
the remaining distribution represents a non-cash transaction excluded from PPL Energy Supply's Statement of Cash Flows for 
the nine months ended September 30,20 1 1. 

No mierest was allocated, as PPL Global IS sufficiently capitalized 

Cash and cash equivalents 
Accounts receivable 
Unbilled revenues 
Other current assets 
PPStE, net 
Goodwill 
Other intangibles 
Other. noncurrent assets 
'Total Assets 

Short-term debt 
Accounts payable 
Accrued interest 
Other current liabilities 
Long-term debt 
Deferred income tax liabilities ~ noncurrent 
Accrued pension obligations 
Other defiried credits and noncurrent liabilities 
Total Liabilities 
Net assets distributed 

$ 325 
16 
70 
21 

679 
80 
77 

4,800 

181 
86 
71 

112 
2.313 

399 
320 
30 

3.512 
9; 1.288 

3,502 

-ll___lll. 

- - ~ - "  

9. Defined Benefits 

(PPL. PPL Energy Supp,!y, LXE crnd LG&E) 

Following are the net periodic defined benefit costs (credits) of the plans sponsored by the registrants for the periods ended 
September 30: 
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Pension Benefits ___ --...-__- __” 

Nine Months Three Months - -  
U.S. U.K. 1:s. U.K. 

201 1 to in  201 i 2nin 2010 - __..II_ ”. 2011 to in 2011 

$ 24 $ 15 $ I4  9; 4 9 ;  71 9; 45 9; i 1 9; 13 
54 37 88 38 163 111 200 1 I3 

(61) (43) (103) (51)  (1 84) (131) (243) (1 50)  

6 ti I 1 I8 I 5  3 3 
15 I2 21 2 44 36 7 

~ I’PL 
Service cost 
Interest cost 
Expected rettim on plan assets 
Amortization of. 

Prior service cost 
Actuarial (gain) loss 

Net periodic d e h e d  benefit 
costs (credits) prior to 
termination benefits 

Termination benefits (a) 
Net periodic defined benefit 
costs (credits) 

PPL E n e r w  Supplv 
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of. 

Prior service cost 
Actiinrial (pain) loss 

Net periodic defined benefit 
costs (credits) 

15 7 -  I4 4 89 42 .> 2 

9; 30 9; 14 9; 60 $ 1 9 ;  89 9; 42 9; 81 9; 15 

(a) WPD Midlands recorded early retirement deliciency costs payable under applicable pension plans related to employes leaving the WPD Midlands 
companies See Note 8 for additional information 

- LKE 
Service cost 
Interest cost 
Espected return on plan assets 
Amortization o f  

Prior service cost 
Actuarial (gain) loss 

Net periodic defined benefit costs (,credits) 

LGLE 
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of 

Prior service cost 
Actuarial (gain) loss 

Net periodic defined benefit costs (,credits) 

- PPL, 
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of: 

Transition obligntion 
Prior seivice cost 
Actuarial cost 

Net periodic defined benefit costs (credits) 

9; 4 
(4) 

Pension Benefits 
lonths Nine i 
-”- 

--- 
Predecessor __ Successor - 

9; 6 9 ;  I8 
16 5 0 

(15) (48) 

7 * 4 
17 2 

$ 14 9; 41 
--.-“l-”_.l-. 

onths 
---..111_1 

t n in  
Predecessor 

9; 16 
48 

(32 ) 

6 
1 5  

$ 43 
_ I ~ -  

9; I 
I 1  

(12) 

2 

Other Postretirement Benefits,,--- 
Three Months _,___I,_,1,,_ Nine Months 

2nin 201 1 znin - to11 
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- LICE 
Service cost 
lntercst cost 
Expected return on plan assets 
Amortization o t  

'Transition obligation 
Prior service cost 

Net periodic defined bencfit costs (,credits) 

Other Postretirement Benefits 
Three Months Nine 1 

Successor I_, Predecessor Successor-- 
201 1 

1 I 

onths 
201 0 

Predecessor 

$ 3 
8 

(2 ) 

1 
1 

$ 11 
~ . I I ~  

(PEL  Energy Szipph) 

See Note 8 for information on PPL Energy Supply's January 201 I distribution of its membership interest in PPL Global to its 
parent, PPL Energy Funding, which included associated accrued pension obligations. 

(PPL Eiiergy Sipply inid PPL Electric) 

In addition to the specific plans it sponsors, PPL Energy Supply and its subsidiaries are allocated costs of PPL Services- 
sponsored defined benefit plans, which management believes are reasonable, based on their pat-ticipation in those plans. PPL 
Electric does not directly sponsor any defined benefit plans. PPL Electric is allocated costs of PPL Services-sponsored 
defined benefit plans, which management believes are reasonable, based on its participation in those plans. PPL Services 
allocated the following net periodic benefit costs to PPL Energy Supply and PPL Electric, including amounts applied to 
accounts that are further distributed between capital and expense for the periods ended September 30. 

Nine Months .- Three blonths I 

2011 _I_ __- 201 0 201 1 2010 
PPL Ener-q Supply 
PPL Electric 

$ S $  7 %  23 $ 25 
6 7 18 21 

(LG& E atid KU) 

In addition to the specific plan it sponsors, LGBiE is allocated costs of LICE-sponsored defined benefit plans, which 
management believes are reasonable, based on its participation in those plans. KU does not directly sponsor any defined 
benefit plans. KU is allocated costs of LKE-sponsored defined benefit plans, which management believes are reasonable, 
based on its participation in those plans. LICE allocated the following net periodic benefit costs to LG&E and KU, including 
arnoimts applied to accounts that are further distributed between capital and expense for the periods ended September 30. 

Three Months ,-,- I,I,_ 

Predecessor 

Nine Months 
~ ----~?- 2010 

Successor I Predecessor 

LG&P 
KU 

16 
9 S 27 25 

5 $  

Expected Cash Flows - U.K. Pension Plans 

During 201 1, WPD updated its expected pension contributions for 201 1 to $1 1 1  million fioni the $ 1  5 million expected 
contributions disclosed in PPL's 2010 Form 10-K. The updated contributions reflect $27 inillion of contributions required to 
fund the acquired WPD Midlands' plan and $69 million of increased PPL WW contributions to prepay future contribution 
requirements to fund pension plan deficits. As of September 30,201 1, WPD had contributed $102 million to its plans. 

In addition, during 201 1 WPD Midlands expects to contribute $43 million to fund the early retirement deficiency costs 
provided as part of the reorganization of WPD Midlands. See Note 8 for additional information. 
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Health Care Reform (PPL, PPL E17erg?: Supp(~~  PPL Electric, LKE, LLXE c u d  XU) 

I n  March 20 10, Health Care Reform was signed into law. Many provisions of Health Care Reform do not take effect for an 
extended period of time, and most will require the publication of implementing regulations and/or issuance of program 
guidelines. 

Beginning in 2013, provisions within Health Care Reform eliminated the tax deductibility of retiree health care costs to the 
extent of federal subsidies received by plan sponsors that provide retiree prescription drug benefits equivalent to Medicare 
Part D Coverage. As a result. in the first quarter of 2010, PPL and its subsidiaries recorded the following adjustments and 
will continue to monitor the potential impact of any changes to the existing provisions and implementation guidance related 
to Health Care Reform on their benefit programs. 

(PPL, PPL Erierp Siqplj~, PPL Electric) 

PPL decreased deferred tax assets by $13 million, increased regulatory assets by $9 million, increased deferred tax 
liabilities by $4 million and recorded income tax expense of $8 million; 
PPL Energy Supply decreased deferred tax assets by $5 million and recorded income tax expense of $5 million; and 
PPL Electric decreased deferred tax assets by $5 million, increased regulatory assets by $9 million and increased deferred 
tax liabilities by $4 million. 

(LKE. LG&E arid X U )  

L I E  and K U  recorded insignificant amounts as a result of this enactment. LG&E was not impacted. 

I O .  Commitments and Contingencies 

Energy Purchase Commitments 

(PPL. L I E ,  LG&E and KU) 

LG&E and I W  have a power purchase agreement with OVEC, extended in February 201 1 to June 2040. FERC approval of 
the extension was received in May 20 1 1, followed by KPSC and VSCC approvals in August 20 1 1. Pursuant to the OVEC 
power purchase contract, LG&E and KU are responsible for their pro-rata share of certain obligations of OVEC under 
deffi2ed circumstances. These potential liabilities include unpaid OVEC indebtedness as well as shortfall amounts in certain 
excess decommissioning costs and other post-employment and post-retirement benefit costs other than pension. LKEs 
proportionate share of OVEC's outstanding debt was $1 1.3 million at September 30,201 1, consisting of LG&E's share of $78 
million and KU's share of $35 million. Future obligations for power purchases from OVEC are unconditional demand 
payments, comprised of annual minimum debt service payments, as well as contractually required reimbursement of plant 
operating, maintenance and other expenses as follows: 

2012 
2013 
2014 
201 5 
2016 
Tliereafter 

LG&E KU ~ Total 

9; 19 9; 9 3 ;  28 
20 9 29 
20 9 29 
21 9 3 0 
21 9 3 0 

I n  addition, LG&E and KU had tatal energy purchases under the OVEC power purchase agreement for the three and nine 
months ended September 30, as follows: 

(PPI!,, LKE, LG&E cirid KlJ) 

Successor,-, 
Three klontlls Nine klonths 

LGgiE 
I<U 
Total 

s 6 9 ;  18 
3 8 

3; 9 9 ;  26 
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(LKE, LG&E and KU) 
2010 
I-- 

Predecessor 
-_ Three Months Nine Months 

LG&E $ S $  15 
K U  
Total 

2 I 
$ I $  22 

(PPL atid PPL Elecil-ic) 

In 2009, the PUC approved PPL Electric's procurement plan for tlie period January 201 1 through May 20 13. Through 
October 20 1 I ,  PPL Electric Lias conducted nine of its 14 planned corupetitive solicitations. The solicitations include a mix of 
long-term and short-term purchases ranging from five months to ten years to fulfill PPL Electric's obligation to provide for 
customer supply as a PLR. See Note 6 for a discussion of the default service supply procurement provisions of Act 129. 

Legal Matters 

(PPL, PPL Energy S~pp(v .  PPL Electric, LKE, LG&E md k U i  

PPL and its subsidiaries are involved in legal proceedings, claims and litigation in the ordinary course of business. 

(PPL, LKE, LG&E ~ m d  K U )  

TC2 Construction 

In June 2006, LG&E and KU. as well as tlie Indiana Municipal Power Agency and Illinois Municipal Electric Agency 
(collectively, TC2 Owners), entered into a construction contract regarding the TC2 project. The conttact is generally in the 
form of a turnkey agreement for the design, engineering, procurement, construction, commissioning, testing and delivery of 
the project, according to designated specifications, tenns and conditions. Tlie contract price and its components are subject 
to a number of potential adjustments which may serve to increase or decrease the ultimate construction price. During 2009 
and 20 10, the TC2 Owners received several contractual notices from the TC2 coi~struction contractor asserting historical 
force majeure and excusable event claims for a number of adjustments to the contract price. construction schedule, 
commercial operations date, liquidated damages or other relevant provisions. In September 20 10, the TC2 Owners and the 
construction contractor agreed to a settlement to resolve the force majeure and excusable event claims occurring through July 
20 10, under the 'TC2 construction contract, which settlement provided for a limited, negotiated extension of the contractual 
commercial operations date and/or relief from liquidated damage calculations. With limited exceptions, the TC2 Owners 
took care, custody and control of TC2 in January 20 I 1. Pursuant to certain ainendinents to the construction agreement, the 
contractor will complete modifications to the combustion system prior to certain dates to allow operation of TC2 on all 
specified fuels categories. The provisions of the construction agreement relating to liquidated damages were also amended. 
In Septeinber 20 I I ,  the TC2 Owners and the construction contractor entered into a further amendment to the constructiori 
agreement settling, among other matters, certain historical change order, labor rate and prior liquidated damages amounts. 
Tlie remaining issues are still under discussion ~ 4 t h  the contractor. PPL, LKE, LG&E and KU cannot currently predict the 
outcome of this matter or the potential impact on the capital costs of this project. 

TC2 Transmission 

LG&E's and KU's CPCN and condemnation rights relating to a transmission line associated with the TC3 construction have 
been challenged by certain property owners in Hardin County, Kentucky. Certain proceedings relating to CPCN challenges 
and federal historic preservation permit requirements have concluded with outcomes in LG&Es and ICU's favor. With 
respect to the remaining issues in dispute, 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. In May 20 I O ,  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. In May 30 LO, the landowners filed a petition for reconsideration 
with the Kentucky Court of Appeals In July 2010, the Kentucky Court ofAppeals denied that petition I n  August 2010, the 
landowners filed for discretionary review of that denial by the Kentucky Suprerne Court. In March 201 1, the Kentucky 
Suprerne Court issued an order declining the discretionary review request, thus closing this matter. 
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Argentina Matters (.ME> LG&E m d  k?Yi 

In connection with an administrative proceeding alleging a violation by a former Argentine subsidiary under that country's 
2002-2003 emergency currency exchange laws, claims were brought agaiiist the subsidiary's then directors, including two 
individuals who are executive officers of LKE, in a specialized Argentine financial criminal court. Under applicable 
Argentine laws, directors of a local company may be liable for nionetaiy penalties for a subject company's violations of the 
currency laws. In Febiuary 20 1 1. the Argentine court issued an order acquitting the fornier subsidiary and its directors of all 
claims, which order has become final. 

Spent Nuclear Fuel Litisation 

Federal law requires the U S .  government to provide for the pemiaiient disposal of commercial spent nuclear fiiel. but there is 
iio definitive date by which a repositoiy will be operational. As a result, it was necessary to expand Susquehanna's on-site 
spent fuel storage capacity. To support this espansion, PPL Susquehaniia contracted for the design and construction of a 
spent fuel storage facility employing dry cask fuel storage technology. The facility is modular, so that additional storage 
capacity can be added as needed. The facility began receiving spent nuclear fuel in 1999. PPL Susquehanna estimates that 
there is sufficient storage capacity in the spent nuclear fuel pools and the on-site dry cask storage facility at Susquehanna to 
acconiinadate spent fuel discharged through approximately 20 17 under current operating conditions. If necessary, on-site dry 
cask storage capability can be expanded, assuming appropriate regulatory approvals are obtained, such that, together, the 
spent fuel pools and the expanded dry fuel storage facilities will accommodate all of the spent fuel expected to be discharged 
through the current licensed life of each unit, 2043 for Unit 1 and 2044 for Unit 2. 

I n  1996, the U.S. Court of Appeals for the District of Columbia Circuit (D.C. Circuit Court) ruled that the Nuclear Waste 
Policy Act imposed on the DOE an unconditional obligation to begin accepting spent nuclear fuel 011 or before January 3 1, 
1998. In 1997, the D.C. Circuit Court ruled that the contracts between the utilities and the DOE provide a poteiitially 
adequate remedy if the DOE failed to begin accepting spent nuclear fuel by Januaiy 3 1, 1998. The DOE did not, in fact, 
begin to accept spent nuclear fuel by that date. The DOE continues to contest claims that its breach of contract resulted in 
recoverable daniages. In Januaiy 2004, PPL, Susquehanna filed suit in the U.S. Court of Federal Claims for unspecified 
daniages sugered as a result of the DOE'S breach of its contract to accept and dispose of spent nuclear fiiel. In May 301 1, the 
parties entered into a settlement agreement which resolved all claims of PPL Susquehanna through December 201 3. Under 
the settlement agreement, PPL, Susquehanna received $50 million for its share of claims to recover costs to store spent 
nuclear fuel at the Susquehanna station through September 30,2009, and recognized a credit to "Fuel" expense in the second 
quarter of 201 1. PPL, Susquehanna also will be eligible to receive payment of annual claims for allowed costs. as set forth in 
the settlement agreement, that are incurred thereafter through the December 3 I ,  20 I3 termination date of the settlement 
agreement. In exchange, PPL Susqueliania has waived any claims against the United States government for costs paid or 
injuries sustained related to storing spent nuclear fuel at the Susqueliarina plant through December 3 1,2013. 

Montana Hvdroelectric Litisation 

In November 2004, PPL Montana, Avista Corporation (Avista) and PacifiCorp commenced an action for declaratory 
judgment in Montana First Judicial District Court seeking a determination that no lease payments or other conipensation for 
their hydroelectric facilities' use and occupancy of certain riverbeds in Montana can be collected by the State of Montana. 
This lawsuit followed dismissal on jurisdictional grounds of an earlier federal lawsuit seeking such compensation in  the U.S. 
District Court of Montana. The federal lawsuit alleged that the beds of Montana's navigable rivers became state-owned trust 
property upon Montana's admission to statehood, and that the use of them should, under a 1931 regulatory scheme enacted 
after all but one of the hydroelectric facilities in question were constructed, trigger lease payments for use of land beneath. In 
July 200G, the Montana state court approved a stipulation by the State of Montana that it was not seeking compensation for 
the period prior to PPL Montana's December 1999 acquisition of the hydroelectric facilities. 

Following a number of adverse trial court rulings, in 2007 Pacificorp and Avista each entered into settlement agreements 
with the State of Montana providing, in pertinent part. that each company would make prospective lease payments for use of 
the State's navigable riverbeds (subject to certain future adjustments), resolving the State's claims for past and future 
Compensation. 
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Following an October 2007 trial of this matter on damages, in June 2008, the Montana District Court awarded the State 
retroactive compensation of approximately $35 million for the 2000-2006 period and approximately $6 million for 2007 
compensation. Those unpaid amounts continue to accrue interest at 10% per year. The Montana District Court also deferred 
determination of compensation for 2008 and fiiture years to the Montana State Land Board. In October 2008, PPL Montana 
appealed the decision to the Montana Supreme Court, requesting a stay of judgment and a stay of the Land Board's authority 
to assess compensation for 2008 and fiiture periods. 

In March 201 0, the Montana Supreme Court substantially affirmed the June 2008 Montana District Court decision. As a 
result, in the first quartei of 20 10, PPL Montana recorded a pre-tax charge of $56 million ($34 million after tax or $0.08 per 
share, basic and diluted, for PPL), representing estimated rental compensation for the first quarter of 2010 and prior yeats, 
including interest. Rental compensation was estimated for periods subsequent to 2007, although such estimated amounts may 
differ fiorii amounts ultimately determined by the Montana State Land Board. The portion of the pre-tax charge that related 
to prior years totaled $54 million ($32 million after tax). The pre-tax charge recorded on the Statement of Income was $49 
million in "Other operation and maintenance" and $7 million in "Interest Expense." PPL Montana continues to accrue 
interest expense for the prior years and rent expense for the current year. PPL Montana's total loss accrual at September 30, 
30 1 1 was $84 million. 

In August 20 I O ,  PPL Montana filed a petition for a writ of certiorari with the U.S. Supreme Court requesting the Court's 
review of this matter. 111 June 20 1 I ,  the Supreme Court granted PPL Montana's petition. Oral argument is scheduled for 
December 201 1. A decision will be rendered by the Court by June 30,2012. The stay of the judgment granted during the 
proceedings before the Montana Supreme Court has been extended by agreement with the State of Montana, to cover the 
anticipated period of the proceeding before the US. Supreme Court. PPL and PPL Energy Supply cannot predict the 
outcome of this matter, but do not expect to incur material losses beyond the estimated losses recorded. 

4.11~-_-_11_1 PJMIMISO Billinq DisDute (PPL, PPL Emrgv  Srrpply atid PPL Electric) 

In  2009, PJM reported that it had discovered a modeling error in the market-to-market power flow calculations between PJM 
and MISO. The error was a result of incorrect modeling of certain generation resources that have an impact on power flows 
across the PJM/MISO border. Informal settlement discussions on this issue tenninated in March 2010. Also in March 2010, 
MISO filed two complaints with the FERC concerning the modeling enor and related matters with a demand for $1 30 
million of principal plus interest. In April 20 10, PJM filed answers to the coinplaints and filed a related complaint against 
MISO. In its answers and complaint, PJM denies that any compensation is due to MISO and seeks recovery in excess of $25 
million from MISO for alleged violations by MISO regarding market-to-market power flow calculations. PPL participates in 
markets in both PJM and MISO. In June 2010, the FERC ordered the complaints to be consolidated and set for settlement 
discussions, followed by hearings if the discussions are unsuccessful. In January 20 11, the parties to this dispute filed a 
settlement with the FERC under which no compensation would be paid to either PJM or MISO and providing for certain 
improvenients in how the calculations are administered going forward. The settlement was contested by several parties and 
in June 20 I 1 the FERC issued an order approving the contested settlement, which order has become final and is not sub-ject to 
rehearing and appeal. 

Regulatory Issues (PPL, PPL Electric, LKE, LGdE ctiid KU) 

See Note 6 for information on regulatory matters related to utility rate regulation. 

Enactment of Financial Reform Legislation (PPL, PPL Energ-); Supply, PPL Electric, LKE, LG&E atid KU) 

In July 20 IO,  the Dodd.Frank Act was signed into law. Of particular relevance to PPL and PPL Energy Supply, the Dodd- 
Frank Act includes provisions that will likely impose derivative transaction reporting requirements and require most over- 
the-counter derivative transactions to be executed through an exchange or to be centrally cleared. 'The Dodd-Frank Act, 
however, provides an exemption from mandatory clearing and exchange trading requirements for over-the-counter derivative 
transactions used to hedge or mitigate commercial risk. Althougli the phrase "to hedge or mitigate commercial risk" is not 
defined in the Dodd-Frank Act, the 2010 rules proposed by the Corniriodity Futures Trading Comiiiission (CFTC) set forth an 
inclusive, multi-pronged definition for the phrase. Based on this proposed definition arid other requirements in the proposed 
rule, it is anticipated that transactions utilized by PPL, PPL Energy Supply, PPL Electric, LKE, LG&E and KU should 
qualify if they are riot entered into for speculative purposes. The Dodd-Flank Act also provides that the CFTC may impose 
collateral and margin requirements for over-the-counter derivative transactions, including those that are used to hedge 
commercial risk. However, during drafting of the Dodd-Frank Act, certain members of Congress adopted report language 
and issued a public letter stating that it was not their intention to impose margin and collateral requirements on counterparties 
that utilize these transactions to hedge commercial r i s k  Final rules on major provisions in the Dodd-Frank Act, including 
imposition of collateral and margin requirements, will be established through rulemakings and the CFTC has postponed 
implementation until December 31,201 1 .  PPL and PPL Energy Supply may be required to post additional collateral if they 
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are sub.ject to margin requirements as ultimately adopted in the implementing regulations of the Dodd-Frank Act. PPL., PPL 
Energy Supply, PPL Electric, LICE, LG&E and KU will continue to evaluate the provisions ofthe Dodd-Frank Act and 
monitor developments related to its implementation. At this time. PPL. PPL Energy Supply, PPL Electric, LKE, L.G&E and 
KlJ  caniiot predict the impact that the new law or its inipleinenting regulations will have on their businesses or operations, or 
the markets in which they transact business, but currently do not expect to incur material costs related to this matter. 

New Jersey Capacity Leqislation (PPL., PPL, Eilergv Supply and PPL Electric) 

In January 201 1, New Jersey enacted a law that intervenes in the wholesale capacity market exclusively regulated by the 
FERC: S. No. 238 I ,  2 14th Leg. (N.J. 20 1 1 ) (the Act). To create incentives for the development of new, in-state electric 
generation facilities, the Act implements a "long-term capacity agreement pilot program (LCAPP)." The Act requires New 
Jersey utilities to pay a guaranteed fixed price for wholesale capacity, imposed by the New Jersey Board of Public Utilities 
(BPU), to certain new generators participating in PJM, with the ultimate costs of that guarantee to be borne by New Jersey 
ratepayers. PPL believes the intent and effect of the LCAPP is to encourage the construction of new generation in New 
Jersey even when, under the FERC-approved PJM economic model, such new generation would not be economic The Act 
could depress capacity prices in PJM in the short term, impacting PPL Energy Supply's revenues, and harm the long-term 
ability of the PJM capacity market to incent necessary generation investment throughout PJM. In February 201 1, the PJM 
Power Providers Group (P3), an organization in which PPL is a member, filed a complaint before the FERC seeking changes 
in PJM's capacity market rules designed to ensure that subsidized generation, such as may result fiom the iniplementation of 
the LCAPP, will not be able to set capacity prices artificially low as a result of their exercise of buyer market power. In April 
201 1, the FERC issued an order granting in part and denying in part P3's complaint and ordering changes in PJM's capacity 
rules consistent with a significant portion of P3's requested changes. PPL, PPL Energy Supply and PPL Electric cannot 
predict the outcome of this proceeding 01 the economic impact on their businesses or operations, or the markets i n  which they 
transact business. 

I n  addition, in February 201 1, PPL, with several other generating companies and utilities, filed a complaint in  Federal Court 
in New Jersey challenging the Act on the grounds that it violates well-established principles under the Supremacy Clause and 
the Commerce Clause of the U.S. Constitution. In this action, the Plaintiffs request declaratory and in,junctive relief barring 
iniplementation of the Act by the Commissioners of the BPU. PPL, PPL Energy Supply and PPL, Electric cannot predict the 
outcome of this proceeding or the econon~ic impact on their businesses or operations, or the markets in which they transact 
business. 

California IS0 and Western U.S. Markets (PPL ai7d PPL Ei7ei-g~ Supply) 

Through its subsidiaries, PPL, Energy Supply made $1 8 niillion of sales to the California IS0 during the period October 2000 
through June 200 1. $1 7 million of which has not been paid to PPL Energy Supply subsidiaries. This entire receivable has 
been fully reserved by PPL Energy Supply. Also, there has been further litigation about additional claims of refunds for 
periods prior to October 2000. lu January 20 1 1, PPL, Energy Supply and the "Califorriia Parties" (collectively, three 
California utility companies, the California Public Utility Commission and certain Califoinia state authorities) filed a 
settlement under which PPL Energy Supply would receive approximately $1 million of its $17 million claim, plus interest of 
$1 million. In June 201 I ,  the FERC approved the settlement. Consequently. PPL Energy Supply released its reserve and 
wrote-off the related receivable. Settlement proceeds were received in July. 

In June 2003, the FERC took several actions as a result of several related investigations beyond the California IS0 litigation. 
The FERC terminated proceedings to considei whether to order refunds for spot market bilateral sales made in the Pacific 
Northwest, including sales made by PPL Montana, during the period December 2000 through June 2001. In August 2007, 
the U.S. Court of Appeals for the Ninth Circuit reversed the FERC's decision and ordered the FERC to consider additional 
evidence. The FERC also commenced additional investigations relating to "gaming" and bidding practices during 2000 and 
200 1, but neither PPL EnergyPlus nor PPL Montana believes it is a sub,ject of these investigations. 

Although PPL and its subsidiaries believe that they have not engaged in any improper trading or marketing practices 
affecting the western markets, PPL and PPL Energy Supply cannot predict the outcome of the above-described 
investigations, lawsuits and proceedings or whether any subsidiaries will be the subject of any additional governmental 
investigations or named in other lawsuits or refiind proceedings. Consequently, PPL and PPL, Energy Supply cannot estimate 
a range of reasonably possible losses, if any, related to these matters. 

PJM RPM Litisation (PPL. PPL Eiiergv S ~ p p l y  aiid PPL Elech-ic) 

In May 2008, a group of state public utility comniissions, state consumer advocates, municipal entities and electric 
cooperatives, industrial end-use customers and a single electric distribution company (collectively, the RPM Buyers) filed a 
complaint before the FERC objecting to the prices for capacity under the PJM Reliability Pricing Model (RPM) that were set 
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in the 2008-09,2009-10 and 2010-1 1 RPM base residual auctions. The RPM Buyers requested that the FERC reset the rates 
paid to generators for capacity in those periods to a significantly lower level. Thus, the complaint requests that generators be 
paid less for those periods through refunds and/or prospective changes in rates. The relief requested in the complaint, if 
granted, could have a material effect on PPL, PPL Energy Supply and PPL Electric. PJM, PPL and numerous other parties 
responded to the complaint, strongly opposing the relief sought by the RPM Buyers. In September 2008, the FERC entered 
an order denying the complaint. In August 2009, the RPM Buyers appealed the FERC's decision to the U.S Court of 
Appeals for the Fourth Circuit, and the appeal was subsequently transferred to the U S  Court of Appeals for the District of 
Columbia Circuit. In February 201 1, the U S. Court of Appeals for the District of Columbia Circuit issued an order denying 
the appeal. No party sought ~eview of the order denying the appeal. FERC's September 2008 denial of the complaint is 
therefore final. 

In December 2008, PJM submitted amendments to certain provisions governing its RPM capacity market The amendments 
were intended to permit the compensation available to suppliers that provide capacity, including PPL Energy Supply, to 
increase. PJM sought approval of the amendments in time for them to be implemented for the May 2009 capacity auction 
(for service in June 2012 through May 2013). Numerous parties, including PPL, protested PJM's filing. Certain ofthe 
protesting par-ties, other than PPL, proposed changes to the capacity market auction that would result in a reduction in 
compensation to capacity suppliers. The changes proposed by PJM and by other parties in response to PJM proposals could 
significantly affect the compensation available to suppliers of capacity participating in future RPM auctions In March 2009, 
the FERC entered an order approving in part and disappioving in part the changes proposed by PJM. In August 2009, the 
FERC issued an order granting rehearing in part, denying rehearing in part and clarifying its March 2009 order. No iequest 
for rehearing or appeal of the August 2009 order was timely filed. In October 201 0, the August 3009 Older became final and 
will not have a material impact on PPL, PPL Energy Supply or PPL Electric. 

l " - - l - - - l _ l l l l . - ~ l l l l _ _ - - _ _ -  FERC Market-Based Rate Auth- (PPL, PPL Eiierg), Stpply, LICE, LG&E and KU) 

In December 1998, the FERC authorized PPL EnergyPlus to make wholesale sales of electric power and related products at 
market-based rates. In that order, the FERC directed PPL EnergyPlus to file an updated market analysis within three years 
after the order: and every three years thereafter. Since then, periodic market-based rate filings with the FERC have been 
made by PPL EnergyPlus, PPL Electric, PPL Montana and most of PPL Generation's subsidiaries. These filings consisted of 
a Northwest market-based rate filing for PPL Montana and a Northeast market-based rate filing for most of the other PPL 
subsidiaries in PJMs region. In December 2010, PPL filed its market-based rate update for the Eastern region. In January 
201 1, PPL filed the market-based rate update for the Western region. In June 201 1, PPL filed its market-based rate update 
for the Southeast region, including LG&E and KU in addition to PPL EnergyPlus. In June 201 1, the FERC issued an order 
approving LG&E's and KU's request foi a deteimination that they no longer be deemed to have market power in the Big 
Rivers Electric Corporation balancing area and removing restrictions on their market-based rate authoi ity in such region. 

Currently, a seller granted market-based rate authoi ity by the FERC may enter into power contracts during an authorized time 
peiiod. If the FERC deteriniries that the market is not worhably competitive or that the seller possesses market power or is 
not charging "just and reasonable'' rates, it may institute prospective action, but any contracts entered into pursuant to the 
FERC's market-based rate authority remain in effect and are generally subject to a high standard of review before the FERC 
can order changes. Recent court decisions by the U.S. Court of Appeals for the Ninth Circuit have raised issues that may 
inalce it more difficult for the FERC to continue its program of promoting wholesale electricity competition through market- 
based rate authority. These court decisions perniit retroactive rehnds arid a lower standard of review by the FERC for 
cliangirig power contracts, and could have the effect of requiring the FERC in advance to review most, i f  not all, power 
contracts. In June 2008, the U.S. Supreme Court reversed one of the decisions ofthe U S .  Court of Appeals for the Ninth 
Circuit, thereby upholding the higher standard of review for modifying contracts. At this time, PPL, PPL Energy Supply, 
LKE, LG&E and KU cannot predict the impact of these court decisions on the FERC's future maiket-based rate authority 
program 01 on their businesses. 

I_ En= Policy Act of 2005 .I Reliabilitv Standards (PPL,. PPL Eiiergy Supply, PPL Electi-rc, LLE.  LGdE co7d KU) 

The NERC' is responsible for establishing and enforcing mandatory reliability standards (Reliability Standards) regarding the 
bulk power system. The FERC oversees this process and independently enforces the Reliability Standards. 

The Reliability Standards have the force and effect of law and apply to certain users of the bulk power electricity system, 
including electric utility companies, generators and marketers. The FERC has indicated it intends to vigorously enforce the 
Reliability Standards using, among other means, civil penalty authority. Under the Federal Power Act, the FERC may assess 
civil penalties of up to $1 million per day, per violation, for certain violatioiis. The first group of Reliability Standards 
approved by the FERC became effective in June 2007. 
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LGcSrE, KIJ, PPL Electric and certain subsidiaries of PPL Energy Supply monitor their compliance with the Reliability 
Standards and continue to self-report potential violations of certain applicable reliability requirements and submit 
accompanying mitigation plans. The resolution of a number of potential violations is pending. Any regional reliability entity 
determination concerning the resolution of violations of the Reliability Standards remains subject to the approval of the 
NERC and the FERC. PPL, PPL Energy Supply, PPL Electric, L,KE, LG&E and KU cannot predict the outcome of these 
matters, and cannot estimate a range of reasonably possible losses, if any, other than the amounts currently recorded. 

In the course of implementing its program to ensure compliance with the Reliability Standards by those PPL affiliates subject 
to the standards, certain other instances of potential non-compliance may be identified from time to time. 

Environmental Matters - Domestic 

(PPL, PPL Energy Szpply, PPL. Electric, LKE, LG&E aiid KU) 

Due to the environmental issues discussed below or other environmental matters, PPL subsidiaries may be required to 
modify, curtail. replace or cease operating certain facilities or operations to comply with statutes, regulations and other 
requirements of regulatoiy bodies or couits. 

The Clean Air Act addresses, among other things, emissions causing acid deposition, installation of best available control 
technologies for new or substantially modified sources, attainment of national ambient air quality standards, toxic air 
emissions and visibility standards in the U.S. Amendments to the Clean Air Act requiring additional emission reductions 
have been proposed but are unlikely to be introduced or passed in this Congress. The Clean Air Act allows states to develop 
more stringent regulations and in some instances, as discussed below, Kentucky, Pennsylvania and Montana have done so. 

To comply with air related requirements and other environniental requirements as described below, PPL's forecast for capital 
expenditures reflects a best estimate piqjectiori of expenditures that may be required within the next five years. Such 
projections are a combined $3.1 billion for LG&E and KU (which includes $1 00 million for LGSLE and $500 million for KU 
associated with currently approved ECR plans during 20 1 1 through 20 13 to achieve emissions reductions and manage coal 
coinbustions residuals and $1.4 billjoii for LG&E and $1.1 billion for KU associated with the recently requested 201 1 ECR 
Plans for additional expenditures to comply with new cleaii air rules and manage coal combustion residuals) aiid $400 million 
for PPL Energy Supply. Actual costs map be significantly lower or higher depending on the final requireinents. Certain 
environmental conipliance costs incurred by LG&E and KU in serving KPSC jurisdictional customers are subject to recovery 
through the ECR. See Note 6 for additional information on the ECR plan. 

CSAPR (formerly Clean Air Transport Rille) 

I n  July 201 I, the EPA signed the CSAPR which finalizes and renames the Clean Air Transport Rule (Transport Rule) 
proposed i n  August 201 0. The CSAPR replaces the EPA's previous Clean Air Interstate Rule (CAIR) which was struck 
down by the U S .  Court of Appeals for the District of Columbia Circuit [the Court) in July 2008. CAIR subsequeiitly was 
effectively reinstated by the Court in December 2008, pending finalization of the Transport Rule. Like CAIR and the 
proposed Trausport Rule, the CSAPR only applies to PPL,'s generation facilities located in Kentucky and Pennsylvania. 

The CSAPR is meant to facilitate attainment of ambient air quality standards for ozone and fine particulates by requiring 
reductions in sulfur dioxide and nitrogen oxides. The CSAPR establishes a new sulfur dioxide emission allowance cap and 
trade program that is completely independent of, and more stringent than. the current Acid Rain Program. The CSAPR also 
establishes new nitrogen oxide emission allowance cap and trade programs to replace the current programs. All trading is 
more restrictive than previously under CAIR. The CSAPR will be implemented in two phases. 'The first phase of the sulfur 
dioxide and nitrogen oxide emissions caps becomes effective in 2012. The second phase, lowering both of these caps, 
becomes effective in 2014. In October 201 1, the EPA proposed technical adjustments to the CSAPR to account for updated 
data submitted to the agency. Several states and a nuniber of companies have filed petitions for review with the Court 
challenging various provisions of the CSAPR. 

With respect to PPL's competitive generation in Pennsylvania, greater reductions in sulfur dioxide emissions will be required 
beginning in 20 12 under the CSAPR than were required under CAIR. For the initial phase of the rule beginning in 201 2, 
PPL Energy Supply's sulfur dioxide allowance allocations are expected to be greater than the forecasted emissions based on 
present operations of existing sulfur dioxide scrubbers and coal supply. For the second phase beginning in 2014, the further 
reduction in allocations will most likely be met with increased operations of the existing sulfur dioxide scrubbers. With 

73 



respect to nitrogen oxide, the CSAPR provides a slightly higher aniount of allowances than under CAIR foi PPL Energy 
Supply's Pennsylvania plants, but still less than PPL Energy Supply's current forecasted emissions. With uncertainty 
surrounding the trading program, other compliance options ai e being analyzed for the Pennsylvania fleet, such as the 
installation of new technology or modifications of plant operations. 

With respect to LG&E and KU, greater reductions in sulfur dioxide emissions will also be required under the CSAPR 
beginning in 30 12 than were required under CAIR. For the initial phase of the rule beginning in 2012, sulfur dioxide 
allowance allocations are expected to meet the forecasted emissions based on present operations of existing sulfur dioxide 
scrubbers and coal supply. However, by the second phase beginning in 30 14, LG&E and KU will likely have to adopt 
additional measures with respect to the operation and dispatch of their generation fleet, including upgrades or installation of 
new sulfur dioxide scrubbers for certain generating units and retirement of the coal-fired generating units at the Cane Run, 
Green River, and Tyrone plants and replacement of those units with new generation. With respect to nitrogen oxide, the 
CSAPR allocates a slightly higher amount of allowances compared to those allocated under CAIR. With uncertainty 
surrounding the trading program, other compliance options are being analyzed for the Kentucky fleet. LG&E and KU are 
seeking recovery of their expected costs to comply with the CSAPR and certain other EPA requirements through the ECR 
plan filed with the KPSC in June 201 1. See Note 6 for additional infomlation. 

National Ambient Air Quality Standards 

I n  addition to the reductions in sulfur dioxide and nitrogen oxide emissions requiied under the CSAPR for the Pennsylvania 
and Kentucky plants, PPL's plants, including those in Montana, may face further reductions in sulfur dioxide and nitiogen 
oxide emissions as a result of more sti ingent national anibient air quality standards for ozone, nitrogen oside, sulfiir dioxide 
and/or fine particulates. The EPA has recently finalized a new one-hour standard for sulfur dioxide, and states are required to 
identify areas that meet those standards and areas that are in non-attainment. For non-attainment areas, states are required to 
develop plans by 2014 to achieve attainment by 2017. For areas in attainment or unclassifiable, states are required to develop 
maintenance plans by mid-201 3 that demonstrate continued attainnient. PPL, PPL Energy Supply, LKE, LG&E and KU 
anticipate that some of the measures required for compliance with the CSAPR such as upgraded or new sillfur dioxide 
scrubbers at some of their plants or, in the case of LG&E and KU, retirement of the Cane Run, Green River. and Tyrone 
plants, may also be necessary to achieve compliance with new sulfur dioxide standards. if additional reductions were to be 
required, the economic impact to each could be significant. 

Mercury and other Hazardous Air Pollutants 

Citing its authority under the Clean Air Act, in 2005, the EPA issued the Clean Air Mercury Rule (CAMR) affecting coal- 
fired power plants. Since the CAMR was overturned in a 2008 U.S. Circuit Court decision, the EPA is now proceeding to 
develop standards imposing MACT for mercury eniissioris and other hazardous air pollutants from electric generating units. 
Under a recently approved settlement, the EPA was required to issue final MACT standards in 201 1. In  order to develop 
these standards, the EPA has collected information from coal- and oil-fired electric utility steam generating units. In May 
20 1 1,  the EPA published a proposed MACT regulation providing for stringent reductions of mercury and other hazardous air 
pollutants. The proposed rule also provides for a three-year compliance deadline, with the potential for a one-year extension 
as provided under the statute. Based on their assessment of the need to install pollution contiol equipment to meet this rule, 
LG&E and KU have filed requests with the W S C  for environinental cost recovery to facilitate moving forward with plans to 
install environmental controls including sorbent injection and fabric-filter baghouses to remove certain hazardous air 
pollutants. The cost for these controls is reflected in the costs of $1.4 billion for LC& E and $1.1 billion for ICU noted under 
"Air" above. LG&E and ICU have also announced the future retirenient of coal-fired generating units at the Cane Run, Green 
River, and Tyrone plants and have filed requests with the KPSC for replacement of those units with natural gas-fired 
generating units to be constructed or purchased. The potential economic impact on PPL Energy Supply plants, including 
plant closures or other actions, cannot be estimated at this time, however, such impact could be significant. PPL Energy 
Supply, LG&E and KU are continuing to conduct in-depth reviews of the proposed rule 

Regional Haze and Visibility 

The Clean Air Visibility Rule was issued by the EPA in June 2005 to address regional haze or regionally-impaired visibility 
caused by multiple sources over a wide aiea. The rule requires Best Available Retrofit Technology (BART) for certain 
electric generating units. Under the BART rule, PPL subniitted to the PADEP its analyses of the visibility impacts of 
particulate matter emissions from Martins Creek Units 3 and 4, Brunner Island Units 2 and 3 and Montour Units 1 and 2. No 
analysis was submitted for sulfur dioxide or nitrogen oxides, because the EPA detetmined that meeting the requirements for 
the CAIR also satisfies the BART requireinents for those pollutants. Although the EPA has not yet expressly stated that a 
similar approach will be taken under the CSAPR, the EPA has not requested any hrther studies. PPL's analyses have shown 
that, because PPL had already upgraded its particulate emissions controls at Montour Units 1 and 2 and Brunner island 
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Units 2 and 3, further controls are not justified as there would be little corresponding visibility improvement. PPL has not 
received comments from tlie PADEP on these submissions. 

In Montana, the EPA Region 8 is developing the regional haze plan as tlie Montana Departnient of Environmental Quality 
declined to develop a BART state iniplementation plan at this time. PPL submitted to the E,PA its analyses of the visibility 
impacts of sulfur dioxide. nitrogen oxides and particulate matter emissions for Colstrip Units 1 and 2 and Corette. PPL's 
analyses concluded tliat fiiither reductions are not warranted. The EPA responded to PPL,'s reports for Colstrip and Corette 
and requested further information and analysis. PPL completed further analysis and submitted addendunis to its initial 
reports for Colstrip and Corette. In February 2009, PPL received an information request for data related to the non-BART- 
affected emission sources of Colstrip lJnits 3 and 4. PPL responded to this request in March 2009. 

In November 3010, PPL Montana received a request from the EPA Region 8, under the EPA's Reasonable Further Progress 
goals of the Regional Haze Rules. to provide further analysis with respect to Colstrip IJnits 3 and 4. PPL completed a high- 
level analysis of various control options to reduce emissions of sulfur dioside and particulate matter for these units, and 
submitted that analysis to the EPA in January 201 1 .  The analysis shows that any incremental reductions would not be cost 
effective and that further analysis is not warranted. PPL also concluded that further analysis for nitrogen osides was not 
justifiable as these units installed controls under a Consent Decree in which the EPA had previously agreed tliat, when 
implemented, would satisfy the requirements for installing the BART for nitrogen oxides. The EPA has indicated that it does 
not agree with all of PPL's conclusions and has requested additional information to which PPL is responding. Additionally, 
the EPA recently informally indicated to PPL Montana that substantially more reductions iii both nitrogen oxide and sulfur 
dioxide emissions may be required at Colstrip. Discussions with tlie EPA are ongoing with respect to this issue. 

PPL and PPL Energy Supply cannot predict whether any additional reductions in emissions will be required in Pennsylvania 
or Montana. If additional reductions are required, the economic impact could be significaiit depending on what is required. 

LG&E and I<U also submitted analyses of the visibility impacts of their Kentucky BART-eligible sources to tlie Kentucky 
Division for Air Quality (KDAQ). Only LG&E's Mill Creek plant was determined to have a significant regional haze impact. 
The KDAQ has submitted a regional haze state implementation plan (SIP) to the EPA which requites the Mill Creek plant to 
reduce its sulfuric acid mist emissions fr-om Units 3 and 4. After approval of the Kentucky SIP by the EPA and revision of 
the Mill Creek plant's Title V air pennit, L,G&E intends to install sorbent injection controls at the plant to reduce sulfuric acid 
mist emissions. In the event that the EPA determines that compliance with the CSAPR would be insufficient to meet the 
BART requirements, it would be necessary for LG&E and KU to reassess their planned compliance measures. 

New Source Review (NSR) 

The NSR regulations require major new or modified sources of regulated pollutants to receive pre-construction and operating 
permits with limits that prevent the significant deterioration of air quality in areas tliat are in attainment of the ambient air 
quality standards for certain pollutants. 

The EPA has resumed its NSR enforcement efforts targeting coal-fired power plants. The EPA has asserted that niodification 
of these plants has increased their emissions and. consequently, that they are subject to stringent NSR requirements under the 
Clean Air Act. In April 2009, PPL received EPA information requests for its Montour and Brunner Island plants. The 
requests are similar to those that PPL received several years ago for its Colstrip, Corette and Martins Creek plants. PPL, and 
the EPA have exchanged certain information regarding this matter. In January 2009, PPL and other companies that own or 
operate the Keystone plant in Pennsylvania received a notice of violation from the EPA alleging that certain projects were 
undertaken without proper NSR compliance. PPL and PPL Energy Supply cannot predict the outcome of these matters, and 
cannot estimate a range of reasonably possible losses, if any. 

I n  addition, in August 2007, L,G&E and KU received information requests for their Mill Creek, Trimble County, and Ghent 
plants, but have received no further communications from the EPA since providing their responses. PPL, L,KE, LG&E and 
KU cannot predict the outcome of these matters, and cannot estimate a range of reasonably possible losses, if any. 

I n  March 2009, KU received a notice of violation alleging that KlJ violated certain provisions of the Clean Air Act's rules 
governing NSR and prevention of significant deterioration by installing sulfur dioxide scrubbers and SCR controls at its 
Ghetit generating station without assessing potential inci eased sulfuric acid mist emissions. KU contends that the work i n  
question, as pollution control projects, was exempt from tlie requirements cited by the EPA. In December 2009, the EPA 
issued an information request on this matter. KU has exchanged settlement proposals and other information with the EPA 
regarding imposition of additional perniit limits and emission controls and anticipates continued settlement negotiations. In 
addition, any settlement or future litigation could potentially encompass a September 2007 notice of violation alleging 
opacity violations at the plant. Depending on the provisions of a final settlement or the results of litigation, if any, resolution 



of this matter could involve significant increased operating and capital expenditures. PPL, LKE and K U  are currently unable 
to predict the final outcome of this matter, and cannot estimate a range ofreasonably possible losses, if any. 

If PPL subsidiaries are found to have violated NSR regulations, PPL would, among other things, be required to meet permit 
limits reflecting Best Available Control Technology (BACT) for the emissions of any pollutant found to have significantly 
increased due to a major plant modification. The costs to meet such limits, including installation of technology at certain 
units, could be significant. 

States and environmental groups also have initiated enforcennent actions and litigation alleging violations of the NSR 
regulations by coal-fred plants, and PPL is unable to predict whether such actions will be brought against any of PPL's 
plants. 

TC2 Air Perrnit (PPL, L k E ,  LG&E and KU) 

The Siena Club and other environmental groups petitioned the Kentucky Environmental and Public Protection Cabinet to 
overturn the air permit issued for the TC2 baseload generating unit, but the agency upheld the pelmiit in an Order issued in 
September 2007. In response to subsequent petitions by environmental groups, the EPA ordered certain non-material 
changes to the permit which were incorporated into a final revised permit issued by the KDAQ in January 2010. In March 
2010, the environmental groups petitioned the EPA to object to the revised state permit. Until the EPA issues a final ruling 
OTI the pending petition and all available appeals are exhausted, PPL, LKE, LG&E and I W  cannot currently predict the 
outcome of this matter or the potential impact on the capital costs of this project, if any. 

(PPL. PPL Energy Szrpply, LKE. L G 6 E  mid KU) 

Global Climate Change 

There is concern nationally and internationally about global climate change and the possible contribution of GHG emissions 
including, most significantly, carbon dioxide, from the combustion of fossil fuels. This has resulted in increased demands for 
carbon dioxide emission reductions from investors, environmental organizations, govemnent agencies and the international 
community. These demands and concerns have led to federal legislative proposals, actions at regional, state and local levels, 
litigation relating to GHG emissions and the EPA regulations on GHGs. 

Greenhouse Gas Legislation 

While climate change legislation was considered during the 1 11 th Congress, the outcome of the 201 0 elections has halted the 
debate on such legislatioin in the current 112th Congress. The timing and elements of any futuie legislation addressing GHG 
emission reductions are uncertain at this time. I n  the current Congress, legislation barring the EPA koin regulating GHG 
emissions under the existing authority of the Clean Air Act has been passed by the U.S. House of Representatives. Various 
bills providing for barring or delaying the EPA from regulating CHG emissions have been introduced in the U.S. Senate, but 
the prospects for passage of such legislation remain uncertain. At the state level, the 20 I O  elections in Penrisylvania have 
also reduced the likelihood of GHG legislation in the near tenn, and there are curiently no prospects for such legislation in 
Kentucky or Montana. 

Greenhouse Gas Regulations and Tort Litigation 

As a result of the April 2007 U S Supreme Court decision that the EPA has the authority to regulate GHG emissions from 
new motor vehicles under the Clean Air Act, in April 20 IO, the EPA and the U.S. Department of Transpoitation issued new 
light-duty vehicle emissions standards that will apply beginning with 2012 model year vehicles. The EPA has also clarified 
that this standard triggers regulation of GHG emissions from stationary sources under the NSR and Title V opeiating permit 
provisions of the Clean Air Act starting in 201 I .  This means that any new sources or major modifications to existing sources 
causing a net significant emissions increase requires BACT penriit h i t s  fo1 GHGs. The EPA recently proposed guidance 
for conducting a BACT analysis for projects that trigger such a review. In addition, New Source Performance Standards for 
new and esisting power plants were expected to be proposed in September 201 1 and finalized in May 20 12, but this has been 
delayed. The EPA is expected to announce a new schedule for this rulemalting by the end of 201 1. 

At the regional level. ten northeastern states signed a Memorandum of Understanding (MOU) agreeing to establish a GHG 
emission cap-and-trade program, called the Regional Greenhouse Gas Initiative (RGGI). The program coniinenced in 
January 2009 and calls for stabilizing carbon dioxide emissions, at base levels established in 2005, f?om electric power plants 
with capacity greater than 25 MW. The MOU also provides for a 10% reduction in carbon dioxide ernissions from base 
levels by 2019. 
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Pennsylvania has not stated an intention to join the RGGI, but has enacted the Pennsylvania Climate Change Act of 2008 
(PCCA). The PCCA established a Climate Change Advisory Committee to advise the PADEP on the development of a 
Climate Change Action Plan. I n  December 2009, the Advisory Committee finalized its Climate Change Action Report which 
identifies specific actions that could result in reducing GHG emissions by 30?4 by 2020 Sonie of the proposed actions, such 
as a mandatory 5% efficiency improvement at power plants, could be techiiically unachievable. To date, there have been no 
I egulatory or legislative actions taken to implement the recoinmendations of the report. I n  addition, legislation has been 
introduced that would, if enacted, accelerate the solar supply requirements and restrict eligible solar projects to those located 
in Pennsylvania. PPL cannot predict at this time whether this legislation will be enacted. 

Eleven Western states, including Montana and certain Canadian provinces, are members of the Western Climate Initiative 
(WCI). The WCI has established a goal of reducing carbon dioxide emissions 1596 below 2005 levels by 2020 and is 
currently developing GHG emission allocations, offsets, and reporting recommendations. 

In November 2008, the Governor of Kentuchy issued a comprehensive energy plan including non-binding targets aimed at 
promoting improved energy efficiency. development of alternative energy, developnient of carbon capture and sequestration 
projects, and other actions to reduce GHG emissions. In December 2009, the Kentucky Climate Action Plan Council was 
established to develop an action plan addressing potential GHG reductions and related measures. A final plan is expected in 
201 1. The impact of any such plan is not now determinable, but the costs to comply with the plan could be significant. 

A number of lawsuits have been filed asserting coniinon law claims including nuisance, trespass and negligence against 
various companies with GHG emitting facilities, and the law remains unsettled on these claims. In September 2009, the U S. 
Court of Appeals for the Second Circuit in the case of AEP v. Connecticut reversed a federal district court's decision and 
ruled that several states and public interest groups, as well as the City ofNew York, could sue five electric utility companies 
under federal comnion law for allegedly causing a public nuisance as a result of their emissions of GHGs. In June 20 11, the 
U.S. Supreme Court overturned the lower court and held that such federal coininon law claims were displaced by the Clean 
Air Act and regulatory actions of the EPA. In Comer v. Murphy Oil, the U S. Court of Appeals for the Fifth Circuit declined 
to overturii a district court ruling that plaintiffs did not have standing to pursue state common law claims against companies 
that emit GHGs. The complaint in the Comer case named the previous indirect parent of LKE as a defendant based upon 
emissions fi-om the Kentucky plants. I n  January 701 1, the Supreme Court denied a pending petition to reverse the Court of 
Appeals' ruling. In May 20 1 I ,  the plaintiffs in the Comer case filed a substantially similar complaint in federal district court 
in Mississippi against 87 companies, including KU and three other indirect subsidiaries of LKE, under a Mississippi statute 
that allows the re-filing of an action in certain circumstances. Additional litigation in federal and state courts over these 
issues is continuing. PPL, LI<E and K U  cannot predict the outcome of this litigation or estimate a range of reasonably 
possible losses, if any. 

PPL continues to evaluate options for reducing, avoiding, off-setting or sequestering its carbon dioxide emissions. In 20 10. 
PPL's power plants, including PPL's share ofjointly owned assets, emitted approximately 37 million tons of carbon dioxide 
(including 6 million tons of emissions fkom the LKE plants after their acquisition on November 1,2010) compared to 29 
million tons in 2009 without L,G&E and I<U emissions. LG&E's and KU's generating fleets, including their share ofjointly 
owned assets, emitted approximately 19 million tons and approximately 18 million tons of carbon dioxide in 2010, compared 
to approximately 17 million tons and approximately 16 million tons in 2009. All tons are U.S. short tons (2,000 Ibshon). 

Renewable Energy Legislation (PPL und PPL Etiera Supply) 

There has been interest in renewable energy legislation at both the state and federal levels. At the federal level, House and 
Senate bills proposed in the 1 1 Ith Congress would have imposed mandatory renewable energy supply and energy efficiency 
requirements in the 15% to 20% range by approximately 2030. Earlier in the year, there were discussions regarding a Clean 
Energy Standard (CES) that addressed not only renewables but also encouraged clean energy requirements (as yet to be 
defined). At this time, neither the renewable energy debate nor the CES discussion is expected to gain monientuin at the 
federal or state levels (beyond what is otherwise already required in  Pennsylvania and Montana) in the near term. 

PPL believes there are financial, regulatory and logistical uncertainties related to GHG ieductions and the implementation of 
renewable energy mandates. These will need to be resolved before the impact of such requirements on PPL, can be 
meaningfully estimated. Such uncertainties, among others, include the need to provide back-up supply to augment 
intermittent renewable generation, potential generation oversupply that could result from such renewable generation and 
back-up, impacts to PJMs capacity market and the need for substantial changes to transmission and distribution systems to 
accomniodate renewable energy. These uncertainties are not directly addressed by proposed legislation. PPL and PPL 
Energy Supply cannot predict at this time the effect on their future competitive position, results of operation, cash flows and 
financial position, of any GHG emissions, renewable energy mandate or other global climate change requirements that may 
be adopted: although the costs to implement and comply with any such requirements could be significant. 
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WaterIWaste 

Coal Combustion Residuals (CCRs) (PPL. PPL Energy Sipply, LKE, LG&E and KU) 

In June 20 I O ,  the EPA proposed two approaches to regulating the disposal and management of CCRs under the Resoiii ce 
Conservation and Recovery Act (RCRA). CCRs include fly ash. bottom ash and sulhr dioxide scrubber wastes. The first 
approach would regulate CCRs as a hazardous waste undei Subtitle C of the RCRA. This approach would have very 
significant impacts on any coal-fired plant, and would require plants to ietrofit their operations to comply with full hazardous 
waste requirements for the generation of CCRs and associated waste waters through transportation and disposal This would 
also have a negative impact on the beneficial use of CCRs and could eliminate existing markets for CCRs. The second 
app~oach would regulate CCRs as a solid waste under Subtitle D of the RCRA. 'This approach would mainly affect disposal 
and most significantly affect any wet disposal operations. Under this approacli, many of the current markets for beneficial 
uses would not be affected. Currently, PPL expects that several of its plants in Kentucky and Montana could be significantly 
impacted by the requirements of Subtitle D of the RCRA, as these plants are using surface impoundments for management 
and disposal of CCRs. 

The EPA has issued information requests on CCR management practices at numerous plants throughout the power industry 
as it considers whether or not to regulate CCRs as hazaidous waste. PPL has provided information on CCR management 
practices at most of its plants in response to the EPA's requests. I n  addition, the EPA has conducted follow-up inspections to 
evaluate the structural stability of CCR nianagernent facilities at several PPL plants and PPL has implemented certain actions 
in response to recommendations from these inspections. 

The EPA is continuing to evaluate tlie unprecedented number of comments it received on its June 2010 proposed regulations. 
In October 201 1, the EPA issued aNotice of Data Availability (NODA) that requests comments on selected documents that 
the EPA received during the comment period for the proposed regulations. Comments are due on the NODA by November 
201 1. In addition, the US. House of Representatives in October 201 1 approved a bill to modify Subtitle D of the RCRA to 
provide for the proper management and disposal of CCRs and that would preclude the EPA fi om regulating CCRs under 
Subtitle C of the RCRA. The bill has been introduced in the Senate and the prospect for passage of this legislation is 
uncertain. 

In June 2009, the EPA's Office of Enforcement and Compliance Assurance issued a much broader information request to 
Colstrip and 18 other non-affiliated plants, seeking information under the RCRA, the Clean Water Act and the Emergency 
Planning and Cornmunity Right-to-Know Act. PPL responded to the EPA's broader infomiation request. Although the 
EPA's enforcement office issued the request, the EPA has not necessarily concluded that the plants are in violation of any 
EPA requirements. The EPA conducted a multi-media inspection at Colstrip in August 2009 and issued a report in December 
2010 stating that the EPA did not identify any violations of the applicable compliance standards for the Colstrip facility. 

PPL, PPL Energy Supply, LKE, LG&E and KU cannot predict at this time the final requirements of the EPA's CCR 
regulations or potential changes to the RCRA and what impact they would have on their facilities, but the econoinic impact 
could be significant. 

Martins Creek Fly Ash Release (PPL aMd PPL Energy Sipply)  

In 2005, there was a release of approximately 100 million gallons of water containing fly ash fiom a disposal basin at the 
Martins Creek plant used in connection with the operation of the plant's two I50 MW coal-fired generating units. This 
resulted in ash being deposited onto adjacent roadways and fields, and into a nearby creek and tlie Delaware River. PPL 
detemiined that the release was caused by a failure in the disposal basin's discharge structure. PPL conducted extensive 
clean-up and completed studies. in conjunction with a group of natural resource trustees and the Delaware River Basin 
Commission, evaluating the effects of the release on tlie river's sediment, water quality and ecosystem. 

The PADEP filed a complaint in Pennsylvania Commonwealth Court against PPL Martins Creek and PPL Generation, 
alleging violations of various state laws and regulations and seeking penalties and irijunctive relief. PPL and the PADEP 
have settled this matter. The settlement also required PPL to submit a report 011 the completed studies of possible natural 
resource damages. PPL subsequently submitted the assessment report to the Pennsylvania and New Jersey regulatory 
agencies and has continued discussing potential natural resource damages and mitigation options with the agencies. 
Subsequently, in August 201 1 tlie DEP submitted its National Resource Damage Assessment report to the court and to the 
intervenors. The settlement agreement for the Natural Resources Damage Claim has not yet been submitted to the court and 
for public comnients. 

Through September 30,201 1 , PPL Energy Supply has spent $28 million for remediation and related costs and an 
insignificant remediation liability remains on the balance sheet PPL and PPL Energy Supply cannot be certain of the 
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outconie of the natural resource damage assessment or the associated costs, the outcome of any lawsuit that may be brought 
by citizens or businesses or the exact nature of any other regulatory or other legal actions that may be initiated against PPL, 
PPL. Energy Supply or their subsidiaries as a result of the disposal basin release. However, PPL, and PPL Energy Supply 
currently do not expect such outcomes to result in material losses above the amounts currently recorded. 

Seepages and Groundwater Infiltration - Pennsylvania, Montana and Kentucky 

(PPL, PPL Energy Supply, LKE, LGBE uiid KU) 

Seepages or groundwater infiltration have been detected at active and retired wastewater basins and landfills at various PPI, 
plants. PPL has completed or is completing assessments of seepages or groundwater infiltration at various facilities and is 
working with agencies to implement abatement measures, where required. A range of reasonably possible losses cannot 
currently be estimated. 

In 2007, six plaintiffs filed a lawsuit in the Montana Sixteenth Judicial District Court against the Colstrip plant owners 
asserting property damage claims fiom seepage from wastewater ponds at Colstrip. A settlement agreement was reached in 
July 30 10, but certain of the plaintiffs later argued that tlie settlement was not final. The Colstrip plant ownei s filed a motion 
to enforce the settlement and in October 201 1 the court granted the motion and ordered the settlement to be completed in 60 
days. It is not known if the plaintiffs will appeal the October order. The settlement is not yet final, and may not be honored 
by the plaintiffs, but PPL, Montana's share is not expected to be significant. 

Conemaugh River Discharges (PPL and PPL Eiiergy Saippl!:) 

I n  April 2007, PennEnvironnient and the Sierra Club brought a Clean Water Act citizen suit in  the IJS. District Court for the 
Western District of Pennsylvania (the Western District Court) against GenOn Northeast Management Company (then known 
as Reliant Energy Northeast Management Company) (GeiiOn), as operator of Conemaugh Generating Station (CGS), seeking 
civil penalties and injunctive relief for alleged violations of CGS's NPDES water discharge permit. A PPL Energy Supply 
subsidiary holds a 16.25% undivided, tenant-in-common ownership interest in CGS. 

Throughout the relevant time period, the operators of CGS have worked closely with the PADEP to ensure that the facility is 
operated in a manner that does not cause any adverse environmental impacts to the Conemaugh River, a waterway already 
significantly impacted by discharges from abandoned coal mines and other historical industrial activity with respect to which 
neither PPL nor CGS had any involvement. Pursuant to a Consent Order and Agreement between the PADEP and GenOn 
(the CGS COA), a variety of studies have been conducted, a water treatment facility for cooling tower blowdown has been 
designed and built, and a second treatment facility for sulfur dioxide scrubber waste water has been designed (and is awaiting 
final PADEP approval for construction), all in order to comply with the stringent limits set out in CGS's NPDES permit. 

Ln March 201 1 ,  the Western District Court entered a partial summary judgment in the plaintiffs' favor, declaring that 
discharges from CGS violated the NPDES pennit. Subsequently, the parties agreed to settle the dispute and in August 20 1 1 
the court entered a Consent Decree and Order resolving the mater. PPL Energy Supply's share of the settlement is not 
significant. 

Other Issues (PPL. PPL Energ?, Sipply, LKE, LG& E and KU) 

In 2006. the EPA significantly decreased to 10 parts per billion (ppb) the drinking water standards related to arsenic. In 
Pennsylvania, Montana and Kentucky, this arsenic standard has been incorporated into tlie states' water quality standards and 
could result in more stringent limits in NPDES pemiits for PPL.'s Pennsylvania, Montana and Kentucky plants. 
Subsequently, the EPA developed a draft risk assessment for arsenic that increases the cancer risk exposure by more than 20 
times, which would lower the current standard from 10 ppb to 0.1 ppb. If the lower standard becomes effective, costly 
treatment would be required to attempt to meet the standard and, at this time, there is no assurance that it could be achieved. 
PPL, PPL, Energy Supply, LICE, L,G&E and K l i  cannot predict the outcome of the draft risk assessment and what impact, if 
any, it would have on their facilities, but the costs could be significant. 

The EPA is reassessing its polychlorinated biphenyls (PCB) regulations under the Toxics Substance Coutrol Act, which 
currently allow certain PCB articles to remain in  use. I n  April 3010, the EPA issued an Advanced Notice of Proposed 
Rulemaking for changes to these iegulations This rulemaliing could lead to a phase-out of all PCB-containing equipment. 
PPL, PPL Energy Supply, LKE, L,G&E and KIJ cannot predict at this time the outcome of these proposed EPA regulations 
and what impact, if any, they would have on their facilities, but the costs could be significant. 
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The EPA fmalized requirements in  2004 for new or modified cooling water intaLe structures. These requirements affect 
where generating facilities are built, establish intake design standards and could lead to requirements for cooling towers at 
new and modified power plants. Another rule, finalized in 2004, that addressed existing structures was withdrawn following 
a 7007 decision by the U S .  Court of Appeals for the Second Circuit. In 2009, however, the U.S. Supreme Court ruled that 
the EPA has discretioii to use cost-benefit analysis in determining the best technology available for minimizing adverse 
environmental impact to aquatic organisms. The EPA published the proposed rule in April 20 1 1. The comment period 
ended in August 201 1 The EPA is evaluating comrnerits and meeting with industry groups to discuss options. The final rule 
is to be issued by July 2012. The industiy and PPL reviewed the proposed rule and submitted comments. The proposed rule 
contains two requirements to reduce impact to aquatic organisms. The first requires all existing facilities to meet standards 
for the reduction of mortality of aquatic organisms that become trapped against water intake screens regardless of the levels 
of mortality actually occurring or the cost of achieving the requirements. The second requirement is to determine and install 
best technology available to reduce mortality of aquatic organism that are pulled through the plant's cooling water system. 
A form of cost-benefit analysis is allowed for this second requirement This process involves a site-specific evaluation based 
on nine factors including impacts to energy delivery reliability and remaining useful life of the plant. Since the rule is written 
to allow for certain site-specific determinations of the best technology available, state implementation of the rule could 
impose requirements that could result in significant costs to PPL plants ranging from installation of fine mesh screens on 
cooling water intakes to construction of cooling towers. PPL, PPL Energy Supply, LKE, LG&E and ICU will be unable to 
determine the exact impact until a final rule is issued and the required studies have been completed. 

I n  October 2009, the EPA released its Final Detailed Sttidy of the Steam Electric Power Generating effluent limitations 
guidelines and standards. Final regulations are expected to be effective in January 2014. PPL expects the revised guidelines 
and standards to be more stringent than the current standards especially for sulfur dioxide scrubber wastewater arid ash basin 
discharges, wliich could result i n  more stringent dischaige perinit limits. In the interim, PPL is unable to predict whether the 
EPA and the states may impose more stringent limits on a case-by-case best professional judgment basis under existing 
authority as permits are renewed. 

PPL has signed a Consent Order and Agreement (the Brunner COA) with tlie PADEP under which it agreed, under certain 
conditions, to take further actions to minimize the possibility of fish kills at its Bruiiner Island plant. Fish are attracted to 
warin water in the power plant discharge channel, especially during cold weather. Debris at intake pumps can result in a unit 
trip or reduction in load, causing a sudden change in water temperature. PPL has committed to construct a barrier to prevent 
debris fiom enteving the river water intake area, pending receipt of regulatoiy permits, at a cost of approximately $4 million. 

PPL has also investigated alternatives to exclude fish from the discharge channel and submitted three alternatives to the 
PADEP. According to the Brunner COA, once the cooling towers at Brunner Island became operational, PPL must 
implement one of these fish exclusion alternatives if a fish I d 1  occurs in the discharge channel due to thermal impacts from 
the plant Following start-up of the cooling towers in April 2010, several hundred dead fish were found in the cooling tower 
intake basket although there were no sudden changes in watei temperature. In the third quarter of 20 10, PPL discussed this 
matter with the PADEP and both parties agreed that this condition was not one anticipated by the Brunner COA, thereby 
concluding it did not trigger a need to implement a fish exclusion project. At this time, no fish exclusioii project is planned. 

In May 2010, the Kentucky Waterways Alliance and other environmental groups filed a petition with the ICentucky Energy 
and Environrnent Cabinet challenging the Keiitucky Pollutant Discharge Elimination System permit issued in April 20 10, 
which covers water discharges ffom the Trinible County station. In November 2010, the Cabinet issued a final order 
upholding the pennit. In December 20 I O ,  the environmental groups appealed the order to Triinble Circuit Court. PPL, LICE, 
LG&E, and KU are unable to predict the outcome of this matter or estimate a range of reasonably possible losses, if any. 

(PPL. PPL Energ?) Supply, PPL Electric, LKE,  LG&E mid KU) 

- Superfund and Other Rernediation 

PPL Electric is a potentially responsible party at several sites listed by the EPA under the federal Superfund pIograin. 
including the Coluinbia Gas Plant site, the Metal Banh site and the Ward Transformer site. Clean-up actions have been or are 
being undertaken at all of these sites, tlie costs of which have not been significant to PPL Electric. However, should the EPA 
require different or additional measures in the future, or should PPL Electric's share of costs at multi-party sites increase 
significantly inore than currently expected, the costs could be significant. 

PPL Electric, LG&E and ICU are remediatirig or have completed the remediation of several sites that were not addressed 
under a regulatory program such as Superfund, but for which PPL Electric, LG&E and KU may be liable for remediation. 
These include a nurriber of former coal gas manufacturing facilities in Pennsylvania and Kentucky previously owned or 
opeiated or currently owned by predecessors or affiliates of PPL Electric, LG&E and KU. There are additional sites, 
formerly owned or operated by PPL Electric, LG&E and 1CU predecessois or affiliates, for which PPL Electric, LG&E and 
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IUJ lack information on current site conditions and are therefore unable to predict what, if any, potential liability they may 
have. 

In June 3-01 1, Lepore-Moyers Partnership (LMP) filed a complaint in federal district court against PPL Electric, UGI 
Corporation and a neighboring property owner relating to contamination allegedly emanating from the former Mount Joy 
Manufactured Gas Plant (MGP) site located in Lancaster County, Pennsylvania. LMP owns property adjacent to the Mount 
Joy MGP site and claims that environmental testing done on its property indicates tlie presence of volatile organic 
compounds in the soil and/or groundwater. LMP claims that defendants are responsible for, among other things, the 
reimbursement of costs, future iesponse costs, investigation and remediation of the contamination, and damages caused by 
the contamination. PPL Electric cannot estimate a range of reasonably possible losses, if any, or predict tlie outcome of this 
in atter . 

Depending on the outcome of investigations at sites where investigations have not begun or been completed or developments 
at sites for which PPL currently lacks information, the costs of remediation and other liabilities could be substantial. PPL and 
its subsidiaries also could incur other non-remediation costs at sites included in  current consent orders or other contaminated 
sites which could be significant. PPL i s  unable to estimate a range of reasonably possible losses, if any, related to these 
matters. 

The EPA is evaluating the risks associated with polycyclic aromatic hydrocarbons and naphthalene, chemical by-products of 
coal gas manufacturing. As a result of the EPA's evaluation. individual states may establish stricter standards for water 
quality and soil cleanup. This could require seveial PPL subsidiaries to take more extensive assessment and remedial actions 
at forniei coal gas manufacturing facilities. PPL cannot estimate a range of reasonably possible losses, if any, related to these 
matters. 

Under the Pennsylvania Clean Streams Law, subsidiaries of PPL Generation ale obligated to remediate acid mine drainage at 
former mine sites and may be required to take additional steps to prevent potential acid mine drainage at previously capped 
refuse piles. One PPL Generation subsidiary is pumping mine water at two niine sites and tieating water at one of these sites. 
Another PPL, Generation subsidiary has installed a passive wetlands treatment system at a third site. At September 30,201 I ,  
PPL Energy Supply had accrued a discounted liability of $26 niillion to cover the costs of pumping and treating groundwater 
at the two mine sites for SO years and for operating and maintaining passive wetlands treatment at the third site. PPL Energy 
Supply discounted this liability based 011 risk-free rates at the time of the mine closures. The weighted-average rate used was 
8.16Yo. Expected undiscounted payments are estimated at $2 million for 201 1 , $1 niillion for each of the years froin 201 2 
through 2014, $2 inillion for 2015, and $137 million for work after 2015. 

From time to time, PPL undertakes remedial action i n  response to spills or other releases at various on-site and off-site 
locations, negotiates with the EPA and state and local agencies regarding actions necessary for compliance with applicable 
requirements, negotiates with property owners and other third parties alleging impacts from PPL's operations, and undertakes 
siniilar actions necessaiy to resolve environmental matters which arise in the course of nonnal operations. Based on analyses 
to date, resolutioii of these general environniental matters is not expected to have a material adverse impact on PPL's 
operat ions. 

Future cleanup or remediation work at sites currently under review, or at sites not currently identified, way result in material 
additional costs for PPL, PPL Energy Supply, PPL, Electric, LICE, LG&E and KLJ. 

Electric and Magnetic Fields 

Concerns have been expressed by some members of the public regarding potential health effects of power frequency EMFs, 
which are emitted by all devices carrying electricity, including electric transmission and distribution lines and substation 
equipment. Government officials in the 1J.S. and the tJ"K" have reviewed this issue. The U.S. National Institute of 
Environmental Health Sciences concluded in 2002 that, for most health outcomes, there is no evidence that EMFs cause 
adverse effects. The agency furthei noted that there is some epidemiological evidence of an association with chjldliood 
leul<emia, but that the evidence is difficult to interpret without supporting laboratory evidence. The U.K. National 
Radiological Protection Board (part of the U.K. Health Protection Agency) concluded in 2004 that, while tlie reseaicli on 
EMFs does not provide a basis to find that EMFs cause any illness, there is a basis to consider precautionaiy nieasures 
beyond existing expostire guidelines. The Stakeholder Group 011 Extremely Low Frequency EMF, set up by the 1J"K. 
Government, has issued two reports, one in April 2007 and one in June 2010, describing options for reducing public exposure 
to EMF. The U.K. Government responded to the first report in 2009, agreeing to some of the proposals, including a proposed 
voluntary code to optimally phase 132 kilovolt overhead lines to reduce public exposure to EMF where it is cost effective to 
do so. The U.K. Government is currently considering the second report which concentrates on EMF exposure from 
distribution systems. PPL and its subsidiaries believe the current efforts to determine whether EMFs cause adverse liealtli 
effects should continue and are taking steps to reduce EMFs, where practical, in the design of new transmission and 
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distribution facilities. PPL and its subsidiaries are unable to predict what effect, if any, the EMF issue might have on their 
operations and facilities either in the U.S. or the U.K., and the associated cost, or what, if any, liabilities they might incur 
related to tlie EMF issue. 

Environmental Matters - WPD (PPL) 

WPD's distribution businesses are subject to environmental regulatory and statutory requireinents. PPL believes that WPD 
has taken and continues to take measures to comply with the applicable laws and goveinmental regulations for the protection 
of the environment. 

The U.IC Governnient has requested that utilities undertake projects to alleviate the impact of flooding on the U.K. utility 
infrastructure, including major electricity substations. WPD has agreed with the Ofgeni to spend $46 million on flood 
prevention, which will be recovered through rates during the five-year period commencing April 20 IO.  WPD is currently 
liaising on site-specific proposals with local offices of a U.K. Government agency. 

The U.K. Government recently passed legislation that imposes a duty on certain companies, including WPD, to report on 
climate change adaptation. The first information request was received by WPD in March 2010 and submissions for all four 
distribution network operators were made in June 20 1 1 Responses to these reports fiom the U.K. Government are expected 
by the end of 201 I .  WPD has worked with other U.K. electricity network operators to undertake research with the 
internationally recognized U.K. Met Office (the national weather service) and to report using common agreed methodology. 

There are no other material legal or administrative proceedings pending against or related to WPD with respect to 
environmental matters. See "Electric and Magnetic Fields" above for a discussion of EMFs. 

Nuclear Insurance (PPL atid PPL Etlergy Szpply) 

PPL Susquehanna is a member of certain insurance programs that provide coverage for property damage to members' nuclear 
generating plants. Facilities at the Susquehanna plant are insured against property damage losses up to $2.75 billion under these 
progranis. PPL Susquehanna is also a member of an insurance program that provides insurance coverage for the cost of 
replacement power during prolonged outages of nuclear units caused by certain specified conditions. 

Under the property and replacement power insurance program, PPL Susquehanna could be assessed retroactive prem iums in 
the event ofthe insurers' adverse loss experience. At September 30,201 1, this maxiiriuni assessment was $44 million. 

In the event of a nuclear incident at the Susquehanna plant, PPL Susquehanna's public liability for claims resulting from such 
incident would be limited to $12.6 billion under provisions of The Price-Anderson Act Arnendments under the Energy Policy 
Act of 2005 PPL Susquehanna is protected against this liability by a conibination of coininercial insurance and an industry 
assessment program 

I n  the event of a nuclear incident at any of the reactors covered by The Price-Anderson Act Ainendments under tlie Energy 
Policy Act of2005, PPL Susyuehanna could be assessed up to $235 million per incident, payable at $35 inillion per year. 

At September 30,201 1, the property, replacement power and nuclear incident insurers maintained an A.M. Best financial 
strength rating of A ("Excellent"). 

Employee Relations (PPL, LKE and KU) 

In July 201 1, KU and its employees represented by the United Steelworkel s of America agreed to a six-month extension of 
their current collective bargaining agreement, previously scheduled to expire in August 20 1 1, which extension includes a 3% 
wage increase through the new expiration date. In July 201 1, I<U and its employees represented by IBEW Local 2100 
completed annual reopener negotiations and agreed to a 3% wage increase. 

Guarantees arid Other Assurances 

(PPL, PPL Energy Sr'pplv, PPL Electric, LKE, LG&E arid KUI 

I n  the noimal course of business, PPL, PPL Energy Supply, PPL Electric, LICE, LG&E and KU enter into agreements that 
provide financial performance assurance to third parties on behalf of certain subsidiaries. Such agreements include, for 
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example, guarantees, stand-by letters of credit issued by fiancial institutions and surety bonds issued by insurance 
companies. These agreements are entered into primarily to support or enhance the creditworthiness attributed to a subsidiary 
on a stand-alone basis or to facilitate tlie commercial activities in which these subsidiaries enter. 

(PPLJ 

PPL fiilly and unconditionally guarantees all of the debt securities of PPL Capital Funding. 

(PPL. PPL Giei*gv Suppi), L.KE, LG& E nnd KU) 

The table below details guarantees provided as of September 30,201 1. The total recorded liability at September 30,201 1 
and December 31,2010, was $16 million and $14 million for PPL and$l 1 million for both periods for LKE. Other than as 
noted in the descriptions for "WPD guarantee of pension and other obligations of unconsolidated entities," the probability of 
expected paynientlperfoniiance under each of these guarantees is remote. 

__ PPL 
Indeninilications for sale of PPL Gas Utilities 
Indemnifications related to the WPD hlidlands acquisition 
WPD indemnifications for entities in liquidation and sales of assets 
WPL) guarantee 01 pension and other obligations o l  unconsolidated entities 
Tax iiidemnification related to unconsolidated WPD affiliates 

PI'L Enerev S u ~ p I v  
Letters of credit issued on behalfofafl~liates 
Reti ospective premiums under nuclear insurance programs 
Nuclear claims assessnient under The Pricc-Anderson Act Amendments undcr Tlie Energy Policy Act of 2005 
tndeniiiifications for sales of assets 
tndemiiificalion to operators ofjointly owned facilities 
Guarantee of a portion of a divested unconsolidated entity's debt 

LICE (n) 
Indeninification of lease termination and other divestitures 

LG&E and KIJ ( n l  
LG&E and l<U guarantee ofshortbll related to OVEC 

Expostire at 
Septenihrr 30,2011 (a) 

20 (11) 

44 ( i )  
2.35 6 )  
,338 (k) 

6 (1) 
22 ( m )  

301 ( 0 )  

Expiration 
Date___- 

2013 - 2018 
2015 
7012 

201 1 - 2014 

2012 -2025 

LOIS 

2021 - 202.3 

2040 

Represcnts the estimated maximum potential amount of future paymcnts that could be required to be made under tlie guarantee. 
PI'L. has provided indemnification to the purchaser of PPL Gas Iltilities and Penn Fuel Propane. LLC for daniages arising out of any breach of the 
representations, warranties and covenants under the related transaction agreement and for damages arising oul olcertain other matters. including 
certain pre-closing unknown environmental liabilities relating to former manufactured gas plant properties or off-site disposal sites. if any, outside of 
Pennsylvania. The indemnification provisions for most representations and warranties, including tax and environmental matters, are capped at $45 
million. in the aggregate. and are triggered ( i )  only if  the individual claim exceeds $50,000, and (ii) only if. and only to the extent that, in  the aggregate. 
total claims exceed $4 5 million The indemnification provisions for most represenlalions and warranties expired on September 30. 2009 without any 
claims having been made Certain representations and warranties, including those having to do with transaction authorization and title. survive 
indefinitely: ale capped at the purchase price and are not subject lo tlie above threshold or deductible l'lie indemnification provision for the tax 
matters representations survives for the duralion of the applicable stalute of limitations, and the indemnification provision for the environmental 
matters representations survives for a period of three years after tlie transaction closing Tlic indemnification provision for the environmental matters 
representations expired on September 30: 20 I 1  without any claims having been made. The indemnification for covenants sunlives until the applicable 
covenant is performed and is not subject to any cap. 
WPD Midlands Holdings Limited (formerly Central Nchvorks Limited) liad agreed prior to the acquisition to indcninitjl certain former directors of a 
'1'urliish entity i n  which WPD Midlands Holdings Limited previously owned an interest for any liabilities tliat may arise as a result ofan investigation 
by Turkish tax authorities. and PPL WEM has received a cross-indemnity from EON AG with respect to these indemnification obligations 
Additionally, PPL. subsidiaries agreed to provide indciiinifications to subsidiaries of E ON AG for certain liabilities relating to properties and assets 
owned by affiliates 01-E ON AG that were or are to be transferred to WPD Midlands in connection with the acquisition Tlie maximum exposure and 
expiration of these indemnifications cannot be estimated because tlie maximum potenlial liability is not capped by and there is n o  expiration date in the 
transaction documents. 
I n  connection with the liquidation of wholly owned subsidiaries tliat have been deconsolidated upon turning the entities over to the liquidators, certain 
affiliates of PPL. Global have agreed t mnify the liquidators. directors and/or the entities theniselves for any liabilities or expenses arising during 
the liquidation process. including liab and expenses of the entities placed into liquidation In some c t e s .  tlic indemnifications are limited to a 
maximum amount that is based 011 distributions made from the subsidiary to its parent either prioi or subsequent Lo being placed into liquidation In 
other cases. the maximum amount of the indemnifications is not explicitly stated in the agreements. The indemnifications generally expire hvo to 
sevcn years subsequent to the date of dissolution of the entities The exposure notcd only includes those cases in which the agreements provide for a 
specific l imit  on the amount of the inderm1ification. and the expiration date was based on an estimate of the dissolution date ofthe entities. 

In connection with their sales of various busincsses, WPD and its affiliates have provided the purchasers with indemnifications that are standard for 
such transactions. including indemnifications for certain pie-esisting liabilities and environmental and tax matters I n  addition. in connectioii with 
certain of thesc sales. WPD and its affiliates have agreed to continue tlicir obligations undcr existing third-party guarantccs, either for a set period of 
time following the transactions or upon the condition that the purchasers make reasonable efforts to terminate the guarantees Finally, WPD and its 
affiliates remain secondarily responsible for lease payments under certain leases that they have assigned to third parties 
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('PPL,, PPL Ener,q)f Supply. PPL, Electric, L J Z ,  LGBE cind KU) 

PPL,, PPL Energy Supply, PPL Electric, LKE, LG&E and KU and their subsidiaries provide other miscellaneous guarantees 
through contracts entered into in the nonnal course of business. These guarantees are primarily in the form of 
indemnification or warranties related to services or equipment and vary in duration. The amounts of these guarantees often 
are not explicitly stated, and the overall maximum amount of the obligation under such guarantees cannot be reasonably 
estimated. Historically, PPL and its subsidiaries have not made any significant payments with respect to these types of 
guarantees and the probability of payment/perforniance under these guarantees is remote. 

PPL, on behalf of itself and certain of its subsidiaries, maintains iiisuraiice that covers liability assumed under contract for 
bodily injury and property damage. The coverage requires a maxiniuni $4 inillion deductible per occurrence and provides 
maxiinuni aggregate coverage of $200 million. This insurance may be applicable to obligations under certain of these 
contractual arrangements. 

11. Related Party Transactions 

PLR ContractslPurchase of Accounts Receivable (PPL E17eIyp S ~ L ~ I ~ I :  m7d P P L  Electric) 

PPL Electric holds competitive solicitations for PLR generation supply. See Note 10 for additional information on the 
solicitations. PPL EnergyPlus has been awarded a portion of the supply. PPL Electric's purchases from PPL EneigyPlus 
totaled $5 inillion and $15 million for the three and nine nionths ended September 30,201 1 and $71 niillion and $250 million 
during the same periods iii 20 10, and are included in the Statements of Income as "Wholesale energy marketing to affiliate" 
by PPL Energy Supply and as "Energy purchases fiom affiliate" by PPL Electric. 

Under the standard Supply Master Agreement for the bid solicitation process, PPL Electric requires all suppliers to post 
collateral once credit exposures exceed defined credit limits. In no instance is PPL Electric required to post collateral to 
suppliers under these supply contracts. PPI., EnergyPlus is required to post collateral with PPL Electric: (a) when the market 
price of electricity to be delivered by PPL EnergyPIus exceeds the contract price for the forecasted quantity of electricity to 
be delivered and (b) this market price exposure exceeds a contractual credit limit. Based on the current credit rating of PPL 
Energy Supply, as guarantor, this credit limit is $3.5 niillion at September 30,20 1 1. 

PPL Electric's customers may elect to procure generation supply from an alternative supplier. See Note 2 for additional 
information regarding PPL Electric's purchases of accounts receivable from alternative suppliers, including PPL, EnergyPlus. 

At September 30: 201 1, PPL Energy Supply had a net credit exposure of $16 million to PPL Electric from its commitment as 
a PLR supplier and froni the sale of its accounts receivable to PPL Electric. 

Wholesale Sales and Purchases (LCRE ui7d KlJ) 

LG&E and ICU jointly dispatch their generation units with the lowest cost generation used to serve theii retail native load. 
When LG&E has excess generation capacity after serving its own retail native load and its generation cost is lower than that 
of KU, KlJ purchases electricity from LG&E. When KIJ has excess generation capacity after serving its own retail native 
load and its generation cost is lower than that of L,G&E, LG&E purchases electricity from KU. These transactions are 
recorded by each company as intercompany wholesale sales and purchases i n  the Statements of Income as "Electric revenue 
from affiliate" and "Energy purchases from affiliate" and are recorded by each company at a price equal to the seller's 
variable cost. Savings realized from such intercompany electricity purchasing, instead of generating from their own higher 
cost units or purchasing from the market. are shared equally between the two conipanies. The volume of energy each 
company has to sell to the other is dependent on its native load needs and its available generation. 

Intercompany electric revenues and energy purchases for the periods ended September 30 were as follows. 

LGGE sales and K U  piirchases 
LGGE purchases and KIJ sales 

Three klontiis Nine Rlonths 

Predecessor S w x s s o r  """-----_" Successor Predecessor 

7 3 
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Allocations of PPL Services Costs (PPL Energy Supply, PPL Electric mid L k E )  

201 1 

PPL Services provides corporate functions such as financial, legal, liuinan resources and infonnation technology services 
PPL Services charges the respective PPL siibsidiaries for the cost of certain services when they can be specifically identified. 
The cost of services that is not directly charged to PPL subsidiaries is allocated to applicable subsidiaries based on an average 
of'the subsidiaries' relative invested capital, operation and maintenance expenses and number of employees. PPL Services 
allocated the following amounts, which PPL management believes are reasonable, including amounts applied to accounts that 
are further distributed between capital and expense for the periods ended September 30. 

2010 7-01 1 

PPL Energy Supply 
PPL Electi,ic 
LKE 

Successor 

$ 51 
44 
26 

-...- Three Months Nine Months 

s 44 $ 55 $ I38 $ 170 
34 36 108 101 

3 n/d 12 n/a 

201 I 2010 201 I 2010 -,, 

Predecessor Successor 

$ 42 $ 134 
53 148 
28 82 

Intercompany Billings (LG&E atld KU) 

LG&E and I<U Services Company provides LG&E and KU with a variety of centralized administrative, management and 
support services. Associated charges include payroll taxes paid by LG&E and K U  Services Company on behalf of LG&E 
and KU, labor and burdens of LG&E and K U  Services Company employees performing services for LG&E and KU, coal 
purcliases and other vouchers paid by LG&E and I<U Services Company on behalf of LG&E and I<U. The cost of these 
services is directly charged to the company, or for general costs which cannot be directly attributed, charged based on 
pi edetermined allocation factors, including the following ratios: number of customers, total assets, revenues, number of 
employees andor other statistical infonnation. These costs are charged on an actual cost basis. 

In addition, LG&E and KU provide services to each other and to LG&E and KU Services Company. Billings between 
LG&E and ICU relate to labor and overheads associated with union and hourly employees perforniing work for the other 
company, charges related to jointly-owned generating units and other miscellaneous charges. Tax settlements between LKE 
and LG&E and I<U are reimbursed through LG&E and I<U Services Company. 

LG&E and K U  Services Company allocated these amounts, which LKE management believes are reasonable, including 
amounts that are further distributed between capital and expense for the periods ended September 30. Intercompany billings 
for the periods ended September 30 were as follows. 

LG&E and K U  Services Company billing to LGBrE 
LG&E acid K U  Services Coiiipany billing to K U  
LG&E billings to K U  
KIJ billings to LGBE 

I_ 

onths 
2010 

Predecessor- 

$ 153 
170 
47 

1 

Intercompany Borrowings 

(PPL Eiiergs Sipply) 

A PPL Energy Supply subsidiary holds revolving lines of credit from certain affiliates. There were no balances outstanding 
at September 30,201 1 and December 31,2010. Interest earned on the borrowings was not significant for the three months 
ended September 30,201 1 and for the three and nine months ended September 30.201 0. For the nine months ended 
September 30,201 1, interest earned on the borrowings was $6 million, substantially all of which was attributable to 
borrowings by PPL Energy Funding that had an average interest rate of 3.73% for the nine months ended September 30, 
2011. 

(LKE) 

After PPL's acquisition of LKE in November 2010, LKE held a note receivable from a PPL affiliate. At September 30,201 1 ,  
$53 million was outstanding compared with $6 1 million at December 3 1,2010. The interest rate on the outstanding 
borrowing at September 30,201 1, was 2.22%. During the three and nine months ended September 30,201 I ,  interest income 
on this note was not significant. 
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LKE maintains a $300 million revolving line of credit with a PPL Eneigy Supply subsidiary whereby LICE can borrow fknds 
on a short-term basis at market-based rates. The interest rates on borrowings are equal to one-month LIBOR plus a spread. 
There was no balance outstanding at Septein ber 30,20 1 1 or December 3 1,20 10. 

Interest expense incurred on the revolving line of credit with the PPL Energy Supply subsidiary was not significant for the 
three and nine months ended September 30,20 1 1.  

Prior to PPL's acquisition of LKE in November 20 I O ,  LKE had revolving credit facilities and several short-term and long- 
term loans with its former €.ON AG affiliates. During the three and nine months ended September 30,2010, LKE incurred 
interest expense on these debt arrangements of $39 million and $1 18 million which is included in the Statements of Income 
as "Interest Expense with Affiliate." The consolidated debt had a weighted-average interest rate of 2.06% at September 30, 
201 0. Any such borrowings we1 e repaid in 20 I O  prior to or at the time of the acquisition by PPL. 

(ZG&E) 

LG&E participates i n  an intercompany money pool agreement whereby LICE and/or I<U malie available to LG&E funds up to 
$400 million at market-based rates (based on highly-rated commercial paper issues). At September 30,20 1 1, there was no 
balance outstanding. At December 31,2010, $12 inillion was outstanding. The interest rate for the period ended 
December 31,201 0 was 0.25?6. 

Interest expense incurred on the money pool agreement with LICE and/or K U  was not significant for the three and nine 
months ended September 30,201 1 and 2010. 

Prior to PPL's acquisition of LKE in November 3-010, LG&E had long-term loans from its fonner E.ON AG affiliates. 
During the thee and nine months ended September 30, 201 0, LG&E incurred interest expense related to these debt 
arrangements of $6 million and $20 million. The long-term loans had a weighted-average interest rate of 5.490/6 at 
September 30,20 10. Any such borrowings were repaid in 20 10 prior to or at the time of the acquisition by PPL. 

I<U participates in an intercompany money pool agreement whereby L,KE and/or LG&E make available to KU funds up to 
$400 million at market-based rates (based on highly rated conimercial paper issues). At September 30,201 1, there was no 
balance outstanding. At December 3 1. 20 10, $10 million was outstanding. The interest rate for the period ended 
December 3 1,20 I 0 was 0.25%. 

Interest expense incurred on the money pool agreement with LICE and/or LG&E was not significant for the three and nine 
months ended September 30,201 I and 2010. 

Prior to PPL's acquisition of LICE in November 201 0, KIJ had long-term loans from its former E.ON AG affiliates. During 
the three and nine months erided September 30,2010, KU incuried interest espense on these debt arrangements of $18 
inilliou and $55 million. The long-term loans had a weighted-aveiage interest rate of 5.50% at September 30, 201 0. Any 
such borrowings were repaid iii 2010 prior to or at the time of the acquisition by PPL. 

Trademark Royalties 

A PPL subsidiaiy owns PPL trademarks and bills certain affiliates for their use. PPL, Energy Supply was allocated $1 0 
million aod $30 million of this license fee for the three and nine months ended September 30,201 I and 2010. These 
allocations are primarily included in "Other operation and niainteuance" on the Statements of Income. 

Distribution of Interest in PPL Global to Parent 

In January 201 1: PPL Energy Supply distributed its membership interest in PPL Global to its parent, PPL Energy Funding. 
See Note 8 for additional information. 

Intercompany Insurance (PPI!. Electric) 

PPL. Power Insurance Ltd. (PPL Power Insurance) is a subsidiary of PPL, that provides insurance coverage to PPL, and its 
subsidiaries for property damage, general/public liability and workers' compensation. 
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Due to damages resulting from several PUC-reportable storms that occurred during the three and nine months ended 
September 30,201 I, PPL Electric has exceeded its deductible for the 201 1 policy pear. Probable recoveries on insurance 
claims with PPL Power Insurance of $12 niillion and $26.5 million were recorded during the three and nine months ended 
September 30,201 1, of which $7 niillion and $16 million were included in "Other operation and maintenance" on the 
Statement of Income. The remainder was recorded in PP&E on the Balance Sheet. 

12. Other Income (Expense) - net 

(PPL, PPL Energ), Sipply, PPL Eleclric. LKE, LG&E aiidh'U) 

The breakdown of "Other Income (Expense) - net" for the periods ended September 30 was: 

Niiie Rlonths Three Months llll_ - I-..p 
2011 2010 2011 2010 

-11_1__. - PPL 
Other Income 

Earnings on securities in NDT fiinds 
Interest incoiiie 
AFUDC 
Net hedge gains associated with the 201 I Bridge Facility (a) 
Gain on redemption ofdebt (b) 
Miscellaneous - Domestic 
Miscellaneous - Inteniatioiial 
Total Other Income 

Economic foreign currency eschan, ne contracts 
Charitable contributions 
Cash flow hedges (c) 
LKE other acquisition-related costs 
WPD Midlands other acquisition-related costs 
Foreign currency loss on 201 I Bridge Facility (d) 
U K. stanip duty t;ts 
Miscellaneous - Domestic 
Miscellaneous - International 
Total Other Expense 

Other Income (Expense) - net 

Other Expense 

PPL Enerrjv Supnlv 
Other Income 

Earnings on securities i n  NDT funds 
Miscellaneous 
Toid Other Income 

Miscellaneous 
Total Other Expense 

Other Income (Expense) - net 

Other Expense 

- LKE 
Other Incoiiie 

Net derivative gains (losses) 
Equity in  earnings of unconsolidated affiliate 
Miscellaneous 
Total Other Income 

Charitable contrihutioiis 
Miscellaneous 
Total Other Expcrise 

Other Incoine (Expense) -net  

Other Expeiise 

$ 2 %  4 $  20 $ 15 
1 3 5 4 
2 1 5 3 

55  
22 22. 

3 1 i o  5 

Three 
2011 

Successor 

9; I 

I 

I 

1 

- 

- 

,ion ths Nine 

Piwiecessor Successor 
201 1 - 2010 

29 
2 $  1 

3 

lonths 
20i0 __ 

Predecessor 

$ 19 
3 
4 

26 

3 
6 
9 

$ 17 

~ ~ - - -  

~~ 
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LCgrE 
Other lncome 

Net derivative gains (losses) 
Miscellaneous 
Total Other Income 

Charitable contributions 
Miscellaneous 
Total Other Expense 

Other Inconic (Espense) - net 

Other Expense 

Three iCIoriths Niiie Months 

Successor Predecessor Successol- Predecessor 

~ 

2011 --101/2010 
29 I $  19 

Represents a gain on foreign currency forward contracts that hedged the repayment of the 201 I Bridge Facility borrowing 
I n  July 201 I as a result of PPL. Electric's redemption of 7 125% Senior Secured Bonds due 2013. PPL recorded a gain on tlie accelerated amortization 
of the fair value adjustment to the debt recorded in connection with previously settled fair value hedges 
As a result of the net proceeds from the sale of certain non-core generation facilities. coupled with the monetization of full-rcquirenient sales contracts. 
debt that had been planned to be issued by PPL Energy Supply was no longer needed As a result hedge accounting associated with interest rate swaps 
entered into by PPL in anticipation of a debt issuance by PPL Energy Supply was discontinued Associated net losses were reclassified lion1 AOCI 
into earnings 
Represents a foreign currency loss related to thc repayment of the 201 1 Bridge Facility borrowing 

"Othei Income (Expense) - net" for the thee  and nine months ended Septeniber 30, 701 1 and 201 0 for PPL Electric is 
primarily AFUDC. KU amounts are not significant. 

13. Fair Value Measurements and Credit Concentration 

(PPL,, PPL Energy Sripply, PPL, Electric, LKE, L C h E  N M ~  KU) 

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between 
market participants at the measurement date (an exit price). PPL and its subsidiaries use, as appropriate, a market approach 
(generally, data from market transactions), an income approach (generally, present value techniques and option-pricing 
models): andor a cost approach (generally, replacement cost) to measure the fair value of an asset or liability. These 
valuation approaches incorporate inputs such as observable, independent market data and/or unobservable data that 
management believes are predicated on the assumptions market participants would use to price an asset or liability. These 
inputs may incorporate, as applicable, certain risks such as nonpeiformance risk. which includes credit risk. 

Recurring Fair Value Measurements 

The assets and liabilities measured at fair value were: 

September 30,201 1 December 31,2010 
Total Level 1 Level 2 Level 3 Total Level I Level 2 L o e l  3 

-I - PPL 
Assets 

$ 1.511 $ 1:511 $ 925 $ 925 

1 63 163 
66 66 

-,--I 
Cash and cash equivalents 
Short-term invesmients - municipal debt 

Restricted cash and cash equivalents (a) 
Price risk mana, nement assets: 

~ 

securities 
." I___ "" .""l_.l_."l.-"_ 1 I7 I I7 ---- 

Energy commodities 2,042 1 $ 1,990 $ 51 2.50.3 $ 2.452 $ 51 
Interest rate swaps 5 5 I5  15 
Foreign currency exchange contracts 21 21 11 1 1  

51 37 14- 44 14 Cross-currency swaps ---- .-"-.-".- -.-.- 
2.1 I9 I 65 2,573 51 2.053 -____ _.....-._____ _-_----.-_ -.-..-.--_I _.."""..".".L---. - . . . . - . - ~  Total price risk management assets 
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NDT funds. 
Cash and cash equivalents 
Equity securities 

U S  large-cap 
U S midsmall-cap 

U S Treasury 
U.S. government sponsored agency 
Municipality 
Investment-grade corporate 
Other 

Debt securities 

Receivables (pay abies), net 
Total ND'T funds 
Auction rate securities (b)  

Total assets 

Liabilities 
Price risk nianagenient liabilities. 

Energy commodities 
Interest rate swaps 
Cross-currency swaps 

Total price risk maiiageinent liabilities 

PPI, Energv Sripplv 
Assets 

Cash and cash equivalents 
Restricted cash and cash equivalents (a) 
Price risk management assets' 

Energy commodities 
Foreign currency exchange contracts 
Cross-currency swaps 

rotal price risk management assets 
NDT funds: 

Cash and cash equivalents 
Equity securities 

U S  large-cap 
U S rnid/small-cap 

Debt securilies 
U.S 'rreasuw 
U S government sponsored agency 
Municipality 
Investment-grade corporate 
Other 

Receivables (payables), net 
Total NDT funds 
Auction rate securities (b)  

'Total assets 

Liabilities 
Price risk management liabilities: 

Energy commodities 
Cross-currelic); swaps 

'Total price risk management liabilities 

PPL Electric 
Assets 

Cash and cash equivalents 
Restricted cash and cash equivalents (c) 

Total assets 

Assets 
- LKE 

Cash and cash equivalents 
Short-term investments - municipal debt 

Restricted cash and cash equivalents (c) 
Price risk management assets - energy 

securities 

commodities (d) 
Total assets 

September 30,201 1 December 31,3010 
Total Level 1 Level 2 Level3 Total Level 1 Level:! Level 3 

13 I ?  10 I0 

260 I80 80 
104 77 27 

82 82 
11 11 
82 82 
37 37 
3 3 

303 207 96 
119 89 30 

75 75 
7 7 

69 69 
3; 33 

1 I 
(1) 2 I-...-- -----.-- 

238 38" -I 
2 

594 3 52 242 618 
24 24 25 

-- -1-1-1-1 

2 
__I--- 

25 
$ 4.365 $ 1.981 9; 2.295 $ 89 $ 4.370 $ 1.534 $ 2.760 $ 76 

I I ~  

$ 1,191 $ I $ 1,165 $ 25 $ 1.552 $ 1,498 $ 54 
120 120 53 53 
2 2 9 9 -.--I I- 

$ 1,313 $ 1 $ 1.287 $ 25 $ 1.614 $ 1.560 $ 54 

$ 661 $ 661 __  ~ _ "  -~ $ 375- .% 375 
26 53 -_- 3 5  _-.-_-.I-I 53 

2,04 I 1 $ 1.989 $ 51 2.503 $ 2,452 $ 5 1  
I I  11 
44 44 

~ . I  ~~ 

2,04 1 I 1.989 51 2.558 2.507 51 

I3 13 10 10 

260 1 so 80 
104 77 27 

82 82 
1 1  11 
82 82 
37 37 
3 3 

303 207 96 
119 89 30 

75 75 
7 

69 
33 

1 

7 
69 
33 

I 

$ 1,190 $ 1 9; 1,164 $ 25 $ 1.541 $ 1,487 $ 54 

$ 1.190 $ 1 $ 1164 $ 25 $ 1.550 $ 1.496 $ 54 
9 

I__- 

9 -~ 

$ 170 S 170 $ 1 1  $ 11 

31 31 
I63 163 

23 ?I  
LJ 
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.. ~- September 30,2011 .I I Dccember31,3010 - 
Total Level I Level 2 Level 3 Total Level 1 Lccel 2 Level 3 ___--- 

I iabilities 
Price risk management liabilities: 

Energy commodities (e) 
Interest rate swaps (0 

Total liabilities 

I,G&E 
Assets 
- 

Cash and cash equivalents 
Short-term investments - municipal debt 

Restricted cash and cash equivalents (c)  
Price risk manageinent assets -energy 

securities 

conimodities (d) 
Total assets 

Liabilities 
Price risk management liabilities: 

Eiiergy commodities (e) 
Interest rate swaps (f) 

Total liabilities 

- K11 
Assets 

Cash and cash eqtiivalents 
Restricted cash and cash equivalents (c) 

Total assets 

$ I 5  $ 75 

31 31 

$ 2 s  2 

163 163 
22 22 

$ I --- I -- 
$ 107 $ 106 $ I $ 187 9; IS7 

Current portioii is included i n  "Restricted cash and cash equivalents" and long-term portion is included i n  "Other noncurrent a$sets" on the Balance 
Sheets 
Included in  "Other investments'' on the Balance Sheets 
Current portion is included in "Other current assets" on the Balance Sheets Such amounts a w e  insignificant at September 30,201 1 and December 3 I .  
2010 The long-term portion is included i n  "Other noncurrent assets'' on the Balance Sheets 
Included in "Other current assets" on the Balance Sheets 
Included in "Other current liabilities" oii the Balance Sheets 
Current portion is included i n  "Other ctirrent liabilities" on the Balance Sheets The long-term portion is included in "Price risk management 
liabilities" on the Balance Sheets 

At September 30,201 1 and December 3 1,2010, IW's price risk management assets and liabilities arising from energy 
commodities accounted for at fair value 011 a recurring basis were not significant. 

A reconciliation of net assets and liabilities classified as Level 3 for the periods ended September 30, 20 1 1 is as follows: 

-- Three\lonths .- --I 

Fair Value hleasurements Using Signifirant Unobservable Inputs (Level 3) 
Nine Rlonths 

Energy Auction Cross- Enrrgy Auction Cross- 
Commodities, Rete Currency Commodities, Rate Currency 

net Securities -,Swaps Total 111 nct Securities Swaps Total 
PPL. 
Balance at beginning of 
- 

period 
Total real ized/unrealized 

Included in earnings 
Included i n  OCI (a) 

gains (losses) 

Purchases 
Sales 
Settlements 
Transfers into L.evel 3 
Transfers out of Level 3 

Balance at end of pel iod 
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PPL Enerev S U O O ~ V  
Balance at beginning of 
period 
'Total realized/unrealizcd 

Included i n  earnings 
Included in OCI (a) 

gains (losses) 

Purchases 
Sales 
Settlements 
'Transfers into Level 3 
Transfers out ofLevel 3 

Balance at end ofperiod 

Fair Value Measnrements Using Significant Unobservable Inputs (Level 3 )  
Three Months Nine Plontlrs 

Energy Auction Cross- Energy Auction Cross- 

net Securities Swaps net Securities Swaps 
Commodities, Rate Currency Commodities, Rate Currency 

Total l.-ll..l.-l.."""l.... ... " 

(a) "Energy Commodities" arc included in "Qualifi.ing derivativcs" and "Auction Rate Securities" are included in "Available-for-sale securities" on the 
Statements of Comprehensive Income 

A reconciliation of net assets and liabilities classified as Level 3 for the periods ended September 30,201 0 is as follows: 

Fair Value Measurements Ilsing Significant [inobservable Inputs (Level 3)  
Three Months Kine Months 

Energy Auction Energy Auction 
Commodities, Rate Commodities, Rate 

net Securities - m : t i  net Securities Total 
PPL 
Balance at beginning ofperiod 
___ 

Total real izedhnreal ized gains (losses) 
Included in earnings 
Included in OCI (a) 

Net purchases. sales, issuances and 
settlements (,b) 

Transfers into Level 3 
Transfers out of Level 3 

Balance at end of period 

PPL Enerzv SUPD~V 
Balance at bcgiiining of period 

.Total realized/unrealized pains (losses) 
Included in  earnings 
Included in OCl (a) 

Net purchases, sales, issuances and 
settlements (b) 

Transfers into Level 3 
Transfers out of Level 3 

Balance at end ofperiod 

9; 4 s  f 25 $ 73 9; 107 $ 25 9; 132 

(58) 
4 

(58) (126) 
4 12 

(. 126) 
12 

( 126) 
12 

(a) 
(b) 

Included in "Qualifi.ing derivatives" on the Statements of Coniprehensive lncorne 
Accounting guidance eftective January I ,  201 1 requires purchase, sale. issuance and settlement transactions within Level 3 to he presented on a gross 
basis 'The transactions in 2010 are reported on a conibined basis 

A reconciliation of net assets and liabilities classified as Level 3 for the periods ended Septerriber 30 is as follows: 

Fair Value Measurements Using Significrnt [inobservable 
Inputs (Lcvel 3) 

Energy Contmodities, net 
Three 

2QIl 
Successor 

- LI(E 
Balance at beginning of period 

Total realized/unredized gains (losses) 

Settlements 
Included in discontinued operations 

Balance at end of pei.iod 

Ion tiis I Nine 

Predecessor Successor 
201 I 

_--l__-l_l_ 

2010 

s 35 

(14) 
R 30 

ontlis 
2010 

Predecessor 

s 75 

- 

3 
(4.8) 

.R 30 
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Net gains and losses on assets and liabilities classified as Level 3 and included in earnings for the periods ended 
September .30 are reported in the Statements of Income as follows: 

Three Months 
Energy Commodities, net 

- . - _ . ~ .  
- _ ~ - - -  

linrcgulated Retail 11. holes:tle Lnergy h'et Energy 

PPI, and PPL Enerev Supplv 
Total gains (losses) included in earnings 
Change in unrealized gains (losses) relating to 
positions still held at the reporting date 

--____. PPL arid PPL Energv Supplv 
Total gains (losses) included in earnings 
Change in unrealized gains (losses) relating to 
positions still held at the reporting dale 

Nine Months 
Energy Commodities, net 

Electric and Gas Riarlieting ___ Trading Rlargiris Energy Purchases 

--.I.- "1_...1_1"." - ~ . - - . _ . " l . " l - l . " . . . . _ _ _ I  I-"- l-..--.l.. """I ....... _-- 
t in iqy la ted  Retail \?'holes:ile Energy Net Energy 

201 I 2nio 201 I znin 201 1 2oin 201 1 2010 

$ 11 S 22 9; (.5) $ 16 $ (2) 9; ( I )  $ (2) S j163j 

6 18 (6) S I 20 ( 5 )  

-- 

(PPL, PPL Emrgy Siipply, PPL Electric, LKE, LG&E md KU) 

PPL and its subsidiaries recognize transfers between levels at end-of-reporting-period values 

Price Risk Manaqement AssetdLiabilities - Enerqv Commodities 

Energy commodity contracts are generally valued using the income approach, except for exchange-traded derivative gas, oil 
and eniission allowance contracts, which are valued using the market approach and are classified as Level 1. When 
observable inputs are used to nieasure all or most of the value of a contract, the contract is classified as Level 2. Over-the- 
counter (OTC) contracts are valued using quotes obtained fiom an exchange, binding and non-binding broker quotes, prices 
posted by ISOs or published tariff rates. Furthermore, PPL and its subsidiaries obtain independent quotes from the market to 
validate the forward price curves. OTC contracts include forwards, swaps, options and structured deals for electricity, gas, 
oil and/or emission allowances and may be offset with similar positions i n  exchange-traded markets. To the extent possible, 
fair value measurements utilize various inputs that include quoted prices for similar coiitracts or market-corroborated inputs. 
In certain instances, these instruments may be valued tising models, including standard option valuation models and standard 
industry models. For example, the fair value of a structured deal that delivers power to an illiquid delivery point may be 
measured by valuing the nearest liquid trading point plus the value of the basis between the two points. The basis input may 
be fioin market quotes, FTR prices or historical prices. 

When unobservable inputs are significant to the fair value measurement, a contract is classified as Level 3. Additionally, 
Level 2 and L,evel3 fair value measurements include ad,justments for credit risk based on PPL's own creditworthiness (for net 
liabilities) and its counterpai-ties' creditworthiness (for net assets). PPL's credit department assesses all reasonably available 
market iiiformation and probabilities of default used to calculate the credit adjustment. PPL assumes that observable market 
prices include sufficient adjustments for liquidity and modeling risks, but for Level 3 fair value measurements, PPL also 
assesses the need for additional adjustments for liquidity or modeling risks. The contracts classified as Level 3 represent 
contracts for which delivery is at a location where pricing is unobservable, the delivery dates are beyond the dates for which 
independent prices are available or for ceitain power basis positions, which PPL generally values using historical settlement 
prices to project forward prices. 

In certain instances, energy commodity contracts are tiansferred between Level 2 and Level 3. The primary reasons for the 
transfers during 201 I and 2010 were changes in the availability of market information and changes iu the significance of the 
unobservable portion of the contract. As the delivery period of a contract becomes closer, market information may become 
available, When this occurs, the model's unobservable inputs are replaced with observable market information. 
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Price Risk Manaqement Assets!Liabilities - Interest,,Rate Swaps/Foreiqn_,,Q[rencv Exchanqe Coritracts/Cross- 
Currency Swaps 

To manage their interest rate risk, PPL and its subsidiaries generally use interest rate contracts such as forward-starting 
swaps, floating-to-fixed swaps and fixed-to-floating swaps. TO manage their foreign currency exchange risk, PPL and its 
subsidiaries generally use foreign currency exchange contracts such as foiwards and options and cross-currency swaps that 
contain characteristics of both interest rate and foreign currency exchange contracts. PPL and its subsidiaries use an income 
approach to measure the fair value of these contracts, utilizing readily observable inputs, such as forward interest rates (e.g , 
LIBOR and government security rates) and forward foreign cuirency exchange rates (e.g., GBP and Euro), as well as inputs 
that may not be observable, such as credit valuation adjustments. In certain cases, PPL and its subsidiaries caiinot practicably 
obtain market information to value credit risk and therefore rely on their own models. These models use projected 
probabilities of default based oil historical observances. When the credit valuation adjustment is significant to the overall 
valuation, the contracts are classified as Level 3. Certain cross-currency contracts were transferred to Level 3 due to the 
significance ofthe credit adjustment required at September 30,201 I ,  resulting from the longer average terms of these 
contracts. 

--I_- NDT Funds (PPL niid PPL Energy SzpphJ 

PPL and PPL Energy Supply generally we the market approach to measure the fair value of equity securities held in the NDT 
funds. 

0 The fair val~ie measurements of equity securities classified as Level 1 are based on quoted prices in active markets and are 
comprised of securities that are representative of the Wilshire 5000 index, which is invested iii approximately 70% large- 
cap stocks arid 30% niid/sniall-cap stocks. 

Investments in commingled equity funds are classified as Level 2 and represent securities that track the S&P 500 index 
and the Wilshire 4500 index. These fair value measurements are based on firm quotes of net asset values per share, which 
are not obtained from a quoted price in an active market. 

Debt securities are generally measured using a market approach, including the use of matrix pricing Common inputs include 
reported trades, broker/dealer bidask prices. benchmark securities and credit valuation adjustments. mien  necessary, the fair 
value of debt securities is measured using the income approach, which incorporates siniilar observable inputs as Miell as 
bencliinark yields, credit valuation adjustments, reference data from market research publications, monthly payment data, 
collateral perfonnarice and new issue data. 

The debt securities held by the NDT funds at September 30,201 1 have a weighted-average coupon of 4.53% and a weighted- 
average duration of five years. 

Auction Rate Securities (PPL m d  PPL E17er.g~ Supply) 

PPL's and PPL Energy Supply's auction rate securities include Federal Family Education Loan Program guaranteed student 
loan revenue bonds, as well as various municipal bond issues. At September 30, 201 1, contractual maturities for these 
auction rate securities weie a weighted average of approximately 24 years. PPL and PPL Energy Supply do not have 
significant exposure to realize losses on these securities; however, auction rate securities are classified as Level 3 because 
failed auctions limit the amount of observable marllet data that is available for measuring the fair value of these securities. 

The fair value of auction rate securities is estimated using an income approach with inputs for the underlying structure and 
credit quality of each security; the present value of future interest payments, estimated based on foiward rates of the SIFMA 
Index, and principal payments discounted using interest rates for bonds with a credit rating and remaining term to maturity 
similar to the stated maturity of the auction rate securities; and the impact of auction failures or redemption at par. 

Nonrecurring Fair Value Measurements 

The following nonrecurring fair value measurements occurred during the reporting periods, resulting in asset iinpairnients: 
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Carrying Fair V:ilue Measurements Ilsing, 
Amount (a) Level 2 Level 3 Loss (b) --- 

Sulfur dioxide emission allowances (e):  
September 30. 201 I 
March 3 I ,  20 1 I 
Septcniber 30,201 0 
June 30,2010 
March 31.20 IO 

September .30. 201 I 
June 30: 20 I 1 
March 31; 201 I 

September i o .  201 0 

RECs (c). 

Certain iioii-core generation facilities: 

9; 1 
1 
6 

I 1  
1 3 

1 
2 9 ;  
3 

473 

I 

$ I 
I 

$ & 4 
3 8 

I O  3 

7 

38 1 96 

(a )  
(b) 

Represents carrying value before tkir value measurement 
Losses on sulfur dioxide eiiiission allowances and RECs were recorded in ttie Supply segment and included in "Other operation and maintenance" on 
the Statements oi-Income Losses on certain non-core generation facilities were recorded in the Supply segment and included iii "Income (Loss) from 
Discontinued Operations (net of income taxes)" on tlic Statements of Income 
Current and long-term sulfur dioxide emission allowances and RECs are included in "Other intangibles" in  their respective areas on the Balance Sheets ( c )  

Sulfur Dioxide Emission Al lowanm 

Due to declines in market prices, PPL, Energy Sitpply assessed the recoverability of sulfur dioxide emission allowances not 
expected to be consumed. When available, observable market prices were used to value the sulfur dioxide einission 
allowances. When observable market prices were not available, fair value was modeled using prices from observable 
transactions and appropriate discount rates. The modeled values were significant to the overall fair value measurement, 
resulting in the Level 3 classification. 

RECs 

Due to declines in forecasted full-requirement obligations in certain markets as well as declines in market pi-ices, PPL Energy 
Supply assessed the recoverability of certain RECs not expected to be used. Observable market prices (Level 2) were used to 
value the RECs. 

Certain Non-Core Generation Facilities 

Certain noli-core generation facilities met the held for sale criteria at September 30,2010. As a result, net assets held for sale 
were written down to their estimated fair value less cost to sell. The fair value i n  the table above excludes estimated costs to 
sell and was based on the negotiated sales price (achieved through an active auction process). See Note 8 for additional 
information on the completed sale. 

Financial Instruments Not Recorded at Fair Value (PPL, PPL, E17Wg)> Supply, PPL, Electric, LKE, LGBE und KU) 

The carrying amounts of contract ad,justnient payments related to the 20 10 Purchase Contract component of the 2010 Equity 
Units, the 30 1 1 Purchase Contract component of the 201 1 Equity Units, and long-term debt on the Balance Sheets and their 
estimated fair value are set forth below. The fair value of these instruments was estimated using an income approach by 
discounting hture cash flows at estimated current cost of funding rates. The effect of third-party credit enhancements is not 
included in the fair value measurement. 

PPL 
Contract adjustment paynients (a) 
L.ong-tenii debt 

Long-term debt 

Img-term debt 

Long-term debt 

Long-term debt 

PPL Enerev S u ~ n l v  

PPL Electric 

- LKE 

September 30,201 1 "_  December 31.2010 
Carrying Cnrrling 

Fair l'alue Anioiint - I_ Fair V:ilue Amount"- "I ----_I- 

I! 210 $ 220 Ih 116 9; 14s 
18,177 19,369 17.663 12,868 

3,025 3,416 5.589 5,919 

1718 2.044 1 .472 1.578 

3 075 4.3 32 3.825 3,607 

1,112 1.166 1.112 1,069 

I811 2.01 1 1.841 1.77-8 
KII - 

Lmg-term debt 
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(a) Included in "Otlier current liabilities" aiid "Other deterred credits and noncurrent liabilities" on the Balance Sheets 

The carrying value of short-term debt (including notes between affiliates), when outstanding, repiesents or approximates fair 
value due to the variable interest rates associated with the financial instruinents. The carrying value of held-to-maturity, 
sholt-teim investments approximates fair value due to the liquid nature and short-term duration of these instruments. 

Credit Concentration Associated with Financial Instruments 

(PPL, PPL Energy Szlyply, PPL Electric. LKE, LG&E and XU) 

PPL and its subsidiaries enter into contracts with many entities for the purchase and sale of energy. Many of these contracts 
qualify for NPNS and as such, the fair value ofthese contracts is not reflected in the financial statements. However, the fair 
value of these contracts is considered when committing to new business from a credit perspective. See Note 14 for 
irifoi mation on credit policies used by PPL and its subsidiaries to manage credit rish, including master netting arrangements 
and collateral requirements. 

At September 30, 201 1, PPL had credit exposure of $2. I billion from energy trading partners, excluding the effects of netting 
arrangements and collateral. As a result of netting arrangements and collateral, PPL's credit exposure was reduced to $766 
million. Oiie of the counterparties accounted for 15% of the exposure, and the next highest countelparty accounted for 12% 
of the exposure. Ten counterparties accounted fot $ 5  19 million, or 68%, of the net exposure. As of September 30,201 I ,  all 
of these counterparties had iiivestment grade credit ratings from S&P or Moody's; however, subsequent to September 30, 
20 1 I ,  the largest counterparty, with a long-term contract, filed for bankruptcy protection under Chapter 11 of the U.S 
Bankruptcy Code. At September 30,201 I ,  accounts receivable from this counterparty, net of collateral. was not significant. 

At September 30,20 I I ,  PPL Energy Supply had cIedit exposure of $2.1 billion from energy trading partners, excluding 
exposure from related parties and the effects of netting arrangements and collateral. As a result of netting arrangements and 
collateral, this credit exposure was reduced to $763 million. One ofthese counterparties accounted for 16% of the exposure, 
and the next highest counterparty accounted for 12% of the exposure. Ten counterparties accounted for $519 million, or 
68%) of the net exposure. As of September 30,201 1, all of these counterparties had investment grade credit ratings from 
S&P or Moody's; however, subsequent to September 30,201 I ,  the largest counterparty, with a long-teim contract, filed for 
batdmptcy protection under Chapter I1  ofthe U.S. Bankruptcy Code. At September 30.20 11, accounts receivable from this 
counterparty, net of collateral, was not significant. 

(PPL Electric) 

At September 30,201 1, PPL Electric had no credit exposure under energy supply contracts (including its supply contracts 
with PPL EnergyPlus). 

(LKE, LGR! E mu' KU) 

At September 30,201 1, L E ' S ,  LG&E's and KU's credit exposure was not significant. 

14. Derivative Instruments and Hedging Activities 

Risk Management Objectives 

As described in Notes 1 and 8, in Januaiy 201 1, PPL Energy Supply distributed its membership interest in PPL Global to 
PPL Energy Supply's parent, PPL Energy Funding. Therefore, effective January 201 I ,  PPL Energy Supply is no longer 
subject to interest rate and foreign currency exchange risk associated with iiivestnients in U.K. affiliates. 

(PPL, PPL Eriergy Sitpp(x PPL Electric, LKE, LGBE and KU) 

PPL has a risk management policy approved by the Board of Directors to manage market risk and counterparty credit risk. 
The RMC, comprised of senior management and chaired by the Chief Risk Officer, oversees the risk management function 
Key risk control activities designed to ensure compliance with the risk policy and detailed programs include, but are not 
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limited to, credit review and approval, validation of transactions and market prices, verification of risk and transaction limits, 
VaR analyses, portfolio stress tests, gross margin at risk analyses, sensitivity analyses and daily portfolio reporting, including 
open positions, determinations of fair value and other risk manageinent nietrics. PPL completed its acquisitions of LKE in 
November 301 0 and WPD Midlands in April 20 1 1. During the second quarter of 201 1, the RMC formally approved the 
inclusion of LKE's risk programs under the risk management policy. WPD Midlands adhered to the applicable risk 
management programs, including interest rate and foreign currency exchange programs, from the date of acquisition. 

Market risk is the potential loss PPL and its subsidiaries may incur as a result of price changes associated with a particular 
financial or commodity instrunient. PPL and its subsidiaries utilize foiward contracts, htures contracts, options, swaps and 
structured deals such as tolling agreements as part of risk management strategies to minimize unanticipated fluctuations in 
earnings caused by changes in commodity pi ices, volumes of full-requirement sales contracts, basis prices, interest rates 
andor foreign currency exchange rates. All derivatives are recognized on the Balance Sheets at their fair value, unless they 
qualify for NPNS. 

PPL is exposed to market risk from foreign currency exchange risk associated with its investments in U.K. affiliates, as well 
as additional market risk from certain subsidiaries, as discussed below. 

PPL and PPL Energy Supply are exposed to market risk fiom: 

commodity price, basis and volumetric rishs for energy and energy-related products associated with the sale of electricity 
from its generating assets and other electricity marketing activities (including full-requirement sales contracts) and the 
purchase of fuel and fuel-related commodities for generating assets, as well as for proprietary trading activities; 

funds and defined benefit plans; and 
interest rate and price risk associated with debt used to finance operations, as well as debt and equity securities in NDT 

foreign currency exchange rate risk associated with purchases of equipment in currencies other than U.S. dollars. 

PPL and PPL Electric are exposed to market and volumetric risks froin PPL Electric's obligation as PLR. The PUC has 
approved a cost recovery mechanism that allows PPL Electric to pass through to customers the cost associated with fulfilling 
its PLR obligation. This cost recovery mechanism substantially eliminates PPL Electric's exposure to market risk. PPL 
Electric also mitigates its exposure to volumetric risk by entering into full-requirement supply agreements for its customers. 
These supply agreements transfer the volumetric risk associated with the PLR obligation to the e n e r g  suppliers. 

By definition, the regulatory environments for PPL's other regulated entities, L,KE (through its subsidiaries LG&E and I<U) 
and WPD, significantly mitigates market risk. LG&E's and KU's rates are set to permit the recovery of prudently incurred 
costs. including certain mechatiisins for fuel, gas supply and environmental expenses. These mechanisms provide for timely 
recovery of market price and volumetric fluctuations associated with these expenses. LG&E and KU primarily utilize 
forward financial transactions to manage price risk associated with expected economic generation capacity in excess of 
expected load requirements. WPD does not have supply risks as it is only in the distribution business. 

LG&E also utilizes over-the-counter interest rate swaps to h i t  exposure to market fluctuations 011 interest expense. WPD 
utilizes over-the-counter cross currency swaps to limit exposure to market fluctuations on interest and principal payments 
from foreign currency exchange rates. 

Credit risk is the potential loss PPL and its subsidiaries may incur due to a counterparty's non-performance, including 
defaults on payments and energy commodity deliveries. 

PPL, is exposed to credit risk from interest rate and foreign currency derivatives with financial institutions, as well as 
additional credit risk through certain of its subsidiaries, as discussed below. 

PPL and PPL, Energy Supply are exposed to credit risk from commodity derivatives with their energy trading partners, which 
include other energy companies, fuel suppliers and financial institutions. 

PPL and PPL Electric are exposed to credit risk from PPL Electric's supply agreements for its PLR obligation. 

LKE and LG&.E are exposed to credit risk from interest rate derivatives with financial institutions. 

The majority of PPL's and its subsidiaries' credit risk stems from PPL subsidiaries' comniodity derivatives for multi-year 
contracts for energy sales and purchases. If PPL Energy Supply's counterparties fail to perfonii their obligations under such 
contracts and PPL Energy Supply could not replace the sales or purchases at the same prices as those under the defaulted 
contracts, PPL Energy Supply would incur financial losses. Those losses would be recognized immediately or through lower 
revenues or higher costs in htitre years, depending on the accounting treatment for the defaulted contracts. I n  the event a 
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supplier of LKE (through its subsidiaries LG&E and KU) or PPL Electric defaults on its obligation, those entities would be 
required to seek replacement power or replacement fuel in the market. In general, incremental costs incurred by these entities 
would be recoverable from customers in future rates. 

PPL and its subsidiaries have credit policies to manage their credit risk, iricluding the use of an established credit approval 
process, daily monitoring of counterpatty positions and the use of master netting agreements. These agreements generally 
include credit mitigation provisions, such as margin, pi epayment or collateral requirements. PPL and its subsidiaries may 
request the additional credit assurance, in certain circumstances, in the event that the counterparties' credit ratings fall below 
investment grade or their exposures exceed an established credit limit. See Note 13 for credit concentration associated with 
financial instruments. 

Master Netting Arra ng em en ts 

PPL and its subsidiaries have elected not to offset net derivative positions in the Financial Statements. Accordingly, PPL and 
its subsidiaries do not offset such derivative positions against the right to reclaim cash collateral (a receivable) or the 
obligation to return cash collateral (a payable) under master netting arrangements. 

PPL's and PPL Energy Supply's obligation to return counterparty cash collateral under master netting arrangements was $64 
million and $338 million at September 30, 201 1 and December 3 1.2010. 

PPL Electric, LICE, LG&E and ICU had no obligation to return cash collateral under master netting arrangements at 
September 30,201 I and December 31,2010. 

PPL Energy Supply, PPL Electric and KU had not posted any cash collatei~al under master netting arrangements at 
September 30,201 1 arid December.3 I ,  2010. 

PPL, LKE and LGBE had posted cash collateral under master netting arrangements of $30 million at September 30,20 1 1 
and $19 million at December 31,2010. 

Commodity Price Risk (Non-trading) 

Commodity price and basis risks are among PPL's and PPL Energy Supply's niost significant risks due to the level of 
investment that PPL and PPL Energy Supply maintain in their competitive generation assets, as well as the extent of their 
rnaIketing and proprietary trading activities. Several factors influerice price levels and volatilities. These factors include, but 
are not limited to, seasonal chaiiges in demand, weather conditions, available generating assets within regions, 
transportation/transniission availability and reliability within and between regions, market liquidity, and the nature and extent 
of current arid potential federal and state regulations. 

PPL and PPL Energy Supply enter into financial and physical derivative coiitracts, including forwards, futures, swaps and 
optious, to hedge the price risk associated with electricity, gas, oil and other commodities. Certain contiacts qualify for 
NPNS or are non-derivatives and are therefore not reflected in the financial statements uritil delivery. PPL and PPL Energy 
Supply segregate their remaining non-ti ading activities into two categories: cash flow hedge activity and economic activity. 
In addition, the monetization of certain full-requirements sales contracts in 2010 impacted both the cash flow hedge and 
economic activity, as discussed below. 

Monetization of Certain F$-Requirement Sales Contracts 

In early July 2010, in order to raise additional cash for the LICE acquisition, PPL Energy Supply monetized certain full- 
requirement sales contracts that resulted in cash proceeds of $156 million. 

The decision in late June 2010 to monetize these contracts triggered certain accounting for the second quarter of 20 10: 

A portion of these sales contracts had previously been accounted for as NPNS arid received accrual accounting treatment. 
The related purchases to supply these sales contracts were accounted for as cash flow hedges, with the effective portion of 
the change in fair value being recorded in AOCI and the ineffective portion recorded in "Energy purchases - Unrealized 
economic activity." 
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The rest of the sales contracts, along with their related hedges. had previously been accounted for as economic activity by 
PPL Energy Supply and the change in fair value of the sales contracts was recorded in "Wholesale e n e r g  marketing ~ 

Unrealized economic activity" and the change in fair value of the purchase contracts vvas recorded in "Energy purchases - 
Llnrealized economic activity" on the Statement of Income. 

At June 30,2010, PPL Energy Supply could no longer asseit that it was probable that any contracts with these 
counterparties would result in physical delivery. Therefore, the fair value of the NPNS contracts of $66 million was 
recorded on the Balance Sheet in  "Price risk management assets," with a corresponding gain to "Wholesale e n e r a  
marketing - Unrealized econoniic activity." Of this amount, $1 6 million was related to full-requirement sales contracts 
that had not been monetized. The corresponding cash flow hedges were dedesignated and all aniounts previously recorded 
in AOCI were reclassified to earnings. This resulted in a pre-tax reclassification of $(87) million of gains (losses) .from 
AOCI into "Energy purchases - IJnrealized economic activity" on the Statement of Income. An additional charge of $(23) 
million was also recorded at June 30,20 10 in "Wiolesale energy marketing - Unrealized economic activity" to reflect the 
fair value of the sales contracts previously accounted for as econoiiiic activity" 

The net result of these transactions, excluding the full-requirement sales contracts that have not been monetized, was a 
... gain (loss) of $(60) million, or $(i6) million after tax, for the second quarter of 20 10. 

I n  late July 201 0, PPL Eneigy Supply again monetized certain full-requirement sales contracts that resulted in additional cash 
proceeds of $93 million. The monetization in late July triggered certain accounting that impacted the third quarter of 201 0. 

These sales contracts had previously been accounted for as NPNS and received accrual accounting treatment. The related 
purchases to supply these sales contracts were accounted for as cash flow hedges, with the effective portion of the change 
in fair value being recorded in AOCI and the ineffective portion recorded in "Energy purchases - Unrealized economic 
activity" on the Statement of Income. 

The $93 million received fiom the monetization of the NPNS contracts was recorded as a gain to "Wholesale energy 
marketing - Realized" on the Statement of Income. The corresponding cash flow hedges were dedesignated and all 
amounts previously recorded in AOCI were reclassified to earnings. This resulted in a pre-tax reclassification of $(61) 
million of gains (losses) fioni AOCI into "Energy purchases - IJnrealized economic activity" on the Statement of Income. 

The net result of these transactions was a gain of $32 million, or $19 million after tax, for the three months ended 
September 30,2010. 

The proceeds of $249 million from these monetizations are reflected in the Statement of Cash Flows as a component of "Net 
cash provided by operating activities I' 

Cash Flow Hedqes 

Many derivative contracts have qualified for hedge accounting so that the effective portion of a derivative's gain or loss is 
deferred in AOCI and reclassified into earnings when the forecasted transaction occurs. The cash flow hedges that existed at 
September 30,20 1 1 range in maturity through 20 16. At September 30,201 I ,  the accumulated net unrecognized after-tax 
gains (losses) that are expected to be reclassified into earnings during tlie nest 12 months were $309 million for PPL and PPL 
Energy Supply. Cash flow hedges are discontinued if it is 110 longer probable that the original forecasted transaction will 
occur by the end of the originally specified time periods and any amounts previously recorded in AOCI are reclassified into 
earnings once it is determined that the hedge transaction is probable ofnot occurring. For tlie three and nine months ended 
September 30,201 I ,  such reclassifications were insignificant. For the three and nine months ended September 30, 20 10, 
such reclassifications were after tax (losses) of $(.36) million and $(89) million. The after-tax (losses) recorded in both 
periods in 201 0 were primarily due to the monetization of certain full-requirement sales contracts, for which the associated 
hedges were no longer required: as discussed above. 

For the three and nine months ended September 30,201 1,  hedge ineffectiveness associated with energy derivatives was, 
after-tax, a gain (loss) of $(3 )  million arid $(17) million. For the three and nine months ended September 30,2010, hedge 
ineffectiveness associated with energy derivatives was, after-tax, a gain (loss) of $8 million and $( 16) million. 

In  addition, when cash flow hedge positions fail hedge effectiveness testing, hedge accounting is not permitted in  the quarter 
in which this occurs and, accordingly, the entire change in fair value for the periods that failed is recorded to the Statement of 
Income. Certain powei and gas cash flow hedge positions failed effectiveness testing during 2008 and early 2009 which 
resulted in significant gains recorded to the Statement of Income. However, these positions were not dedesignated as hedges, 
as prospective regression analysis demonstrated that these hedges were expected to be highly effective over their term. 
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During the f i r  st quarter of 20 I O ,  after-tax gains (losses) of $(82) million were recognized in earnings as a result of the 
reversals. Effective April I ,  20 10, clarifying accounting guidance was issued that precludes the reversal of previously 
recognized gains/losses resulting from hedge failures. By the end of the first quarter of20 IO,  all previously recorded hedge 
ineffectiveness gains resulting from hedge failures had reversed; therefor e, the clarifying accounting guidance did not have a 
significant impact on the results of operation for PPL or PPL Energy Supply. 

Economic Activity 

Certain derivative contracts economically hedge the price and volumetric risk associated with electricity, gas, oil and other 
commodities but do not receive hedge accounting treatment. These derivatives hedge a portion of the economic value of 
PPL's and PPL Energy Supply's competitive generation assets and unregulated full-requirement and retail contracts, which 
are subject to changes in fair value due to market price volatility and volume expectations. Additionally, economic activity 
includes the ineffective portion of qualifying cash flow hedges (see "Cash Flow Hedges" above). The derivative contracts in 
this category that existed at September 30,201 1 range in maturity through 201 7. 

Examples of economic activity include certain purchase contracts used to supply full-requirement sales contracts; FTRs or 
basis swaps used to hedge basis risk associated with the sale of competitive generation or supplying unregulated full- 
requirement sales contracts; spark spreads (sale of electricity with the simultaneous purchase of fuel); retail electric and gas 
activities; and fuel oil swaps used to hedge price escalation clauses in coal transportation and other fuel-related contracts. 
PPL Energy Supply also uses options, which include the sale of call options and the purchase of put options tied to a 
particular generating unit. Since the physical geneiating capacity is owned, the price exposure is limited to the cost of the 
particular generating unit and does not expose PPL Energy Supply to uncovered market price risk. 

Activity associated with monetizing certain full-requirement sales contracts is also included in econornic activity during the 
second quarter of 20 10. All transactions that previously had been considered cash flow hedges related to these full- 
requirement sales contiacts, but no loriger qualified as cash flow hedges, were classified as economic activity at 
September 30,2010. 

The net fair value of economic positions at September 30,201 1 and December 31,2010 was a net liability of $218 million 
and $389 million for PPL Energy Supply. The unrealized gains (losses) for economic activity for the periods ended 
September 30 are as follows. 

Three Months Nine Months 
I_-- 

201 I 2010 " 
-^-.111_ 

2010 
II 

201 I 

Operating Revenues 
Unregulated retail electric and gas 
Wholesale energy niarlieting 

Fuel 
Energy purchases (a) 

Operating Espenses 

(a) Duiing the second quarter of2010, PPL Energy Supply corrected an error relating to tlie fair value of a capacity contiact (classified as economic 
activity) due to tlie use of an incorrect forward capacity curve. PPL Energy Supply's energy purchases were understated for the year ended December 
31. 2009 and the first quarter o1+2010 by an unrealized atiiount of's35 milliori ($20 million alter tas or $0.05 per sliare, basic and diluted, for PPL) and 
$5 niillion ($3 million after tax or $0.01 per share. basic and diluted, for PPLj  Management concluded that the impacts were not material to first 
quarter 2010 financial statements of PPL and PPL Encrgy Supply, and were not material to the financial statements for the full year 2010 

The net gains (losses) recorded in "Wholesale energy marketing" resulted primarily from certain full-requirement sales 
contracts for which PPL Energy Supply did not elect NPNS, from hedge ineffectiveness, including hedges that failed 
effectiveness testing, as discussed in "Cash Flow Hedges" above, and from the monetization of certain full-requirement sales 
Contracts. The net gains (losses) recorded in "Energy purchases" resulted primarily from certain purchase contracts to supply 
the full-requirement sales contracts noted above for which PPL Energy Supply did not elect hedge treatment, fiom hedge 
ineffectiveness. including hedges that failed effectiveness testing, and from purchase contracts that no longer hedge the full- 
requirement sales contracts that were monetized as discussed above in "Monetization of Certain Full-Requirement Sales 
Contracts." 

(PPL, LKE, LGdE a id  KU) 

LG&E and KU primarily utilize forward financial transactions to manage price risk associated with expected economic 
generation capacity in excess of expected load requirements. Hedge accounting treatment has not been elected for these 
transactions; therefore, realized and unrealized gains and losses are recorded in the Statements of Income. The derivative 
contracts in this category that existed at September 30,201 1, range in maturity through 2012. 
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The net fair value of economic positions for L I E ,  LG&E and KU at September 30,20 1 1 and December 3 1,20 10 was not 
significant. Unrealized gains (losses) for economic activity for LKE, LG&E and K U  for the three and nine months ended 
September 30,201 1 and 3010 were not significant. 

Commodity Price Risk (Trading) (PPL, Ol7d P P L  E17erg~) Szlpply) 

PPL Energy Supply also executes energy contracts to take advantage of market opportunities. As a result, PPL Energy 
Supply may at times create a net open position in its portfolio that could result in significant losses if prices do not move in 
the manner or direction anticipated. PPL Energy Siipply's trading activity i s  shown in "Net energy trading margins" on the 
Statements of income. 

Commodity Volumetric Activity 

(PPL  ~ i i i d  P P L  Energy Supp(i9 

PPL Energy Supply currently employs four primary strategies to maximize the value of its wholesale energy portfolio. As 
hither discussed below, these strategies include the sales of baseload generation, optimization of intermediate and peaking 
generation, marketing activities, and proprietary trading activities. The tables within this section present the volumes of PPL 
Energy Supply's derivative activity, excluding those that qualify for NPNS, unless otherwise noted. 

Sales of Baseload Generation_ 

PPL, Energy Supply has a formal hedging program for its competitive baseload generation fleet, which includes 7,357 MW of 
nuclear, coal and hydroelectric generating capacity. The objective of this program is to provide a reasonable level of near- 
term cash flow and earnings certainty while preserving upside potential of power price increases over the medium term. PPL 
Energy Supply sells its expected generation output on a forward basis using both derivative and non-derivative instruments. 
Both are included in the following tables. 

The following table presents the expected sales, i n  GWh, from baseload generation and tolling arrangements that are included 
in the baseload portfolio based on current forecasted assumptions for 201 1-3013. These expected sales could be impacted by 
several factors, including plant availability. 

2011 (a) 2012 2013 

13.575 54.675 54.364 

(a)  Represents expected sales foi the balance of the currcnt year 

The following table presents the percentage of expected baseload generation sales shown above that has been sold forward 
under fixed price contracts and the related percentage of fuel that has been purchased or committed at September 30,201 1. 

)"ear 

2011 (d) 
2012 
2013 (e) 

- 
Derivative Total Power File1 Purchases (e) 
Sales (a) Sales (b) C'oal iYucle:tr 

90% 100% 1 00?h 100% 
9290 91% 96% 100?6 
6.3 90 72% S9% loo% 

(a) Excludes non-derivative contracts and contracts that qtiali@ for NPNS Volumes for option contracts factor in the probability of an option being 
excrcised and ma); be less than the notional amoiint of the option. 

(b) Amount represents derivative and non-derivative contrac& Volumes for option contracts factor in  the probability of an oplion being esercised and 
may he less than the notional amount of the option l'ercentages art: based on lised-price contracts only. 

(c) Coal and nuclear contracts receive accrual accounting treatment, as they are not derivative contracts Percentages are based on both tised- and 
variable-priced contracts 

(d) Represents the balance of the current year 
(e) Volumcs for derivative sales contracts that delivcr in future periods total 3,050 GWh 

In  addition to the fuel purchases above, PPL Energy Supply attempts to economically hedge the fuel price risk that is within 
its fuel-related and coal transportation contracts, which are tied to changes in crude oil or diesel prices. PPL Energy Supply 
has also entered into contracts to financially hedge the physical sale of oil. The following table presents the net volumes (in 
thousands of barrels) of derivative (sales)/pnrchase contracts used in support of these strategies at September 30,20 1 1 I 
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2011 (:I) 2012 2013 (b) 

Oil Swaps (21) 65 1 540 

(a) Represents the balance ofthe current year 
(ti) Volumes (in thousands of bairels) for derivative contracts used in support of this strategy that deliver in future periods total 120. 

Optimization of Intermediate and Peakinq Generation 

In addition to its competitive baseload generation activities, PPL Energy Supply attempts to optimize the overall value of its 
competitive intermediate and peaking fleet, which includes 3,395 MW of gas and oil-fired generation. The following table 
presents the net volumes of derivative (sales)/purchase contracts used in support of this strategy at September 30, 201 I .  

----- Units I.. 2011 (2) 2012 " 2013 (b)--- 
Power Sales (c) G Wh (1.127) (2.006) ( 1 :224) 
Fuel Purcliases (c) Bcf 12 0 13 5 8.2 

(a) 
(b) 
(c) 

Represents the balance oftlie current year 
Volumes for derivative contracts used in support ofthese strategies that deliver in future periods total (1,632') GM'h and I 1  0 Bcf 
Included in these volumes are non-options and exercised option contracts that converted to nun-option derivative contracts Volmes associated with 
option contracts are not significant 

Marketinq Activities 

PPL Energy Supply's mar1,eting portfolio is comprised of full-reyuirernent sales contracts and their related supply contracts, 
retail gas and electricity sales contracts and other marketing activities. The full-requirement sales contracts and their related 
supply contracts make up a significant component of the marketing portfolio. The obligations under the full-requirement 
sales contracts include supplying a bundled product of energy, capacity, RECs, and other ancillary piodticts. 'The full- 
requirement sales contracts PPL Energy Supply is awarded do not provide for specific levels of load, and actual load could 
vary significantly from forecasted amounts. PPL Energy Supply uses a variety of strategies to hedge its full-requirement 
sales contracts, including purchasing energy at a liquid trading hub or directly at the load delivery zone, purchasing capacity 
and RECs in the marhet and supplying the energy, capacity and RECs with its generation. PPL Energy Supply does not 
consider RECs to be derivatives; therefore, they are excluded from the table below. 'The following table presents the volume 
of (sales)/purchase contracts, excluding FTRs, basis and capacity contracts, used in support of these activities at 
September 30,201 1. 

Energy sales contracts (b) 
Related energy supply contracts (b) 

Energy purchases 
Volunietric hedges (c) 
Generation supply 

Retail gas salcs contracts 
Retail p s  purchase contracts 

Units ~ 2011 (a) - 2012 2013 
CiWh (4.3 19) (13.074) (5,325) 

G Wh 3.923 7.425 645 
G Wh 90 3 13 43 
GWIl 1,265 5,457 4,178 
Bcf (2  6) (9 1 )  (0 5) 
Bcf 2 5  9 1  0 5  

(a) 
(b) 
(cj 

Rcprescnts the balance of the current year 
Includes NPNS and contracts that are not dcrivatives. which receive accrual accounting 
PPL Energy Supply uses power and gas options. swaps and futures to hedge the voluntetric risk associated with full-requirement sales contracts since 
the demand for power varies hourly Volumes for option contracts factor in the probability ot'an option being exercised and may be less than the 
notional amount of the option 

Proprietaw Tradiriq Activity 

At September 30,201 1, PPL Energy Supply's proprietary trading positions, excluding FTR, basis and capacity contract 
activity that is included in the tables below, wer'e not significant. 
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Other Enerqv-Related Positions 

FTRs and Other Basis Positions 

PPL Energy Supply buys and sells FTRs and other basis positions to mitigate the basis risk between deliveiy points related to 
the sales of its generation, the supply of its full-requirement sales contracts and retail contracts, as well as for proprietary 
trading purposes. The net volume of derivative FTR and basis (sales)/purchase contracts at Septeniber 30, 201 1 were: 

FTRs 
Power Basis Positions 
Gas Basis Positions 

lfnits 2011 (a) - 2012 2013 (b) 
GWh 9,770 15.008 
GWh (4,022) (1 0.878) (987) 
Bcf 7 7  12 9 ( 1  0) 

( a )  
(b) 

Represents the balance of the current year 
Volumes that deliver in future periods are 364 GWh and (2 0) Bcf 

Capacity Positions 

PPL Eneigy Supply buys and sells capacity related to the sales of its generation and the supply of its full-requirement sales 
contracts. These contracts qualify for NPNS and receive accrual accounting. PPL Energy Supply also sells and purchases 
capacity for proprietary trading purposes. These contracts are marked to fair value through earnings. The following table 
presents the net volumes of derivative capacity (sales)/purchase contracts at September 30, 3-01 I .  

Capacity 
Lkits 2011 (a) 3012 2013 (b) 

MW-months (2.944) (6.422) ( 1.384) 

(a) 
(h) 

Represents the balance oJ the current year 
Vuluiiies that deliver i n  ftiture periods are (233) MW-months 

Sales of Excess Regulated Generation (PPL,. LKE, LG&E aiid KU) 

LKE and its subsidiaries manage the price risk of expected economic generation capacity in excess of expected load 
requirements nsing market-traded forward contracts. At September 30,201 I ,  the net volume of electricity based financial 
derivatives outstanding to hedge excess regulated generation was insignificant for LKE, LG&E and KU. 

interest Rate Risk 

Cash Flow Hedqes (PPL L I H ~  PPL, E i l c r ~  Stppll:) 

Interest rate risks include exposure to adverse interest rate movements for outstanding variable rate debt and for future 
anticipated financings. PPL enters into financial interest rate swap contracts to hedge these exposures. These interest rate 
swap contracts mature through 2022 and had a notional value of $550 niillion at September i0 ,  201 1 .  

Through PPL, PPL WEM holds a notional position in cross-currency interest rate swaps totaling $960 niillion that mature 
through 2021 to hedge the interest payments and principal of the U S .  dollar-denominated senior notes issued by PPL WEM in 
April 201 I .  Additionally, PPL WW holds a notional positioti iii cross-currency interest rate swaps totaling $302 rnillioti that 
mature thi-oiigh December 2028 to hedge the interest payments and principal of its US. dollar-denominated senior notes. In 
20 10, these PPL WW swaps were part of PPL Energy Supply's business. As a result of the distribution of PPL Energy Supply's 
membership interest in PPL Global to PPL Energy Funding effective Januaiy 20 1 1, these swaps are no longer part of PPL 
Energy Supply's business. 

For the three and nine months ended September 30,201 1, hedge ineffectiveness associated with interest rate derivatives was 
insignificant and a gain (loss) of $(I3) million for PPL, of which a gain (loss) of $(S) million was attributable to certain 
interest rate swaps that failed hedge effectiveness testing during the second quarter of 201 I .  For the three and tiine months 
ended September 30,201 0, hedge ineffectiveness associated with interest rate derivatives was insignificant for both PPL and 
PPL Energy Supply. 

Cash flow hedges are discontinued if it is no longer probable that the original forecasted transaction will occur by the end of 
the originally specified tiine periods and any amounts previously recorded in AOCI are reclassified into earnings once it is 
determined that the hedged transaction is probable of not occurring. PPL and PPL Energy Supply had no such 
reclassifications for the three and nine months ended September 30,201 1. As a result of the expected net proceeds fiom the 



then anticipated sale of certain non-core generation facilities, coupled with the monetization of certain full-requirement sales 
contracts, debt that had been planned to be issued by PPL Energy Supply in 2010 was no longer needed. As a result, hedge 
accounting associated with interest rate swaps entered into by PPL in anticipation of a debt issuance by PPL Energy Supply 
was discontinued. Net gains (losses) of $(29) million, or $( 19) inillion after tax, were reclassified for the three and nine 
months ended September 30,3010. PPL Energy Supply had no such reclassifications for the three and nine months ended 
September 30,201 0. 

At September 30,20 1 1, the accumulated net unrecognized after-tax gains (losses) on qualifying derivatives that are expected 
to be reclassified into earnings during the next 12 months were $(I  1)  million for PPL. Amounts are reclassified as the 
hedged interest payments are made. 

Fair Value Hedqes (PPL tmd PPL E17rrgy Sipply) 

PPL and PPL Energy Supply are exposed to changes in the fair value of their debt portfolios. To manage this risk, PPL and 
PPL Energy Supply may enter into financial contracts to hedge fluctuations in the fair value of existing debt issuances due to 
changes in benchmark interest rates. At September 30, 20 1 1, PPL held contracts that range in niaturity through 2047 and had 
a notional value of $99 million. PPL Energy Supply did not hold any such contracts at September 30,201 1. PPL and PPL 
Energy Supply did not recognize gains or losses resulting fi-om the ineffective portion of fair value hedges or from a portion 
of the hedging instrument being excluded fi-om the assessment of hedge effectiveness for the three and nine months ended 
September 30,201 1 and 2010. 

PPL Electric redeemed $400 inillion of 7.125% Senior Secured Bonds due 20 13. As a result of this redemption, PPL 
I ecorded a gain (loss) of $22 million, or $14 million after tax, for the three and nine ntoiiths ended September 30,201 1 i n  
"Other Income (Expense) - net" on the Statement of Income as a result of accelerated amortization of the fair value 
adjustments to the debt in connection with previously settled fair value hedges. PPL had no such gains or losses for the three 
and nine months ended September 30,2010. PPL Energy Supply had no such gains or losses for the three and nine months 
ended September 30,20 1 I and 20 IO.  

- Economic Activity 

(PPL. LKE U ~ I '  L C b E )  

LG&E enters into interest rate swap contracts that economically hedge interest payments 011 variable rate debt. Beginning in 
the third quarter of 201 0, as a result of a rate case order, iealized gains and losses from the swaps are recoverable through 
regulated rates. Therefore, any subsequent change in fair value of these derivatives is iricluded in regulatory assets and 
liabilities. Realized gains and losses are recognized in "Interest Expense" on the Statements of Income when the hedged 
transaction occurs. Prior to the third quarter of 2010, LG&E ieclassified amounts previously recorded in AOCI to earnings in 
the same period during which the forecasted transaction affected earnings. The amounts recorded to regulatory assets for the 
three and nine months ended Septeinber 30,20 I I were $22 inillion and $23 million. At September 30,201 1, LG&E held 
contracts with a notional amount of $179 million that range in maturity through 3033. The fair value of these contracts was a 
liability of $57 million and $34 million at September 30,201 1 and December 31,2010. 

The amounts recorded to regulatory assets for the three and nine months ended September 30,2010 were $59 million 

Foreign Currency Risk 

C a s h  Flow Hedqes 

At September 30,201 1, there were no existing foreign currency cash flow hedges associated with foreign currency- 
denominated debt or finn commitments (including those for the purchase of equipment) denominated in foreign currencies. 
Amounts previously settled and recorded in AOCI are reclassified as the hedged interest payinents are made and as the related 
equipment is depreciated. Insignificant gains are expected to be reclassified into earnings during the next 12 months. 

During the three and nine months ended September 30,201 1 and 2010, no cash flow hedges were discontinued because it 
was probable that the original forecasted transaction would iiot occur by the end of the originally specified time periods. 
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Fair Value Hedqes 

PPL, enters into foreign currency forward contracts to hedge the exchange rates associated with firm coinmitnients 
denominated in foreign currencies; however, at September 30,201 1. there were no existing contracts of this natuie and no 
gains or losses recorded during the three and nine months ended September 30,201 1 and 3010 related to hedge 
ineffectiveness. or fi-om a portion of the hedging instninient being excluded from the assessment of hedge ineffectiveness, or 
from hedges of firm commitments that no longer qualified as fair value hedges. 

Net Investment Hedses (PPL. atid PPL Et7er.g: Siipply) 

PPL enters into foreign currency contracts on behalf of a subsidiary to protect the value of a portion of its net investment in 
WPD. In 20 IO,  these contracts were included in PPL Energy Supply's business. As a result of the distribution of PPL 
Energy Supply's membership interest in PPL Global to PPL Energy Funding, effective January 201 1, these contracts are no 
longer included in PPL Energy Supply's business. 

The contracts outstanding at September 30,201 1 had an aggregate notional amount of E65 million (approximately $106 
million based on contracted rates). The settlement dates of these contracts range from January 2012 through June 2012. At 
September 30,201 I ,  the fail value of these contracts was $5 million. For tlie three and nine months ended September 30, 
201 I ,  PPL recognized insignificant amounts of activity in the foreign currency traiislation adjustment component of AOCI. 
For the three and nine months ended September 30,2010, PPL and PPL Energy Supply recognized insignificant amounts of 
activity in the foreign currency translation adjustment component ofAOCI. At September 30,201 I ,  PPL included $18 
million of accumulated net investment hedge gains (losses), after tax, i n  the foreign currency traiislation adjustinent 
component of AOCI. At December 3 1,2010, PPL, and PPL Energy Supply included $15 million of accuiniilated net 
investment hedge gains (losses), after-tax, in AOCI. 

Economic Activitv 

(PPL) 

In anticipation of the repayment of a portion of the GBP-denominated borrowings undei the 201 1 Bridge Facility with U.S. 
dollar proceeds received fiom PPL,'s issuance of common stock and 201 1 Equity IJnits and PPL WEM's issuance of U S .  
dollar-denominated senior notes, as discussed in Note 7 ,  PPL entered into forward contracts to purchase GBP in order to 
econoniically hedge the foreign currency exchange rate risk related to the repayment. These trades were settled in April 
201 1. Gains and losses on these contracts are included in "Other Income (Expense) - net" on the Statement of Income. PPL 
recorded insignificant losses and $ 5 5  million of pre-tax, net gains (losses) for the three and nine months ended September 30, 
2011. 

PPL enters into foreign currency contracts on behalf of a subsidiary to economically hedge anticipated earnings denominated 
in GBP. I n  20 IO, these contracts were included in PPL Energy Supply's business. As a result of the distribution of PPL, 
Energy Supply's membership interest in PPL Global to PPL Energy Funding, effective January 20 1 1, these contracts are no 
longer included in PPL Energy Supply's business. At September 30,201 1, the total exposure hedged by PPL was &393 
million, the net fair value of these positions was $16 million and these contracts had termination dates ranging froin October 
201 1 through November 2012. PPL records gains (losses) on these contracts in "Other Incoiiie (Expense) - net" on the 
Statements oflncome. Gains (losses) were $1 1 million for both the three and nine months ended September 30,20 1 I and 
insignificant for 20 10. PPL Energy Supply's 20 10 gains (losses), both realized and unrealized, are included i n  "Income 
(Loss) from Discontinued Operations (net of income taxes)'' on the Statement of lnconie and were insignificant for the three 
and nine months ended September 30, 2010. 

Accounting and Reporting 

(PPL.. PPL E11er.g~ Supply, PPL, Electric, LKE. LG&E and KU) 

All derivative instiunients are recorded at fair value on the Balance Sheets as an asset or liability unless they qualify for 
NPNS. NPNS contracts for PPL and PPL. Energy Supply include full-requirement sales contracts, power purchase 
agreements and certain retail energy and physical capacity contracts, and for PPL Electric include full-requirement purchase 
contracts and block purchase contracts. Changes in tlie derivatives' fair value are recognized ctirrently in earnings unless 
specific hedge accounting criteria are met, except for the change in fair value of L,G&E's interest rate swaps which is 
recognized as a regulatory asset. See Note 6 for amounts recorded in regulatory assets at September 30, 201 1 and 
December 31,2010. 
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See Notes 1 and 19 in PPL and PPL Electric's 20 10 Form 1 0-K, Notes 1 and 15 in PPL Energy Supply's Forni 8-K dated June 
24,201 1 and Notes 1 and 5 in the annual financial statements included in LKE's, LG&E's and KU's 20 11 Registration 
Statements for additional information on accounting policies related to derivative instruments. 

The following table presents the fair. value and location of derivative instruments recorded on the Balance Sheets. 

December 31,2010 --_-- September 30,2011 

.- hedging instriimenzu- as hedging instruments (a) 
Derivatives designated as Derivatives not designated Derivatives designated as Derivatives not designated 

hedging i n s t r u m e n t s "  as hedging instruments (a) 
Assets Liabilities Assets -Liahiiities , Assets Liabilities Assets Liabilities 

Current' 
Price Risk Management 

Assets/Liabilities (h). 
Interest rate swaps $ 5 $  63 s 4 %  I I  $ 19 $ 2 
Cross-currency swaps 2 7 9 

exchange contracts 5 $ 1 6 7 f 4 
Foreign currency 

Commodity contracts I 667 2 -.-----73J-"------ 700 878 19 1,011 I .09 5 
67 716 735 YO3 1,015 1.097 47 --I--- 6 7 L  l - l _ _ ~ -  -_.- ~ ~ ~ 

Total current 
Noiicurrent 

Price Risk Maiageineril 
AssetdLiabilities (b): 

Interest rate swaps 
Cross-cunencs swam 51 

53 4 
37 

32 
~. 

Commodity contracts 152 16 513 439 I69 7 445 43 1 
Total noncurrent - 203 16 523 491- I .---- 210 7 445 163 

Total dei.ivatives $ 880 $ 53 $ 1.239 $ 1,230 !$ 1.113 $ 54 $ 1.460 $ 1.560 

" ".l",",l_ .. ....I" ...... ~ , - -  lll___ 

(a) 

(b) 

$261 million and $326 million of net gains associated with derivatives that were no longer designated as hedging iiistnimeiits are recorded in  AOCI at 
September 30: 20 1 1 and Deceiiiber 3 I 20 10 
Represents the location on the Balancc Sheet. 

The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCI were $491 million and 
$695 million at September 30,20 1 1 and December 3 1, 20 10. The after-tax balances of accumulated net gains (losses) 
(excluding net investment hedges) in AOCI were $921 niillion and $602 million at September 30,2010 and December 3 1, 
2009. 

The following tables present the pre-tax effect of derivative instruments recognized in income, OCI or regulatory assets for 
the periods ended September 30,20 1 1 I 

Derivatives in Jledged Items in Location of Gain Gain (Loss) Recognized Gain (Loss) Recognized 

Relationsliips Relationships in Income 
Fair Value Hedging Fair Value Hedging (Loss) Recognized in Jncome on Deri\ati\e ___ in Income on Related I t e m  __ 

Three hlonths Nine Rlonths Three hlonths -pine hlonths 
~ 1 - 1 1 1 -  I 

Interest rate swaps Fised rate debt Interest expense 
Other income 

(expense) -net 
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Nine Months _____-,- Three Months ,",l,".~"" 

Gain (Loss) Gain (Lossj 
Recognized Recognized 
in  lnconie in lneome 

on Derivative Gain (Loss) on Derivative 
Gain (Loss) (Ineffective Reclassifred (Ineffective 
Reclassified Portion and from AOC'I Portion and 

Derivative Gain Location of froni AOCI Amount into Amount 
(Loss) Recognized in Gsio (Loss) into Income Excluded from Income Escludcd from 

Derivative OCI (Effective Portion) Recognized (Effective Effeetiveness (Effective Effectiveness 
Relationships ____. Three Months Nine Months iii Income Portion) Testing) ~ . _ _ _  Portion) Testing) __ 

Interest rate swaps Ii; (52.) Ii; ( 5  1) Inrerest expense $ (4) $ (IO) $ (13) 
Cross-currency swaps 46 13 Interest expense 3 

(.expense) - net 32 19 

inarketing 163 $ (9) 530 (31) 

Depreciation 1 1 
Energy purchases (47) ( '5% 1 

Total Ii; 60 $ 7s $ 151 $ (9) $ 415 $ (43) 

Cash Flow Fledges: 

Other income 

Conimodily contracts 66 1 16 Wholesale energy 

Fuel 1 1 

__I-...I_. "I 

Net Investment Hedges: 
Foreign exchange contracts Ii; 5 $  4 

Derivatives Not Designated as 
Hedging Instruments: 

Foreign exchange contracts 
Interesl rate swaps 
Comniodity contracts 

Derivatives Not Designated as 
I-iedping I n s t r u m e m  

Interest rate swaps 

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

0 t h  income (expense) - net 
Interest espense 
Utility 
Unregulated retail clectiic and gas 
Wholesale eneigq marketing 
Net energy trading margins (a) 
Fuel 
Energy purchases 
Total 

Location of Gain (Loss) Recognized as 
Regulatory Liabilities/Assets __ Three Months __ 

Regulatory assets - noncurrent rfi (27) 

Nine hlontlis 

Ii; 

Nine Months 

$ (231 

(a) 

The following tables present the pre-tax effect of derivative instruments recognized in income or OCI for the periods ended 
September 30,20 I O .  

Differs from the Statement of Income due to intra-month transactions that PPL defines as spot activity, which is not accounted for as a derivative 

Derivatives in Hedged Items in Location of Gain Gain (Loss) Recognized Gain (Loss) Recognized 
Fair Value lledging Fair Value Hedging (Loss) Recognized - in Income on Deriwtivc in Income on Related Item 

Relationsliips Relationships ___ in Income Tlirce Rlonths -Nine Months Three Months Nine hlontlis 

Interest rate swaps Fised rate debt Interest espense Ii; 12 $ 1 6  $ (1) % (14) 
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Derivative Caiii Location of 
(Loss) Recognized in Gain (Loss) 

Derivative OCI (Effective Portion) Recognized 
Rela tionships Three Rlontlis Nine Months in Income 

Interest rate swaps $ (124) $ (225) Interest expense 
Other income 
(eupense) -net 

C ross-currency swaps (6) 40 Interest expense 
Other income 
(expense) - net 

marketing 
Fucl 
Depreciation 

- 
Cash Flow Hcdges 

Cornmodit\, contracts 3 60 789 Wholesale energy 

Total 
Energy piircliases I-..-. I ~ I _  11,111" "I 

9; 230 $ 604 

Net Investment Hedges, 
Foreign escliaiige contracts $ (1)  $ 4 

Three Months Nine Months 
Gain (Loss) Gain (LOSS) 
Recognized 
in Income 

on Derivative Cain (Loss) 
Cain (Loss) (Ineffective Reclassified 
Reclassified Portion and from AOCl 
from AOCI Amount into 
into Income Excluded from Income 

(Effective Effcctiveiiess (Effective 
Portion) -__ Testing) Portion) 

Recognizrd 
in Income 

on Deriva tivc 
(Ineffective 
Poition and 

Amount 
Excluded from 
Effectiveness 

Testing) 

Derivatives Not Designated as  
Hedging Instruments: 

Locatiori of Gain (Loss) Recognized in 
Income on Derivatives Three Months -__ Nine Months 

-.I 

Foieign exchange contracts 
Commodity contracts 

Other income (expense) - net 
Unregulated retail electric and gas 
Wholesale energy marketing 
Net energy trading margins (a) 
Fuel 
Energy purchases 
Total 

1 
22 

384 

(a) Differs from the Statement oflnconie due to intra-month transactions that PPL defines as spot activity. which is not accounted for as a derivative 

See Note 8 for information on PPL Energy Supply's January 201 I distribution of its membership interest in PPL Global to its 
parent, PPL Energy Funding. The following table presents the fair value and location of derivative instruments recorded on 
the Balance Sheets. 

December 31,2010 -_,_ 
-1_-.--. 

September30,2011 
Derivatives designated as Derivatives not designated DcrivaCivcs designated as  Derivatives not dcsignated 

hrdging instruments -_ &edging instruments (a) hedging,instruments hedging instruments (a) 
.4ssets Liabilitics Assets Liabilities Asscts Liabilities Assets Liabilities l l . l ~ -  

Current. 
Price Risk Management 

AssctdLiahilities (b). 

Foreign currency 
Cross-cunency swaps $ 7 $  9 

cscharige contracts 7 $ 4 
Commodity contrack 2, 667 $ 2 %  699 $ 733 878 19 1,OLI $ 1.084 

Total current 667 2 699 733 892 28 1.015 I .os4 
Noncurrent: 

Price Risk Management 
Assets/Liabilities (b). 

Cross-currency swaps 37 
Conimodity contracts 152 16 523 439 169 7 435 43 1 

43 1 
Total derivatives $ 819 $ I8 11; 1,222 $ 1.172 $ 1.098 9; 35 $ 1.460 $ 1.515 

435 --_- Total noncurrent 152 16 523 439 206 7 

(a) $261 million and $326 million of net gains associated with derivatives that were no longer designated as hedging instruments are recorded in AOCI at 
September 30,201 1 and December 31.2010 
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(b) Represents the location on Uie balance sheet. 

The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCI were $539 million and 
$733 million at September 30,20 1 1 and December 3 1,20 I O .  At September 30: 201 I ,  AOCI reflects the effect of PPL. 
Energy Supply's January 20 1 1 distribution of its membership interest in PPL Global to its parent, PPL, Energy Funding. See 
Note 8 for additional information. The after-tax balances of accumulated net gains (losses) (excluding net investment 
hedges) in AOCI were $1 .0 billion and $573 million at September 30,20 10 and December 3 1,2009. 

The following tables present the pre-tax effect of derivative instruments recognized in income or OC1 for the periods ended 
Septeinber 30,201 1"  

Derivatives in  Hedged Items in L,ocation of Gain Cain (Loss) Recognized Gain (Ims) Recognized 
Fair Valne Hedging Fair Value Hedging (Loss) Recognized iii Income on Derivative - _,,__,I in Income on w e d  Item 

R e l a t i o n s h e  ",,_I, Rel:itionsliips in Income Three R l o ? _ t ~ ~ -  - l i n e  Rlonths _Three Months Nine Months 

Intcrest rate swaps Fixed rate debt Interest expense 16 1 

Three Months Nine hlonths 
Gain (Loss) Gain (Loss) 
Recognized Recognized 
in Income in Income 

on Derivative on Derivative 
Gaiii (Loss) (Ineffective Gain (Loss) (Ineffective 
Reclassified Portion and Recliissified Portion and 

Derivative Gain Location of from AOCI Aniount from AOCI Amonnt 
(Loss) Recognized i n  Gains (Losses) into Income Eselnded from into Income Escluded from 

Deriwtive OCI (Effective Portion) Recognized (Effective Effi.ctiveness (Effective Effectiveness 
Rel:\tionships Three Months bine hIontlis in Income ,l,_,,, I Portion) Testing) Portion) Testing) 

Cash Flow I-fedges. 
Wholesale energy 

Fucl 1 1 
Comiiiodity coiibacts 16 66 16 I I6 niarlieting 16 163 $ (9) 16 5.30 16 (31) 

Depreciation 1 I 
Energy purchases (42) (159) 1 

Total 16 66 $ I16 16 123 S (9) 16 373 16 (3@) 

Derivatives Not Designated as  
Hedging Instruments: 

Commodity contracts 

Location of Gain (L.oss) Recognized in 
Income on Derivatives Three hlonths 

Unregulated retail electric and gas 16 6 
Wholesale energy marketing 193 
Net energy trading margins (a) (3 
Fucl (27) 
Energy purchascs (192) 
Total S (22) 

Nine hlonths I 

16 11 
167 

9 
(12) 

(156) 
16 19 

(a) Differs from the Statcment of Income due to intra-month transactions that PPL Energy Supply defines as spot activity. which is not accounted for as a 
derivative 

The following tables present the pre-tax effect of derivative instruments recognized in income or OCI for the periods ended 
September 30.20 10. 

Derivatives in Hedged Items iii Location of Gain Gain (Loss) Recognized Gain (Loss) Recognized 
Fair Value Hedging Fair Value Hedging (Loss) Recognized in Income on Derivative i n  Income on Related Item 

Relationships - Rel:itionships ia Ineoine __._ Three Months Nine Months Three Rlonths Nine Months 

Interest rate swaps Fiscd rate debt Interest expense 16 1 s ;  I 
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Derivative Gain Location of 
(Loss) Recognized in Gains (Losses) 

Derivative OCI (Effective Portion) , Recognized 
Relationships I Three Months Nine Months ill Income 

Cash Flow Hedges. 
Interest rate swaps Discontinued 

Cross-currency swaps $ ( 6 )  9; 40 Discontinued 
operations 

operations 
MhAesale energy 

Commodity contracts $ 360 789 marketing 
Fuel 
Depreciation 

'Total 
Energy purchases ". l..llll".lll_" 

$ 354 $ 829 

7 hree hionths 
Gain (Loss) 
Recognized 
in  Income 

on Derivative 
Gain (Loss) (Ineffective 
Reclassified Portion and 
from AOC'I Amount 
into Income Excluded from 

(Effective Lffectiveness 
Portion) . Testing) 

Nine Months 
Gain (Loss) 
Recognized 
in Income 

on Derivative 
Gain (Loss) (Ineffective 
Reclassified Portion and 
from AOCl Amount 
into Income Excluded from 
(Effective Effectiveness 
Portion) Testing) - 

~ 

Net Investment Hedges 
Foreign exchang contracts $ ( 1 )  $ 4 

Derivatives Not Designated as Location of Gain (Loss) Recognized in 
Hedging Instruments: 111 Income on Derivatives 'Three Months Nine Rfonths 

Foreign exchan, "e contrncts 
Commodity contracts 

Discontinued operations s 
Unregulated retail electric and gas 
Wholesale energy niarketing 
Net energy trading margins (a) 
Fuel 
Energy purchases 
Total 

1 

38-1 
77 -_ 

(a) Differs lrorn the Statement oflncome due to intra-month transactions that PPL Energy Supply defines as spot activity, which is not accounted for as a 
derivative 

(LKE m d  LG&E) 

The following table presents the fair value and location of derivative instruments recorded on the Balance Sheets. 

September 30,2011 December31,2010 
Derivatives designated as Derivatives not designated Derivatives designated as Derivatives not designated 

hedging instruments as hedging instruments , I_,_I, hedging instruments as hedging instruments 
Assets Li:tbilities I Assets Liabilities Assets Liabilities Assets Liabilities - , . ~ . l l l l  

Current. 
Other Current 

Assets/Liabilities (a): 
Interest rate swaps $ 4 $ 2 
Commodity contracts $ 1 I - 7 

Total cunent I 5 4 --.I-.. I.-..̂  "~~ ----- 
Noncurrent: 

Price Risk Management 
Assets/Liabilitirs (a). 

53 32 
32 53 

Total derivatives $ I $  58 9; 36 

-~ Interest rate swaps 
_-_lll"..l"ll"- Total noncurrent "."."~" ..... " Ill...l~llLI--_.,lllI. ~ ".,~ - l _ l . . . ~  --I 

(a) Represents the location on the Balance Sheet 

There were no after-tax balances of accumulated net gains (losses) in AOCI at September 30,20 1 I ,  December 3 1 ,  20 10 and 
September 30,20 LO. The after-tax balance of accurnulated net gains in AOCI was $5 million at December 3 I ,  2009. 

The following tables present the pre-tax effect of derivative instruments recognized in income or regulatory assets for the 
periods ended September 30,201 1, for the successor. 
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Derivatives Not Designated as Location of Gain (Loss) Recognized in 
Three jClonths -- Nine hlonths Hedging Instruments: Income on Derivatives 

Interest ratc snaps 
Commodity cnntracts 

Intcrest expense $ (2) $ 16) 
1 (2)  Operating revenues - retail and wholesale 

Total $ ( 1 )  $ (8) 
-- 

Derivatives Not Designated as Location of Cain (Loss) Recognized as 
Three hlonths Nine Months Hedging Instruments: Regulatory Liabilities/Assets - 

Interest ratc swaps Regtilatory assets $ (22) $ (23) 

The following tables present the pre-tax effect of derivative instruments recognized in income or regulatoiy assets for the 
periods ended September 30,20 10, for the predecessor. 

Derivatives Not Designated as Location of Gain (Loss) Recognized i n  
Hedging lnstrnments: Income on Derivatives Three Months __ Nine Months 

_. - 
Interest rate swaps 
Commodity cniitracts 

Othei income (expense) - net $ 29 s 19 
3 Operating revenues - retail and wholesale 

Total s 29 s 22 
-- - 

Derivatives Not Designated as Location ofGain (Loss) Recognized as 
Hedging Instruments: Rcgulatory L,i:tbilities/.~sscts Tht ee hloriths Nine Months 

Interest rate snaps Regulatory assets s (59) $ (59) 

The gains and losses recognized in income on derivatives associated with coinmodity contracts for the three-month period 
ended September 30,70 10 were not significant. 

During the nine months ended September 30,201 0: LGLPLE recorded a pre-tar gain to reverse previously recorded losses of 
$21 million and $9 million to reflect the reclassification of the ineffective swaps and the terniinated swap to a regulatory 
asset. 

The gain on hedging interest rate swaps recognized in OCI for the three and nine nionths ended September 30,201 0, was $7 1 
million and $17 million. For the three and nine months ended September 30,2010, the gain on derivatives reclassified fi-om 
AOCl to regulatory assets was $23 million. 

Prior to including the unrealized gains and losses on the effective and ineffective interest rate swaps in regulatory assets, 
amounts previoitsly recorded in  AOCl were reclassified into earnings in the same period during which the hedged forecasted 
transaction affected earnings. The amount amortized from OCI to income in the three and nine months ended September 30, 
201 0 was not significant. 

(KU) 

The gains and losses recognized in income on derivatives associated with commodity contracts were not significant for the 
three and nine months ended September 30,201 1 and 2010. 

Credit Risk-Related Contingent Features (PPL. PPL Energy Supply, LKE and LG& E) 

Certain of PPL's, PPL Energy Supply's, LKE's and LG&E's derivative contracts contain credit contingent provisions which 
would pennit the countelparties with which PPL. PPL Energy Supply, LKE or L,G&E is in a net liability position to require 
the transfer of additional collateral upon a decrease in the credit ratings of PPL, PPL Energy Supply, LKE, L,G&E. or certain 
of their subsidiaries. Most of these provisions would require PPL, PPL, Energy Supply, LKE or LG&E to transfer additional 
collateral or permit the counterparty to terminate the contract if the applicable credit rating were to fall below investment 
grade. Some of these provisions also would allow the counterparty to require additional collateral upon each decrease in the 
credit rating at levels that remain above investment grade. In either case, if the applicable credit rating were to fall below 
investment grade (Le., below BBB- for S&P or Fitcli, or Baa3 for Moody's), and assuming no assignment to an investment 
grade affiliate were allowed, most of these credit contingent provisions require either immediate payment of the net liability 
as a termination payment or immediate and ongoing full collateralization by PPL,, PPL Energy Supply, LKE or LG&E on 
derivative instruments in net liability positions. 
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Additionally, certain of PPL's, PPL Energy Supply's, LICE'S and LG&E's derivative contracts contain credit contingent 
provisions that require PPL, PPL Energy Supply, LKE or LGgiE to provide "adequate assurance" of perforinance if the other 
party has reasonable grounds for insecurity regarding PPL's, PPL Energy Supply's, LKE's or LG&E's perforniance of its 
obligation under the contract. A counterparty demanding adequate assurance could require a transfer of additional collateral 
or othei security, including letters of credit, cash and guarantees from a creditworthy entity. This would typically involve 
negotiations among the parties. However, amounts disclosed below represent assumed immediate payment or immediate and 
ongoing full collateralization for derivative instruments in net liability positions with "adequate assurance'' pro\ isions. 

At September 30,301 1,  the effect of a decrease in credit ratings below investment grade on derivative contracts that contain 
credit contingent features and were in a net liability position is summarized as follows: 

PPL 
PPL __ Energy Supply LICE LCSrE 

Aggrcgate fair value of derivative instnrnients in a net liability 
position with credit contingent provisions R 103 $ 51 $ 37 R 37 

Aggregate fair value of collateral posted on these derivative instninients 45 I S  30 30 

a credit downgrade below investment grade (a) 191 167 9 9 
Aggregate fair value of additional collateral requirements in  the cvent of 

(a) Includes the effect of net receivables arid payables already recorded on the Balance Sheet 

15. Goodwill 

(PPL atid PPL Energy S~lyp[y) 

The changes in the carrying amounts of goodwill by segment were as follows. 

Total I<entucliy Regulated Iiiterriatiorial Regulated Supply "I 

m... 
I*I'L 
-I_ 

Balance at December 31: 2010 (a) $ 
Goodwill recognized durinq the period (b)  

662 $ 679 $ 420 (d) $ 1,761 
2.366 2.366 - .  

69 
Balance at September 30,201 I (a) $ 662 $ 3,114 $ 420 $ 4.196 

- . . " ~  -.I- 69 __..."(l...."ll~."____ Effect offor&& currency eschan, oe rates 

PPL Energy Sunplv 
Balance at December 3 I: 2010 (a) 

Balance at September 30,201 1 (a) 
Derecognition (c) 

Iiiteriiatioml Regulated -l_,,--ll Supply ,- 'Total 

619 $ 86 s 765 

(a) 
(b) 
(c) 

There were no accumulated impairment losses related to goodwill. 
Recognized as a result ofthe 201 1 acquisition of WPD Midlands. See Note 8 for additional information. 
Represents the amount of goodwill derecognized as a result of PPL Eneigy Supply's distribution of its membership interest in PPL Global to PPL 
Energy Supply's parent, PPL Ellerg) Funding. See Note S for additional information on the distribution. Subsequent to the distrihution. PI'L Energy 
Supply operates in a single business operating segment and reporting unit 
lncludes goodwill attributed lo the Supply segment as a result of the 2010 acquisition ol'LKE (d) 

16. Asset Retirement Obligations 

(PPL, LICE; LG&E and KU) 

Accretion expense recorded by LGgiE and KU is offset with a regulatory credit and related regulatory asset, such that there 
is no income staternent impact. 

(PPL, PPL Energy Sipply, LICE, LGK-E arid KU) 

The changes in the carrying amounts of AROs were as follows. 

I12 



ARO at December 3 1: 20 10 
Accretion espcnse 
Obligations assumed i n  acquisition of WPD 

Midlands (.a) 
Derecognition (b) 
Obligations incurred 
Changes i n  estimated cash flow or settlement date 
Obligations settled 

ARO at September 30,201 1 

(a) Obligations required under 1J K law related to treated wood poles. gas-filled switchgear and fluid-filled cables See Note 8 for additional information 
on tlie acquisition. 

(h) Represents AROs derecognized as a result of PPL, EJlergy Supply's distribution of its membership interest in  PPL. Global fo PPL Energy Supply's 
parent, PPL Energy Funding. See Note S for additional inforination on the distribution 

The classification of AROs 01-1 the Balance Sheet was as follows. 

Current portioti (a) 
L.ong-tern1 poition (h) 

Total 

Current portion (a) 
Long-tcrni portion (b) 

Total 

December 31,2010 - 
PPL Energy 

PPL - Supply LICE LCBE __ hT1 - 

$ 13 s 13 

s 44s $ 345 $ 103 S 49 s 54 
43 5 332 s IO3 $ !2 54 --- 

(a) 
(b) 

Included in "Other current liahilities " 
Included in "Asset retirement ohligations " 

(PPL mid PPL Ef7ei.p Sapply) 

The most significant ARO recorded by PPL and PPL Energy Supply relates to the decommissioning of the Susquehanna 
nuclear plant. The accrued nuclear decomniissioning obligation was $387 million and $270 niillion at September 30,201 1 
and December 3 1,201 0. and is included in "Asset retirement obligations" on the Balance Sheets. 

Assets in the NDT funds are legally restricted for purposes of settling PPL's and PPL Energy Supply's ARO related to the 
decommissioning of the Susquehanna nuclear plant. The aggregate fair value of these assets was $594 million and $61 8 
million at September 30,201 1 and December 31,2010, and is included in "Nuclear plant decommissioning trust funds" on 
the Balance Sheets. See Notes 13 and 17 for additional infomiation on these assets. 

17. Available-for-Sale Securities 

(P PL. PPL Energy SzqpIy, LKE c u d  LG&E) 

PPL and its subsidiaries classify certain short-term investnients, securities held by the NDT finds and attction rate securities 
as available-for-sale. Available-for-sale securities are carried on the Balance Sheets at fair value. Unrealized gains arid 
losses on these securities are reported, net of tax, in OCI or are recognized currently in earnings when a decline in fail value 
is deterniined to be other-than-temporary. The specific identification method i s  used to calculate realized gains and losses. 

The following table shows the amortized cost, the gross unrealized gains and losses recorded in AOCI, and the fair value of 
available-for-sale securities. 
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- PPL 
Short-term investments 

NDT funds. 
~ niunici1)al debt securities 

Cash and cash equivalents 
Equity securities: 

U S large-cap 
U S midismall-cap 

U S 'Treasury 
U S  government sponsored 

Municipality 
Investment-grade corporate 
Other 

Debt securities, 

agency 

Receivahles/payables. net 
-1 otal NUT funds 

Auction rate securities 
Total 

PPL Energv Supolv 
NDT funds: 

Cash and cash equivalents 
Equity sccurities 

U S  large-cap 
U , S. mid/small-cap 

US Treasury 
US. government sponsored 

Municipality 
Investment-grade corporate 
Other 

Debt securities: 

agency 

Receivables/payables, net 
Total NDT funds 

Auction rate securities 
'Total 

LhE and LG&E 
Short-term iiivestments 
- municipal debt securities 

U ~ W I I I ~ W  31,201n 
~--I__ 

Septeniber 30,101 1 
Gross Gross Gross Gross 

Aniortized Unrealized Unrealized Amortized Iinrealized t!nrealized 
cost  Gains Losses Fair Value Cost Gains Losses Fair Value 

$ I3 $ 13 10 10 

170 $ 90 
67 37 

260 180 $ 123 
104 67 52 

303 
119 

72 10 82 71 4 75 

10 1 11 6 1 
79 4 $  1 82 69 
34 3 37 31 2 
3 3 I 
2 7 - 1 1 

450 145 1 594 436 I82 618 
~ ~ - -  I" 

7 :  1 7: 

7 
69 
33 

1 

E 13 $ 13 $ 10 $ 10 

170 9; 90 
67 37 

260 180 $ 123 
104 67 52 

303 
119 

72 10 82 71 4 75 

10 1 I 1  6 1 
IO 4 $  I 82 69 
34 3 37 31 2 

3 3 1 

7 
69 
33 

1 

- - ~  20 -.- I 19- 20 2 0  
$ 638 182 2 9; 613 $ 456 $ $ 470 9; 145 $ 

$ 163 9; 163 

There were no securities with credit losses at September 30,201 1 or December 3 1,20 10 

The followiiig table s h o w  the scheduled maturity dates of debt securities held at September 30,201 1. 

PPL 
Amortized cost 
Fair value 

- 

PPL Lnergv Suoolv 
Amortized cost 
Fair value 

hfaturity Maturity hlaturity hlaturity 
Less T1i:rn 1-5 5-10 in E\cess 

1 Year ~ Years I ears O f i n I e a r L  __ Total 

Ib 10 s 70 9; 64 S 19 s 223 
10 73 70 86 239 

$ 10 $ 70 $ 64 $ 74 $ 218 
10 73 70 81 234 

The following table shows proceeds from and realized gains and losses on sales of available-for-sale securities for the periods 
ended September 30. 
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PPL. 
Proceeds from sales ofNDT securities (a) 
Other proceeds from sales 
Gross realized gains (b) 
Gross realized losses (bj  

- 

PPI. Dnerqv Sunplv 
Proceeds from sales 01 NDT securities (a) 
Gross realized gains (b) 
Gross realized losses (h)  

Three Months Nine Months _-- - 
2011 2010 201 1 2010 __ 

~ 

$ 34 $ 15 $ I34 $ 83 

3 2 26 11 
4 1 15 4 

163 

s 34 $ 15 s 134 $ 83 
3 2 26 I 1  
4 I I5 4 

(a) 
(h) 

(PPL, LKE uiid LG& E) 

These procectls are iised to pay income taws and fees related to matinging the trust Remaining proceeds are reinvestcd iii the trust 
Excludes the impact of other-than-temporary inipairnient charges recognized i n  the Statements of Income. 

At December 3 1,2010, LG&E held $163 million aggregate principal amount of tax-exempt revenue bonds issued by 
Louisville/Jefferson County, Kentucky on behalf of LG&E that were purchased from the remarketing agent in 3008 At 
December 3 1,301 0, these investments were reflected in "Short-term investments" on the Balance Sheet. During the nine 
months ended September 30, 201 1, LG&E received $163 inillion foi its investments in these bonds when they were 
remarketed to unaffiliated investors. No realized or unrealized gains (losses) were recorded on these securities, as the 
difference between carrying value and fair value was not significant. 

18. New Accounting Guidance Pending Adoption 

(PPl,, PPL. Energy Supply, PPL Electric, L E ,  LG&E mid KU) 

Fair Value Measurements 

Effective January 1 ,  2012, PPL and its subsidiaries will prospectively adopt accounting guidance that was issued to clarify 
existing fair value measurement guidance as well as enhance fair value disclosures. The additional disclosures required by 
this guidance include quantitative information about significant unobservable inputs used for Level 3 measurements, 
qualitative information about the sensitivity of recurring Level 3 measurements, information about any transfers between 
Level 1 and 2. of the fair value hierarchy, information about when the cuaent use of a non-financial asset is different fiom the 
highest and best use, and the hierarchy classification for assets and liabilities whose fair value is disclosed only in the notes to 
the financial statements. 

Any fair value measurement differences resulting from the adoption of this guidance will be recognized in income i n  the 
period of adoption. The adoption of this guidance is not expected to have a significant impact on PPL and its subsidiaries. 

Presentation of ComDrehensive Income 

Effective January 1 ,  2012, PPL and its subsidiaries will retrospectively adopt accounting guidance that was issued to improve 
the comparability, consistency and transparency of financial repoi-ting and to increase the prominence of items that are 
recorded in OC1. The amendments reqtiire that all non-owner changes in stockholders' equity be presented either in a single 
continuous statement of Comprehensive income or in two separate but consecutive statements wthere the first statement 
includes the components of net income and the second statement includes the components of OCI. 

Regardless of whether an entity cliooses to present coniprehensive income in  a single continuous statement or in two separate 
but consecutive statements, the entity is reqiiired to present on the face of the financial statements reclassification adjustments 
for items that are reclassified froin other comprehensive income to net income in the staternent(s) where the components of 
net income and the components of other comprehensive income are presented. 

Subsequent to the issuance of this new accounting guidance, the Financial Accomting Standards Board (FASB) announced 
plans to propose deferral of the requirement that companies present reclassification adjustments for each component of OCI 
in both net income and OCI on the face of the financial statements. During the deferral period, the FASB also plans to re- 
evaluate the requirement. The deferral, if finalized, would not change the requirement to present itenis of net income, items 
of other comprehensive income and total comprehensive income in either one continuous statement or two separate 
consecutive statements. 
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Upon adoption, the change in presentation is not expected to have a significant impact on PPL and its subsidiaries. 

- Disclosures about an Emplover's Participation in a Multiemplover Plan 

Effective December 3 1,201 I ,  PPL and its subsidiaries will retrospectively adopt accounting guidance that was issued to 
improve the transparency about an employer's participation in a multiemployer plan. The disclosures required by this 
guidance include the significant multiemployer plans in which an employer participates, the level of the eniployer's 
participation in these plans, the financial health of these plans and the nature of employer commitments to these plans. For 
plans for which users are unable to obtain additional publicly available information outside the employer's financial 
statements, additional disclosures are required. 

The adoption of this standard is not expected to have a significant impact on PPL and its subsidiaries. 

m n q  Goodwill for ImDairment 

Effective January 1,20 12, PPL and its subsidiaries will prospectively adopt accounting guidance which will allow an entity 
to elect the option to first make a qualitative evaluation about the likelihood of an impairment of goodwill. If. based on this 
assessment, the entity determines it is not more likely than not the fair value of a reporting unit is less than the canying 
amount, the two-step goodwill impail rnent test is not necessary. However, the first step of the impairment test is required if 
an entity concludes it is more likely than not the fair value of a reporting unit is less than the cairying amount based on the 
q tialitative assessment. 

The adoption of this standard is not expected to have a significant impact on PPL and its subsidiaries. 



PPL CORPORATION AND SUBSIDIARIES 

item 2. Manaaement's Discussion and Analvsis of Financial Condition and Results of Operations 

The following information should be read in con,junction with PPL's Condensed Consolidated Financial Statements atid the 
accompanying Notes and with PPL's 2010 Form 10-K. Capitalized ternis and abbreviations are explained in the glossary. 
Dollars are in millions, except per share data, unless otherwise noted. 

"Management's Discussion and Analysis of Financial Coiidition and Results of Operations" includes the following 
information: 

0 "Overview" provides an overview of PPL,'s business strategy, financial and operational highlights, and key legal and 
regulatory matters. 

"Results of Operations" provides a summary of PPL,'s earnings and a review of results by reportable segment and a 
description of key factors by segment that are expected to impact future earnings. This section ends with "Statement 
of Income Analysis," which includes explanations of significant changes in principal items on PPL's Statements of 
Income, comparing the three and nine months ended September 30,201 1 with the same periods in 2010. 

0 "Financial Condition - Liquidity and Capital Resources" provides an analysis of PPL's liquidity position and credit 
profile. This section also includes a discussion of rating agency decisions and capital expenditure projections. 

"Financial Condition - Risk Management" provides an explanation of PPL's risk management programs relating to 
niarliet and credit risk. 

"Application of Critical Accounting Policies" provides an update to PPL,'s critical accounting policy related to 
"Business Combinations - Purchase Price Allocation." This critical accounting policy is being updated to reflect the 
impact of the April 201 1 acquisition of WPD Midlands. 

Overview 

Introduction 

PPL is an energy and utility holding company with headquarters in Allentown, Pennsylvania. Through subsidiaries, PPL 
generates electricity from power plants in the northeastern, northwestern and southeastern IJ.S., markets wholesale or retail 
enerbg primarily in the northeastern and northwestern portions of the U.S., delivers electricity to customers in Pennsylvania, 
Kentucky, Virginia, Tennessee and the U.K. and delivers natural gas to customers in Kentucky. 

In January 201 1, PPL Energy Supply distributed its l00% membership interest in PPL Global to its parent, PPL Energy 
Funding (the parent holding company of PPL Energy Supply and PPL, Global with no other material operations), to better 
align PPL's organizational structure with the manner i n  which it manages its businesses and reports se-went information in  
its consolidated financial statements. The distribution separated the U.S.-based competitive energy marketing and supply 
business from the LJ.K.-based regulated electricity distribution business. The following chart depicts the organizational 
structure subsequent to this distribution and illustrates how PPL's principal subsidiaries align with PPL's reportable segments. 
After distributing PPL Global to its parent, PPL, Energy Supply and its subsidiaries' operations are entirely within the Supply 
s e p i  ent. 

Subsequent to the distribution of PPI., Global, PPL's principal subsidiaries are shown below (* denotes an SEC registrant - 
LKE, LG&E and KU became SEC Registrants effective June 1 , 20 1 I ) :  

1 I7 



PPL Corporation* 

Kentucky Regulated I I  Segment 
Pennsylvania 

Regulated Segment I I  Supply Segment I I  International Regulated 
Segment 

Business Strategy 

PPL's overall strategy is to achieve stable, long-terni growth in its regulated electricity delivery businesses through efficient 
operations and strong customer and regulatory relations, and disciplined growth in energy supply margins while mitigating 
volatility in both cash flows and earnings. hi pursuing this strategy, PPL acquired LICE in November 2010 and WPD 
Midlands in April 201 1 .  These acquisitions have reduced PPL's overall business risk profile and reapportioned the niix of 
PPL's regulated and competitive businesses by increasing the regulated portion of its business and enhancing rate-regulated 
growth opportunities as the regulated businesses make investments to improve infrastructure and customer reliability. 

The increase in regulated assets is expected to provide earnings stability through regulated returns and the ability to recover 
costs of capital investments, in contrast to the competitive energy supply business where earnings and cash flows are sub-ject 
to conimodity maiket volatility. Following the LISE and WPD Midlands acquisitions, approximately 70% of PPL's assets are 
in its regulated businesses. The pro forma impacts of the acquisitions of LKE and WPD Midlands on PPL's income froin 
continuing operations (after income taxes) for the nine months ended September 30 are as follows. 

Regulated 
Coinpetitive 

2010 ..~..-.---...- I-I " 1 ~  ---. ~ L__II-II.,,.. _."I 201 1 
Actual Pro forma Actual 
I I ~  

Pro forma 
lll-.-" 

9; 799 61% 9; 696 58% 9; 704 66% 9; 315 47% 
507 39% 507 42% 358 34% 358 53% -.l".l~-l 

9; 1.306 S 1.103 9; 1.062 $ 673 

Note. Pro forma and actual anioiints exclude non-recurring items identified in  Note S to the Financial Statements 

Accordingly, results for periods prior to the acquisitions of LKE and WPD Midlands are not coniparable with, or indicative 
of; results for periods subsequent to the acquisitions. 

With the purchase of WPD Midlands and the related growth of the portion of PPL's overall earnings translated fk01.n British 
pounds sterling. the related foreign currency risk is more substantial. The U.K. subsidiaries also have currency exposure to 
the U.S. dollar to the extent they have U.S. dollar denominated debt. 'lo manage these risks, PPL generally uses contracts 
such as forwards, options and cross currency swaps that contain characteristics of both interest rate and foreign currency 
exchange contracts. 

PPL's strategy for its competitive etiergy supply business is to optimize the value from its unregulated generation and 
marketing portfolio. PPL endeavors to do this by matching energy supply with load, or customer demand, under contracts of 
varying durations with creditworthy counterparties to capture profits while effectively managing exposure to energy and fuel 
price volatility, counterpai-ty credit risk and operational risk. 
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To manage financing costs and access to credit markets, a key objective of PPL's business strategy is to maintain a strong 
credit profile. PPL continually focuses on maintaining an appropriate capital structure and liquidity position. In addition, 
PPL. has adopted financial and operational risk management programs that, among other things, are designed to monitor and 
manage its exposure to earnings and cash flow volatility related to changes in energy and fuel prices, interest rates, 
counterparty credit quality and the operating performance of its generating units. 

Financial and Operational Highlights 

Net Income Attributable to PPL Coworation 

Net lncome Attributable to PPL Coiporatioii for the three and nine months ended September 30.20 1 1 was $444 million and 
$1 .O billion compared to $248 niillion and $58.3 million for the same periods in 2010. This represents a 79% increase over 
2010 for both periods. These increases reflect the following after-tax impacts by segment. 

Kentucky Regulated Segment earnings 
I nternational Regulated Scgment 

WPD Midlands earnings 
WPD Midlands acquisilioii-related costs 
Reduction in U.K tax rate related to PPL WW 

Distribution base rate iiicrease el'fective January 201 1 

Net unrealized gains/( losses) on e n e r g d a t e d  economic activie 
Impairment charges in 201 0 related lo the sale of'cerlain non-core generation facilities 
L.osses on the monetization of certain full-requirement sales contiacts in  201 0 
L.itigation settlemeill in 201 1 related to spent nuclear fuel storage 
Change in "Llnregulated Gross Energy Margins" (a) 

Unallocated costs - LKE acqtiisitioii-related costs in 2010 
Other 

Pennsylvania Regulated Segment 

Supply Segment 

Three hlonths- Nine Months 

s 7s $ IS4 

IO'  I59 
(64) (1 64) 

I 5  15 

9 29 

(a) The change in  "Unregulated Gross Energy Margins" is primarily due to lower bascload energy and capacity prices, changes in coal and hydro 
generation volumes and losses from the monetization of certain contracts in 20 I O  that rebalanced the business and portfolio, partially offset by higher 
margins on full-requirement sales contracts driven by contracts monetized in 20 10 and reduced shopping See "Statement of Income Analysis - 
Margins" for additional information and a reconciliation of"lJnregu1ated Gross E n e i g  Margins" to Operating Income 

See "Results of Operations" below for hrther discussion and analysis of the consolidated results of operations, as well as a 
discussion of each of PPL's business segments. 

Acquisition of WPD Midlands 

On April I ,  201 I ,  PPL, through its indirect, wholly owned subsidiary PPL WEM, acquired Central Networks, which operates 
two regulated distribution networks that serve five million end users in the Midlands area of England, for $6.6 billion, 
including long-term debt assumed through the acquisition. Subsequent to the close of the acquisition, the entities acquired 
were renamed and are collectively referred to as WPD Midlands. The service tei-ritories of PPL WW and WPD Midlands are 
contiguous and cost savings, efficiencies and other benefits are expected from the combined operation of these entities. 

The cash consideration of $5.8 billion was primarily funded by borrowings under the 201 1 Bridge Facility. The following 
permanent financing was completed in the second quarter of 201 1 to repay 201 1 Bridge Facility borrowings, pay certain 
acquisition-related fees and raise additional capital for general corporate purposes. 

0 

0 

PPL issued 92 million shares of its common stock and received net proceeds of $2.258 billion. 
PPL issued 19.55 million 201 I Equity Units and received net proceeds of $948 million. 
PPL WEM issued $460 million of 3.90% Senior Notes due 2016 and $500 million of 5.375% Senior Notes due 2021 
and received net proceeds of $953 million. 
WPD (West Midlands) issued 5800 million of 5.75% Senior Notes due 2032 and WPD (East Midlands) issued E600 
million of5.25% Senior Notes due 2023. Collectively, net proceeds of 51.4 billion were received, which equated to 
$2.2 billion at the time of issuance. 
WPD (East Midlands) issued E100 million of Index-Linked Notes due 204.3 and received net proceeds of E99 
million, wliich equated to $163 million at the time of issuance. 
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Pursuant to WPD's previously described intention to combine the operations of PPL WW and WPD Midlands, approximately 
740 employees of WPD Midlands will receive separation benefits from the companies as a new regional structure is 
implemented. In September 201 1 ~ WPD determined that the total separation benefits payable in connection with the 
reorganization would be $102 million, including $58 inillion of severance compensation, $43 million of early retirement 
deficiency costs (ERDC) and $1 niillion in outplacenient services. 

WPD Midlands recorded $84 million of the total separation benefits in the three and nine months ended September 30,201 1. 
of which $41 million relates to severance compensation and $43 million relates to ERDC. WPD Midlands expects to record 
the remaining portion of severance compensation, based on the expected timing of when employees will separate from the 
companies, as follows: an estimated $6 million in the fourth quartei of 201 1 and an estimated $ I 1  million in 2012. The 
separation benefits recorded in the three and nine months ended September 30,201 1 are included in "Other operation and 
maintenance" on the Statement of Income. The $4 I million of accrued severance compensation is reflected in "Other current 
liabilities" and the ERDC of $43 million reduced "Other noncurrent assets" on the Balance Sheet at September 30,20 11. 

These amounts do not include $9 million recorded in the nine months ended Septernber 30,201 1 for ERDC payable under 
applicable pension plans and severance coinpensation for certain employees who separated fi-om the WPD Midlands 
companies, but were not part of the reorganization. These separation benefits are included in "Other operation and 
maintenance" on the Statement of Income. 

PPL incurred acquisition-ielated costs of $54 million and $2 I 5  million, pre tax, for the three and nine months ended 
September 30,20 1 1 which includes, ainong other items, the separation benefits discussed above, advisory, accounting and 
legal fees, taxes and certain financing costs, including gains OTI hedges and foreign currency losses on the 201 1 Bridge 
Faci I ity . 

See Note 8 to the Financial Statements for additional information related to the acquisition and Note 7 to the Financial 
Statements for additional infoilnation related to the financings. 

Reqistered Debt Exchanqe Offer bv LKE, LG&E and KJ 

In April 201 I ,  LKE, LG&E and KU each filed a Registration Statement with the SEC, related to an offer to exchange certain 
first mortgage bonds and senior notes issued in November 2010, in transactions not subject to registration under the 
Securities Act of 1933, with similar but registered securities. The 201 1 Registration Statements became effective in June 
201 1, and the exchanges were completed in July 201 1 with substantially all of LKE's senior notes aiid LG&Es and KUs first 
mortgage bonds being exchanged. See Note 7 to the Financial Statements and PPL's 2010 Form 10-K for additional 
information on the original debt issuances. 

Sussuehanna Turbine Blade Replacement 

In April 201 I ,  during the PPL Susquehanna Unit 2 refueling and generation uprate outage, a planned inspection of the Unit 2 
turbine revealed cracks in certain of its low pressure turbine blades. Replacement of these blades was required, but was not 
anticipated as part of the original scope of this outage. The necessary replacement work extended the Unit 2 outage by six 
weeks. As a precaution, PPL Susquehanna also took Unit 1 out of service in mid-May to inspect the turbine blades in that 
unit. This inspection revealed cracks in blades similar to those found in Unit 2. The duration of the Unit 1 outage. in which 
turbine blades were replaced, was also about six weeks. The after-tax earnings impact, including reduced energy-sales 
margins and repair expense for both units, was $63 million. The majority of these costs were incurred during the second 
quarter of 201 1. 

Storm Recovery 

PPL Electric experienced several PUC-reportable storms during the three and nine months ended September 30,201 1 
resulting in total restoration costs of $34 million and $59 niillion, of which $73 million and $39 million were recorded in 
"Other operation and maintenance" on the Statenient of Income. However, a PPL subsidiary has a $10 million reinsurance 
policy with a third party insurer. In the third quarter of301 1 a $10 rnillion receivable was recorded with an offsetting ciedit 
to "Other operation and maintenance" on the statement of Income. In November 201 I ,  PPL Electric filed with the PUC a 
request for permission to defer $1 5 million to $20 niillion for future recovery of allowable storm-related costs. At the time 
PPL Electric seeks recovery of any deferred amount, its claim will be based on the actual costs, net of insurance recoveries. 
A regulatory asset, for the actual costs net of insurance recoveries, will be recorded at such time as an order is received froin 
the PUC approving deferral of these costs. 

In late October 201 I ,  PPL Electric experienced significant damage to its transmission and distribution network from a severe 
snow stomi. The costs associated with the restoration efforts are still being deterniined and are not included in the amounts 
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disclosed above. PPL Electric will evaluate such costs, when quantified, and will likely file with the PUC for pelmission to 
defer certain of the costs incurred to repair the distribution network for fiiture recovery. Costs illcurred to repair the 
transiuission network are recoverable through the FERC Formula Rate mechanism which is updated annually. 

Legal and Regulatory Matters 

Federal 

CSAPR 

In July 20 1 1. the EPA signed the CSAPR which finalizes and renaines the Clean Air Transport Rule (Transport Rule) 
proposed in August 20 10. This rule applies to PPL's Pennsylvania and Kentucky plants. The CSAPR is meant to facilitate 
attainment of ambient air quality standards for ozone and fine particulates by requiring reductions in sulfur dioxide and 
nitrogen oxide emissions. In October 201 1,  the EPA proposed technical adjustments to the CSAPR to account for updated 
data submitted to the agency. Several states and a number of companies have filed petitions for review with the U.S. Court 
of Appeals for the District of Columbia Circuit challenging various provisions of the CSAPR. PPL,'s initial review of the 
allocations under the CSAPR indicates that greater reductions in sulfur dioxide eniissions will be required beginning in 2012 
under the CSAPR than were required under the CAIR. 

For the initial phase of the rule beginning i n  20 12, sulfur dioxide allowance allocations are expected to be greater than the 
forecasted emissions based on present operations of esisting sulfur dioxide scriibbers and coal supply. However, for the 
second phase beginning in 2014, PPL will likely have to modify operations and dispatch of its generation fleet in 
Pennsylvania and Kentucky, including upgrades or installation of new sulfur dioxide scrubbers for certain generating units or 
retirement of certain other units. 

With respect to nit] ogen oxide emissions, the CSAPR provides a slightly higher aniount of allowances for PPL's 
Pennsylvania plants, but still less than the current forecasted emissions and a slightly higher amount of allowances for the 
Kentiicky plants than under CAIR. With uncertainty surrounding the trading program, other compliance options are being 
analyzed for the Pennsylvania and Kentucky fleets, such as the installation of new technology or modifications of plant 
operations as well as the retirement and replacement of certain coal-fired generating units in Kentucky. LG&E and KU are 
seeking recoveiy oftheir expected costs to comply with the CSAPR and certain other EPA requirements through the ECR 
plan filed with the KPSC in June 20 I I ,  

Additionally, PPL's plants, including those in Montana, may face further reductions in sulfur dioxide and nitrogen oxide 
emissions as a result of more stringent national ambient air quality standards for ozone, nitrogen oxide, sulhr dioxide and/or 
fine particulates. PPL anticipates that some of the measures required for compliance with the CSAPR, such as upgraded or 
new sulfur dioxide scrubbers at some of its plants and retirement of certain units, may also be necessary to achieve 
compliance with the new sulfur dioxide standard. If additional reductions were to be required, the economic impact to PPL 
could be significant. See Notes 6 and 10 to the Financial Statements for additional infoimation on the CSAPR and the 
I<entucky regulatory proceeding. 

Spent Nuclear Fuel Litigation 

In May 201 1, PPL Susquehanna entered into a settlement agreement with the U.S. Government relating to PPL 
Susquehanna's lawsuit, seeking damages for the Department of Energy's failure to accept spent nuclear fuel from the PPL 
Susquehanna station. IJnder the settleinent agreement, PPL Susquehanna received $50 million, pre-tax for its share of claims 
to partially offset its expenses incurred to store spent nuclear fuel at the Susquehanna station throiigh September 2009, and 
recognized a credit to "Fuel" expense in the second quarter of 20 1 I PPL Susquehaniia also will be eligible to receive 
payment of annual clainis for allowed costs that are incurred thereafter through the December 2013 termination of the 
settlement agreement. See Note 10 to the Financial Statements for additional information. 

Kentuckv and Virqinia 

CPCN Filing 

In Septeinber 201 I ,  L,G&E and KU filed a CPCN with the KPSC requesting approval to build a 640 MW NGCC at the 
existing Cane Run station site. LG&E and KU also requested approval to purchase three additional natural gas combustion 
turbines fi-on1 Bluegrass Generation Company, L.L.C. (Bluegrass Plant) that are expected to provide up to 495 MW of peak 
generation supply. L,G&E and KU anticipate that the NGCC construction and Bluegrass Plant acquisition could require up to 
$800 million in capital costs including related transmission projects. Foi mal requests for recovery of the costs associated 
with the NGCC and Bluegrass Plant acquisition were not included in the CPCN filing with the KPSC, but are expected to be 
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included in a future base rate case filing. The KPSC issued an Order on the procedural schedule in the CPCN filing that has 
discoveiy, but no hearing, scheduled through early February 2012. A KPSC order on the CPCN filing is anticipated in the 
second quarter of 2012. See Note 6 to the Financial statements for additional information. 

ECR Filing - Envmnmenfal Upgrades 

In June 20 I 1, in order to achieve compliance with new and pending mandated federal EPA regulations, LG&E and KU filed 
ECR plans with the KPSC requesting approval to install environmental upgrades for certain of their coal-fired plants and for 
iecoveiy of the expected $2.5 billion in associated capital costs, as well as operating expenses as incurred. The EC'R plans 
included upgrades that will be made to certain of their coal-filed generating stations to continue to be compliant with EPA 
regulations. See Notes 6 and 10 to the Financial Statements for additional information. 

Pennsylvania 

Legislation - Regulatory Procedures and Mechanisms 

In June 20 1 1 the Pennsylvania House Consumer Affairs Committee approved legislation that would authorize the PUC to 
approve regulatory procedures and mechanisms to provide for more timely recoveiy of a utility's costs. Alteriiative 
ratenialcing is important to PPL Electric as it begins a period of significant increasing capital investment related to the asset 
optimization prograni focused on the replacement of aging distribution assets. Those procedures and mechanisms include, 
but ate not limited to, the use of a fully projected test year and an automatic adjustment clause to recover certain capital costs 
and related operating expenses. In October 201 1, the legislation was passed by the Pennsylvania House of Representatives. 
It will now be considered by tlie Pennsylvania Senate. PPL Electric is workiiig with other stakeholders to support passage of 
this legislation but cannot predict the outcome ofthis process. 

~ I _ _ _  Montana 

Montana Hydroelectric Litigation 

In June 20 1 1, the U.S. Suprerne Court granted PPL Montana's petition to review the March 20 10 Montana Sup1 eme Court 
decision, which substantially affirmed the June 2008 Montana Distn'ct Court decision to award the State of Montana 
retroactive compensation for PPL Montana's hydroelectric facilities' use and occupancy of certain Montana riverbeds. Oral 
argument is scheduled for December 201 1. The stay of judgment granted during the proceedings before the Montana 
Supreme Court has been extended by agreement with the State of Montana to cover tlie anticipated period of the proceeding 
before the U.S. Supreme Court. See Note 10 to tlie Financial Statements for additional information. 

- U.K. 

Tax Rate Change 

In July 201 I ,  the U.K.'s Finance Act of 201 1 was enacted. The most significant change to the law was a reduction in the 
U.K.'s statutory income tax rate. The statutory tax rate was changed from 27% to 2604, effective April 1,201 1 and from 26% 
to 25%, effective April 1,2012. As a result of these changes, for the three and nine months ended September 30,201 1, PPL 
reduced its net deferred tax liabilities and recognized a $69 million deferTed tax benefit to comprehend both rate decreases. 

The U K ' s  Finance Act of2010, enacted in July 2010, also included areduction in tlie U.K. statutory income tax rate. 
Effective April 1 20 I 1, the statutory income tax rate was reduced from 28% to 27%. As a result, PPL reduced its net 
deferred tax liabilities and recognized a $19 million deferred tax benefit for the three and nine months ended September 30, 
20 IO.  

Ofgem Pricing Model 

In October 20 IO,  Ofgern announced a pricing model that will be effective for the U.K. electricity distribution sectoi , 
including WPD, beginning April 201 5. The model, known as RIlO (Revenues = Incentives + Innovation + Outputs), is 
intended to encourage investment in regulated infrastructure. Key components of the model are: an extension of the price 
review period from five to eight years; increased emphasis on outputs and incentives; enhanced stakeholder engagement 
including network customers; a stronger incentive framework to encourage more efficient investment and innovation; 
expansion of the current Low Carbon Network Fund to stimulate innovation; and continued use of a single weighted average 
cost of capital. At this time, management does not expect the impact ofthis pricing model to be significant to WPD's 
operating results. 
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Results of Operations 

As a result oftlie LIKE acquisition on November 1,2010 and the WPD Midlands acquisition on April 1,201 1, L,KE's and 
WPD Midlands' results (since tlie date of acquisition) for the three and nine months ended September 30,20 1 1 are included 
in PPL's results. When discussing PPL's results of operations for 20 1 I compared with 201 0, the results of LICE and WPD 
Midlands are isolated for purposes of comparability. LICE'S results are included within "Segment Results - Kentucky 
Regulated Segment" and WPD Midlands' results are included within "Segment Results - International Regulated Segment." 
The results of WPD (including WPD Midlands) are recorded on a one-month lag. 

The results for interim periods can be disproportionately influenced by various factors and developments and by seasonal 
variations. As such, the results of operations for interim periods do not necessarily indicate results or trends for the year or 
for future periods. 

Tables analyzing changes in amounts between periods within "Segment Results" and "Statement of Income Analysis" are 
presented on a constant U.K. foreign currency exchange rate basis, where applicable, in order to isolate the impact of the 
change in the exchange rate on the item being explained. Results computed on a constant U.K. foreign currency exchange 
rate basis are calculated by translating current year results at the prior year weighted-average foreign currency eschange rate. 

Earnings 

Net Income Attributable to PPL Corporation and related EPS for the periods ended September 30 was: 

Net Income Attributahle to PPL Coiporation 
EPS - basic 
EPS - diluted 

Three hlontlis Nine Rlonths I - . 
1- " I ~  

2nin - 2011 201 n 201 1 

B 444 $ 24s $ 1.041 $ 5 83 
$ 076 $ 0 5 1  9, I 9 2  $ 1 4 0  
s 076 $ 05 l  $ I91 $ 140 

The changes in Net Income Attributable to PPL Corporation from period to period were, in part, attributable to the 
acquisitions of LKE and WPD Midlands and several items that management considers special. Details of these special items 
are provided within the review of each segment's earnings. 

Segment Results 

Net Income Attributable to PPL Corporation by segment for the periods ended September 30 was: 

Kentucky Regulated 
International Regulated (a) 
Pennsylvania Regulated 

Unallocated Costs (h) 
Supply 

rotdl 

~~ Three iVlonths - -_-- Nine hlonths 111 

$ 7s $ IS4 

m i n  - 2011 __ m n  201 1 

138 $ 93 231 $ 227 
?S 36 116 89 

200 153 5 10 320 
(34) (53) 

$ 441 T- 248 $ 1.041 $ 583 

(a) 

(b) 

As a resull of die acquisilioii on April 1. 201 1,  WPD Midlands' results since tlie acquisition dale, recorded on a one-month lag. are included in  the 201 1 
amounls 
The three and nine months ended September 30: 2010 include $4 million and $1 1 million, pre-tax, ($2 million and $8 million, afier-tax) of certain 
acquisition-related costs, iricluding advisoiy, accounting and legal fees associated wilh the acquisition of LICE that are recorded in "Olher Income 
(,Expense) - net" on the Statemeills of h o m e  Also included are $45 million and $67 million. pre-tax, ($31 million and $11 million. after-tax) of2010 
Bridge Facility costs that are recorded in "Interest Expense" on the Statements of Income See Notes 7 and I O  in PPL,'s 20 I O  Form 10-E; for additional 
information on the acquisition and related financing These costs were considered special itenis by management and were not included within any 
segment's results 

Kentucky Requlated Seqment 

The Kentucky Regulated segment consists primarily of LKE's results froin the operation of regulated electricity generation, 
transmission and distribution assets, primarily in Kentucky, as welI as in Virginia and Tennessee. This segment also includes 
LKE's results froin the regulated distribution and sale of natural gas in Kentucky. 

Kentucky Regulated segment Net Income Attributable to PPL Corporation for the periods ended September 30,201 1 was: 
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Three Months Nine klunths 

9; 2.130 
845 
566 
249 

-l____ 

Operating revenues 
Fuel and energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than income 

'Total operating expenses 
Other Income (Expense) I net 
Interest Expense (a) 
Income 'Tam 
Income (Loss) from Discontinued operations 
Nct Income Attributable to PPL Corporation 

$ 736 
2 77 

-l_l_.l__ 

187 
84 
10 

558 
--I_- 

53 
46 

28 
1.688 

(1) 
161 
105 

-I 

_I.I___. 

(a) The three arid nine months ended September 30.201 1 include allocated interest expense ot $17 million and $53 million. pre-tax. related to the 2010 
Equity Units and certain interest rate swaps 

The following after-tax amounts, which management considers special items, also impacted the segment's earnings for the 
periods ended September 30,201 1. 

Three 
_-"_ Line item Months Nine Months 

Special Items.. net of tax benefit (expense): 
Adjusted energy-related economic activity, net, net of'tas of ($I ). $0 
Other 

Total 
LICE discontinued operations.. net o f tas  of $1: $0 

Utili0 Revenues S I S  I 

Disc. Operations (1 )  (1) 
$ %! 

Excluding special items, and the impact of a full year of earnings versus two months in 2010, earnings are expected generally 
to be driven by the results of electricity and natural gas base rate increases that became effective August 1,20 10. 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 2 
and Notes 6 and 10 to the Financial Statements in this Foiin 10-Q and "Item 1 I Business," and "Item 1 A. Risk Factors" in 
PPL's 20 10 Form IO-K for a discussion of the risks, uncertainties and factors that may impact future earnings. Aniong these 
uncertainties is the ultimate regulatory recovery of stonn costs recorded as regulatoiy assets. 

The International Regulated segnient consists primarily of the electric distribution operations in the U.K. As a result of the 
acquisition on April I ,  20 1 1, WPD Midlands' results since the acquisition date are included in the 201 1 results, recorded on a 
one-month lag. 

International Regulated segment Net Income Attributable to PPL Corporation for the periods ended September 30 was: 

Three Months Nine hlonths 
20' ' - - - - ~  2010 %Change _ _  2011 2010 % Change- 

" ~ -  

Utility revenues 
Energy-related businesses 

Other operation and maintenance 
Depreciation 
Taxes; other than income 
Energy-related businesses 

'Total operating espenses 
Other Income (,Expense) - net 
Interest Expense 
Inconie Ta~es  
WPD Midlands, net ot'tas (a) 
WPD Midlands acqtiisition-related costs. net of tas  (b) 
Net Inconie Attributable to PPL Corporation 

Total operating revenues 

$ I63 
9 

172 
39 
28 
12 
4 

83 

38 
(42) 

-~ 

$ 93 

19 
( 1 1 )  

17 
I5 
14 
17 

$ 613 
1-7 

640, 
136 
94 
40 
12 

282 
13 

119 
16 

159 
(164) 

$ 23 1 

~ - _ _ _ _  

-_I-.- " "~ 

$ 538 
1-5 

563 
122 
86 
39 
12 

259 
2 

I 02 
(23) 

~~ 

I. 

-111-1-_1 

$ 227 
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Represents the operations of WPD Midlands since the acquisition date, recorded on a one-month lag. including reventie from external customei's of 
$292 million and $499 million (pre-tax) for the Uiree and nine months ended September 30. 201 1 The three and nine-month periods also include 
allocated charges totaling $16 million and $24 nlilliorl (after-tax), which include intercst expense related to the 201 I Equity Units 
Represents items considered special by management, including $2 millioii and $44 million (after-tax) of allocated charges for the three aid nine 
months ended September .30. 201 1 

The changes in the components ofNet Income Attributable to PPL Corporation between the periods ended September 30, 
201 1 and 2010 were primarily due to the following factors. The a~nounts for PPL, WW are presented on a constant U.K. 
foreign currency exchange rate basis in order to isolate the impact of the change in the exchange rate. 

PPL ww 
Utility revenues 
Other operation and maintznnnct: 
Intcrest expense 
Income taxes 
Foreign currency excliange rates 
Other 

WPD Midlands, after-tax 
lJ.S. 

Income taxes 
Other 

Specid items, after-tax 
Total 

Three Months 

$ 21 

-- 

Utility revenues were $24 million and $45 million higher resulting fi-on1 a price increase in April 20 1 1 for the three- 
month period and in April 2010 and 301 1 for the nine-month period. In addition, the nine-month period was higher due 
to a $9 million imfavorable impact on regulatory allowed revenues associated with a charge recorded in the first quarter 
of 20 10 primarily resulting from changes in the network electricity line loss assumptions. Such charges were 
insignificant in the first quarter of 20 1 1. 

Other operation and maintenance expense was higher for the three and nine-month periods primarily due to $4 million 
and $7 million of higher pension expense resulting primarily froin an increase in amortization of actuarial losses. 

Interest expense for the nine-month period was $ 1  1 million higher due to higher debt balances arising -from a March 
201 0 debt issuance. 

U.K. income taxes were higher in  the three-month period due to $4 million of additional tax as a result of higher pre-tax 
income. 

U.K. income taxes were higher in the nine-month period due to $8 million of additional tax as a result of higher pre-tas 
income and a $7 million income tax benefit recorded in 201 0 related to uncertain tax positions. 

U S .  income taxes were higher in the three-month period primarily due to a $20 million tax benefit recorded in 2010 
related to a favorable U.S. Tax Court ruling on the creditability of the U.K. Windfall Profits Tax. This increase was 
partially offset by a $7 niillion US.  tax benefit recorded in 201 1 as a result of U.K. pension plan contributions. 

U.S. income taxes were higher in the nine-month period primarily due to a $30 million tax benefit recorded in 2010 
related to a favorable U.S. Tax Court ruling on the creditability of the U.K. Windfall Profits Tax, $9 million of higher 
taxes due to tax benefits recorded in 20 10 related to foreign dividends and tax refunds and $8 tnillioii of higher taxes in 
201 1 on foreign source income. These increases were partially offset by a $21 million tax benefit recorded in 20 1 I as a 
result of U.K. pension plan contributions. 

The following after-tax amounts, which managenient considers special items, also impacted the segment's earnings for the 
periods ended September 30. 
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Special Items, net o f tas  benetit (espense): 
Foreign currency-related econoniic hedges, net of tas  of ( $ 3 ) .  $0, ($4). $0 (a) 
WPD Midlands acquisition-related costs' 

201 I Bridge Facility costs. net u f t m  of $0: $0. $13, $0 (b) 
Forcign currency loss on 201 I Bridge Facility: net oftax ot  $0, $0, $19. $0 (c) 
Net hedge gains, net ol'tas of $0, $0, ($17). $0 (c) 
Hedge ineffectiveness, net o f tas  of SO, $0. $3,  $0 (d) 
U K stamp duty tas. net of tax of $0, $0, $0, $0 (e) 
Separation benefits. net of'tax of $22, $0. $24, $0 ( f )  
Other acquisition-related costs. net of tas  of ($2), $0, $9. $0 

Change in U K. tax rate (11) 
U S Tax Court ruling (U K WindPdll Profits 'Tax) ( i )  

Other. 

'Total 

Income Statcment 'Three Months Nine Months 
Line Item 2011 2010 2011 2010 ~-~ ~I _____ - - 

Other Income-net $ 8 $ ( I )  $ 8 $ (2)  

Interest Expense (30) 
Other Income-net (38) 
Other Income-net 38 
Interest Expense (9 ) 
Other Income-net (21) 
Other O&M (63) (68) 
(g) (36) 

Income Taxes 69 19 69 19 
Income Taxes 12 12 

5 13 S 30 $ (57) $ 29 -~ ---- 
Represents unrealized gains (losses) on contracts that economically hedge anticipated earnings denominated i n  CiBP 
Represents fees incurred ill connection with establishing the 201 1 Bridge Facility See Note 7 to the Financial Statements for addilional information 
Represents the foreign currency loss on the repayrnent ofthe 201 I Bridge Facility, including a pre-tax foreign currency loss ofS15 niillion associated 
with proceeds received on the US. dollar-denominated senior notes issued by PPL WEM in April 20 I 1 that werc used to repay a portion of PPL 
WEM's borrowing under the 201 1 Bridge Facility The foreign currency risk w s  ecoiiomically hedged with torward contracts to purchase GBP, which 
resulted in pre-tas gains of $55 million. 
Represents a combination of ineffectiveness associated with closed out inteiest rate swaps and a charge recorded as a result of certain interest rate 

Tax on tlie transfer ofownership of property in the U K which is not ta'c deductible for income tax purposes 
Primarily reprcseiits severance compcnsation, early retirement deticiency costs and outplacemcnt services for employees separating from the WPD 
Midlands companies as a result o r a  reorganization to transition the WPD Midlands companies to tlie same operating structtire as WPD (South West) 
and WPD (South Wales) Also includes severance compensation and early retirement deliciency costs associated with certain employees who 
separated from the WPD Midlands companies, but were not part ofthe reorganizdtion. 
The nine months ended September 30. 201 1 primarily includes $36 million. pre-tax. of advisory, accounting and legal fees which are reflected i n  
"Other Income (Expense) - net" on the Statenieiits oflnconie. Other acquisition-related costs of$9 million were recorded to "Other operation and 
maintenance" expense on the Statcmcnts of Income 
'The U K 's Finance Act of201 1, enacted in Iuly 201 1. reduced tlie U K. statutory income tas rate fi.om 27% to 2631 retroactive to April 1. 201 1 and 
will further reduce the rate from 26% to 25% effective April 1,2012, As a resulL PPL reduced its net deferred tax liability and recogiiized a deferred 
tax benefit in tlie three and nine-month periods of 201 1 to comprehend both rate decreaes. WPD Midlands' portion of the deferred ta.. benefit is $35 
million 

The U. l i ' s  Finance Act of2010, enacted in July 2010, reduced the U I(: statutory income tax rate from 28% to 27% effective April 1: 201 I .  AS a 
result. PPL reduced its net deferred tax liability and recognized a deferred tas benefit in tlie three and nine-month periods of201 0 
Represents tlie net tas benefit recorded as a result ofthe U S. Tax Court ruling that the U I.; Windfall Profits 'Tax is creditable for U S tax purposes, 
escluding the reversal of accrued interest 

iig hedge effectiveness testing. 

Outlook 

Excluding special i t em and the impact of the newly acquired U.K. businesses, earnings are expected to be higher in 201 I ,  
compared with 2010: primarily due to higher electricity delivery revenue and a more favorable currency exchange rate, 
partially offset by higher income taxes, higher depreciation and higher financing costs. 

Earnings in 201 I are subject to various risks arid uncertainties. See "Forward-Looking Information," the rest ofthis Item 2, 
Notes 6 and 10 to the Financial Statements and "Part IT. Other Information - Item I A. Risk Factors" in this Foim 10-Q and 
"Item 1. Business," and "Item 1A. Risk Factors" in PPL's 2010 Fonn 10-K for a discussion ofthe risks, uncertainties and 
factors that may impact future earnings. 

- Pennsylvania Requlated Seqment 

The Pennsylvania Regulated segment includes the regulated electric delivery operations of PPL Electric. 

Pennsylvania Regulated segment Net Income Attributable to PPL Corporatiori for the periods ended September 30 was: 
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'Three Months I Nine Months - --- 
201 I 201 0,.- ?AI Change 201 I 2010 % Chmge - 

Operating revenues 
External 
Intersegment 
Total operating revenues 

Energy purchases 
External 
Intersegment 

Other operation and maintenance 
Depreciation 
Taxes: other than income 

Total operating espenses 
Other Income (Espense) - net 
Interest Espense 
Income Taw 
Net Income 
Net Income Attributable to Nonconlrolling Interests 
Net Income Attributable to PPI, Corpoiation 

$ 454 9; 570 ( L O )  3; 1:443 $ 1,901 (24 ) 
1 1 9 5 80 

45 5 57 I I :453 1 :YO6 (23) (20)  -- -.- 
171 229 (25) 591 848 (30) 

5 71 (93 ) I5 250 (94 ) 
I46 126 16 402 3 77 7 
38 33 I?. I08 101 7 

-.I__ "_,."____ 

-- -.__. 

3 n/a 4 3 
26 8 73 74 

The changes in the components of Net Income Attributable to PPL Corporation between the periods ended September 30, 
20 1 1 and 20 10 were due to the following factors. 

Pennsylvania gross delivery margins 
Otlier operation and maintenance 
L>epreciation 
Other 
Income tases 
Noiicoii trol I ing in teresls 
Total 

3 .. 1 
1 (9) 

4 
s ( S )  9; 27 

See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of gross 
margins fi.om the Pennsylvania regulated electric delivery operations. 

Other operation and maintenance expenses were $14 million and $17 million higher for the three and nine-month periods 
due to storm costs exceeding insurance policy limits in 201 1. 

Income taxes were $12 million higher for the nine-month period due to higher pre-tax income. This increase was 
partially oflset by a $5 million tax benefit related to the impact of flow-through regulated tax depreciation that is 
primarily related to the Pennsylvania Department of Revenue interpretive guidance regarding 100% bontrs depreciation. 

Chitloo k 

Excluding special items, earnings are expected to be slightly higher in 20 11, compared with 2010, as a result of higher 
distribution revenues from a January 1,201 1 distribution base rate increase, partially offset by higher operation and 
maintenance expenses. 

Earnings in 201 1 are subject to various risks and uncertainties. See "Foiward-Looking Information," the rest ofthis Item 2 
and Notes 6 atid 10 to the Financial statements in this Forin IO-Q and "Item 1. Business," and "Item 1A. Risk Factors" in 
PPL's 2010 Forin 10-I< for a discussion of the risks, uncertainties and factors that may impact future earnings. Among these 
uncertainties are the ultimate regulatory recovery of storm costs, transinission service charges and other regulatory assets 

Supplv Seqment 

The Supply segment primarily consists of the energy marketing and trading activities, as well as the competitive generation 
and development operations of PPL Energy Supply. In 201 1 and 20 10, PPL, Energy Supply subsidiaries completed the sale 
of several businesses, which have been classified as Discontinued Operations. See Note 8 to the Financial Statements for 
additional information. 
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Supply segment Net Income Attributable to PPL Corporation for the periods ended September 30 was: 

Energy revenues 
External (a) 
Intersegment 

Energy-related businesses 
Total operating revenues 

Fuel and energy purchases 
External (a) 
Intersegment 

Other operation and maintenance 
Depreciation 
'Iases. other than income 
Energy-related businesses 

Total operating expenses 
Other Income (Expense) - net 
Other-T han- Temporary Impairments 
Interest Expense 
Income Taxes 
Income (Loss) from Discontinued Operations 
Net Income 
Net Income Attributable to Noncontrolling Interests 
Net Income Attributable to PPL Corporation 

Three Months 
I _ ~  

2011 2010 - % Change 
______141_ 

$ 1,305 $ 1,339 (3) 
5 71 (93 ) 

35 9s  --.-___ 
1.442 1.50s (4 ) 

693 719 ( 1  1) 
2 1 IO0 

191 199 (4) 
66 65 2 
18 12 50 

132 ~_I I .  

5 n/a 
59 63 (6) 
99 63 57 

1 (53) (102) 
20 I I54 31 

I I 
$ 200 $ 153 31 

-.I_ 

Nine hlonths 
201 I 2010 % Change 

$ 3.437 $ 3,908 (12) 
I5 250 (94) 

286 26 
3,812 4-4-14 (14) 

1.512 2.5 12 (37) 
3 i 50 

707 73 1 ( 3 )  
194 189 3 
49 34 

360 - - ~  

) 

41 (1.1) 
6 3 IO0 

159 170 (6) 
299 I54 94 

(a) Includes the impact lion1 energy-related economic activity See "Commodity Price Risk Won-trading) - Economic Activity" in Note 14 to the 
Financial Statements for additional intormation 

The changes i n  the components of Net Income Attributable to PPL Corporation between the periods ended September 30, 
20 1 1 and 'LO I0 were due to the following factors. 

Unregtilatcd gross energy margins 
Other operation and niaintenance 
Other income (expense) - net 
Other 
Income taxes 
Discontintied operations. after-tax - excluding certain revenues and expenses incl tided in inargins 
Special items, after-tax 
'Total 

Three Months 

$ (64) 
(2) 
20 
!4) 
(7) 
5 

99 
16 47 

Nine Months 

R (264) 
(40) 
27 
(9)  
85 
14 

377 
$ 190 

~~- 

See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of 
margins. 

e Other operation and maintenance expense was higher for the nine-month period primarily due to $16 million of higher 
payroll-related costs, $9 million of which relates to PPL Susquehanna, and increased costs at PPL Susquehanria of $10 
million from the dual-unit turbine blade replacement outages and $8 million from the refueling outage. 

0 Other income (expense)-net was higher for the three and nine-month periods primarily due to a $22 million gain on the 
redemption of debt in 20 1 1. See Note 12 to the Financial Statements for additional information. 

e Income ta?tes for tlie three-month period includes adjustments in federal and state income tax reserves of$13 million and 
a $12 million decrease in the tax benefit fi-om the doniestic manufacturing deduction resulting fiorn the impact of revised 
bonus tax depreciation estimates and the $27 million inipact of lower pre-tax income. 

Income taxes were $135 million lower for the nine-month period primarily due to lower pre-tax income. The decrease in 
income taxes was partially offset by a $24 million decrease in the tax benefit from tlie domestic manufacturing deduction 
resulting from the impact of revised bonus tax depreciation, $19 million in Pennsylvania net operating loss valuation 
allowance adjustments, primarily related to the impact of 100% bonus tax depreciation on future projected Pennsylvania 
tasable income, and a $13 million increase in income taxes due to 2010 adjustments in federal and state income tax 
reserves. 
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The following after-tax amounts, which management considers special items, also impacted the se-ment's earnings for the 
periods ended September 30. 

Income Statcnient 1-hree Months Nine klonths 
Line Item 2011 2010 2011 2010 

Special Items, net of La\: benefit (expense): 

Sales of assets: 

Impairments. 

Adjusted energy-related economic activity, ne t  net of tat: of $8, ($1)- ($2): $S3 (4 

Other Income-net 

Other O&M 
Other O&M 

$ 

Sundanee indemnification, net oi tax: of $0. $0: $0. $0 

Emission allowances. net of tax of $0. $2. $ I  $6 (Note 13) 
Renewable energy credits, net o i ' t a ~  of $0, $0, $2. $0 (Note 13) 
Ad~justnients - niiclcar decommissioning trust investments, net of tax of $2, $0, $2. $1 (h) Other Tiicome-net 

Monetization of certain fiill-require 
Sale of certain non-corc gcncrntion 
Discontinued cash flow hedges and ineffcctiveness: nct o f tas  of $0, $10. $Os $10 (e) 

L,KE acquisition-related Costs. 
ales contracts, net o l  tas of $0, $20. $0, $72 
es, net oft&\: of $0. $39, $0, $39 (d) 

(e') 
Disc Operations 
Other Income-net 

Other: 
Montana hydroelecti ic litigation, nct of tax of $0, $0: $1. $22 ( 1-1 

Fuel Litigation settlement .. spent nuclear fuel storage. net of tax of (E), $0: ($23) .  $0 (g) 
Health care reform - tns impact (h) 

Total 

4 $ ( 1 1 5 )  

See "Reconciliation of Economic Activity" below 
Represents other-thawtemporary impaii ment charges on securities. including the reversal of previous other-than-temporary impairment charges when 
securities previously impaired were sold 
See "h/lonctization of Certain Full-Requirement Sales Contracts" in Note 14 to tlie Financial Statements For tlie tliree and nine months ended 
September 30.201 0. $150 and $343 million of pre-tax gains were recorded to "Wholesale energy marketing" and $197 and $51 7 million of pre-tax 
losses were recorded to "Energy piirchases" on the Statements of Income 
Assets associated with certain iioii-core generation facilities were written down to their estimated fair value (less cost to sell) These fac 
sold i n  March 201 1 
Due to expected net proceeds from the then-anticipated sale of certain non-core generation facilities: coupled with the monetization of certain full- 
requirement sales contracts. debt h a t  had been planned to be issued hy PPL Energy Supply was no longer needed As a result. hedge accounting 
associated with the interest rate swaps entered into by PPL in anticipation of a debt issuance by PPL Energy Supply was discontinued. 
I n  March 2010. the Montana Supreme Couri substantially affirmed a.June 2008 Montana District Court decision regarding lease payments for the use 
of certain Montana stieamheds Through Septembcr 30.10 IO.  PPL Montana recorded a pre-tax charge of $56 million, representing estimated rental 
compensation for years prior to 1010. including interest Of this total charge $47 million. pre-tns. was recorded to "Other operation and 
maintenance" and $9 million, pre-tas. was recorded to "Interest Expense" on the Statements of Incoine In August 2010, PPL. Montana filed a 
petition for a writ of certiorari with the U S Supreme Court requesting the Court's review of this matter I n  June 201 1, the Stiprenie Court granted 
PPL Montana's petition. Oral argument is scheduled for December 201 I . PPL, Montana continues to accrue interest espense on rental compensation 
covered by the court decision 
In May 201 I ,  PPL. Susquehanna entered into a settlement agreement with the II S. Government relating to PPL. Susquehanna's lawsuit seeking 
damages for the Department of Energy's failure to accept spent nuclear fuel from the PPL. Susquehanna station PPL Susquehanna recorded credits to 
fuel expense of $6 million and $56 million. pre-tax for the three and nine months ended September 30,201 1 to recognize recovery, under the 
settlement agreement: of certain costs to store spent nuclear fuel at the Susquehanna station The amounts recorded through September 201 1 cover 
the costs incurred from 199s through December 2010 
Represents income tax expense recorded as a result of llie provisions within Health Care Reforni which eliminated the tax deductibility of retiree 
health carc Costs to the extent of federal subsidies rcceivcd by plan sponsors that provide retiree prescription drug benefits equivalent to Medicare 
Part D Coverage 

Recoiicilinticw of Economic Activity 

The fallowing table reconciles unrealized pre-tax gains (losses) froin the table within "Commodity Price Risk (Non-trading) - 
Economic Activity" in Note 14 to the Financial Statements to the special item identified as "Adjusted energy-related 
economic activity, net" for the periods ended September 30. 
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Operating Revenues 
Unregulated retail electric and gas 
Wholesale energy marketing 

Fuel 
Energy Purcliases 

Operating Expenses 

Ensrgy-related ecoiioniic activity (a) 
Option premiums (b) 
Adjusted energy-related economic activity 
Less: Unrealized economic activity associated with the monetization of 

Less, Economic activity realized. associated with the monetization of 

Adjusted enei gy-related ecoiioniic activity, net. pre-tax 

certain hill-requiiement sales contracts in 201 0 (c) 

certain fdl-requirement sales contracts in 201 0 

Three Months -___ 
-__111-1_ 

2011 2010 

$ 4 $  8 
216 52 

(28) 16 
( 1  76) (300) 

16 (224) 
6 21 

22 (203) 

(208) 

- 

40 
$ (18) $ 5 

Nine Months 
2011 2010 

$ 9 $  16 
329 (190) 

13 

17 46 
190 (533) 

(335) 

- 

184 
$ 6 $  (198) 

Adlusted eneig-related economic activitj. net. aRer-ta $ (10) $ 4 $  4 %  ( 1  15) 

(a) See Note 14 to the Financial Slatemen& for additional information 
(b) Adjustment for the net deferral and amortization of option premiums over the delivery period ofthe item tliat was hedged or upon realization Option 

premiums are recorded in Wholesale energy niarketing - realized and Energy purchases - realized on the Statements of Income. 
(c) See "Components of Monetization of Certain Full-Requii enient Sales Contracts" below 

Components of Motietizcition of C k m i n  Fzill-Reqiiirenzerit Sales Coiwacts 

The following table provides the Components of the "Monetization of Certain Full-Requirements Sales Contracts" special 
item for the periods ended September 30,20 10. 

Full-requirement sales contracts monetized (aj 
Economic activity related to the fiill-requirement sales contracts monetized 
Monetization of certain full-requirement sales contracts, pre-tax (b) 

Three Months Nine Months 

$ 32 $ (28 ) 
(79) (146) 

$ (47) $ (174) 

Monetization 01 certain full-requirement sales contracts. after-tax $ (27) $ (102) 

(a) 

(b) 

See "Commodity Price Risk (,Non-trading) Monetization of Certain Full-Requirement Sales Contracts" in Note 14 to the Financial Statements for 
additional inlomiation. 
The three and nine-month periods include unrealized losses of$208 million and $335 million. which are reflected in "Wholesale energy marketing - 
Unrealized economic activity" and "Energy purchases - Unrealized economic activity" on the Statement of lncome Both periods include net realized 
gains o1'$161 million, which are rellected in "Wholesale e n e r a  marketing - Realized" and "Energy purchases -Realized" on the Statement of Incoiiie 
This economic activity will continue to be realized througli May 2013. 

Otitloo k 

Excluding special items, earnings are expected to be lower in 201 1, compared with 201 0, as a result of lower energy margins 
driven by lower Eastern energy and capacity prices, higher average fuel costs and the turbine blade replacement outages at 
the Susquehanna nuclear plant, as well as higher income taxes and higher operation and maintenance expense. 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this item 2 
and Note 10 to the Financial Statemeiits in this Form 10-0 and "Item 1. Business," and "Item IA Risk Factors" in PPL's 2010 
Form 10-K for a discussion of the risks, uncertainties and factors that niay impact future earnings. 

Statement of lncome Analysis -- 

Margins 

Non-GAAP Financial" Measures 

The following discussion includes financial information prepared in accordance with GAAP, as well as three non-GAAP 
financial measures: "Kentucky Gross Margins," "Pennsylvania Gross Delivery Margins" and "Unregulated Gross Energy 
Margins." These measures are not intended to replace "Operating Income," which is determined in accordance with GAAP, 
as an indicator of overall operating performance. Other companies may use different measures to analyze and to report on 
the results of their operations. PPL believes that these measures provide additional criteria to make investment decisions. 



These performance measures are used, in conjunction with other information, internally by senior management and the Board 
of Directors to manage the Kentucky Regulated, Pennsylvania Regulated and Supply segment operations, analyze each 
respective segment's actual results compared to budget and, in certain cases, to measure certain corporate financial goals used 
in determining variable conipensation. 

PPL's three non-GAAP financial measures include: 

"Kentucky Gross Margins" is a single financial performance measure of the Kentucky Regulated segment's electricity 
generation, transmission and distribution operations as well as its distribution and sale of natural gas. In calculating this 
measure, utility revenues and expenses associated with approved cost recovery tracking mechanisms are offset. Certain 
costs associated with these mechanisms, primarily ECR and DSM, are recorded as "Other operation and maintenance" 
expense and the depreciation associated with ECR equipment is recorded as "Depreciation" expense. These mechanisms 
allow for recovery of certain expenses, returns on capital investments and performance incentives. As a result, this 
measure represents the net revenues from the Kentucky Regulated segment's operations. 

"Pennsylvania Gross Delivery Margins" is a single financial perfomiance measure of the Pennsylvania Regulated 
segment's electric delivery operations, which includes transniission and distribution activities. In calculating this 
measure, utility revenues and expenses associated with approved recovery mechanisms, including energy provided as a 
PLR are offset with minimal impact on earnings. Costs associated with these mechanisms are recorded in "Energy 
purchases," "Other operation and maintenance,'' which is primarily Act 179 costs, and in "Taxes. other than income," 
which is primarily gross receipts tax. This pel forinance ineasure includes PL,R energy purchases by PPL Electric from 
PPL EnergyPlus. which are reflected in "PLR intersegment 1Jtility revenue (expense)" in the table below. These 
niechanisms allow for recovery of certain expenses; therefore, certain expenses and revenues offset with minimal impact 
on earnings. As a result, this measure represents the net revenues from the Pennsylvania Regulated segment's electric 
delivery operations. 

"Unregulated Gross Energy Margins" is a single financial performance measure of the Supply segment's competitive 
energy non-trading and trading activities. In calculating this measure, the Supply segment's energy revenues, which 
include operating revenues associated with certain Supply segnient businesses that are classified as discontinued 
operations, are offset by the cost of fuel, energy purchases, certain other operation and maintenance expenses, priniarily 
aucillaiy charges, gross receipts tax, which is recorded in "Taxes, other than income," and operating expenses associated 
with certain Supply segment businesses that are classified as discontinued operations. This perfoimance measure is 
relevant to PPL due to the volatility in the individual revenue and expense lines on the Statements of Income that 
comprise "Unregulated Gross Energy Margins." This volatility steins fi-om a number of factors, including the required 
netting of certain transactions with lSOs and significant swings in unrealized gains and losses. Such factors could result 
in gains or losses being recorded in either "Wholesale energy mal keting" or "Energy purchases" on the Statements of 
Income. This performance measure includes PLR revenues from energy sales to PPL Electric by PPL Energy Plus, 
which are reflected in "PLR intersegnient IJtility revenue (expense)" in the table below. PPL excludes froin 
"Unregulated Gross Energy Margins" tlie Supply segment's energy-related economic activity, which iicludes the 
changes in fair value of positions used to economically hedge a portion of the economic value of PPL's competitive 
generation assets, full-requirement sales contracts and retail activities. This economic value is subject to changes in fair 
valiie due to market price volatility of the input and output commodities (e g., fuel and power) piior to the delivery 
period that was hedged. Also included i n  this energy-related economic activity is the ineffective portion of qualifying 
cash flow hedges, tlie monetization of certain fiill-requirement sales contracts and premium amortization associated with 
options. This economic activity is deferred, with the exception of the full-requirement sales contracts that were 
monetized, and included in unregulated gioss energy niargins over the delivery period that was hedged or upon 
realization. 

Reconciliation of Non-GAAP Financial Measures 

The following tables reconcile "Operating liicome" to PPL's three non-GAAP financial measures for the periods ended 
September 30. 
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2010 Three Months 
11-1-.1-- 

2011 Three Months 
__1.11- 

Unreguluted llnregulated 
I<entucky PA Gross Gross Kentucky PA Gross Gross 

Gross Delivery dnergy Operating Gross Delivery EneEy Operating 
Margins Margins Margins Other (a) Income (b) klargins Margins-, . Margins I. Other (a)",- lncoine (b)", 

Operating Revenues 
Uti1 ity $ 734 $ 454 9; 487 (c) $ 1,675 16: 570 $ 162 (c) $ 732 
PLR intersegment Utility 
reveiiue (expense) (d) (5) $ 5 (.71) 9; 71 

Unregulated retail 
electric and gas 186 3 189 1 08 8 1 I6 

Wholesale energy marlteting 
Realized s97 10 ( e )  907 916 276 (e) 1,192 
Unrealized economic 
activity 216 (fJ 216 52 (f)  52 

Energy-related businesses 140 140 107 107 
Total Operating Revenues 734 4-49 1 .os I 856 3,120 499 1,075 605 2,179 

Net energy trading iriargiris (7) ( 7) (20) (20) 

- - ~ _ _ I - ~ l _ l - _ _ _ . -  

26 
12 

171 

Operating Expenses 
Fuel 245 338 20 (g) 603 
Energy purchases 

Realized 32 I19 40 ( e )  362 
Unrealized econoniic 
activity 176 ( f )  I76 

Other operation and 
maintenance 30 479 735 

Depreciation 240 252 
Tases, other than income 24 8 5 s  90 
Energy-related businesses 135 I35 

- - ~  1 .- I 
Intercompany eliminations (1) 1---.--.-.- ( 1 )  

'Total Operating Expenses 315 224 466 1,348 2,353 282 418 957 1.657 

Total .% 419 $ 225 $ 615 $ (492) $ 767 $ 217 $ 679 $ (374) $ 522 
22 (22)(h) - Discontinued operations 

340 ( I S ) @ )  322 

229 68 89 (e) 386 

300 (4 300 

25 7 334 366 
127 127 

29 - 25 56 
100 I00 

? 

- - -~ - - - " - -~ - - -  201 1 Nine hfonths 2010 Nine Months 
llnregulated Clnregulu ted 

Kentucky PA Gross Gross Kentucky PA Gross Gross 
Gross Delivery Energy Operating Gross Delivery Lnergy Operating 

Margins ,, -, Margins,," ,~a, , ,Vlwgins~~,~,  ~ Other (21) Income (h) Margins Margins,_ _,_I, Rlsrgins Other (a) income (b) 

Utility $ 2,139 $ 1,444 $ I , I  12 (c) $ 4,695 $ 1,901 $ 537 (c )  $ 2 ,GS 
PLR intersegment Utility 
revenue (expense) (d) (15) $ I5 l.250) $ 250 

Unregulated retail 

Wholesale energy marketing 

Operating Revenues 

electric and pas 509 8 517 305 16 32 I 

Realized 2.635 42 (e) 2.677 3 4  I 301 (e) 3,782 
Unrealized economic 
activity 229 (fJ 22Cl (190) (ti ( 190) 

Net energy trading margins 14 14 (4) (4) 
Energy-related businesscs 387 31 1 31 1 387 ---- 

Total Operating Revenues 2.1 39 1.429 3.373 1,77S ~ 8,519 1.651 4,032 975 6,658 

Operating Expenses 
Fuel 666 872 (4h ) (g )  1,492 
Energy purchases 

Realized 179 59 I 496 201 (e) 1,467 
Unrealized economic 
activity 49 ( f )  49 

Other operatioil and 
maintenonce 67 77 I3 1,884 2.04 I 

Depreciation 37 660 697 
Taxes, other than income 77 22 I39 238 
Energy-related businesses 36s 36s 
Intercoinpan> eliniinations (9) 3 6 ( 5 )  2 3 -~ -- 

Total Operating Expenses 949 736 1,406 3,261 6,352 1.014 2.057 2.363 5.434 

829 (19)(g) 8 1 0 

848 1,198 86 (e) 2,132 

418 ( t )  418 

70 20 1.139 1.229 
376 376 

101 8 72 181 
288 288 

68 (68')(h! --.- -.._I-- 

Discontinued operations ._ 12 (12)(11) 
'lot31 $ 1.190 9; 693 1.779 9; (1:495) 9; 2,167 $ 637 $ 2,043 $ (1,456) $ 1.224 

(a) 
(b)  

Iiepresents amounts that are excluded from Margins. 
As reported 011 the Statement oflnconie 



(c) 
(d) 
(e) 

Primarily represents WPD's utility revenue 
Primarily related to P1.R supply sold by PPL. Energyl'lus to PPL Electric 
Represents energy-related economic activity as described in "Commodity Price Risk [Non-trading) - Economic Activity" within Note I4 to the 
Financial Statements. For the three and nine months ended September 301 201 1. "Wholesale energy marketing - Realized" and "Energy purchases - 
Realized" include a net pre-tax gain ofS6 million and $17 million related to the amortizatioii ot'oplion premiums and a net pre-tax loss of $40 million 
and $1 S 1  million related to the monetization o f  certain full-requirement sales cmtracts The tliree and nine months ended September 30, 20 I0 include 
a net pre-tas p i n  o f f 2 1  million and $46 million related to the amortization of option premiums and a nct pre-tax gain of $161 million for both periods 
related to the monetization of certain full-requirement sales contracts 
Represents energy-related economic activity as described in "Commodity Price Risk (Non-trading) - Ewnomic Activity" within Note 14 to the 
Financial Statements 
201 1 includes credits for the spent nuclear fuel litigalion setllement recorded in the three and nine months ended Sepcember 30. 201 1 o f  $6 million and 
$56 n~illion and economic activity related to fuel. 2010 includes economic activity related to fuel 
Represents the net of certain revenues and expenses associated with certain businesses that are classified as discontinued operations These revcnues 
and expenses are not rellected in "Operating Income" on Uie Statements of Income. 

(f) 

(g) 

(11) 

Chanaes in Non-GAAP Financial Measures 

The following table shows PPL's three non-GAAP financial measures for the periods ended September 30 as well as the 
change between periods. The factors that gave rise to the changes are described below the table. 

Three Months Nine Months _" 

kentiicky Gross Margins s 419 $ 419 $ 1.190 s 1.190 

Distribution $ 179 $ 170 $ 9 s  560 $ 506 $ 54 

201 0 Change 2010 Change 201 ' ~ . . _ _  2"" " ~ . -  

PA Gloss Dclivery Margins by Component 

46 47 (11 131 2 133 -- 
$ 225 $ 217 $ S $  693 $ 637 S 56 

Transmission 
Total 
Unregulated Gross E n e r g  Margins by Region 
Non-trading 

Eastern U S $ 530 $ 611 s (81) $ 1,502 $ 1,7SS $ (2%) 
Western I! S 9.2 88 4 263 3 9  4 

Net energy hading 
Total 

Kenfucky Gross Margins 

PPL acquired LKE on November 1,2010. Margins for the three and nine months ended September 30, 201 I are included in 
PPL's results with no comparable amounts for 20 10. 

Pennsylvania Gross Delivery Margins 

The approved distribution rate case increased rates approximately 1.6% effective January I ,  20 1 I ,  which improved 
distribution margins by $15 million and $50 niillion for the three and nine nionths ended September 30,201 1 ,  compared with 
the same periods in 2010. Weather also had a $5 million favorable impact on the nine months ended September 30,201 I .  
compared with the same period in 2010. Weather-related variances for PPL Electric are calculated based on a ten-year 
historical average. 

The three and nine months ended September 30,20 I 1 also reflect a $7 million charge to reduce a portion of the transmission 
service charge regulatory asset associated with a 2005 undel'collection that was not included in any subsequent rate 
reconciliations filed with the PUC. PPL Electric plans to seek PUC approval to recover this amount. However, management 
cannot assert at the present time that it is piobable that the previously recorded regulatory asset will be recovered. The 
regulatory asset will be reinstated should the PUC approve recovery of these costs. 

Unregulated Gross Energy Margins 

Ecistern US .  

Changes in Eastern U.S. non-trading margins for the periods ended September 30,301 1 compared with 20 10 were due to: 
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Lower baseload energy and capacity prices 
Coal and hydro generation volume 
20 I O  monetization of certain deals that rebalanced the business and portfolio 
fnipact of noli-core generation facilities sold in the first quarter of201 I 
Nuclear generation volunie (a) 
Higher coal prices 
Lower iiitermediate/pealting capacity prices, partially offset by higher generation voltimes in the first hall'ol 201 1 
Full-requirement sales contracts driven by contracts monetized in 201 0 and reduced shopping in 201 I 
Other 

Three klonths - 
$ !65) 

2 

(9) 
s (286) 

(a) Vulurnes were higher for the three-month period as the result oftlie final uprate at Susquehanna Unit 2 Volumes were lower for the nine-month period 
primarily as a result ofthe dual-unit turbine blade replacement outages beginning in May 20L 1 

Net Enerqv Tradinq Marqinn 

Net energy trading margins increased during the three and nine months ended September 30, 20 1 1, compared with the same 
periods in 3010, as a result of higher margins on power and gas positions of'$]; million and $18 million. 

Utility Revenues  

Changes in  utility revenues for the periods ended September 30,201 1 compared with 30 10 were due to: 

Domestic: 
PPL Electric 

Decrease in energy went ie  due to custoniers selecting alternative suppliers (a) 
Price increase related to the distribution rate case eflictive January I .  201 1 
Other 
Total 

L I a  (b) 

Total Domestic 

PPL ww 
U K :  

Price increases (c) 
Change in recovery o f  allowed revenues (d) 
Foreign currency exchange rates 
Other 
Total PPL W W  

WPD Midlands (b) 
Total II k: 

'rota1 

Three klonths 

3 
( I  16) 

Nine Months 

292 499 
514 323 

IF 943 $ 2.257 

" "" .... "l_."l" --.. ~.." 
~ 

(a) In 201 1.. customers continue to select alternative suppliers to provide their energy needs. This decrease in energy revenue has a minimal impact on 
earnings as the cost of providing this energy is passed through to the customer with no additional mark-up. These revenues are offset with purchases in  
"Pennsylvania Gross Delivery Mar,gins." 
Tliere are no comparable amounts in the 2010 periods as LKE was acquired in November 201 0 and WPD Midlands was acquired in April 201 1 I 
The three- and iiirie-month periods were impacted by price increases effective April I ,  201 1 The nine-month period was also impacted by price 
increases effective April 1, 2010. 
'The ninemonth period was higher due to a IF9 niillion uniavorable inipact un regulatory allowed revenues associated with a charge recurded i n  the first 
quarter of201 0, primarily resulting from changes in network electricity line loss assumptions 

(b) 
( c )  

(.d) 

Other Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended September ?0,30 1 I compared with 2010 were 
due to: 

Domestic: 
L I S  (.a) 
Montana hydroelectric litigation (b) 
PUC reportable storni costs, net o f  insurance recoveries 
Susquehanna nuclear plant costs (c) 
Impacts from emission allowances (d) 
Disposition of RECs (e) 
Olher 

Three Wlonths Nine Months 

$ 187 $ 566 
(47) 

8 20 
(7) 23 
( 3 )  (13) 
(-3 1 ' 5  
12 8 
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U li: 
PPL WW (0 
WPD Midlands (a) (g) 

Total 

Three hionths Nine Months 

9 14 

--- -- 

164 236 
$ 369 $ 812 

(a) There are no comparable amounts in the 201 0 periods as LICE was acquired in November 2010 and WPD Midlands was acquired in April 201 I 
(b) I n  March 2010, the Montana Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use 

of certain Montana streambeds As a result. i n  the first quarter of2010, PPL Montana recorded a pre-tax charge of $5G million. representing estimated 
rental compensation for the first quarter of2010 aid prior years, including interest The portion of the total charge recorded to other operation and 
maintenance totaled $49 million PPL Montana continucs to accrue rental compensation. See Note I O  to die Financial Statements far additional 
information 

(c) The nine-month period was $2.3 million higher primarily due to increased costs ol $10 million from the dual-unit turbine blade replacement outages: $9 
million of higlicr payroll-related costs and $8 million iiom the refueling outape 

(d) Tlie nine-month period was $1.3 nlillioii lower primarily due to $2 million of impairment charges in 201 1 compared with $15 million of impairment 
charges in  20 IO. 

( e )  Tlie thrce and nine-month periods in 201 1 include impairment char@es of $ 1  million aiid $5 niillion 
(fi Tlie thiee and nine-month periods were higher primarily due to higher pension costs resulting primarily from increased amortization of actuarial losses 
(g) The three and nine-month periods include $84 million oi' severance compensation. early retirement deficiency costs and outplacement services for 

employees scpaiatiiig from the WPD Midlands companies as a result of a reoiganization to transition the WPD Midlands companies to the same 
operating strticture as WPD (South West) and WPD (South Wales) 

Depreciation 

Changes in depreciation expense for the periods ended September 30,201 1 compared with 20 10 were due to: 

Three Months Nine Months 

Additions to PP&€ 
Foreign currency exchange rates 
LKE (a) (b) 
WPD Midlands (b) 
Total 

$ 8 %  17 
- 4 

84 249 
7 

31 51 
16: 125 $ 32 1 

(a) 
(b) 

The thrce and nine-month periods inclutle $13 million and $35 million of depreciation espense related to plant additions at TC2 and E W Brown 
There are no compaiable amounts in the 2010 periods as LKE was acquired in November 2010 and WPD Midlands \?'as acquired in April 201 1 

Taxes, Other Than Income 

Changes in taxes, other than income for the periods ended September 30,20 1 1 compared with 2010 were due to: 

Domestic property tax (a) 
Lf iE  (b) 
WPD Midlands (h) 
Other 
Total 

- 'Three Months Kine hionths 

(3) (8) 
10 28 
23 38 
4 ( 1 )  

$ 34 9; 57 

(a) 

(b) 

Tlie decrease for the thrce and nine month periods is primarily due to the amortization of the PURTA refund This is included in "Pennsylvania Gross 
Dclivcry Margins I' 
There are no comparable amounts in (he 2010 periods as L.KE was acquired i n  November 2010 and WPD Midlands was acquired in April 101 1 

Other Income (Expense) - net 

The $63 inillion increase in other income (expense) - net for the three months ended September 30,20 I 1 compared with the 
same period in 201 0 was primarily attributable to: 

a $22 million gain on the accelerated amortization of the fair value adjustment to the debt recorded in connection with 
previously settled fair value hedges. The accelerated amortization was the result of the July 201 1 redemption of PPL 
Electric's 7.125% Senior Secured Bonds due 2013; and 
$29 million of net losses reclassified fiom AOCI into earnings in 2010 resulting from the discoiitinuation of interest rate 
swaps entered into in anticipation of a debt issuance by PPL Energy Supply. 

In  addition to the factors described above, the $16 million increase in other income (expense) - net for the nine months ended 
September 30,201 I compared with the same period iii 201 0 was also attributable to: 

a $10 million increase in gains from economic foreign currency exchange contracts; 
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e 

e 
$1 I million of LICE other acquisition-related costs recorded in 2010; 
$57 million of WPD Midlands other acquisition-related costs in 201 1, including UK. stanip duty tax; and 
a $57 rnillion foreign currency loss related to the repayment of the 201 1 Bridge Facility borrowing, offset by a $55 
million gain on foreign currency forward contracts that hedged the repayment of such borrowings. 

Interest Expense 

Changes in interest espense for the periods ended September 30,201 I compared with 2010 were due to: 

201 1 Bridge Facility costs related to the acquisition of WPD Midlarids 
2010 Bridge Facility costs related to the acquisition of LICE. 
2010 Equity Units (.a) 
201 1 Equity Units (b) 
LKE (c) 
WPD Midlands (Cj (d) 
Otlier short-term and long-term debt interest expense 
Interest expense on the March 2010 WPD (South Wales) and WPD (South West) debt issuances 
Hedging activity 
Amortization of debt discounts. premiums and issuance costs (e) 
Capitalized interest 
Montana hydroelectric litigation (f) 
Other 
Total 

(a) 
(b) 
(.e) 
(d) 
(e) 

(f)  

Interest related to the June 20 I O  issuance to support the November 2010 LKE acquisition 
Interest related to the April 201 1 issuance to support the April 201 1 WPD Midlands acquisition 
'There are no comparable amounts in the 2010 peiiods as L K E  was acquired inNovember 2010 and WPD Midlands was acquired i n  April 201 1 
201 1 Bridge Facility costs of $22 million are includcd iii "201 1 Bridgc Facility costs related to the acquisition ofWPD Midlands" above 
The three and nine-month periods include the acceleration of deferred Iinancing fees ol'$7 million due to the July 201 1 redriiiptioii by PPL Energy 
Supply of$250 million o f 7  00% Senior Notes due 2046 
In  March 2010: the Montana Supreiiie Court substantially aftirmed a June 2008 Montana District Court decision regarding lease payments tor the use 
of certain Montana streambeds As a result, in the first quarter of2010: PPL Montana recorded $7 million of interest expense on rental Compensation 
covered by tlie court decision In August 2010. PPL Montana filed a petition for a writ ofcertiorari with the U.S. Supreme Court requesting the Court's 
review of this matter In lune 201 1. the Supreme Court granted PPL Montana's petition. Oral argument is scheduled for December 201 1 PPL 
h4ontana continues to accrue interest expense on tlie rental compensation covered by tlie court decision. See Note I O  to the Financial Statements for 
additional information. 

Income Taxes 

Changes in income taxes for the periods ended September 30,20 1 1 compared with 20 10 were due to: 

Higher pre-tax book income 
State valuation allowance adjustments (a) 
Domestic manufacacturing deduction (b) 
Federal and state tax reserve adjustments (c) 
U S income tax on foreign earnings net otforeign tax credit 
U K. Finance Act adjustments id) 
Foreign losses resulting from restructuring (e) 
Foreign tax reserve ad,justments (e) 
Health Care Reform 
LKE ( f )  
WPD Midlands (d) (f) 
Interconipany interest on WPD financing entities 
Other 
Total 

Three Months - . - ~ -  Nine Months 

$ 5 %  96 
19 

12 24 
56 60 
(2) (11) 

(1 5) (15) 
27 52 

(24) (46) 
(8) 

52 125 
(36) (26) 

5 11 
11  (4) 

$ 91 $ 277 
- L . ~ - _ -  

(,a) PI iiiiarily rellects the impact o t  Pennsylvania Department olRevenue interpretive guidance issued in February 201 1 on the treatment of bonus 
depreciation for Pennsylvania income tax purposes I n  accordance with Corporation T a s  Bulletin 201 1-0 1: Pennsylvania allows I00% bonus 
depreciation for qualifying assets in the same year bonus depreciation is allowed tor federal income tax purposes. Due to the reduction iii projected 
Pennsylvania taxable income for tax years 201 1 and 2012 related to the lOO% bonus depreciation deduction, PPL adjusted its deferred tax valuation 
allowances for Pennsylvania net operating losses As a result, during tlie nine months ended Septentber 30, 201 1 PPL recorded $1 I million ofdeferred 
incoiiie tax expense 
In December 201 0, Congress enacted legislation allowing for 1000/0 bonus depreciation on qualified property. 'The increased tax depreciation 
eliminates the estimated income La\: benefit related to the domestic manul'acturing deduction in 20 I 1  
In 1997, the U.li imposed a Windfall Profits 'Tax on privatized utilities, including WPD. In Scpteiiiber 2010, the US. T ~ Y  Court ruled in PPL's favor 
in a pending dispute with the IRS. concluding that the 1I.K Windfall Profits Tax is a creditable tay for U S .  tax purposes As a result and with the 
finalization of other issues. PPL recorded a $42 million tax benefit which impacted federal and state income tar reserves and relaled deferred income 
taxes during the third quarter of2010. In January 201 I ,  the iRS appealed the U.S. 'Tax Court's decision to the U S.  Court of Appeals for the 'Third 
Circuit. See Note 5 to the Financial Statements for additional information. 

(b) 

(c) 



In July 2010. the IJ S Tax Court ruled in PPL's favor i n  a pending dispute with the IRS, concluding that street lighting assets or PPL Electric are 
depreciable for tax purposes over seven years As a result. PPL, recorded a $7 million tax benefit to federal and state income tax reserves and related 
deferred income taxes in the third quarter of 2010 
The U ti 's Finance Act of201 I .  cnacted in  July 201 I included reductions in the U K. statutory income tax rate. The statutory income tax rate was 
reduced from 27% to 26"; retroactive to April 1. 201 I and will be reduced tiom 260% to 25 %effective April 1. 20 13 As a result. PPL reduced its net 
deferred tax liabilities and recognized a defcncd tax benefit of's69 million in thc third quarter of 201 1 WPD Midlands' portion of the deferred tax 
benefit is $35 million 

The U. t i  's Finance Act of 2010. enacted in .July 2010. included a reduction in the U L statutory income tax rate Effective April 1: 201 1. the stattitory 
income tax rate was reduced from 2S?io to 27% As a result, PPL reduced its net deferred tax liahilitics and recognized a deferred tax benefit of $19 
million i n  the third quarter o1'2010 
During the three and ninc months ended Septcmhcr 30: 101 0. PPI.. recorded $27 million and $52 million of foreign tax benefits and related ad.justments 
to foreign tax reserves of's24 million and $46 million in conjunction with losses resulting from restructtiring in the U.Ic Thcsc losses offset tax on ;i 
deferred gain from a prior year sale of WPD's supply business See Note 5 to the Financial Statements for additional ini'ornial'ion. 
There are no comparable amounts in the 2010 periods as LKE was acquired in Noveniher 2010 and WPD Midlands was acquired in April 201 1 

See Note 5 to the Financial Statements for additional infomiation on income taxes. 

Discontinued Operations 

Income (L,oss) from Discontinued Operations (net of income tases) increased by $53 million and $40 million for the three 
and nine months ended September 30,201 1 ,  compared with the same periods in  2010. The increases were primarily due to 
after-tax impaimient charges recorded in the third quarter of 2010 totaling $62 million related to the impairment of assets 
associated with certain non-core generation facilities that were written down to their estimated fair value (less cost to sell). 
These facilities were sold in March 20 1 I .  See "Discontinued Operations" in Note 8 to the Finaucial Statenients for additional 
inforni ation I 

Financial Condition 

Liquidity and Capital Resources 

PPL had the following at: 

Cash and cash equivalents 
Short-term investments (a) 

Short-term deb[ 

September 30,201 1 December 3 1 , 2 0 ! L  

$ 1.51 I $ 925 
16 I63 

$ 1.527 $ 1.08s 
s 42s $ 691 

(a j  Balance a[ December 31.201 0 represents tas-exempt revenue bonds issued by Louisville/Jefferson County. lieiitucliy on behalf of LCSrE that were 
purchased koni the remarketing agent i n  2008 Such bonds were remarlieted to unaffiliated investors in  January 201 I See Note 17 to the Financial 
Statements for further discussion 

The $586 million increase in PPL's cash and cash equivalents position was primarily the net result of: 

proceeds of $5 2 billion from the issuance of long-term debt; 
proceeds of $2.3 billion from the issuance of coninion stock; 

0 cash provided by operating activities of $1.8 billion; 
0 proceeds from the sale of certain non-core generation facilities of $381 million; 

the payment of $5.8 billion for the acquisition of WPD Midlands; 
capital expenditures of $ I  .7 billion; 
the retirement of $708 million of long-term debt: 
the payment of $543 million of coinmon stock dividends; 

0 a net decrease in short-tern1 debt of $322 million; and 
the payment of $84 niillion of debt issuaiice and credit facility costs. 

PPL's cash provided by operating activities increased by $1 50 million for the nine months ended September 30,201 1 
compared with the same period in 20 I O .  The increase was the net effect of: 

0 

0 

0 

0 

operating cash provided by L I E ,  $674 niillion, and WPD Midlands, $206 million; 
cash fiom components of working capital, $56 million (eucluding LKE and Midlands): partially offset by 
reduction in cash from counter party collateral, $442 million; 
lower gross energy margins, $1 54 million after-tax; and 
proceeds from monetizing certain full-requirements energy contracts in 20 IO,  $249 niillion. 
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_I- Credit Facilities 

At September 30,201 1, PPL's total committed bonowing capacity under its credit facilities and the use of this borrowing 
capacity were: 

PPL Energy Supply Credit Facilities (a) 
PPL Elecbic Credit Facilities (b) 
LG&E Credit Facilit). (c) 
l i U  Credit Facilities (cj(d) 

Total Domestic Credit Facilities (e)  

PPL WW Credit Facility 
WPD (South West) Credit Facility 
WPD (East Midlands) Credit Facility ( f )  
WPD (West Midlands) Credit Facility (I) 

Total WPD Credit Facilities (g) 

Letters of 
Committed Credit Unused 

Capacity Borrowed Issued Capacity 

$ 3200 S 250 5 208 $ 2.742 
350 I3 337 
400 400 

400 195 -~~ 
s 3.548 $ 250 $ 419 S 3,579 

598 

f I50 E 11 I n/a E 39 
210 n/a 210 
300 E 70 230 

229 
f 960 E I l l  f. 141 f 708 

71 - ~ - -  300 

In March 201 1 %  PPL Energy Supply's $300 million Structured Credit Facility espired. PPL Energy Supply's obligations under this facility were 
supported by a $300 million letter of credit issued on PPI, Energy Supply's behalf under a separate. but related $300 niillion 5-year credit agreement: 
which also expired in March 201 I 
Committed capacity includes a$150 million credit Facility related to an asset-backed commercial paper program through which PPL Electric obtains 
financing by selling aiid contributing its eligible accounts receivable and unbilled revenue to a special purpose. wholly owned subsidiary on an ongoing 
basis Hie subsidiary pledges these assets to secure loans o t u p  to an aggregate of$]  50 million from a commercial paper condtril sponsored by a 
financial institution At September 30,201 I ,  based 011 accounts receivable and unbillcd reventie pledged, the amount available tor borrowing under the 
facility was limited to $56 million. I n  Jul) 201 I. PPL Electric and the subsidiary estended the expiration date otthe credit agreement related to the 
asset-backed commercial paper program to July 201 2 
In June 201 I ~ LG&E aiid ICU each amended its respective Syndicated Credit Facility such that the fecs and the spread to bencliiiiark interest rates for 
borrowings depend upon the respective company's senior secured long-term debt rating rather than the senior unsecured debt rating 
I n  Apiil 201 I I RU entered into a new $198 million letter ofciedit I'acility that lias been used to issue letters of credit to support outstanding tas exempt 
bonds The facility matures in April 2014 In August 201 1, KLI aiiicnded its letter of credit facility such that the fees depend upon KU's senior secured 
long-term debt rating rather than the senior unsecured debt rating. 
Total borrowings outstanding under PPL's domestic credit facilities decreased on a net basis by $263 million since December 3 I ,  201 0. 

In October 201 I ,  PPL Energy Supply, PPL Electric, LG&E and h U  each amended its respective Syndicated Credit Facility The aniendnients included 
extending the espiration dates from December 2014 to October 2016. Under these facilities, PPL Energy Supply. PPL Electric, LGgiE and KCI each 
continue to have the ability to make cash borrowings and to request the leiiders to issue letters of credit. 

'Ihe comniitments under PPL's domestic credit facilities are provided by a diverse bank group, with no one bank and its affiliates providing an 
aggregate commitment of niore than 9% of the total cornniitted capacity 
I n  April 201 I: following the completion ofthe acquisition of WPD Midlands, WPD (East Midlands) and WPD (West Midlands) each entered into a 
5300 million $year syndicated credit facility Under the facilities, WPD (East Midlaiids) and WPD (West Midlands) each have Ihe ability to make 
cash borrowings and to request the lenders to issue up to E80 million of letters otcredit iii lieu of borrowing 
At September 30,201 I ,  the unused capacity of WPD's credit fac 

The cominitmcnts under WPD's credit Facilities are provided by a divcrse bank group, with no one bank providing more thaii I7yo of the total 
committed capacity 

es was approximately SI "3 billion 

See Note 7 to the Financial Statements for further discussion of PPL's credit facilities. 

Commercial PaDer 

PPL Electric maintains a coinniercial paper program for up to $200 million to provide an additional financing soLtrce to find 
its short-teim liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Electric's 
Syndicated Credit Facility PPL Electric had no coinrnercial paper outstanding at September 30,201 1 .  

In October 201 1, PPL Energy Supply re-activated its $500 million commercial paper program to provide an additional 
financing source to fimd its short-term liquidity needs, if and when necessary. Commercial paper issuances are supported by 
PPL Energy Supply's Syndicated Credit Facility. At November 4,201 1, PPL Energy Supply had $400 million of commercial 
paper outstanding at a weighted-average interest rate of approximately 0.5 I%, which was used to partially fund the 
repayment of PPL Energy Supply's 6 40% Senior Notes upon maturity in  November 201 I .  PPL Energy Supply expects to 
refinance Outstanding commercial paper on a long-term basis at a future date, subject to market conditions. 



-_. 201 1 Bridqe Facilitv 

In March 201 I , concurrently, and in connection with entering into the agreement to acquire WPD Midlands, PPL entered into 
a commitment letter with certain lenders pursuant to which the lenders committed to provide PPL with 364-day unsecured 
bridge financing of up to E3.6 billion solely to (i) fund the acquisition and (ii) pay certain fees and expenses in connection 
with the acquisition. The bridge financing commitment was subsequently syndicated to a group of banks, including the 
initial commitment lenders. Upon the syndication of the commitment, in March 201 I ,  PPL Capital Funding and PPL WEM, 
as borrowers, and PPL, as guarantor, enteied into the 201 1 Bridge Facility. 

On April I ,  201 I, concurrent with the closing of the WPD Midlands acquisition, PPL Capital Funding borrowed an aggregate 
of E 1.75 billion and PPL WEM borrowed 5 I .85 billion under the 20 1 1 Bridge Facility. The borrowings bore interest at 
approximately 2.62%. See Note 8 to the Financial Statements for additional infomiation on the acquisition. 

In accordance with the t e r m  of the 201 1 Bridge Facility, PPL Capital Funding’s borrowings of 51.75 billion were repaid with 
approximately $2.8 billion of proceeds received from PPL’s issuance of coinmon stock and 201 1 Equity Units in April 20 I 1 ,  
as discussed in “Long-term Debt and Equity Securities” below. Also in April 301 I ,  PPL WEM repaid 56.50 million of its 
201 1 Bridge Facility borrowing. Such repayment was funded primarily with proceeds received from PPL, WEM’s issuance of 
senior notes, which is also discussed below. In May 20 1 I ,  PPL WEM repaid the remaining E1.2 billion of borrowings 
outstanding under the 20 1 1 Bridge Facility, primarily with the proceeds fioni senior notes issued by WPD (East Midlands) 
and WPD (West Midlands), also discussed below. 

I n  anticipation of the repayment of a portion of the GBP-denominated borrowings under the 20 I I Bridge Facility with U.S. 
dollar-denominated proceeds received from PPL’s issuance of common stock and 201 1 Equity Units aiid PPL WEM’s 
issuance of U.S. dollar-denominated senior notes, PPL entered into forward contracts to purchase GBP in order to 
econorriically hedge the foreign currency exchange rate risk related to the repayment. See Note 14 to the Financial 
Statements for further discussion. 

Lonq-term Debt and Eauitv Securities 

PPL‘s long-term debt and equity securities activity through September 30, 20 1 1 was: 

PPL Common Stock 
PPL Capital Funding Junior Subordinated Notes 
PPL, Energy Supply Senior Unsecured Notes (b) 
PPI.. Electric First Mortgage Bonds (c) 
L K E  Senior Unsecured Notes 
PPL WEM Senior Unsecured Notes 
WPD (.West Midlands) Senior Unsecured Notes 
WPD (East Midlands) Senior Unsecured Noks 
WPD (East Midlands) Index-linked Notes 

Assumed through consolidation - WPD Midlands acquisition: 
Total Cash Flow Impact 

WPD (East Midlands) Senior 1Jnsecured Notes (d) 
WPD (West Midlands) Senior Unsecured Notes (d) 

Total Assumed 
Non-cash Eschanges ( ,e).  

LKE Senior Unsecured Notes 
LG&E First Mortgage Bonds 
KIJ First Mortgage Bonds 

Total Exchanged 
Net Increase 

Debt Equity 
Issi~a~~cts (a) _,_Retirements Issuances 

16 2,328 
16 97s 

$ (250)  
645 (458) 
250 
959 

1.287 
967 
I 64 

16 5.715 s (70% F 2.328 

16 418 

9; 875 16 (575) 
535 (535) 

1.500 (1,500) 
9; 2.910 16 (2.910) 
9; 5.367 16 2,328 

I__ 

PPL,’s long-tern1 debt and equity securities activity since September 30,201 I was: 

PPL Energ) Supply Senior Unsecured Notes (I) 
L G b E  and K U  Capital ILLC Medium Term Notes (f) 

Net Decrease 
Total Cash Flow Impact 

Debt ... ”-- Equity 
Issuances Iletirements -, Issuances 

(a) Issuances are net of pricing discounts. where applicable and exclude the impact of debt isstlance costs 
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(b) 
( c )  
(d) 

(e) 

Senior unsecured notes were redeemed at par prior to their 2046 mahirity date 
Retirement Irllrcts amount paid to redeem $400 million aggregate principal amount of first mortgage bonds prior to theii, 20 13 maturity date 
Reflects fair value adjustments resulting from the preliminary purchase pricc allocation. 'The principal amount of each issuance is 2250 millionl which 
equated to approximately $400 million at tlie time of closing 
In  April 201 1. LKE, LGBE and kU each filed a 201 1 Registration Statement with the SEC related to offers to eschange securities issued in November 
2010 in transactions not registered under the Securities Act of 1933 with similar but registered securities. The 201 1 Registration Statements became 
effective in June 201 I and tlie exchanges were completed in  July 201 I ,  with substantially all sccurities being exchanged 
Notes were retired upoii maturity (t) 

In July 201 I ,  PPL Electric entered into a supplemental indenture that contains prospective amendments to its 2001 Mortgage 
Indenture, including amendments to reduce the amount of first mortgage bonds issuable on the basis of property additions 
from 100% of the cost or fair value (whichever is less, as determined in accordance with the terms of'the indenture) of such 
property additions to 66-2/3% of such cost or fair value. The amendments became effective in the third quarter of 20 11 I 

At September 30,201 1, LKE's tax-exempt revenue bonds that are in the fomi of auction rate securities and total $23 1 million 
continue to experience failed auctions. Therefore, the interest rate continues to be set by a formula pursuant to the relevant 
indentures. For the nine months ended September 30,201 I ,  the weighted-average rate on LG&E's and KU's auction rate 
bonds in total was 0.27%. 

See Note 7 to the Financial Statements for additional information about long-tenn debt and equity securities. 

Common Stock Dividerids 

In August 20 1 I ,  PPL declared its quarterly common stock dividend, payable October 1,20 1 1, at 35.0 cents per share 
(equivalent to $1 "40 per annurn). Future dividends, declared at the discretion of the Board of Directors, will be dependent 
upon future earnings, cash flows, financial and legal requirements and other factors. 

Ratinq Aqency Decisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt and preferred securities of PPL and its subsidiaries. 
Based on their respective independent reviews, tlie rating agencies may make certain ratings revisions or ratings affirmations. 

A credit rating reflects an assessment by the rating agency of the creditworthiness associated with an issuer and particular 
securities that it issues. The credit ratings of PPL and its subsidiaries are based on information provided by PPL and other 
sources. The ratings of Moody's, S&P and Fitch are not a recommendation to buy, sell or hold any securities of PPL or its 
subsidiaries. Such ratings may be subject to revisions or withdrawal by the agencies at any time and should be evaluated 
independently of each other and any other rating that may be assigned to the securities. A downgrade in PPL's or its 
subsidiaries' credit ratings could result in higher borrowing costs and reduced access to capital markets. 

In  prior periodic reports, PPL described its then-current credit ratings in connection with, and to facilitate, an understanding 
of its liquidity position. As a result of the passage of the Dodd-Frank Act and the attendant uncertainties relating to the 
extent to which issuers of non-asset backed securities may disclose credit ratings without being required to obtain rating 
agency consent to the inclusion of such disclosure, or incorporation by reference of such disclosure, hi a registrant's 
registration statement or section l0(a) prospectus. PPL is limiting its credit rating disclosure to a description of the actions 
talieii by the rating agencies with respect to PPL's ratings, but without stating what ratings have been assigned to PPL or its 
subsidiaries, or their securities. The ratings assigned by tlie rating agencies to PPL and its subsidiaries and their respective 
securities may be found, without charge, on each of the respective rating agencies' websites, whicli ratings together with all 
other information contained on such rating agency websites is, het eby, explicitly not incorporated by reference in this report. 

Followiiig the announcement of the then-pending acquisition of WPD Midlands iii March 201 1, the rating agencies took the 
following actions: 

Moody's affirmed all of the ratings for PPL and all of its rated subsidiaries. 

S&P revised the outlook for PPL, PPL Capital Funding, PPL Energy Supply, PPL Electric, LKE, LG&E, J<U, PPL WW, 
WPD (South West) and WPD (South Wales), affimied the issuer and senior unsecured ratings of PPL WW, and lowered the 
following ratings: 

o 

* 
e 

0 

the issuer rating of PPL; 
the senior unsecured and junior subotdinated ratings of PPL Capital Funding; 
the issuer and senior unsecured ratings of PPL Energy Supply; 
the issuer, senior secured, preference stock, and commercial paper ratings of PPL Electric; 
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the issuer and senior unsecured ratings of LICE; 
the issuer, senior secured ratings, and short-tenn ratings of LG&E; 
the issuer, senior secured ratings, and short-tern1 ratings of KU; 
the issuer and senior unsecured ratings of WPD (South West); and 
the issuer and senior unsecured ratings of WPD (South Wales). 

Fitch affirmed all of the ratings for PPL, PPL Capital Funding, PPL Energy Supply, PPL Electric, LKE, LG&E and K U  

In April 201 1,  Moody's and S&P took the following actions following the completion oftlie acquisition of WPD Midlands. 

Moody's: 
lowered the issuer and senior unsecured debt ratings of WPD (East Midlands) and WPD (West Midlands): 
affirmed the short-tenn issuer rating of WPD (East Midlands); and 
assigned a senior unsecured rating and an outloolc to PPL WEM. 

S&P: 

0 

lowered the issuer and senior unsecured debt ratings of WPD (East Midlands) and WPD (West Midlands); 
assigned issuer ratings to PPL WEM; 
raised the issuer rating of PPL WW; 
revised the outlook for PPL and all of its rated subsidiaries; 
raised the short-term ratings of LG&E, ICU, WPD (East Midlands), WPD (West Midlands), PPL WEM, PPL WW, WPD 
(South West), WPD (South Wales) and PPL Electric; and 
affirmed all of the loog-term ratings for PPL and its rated subsidiaries. 

In May 201 1, S&.P downgraded the long-term rating of four series of pollution control bonds issued on behalf of KU by one 
notch in connection with the substitution of the letters of credit enhaiicing these four bonds. 

Also in May 201 1, Fitch affiiined its rating and maintained its outlook for PPL Montana's Pass Through Certificates due 
2020. 

In July 201 I ,  S&P upgraded the senior secured rating for PPL Electric's first mortgage bonds following the execution of a 
supplemental indenture that provided for prospective amendments to PPL Electric's 3001 Mortgage Indenture, as discussed in 
"Long-term Debt and Equity Securities" above. 

In September 201 1, Moody's affirmed the following ratings: 

0 

the issuer ratings for PPL, LG&E, and KU; 
the senior unsecured ratings for PPL Energy Supply and PPL Capital Funding; and 
all of the ratings for LICE. 

Also in September 20 1 1, S&P assigned a short-term rating to PPL, Energy Supply's commercial paper program. 

In October 201 I ,  Moody's and Fitch also assigned a short-term rating to PPL Energy Supply's commercial paper program i n  
support of PPL Energy Supply's re-opening of the program. 

I n  October 201 I ,  Fitch affinned all of the ratings for PPL WW, WPD (South West), and WPD (South Wales). 

,Ratinqs Triqqers 

PPL and its subsidiaries have various derivative and non-derivative contracts, including contracts for the sale and purchase of 
electricity and fuel, commodity transportation and storage, tolling agreements and interest rate and foreign currency 
instruments, which contain provisions requiring PPL and its subsidiaries to post additional collateral, or permitting the 
counterparty to terminate the contract, if PPL's or the subsidiaries' credit ratings were to fall below investment grade. See 
Note 14 to the Financial Statements for a discussion of "Credit Risk-Related Contingent Features," including a discussion of 
the potential additional collateral that would have been required for derivative contracts in a net liability position at 
September 30,201 I.  At September 30,20 I I ,  if PPL's or its subsidiaries' credit ratings had been below investment grade, the 
maximuin aniount that PPL would have been required to post as additional collateral to counterparties was $492 million for 
both derivative and non-derivative commodity and commodity-related contracts used in its generation, marketing and trading 
operations and interest rate and foreign currency contracts. 
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Capital Expenditures 

The table below shows PPL's capital expenditure projections at September 30,201 I .  

Construction expenditures (a) (b) 
Generating facilities 
Transmission a id  distribution tacilities 
Environmental (c) 
Other 

lotd Constnictiori Expenditures 

7 otal Capital Expenditures 
Nuclear he1 

-1- 

Prqjectrd 
2011 2012 2013 2014 2015 

J 762 $ 640 9i 553 $ 360 S 492 
1.401 1.925 2 , N S  2.2 15 2 071 

211 764 1,239 1.212 8SX 
124 173 _I 133 122 138 

2.49s 3.502 4.173 3.909 3.559 
I. 

153 159 161 158 160 
S 2.650 $ 3.661 $ 4.334 $ 4,067 $ 3.749 
_._I-- 

(a) 

jb) 
(c) 

Construction expenditures include capitalized interest and AFUDC. which are expected to be approximately $320 million for the years 201 1 through 
2015 
Includes espenditures tor certain intangible asscts 
Includes approximately $700 million of' LKE's cunently estimable costs related to replacement generation units due to EPA regulations not recoverable 
through the ECR mechanism LkE expects to recover these costs over a period equivalent to the related depreciable lives of'the assets through base 
rates established by fiiturc rate cases 

PPL's capital expenditure prqjectioris for the years 201 1 through 2015 total approximately $18 5 billion. Capital expenditure 
plans are revised periodically to reflect changes in operational, market and regulatory conditions. This table has been revised 
froin that which was presented in PPL's 201 0 Form 10-IC for changes in estimates for LICE'S environmental projects related to 
new and anticipated EPA compliance standards (actual costs may be significantly lower or higher depending on the final 
requirements; certain environmental compliance costs incurred by LG&E and KU in serving KPSC jurisdictional customers 
are generally eligible for recoveiy through the ECR mechanism) and expenditures to be made by the newly acquired WPD 
Midlands. See Note 8 to the Finaricial statements for infonnation on PPL's April 20 11 acquisition of WPD Midlands. 

For additional inforniation on PPL's liquidity and capital resources, see "Item 7. Management's Discussion and Analysis of 
Financial Condition and Results of Operations," in PPL's 2010 Form 10-I<. 

Risk Management 

Market Risk 

See Notes 13 and 14 to the Financial Statements for information about PPL's risk management objectives, valuation 
techniques and accounting designations. 

The forward-looking information presented below provides estimates of what may occur in the future, assuming certain 
adverse market conditions and model assumptions. Actual future results may differ materially froin those presented. These 
disclosures are not precise indicators of expected future losses, but only indicators of possible losses under nor mal market 
conditious at a given confidence level. 

Commodi~y Price Risk (Not?-trcidiiigj 

PPL segregates its non-trading activities into two categories: hedge activity and economic activity. Transactions that are 
accounted for as hedge activity qualify for hedge accounting treatment. The economic activity category includes transactions 
that address a specific rish, but were not eligible for hedge accounting or for which hedge accounting was not elected. This 
activity includes the changes in fair value of positions used to hedge a poItion of the economic value of PPL's generation 
assets, full-requirement sales contracts and retail activities. This economic activity is subject to changes in fair value due to 
market price volatility of the input and output commodities (e.g., fuel and power). Although they do not receive hedge 
accounting treatment, these trarisactions are considered non-trading activity. The net fair value of economic positions at 
September 30,201 1 and December 3 1,2010 was a net liability of $218 niillion and $39 1 million. See Note 14 to the 
Financial Statements for additional inforniation on economic activity. 

To hedge the impact of market price volatility on PPL's energy-related assets, liabilities and other contractual arrangements, 
PPL both sells and purchases physical energy at the wholesale level under FERC market-based tariffs throughout the U.S. 
and enters into financial exchange-traded and over-the-counter contracts. PPL's non-trading commodity derivative contracts 
mature at various times through 201 7. 
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The following table sets forth the change in net fair value of PPL's non-trading commodity derivative contracts for the 
periods ended September 50. See Notes 13 and 14 to the Financial Statements for additional inforniation. 

T h e e  Months Ended I hine Months Ended 
2010 -~. 20'1 2010 2011 

Fair value of contracts outstanding at the beginning 0 1  the period $ 891 $ 1,303 $ 956 $ 1 .?80 
Contracts realized or otherwise scttlcd during the period (100) (96) (237) (330) 
Fair value of new contracts entered into during the period 4 3 19 10 
Changes in fair value attributable 10 changes in valuation techniques (a) (23) 
Other changes in fair value 
Fair value of contracts outstanding at the end of the period 

36 144 106 417 
$ 811 $ 1.354 $ 844 $ 1.354 
--.. - _l_,.".."_ 

(a) In June 2010. PPL received m a r l d  bitis for certain full-reqriirement sales contracts that were monetized in early July See Note I4 to the Financial 
Statentents for additional inlbrmation At September 30. 201 0, these contracts were valued based on the bids received (the inarliet approach) I n  prior 
periods, the fair value of these contracts was measured using the iiicome approach 

The following table segiegates the net fair value of PPL's non-trading commodity derivative contracts at Septembei 30,201 1, 
based on whether the fair value was determined by piices quoted in active markets for ideiitical instruments or other more 
subjective means. 

Net Asset (Liability) 
Maturity 

Less Than Maturity Rlaturity in Eseess Total Fair 
1 Year 1-3 1 ears 4-5 Years of 5 )'ears Value 

M :I t ii r i ty 

-__- --.____. _I...I_. ._____ ~ . _ _ _ _  -._..__"I___ 
Source of Fair Value 
Prices basctl on significant other ohsenuhle inputs $ 533 9; 272 $ 13 $ 818 

(8) (13) 20 $ 27 26 Prices based on significant unobsenmble inputs 
Fair value orcontlacts outstanding at the end of the period $ 525 $ 259 .R 33 $ 27 $ 844 

- -I_- - ~ . - " . - ~ ~  

PPL sells electricity, capacity and related services and buys fuel on a forward basis to hedge the value of energy from its 
generation assets. If PPL, were unable to deliver finn capacity and etierw or to accept the delivery of file1 under its 
agreements, under certain circumstances it could be required to pay liquidating damages. These damages would be based on 
the difference between the market price and the contract price of the comnodity. Depending on price changes in the 
wholesale energy markets, such damages could be significant. Extreme weather conditions, unplanned power plant outages, 
transmission disruptions, nonperformance by counterparties with which it has energy contracts and other factors could affect 
PPL's ability to meet its obligations, or cause significant increases in the market price of replacement energy. Although PPL 
attempts to mitigate these risks, there can be no assurance that it will be able to fully meet its finn obligations, that it will not 
be required to pay damages for failure to perform, or that it will not experience counterparty nonperformance in the future. 

ConiniodigJ Price Risk (Truchg) 

PPL's trading commodity derivative contracts mature at various times through 20 1.5. The following table sets forth changes 
in the net fair value of PPL's trading coininodity derivative contracts for the periods ended September 30. See Notes 13 
and 14 to the Financial Statements for additional information. 

Fair value of contracts outstanding at the beginning of the pcriod $ 15 5 4 %  4 s  ( 6 )  
Contiacts realized or otherwise settled during the period (10) (8) (7) (8) 
Fair value of new contracts entered into during the period (2) 45 6 47 
Other changes in lair value 
Fair value 01 contracts outstanding at the end of the period 

Unrealized gains of approximately $4 million will be reversed over the next three months as the transactions are realized. 

The following table segregates the net fair value of trading commodity derivative contracts at September 30.20 1 1, based on 
whether the fair value was determined by prices quoted in active markets for identical instruments or other more subjective 
means. 
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Source of Fair Value 

Net Asset (Liability) 
Ma turity blat urity 

Less Than Maturity Ma turi ty in Excess Total Fait 
1 Year 1-3 \'e:u-s- 4-5 I ears of 3 Years Value 

Prices based on significant other observable inputs 9; (4) 9; I 1  9; I 
Fair value of contracts outstanding at the end of the period $ (4) 9; 1 1  $ I 

111 - 

A VaR model is utilized to measure commodity price risk in domestic gross energy margins for the non-trading and trading 
portfolios VaK is a statistical model that attempts to estimate the value of potential loss over a given holding period under 
normal market conditions at a given confidence level. VaR is calculated using a Monte Carlo simulation technique based on 
a five-day holding period at a 95% confidence level. Given the company's conservative hedging program, the non-trading 
VaR exposure is expected to be limited in the short-temi. The VaR for portfolios using end-of-month results for the period 
was as follows 

95% Confidence Level. Five-Day Holding Period 
Period End 
Average for the Period 
High 
Low 

'Trading VaR I 
Kine Months Twelve Months 

Ended Ended 
September 30, December 31, 

201 1 2010 

$ 3 9 ;  I 
i 4 
it 9 
I I 

7 

Non-Trltding VaR - 
Nine Months Twelve Nlonths 

Ended Ended 
September 30, D e e m  bet- 31 
I 2011 2010 

F 5 9 ;  5 
5 7 
7 12 
-1 4 

The trading portfolio includes all speculative positions, regardless of the delivery period. All positions not considered 
speculative are considered non-trading. The non-trading portfolio includes the entire portfolio, including generation, with 
delivery periods through the next 12 months. Both the trading and non-trading VaR coniputations exclude FTRs due to the 
absence of reliable spot and forward markets. The fair value of the non-trading and trading FTR positions was insignificant 
at September 30,20 1 1. 

PPL and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. PPL utilizes 
various financial derivative instruments to adjust the mix of fixed and floating interest rates in its debt portfolio, adjust the 
duration of its debt portfolio and lock in benchmarl, interest rates in anticipation of future financing, when appropriate. Risk 
limits under the risk management program are designed to balance risk exposure to volatility in interest expense and changes 
in the fair value of PPL's debt portfolio due to changes in the absolute level of interest rates. 

At September 30,201 1, PPL's potential annual exposure to increased interest expense, based on a 10?6 increase in interest 
rates, was not significant. 

PPL is also exposed to changes in  the fair value of its domestic and international debt portfolios. PPL, estimated that a 10%0 
decrease in interest rates at September 30,20 I I would increase the fair value of its debt portfolio by $632 million. 

At September 30,201 1, PPL had the following interest rate hedges outstanding: 

Cash How hedges 
Interest rate swaps (c) 
Cross-currency swaps (d) 

Interest rate swaps ( e )  

Interest rate swaps (f, 

Fair value hedges 

Economic hedges 

Effect of a 

Rlovement Exposure Net - Asset 
Hedged I (Liability) (a) i n  Rates (b) 

Fair Value, 10% Adverse 

$ 550 $ (61)  9; (12) 
1.262 49 (1 8-1) 

99 6 

179 ( 5 8 )  (-1) 

(.a) incl tides accrued interest, i f  applicable 
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Effects of adverse movements decrease assets or increase liabilities, as applicable. which could result in an asset becoming a liability 
PPL. uti1i.m various risk management instruments to reduce its exposure to the expected future cash flon variability of its debt instruments These 
risks include esposure to adverse interest rate movements for outstanding variable rate debt and for future anticipated financing While PPL is exposed 
to clianges in the fair value of these instruments, any changes in tlie fair value of such cash flow hedges are recorded in equity The changes in fair 
value of these instruments are then reclassified into earnings in Uie same period during which the item being hedged afikcts earnings Sensitivities 
represent a 100h adverse movenient in  interest rates The positions outstanding at September 30,201 I mature through 2022 
PPL WEM. through PPL. and PPL WW use cross-currency swaps to hedge the interest payments and principal of their U S dollar-denominated senior 
notes with maturity dates ranging fTom May 201 6 to December 2028 While IVL is esposed to changes i n  the fair value of these instrtiments. any 
change in the fair value ofthese instruments is recoided in equity and reclassified into earnings in the same period during which the item being hedged 
affects earnings Sensitivities repiesent a 10% adverse movement in  both interest rates and foreign currency exchan, ne rates 
PPL utilizes various risk management instruments to adjust the iiiix of fixed and floating interest rates i n  iLs debt portfolio The change in  fair value ot 
tlicse instruments, as well as the offsetting change i n  the value ofthe hedged exposure of the debt. is reflected in earnings Sensitivities represent a 
I 0"/b adverse movement in interest rates The positions outstanding at September 30: 201 1 mature in  2047 
PI'L utilizes various risk management inslruments to reduce its exposure to the expected future cash llow variability of its debt instruments. These 
rislis include exposure to adverse interest rate movements for outstanding variable rate debt and for future anticipated financing While PPL is exposed 
to changes in the fair value of these instrumcnts, any changes in tlic fiir value of such economic hedges are recorded in regulatory assets and liabilities 
The changes in fair value of these instruments are theii reclassified into earnings in the same period during which the item being hedged affects 
earnings Sensitivities represent a 10% adverse niovement in interest rates 

Foreign Czo7.encji Risk 

PPL is exposed to foreign currency risk, primarily through investments in U.K. affiliates. I n  addition, PPL's domestic 
operatioils may make purchases of equipment in cwrencjes other than US.  dollars. 

PPL has adopted a foreign currency risk management prograni designed to hedge certain foreign currency exposures, 
including the risk associated with translating earnings and dividends for the U.K. affiliates, firm commitments. recognized 
assets or liabilities, other anticipated transactions and net investnients. In addition, PPL enters into financial instruments to 
protect against foreign currency translation risk of expected earnings. 

At September 30,20 1 1 PPL had the following foreign currency hedges outstanding: 

Net investnient hedges (b) 
Economic hedges 

Earnings translntion (c) 

Effect of a 
10o/u 

Adverse 
Movement 
in Foreign 

Feir Value. Currency 
Exposure Net - Asset Exchange 

Rates (a) (Liability) ___ - Hedged 

f 65 $ 5 $  (10) 

393 16 ( 5 3 )  

(a) 
(b) 
(c) 

ERects of adverse movements decrease assets or increase liabilities, as applicable, which could result in an asset becoming a liability 
To protect the value o f  a portion of its net investment in WPD, PPL. executes forward contracts to sell GBP 
To economically hedge tlie translation of expected income denominated iii GBP to U S dollars, PPL enters into a conibination of average rate forwards 
and average late options to sell GBP The forwards a id  options outstanding at September 30, 201 1,  have termination dates ranging from October 201 1 
through November 2012. 

NDT Fzirids - Securities Price Risk 

In connection with certain NRC requirements, PPL Susquehanna maintains trust funds to fund certain costs of 
decommissioning the Susquehanna iiuclear plant. At September 30,201 I ,  these funds were invested primarily i n  domestic 
equity securities and fixed-rate, fixed-income securities and are reflected at fair value on the Balance Sheet for $594 million. 
The mix of securities is designed to provide returns sufficient to fund such decommissioning and to compensate for 
inflationary increases in decommissioning costs. However, the equity securities included in the trusts are exposed to price 
fluctuation in equity markets, and the values of fixed-rate, fixed-income securities are primarily exposed to changes in 
interest rates. PPL actively monitors the investment performance and periodically reviews asset allocation in accordance 
with its NDT policy statement. At September 30,201 1, a hypothetical 10% increase in interest rates and a 10% decrease in 
equity prices would have resulted in an estimated $39 million reduction in the fair value of the trust assets. See Notes 13 and 
I7 to the Financial Statements for additional information regarding the NDT funds. 

- Credit Risk 

See Notes 13 and 14 to the Financial Statements in this Form IO-Q and "Risk Mariagement - Energy Marketing & Trading 
and Other - Credit Risk" in PPL's 20 10 Form 10-K for additional information. 
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Foreign Currency Translation 

During 20 1 1 and 20 IO, the GBP fluctuated in relation to the U S .  dollar. Changes in these exchange rates resulted in a 
foreign currency translation gain of $1 54 million for the nine months ended September 30,201 I ,  which primarily reflected a 
$243 million increase to PP&E offset by an increase of $88 million to net liabilities Changes in these exchange rates 
resulted in a foreign currency translation loss of $83 million for the nine months ended September 30,2010. which primarily 
reflected a $223 inillion reduction to PP&E offset by a reduction of $130 million to net liabilities. These adjustments, net of 
tax, resulting from translation are recorded in AOCI. 

Related Party Transactions 

PPL is not aware of any material ownership interests or operating responsibility by senior management of PPL, PPL Energy 
Supply, PPL Electric, LICE, LG&E or I W  in  outside partnerships, including leasing transactions with variable interest entities 
or other entities doing business with PPL. See Note 1 1 to the Financial Statements for additional information on related party 
transactions between PPL affiliates. 

Acquisitions, Development and Divestitures 

PPL continuously evaluates potential acquisitions, divestitures and development projects as opportunities arise or are 
identified. Developnient projects are continuously reexamined based on niarket conditions and other factors to determine 
whether to proceed with the projects, sell, cancel or expand them, execute tolling agreements or pursue other options 

In April 201 I ,  PPL, through its indirect, wholly owned subsidiary PPL WEM, completed its acquisition of WPD Midlands. 

In the third quarter of 301 1, the Susquehanna Unit 2 uprate, representing the final phase of the project to increase the nuclear 
plant's generation capacity, was completed and is projected to yield an additional 50 MW. 

I n  September 20 1 1, LG&E and KU entered into an Asset Purchase Agreement foi the purchase of three existing natural gas 
simple cycle combustion units in LaGrange, Kentucky, aggregating approximately 495 MW, plus limited associated 
contractual arrangements required for operation of the plant (collectively, the Bluegrass Plant), for a purchase price of $1 10 
million. In conjunction with a September 20 1 I CPCN filing, LG&E and I<U anticipate retiring three older coal-fired electric 
generating stations to meet new, stricter EPA regulations at the end of 201 5. These plants include Cane Rim, Tyrone and 
Green River, which have a combined summer rating of 797 MW. Also, in September. the companies requested KPSC 
approval to build a 640 MW natural gas-fired combined-cycle plant at the existing Cane Run site in Kentucky. The project 
has an expected cost of approximately $583 million, which includes costs of building a natural gas supply pipeline. 

See Note 8 to the Financial Statenieiits for additional information. 

With limited exceptions, LKE took care, custody and control of TC? in January 20 1 1, and has dispatched the unit to meet 
customer demand since that date. TC2 is a new 760 MW capacity baseload, coal-fued unit that is jointly owned by LG&E 
and KU (combined 75% interest). and the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency 
(combined 25% interest). See Note 10 to the Financial Statements for additional infomiation. 

See Notes 1 and 10 to the Financial Statements in PPL's 20 10 Form IO-K for information on PPL's November 2010 
acquisition of LKE. 

Environmental Matters 

Piotection of the environment is a priority for PPL and a significant element of its business activities. Extensive federal, state 
and local environmental laws and regulations are applicable to PPL'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 but could be material. In addition, costs niay increase significantly if the requirements or scope of 
environmental laws or regulations, or similar rules, are expanded or changed fi-om prior versions by the relevant agencies. 
Costs niay take the form of increased capital or operating and maintenance expenses; monetary fines, penalties or forfeitures 
or other restrictions. Many of these environmental law considerations are also applicable to the operations of key suppliers, 
or customers, such as coal producers, industrial power users, etc., and may inipact the costs for their products or their demand 
for PPL's services. See "Overview" and Note 10 to the Financial Statements in this Form IO-Q and "Item 1.  Business - 
Environmental Matters" in PPL's 2010 Form 10-K for additional information on environmental matters. 
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New Accounting Guidance 

See Note 18 to the Finaiicial Statements for a discussion of new accounting guidance pending adoption. 

Application of Critical Accountinq Policies 

Financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application 
of critical accounting policies. The following accounting policies are particularly inipoitant to the financial condition or 
results of operations, and require estiniates or other judgments of matters inherently uncertain: price risk management, 
defined benefits, asset impaimient, loss accruals, AROs, income tases, regulatory assets and liabilities and business 
combinations - purchase price allocation. See "Item 7. Management's Discussion and Analysis of Financial Condition and 
Results of Operations" in PPL's 2010 Form 10-K for a discussion of each critical accoiinting policy. 

Followling is an update to the critical accounting policies disclosed in PPL's 2010 Forni 10-K. 

Business Combinations - Purchase Price Allocation 

On April 1.20 1 1 ,  PPL, though its indirect, wholly owned subsidiary, PPL, WEM, completed its acquisition of all of the 
outstanding ordiiiaiy share capital of Central Networks East plc and Central Networl,~ L,iiiiited, the sole owner of Central 
Networks West plc, together with certain other related assets and liabilities (collectively referred to as Central Networks and 
sribsequently renamed WPD Midlands). In accordance with accounting guidance on business combinations, the identifiable 
assets acquired and the liabilities assumed must be measured at fair value at the acquisition date. Fair value is defined as the 
pi ice that would be received to sell an asset or paid to transfer a liability i n  an orderly transaction between market 
participants. The escess of the purchase price over the estimated fair value of the identifiable net assets is recorded as 
goodwill. 

The determination and allocation of fair value to the identifiable assets acquired and liabilities assunied is based on various 
assumptions and valuation methodologies requiring considerable management .judgment, including estimates based on key 
assumptions of the acquisition, and historical and current market data. Significant variables i n  these valuations include the 
discount rates, the number of years on which to base cash flow pro-jections, as well as the assumptions and estimates used to 
determine cash inflows and outflows. 

As noted in Note 8 to the Financial Statements, the purchase price allocation is preliminary and could change materially in 
subsequent periods. The preliminary purchase price allocation was based on PPL's best estimates using information obtained 
as of the reporting date. Any changes to the purchase price allocation during the ineasurement period, which can extend up to 
one year from the date of acquisition. that result in material changes to the consolidated financial results will be adjusted 
retrospectively. The final purchase price allocation is expected to be completed before the end of 201 I .  The items pending 
finalization include, but are not limited to, the valuation of PP&E, intangible assets including goodwill. defined benefit plans, 
certain liabilities and income tax related matters. 

The fair value of the majority of PP&E was determined utilizing a discounted cash flow approach and corroborated by the 
RAV, which is a measure of the unrecovered value of the regulated network business in the U.K. For purposes of measuring 
the fair value of the majority ofPP&E, PPL determined that fair value should approximate the RAV at the acquisition date 
because WPD Midlands' operatioiis are conducted in a regulated environnient and the regulator allows for earning a rate of 
return on and recovery of RAV at rates determined to be fair and reasonable. As there is no current prospect for deregulation 
in WPD Midlands' operating area, it is expected that these operations will remain in a regulated environment for the 
foreseeable future; therefore, management has concluded that the use of these assets in the regulatory environment represents 
their highest and best use and a market participant would measure the fair value of these assets using the regulatory rate of 
return as the discount rate, thus resulting in fair value approximately equal to the RAV. The amounts recorded for PP&E are 
based on estimates and will be updated upon the finalization of the valuation work. 

The preliminary purchase price allocation resulted in goodwill of $2.4 billion that was assigned to the International Regulated 
segment. This reflects the expected continued growth of a rate-regulated business with a defined service area operating under 
a constructive regulatory framework, expected cost savings. efficiencies and other benefits resulting from a contiguous 
service area with WPD (South West) and WPD (South Wales) and the ability to leverage WPD (South West)'s and WPD 
(South Wa1es)'s existing management team's high level of performance in capital cost efficiency, system reliability and 
customer service. 

See Note 8 to the Financial Statements for additional infomiation regarding the acquisition. 
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PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES 

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations 

The following information should be read in conjunction with PPL Energy Supply's Condensed Consolidated Financial 
Statements and the accompanying Notes and with PPL Energy Supply's Form 8-K dated June 24-20 1 I and 201 0 Form 10-I<. 
Capitalized terms and abbreviations are explained in the glossary. Dollars are in millions, unless otheiwise noted. 

"Management's Discussion and Analysis of Financial Condition arid Results of Operations" includes the following 
informat ion: 

0 "Overview" provides an overview of PPL Energy Supply's business strategy, financial and operational highlights 
and hey legal and regulatory matters. 

0 "Results of Operations" provides a summary of PPL Energy Supply's earnings and a description of key factors that 
ate expected to impact future earnings. This section ends with "Statement of Income Analysis," which includes 
explanations of significant changes in principal items on PPL Energy Supply's Statenients of Income, comparing the 
three and nine months ended September 30,201 1 with the same periods in 201 0. 

0 "Fiiiancial Condition - Liquidity and Capital Resources" provides an analysis of PPL Energy Supply's liquidity 
position arid credit profile. This section also includes a discussion of rating agency decisions. 

e "Financial Condition - Risk Management" provides an explanation of PPL Energy Supply's rish management 
programs relating to market and credit risk. 

Overview 

lntrod uction 

PPL Energy Supply is an energy company with headquarters in Allentown, Pennsylvania. Through its subsidiaries, PPL 
Energy Supply is priniarily engaged in the generation and marketing of electricity in two key marLets - the northeastern arid 
northwestern U.S. 

Through December 3 I $20  10, PPL Energy Supply had two reportable segments - International Regulated and Supply. 
However, in January 201 1, PPL Energy Supply distributed its 100% niembership interest in PPL Global to its direct paient, 
PPL Energy Funding, to better align PPL's organizational structure with the manner in which it manages its businesses and 
reports segment information in its consolidated financial statements. The distribution separated the U.S. based competitive 
energy marketing and supply business fiom the U.K. based regulated electricity distribution business. As a result, effective 
January I ,  20 I I ,  PPL Energy Supply operates in a single business segment. The 20 10 operating results of the International 
Regulated segment have been reclassified to "Income (Loss) from Discontinued Operations (net of income taxes)" on the 
Statements of Income. See Note 8 to the Financial Statements for additional information on the January 2011 distribution. 

Business Strategy 

PPL Energy Supply's overall strategy is to achieve disciplined growth in energy supply margins while mitigating volatility in 
both cash flows and earnings. More specifically, PPL Energy Supply's strategy is to optimize the value from its unregulated 
generation and marketing portfolio. PPL Energy Supply endeavois to do this by matching energy supply with load, or 
customer demand, under contracts of varying durations with creditwoithy counterparties to capture piofits while effectively 
managing exposure to energy and fuel price volatility, counterparty credit risl, and operatio~ial risk. 

To manage financing costs and access to credit markets, a key objective of PPL Energy Supply's business is to maintain a 
strong credit profile. PPL Energy Supply continually focuses on maintaining an appropriate capital structure and liquidity 
position. In addition, PPL Energy Supply has adopted financial and operational risk management programs that, among other 
things, are designed to monitor and manage its exposure to earnings and cash flow volatility related to changes in energy and 
fuel prices, interest rates, counterparty credit quality and the operating performance of its generating units. 
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Financial and Operational Highlights 

Net Income Attributable to PPL Eneray Su~p ly  

Net Income Attributable to PPL Energy Supply for the three and nine months ended September 30> 201 I was $169 inillion 
and $472 million compared to $265 niillion and $551 million for the same periods in 201 0. This represents a 36% and 14% 
decrease fioin 301 0. These decreases reflect the following after-tax impacts. 

Three Months Nine Months 

Net unrealized gains/(losses) 011 energy-related economic activity 
Impairment charges in 2010 related to the sale of certain non-core generation facilities 
L.osscs on the nionctization of ccrtain full-requirement sales contracts in 20 10 
1.itigation scttlement in 201 1 related spent nuclear fuel storage 
Change in "1JnreguIated Gross Energy Margins" (a) 
Change in  tax benefit from the domestic manufacturing deductioii 
Fcdcral and state tax reserve adjustments 
Iiesults of PPL Global no longer being consolidated within PPL. Energy Supply 
Other 

$ 119 
60 

I02 
3.3 

( 1  54) 
(24) 
(13) 

( 2 2 7 )  
75 

$ (79) 

(a) The change in "Unregulated Cross Energy Margins" is primarily due to lower baseload energy and capacity prices, changes in coal and hydro 
generation vdtimes and losses from the monetization of certain contracts in 2010 that rebalanced the business and portl'olio. partially offset by higher 
margins on full-requirement sales contracts driven by contracts monetized in LO I O  and reduced shopping Sce "Statement ofrnconie Analysis - 
Margins" for additional information and a reconciliation of "Unregulated Gross Energy Ivlargins" to Operating Income 

See "Results of Operations" below for further discussion and analysis of the consolidated results of operations. 

Susquehanna Turbine Blade Replacement 

In April 20 1 1 ,  during the PPL Susqtiehanna IJnit 2 refueling and generation uprate outage, a planned inspection of the IJnit 2 
turbine revealed cracks in certain of its low pressure turbine blades. Replacement of these blades was required, but was not 
anticipated as part of the original scope of this outage. The necessary replacement woik extended the Unit 2 outage by six 
weeks. As a precaution, PPL Susquehanna also took Unit 1 out of service in  mid-May to inspect the turbine blades in that 
unit. This inspection revealed cracks in blades similar to those found in Unit 2. The duration of tlie Unit 1 outage, in which 
turbine blades were replaced, was also about six weeks. The after-tau earnings impact, including reduced energy-sales 
margins and repair expense for both units was $63 million. The majority ofthese costs were incurred during the second 
quarter of 20 1 1. 

Legal and Regulatory Matters 

CSAPR 

In July 20 1 1 ~ the EPA signed the CSAPR which finalizes and renames the Clean Air Transpoit Rule (Transpoit Rule) 
proposed in  August 2010. This rule applies to PPL Energy Supply's plants in Pennsylvania. The CSAPR is meant to 
facilitate attainment of ambient air quality standards for ozone and fine particulates by requiriiig reductions in  sulfur dioside 
and nitrogen oxide emissions. In October 201 1, the EPA proposed technical adjustments to the CSAPR to account for 
updated data submitted to the agency. Several states and a number of companies have filed petitions for review with the U S .  
Court of Appeals for the District of Columbia Circuit challenging various provisions of the CSAPR. PPL Energy Supply's 
initial review of the allocations under the CSAPR indicates that greater reductions in sulfitr dioxide ernisdons will be 
required beginning iii 2012 under the CSAPR than were required under the CAJR. 

Foi the initial phase of the rule beginning i n  2012, sulfur dioxide allowance allocations are expected to be greater than the 
forecasted emissions based on present operations of existing sulfur dioxide scrubbers and coal supply. However, for the 
second phase beginning in 2014, PPL Energy Supply will likely have to modify operations and dispatch of its generation fleet 
in Pennsylvania. With respect to nitrogen oxide emissions, the CSAPR provides a slightly higher amount of allowances for 
PPL Energy Supply's Pennsylvania plants than under CAIR, but still less than their current forecasted emissions. With 
uncertainty surrounding the trading program, other compliance options are being analyzed for the fleet, such as the 
installation of new technology. 
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Additionally, PPL Energy Supply's plants, including those i n  Montana, may face further reductions in sulfur dioxide and 
nitiogen oxide emissions as a resuit of more stringent national ambient air quality standards foi ozone, nitrogen oxide, sulfur 
dioxide and/or fine particulates. PPL Energy Supply anticipates that some of the measures required for compliance with the 
CSAPR such as upgraded or new sulfur dioxide scrubbers at some of its plants and retirement of certain units, may also be 
necessary to achieve compliance with new sulfur dioxide standards. If additional reductions were to be required, the 
economic impact to PPL Energy Supply could be significant. See Note 10 to the Financial Statements for additional 
information on the CSAPR. 

Spent Nuclear Fuel Litigation 

In May 301 1, PPL Susquehanna entered into a settlement agreement with the U.S. Government relating to PPL 
Susquehaniia's lawsuit, seeking damages for the Department of Energy's failure to accept spent nuclear he1 from the PPL 
Susquehanna station. Under the settlement agreement, PPL Susquehanna received $50 million, pre-tax for its share of claims 
to partially offset its expenses incurred to store spent nuclear fuel at the Susquehanna station through September 2009 and 
recognized a credit to "Fuel" expense in the second quarter of 20 1 1. PPL Susquehanna also will be eligible to receive 
payment of annual claims for allowed costs that are incurred theieafter through the December 20 13 termination of the 
settlement agreement. See Note 10 to the Financial Statements for additional information. 

Montana Hydroelectric Litiqation 

I n  June 20 11, the U.S. Supreme Court granted PPL Montana's petition to teview the March 201 0 Montana Supreme Court 
decision, which substantially affirmed tlie June 2008 Montana District Court decision to award tlie State of Montana 
retroactive compensation for PPL Montana's hydroelectric facilities' use and occupancy of certain Montana riverbeds. Oral 
argument is scheduled for December 201 1. Tlie stay ofjudgment granted during the proceedings before the Montana 
Supreme Court has been extended by agreement with the State of Montana to cover the anticipated period of the proceeding 
before the U S .  SupIeme Court. See Note 10 to the Financial Statements for additional information. 

Results of Operations 

The results for interim periods can be disproportionately influenced by various factors and developments and by seasonal 
variations. As sucli, the results of operations for interini periods do not necessarily indicate results or trends for the year or for 
future periods. 

Earnings 

Net Income Attributable to PPL Energy Supply for the periods ended September 30 was: 

1.1_.--1- 'Three Months l-..-l.,l__. _I Nine Months ,_-- 

201 1 201 0 YO Chenee 201 1 201 0 % Change 

Operating revenues 
Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than inconie 
Enera-related business 

Total operating expciises 
Other Income (Espense) I net 
Otlier-'Than-'Tempora~ Impairments 
Interest Income from Aftiliates 
Interest Expense 
Income Taxes 
Income (Loss) froni Discontinued Operations 
Net Income 
Net Inconie Attributable Noncontrolling Interests 
Net Income Attributable to PPL Energ  Supply 

$ 1,441 3;. 1550S (4) $ 3,807 $ 4,437 (14) 
358 322 11 876 810 2 
338 460 (27) 753 I .709 (56) 

62 59 5 181 176 3 
18 12 50 50 34 47 

208 213 (2) 74 1 765 (3) 

5 d a  6 3 IO0 
2 I 100 6 3 IO0 

104 93 12 305 I78 71 
52 18 8 150 150 

7 
L 189 (99) (100) 1-1. 

53 
170 266 (36) 473 5 52 (14) 

1 1 1 1 
$ 169 $ 265 (36) $ 472- $ 55 I (I1T 

'The changes in the components of Net Income Attributable to PPL Energy Supply between the periods ended September 30, 
20 1 1 and 20 10 were due to the following factors. PPL Energy Supply's results are adjusted for several items that 
management considers special. See additional detail of these i tem in the table below. 
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Unregulated gross energy margins 
Other operation and maintenance 
Other income (expense) - net 
Interest Expense 
Other 
Income taxes 
Discontinued operations - Domestic, after-tax - escluding certain revenues and expenses included in margins 
Discontinued operations - International. after-tax 
Special items; after-tax 
Total 

355 
$ (79) 
_I" 

See "Statement of Income Analysis ~ Margins - Changes i n  Non-GAAP Financial Measures" for an explanation of 
ni argiiis. 

Other operation and maintenance expense was higher for the nine-month period primarily due to $1 6 million of higher 
payroll-related costs, $9 million of which relates to PPL Susquehanna, and increased costs at PPL Susquehanna of$10 
million fiom the dual-unit turbine blade replacement outages and $8 million from the refueling outage. 

Other income (expense) - net was $5 niillion higher in the nine-nionth period due to higher 201 1 earnings on securities in 
the NDT funds. 

Inconie taxes were $34 and $129 niillion lower for the three and nine-month periods priniarily due to lower pre-tax 
income. The decreases in income taxes were paltially offset by a $12 million and $24 million decrease in the tax benefit 
from the domestic inaiiufacturing deduction resulting froin the inipact of bonus tax depreciation and a $12 million and 
$13 million increase in income taxes primarily due to 20 10 ad,justinents in  federal and state income tax reseives. 

Income (loss) from discontinued operations ~ International, represents the results of PPL Global which was distributed to 
PPL Energy Supply's parent, PPL Energy Funding in January 201 1 .  See Note 8 to the Financial Statements for 
additional information. 

The following after-tax amounts, which management considers special items, also impacted PPL Energy Supply's earnings 
for the periods ended September 30. 

Special Items, net of tax benefit (expense): 
Adjusted energy-related economic activity. net. net of tas  of $8: ($I)> ($3, $S3 
Sales of assets. 

Impairments: 
Sundance indcninification. net of tax of $0. $0, $0, $0 

Eniission allowances, net oftax of $0. $2, $1. $6 (Note 13) 
Renewable energy credits. net of tax of $0, $0. $2, $0 (Note 13) 
Adjustments - nuclear decommissioning trust iiivestiiients. net of tax 01 $2: $0. $2, $1 (b) 

Monetization o f  certain firll-reciitiretnciit sales contracts, net of tax of $0. $20, $0, $72 
Sale of certain non-core generation facilities. net of tax of $0. $59. $0. $39 (d) 

Montana hydroelectric litigation, net of tax of $0. $0, $ I ~ $22 
Ldigation settlement - spent nuclear fuel storage, net of tax of 1$2), $0. ($23): $0 ( f )  
Health care reform - tax impact (g) 

LICE acquisition-related cos&: 

Other: 

Total 

Income Slatemelit 
Line Jtem - 

(a) 

Other Income-net 

Other O&M 
Other O&M 
Other Income-net 

(C) 
Disc Operations 

(e) 
Fuel 
Income Taxes 

Three hlontlis Nine Rlonths 
2011 2010 1011 2010 ~- - -  

See "Reconciliation of Economic Activity" below. 
Represents other-th~i-temporary impairment charges on securities. including the reversal oT previous other-than-temporary impairment charges when 
securities previousfy impaired were sold. 
See "Monetization of Certain Full-Requirement Sales Contracts" in Note 14 to the Financial Statements. For the three and nine months ended 
September 30.2010. $150 and $343 million of pre-tax gains were recorded to "Wholesale energy marketing" and $ L97 and $51 7 million ofpre-tax 
losses were recorded to "Energy puichases" on the Statenients o f  Income 
Assets associated with certain non-core generation facilities were written down to their estimated fair value (.less cost to sell). Thcse facilities were 
sold in March 20 1 1 
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(e) In March 2010. the Montana Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use 
of certain Montana streambeds Through September 30.2010, PPL Montana recorded a pre-tax charge o1$56 million, representing estimated rental 
compensation for years prior to 201 0, including interest Of this total charge $17 million. pre-tax. was rccordcd to "Other operation and maintenance" 
and $9 million. pre-tax. was recorded to "lntcrest Expense" on the Statements of Income In August 201 0. PPL Montana filed a petition for a writ of 
certiorari with the U S Supreme Court requesting the Court's review ofthis matter 111 June 201 I ,  the Supreme Court granted PPL Montana's petition. 
Oral argument is scheduled for Decciiiber 201 I PPL Montana continues to accrue interest expense on rental compensation covered by the court 
decision 
I n  May 201 I ,  PPL Susquelianna entered into a settlement agreement with the U S Government relating to PPL Susquehanna's lawsuit, seeking 
damages for tlie Department of Energy's failure to accept spent nuclear fuel from the PPL Susquehanna station PPI, Susquehanna recorded credits to 
fuel expense of%6 million and 856 inillion. pretax for the three and nine months ended September 30,201 1 to recogize recovery, under the 
settlement agreement, of certain costs to store spent nuclear fiiel at the Susquelianiia station The amounts recorded through September 20 I I cover the 
costs incurred from 1998 through December 201 0 
Represents income tw expense recorded as a rcsult of the provisions within Health Care Reform which eliminated the tax deductibility of retiree 
health care costs to the extent of federal subsidies received hy plan sponsors that provide I etiree prescription drug benefits equivalent to Medicare Part 
D Coverage 

(t) 

(g) 

Reconciliation of Economic Activity 

The following table reconciles unrealized pre-tax gains (losses) from the table within "Commodity Price Risk (Non-trading) - 
Economic Activity" in Note 14 to the Financial Statements to the special item identified as "Adjusted energy-related 
economic activity, net" for the periods ended September 30. 

Opcrating Revenues 
Unregulated retail electric and gas 
Wholesale energy marketing 

Fuel 
Eneigy Purchases 

Operating Expenses 

Energy-related economic activity (a) 
Option premiums (b) 
Adjusted energy-related economic activity 
Less: linrealized economic activity associated with the monetization of 

Less: Economic activity realized. associated with the monetization of 

Adjusted energy-related economic activity, net. pre-tax $ (18) fi 5 %  h $  ( I  98) 

Adjusted energy-related econoniic activity. net. after-tax $ (10) $ 4 s  4 8  (1 15) 

certaiii full-requirement sales contracts in 201 0 (c) (.208) (33 5 )  

184 40 --- certain full-requirement sales contracts in 201 0 

Nine Months -- 
111 Three Moiiths I 

2011 2010 2011 _____ 20 I0 

(170)- (300) (49) (118) 
16 (224) 173 (579) 

36 17 l.l-.-_lll ~ 

22 (203) I90 (533) 
6 .  21 -. 

(a) See Note 14 to [lie Financial Statements for additional information. 
(b) Adjustment for the net det'erral and amortization ol'option premiums over the delivery period ofthe item that was hedged or upon realization Option 

premiums are recorded in Wholesale energy marketing - realized atid Energy purchases - realized or1 the Statements of Income. 
(c) See "Components of Monetization of Certain Full-Requiremelit Sales Contracts" below 

Compotieiits oj Adoizetixlioiz oJ'C'ert~in Fzrll-Reyziil.emenl Sales C'oniracts 

The following table provides the components of the "Monetization of Certain Full-Requirements Sales Contracts" special 
item for the periods ended September 30,2010. 

Full-requirement sales contracts monetized (a) 
Econoinic activity related to the fiill-requirement sales contracts monetized 
Monetization ot certain fiill-requirement sales contracts, pre-tax (h) 

'Three Months Jine hlonths 

$ 32 $ (28, 
(79) (146) 

$ (47) $ (174) 

Moiietizatioii oi certain full-requirement sales contracts afler-tax $ (27) $ (102) 

(.a) 

(b) 

See "Commodity Price Risk Won-tradiiig) - Monetization of Cerlaiii Full-Requirement Sales Contracts" in Note 13 to the Financial Statements fbr 
additional intbmiatioii. 
The three arid nine-month periods include unrealized losses ot'$208 million and $335 million. which are reflected in "Wholesale energy marketing - 
Unrealized economic activity" and "Energy purchases - Unrealized economic activity" on the Statement ol'lncome Both periods include net realized 
gains ot'$161 millioii, which are reflected in "Wholesale energy marketing - Realized" and "Energy purchases - Realized" on the Statement oflnconie 
This economic activity will continue to be realized through May 2013. 
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Outlook 

Excluding special items, earnings are expected to be lower in 201 1, compared with 3010, as a result of lower energy margins 
driven by lower Eastern energy and capacity prices, higher average fuel costs and the turbine blade replacement outages at 
the Susquehanna nuclear plant, as well as higher income taxes and higher operation and maintenance expense. 

Earnings in 20 1 I are subject to various risks and uncertainties. See "Foiward-Looking Information," the rest of this Item 2 
and Note 10 to the Financial Statements in this Form IO-Q and "Item 1. Business," and "Item 1A. Risk Factors" in the Fomi 
8-I< dated June 24,30 1 1 for a discussion of the risks, uncertainties and factors that may impact future earnings. 

Statement of Income Analysis -- 
Margins 

Non-GAAP ,Financial, Measure 

The following discussion includes financial infoniiation prepared iii accordance with GAAP, as well as a non-GAAP 
financial nieasure, "Unregulated Gross Energy Margins." "Unregulated Gross Energy Margins" is a single financial 
performance measure of PPL Energy Supply's competitive energy non-trading and trading activities. In calculating this 
measuie, PPL Energy Supply's energy revenues, which include operating revenues associated with certain PPL. Energy 
Supply businesses that are classified as discontinued operations, are offset by the cost of fuel, energy purchases: certain other 
operation and maintenance expenses, primarily ancillary charges, gross receipts tax, which is recorded in "Taxes, other than 
income," and operating expenses associated with certain PPL Energy Supply businesses that are classified as discontinued 
operations. This performance measure is relevant to PPL Energy Supply due to the volatility in the individual revenue and 
expense lines on the Statements of Income that comprise "Unregulated Gross Energy Margins." This volatility stems from a 
number of factors, including the required netting of certain traiisactions with ISOs and significant swings in unrealized gains 
and losses. Such factors could result iii gains or losses being recorded in either "Wholesale energy marketing" OL "Energy 
purchases" on the Statements of Income. This perfomiance measure includes PLR revenues from energy sales to PPL 
Electric by PPL EnergyPlus, which are recorded in "Wholesale energy marketing to affiliate" revenue. PPL Eneigy Supply 
excludes from "Utuegulated Gross Energy Maigins" energy-related economic activity, which includes the changes in fair 
value of positions used to economically hedge a portion of the economic value of PPL Energy Supply's competitive 
generation assets, full-requirement sales contracts and retail activities. This economic value is subject to changes in fair 
value due to market piice volatility of the input and output commodities (e.g., he1 and power) prior to the delivery period 
that was hedged. Also included in this energy-related economic activity is the ineffective portion of qualifying cash flow 
hedges, the monetization of certain full-requirement sales contracts and premium amortization associated with options. This 
economic activity is deferred, with the exception of the full-requirement sales contracts that were monetized, arid included in 
unregulated gross energy margins over the delivery period that was hedged or upon realization. This measure is not intended 
to replace "Operating Income," which is detemiined in accordance with GAAP, as an indicator of overall operating 
performance. Other companies may use different measures to analyze and to report on the results of their operations. PPL 
Energy Supply believes that "Unregulated Gross Energy Margins" provides another criterion to make investment decisions. 
This performance measure is used, in con,junction with other information, iiiternally by senior management and PPL's Board 
of Directors to manage PPL Energy Supply's operations, analyze actual results compared to budget and measure certain 
corporate financial goals used i ~ i  detemiining variable compensation. 

Reconciliation of Non-GAAP Financial Measures 

The following table reconciles "Operating Income" to "Unregulated Gross Energy Margins" as defined by PPI, Energy 
Supply for the periods ended September 30. 
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l~nregulated 
Gross Energy 

hlargins _,I,,, 

Operating Revenues 
Wholesale energy marketing 

Realized $ 897 
Unrealized economic activity 

Wholesale energy marketing 
to affiliate 5 

Unregulated retail electric and gas 186 
Net energy trading margins (7) 

-_I-.--- Energy-related businesses 
Total Operating Revenues I .os I 

Operating Expenses 
Fuel 338 
Energy purchases 

Realized I19 
Unrealized economic activity 

Other operation and maintenance 
Depreciation 
Taxes.. other than income 8 

Energy purchases from affiliate 1 

Energy-related busitiesses 
Total Operating Expenses 466 

Discontinued Operations 
7 otal $ 615 

201 I Three Months -_--"-_- 2010 Three Months 
Unregulated 

Operating Gross Liiergy Operating 
l"ll"lll__ Other (;I) Income (b) R.Inrgins-- I Other (a) lnconie (b) 

$ I O  ( C )  $ 907 $ 916 $ 276 (c) $ 1,192 
216 (d) 216 52 (d) 52 

5 71 71 
4 190 108 8 1 I6 

(7) (20) (20) 
97 97 130 

360 I .44 1 I .075 433 1.508 
' 3 0 -  _-I.I_____ 

42 ( C )  161 
176 (d) I76 

I 
208 208 

62 62 
I O  18 

130 130 
648 I , l  I4 

68 91 (C) 159 
300 (d) 300 

1 1 
7 2 06 213 

59 59 
2 10 12 

95 95 
-118 743 1.161 

l_ll_l_ 

201 I Nine kloiiths ~." ".ll 2010 Nine Months 
' Ihqula ted  Unregulated 

Gross Energy Operating Cross Energy Operating 
Margins Other (a) Income (b) _- blurgins Other (a) Income (b) 

Operatirig Revenues 
Wholesale energy marketing 

Realized $ 2.635 $ 42 ( C )  $ 2,677 $ 3,481 $ 301 (c) S 3.782 
Unrealized economic activity 229 (d) 229 (190) (d) (190) 

Wliolesale e n e r a  marketing 
to affiliate 15 15 250 250 

Unregulated retail electric and gas 509 9 518 305 16 32 I 

278 
Net energy trading margins 14 14 (4) (4) 

278 I- 

Energy-related businesses 3.54 354 
'Total Operating Revenues 3.173 634 3307 4.032 405 4.437 

Operating Expenses 
Fuel 
Energy purchases 

Realized 
Unrealized economic activity 

Encrgy purchases from affiliate 
Other operation and maintenance 
Depreciation 
'Taxes. other than income 
Energy-related businesses 

Discontinued Operations 
'Total Operatirig Expenses 

'Total 

872 (46) (e )  826 829 

496 205 (c) 70 I 1,198 
49 (d) 49 

3 3 2 
13 728 74 1 20 

181 181 
22 28 50 8 

350 
1.406 1,495 2,901 2.057 

12 (11) (f) 68 
$ 1.779 $ (873) IF 906 $ 2.043 

I---- 350 --""- 11111 269 
1.706 

810 

1,289 
41s 

2 
765 
176 
34 

269 
3.763 

l_...ll___ 

(a) 
(b) 
(c) 

Represents amounts excluded from Margins 
As reported on the Statement of Income 
Represents energy-related economic activity as described in "Conimodity Price Risk (Noli-trading) - Economic Activity" within Note 14 to the 
Financial Statements. For the three and nine nioiiths ended September 30,201 I ,  "Wholesale enei'gy marketing - Realized" and "Energy purchases - 
Realized" include a iiet pre-tas gain of% million and $17 niillion related to the amortization of option premiums and a net pre-tax loss of $40 million 
and SI 84 million related to the monetization of certain full-requirement sales contracts rhe three and nine months ended September 30.2010 include 
a net pre-tau gain of $21 million and $46 million related to the amortization oloption premiums 'and a tiel pre-tax gain or$I 61 million for both periods 
related to the monetization of certain hll-requirement sales contracts. 
Represents energy-related economic activity as described in "Commodity Price Risk (Noli-trading) - Economic Activity" within Note 14 to the 
Financial Statemen6 
201 1 includes credits for the spent nuclear fitel litigation settlement recorded in the three and nine months ended Septeniber'30. 201 1 of$6 niillion and 
$56 million, and economic activity related to fuel 2010 includes economic activity related to fuel 

(d) 

(e) 
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(i) Represents the net of certain revenues and expenses associated with certain businesses that are classified as discontinued operations These revenues 
and eyxnses are nut reflected in  "Operating Income" on the Statements of Income 

Chanqes in Non-GAAP Financial Measures 

Unregulated Gross Energy Margins are generated through PPL Energy Supply's competitive non-trading and trading 
activities. PPL Energy Supply's non-trading energy business is managed on a geographic basis that is aligned with its 
generation fleet. The following table shows PPL Energy Supply's non-GAAP financial measure, Unregulated Gross Energy 
Margins, for the periods ended September 30, as well as the change between periods. The factors that gave rise to the 
changes are described below the table. 

Three hlonths Nine hlonths 
- ~ I - ~ . - ~  - l . " " . . l l ~ ~ " ~ l " "  

201 I 2010 Change 201 I 2010 Change - 
Non-trading 

Eastern U S 
Western IJ S 

Net energy trading 
Totd 

$ 530 $ 61 1 $ ( S I )  $ 1.502 $ 1.7SS $ (286) 
91 ss 4 763 259 4 

Unregulated Gross Energy Margins 

Ens fer11 U.S. 

Changes i n  Eastern U.S. non-trading margins for the periods ended September 30,201 1 compared with 2010 were due to: 

Three hlonths Nine hIonths -- - ~ -  
L,ower haseload energy and capacity prices 
Coal and hydro generation volume 
201 0 monetization of certain deals that rebalanced thc business and portfolio 
Impact of non-core generation t'dcilities sold in the first quarter of 201 1 
Nuclear generation volume (a) 
Higher coal prices 
Lower intermediate/pL.aliing capacity prices, partially offset by higher generation volumes in the first half of 10 I 1 
Full-requirement sales contracts driven by contracts monetized i n  201 0 and reduced shopping in 201 1 
Other 

$ (65) 

(a) Volunies were higher for the three-niontli period as the result of the final uprate at Susquehanna Unit 2. Volumes were lower Tor the nine-month period 
primarily as a result of the dual-unit turbine blade replaceinent outages beginning in May 101 1 

Net Enerqv Tradina Marqins 

Net energy trading margins increased during the three and nine months ended September 30,201 I ,  compared with the same 
periods in 2010, as a result ofhigher margins on power and gas positions of $13 million and $18 million. 

Other Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended September 30.20 I 1 conipared with 201 0 were 
due to: 

Montana hydroelectric litigation (a) 
Susquehanna nuclear plant costs (b) 
Impacts tioin emission allowances (c) 
Gain on disposition of RECs (d) 
Other 
Total 

(a) In  March 201 0. the Montana Supreme Court substantially affimied a June ZOOS Montana District Court decision regarding lease payments for the usc 
ofcertain Montana streambeds As a resull, in the first quarter oF2010. I'PL Montana recorded a pre-tax charge of $56 million, representing estimated 
rental compensation for the first quarter of2010 and prior pears, including interest l h e  portion o f  the total charge recorded tu other operation and 
maintenance totaled $19 million. PPL, Montana continues to accrue rental coinpensation See Note 10 to the Financial Statements for additional 
information. 
The nine-month period was $23 million higher primarily due to increased costs of $1 0 million from die dual-unit turbine blade replacement outages. 
$9 million of higher payroll-relaled costs and $8 million froin the reftieling outage 

(b) 



( c )  

(d)  

The nine-month period was $13 million lower primarily due to $2 million of impairment cliarges in 201 1 compared with $15 million of impairmen( 
charges in 201 0 
The three and nine-month periods include impairment charges of $ 1  million and $ 5  million. 

Taxes, Other Than Income 

Taxes, other than income increased by $6 million and $1 6 million for the three and nine months ended September 30,201 I ,  
compared with the same periods in 2010, primarily due to higher Pennsylvania gross receipts tax expense due to an increase 
in electricity revenues at PPL EnergyPlus as customers continue to select alternative suppliers in 201 1 I This tax is included 
in "Unregulated Gross Energy Margins." 

Other Income (Expense) - net 

See Note 12 to the Financial Statements for details. 

Interest Expense 

Changes in interest expense for the periods ended September 30,201 I compared with 20 10 were due to: 

Capitalized interest 
Montana hydroelectric litigation (a) 
Short-tern1 and long-tenii debt interest expense 
Net ainortization of debt discounts, prcmiunis and issuance costs (b) 
Other 
'rot :ti 

(a) In March 2010, the Montana Suprcnie Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use 
of certain Montana streambeds As a result, in the first quarter of 201 0, PPL Montana recorded $7 million of interest expense on rental compensation 
covered by the court decision In August 2010. PPL Montana l'lled a petition for a writ of certiorari with the U S Supreme Court requesting tlie Court's 
review oftliis iiiattcr In June 201 1. the Suprcnie Court gxanted PPL Montana's petition. Oral argument is scheduled for December 201 1 PPL 
Montana continues to accrue interest espense on the rental conipeitsation covered by the court decision See Note 10 to the Financial Statements for 
additional inrormation 
The tliree and nine-month periods include the acceleration of deferred tinancing fees of$7 million, due to the July 201 1 redemption by PPL E n e r a  
Supply of%250 million of 7.000/0 Senior Notes due 20-16. 

(b) 

Income Taxes 

Changes in income taxes for the periods ended September 30,201 I compared with 20 I O  were due to: 

Higher (lower) pre-tax hook income 
Stale valuation allowance acljustments 
Federal income t a  credits 
Doniestic manufacturing deduction (a) 
Federal and state tax reserve ad.justments 
Health Care Reforin 
Other 
Total 

(a) 111 December 201 0, Congress enacted legislation allowing for 100% bonus depreciation on qualified property The increased tax depreciation eliminates 
the estimated income tax bene12 related to domestic iiimufacturing deduction in  201 I See Note 5 to the Financial Statements for additional information on 
income taxes 

Discontinued Operations 

lncome (Loss) fiorn Discontinued Operations (net of income taxes) decreased by $53 million and $1 87 million for the three 
and nine months ended September 30,20 1 1, compared with the same periods in 30 10. The decreases wet e priinarily due to 
the presentation of PPL Global as Discontinued Operations as a result of the January 20 1 1 distribution by PPL Energy 
Supply of its membership interest in PPL Global to its parent, PPL Energy Funding. In 201 1, the results of PPL Global are 
no longer consolidated within PPL Energy Supply. Partially offsetting the decreases were after-tax impairment charges 
recorded in the thiid quarter of 301 0 totaling $62 million related to assets associated with certain non-core generation 
facilities that were written down to their estimated fair value (less cost to sell). These facilities were sold in March 201 1. 
See "Discontinued Operations" in Note 8 to the Financial Statements for additional information. 
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Financial Condition 

Liquidity and Capital Resources 

PPL, Energy Supply had the following at: 

(:'ash and cash equivalents 
Short-term debt 

September 30,2011 December 31,2010 

$ 375 
$ 250 

9; 66 1 
$ 53 I 

The $286 million decrease iii PPL Energy Supply's cash and cash equivalents position was primarily the net result of: 

0 

0 

0 

capital e\;penditures of $499 niillion; 
a distribution of $325 million of cash included in the net assets of PPL Global distributed to member; 
the retirement of $250 inillion of long-term debt; 
distributions to meinber of $209 million; 
a net decrease in short-tern1 debt of $1 00 million (excluding short-term debt of PPL Global that existed at December 3 I ,  

cash provided by operating activities of $430 million; 
proceeds of$381 million from the sale of certain non-core generation facilities; and 
contributions from member of $36 I million. 

20 IO) ,  

PPL Energy Supply's cash provided by opetating activities decreased by $1.2 billion for the nine months ended 
September 30,201 1, compared with the same period in 2010. This was primarily due to a reduction in cash from counter 
party collateral of $442 million, lower gross energy margins of $154 million, after-tax, proceeds fiom monetizing certain full- 
requirements energy contracts in 2010 of $249 million, and the loss of operating cash fiom PPL, Global ($1 04 million for the 
nine months ended September 30,20 10.) 

In January 201 I ,  PPL Energy Supply distributed its membership interest in PPL, Global to its parent, PPL Energy Funding. 
PPL Global's impact on cash provided by operating activities for the nine months ended September 30,2010 was not 
material. See Note 8 to the Financial Statements for additional information on the distribution. 

Credit Facilities 

At September 30,20 I 1, PPL, Energy Supply's total committed borrowing capacity under its credit facilities and the use of this 
borrowing capacity were: 

Syndicated Ciedit Facility (a) 
Letter of Credit Facility 
Total PPI.. Energy Supply Ciedit Facilities (b) 

Letters of 
Cominittcd Credit Unused 
Capacity - Rurrowed Issued Capacity 

I 3.000 $ 250 $ 132 $ 2.618 

(a) Outstanding borrowings under this facility decrcased on a net basis by $100 million since December 31. 2010 

I n  October 201 1. PPL. Energy Supply amended its Syndicated Credit Facility The amendnienl included extending the expiration date from December 
2014 to October 3016. (Jiider this facility, PPL Energy Supply continues to have the ability to nuke cash borrowings and to request the lenders to 
issue letters of credit. 
In March 2011. I'PL Energy Supply's $300 million Structured Credit Facility expired PPL Energy Supply's obligations under this facility were 
supported by a $300 million letter of credit issued on PPL E n e r g  Supply's behalf under a separate, but related $300 million 5-year credit agreement. 
which also expired in March 20 I 1  

The comiiiitment~ undcr PPL Energy Supply's credit Facilities are providcd by a diverse bank group. with no onc bank and its affiliates providing ai 
aggregate commitment of more than 11% of the total committed capacity 

(b) 

See Note 7 to the Financial Statements for further discussion of PPL Energy Supply's credit facilities. 

157 



In October 20 I I ,  PPL Energy Supply re-activated its $500 million commercial paper program to provide an additional 
financing source to fund its short-term liquidity needs, if and when necessary. Coinmercial paper issuances are supported by 
PPL Energy Supply's Syndicated Credit Facility. At November 4,201 I ,  PPL Energy Supply had $400 million ofcommercial 
paper outstanding at a weighted-average interest rate of approximately 0.5 Io / .  which was used to partially find the 
repaynient of PPL Energy Supply's 6.40% Senior Notes upon maturity in November 201 1 I PPL Energy Supply expects to 
refinance outstanding commercial paper on a long-tenn basis at a fiiture date, subject to market conditions. 

Lonq-term Debt Securities 

In July 20 1 I ,  PPL Energy Supply redeemed at par the entire $250 inillion aggregate principal amount of its 7.00% Senior 
Notes due 2046. 

In Novernber 201 1, PPL Energy Supply repaid the entire $500 million principal amount ofits 6.40% Senior Notes upon 
maturity. 

Ratiriq Aqency Decisions 

Moody's, S&P and F itch periodically review the credit ratings on the debt securities of PPL Energy Supply and its 
subsidiaries. Based on their respective indepeodent reviews, the rating agencies may make certain ratings revisions or ratings 
affirmations. 

A credit rating reflects an assessment by the rating agency of the creditworthiness associated with an issuer and particular 
secuiities that it issues. The credit ratings of PPL Energy Supply and its subsidiaries are based on information provided by 
PPL Energy Supply and other sources. The ratings of Moody's, S&P and Fitch are not a recommendation to buy, sell or hold 
any securities of PPL Energy Supply or its subsidiaries. Such ratings may be subject to revisions or withdrawal by the 
agencies at any tinie and should be evaluated independently of each other and any other rating that may be assigned to the 
securities. A downgrade in PPL Energy Supply's or its subsidiaries' credit ratings could result in higher borrowing costs and 
reduced access to capital markets. 

In prior periodic reports, PPL Energy Supply described its then-current credit ratings in connection with, and to facilitate, an 
understanding of its liquidity position. As a result of the passage of the Dodd-Frank Act and the attendant uncertainties 
Ielating to the extent to which issuers of non.asset backed securities may disclose credit ratings without being required to 
obtain rating agency consent to the inclusion of such disclosure, or incoiporation by reference of such disclosure, in a 
registrant's registration statement or section 1 O(a) prospectus, PPL Energy Supply is limiting its credit rating disclosure to a 
description of the actions taken by the rating agencies with respect to PPL Energy Supply's ratings, but without stating what 
ratings have been assigned to PPL Energy Supply or its Subsidiaries, or their securities. The ratings assigned by the rating 
agencies to PPL Energy Supply and its subsidiaries and their respective securities may be found, without charge, on each of 
the respective rating agencies' websites, which ratings together with all other information contained on such rating agency 
websites is, hereby, explicitly not incorporated by reference in this report. 

Following the announcetnent of PPL's then-pending acquisition of WPD Midlands in March 201 I ,  the rating agencies took 
the following actions: 

0 

0 

0 

Moody's affiinied its ratings for PPL Energy Supply; 
S&P revised the outlook and lowered the issuer and senior unsecured ratings of PPL Energy Supply; and 
Fitch affirmed its ratings for PPL Energy Supply. 

In April 201 I ,  following the coinpletion of PPL's acquisition of WPD Midlands, S&P revised the outlook and affirmed its 
ratings for PPL Energy Supply. 

In May 201 1, Fitch affirmed its rating and maintained its outlook for PPL Montana's Pass Through Certificates due 2030 

In September 201 1 ,  Moody's affirmed its senior unsecured debt rating and outlook for PPL Energy Supply. 

Also in September 20 I 1, S&P assigned a short-term rating to PPL Energy Supply's commercial paper program. 

In October 20 1 1, Moody's and Fitch also assigned a short-term rating to PPL Energy Supply's comniercial paper program in 
support of PPL Energy Supply's re-opening of the program. 
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Ratinqs Trimers 

PPL, Energy Supply and its stibsidiaries have various derivative and non-derivative contracts, including contracts for the sale 
and purchase of electricity and fuel, commodity transportation and storage, tolling agreements and interest rate instruments, 
which contain provisions requiring PPL Energy Supply and its subsidiaries to post additional collateral, or permitting the 
counterpai-ty to terminate the contract, if PPL Energy Supply or its subsidiaries' credit rating were to fall below investment 
grade. See Note 14 to the Financial Statements for a discussion of "Credit Risk-Related Contingent Feattires," including a 
discussion of the potential additional collateral that would have been required for derivative conbacts in a net liability 
position at September 30,201 1. At September 30,20 1 I ,  if PPL Energy Supply's or its subsidiaries' credit rating had been 
below investment grade, the masirnuin amount that PPL Enerby Supply would have been required to post as additional 
collateral to counterparties was $386 million for both derivative and non-derivative commodity and commodity-related 
contracts used in its generation, marketing and trading operations and interest rate contracts. 

For additional inforniation on PPL, Energy Supply's liquidity and capital resources, see "Item 7. Management's Discussion 
and Analysis of Financial Condition and Results of Operations," in the Form 8-I< dated June 24,201 1 

Risk Management 

Market Risk 

See Notes 13 and 14 to the Financial Statements for information about PPL Energy Supply's risk management objectives, 
valuation techniques and accounting designations. 

The forward-looking infomiation presented below provides estimates of what may occur in  the future, assuming certain 
adverse market conditions and model assumptions. Actual future results may differ materially from those presented. These 
disclosures are not precise indicators of expected future losses, but only indicators of possible losses under nomial market 
conditions at a given confidence level. 

Coinnioclity Price Risk (Non-tixidiiig) 

PPL Energy Supply segregates its non-trading activities into two categories: hedge activity and economic activity. 
Transactions that are accounted for as hedge activity qualify for hedge accounting treatment. The economic activity category 
includes transactions that address a specific risk, but were not eligible for hedge accounting or for which hedge accounting 
was not elected. This activity includes the changes in fair value of positions used to hedge a portion of the economic value of 
PPL Energy Supply's competitive generatioii assets, full-requirement sales and retail contracts. This economic activity is 
subject to changes in fair value due to market price volatility of the input and output comniodities (e.g.. fuel and power). 
Although they do not receive hedge accounting treatment, these transactions are considered non-trading activity. The net fair 
value of econoniic positions at September 30,20 1 1 and December 3 1,20 10 was a net liability of $2 18 million and $389 
million. See Note 14 to the Financial Statements for additional infonnation on economic activity. 

To hedge the impact of niarket price volatility on PPI., Energy Supply's energy-related assets. liabilities and other contractual 
arrangements, PPL Energy Supply both sells and purchases physical energy at the wholesale level under FERC market-based 
tariffs througliout the U.S. and enters into financial exchange-ti aded and over-the-counter contracts. PPL Energy Supply's 
non-trading commodity derivative contracts mature at various times through 201 7. 

The following table sets forth the changes in net fair value of PPL Energy Supply's noli-trading coniniodity derivative 
contracts for the periods ended September 30. See Notes 13 and I4 to the Financial Statements for additional infoimation. 

Gains (Losses) - 
- Three Months Nine Months 

201 I 201 0 2011 _" 2010 ..--__ 

Fair value ol  contracts outstanding at tlie beginning of the period $ 896 $ 1.303 

4 3 
Contracts realized or otherwise settled during tlie period (99) (96) 
Fair value ofnew contracts entered into during the pcriod 
Changes in fair value anribittable to changes in valuation tcchniques (a) 
Other changes in fair value 
Fair value of contracts outstanding at the end of the pcriod 

43 1 4 2  
9; s4-I T 1.354 

$ 958 $ 1,280 
(234) (330) 

19 10 
( 2 3 )  

101 41 7 
$ 8-11 $ 1,354 
-..- 
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(a) In June 2010; PPL, E n e r a  Supply received market bids for certain full-requirement sales contracts that were monetizcd in early July See Note 14 to 
the Financial Statemcnts for additional infomiation. At June 30. 201 0, these contracts were valued based on the bids received (the market approach). 
I n  prior periods, the fair value of these contracts was nieasured using the income approach 

The following table segregates the net fair value of PPL Energy Supply's non-trading commodity derivative contracts at 
September 30,201 1, based on whether the fair value was determined by prices quoted in active markets for identical 
instruments or other more subjective means. 

Net, Asset (Liability) 
Maturity Maturity 

Less Than Maturity hlaturity in Excess 'Iota1 Fair 
1 Year 1-3 Years of 5 \'ears Value 

~.._1111--.-- I 

4-5 Years"-. ~ l _ _ l _  

Source of' Fair Value 

(8) (13) 20 9; 27 26 Prices based on significant unobservable inputs 
Fair value of contracts outstanding at the end of the period 9; 525 $ 259 $ 33 $ 27 9; 844 

Prices based on significant other observable inputs $ 533 $ 272 $ 13 I 818 
1 - - ~  ~-~ 

PPL Energy Supply sells electricity, capacity and related services and buys fuel on a forward basis to hedge the value of 
energy from its generation assets. If PPL Energy Supply weIe unable to deliver film capacity and energy or to accept the 
deliveiy of fuel undei its agreements, under certain circumstances it could be required to pay liquidating damages. These 
damages would be based 011 the diffeience between the inarltet price and the contract price of the commodity. Depending on 
pi ice changes in the wholesale energy markets, such damages could be significant. Extreme weather conditions, unplanned 
power plant outages, transmission disruptions, nonperformance by counterpalties with which it has energy contracts and 
other factors could affect PPL Energy Supply's ability to meet its obligations, or cause significant increases in the market 
price of replacement energy. Although PPL Energy Supply attempts to mitigate these risks, there can be no assurance that it 
will be able to hl ly  meet its fimi obligations, that it will not be required to pay damages foi failure to perform, or that it will 
not experience counterparty nonper for niance in the future. 

Conimodq. Price RIA k (Tmding) 

PPL Energy Supply's trading commodity derivative contracts mature at various times through 201 5 .  The following table sets 
forth changes in the net fair value of PPL Energy Supply's trading commodity derivative contracts for the periods ended 
September 30. See Notes 13 and 14 to the Financial Statements for additional information. 

C:iiiis (Losses) I, 

Niue Months - ~ - - - ~ - - - . ~ ~  Three Months 
2011 201 0 2011 2010 - - ~ - .  -- 

Fair valuc of contracts outstanding at the beginning o t  the period $ 15 $ 4 $  4 9 ;  ( 6 )  
Contracts realized or otherwise settled during the period (10) (8) (7) (si 
Fair value of new contracts entered into during the period (2 ) 45 6 47 
Other changes in Fdir value 4 (39) 4 (31) 
Fair value of contracts outstanding at tlie end of the period $ 7 5  2 $  7 %  2 

Unrealized gains of approximately $4 million will be reversed over the next three months as the transactions are realized. 

The following table segregates tlie net fair value of trading conimodity derivative contracts at Septernber 30,20 1 I ,  based on 
whether the fair value was determined by prices quoted in active markets for identical instruments or other more subjective 
means 

Source of Fair  Value 
Prices based on significant other observable inputs 
Fair value of contracts outstanding at the end 01 the period 

Net Asset (Liability) 
Maturity RI:i t urity 

Less 'Than Maturity Maturity in Excess Total Fair 

I I ~  

4-5 Years of 5 Years Value 1 \'ear 1-3 \'ears 

9; (4) 9; I 1  $ 7 
$ (4) $ 1 1  $ 7 

-,,-. --I.I - - ~  - 1 1 _ 1 1 1 _  
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A VaR model is utilized to measure coinniodity price risk in domestic gross energy margins for the non-trading and trading 
portfolios. VaR is a statistical model that attempts to estimate the value of potential loss over a given holding period under 
nomial market conditions at a given confidence level. VaR is calculated using a Monte Carlo siniulation technique based 011 

a five-day holding period at a 9S?h confidence level. Given the company's conservative hedging prograni, the non-trading 
VaR exposure is expected to be limited in the short-term. The VaR for portfolios using end-of-niontli results for the period 
was as follows. 

95% Confidence L,evel. Fivc-Day Holding Period 
Period End  
Average for the Period 
High 
Low 

Trading VnR _,- 

Nine Months Twelve Months 
Ended Ended 

September 30, Deeeniher 31, 
201 1 2010 

s 3 %  I 
- 4 
4 9 
I 1 

7 

Non-Trading VaR 
Nine Rloriths Twelve hlonths 

Ended Ended 
September 30, Decem her 31, 

201 I 2010 

$ 5 s  5 

7 12 
4 1 

- 

L, 7 

The trading portfolio includes all speculative positions, regardless of the delivery period. All positions not considered 
speculative are considered non-trading. The non-trading portfolio includes the entire portfolio, including generation, with 
delivery periods through the nest 12 months. Both the trading and non-trading VaR coniputations esclude FTRs due to the 
absence of reliable spot and forward markets. The fair value of the non-trading and trading FTR positions was insignificant 
at September 30,20 I 1. 

Interest Rate Risk 

PPL Energy Supply and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. 
PPL and PPL Energy Supply utilize various financial derivative instruments to adjust the tnis of fixed and floating interest 
rates in PPL Energy Supply's debt portfolio, adjust the duration of its debt portfolio and lock in benchmark interest rates in 
anticipation of future financing. when appropriate. Risk limits under the risk management program are designed to balance 
risk exposure to volatility in interest expense and changes in the fair value of PPL Energy Supply's debt portfolio due to 
changes in the absolute level of interest rates. PPL Energy Supply had no interest rate hedges outstanding at September 30, 
2011. 

At September 30,201 1, PPL Energy Supply's potential annual exposure to increased interest expense, based on a 10% 
increase in interest rates, was not significant. 

PPL Energy Supply is also exposed to changes in the fair value of its debt portfolio. PPL Energy Supply estimated that a 
10% decrease in interest rates at September 30, 201 1 would increase the fair value of its debt portfolio by $36 million. 

NDT Fmds - Seczirities Price Risk 

In connection with certain NRC requirements, PPL Susquehanna maintains trust funds to fund certain costs of 
deconiniissioning the Susquehaniia nuclear plant. At September 30,20 I 1, these funds were invested priinarily in domestic 
equity securities and fixed-rate, fixed-income securities and are reflected at fair value on the Balance Sheet for $594 million. 
The mix of securities is designed to provide returns sufficieut to fund such decoininissioning and to compensate for 
inflationary increases in decominissioiiing costs. However, the equity securities included iii  the trusts are exposed to price 
fluctuation in equity markets, and the values of fixed-rate, fixed-income securities are primal ily exposed to changes in 
interest rates. PPL actively monitors the investment perfomiance and periodically reviews asset allocation in accordance 
with its NDT policy statement. At September 30,201 1, a hypothetical lOOi0 increase i n  interest rates and a 1096 decrease in 
equity prices would have resulted in an estimated $39 million reduction in the fair value of the trust assets. See Notes 1.3 and 
17 to the Financial Statements for additional inforniation regarding the NDT funds. 
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Credit Risk 

See Notes 1 I ,  13 and 14 to the Financial Statements in this Form 10-Q and "Risk Management - Energy Marketing & 
Trading and Other - Credit Risk" in PPL Energy Supply's Form 8-K dated June 34,201 1 for additional information. 

Foreign Currency Translation 

As noted previously, in January 30 I I ,  PPL Energy Supply distributed its interest in PPL Global to its parent, PPL Energy 
Funding. As  a result, PPL Energy Supply no longer consolidates any foreign subsidiaries and has no foreign currency 
translation component within AOCI. In 2010, the British pound sterling weakened in relation to the U.S. dollar. Changes in 
these exchange rates resulted in a foreign currency translation loss of $83 million for the nine months ended 
September 30,301 0, which primarily reflected a $333 million reduction to PPcSrE offset by a reduction of $140 million to net 
liabilities. 'These adjustments, net of tax, resulting fkom translation are iecorded in AOCI. 

Related Party Transactions 

PPL Energy Supply is not aware of any material ownership interests 01 operating responsibility by senior management in 
outside partnerships. including leasing transactions with variable interest entities or other entities doing business with PPL 
Energy Supply. See Note 11 to the Financial Statements for additional information on related party tiansactions between 
PPL Energy Supply and affiliates. 

Acquisitions, Development and Divestitures 

PPL Energy Supply continuously evaluates potential acquisitions, divestitures and development projects as opportunities 
arise or are identified. Development projects are continuously reexamined based on market conditions and other factors to 
determine whether to proceed with the projects, sell, cancel or expand them, execute tolling agreements or pursue other 
options . 

In the third quarter of 201 I ,  the Susquehanna Unit 2 uprate, representing the fmal phase of the project to increase the nuclear 
plant's generation capacity, was completed and is projected to yield an additional 50 MW. 

See Note 8 to the Financial Statements for additional information. 

Envi ron men ta I Matters 

Protection of the environment is a priority for PPL Energy Supply and a significant elernent of its business activities. 
Extensive federal, state and local environmental laws and regulations are applicable to PPL Energy Supply'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 but could be material. In addition, costs may increase 
significantly if the requiIenients or scope of environniental laws or regulations, or similar rules, are expanded or changed 
from prior versions by the relevant agencies. Costs may take the form of increased capital or operating and maintenance 
expenses; monetary fines, penalties or forfeitures or other restrictions. Many of these environmental law considerations are 
also applicable to the operations of key suppliers, or customers, such as coal producers, industrial power users, etc.; and may 
impact the costs for their products or their demand for PPL Energy Supply's services. See "Overview" and Note 10 to the 
Financial Statements in this Form 10-Q and "Item 1. Business - Environinental Matters" in PPL Energy Supply's 3010 Foim 
10-K for additional information on environmental matters. 
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New Accounting Guidance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Application of Critical Accountinq Policies 

Financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application 
of critical accounting policies. The following accouriting policies are particularly important to the financial condition or 
results of operations, and require estimates or other judgments of matters inherently uncertain: price risk nianagenient, 
defined benefits, asset impairnient, loss accruals, AROs and income tases. See "Item 7. Management's Discussion and 
Analysis of Financial Condition and Results of Operations" in  PPL. Energy Supply's Form 8-IC dated June 24,201 1 for a 
discussion of each critical accounting policy 



PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES 

Item 2. Management's Discussion and Analvsis of Financial Condition and Results of Operations 

The following information sliould be read in conjunction with PPL Electric's Condensed Consolidated Financial Statements 
and the accompanying Notes and with PPL Electric's 20 10 Form 10-K. Capitalized terms and abbreviations are explained in 
the glossary. Dollars are in niillions, unless otherwise noted. 

"Management's Discussion and Analysis of Financial Condition and Results of Operations" includes the following 
in format ion: 

o "Overview" provides an overview of PPL Electric's business strategy, financial and operational highlights, and key 
regu I ato ry matters. 

0 "Results of Operations" provides a suininary of PPL Electric's earnings and a description of key factors that are 
expected to impact futute earnings. This section ends with "Statement of Income Analysis." which includes 
explanations of significant changes in principal items on PPL Electric's Statements of Income, comparing the three 
and nine months ended September 30,201 1 with the same periods in 2010. 

0 "Financial Condition - Liquidity aiid Capital Resources" provides an analysis of PPL Electric's liquidity position and 
credit profile. This section also includes a discussion of rating agency decisions. 

o "Financial Condition - Risk Management" provides an explanation of PPL Electric's risk management program 
relating to market and credit risk. 

Overview 

Introduction 

PPL Electric is an electricity delivery service provider in eastern and central Pennsylvania with lieadquarteis in Allentown, 
Pennsylvania. PPL Electric is subject to regulation as a public utility by the PUC, and certain of its transmission activities 
are subject to the jurisdiction of FERC under the Federal Power Act. PPL Electric delivers electricity in its Pennsylvania 
service area and provides electricity supply to retail customers in that territory as a PLR under the Customer Choice Act. 

Business Strategy 

PPL Electric's s t ra teu and principal challenge is to own and operate its electricity deliveiy business at the most efficient cost 
while maintaining high quality customer service and reliability. PPL Electric anticipates that it will have significant capital 
expenditure requirements in the future. In order to manage financing costs and access to credit markets, a key objective for 
PPL Electric's business is to maintain a strong cIedit profile. PPL Electric continually focuses on maintaining an appropriate 
capital structure and liquidity position. 

Timely recoveiy of costs applicable to the replacement of agiiig distribution assets is required in order to maintain strong 
cash flows and a strong credit profile. Traditionally. such cost recovery would be pursued tlirough periodic base rate case 
proceedings with the PUC. As such costs continue to increase, more fiequent rate case proceedings may be required or an 
alternative rate making process would need to be implemented in order to achieve more timely recovery. 

Transmission costs are recovered through a FERC Foimula Rate mechanism whicli is updated annually for costs incurred and 
assets placed in service. Accordingly, increased costs including the replacement of aging transmission assets and the PJM- 
approved Regional Transmission Line Expansion Plan are recovered on a timely basis. 

Financial and Operational Highlights 

Net lncorrie Available to PPL Corporation 

Net Income Available to PPL Corporation for the three and nine months ended September 30,20 1 1 was $38 million and 
$1 16 million compared to $36 million and $89 million for the same periods in 20 10. This represents a decrease of 22% and 
an increase of 30% from 201 0. These changes reflect the following after tax impacts. 
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Distribution base rate increase elrective in .Jnnunp 201 1 
Tax henelit related to flowllirougli regulated state tas depreciation 
A 201 I transmission service charge ad,justnitnt 
PUC-reportahle storni costs. net of insurance recovery 
Other 

--__I Transmission Service Charge Adiustment 

During the three and nine months ended September 30,201 1, PPL, Electric recorded a $7 million ($4 million after-tax) charge 
to "Retail electric" revenue on the Statement of Income to reduce a portion of tlie transmission service charge regulatoiy asset 
associated with a 200.5 undercollection that was not included in any subsequent rate reconciliations filed with tlie PIJC. PPL, 
Electric plans to seek recoveiy with the PUC. However, manageinent cannot asseit at the present time that it is probable that 
the previously recorded regulatory asset will be recovered. The regulatoiy asset will be reinstated should the PUC approve 
recoveiy of these costs. The impact of this charge was not material to any previously reported financial statements and is not 
expected to be material to the financial statements for the fiill year of 201 1 .  

Storm Recovery 

PPL Electric experienced several PUC-reportable storms during the three and nine months ended September 30,201 1 
resulting in total restoration costs of $34 niillion and $59 million, of which $23 million and $39 million were recorded in 
"Other operation and maintenance" on the Statement of Income. Although PPL Electric has storm insurance with a PPL 
affiliate, the costs associated with the unusually high number of PUC-reportable stomis has exceeded policy limits. Probable 
insurance recoveries recorded during the three and nine months ended September 30,201 1 were $12 million and $26.5 
million, of which $7 million and $16 million were included in "Other operation and maintenance" on the Statement of 
Income. In November 201 1, PPL Electric filed with the PUC a request for pemiission to defer $15 million to $20 inillioii for 
fiiture recoveiy of allowable storni-related costs. At the time PPL Electric seeks recovery of any deferred amount, its claini 
will be based on the actual costs. net of insurance recoveries. A regulatory asset, for the actual costs net of insurance 
recoveries, will be recorded at such time as an order is received from the PUC approving deferral of these costs. 

In late October 20 I I ,  PPL, Electric experienced significant damage to its transmission and distribution network from a severe 
snow storm. The costs associated with the restoration efforts are still being determined and are not included in the amounts 
disclosed above. PPL Electric will evaluate such costs, when quantified, and will likely file with the PUC for permission to 
defer certain of the costs incurred to repair the distribution network for future recovery. Costs incurred to repair the 
transmission network are recoverable through the FERC Formula Rate mechanism which is updated annually. 

See "Results of Operations" below for further discussion and analysis of the consolidated results of operations. 

Regulatory Matters 

PUC lnvestiqation of Retail Market 

In April 201 I ,  the PUC opened an investigation of Pennsylvania's retail electricity market which will be conducted in two 
phases Phase one will address the status of the current retail market and explore potential changes. Questions proiiiulgated 
by the PUC for this phase of tlie investigation focus primarily on default service issues. In June 20 1 I ,  interested parties filed 
comments and the PUC held a hearing in this phase of the investigation. I n  July 201 1 ~ the PUC entered an order initiating 
phase two of tlie investigation which will study how best to address issues identified by tlie PUC as being most relevant to 
improving the current retail electricity market. The PUC issrred a tentative order in October 201 1 addressing issues 
associated with the timing and various other details of the EDC's default service procurement plans. Parties will have an 
opportunity to comment on that tentative order. The PUC also has scheduled a hearing in this phase of the investigation in 
November 201 1. It is likely that investigation will not be completed before the end of the year. PPL Electric cannot predict 
the outcome of the investigation. 

Reqional Trzrasmission Line Expansion Plan 

In 2007, PSM directed the construction of a new 1 50-mile, 500-kilovolt transmission line between the Susquehanna 
substation in Pennsylvania and the Roseland substation in New Jersey that it identified as essential to long-term reliability of 
the Mid-Atlantic electricity grid. PJM determined that the line is needed to prevent potential overloads that could occiir as 
early as 20 12 on several existing transmission lines in the interconnected PJM system. PJM has directed PPL Electric to 
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construct the portion of the Susquehanna-Roseland line in Pennsylvania and has directed Public Service Electric & Gas 
Company to construct the portion of the line in New Jersey, in each case by June I ,  30 12. PPL Electric's estimated share of 
the project costs is approxiinately $500 million. 

PPL Electric has experienced delays in obtaining necessary National Park Service approvals for the Susquehanna-Roseland 
transmission line and anticipates a delay of the line's in-service date to 2015. In the first quarter of 201 1, PJM issued an 
updated assessment of the new line within its 2010 Regional Transmission Exparision Plan, which confirnis that the line is 
needed by 20 I2 to prevent overloads on other power lines in the Iegion. PJM has developed a strategy to manage potential 
reliability problems until the line is built. In October 201 1, the prqject was placed on the initial list of projects for the Rapid 
Response Team for Ti ansmission (RRTT), an initiative of the White House to facilitate coordination among federal agencies 
to improve the overall quality and timeliness of electric transmission infrastructure permitting, review and consultation. The 
National Park Service record of decision for the project is scheduled to be issued on October 1,2012. PPL Electric cannot 
predict what additional actions, if any, PJM might take in the event of a continued delay to its scheduled in-service date for 
the new line. See Note 8 in PPL Electric's 2010 Forni 10-I< for additional information, 

Leqislation - Requlatorv Procedures and Mechanisms 

In June 201 I ,  the Pennsylvania House Consumer Affairs Committee approved legislation that would authorize the PUC to 
approve regulatory procedures and mechanisms to provide for more timely recovery of a utility's costs. Alternative 
rateinaking is important to PPL Electric as it begins a period of significant increasing capital investment ielated to the asset 
optimization program focused on the replacement of aging distribution assets Those procedures and mechanisms include, 
but ale not limited to, the use of a fully projected test year and an automatic adjustment clause to recover certain capital costs 
and related operating expenses. In October 201 I ,  the legislation was passed by the Pennsylvania House of Representatives. 
It will now be considered by the Pennsylvania Senate. PPL Electric is working with other stakeholders to support passage of 
this legislatioii but cannot predict the outcome of this process. 

Results of Operations 

The results for interim periods can be disproportionately influenced by various factors and developments and by seasonal 
variations. As such, the results of operations for interim periods do not necessarily indicate results or trends for the year or for 
future periods. 

Earnings 

Net Income Available to PPL Corporation for the periods ended September 30 was: 

Three Months Nine Months - ,,,_,,,, 

201 1 201 0 Y3 ChaIw " 201 1 2010 YO Change 

Operating revenue 
Energy ptircliases 
Energy purchases from affiliate 
Other operalion and maintenance 
Depreciation 
Taxes: other tlian income 

7'otal operating espenses 
Other Income (Expense) -net 
Interest Income from Affiliate 
interest Expense 
Income 'Taxes 
Net Income 
Distributions on I'relkned Securities 
Net Income Available to PPL Corporation 

. .  
146 126 16 402 377 7 
38 34 12 108 101 7 

1 nla 1 1 
26 8 74 74 

The changes in the components of Net Iriconie Available to PPL Corporation between the periods ended September 30,20 1 I 
and 2010 were due to the following factors. See "Statement of Income Analysis - Margins" for component details. 
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Pennsylvania gross delivciy inargins 
Otlier opelalion and rnainkmnce 
Dcpreciation 
Other 
Income tases 
Distributions on Preferred Securities 
Total 

0 See "Statement of Income Analysis - Margins - Changes in Nan-GAAP Financial Measures" for an explanation of gross 
margins from the Pennsylvania regulated electric delivery operations. 

Other operation and maintenance expenses were $14 million and $17 million higher for the three and nine-month periods 
due to storni costs exceeding insurance policy limits in 201 1. 

0 Income taxes were $1 2 million higher for the nine-month period due to higher pre-tax income. This increase was 
partially offset by a $5 niillion tax benefit related to the impact of flow-through regulated tax depreciation that is 
primarily related to the Pennsylvania Depai-hnent of Revenue interpretive guidance regarding 10090 bonus depreciation. 

Excluding special items, earnings are expected to be slightly higher in 201 I ,  compared with 2010, as a result of higher 
distribution revenues from a January 1,201 1 distribution base rate increase, partially offset by higher operation and 
maintenance expenses. 

Earnings in 20 1 1 are subject to various risks and uncertainties. See "Forward-Looking Infomiation," the rest of this Item 2 
and Notes 6 and 10 to tlie Financial Statements in  this Form IO-Q and "Item 1. Business," and "Item 1A. Risk Factors" in 
PPL, Electric's 20 I O  Form 10-IT for a discussion of the risks, uncertainties and factors that may impact future earnings. 
Among these uncertainties are the ultimate regulatoiy recoveiy of stonn costs, transmission service charges and other 
regulatory assets. 

Statement of Income Analysis -- 
Margins 

Non-GAAP Financial Measure 

The following discussion includes financial iiiforniation prepared in accordance with GAAP, as well as a non-GAAP 
financial measure, "Pennsylvania Gross Delivery Margins." "Pennsylvania Gross Delivery Margins" is a singie financial 
performance measure of PPL Electric's Pennsylvania regulated electric delivery operations, which includes transmission and 
distribution activities. In  calculating this measure, utility revenues and expenses associated with approved recovery 
mechanisms, including energy provided as a PLR, are offset with minimal impact on earnings. Costs associated with these 
mechanisms are recorded in "Energy purchases." "Energy purchases from affiliate," "Other operation and maintenance" 
expense, whicli is primarily Act 129 costs, and "Taxes, other than income", which is primarily gross receipts tax. As a result, 
this measure represents the net revenues from PPL Electric's Pennsylvania regulated electric delivery operations. This 
measure is not intended to replace "Operating Income," which is determined in accordance with GAAP, as an indicator of 
overall operating perfonnance. Other companies may use different riiea~iire~ to analyze and to report on the results of their 
operations. PPL Electric believes that "Pennsylvania Gross Deliveiy Margins" provides another criterion to make investment 
decisions. This performance measure is used, in conjunction with other information. internally by senior management and 
PPL's Board of Directors to nianage PPL Electric's operations and analyze actual results to budget. 

Reconciliation of Non-GAAP Financial Measures 

The following tables reconcile "Operating Income" to "Pennsylvania Gross Delivery Margins" as defined by PPL Electric for 
the periods ended September 30. Footnotes to the reconciliations are included at the end of tlie nine month reconciliation 
tables. 
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2011 Three hlonths 2010 Three Months 
PA Gross P.4 Gross 
Delivery Operating Delivery Operating 
Margins__.- Other (a) I lnconie (b) ~ Margins Other (a)-- Income (b)  

Operating Revenires 
Retail electric $ 153 s 453 $ 570 $ 570 

I -  1- 1 I ~ - l l _ _ l  

Electric revenue from affiliate 
Total Operating Revenues 455 455 571 57 I 

-"--- 

Operating Expenses 
Energy purchases 171 171 239 229 
Encrgy purchases from affiliate 5 5 71 71 
Other operation and maintenance 30 $ 1 I6 146 -- 7 5  $ 101 126 
Deoreciation 38 35 31 34 

32 Tayes, other than income 24 2 26 29 
354 138 492 386 ~I-  -.-.I--" 

Total $ --- 7?5 $ (156) $ 69 $ 217 $ (138) $ 79 

3 ~~ 

156 230 ~"~ 
'Total Operating Expenses 

201 1 Nine Months 2010 Nine klonths 
PA Gross PA Cross 
Delivery Operating Delivery Operating 
Margins Other (:I) lnconie (b)  Margins Other (21) income (b)-- 

Operating Revenlies 
Retail electric $ 1 .M3 s 1 . .44  $ 1,901 $ 1,90 1 

9 9 5 5 
Total Operating Revenues 1.453 1.453 1,906 1,906 

Electric revenue from af*Yiate ....-, I" --.- "" ~ 

Operating Expenses 
Energy purchases 59 I 59 I 848 845 

Other operation and 
Energy purchases from affiliate 15 I5  250 250 

maintenance 77 $ 32 5 102 70 $ 307 377 
Depreciation 1 os 1 08 101 101 

101 7 1 08 83 _ l _ . l l _ _ ~ _  - 6 __ 77 -~ Taxes. other than income 
1 otal Operating Expenses 760 439 ___. 1.199 1.269 415 1.654 

rota1 s 693 $ (439) $ 254 $ 637 $ (415) $ 223 

(a)  
(h)  

Represents amounts that are excluded from Margins 
As reported on the Statement of Income 

Chanqes in Non-GAAP Financial Measures 

The following table shows PPL Electric's noii-GAAP financial measure, "Pennsylvania Gross Delivery Margins" for the 
periods ended September 30. as well as the change between periods. The factors that gave rise to the change are described 
below the table. 

Three klontlis Nine Months 
2011 2010 Change 201 1 2010 Change ----I.--- __. 

PA Gross Delivery Margins by Component 
Distribution $ 179 $ 170 $ 9 $  560 $ 506 $ 54 
'Transmission 
'Total 

46 41 (1) 133 131 2 
$ 235 $ 217 S 8 s  693 $ 637 $ 56 
~-~ 

Distribution 

The approved distribution rate case increased rates approximately 1.6% effective January 1,20 1 1, which improved 
distribution margins by $15 million and $50 million for the three and nine months ended September 30,201 1 ,  compared with 
the same periods in 2010. Weather also had a $5 million favorable impact on tlie nine months ended September 30,201 1, 
compared with the same period in 2010. Weather-related variances for PPL Electric are calculated based on a ten-year 
historical average. 

The three and nine months ended September 30,201 1 also reflect a $7 million charge to reduce a portion of the transmission 
service charge regulatory asset associated with a 2005 undercollection that was not included in any subsequent rate 
reconciliations filed with the PUC. PPL Electric plans to seek PUC approval to recover this aruount. However, niauagement 
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cannot assert at the present t h e  that it is probable that the previously recorded regulatory asset will be recovered. The 
regulatory asset will be reinstated should the PUC approve recovery of these costs. 

Other Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended September 30,201 1 compared with 2010 were 
due to: 

Three hlonths Nine Months 

Payroll-related costs 
Contractor-related expenses (a) 
Vegetation nianagement (I)) 
PUC-reportable storm costs. net of insurance recovery (c) 
Lincollectible accounts 
Other 
Total 

(a) 
(b) 

(c) 

Primarily related to increased utilization of contractors for systcm reliability and asset optimization programs. 
I-Iiglier expenses for the nine iiionths ended 2010 as a result of an increased foctis on vegetation management priniarilv due to the Wire zone - Border 
zone program to safeguard system reliability and to comply with recently enacted legislation 
During the third quartcr 201 1, PPL, Electric reached its masinium coverage under its storm insurance, therefore a larger amount of stonn costs were not 
offset by storm insurance in 2011 when conipared to 2010 

Depreciation 

Depreciation increased by $7 million for the nine nionths ended September 30, 201 1 compared with the same period iii 20 IO, 
primarily due to additions to PP&E as pait of ongoing efforts to replace aging infrastructure. 

Taxes, Other Than Income 

Taxes, other than income decreased by $6 million and $2.5 million during the three and nine months ended September 30, 
201 1, compared with the same periods in 2010. This decrease was primarily the result of lower Pennsylvania gross receipts 
tax expense due to a decrease in retail electricity revenue as customers continue to select alternative suppliers in 20 1 I ,  The 
decrease was also impacted by the amortization of a PURTA refund of $3 million and $8 million for the three and nine 
months ended September 30,201 1. Pennsylvania gross receipts tax and the PURTA rehnd are included in "Pennsylvania 
Gross Delivery Margins." 

Other Income (Expense) - net 

See Note I2 to the Finaiicial Statements for details. 

Income Taxes 

Changes in income taxes for the periods ended September 30,20 1 I compared to 30 I O  were due to: 

(L.ower) higlier pre-tax book incomc 
Federal and state tax reserve ad,justments (a) 
Federal and state tax return aditistments 
Depreciation not normalized (b) 
Other 
.rota1 

(a)  I n  July 201 0. the U S Tax Court ruled in  PPL. Electric's I b o r  in a pending dispute with the IRS. concluding that street lighting assets are depreciable 
for tax purposes over seven years As a result, PPL Electric recorded a $7 million tax benefit to federal and state income tax reserves and related 
deferred inconic taxes in tlie third quartcr of 2010 
In February 20 11. the Pennsqlvania Deprtrtnieiit of'Revenue issued interpretive guidance on the treatment of bonus depreciation for Pennsylvania 
income tax purposes In accordance with Coiporation Tas Bulletin 201 1-01. Pennsylvania allows 100'YO bonus depreciation for qualifqing ass& in the 
same year bonus depreciation is allowed for Federal income tas purposes. The 100% Pennsylvania bonus depreciation deduction created a current 
state income tax benefit for the flow-lhroiiph impact nJPeansylvania regulated state tax depreciation 

(b) 
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Financial Condition 

Liquidity and Capital Resources 

PPL Electric had the following at: 

I September 30,201 1 December 31,2010 

Cash and cash equivalents 9i 261 !$ 204 

The $57 million increase in PPL Electric's cash and cash equivalents position was primarily the net result of: 

0 

0 

0 

e 

0 

proceeds of $645 million fiorn the issuance of long-term debt; 
cash provided by operating activities of $261 million; 
the retirement of $458 million of long-term debt; 
capital expenditures of$357 million; and 
the payment of $76 million of common stock dividends to PPL. 

PPL Electric's cash provided by operating activities improved by $134 million for the nine months ended September 30, 
201 1,  compared with the same period in 2010, due to a $195 million increase fiorn changes in working capital (including 
gross receipts tax payments, a federal income tax refurid and collections of the generation supply charge). These sources of 
cash weie partially offset by an increase in defined benefit plan contributions of $53 million. 

Credit Facilities 

At September 30,201 1,  PPL Electric's total committed borrowing capacity under its credit facilities and the use of this 
borrowing capacity were: 

Syndicated Credit Facility (a) 
Asset-hacked Credit Facility (b) 
Total PPL Electric Credit Facilities 

Letters of 
Committed Credit Unused 

Capacity Borrowed Issued Capacity 

s 200 s 13 $ 187 
1 50 nla 150 

s 350 s 13 $ 337 
lllll,"."llll"" --I.. l.".-l-,..l 

(a) I n  October 201 1 ,  I'PL Electric amended its Syndicated Credit Facility. 1 he amendment included extending the expiration date froin December 2014 to 
October 2016 Under this facility, PPL Electric continues to have the ability to make cash borrowings and to request the lenders to issue letters of 
credil. 

The commitments tinder this credit facility are provided by a diverse bank group, with no one bank and its affiliates providing an aggregate 
commitment of more than 6% of the total committed capacity 
PPL Electric obtains financing by selling and contributing its eligiblc accounts receivable and unbilled revenue to a special purpose. wholly owned 
subsidiary on an ongoing basis The subsidiary pledges these assets to secure lo'ans of up to an aggregate 01 SI 50 million from a commercial paper. 
conduit sponsored by a financial instilution At September 30,201 1. based on accounts receivable and unbilled revenue pledged, the amount available 
for borrowing under this facility was limited to $S6 million. In July 201 1 ;  PPL Electric and the subsidiary extended the expiration date ofthe credit 
agreement related to the asset-backed commercial paper program to Iuly 2012 

(b) 

See Note 7 to the Financial Statements for further discussion of PPL Electric's credit facilities. 

Commercial Papg  

PPL Electric maintains a comrnercial paper program for up to $200 million to provide an additional financing source to fund 
its short-temi liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Electric's 
Syndicated Credit Facility. PPL Electric had no commercial paper outstanding at September 30,201 1. 

Lonq-term Debt Securities 

In July 20 1 1 ,  PPL Electric entered into a supplemental indenture that contains prospective aniendnients to its 200 1 Mortgage 
Indenture, including amendments to reduce the amount of first mortgage bonds issuable on the basis of property additions 
from 100% of the cost or fair value (whichever is less, as determined in accordance with the teims of the indenture) of such 
property additions to 66-2/3% of such cost or fair value. The amendments became effective in the third quarter 201 1. 
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Subsequently in July 201 1 ,  PPL Electric issued $250 million of 5.20% First Mortgage Bonds due 2041. PPL Electric 
received proceeds of $246 million, net of discounts and underwriting fees. The net proceeds have been or will be used for 
capital expenditures and other general corporate purposes. 

Also in July 201 1, PPL Electric redeemed the entire $400 million aggregate principal amount of its 7.125% Senior Secured 
Bonds due 2013 for $455 inillion, plus accrued interest. 

In August 201 I ,  PPL Electric issued $400 inillion of3.00% First Mortgage Bonds due 2021. PPL Electric received proceeds 
of $394 million, net of discounts and underwriting fees. A portion of the net proceeds have been used to repay short-term 
debt. The balance of the net proceeds replenished cash used to redeem the 7 125% Senior Secured Bonds due 2013 in July 
201 1, as discussed above. 

See Note 7 to the Financial Statements for additional inforniation about long-tenn debt securities. 

Ratinq Aqencv,,Decisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt and preferred securities of PPL Electric. Based on 
their respective independent reviews, the rating agencies may make certain ratings revisions or ratings affirmations. 

A credit rating reflects an assessment by the rating agency of the creditworthiness associated with an issuer and particular 
securities that it issues. The credit ratings of PPL Electric are based on information provided by PPL Electric and other 
sources. The ratings of Moody's, S&P and Fitch are not a recommendation to buy. sell or hold any securities of PPL Electric. 
Such ratings may be subject to revisions or withdrawal by the agencies at any time and should be evaluated independently of 
each other and any other rating that may be assigned to the securities. A downgrade in PPL Electric's credit ratings could 
result in higher borrowing costs and reduced access to capital markets. 

In prior periodic reports, PPL, Electric described its then-current credit ratings in connection with, and to facilitate, an 
understanding of its liquidity position. As a result of the passage of the Dodd-Frank Act and the attendant uncertainties 
relating to the extent to wliich issuers of non-asset backed securities may disclose credit ratings without being required to 
obtain rating agency consent to the inclusion of such disclosure, or incorporation by reference of such disclosure, in  a 
registrant's registration statement or section I O(a) prospectus, PPL Electric is limiting its credit rating disclosure to a 
description of the actions taken by the rating agencies with respect to PPL Electric's ratings, but without stating what ratings 
have been assigned to PPL Electric or its securities. The ratings assigned by the rating agencies to PPL Electric and its 
respective securities may be found, without charge, on each of the respective rating agencies' websites, which ratings together 
with all other infonnation contained on such rating agency websites is, hereby, explicitly not incorporated by reference in this 
report. 

Following the announcement of the then-pending acquisition of WPD Midlands in March 201 1: the rating agencies took the 
following actioiis: 

0 Moody's affirmed its ratings for PPL Electric: 
S&P revised the outlook and lowered the issuer, senior secured, preference stock and commercial paper ratings of PPL 
Electric; and 
Fitch affirmed its ratings for PPL Electric. 

In April 201 1, following the completion of PPL's acquisition of WPD Midlands, S&P revised the outlook for PPL, Electric, 
raised its coniinercial paper rating and affirmed its issuer, senior secnred and preference stock ratings. 

In July 20 1 1, SBLP upgraded the senior secured rating for PPL Electric's Gist mortgage bonds following the execution of a 
supplemental indentuie that provided for prospective amendments to PPL Electric's 200 1 Mortgage Indenture, as discussed in 
"L,ong-term Debt Securities" above. 

For additional infomiation on PPL Electric's liquidity and capital resources, see "Item 7. Management's Discussion and 
Analysis of Fiiiancial Condition and Results of Operations," in  PPL Electric's 20 10 Form 10-K. 
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Risk Management 

Market Risk and Credit Risk 

PPL Electric has issued debt to finance its operations, which exposes it to interest rate risk. PPL Electric had no potential 
annual emosure to increased interest exoense. based on a 1094 increase in interest rates, at September 30,20 1 1 PPL Electric 
estiniated'that a 10% decrease in interes; rates at September 30,20 1 1 would increase the fair Calue of its debt portfolio by 
$88 million. 

See Notes 13 and 14 to the Financial Stateruents in this Form IO-Q and "Risk Managernelit'' iii PPL Electric's 2010 Form 
K for additional infomiation on market and credit risk. 

Related Party Transactions 

PPL Electric is not awaie of any material ownership interests or operating responsibility by senior management in outside 
partnerships, including leasing tiansactions with variable interest entities or other entities doing business with PPL Electric. 
See Note I 1 to the Financial Statements for additional infonnation on related party transactions between PPL Electric and 
affi 1 iates. 

0- 

E nvi ro n menta I Matters 

Protection of the environment is a priority for PPL Electric and a significant element of its business activities. See "Item I .  
Business - Environmental Matters" in PPL Electric's 20 10 Form IO-K and Note 10 to the Financial Statements for a 
discussion of environmental matters. 

New Accountinq Guidance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Application of Critical Accounting Policies 

Financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application 
of critical accounting policies. The following accounting policies are particularly important to the financial condition or 
results of operations, and require estimates or other judgments of matters inherently uncertain: defined benefits, loss accruals, 
income taxes and regulatory assets and liabilities. See "Item 7. Management's Discussion and Analysis of Financial 
Condition and Results of Operations" in PPL Electric's 2010 Form 10-I< for a discussion of each critical accounting policy. 
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LG&E AND KU ENERGY LLC AND SUBSIDIARIES 

Item 2. Manaqement's Discussion and Analvsis of Financial Condition and Results of Operations 

The following information should be read in conjunction with LKE's Condensed Financial Statements and the acconipanying 
Notes and LKE's 201 1 Registration Statement. Capitalized tenns and abbreviations are explained in the glossary. Dollars are 
in millions, unless otlieiwise noted. 

"Management's Discussion and Analysis of Financial Condition and Results of Operations" includes the following 
informat ion: 

"Overview" provides an overview of LKE's business strategy, financial and operational highlights and key 
regulatory matters. 

"Results of Operations" provides a summary of LKE's earnings and a description of key factors that are expected to 
impact future earnings. This section ends with "Statement of Income Analysis," which includes explanations of 
significant changes in principal items on LKE's Statements of Income, comparing the three and nine months ended 
September 30,20 1 I with the same periods in 3010. 

0 "Financial Coiidition - Liquidity and Capital Resources" provides aii analysis of LKE's liquidity position and credit 
profile. This section also includes a discussion of rating agency decisions and capital expenditure prqjections. 

"Financial Condition - Risk Management" provides an explanation of LKE's risk management programs relating to 
market and credit risk. 

Overview 

Introduction 

LICE, headquartered in Louisville, Kentucky, is a holding company with utility operations through its subsidiaries, LG&E 
and KU. LG&E and KU,  which constitute substantially all of LKE's operations, are regulated utilities engaged in the 
generation, transmission, distribution and sale of electricity, i n  Kentucky, Virginia and Tennessee. LG&E also engages in the 
distribution and sale of natural gas in Kentucky. 

Successor and Predecessor Financial Presentation 

LKE's Condensed Financial Statements and related financial and operating data include the periods before and after PPL's 
acquisition of LKE on November 1,2010. and have been segregated to present pre-acquisition activity as the Predecessor and 
post-acquisition activity as the Successor. Predecessor activity covers the time period prior to November 1,20 10. Successor 
activity covers the time period after October 3 I ,  201 0. Certain accounting and presentation methods were changed to 
acceptable alternatives to conform to PPL,'s accounting policies, which are discussed in the Financial Statements in LKE's 
20 11 Registration Statement. The cost basis of certain assets and liabilities were changed as ofNovember 1, 2010, as a result 
of the application of push-down accounting. Consequently, the financial position, results of operations and cash flows for the 
Successor periods are not comparable to the Predecessor periods; however, the core operations of LKE have not changed as a 
result of the acquisition. 

Business Strategy 

LKE's overall strategy is to provide reliable, safe and competitively priced energy to its customers. 

Financial and Operational Highlights 

Net Income 

The three and nine months ended September 30,301 1, includes the effect of LG&E's and IW's base rate increases, which 
became effective August 1 .) 20 10, partially offset by net cost increases, which have not yet been reflected in  the rates charged 
by LG&E and KU. The three and nine months ended September 30,2010, also iiicluded $29 million and $19 million of other 
income associated with the establishment of regulatory assets for previously recorded losses on interest rate swaps. 

See "Results of Operations" below for hrther discussion and analysis of the results of operations. 
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Y L - . - . " . ~  TC2 Construction 

LG&E and KU constructed a 760 MW capacity baseload, coal-fired unit, TC2, which is jointly owned by LG&E (14.25Y0) 
and I W  (60.75%), together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency (combined 
25%)" With limited exceptions, LG&E and KU took care, custody and control of TC2 in January 201 1 .  LG&E and IUJ and 
the contractor have agi eed to certain amendments to the construction agreement whereby the contractor will coniplete certain 
actions relating to identifying and completing any necessaiy niodifications to allow operation of TC2 on all fuels in 
accordance with initial specifications prior to certain dates, and amending the provisions relating to liquidated damages. A 
number of remaining issues regarding these matters are still under discussion with the contractors. See Note 10 to the 
Financial Statements for additional infomiation 

Reqistered Debt Exchanqe Offer bv LKE, LG&E and KU 

In April 201 1, LKE, LG&E and KU each filed a Registration Statement with the SEC, related to an offer to exchange certain 
fii st mortgage bonds and senior notes issued in November 2010, in transactions not subject to registration under the 
Securities Act of 1933, with similar but registered securities. The 301 1 Registration Statements became effective in June 
201 1, and the exchanges were completed in July 201 I ,  with substantially all of the senior notes and first niortgage bonds 
being exchanged See Note 7 to the Financial Statements and the 201 I Registration Statements for additional inforniation. 

Legal and Regulatory Matters 

Federal 

CSAPR 

In July 201 1, the EPA signed the CSAPR which finalizes and renames the Clean Air Transport Rule (Transport Rule) 
proposed in August 2010 This rule applies to the Kentuchy plants. The CSAPR is meant to facilitate attainnient of ambient 
air quality standards for ozone and fine particulates by requiring reductions in sulfur dioxide and nitrogen oxide emissions. 
In October 20 I I ,  the EPA proposed technical adjustments to the CSAPR to account for updated data submitted to the agency. 
Seveial states and a number of companies have filed petitions for review with the U.S. Court of Appeals for the District of 
Columbia Circuit challenging various provisions of the CSAPR. LG&E's and KU's initial review of the allocations under the 
CSAPR indicates that greater reductions in sulfur dioxide emissions will be required beginning in 2012 under the CSAPR 
than were required under the CAIR. 

For the initial phase of the rule beginning in 20 12, sulfur dioxide allowance allocations are expected to be greater than the 
forecasted emissions based on present operations of existing sulfur dioxide scrubbers and coal supply. However, for the second 
phase beginning in 20 14, LG&E and KU will likely have to modify operations and dispatch of their generating fleet, including 
upgrades or installation of new sulfur dioxide scrubbers for certain generating units or retirement of certain other units. 

With respect to nitrogen oxide emissions, the CSAPR provides a slightly lower amount of allowances compared to those 
under the CAIR. With uncertainty surrounding the trading program, other compliance options are being analyzed for the 
Kentuchy fleet, such as the installation of new technology or modifications of plant operations as well as the retirement and 
replacement of certain coal-fired generating units. LG&E and K U  are seeking recoveiy of their expected costs to comply 
with the CSAPR and certain other EPA requirements through the ECR plan filed with the KPSC in June 201 I /. 

Additionally, the Kentucky plants may face further reductions in sulfur dioxide and nitrogen oxide emissions as a result of 
moie stringent national ambient air quality standards for ozone, nitrogen oxide, sulfur dioxide and/or fine particulates. 
LGBtE and ICU anticipate that some of the measures required for compliance with the CSAPR such as upgraded or new sulfur 
dioxide scrubbers at some of their plants and retiremeut of certain units may also be necessaiy to achieve corripliance with the 
new sulfur dioxide standard. If additional reductions were to be iequired, the economic impact to LKE could be significant. 
See Notes 6 and 10 to the Financial Statements for additional information on the CSAPR and the regulatory proceeding. 

Kentuckv and Virqinia 

CPCN Filing 

In September 201 I ,  LG&E and KU filed a CPCN with the KPSC requesting approval to build a 640 MW NGCC at the 
existing Cane Run station site. LG&E and KU also requested approval to purchase three additional natural gas combustion 
turbines from Bluegrass Generation Company, L.L.C. (Bluegrass Plant) that are expected to provide up to 495 MW of peak 
generation supply. LG&E and KU anticipate that the NGCC construction and Bluegrass Plant acquisition could require up to 
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$800 millioii (comprised of up to $300 million for LG&E and up to $500 million for KU) in capital costs including related 
traiismission projects. Formal requests for recovery of the costs associated with the NGCC and Bluegrass Plant acquisition 
were not included in the CPCN filing with the KPSC but are expected to be included in a future base rate case fling The 
KPSC issued an Order on the procedural schedule in the CPCN filing that has discovery, but no hearing, scheduled through 
early February 2012. A KPSC order on the CPCN filing is anticipated in the second quarter of 2012. See Note 6 to the 
Financial Statements for additional information. 

ECR Filing .- Environmental llpgrades 

In June 201 I , in order to achieve cainpliance with new and pending mandated federal EPA regulations, LG&E and KU filed 
ECR plans with the KPSC requesting approval to install environmental upgrades for certain of their coal-fired plants along 
with the recovery of their expected $1.4 billion and $ 1  I 1 billion i n  associated capital costs, as well as operating expenses as 
incurred. The ECR plaus included upgrades that will be made to certain of their coal-fired generating stations to continue to 
be compliant with EPA regulations. See Notes 6 and 10 to the Financial Statements for additional information. 

Virginia Rate Case 

In April 20 1 I ,  K U  filed an application with the VSCC requesting an annual increase in electric base rates for its Virginia 
jurisdictional customers of $9 million, or 14%. The proposed increase reflected a rate of return on rate base of 8%, based on 
a return on equity of 1 I%,  inclusive of expenditures to complete TC2, all new sulfur dioxide scrubbers, recovery over five 
years of a 2009 storm regulatory asset and various other ad.justments to revenue and expenses for the test year ended 
Deceinber 3 I ,  201 0. In September 201 1 , a settlement stipulation was reached between KU and the VSCC Staff and filed 
with the VSCC for considelation. In October 201 1, the VSCC approved the stipulation with two modifications that were 
accepted by K U .  The VSCC issued an Order closing the proceeding in October 201 I .  The approved annual revenue increase 
is $7 million with new base rates effective November 1,201 1. 

Results of Operations 

As previously noted, LICE’S results for the three and nine months ended September 30,20 11 are on a basis of accounting 
different from its results for the three and nine months ended September 30, 2010. When discussing LKE’s results of 
operations for 201 1 compared with 30 10 material differences resulting frorn the different bases of accounting will be isolated 
for purposes of coniparability. See “Overview - Successor and Predecessor Financial Presentation” for further inforniation. 

The results for interim periods can be disproportionately influenced by various factors and developments and by seasonal 
variations. As such, the results of operations for interim periods do riot necessarily indicate results or trends for the year or for 
future periods. Due to weather, revenue and earnings are generally highest during the first and thjid quarters and lowest 
during the second quarter. 

Earnings 

Net Income for the periods ended September 30 was: 

Operating Revenues 
Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes. other &an income 

Total Operating Expenses 
Other Income (Expense) - net 
Interest Expense 
Income Taxes 
Loss 6.om Discontinued Operations (net or 

Net Income 
income taxes) 

2011 
Successor 

9; 736 
2 45 

32 
187 
84 
10 

558 

36 
52 

( 1 )  
9; 89 

-I__ 

I .- 

Three hlonths 

Predecessor 
2010 - % Chailge 2011 

Successor -- 

39 (18) 179 
117 6 5 66 
73 15 249 

( 1 )  
9; 102 (13) 9; 217 

Niiie Months 

Predecessor 
2010 - % Change 

9; 2.035 5 
668 
200 (11) 
509 11 
21 I 18 

47 19 
I .607 5 

17 (106) 
137 (21) 
1 I2 12 

-- 

The changes in the components of Net Income for the periods ended September 30,20 1 1 and 20 10 were due to the following 
factors as provided in the table below. 
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Margin 
Other operation and maintenance 
Depreciation 
Taxes, other tlian income 
Other Income (Expense) -net 
Interest Expense 
Income Taxes 
Special items 
T otal 

e See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures'' for an explanation of 
in arg ins. 

Highei other operation and maintenance expense resulted from higher steam and distribution maintenance costs. Higher 
steam costs for the three and nine-month periods of $3 million and $22 million were due to increased scope of scheduled 
outages and higher variable expenses from increased generation. Higher distribution maintenance costs for the three and 
nine-month periods of$3 million and $14 million resulted from higher storm costs, increased amortization of wind and 
ice stoims restoration-related costs together with a hazardous tiee removal project initiated in August 2010. The nine- 
month period was partially offset by $6 million of 2009 winter storm restoration expenses being reclassified to a 
regulatory asset in 20 1 1, as these costs are expected to be recovered in rates. 

e Higher depreciation was primarily due to TC2 coinmencing dispatch in Januaiy 201 1 resulting in increases of $8 million 
and $23 million for the three and nine-month periods. In addition, the E.W. Brown sulfur dioxide scrubber was placed 
in-service in June 2010 resulting in a $7 million increase for the nine-month period. 

o Higher other expense - net was primarily due to $29 million and $19 million of other income for the three and nine 
months ended September 30,20 IO ,  the result of previously recorded losses on interest rate swaps being reclassified as 
regulatory assets during the three-month period ended September 30,201 0. 

0 Lower interest expense of $4 million and $14 million for the three arid nine-month periods was due to decreases in 
interest rates and decreases of $5 million and $1 9 million for the three and nine-month periods were due to lower long- 
temi debt balances. 

e Lower pre-tax income resulted in lower income tax of $7 million for the three-month period and higher pre-tax book 
income resulted in higher income tax of $14 million for the for the nine-month period. 

Management considers energy marketing of expected economic generation capacity in excess of expected load requii ements 
arid a terminated lease with The Big Rivers Electric Corporation (BREC) to be special items. See Note 14 to the Financial 
Statements for additional information on energy marketing of expected economic generation capacity in excess of expected 
load requirements and LICE'S 20 I I Registration Statement for information about BREC. The following are the special i tem 
for the periods ended September 30: 

Income Statement T hreehloiiths Nine Months 
Line Item 

~ " _ _ I  

Special Itenis, net of'tax beneiit (expense): 
Energy-related economic activity ($1 ), $0. $0, $0 
BREC terminated lease $ I ,  $0. $1, $ I  Discontinued operations ( I )  

Operating revenues $ 

Total $ 

Excluding special items, in 201 1 compared with 2010, LKE espects higher retail revenues and lower financing costs partially 
offset by higher depreciation arid other operating costs. Retail revenues are expected to increase as a result of the Kentucky 
rate cases and recoveries associated with environmental investments. Lower financing costs are expected from lower debt 
balances resulting from an equity contribution provided by PPL at acquisition and the issuance in late 2010 of first mortgage 
bonds, which LKE used to repay higher cost debt. Depreciation arid other operating costs are expected to increase resulting 
from increases in regulated utility plant including commencing dispatch of TC2 in Januaiy 20 1 1 to serve customer demand. 
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Earnings in 20 1 I are subject to various risks and uncertainties. See "Forward-Looking Inforniatioii," the rest of this Item 2, 
Notes 6 and 10 to the Financial Statements in this Fonn 10-Q and "Business," and "Risk Factors" in LKEs 20 1 I Registration 
Statement for a discussion of the risks, uncertainties and factors that niay impact future earnings. 

Statement of Income Analysis -- 

Margin 

___.-- Non-GAAP Financial Measure 

The following discussion includes financial information prepared in accordance with GAAP, as well as a non-GAAP 
financial measure, "Margin." Margin is not intended to replace "Operating Income," which is determined in accordance with 
GAAP as an indicator of overall operating performance. Other companies may use different measures to analyze and to 
report on the results of their operations. Margin is a single financial perforniance measure of LKEs operations. In 
calculating this measure, utility revenues and expenses associated with approved cost recovery tracking mechanisms are 
offset. These mechanisms allow for recovery of certain expenses, returns on capital investments associated with 
environmental iegulations and performance incentives. Certain costs associated with these mechanisms, primarily ECR and 
DSM, are recorded as "Other operation and maintenance" expenses and the depreciation associated with ECR equipment is 
recorded as "Depreciation" expense. As a result, this measure represents the net revenues from LKE's operations. LICE 
believes that Margin provides another criterion to make investment decisions. This performance measure is used, in 
conjunction with other information, internally by senior management to manage L,KE's operations and analyze actual results 
compared to budget. 

Reconciliation of Non-GAAP Financial Measures 

The following tables reconcile "Operating Income" to "Margin" as defined by LKE for the periods ended September 30. 

Operating Revenues 
Operating Expeiises 
Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Ta~es .  othei than income 

Total Operating Espenses 
Total 

201 1 Three illoiithsz Successor 
Operating 

RI:trgin Other (a) ___ Income (b) 
3; 734 $ ? $  7.36 

245 245 
32 32 
26 161 IS7 
12 72 84 

10 I O  
315 243 55s 

$ 419 3; (241) 3; 17s 

-- 

2010 Three klonths - Predecessor 

- Rtargin Other (:I) Income (b) 

$ 720 $ (1)  $ 719 

250 250 
39 39 
20 157 177 
I I  62 73 

5 5 

$ 400 $ (225) 9; 175 

- 
Operating 

-l-.lll"l-l 

320 224 " 544 - 

2011 Nine Rlontlis - Successor 2010 Nine Months - Predecessor 
Operating 1- Operating 

blii rgi n 

Operating Revenues $ 2,139 
Operating Expenses 
Fuel 666 

Other operation and maintenance 67 
Energy purchases 179 

Depreciation 37 
Taxes, other than incwiie - 

Total Operating Espenses 949 
Total 3; 1.190 

(a) 
(b) 

Represents amounts that are excluded from Margin 
As reported on the Statements of Incnme 

Chanqes in Non-GAAP Financial Measures 

Other (a) Income (b) 

$ 1 %  2,140 

666 
179 

499 566 
212 249 

- Margin Other (:I) f n c o m c  (b) 

$ 2.034 $ I $  2.035 

668 668 
200 100 

52 457 509 
31 180 21 1 

19 19 
95 1 656 1.607 

$ (738) $ 1.083 $ (655) S 42 S 

~ . -  - 28 
739 

Margins were higher by $19 million and $107 inillion during the three and nine months ended September 30,201 1, compared 
with the same periods in 2010. The positive impact mainly resulted from a rate increase, which became effective in August 
2010. 
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Other Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended September 30,20 1 I ,  compared with the same 
periods in 2010, were due to the following. 

Steam maintenance (a) 
PPL support charges 
Steam operations (b)  
Distribution maintenance (.c) 
Fuel for generation (d) 
Other 
Total 

Three Months Nine Months 

$ 11 
$ 3 12 

3 I 1  
3 8 
3 10 

11- (2) 5. 
$ 10 IF 57 

(a) 
(b) 
(c) 

Priniarily due to increased scope of scheduled outages including those at Ghent and Green River 
Variable expenses increased due to increased generation. the result ol'TC2 commencing dispatch in 20 1 I 
The nine months ended September 30,201 1, resulted from higher storm costs along with increased amortization of wind and ice storms iestoration- 
related costs and a hazardous tree removal project initiated i n  Augusl 2010. This increase was partially oEset by $6 million of2009 winter storm 
restoration expenses being reclassified to a regulatory asset in 201 I ,  as these costs are expected to be recovered in rates 
Fuel handling costs are included i n  fiicl for electric generation 011 the Statements ofliicoine for the three and nine montlis ended September 30,2010, 
and are i n  citlier operation and maintenance expense on the Statements of Income for the three and nine months ended September 30, 201 1 

(d) 

Depreciation 

Changes in depreciation for the periods ended September 30,20 1 1, compared with the same periods in 30 10, were due to the 
following: 

IC2 (dispatch began i n  January 4'01 1)  
E W Brown sullbr dioxide scrubber (placed in-service in  June 2010) 
Other 
1 otal 

Three Rlonths - Nine hloritlis 

$ 8 $  23 
7 

3 S 
$ 11 $ 38 

Other Income (Expense)  - net  

Changes in other income (expense) - net for the periods ended September 30,201 I ,  compared with the same periods in 3010, 
were due to the following: 

Three Months 2 i i i e  Moiiths 

Other income included in the periods ending September 30. 201 0, resulted from the establishmcnt of 

Other 
Total 

regulatory assets for previously recorded losses on interest rate swaps 

Interest Expense  

Changes in interest expense for the periods ended Septeinber 30,201 1, coinpared with the same periods in 2010, were due to 
the following: 

Three Months Nine Rlonths 
II-- 

Interesl rates (a) 
Long-term debt balances (h) 
Othcr 
Total 

(a) 

(b) 

Interest rates on the first mortgage bonds and senioi. notes were lower than the rates on the loans from Fidelia Corporation and other E.ON 
AG affiliates, which were replaced. 
LKE's long-term debt principal balance was $ 8 6  million lower as of September 30,201 1 compared to 201 0.  primarily due to an equity 
coutrihution from PPL of $1.6 billion at the time of acquisition. 
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Income Taxes 

Changes in income taxes for the periods ended September 30,201 1 I compared with the same periods in 201 0, were due to 
the following: 

Higher (lower) pre- ta  book income 
Other 
Total 

Three Rlonths S ine  Months 
-_. 

Financial Condition 

Liquidity and Capital Resources 

LKE had the following at: 

September30,2011 Deceniber31,2010 

Cash and cash equivalents 
Short-term investments (a) 

$ 170 $ I I  
163 

$ 170 $ 174 

Short-term debt (h) $ 163 

(a) 

( h )  

Represents tau-esempt bonds issued by L.ouisville/Jeffersoii County, Lentucky. on behallol L.G&E thal were purcliased lioin the remai keting agent in 
2008 Such bonds were remarlietad to unaffiliated investors in .January 201 I See Note I 7  to the Financial Stalements for additional inforination 
Represents horrowines under LCjgLE's $100 million syndicatcd credit facility See. Note 7 to the Financial Statements for additional information 

The $159 million increase in  LKE's cash and cash equivalents position was primarily the net result of: 

0 cash provided by operating activities of $674 million; 
proceeds of $250 inillion fioin the issuance of long-term debt; 
capital expenditures of $287 million; and 
the payment of $469 million of distributions to PPL. 

LKE's cash provided by operating activities increased by $264 million for the nine months ended September 30,201 1, 
compared with the saiiie period in 2010, primarily due to: 

0 an increase in net income of $23 million adjusted for non-cash effects of $145 million (depreciation of $38 million, 
deferred income taxes and investment tax credits of $12.3 million and the recording of a regulatory asset for previously 
recorded losses on interest rate swaps of $22 million, partially offset by defined benefit plans - expense of $17 million, 
unrealized (gains) losses on derivatives of $14 million and other noncash items of$7 million); 

0 a net decrease in working capital fiorn accounts receivable, accounts payable and unbilled revenue of $74 million due to 
the timing of cash receipts and payinents, an increase in base rates effective August 20 IO,  colder weather (more heating 
degree days) in December 20 10 as compared with December 2009, and milder weather (fewer cooling degree days) in 
September 201 1 as compared with September 2010; 
a decrease in backstop energy and aluminum production credit payments of $45 million made in 201 0 under the smelter 
contract; and 
a decrease in fuel of $44 million, wliicli was driven by higher volumes purchased in 20 10 in preparation for the 
commercial operation of TC2 originally expected in mid-20 I O ,  along with an increase i n  he1 consumption due to the 
dispatch of TC2 beginning in Januaiy 201 1 ; partially offset by 

0 an increase in discretionary defined benefit plan contributions of $105 million made in order to achieve LICE'S long-term 
funding requirements. 

Credit Facilities 

At September 30,20 1 1,  LKE's total committed borrowing capacity under its credit facilities and the use of this borrowing 
capacity were: 
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Committed Letters of' Unused 
Cae@L.- Borrowed Credit Issued Capacity 

L k E  Credit Facility witii a subsidiary of PPL Energy Supply $ 300 $ 300 

KU Credit Facilities (a) (b) (d) 598 $ 198 400 
LG&E Credit Facility (a) (,d) 400 400 

Total Credit Facilities (c) 9; 1,298 $ 19s 9; 1,100 

(a )  

(b) 

In June 201 1, LG&E and K U  each amended its rcspective Syndicated Credit Facility such that the fees and the spread to benchmark interest rates for 
borrowings depend upon tlie respective coinpany's senior secured long-tern1 debt rating rather than the senior unsecured debt rating 
In April 201 1, KU entered into a new $198 million letter of credit facilily that has been used to issue letters orcredit to support outstanding tax exempt 
bonds The facility matures iii  April 2014 I n  August 201 1. KU amended its letter ol'credit facility sucli that the fees depend upoii KU's senior secured 
long-term debt rating mther than the senior unsecured debt rating 
'Total borrowings outstanding under LKE's credit facilities decreased on a net basis by $163 inillion since December 31,2010 
I n  October 201 1. LGBE and K C I  each amended its respective syndicated credit hcilities The amendments included extending the espiratioii dales 
froni December 2014 to October 2016. Under these facilities, LG&E and KU each continuc to have tlie abilie to ninke cash borrowings and to request 
the lenders to issue letters ot credit 

. 

(c) 
( d )  

The commitments under LKE's Syndicated Credit Facilities are provided by a diverse bank group, with no one bank and its 
affiliates providing an aggregate commitinent of more than 9% of the total comniitted capacity; however, the PPL affiliate 
provides a commitment of approximately 23% of the total facilities listed above. 

See Note 7 to the Financial Statements for further discussion of LICE'S credit facilities. 

Lonq-term Debt Securities 

In  January 20 11, LG&E remarketed $163 million of variable late tax-exenipt revenue bonds, which were issued on its behalf 
by Louisville/Jefferson County, Kentucky to unaffiliated investors in a teim rate mode, bearing inteiest at 1.90% into 20 12. 
The proceeds from the remarketing were used to repay a $163 million borrowing under LG&Es Syndicated Credit Facility. 

At September 30,20 1 1 ,  LKE's tax-exempt revenue bonds that are in the foim of auction rate securities and total $731 million 
continue to experience failed auctions. Therefore, the interest rate continues to be set by a formula pursuant to the relevant 
indentures. For the nine months ended September 30,201 1, the weighted-average rate on LG&E's and KU's auction rate 
bonds in total was 0.27%. 

LKE's long-term debt securities activity through September 30,20 1 1 was: 

LKE Senior Notes 
Total Cash Flow Impact 

Non-cash Exchanges 
LKE Senior Notes (a) 
LG&E First Mortgage Bonds (a) 
RU First Mortgage Bonds (a) 

Total Eschanged 
Net Increase 

Deht 
Retirenient issuances 

9 250 
$ 250 

16 875 $ (875) 
535 ( 5 3 5 )  

- 1,500 (, 1.500) 
!$ 2.910 $ (2,910) 
9; 250 

- 

(a) I n  April 701 1. LKE. LG&E and l<U each filed a 201 I Registratioit Statement with the SEC related to offers to exchange securities issued in November 
2010 in transactions not registered under the Securities Act of 1933 with similar but registered securities The 201 I Registratioit Statements became 
eflective in June 201 1. and the exchanges were completed in July 20 11, with substantially all securities being escliangcd 

LKE's long-temi debt securities activity since September 30,201 1 consists of the retiremeut of the $2 inillion LG&E and KU 
Capital LLC Medium Term Note which matured on November I , 201 1 I 

See Note 7 to the Financial Statements for additional infomiation about long-term debt securities. 

Ratinq Aqency Decisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of LKE and its subsidiaries. Based on 
their respective independent reviews, the rating agencies may make certain ratings revisions or ratings affirmations. 
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A credit rating reflects an assessment by the rating agency of the creditworthiness associated with an issuer and particular 
securities that it issues. The credit ratings of LKE and its subsidiaries are based on information provided by LKE and other 
sources. The ratings of Moody's, S&P and Fitch are not a recommendation to buy. sell or hold any securities of LKE or its 
subsidiaries. Such ratings may be subject to revisions or withdrawal by the agencies at any time and should be evaluated 
independently of each other and any other rating that may be assigned to the securities. A downgrade in LICE's or its 
subsidiaries' credit ratings could result in higher borrowing costs and reduced access to capital markets. 

In LICE'S 201 1 Registration statement, LKE described its then-current credit ratings in connection with. and to facilitate, an 
understanding of its liquidity position. As a result of the passage of the Dodd-Frank Act and the attendant uncertainties 
relating to tlie estent to which issuers of non-asset backed securities niay disclose credit ratings without being required to 
obtain rating agency consent to the incliision of such disclosure, or incorporation by reference of such disclosure, i11 a 
registrant's registration statement or section 10(a) prospectus, LKE is limiting its credit rating disclosure to a description of 
the actions taken by the rating agencies hith respect to LICE's ratings, but without stating what ratings have been assigned to 
LKE or its subsidiaries. or their securities. The ratings assigned by the rating agencies to LICE and its subsidiaries and their 
respective securities niay be found, without charge, on each of the respective ratings agencies' websites, which ratings 
together with all other information contained on such rating agency websites is, hereby, explicitly not incorporated by 
refei ence in this report. 

Following the announcement of PPL's then-pending acquisition of WPD Midlands in March 201 1, the rating agencies took 
the following actions: 

0 Moody's affirmed all of the ratings for LKE and all of its rated subsidiaries; 
S&P revised the outlool; for LICE, LG&E and ICIJ and lowered the issuer and senior unsecured ratings of LKE and the 
issuer, senior secured and short-term ratings of L,G&E and ICU; and 
Fitch affirmed all of the ratings for L,KE and all of its rated subsidiaries. 

In April 201 1, S&P took the following actions foliowing the completion of PPL,'s acquisition of WPD Midlands: 

0 

0 

0 

revised the outlook for LKE and all of its rated subsidiaries; 
raised the short-term ratings of LG&E and KU; and 
affirmed all of the long-term ratings for LKE and its rated subsidiaries. 

In May 201 I ,  S&P downgraded the long-term rating of four series of pollution control bonds issued on behalf of ICU by one 
notch in connection with tlie substitution of the letters of credit enhancing these four bonds. 

In September 201 1, Moody's affirmed the issuer ratings for L,G&E and ICU and all of the ratings for LKE. 

Ratinqs Triqqers 

LKE and its subsidiaries have various derivative and non-derivative contracts, including contracts for the sale and purchase 
of electricity, fuel, commodity transportation and storage and interest rate instruments, which contain provisions requiring 
LKE and its subsidiaries to post additional collateral, or perniitting the counterparty to terminate the contract, if LKE's or its 
subsidiaries' credit ratings were to fall below investment grade. See Note 14 to the Financial Statements for a discussion of 
"Credit Risk-Related Contingent Features," including a discussion of the potential additional collateral that would have been 
required for derivative contracts in a net liability position at September 30, 20 1 1 I At September 30,201 1 ,  if LKE's or its 
subsidiaries' credit ratings had been below investment grade, the maximum amount that LKE would have been required to 
post as additional collateral to counterpalties was $92 million for both derivative and non-derivative conimodity and 
commodity-related contracts used in its generation, gas supply, marketing and trading operations and interest rate contracts. 

Capital Expenditures 

The table below shows LKE's capital expenditure projections at September 30,201 I 

Projected .- 
2011 I_ - 2012 2013 2011 2015 

Construct ion expenditures (a) 
Genera[itg f a c i l i h  
Transnlission and distributioii facilities 
Environmental (b) 
Other 

Total Construction Expenditures 

$ 137 $ 178 $ 155 $ I58 $ 126 
319 266 303 289 291 
163 711 1.110 1,065 824 
16 51 48 41 67 

$ 545 $ 1.157 $ 1.646 $ 1.551 9; 1.311 
- -  
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(a) 
(b)  

Construction espenditiires include AFUDC. which is not expected to be significant f o i .  the years 201 1 through 201 5 
Includes approsiniately $700 million 0 1  currently estimable costs related to replacement generation units due to EPA regulations not recoverable 
through the ECR niechanism LKE expects to recover these costs over a period equivalent to thc related depreciable lives ofthc assets through base 
rates established by future rate cases 

LKE's capital expenditure projections for the years 201 1 through 20 15 total approximately $6.2 billion. Capital expenditure 
plans are revised periodically to reflect changes in operational, market and regulatory conditions. This table includes current 
estimates for LKE's environmental projects related to new and aiiticipated EPA compliance standards. Actual costs may be 
significantly lower or higher depending on the final requirements. Certain environmental compliance costs incumed by 
LG&E and ICU in  serving KPSC jurisdictional customers are generally eligible for recovery through the ECR mechanism. 

For additional information, see "Liquidity and Capital Resources" in LKE's 201 1 Registration Statement. 

Risk Management 

See Notes 13 and 14 to the Financial Statements for information about LKE's risk management objectives] valuation 
techniques and accounting designations. 

The forward-looking information presented below provides estimates of what may occur in the future. assuming certain 
adverse market conditions and model assumptions. Actual future results may differ materially from those presented. These 
disclosures are not precise indicators of expected future losses, but only indicators of possible losses under nornial market 
coiiditions at a given confidence level. 

LG&Es and KU's rates are set by regulatoiy commissions and the fuel costs incurred are directly recoverable from 
customers. As a result, LG&E and I<U are subject to commodity price risk for only a small portion of on-going business 
operations. LKE conducts energy trading and rish management activities to maximize the value of the physical assets at 
times when the assets are not required to serve LGgLE's and KU's custoiners, and LKE manages energy commodity rish using 
derivative instruments, including swaps and forward contracts. 

The balances and changes in the net fair value of LICE'S commodity derivative contracts for the three and nine months ended 
September 30,20 11 and 2010 were not significant. See Note 14 to the Financial Statements for additional information. 

Ititeiwl Rute Risk 

LICE and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. LKE utilizes 
various financial derivative instruments to adjust the mix of fixed and floating interest rates in its debt portfolio when 
appropriate. Risk limits undei PPL's risk management program are designed to balance risk, exposure to volatility in interest 
expense and changes in the fair value of LKE's debt portfolio due to changes in the absolute level of interest rates. 

At September 30,201 1, LKE's potential annual exposure to increased interest expense, based on a 10% increase in interest 
rates, was not significant. 

LKE is also exposed to changes in the fair value of its debt portfolio. LKE estimated that a 10% decrease in interest iates at 
September 30,201 1 ,  would increase the fair value of its debt portfolio by $121 million. 

At September 30,20 1 I ,  LKE had the following interest rate hedges outstanding: 

Econoiuic hedges 
Interest rate swaps (b) 

Effect of a 

Exposure Net -. Asset Moveinent 
Fair Value, 10% Adverse 

- Hedged (Liability) (a) in Rates 

$ 179 $ (58) $ (4) 

(a) Includes accrued interest 
(b) LKE utilizes various risk management instrumenls to reduce its exposure to the expected future cash flow vai,iability of its debt instruments. 'These 

r i sk  include exposure to adverse interest rate movements for outstanding variable rate debt and for firtiire anticipated financing While LKE is 
exposed to changes i n  the fair value orthese instruments. any changes in Uie fair value ofsucli economic hedges are recorded in  regulatory assets and 
liabilities 'The changes in rair value of' these instruments are then reclassified into earnings in the same period during which the item being hedged 
affects earnings. Sensitivities represent a 10% adverse movement in interest rates 
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LKE is exposed to potential losses as a result of nonperformance by counterparties of their contractual obligations" LKE 
maintains credit policies and procedures to liniit counterparty credit risk including evaluating credit ratings and financial 
information along with having certain counterparties post margin if tlie credit exposure exceeds certain thresholds. 
LKE is exposed to potential losses as a result of nonpayment by customers. LICE maintains an allowance for doubtful 
accounts primarily coniposed of accounts aged more than four months. Accounts are written off as nianagement detemiines 
them uncollectible. 

Certain of LIKE'S derivative instruments contain provisions that require it to provide immediate and on-going collateralization 
of derivative instruments in net liability positions based upon LKE's credit ratings from each of the major credit rating 
agencies. See Notes 13 and 14 to the Financial Statements for information regarding exposure and tlie risk managenlent 
activities. 

Related Party Transactions 

LICE is not aware of any material ownetsbip interest or operating respoiisibility by senior management of LKE, LG&E or KU 
in outside partnerships, including leasing transactions with variable interest entities or other entities doing business with 
LKE. See Note 1 1 to the Financial Statements for additional inforniatioii on related party transactions between LICE and its 
affiliates . 

Environmental Matters 

Ptotection of the environment is a major priority for LKE and a significant element of its business activities. Extensive 
federal, state and local environmental laws and regulations are applicable to LKE's air emissions, water discharges and the 
management of hazardous and solid waste, among other areas, and tlie costs of compliance or alleged non-compliance cannot 
be predicted with certainty but could be material. I n  addition, costs may increase significantly if the requirements or scope of 
environmental laws or regulations, or similar rules, are expanded or changed fiorn prior versions by the relevant agencies. 
Costs may take the form of increased capital or operating and maintenance expenses; monetary fines, penalties or forfeitures; 
or other restrictions. Many ofthese environmental law considerations are also applicable to the operations of key suppliers, 
or customers, such as coal producers, industrial power users, etc. and may impact the costs for their products or their demand 
for LKE's services. See "Business - Environmental Matters" in LKE's 201 1 Registration Statement and Note 10 to the 
Financial Statements for a discussion of environmental matters. 

New Accountinq Guidance 

See Note 18 to tlie Financial Statements for a discussion of new accounting guidance pending adoption. 

ApDlication of Critical Accounting Policies 

Financial condition and results of operations are impacted by the methods, assuniptions and estimates used in the application 
of critical accounting policies. The following accounting policies are particularly important to the financial condition or 
results of operations and require estimates or other ,judgments of matters inherently uncertain: price risk manageinelit, 
regulatory mechanisms, defined benefits, asset impairment, loss accruals, AROs, income taxes, regulatoiy assets and 
liabilities arid business coinbinations - purchase price allocation. See "Management's Discussion and Analysis of Financial 
Condition and Results of Operations" in LKE's 201 I Registration Statenient foi a discussion of each critical accounting 
policy. 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Item 2. Management's Discussion and Analvsis of Financial Condition and Results of Operations 

The following irifoi [nation should be read in conjunction with LG&Es Condensed Financial Statements and the 
accoinpariying Notes and LG&Es 20 1 1 Registration Statement. Capitalized ternis and abbreviations are explained in the 
glossary. Dollars are in millions, unless otherwise noted. 

"Management's Discussion and Analysis of Financial Condition and Results of Operatioris" includes the following 
informat ion: 

e "Overview" provides an overview of LG& E's business strategy, financial and operational highlights and key 
regulatory matters. 

0 "Results of Operations" provides a sunmiary of LG&E's earnings and a description of key factors that are espected 
to impact future earnings. This section ends with "Statement of Income Analysis," which includes explanations of 
significant changes in principal items on LG&E's Statements of Income, comparing the three and nine months ended 
September 30,201 1 with the same periods in 2010. 

e "Financial Condition - Liquidity and Capital Resources" provides an analysis of LG&E's liquidity position and 
credit profile. This section also includes a discussion of rating agency decisions and capital expenditure pi ojections. 

0 "Financial Conditioii - Risk Managernent" provides an explanation of LG&E's risk management prograriis relating 
to market and credit risk. 

Overview 

lntrod uction 

LG&E, headquartered in Louisville, Kentucky, is a regulated utility engaged in the generation, transmission, distribution and 
sale of electricity and the distribution and sale of natural gas in Kentucky. 

Successor and Predecessor Financial Presentation 

LG&E's Condensed Financial Statements and related financial and operating data include the periods before and after PPL's 
acquisition of LKE on November 1,2010. and have been segregated to present pre-acquisition activity as the Predecessor and 
post-acquisition activity as the Successor. Predecessor activity covers the t h e  period prior to November 1,20 IO.  Successor 
activity covers the time period after October 3 I ,  201 0. Certain accounting and presentation methods were changed to 
acceptable alternatives to conform to PPL's accounting policies, which are discussed in the Financial Statements i n  LG&E's 
20 1 I Registration Statement. The cost basis of certain assets and liabilities were changed as of November 1, 20 10, as a result 
of the application of push-down accounting. Consequently, the financial position, results of operations and cash flows for the 
Successor periods are not comparable to the Predecessor periods; however, the core operations of LG&E have not changed as a 
result of the acquisition. 

Business Strategy 

LG&E's overall strategy is to provide reliable, safe and competitively priced energy to its customers. 

Financial and Operational Highlights 

Net Income 

The three and nine months ended September 30,201 1, includes the effect of LG&Es base rate increase, which became 
effective August I ,  20 10, partially offset by net cost increases, which have not yet been reflected in the rates charged by 
LG&E. The three and nine months ended September 30,2010, also included $29 niilliori and $19 million of other income 
associated with the establishment of regulatory assets for previously recorded losses on interest rate swaps. 

See "Results of Operations" below for further discussion arid analysis of the results of operations. 
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TC2 Construction 

LG&E and KU constructed a 760 MW capacity baseload, coal-fired unit, TC2, which is jointly owned by LG&E (14.25%) 
and I<U (60.7.5%), together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency (combined 
2%). With limited exceptions, LG&E and I<ll took care, custody and control of TC2 in Januarji 201 1. LG&E and KU and 
the contractor have agreed to certain amendments to tlie construction agreement whereby the contractor will coniplete certain 
actions relating to identifying and completing any necessary modifications to allow operation of TC2 on all fuels in 
accordance with initial specifications prior to certain dates, and amending the provisions relating to liquidated damages. A 
number of remaining issues regarding these matters are still under discussion with the contractors. See Note I O  to the 
Financial Statements for additional infomiation. 

Reqistered Debt Excharye Offer by LG&E 

In April 20 1 1. LG&E filed a Registration Statenient with the SEC, related to an offer to exchange certain first mortgage 
bonds issued in November 2010, in transactions not subject to registration under the Securities Act of 1933, with similar but 
registered securities. The 20 1 1 Registration Statenient became effective in June 20 1 I ,  and the exchange was completed in 
July 20 1 1 with all of the first mortgage bonds being exchanged. See Note 7 to the Financial Statements and LG&E's 201 1 
Registration Statement for additional information. 

Legal and Regulatory Matters 

Federal 

CSAPR 

In July 201 I ,  the EPA signed the CSAPR which finalizes and renames the Clean Air Transport Rule (Transport Rule) 
proposed in August 20 10. This rule applies to the Kentucky plants. The CSAPR is meant to facilitate attainment of ambient 
air quality standards for ozone and fine particulates by requiring reductions in sulfur dioxide and nitrogen oxide emissions. 
In October 20 1 1, the EPA proposed technical adjustments to the CSAPR to account for updated data submitted to the agency. 
Several states and a number of companies have filed petitions for review with the U.S. Court of Appeals for the District of 
Columbia Circuit challenging various provisions of the CSAPR. LG&E's initial review of the allocations under the CSAPR 
indicates that greater reductions in sulfur dioxide emissions will be required beginning in 2012 under the CSAPR than were 
required under the CAIR. 

For the initial phase of tlie rule beginning in 20 12, sulfur dioxide allowance allocations are expected to be greater than the 
forecasted emissions based on present operations of existing scrubbers and coal supply. However, for the second phase 
beginning in 2014, LG&E will likely have to modify operations and dispatch of its generating fleet, including upgrades or 
installation of new sulfur dioxide scrubbers for certain generating units or retirement of certain other units. 

With respect to nitrogen oxide emissions, the CSAPR provides a slightly lower amount of allowances compared to those 
under the CAIR. With uncertainty surrounding the trading program, other compliance options are being analyzed for the 
I<entucky plants, such as the installation of new technology or modifications of plant operations as well as the retirement and 
replacement of certain coal-tired generating units. LG&E is seeking recovety of its expected costs to coniply with the 
CSAPR and certain other EPA requirements through the ECR plan filed with the KPSC in June 201 1. 

Additionally, LG&E's plants may face further reductions in sulfiir dioxide and nitrogen oxide emissioiis as a result of more 
stringent national ambient ail- quality standards for ozone, nitrogen oxide, sulfur dioxide and/or fine particulates. LG&E 
anticipates that some of the measures required for compliance with the CSAPR such as upgraded or new sulfur dioxide 
scrubbers at some of its plants and retirement of certain units may also be necessary to achieve compliance with the new 
sulfur dioxide standard. If additional reductions were to be required, the economic impact to LG&E could be significant. 
See Notes 6 and I0 to the Financial Statements for additional information on the CSAPR and the regulatory proceeding. 

Kent uc kv 

CPCN Filing 

In September 201 I ,  LG&E and KU filed a CPCN with the KPSC requesting approval to build a 640 MW NGCC at the 
existing Cane Run station site. LG&E and K U  also requested approval to purchase three additional natural gas combustion 
turbines from Bluegrass Geneiation Company, L.L.C. (Bluegrass Plant) that are expected to provide up to 495 MW of peak 
generation supply. LG&E and K U  anticipate that the NGCC construction and Bluegrass Plant acquisition could require up to 
$800 inillion (comprised of up to $300 inillion for LG&E and up to $500 million for- KU) in capital costs including I elated 



transmission projects. Formal requests for recovery of the costs associated with the NGCC and Bluegrass Plant acquisition 
were not iiicluded in the CPCN filing with the KPSC but are expected to be included in a future base rate case filing. A 
KPSC order on the CPCN filing is anticipated in the second quarter of 2012. The KPSC issued an Order 017 the procedural 
schedule in the CPCN filing that has discovery, but no hearing, scheduled through early February 2012. See Note 6 to the 
Financial Statements for additional information. 

ECR Filing - Environmental Upgrades 

In June 201 I ,  in order to achieve compliance with new and pending mandated federal EPA regulations, LG&E filed an ECR 
plan with the KPSC iequesting approval to install environmental upgrades for certain of its coal-fired plants along with the 
recovery of the expected $1.4 billion in associated capital costs as well as operating expenses as incurred. The ECR plan 
included upgrades that wjl l  be made to certain of LG&E's coal-fired generating stations to continue to be compliant with EPA 
regulations. See Notes 6 and 10 to the Financial Statements for additional information. 

Results of Operations 

As previously noted, LG&Es results for the three and nine rnonths ended September 30,201 1 are on a basis of accounting 
different from its results for the three and nine months ended September 30,2010. When discussing LG&Es results of 
operations for 20 1 1 compared with 2010 material differences resulting from the different bases of accounting will be isolated 
foi purposes of comparability. See "Overview - Successor and Predecessor Financial Presentation" for further information. 

The results for interim periods can be disproportionately influenced by various factors and developments and by seasonal 
variations. As such, the results of operations for interim periods do not necessarily indicate results or trends foi the year or for 
future periods. Due to weather, revenue and earnings are generally highest during the first and third quarteIs and lowest 
during the second quarter. 

Earnings 

Net Income for the periods ended September 30 was: 

2011 __ 
Successor 

Operating Revenues 
Fuel 
Energy ptirchases 
Other operalion and maintenance 
Depreciation 
Taxes; other than inconie 

'Total Operating Expenses 
Other income (Expense) - net 
Interest Expense 
Income Taxes 
Net Income 

9; 340 
9s 
31 
91 
37 

5 
762 

I 1  

$ 43 

--- 
--_-_ 

24- 

rhree Months I 

2010 __ % Change - 

9; 327 4 9; l:035- 

2011 
Predecessor Successor 

~~ 

- - ~  ~-~ 
104 ( 6 )  265 
23 35 I so 
85 7 272 
35 6 110 

3 67 14 
5 54 1 

29 (100) 
11 34 

_I.-..-- 250 

Nine Months 

Predecessor 

9; 972 6 
211 (4) 
146 23 
250 9 
104 6 

788 7 
17 ( 1  00) 
31 

2010 Yo Change -. "~ 

-I_ -I 

11 - 27 - 

60 -.-.. ~ ( 3 )  
9; 107 ( 5 )  

The changes in the components of Net Income for the periods ended September 30,20 1 1 and 2010 were due to the following 
factors as provided in the table below. 

Margin 
Other opcmtion and maintenance 
Depreciation 
Taxes, other dian income 
Other Income (Expense) - net 
Income T a e s  
Total 
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See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of 
margins. 

Higher other operation and maintenance expense resulted from higher distribution niaintenance costs of $2 million and 
$8 million for the three and niiie-inonth periods due to amortization of storm restoration related costs, together with a 
hazardous tree removal project initiated in August 201 0. 

0 Higher other expense - net was primarily due to $29 million and $19 million of other income for the three and nine 
months ended September 30,2010, the result of previously recorded losses on interest rate swaps being reclassified as 
regulatory assets during the three-month period ended September 30,201 0. 

Lower pre-tax income resulted in lower income taxes of $1 1 million and $3 million for the three and nine-month periods. 

LG&E expects higher retail revenues and lower financing costs in 201 1 compared to 2010 due to the issuance in late 20 10 of 
first mortgage bonds that L,G&E used to repay highei cost debt, offset by lower other income and higher depreciation. Retail 
revenues are expected to increase as a result of the I<entuchy rate case. The reduction in other income (expense) - net is the 
result of the recognitioii of regulatory assets associated with the interest rate swaps in 20 10 while higher depreciation is 
projected due to commencing dispatch of TC2 in January 201 1 to serve customer demand. 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest ofthis Item 2, 
Notes 6 and 10 to the Financial Statements in this Form 10-0 and "Business," and "Risk Factors" in LG&Es 201 1 
Registration Statement for a discussion of the risks, uncertainties and factors that may impact future earnings. 

Statement of Income Analysis -- 
Margin 

Non-GAAP Financial Measure 

The following discussion includes financial infotination prepared in accordance with GAAP, as well as a tion-GAAP 
financial measure, "Margin." Margin is not intended to replace "Operating Income," which is determined in accordance with 
GAAP as an indicator of overall operating performance. Other companies may use different measures to analyze and to 
report on the results of their operations. Margin is a single finatvial perfomlance nieasure of LG&E's operations. In 
calculating this measure, utility revenues and expenses associated with approved cost recovery tracking mechanisms are 
offset. These mechanisms allow for I ecoveiy of certain expenses, returns on capital investments associated with 
environmental regulations and performance incentives. Certain costs associated with these mechanisms, primarily ECR and 
DSM, are recorded as "Other operation and maintenance" espenses and the depreciation associated with ECR equipment is 
recorded as "Depreciation" expense. As a result, this measure represents the net revenues fiom L,G&E's operations. L.G&E 
believes that Margin pi ovides another criterion to make investment decisions. This performance measure is used, in 
conjunction with other information, internally by senior management to manage operations and analyze actual results 
compared to budget. 

Reconciliation of Non-GAAP Financial Measures 

The following tables reconcile "Operating Income" to "Margin" as defined by LG&E for the periods ended September -30. 

Operating Ikveiiues 
Operating Expenses 

Fuel 
Eneigy purchases 
Other operation arid niaintcnance 
Depreciation 
Taxes. other than iiicoiiie 

Total Operating Expenses 
Total 

201 1 Three hlonths - Successor 
Opcrating 

h1:irgin Other (a) __ liicomc (b) 

$ 339 $ I $  340 

98 98 
31 31 
10 81 91 

1 36 37 
c 

2010 Three Rlontlis - Predecessor 
Operating 

- RIargin Other (a) Income (b) 
$ 328 $ ( 1 )  $ 377 

I04 104 
73 2 3  
8 77 85 
1 34 35 

3 3 
1 I4 250 136 --1-1 --I ---- ~ s 192 $ (115) $ 77 

- - ~  ~ ~ 
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2011 Nine Months -Successor 
Opera ti ng 

Rlargin Other(a) ., Income (b) 

illl" 

Operating Revenues $ 1,034 $ 1 s  1,035 
Operating Expenses 
Fuel 26j 265 
Energy ptircliases 180 180 
Other operation and maintenance 30 7 42 272 
Depreciation 2 108 I10 

Total Operating Expenses 477 364 84 1 
14 14 raws, other tlian income 

Iota1 $ 557 $ (363) 7 194 

. (lllll_ll.--ll_l 

2010 Nine Months - Predecessor - 
Operating 

klargin Other (a) Income (b) 

$ 971 $ I $  972 

277 277 
146 146 
1'4 226 250 

6 9s IO4 
11  - 11 ~I~ 

453 335 788 
$ 518 $ (334) $ 184 

(a) 
(b) 

Represents amouiits that are excluded from Margin 
As reported on the Statcnients of Income 

Chanqes in Non-GAAJP Financial Measures 

Margins were higher by $7 millioii and $39 million during the three and nine months ended September 30,201 1, compared 
with the same periods in 2010. The positive impact mainly resulted from a rate increase, which became effective in August 
2010. 

Other Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended Septeinber 30,201 1, compared with the same 
periods in 2010, were due to the following. 

Distribution maintenance (a) 
Administrative and general 
Fuel for generation (b )  
Other 
Total 

(a) 

(b) 

The three and nine-month periods increased due to amortization of storm restoration-ielated costs along with a hazardous tree removal project initiated 
in August 201 0. 
Fuel handling costs are included in fuel for electric generation on the Statements oflncome for the three and nine months ended September 30,201 0, 
and are in othcr operation and maintenance expense on the Statcments of Inconie for the three and nine months ended September 30.20 I 1  

Depreciation 

Depreciation increased by $2 million and $6 million for the three and nine months ended September 30, 20 1 1, compared with 
the same periods in 2010. The increase was primarily due to cornniencing dispatch ofTC2 to serve customer demands 
beginning in January 20 1 I .  

Other Income (Expense) - net 

Changes in  other income (expense) - net for the periods ended September 30, 201 I ,  compared with the same periods in 2010, 
were due to the following: 

'Three Rlonths Nine Months 

Othcr income included in the periods ending September 30,2010. resulted from the establishment of 

Other 
Total 

regulatory asscts for previously recorded losses on interest rate swaps 



income Taxes 

Changes in income taxes for the periods ended September 30,201 I ,  compared with the same periods in 2010, were due to 
the following: 

L.ower pre-tax book income 
Other 
Total 

Three hlonths Nine hlonths 

$ (11)  9; (3) 
1 - 

$ (117 $ (2) 

Financial Condition 

Liquidity and Capital Resources 

LG&E had the following at: 

September 30,201 1 December 31,2010 

Cash and cash equivalents 
Short-term investments (a) 

Short-term debt (b) 

$ 15 9; 2 
163 

6 75 $ I65 

$ 163 

(a) 

(b) 

The $73 inillion increase in LG&.E's cash and cash equivalents position was primarily the net result of: 

Represents tax-exempt bonds issued by Louisville/Jefferson County, Kentucky. on behalf of LGBrE that were purchased front the remarketing agent in 
2008 Such bonds were remarketed to unaffiliated investors in  January 201 1 See Note 17 to the Financial Statements for additional infomiation 
Represents borrowings under L.G&E's $400 million syndicated credit facility See Note 7 to the Financial Statements for additional information 

cash provided by operating activities of $274 million; 
0 capital expenditures of $122 million; and 

the payment of $55 million of coninion stock dividends. 

LG&E's cash provided by operating activities increased by $1 12 million for the nine months ended September 30, 201 1, 
compared with the same period in  201 0, primarily due to: 

0 a decrease in net income of $5 million adjusted for non-cash effects of $3 1 inillion (depreciation of $6 million, defined 
benefit plans - expense of $7 million, deferred income taxes and investment tax credits of $8 million, the recording of a 
regulatoiy asset for previously recorded losses on interest rate swaps of $22 million and other noncash i t em of $2 million, 
partially offset by unrealized (gains) losses on derivatives of $14 million); 
a net decrease in working capital fioin accounts receivable, accounts payable and unbilled revenue of $38 million due to 
the timing of cash receipts and payments, an increase in  base rates effective August 2010, colder weather (more heating 
degree days) in  December 2010 as compaied with December 2009, and milder weather (fewer cooling degree days) in 
September 201 1 as compared with Septeniber 2010; 
a decrease in fuel of $27 million, which was driven by higher volumes purchased in 201 0 in preparation for the 
commercial operation of TC2 originally expected in mid-20 10; and 

0 a decrease in cash refunded to customers of $26 million due to prior period over recoveries related to the gas supply clause 
filings in 2009; partially offset by 

0 an increase in discretionary defined benefit plan contributions of $44 million made in order to achieve LG&E's long-term 
funding requirements. 

Credit Facilities 

At September 30,201 1, LG&E's committed borrowing capacity under its credit facilities and the use ofthis borrowing 
capacity were: 

Letters of [Inused 
Capacity Borrowed Credit Issued Capacity .-.- 

Syndicated Credit Facility (a) ( b )  Ib: 400 $ 400 
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(a) In  June 201 I, LGgiE amended its Syndicated Credit Facilit) such that the fees atid the spread to benchmark interest rates toi borrowings depend upon 
LG&E's senior secured long-term debt rating rather than the senior unsecuied debt rating. Total borrowings outstanding under this facility decrcased 
on a net basis b y  $163 million since December 31.2010 
I n  October 201 1 LGgiE amended its Syndicaled Credit Facility. T'he amendment included extending the expiration date fi.oni December 2013 to 
October 2016 Under this facility LG&E continues to have the ability to niake cash borrowings and to request the lenders to issue letters ofctedit 

(b) 

The commitments under LGSLE's Syndicated Credit Facility are provided by a diverse bank group, witli no one bank and its 
affiliates providing an aggregate commitment of more than 6% of the total committed capacity available to LG&E 

LGBrE participates in an intercompany money pool agreement whereby LKE and/or ICU niake available to LG&E fiinds up to 
$400 million at market-based rates (based on highly rated commercial paper issues). At September 30,201 I ,  there was no 
balance outstanding. At December 3 I ,  2010, $12 million was outstanding. The interest rate for the period ended 
December 31,2010 was 0.25%. 

See Note 7 to the Financial Statements for further discussion ofLG&E's credit facilities. 

Loris-term Debt Securities 

In January 201 1, LGBrE reniarketed $163 inillioii of variable rate tax-exempt revenue bonds, which were issued on its behalf 
by Louisville/Jefferson County, Kentucky to unaffiliated investors in a temi rate mode, bearing interest at 1.90% into 2012. 
The proceeds from the remarketing were used to repay a $163 million borrowing under LG&E's Syndicated Credit Facility. 

At September 30,201 1, LG&E's tax-exempt revenue bonds that are in the fomi of auction rate securities and total $135 
niillion continue to experience failed auctions. Therefore, the interest rate continues to be set by a formula pursuant to the 
relevant indentures. For the nine months ended September 30,201 1, the weighted-average rate on LGSLE's auction rate 
bonds in total was 0.26%. 

Since June 30,201 1, there have been $535 million of issuances and $535 million of retirements of LG&Es First Mortgage 
Bonds related to the non-cash exchange of bonds. In April 201 1, LG&E filed a 20 I 1  Registration Statement with the SEC 
related to offers to exchange securities issued in November 2010 in tiansactions not registered under the Securities Act of 
1933 with similar but registered securities. The 20 1 1 Registration Statement became effective in June 201 1 and the 
exchanges were completed in Jdy  201 1, with all securities being exchanged. 

See Note 7 to the Financial Statements for additional infonnation about long-term debt securities. 

Ratina Aaencv Decisions 

Moody's, SSLP and Fitch periodically review the credit ratings on the debt securities of LGSLE. Based on their respective 
independent reviews, the rating agencies niay make certain ratings revisions or ratings affirmations. 

A credit rating reflects ai1 assessment by the rating agency of the creditworthiness associated with an issuer and particular 
securities that it issues. The credit ratings of LG&E are based on information provided by LG&E and other sources. The 
ratings of Moody's, S&P and Fitch are not a recommendation to buy, sell or hold any securities of LG&E. Such ratings may 
be subject to revisions or withdrawal by the agencies at any time and should be evaluated independently of each other and 
any other rating that may be assigned to the securities. A downgrade in LG&E's credit ratings could result in higher 
borrowing costs and reduced access to capital markets. 

In LG&E's 201 1 Registration Statement, LG&E described its then-current credit ratings in connection with, and to facilitate, 
an understanding of its liquidity position. As a result of the passage of the Dodd-Frank Act and the attendant uncertainties 
relating to the extent to which issuers of non-asset backed securities niay disclose credit ratings without being required to 
obtain rating agency consent to the inclusion of such disclosure, or incorporation by reference of such disclosuie, in a 
registrant's registration statement or section 1 O(a) prospectus, LG&E is limiting its credit rating disclosure to a description of 
the actions taken by the rating agencies with respect to LGSLE's ratings, but without stating what ratings have been assigned 
to LGBrE's securities. The ratings assigned by the rating agencies to LG&E and its securities may be found, without charge, 
on each of the respective ratings agencies' websites, which ratings together with all other infomiation contained on such 
rating agency websites is, hereby, explicitly not incorporated by reference in this report. 

Following the announcement of PPL's then-pending acquisition of WPD Midlands in March 201 1 ,  the rating agencies took 
the following actions: 
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Moody's affirnied the ratings for LG&E; 
S&P revised the outlooli for LG&E and lowered the issuer, senior secured and short-term ratings of LG&E; and 
Fitch affirmed the ratings for LG&E. 

In April 201 1,  S&P took the following actions following the coinpletion of PPL's acquisition of WPD Midlands: 

revised the outlook for LG&E; 
raised the short-tenn ratings of LG&E; and 
affirmed the long-term ratings for LG&E. 

In September 201 1 ,  Moody's affirmed the issuer rating for LG&E. 

~~"--  Ratinqs Triqgers 

L,G&E has various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity, fuel, 
commodity transportation and storage and interest rate instruments, which contain provisions requiring LG&E to post 
additional collateral, or permitting the counterparty to teiniinate the contract, if LG&E's credit rating were to fall below 
investment grade. See Note 14 to the Financial Statements for a discussioti of "Credit Risk-Related Contingent Features," 
including a discussion of the potential additional collateral that would have been required for derivative contracts in a net 
liability position at September 30,201 1 .  At September 30,201 1, if LG&E's credit ratings had been below investment grade, 
the maxiniuni amount that LG&E would have been required to post as additional collateral to counterparties was $79 million 
for both derivative and non-derivative commodity and commodity-related contracts used in its generation, gas supply, 
marketing and trading operations and interest rate contracts. 

Capital Expenditures 

The table below shows LG&Es capital expenditure projections at September 30,201 1 

Construction expenditures 
Generating facilities 
Transmission and distribution facilities 
Env ironmental (a)  
Other 

Total Construction Evpciiditures 

R 71 $ 56 $ 95 $ 97 $ 47 
I14 147 153 I46 155 
74 271 iS6 501 396 

6 26 -- 7; 21 34 
$ 215 $ 500 $ 859 R 165 9; 632 

- 

(a) includes approsimatcly $200 iiiillion of ciirrently estimable costs related to replacement generation units due to EPA regulations not recoverable 
through thc ECR niechanisni. LG&E espects to recover these costs over a period equivalent to the related depreciable lives of the assets through base 
rates established by future rate cases. 

LG&E's capital expenditure projections for the years 201 1 tlirough 201 5 total approximately $3 billion. Capital expenditure 
plans are revised periodically to reflect changes in operational, market and regulatory conditions. This table includes current 
estimates for LG&E's environmental pro-jects related to new and anticipated EPA compliance standards. Actual costs may be 
significantly lower or higher depending on the final requirements. Certain environinental compliance costs incurred by 
LG&E in serving KPSC jurisdictional customers are generally eligible for recovery through the ECR mechanism. 

For additional information, see "Liquidity and Capital Resources" in LG&E's 20 1 1 Registration Statement. 

Risk Management 

Market Risk 

See Notes 13 and 14 to the Financial Statements far information about LG&E's risk management objectives, valuation 
techniques and accounting designations. 

The forward-looking information presented below provides estimates of what may occur in the future, assuming ceitain 
adverse market conditions and model assumptions. Actual future results niay differ materially fiom those presented. These 
disclosures are not precise indicators of expected future losses, but only indicators of possible losses under normal market 
conditions at a given confidence level. 
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Comniodity Price Risk 

LG&E's rates are set by regulatoiy commissions and the fuel costs incurred are directly recoverable from customers. As a 
result, LG&E is subject to commodity price risk for only a sniall portion of on-going business operations. LG&E conducts 
energy trading and rish management activities to maximize the value of the physical assets at times when the assets are not 
required to serve its customers, and LG&E manages energy commodity risk using derivative instruments, including swaps 
and forward contracts. 

The balances and changes in the net fair value of LG&E's commodity derivative contracts for the three and nine months 
ended September 30,201 1 and 2010 were not significant. See Note 14 to the Financial Statements for additional infomiation. 

LG&E has issued debt to finance its operations, which exposes it to interest rate risk. LG&E utilizes various financial 
derivative instruments to adjust the mix of fixed and floating interest rates in its debt portfolio when appropriate. Risk limits 
under PPL's risk inanagement program are designed to balance risk, exposure to volatility in inteiest expense and changes in 
the fair value of LG&Es debt portfolio due to changes in the absolute level of interest rates. 

At September 30,20 1 1, LG&E's potential annual exposure to increased interest expense, based on a 10% increase in interest 
rates, was not significant. 

LG&E is also exposed to changes in the fair value of its debt portfolio. LG&E estimated that a 10% decrease in interest rates 
at September 30, 301 1 ,  would increase the fair value of its debt portfolio by $37 million. 

At September 30,201 1, LG&E had the following interest rate hedges outstaridjngr 

Ecoiiomic hedges 
Interest rate swaps (h) 

Effect of a 

Ex posii re Net -Asset Rlovrment 
 EL"..."- ~ (Liability) (21) iii Rates 

Fair Value, 10% Adverse 

$ 179 $ (58) $ (4) 

(a) Includes accrued interest. 
(h) LG&E utilizes various risk management insminients to reduce its exposure to the expected future cash flow variability of its debt instrumcnts These 

risks include exposure to adverse interest rate movements for outstanding variable rate debt and tor future anticipated financing While LG&E is 
exposed to changes in the fair value of these instruments; any changes in the fair value of such economic hedges arc recorded in regulatory assets and 
liabilities 'The changes in fair value of these instruments are tlien reclassified into earnings in the same period during which the item bring hedged 
affects earnings Scnsitivities represent a lO?h adverse movement in interest rates 

Credit Risk 

LG&E is exposed to potential losses as a result of nonperformance by countelparties of tlieir contractual obligations. LG&E 
maintains credit policies and procedures to limit counterpaily credit risk including evaluating credit ratings and financial 
in forination along with having certain countelparties post margin if the credit exposure exceeds certain thresholds. 
LG&E is exposed to potential losses as a result of nonpayment by customers. LG&E maintains an allowance for doubtful 
accounts primarily composed of accounts aged more than four months. Accounts are written off as management determines 
them uncollectible. 

Certain of LG&E's derivative instruments contain provisions that require it to provide immediate and on-going 
collateralization of derivative instrunients in net liability positions based upon LG&E's credit ratings froin each of the major 
credit rating agencies. See Notes I3 and 14 to the Financial Statements for information regarding exposure and the risk 
management activities. 

Related Party Transactions 

LG&E is not aware of any material ownership interest or operating responsibility by senior management in outside 
partnerships, including leasing transactions with variable interest entities or other entities doing business with LG&E. See 
Note 1 1 to the Financial Statements for additional information on related party transactions between LG&E and its affiliates. 



Environmental Matters 

Protection of the environment is a major priority for LG&E and a significant element of its business activities. Extensive 
federal, state and local environmental laws and regulations are applicable to LG&E's air emissions. water discharges and the 
management of hazardous and solid waste, among other areas, and the costs of coinpliance or alleged non-compliance cannot 
be predicted with certainty but could be material. In addition, costs may increase significantly if the requirements or scope of 
environmental laws or regulations. or similar rules, are expanded or changed fiom prior versions by the relevant agencies. 
Costs may take the forin of increased capital or operating and maintenance expenses; monetary fines, penalties or forfeitures; 
or other restrictions. Many of these environmental law considerations are also applicable to the operations of key suppliers, 
or customers, such as coal producers, industrial power users, etc. and may impact the costs for their products or their demand 
for LG&,E's services. See "Business - Environmental Matters" in LG&E's 20 I 1 Registration Statement and Note 10 to the 
Financial Statements for a discussion of environmental matters. 

New Accountinq Guidance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Application of Critical Accountinq Policies 

Financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application 
of critical accounting policies. The following accounting policies are particularly important to the financial condition or 
results of operations and requiie estimates or other judgments of matters iiihereritly uncertain: price risk management, 
regulatory mechanisms, defined benefits, asset impairment, loss acciuals, AROs, income taxes, regulatory assets and 
liabilities and business conibinations - purchase price allocation. See "Management's Discussion and Analysis of Financial 
Condition and Results of Operations" in LG&E's 20 I 1 Registration Statement for a discussion of each critical accounting 
policy. 
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KENTUCKY UTILITIES COMPANY 

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations 

The following information should be read in conjunction with KU's Condensed Financial Statements and the accompanying 
Notes and KU's 201 1 Registration Statement. Capitalized terms and abbreviations are explained in the glossary. Dollars are 
in millions, unless otheiwise noted. 

"Management's Discussion and Analysis of Financial Condition and Results of Operations" includes the following 
informat ion: 

e "Overview" provides an overview of KU's business strategy, financial and operational highlights and key regulatory 
matters. 

"Results of Operations" provides a summary of KU's earnings and a description of key factors that are expected to 
impact future earnings. This section ends with "Statement of Income Analysis," which includes explanations of 
significant changes in principal i t e m  on KU's Statements of Income, comparing the three and nine months ended 
September 30,20 1 1  with the same periods in 2010. 

e "Financial Condition - Liquidity and Capital Resources" provides an analysis of KU's liquidity position and credit 
profile. This section also includes a discussion of rating agency decisions and capital expenditure projections. 

e "Financial Condition - Risk Management" provides an explanation of KU's risk management programs relating to 
market and credit risk. 

Overview 

lntrod uction 

KU, headquartered in Lexington, Kentucky, i a regulated utility engaged in the generation, transmission, distribution and 
sale of electricity, in Kentucky, Virginia and Tennessee. 

Successor and Predecessor Financial Presentation 

KU's Condensed Financial Statemerits arid related financial and operating data include the periods before and after PPL's 
acquisition of LKE on November I ,  2010, and have been segregated to present pre-acquisition activity as the Predecessor and 
post-acquisition activity as the Successor.. Predecessor activity covers the time period prior to November 1,20 10. Successor 
activity covers the time period aftei October 3 1,201 0. Certain accounting and presentation methods were changed to 
acceptable alternatives to conform to PPL's accounting policies, which are discussed in the Financial Statements in KU's 
201 1 Registration Statement. The cost basis of ceitain assets and liabilities were changed as of November 1,20 10, as a result 
of the application of push-down accounting. Consequently, the financial position, results of operations and cash flows for the 
Successor periods are not comparable to the Predecessor periods; however, the core operations of KU have not changed as a 
result of the acquisition. 

Business Strategy 

Ku's overall strategy is to provide reliable, safe and competitively priced energy to its customers 

Financial and Operational Highlights 

Net income 

The three and nine months ended September 30,201 1 ,  includes the effect of KU's base rate increase, w . x h  became effective 
August 1,20 10, partially offset by net cost increases, which have not yet been reflected in the rates charged by KU. 

See "Results of Operations" below for further discussion and analysis of the results of operations. 
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TC2 Construction 

KU and LG&E constructed a 760 MW capacity baseload, coal-fired unit, TC2, which is jointly owned by KU (60.7506) and 
LG&E ( 14.25%), together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency (combined 
2.5%). With limited exceptions, KU and LG&E took care, custody and control of TC2 in January 201 1. KU and LG&E and 
the contractor have agreed to certain amendments to the construction agreement whereby the contractor will complete certain 
actions relating to identifiing and completing any necessary modifications to allow operation of TC2 on all fuels in 
accordance with initial specifications prior to certain dates, and amending the provisions relating to liquidated damages. A 
number of remaining issues regarding these matters are still under discussion with the contractors. See Note 10 to the 
Financial Statements for additional infomiation. 

Reqistered Debt Exchanqe Offer by KU 

In April 201 I ,  K U  filed a Registration Statement with the SEC, related to an offer to exchange certain first mortgage bonds 
issued in  November 20 IO,  in transactions not subject to registration undei the Securities Act of 1933. with similar but 
registered securities. The 201 1 Registration Statement became effective in June 201 I ,  and the exchange was completed in 
July 201 I with substantially all of the first mortgage bonds being exchanged. See Note 7 to the Financial Statements and 
KU's 201 1 Registration Statement for additional information. 

Legal and Regulatory Matters 

CSAPR 

In July 201 1, the EPA signed the CSAPR which finalizes and renames the Clean Air Transport Rule (Transport Rule) 
proposed in August 201 0. This rule applies to the Kentucky plants. The CSAPR is meant to facilitate attainment of ambient 
air quality standards for ozone and fine particulates by requiring reductions in sulfur dioxide and nitrogen oxide emissions. 
In October 20 1 I ,  the EPA proposed technical adjustments to the CSAPR to account for updated data submitted to the agency. 
Several states and a number of companies have filed petitions for review with the U.S. Court of Appeals for the District of 
Columbia Circuit challenging various provisions of the CSAPR. KU's initial review of the allocations under the CSAPR 
indicates that greater reductions in sulfur dioxide emissions will be required beginning in 2012 under the CSAPR than were 
required under the CAIR. 

For the initial phase of the rule beginning in 20 12, sulfix dioxide allowance allocations are expected to greater than the 
forecasted emissions based on present operations of existing scrubbers and coal supply. However, for the second phase 
beginning in 2014: I<lJ will likely have to modify operations and dispatch of its generating fleet, including upgrades or 
installation of new sulfur dioxide scrubbers for certain generating units or retirement of certain other units. 

With respect to nitrogen oxide emissions, the CSAPR provides a slightly lower amount of allowances compared to those 
under the CAIR. With uncertainty surrounding the trading prograin: other compliance options are being analyzed for KU's 
fleet, such as the installation of new technology or modifications of plant operations as well as the retirement and 
replacement of certain coal-tired generating units. KIJ is seeking recovery of its expected costs to comply with the CSAPR 
and certain other EPA requirements through the ECR plan filed with the KPSC in June 201 1. 

Additionally, KU's plants may face further reductions in sulfur dioxide and nitrogen oxide emissions as a result of mote 
stringent national ambient air quality standards for ozone, nitrogen oside, sulfur dioxide and/or fine particulates. KU 
anticipates that some of the measures required for compliance with the CSAPR such as upgraded or new sulfur dioxide 
scrubbers at some of its plants and retirement of certain units may also be necessary to achieve compliance with the new 
sulfur djoxide standard. If additional reductions were to be required, the economic impact to KU could be significant. See 
Notes 6 and 10 to the Financial Statements for additional infomiation on the CSAPR and the regulatory proceeding. 

Kentuckv and Viruinia 

CPCN Filing 

In September 201 I ~ KU and LG&E filed a CPCN with the KPSC requesting approval to build a 640 MW NGCC at the 
existing Cane Run station site. KU and LGSrE also requested approval to purchase three additional natiiral gas combustion 
turbines from Bluegrass Generation Company, L.L.C. (Bluegrass Plant) that are expected to provide up to 495 MW of peak 
generation supply. KU and LG&E anticipate that the NGCC construction and Bluegrass Plant acquisition could require up to 
$800 million (comprised of up to $500 million for K U  and up to $300 million forLG&E) in capital costs including related 
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transmission projects. Formal requests for recovery of the costs associated with the NGCC and Bluegrass Plant acquisition 
were not included in the CPCN filing with the KPSC but are expected to be included in a future base rate case filing. The 
KPSC issued an Order on the procedural schedule in the CPCN filing that has discovery, but no hearing, scheduled through 
early February 2012. A KPSC order on the CPCN filing is anticipated in the second quarter of 2012. See Note 6 to the 
Financial Statements for additional information. 

ECR Filing - Environmental Upgrades 

In June 20 11, in order to achieve compliance with new and pending mandated federal EPA regulations, KU filed an ECR 
plan with the KPSC requesting approval to install environmental upgrades for certain of its coal-fired plants along with the 
recovery of the expected $ I "  1 billion in associated capital costs as well as operating expenses as incurred. The ECR plan 
included upgrades that will be made to certain of KU's coal-fired generating stations to continue to be compliant with EPA 
regulations. See Notes 6 and 10 to the Financial Statements for additional information. 

Virginia Rate Case 

In April 201 1 ,  KU filed an application with the VSCC requesting an annual inciease i n  electric base rates for its Virginia 
jurisdictional customers of $9 million, or 14%. The proposed increase reflected a rate ofreturn on rate base of8%, based on 
a return on equity of 1 I%, inclusive of expenditures to complete TC2, all new sulfur dioside scrubbers, recovery over five 
years of a 2009 storm regulatory asset and various other ad-justmerits to revenue and expenses for the test yeat ended 
December 3 1,2010. In September 201 1, a settlement stipulation was ieached between ICU and the VSCC Staff and filed 
with the VSCC for consideration. In October 201 1, the VSCC approved the stipulation with two modifications that were 
accepted by KU. The VSCC issued an Order closing the proceeding in October 201 1 .  The approved annual revenue increase 
is $7 million with new base rates effective November I, 201 1 ~ 

Results of Operations 

As previously noted, KU's results for the three and nine months ended September 30,201 1 are on a basis of accounting 
different from its results for the three and nine months ended September 30,2010. When discussing KU's results of 
operations for 20 1 1 compared with 20 10 material differences resulting from the different bases of accounting will be isolated 
for purposes of coniparability. See "Overview - Successor and Predecessor Financial Presentation" for further infomiation. 

The results for interim periods can be disproportionately influenced by various factors and developments and by seasonal 
variations. As such, the results of operations for interim periods do not necessarily indicate results or trends for the year or for 
firture periods. Due to weather, revenue and earnings are generally highest during the first and third quarters and lowest 
during the second quarter. 

Earnings 

Net Income for the periods ended September 30 was: 

Three Months 

Operating Revenues 
Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
T'axes, other than income 

Total Operating Expenses 
Other Inconie (Expense) -net  
Interest Expense 
lncome Taxes 
Net Income 

2011 
Successor 

$ 420 
147 
25 
90 
47 

314 

18 
32 

$ 56 

3 

11111- 

- ~ -  2010 %Change . - 

s 416 1.. &--LEL. 

2011 
Successor 

1----1 

Predecessor 

146 1 40 I 
42 (40 ) 8 5  
83 8 274 
38 24 139 

Nine klontlis 

Predecessor 

$ 1.146 4 
391 3 
138 (38) 
240 I4 
106 31 

2010 % Change 

I _ _ ~  

.--.- 

60 (12) 

The changes in the components of Net Income for the periods ended September 30,20 1 1 and 2010 were due to the following 
factors as provided in the table below. 
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blargin 
C)tlier operation and maiiitenaiice 
Depreciation 
Taxes, other than income 
Other Income (Expeiise) - net 
Inkerest Espense 
Income Tases 
Total 

See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of 
margins. 

Higher other operation and maintenance resulted from higher steam expenses of $4 million and $24 million for the three 
and nine-month periods, resulting froin scheduled maintenance outages at the Ghent and Geen River plants, along with 
higher variable expenses from increased generation. 

TC2 commenced dispatched in  Jaiiuaiy 20 I I ,  resulting in a higher depreciation of $7 million and $19 million for the 
three and nine-month periods. In addition, the E.W. Brown sulfur dioside scrubber was placed in-service in June 20 I O  
resulting in a $7 million increase for the nine-month period. 

Higher pre-tax income resulted in higher income tax of $8 million for the nine-month period 

KU expects higher retail revenues and lower financing costs in 201 1 compared to 2010 due to the issuance in late 201 0 of 
first mortgage bonds that 1W used to repay higher cost debt, partially offset by higher depreciation. Retail revenues are 
expected to increase as a result of the Kentuchy rate case and recoveries associated with environmental investments. 
Depreciation is expected to increase due to commencing dispatch of TC2 in January 201 1 to serve customer demand. 

Earnings in 201 I are subject to various risks and uncertainties. See "Foiward-Looking Infomiation," the rest of this Item 2, 
Notes 6 and 10 to the Financial Statements in this Form 10-Q and "Business," and "Risk Factors" in KU's 201 1 Registration 
Statement for a discussion of the risks, uncertainties and factors that niay impact future earnings. 

Statement of Income Analysis -- 
Margin 

Non-GAAP Financial Measure 

The following discussion includes financial iiiformation prepared hi accordance with GAAP, as well as a non-GAAP 
financial measure, "Margin." Margin is not intended to replace "Operating Income," which is determined in accordance with 
GAAP as an indicator of overall operating performance. Other companies may use different nieasures to analyze and to 
report OH the results of their operations. Margin is a single financial perforinauce measure of KU's operations. In  calculating 
this measure, uti1 ity revenues and expenses associated with approved cost recovery hacking mechanisms are offset. These 
mechanisms allow for recovery of certain expenses, returns on capital investments associated with environmental regulations 
and performance incentives. Certain costs associated with these mechanisms, primarily ECR and DSM, are recorded as 
"Other operation and maintenance" expenses and the depreciation associated with ECR equipment is recorded as 
"Depreciation" expense. As a result, this measure represents the net reveiiues froin KU's operations. KU believes that 
Margin provides another criterion to make investment decisions. This perforniance measure is used, in conjunction with other 
information, internally by senior management to manage operations and analyze actual iesults compared to budget. 

Reconciliation of Non-GAAP Financial Measures 

The following tables reconcile "Operating Income" to "Margin" as defined by K U  for the periods ended September 30. 
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Operating Revenues 
Operating Expenses 

F tiel 
Energy purchases 
Other operation and niaintenance 
Depreciation 
Tases, other than income 

Total Operating Expenses 
Total 

Opcrating Reventics 
Operating Expenses 

F tiel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Tascs. other than income 

Total Operating Expenses 
'Total 

2011 Three hlonths -Successor 2010 Three Months - Predecessor 
~"l-l_.llll_l 

Operating 
Margin Other (:I) Margin Other (a) Income (h) 

s 419 S 1 s  416 $ 416 
--- 

147 117 
-- 37 25 
14 76 90 
12 35 47 

146 146 
32 42 
I O  $ 73 83 
10 28 38 

201 I Nine Months - Successor 
Operating 

Margin I - Other (a) lneoine (h) 

llli "- 

s 1.191 $ 1,191 

40 I 40 I 
S5 S i  
37 s 237 2 74 
35 IO4  139 

11 _I 

7 - -  
l_._.ll_lll~ 55s 13) --.. " . " " l l " " l . " ~  s 633 s (355, $ 278 

2010 Nine hlonths - Predecessor 
Operating 

--- hlargin Other (a) I Income (h) 

$ 1.146 $ 1,116 

39 I 391 
13s I38 
26 $ 1'14 240 
26 SO I06 

R 8 
I ~- ~~ 

58 1 303, I 883 
$ 565 $ (303) $ 263 

(a) 
(b) 

Represents amounts that are excluded from Margin 
As reported on the Statements oflncome 

--._ C h a n B j n  Non-GAAP Financial Measures 

Margins were higher by $13 million and $68 million during the three and nine months ended September 30,201 1, compared 
with the same periods in 20 I O .  The positive impact mainly resulted fiom a rate increase. which became effective in August 
2010. 

Other Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended September 30,201 1, coinpared with the same 
periods in 20 10, were due to the following: 

Three klonths Nine Months " " ~ ~  -1_1_1__ 

Steam maintenance (a) 
Steam operations (b)  
Fuel Ior generation (c) 
.4dministrative aud general 
Other 
Total 

(a) 
(h) 
(c) 

Primarily due to increased scope or scheduled outages including those at Ghent and Green River. 
Variable expenses increased due to increased generation, the result of T'C2 commencing dispatch in 201 1 
Fuel handling costs are included in fuel tor electric generation on the Statements oflncome for the three and nine months ended September 30. 2010, 
and are in othei operation and maintenance expense on the Statements ol Iiiconie for the thee  and nine months ended September 30,201 1 

Depreciation 

Changes in depreciation for the periods ended September 30,201 1, compared with the same periods in 2010, were due to the 
following: 

Three iVlontlis Nine Months - ~ - - . "  - 
'TC2 (dispatch began in January 20 I 1 )  
E.W Brown sulfur dioxide scrubber (placed in-service in June 2010) 
Other 
Total 

$ 7 s  19 
7 
7 

Ib: 9 s  33 
2 ~-~ 
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Interest Expense 

Changes in interest expense for the periods ended September 30, 20 11, compared with the sanie periods in 20 10, were due to 
the following: 

Interest rates (a) 
Long-term debt balances (b )  
Other 
Total 

Three Months Nine Months 

$ (5) $ (14) 
1 5 
1 2 

$ (2) $ (7) 
_. 

(a) 
(b) 

Interest VdkS on the first niortgagc bonds were lower than the rates on the loans from Fidelta Corporation, which were replaced 
hU's long-term debt principal balance was $169 niillion higher as ot Scptember30. 201 1 coinpared to 2010 

income Taxes 

There were no changes iii income taxes for the three nionths ended September 30, 201 1, compared with the same period in 
20 10. Changes in income taxes for the nine nionths ended September 30,201 1 compared with the sanie period in 201 0, were 
due to: 

Kine Rlonths 

Higher pre-tax bonk income 
Other 
Total 

Financial Condition 

Liquidity and Capital Resources 

KU had the following at: 

Septernber30.2011 - Deeeniber3I,2010 

Cash and cash equivalents $ 94 $ 3 

The $91 million increase in KU's cash and cash equivalents position was primarily the net result of: 

cash provided by operating activities of $352 million; 
a net decrease in short-term debt of $ 10 million; 
capital expenditures of $161 million; and 
the payment of $88 niillion of coniiiion stock dividends. 

KU's cash pi ovided by operating activities increased by $52 million for the nine months ended September 30,20 11, 
compared with the same period in 2010, primarily due to: 

an increase in net inconie of $1 5 million adjusted for non-cash effects of $66 million (depreciation of $33 million, defined 
benefit plans - expense of $8 million and deferred iiiconie taxes and investment tax credits of $36 million, partially offset 
by other noncash itenis of $1 I million) and 
a decrease in fuel of $ I7 million, which was driven by higher volumes purchased in 2010 in preparation for the 
commercial operation of TC2 originally expected in mid-2010, along with an increase in file1 consumption due to the 
dispatch of TC2 beginning in January 201 1; partially offset by 
the timing of ECR collections of $28 million; and 
an increase in discretionary defined benefit plan contributions of $29 million made iii order to achieve KU's Ion, 0-term 
hnding requirements. 
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_ " 1 _ . ~ 1 1 _ 1 _  Credit Facilities 

At September 30,201 1, KUs committed borrowing capacity under its credit facilities and the use of this borrowing capacity 
were: 

Letters of Unused 
Capacitx-" I Borrowed Credit Issued Capacity 

Syndicated Credit Facility (a) ( c )  
Letter ofcredit Facility (b) 

s 400 
198 

s 400 
fi 198 

(a) 

(b) 

In June 201 1 ,  KU ameiided its Syndicated Credit Facility such that the fees and the spread to benchmark interest rates for borrowings depend upon 
Kll 's  senior secured long-term debt rating rather than the senior unsecured debt rating. 
In April 201 I i  K U  entered into a new $198 million letter of credit tacility that has been used to issue letters ofcredit to support outstandinp tax-exempt 
bonds The facility matures i n  April 2014 In  August 201 1. K U  amended its letter of credit facility such that the fees depend upon KU's senior secured 
long-term deht rating rather than the senior uiisecured debt rating 
I n  October 201 1. l i U  aniended its Syndicated Credit Facility. The amendment included extending thc espiration date from December 2014 to October 
2016 Under this fdcility K U  continues to have tlie ability to nialce cash borrowings and to request tlie lenders to issue letters of credit 

(c) 

The cornmitinents under KU's Syndicated Credit Facility are provided by a diverse bank group, with no one bank and its 
affiliates providing an aggregate commitment of more tliaii 19% of the total committed capacity available to KU. 

KU participates in an intercompany money pool agreenient whereby LICE and/or LG&E make available to KU funds up to 
$400 million at market-based rates (based on fiiglily rated coniniercial paper issues). At September 30,20 1 I ,  there was no 
balance outstanding. At December 3 1,20 10, $10 million was outstanding. The interest rate for the period ended 
December 3 I ,  201 0 was 0.25%. 

See Note 7 to the Financial Statements for further discussion of KU's credit facilities. 

Lo nq-term,,m,Secu rit ies 

At September 30,201 I ,  KU's tax-exempt revenue bonds that are in the form of auction rate securities and total $96 million 
continue to experience failed auctions. Therefore, the interest rate continues to be set by a formula pursuant to the relevant 
indentures. For the nine months ended September 30,201 1, the weighted-average rate on KU's auction rate bonds in total 
was 0.29Y0. 

Since June 30.20 1 1, there have been $1.5 billion of issuances and $1 " 5  billion of retirements of ICU's First Mortgage Bonds 
related to the non-cash exchange ofbonds. In April 201 1, KU filed a 201 1 Registration Statement with the SEC related to 
offers to exchange securities issued j n  November 2010 in transactions not registered under tlie Securities Act of 1933 with 
similar but registered securities The 20 1 1 Registration Statement became effective in June 201 1 and the exchanges were 
completed in July 20 1 I ,  with substantially all securities being exchanged. 

See Note 7 to the Financial Statements for additional infomiation about long-term debt securities. 

Ratinq Aqencv Decisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of KU.  Based on their respective 
independent reviews, the rating agencies niay mahe certain ratings revisions or ratings affirmations. 

A credit rating reflects an assessment by the rating agency of the creditworthiness associated with an issuer and particular 
securities that it issues. The credit ratings of K U  are based on information provided by K U  and other sources. The ratings of 
Moody's, S&P and Fitcli are not a recoinmendation to buy, sell or hold any securities of IW.  Such ratings may be subject to 
revisions or withdrawal by the agencies at any time arid should be evaluated independently of each other and any other rating 
that may be assigned to the securities. A downgrade in KU's credit ratings could result in higher borrowing costs and reduced 
access to capital markets. 

In KU's 20 1 1 Registration Statement, KU described its then-current credit ratings in connection with, and to facilitate, an 
understanding of its liquidity position. As a result of the passage of the Dodd-Frank Act and the attendant uncertainties 
relating to the extent to which issuers of non-asset backed securities niay disclose credit ratings without being required to 
obtain rating agency consent to the inclusion of such disclosure, or incorporation by reference of such disclosure, in a 
registrant's registration statement or section lO(a) prospectus, I W  is limiting its credit rating disclosure to a description of the 
actions taken by the rating agencies with respect to KU's ratings, but without stating what ratings have been assigned to ICu's 
securities. The ratings assigned by the rating agencies to KU and its securities may be found. without charge. on each of the 
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respective ratings agencies' websites, which ratings together with all other infomiation contained on such rating agency 
websites is, hereby, explicitly not incorporated by reference in this report. 

Following the announcement of PPL's then-pending acquisition of WPD Midlands in March 20 1 I ,  the rating agencies took 
the following actions: 

0 

Moody's affirmed the ratings for 1<U; 
S&P revised the outlook for KCI and lowered the issuer, senior secured and short-term ratings of KU; and 
Fitcli affimied the ratings for KU. 

I n  April 30 1 1, SSLP took the following actions following the completion of PPL's acquisitioii of WPD Midlands: 

0 

0 

0 

revised the outlook for KU: 
raised the short-temi ratings of KU; and 
affirmed the long-term ratings for KU. 

In May 201 1, S&P downgraded the long-teim rating of four series of pollution control bonds issued on behalf of KU by one 
notch in connection with the substitution of the letters of credit enhancing these four bonds. 

I n  September 20 1 1, Moody's affimied the issuer rating for KU. 

,Ratinus Trimers 

KU has various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity, fiiel, and 
commodity transportation and storage, which contain provisions requiring I<U to post additional collateral, or permitting the 
counterparty to terminate the contract, if KU's credit rating were to fall below inveshnent grade. See Note 14 to the Financial 
Statements for a discussion of "Credit Risk-Related Contingent Features," including a discussion of the potential additional 
collateral that would have been required for derivative contracts in a net liability position at September 30,20 1 1 .  At 
September 30,201 1 ,  if Ku's credit ratings had been below investment grade, the masiiiium aniount that KU would have been 
required to post as additional collateral to counterparties was $13 million for both derivative and non-derivative commodity 
and commodity-related contracts used i n  its generation, marketing and trading operations. 

Capital Expenditures 

The table below shows KU's capital expenditure projections at September 30, 201 1 

Construction expenditures (a) 
Generating facilities 
Transmission and distribution facilities 
Environmental (b)  
Other 

Total Construction Expenditures 

Projected 
201 1 2012 2013 2011 2015 

I 67 $ 72 I 60 I 61 I 79 
105 I19 1 50 143 139 
I39 440 554 5 64 428 

~ - - -  
--_.---_ ~ ~ ~ 

I9 26 23 . 21 33 
I 

I 330 I 657 I 7s7 tF 7s9 I 679 

(a) 
(b) 

Construction expenditures include AFUDC. which is not expected to be significant for the years 201 1 through 2015 
Includes approximately $500 million 01 currently estiinable costs relaled to replacernen[ generation units due to €PA regulations not recoverable 
through the ECR mechanism l iU  expects to recover these costs over a period equivalent to the relatcd depreciable lives oftlie assets through base 
rates established by future rate cases. 

KU's capital expenditure pro-jections for the years 201 1 through 201 5 total approximately $3.3 billion. Capital expenditure 
plans are revised periodically to reflect changes in operational, market and regulatory conditions. This table includes current 
estimates for KU's environmental projects related to new and anticipated EPA compliance standards. Actual costs may be 
significantly lower or higher depending on the final requirements. Certain environmental compliance costs incurred by KU 
in serving KPSC jurisdictioiial customers are generally eligible for recovery through the ECR niechanisin. 

For additional inforniation, see "Liquidity and Capital Resources" in KU's 20 1 1 Registration Statement 
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Risk Management 

Market Risk 

See Notes 13 and 14 to the Financial Statements for information about ICU's risk management objectives, valuation 
techniques and accounting designations. 

The forward-looking information presented below provides estimates of what may occur in the future, assuming certain 
adverse market conditions and model assumptions. Actual future results may differ materially fioni those presented These 
disclosures are not precise indicators of expected future losses, but only indicators of possible losses under noimal market 
conditions at a given confidence level. 

Commodity Price Risk 

KU's rates are set by regulatory commissions and the fuel costs incurred are directly recoverable froin customers. As a result, 
ICU is subject to commodity price risk for only a sniall portion of on-going business operations. KU conducts energy trading 
and risk management activities to inasirnize the value of the physical assets at times when the assets are not required to serve 
its customers, and KU manages energy commodity risk using derivative instruments, including swaps and forward contracts. 

The balances and changes in the net fair value of KU's commodity derivative contracts for the three and nine months ended 
September 30,20 1 1 and 20 10 we1 e not significant. 

Imeresst Rcite Risk 

KU has issued debt to finance its operations, which exposes it to interest rate rish. At September 30,20 1 I, KU's potential 
annual exposure to increased interest expense, based on a 10% increase in interest rates, was not significant. KU is also 
esposed to changes in the fair value of its debt portfolio. KU estimated that a 10% decrease in interest rates at Septeniber 30, 
201 1,  would increase the fair value of its debt portfolio by $70 million. 

KU had no interest rate hedges outstanding as of September 30, 20 1 1. 

Credit Risk 

KU is exposed to potential losses as a result of nonperfomiance by counterparties of their contractual obligations. KU 
maintains credit policies and procedures to limit counterparty credit risk including evaluating credit ratings and financial 
infomiation along with having certain counterparties post margin if the credit exposure exceeds certain thresholds. 
KU is exposed to potential losses as a result of nonpayment by customers. KU maintains an allowance for doubtful accounts 
primarily composed of accounts aged more than four months. Accounts are written off as management detemiines them 
uncollectible. 

Certain of KU's derivative instruments contain provisions that require it to provide immediate and on-going collateralization 
of derivative instruments i n  net liability positions based upon KU's credit ratings from each of the major credit rating 
agencies. See Notes 13 and 14 to the Financial Statements for information regarding exposure and the risk management 
activities. 

Related Party Transactions 

KU is not aware of any material ownership interest or operating responsibility by senior managenient in outside partnerships, 
including leasing transactions with variable interest entities or other entities doing business with KU. See Note 1 1 to the 
Financial Statements for additional infonnation on related party transactions between KU and its affiliates. 

Environmental Matters 

Protection of the environment is a major priority for KU and a significant element of its business activities. Extensive 
federal, state and local environmental laws and 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 but could be material. I n  addition, costs may increase significantly if the requirements or scope of 
environniental laws or regulations, or similar rules, are expanded or changed from prior versions by the relevant agencies. 
Costs may take the form of increased capital or operatitig and maintenance expenses; monetary fines, penalties or forfeitures; 
or other restrictions. Many of these environmental law considerations are also applicable to the operations of key suppliers, 



or customers, such as coal producers, industrial power users, etc. and may impact the costs for their products or their demand 
for KU's services. See "Business - Environmental Matters" in KU's 20 11 Registration Statement and Note I O  to the Financial 
Statements for a discussion of environmental matters. 

New Accountinq Guidance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Application of Critical Accountinq Policies 

Financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application 
of critical accounting policies. The following accounting policies are particularly important to the financial condition or 
results of operations and require estimates or other judgments of matters inherently uncertain: price risli management, 
regiilatoiy ineclianjsms, defined benefits, asset impairment, loss accruals, AROs, income taxes, regulatory assets and 
liabilities and business combinations - purchase price allocation. See "Management's Discussion and Analysis of Financial 
Condition and Results of Operations" in KU's 201 1 Registration Statement for a discussion of each critical accounting policy. 
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PPL Corporation 
PPL Energy Supply, LLC 

PPL Electric Utilities Corporation 
LG&E and KU Energy LLC 

Louisville Gas and Electric Company 
Kentucky Utilities Company 

Item 3. Quantitative and Qualitative Disclosures About Market Risk 

Reference is made to "Risk Management" in each Registrant's "Item 2. Management's Discussion and Analysis of Financial 
Condition and Results of Operations." 

Item 4. Controls and Procedures 

PPL Corporation; PPL Energy Supply, LLC; PPL Electric Utilities Corporation; LG&E and KU Energy LLC; 
Louisville Gas and Electric Company; and Kentucky Utilities Company 

(a) Evaluation of disclosure controls and procedures 

The registrants' principal executive officers and principal financial officers, based on their evaluation of the 
registrants' disclosure controls and procedures (as defined in Rules 13a- 15(e) and 15d-I5(e) of the Securities 
Exchange Act of 1934) have concluded that, as of September 30,201 I ,  the registrants' disclosure controls and 
procedures are effective to ensure that material information relating to the registrants and their consolidated 
subsidiaries is recorded, processed, summarized and reported within the time periods specified by the SEC's rules 
and fornis, particularly during the period for which this quarterly report has beeu prepared. The aforementioned 
principal officers have concluded that the disclosure controls and procedures are also effective to ensure that 
infomiation required to be disclosed in repoits filed under the Exchange Act is accumulated and communicated to 
management, including the principal executive and principal financial officers, to allow for timely decisions 
regarding required disclosure. 

PPL Corporation 

PPL acquired Western Power Distribution (East Midlands) plc and Westem Power Distribution (West Midlands) plc 
("WPD Midlands") on April I ,  201 1. These companies are included in PPL's 201 I financial statements as of the 
date of the acquisition, on a one-month lag. On a pro forma basis: WPD Midlands would have accounted for 
approximately 22% of PPL's net income for both the three and nine months ended September 30,201 1. WPD 
Midlands represented 21% and 27% of PPL's total assets and net assets at September 30,20 1 1 I The internal 
controls over financial reporting of WPD Midlands were excluded from a fomial evaluation of effectiveness of 
PPL's disclosure controls and procedures. This decision was based upon the significance of these companies to 
PPL, and the timing of integration efforts underway to transition WPD Midlands' processes, information technology 
systems and other components of internal control over financial reporting to the internal control structure of PPL. 
PPL has expanded its consolidation and disclosure controls and procedures to include the acquired companies, and 
PPL continues to assess the current internal control over financial reporting at WPD Midlands. Risks related to the 
increased account balances are partially mitigated by PPL's expanded controls and PPL's existing policy of 
consolidating foreign subsidiaries on a one-month lag, which provides management additional time for review and 
analysis of WPD Midlands' results and their incorporation into PPL's consolidated financial statements. 

(b) Change in internal control over financial reporting. 

PPL Corporation; PPL Energy Supply, LLC; PPL Electric Utilities Corporation; LG&E and KU Energy 
LLC; Louisville Gas and Electric Company; and Kentucky Utilities Company 

The registrants' principal executive officers and principal financial officers have concluded that there were no 
changes in the registrants' internal control over financial reporting during the registrants' third tiscal quarter that 
have materially affected, or are reasonably likely to materially affect the registrants' iiiternal control over financial 
reporting. 
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Under curient regulation by Ofgem, our U.K. regulated businesses' allowed revenue is determined by the distribution 
price controls set out under the terms of their respective distribution licenses, and is typically set by Ofgem every five 
years. The current price control period ruiis from April 1 ,  3-01 0 to March 3 I ,  20 IS. Furthemiore, our ability to earn 
additional revenue under Ofgem regulations is highly dependent on our ability to achieve certain operational efficiency. 
customer service and other incentives, and we can provide no assurance that we will be able to achieve such incentives. 

0 There are various changes being contemplated by Ofgem to the current electricity distribution. gas transmission and gas 
distribution regulatory frameworks in the U.K. and there can be no assurance as to the effects such clianges will have on 
our U.K. regulated businesses in the future, including the acquired businesses. In particular, in October 2010, Ofgem 
announced a new regulatory framework that is expected to become effective in April 20 15 for the electricity 
distribution sector in tlie 1J.K. The framework, known as RIIO (Revenues = Incentives I- Innovation + Outputs), 
focuses on sustainability, environmental-focused outpiit measures, proinotion of low carbon energy networks and 
financing of new investments. The new regulatory framework is expected to have a wide-ranging effect on electricity 
distribution companies operating in the U.I<., including changes to price controls and price review periods. Our 1J.K. 
regulated businesses' compliance with this new regulatory framework may result in significant additional capital 
expenditures, increases in operating and compliance costs and adjustments to our pricing models. 

Ofgem has formal powers to propose modifications to each distribution license. We are not currently aware of any 
planned modification to any of our U.I<. regulated businesses distribution licenses that would result in a material 
adverse effect to the U.K. regulated businesses and PPL. There can, however, be no assutance that a restrictive 
modification will not be introduced in the future, which could have an adverse effect on the operations and financial 
condition of the 1J.K. regulated businesses and PPL.. 

A failure to operate our U.K. networks properly could lead to compensation payments or penalties, or a failitre to make 
capital expenditures in  line with agreed investment programs could lead to deterioration of the network. While our 
U.K. regulated businesses' investment programs are targeted to maintain asset conditions over a five-year period and 
reduce customer intemptions and customer minutes lost over that period, no assurance can be provided that these 
regulatory requirements will be met. 

A failure by any of our U.K. regdated businesses to comply with tlie terms of a distribution license may lead to the 
issuance of an enforcement order by Ofgem that could have an adverse impact on PPL. Ofgem has powers to levy fines 
of up to 10 percent of revenue for any breach of a distribution license or, in certain circumstances, such as insolvency, 
the distribution license itself may be revoked. Unless terminated in the circumstances mentioned above, a distribution 
license continues indefinitely until revoked by Ofgem following no less than 25 years' written notice. Our U.K. 
regulated businesses have in place policies, systems and processes to help ensure compliance with their distribution 
licenses and relevant legislation. While none of our U.K. regulated businesses are currently subject to any formal or 
informal investigation by Ofgem in relation to enforcement matters and we are not aware of any area of material non- 
compliance, there caii be 110 guarantee that our regulated U.K. businesses will not be subject to investigation or 
enforcement action in the future. 

We will be subject to increased foreign currency excliange rate risks because a greater portion of our cash flows and 
reported earnings will be generated by our 1J.K. business operations. These risks relate primarily to changes in the 
relative value of the British pound sterling and the U.S. dollar between the time we initially invest 1J.S. dollars in our 
U.K. businesses and the time that cash is repatriated to the U.S. from the U.K., including cash flows fiom our U.K. 
businesses that may be distributed as hture dividends to our shareholders. In addition. our consolidated reported 
earnings on a U.S. GAAP basis may be subject to increased earnings translation risk, which is the result of the 
conversion of earnings as reported in our U I<. businesses on a British pound sterling basis to a 1J.S. dollar basis in 
accordance with I J S .  GAAP requirements. 

Environmental costs and liabilities associated with aspects of the acquired businesses may differ from those of our 
existing business, including with respect to our electricity distribution, gas transmission and certain former operations, 
as well as with governniental and other third party proceedings. 

We huve incurred and will iii the future iiicirr sigiiificmit transaction arid acqirisition-reliiteil costs in connection tvitli 
jinanciiig and integratiiig the 1I PD filiilliiiids ncqrrisitioii. 
We have incurred significant non-recurring costs associated with the WPD Midlands acquisition. Significant additional 
evpenses will likely be incurred to complete the restructuring of WPD (East Midlands) and WPD (West Midlands) in order to 
achieve the operational efficiencies and other benefits expected to result in enhanced financial returns fioni those businesses. 
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PART II. OTHER INFORMATlON 

Item 1. Legal Proceedings 

For additional information regarding various pending administrative and judicial proceedings involving regulatory, 
environmental and other matters, which infornjation is incorporated by reference into this Part 11, see: 

o 

o 

"Item 3. Legal Proceedings" in PPL's, PPL Energy Supply's arid PPL Electric's 2010 Form 10-K and "Business - Legal 
Proceedings" in LKE's, LG&E's and KU's 20 I 1 Registration Statements; and 
Notes 5, 6 arid 10 to the Financial Statements. 

Item I A .  Risk Factors 

PPL Corporation 

The risk factors discussed below are related to PPL's April 1,201 1 acquisition of WPD Midlands, as described in Note 8 to 
the Financial Statements. They should be read in conjunction with and update and supplement the risk factors disclosed in 
PPL's "Item 1A. Rish Factors" of the 201 0 Fomi IO-K. 

We liave issued securities tliut contuiii provisioiis that could restrict oiir paynieiii of diviileitils. 
We and our subsidiaries currently have outstanding $2.6 billion principal amount of junior subordinated notes, and we and 
our subsidiaries may in the fiiture issue additional junior subordinated notes or similar securities, that in certain 
circumstances, including the failure to pay current interest, would limit our ability to pay dividends on our common stock. 
While we currently do not anticipate that any of these circumstances will occur, no assurance can be given that these 
circumstances will not occur in the future. 

Risks Relating to the WPD Midlands Acquisition 
Tlie WPD Midlands ricqirisitioii may not crchieve its iiiieiideil results, iiicbdiitg antichated cost srrviiigs, efficiencies arid 
other benefit. 
Although we completed the WPD Midlands acquisition with the expectation that it will result in various benefits, including a 
significant amount of cost savings and other financial and operational benefits, there can be no assurance regarding when 01 

the extent to which we will be able to realize these cost-savings or other benefits. Achieving the anticipated benefits, 
including cost savings, is subject to a number of uncertainties, including whether the businesses acquired can be operated in 
the manner we intend. Events outside of our control, including but not limited to regulatory changes or developrnents in the 
U.K., could also adversely affect our ability to realize the anticipated benefits fiom the WPD Midlands acquisition. Thus, the 
integration niay be unpredictable, subject to delays or changed circumstances, and we can give no assurance that the acquired 
businesses will perform in accordance with our espectations or that our expectations with respect to integration or cost 
savings as a result of the acquisition will materialize In addition. we expect to incur additional costs and charges in 
connection with integrating the acquired businesses, including severance payments and other restructuring and transitional 
charges. Additional unanticipated costs may also arise during the integration process. The integration of the WPD (East 
Midlands) arid WPD (West Midlands) businesses may place an additional burden on our management and internal resources, 
and the diversion of management's attention during the integration and restructuring process could have an adverse effect on 
our business, financial condition and expected operating results. 

Tlie FVPD hlidlrinrls mqirisitioii exposes us to ailrlitioiml risks and uiicertaiiities wiili respect to the ucqriired businesses 
rind their operrrtions. 
The WPD Midlands acquisition will rebalance our business mix to a greater percentage of regulated operations. While we 
believe this should help mitigate our exposure to downturns i n  the wholesale power markets, it will increase our dependence 
on rate-of-return regulation. Although we are already exposed to risks relating to rate-of-return regulation, the WPD 
Midlands acquisition will increase these risks. 

The acquired businesses will generally be subject to risks similar to those that we are subject to in our existing U.K. 
businesses. These include: 
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PPL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KIJ Energy LLC, Louisville Gas and 
Electric Company and Kentucky Utilities Company 

Except as noted below for PPL Energy Supply, there have been no material changes iii PPL Energy Supply's and PPL 
Electric's risk factors fioni those disclosed in "Iteni 1A. Risk Factors" of each Registrant's 2010 Foiin 10-K or in "Risk 
Factors" in LKE's, LG&E's and KU's 30 1 1 Registration Statements. 

In January 201 1, PPL Energy Supply distributed its membership interest in PPL Global, representing 100% of the 
outstaiiding membership interest of PPL Global, to PPL Energy Supply's parent, PPL Energy Fundbig. As a result, PPL 
Energy Supply is iio longer sub,ject to ''Risks Related to International Regulated Segment." 
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Item 6. Exhibits 

The following Exhibits indicated by an asterisk preceding the Exhibit number are filed herewith. The balance of the Exhibits 
have heretofoie been filed with the Commission and pursuant to Rule 12(b)-33 are incorporated herein by reference. 
Exhibits indicated by a u are filed or listed pursuant to Item 60 l(b)( 1 0)(iii) of Regulation S-K. 

- Supplemental Indenture No. 13, dated as of August I , 201 I ,  made and entered into by PPL Electric 
Utilities Corporation and The Bank of New Yolk Mellon, as Trustee, under the Indeitture dated as of 
August I ,  2001 (Exhibit 4(a) to PPL Corporation Form 8-K Report (File No. 1-1 1459) dated August 23, 

- Supplemental Indenture No. 2, dated as of September 1,20 1 I ,  made and entered into by LG&E and KU 

201 1) 

Energy LLC and The Bank of New York Mellon, as Trustee, under the Indenture dated as of 
November 1, 2010 (E,xhibit 4(a) to PPL Corporation Form 8-K Report (File No. 1-1 1459) dated 
September 30,301 1)  

- Registration Rights Agreement, dated September 29,201 1, between LG&E and KU Energy LLC and 
the Initial Purchasers (Exhibit 4(b) to PPL Corporation Forni 8-K Report (File No. 1-1 1459) dated 
Septenibei 30,301 I )  

- Amendment No. I to Credit Agreement, dated as of October 19,201 I ,  to Revolving Credit Agreement 
dated as of October 19,20 10 among PPL Energy Supply, LLC, the Lenders party thereto and Wells 
Fargo National Association, as Administrative Agent, Issuing Lender and Swingline Lender (Exhibit 
10.1 to PPL Corporation Form 8-K Report (File No. 1-1 1459) dated October 25, 201 I )  

- Amendment No. 1 to Credit Agreement, dated as of October I9,20 1 1, to Revolving Credit Agreement 
dated as of December 3 I ,  2010 among PPL Electric Utilities Corpoiation, the Lenders party thereto and 
Wells Faigo National Association, as Administrative Agent, Issuing Lender and Swingline Lender 
(Exhibit 10.2 to PPL Corporation Form 8-K Report (File No. 1-1 1459) dated October 35,201 1) 

- Atnendnient No. 2 to Credit Agreement, dated as of October 19,201 1, to Revolving Credit Agreement 
dated as of November 1,201 0 among Louisville Gas and Electric Company, the Lenders party thereto 
and Wells Fargo National Association, as Administrative Agent, Issuing Lender and Swingline Lender 
(Exhibit 10.3 to PPL Corporation Form 8-I< Report (File No. 1-1 1459) dated October 25,201 1 )  

- Amendment No. 2 to Credit Agreement, dated as of October 19,20 1 1, to Revolving Credit Agreement 
dated as of November I ,  20 10 among Kentucky Utilities Company, the Lenders party thereto and Wells 
Fargo National Association, as Administrative Agent, Issuing Lender and Swingline Lender (Exhibit 
10.4 to PPL Corporation Forin 8-K Report (File No. 1-1 1459) dated October 25,20 1 1)  

- PPL Corporation and Subsidiaries Computation of Ratio of Earnings to Cornbined Fised Charges and 
Preferred Stock Dividends 

- PPL Energy Supply, LLC and Subsidiaries Computation of Ratio of Earnings to Fixed Charges 

- PPL Electric Utilities Corporation and Subsidiaries Computation of Ratio of Earnings to Combiued 

- LG&E and K U  Energy LLC and Subsidiaries Computation of Ratio of Earnings to Fixed Charges 

I Louisville Gas and Electric Company Computation of Ratio of Earnings to Fixed Charges 

- Kentuchy Utilities Company Computation of Ratio of Earnings to Fixed Charges 

Fixed Charges and Preferred Stock Dividends 

Certifications pursuant to Section 302 of the Sarbanes-Oxlev Act of 2002. for the cluai-terlv period ended September 30. 
20 I 1, filed bv the following officers for the follow in^ companies: 

*31(a) 
“3 1 (b) 

“3 I(c) 

“3 1 (d) 

*3 1 (e) 

*31(f) 

- James H. Miller for PPL Corporation 
- Paul A. Farr for PPL Corporation 

- James H. Miller for PPL Energy Supply, LLC 
- Paul A. Farr for PPL Energy Supply, LLC 

- David G. DeCampli for PPL Electric Utilities Corporation 
- Vincent Sorgi for PPL Electric Utilities Corporation 
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"3 1(g) 
*31(h) 

*31(i) 

"3 1 fi) 
:K3 1 (k) 

"3  l(1) 

- Victor A. Staffieri for LG&E and KU E,nerg)/ LLC 

- S. Bradford Rives for LGBrE and KU Energy LLC 

- Victor A. Staffieri for Louisville Gas and Electric Company 

- S. Bradford Rives for Louisville Gas and Electric Company 

Victor A. Staffieri for Kentucky Utilities Company 
- S. Bradford Rives for Kenhxky Utilities Company 

Certifications vursuant to Section 906 of the Sarbanes-Oxlev Act of 2002. for the quaiterlv period ended Sevternber 30. 
201 1. furcished by the following officers for the following companies: 

:i: 32( a) 

*32(b) 

*32(C) 

'''3 2 (d ) 

*32(e) 
"330 
"33(g) 

*32(h) 
* 3 2( i ) 

*32(j) 
"32G) 

*32(1) 

101 .INS 

101 SCH 

I0I.CAL 

10I.DEF 

10 1 .L.AB 

I O  1 .PRE 

- James H. Miller for PPL Corporation 

- Paul A. Farr for PPL Corporation 
- James H. Miller for PPL Energy Supply, LL.C 

- Paul A. Farr for PPL Energy Supply, L,LC 
- David G. DeCampli for PPL Electric Utilities Corporation 

- Vincent Sorgi for PPL Electric 1Jtilities Corporation 

- Victor A. Staffieri for LG&E and K U  E n e r g  LLC 

- S. Bradford Rives for LG&E and KU Energy L.LC 

- Victor A. Staffieri for Louisville Gas and Electric Company 
- S. Bradford Rives for Louisville Gas and Electric Company 

- Victor A. Staffieri for Kentucky Utilities Company 

- S. Bradford Rives for Kentucky Utilities Company 

- XBRL Instance Document for PPL Corporation, PPL Energy Supply, LLC, PPL Electric Utilities 
Corporation, LG&E and KLJ Energy LLC, Louisville Gas and Electric Company and Kentucky Utilities 
Company 

Utilities Corporation, LG&E and KLJ Energy L,LC, Louisville Gas and Electric Company and Kentucky 
Utilities Company 

PPL, Electric IJtilities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company 
and Kentucky Utilities Company 

- XBRL Taxonomy Extension Definition Linkbase for PPL Corporation, PPL Energy Supply, LLC, PPL 
Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and 
Kentucky Utilities Company 

Electric Utilities Corporation, L,G&E and KU Energy L K ,  Louisville Gas and Electric Company and 
Kentucky Utilities Company 

PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company 
and Kentucky Utilities Company 

- XBRL Taxonomy Extension Schema for PPL Corporation, PPL Energy Supply: LLC, PPL Electric 

- XBRL Taxonomy Extension Calculation Linkbase for PPL Corporation, PPL Energy Supply, LLC, 

- XBRL Tavononiy Extension Label Linkbase for PPL, Corporation, PPL Energy Supply, LLC, PPL 

- XBRL Taxonomy Extension Presentation L,inkbase for PPL Corporation, PPL. Energy Supply, LLC, 
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SIGNATURES 
-_-_._-__11....-- 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrants have duly caused this report to be 
signed on their behalf by the undei signed thereunto duly authorized. The signature for each undersigned company shall be 
deemed to relate only to matters having reference to such company or its subsidiaries. 

PPL Corporation 
(Registrant) 

PPL Enerey S ~ p p l ~ ,  LLC 
(Registrant) 

Date: November 8,201 1 

Date: November 8,201 1 

Date: November 8,20 1 1 

Is1 Vincent Sorgi II_- 

Vincent Sorgi 
Vice President and Controller 
(Chief Accounting Ofticet ) 

PPE Electric Utilities Corporation 
(Registrant) 

lll_ll__ 

Is1 Vincent Sorgi 
Vincent Sorgi 

Vice President and 
Chief Accounting Officer 

LGdE and KU Enerw LLC 
(Registrant) 

Louisville Gas and Electric Company 
(Registrant) 

Kentuckv Utilities Company 
(Registrant) 

---- I Is1 S. Bradford Rives 
S. Bradford Rives 

Chief Financial Officer 
(Principal Financial Officer) 



Exhibit 12(a) 
PPL CORPORATION AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND 
PREFERRED STOCK DIVIDENDS 

(Ahllrons of Dollurs) 

9 Months 
Ended 

Earnings, as defined: 
Income from Continuing Operations Before 

Adjustment to reflect earnings from equity method 
InconieTases ............................................................ $ 1,481 $ 1,239 $ 538 $ 1,273 $ 1,230 $ 1,061 

investments on a cash basis ...................................... 1 7 I 3. (1) 
539 1,273 1,232 1,060 

””-____ 1,182 _- 1,246 

Total fixed charges as below ...................................... 766 698 513 568 609 559 

Capitalized interest ............................................... 36 30 43 57 55 23 

on a pre-tax basis ................................................ 16 21 7-4 27 23 24 

discontinued operations -- 

Less: 

Preferred security distributions of subsidiaries 

Interest expense and fLved charges related to 
...................................... 3 12 15 16 39 38 

.......... 468 492 474 

I____. 

Total fixed charges included in Income from 
Continuing Operations Before Income Taxes 71 1 63 5 431 

Total earnings ..................................................... .$ 2,193 $ 1,881 $ 970 $ 1,741 $ 1,724 S 1,534 

Fixed charges, as defined: 
Interest charges (a) ..................................................... $ 720 $ 637 $ 446 $ 518 $ 565 $ 506 
Estimated interest component of operating rentals ..... 30 39 42 22 21 29 

on a pre-tax basis ...................................................... 16 21 24 27 23 24 

less-owned persons ........ 1 1 1 

Preferred security distributions of subsidiaries 

Fixed charges of majority-owned share of 50% or 
................................................... - ”- _- -........I.- 

Total fixed charges (b) ......................................... $ 766 $ 698 $ 513 $ 568 $ 609 $ 559 

Ratio of earuings to fixed charges ................................... 2.9 2.7 1.9 3.1 2.8 2.7 

preferred stock dividends (c) .......................................... 2.9 2.7 1.9 3.1 2.8 2.7 
Ratio of earnings to combined fixed charges and 

(a) 
(b)  
( c )  

Includes interest on Ions-tei iii and short-term debt. as well as amortization of debt discount. expense and premium ~ ne1 
Interest on unrecognized tas benefits is not included ii i  fixed charges 
PPL. the parent holding conipanp, does not have any preferred stock outstanding. therefore, tlie ratio of earnings to combined fixed chargcs and 
preferred stock dividends is tlie same as the ratio of earnings to fixed charges 
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Exhibit 12(b) 
PPL ENERGY SUPPLY, LLC AND SUBSlDlARIES 

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 
(A fillions afDol10 sl 

9 Months 
Ended 
Sep. 30 
201 1 

Years Ended December 31, 
201 0 2009 2008 2007 2006 

.l-,l.--l.l_l ---- 11...1.1_11 
-I - 

Eatnings, as defined: 
Income (Loss) froni Continuing Operations Before 

Adjustment to reflect earnings froni equity method 
TncoineTaxes ............................................................ $ 776 $ 881 $ (13) $ 671 $ 785 $ 557 

7 (2) investments on a cash basis ....................................... 1 7 I I 

777 888 (12) 67 I 787 5 5 s  
. l.ll"llll.l. Y"l-- 

-- 
Total fised charges as below ........... 213 426 3 64 390 388 326 

Less: 

Interest expense and fixed charges related to 
Capitalized interest ............................................... 34 33 44 57 54 21 

....................................... 3 147 102 157 217 205 discontinued operations - _II. ---.-- ~ - - -  
Total fixed charges included in Income from 
Continuing Operations Before Income Taxes .......... 176 246 218 176 117 100 - - ~ -  " - - ~  - 

Total earnings ...................................................... $ 953 $ 1,134 $ 206 $ 847 $ 904 $ 655 

Fised charges, as defined: 
Interest charges (a) ..................................................... $ 187 $ 387 $ 321 $ 374 $ 374 $ 311 
Estimated interest component of operating rentals ..... 26 38 42 15 14 15 
Fised charges of majority-owned share of 50% or 
less-owned persons ................................................... - ~ -  1 1 1 -- 

Totalfisedcharges(b) ......................................... $ 213 $ 426 $ 364 $ 390 $ 388 $ 326 

Ratio of earnings to fixed charges ................................... 4.5 2.7 0.6 2.2 2.3 2.0 

(a) 
(b) 

Includes interest on long-term and short-term debt. as well as amortization ofdebt discount, expense and premium - net. 
Interest on tinrecognized tax benefits is not included in fixed charges 
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Exhibit 12(c) 
PPL ELECTRIC UTILITIES CORPORATION ,AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND 
PREFERRED STOCK DIVIDENDS 

( ,2~l i l l i011~ 0fD011fli~) 

9 Months 
Ended 
Sep. 30 Years Ended December 31, 
201 1 201 0 2009 2008 2007 2006 -- 

Earnings, as defined: 
Income Before Iiicoiiie Taxes ..................................... .$ 181 $ 192 $ 221 $ 278 $ 246 $ 298 

159 ~- 79 102 121 114 143 ....................................... Total fixed charges as below -- 
Total earnings ....................................................... $ 263 $ 294 $ 342 $ 392 $ 389 $ 457 

Estimated interest component of operating rentals ..l.. 3 1 1 1 4 7 

Fixed charges, as defined: 
Interest charges (a) .................................................... $ 76 $ 101 $ 120 $ 113 $ 139 $ 152 

-- -- 

Total fixed charges (b) ........................................ ... $ 79 $ 102 $ 121 $ 114 $ 143 $ I59 

Ratio of earnings to fixed charges ................................... 3.3 2.9 2.8 3.4 2.7 2.9 

Preferred stock dividend requireinents on a pre-tax basis $ 17 $ 23 $ 28 $ 28 $ 27 $ 23 
Fixed charges, as above ................................................... 79 102 121 114 143 159 

Total fixed charges and preferred stock dividends ..... $ 96 $ 125 $ 149 $ 142 $ 170 $ 183 
Ratio of earnings to combined fixed charges and 
preferred stock dividends ............................................... 2.7 2.4 2.3 2.8 7.3 2.5 

(a) 
(b) 

Includes interest on long-tcmi and short-term debt, as well as amortization of debt discount. espense and premium - net 
Interest on unrecognized tax benefits is not included in  fixed charges 
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Exhibit l2(d) 
LG&E AND KU ENERGY LLC AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO COMBlNED FIXED CHARGES 
(hlilliom o j  Dollars) 

Successor ~ 

9 Months 2 Months 
Ended Ended 

Sep. 30, Dec. 31, 
201 1 201 0 

Earnings, as defined: 
Income from Continuing Operations 
Before Income Taxes ................................. $ 343 $ 70 

Adjustment to reflect earnings from equity 
method investments on a cash basis 

Mark to market impact of derivative 
instruments ............................................... 2 

72 

.......... (1 ) 
Loss on impairment of goodwill ................. 

ll_ll__ 

342 

Total fixed charges as below ...................... 113 25 

Total earnings ......................................... $ 455 $ 97 

Fixed charges, as defined: 
Interest charges (a) ...................................... $ 108 $ 24 
Estimated interest component of 
operating ientals ........................................ 5 1 

Estimated discontinued operations interest 
component of rental expense ..................... 
Prefeired stock dividends I 

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

Total fised charges (b) .......................... $ 113 $ 25 

Ratio of earnings to fixed charges ................. 4.0 3.9 

Predecessor 
10 Months 

Ended 
Oct. 31, 
2010 "I 2009 2008 2007 2004 

Year Ended December 31, 
- 1 1 " 1 1 1 ~  

F 300 $ (1,235) $ (1,536) $ 332 $ 310 

(4) 1 1  (5) (2 1 
1,493 1,806 

(20) (19) 34 ~- 
276 I 250 3 04 327 308 

11_1_ 

9; 434 $ 436 $ 503 $ 497 $ 469 

F 153 $ 176 $ 184 $ 155 $ 143 

5 5 5 4 4 

5 10 10 10 
1 4 

$ 158 $ 186 $ 199 $ 170 $ 161 

2.7 2.3 2.5 2.9 2.9 

(a) 
(h)  

Includes interest on long-term and short-tern1 debt, as well as amortization of debt discount, expense and premium I net 
Interest on unrecognized tit\ benefits is not included in fised charges 
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Eshj b i t 1 2 (e) 
LOUISVILLE GAS AND ELECTRIC COMPANY 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES 
(!\h//iom of Dollan) 

Successor 
9 Months 2 Months 

Ended Ended 
Sep. 30, Dec. 31, 

2011 - 201 0 
Earnings, as defined: 

Income Before Income Taxes ..................... $ 160 $ 29 
Mark to market iinpact of derivative 
instruments ................................................ 1 

30 

...................... 36 8 Total fixed charges as below ....... 

1 60 . . . . - ~  

__ .- ~- 
Totalearnings ......................................... $ 196 $ 38 

Fixed charges, as defined: 
Interest charges (a) ...................................... !3 34 $ 8 
Estimated interest component of 
operating rentals ......................................... 2 

Preferred stock dividends ~- ............................ 

Total fixed charges (b) ........................... $ 36 $ 8 

Ratio of earnings to fixed charges ................. 5.4 4.8 

Predecessor 
10 Months 

Ended 
Oct.31, __ Year Ended December 31, 

2009 2008 2007 2006 2010 - ~ "  -- 

$ 167 $ 142 $ 131 $ 179 $ 179 

(20) t 20) 35 
147 I22 166 179 I79 

40 46 60 53 47 

$ 187 $ 168 $ 226 $ 232 $ 226 

,-_.- " " ~ . " _ _ .  _ I ~  - - - ~ -  

$ 38 $ 44 $ 58 $ 50 $ 41 

2 2 2 - 7 2 
1 4 

$ 40 $ 46 $ 60 $ 53 47 

- " ~  - . . ~  ~ ~ . _  

4.7 3.7 3.8 4.4 4.8 

(a) 
(b) 

Includes interest on long-term and sliorkteriii debt, as well as amortization of debt discount, expense and premium - net 
Interest on unrecognized tax henelits is not included in fixed charges 
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KENTUCKY UTILITIES COMPANY 
Eshibit 12(f) I 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES 
(il./,l/rons of Dollars) 

"~ 
Successor 

9 Months 2 Months 
Ended Ended 

Sep. 30, Dec. 31, 
201 I 201 0 

~~ -.-"I____ 
Earnings, as defined: 

Income Before Income Taxes ..................... $ 226 $ 55 
Adjustment to reflect earnings fiom equity 
method investrnents on a cash basis 

Mark to market impact of derivative 
instruments 

.......... (1)  

................................................ - . ~  
225 55 _....- " . . . ~  - . _ . ~  

'Total fixed charges as below ...................... 56 1 1  
-I- 

Total earnings ......................................... $ 281 $ 66 

Fixed charges, as defined: 
Interest charges (a) ...................................... $ 53 $ 10 
Estimated interest component of 

-~...--I 

Total fised charges (b) ........................... $ 56 $ 1 1  

Ratio of earnings to fised charges ................. 5.0 6.0 

- Predecessor 
10 Months 

Ended 
Oct. 31, I Year Ended December 31, 
- ~ " -  2010 2009 2008 - . - ~  2007 _"_- 2006 I 

$ 218 $ 200 $ 226 $ 244 $ 226 

6: 285 $ 291 $ 302 $ 298 $ 265 

71 $ 79 $ 77 $ 59 $ 41 F 

4.0 3.7 3.9 5 .  I 6.5 

(a) 
(b) 

Includes interest on long-term and short-term debt, as well as amortization of debt discourit, expense a i d  preiiiiuiii - net 
Interest on unrecognized tax benefits is not included in fixed charges 
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Exhibit 3 1 (a) 

CERTIFICATION 

1, JAMES H. MILLER, certify that: 

1. 

2. 

3. 

4. 

5 .  

1 have reviewed this quarterly report on Forni 10-Q of PPL Corporation (the "registrant"); 

Based 011 my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessaty to make the statements made, in light of the circuinstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in 
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

The registrant's other certifying officer and 1 are responsible for establishing and maintaining disclosure controls and 
piocedures (as defined in Exchange Act Rules 13a-IS(e) and lSd-IS(e)) and internal control over financial reporting (as 
defined it1 Exchange Act Rules 13a-I S(f) and I ?d-IS(f)) for the registrant and have: 

a. Desigued such disclosure controls and procedures. or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 
being prepared; 

b. Designed such internal control over financial repoi-ting, or caused such internal control over financial reporting to be 
designed under our supervision, 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; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures. as of the end of the period covered by 
this report based on such evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's niost recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant's inteinal control over financial 
reporting; and 

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting. to the registrant's auditors and the audit conimittee of the registrant's board of directors (or persons 
performing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process: summarize and 
report financial information; and 

b. Any fi-aud, whether or not material, that involves management or other employees who have a significant role in the 
registrant's internal control over financial reporting. 

Date: November 8,30 1 1 /s/ James H. Miller- 
James H. Miller 
Chairman and Chief Executive Officer 
PPL. Corporation 
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Exhibit 3 1 (b) 
1 

- CERTIFICATION 

I, PAUL A. FARR certify that: 

1.  I have reviewed this quarterly report on Form IO-Q of PPL Coporation (the "registrant"); 

2. Based on my howledge, this report does not contain any untrue statement of a material fact or onlit to state a material 
fact necessary to make the statements made, iii light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

3" Based on my hnowledge, the financial statements, and other financial information included in this report, fairly present in 
all material respects the financial condition, iesults of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

4. The registrant's other certifying officer and 1 are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules Ija-l5(e) and l jd-1 j(e>) and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-I5(f) and 15d-l5(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made linown to LIS by others within those entities, particularly during the period in which this report is 
being prepared; 

b. Designed such inteinal control over financial reporting, or caused such internal control over fmancial reporting to be 
designed under our supervision, 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; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report OUI 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

d. Disclosed in  this report anp change in the registrant's internal control over financial reporting that occurred during 
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial 
reporting; and 

5.  The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons 
performing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal coiltrol over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, sumniarize and 
report financial information; and 

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant's internal control over financial reporting. 

Date: November 8,201 1 / s i  Paul A. Fan 
Paul A. Fan 
Executive Vice President and Chief Firiaiicial Ofiicer 
PPL Corporation 
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Exhibit 3 I(c) 

CERTIFICATION 

1, JAMES H. MILLER, certify that: 

1. 

2. 

7 
3 .  

4. 

5. 

I have reviewed this quarterly report on Form 10-Q of PPL Energy Supply, LLC (the "registrant"); 

Based on my laowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to make the statements made, in light of the circumstances under wliich such statements were made, not 
misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects tlie financial condition, results of operations and cash flows ofthe registrant as of, and 
for, the periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and I.jd-IS(e)) and internal control over financial reporting 
(as defined in  Excliange Act Rules 13a-I5(f) and ISd-lS(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to 
be designed under our supervision, 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; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about tlie effectiveness of the disclosure controls and procedures, as of the end of the period covered 
by this report based on such evaluation; and 

d. Disclosed i n  this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that 
has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial 
reporting; and 

The registrant's other cei-tifying officer and I have disclosed, based on our most recent evaluation of internal control 
over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or 
persons perfomm ing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and 
report financial information; and 

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in 
the registrant's internal control over financial reporting. 

Date: November 8,201 1 
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/s/ James H. Miller 
James H. Miller 
Resident 
PPL E n e r p  Supply, LLC 



Exhibit 3 I(d) 

CE RTI Fl CAT1 ON 

I, PAUL A. FARR, certify that: 

1 I I have reviewed this quarterly report on Form IO-Q of PPL Energy Supply, LLC (the "registrant"); 

2. Based on my knowledge, this report does not coritaiti any untrue statement of a material fact or omit to state a material 
fact necessary to malie the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

3" Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and 
for, the periods presented in this report; 

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules l3a-l5(e) and 15d-I5(e)) and internal control over financial reporting 
(as defined in  Exchange Act Rules 13aU15(f) and 15d-I5(f)) for the registrant and have: 

a. Designed S L I C ~  disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that inaterial infoi-rnation relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period jn 
which this report is being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial repoitirig to 
be designed under our supervision, to provide reasonable assurance regarding the reliability of fmancial ieporting 
and the preparation of financial stateinents for esternal purposes in accordance with generally accepted 
accounting principles; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered 
by this report based on such evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that 
has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial 
reporting; and 

5 .  The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control 
over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or 
persons perforniing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and 
report financial inforniation; and 

b. Any fraud, whether or not material, that involves management or other einployees who have a significant role in 
the registrant's internal control over financial reporting. 

Date: November 8,201 1 Is/ Paul A. Fan 
Paul A. Farr 
Executive Vice President 
PPL Energy Supply, LLC 

_ 1 1 - ~ - ~ ~  -I---" 



Exhibit 3 1 (e) 

---- CERTIFICATION 

I. DAVID G. DECAMPLI. certify that: 

1.  

2. 

3. 

4. 

5. 

1 halie reviewed this quarterly report on Form 10-Q of PPL Electric Utilities Corporation (the "registrant"); 

Based on my laowledge, this report does not contain any untrne statement of a material fact or omit to state a material 
fact necessary to make the statements made, in light of the circumstances under which such Statements were made, not 
misleading with respect to the period covered by this report; 

Based on niy knowledge, the financial statements, and other financial inforniation included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and 
for, the periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing arid maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules lja-l5(e) and I jd-lS(e)) and internal control over financial reporting 
(as defined in Exchange Act Rules 13a-lS(f) and lSd-IS(f)) for the registrant and have: 

a. Designed such disclosure coutrols and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material infoi-mation relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to 
be designed under our supervision, 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; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in  this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered 
by this report based on sucli evaluation; arid 

b. 

c. 

d. Disclosed i n  this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of ai1 annual report) that 
has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial 
reporting; and 

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control 
over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or 
persons perfotm ing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, suinniarize and 
report financial inforniation; and 

b. Any fraud, whether 01- not material, that involves management or other employees who have a sipiiificant role in 
the registrant's internal control over financial reporting. 

Date: November 8,20 1 1 /s/ David G. DeCampli 
David G. DeCanipli 
President 
PPL Electric Utilities Corporation 
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Exhibit 3 1(f) 

CERTIFICATION 

I, VINCENT SORGI, certify that: 

1.  

2. 

1 
3 .  

4. 

5 .  

I have reviewed this quarterly report on Form 10-Q of PPL Electric Utilities Corporation (the "registratit"); 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to make the statements made, in light of the circumstances under whicli such statements were made, not 
misleading with respect to the period covered by this report; 

Based on my blowledge, the financial statements, and other financial infomiation included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows ofthe registrant as of, and 
for, the periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-lS(e) and 15d-lS(e)) and internal control over financial reporting 
(as defined i n  Exchange Act Rules 13a- 15(f) and 15d- 1 S(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to 
be designed under our supervision, 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; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered 
by this report based on such evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that 
has materially affected. or is reasonably likely to materially affect, the registrant's internal control over financial 
reporting; and 

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control 
over financial reporting, to the registrant's auditors and the audit coinrnittee of the registrant's board of directors (or 
persons perfomiing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and 
report financial infomiation; and 

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in 
the registrant's internal control over financial reporting. 

Date: November 8,201 1 Is/ Vincent Sol-gi 
Vincent Sorgi 
Vice President and Chief Accounting Officer 
PPL Electric Utilities Corporation 



Exhibit 3 1(g) 

CE RTI F ICAT IO N 

I, VICTOR A. STAFFIERI, certify that: 

1. 

7 -. 

3 
2. 

4. 

5. 

I have reviewed this quarterly report on Form IO-Q of LG&E and 1W Energy LLC (the "registrant"); 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in 
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-I5(e) and 15d-I5(e)) and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(f) and 1.5d-I5(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that inaterial information relating to the registrant, including its consolidated 
subsidiaries, is made known to l i s  by others within those entities, particularly during the period in which this report is 
being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding tlie reliability of financial reporting and 
the preparation of financial statements for external purposes in accordance with generally accepted accounting 
principles; 

c Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of tlie disclosure controls and procedures, as of the end of the period covered by 
this report based on such evalitation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has 
materially affected. or is reasonably likely to materially affect, the registrant's internal control over financial 
reporting; and 

d. 

The registrant's other certifying officer and I have disclosed, based on oiir most recent evaluation of internal control over 
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons 
perfoiming the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and 
report financial infonation; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant's internal control over financial reporting. 

b. 

Date: November 8,20 1 1 -- Is/ Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 
LGgLE and IUJ Energy LLC 

~ _ _ _ _ _ _ _ _ _ I _ ~  
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Exhibit 3 l(h) 

CE RTI F I CAT1 0 N 

I, S. BRADFORD RIVES, certifj, that: 

1 I I have reviewed this quarterly report on Form IO-Q of LC&E and KU Energy LLC (the "registrant"); 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to inahe the statements made, in  light of the circumstances under which such statements were made, not 
misleaditig with respect to the period covered by this report; 

3. Based on my hnowledge, the financial statements, and other financial inforniation included in this report, fairly present in 
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-l5(e) and 15d-lj(e)) and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(9 and ljd-l5(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material infonnatioii relating to the registrant, including its consolidated 
subsidiaries, is made linown to LIS by others within those entities, particularly during the period in which this report is 
being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of tinancial reporting and 
the preparation of financial statements for external purposes in accordance with generally accepted accounting 
principles; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial 
reporting; and 

5. The registrant's other certifying officer and 1 have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant's auditors and the audit committee of the registrantk board of directors (or persons 
performing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and 
report financial infomiation; and 

b. Any fraud, whether or not material, that involves management or other eniployees who have a significant role in the 
registrant's internal control over financial reporting. 

Date: November 8,201 1 /s/ S. Bradford Rives 
S .  Bradford Rives 
Chief Financial Officer 
LG&E and KU Energy LLC 
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Exhibit 31(i) 

-I CE RTI F I C A T D  

1. VICTOR A. STAFFIERI, certify that: 

1. 

7 
I. 

3. 

4. 

5 .  

I have reviewed this quarterly report on Form 10-Q of Louisville Gas and Electric Conipany (the "registrant"); 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to malie the statements made, in light of the circumstances under which such statements w'ere made, not 
misleading with respect to the period covered by this report; 

Based on niy knowledge, the financial statements, and other financial information included in this report, fairly present in 
all material respects the financial condition, iesults of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules l3a-l5(e) and 1 Sd-lj(e)) and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-l5(f) and ISd-lS(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material information relating to the registrant, incliidiiig its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 
being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, 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; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

d. Disclosed in  this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial 
reporting; and 

The registrant's other certifying officer and I have disclosed. based on our most recent evaluation of internal control over 
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons 
performing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and 
report financial infomiation; and 

b. Any fraud, whether or iiot material, that involves management or other employees who have a significant role in the 
registrant's internal control over financial reporting. 

Date: November 8,201 1 Is/ Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief. Executive Officer 
Louisville Gas and Electric Company 



Exhibit 3 I ( j )  

CERTI FlCATl ON 

I, S. BRADFORD RIVES, certify that: 

1. I have reviewed this quarterly report on Form IO-Q of Louisville Gas and Electric Company (the "registiant"); 

2. Based on my knowledge, this report does not contain any uiitrue statement of a material fact or omit to state a material 
fact necessary to malie the statements made, iii light of the circumstances under which such Statements were made, not 
misleading with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial inforniation included in this report, fairly present in 
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules l3a-15(e) and I5d-I5(e)) and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-I5(f) and 15d-15(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to tis by others within those entities, paiticuiarly during the period in which this report is 
being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial repoiting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and 
the preparation of financial statements for external ptirposes in accordance with generally accepted accounting 
piinciples; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of tlie disclosure controls and procedures, as of the end of tlie period covered by 
this report based on such evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's most receut fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial 
reporting; and 

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons 
perforniing the equivalent functions): 

a. All significant deficiencies and material weaknesses i n  the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, suniinarize and 
repoit financial information; and 

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant's internal coiitrol over financial reporting. 

Date: November 8,201 I /s/ S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
Louisville Gas and Electric Company 

_ I ~  .--..I- 
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Eshibit 3 I(k) 

--.-- C E RTI F I CAT1 0 N 

I ,  VICTOR A. STAFFIERI, certify that: 

I .  

2. 

3. 

4. 

5. 

I have reviewed this quarterly repoi-t on Form IO-Q of Kentucky Utilities Company (the "registrant"); 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to make the statements made, i n  light of the circumstances under whicli such statements were made, not 
misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial infomiation included in this report, fairly present in 
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

The registrant's other cei-tiQing officer and I are responsible for establishing and niaintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-l5(e) and 15d-I5(e)) and internal control over finaircial reporting (as 
defined in Exchange Act Rules 13a-IS(f) and 15d-l5(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material informatioii relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 
being prepared: 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, 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; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of tlie end oftlie period covered by 
this report based on such evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has 
niaterially affected, or is reasonably liliely to materially affect, the registrant's internal control over financial 
reporting; and 

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons 
perforniing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record. process, s~iniinarize and 
report financial information; and 

b. Any fraud, whether or not material, that iiivolves management or other employees who have a significant role in the 
registrant's internal control over financial reporting. 

Date: November 8, 201 1 I s /  Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 
Kentucky Utilities Company 
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Exhibit 3 1 (I) 

CERTIFICATION 

I ,  S. BRADFORD RIVES, certify that: 

1 I 1 have reviewed this quarterly report on Form 10-Q of Kentucky Utilities Company (the "registrant"); 

2 .  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

3. Based on my hnowledge, the financial statements, and other financial infomiation included in this report, fairly present in 
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedues (as defined in Exchange Act Rules 13a-l5(e) and I5d-l5(e)) and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(f) and 15d-15(9) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervjsion, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 
being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and 
the preparatiou of financial statements for external purposes in accordance with generally accepted accounting 
principles; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during 
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant's internal control over fmancial 
reporting; and 

5. The registrant's other certifying officer and I have disclosed. based on our most recent evaluation of internal control over 
financial reporting, to the regisl-.ant's auditors and the audit committee of the registrant's board of directors (or pel sons 
performing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably liliely to adversely affect the registrant's ability to record, process, summarize and 
report financial information; and 

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant's internal cootrol over financial reporting. 

Date: November 8,201 I 
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I s /  S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
Kentucky Utilities Company 



Exhibit 3 2( a) 
CERTIFICATE PURSUANT TO 18 U.S.C SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL CORPORATION'S FORM 10-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form 10-0 of PPL Corporation (the "Company") for the quarter ended 
September 30,201 1, as filed with the Securities and Exchange Coniinission on the date hereof (the "Covered Report"), I, the 
principal executive officer of the Company, pursuant to 18 U.S C. Section 1.350, as adopted pursuant to Section 906 ofthe 
Sarbanes-Oxley Act of 2003, hereby certify that: 

The Covered Report fully complies wit11 the requirements of Section 13(a) or 15(d) of the Securities 
Exchange Act of 1934, as amended; and 

The information contained in the Covered Report fairly presents, in all material respects, the financial 
condition and results of operations of the Company. 

Date: November S,20 1 1 /s/ James H. Miller 
James H. Miller 
Chairman and Chief Executive Officer 
PPL Corporatioil 

A signed original of this written statement required by Section 906 has been provided to the Company and will be 
retained by the Company and fiimished to the Securities and Exchange Commission or its staff upon request. 
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Exhibit 32(b) 
CERTIFICATE PURSUANT TO 18 U S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL CORPORATION'S FORM 10-Q FOR THE QUAR'TER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form 1 0 4  of PPL Corporation (the "Company") for the quarter ended 
September 30,20 1 1 ,  as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), 1, the 
principal financial officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the 
Sarbanes-Oxley Act of 2002, hereby certify that: 

m The Covered Report fully complies with the requirements of Section 1 ;(a) or 15(d) ofthe Securities 
Exchange Act of 1934, as amended; and 

m The infomiation contained in the Covered Report fairly presents, in all material respects, the 
iinaricial condition and results of operations of the Company. 

Date: November 8,201 1 Is/ Paul A. Fan 
Paul A. Far  
Executive Vice President and Chief Financial Officer 
PPL Corporation 

A signed original of this written statement required by Section 906 has been provided to the Company and will be 
retained by the Company and furnished to the Securities arid Exchange Commission or its staff upon request. 



Eshibit 33(c) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL ENERGY SUPPLY, LLC’S FORM 10-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form 10-Q of PPL, Energy Supply, LLC (the “Company”) for the quarter 
ended September 30,201 1 , as filed with the Securities and Eschange Coinniission on the date hereof (the “Covered Repoit”), 
I, the principal executive officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of 
the Sarbanes-Osley Act of 2002, hereby certify that: 

The Covered Report fully complies with the requirements of Section ];(a) or 15(d) of the Securities 
Exchange Act of 1934, as amended; and 

The infomiation contained in the Covered Report fairly presents, in all material respects, the financial 
condition and results of operations of the Company. 

Date: November 8, 201 1 ~ - ” - . ~ ” - -  /s/ James H. Miller 
James H. Miller 
President 
PPL Energy Supply, LLC 

A signed original of this written statement required by Section 906 has been provided to the Coinpaiiy and will be 
retained by the Company and furnished to the Securities and Eschange Commission or its staff upon request. 
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Exhibit 32(d) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL ENERGY SUPPLY, LLC'S FORM 10-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly repoit on Foim IO-Q of PPL Energy Supply, LLC (the "Company") for the quarter 
ended September 30,201 1, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), 
I, the principal financial officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of 
the Sarbanes-Osley Act of 2002, hereby certify that: 

e The Covered Report fully complies with the requirements of Section 13(a) or 15(d) ofthe Securities 
Exchange Act of 1934, as amended; and 

e The information contained in the Covered Report fairly presents, in all material respects, the financial 
condition and results of operations of the Company. 

Date: November 8,201 1 - Is/ Paul A. Farr __ 
P a d  A. Fan 
Executive Vice President 
PPL Energy Supply, LLC 

A signed original of this wrilten statement required by Section 906 has been provided to the Company and will be 
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 33(e) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSlJANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL ELECTRIC UTILITIES CORPORATION'S FORM 10-Q FOR THE QUARTER ENDED 

SEPTEMBER 30,201 1 

In connection with the quarterly report on Form 10-Q of PPL, Electric Utilities Corporation (the "Company") for the 
quarter ended September 30,201 1, as filed with the Securities and Exchange Commission on the date hereof (the "Covered 
Report"), I,  the principal executive officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

The Covered Report fully complies with the requirements of Section 13(a) or 1S(d) of the Securities 
Exchange Act of 1934, as amended; and 

The information contained in the Covered Report fairly presents, in all material respects, the financial 
condition and results of operations of the Company. 

Date: November 8,201 1 
l _ l ~ _ - _ _ .  

/s/ David G. DeCampli 
David G. DeCainpli 
President 
PPL Electric Lltiljties Corporation 

- 

A signed original of this written statement required by Section 906 has been provided to the Company and will be 
retained by the Company and furnished to the Securities and Exchange Coinmission or its staff upon request. 
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Exhibit 3 3  f) 
CERTIFICATE PURSUANT TO 18 U.S.C SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF T'HE SARBANES-OXLEY ACT OF 2002 
FOR PPL ELECTRIC UTILITIES CORPORATION'S FORM 10-Q FOR THE QUARTER ENDED 

SEPTEMBER 30,201 1 

In connection with the quarterly report on Forin 10-Q of PPL Electric Utilities Corporation (the "Company") for the 
quarter ended September 30,201 1, as filed with the Securities and Exchange Coinmission on the date hereof (the "Covered 
Report"), I, the principal financial officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to 
Section 006 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

e The Covered Report fully cornplies with the requirements of Section 1 ;(a) or 15(d) of the Securities 
Exchange Act of 1934, as amended; and 

o The inforniation contained in the Covered Report fairly presents, in all material respects, the financial 
condition and results of operations of the Company. 

Date: November 8,201 1 Is/,  Vincent Sorgi 
Vincent Sorgi 
Vice President and Chief Accounting Officer 
PPL Electric Utilities Corporation 

A signed original of this written statement required by Section 906 has been provided to the Company and will be 
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request. 
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Eshibit 32(g) 
CERTIFICATE PURSUANT TO 18 U.S C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR LG&E AND KU ENERGY LLC'S FORM 10-Q FOR THE QUARTER ENDED SEPTEMBER 30,2011 

In connection with the quarterly report on Form 10-Q of LG&E and I<U Energy LLC (the "Company") for the 
quarter ended September 30,201 1,  as filed with the Securities and Exchange Conmission on the date hereof (the "Covered 
Report"), I, the principal executive officer ofthe Company, pursuant to I8  U.S.C. Section 1350, as adopted pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

The Covered Report fXy complies with the requirements of Section E(a) or 15(d) of the Securities 
Exchange Act of 1934, as amended; and 

The information contained in the Covered Report fairly presents, in all material respects, the financial 
condition and results of operations of the Company. 

Date: November 8,20 11 .- Is/ Victor A. Staffieri 
Victor A. Staffieri 
Chainman, President and Chief Executive Officer 
LG&E and I<IJ Energy LL.C 

A signed original of this written statement required by Section 906 has been provided to the Company and will be 
retained by the Company and furnished to the Securities and Eschange Cornmission or its staff upon request. 
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Exhibit 32(h) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR LG8E AND KU ENERGY LLC'S FORM 10-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form 10-Q of LG&E and KU Energy LLC (the "Company") for the 
quarter ended September 30,301 1, as filed with the Securities and Exchange Commission on the date hereof (the "Covered 
Report"), I,  the principal financial officer of the Company, pursuant to 18 U.S.C. Sectiou 1350, as adopted pursuant to 
Section 906 ofthe Sarbanes-Oxley Act of 2002, hereby certify that: 

Q The Covered Report hl ly  complies with the requirements of Section 13(a) or 15(d) of the Securities 
Exchange Act of 1934, as amended; and 

o The infomiation contained in the Covered Report fairly presents, in all material respects, the financial 
condition and results of operations of the Company. 

Date: November 8, 201 1 /s/ S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
LG&E and KU Energy LLC 

A signed original of this written statement required by Section 906 has been provided to the Company and will be 
retained by the Company and furnished to the Securities and Exchange Cornmission or its staff upon request. 
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Exhibit 32(i) 
CERTIFICATE PURSUANT TO 18 U S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR LOUISVILLE GAS AND ELECTRIC COMPANY'S FORM 10-Q FOR THE QUARTER ENDED 

SEPTEMBER 30, 201 1 

In connection with the quarterly report on Foiin IO-Q of Louisville Gas and Electric Company (the "Company") for 
the quarter ended September 30, 20 1 1 , as filed with the Securities and Exchange Comniission on the date hereof (the 
"Covered Report"), I, the principal executive officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted 
pursuant to Section 906 of the Sarbanes-Osley Act of 2002, hereby cettify that: 

The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities 
Exchange Act of 1934, as amended; and 

The information contained in the Covered Report fairly presents, in all material respects, the financial 
condition and results of operations of the Company. 

Date: November 8,201 1 
- I _ ~  

Is1 Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 
Louisville Gas and Electric Company 

A signed original of this written statement required by Section 906 has been provided to the Company and will be 
retained by the Company and furnished to the Securities and Exchange Cornniission or its staff upon request. 
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Exhibit 32Cj) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR LOUISVILLE GAS AND ELECTRIC COMPANY'S FORM 10-Q FOR THE QUARTER ENDED 

SEPTEMBER 30,201 1 

In connection with the quarterly report on Fotm 10-Q of Louisville Gas and Electric Company (tlie "Company") for 
the quarter ended September 30,201 1, as filed with the Securities and Exchange Commission 011 the date hereof (tlie 
"Covered Report"), I ,  the principal financial officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant 
to Section 906 ofthe Sarbanes-Oxley Act of 2002, hereby certify that: 

e The Covered Report fi.11ly complies with the requirements of Section 1 ?(a) or 1 S(d) of the Securities 
Eschange Act of 1934, as amended; and 

o The infomiation contained in the Covered Report fairly presents, in all material respects, the tinancial 
condition and results of operations of the Company. 

Date: November 8,20 1 1 Is1 S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
Louisville Gas and Electric Company 

Is1 S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
Louisville Gas and Electric Company 

A signed original of this written statement required by Section 906 has been provided to the Company and will be 
retained by the Company and fiirnished to the Securities and Exchange Coinmission or its staff upon request. 



Exhibit 3 2( k) 
CERTIFICATE PURSUANT TO 18 U.S C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR KENTUCKY UTILITIES COMPANY'S FORM 10-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form IO-Q of Kentucky Utilities Company (the "Company") for the 
quarter ended September 30,201 1, as filed with the Securities and Exchange Commission on the date hereof (the "Covered 
Report"), I, the principal executive officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to 
Section 906 of the Sarbanes-Ovley Act of 2002, hereby certify that: 

The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities 
Exchange Act of 1934, as amended; and 

The information contained in the Covered Report fairly presents, in all inaterial respects, the financial 
condition and results of operations of the Company. 

Date: November &,20 1 I - ~ -  Is1 VictorA. Staffieri __ 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 
Kentucky Utilities Company 

-. 

A signed original of this written statement required by Section 906 has been provided to the Company and will be 
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request. 
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Exhibit 3 2( I) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR KENTUCKY UTILITIES COMPANY'S FORM 10-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form IO-Q of Kentucky Utilities Company (the "Company") for the 
quarter ended September 30,201 1, as f led with the Securities and Exchange Commission on the date hereof (the "Covered 
Report"), I, the principal financial officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

e The Covered Report fully complies with the requirements of Section 13(a) or 1S(d) of the Securities 
Exchange Act of 1934, as amended; and 

e The infomiation contained in the Covered Report fairly presents, in all material respects, the financial 
condition and results of operations of the Conipany. 

Date: November 8,201 1 / S I  S. Bradford Rives 
S. Bradfoid Rives 
Chief Financial Officer 
Kentucky Utilities Company 

A signed original of this written statement required by Section 906 has been provided to the Company and will be 
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request. 
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