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Kentucky Utilities Company 
Condensed Statements of Income 

(unaudited) 
($ millions) 

Successor 
Three Months Ended 

March 3 1,201 1 
- 

Operating revenues: 
Retail and wholesale .................................................................... $ 395 
Wholesale to affiliate (Note 10) 1 1  .................................................. - 

Total operating revenues .................................................................. 406 

Operating expenses: 
Fuel for electric generation ......................................................... 130 
Power purchased ......................................................................... 8 
Power purchased from affiliate (Note 10) ................................... 27 
Other operation and maintenance ................................................ 89 
Depreciatioii and amortization .................................................... 45 

299 .................................................................. Total operating expenses __- 

Operating income ............................................................................. 107 

1 
Interest expense ................................................................................ 18 
Interest expense to affiliate ............................................................... 

Equity in earnings of unconsolidated venture .................................. 

Income from continuing operations, before income taxes ................ 90 

Income taxes (Note 7) ...................................................................... 32 

Net income ............................................................................. $ 58 

Predecessor 
Three Months Ended 

~ March 3 1,20 10 

$ 373 
7 

380 

I26 
30 
24 
79 
34 

293 

87 

3 
2 

18 

70 

26 __ 

!% 44 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 
Condensed Statements of Comprehensive Income 

(unaudited) 
($ millions) 

Successor 
Three Months Ended 

March 31,201 1 

Net income $ 58 ....................................................................................... 

Other comprehensive loss: 
Equity investee’s other comprehensive loss, net of tax benefit 

.......................................................................................... of $0 (1) 

Predecessor 
Three Months Ended 

March 31, 2010 

$ 44 

- ~- 

44 Comprehensive income .................................................................... $ 57 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 
Condensed Statements of Common Equity 

(unaudited) 
($ millions) 

Common Additional Accumulated 
Shares Common Paid-in Other Comp. Retained 

Outstanding Stock Capital . Loss __- Earnings 
Successor: 
Balance January 1, 201 1 .......... 37,817,878 $ 308 $ 2,348 $ - $ 3s 

Net income ............................... 58 
Dividends declared ................... ( 3  1) 
Other comprehensive loss ......... (11 -.----= - 

Balance March 31,201 1 ........... 37.817,878 $ 308 $2.348 $ (1) u 

Coinrnon Additional Accumulated 
Shares Common Paid-in Other Comp. Retained 

Outstanding Stock Capital Loss Earnings 
Predecessor: 
Balance January 1, 2010 ........... 37,817,878 $ 308 $ 316  $ '- $ 1,328 

- 44 Net income ............................... -- 

Balance March 3 1,201 0 ........... 37.8 17.878 $308, $1 3 6  - $ 1.372 $ 

Total 
Equity 

$ 2,691 

58 
( 3  1) 

(!1 

$ 2.717 

Total 
Ekjuitv 

$ 1,952 

44 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 
Condensed Balance Sheets  

(unaudi ten) 
($ millions) 

March 3 1. 
201 1 

Assets 
Current assets: 

Cash and cash equivalents ........................................................... $ 57 

Customer ............................................................................ 79 
Affiliate ............................................................................... 
Other 7 

Unbilled revenues 73 

Fuel (predominantly coal) ................................................... 
Other materials and supplies ............................................... 

Accounts receivable (less allowance for doubtful accounts 
201 1 $4; 2010, $6): 

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

Fuel, materials and supplies: 
9 0  
43 

Other intangible assets 17 
Prepayments and other current assets .......................................... 14 

Regulatory assets (Note 3) 3 .......................................................... 
................................................................ 

383 Total current assets ........................................................................... 

31  Investment in unconsolidated venture .............................................. 

Property. plant and equipment: 
4. 361 

54 
275 

Regulated utility plant ................................................................. . .  Less: accumulated depreciation .................................................. 
Coristruction work in progress .................................................... 

Property. plant and equipment - net .................................... 4. 582 

Deferred debits and other noncurrent assets: 
Regulatory assets (Note 3): 

Pension benefits ................................................................... 117 
Other regulatory assets ........................................................ 113 

607 Goodwill ...................................................................................... 
Other intangible assets ................................................................ 168 
Other long-term assets ................................................................. 57 

Total deferred debits and other noncurrent assets ............................ 1. 062 

Total assets $ 6. 0 5 8  ....................................................................................... 

December 3 1 . 
2010 

$ 3 

90 
12 
20 
89 

95 
41 

9 
22 
15 

396 

30 ~- 

3. 630 
14 

955 

4. 571 

117 
105 
607 
175 
58 

1. 062 

$ 6. 059 

~- 

The accompanying notes are an integral part of these condensed financial statements . 
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Kentucky Utilities Company 
Condensed Balance Sheets (continued) 

(unaudited) 
($ millions) 

Liabilities and Equity - 
Current liabilities: 

Notes payable to affiliate (Note IO) ...................................................... 
Accounts payable .................................................................................. 
Accounts payable to affiliates (Note 10) ............................................... 
Customer deposits ................................................................................. 
Accrued taxes ........................................................................................ 
Interest payable ..................................................................................... 
Regulatory liabilities (Note 3) ............................................................... 
Other current liabilities .......................................................................... 

March 3 1 , 
201 1 

$ -  
73 
38 
23 
24 
23 
34 
29 

244 Total current liabilities ............................................................................... 

1,841 Long-term bonds (Note 8) .......................................................................... 

Deferred credits and other noncurrent liabilities: 
399 

75 
103 
54 

354 
178 
93 

1,256 

Deferred income taxes ........................................................................... 

Investment tax credits ............................................................................ 

Regulatory liabilities: 

Accumulated provision for pensions ..................................................... 

Asset retirement obligations .................................................................. 

Accumulated cost of removal of utility plant (Note 3) .................... 
Other regulatory liabilities (Note 3) ................................................. 

Other long-term liabilities ..................................................................... 

Total deferred credits and other noncurrent liabilities ................................ 

Equity: 
Common stock, without par value - authorized 80,000,000 shares, 

outstanding 37,817,878 shares 308 
Additional paid-in capital 2,348 

Retained earnings 62 

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

Accumulated other comprehensive loss ................................................. (1) 
................................................................................... 

2,717 Total equity .................................................................................................. 

Commitments and contingent liabilities (Note 9) ........................................ 

Total liabilities and equity .......................................................................... 

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

$ 6,058 

December 3 1 , 
2010 - 

s 10 
67 
45 
23 
25 
8 

41 
33 

252 

1,841 

3 76 
113 
104 
54 

348 
186 
94 

1,275 

308 
2,348 

35 -- 

2,69 1 

$ 6,059 
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Kentucky IJtilities Company 
Condensed Statements of Cash Flows 

(unaudited) 
($ millions) 

Successor 
Three Months Ended 

March 31,2011 
Cash flows f rom operating activities: 
Net income ....................................................................................... 
Adjustments t o  reconcile net income to net cash provided by 

operating activities: 
Depreciation and ainortization .................................................... 
Deferred incoine taxes - net ........................................................ 

Other - net ................................................................................... 

Accounts receivable .................................................................... 
Unbilled revenues ........................................................................ 
Fuel, materials and supplies ........................................................ 

Provision fo r  pension and postretirement benefits ...................... 

Change in current assets and liabilities: 

Regulatory assets ......................................................................... 
Prepayments and other current assets .......................................... 
Accounts payable ........................................................................ 
Accounts payable to affiliates ..................................................... 
Accrued taxes .............................................................................. 
Interest payable ........................................................................... 
Regulatory liabilities ................................................................... 
Other current liabilities ................................................................ 

Pension and postretirement benefits hnding  .................................... 
Other-net ........................................................................................ 

. . . .  

Net cash provided by operating activities ......................................... 

Cash flows from investing activities: 
Construction expenditures ........................................................... 
Purchases o f  assets from affiliate ................................................ 

Net cash used in investing activities ................................................. -- $ (50) 

Predecessor 
Three Months Ended 

March 3 1 , 2 0  10 

$ 4 4  

3 4  
9 
5 
- 

125 

(59) 
(48) 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Ugilities Company 
Condensed Statements of Cash Flows (continued) 

(unaudited) 
($ millions) 

Successor 
Three Months Ended 

March31 ,2011  
Cash flows from financing activities: 

Changes in notes payable to affiliate - net .................................. 
Payment of dividends (Note 10) .................................................. 

$ (10) 
(31) 

Predecessor 
Thee Months Ended 

March 31,2010 _ -  

$ (17) 

Net cash used in financing activities ................................................ (17) 

Change in  cash and cash equivalents ................................................ 54 1 

2 Cash and cash equivalents a t  beginning of period ............................ 

3 Cash and cash equivalents a t  end of period ...................................... $ 

The accompanying notes are an integral part of  these condensed financial statements. 
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entucky Utilities Company 
Notes to Condensed Financial Statements 

(unaudited) 

Note 1 - Interim Financial Statements 

The accompanying condensed financial statements and notes should be read in conjunction with KU’s 
Financial Statements and Additional Information Report for 201 0. 

Terms and abbreviations are explained in the index of abbreviations. Dollars are in miiiions unless 
otherwise noted. 

The accompanying unaudited condensed financial statements have been prepared in accordance with 
GAAP for intcrirn financial information and do not include all of the information and footnotes required 
by GAAP for corriplete financial statements. In the opinion of management, all adjustments considered 
ncccssary for a fair presentation in accordance with GAAP are reflccted in the coridensed financial 
statemcnts. All adjustments are of a normal recurring nature, cxcept as otherwise disclosed. The 
Condenscd Balance Sheet at December 3 1,201 0, is derived from the 201 0 audited Balance Sheet. 

The results of operations for the three months ended March 3 1,201 1 ,  are not necessarily indicative of 
thc results to be expected for the full year ending Decembcr 3 1,201 1 ,  or other fiiture periods, because 
results for interim periods can be disproportionately influenced by various factors, developments and 
seasonal variations. 

Predecessor arid Successor Financial Presentation 

KU became an indirect wholly owned subsidiary of PPL,, wlicn PPL acquired all of the outstanding 
limited liability company interests in the Company’s direct parent, LKE, from E O N  US Investments 
Corp. on November 1,201 0. 

KU’s condensed financial statements and accompanying footnotcs have been segregated to present pre- 
acquisition activity as thc Predecessor and post-acquisition activity as the Successor. Predecessor activity 
covcrs thc time period prior to Novcrnber 1,201 0. Succcssor activity covers the time period after October 
3 1,2010. Certain accounting and presentation methods were changed to acceptable alternatives to conform 
to PPL accounting policies, which are discussed in the Company’s Financial Statemcnts and Additional 
Information Report for 2010. The cost basis of certain assets and liabilities wcre changed as ofNovember 
1,2010, as a result of thc application of push-down accounting. Consequently, the financial position, results 
of opcrations and cash flows for the Successor period are not comparable to the Predecessor period. 

Despite the separate presentation, the core operations of the Company have not changed. See Note 2, 
Acquisition by PPL, and Note 7, Goodwill and Intangible Assets, in the Company’s Financial Statements 
and Additional Information Report for 2010, for information regarding the acquisition and the purchase 
accounting adjustments. 
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Note 2 - Summary of Significant Accounting 

The following accounting policy disclosures represent updates to Note 1 , Summary of Significant 
Accounting Policies, in KU’s Financial Statements and Additional Information Report for 201 0 and 
should be read in conjunction with that discussion. 

Equity Method Investment 

KU’s equity metnod investment, included in Investment in unconsolidated venture on the Condensed 
Balance Sheets, consists of its investment in Electric Energy, h c  (“EEY). KU owns 20% of the common 
stock of EEI, which owns and operates a coal-fired plant and natural gas facility in southern Illinois. 
Through a power marketer affiliated with its majority owner, EEI sells its output to third parties. Although 
KU holds an investment interest in EEI, it is not the primary beneficiary and is therefore not consolidated 
into thc Company’s financial statements. KU’s investment in EEI, accounted for under the equity method of 
accounting, as of March 3 1 , 201 1 and December 3 1 , 2010, totaled $30 million. KU’s direct exposure to loss 
as a result of its involvement with EEI is generally limited to the value of its investment. 

Cost Method Investment 

KU’s cost method investment, included in Investment in unconsolidated venture on the Condensed Balance 
Sheets, consists of KU’s 2.5% investment in OVEC. KU and 1 1 other electric utilities are owners of 
OVEC, which is located in Piketon, Ohio. At March 3 1 , 201 1 and December 3 I , 2010, KU’s investment 
in OVEC was not significant. KU is not the primary beneficiary of OVEC; therefore, it is not 
consolidated into the Company’s financial statements and is accounted for under the cost method of 
accounting. 

Note 3 - Rates and Regulatory Matters 

For a description of cacli linc item of regulatory assets and liabilities and for descriptions of certain 
matters which may not have undergone material changes relating to the period covered by this quarterly 
report, rcfercnce is made to Notc 3, Rates and Regulatory Matters, in KIJ’s Financial Statemcnts and 
Additional Information Report for 2010. 

The Company is subject to the jurisdiction of the FERC, Kentucky Commission, Virginia Commission 
and the Tennessee Regulatory Authority in virtually all matters related to electric utility regulation and 
as such, its accounting is subject to the regulated operations guidance of the FASB ASC. Given its 
position in the marketplace and the status of regulation in Kentucky and Virginia, there are no plans or 
intentions to discontinue the application of the regulated operations guidance of the FASB ASC. 

KU’s Kentucky base rates are calculated based on a return on capitalization (common equity, long-term 
debt and notes payable) including certain regulatory adjustments to exclude non-regulated investments 
and environmental compliance plans recovered separately through the ECR mechanism. At the time 
base rates were determined, no recorded regulatory assets or regulatory liabilities were excluded from 
the return on capitalization utilized in the calculation of Kentucky base rates. Therefore, a return is 
earned on all Kentucky regulatory assets existing at the time base rates were determined, except where 
such regulatory assets were offset by associated liabilities and thus, have no net impact on capitalization. 
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As a result of purchase accounting, certain fair value amounts, reflecting contracts that have favorable or 
unfavorable terms relative to market (e.g., coal, purchased power, emission allowances), were recorded 
on the Condensed Balance Sheets with offsetting regulatory assets or liabilities. Prior to and after the 
acquisition of KtJ’s parent, LKE, by PPL,, KU recovers the cost of these contracts. KU’s customer rates 
will continue to rcflect these items at their original contracted prices. 

KU’s Virginia base rates are calculated based on a return on  rate base. All regulatory assets and 
liabilities arc excluded from the return on rate base utilized in the calculation of Virginia base rates. 

KU’s wholesale requirements rates for municipal customers are calculated based on annual updates to a 
rate formula that utilizes a return on rate base. All regulatory assets and liabilities are excluded from the 
return on rate base utilized in the development of municipal rates. 

Kentucky Rate Case 

In January 201 0, KIJ filed an application with the Kentucky Commission requesting an annual increase 
in electric base rates of approximately 12%, or $135 million. In June 2010, KU and all of the 
intervenors, cxccpt the Attorney General of Kentucky, agreed to stipulations providing for an annual 
incrcasc in electric base rates of$% million and filed a request with the Kentucky Commission to 
approvc such settlement. An Order in the proceeding was issued in July 2010, approving all the 
provisions in the stipulations and a return on equity range of 9.75% - 10.75%. The new rates became 
effective on August 1 , 20 10. 

- Virginia Rate Cases 

On April 1 , 20 I 1, KIJ filed an application with the Virginia Commission requesting an annual increase 
in electric base ratcs 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 I 1%’ inclusion of expenditures to complete TC2 and all new FGD controls in base rates, 
recovcry of a 2009 regulatory asset and various other adjustments to revcnue and expenses for the test 
year ended December 3 1,2010. The Company expects new rates to go into cffect in January 2012. KU 
cannot currently predict the outcome of this proceeding. 

In June 2009, K U  filcd an application with the Virginia Commission requesting an annual increase in 
electric base rates for its Virginia jurisdictional cuStomers in an amount of $12 million or approximately 
2 1 %. The proposed increase reflected a proposed rate of return on rate base of 8.586% based on a return 
on equity of 12%. During December 2009, KU and the Virginia Commission Staff agreed to a 
Stipulation and Recommendation authorizing annual base rate revenue increases of $1 1 million and a 
rcturn on rate base of 7.846% based on a 10.5% rcturn on common equity. In March 2010, the Virginia 
Commission issued an Order approving the stipulation, with the increased rates to be put into effect as of 
April 1 , 2010. As part of the stipulation, KU refunded $1 million in interim rate increases in excess of 
the ultimately approved rates. 

FERC Wholesale Rate Case 

In May 201 0, KU submitted to the FERC the annual adjustments to the formula rates which 
incorporated certain proposed increases. Updated rates, including certain further adjustments from a 
review process involving wholesale requirements customers, became effective as of July 1 , 2010, 
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subject to certain review procedures by the wholesale requirements customers and the FERC. The 
review period ended in September 2010 and the rates that went into effect July 1,2010 were determined 
to be final. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities are included in the Condensed Balance Sheets: 

Current regulatory assets: 
Coal contracts (a) 
Virginia levelized fuel factor (b) 

Total current regulatory assets 

Non-current regulatory assets: 
Pension benefits (c )  
Other non-current regulatory assets: 

Storm restoration (d) 
Unamortized loss on bonds (d) 
Coal contracts (a) 
Other (e) 

Subtotal other non-current regulatory assets 

Total non-current regulatory assets 

Current regulatory I iabil i ti es : 
Coal contracts 
DSM 
ECR 
Emission allowances 
FAC 

Total current regulatory liabilities 

March 3 1, December 3 1, 
201 1 20 10 - 

$ 3 $ 4 
5 - 

$ 3 $ 9 

$ 117 $ 117 

61 
12 
12 
28 

57 
12 
14 
22 

113 

$ 230 

$ 12 
7 

10 
4 
1 

105 

$ 222 

$ 16 
5 

12 
6 
2 

$ 34 $ 41 

11 



March 3 1, December 3 1 ,  
201 1 2010 

Non-current regulatory liabilities: 
Accumulated cost of removal of utility plant 
Other non-current regulatory liabilities: 

Coal contracts 
OVEC power purchase contract 
Postretirement benefits 
Other (f) 

$ 354 $ 348 

120 $26 
38 38 
10 10 
10 12 --- 

Subtotal other non-current regulatory liabilities 178 186 

Total non-current regulatory liabilities $ 532 $ 534 

(a) Offsetting regulatory asset for fair value purchase accounting adjustment. See the Company’s 
Financial Statcments and Additional Information Report for 2010 for information on the 
purchase accounting adjustments. 

rccovcrable witbin twelve months. In its April 201 1 rate case fling, KU requested recovery of 
this amount over a three year period. 

(b) The Virginia levclized fuel factor regulatory asset has a separate recovery mechanism generally 

(c) KU movers this asset through pension expense included in the calculation of base rates. 
(d) These regulatory assets are recovered through basc rates. 
(e )  Other regulatory assets include: 

0 The Carbon Management Research Group and Kentucky Consortium for Carbon Storage 
contributions, an East Kentucky Power Cooperative (“EKPC”) FERC transmission 
settlement agreement, rate case expenses, unamortized debt expense and the MIS0 exit costs, 
which are recovered through base rates. 
The FERC .jurisdictional portion of the EKPC FERC transmission settlement agreement is 
recovered through the annual FERC formula ratc updates. 
FERC jurisdictional pension expcnse, which will be requested in a future FERC rate case. 
Offsctting regulatory asset for fair value purchase accounting adjustment for leases. See the 
Company’s Financial Statements and Additional Information Report for 20 I O  for information 
on tlic purchase accounting adjustments. 
ARO regulatory assets. When an asset with an ARO is retired, the related ARO regulatory 
asset will be offset against the associatkd ARO asset and ARO liability. 
Virginia levelized fuel factor regulatory asset to be recovered over a three year period 
beginning April 1, 20 1 1. 

e 

* 

0 

(f) Other regulatory liabilities includes the emission allowance purchase accounting offset, MISO 
exit, deferred income taxes and a change in accounting method for FERC jurisdictional spare 
parts. See the Company’s Financial Statements and Additional Information Report for 2010 for 
information on the purchase accounting adjustments. 

FA C 

In February 201 1, KU filed an application with the Virginia Commission seeking approval of an 
increase in its fuel cost factor beginning with service rendered in April 201 1. In March, 201 1, a hearing 
was held on KIJ’s requested fuel factor and an Order was issued approving a revised fuel factor to be in 
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effect beginning with service rendered on and after April I ,  201 1 ,  with recovery of the regulatory asset 
over a three year period. 

Storm Restoration 

In December 2009, a major snow storm hit KU’s Virginia service area causing approximately 30,000 
customer outages. During the normal 2009 Virginia Annual Information Filing(“AAIF”), KU requested 
that the Virginia Commiseicn establish a regulatory asset and defer for fiiture recovery approximately $6 
million in incremental operation and maintenance expenses related to the storm restoration. In March 
201 1, the Virginia Commission issued a Staff Report on KU’s 2009 A1F stating that the Staff considers 
storm damage to be extraordinary, non-recurring and material to KU. The StaffReport also 
recommended establishing a regulatory asset far these costs, with recovery over a five year period upon 
approval in the next base rate case. In March 201 1,  a regulatory asset of $6 million was established for 
actual costs incurred. In April 201 1, KU filed an application with the Virginia Commission requesting 
an annual increase in electric base rates for its Virginia jurisdictional customers including recovery of 
the storm costs over five years. 

Note 4 - Derivative Financial Instruments 

KIJ is subject to interest rate and commodity price risk related to on-going business operations. The 
Company’s policies allow for the interest rate risk to be managed through the use of fixed rate debt, 
floating rate debt and interest rate swaps. Although the Company’s policies allow for the use of interest 
rate swaps, as of March 3 1, 201 1 and December 3 1,2010, KU had no interest rate swaps outstanding. At 
March 3 1,201 1 ,  KU’s potential annual exposure to increased interest expense, based on a 10% increase 
in interest rates, was not significant. 

The Company does not nct collateral against derivative instruments. 

Energy Trading and Risk Management Activities 

KU conducts energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are principally forward financial transactions to 
manage price risk and are accounted for as non-hedging derivatives on a mark-to-market basis in 
accordance with the derivatives and hedging guidance of the FASB ASC. 

Assets and liabilities from short-term and long-term energy trading and risk management derivative 
contracts were not significant at March 31,201 1 and December 3 1,2011). 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and 
trading activities by assessing the creditworthiness of potential counterparties prior to entering into 
transactions with them and continuing to evaluate their creditworthiness once transactions have been 
initiated. To fiirther mitigate credit risk, KU seeks to enter into netting agreements or require collateral 
such as cash deposits, letters ofcredit or parent company guarantees as security from counterparties. The 
Company uses credit ratings of S&P, Moody’s and definitive qualitative and quantitative data to assess 
the financial strength of counterparties on an on-going basis. If no external rating exists, KU assigns an 
internally generated rating for which it sets appropriate risk parameters. As risk management contracts 
are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At March 3 1,20 1 1, 100% of the trading and risk management 
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cornmitmcnts were with counterparties rated BBB-/Baa3 equivalent or better. The Company has 
reserved against credit risk based on KU’s own creditworthiness (for net liabilities) and its 
counterparties’ creditworthiness (for net assets). The Company appiies historical default rates within 
varying credit ratings over time provided by S&P or Moody’s. At March 3 1 , 201 1 and December 3 1, 
201 0, credit reserves related to energy trading and risk management contracts were not significant. 

The net volume of electricity based financial derivatives outstanding at March 3 1,201 1 and December 
3 1,2010, was 163,336 Mwh and 129,199 Mwh, respectively. Cash collateral posted by the Company 
related to the energy trading and risk management contracts was not significant at March 3 I ,  201 1 and 
December 3 1’20 1 0. Cash collateral related to the energy trading and risk management contracts is 
recorded in Prepayments and other current assets on the Condensed Balance Sheets. 

KU manages the price risk of its estimated fbture excess economic generation capacity using market- 
traded forward contracts. Hedge accounting treatment has not been elected for these transactions; 
therefore, realized and unrealized gains and losses are included on the Condensed Statements of Income. 
For the three months ended March 31,201 1 and 2010, the impact of the derivative positions on energy 
trading and risk management activities rccorded on the Condensed Statements of Income was not 
significant. 

Credit Risk Related Contingent Feahircs 

Certain of KU’s derivative contracts contain credit contingent provisions which would permit the 
counterparties with whicIi KU is in a net liability position to require the transfer of additional collateral 
upon a dccrease in KU’s credit rating. Some of these provisions require KU to transfer additional 
collateral or permit the counterparty to terminate the contract if KU’s credit rating were to fall below 
investment grade. Some of these provisions also allow the counterparty to require additional collateral 
upon each decrease in the crcdit rating at levels that remain above investment grade. In either case, if 
KU’s credit rating were to fall below investment gradc (i.e., below BBB- for S&P 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 
immediatc and ongoing ful l  collateralization by KU on derivative instruments in net liability positions. 

Additionally, certain of KU’s derivative contracts contain credit contingent provisions that require KU 
to provide “adequate assurance” of perfomiance if the other party has reasonable grounds for insecurity 
regarding KU’s performance of its obligation under the contract. A counterparty demanding adequate 
assurance could require a transfer of additional collateral or other security, including letters of credit, 
cash and guarantees from a creditworthy entity. A demand for additional assurance would typically 
involve negotiations among the parties. 

To determine net liability positions, KU uses the fair value o f  each agrecment. At March 3 1 , 201 1, there 
were no energy trading and risk management derivative contracts with credit risk related contingent 
features that are in a liability position. In the normal course of business, the collateral posted by KU was 
not significant. At  March 31,201 1 ,  a downgrade ofthe Company’s credit rating below investment grade 
would have no effect on the energy trading and risk management derivative contracts or collateral 
required. 
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Note 5 - Fair Value Measurements 

The FASB ASC guidance clarifies that fair value is an exit price, representing the amount that would be 
received to sell an asset or paid to transfer a liability in an orderly transaction between market 
participants. As such, fair value is a market-based measurement that should be determined based on 
assumptions that market participants would use in pricing an asset or a liability. As a basis for 
considering such assumptions, the FASB ASC guidance establishes a three-tier value hierarchy, which 
prioritizes the inputs used in the valuation methodologies in measuring fair value. 

Energy trading and risk management contracts are valued using prices based on active trades from 
Intercontinental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are 
the primary determinants of valuation. When sufficient trading activity is unavailable, other inputs 
include prices quoted by brokers or observable inputs other than quoted prices, such as one-sided bids or 
offers as of the balance sheet date. Quotes are verified quarterly using an independent pricing source of 
actual transactions. Quotes for combined off-peak and weekcnd timeframes are allocated between the 
two timeframes bascd on their historical proportional ratios to the integrated cost. No other ad.justrnents 
are made to the forward prices. No changes to valuation techniques for energy trading and risk 
management activities occurred during the three months ended March 3 1 , 201 1 or 2010. Changes in 
markci pricing, interest rate and volatility assumptions were made during the three months ended March 
31,2011 and 2010. 

The fair values of cash and cash equivalents, accounts receivable, cash surrender value of key man life 
insurance, accounts payable and notes payable are substantially the same as their carrying values. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value into 
the three levels of the fair value hierarchy, as discussed in Note 1 , Summary of Significant Accounting 
Policies, in the Company’s Financial Statements and Additional Information Report for 2010. 

Thc Company classifies its derivative cash collateral balances within Level 1 based on thc hnds  being 
held in a demand deposit account. The Company classifies its derivative energy trading and risk 
management contracts within Level 2 because it values them using prices actively quoted for proposed 
or executed transactions, quoted by brokers or observable inputs other than quoted prices. 

KU’s financial assets and liabilities as of March 31, 201 1 and December 3 1, 2010, arising from energy 
trading and risk management contracts accounted for at fair value on a recurring basis, were not 
significant. Cash collateral related to the energy trading and risk management contracts was not 
significant at March 3 1 , 201 1 and December 3 1 , 2010. 

There were no Level 3 measurements for the periods ending March 3 1 , 201 1 and December 3 1 , 2010 
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Financial Instruments Not Recorded at Fair Value 

The carrying values and estimated fair values of KU’s non-trading financial instmrnents follow: 

March 3 1,201 1 December 3 1 , 21) 10 
Carrying Fair Carrying Fair 

Value Value 
-__1 

Value Value 

Long-term bonds $ 1,841 $ 1,761 $ 1,841 $ 1,728 

The fair value of these instruments was estimated using an income approach by discounting hture cash 
flows at estimated current cost of finding rates. 

Note 6 - Pension and Other Postretirement Benefit Plans 

Components of Net Periodic Benefit Cost 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans, The tables include the costs associated with both KU employees and 
Servco employees who provide services to KIJ. Servco costs arc allocated to KU based on employees’ 
labor charges. For the three months ended March 31,201 I and March 31,2010, K U  was allocated 
approximately 55% and 53% of Servco’s costs, respectively. 

Three Months Ended 
March 3 1. 201 1 

Pension Benefits (Successor): 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of actuarial loss 

KU 
$ 2 

5 
( 5 )  
2 

Net periodic benefit cost $ 4 

Servco 

To KIJ 
Allocation Total 

KU 
$ 2 $ 4 

2 7 
(2) (7) 

1 3 

~~ 

$ 3 $ 7 

Three Months Ended 
Marcli 31. 2010 

Pension Benefits (Predecessork 
KU 

Servco 
Allocation 

To KU 
Total 
KU 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of actuarial loss 

$ 2 
5 

(4) 
1 

$ 1 
2 

I 
(1) 

$ 3 
7 

( 5 )  
2 

Net periodic benefit cost $ 4 

16 

$ 3 $ 7 



Three Months Ended 
March 3 I .  201 1 

Other Postretirement Benefits (Successor): 

In teres t cost 

Net pericdic benefit cost 

Servco 
Allocation Total 

KU To KU KiJ 
$ 1 $ - $ I 

$ 1 

Three Months Ended 
March 31.2030 

$ 1 

Servco 
Other Postretirement Benefits (Predecessor): Allocation Total 

KU To KU KU 
Interest cost $ 1 $ $ 1 

1 1 -- Amortization of prior service cost 

Yet periodic benefit cost $ 2 $ - $ 2 

Contributions 

KU made discretionary contributions to its pension plan of $43 million and $ I  3 million in January 201 1 
and 201 0, respectively. In addition, Servco made discretionary contributions to its pension plan of $38 
million and $9 million in January 201 I and January 2010, respectively. The amount of fiiture 
contributions to the pension plan will depend upon the actual return on plan asscts and other factors, but 
thc Company’s intent is to fund its pension plan in a manner consistent with the requirements of the 
Pension Protection Act of 2006. 

For the three months ended March 3 1,201 1, the Company made contributions to its other postretirement 
benefit plan of $1 million. The Company anticipates making further voluntary contributions to fund 
Voluntary Employee Beneficiary Association trusts to match the annual postretirement expense and 
funding the 401 (11) plan up to the maximum tax deductible amount. 

Health Care Reform 

In March 2010, Health Care Reform (the Patient Protection and Affordable Care Act of 2010) was 
signed into law. Many provisions of Health Care Reform do not take effect for an extended period of 
timi: and many aspects of the law which are currently unclear or undefined will likely be clarified in 
future regulations. 

Effective January I ,  201 1, provisions within Health Care Reform required dependent coverage up to age 
26, removed the $2 million lifetime maximum and eliminated the cost sharing for certain preventative 
care procedures. The impact to KU is not expected to be material. 

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 
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prescription drug benefits equivalent to Medicare Part D Coverage. As a resutt, in the first quarter of 
2010, KU recorded income tax expense to recognize the impact of the elimination that was not 
significant . 

A provision within Health Care Reform beginning in 2018 is a potential excise tax on high-cost plans 
providing health coverage that exceeds certain thresholds. The Company has evaluated this provision of 
Health Care Reform on its benefit programs in consultation with its actuarial consultants and has 
determined that the excise tax will not have an impact on its pzstreiirement medical plan. 

The Company will continue to monitor the potential impact of any changes to the existing provisions 
and implementation guidance related to Health Care Reform. 

Note 7 - Income T a x e s  

KU’s fcdcral income tax return is included in a U.S. consolidated income tax return filed by LKE’s 
direct parent. Prior to November 1,2010, the return was included in the consolidated return of E.ON US 
Investments Corp. Due to the acquisition by PPL, the return will be included in the consolidated PPL 
return beginning November 1,2010, for each tax period. Each subsidiary of the consolidated tax group, 
including KIJ, calculates its separate income tax for each period. The resulting separate-return tax cost 
or benefit is paid t o  or received from the parent company or its designee. The Company also files 
income tax returns in various state jurisdictions. While 2007 and later years are open under the federal 
statute of limitations, Revenue Agent Reports for 2007-2008 have been received from the Internal 
Revenue Service (“IRS”), effectively closing these years to additional audit adjustments. Tax years 
beginning with 2007 were examined under an IRS program, Compliance Assurance Process (“CAP”). 
This program accelerates the IRS’s review to begin during the year applicable to the return and ends 90 
days after the return is filed. For 2008, the IRS allowed additional deductions in connection with the 
Company’s application for a change in repair deductions and disallowed certain bonus depreciation 
claimed on the original return. The net temporary tax impact for the Company was a $12 million 
reduction in tax and was recorded in the second quarter of 2010. The 2009 federal return was filed in the 
third quarter of 20 10 and the IRS issued a Partial Acceptance Letter in connection with CAP. The IRS is 
continuing to review storms and other repairs. No net material adverse impact is expected from these 
remaining areas. The short tax year beginning January 1,20 10 through October 3 1,2010, is also being 
examiiicd under CAP. No material items have becn raised by the IRS at this time. The two month period 
beginning November 1,201 0 and ending December 3 1,2010, is not currently under examination. 
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A reconciliation of KU’s effective income tax rate follows: 
- Successor 

Three Months 
Ended 

tax rate - 35% 
Iccrease (decrease) due to: 

State income taxes - net of federal income tax benefit 
Qualified production activities deduction 
Investment and other tax credits 
Other - net 

Net increase 

Predecessor 
Three Months 

Ended 

Income tax expense 

Effective income tax rate 

Unrecognized Tax Benefits 

37.1 yo 

KU had no material changes in unrecognized tax benefits since December 3 1,2010, and does not expect 
any material changes to occur in unrecognized tax benefits during the next 12 months. 

Note 8 --Debt 

As summarized below, long-term debt consisted of first mortgage bonds and secured pollution control 
bonds. 

March 3 1, December 3 1, 
201 1 2010 

Secured first mortgage bonds $ 1,500 $ 1,500 
Pollution control revenue bonds, collateralized by first 

mortgage bonds 35 1 35 1 
Fair value adjustment from purchase accounting 1 1 
Unamortized discount (11) ( 1  1) 

Less current portion ~- 
Total long-term debt 1,841 1,84 1 

Long-term debt, excluding current portion $ 1,841 $ 1,841 
- 

In November 2010, KU issued first mortgage bonds totaling $1,500 million and used the proceeds to 
repay loans from a PPL subsidiary and for general corporate purposes. The first mortgage bonds were 
issued at a discount. 

The first mortgage bonds were issued by KU via transactions not requiring registration under the 
Securities Act of 1933. KU entered into a registration rights agreement in which it agreed to file a 
registration statement with the SEC relating to an offer to exchange the first mortgage bonds for publicly 
tradable securities having substantially identical terms. If ultimate registration and/or certain mitestones 
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are not completed by certain dates in mid- and late 201 1 ,  the Company has agreed to pay liquidated 
damages to the bondholders. The liquidated damages would total 0.25% per annum of the principal 
amount of the bonds for the first 90 days and 0.50% per annum of the principal amount thereafter until 
the conditions described above have been cured. In April 201 1 ,  KIJ filed a registration statement on 
Form S-4 with the SEC, pursuant to the registration rights agreements described above. 

At March 3 1, 201 1, KU had an aggregate $35 1 million of outstanding poliution control indebtedness, of 
which $96 million is in the form of insured auction rzte securities wherein interest rates are reset every 
35 days via an auction process. The credit ratings of the monoline bond insurers have been reduced to 
levels below that of the Company’s rating due to exposures relating to insurance of sub-prime 
mortgages. As a result, the debt ratings of the Company’s insured pollution control bonds are based on 
the Company’s senior secured debt rating and are not influenced by the monoline bond insurer ratings. 
When a failed auction occurs, the interest rate is set pursuant to a formula stipulated in the indenture. 

The average annualized interest rates on the auction rate bond follows: 

Successor Predecessor 
Three Months Ended Three Months Ended 

March 3 1 , 20 1 I March 31,2010 

0.37% 0.27% 

The instruments governing the auction rate bond permit KU to convert the bond to other interest rate 
modes, such as various short-term variable rates, long-term fixed rates or intermediate-term fixed rates 
that are reset infrequently. 

KU participates in an intercompany money pool agreement wherein LKE andlor LG&E make hnds  
available to KTJ at market-based rates (based on highly rated comniercial paper issues) of up to $400 
million. Details of the balances were as follows: 

Total Amount Balance Average 
Available Outstanding Available -- Interest Rate 

March 3 1,201 1 $ 400 $ $ 400 NIA 
December 3 1,201 0 400 10 390 0.25% 

As of March 3 1, 201 1, the Company maintained a $400 million revolving line of credit with a group of 
banks maturing in December 2014. The revolving line of credit allows KU to issue letters of credit or 
borrow fiinds up to $400 million. Outstanding letters of credit reduce the facility’s available borrowing 
capacity. The Company pays the banks an annual commitment fee based on current bond ratings on the 
unused portion of the commitment. At March 31,201 1, there were no borrowings outstanding under this 
facility. However, letters of credit totaling $198 million have been issued under this facility to support 
outstanding tax exempt bonds. This credit agreement contains financial covenants requiring the 
borrower’s debt to total capitalization ratio to not exceed 70%, as calculated pursuant to the credit 
agreement, and other customary covenants. 

On April 29, 201 1, KU entered into a new $198 million letter of credit agreement that will be used to 
issue letters of credit to support outstanding tax exempt bonds. The facility matures in April 2014. On 
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May 2, 201 1 ,  letters of credit totaling $198 million were issued under the new agreement replacing the 
letters of credit previously issued under KU’s credit facility. 

KU was in compliance with all debt covenants at March 3 I ,  201 1 and December 31,2010. 

Note 9 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 3, Rates and Regulatory Matters), 
material changes have not occurred in the current status of various commitments or contingent liabilities 
from that discussed in KU’s Financial Statements and Additional Information Report for 2010 
(including, but not limited to, Note 10, Related Party Transactions; Note 3, Rates and Regulatory 
Matters; and Note 1 1 ,  Subsequent Events; to the financial statements of the Company contained therein). 

Energy Purchases and Other Commitments 

0 VEC Power 

Pursuant to a power purchase agreement with OVEC, extended in February 201 1, to 2040, pending 
regulatory approvals, the Company may be conditionally responsible for a 2.5% 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 excess decommissioning costs and 
postretirement benefits other than pension. KU’s contingent proportionate share of OVEC’s outstanding 
debt was $34 million at March 3 1 ,  201 I .  See Note 2, Summary of Significant Accounting Policies, for 
further information. 

Legal Matters 

KU is involvcd in legal proceedings, claims and litigation in the ordinary course of business and cannot 
predict the outcome of such matters, or whether such matters may result in material liabilities, unless 
otherwise noted. 

Cons lrtr c t io n Program 

K U  liad approximately $107 million of commitments in connection with its construction program at March 
31,201 1. 

In June 2006, KU 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 ultirnate construction price. During 2009 and 2010, KU 
received several contractual notices from the TC2 construction contractor asserting historical force 
ma.jcure 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, KIJ 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 Company took care, 
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custody and control o f  TC2 on January 22,201 1 , and has dispatched the unit to meet customer demand 
since that date. KU and the contractor agreed to a further amendment of 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 fiiels in accordance with initial specifications 
prior to certain dates, and amending the provisions relating to liquidated damages. KU cannot currently 
estimate the ultimate outcome of these matters. 

TC2 CCN Application and Transmission Matters 

KU’s and LG8tE’s CCN for a transmission line associated with the TC2 construction has been 
challenged by certain property owners in Hardin County, Kentucky. Certain proceedings relating to 
CCN challenging and federal historic preservation permit requirements have concluded with outcomes 
in the LJtilitics’ favor. 

With respect to the remaining on-going dispute, KU obtained various successful rulings during 2008 at 
the Hardin County Circuit Court confirming its condemnation rights. In August 2008, several 
landowners appealed such rulings to the Kentucky Court of Appcals and receivcd a temporary stay 
preventing KTJ from accessing their properties. In May 2010, thc Kentucky Court of Appeals issued an 
Order affirming the Hardin L‘irculr Court’s finding that KU had the light to condcmn easements on the 
properties. In May 201 0, the landowners filed a petition for reconsideration with the Court of Appeals. 
In July 2010, the 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 denied the landowners’ request for discretionary review. 

Regulatory Issues 

Market -Based Rate A ut hority 

In July 2009, the FERC issued an order approving KTJ‘s September 2008 tri-annual application for 
updated market-based rate authority. During July 2009, affiliates of KIJ complcted a transaction 
terminating certain prior generation and power marketing activities in the Big Rivers Electric 
Corporation control area, which termination should ultimately allow a filing to request a determination 
that KU is no longer deemed to have market power in such control area and that historical restrictions on 
KIJ sales into that area is no longer applicable. 

Integrated Resozrrce Planning 

IRP regulations require major utilities to make triennial IRP filings with the Kentucky Commission. In 
April 201 1, KIJ and LG&E filed their 201 1 joint IRP with the Kcntucky Commission. 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 Virginia Commission the 
201 1 joint IRP by September 1,201 1, along with certain supplemental information as required by this 
Order. Impcnding environmental regulation could result in the retirements of older, smaller coal-fired 
units and therefore, the IRP assumes potential retirements of approximately 800 megawatts of coal-fired 
capacity with replacement by combined cycle gas units in 2016. In addition the IRP assumes 
approximatcly SO0 megawatts of peak demand reductions by 2017, via existing or expanded demand 
side management or energy efficiency programs. Implementation of the major findings of the IRP is 
subject to further Company analysis and decision-making and further regulatory approvals. 
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Mandatory Reliability Standards 

As a result of the EPAct 2005, certain formerly voluntary reliability standards became mandatory in 
June 2007 and authority was delegated to various Regional Reliability Organizations (“RROs”) by the 
North American Electric Reliability Corporation (“NERC”), which was authorized by the FERC to 
enforce compliance with such standards, including promulgating new standards. Failure to comply with 
mandatory reliability standards can subject a registered entity to sanctions, including potential fines of 
up to $ I  million per day, as well as ammonetary penalties, depending upon the circumstances of the 
violation. The Utilities are members of the SERC Reliability Corporation (“SERC”), which acts as their 
RRO. The Utilitics havc continued to self-report potential violations of certain applicable reliability 
requirements and submit accompanying mitigation plans. The resolution of a number of these potential 
violation reports is pending. Any rcgional reliability entity determination concerning resolution of  
violations of the Reliability Standards remains subject to the approval of the NERC and the FERC. 
Therefore, the IJtilities are unable to estimate the outcome of these matters. Additionally, the Utilities 
have one open self-report which has been the subject of a settlement with the SERC. This settlement was 
for no penalty but still requires FERC approval before becoming final. Mandatory reliability standard 
scttlemcnts commonly also include non-penalty elements, including compliance steps and mitigation 
plans. While the IJtilities believe they are in compliance with tlie mandatory reliability standards, events 
of potential non-compliance may be identified from time-to-time. The Utilities canno; predict such 
potential violations or the outcome of self-reports described above. 

Other 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the 
requirements of the federal EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time- 
based metcring and demand response, and Section 1254, Interconnections. The EPAct 2005 requires 
each state regulatory authority to conduct a formal investigation and issue a decision on whether or not it 
is appropriate to implement certain Section 1252 standards within eighteen months after the enactment 
of the EPAct ZOOS and to commence consideration of Section I254 standards within a year after the 
enactment of the EPAct 2005. Following a public hearing with all Kcntucky jurisdictional electric 
utilities, in  Dcccmber 2006, the Kentucky Commission issued an Order in this proceeding indicating that 
the EPAct 2005 Section 1252 and Section 1254 standards should not be adopted. However, all the 
Kentucky Commission jurisdictional utilities are required to file real-time pricing pilot programs for 
their large commcrcial and industrial customers. KU and LG&E dcveloped real-time pricing pilots for 
large industrial and commercial customers and filed the details of the plan with the Kentucky 
Commission in April 2007. In February 2008, the Kentucky Commission issued an Order approving the 
real-time pricing pilot programs proposed by KU and LG&E for implementation for their large 
commercial and industrial customers. Thc tariff was filed in October 2008, with an effcctive date of 
December 1,2008. KU and LG&E file annual reports on the program within 90 days of each plan year- 
end for the three-year pilot period. 

Environmental Matters 

The Company’s operations are subject to a number of environmental laws and regulations in each of the 
jurisdictions in which it operates, governing, among other things, air emissions, wastewater discharges, the 
use, handling and disposal of hazardous substances and wastes, soil and groundwater contamination and 
employee health and safety. As indicated below and summarized at the conclusion of this section, evolving 
environmental regulations will likely increase the level of capital and operating and maintenance 
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expenditures incurred by the Company during the next several years. Based upon prior regulatory 
precedent, the Company believes that many costs ofcomplying with such pending or hture requirements 
would likely be recoverable under the ECR or other potential cost-recovery mechanisms, but the Company 
can provide no assurance as to the ultimate outcome of such proceedings before the regulatory 
authorities. 

Geneid Envii-onmentnl Proceedings 

From time to time, KU appears before the EPA, various state or local regulatory agencies and state and 
federal courts rcgarding matters involving compliance with applicable environmental laws and 
regulations. Such matters include a prior Section 1 14 information request from the EPA relating to new- 
source rcview issues at KU’s Ghent unit 2; completed settlement with state regulators regarding 
compliance wit11 particulate limits in the air permit for KIJ’s Tyrone generating station; remediation 
obligations or activities for or other risks relating to elevated PCB levels at existing properties; liability 
under thc Comprehensive Environmental Response, Compcrisation and Liability Act for cleanup at 
various off-site waste sites; and on-going claims regarding the GHG emissions from the Company’s 
generating stations. Bascd on analysis to date, the resolution of these matters is not expected to have a 
material impact on the Company’s operations. 

A iy 

Ambient Air Quality: 

The Clean Air Act requires the EPA to periodically review the available scientific data for six criteria 
pollutants and establish concentration levels in the ambient air sufficient to protect the public health and 
welfare with an extra margin for safety. These concentration levels are known as NAAQS. Each state 
must identify “nonattainmcnt areas” within its boundaries that fail to comply with the NAAQS and 
dcvelop a SIP to bring such nonattainment areas into compliance. If a state fails to develop an adequatc 
plan, the EPA must develop and implement a plan. As the EPA increases the stringency of the NAAQS 
through its periodic reviews, the attainment status of various areas may change, thereby triggering 
additional emission reduction obligations under revised SIPS aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional 
reductions in SO2 and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP 
Call” rule requiring reductions in NOx emissions Of approximately 85% from 1990 levels in order to 
mitigatc ozone transport from the midwestern U.S. to the northeastern US .  To implement the new 
federal rcquirenients, Kentucky amended its SLP in 2002 to require electric generating units to reduce 
their NOx emissions to 0.15 pounds weight per million British thermal units on a company-wide basis. 
In 2005, the EPA issued the CAIR which required additional SO2 emission reductions of 70% and NOx 
emission rcductions of 65% from 2003 levels. The CAIR provided for a two-phase cap and trade 
program, with initial reductions of NOx and SO2 emissions due by 2009 and 2010, respectively, and 
final reductions due by 2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements 
similar to those under the federal CAIR. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promrilgate a new 
regulation but leaving the CAIR in place in the interim. The remand of the CAIR results in some 
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uncertainty with respect to certain other EPA or state programs and proceedings and the Utilities’ 
compliance plans relating thereto due to the interconnection of the C A R  with such associated programs. 

In January 201 0, the EPA proposed a revised NAAQS for ozone which would increase the stringency of 
tlie standard. In addition, the EPA published final revised NAAQS standards for NO2 and SO2 in 
February 2 0  10 and June 201 0, respectively, which are more stringent than previous standards. 
Depending on the level of action determined necessary to bring local nonattainment areas into 
compliance with the revised NAAQS standards, KU’s power plants are potentially subject tc;r 
requirements for additional reductions in SO2 and NOx emissions. 

In August 201 0, the EPA issued the proposed CATR, which serves to replace the CAIR. The CATR 
provides for a two-phase SO2 rcduction program with Phase I reductions due by 2012 and Phase I1 
reductions due by 2014. The CATR provides for NOx reductions in 2012, but the EPA advised that it is 
studying whether additional NOx reductions should be required for 2014. The CATR is more stringent 
than the CAIR as it  accelerates certain compliance dates and provides for only intrastate and limited 
intcrstatc trading of emission allowances. In addition to  its preferred approach, the EPA is seeking 
commcnt on an altcrnative approach which would provide for individual emission limits at each power 
plant. The EPA has announced that it will propose additional “transport” rules to address compliance 
with revised NAAQS standards for ozone and particulate matter which will be issued by the EPA in the 
future, as discussed below. 

Hazardous Air Pollutants: 

As provided in the Clean Air Act, the EPA investigated hazardous air pollutant emissions from electric 
utilities and submitted a report to Congress identifying mercury emissions from coal-fired power plants 
as warranting further study. In 2005, the EPA issued the CAMR establishing mercury standards for new 
power plants and rcquiring all states to issue ncw SIPS including mercury requirements for existing 
power plants. The EPA issucd a model rulc which provides for a two-phase cap and trade progratn with 
initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for reductions of 
70% from 2003 levels. The EPA closely integrated the CAMR and CAlR programs to ensure that tlic 
201 0 mcrcury reduction targets would be achieved as a “co-benefit” of the controls installed for 
purposes of compliance with the CAIR. 

In Fcbruary 2008, a federal appcllate court issued a decision vacating the CAMR. In March 20 1 1 , the 
EPA released the proposed utility Maximum Achievable Control Technology rule to replace the CAMR. 
The proposed rule would establish standards for hazardous air pollutants emitted by power plants 
including mcrcury, other heavy metals, and acid gases. The emissions limitations specified in the 
proposed rule are stringent, requiring a 91% reduction in the case of mercury emissions. Upon 
promulgation o f a  final rule, facilities would have a short three-year period to comply with the new 
requirements, with the possibility of a one-year extension from the state. The Company will be unabie to 
determine the exact impact on Company operations until such time as a final rule is promulgated by the 
EPA. 
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Acid Rain Program: 

The Clean Air Act imposed a two-phased cap and trade program to reduce SO2 emissions from power 
plants that were thought to contribute to “acid rain” conditions in the northeastern U.S. The Clean Air 
Act also contains requirements for power plants to reduce NOx emissions through the use of available 
combustion controls. 

Regional Haze: 

The Clcan Air Act also includes visibility goals for certain federally designated areas, including national 
parks, and rcquires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future inipairmcnt and rcmedying any existing impairment of visibility in those areas. In 2005, the EPA 
issued its Clcan Air Visibility Rule detailing how the Clean Air Act’s BART requirements will be 
applied to facilities, including power plants built bctween 1962 and 1974 that emit certain levels of 
visibility impairing pollutants. IJnder the final rule, as the CAIR provided for more visibility 
improvcnmt than BART, states are allowed to substitute CAJR requiremcnts in their regioiial haze SIPs 
in lieu of controls that would otherwise be required by .BART. The final rule has been challenged in the 
courts. Additionally, because the regional haze SIPS incorporate certain CAJR requirements, the remand 
of the CAIR could potcntially impact regional haze SIPs. Sce Ambienl Air Qualitv above for a 
discussion of CAR-rclatcd uncertainties. 

KU submitted an analysis of the visibility impacts of its Kentucky BART-eligible sources to the KDAQ. 
None of K1J’s plants were determined to have a significant regional hazc impact. 

Ghent Opacity NOV: 

In September 2007, the EPA issued an NOV allcging that KU had violated certain provisions of the 
Clcan Air Act’s operating rulcs rclating to opacity during Junc and July of 2OO7 at Units 1 and 3 of 
KIJ’s Ghcnt gencratiiig station. The parties have met on this matter and KU has rcceived no further 
co~~irnunications from thc EPA. The Company is not able to cstiinatc the outcomc or potcntial effccts of 
these mattcrs, including whether substantial fines, penalties or rcniedial measures may result. 

Ghent New Source Review NOV: 

In March 2009, the EPA issued an NOV alleging that KU violated ccrtain provisions of the Clean Air 
Act’s rules govcrning new source review and prevention of significant deterioration by installing FGD 
and SCR controls at its Glient generating station without assessing potcntial increased sulfuric acid mist 
emissions. KIJ contends that the work in question, as pollution control projects, was exempt from the 
rcquirernents cited by the EPA. In December 2009, the EPA issued a Section 1 14 information request 
seeking additional information on this matter. In March 2010, the Company received an EPA settlement 
proposal providing for imposition of additional permit limits and emission controls and anticipates 
continricd scttlement negotiations with the EPA. Negotiations between the EPA and KU are ongoing. 
Depending on the provisions of a final settlement or the results of litigation, if any, resolution of this 
matter could involve significant increased opcrating and capital expcnditures. The Company is currently 
unable to determine the final outcome of this matter or the impact of an unfavorable determination on 
thc Company’s financial position or results of operations. 
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Installation of Pollution Controls: 

Many of the programs under the Clean Air Act utilize cap and trade mechanisms that require a company 
to hold sufficient cmissions allowances to cover its authorized emissions on a company-wide basis and 
do not require installation of pollution controls on every generating unit. Under cap and trade programs, 
companies are free to focus their pollution control cfforts on plants where such controls arc particularly 
efficient and utilize the rcsulting emission allowances for smaller plants where such controls are not cost 
effective. KU met its Phase I SO2 requirements primarily through installation cf FGD squipment on 
Glient Unit 1. KU’s strategy for its Phase I1 SO2 requiremcnts, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emission allowances and fuel 
switching to defer certain additional capital expenditures and continue to evaluate improvements to 
further reduce SO2 cmissions. KU believes its costs in reducing SO2, NOx and mercury emissions to be 
comparable to those of similarly situated utilities with like gcneration assets. KU’s compliance plans are 
subjcct to many factors including dcveloprnents in the cmission allowance and fuels markets, future 
legislative and regulatory enactments, legal proceedings and advances in clean air teclinology. KU will 
continuc to monitor these developrnents to ensure that its environmental obligations are met in the most 
efficient and cost-cffective manner. KU expects to incur additional capital cxpenditures currently 
approved in its ECR plans totaling approximately $SO0 million during the 201 1 through 2013 time 
period to achieve cniissions reductions and manage coal combustion residuals. Monthly recovery is 
subject to periodic review by the Kentucky Commission. 

TC2 Air Permit: 

The Sicrra Club and other environmental groups filed a petition challenging the air permit issued for the 
TC2 baseload generating unit which was issued by the KDAQ in November 2005. In September 2007, 
the Secretary of the Kentucky Environmental and Public Protection Cabinet issued a final Order 
upholding tlic permit. The environmental groups petitioned the EPA to object to the state pcrmit and 
subsequent perinit revisions. In detcrminations made i n  September 2008 and June 2009, the EPA 
re.jccted most of the cnvironmental groups’ claims but identified thrce permit dcficiencies which thc 
KDAQ addrcssed by revising the pcrmit. In August 2009, the EPA issued an Ordcr denying the 
remaining claims with the exception of two additional dcficiencies which the KDAQ was directed to 
address. The EPA detcrmincd that the proposed permit subsequently issued by the KDAQ satisfied the 
conditions of the EPA Ordcr altl~ougli the agency recommended certain enhancements to tlic 
administrative record. In January 2010, the KDAQ issued a final permit revision incorporating the 
proposed cliangcs to address the two EPA objections. In March 2010, the Sierra Club submitted a 
petition to the EPA to object to the permit revision, which is now pending before the EPA. The 
Company believes that the final permit as revised should not have a material adverse effect on its 
financial condition or results of operations. However, until the EPA issues a final ruling on the pending 
petition and all applicable appeals have been exhausted, the Company cannot predict the final outcome 
of this matter. 

GHG Developments: 

In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 industrialized 
countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the Kyoto 
Protocol and there are currently no mandatory GHG emission reduction requirements at the federal 
level. As discussed below, legislation mandating GHG reductions has been introduced in the Congress, 
but no federal legislation has been enacted to date. In the absence of a program at the federal level, 
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various states have adopted their awn GHG emission reduction programs, including 1 1 northeastern 
U.S. states and the District ofColumbia under the Regional GHG Initiative program and California. 
Substantial cfforts to pass federal GHG legislation are on-going. The current administration has 
announced its support for the adoption of mandatory GHG reduction requirements at the federal level. 
The  United States and other countries met in Copenhagen, Denmark, in December 2009, in  an effort to 
negotiate a GHG reduction treaty to succeed the Kyoto Protocol, which is set to expire in 2013. In 
Copenhagcn, the LJ.S. made a nonbinding commitment to, among other things, seek to reduce GHG 
emissions tc l ?% below 2005 levels by 2020 and provide financial support to developing countries. The 
United Statcs and other nations met in Cancun, Mexico, in December 2010 to continue negotiations 
toward a binding agreement. 

GHG Legislation: 

KIJ is monitoring on-going cfforts to enact GHG reduction requirements and requirements governing 
carbon sequestration at the state and federal lcvel and is assessing potential impacts of such programs 
and stratcgics to mitigate those impacts. In June 2009, the 1J.S. House of Reprcsentativcs passed the 
American Clean Energy and Security Act of 2009, which was a comprehcnsivc cnergy bill containing 
the first-ever nation-wide GHG cap and trade program. The bill provided for reductions in GHG 
cinissions of 3% below 2005 levels by 201 2, 17% by 2020 ana 83% by 2050. In order to cushion 
potential rate impacts for utility customers, approximately 43% of emissions allowances would have 
initially bccn allocated at no cost to the electric utility sector, with this allocation gradually declining to 
7% in 2029 and zero thercafter. The bill would have also established a rcnewablc electricity standard 
requiring utilities to meet 20% of their electricity demand t11roug11 renewable cnergy and energy 
efficiency by 2020. Thc bill contained additional provisions regarding carbon capture and sequestration, 
clean transportation, smart grid advancement, nuclear and advanced technologies and energy efficiency. 

In Septcmbcr 2009, the Clean Energy Jobs and American Power Act, which was largely patterned on the 
Housc Icgislation, was introduced in the U.S. Senate. The Senate bill raised thc emissions reduction 
target for 2020 to 20% below 2005 levels and did not includc a rencwable electricity standard. Whilc the 
initial bill lacked dctailcd provisions for the allocation of emissions allowances, a subsequcnt revision 
incorporated allowancc allocation provisions similar to the House bill. Although Senators Kerry and 
L,icberman and othcrs worked to reach a consensus on GHG legislation, no bill passed the Senate in 
201 0. Thc Company is closely monitoring the progress of pcnding energy legislation, but the prospect 
for passage of comprelicnsive GHG legislation in 201 1 is uncertain. 

GHG Regulations: 

In  April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the 
Clean Air Act. In April 2009, the EPA issued a proposed cndangerment finding concluding that GHGs 
endangcr public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final 
endangerment finding was issued in December 2009. In September 2009, the EPA issued a final GHG 
reporting rulc requiring reporting by facilities with annual GHG emissions equivalent to at least 25,000 
tons of carbon dioxide. A number of the Company’s facilities are required to submit annual reports 
cotnmcncing with calendar year 2010. In May 2010, the EPA issued a final GHG “tailoring” rule, 
effective January 20 1 1, requiring new or modified sources with GHG emissions equivalent to at least 
75,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration 
Program. Such new or modified facilities would be required to install Best Available Control 
Technology. While the Company is unaware of any currently available GHG control technology that 
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might be required for installation on new or modified power plants, it is currently assessing the potential 
impact of the rule. The final rule will apply to new and modified power plants beginning in January 
201 I .  The Company is unable to predict whether mandatory GHG reduction requirements will 
ultimately be enacted through legislation or regulations. Zn December 2010, the EPA announced that it 
plans to promulgate GHG New Source Performance Standards for power plants, including both new and 
existing facilities. A proposed rule is expected by July 201 1 , while a final rule is expected by May 201 2. 
In the absence of either a proposed or final regulation, KU is unable to assess the potential impact of any 
fu t lire r e p 1  at i on. 

GHG Litigation: 

A number of lawsuits have been filed asserting common law claims including nuisance, trespass and 
negligence against various companies with GHG emitting facilities. In October 2009, a three judge panel 
of the Unitcd States Court of Appeals for the 5“’ Circuit in the case of  Comer v. Murphy Oil reversed a 
lower court, holding that private plaintiffs have standing to assert certain common law claims against 
more than 3 0  utility, oil, coal and chemical companies. In March 2010, the court vacated the opinion of 
thc three-judge panel and granted a motion for rehearing but subsequently deiiied the appeal due to thc 
lack of a quoruni. The appellate ruling leaves in effect the lower court ruling dismissing the plaintiffs’ 
claims. In January 201 1, the Supreme Court denied petitioner’s petition for review, which effectively 
brings the case to an end. The Comer complaint alleged that GHG emissions from the defendants’ 
facilitics contributed to global warming which increased the intensity of Hurricane Katrina. E.ON AG, 
thc former indirect parent of the TJtilities, was named as a defendant in the complaint, but was not a 
party to the proceedings due to the failurc of the plaintiffs to pursue service under the applicable 
international procedures. KTJ continues to monitor relevant GHG litigation to identify judicial 
developmcnts that may be potentially relevant to operations. 

Waled Wust e 

Ash Ponds and Coal-Combustion Byproducts: 

The EPA has undertaken various initiatives in response to the December 2008 impoundment failure at 
the Tennessee Valley Authority’s Kingston power plant, which resulted in a major release of coal 
combustion byproducts into the environment. The EPA issued information requests to utilities 
throughout the country, including KTJ, to obtain information on their ash ponds and other 
impoundments. In addition, the EPA inspected a large number of impoundments located at power plants 
to determine their structural integrity. The inspections included several of KIJ’s impoundments, which 
the EPA found to be in satisfactory condition. In June 2010, the EPA published proposed regulations for 
coal combustion byproducts handlcd in landfills and ash ponds. The EPA has proposed two alternatives: 
(1) regulation of coal combustion byproducts in landfills and ash ponds as a hazardous waste or (2) 
regulation of coal combustion byproducts as a solid waste with minimum national standards. TJnder both 
alternatives, the EPA has proposed safety requirements to address the structural integrity of ash ponds. 
In addition, the EPA will consider potential refinements of the provisions for beneficial reuse of coal 
combustion byproducts. 

Water Discharges and PCB Regulations: 

In March 20 1 1 , the EPA released a proposed cooling water intake structure nile pursuant to Section 
3 16(b) of the Clean Water Act. The proposed rule would require a case-by-case review to identify 
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appropriate mcasures to mitigate the impact of cooling water intake structures on aquatic life. 
Mitigation measures required as a result of thc review could range from use ofsmaller mesh screens on 
intake structures to more costly measures such as construction of cooling towers. The exact impact of 
the rule will dcpend on the provisions contained in the final rule promulgated by the EPA and the 
subsequent implementation of the nile by the states. The EPA has also announced phns to develop 
revised efflucnt limitation guidelines governing discharges from power plants. The EPA has fiirther 
announccd plans to develop rcvised standards governing the use of PCB in electrical equipment. The 
Company is monitoring these ongoing regulatory developments, but will be unable to determine the 
impact until such time a s  new rules are finalized. 

TC2 Water Permit: 

In May 2010, the Kentucky Watcnvays Alliance and other cnvironmental groups filed a petition with the 
Kentucky Energy and Environment Cabinet challenging the Kcntucky Pollutant Discharge Elimination 
Systcm permit issued in April 201 0, which covers water discharges from the Trimble County gencrating 
station. In October 201 0, the hearing officer issued a rcport and recommended Order providing for 
dismissal of thc claims raised by the petitioners. In Dcccmbcr 201 0, the Sccretary issued a final Order 
dismissing all claims and upholding the permit which petitioners subscquently appealed to Trimble 
County Circuit Court. 

Basin Seepage or Groundwater Infiltration: 

Seepagcs or groundwater infiltration lias been detected at wastcwater basins or landfills at various KU 
plants. KU has conipletcd or is completing assessnicnts of scepages at various facilities and is working 
with agencies to implement abatement measurcs for those seepages, where required. The potential cost 
to address idcntificd seepages or other seepagcs at KU’s plants is not now determinable, but could be 
signi fi can t . 

KU is a potentially responsible party at several sitcs listed by thc EPA under the federal Superfind 
program. Clcan-up actions have bccn or are being undertakcn at all of these sites, the costs of which has 
not becn significant to thc Company. Howcver, should thc EPA requirc different or additional measures 
in the ftiture, or should KIJ’s share of costs at multi-party sites increasc significantly morc than currently 
expected, the costs to KU could be significant. * 

KU is remediating or has completed the remediation of scvcral sites that were not addressed under a 
regulatory program such as Superfbnd, but for which the Company may be liable for remediation. These 
include a numbcr of former coal gas manufacturing facilities in Kcntucky previously owned or operated 
or currcntly owncd by KU. There are additional sites, formerly owned or operated by KU for which the 
Company lacks information on current site conditions and is therefore unable to predict wliat, if any, 
potential liability it may have. 

Depending on the outcornc of investigations at sites where investigations have not begun or been 
complcted or developments at sites for which the Company currently lacks information, the costs of 
rcmediation and other liabilities could be substantial. It also could incur other non-remediation costs at 
sites included in current consent orders or other contaminated sites, the costs af which are not now 
determinable but could be significant. 
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impact of Pending and Future Environinental Developnwnts 

As a company with significant coal-fired generating assets, KU will likely be substantially impacted by 
pending or future environmental rules or legislation requiring mandatory reductions in GHG emissions 
or other air emissions, imposing more stringent standards on discharges to waterways, or establishing 
additional requirements for handling or disposal of coal combustion byproducts. These evolving 
environmental regulations will likely require an increased level of capital expenditures and increased 
ir,crr=mental operating and maintenance costs by the Company over the next several years. Due to the 
uncertain nature of the final reguiations that will ultimately be adopted by the EPA, including the 
reduction targets and the deadlines that will be applicable, the Company cannot finalize estimates of the 
potential compliance costs, but should the final rules incorporate additional emission reduction 
requirements, require more stringent emissions controls or implement more stringent byproducts storage 
and disposal practices, such costs will likely be significant. With respect to NAAQS, CATR, utility 
Maximum Achieveable Control Technology rule and coal combustion byproducts developments, based 
upon a prcliminary analysis of proposed regulations, the Company may be required to consider actions 
such as upgrading existing emissions controls, installing additional emissions controls, upgrading 
byproducts disposal and storage and possible early replacement of coal-fired units. Capital expenditures 
for KU associated with such actions are preliminarily estimated to be in the $1 .S to $1.75 billion rangc 
over the next ten years, although final costs may substantially vary. With respect to potential 
developments in water discharge, including the recently proposed Section 3 16(h) cooling water intake 
rule and the expected revisions to the cfflucnt guidelines, revised PCB standards or GHG initiatives, 
costs in such areas cannot be estimated due to the preliminary status or uncertain outcome of such 
developments, but would be in addition to the above amount and could be substantial. IJltimately, the 
precise impact on the Company’s operations of these various environmental developments cannot be 
determined prior to the finalization of such requirements. Based upon prior regulatory precedent, the 
Company believes that many costs of complying with such pending or future requirements would likely 
be recoverable under the ECR or other potential cost-recovery mechanisms, but the Company can 
provide no assurancc as to the uI timate outcome of such proceedings before the regulatory authorities. 
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Note 10 - Related Party Transactions 

Successor 
Thrce Months 

Ended 
March 3 1 , 20 1 1 

$ I I  
27 

KU and subsidiaries of L,KE and PPL engage in related party transactions. Transactions between KU 
and LKE subsidiaries are eliminated on consolidation of LKE. Transactions between KIJ and PPL 
subsidiaries are eliminated on consolidation of PPL,. These transactions are generally performed at cost 
and are in accordance with FERC regulations under the Public Utility Holding Company Act of ZOO5 
and the applicable Kentucky Commission and Virginia Commission regulations. 

Predecessor 
Thrce Months 

Ended 
March 31,2010 

$ 7 
24 

Intercompany Wholesale Sales and Purchases 

KIJ and LG&Ejointly dispatch their generation units with the lowest cost gencration used to serve their 
retail native load. When L,G&E lias excess generation capacity after serving its own retail native load 
and its generation cost is lower than that of KU, KU purchases electricity from L,G&E. When KU has 
excess gcncration capacity after serving its own retail native load and its generation cost is lower than 
that of LG&E, LG&E purchascs electricity from KU. These transactions are recorded as intercompany 
wliolcsale salcs and purchases and are recorded by each company at a price equal to the seller’s fuel 
cost. Savings realized frorn purchasing electricity intercompany instead of generating from their own 
higlier costs units or purchasing from the market arc shared equally between the Utilities. The volume of 
energy cach company has to sell to the other is dependent on its native load needs and its available 
gencra t i on. 

Electric operating revenues from L,G&E 
Power purchased from LG&E 

Interest Charges 

Sce Note 8, Debt, for details of intercompany borrowing arrangements. Intercompany agreements do not 
require interest payments for receivables related td services provided when settled within 30 days. 

lntercst paid to LIKE on the money pool arrangement was not significant for the three months ended 
March 3 1,20 1 1 and for the three months ended March 3 1, 201 0. There were no loans from Fidelia 
during thc three months ended March 3 I ,  20 I 1 .  Interest expense related to loans from Fidelia was $18 
million for the three months ended March 31, 2010. 

Dividends 

In March 201 1, the Company paid dividends of $31 million to its sole shareholder, LKE. For the period 
ended March 3 1,2010 no dividends were paid. 
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0 t her Intercompany I3 ill i n gs 

Servco provides the Company with a variety of centralized administrative, management and support 
services. Associated charges include payroll taxes paid by Scrvco on behalf of KU, labor and burdens of 
Servco employees performing services for KU, coal purchases and other vouchers paid by Servco on 
bchalf of KU. The cost of these services is directly charged to the Company, or for general costs which 
cannot be directly attributed, charged based on predetermined allocation factors, including the following 
ratios: number of customers, total assets, revenues, number of employees and/or other statistical 
information. ‘I hese costs are charged on an actual cost basis. 

In addition, the Utilities provide services to each other and to Servco. Billings between the Utilities 
relate to labor and overheads associated with union and hourly employees performing work for the other 
utility, charges related to jointly-owned generating units and other miscellaneous charges. Billings from 
KU to Scrvco include cash received by Servco on behalf of KU, tax settlemcnts and other payments 
madc by the Company on behalf of other non-regulated businesses which are reimburscd through 
Servco. 

Intercompany billings to and from KU were as followsi 
Successor 

Three Months 
Ended 

March 3 1,201 1 
Servco billings to KU $ 49 
LG&E billings to KTJ 27 

Predccessor 
Three Months 

Ended 
March 31, 2010 

!$ 50 
8 

KU billings to Servco were not significant for the three months ended March 3 1 ,  201 I and March 3 1, 
2010. 

Intercompany Balances 

The Company had the following balances with its affiliates: 

Accounts receivable from LKE 
Accounts payable to Servco 
Accounts payable to LG&E 
Accounts payable to L,KE 
Notes payable to LKE 

March 31,2011 December 31,2010 
$ $ 12 

14 23 
17 22 
7 
- 10 

- 
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Note 11 - Subsequent 

Subsequent events have been evaluated through May 9, 201 1, the date of issuance of these statements 
and these statcments contain all necessary adjustments and discl.osures resulting from that evaluation. 

On May 2,201 1, KU a filed notice of intent to file an ECR plan with the Kentucky Commission. The 
plan will be filed 011 or after June 1 , 201 1. 

On April 23,201 1, KU entered into a new $198 million lcttcr of credit agreement that will be used to 
issue letters of credit to support outstanding tax exempt bonds. The facility matures in April 2014. On 
May 2, 201 1, lettcrs of credit totaling $ I98 million were issued under the new agreement replacing the 
lcttcrs of credit prcviously issued under K1J’s credit facility. In May 201 1 ,  one national rating agency 
downgradcd thc long-term rating of four of KlJ’s pollution control bonds by one notch in connection 
with thc substitution of thc lctters of credit enhancing these four bonds. 

On April 22, 201 1 KU filed a Form S-4, Registration Statement, with thc SEC, as agreed in its first 
mortgage bonds rcgistration rights agreement. The Form S-4 relates to an offcr to exchange the first 
mortgagc bonds with rcgistcrcd, publicly tradable securitics. 

On April 2 1, 201 1, KU and L,G&E filed their 201 1 joint IRP with thc Kcntucky Commission. 

On April 1,201 1 ,  KTJ filed a rate adjustment request with the Virginia Commission. If approved, the $9 
million base rate increase, an increase of approximately 14%, would be effective January 2012. 
Inclusive in that request is the recovery over five years of $6 million in expenses from the December 
2009 winter storm that affected KU’s Virginia jurisdiction. 
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Forward-Looking Information 

Statements contained in this report concerning expectations, beliefs, plans, objectives, goals, strategies, 
hture cvcnts 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 fedcral 
securities laws. Although KU believes 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-looking statements. In addition to the specific factors 
discussed in Risk Factors in KIJ’s Financial Statements and Additional Information Report for 2010 and 
in Managemcnt’s Discussion and Analysis in this report, the following are among the important factors 
that could causc actual results to differ materially from the forward-looking statements. 
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continuing ability to recover he1 and natural gas supply costs in a timely manner; 
weather conditions affecting gencration, customer cnergy use and operating costs; 
operation, availability and operating costs of existing generation facilities; 
transmission and distribution systcni conditions and operating costs; 
potential laws or regulations to reduce emissions of GHGs; 
collective labor bargaining negotiations; 
the outcome of litigation against KU; 
potential effects of threatened or actual terrorism, war or other hostilities or natural disasters; 
thc commitments and liabilities against KU; 
market demand and prices for energy, capacity, transmission services, emission allowances 
and delivered Euel; 
competition in retail and wholesale power markets; 
liquidity of wholesale power markets; 
defaults by counterparties under energy, fucl or other power product contracts; 
inarkct prices of commodity inputs for ongoing capital expenditures; 
capital market conditions, including the availability of capital or crcdit, cliangcs in interest 
rates, and decisions rcgarding capital structurc; 
the fair value of debt and equity securities and the impact on dcfined benefit costs and 
resultant cash Eunding requirements for defined benefit plans; 
interest rates and their effect on pcnsion and retirce medical liabilities; 
volatility in or the impact of other changes in financial or  commodity markets and economic 
conditions; 
the profitability and liquidity, including access to capital markets and credit facilities of KIJ; 
new accounting requirements or new interpretations or applications of existing requirements; 
changes in sccurities and credit ratings; 
current and future environmental conditions, regulations and requirements and the related 
costs of compliance, including environmental capital expenditures, emission allowance costs 
and other expenses; 
political, regulatory or economic conditions in states, regions or countries where KU 
conducts business; 
receipt of necessary governmental permits, approvals and rate relief; 
new state or federal legislation, including new tax, environmental, health care or pension- 
related legislation; 
state or federal regulatory developments; 
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the outcome of any rate cases by KU at the Kentucky Commission, the F E W ,  the Virginia 
Commission or the Tennessee Regulatory Authority; 
the impact of any state or federal investigations applicable to KIJ and the energy industry; 
the effect of any business or industry restructuring; 
dcvelopmcnt of new projects, markets and technologies; 
performance of new ventures; and 
business or asset acquisitions and dispositions. 

0 

., 
e 

e 

Any such forward-looking statements should be considered in iight of such important factors. 

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 KU to predict all such factors, or the 
extent to which any such factor or combination o f  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 KU undertakes no obligation to update the information contained 
in such statement to reflect subsequent devclopinents or infomiation. 
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iscussion and Analysis 

Overview 

Management’s Discussion and Analysis should be read in conjunction with KU’s condensed financial 
statements and the accompanying notes. Terms and abbreviations are explained in the Index of 
Abbreviations. Dollars are in millions unless otherwise noted. 

KV, headquartered in Lexington, Kentucky, is a regulated utility engaged in the generation, transmission, 
distribution and sale of electric energy in Kentucky, Virginia and Tennessee. Refer to the Business section 
in K‘CJ’s Financial Statements and Additional Information Report for 2010 for further information 
regarding the business. See Overview in Management’s Discussion and Analysis in the Company’s 
Financial Statements and Additional Information Report for 2010 for a discussion of KU’s strategy and 
the risks and challenges that it faces in its business. See Forward-Looking Information, Note 9, 
Commitments and Contingencies, and the remainder of items in Management’s Discussion and Analysis 
in this report and Risk Factors and Management’s Discussion and Analysis in the Company’s Financial 
Statements and Additional Information Report for 201 0, for more information concerning the material 
risks and uncertainties that KTJ faces in its business and with respect to its future earnings and cash 
flows. 

Predecessor and Successor Financial Presentation 

KU’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 are labeled as Predecessor or 
Successor, as applicable. KU applied push-down accounting to account for the acquisition. For 
accounting purposes only, push-down accounting is considered to create a new entity due to new cost 
basis assigned to  assets, liabilities and equity as of the acquisition date. Consequently, certain results of 
KU’s opcrations and cash flows for the Predecessor period in 2010 and the Successor periods in 2010 
and 201 1 arc not consistent; however, management does not believe that the core operations of the 
Company have changed as a result of the acquisition. 

Environmental Matters 

General 

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. In addition, costs may increase significantly if the requirements or scope of environmental 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 kcy suppliers, or customers, such as coal producers, industrial power 
users, etc., and may impact the costs of their products or their demand for KIJ’s services. 
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Climate Cliange 

Recent developments continue to indicate an increased possibility of significant climate change or GHG 
legislation or regulation, at the international, federal, regional and state levels. During December 2009, 
as part of thc United Nation’s Copenhagen Accord, the U.S. agreed to a non-binding goal to reduce 
GHG emissions to 17% below 2005 levels by 2020. Additionally, during 2009, the 1J.S. House of 
Representatives passed comprehensive GHG legislation, which included a number of measures to limit 
GHG emissions and acliicve CHG emission reduction targets bclow 2005 levels of 3% by 201 2, 17% by 
2020 and 83% by 2050. Similar legislation has been considered in the 1J.S. Senate, but the prospects for 
passagc rcmain uncertain. In late 2009, the EPA issued a final endangerment finding relating to mobile 
sources of GHGs and a GHG reporting requirement beginning in 2010. In 2010, the EPA issued a final 
rule requiring implenicntation of best available control tcchnology for GHG emissions from new or 
modificd power plants, cffcctivc January 201 1. In Decembcr 2010, the EPA announced that it intends to 
propose New Source Performance Standards addressing GI-IG emissions from new and existing power 
plants, with a proposcd rule expected j n  July 201 I .  In 201 1 , lcgislation was introduced in both the House 
and Senate which sceks to bar the EPA from regulating GHG emissions under tlie existing authority of 
the Clean Air Act, but, to date, no such legislation has bcen enacted. Finally, a number of U.S. states, 
although not currcntly including Kentucky, have adopted GHG-reduction legislation or regulation of 
various sorts. The dcveloping GHG initiatives include a number of differing structures and formats, 
including direct limitations on GHG sources, issuance of allowances for GHG emissions, cap-and-trade 
programs for such allowances, renewable or alternativc generation portfolio standards and mechanisms 
rclating to demand reduction, energy efficiency, smart-grid, transmission expansion, carbon- 
sequestration or other GHG-reducing efforts. While the final terms and impacts of such initiatives 
cannot be cstimated, KTJ, a primarily coal-fired utility, could he highly affected by such proceedings. 

Other Environinentnl Regulatory Initiatives 

The EPA has proposcd or announced that i t  intends to propose, and in some cases has finalized, a 
nunibcr of additional environmental regulations that could substantially impact utilities with coal-fired 
generating assets. These regulatory initiatives include rcvisions to the ambient air quality standards for 
SOz, NO2, ozone and particulate matter 2.5 microns in size or less, rules ainied at mitigating the 
interstate transport of SO2 and NOx, a program govcrning emissions of hazardous air pollutants from 
utility gcnerating units, a program for the management of coal combustion residuals, revised effluent 
guidelines for utility gcnerating facilities and standards for cooling water intake structures. Such 
requircrncnts could potentially mandate upgrade of existing emission controls, installation of additional 
emission controls such as FGDs, SCRs, fabric filter bag houses, activated carbon injection, wet 
electrostatic precipitators, closure of ash ponds and retrofit of landfills, installation of cooling towers, 
dcployment of new water treatment technologies and retircnient of facilitics that cannot be retrofitted on 
a cost effective basis. 

The cost to KU and the effect on KIJ’s business of complying with potential GHG restrictions and other 
environmental regulatory initiatives will depend upon provisions of any final rules and how the rules are 
implemented by the EPA. Some of the design elements which may have the greatest effect on KU 
include (a) the required levels and timing of emissions caps, discharge limits or similar standards, (b) the 
sources covered by such requirements, (c) transition and mitigation provisions, such as phase-in periods, 
free allowances or price caps, (d) the availability and pricing of relevant mitigation or control 
technologies, goods or services and (e) economic, market and customer reaction to electricity price and 
demand changes due to environmental concerns. 
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Ultimately, environmental matters or potential environmental matters can represent an important 
element of current or future potential capital requirements, future unit retirement or replacement 
decisions, supply and demand for electricity, operating and maintenance expenses or compliance risks 
for the Company. Based on prior regulatory precedent, KU currently anticipates that many of such direct 
costs may be recoverable by KU through rates or other regulatory mechanisms, particularly with respect 
to coal-related generation, but the availability, timing or completeness of such rate recovery cannot be 
assured. Ultimately, climate change and other environmental matters will likely increase the level of 
capital expenditures and operating and maintenance costs incuned by the Compmy dwing tho next 
several years. With respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts 
developments, based on a preliminary analysis of proposed regulations, the Company may be required to 
consider actions such as upgrading existing emissions controls, installing additional emissions controls, 
upgrading byproducts disposal and storage and possible early replacement of coal-fired units. In order to 
comply with the coal combustion residual rules and the above referenced air rules, capital expenditures 
for KU are preliminarily estimated to be in the $1.5 to $1.75 billion range over the next ten years, 
although final costs may substantially vary. This estimate does not include compliance with GI33 rules 
or contemplated water-related environmental changes, including the recently proposed Section 3 16(b) 
cooling water intakc rule and the expected revisions to the effluent guidelines. See Risk Factors and 
Note 9, Commitments and Contingencies, for further information. 

Results of Operations 

The following discussion begins with a description of key factors that management expects may irnpact 
future earnings and continues with a summary of KU’s earnings. This section ends with Statement of 
Income Analysis, which includes explanations of significant changes in principal items in KU’s 
Condensed Statements of Income, comparing the three months ended March 3 1,201 1, with the same 
period in 20 10. 

As a result of the November 1,201 0 acquisition of KIJ’s parent, L,KE, by PPI,, KU’s results for tlie 
three montlis ended March 3 1,201 1 are on a different basis of accounting than its results for the three 
months ended March 31, 2010. When discussing KU’s results of operations for 201 1 ,  compared with 
2010, material differences resulting from the different bases of accounting will be isolated for purposes 
of comparability. See Predecessor and Successor Financial Presentation for further information. 

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 hture operating results. Due to weather, revenue and 
earnings are generally highest during the first and third quarters and lowest in the second quarter. 

Outlook 

KU projects higher earnings in 201 1, compared with 2010, as a net result of higher retail revenues and 
lower financing costs, partially offset by higher depreciation. Retail revenues are expected to increase as 
a result of the Kentucky 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 demands. See Risk Factors for a discussion of the risk factors that may impact the 201 1 
outlook. 
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Net Income 

The following table summarizes the significant components of net income for the three months ended 
March 3 1,201 1 and 20 10, and the changes therein: 

Successor 

Total operating revenues 
Total operating expenses 

Operating income 

Equity in earnings of unconsolidated 

Interest expense 
Interest expense to affiliated companies 

venture 

Income from continuing operations, before 
income taxes 

Income tax expense 

Net income 

Three Months 
Ended 

March 31.201 1 
$ 406 

299 

107 

1 
18 

90 

32 

!$ 58 

Predecessor 
Three Months 

- .  

Ended Increase 

$ 380 $ 26 
293 6 

(Decrease) March 31,2010 - 

87 20 

70 20 

26 6 

$ 44 $ 14 

Statement of Income Analysis - Margin 

Non-GAAP Financial Measarres 

The following discussion includes financial information prepared in accordance with GAAP, as well as 
a non-GAAP financial measure, Margin. In calculating this measure, utility revenues and expenses 
associated with approved cost recovery tracking mechanisms are offset. T h e  mechanisms allow for 
timely recovery of certain expenses, returns on capital investments associated with environmental 
regulations and performance incentives. As a result, this measure represents the net revenues from KIJ’s 
operations. This performance measure is used, in conjunction with other information, internally by 
senior management and the Board of Directors to manage KTJ’s operations. KTJ believes that Margin 
provides another criterion to make investment decisions. 

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 present 
the results of their operations. 
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The following table reconciles Operating income to Margin as defined b y  KU: 

- 
Operating income (a) 
Adjustments: 

Other operation and maintenance expenses (a) 
Depreciation and amortization (a) 
Expense ad.justments (b) 

Margin (c) 

Predecessor 
Three Months 1 Successor 

Three Months 
Ended I Ended 

March 31,2010 -. March 31, 201 1 
$ 107 

89 
45 

(22) 
$ 219 

79 
34 

(1 7) 1 $ 183 

(a) As reported on the Condensed Statements of Income. 
(b) The components of these adjustments are detaiied in the table below. 
(c) Margin is higher primarily due to the increase in Kentucky base rates, effective August 1, 2010, 

partially offset by lower volumes largely due to milder weather in 201 1. 

The following table provides details of margin expense adjustments: 

Expense adjustments {a) 
ECR mechanism (b) 
DSM meclianjsm (b) 
Transmission (c) 
Consumables (c) 
Fuel operating and maintenance 

expenses (d) 
Total expense adjustments 

Successor 
Three Months 

Ended 
March 3 I ,  201 1 

__. 

$ 17 
2 
2 
I 

$ 22 

Predecessor 
Three Months 

Ended 
March 31,2010 

$ 9 
2 
3 

I 4 

(a) To includekxclude the impact of any expenses consistent with the way management reviews 

(h) Relates to costs associated with the Kentucky Commission’s approved cost recovery 
Margin internally. 

mechanisms. These costs are recovered in customer rates and are therefore included in 
Margin. 

(c) Included in Other operation and maintenance expenses on the Condensed Statements of 
Income. 

(d) For management review purposes, Fuel operating and maintenance expenses are excluded 
from Margin. The expenses were previously included in Fuel for electric generation on the 
Condensed Statement of hicome under the Predecessor. 
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Operating Revenues 

The $26 million increase in operating revenues for the three months ended March 3 1 , 201 I ,  
compared with the three months ended March 3 1, 2010, was primarily due to: 

Base rate price variance {a) 
Demand revenue (b) 
ECR revenue 
Sales to LG&E 
Other 
FAC price variance 
Retail sales volumcs (c) 

Increase 
(Decrease) 

$ 21 
10 
4 
3 
1 

( 5 )  

(a) The increase in rcvenues due to the base rate price variance during the three months ended 
March 3 I ,  201 1, compared with the three months ended March 31, 2010, resulted from 
higher basc rates effective August 1,2010. See Note 3, Rates and Regulatory Matters, for 
further discussion of the Kentucky rate case. 

(b) Dcrnand rcvenue increased during the three months ended March 3 1,201 I ,  compared with 
thc three months ended March 3 1 , 201 0, as a result of higher demand rates effective August 
1, 2010. See Note 3, Rates and Regulatory Matters, for hrther discussion of the Kentucky 
rate case. 

(c) Retail sales volumes decreased during the three months ended March 3 1, 201 1 , compared 
with the three months ended March 3 1, 201 0, prirnarily as a result of reduced consumption 
by residential and commercial customers due to milder 201 I winter. 

Operating Expenses 

The changes in operating expenses for the three months ended March 3 1,201 1 , compared with the three 
months ended March 3 1, 201 0, were as follows: 

Increase 

Fuel for electric generation 
Power purchased 
Other operation and maintenance 
Depreciation and amortization 

(Decrease) 
$ 4 

(19) 
10 
11  
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Power Purchased 

The $19 million decrease for the three months ended March 3 1 ,  201 I ,  compared with the three months 
ended March 3 I ,  201 0, was primarily due to the expiration of a long-term power purchased contract in 
May 2010. 

Other Operation and Maintenance Expenses 

The $10 million increase for tit: three months ended March 3 1,201 1 ,  compared with the three months 
ended March 3 1,201 0, was primarily due to: 

Increase 

Steam maintenance (a) 
Steam operations (b) 
Transmission (c) 
Distribution maintenance (d) 
Other 

(Decrease) 
$ 5 

4 
2 

(4) 
5 

10 

(a) The steam maintenance expense increased due to a scheduled Ghent Unit 3 outage in 201 1, in 

(b) The steam operating expense increased primarily due to increases in scrubber reactant 

(c) Settlement agreement with a third party and other higher transmission costs. 
(d) Primarily the result of $6 million of 2009 storm restoration expenses moved to a regulatory 

asset in 201 1, as these costs will be recovered in rates. See Note 3, Rates and Regulatory 
Matters, for further discussion of storm restoration. 

addition to increased boiler and burner maintenance costs. 

expenses and other consumables. 

Dep recialion and amorlization 

The $1 1 million increase for the three months ended March 3 1 ,  201 1, compared with the three months 
ended March 3 1,2010, was primarily due to commencing dispatch of TC2 to serve customer demands in 
January 201 1. 
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Interest Expense 

The $2 million decrease was primarily due to lower interest rates for the three months ended March 3 1 , 
201 I , compared with the three months ended March 3 1 , 2010. This decrease was offset by higher debt 
balances for the three months ended March 3 1 , 20 1 1 , compared with the three months ended March 3 1 , 
2010. See variance details below: 

Interest rates (a) 
Debt balances (b) 

lncrease 
- (Decrease) 

2 
$ (4) 

(a) Interest rates on the first mortgage bonds were lower than the rates on the Fidelia loans which 

(b) KU’s debt principal balances were $169 million higher for the three months ended March 31, 
were replaced. 

201 1 , compared with the three months ended March 3 1 , 2010. See Note 8, Debt, for further 
information. 

Income Tax Expense 

See Note 7, Income Taxes, for a reconciliation of differences between the U S .  federal income tax 
expense at statutory rates and KU’s income tax expense. 

Financial Condition 

Liquiditv and Capital Resources 

KIJ expects to continue to have access to adequate sources of liquidity through operating cash flows, 
cash and cash equivalents, credit facilities and/or infusion of capital from its parent. 

KU had the following: 

Cash and cash equivalents 

Notes payable to affiliated company (a) 

March 3 1 , 
201 1 

$ 57 $ 3 

$ - $ 10 

December 3 1 , 
2010 - 

(a) Amounts represent borrowings under KTJ’s intercompany money pool agreement wherein 
L,KE and/or LG&E make fiinds available to KU at market-based rates of up to $400 million. 
See Note 8, Debt, for further information. 
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The $54 million increase in KU’s cash and cash equivalents position was primarily the net result of the 
following: 

$130 million of cash provided by operating activities, 
$35 million of construction expenditures, 
payment of $3 1 million of common stock dividends, and 
a net decrease in short-term debt of $10 million 

Credit Facilities 

See Note 8, Debt, for KU’s total committed borrowing capacity under its credit facilities and the use of 
this borrowing capacity. 

- Auction Rate Securities 

Auctions for auction rate securities issued by KU continued to fail throughout 2010 and thus far in 201 I .  
See Note 8, Debt, for fbrtlier discussion. 

Credit Ratings 

A downgrade in KU’s credit ratings could impact its ability to access capital and increase the cost of 
credit facilities and any new debt. KU’s credit ratings reflect the views of three national rating agencies. 
A security rating is not a recommendation to buy, sell or hold securities and is subject to revision or 
withdrawal at any time by the rating agency. In March 201 1, one national agency revised downward the 
long-term and short-term bond ratings of KU by one notch, and left the ratings on credit watch with 
negative implications as the result of PPL’s proposed acquisition of the Central Networks business in the 
lJnited Kingdom. In April 201 1 ,  the same agency removed the negative credit watch for all ratings and 
upgraded by one notch the short-term ratings of KTJ. In May 201 1 , one national rating agency 
downgraded the long-term rating of four of KU’s pollution control bonds by one notch in connection 
with the substitution of thc letters of credit enhancing these four bonds. 

In October 20 10, one national rating agency revised downward the short-term credit rating of the 
pollution control bonds and the issuer rating of the Company as a result of the then pending acquisition 
by PPL. Another raised the long-term rating of the pollution control bonds as a result of the addition of 
the first mortgage bonds as collateral. In October 2010, a third national rating agency provided an initial 
rating of the Company’s pollution control bonds and first mortgage bonds. 

Ratings Triggers 

KU has various derivative and non-derivative contracts, including contracts for the sale and purchase of 
electricity and hel, commodity transportation, which contain provisions requiring KU to post additional 
collateral, or permit the counterparty to terminate the contract if KU’s credit rating was to fall below 
investment grade. See Note 4, Derivative Financial Instruments, for a discussion of Credit Risk Related 
Contingent Features, including a discussion of the potential additional coilateral that would have been 
required for derivative contracts in a net liability position at March 3 1 , 201 I .  At March 3 I , 201 1 , if 
KIJ’s credit ratings had been below investment grade, KTJ would have been required to prepay or post 
an additional $13 million of collateral to counterparties for both derivative and non-derivative 
commodity and commodity-related contracts used in its generation, marketing and trading operations. 
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Risk Management 

Market Risk 

KU is exposed to market risk from equity instruments, interest rate instruments and commodity 
instruments, as discussed below. However, regulatory cost recovery mechanisms significantly mitigate 
those risks. 

Commodity Price Risk: 

The Company’s rates are set b y  regulatory commissions and the fuel costs incurred are directly 
recoverable from customers. As a result, KU is subject to commodity price risk for only a small portion 
of on-going business operations. The Company conducts energy trading and risk management activities 
to maximize the value of the physical assets at times when the assets are not required to serve its 
customers, and the Company manages energy commodity risk using derivative instruments, including 
swaps and forward contracts. The changes in the net fair value of KU’s commodity derivative contracts 
for the threc months cnded March 3 1,201 1 and 2010 were not significant. See Note 4, Derivative 
Financial Instruments, for further information. 

Interest Rate Risk: 

KU has issued debt to finance its operations, which exposes it to interest rate risk. KU’s policies allow 
for the interest rate risk to be managed through the use of fixed rate debt, floating rate debt and interest 
rate swaps. Pursuant to KIJ’s company policy, use ofthese financial instruments is intended to mitigate 
risk, earnings and cash flow volatility and is not speculative in nature. At March 3 1 , 201 1 , the 
Company’s annual exposure to increased interest expense, based on a 10% increase in interest rates, was 
not significant. 

Securities Price Risk: 

KIJ has securities price risk through its participation in defined benefit pension and postretirement 
bcncfit plans. Declines in the market price of debt arid equity securities could impact contribution 
requircmcnts. Sec Management’s Discussion and Analysis in the Company’s Financial Statements and 
Additional Information Report for 2010 for a discussion of the assumptions and sensitivities regarding 
the Company’s defined benefit pension and postretirement benefit plans assumptions. 

Credit Risk 

KU is exposed to potential losses as a result of nonperformance by counterparties of their contractual 
obligations. KU maintains credit policies and procedures to limit counterparty credit risk including 
evaluating credit ratings and financial information 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. The Company maintains an 
allowance for doubthl accounts composed of accounts aged more than four months. Accounts are 
written off as management determines them uncollectible. See Application of Critical Accounting 
Policies and Estimates and Note 2, Summary of Significant Accounting Policies, for further discussion. 
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Certain of the Company’s derivative instruments contain provisions that require it to provide immediate 
and on-going collateralization on derivative instruments in net liability positions based upon the 
Company’s credit ratings from each of the major credit rating agencies. See Note 4, Derivative Financial 
Instruments, for information regarding exposure and the risk management activities. 

Related Party Transactions 

KU and its parent, LKE, and subsidiaries ofLKE engage in related party transactions. KU is not aware 
of any material ownership interest or operating responsibility by the executive officers of KU in outside 
partnerships, including leasing transactions with variable interest entities or other entities doing business 
with KU. See Note 10, Related Party Transactions, for additional information on related party 
transactions. 

Acquisitions, Development and Divestitures 

KU and LG&E have been constructing a new 760 megawatts capacity base-load, coal-fired unit, TC2, 
which is jointly owned by KU (60.75%) and LG&E (14.25%), together with the Illinois Municipal 
Elcctric Agency and the Indiana Municipal Power Agency (combined 25%). With limited exceptions, 
the Company took care, custody and control of TC2 on January 22,201 1, and has dispatched tile unit to 
meet customer demand since that date. KU, LG&E and the contractor agreed to a further amendment of 
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. 
See Note 9, Commitments and Contingencies, for further information. KU continuously reexamines 
development projects based on market conditions and other factors to determine whether to proceed, to 
cancel, or to expand the projects. 

Application of Critical Accounting Policies and Estimates 

KTJ’s 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 and results of operations of KU and require estimates or 
othcr judgments of matters inherently uncertain: price risk management, regulatory mechanisms, defined 
benefits, asset impairment, loss accruals, AROs, income tax uncertainties, and purchase price allocation. 
See Management’s Discussion and Analysis in the Company’s Financial Statements and Additional 
Information Report for 2010 for a discussion of each critical accounting policy. 

Quantitative and Qualitative Disclosures About Market Risk 

Reference is made to Risk Management in Management’s Discussion and Analysis. See Note 4, 
Derivative Financial Instruments, for fiirther information. 

Controls and Procedures 

(a) Evaluation of disclosure controls and procedures 

KU’s management, including its principal executive officer and principal financial officer, has evaluated 
the Company’s disclosure controls and procedures related to the recording, processing, summarizing and 
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reporting of information in its periodic reports as of March 3 1,201 1 .  These disclosure controls and 
procedures have been designed by the Company to ensure that (i) material information required for 
disclosure by the Company in its reports is accumulated and communicated to the Company’s 
management, including its principal executive officer and principal financial officer, by other employees 
of the Company as appropriate to allow timely decisions regarding required disclosure, and (ii) this 
information is recorded, processed, summarized, evaluated and reported, particularly during the period 
for which this quarterly report has been prepared. 

(b) Change in internal controls over financial reporting 

KU’s principal cxecutive officer and principal financial officer have concluded that there were no 
changes in the Company’s internal control over financial reporting that occurred during the Company’s 
first fiscal quarter of 201 1 that have materially affected, or are reasonably likely to materially affect, the 
Company’s internal control over financial reporting. 

Legal Proceedings 

For a discussion of the significant legal proceedings, including, but not limited to, certain rates and 
regulatory, enviroiinie~~~al, climate change, litigation and other matters, involving the Company, refcr to 
the Notes to Financial Statements in KU’s Financial Statements and Additional Information Report for 
2010. Reference is also made to the matters described in Note 3, Rates and Regulatory Matters, Note 9, 
Commitments and Contingencies, and Note 1 1 ,  Subsequent Events, of this quarterly report. Except as 
described in this quarterly report, to date the proceedings reported in the Company’s Financial 
Statements and Additional Information Report for 20 10 have not materially changed. 

Risk Factors 

There have been no material changes in KIJ’s risk factors from those disclosed in KIJ’s Financial 
Statements and Additional Information Report for 201 0. 
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Polychlorinated Biphenyls 
PPL Corporation 
The Company during the time period prior to November 1,2010 
Standard & Poor’s Rating Service 
U.S. Securities and Exchange Commission 
L,G&E and KU Services Company 
State Implementation Plan 
S u l h r  Dioxide 
The Company during the time period after October 3 1,2Q 10 
Trimble County Unit 2 
LG&E and KU 
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Louisville Gas and Electric Company 
Condensed Statements  of Income 

(unaudited) 
($ millions) 

Successor 
Three Months Ended 

March 3 1, 201 1 

.- 

Operating revenues: 
Retail and wholesale $ 37 1 
Wholesale to affiliate (Note 10) .................................................. 27 

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

Total operating revenues 398 .................................................................. 

Operating expcnses: 
Fuel for electric generation ......................................................... 85 

I I  
Natural gas supply 89 

94 
36 Dcprcciation and amortization .................................................... 

Power purchased I O  
Power purchased from affiliate {Note IO) ................................... 

Other operation and maintwance ................................................ 

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

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

Total operating expenses 325 .................................................................. 

73 Operating income ............................................................................. 

11 

(1) 

Interest expense ................................................................................ 
Interest expense to affiliate ............................................................... 
Other income (expense) - net ........................................................... 

lncome from continuing operations, before income taxes ................ 61 

Income taxes (Note 7) 22 ...................................................................... 

Nct income $ 39 ............................................................................. 
i_______ 

Predecessor 
Three Months E n d e d  

March 31, 2010 .- 

$ 342 
24 

366 

83 
10 
7 

81 
87 
34 

302 

64 

4 
7 

(2) 

51 

18 

$ 33 

The accompanying notes are an integral part of these condensed financial statements. 
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Louisville Gas and Electric Company 
Condensed Statements of Comprehensive Income 

(unaudited) 
($ millions) 

March 31, 201 I 

Net income ....................................................................................... $ 3 9 

Predecessor 
Three Months Ended 

- -  I Successor 
Three Months Ended 

March 31,2010 

$ 33 

Other comprehensive loss: 
Loss on derivative instruments, net  of tax benefit of $0 ............. - 

Comprehensive income .................................................................... $ 3 9  I $ 32 

The accompanying notes arc an integral part of these condensed financial statements. 
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Louisville Gas and Electric Company 
Condensed Statements of Common Equity 

(unaudited) 
($ millions) 

Common 
Shares Common 

O m  -- Stock 
Successor: 
Balance January 1, 201 1 .......... 21,294,223 $ 424 

Ne t  income .............................. 
Dividends declared .................. - . ~ . -  -- 

Balance March 31,201 1 .......... 21,294,223 $ 424 
~ 

Common 
Shares Common 

Outstanding Stock 
Predecessor: 
Balance January 1, 2010 .......... 21,294,223 $ 424 

N e t  income .............................. 
Dividends declared .................. 
Other comprehensive loss ........ 

Balancc, March 31, 2010 ......... 21,294,223 $ 424 

Additional 
Paid-in 
Capital 

$ 1,278 

-- 

$ 1,278 

Additional 
Paid-in 
Capital 

$ 84 

$ 84 

Accumulated 
Other Comp. 
& 

$ 

$ 

Accumulated 
Other Comp. 
& 

(10) 

0 
$ (11)  

Retairied 
Earnings 

$ 19 

39 
(17) 

$ 41 

Retained 
Earnings 

$ 755 

33 
(30) 

$ 758 

Total 
Equity 

$ 1,721 

39 
-0 
$ 1,743 

Total 
Equitv 

$ 1,253 

33 
(30) 

(1) 

$ 1,255 

T h e  accompanying notes are an integral part of these condensed financial statements. 
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Assets 

Louisville Gas and Electric Company 
Condensed Balance Sheets 

(unaudited) 
($ millions) 

Current assets: 
Cash and cash  equivalents ........................................................... 
Accounts reccivable (less allowance for doubtful accounts 

201 1,  $3; 2010, $2): 
Customer ............................................................................ 
A ffi I i a te  ............................................................................... 
Other .................................................................................... 

Unbilled revenues ........................................................................ 
Fuel, materials and supplies: 

Fuel (prcdominantly coal) ................................................... 
Natural gas stored underground ........................................... 
Other materials and supplies ............................................... 

Regulatory assets (Note 3) .......................................................... 

Prepayments and other current assets .......................................... 

Available for sale debt securities (Note 10) ................................ 
Other intangible assets ................................................................ 

Total current assets ........................................................................... 

Property. plant and equipment: 
Regulated utility plant ................................................................. 

Construction work in progress .................................................... 
. .  

1. ess. accumulated depreciation .................................................. 

Property. plant and equipment - net .................................... 

Deferred debi ts  and other noncurrent assets: 
Regulatory assets (Note 3): 

Pension and postretirement benefits .................................... 
Otber regulatory assets .............................................. ......... 

Goodwill ...................................................................................... 
Other intangible assets ................................................................ 
Other long-term assets ................................................................. 

Total deferred debits and other noncurrent assets ............................ 

Total assets ....................................................................................... 

March 3 1. December 3 1. 
201 1 2010 

$ 28 

72 
24 

4 
58 

68 
19 
35 
14 

27 
16 

365 

2. 832 
44 

181 

2. 969 

213 
149 
389 
177 
31 

959 

$ 4. 293 

$ 2 

7 0  
30 
13 
81 

6 8  
60 
34  
13 

163 
36 
13 

583 

2. 600 
17 

385 

2. 968 

213 
154 
389 
181 

31 

968 

$ 4. 519 

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

4 



Louisville Gas and Electric Company 
Condensed Balance Sheets (continued) 

(unaudited) 
($ millions) 

Liabilities and Equity 
Current liabilities . 

Notes payable to affiliate (Note 10) ....................................................... 
Note payable (Note 8) ............................................................................ 
Accounts payable ................................................................................... 
Accounts payable to affiliate (Note 10) ................................................. 
Customer deposits .................................................................................. 
Accrued taxes ......................................................................................... 
Regulatory liabilities (Note 3) ................................................................ 
Other current liabilities ........................................................................... 

Total current liabilities ................................................................................ 

Long-term bonds (Note 8) ........................................................................... 

Deferred credits and other noncurrent liabilities: 
Deferred income taxes ............................................................................ 

Investment tax credits ............................................................................. 
Asset rctirement obligations ................................................................... 
Regulatory liabilities: 

Acciirnulated provision for pensions ...................................................... 

Accumulated cost ofrcmoval of utility plant (Note 3) ..................... 
Other regulatory liabilities (Note 3) .................................................. 

Derivative liabilities (Note 4) ................................................................. 
Other long-term liabilities ................................ 

Total deferred credits and other noncurrent liabilities ................................. 

Equity: 
Common stock. without par value . authorized 75.000. 000 sharcs. 

outstanding 21.294. 223 shares .......................................................... 
Additional paid-in capital ...................................................................... 
Retained earnings ................................................................................... 

Total equity .................................................................................................. 

Commitments and contingent liabilities (Note 9) ........................................ 

Total liabilities and equity ........................................................................... 

March 3 1 . December 3 1 . 
201 1 2010 

$ $ 12 
163 

83 100 
15 20 
23 23 
18 10 
38 51 
41 38 

218 417 

1. 112 1. 112 

434 
67 
45 
49 

279 
204 

29 
113 

1. 220 

419 
126 
46 
49 

275 
208 

32 
114 

1. 269 

424 424 
1 .  278 1. 278 

41 19 

1 .  743 1 .  721 

$ 4. 293 $ 4. 519 - 
The accompanying notes are an integral part of these condensed financial statements . 
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Louisville Gas and Electric Company 
Condensed Statements of Cash Flows 

(unaudited) 
($ millions) 

Successor 
Three Months Ended 

March 3 I .  20 1 1 
Cash flows from operating activities: 
Net income ........................................................................................ 
Adjustments to reconcile net income to net cash provided by 

operating activities: . .  Deprcciation and amortization ...................................................... 
Defcrred income taxes - net .......................................................... 
Provision for pension and postretirement benefits ....................... 
Other - net ....................................................... 

Accounts receivable .. ............................................................... 
Unbilled revenues .......................................................... 
Fuel, materials and supplies .......................................................... 
Regulatory assets .......................................................................... 
Natural gas supply clausc receivable - net ................................... 
Prepayments and other cuncnt assets ........................................... 

Accounts payable to affiliate ........................................................ 
Accrued taxes ............................................................................... 
Regulatory liabilities .................................................................... 
Other current liabilities ........................... ................................. 

Other - net ......................................................................................... 

Change in current asscts and liabilities: 

Accounts payable .............................................. 

Pension and postretirement benefits funding .................................... 

Net cash provided by operating activities .......................................... 

Cash flows from investing activities: 
Construction cxpenditurcs ............................................................ 
Proceeds from sale of assets to affiliatc ..................................... 
Sales of marketable debt securities .......................... .. .................. 
Change in restricted cash ............................................................ 

Net cash provided by investing activities .......................................... 

Predecessor 
Three Months Ended 

March 31. 2010 

$ 33 

34 
3 
7 

(2) 

60 

(31) 
48 

$ 17 

The accompanying notes are an integral part of these condensed financial statements . 
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Louisville Gas and Electric Company 
Condenscd Statements of Cash Flows (continued) 

(unaudited) 
($ millions) 

Cash flows from financing activities: 
Repayments of short-term note payable ....................................... $ (163) 
Debt issuance costs ....................................................................... (1) 
Changes in notes payable to affiliate - net ................................... (12) 
Payment of dividends (Note 10) ................................................... (17) 

Predecessor 
Three Months Ended I Successor 

Three Months Ended 

$ 

(47) 
(30) 

-- March, 31,201 1 --?-.----...-- 

Changc in cash and cash equivalents ................................................. 26 

2 

28 

Cash and cash equivalents at beginning of period ............................. 

Cash and cash equivalents at end of period ....................................... $ 

5 

$ 5 

Net cash used in financing activities ................................................. (77) 

The accompanying notes arc an integral part of these condensed financial statements. 
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Louisville Gas and Electric Company 
Notes to Condensed Financial Statements 

(unaudited) 

Note 1 - Interim Financial Statements 

The accompanying condensed financial statements and notes should be read in conjunction with 
LG&E’s Financial Statements and Additional Information Report fcr 20 10. 

Term and abbreviations are explained in the index of abbreviations. Dollars are in millions unless 
otherwisc noted. 

Thc accompanying unaudited condensed financial statements have been prepared in accordance with 
GAAP for intcrini financial information and do not includc all of the information and footnotes required 
by GAAP for complctc financial statements. In the opinion of managcment, all adjustments considered 
necessary for a fair prcscntation in accordance with GAAP are reflected in the condensed financial 
statcmcnts. All adjustments are of a normal recurring nature, exccpt as othcrwisc disclosed. The 
Condcliscd Balancc Sheet at December 31, 2010, is derived from thc 2010 auditcd Balance Sheet. 

Thc rcsults of opcrations for the three months endcd March 3 1 201 1 ,  are not necessarily indicative of  
the results to be cxpccted for the ful l  year ending Deccmber 3 1,201 1 ,  or othcr future periods, because 
rcsults for interim periods can be disproportionately influcnccd by various factors, developments and 
scasona I variations. 

Predecessor and Successor Financial Presentation 

L,G&E bccanic an indirect wholly owned subsidiary of PPL, when PPL acquircd all of the outstanding 
Iinitcd liability company intcrests in the Company’s direct parent, L.KE, from E O N  US Invcstments 
Corp. on Novcnibcr 1 ,  201 0. 

LG&E’s condenscd financial statements and accompanying footnotes have been segregated to present 
prc-acquisition activity as the Predcccssor and post-acquisition activity as the Successor. Predecessor 
activity covcrs the time pcriod prior to Novembcr 1,2010. Successor activity covcrs the time period aficr 
October 3 1 20 10. Ccrtain accounting and presentation methods were changed to acccptable alternatives to 
confomi to PPL accounting policies, which are discussed in the Company’s Financial Statements and 
Additional Information Report for 2010. The cost basis of certain assets and liabilities were changed as of 
Novcinbcr 1, 201 0, as a rcsult of the application of push-down accounting. Consequently, the financial 
position, results ofoperations and cash flows for thc Successor period are not comparable to the 
Predecessor period. 

Despitc the separate presentation, the core operations of the Company have not changecf. See Note 2, 
Acquisition by PPL, and Note 7 ,  Goodwill and Intangible Assets, in the Company’s Financial Statements 
and Additional Information Report for 20 10 for information regarding thc acquisition and the purchasc 
accounting adjustments. 
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Note 2 - Summary of Significant Accounting Policies 

The following accounting policy disclosures represent updates to Note 1, Summary of Significant 
Accounting Policies, in LG&.E’s Financial Statements and AdditionaI Information Report for 20 10 and 
should be read in conjunction with that discussion. 

Cost Method Investment 

LG&E’s cost method investment, included in Other long-term assets on the Condensed Balance Sheets, 
consists of the L,G&E’s 5.63% investment in OVEC. LG&E and 1 1 other electric utilities are owners of 
OVEC, which is located in Piketon, Ohio. At March 3 1,201 1 and December 3 1,2010, LG&E’s 
investment in OVEC was not significant. LG&E is not the primary beneficiary of OVEC; thcrefore, it is 
not consolidated into the Company’s financial statcrnents and is accounted for under the cost method of 
accounting. 

Note 3 - Rates and Regulatory Matters 

For a dcscription of each line itcm of regulatory assets and liabilities and for descriptions of certain 
matters which may not have undergone material changes relating to the period covcrcd by this quarterly 
rcport, reference is made to  Note 3, Rates and Regulatory Matters, in L,G&E’s Financial Statements and 
Additional Information Report for 2010. 

The Company is subject to the jurisdiction of the FERC and the Kentucky Commission in virtually all 
matters relatcd to electric and natural gas utility regulation and as such, its accounting is subject to thc 
rcgulated opcrations guidance of the FASB ASC. Given its position in the markctplace and the status of 
regulation in Kentucky, therc are no plans or intentions to discontinue the application of the regulated 
opcrations guidancc of the FASB ASC. 

LG&E’s base ratcs arc calculated based on a rcturn on capitalization (common equity, long-term dcbt 
and notcs payablc) including certain regulatory adjustments to cxclude non-iegulatcd invcstmcnts and 
cnvironnicntal compliance plans recovered separately through the ECR mechanism. At the time base 
rates wcrc dctcrrnincd, no recorded regulatory assets or regulatory liabilities were excluded from thc 
return on capitalization utilizcd in the calculation of base rates. Thcrcfore, a return is earned on all 
regulatory assets existing at the time base rates were determined, except wherc such regulatory assets 
were offsct by associated liabilities and thus, have no net impact on capitalization. 

As a result of purchase accounting, certain fair value amounts, reflecting contracts that have favorable or 
unfavorablc terms rclative to market (c.g., coal, purchased power, emission allowances), were recorded 
on the Condensed Balance Shccts with offsetting regulatory assets or liabilities. Prior to and after the 
acquisition of LG&E’s parcnt, LKE, by PPL, L.G&E recovers thc cost of these contracts. LG&E’s 
customer rates will continue to reflect these items at their original contracted prices. 

Rate Cases 

In January 2010, L,G&E filed an application with the Kentucky Cornmission requesting annual increases 
in clectric base rates of approximately 12%, or $95 million, and natural gas base rates of approximately 
8%, or $23 million. In June 2010, L,G&E and all of the intervenors, except the Attorney General of 
Kentucky, agreed to stipulations providing for annual increases in electric base rates of $74 million and 
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natural gas base rates of $17 million and filed a request with the Kentucky Commission to approve such 
settlement. An Order in the proceeding was issued in July 2010, approving ail the provisions in the 
stipulations and a return on equity range of 9.75% - 10.75%. The new rates became effective on August 
1,2010. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities are included in the C o n d e n d  Balance Sheets: 

March 3 1, December 3 1 ,  
201 1 2010 

Current regulatory assets: 
ECR (a) $ 5  $ 5  
GSC (b) 5 4 
Coal contracts (c) 1 1 
FAC (a) 3 3 

Total current regulatory assets 

Non-current regulatory assets: 
Pension and postretirement benefits (d) 
Other non-current regulatory assets: 

Storm restoration (e) 
Unamortized loss on bonds (e) 
Mark-to-market impact of interest rate swaps (f) 
Coal contracts (c) 
Swap termination (e) 

Other (11) 
ARC) (8) 

Subtotal other non-current regulatory assets 

Total non-current regulatory assets 

Current regulatory liabilities: 
Coal contracts 
DSM 
Emission allowances 
GSC 

Total current regulatory liabilities 

$ 13 
_==== 

$ 14 
_I__ 

$ 213 

63 
22 
32 

7 
9 
8 
8 

$ 213 

65 
22 
34 

8 
9 
7 
9 

149 154 

$ 367 
P 

$ 362 

$ 23 $ 31 
6 5 
5 6 
4 9 

$ 38 
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March 3 1, 
201 1 

December 3 1, 
2010 - 

Non-curren t rcgulatory 1 iabi 1 i ti es: 
Accumulated cost of rcmoval of utility plant $ 279 $ 275 
Other non-current rcgulatory Iiabilitics: 

Coal contracts 85 87 
84 86 

34 
OVEC power purchase contract 
Deferred income taxes - net 33 

2 1 Other (i) -- 

Subtotal other non-current regulatory liabilities 204 ___ 208 

Total non-current regulatory liabilities $ 483 - $ 483 

(a) The ECR and FAC regulatory assets have separate recovery mechanisms with recovery 
within twelve months. 

(b) TIic GSC rcgulatory asset, including PBR, has a separate rccovcry meclianism with rccovcry 
within cightecn months. 

(c) Offsctting rcgulatory asset for fair value pdrcliase accounting djustment. See the Company’s 
Financial Statements and Additional Information Rcport for 2010 for information on the 
purchase accounting adjustments. 

calculation of basc rates. 
(d) LG&E recovers this asset through pension and postretiremcnt expenscs included in the 

( e )  These regulatory assets are recovered through base ratcs. 
(0 Beginning in the third quarter of 2010, based on an Order from the Kentucky Commission in 

thc rate case whereby tlic cost of a terminated interest ratc swap was allowed to be recovered 
in basc ratcs, the mark-to-market impact of tlic effective and incffectivc intcrest ratc swaps is 
considercd probable of recovcry through rates and thereforc included in  regulatory assets. 
SCC Note 4, Dcrivative Financial Instruments, for further discussion. 

(g) ARO rcgulatory assets. When an asset with an ARO is retired, the rclated ARO rcgulatory 
asset will be offsct against the associated ARO asset and ARO liability. 

(h) Other regulatory assets include: 
0 Thc Carbon Managemcnt Research Group and Kentucky Consortium for Carbon Storage 

contributions, an East Kentucky Power Cooperative FERC transmission settlement 
agrcemcnt, rate case cxpenses, unamortized debt expense and the MISO exit costs, which are 
recovcrcd through base rates. 
Offsetting regulatory asset for fair value purchase accounting adjustment for leases. See the 
Company’s Financial Statements and Additional Information Report for 2010 for information 
on the purchase accounting adjustments. 
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(i) Other regulatory liabilities include the emission allowance purchase accounting offsct and 
MISO exit. See the Company’s Financial Statements and Additional Information Rcport for 
201 0 for information on the purchase accounting adjustments. 



Note 4 - Derivative Financial lnstruments 

LG&E is subjcct to interest rate and commodity price risk related to on-going business operations. It 
currently manages these risks using derivativc instruments, including swaps and forward contracts. Tile 
Company’s policics allow for tlie interest rate risk to be managed through the use of fixed rate debt, 
floating ratc debt and interest rate swaps. At March 3 1, 201 1,  L,G&E’s potential annual exposure to 
increased intcrest expense, based on a 10% increase in  interest ratcs, was not significant. 

The Company does not net collateral against derivative instruments. 

Interest Rate Swaps 

L,G&E USCS ovcr-thc-counter interest rate swaps to limit exposurc to markct fluctuations in interest 
cxpensc. Pursuant to Company policy, usc of these derivative financial instruments is intcnded to 
mitigatc risk, earnings and cash flow volatility and is not speculativc in nature. 

L.G&E’s interest ratc swap agreements range in maturity through 2033, with aggrcgate notional amounts 
of $179 niillion as of March 3 1,20 I 1 and Dccembcr 3 1 ,20  10. {Jndcr thesc swap agrccments, LG&E 
paid fixcd ratcs averaging 4.52% and received variablc ratcs bascd on London Interbank Offcr Rate or 
thc Sccuritics Industry and Financial Markets Association’s municipal swap index. Beginning in tlie 
third quartcr of 201 0, the unrealized gains and losscs on the intcrest rate swaps are included in a 
regulatory asset based on an Order from the Kcntucky Commission in the ratc case, whereby the cost of 
a terminatcd swap was allowed to be recovcrcd in base rates. 

The table below shows the fair value and balance sheet location of interest rate swap derivatives: 

Fair Value 

Balancc Shect Location 
Current derivativc liability 
Long-tcrm dcrivativc liability 

March 3 1 , December 3 1, 
201 1 2010 

$ 3  $ 2  
29 32 

$ 32 $ 34 

The interest rate swaps are accounted for on a fair’value basis in  accordancc with the derivatives and 
hedging guidance of the FASB ASC. For the tlvee months ended March 31, 201 1 and 2010, the impact 
of thc dcrivativc positions on intcrest rate swaps recorded 011 thc Condcnsed Statements of Income was 
not significant. 

No gain or loss on hedging interest rate swaps was recognized in other comprehensive income for the 
period ended March 3 1,201 1, and the loss recognized was not significant for tlie period ended March 
31,2010. 
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Prior to including the unrealized gains and losses on the interest rate swaps in regulatory assets, amounts 
previously recorded in accumulated other comprehensive income were reclassified into earnings in the 
same period during which the derivative forecasted transaction affected earnings. The amount iricludcd 
in regulatory assets for the three months ended March 3 1 , 201 I and the amount amortized from 
accumulated other comprehensive income to earnings for the three months ended March 3 1, 20 io, were 
not significant. 

A decline of 100 basis points in the current market interest rates would increase the fair value of 
L(;&E’s interest rate swap liabilities by $27 million. 

Energy Trading and Risk Management Activities 

LG&E conducts cnergy trading and risk management activities to maximize the value of power sales 
from physical asscts it owns. Energy trading activitics are principally forward financial transactions to 
managc price risk and are accounted for as non-hedging derivatives on a mark-to-market basis in 
accordance with the derivatives and hedging guidance of the FASB ASC 

Assets and liabilities from short-term and long-term energy trading and risk managcment derivative 
contracts were not significant at March 3 1 , 201 1 and December 3 1,201 0. 

The Company maintains credit policies intended to minimize credit risk in wholesale niarkcting and 
trading activities by assessing the creditworthiness of potential counterparties prior to entering into 
transactions with them and continuing to evaluate their creditworthiness once transactions have been 
initiatcd. To further mitigate credit risk, LG&E seeks to enter into netting agreements or require 
collateral such as cash deposits, letters of credit or parent company guarantees as security from 
countcrparties. The Company uses credit ratings of S&P, Moody’s and definitive qualitative and 
quantitativc data to asscss the financial strength of counterparties on an on-going basis. If no external 
rating exists, LG&E assigns an intcrnally generated rating for which it sets appropriate risk paramctcrs. 
As risk managcment contracts are valucd based on changes in market prices of the related commoditics, 
credit cxposurcs are rcvalued and monitored on a daily basis. At March 3 1,201 1 , 100% of the trading 
and risk managemcnt commitments wcre with counterparties rated BBB-/Baa3 equivalent or better. The 
Company has rcscrved against credit risk based on LG&,E’s own creditworthiness (for net liabilities) and 
its countcrpartics’ creditworthiness (for net assets). Thc Company applies historical default rates within 
varying credit ratings over time provided by S&P or Moody’s. At March 3 1,201 1 and December 3 1 , 
20 10, credit rcserves related to cnergy trading and risk management contracts were not significant. 

The net volume of electricity based financial derivatives outstanding at March 3 I ,  201 1 and December 
3 1 , 201 0, was 1,090,064 Mwh and 869,101 Mwh, respectively. Cash collateral posted by the Company 
related to the encrgy trading and risk management contracts was not significant at March 3 1,201 1 and 
December 3 1, 20 I O .  Cash collateral related to the energy trading and risk management contracts is 
recorded in Prepayments and other current assets on the Condensed Balance Sheets. 

L,G&E manages the price risk of its estimated future excess economic generation capacity using market- 
traded forward contracts. Hedge accounting treatment has not been elected for these transactions; 
tliereforc, realized and unrealized gains and losses are included on the Condenscd Statements of Income. 
For thc three months ended March 3 1, 201 1 and 2010, the impact of the dcrivative positions on energy 
trading and risk management activities recorded on the Condensed Statements of Income was not 
significant. 
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Credit Risk Related Contingent Features 

Certain of L,G&E’s derivative contracts contain credit contingent provisions which would permit the 
counterparties with which LG&E is in a net liability position to require the transfer of additional 
collatcral upon a decrease in LG&E’s credit rating. Somc of these provisions require LG&E to transfer 
additional collateral or permit the counterparty to terniinatc tlic contract if L,G&E’s credit rating were to 
fall bclow invcstnient grade. Some of  these provisions also allow the counterparty to require additional 
collateral upon cacli decrcase in thc credit rating at levels that remain above investment grade. In either 
case, if LG&E’s credit rating were to fall below investment grade {i.e., below BBB- for S&P or Baa3 for 
Moody’s) and assuming no assignment to an investment grade affiliate were allowed, most of these 
credit contingent provisions require cither immediate payment of the net liability as a termination 
payment or immcdiate and ongoing full collateralization by L,G&E on derivative instruments in net 
liability positions. 

Additionally, ccrtain of LG&E’s derivative contracts contain crcdit contingent provisions that rcquirc 
L,G&E to providc “adcquatc assurance” of performance if thc othcr party Iias reasonable grounds for 
insccurity regarding LG&E’s performance of i ts obligation under the contract. A counterparty 
demanding adequate assurance could require a transfer of additional collateral or other security, 
including lettcrs of credit, cash and guarantecs from a creditworthy entity. A demaiid for additional 
assurancc would typically involve negotiations among the parties. Howevcr, amounts discloscd bclow 
represcnt assumed immediate payment or immediate and ongoing full collateralization for derivative 
instruments in net liability positions with “adequate assurance” provisions. 

To dctcrminc nct liability positions, L,G&E USCS the fair value of cach agrccment. The aggregate fair 
value ofall derivative instrumcnts with the credit contingent provisions described above that were in a 
net liability position at March 3 1 ,  201 1 was $24 million, of which L,G&E had posted collateral of $20 
million in tlic normal course of business. At March 3 1 ,  201 1 ,  if thc crcdit contingent provisions 
underlying these derivative instrumcnts were triggercd due to a crcdit downgrade of the Company’s 
crcdit rating bclow investment grade, L,G&,E would have been rcquired to post an additional $4 million 
of collateral to its counterpartics. 

Note 5 - Fair Value Measurements 

The FASB ASC guidance clarifies that fair value is an exit price, representing the amount that would be 
received to sell an assct or paid to transfer a liability in an ordcrly transaction betwcen market 
participants. As such, fair value is a market-based measurcmcnt that should be determined based on 
assumptions that market participants would use in pricing an asset or a liability. As a basis for 
considering such assumptions, the FASB ASC guidancc cstablishes a three-tier value hierarchy, which 
prioritizes the inputs used in the valuation mctliodologies in measuring fair value. 

The fair value of the interest ratc swaps reflect price quotes from investment banks, consistent with the 
fair value measurements and disclosures guidance of the FASB ASC. This value is verified monthly by 
the Company using a model that calculates the present value of fiiture payments under the swap utilizing 
current swap market rates obtaincd from another dealer active in the swap market and validated by 
market transactions. Market liquidity is considered; however, the valuation does not require an 
adjustment for market liquidity as the market is very active for the type of swaps used by the Company. 
LG&E considered the impact of its own credit risk and that of counterparties by evaluating credit ratings 
and financial information and adjusting market valuations to reflect such credit risks. LGEtE and all 
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counterparties had strong investment grade ratings at March 3 1 , 201 1 .  In addition, the Company and 
certain counterparties have agreed to post margin if the credit exposure exceeds certain thresholds. Cash 
collateral posted by the Company related to interest rate swaps at March 3 1,201 1 and December 3 I ,  
20 10, was $20 million and $1 9 million, respectively. Cash collateral for interest rate swaps is classified 
as an Other long-term asset on the Condensed Balance Sheets. 

Energy trading and risk management contracts are valued using prices based on activc trades from 
Intercontinental Exchange Inc. In the absence of a traded price, midpoints of the best bids 2nd offers are 
the primary determinants of valuation. When suflticient trading activity is unavailable, other inputs 
include prices quoted by brokers or observable inputs other than quoted prices, such as one-sided bids or 
offers as of the balance sheet date. Quotes are verified quarterly using an independent pricing source of 
actual transactions. Quotes for combined off-peak and weekend timeframes are allocated between the 
two tiincfranies based on their historical proportional ratios to the integrated cost. No other adjustments 
are made to the forward prices. No changes to valuation techniques for energy trading and risk 
management activities occurred during the three months ended March 3 I ,  201 1 or 2010. Changes in 
market pricing, interest rate and volatility assumptions werc made during the three months ended March 
31,201 1 and 2010. 

The fair values 0;  cash and cash equivalnnts, accounts receivable, accounts payable and notes payable are 
substantially the same as their carrying values. 

LG&E has classified the applicable financial assets and liabilities that are accounted for at fair value into 
the threc levels of the fair value hierarchy, as discussed in Note 1 ,  Summary of Significant Accounting 
Policies, in the Company’s Financial Statements and Additional Information Report for 2010. 

The Company classifies its derivative cash collateral balances within Level 1 based on the funds being 
held in a dcrnand deposit account. The Company classifies its derivative energy trading and risk 
management contracts and interest rate swaps within Level 2 because it values them using prices 
actively quotcd for proposcd or executed transactions, quoted by brokers or observable inputs other than 
quoted prices. 
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The following tables set forth, by level within the fair value hierarchy, LG&E’s financial assets and 
liabilities that wcre accounted for at fair value on a recurring basis. 

March 3 I ,  20 1 I 

Financial assets: 
Cash and cash equivalents 
Energy trading and risk rrianagement 

contract cash collateral 
Interest rate swaps cash collateral 
Other 

Total financial assets 

Financial liabilities: 
Energy trading and risk management 

Interest rate swaps 
contracts 

Total financial liabilities 

December 3 1 ,2010 

Financial assets: 
Cash and cash equivalents: 
Short-tcrrn investments - municipal debt 

Energy trading and risk management 

Intcrcst rate swaps cash collateral 

securi tics 

contract cash collatcral 

Total financial assets 

Financial liabilities: 
Energy trading and risk management 

Interest rate swaps 
contracts 

Total financial liabilities 

Level 1 Level 2 

$ 28 $ 

3 
20 

1 1 
$ 52 $ 1 
-- 

Level 1 Level 2 

$ 2 $ 

163 

3 
19 _ _  

$ 187 $ 

Totals 

$ 28 

3 
20 
2 

$ 53 

$ 2 
32 

$ 34 

Totals 

$ 2 

163 

3 
19 

$ 187 

$ 2 
34 

$ 36 

Financial assets related to energy trading and risk management contracts were not significant at 
December 3 1 ,20  10. 

There were no Level 3 measurements for the periods ending March 3 1 ,20 1 1 and December 3 1,20 10. 
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Financial Instruments Not Recorded at Fair Value 

The carrying values and estimated fair values of LG&E’s non-trading financial instruments follow: 

March 3 1,201 I Decernber 3 1,20 10 
Carrying Fair Carrying Fair 

Long-term bonds 

Value Value Value Value 

$ 1,112 $ 1,080 $ 1,112 $ 1,069 

The fair value of these instruments was estimated using an income approach by discounting fbture cash 
flows at estimated current cost of funding rates. 

Note 6 - Pension and Other Postretirement Benefit Plans 

Components of Net Periodic Benefit Cost 

Thc following tables provide the componcnts of net periodic benefit cost for pension and other 
postretirement benefit pidns. The tables include the costs associated with both L,G&E employees and 
Scrvco employees, who provide services to LG&E. Servco costs are allocated to LG&E based on 
employecs’ labor charges. For the three months ended March 3 1 , 201 1 and March 3 1,2010, LG&E was 
allocated approximately 44% and 43% of Scrvco’s costs, respectively. 

Pension Benefits (Successor): 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service cost 
Amortization of actuarial loss 

Net periodic benefit cost 

Pension Benefits (Predecessor): 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service cost 
Amortization of actuarial loss 

Three Months Ended 
March 31, 201 1 

Servco 
AI loca tion Total 

LG&E To LG&E L,G&E 
$ I $ 1 $ 2 

6 2 8 
(2) (9) 

1 
(7) 

1 
1 5 4 -- 

$ 5 $ 2 $ 7 

Three Months Ended 
March 31, 2010 

Servco 
Allocation Total 

LG&E To LG&E LG&E 
$ 1 $ I $ 2 

Net periodic benefit cost $ 5 $ 2 $ 7 
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Other Postretirement Benefits (Successor): 

Interest cost 
Amortization of prior service cos? 

Net periodic benefit cost 

Three Months Ended 
March 3 1,20 1 1 

Servco 
Allocation Total 

LG&E To LG&E LG&E 
$ 1 $ - $ 1 

1 - 1 

$ 2 

Three Months Ended 
March 3 1.20 10 

$ 2 

Servco 
Othcr Postretircnicnt Benefits (Prcdecessor): Allocation Total 

LG&E To LG&E LG&E 
Inlcrcst cost $ 1 $ - $ 1 
.L?niortization of prior service cost I - 1 

Net periodic benefit cost $ 2 $ - $ 2 

Contributions 

LG&E niadc discrctionary contributions to its pcnsion plans of $64 million and $20 miilion in January 
201 1 and 2010, respectively. In addition, Servco made discretionary contributions to its pension plan of 
$38 million and $9 million in January 201 1 and 2010, respectively. The amount of fbturc contributions 
to thc pcnsion plans will depend upon the actual return on plan assets and other factors, but thc 
Company’s intent is to fund its pcnsion plans in a manner consistcnt with the requirements of the 
Pension Protection Act of 2006. 

For the three months ended March 3 I ,  201 1, thc Company made contributions to its other postretirement 
benefit plan of $1 million. The Company anticipates making further voluntary contributions to fund 
Voluntary Employee Bcncficiary Association trusts to match the annual postretirement expense and 
funding the 401(h) plan up to the maximum tax deductible amount. 

Health Care Reform 

In March 2010, Health Care Reform (the Patient Protection and Affordable Care Act of 2010) was 
signed into law. Many provisions of Health Care Reform do not take effect for an extended period of 
time and many aspects of the law which are currently uncIear or undefined will likely be clarified in 
future rcgulations. 

Effective January 1 ~ 201 1, provisions within Health Care Reform required dependent coverage up to age 
26, removed the $2 million lifetime maximum and eliminated the cost sharing for certain preventative 
care procedures. The impact to LG&E is not expected to be material. 
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Beginning in 201 3, 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. LG&E will not be impacted by this 
provision. 

A provision within Health Care Reform beginning in 201 8 is a potential excise tax on high-cost plans 
providing health coverage that exceeds certain thresholds. The Company has evaluated this provision of 
Health Cdrc Reform on its benefit programs in conwitation with its actuarial consultants and has 
determined that the excise tax will not have an impact on its postretirement medical plan. 

The Company will continue to monitor the potential impact of any changes to the existing provisions 
and implementation guidance related to Health Care Reform. 

Note 7 - Income Taxes 

L,G&E’s federal income tax return is included in a 1J.S. consolidated income tax return filed by LKE’s 
dircct parcnt. Prior to November 1,2010, the return was included in the consolidated return o f  E.ON IJS 
Invcstments Corp. Duc to the acquisition by PPL,, the return will be includcd in the consolidated PPL 
return beginning November 1,201 0, for each tax period. Each subsidiary of the consolidated tax group, 
including LG&E, calculates its separate income tax for each period. The resulting separate-return tax 
cost or benefit is paid to or reccived from the parent company or its designee. The Company also files 
income tax returns in various state jurisdictions. While 2007 and later years are open undcr the federal 
statute of limitations, Revenue Agent Reports for 2007-2008 have been received from the Internal 
Revenue Scrvice (“IRS”), effectively closing these years to additional audit adjustments. Tax years 
beginning with 2007 were examined under an IRS program, Compliance Assurance Process (“CAP”). 
This program accelcratcs the IRS’s review to begin during the year applicable to the return and ends 90 
days aftcr the rcturn is filed. For 2008, the IRS allowed additional deductions in connection with the 
Company’s application for a change in repair dcductions and disallowed certain bonus depreciation 
claiincd on the original return. The net temporary tax impact for the Company was a $13 million 
reduction in tax and was recorded in the second quarter of 2010. The 2009 federal return was filed in thc 
third quarter of 2010 and thc IRS issued a Partial Acceptance L,etter in connection with CAP. The IRS is 
continuing to review storms and other repairs, contributions in aid of construction and purchased natural 
gas adjustments. No net material adverse impact is expcctcd from these remaining areas. The short tax 
year bcginning January 1,2010 through October 3 1,2010, is also being examined under CAP. No 
matcrial itcms have been raised by thc IRS at this time. The two month period beginning November I ,  
20 10 and ending December 3 1,20 10, is not currently under examination. 

19 



A reconciliation of LG&E’s effective income tax rate follows: 
Successor 

Three Months 
Predecessor 

Three Months 

Federal income tax on income before income taxes at statutory 

Increase (decrease) due to: 
tax rate - 35% $ 21 

2 State income taxes - net of federal income tax benefit 
Investment and other tax credits 
Other - net 

(1) 

Net increase 1 

Income tax expense 

Effective income tax rate 

Unrecognized Tax Benefits 

$ 22 18 

35.3% 

LG&E had no material changes in unrecognized tax benefits since Deccmbcr 31,2010, and does not 
expect any material changes to occur in unrecognized tax benefits during the next 12 months. 

Note 8 - Debt 

As summarized below, long-term debt consisted of first mortgage bonds and secured pollution control 
bonds. 

December 3 1, March 3 1, 
201 1 2010 

Secured first mortgage bonds $ 535 $ 535 

mortgage bonds 574 574 
Fair value adjustment from purchase accounting 7 7 

(4) TJnaniortized discount (4) -- 
Total long-term debt 1,112 1,112 

Pollution control revenue bonds, collateralized by first 

Less current portion 
L,ong-term debt, excluding current portion 

- - 
$ 1,112 $ 1,112 

In Novcniber 201 0, L,G&E issued first mortgage bonds totaling $535 million and used the proceeds to 
repay loans from a PPL subsidiary and for general corporate purposes. The first mortgage bonds were 
issued at a discount. 

The first mortgage bonds were issued by LG&E via transactions not requiring registration under the 
Securities Act of 1933. LG&E entered into a registration rights agreement in which it agreed to file a 
registration statement with the SEC relating to an offer to exchange the first mortgage bonds for publicly 
tradablc securities having substantially identical terms. If ultimate registration andor certain milestones 
are not complcted b y  certain dates in mid- and late 201 1, the Company has agreed to pay liquidated 
damages to thc bondholders. The liquidated damages would total 0.25% per annum of the principal 
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amount of the bonds for the first 90 days and 0.50% per annum of the principal amount thereafter until 
the conditions described above have been cured. In April, 201 1, LG&E filed a registration statement on 
Form S-4 with the SEC, pursuant to the registration rights agreements described above. 

Successor 
Three Months Ended 

At March 3 1 , 201 1 , L,G&E had an aggregate $574 million of outstanding pollution control indebtedness, 
of which $ 1  35 million is in the form of insured auction rate securities wherein interest rates are reset 
cither weekly or every 35 days via an auction process. The credit ratings o f  the monoline bond insurers 
have been reduced to levels below that ofthe Company’s rating due to exposures relating to insurance of 
sub-prime mortgages. As a result, the debt ratings of the Company’s insured pollution control bonds are 
based on the Company’s senior secured debt rating and are not influenced by the monoline bond insurer 
ratings. Whcn a failed auction occurs, the interest rate is set pursuant to a formula stipulated in the 
indenture. 

Predecessor 
Three Months Ended 

The average annualized interest rates on the auction rate bonds follow: 

March 3 1,201 I 

0.40% 

March 3 I .  20 IO 
_ ~ _ _ _ ^  

0.27% 

The instruments governing these auction rate bonds permit LG&E to convert the bonds to other interest 
rate modes, such as various short-term variable rates, long-term fixed rates or intermediate-term fixed 
rates that are reset infrequently. 

L,G&E’s available for sale dcbt securities, totaling $163 million at December 3 1 , 2010, included certain 
pollution control bonds, which were repurchased from the remarketing agent in 2008. In January 201 1, 
LG&E rcmarkcted the L,ouisviIle/Jefferson County Metro Governrncnt 2003 Series A and 2007 Series 3 
bonds, bearing interest at 1.90% into 201 2, that wcre previously held by the Company. The proceeds 
from the reniarkcting wcre used to repay the borrowing under LG&E’s credit facility. As of March 31, 
201 1 , L,G&E had no remaining repurchased bonds. 

See Notc 4, Derivative Financial Instruments, for a discussion of the Company’s interest rate swap 
agreements. 

LG&E participates in an intercompany money pool agreement wherein LKE andlor KIJ make hnds  
available to LG&E at market-based rates (based on highly rated commercial paper issues) of up to $400 
million. Details of the balances were as follows: 

Total Amount Balance Average 
Available Outstanding- Available Interest Rate 

March 31,201 1 $ 400 $ $ 4 0  NIA 
December 3 I , 20 10 400 12 388 0.25% 

As of March 3 1 , 201 1, the Company maintained a $400 million revolving line of credit with a group of 
banks maturing in December 2014. The revolving line of credit allows LG&E to issue letters of credit or 
borrow funds up to $400 million. Outstanding letters of credit reduce the facility’s available borrowing 
capacity. The Company pays the banks an annual commitment fee based on current bond ratings on the 
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unused portion of the commitment. At March 3 1,20 1 1, there were no borrowings outstanding under this 
facility. This credit agreement contains financial covenants requiring the borrower’s debt to total 
capitalization ratio to not exceed 70%, as calculated pursuant to the credit agreement, and other 
customary covenants. 

LG&E was in compliance with all debt covenants at March 3 1,201 I and December 3 1 ,  2010. 

Note 9 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 3, Ratcs and Regulatory Matters), 
material clianges have not occurred in the current status of various commitments or contingent liabilities 
from that discussed in the LG&E’s Financial Statements and Additional Information Report for 2010 
(including, but not limited to, Note 10, Related Party Transactions; Note 3 ,  Ratcs and Regulatory 
Matters; and Note 1 1 , Subsequent Events; to the financial statcments of the Company contained therein). 

Energy Purchases and Other Commitments 

OVEC Power 

Pursuant to a power purcliasc agreement with OVEC, extended in Fcbruary 201 1 ,  to 2040, pending 
regulatory approvals, tlie Company may be conditionally responsiblc for a 5.63% pro-rata share of 
ccrtain obligations of OVEC under defined circumstances. These contingent liabilities may include 
unpaid OVEC indebtedness as well as shortfall amounts in certain cxcess decommissioning costs and 
postrctircmcnt benefits other than pension. LG&E’s contingent proportionatc share of OVEC’s 
outstanding debt was $77 million at March 3 1,201 1. See Note 2, Summary of Significant Accounting 
Policics, for further information. 

Legal Matters 

LG&E is involvcd in  lcgal proceedings, claims and litigation in  tlie ordinary coursc of business and 
cannot prcdict the outcome of such mattcrs, or whether such matters may result in material liabilities, 
 anl less otherwise noted. 

L,G&E had approximately $1 17 million of commitments in connection with its construction program at 
March 3 1, 20 I 1. 

In June 2006, LG&E 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 numbcr of potential adjustments 
which may serve to increase or decrease the ultimate construction price. During 2009 and 2010, L,G&E 
received scveral contractual notices from the TC2 construction contractor asscrting historical force 
majeure and cxcusable event claims for a number of adjustments to the contract price, construction 
schedulc, comnicrcial operations date, liquidated damages or other rclcvant provisions. In September 
2010, L,G&E and thc construction contractor agreed to a settlement to resolve the force majeure and 
cxcusable event claims occurring through July 201 0, undcr the TC2 construction contract, which 
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scttlement provided for a limitcd, negotiated extension of the contractual commercial operations date 
and/or relief from liquidated damage calculations. With limited exceptions the Company took care, 
custody and control of TC2 on January 22,201 1 ,  and has dispatched the unit to meet customer demand 
sincc that date. LG&E and the contractor agreed to a further amendment of the construction agreement 
wlicrcby the contractor will complete certain actions relating to identifying and completing any 
necessary modifications to allow operation of TC2 o n  all fuels in accordance with initial specifications 
prior to certain dates, and amending the provisions relating to liquidated damages. LG&E cannot 
currently estimate the ultimate outcome of these mztters. 

TC2 CCN Application and Transmission Matters 

L,G&E’s and KU’s CCN for a transmission line associated with the TC2 construction has been 
challenged by ccrtain property owners in Hardin County, Kentucky. Certain proceedings relating to 
CCN challenging and federal historic preservation permit requirements have concluded with outcomes 
in the Utilities’ favor. 

With respect to the remaining on-going dispute, LG&E’s affiliate, KIJ obtained various successful 
rulings during 2008 at the Hardin County Circuit Court confirming its condemnation rights. In August 
2008, several landowners appealed such rulings to the Kentucky Court of Appeals and reccived a 
tcniporary stay prcventing KU from accessing their properties. In May 2010, the Kentucky Court of 
Appcals issued an Order affirming the Hardin Circuit Court’s finding that KU had the right to condemn 
cascments on tlic properties. In May 2010, the landowners filed a petition for reconsideration with the 
Court of Appeals. In July 2010, the Coiirt ofAppeals denied that petition. In August 2010, the 
landowncrs filcd for discrctionary review of that denial by the Kentucky Supreme Court. In March 201 1, 
the Kentucky Suprcme Court denied the landowners’ request for discretionary review. 

Re~ulatorv Issues 

Market- Based Rate A uthorjty 

In July 2009, the FERC issued an order approving LG&E’s September 2008 tri-annual application for 
updated market-based ratc authority. During July 2009, affiliates of LG&E completed a transaction 
terminating certain prior generation and power marketing activitics in the Big Rivers Electric 
Corporation control area, which termination should ultimately allow a filing to request a determination 
that LG&E is no longer deemed to have market power in such control area and that historical restrictions 
on L,G&E sales into that area is no longer applicable. 

Integrated Resource Planniiig 

IRP regulations require major utilities to make triennial IRP filings with the Kentucky Commission. In 
April 20 1 1, LG&E and KIJ filed their 201 1 joint IRP with the Kentucky Commission. The IRP provides 
historical and projected demand, resource and financial data, and other operating performance and 
system information. Impending environmental regulation could result in the retirements of older, smaller 
coal-fired units and thereforc, the IRP assumes potential retirements of approximately 800 megawatts of 
coal-fired capacity with replacement by combined cycle gas units in 2016. In addition the IRP assumes 
approximately 500 megawatts of peak demand reductions by 201 7, via existing or expanded demand 
side management or cnergy efficiency programs. Implementation of the major findings of the IRP is 
subject t o  further Company analysis and decision-making and further regulatory approvats. 
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Mandatoiy Reliability Standards 

As a result of the EPAct 2005, certain formerly voluntary reliability standards became mandatory in 
June 2007 and authority was delegated to various Regional Reliability Organizations (“RROs”) by the 
North American Electric Reliability Corporation (“NERC”), which was authorized by the FERC to 
enforce compliance with such standards, including promulgating new standards. Failure to comply with 
mandatory reliability standards can subject a registered entity to sanctions, including potential fines of 
up to $ I  million per day, as well as non-monetary penalties, depending upon the circumstances of the 
violation. ‘Ihe Utilities are members of the SERC Reliability Corporation (“SERC”), which acts as their 
RRO. The Utilities have continued to sclf-report potential violations of certain applicable reliability 
requirements and submit accompanying mitigation plans. The resolution of a number of these potential 
violation reports is pending. Any regional reliability entity determination concerning resolution of 
violations of the Rcliability Standards remains subject to the approval of the NERC and the FERC. 
Thercfore, the Utilities are unable to estimate thc outcome of these matters. Additionally, the Utilities 
have one opcn self-rcport which has been the sub.ject of a settlement with the SERC. This settlement was 
for no penalty but still requires FERC approval before becoming final. Mandatory reliability standard 
settlements commonly also include non-penalty elcments, including compliance steps and mitigation 
plans. While the Utilities believe they are in compliance with the mandatory reliability standards, cvents 
cf potential non-compliance may be idcntified from timc-to-time. The Utilities cannot predict such 
potential violations o r  the outcome of self-reports described above. 

In February 2006, thc Kentucky Commission initiated an administrativc proceeding to consider the 
requirements of the federal EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time- 
based metcring and demand response, and Section 1254, Interconnections. The EPAct 2005 requires 
each state rcgulntory authority to conduct a formal invcstigation and issue a decision on whether or not it 
is appropriate to implement certain Section 1252 standards within eighteen months after the enactment 
of the EPAct 2005 and to commence considcration of Scction 1254 standards within a year aftcr the 
eiiactnient of the EPAct 2005. Following a public hearing with all Kentucky jurisdictional electric 
utilities, in Dccember 2006, the Kentucky Commission issued an Order in this proceeding indicating that 
the EPAct 2005 Section 1252 and Section 1254 standards should not be adopted. However, all the 
Kentucky Commission jurisdictional utilities are rcquircd to file rcal-timc pricing pilot programs for 
their Iargc commcrcial and industrial customers. LG&E and KIJ developed real-time pricing pilots for 
large industrial and commercial customers and filed the details of thc plan with the Kentucky 
Commission in April 2007. In February 2008, tlic Kentucky Commission issued an Order approving the 
real-time pricing pilot programs proposed by LG&E and KU for implementation for their large 
cornmercial and industrial customers. The tariff was filed in October 2008, with an effective date of 
December 1,2008. L,G&E and KIJ file annual reports on the program within 90 days of each plan year- 
end for the three-year pilot period. 

Pursuant to a 2004 rate case settlement agreement, and as referred to in the EPAct 2005 Administrative 
Order, LG&E made its responsive pricing and smart metering pilot program filing, which addresses real- 
time pricing for residential and general service customcrs, in March 2007. In July 2007, the Kentucky 
Commission approved the application, as filed, for a small number of residential customers and a 
sampling of other customers, and authorized L,G&E to establish thc rcsponsivc pricing and smart 
metering pilot program, recovery of non-specific customer costs through the DSM billing mechanism 
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and the filing of annual reports b y  April 1,21109,2010 and 201 1. L,G&E must also file an evaluation of 
the program by July 1,201 1. 

Environmental Matters 

The Company’s operations are subject to a number of environmental laws and regulations governing, 
among other things, air cmissions, wastewater discharges, the use, handling and disposal of hazardous 
substances and wastes, soil and groundwater contamination and employee health and safcty. As 
indicated below and summarized at the conclusion of this section, evolving environmental regulations 
will likely increase the level of capital and operating and maintenance expenditures incurred by the 
Company during the next several years. Based upon prior regulatory precedent, die Company believes 
that many costs of complying with such pending or future requirements would likely be recoverabic 
undcr thc ECR or other potential cost-recovery mechanisms, but the Company can provide no assurance 
as to the ultimate outcome of such proceedings before the rcgulatory authorities. 

General Environmental Proceedings 

From time to time, L,G&E appears before thc EPA, various state or local regulatory agcncies and state 
and federal courts regardmg matters involving compliance with applicable environmental laws and 
regulations. Such mattcrs include a prior Section 1 14 information request from the EPA relating to new 
source revicw issues at LG&E’s Mill Creek Unit 4 and Trimble County Unit 1 ; remediation obligations 
or activities for former manufactured gas plant sitcs or other risks relating to elevated PCB levels at 
cxisting properties; liability under the Comprehensive Environmental Response, Compensation and 
Liability Act for cleanup at various off-site wastc sites; and on-going claims regarding alleged 
particulate emissions from the Company’s Cane Run generating station and claims regarding GHG 
emissions from the Company’s generating stations. Based on analysis to date, the resolution of these 
matters is not expectcd to have a material impact on the Company’s operations. 

A ir 

Ambient Air Quality: 

Thc Clean Air Act requires the EPA to periodically review the available scientific data for six criteria 
pollutants and cstablisli concentration levels in the ambient air sufficient to protect the public health and 
welfare with an cxtra margin for safety. These concentration levels are known as NAAQS. Each state 
must idcntify “nonattainment areas’’ within its boundaries that fail to comply with the NAAQS and 
develop a SIP to bring such nonattainment areas into compliance. If a state fails to develop an adequate 
plan, the EPA must devclop and implement a plan. As the EPA increases the stringency of thc NAAQS 
through its pcriodic reviews, the attainment status of various areas may changc, thereby triggcring 
additional emission reduction obligations under revised SIPS aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional 
reductions in SO2 and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP 
Call” rule requiring reductions in NOx emissions of approximately 85% from 1990 levels in order to 
mitigate ozone transport from the midwestern US. to the northeastern US. To implement the new 
federal requirements, Kentucky amended its SIP in 2002 to require electric generating units to reduce 
their NOx emissions to 0.15 pounds weight per million British thermal units on a company-wide basis. 
In 2005, the EPA issued the CAIR which required additional SO2 emission reductions of 70% and NOx 
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emission reductions of 65% from 2003 levels. The CAIR provided for a two-phase cap and trade 
program, with initial reductions of NOx and SO2 emissions due by 2009 and 2010, respectively, and 
final reductions due by 2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements 
similar to those under the federal CAIR. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. fn 
Decembcr 2008, the Court amended its prcvious Order directing the EPA to promulgate a new 
rcgulation but leaving the CAIR in p!ace in the interim. The remand of the CAIR results in some 
uncertainty with respect to certain other EPA or state progiams and proceedings and the Utilities’ 
cornpliancc plans relating thereto due to tlie interconnection of the CAIR with such associated programs. 

In January 201 0, the EPA proposed a revised NAAQS for ozone whic11 would increase the stringency of 
tlic standard. In addition, the EPA published final revised NAAQS standards for NO2 and SO2 in 
February 201 0 and June 2010, respcctively, which are more stringent than previous standards. 
Depending on the level of action detcrmined necessary to bring local nonattainrnent areas into 
cornpliancc with the revised NAAQS standards, L,G&,E’s power plants are potentially subject to 
requircmcnts for additional reductions in SO2 and NOx emissions. 

I n  August 2010, the EPA issued the proposed CATR, which serves to replace the CHIR. The CATR 
provides for a two-phase SO2 reduction program with Phase I reductions due by 201 2 and Phase I1 
reductions due by 2014. The CATR provides for NOx reductions in 201 2, but the EPA advised that it is 
studying whcthcr additional NOx reductions should be required for 2014. The CATR is more stringent 
than the CAJR as it accelerates certain compliance dates and provides for only intrastate and limited 
interstate trading of emission allowances. In addition to its preferred approach, the EPA is secking 
comment on an alternative approach which would provide for individual emission limits at each power 
plant. Tlic EPA has announced that it will propose additional “transport” rules to address compliance 
wjtli rcviscd NAAQS standards for ozone and particulate matter which will be issued by the EPA in tlie 
hturc, as discussed below. 

Hazardous Air Pollutants: 

As provided in the Clean Air Act, the EPA invcstigatcd hazardous air pollutant emissions from electric 
utilities and submitted a report to Congress identifying mercury emissions from coal-fired power plants 
as warranting further study. In 2005, the EPA issued the CAMR establishing mercury standards for new 
power plants and requiring all states to issuc new SIPS including mercury requirements for existing 
powcr plants. The EPA issued a model rule which provides for a two-phase cap and trade program with 
initial reductions due by 2010 and final reductions due by 201 8. The CAMR provided for reductions of 
70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 
2010 mercury reduction targcts would be achieved as a “co-bencfit” of the controls installed for 
purposcs of cornpliancc with the CAIR. In addition, in 2006, the Metro L,ouisville Air Pollution Control 
District adopted rules aimed at regulating additional hazardous air pollutants from sources including 
power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. In March 201 1, the 
EPA released the proposed utility Maximum Achievable Control Technology nile to replace the CAMR. 
The proposed rule would establish standards for hazardous air pollutants emitted by power plants 
including mcrcury, other heavy metals, and acid gases. Tlic emissions limitations specified in the 
proposed rule are stringent, requiring a 9 I YO reduction in the case of mercury emissions. Upon 
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promulgation of a final rule, facilities would have a short three-year period to comply with the new 
requirements, with the possibility of a one-year extension from the state. The Company will be unable to 
determine the exact impact on Company operations until such time as a final rule is promulgated by the 
EPA. 

Acid Rain Program: 

Thc Clean Air Act imposed a two-phased cap and trade program to reduce SO2 emissions fro;;l power 
plants that were thought to contribute to “acid rain” conditions in the northeastern U.S. The Clean Air 
Act also contains requirements for power plants to reduce NOx emissions through the use of available 
combustion controls. 

Regional Haze: 

Thc Clean Air Act also includes visibility goals for certain federally designated areas, including national 
parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 2005, thc EPA 
issued its Clean Air Visibility Rule detailing how the Clean Air Act’s BART requirements will be 
applied to facilitieb, including power plar,ts built between 1962 and 1974 that emit certain levels of 
visibility impairing pollutants. Under the final nilc, as the CAIR provided for more visibility 
improvement than BART, states are allowed to substitute CAIR requirements in their regional haze SIPs 
in lieu of controls that would otherwise be required by BART. The final rule has been challenged in the 
courts. Additionally, because the regional haze SIPs incorporate certain CAIR requirements, the remand 
of thc CAIR could potentially impact regional haze SIPs. See Ambient Air Quality above for a 
discussion o f  CAIR-related uncertainties. 

LG&E submitted an analysis of the visibility impacts of its Kentucky BART-eligible sources to the 
KDAQ. Only LG&E’s Mill Creek plant was determined to have a significant regional haze impact. The 
KDAQ has submitted a regional haze 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 the EPA and 
revision of the Mill Creek plant’s Title V air permit, sorbent injection controls will be installed at the 
plant to reduce sulfuric acid mist emissions. 

Installation of Pollution Controls: 

Many of the programs under the Clean Air Act utilize cap and trade mechanisms that require a company 
to hold sufficient emissions allowances to cover its authorized emissions on a company-wide basis and 
do not require installation of pollution controls on every generating unit. Under cap and trade programs, 
companies are free to focus their poIlution control efforts on plants where such controls are particularly 
efficient and utilize the resulting emission allowances for smaller plants where such controls are not cast 
effective. LG&E had previously installed FGD equipment on all of its generating units prior to the 
effective date of the acid rain program. LG&E’s strategy for its Phase II SO2 requirements, which 
commenced in 2000, is to use accumulated emission allowances to defer certain additional capital 
expenditures and continue to evaluate improvements to further reduce SO2 emissions. LG&E believes its 
costs in reducing SO*, NOx and mercury emissions to be comparable to those of similariy situated 
utilities with like generation assets. LG&E’s compliance plans are subject to many factors including 
developments in the emission allowance and fuels markets, hture legislative and regulatory enactments, 
legal proceedings and advances in clean air technology. LG&E will continue to monitor these 
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developments to ensure that its environmental obligations are met in the most efficient and cost-effective 
manner. LG&E expects to incur additional capital expenditures currently approved in its ECR plans 
totaling approximately $100 million during the 201 1 through 2013 time period to achieve emissions 
reductions and manage coal combustion residuals. Monthly recovery is subject to periodic review by the 
Kentucky Commission. 

TC2 Air Permit: 

Thc Sierra Club and othcr environmental groups filed a petition challenging the air permit issued for the 
TC2 baseload generating unit which was issued by the KDAQ in November 2005. In September 2007, 
tlie Secretary of the Kentucky Environmental and Public Protection Cabinet issued a final Order 
upholding thc permit. The environmental groups pctitioned the EPA to object to the state permit and 
subsequent pcnnit revisions. In determinations made in September 2008 and June 2009, the EPA 
rejccted most of the environmental groups' claims but identified three permit deficiencies which the 
KDAQ addresscd by revising the permit. In August 2009, the EPA issued an Order denying the 
remaining claims with tlic exception of two additional deficiencies which the KDAQ was directed to 
address. The EPA detcrmined that the proposed permit subsequently issued by the KDAQ satisfied the 
conditions of the EPA Order although the agency recommended certain enhancements to the 
administrative record. In January 2010, the KDAQ issued a final permit revi~ion incorporating the 
proposcd changes to address the two EPA objcctions. In March 2010, the Sierra Club submitted a 
petition to the EPA to object to the permit revision, which is now pcnding before the EPA. The 
Company believcs that the final permit as revised should not have a material adverse effect on its 
financial condition or results of operations. However, until the EPA issues a final ruling on the pending 
petition and all applicable appeals have been exhaustcd, the Company cannot prcdict the final outcome 
of this matter. 

GHG Developments: 

In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 industrialized 
countrics to undcrtakc substantial reductions in GHG emissions. The U.S. has not ratified the Kyoto 
Protocol and therc are currently no mandatory GHG emission reduction requirements at the fedcral 
level. As discussed below, legislation mandating GHG reductions has bccn introduced in the Congress, 
but no fedcral legislation has been enacted to date. In the absence of a program at the federal level, 
various states havc adopted their own GHG emission reduction programs, including 11 northeastern 
U S .  statcs and the District of Columbia under the*Regional GHG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are on-going. The current administration has 
announccd its support for the adoption of mandatory GHG reduction requiremcnts at the federal level. 
The United States and other countries met in Copenhagen, Denmark, in December 2009, in an effort to 
ncgotiatc a GHG reduction treaty to succeed the Kyoto Protocol, which is set to expire in 2013. In 
Copenhagcn, the 1J.S. made a nonbinding commitment to, among other things, seek to reduce GHG 
emissions to 17% below 2005 levels by 2020 and provide financial support to developing countries. The 
I-Jnitcd Statcs and other nations met in Cancun, Mexico, in Decernbcr 2010 to continue negotiations 
toward a binding agreement. 
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GHG Legislation: 

LG&E is monitoring on-going efforts to enact GHG reduction requirements and requirements governing 
carbon sequestration at the state and federal level and is assessing potential impacts of such programs 
and strategies to mitigate those impacts. In June 2009, the U.S. House of Representatives passed the 
American Clean Energy and Security Act of 2009, which was a comprehensive energy bill containing 
the first-ever nation-wide GHG cap and trade program. The bill provided for reductions in GHG 
emic;sicns of 3% be!ow 2005 levels by 2012, 17% by 2020 and 83% by 2050. In order to cushion 
potential rate impacts for utility customers, approximately 43% of emissions allowances would have 
initially been allocated at no cost to the electric utility sector, with this allocation gradually declining to 
7% in 2029 and zero thereafter. The bill would have also established a renewable electricity standard 
requiring utilities to meet 20% of  their electricity demand through renewable energy and energy 
efficiency by 2020. The bill contained additional provisions regarding carbon capture and sequestration, 
clean transportation, smart grid advancement, nuclear and advanced technologies and energy efficiency. 

In Scptembcr 2009, the Clean Energy Jobs and American Power Act, which was largely patterned on the 
House legislation, was introduced in the 1J.S. Senate. The Senate bill raised the emissions reduction 
target for 2020 to 20% below 2005 levels and did not include a renewable electricity standard. While the 
initial bill lacked detailed provis;ons for the allocation of emissions allowances, a subsequent rcvisior, 
incorporated allowance allocation provisions similar to the House bill. Although Senators Kerry and 
Lkberman and others worked to reach a consensus on GHC legislation, no bill passed the Senate in 
201 0. The Company is closely monitoring the progress of pending energy legislation, but the prospect 
for passage of comprehensive GHG legislation in 201 1 is uncertain. 

GHG Regulations: 

In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate GHG under thc 
Clcan Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that GHGs 
endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final 
endangerment finding was issued in December 2009. In September 2009, the EPA issued a final GHG 
rcporting rulc requiring reporting by facilities with annual GHG emissions equivalent to at least 25,000 
tons of carbon dioxide. A number of the Company’s facilities are required to submit annual reports 
commencing with calendar year 201.0. In May 201 0, the EPA issued a final GHG “tailoring” rule, 
effective January 201 1, requiring new or modified sources with GHG emissions equivalent to at least 
75,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration 
Program. Such new or modified facilities would be required to install Best Available Control 
Technology. While the Company is unaware of any currentty available GHG control technology that 
might be required for installation on new or modified power plants, it is currently assessing the potential 
impact of the rule. The final rule will apply to new and modified power plants beginning in January 
201 1 .  The Company is unable to predict whether mandatory GHG reduction requirements will 
ultimately be enacted through legislation or  regulations. In December 2010, the EPA announced that it 
plans to promulgate GHG New Source Performance Standards for power plants, including both new and 
existing facilities. A proposed rule is expected by July 201 1, while a final rule is expected by May 2012. 
In the absencc of either a proposed or final regulation, L,G&E is unable to assess the potential impact of 
any hture regulation. 
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GHG Litigation: 

A number of lawsuits have been filed asserting common law claims including nuisance, trespass and 
negligence against various companies with GHG emitting facilities. In October 2009, a three-judge 
panel of the United States Court of Appeals for the St” Circuit in the case of Comer v. Murphy Oil 
reversed a lower court, holding that private plaintiffs have standing to assert certain common law claims 
against more than 30 utility, oil, coal and chemical companies. In March 2010, the court vacated the 
opinion of the three-judge panel and granted a motion for rehearing brit subscqzently denied the appeal 
due to the lack of a quorum. The appellate ruling leaves in effect the lower court ruling dismissing the 
plaintiffs’ claims. In January 201 1 ,  the Supreme Court denied petitioner’s petition for review, which 
effectively brings the case to an end. The Comer compiaint alleged that GE-IG emissions from the 
dcfendants’ facilities contributed to global warming which increased the intensity of Hurricane Katrina. 
E.ON AG, the former indirect parent of the TJtilities, was named as a defendant in the complaint, but 
was not a party to the proceedings due to the failure of the plaintiffs to pursue service under the 
applicablc iritcrnational procedures. LG&E continues to monitor relevant GHG litigation to identify 
judicial developments that may be potentially relevant to operations. 

Water/Wnste 

Ash Ponds arid Coal-Combustion Byproducts: 

The  EPA has undertaken various initiatives in response to the December 2008 impoundment failure at 
the Tennessee Valley Authority’s Kingston power plant, which resulted in a major release of coal 
combustion byproducts into the environment. The EPA issued information requests to utilities 
throughout the country, including LG&E, to obtain information on their ash ponds and other 
impoundments. In addition, the EPA inspected a large number of impoundments located at power plants 
to detcrmine their structural integrity. The inspections included several of L,G&E’s impoundments, 
which thc EPA found to be in satisfactory condition cxcept for certain impoundments at  the Mill Creek 
and Cane Run stations, which were determined to be in fair condition. In June 2010, the EPA published 
proposcd regulations for coal combustion byproducts handled in landfills and ash ponds. The EPA has 
proposcd two altcmatives: (1) regulation of coal combustion byproducts in landfills and ash ponds as a 
hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with minimum 
national standards. Under both alternatives, the EPA has proposed safety requircments to address the 
structural integrity of ash ponds. In addition, the EPA will consider potential refinements of the 
provisions for beneficial reuse of coal combustion’ byproducts. 

Water Discharges and PCB Regulations: 

In March 201 1 , the EPA released a proposed cooling water intake structure rule pursuant to Section 
3 16(b) of the Clcan Water Act. The proposed rule would require a case-by-casc review to identify 
appropriate measures to mitigate the impact of cooling water intake structures on aquatic life. 
Mitigation measures required as a result of the review could range from use of smaller mesh screens on 
intake structures to more costly measures such as construction of cooling towers. The exact impact of 
the rulc will depend on the provisions contained in the final rule promulgated by the EPA and the 
subsequent implementation of the rule by the states. The EPA has also announced plans to develop 
revised effluent limitation guidelines governing discharges from power plants. The EPA has further 
amiounced plans to develop revised standards governing the use of PCB in electrical equipment. The 
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Company is monitoring these ongoing regulatory developments, but will be unable to determine the 
impact until such time as new rules are finalized. 

TC2 Water Permit: 

In May 201 0, 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 pernit issued in April 2010, which covers water discharges from the Trirnbie County generating 
station. In October 2010, the hearing officer issued a report and recommended Order providing for 
dismissal of the claims raised by the petitioners. In December 2010, the Secretary issued a final Order 
dismissing all claims and upholding the permit which petitioners subsequently appealed to Trimble 
County Circuit Court. 

Basin Seepage or Groundwater Infiltration: 

Seepages or groundwater infiltration has been detected at wastewater basins or landfills at various 
L,G&E plants. LG&E 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 LG&E plants is not now determinable, 
but could be significant. 

Szrpecfurnd 

L,G&E is a potentially responsible party at several sites listed by the EPA under the federal Superhnd 
program. Clean-up actions have been or are being undertaken at all of these sites, the costs of which has 
not been significant to the Company. However, should the EPA require different or additional measures 
in the future, or should LG&E’s share of costs at multi-party sites increase significantly more than 
currently expected, the costs to L,G&E could be significant. 

LG&E is renicdiating or has completed the remediation of several sites that were not addressed undcr a 
regulatory program such as Superfund, but for which the Company may be liable for remediation. These 
include a number of former coal gas manufacturing facilities in Kentucky previously owned or operated 
or currently owned by LG&E. There are additional sites, formerly owned or operated by LG&E for 
which the Company lacks information on current site conditions and is therefore unable to predict what, 
if any, potential liability it may have. 

Depending on the outcome of investigations at sites where investigations have not begun or been 
completed or developments at sites for which the Company currently lacks information, the costs of 
remediation and other liabilities could be substantial. It also could incur other non-remediation costs at 
sites included in current consent orders or other contaminated sites, the costs of which are not now 
determinabfe but could be significant. 

Impact of Pending and Future Environmental Developments 

As a company with significant coal-fired generating assets, LG&E will likely be substantially impacted 
by pending or future environmental rules or legislation requiring mandatory reductions in GHG 
emissions or other air emissions, imposing more stringent standards on discharges to waterways, or 
establishing additional requirements for handling or disposal of coal combustion byproducts. These 



evolving environmental regulations wit1 tikely require an increased lcvel of capital expenditures and 
increased incremental operating and maintenance costs by the Company over the next several years. Due 
to the uncertain nature of the final regulations that will ultimately be adopted by the EPA, including the 
reduction targets and thc deadlines that will be applicable, the Company cannot finalize estimates of the 
potential compliance costs, but should the final rules incorporate additional emission reduction 
requirements, require more stringent emissions controls or implement more stringent byproducts storage 
and disposal practices, such costs will likely be significant. With respect to NAAQS, CATR, utility 
Maximum Achievable Control Technology rule and coal combustion byproducts developments, based 
upon a preliminary analysis of proposed regulations, the Company may be required to consider actions 
such as upgrading existing emissions controls, installing additional errlissions controls, upgrading 
byproducts disposal and storage and possible early replacement of coal-fired units. Capital expenditures 
for LG&E associated with such actions are preliminarily estimated to be in the $1.75 to $2.0 billion 
range over the next ten years, although final costs may substantially vary. With respect to potential 
developments in water discharge, including the recently proposed Section 3 16(b) cooling water intake 
rule and the expected revisions to the effluent guidelines, revised PCB standards or GHG initiatives, 
costs in such areas cannot be estimated due to the preliniinary status or uncertain outcome of such 
developments, but would be in addition to the above amount and could be substantial. Ultimately, the 
precise impact on the Company’s operations of these various environmental developments cannot be 
determined prior to the finalization of such requirements. Based upon prior regulatory precedent, the 
Company believes that many costs of complying with such pending or hture requirements would likely 
be recoverable under the ECR or other potential cost-recovery mechanisms, but the Company can 
provide no assurance as to the ultimate outcome of such proceedirigs before the regulatory authorities. 

Note 10 - Related Party Transactions 

LG&E and subsidiaries of LKE and PPL engage in related party transactions. Transactions between 
LG&E and L,KE subsidiaries are eliminated on consolidation of L,KE. Transactions between L,G&E and 
PPL subsidiaries are eliminated on consolidation of PPI,. These transactions are generally performed at 
cost and are in accordance with FERC regulations under the Public IJtility Holding Company Act of 
200.5 and the applicable Kentucky Commission regulations. 

Intercompany Wholesale Sales and Purchases 

LG&E and KU jointly dispatch their generation units with the lowest cost generation used to serve their 
retail native load. When LG&E has excess generation capacity after serving its own retail native load 
and its generation cost i s  lower than that of KIJ, KIJ purchases electricity from LG&E. When KU has 
excess generation capacity after serving its own retail native load and its generation cost is lower than 
that of LG&E, L,G&E purchases electricity from KIJ. These transactions are rccorded as intercompany 
wholesale sales and purchases and are recorded by each company at a price equal to the seller’s fuel 
cost. Savings realizcd from purchasing electricity intercompany instead of generating from their own 
higher costs units or purchasing from the market are shared equally between the Utilities. The volume of 
energy each company has to sell to the other is dependent on its native load needs and its available 
genera tion. 
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These sales and purchases are included in the Condensed Statements of Income as Wholesale to affiliate, 
and Power purchased from affiliate. LG&E’s intercompany electric revenues and power purchased 
expenses were as follows: 

Successor 
Three Months 

Ended 
- March 3 1 , 201 1 

$ 27 
11 

Electric operating revenues from KU 
Power purchased from KIJ 

Predecessor 
Three Months 

Ended 
March 31,2010 

$ 24 
7 

Interest Charges 

See Note 8, Debt, for details of intercompany borrowing arrangements. Intercompany agreements do not 
require interest payments for receivables related to services provided when settled within 30 days. 

Intcrcst paid to LKE on the money pool arrangement was not significant for the three months ended 
March 3 1,201 1 and for the three months ended March 3 1 , 2010. There were no loans from Fidelia 
Corporation (“Fideiia”), an E.ON AG affiliate, or PPL, during the three months ended March 3 1 , 20 1 1 .  
Interest expense related to loans from Fidelia was $7 million for the three months ended March 3 1 , 
2010. 

Dividends 

In March 201 1, the Company paid dividends of $17 million to its sole shareholder, LKE. In March 
201 0, the Company also paid dividends of $30 million to LKE. 

Other Intercompany Billings 

Servco provides the Company with a variety of centralized administrative, management and support 
services. Associated charges include payroll taxes paid by Servco on behalf of LG&.E, labor and burdens 
of Servco employees performing services for LG&E, coal purchases and other vouchers paid by Servco 
on behalf of LG&,E. The cost of these services is directly charged to the Company, or for general costs 
which cannot be directly attributed, charged based on predetermined allocation factors, including the 
following ratios: number of customers, total assets, revenues, number of employees and/or other 
statistical information. These costs are charged on an actual cost basis. 

In addition, the TJtilities provide services to each other and to Servco. Billings between the Utilities 
relate to labor and overheads associated with union and hourly employees performing work for the other 
utility, charges related to jointly-owned generating units and other miscellaneous charges. Billings from 
L,G&E to Servco include cash received by Servco on behalf of LG&E, tax settlements and other 
payments made by the Company on behalf of other non-regulated businesses which are reimbursed 
through Servco. 
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Intercompany billings to and from LG&,E were as follows: 

Servco billings to LG&E 
LG&E billings to KU 
LG&E billings to Servco 

Intercompany Balances 

The Company had the following balances with its affiliates: 

Accounts receivable from KU 
Accounts receivable from LKE 
AcGounts payable to Scrvco 
Notes payable to L,KE 

Successor 
Three Months 

Ended 
March 31,201 1 

$ 40 
27 

7 

Predecessor 
Three Months 

Ended 
March 31,2010 

$ 5.6 
8 
5 

March 3 1,201 1 December 3 1,2010 
$ 17 $ 22 

7 8 
1s 20 

12 

Note 11  - Subsequent Events 

Subsequent events have been evaluated through May 9,201 1, the date of issuance of these statements, 
and these statements contain all necessary adjustments and disclosures resulting from that evaluation. 

On May 2, 201 1, LG&E filed a notice of intent to file an ECR plan with the Kentucky Commission. The 
plan will be filed on or after June 1,201 1. 

On April 22,201 1 ,  LG&E filed a Form $4, Registration Statement, with the SEC, as agreed in its first 
mortgagc bonds registration rights agreement. The Form S-4 relatcs to an offer to exchange the first 
mortgage bonds with registered, publicly tradable securities. 

On April 21, 201 1 ,  LG&E and KU filed their 201 1 joint IRP with the Kentucky Commission. 
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Statements contained in this report concerning expectations, beliefs, plans, objectives, goals, strategies, 
hture 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 L.G&E believes that the expectations and assumptions reflected in these 
statements are reasonable, there can be no assurance that these expectations wilt prove to be correct. 
Forward-looking statements are subject to many riskc and ancertainties, and actual results may differ 
materially from the results discussed in forward-looking statements. In addition to the specific factors 
discussed in Risk Factors in LG&E’s Financial Statements and Additional Information Report for 2010 
and in Management’s Discussion and Analysis in this report, the following are among the important 
factors that could cause actual results to differ materially from the forward-looking statements. 
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continuing ability to recover fuel and natural gas supply costs in a timely manner; 
weatlier conditions affecting generation, customer energy use and operating costs; 
operation, availability and operating costs of existing generation facilities; 
transmission and distribution system conditions and operating costs; 
potential laws OJ regulations to reduce emissions of GHGs; 
collective labor bargaining negotiations; 
the outcome of litigation against LG&E; 
potential effects of threatened or actual terrorism, war or other hostilities or natural disastcrs; 
the commitments and liabilities against LG&E; 
market demand and prices for energy, capacity, transmission services, emission allowances 
and delivered &el; 
Competition in retail and wholesale power and natural gas markets; 
liquidity of wholesale power markets; 
defaults by counterparties under energy, file1 or other power product contracts; 
market prices of commodity inputs for ongoing capital expenditures; 
capital market conditions, including the availability of capital OJ credit, changes in interest 
rates, and decisions regarding capital structure; 
the fair value of debt and equity securities and the impact on defined benefit costs and resultant 
cash fbnding requirements for dcfined benefit plans; 
interest rates and their effect on pension and retiree medical liabilities; 
volatility in or the impact of other changes in financial or commodity markets and economic 
conditions; 
the profitability and liquidity, including access to capital markets and credit facilities of 
LG&E; 
new accounting requirements or new interpretations or applications of existing requirements; 
changes in securities and credit ratings; 
current and future environmental conditions, regulations and requirements and the related costs 
of compliance, including environmental capital expenditures, emission allowance costs arid 
other expenses; 
political, regulatory or economic conditions in states, regions or countries where LG&E 
conducts business; 
receipt of necessary governmental permits, approvals and rate relief; 
new state or federal legislation, including new tax, environmental, health care or pension- 
related legislation; 
state or federal reguiatory developments; 
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0 the outcome of any rate cases by LG&E at the Kentucky Commission or the FERC; 
* the impact of any state or federal investigations applicable to LG&E and the energy industry; 
* the effect of any business or industry restructuring; 
e development of new projects, markets and technologies; 
e performance of  new ventures; and 
* business or asset acquisitions and dispositions. 

Any such forward-looking statements should be considered in light of such important factors. 

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 LG&E 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 LG&E undertakes no obligation to update the information 
contained in such statement to reflect subsequent developments or information. 



iscussion and Analysis 

Overview 

Management’s Discussion and Analysis should be read in conjunction with I,G&E’s condensed 
financial statements and the accompanying notes. Terms and abbreviations are explained in the Index of 
Abbreviations. Dollars are in millions unless otherwise noted. 

L,G&E, headquartered in Louisville, Kentucky, is a regulated utility engaged in the generation, 
transmission, distribution and sale of electric energy and the storage, distribution and sale of natural gas 
in Kentucky. Refer to the 3usiness section in LG&E’s Financial Statements and Additional Information 
Report for 2010 for further information regarding the business. See Overview in Management’s 
Discussion and Analysis in the Company’s Financial Statements and Additional Information Report for 
2010 for a discussion of LG&E’s strategy and the risks and challenges that it faces in its business. See 
Forward-Looking Information, Note 9, Commitments and Contingencies, and the remainder of items in 
Management’s Discussion and Analysis in this report and Risk Factors and Management’s Discussion 
and Analysis in the Company’s Financial Statements and Additional Information Report for 2010 for 
more information concerning the material risks and uncertainties that LG&E faces in its business and 
with respect to its future eaniings and cash Rows. 

Predecessor and Successor Financial Presentation 

LG&E’s Condensed Financial Statements and related financial and operating data include the periods 
before and after PPL’s acquisition of L,KE on November 1,2010, and are labeled as Predecessor or 
Successor, as applicable. L,G&E applied push-down accounting to account for the acquisition. For 
accounting purposes only, push-down accounting is considered to create a new entity due to new cost 
basis assigned to assets, liabilities and equity as of the acquisition date. Consequently, certain results of 
L,G&E’s operations and cash flows for the Predecessor period in 201 0 and the Successor periods in 201 0 
and 201 I are not consistent; however, management does not believe that the core operations of the 
Company have changed as a result of the acquisition. 

Environmental Matters 

General 

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 
L,G&E’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 requirements or scope of 
environmental 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 of their products or their demand for 
LG&E’s services. 
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Cliinate Chnnge 

Recent developments continue to indicate an increased possibility of significant climate change or GHG 
legislation or regulation, at the international, federal, regional and state leveis. During December 2009, 
as part of the lJnitcd Nation’s Copenhagen Accord, the U.S. agreed to a non-binding goal to reduce 
GHG emissions to 17% below 2005 levels by 2020. Additionally, during 2009, the U.S. House of 
Representativcs passed comprehensive GHG legislation, which included a number of measures to limit 
GHG emissions and achieve CHG emission reduction targets below 2005 levels of 3% by 201 2, 17% by 
2020 and 83% by 2050. Similar legislation has been considerea In the US. Senate, but the prospects for 
passage remain uncertain. In late 2009, the EPA issued a final cndangerment finding relating to mobile 
sources of GHGs and a GHG reporting requirement bcginning in 2010. In 2010, the EPA issued a final 
rule requiring implementation of best available control technology for GHG emissions from new or 
modified powcr plants, effcctive January 201 1 .  In December 2010, the EPA announced that it intends to 
propose New Sourcc Performance Standards addressing GHG emissions from new and existing power 
plants, with a proposcd rule expected in July 201 1. In 201 1 ,  legislation was introduced in both the House 
and Scnatc which seeks to bar the EPA from regulating GHG emissions undcr the existing authority of 
the Clean Air Act, but, to date, no such legislation has been enacted. Finally, a number of U S .  states, 
although not currcntly including Kentucky, have adoptcd GHG-reduction legislation or regulation of 
various sorts. The developing GHG initiatives inclzlde a number of differing structures and formats, 
including direct limitations on GHG sources, issuance of allowances for GHG emissions, cap-and-trade 
programs for such allowances, renewable or a1 ternative generation portfolio standards and mechanisms 
relating to demand reduction, energy efficiency, smart-grid, transmission expansion, carbon- 
sequestration or other GHG-reducing efforts. While the final terms and impacts of such initiatives 
cannot bc cstimated, LG&E, a primarily coal-fired utility, could be highly affectcd by such proceedings. 

Other Emironmental Regar latory Iniliatives 

The EPA has proposcd or announced that it intends to propose, and in some cases has finalized, a 
numbcr of additional cnvironmental regulations that could substantially impact utilities with coal-fired 
generating asscts. Thcse regulatory initiatives include revisions to thc ambicnt air quality standards for 
SO2, NOL, ozone and particulate matter 2.5 microns in size or less, rules aimed at mitigating the 
intcrstatc transport of SO2 and NOx, a program governing emissions of hazardous air pollutants from 
utility gcnerating units, a program for thc management of coal combustion residuals, revised effluent 
guidelines for utility generating facilities and standards for cooling water intake structures. Such 
rcquiremcnts could potentially mandate upgrade df existing emission controls, installation of additional 
emission controls such as FGDs, Selective Catalytic Reductions, fabric filter bag houses, activated 
carbon injection, wct electrostatic precipitators, closure of ash ponds and retrofit of landfills, installation 
of cooling towers, deployment of new water treatment tcchnologies and retirement of facilities that 
cannot bc retrofitted on a cost effective basis. 

The cost to LG&E and the effect on L,G&E’s business of complying with potential GHG restrictions and 
other environmental regulatory initiatives will depend upon provisions of any final rules and how the 
rules arc implemcnted by the EPA. Some of the design clcments which may have the greatest effect on 
L,G&E include (a) the required levels and timing of emissions caps, discharge limits or similar 
standards, (b) the sources covered by such requirements, (c) transition and mitigation provisions, such as 
phase-in periods, frce allowances or price caps, (d) the availability and pricing of relevant mitigation or 
control technologies, goods or services and ( e )  econornic, market and customer reaction to electricity 
price and demand changes due to environmental concerns. 
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Ultimately, environmental matters or potential environmental matters can represent an important 
element of current or fbture potential capital requirements, future unit retirement or replacement 
decisions, supply and demand for electricity, operating and maintenance expenses or compliance risks 
for the Company. Based on prior regulatory precedent, LG&E currently anticipates that many of such 
direct costs may be recoverable by LG&E through rates or other regulatory mechanisms, particularly 
with respect to coal-related generation, but the availability, timing or completeness of such rate recovery 
cannot be assured. Ultimately, climate change and other environmental matters will likely increase the 
level of capital expenditures and operating and maintenance costs incurred by the Company du;ing the 
next several years. With respect to NAAQS, CATR, CAMR replacement and coal combustion 
byproducts developments, based on a preliminary analysis o f  proposed regulations, the Company may 
be required to consider actions such as upgrading existing emissions controls, installing additional 
emissions controls, upgrading byproducts disposal and storage and possible early replacement of coal- 
fired units. In order to comply with the coal combustion residual rules and the above referenced air 
rules, capital expenditures for LG&E are preliminarily estimated to be in the $1.75 to $2.0 billion range 
over the next ten years, although final costs may substantially vary. This estimate does not include 
compliance with GHG rules or contemplated water-related environmental changes, including the 
recently proposed Section 3 16(b) cooling water intake rule and the expected revisions to the effluent 
guidelines. See Risk Factors and Note 9, Commitments and Contingencies, for further information. 

Results of Operations 

The following discussion begins with a description of key factors that management expects may impact 
future earnings and continues with a summary of LG&E’s earnings. This section ends with Statement of 
Income Analysis, which includes explanations of significant changes in principal items in LG&E’s 
Condensed Statements of Income, comparing the three months ended March 3 1 , 201 1 , with the same 
period in 2010. 

As a result of the November 1 , 2010 acquisition of LG&E’s parent, LKE, by PPL,, LG&E’s results for 
the three months ended March 3 1 , 201 1 are on a different basis of accounting than its results for the 
three months ended March 31,2010. When discussing L,G&E’s results of operations for 201 1 , compared 
with 2010, material differences resulting from the differcnt bases of accounting will be isolated for 
purposes of comparability. See Predecessor and Successor Financial Presentation for hrther 
in formati on. 

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 hture operating results. Due to weather, revenue and 
camings are generally highest during the first and third quarters and lowest in the second quarter. 

Outlook 

L,G&E projects 201 I earnings to be on par with 2010 as increases associated with the rate cases and 
lower financing costs are offset by a decrease in other income due to the recognition of a regulatory 
asset associated with the interest rate swaps, as well as higher depreciation. Depreciation is expected to 
increase due to commencing dispatch of TC2 in January 20 1 1 , to serve customer demands. See Risk 
Factors for a discussion of the risk factors that may impact the 201 1 outlook. 
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Net Income 

The following table summarizes the significant components of net income for the three months ended 
March 3 1,201 1 and 201 0, and the changes therein: 

Total operating revenues 
Total operating expenses 

Operating income 

Interest expense 

Successor 
Three Months 

Ended 
March 3 I , 201 1 

$ 398 
325 ~ . -  

73 

11 
Interest expense to affilia.:d companies 
Other income (expense) - net ( 1 )  

Income from continuing operations, before 
income taxes 61 

Income tax expense 22 

Net income $ 39 

Predecessor 
Three M o n t h r  

Ended 
March 3 1,2010 

$ 366 
302 

64 

4 
7 

(2) 

51 

18 

Increase 
(Decrease) 
$ 32 

23 

9 

7 

1 
( 7 )  

10 

4 

$ 33 $ 6 

Statement of Income Analysis - Margin 

Non- GAAP Finnncial Measarres 

The following discussion includes financial information prcpared in accordancc with GAAP, as well as 
a non-GAAP financial measure, Margin. In calculating this mcasure, utility revenues and expenses 
associated with approved cost recovery tracking mechanisms are offset. These mechanisms allow for 
timely recovery of certain expenses, returns on capital investments associated with environmental 
regulations and performance incentives. As a result, this measure represents the net revenues from 
LG&E’s operations. This performance measure is’ used, in conjunction with other information, 
internally by senior management and the Board of Directors to manage LG&E’s operations. LG&E 
believes that Margin provides another criterion to make investment decisions. 

Margin 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 present 
the results of their operations. 
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The following table reconciles Operating income to Margin as defined by LG&E. 

Successor 
Three Months 

Ended 
March 31,201 1 

Operating income (a) $ 73 
Adjustments: 

Other operation and maintenance expenses (a) 

Net adjustments (b) 11 1) 

94 
Depreciation and amortization (a) 36 

Margin (c) $ 192 

Predecessor 
Three Months 

Ended 
March 31,2010 

$ 64 

81 
34 

$ 171 
-- (14) 

(a) As reported on the Condensed Statements of Income. 
(b) The components of these adjustments are detailed in the table below. 
(c) Margin is higher primarily due to the increase in Kentucky base rates, effective August 1 , 

2010, partially offset by lower volumes largely due to milder weather in 201 1. 

The following table provides details of margin revenue and expense adjustments. 

Revenue adjustments (a) 

Total revenue adjustments 
Commodity swaps marked-to-market (b) 

Expense adjustments (a) 
ECR mechanism (c) 
DSM mechanism (c) 
GSC mechanism (c) 
Consumables (d) 
Transmission (d) 
Fuel operating and maintenance expenses {e) 

Total expense adjustments 

Successor 
Three Months 

Ended 
March 31,201 1 

$ 11 

Predecessor 
Three Months 

Ended 
March 31. 2010 

4 
4 
1 
5 

I 

I 1 
(2) 

$ 13 

(a) To include/exclude the impact of any revenues and expenses consistent with the way 
management reviews Margin internally. 

(b) See Note 4, Derivative Financial Instniments, for additional information. The net unrealized 
gains/losses from commodity swaps are located in Operating revenues o n  the Condensed 
Statements of Income; however, the accounts are located in Other income (expense) - net for 
management review purposes. 

mechanisms. These costs are recovered in customer rates and are therefore included in 
Margin . 

(c) Relates to costs associated with the Kentucky Commission’s approved cost recovery 
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Included in Other operation and maintenance expenses on the Condensed Statements of 
Income. 
For management review purposes, Fuel operating and maintenance expenses are excluded 
from Margin. The expenses were previously included in Fuel for electric generation on the 
Condensed Statement of Income under the Predecessor. 

Successor 
Three Months 

Ended 

Operating Revenues 

Predecessor 
Three Months 

Ended Increase 

Operating revenues and the changes therein follow: 

Electric 
Natural gas 

March 3 1,201 1 March 31,2010 - (Decrease) 
$ 256 I $ 232 $ 24 

134 8 
$ 398 142 1 $ 366 $ 32 
-_______ 

Electric Revenues 

The $24 million increase in electric revenues for the three months ended March 3 1,201 1, compared 
with the three months ended March 31, 2010, was primarily due to: 

Base rate price variance (a) 
Demand revenue (b) 
Wholesale sales volume (c) 
Sales to KU 
FAC pricc variance 
Retail sales volumes (d) 
ECR revenue 
Financial swaps 

Increase 
(Decrease) 
$ 16 

8 
8 
3 
2 

(6) 
(4) 

(3) 
$ 24 

(a) The incrcase in revenues due to the base rate pricc variance during the three months ended March 
3 1,20 1 1, compared with the three months ended March 3 1,20 10, resulted from higher base rates 
effective August 1 ,  2010. See Note 3, Rates and Regulatory Matters, for further discussion of 
the ratc cases. 

(b) Demand revenue increased during tlie three months ended March 3 1,20 1 1, compared with the 
three months ended March 31,2010, as a result of higher demand rates effective August 1,2010. 
See Note 3, Rates and Regulatory Matters, for further discussion of the rate cases. 

(c) Third-party sales volumes increased as a result of increased generation resulting from improved 
performance of coal fired generating units and the addition of TC2, a new jointly owned 
generating facility. 
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(d) Retail sales volumes decreased during the three months ended March 3 1,201 1, compared with 
the three months ended March 3 1,20 10, primarily as a result o f  reduced consumption by 
residential and commercial customers due to milder 201 1 winter. 

Natural Gas Revenares 

The $8 million increase in natural gas revenues for the three months ended March 3 1,201 1 ,  compared 
with the thren, months ended March 3 1,201 0, was primarily due to: 

Increase 

Change in classification (a) 
Retail base rates price variance (b) 
Wholesale sales 
GSC rcvenue (c) 
Retail sales volumes (d) 

(Decrease) 
$ 25 

(a) Revenues associated with the GSC rate mechanism were included as an offset to Natural gas 
supply expcnses on the Condenscd Statement of Income for the three months cnded March 
3 1,201 0, and were included in Operating revenues on thc Condcnsed Statcment of  Income 
for the three months ended March 3 1, 201 1. 

(b) The incrcase in revenues due to the base rate price variance during the three months ended 
March 3 1,  201 1 ,  cornpared with the three months ended March 3 1, 2010, resulted from 
higher base rates effective August 1,2010. See Note 3, Rates and Regulatory Matters, for 
further discussion of the rate case. 

(c) GSC revenues decreased primarily due to pricing. 
(d) Rctail sales volumes decreascd during thc three months ended March 3 1, 201 1 compared 

with the thrce months ended March 3 1, 2010, primarily as a rcsult of reduced consumption 
duc to a decline in total heating degree days. The decrease in revenues due to volume was 
partially offset by increased Weather Normalization Adjustment revenues resulting from 
lower natural gas volumes. 

Operating Expenses 

The changes in operating expenses for the three months ended March 3 1 201 1 ,  compared with the three 
months ended March 3 1, 201 0, are as follows: 

Increase 
(Decrease) 

Fuel for electric generation 
Power purchased 
Natural gas supply 
Other operation and maintenance 
Depreciation and amortization 

!$ 2 
4 
8 
7 
2 
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Nattri-a1 Gas Supply Expenses 

The $8 million increase for the three months ended March 3 1 , 201 1, compared with the three months 
ended March 3 1,201 0, was primarily due to: 

Increase 

Change in classification (a) 
Wholesale sales of natural gas volumes 
Lower purcliase volumes of natural gas delivered to the distribution 

Lower prices of natural gas delivered to the distribution system 
Other 

system 

(Decrease) 
$ * 25 

2 

$ 8 

(a) Rcvcnues associated with the GSC rate mechanism were included as an offsct to Natural gas 
supply expenses on the Condensed Statement of Income for the tlircc months ended March 31, 
20 I O  2nd were included in Operating revcnucs on the Condcrised Statement of Income for the 
three montlls ended March 3 1,201 1 . 

Other Operation and Maintenance Expenses 

The $7 million increase for the three months ended March 3 1 , 201 1 , compared with the three months 
ended March 3 1, 201 0, was primarily due to: 

Increase 

Distribution maintenance (a) 
Fuel for generation (b) 
W orkcrs’ compensation 
Steam maintenance 
Other 

(Decrease) 
$ 2 

2 
2 

(2) 
3 

$ 7 

(a) Amortization of storm restoration charges related cascs for the tlircc months ended March 3 1, 
201 1. 

(b) Fuel handling costs arc included in Fuel for electric generation on the Condensed Statement 
of Incomc for the three months ended March 3 1, 201 0 and are included in Other operation 
and maintenance expenses on the Condenscd Statcmcnt of Incomc for the three months 
cndcd March 3 1 ,  20  1 1.  

Income Tax Expense 

See Note 7, Income Taxes, for a reconciliation of differences between the U S .  federal income tax 
expense at statutory rates and LG&E’s income tax expense. 
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Fin a nc i a I Can d i ti0 n 

Liquidity and Capital Resources 

LG&.E expects to continue to have access to adequate sources of liquidity through operating cash flows, 
cash and cash equivalents, credit facilities and/or infusion of capital from its parent. 

L,G&E had the following: 

March 3 1 ,  December 3 1, 
201 1 20 10 

Cash and cash equivalents 
Available for sale debt securities (a) 

Notes payable to affiliated company (b) 
Note payable (c) 

$ 28 $ 2 
163 

28 I65 

$ 12 

(a) 20 10 amount represents tax-exempt bonds issued by LouisvilWJefferson County, Kentucky, 
on behalf of LG&E that were subsequently purchased by L,G&E. Such bonds were 
remarketed to unaffiliated invcstors in January 201 1. See Note 8, Debt, for hrther 
information. 

whcrein LKE and/or KU make h n d s  available to LG&E at market-based rates of up to $400 
million. See Note 8, Debt, for further information. 

(c) 201 0 amount represents borrowings on L,G&E's $400 million revolving line of crcdit with a 
group of banks. See Note 8, Debt, for hrther information. 

(b) 20 10 amount represents borrowings under L,G&E's intercompany money pool agreement 

The $26 million increase in L,G&E's cash and cash equivalents position was primarily the net result of 
the following: 

* 
0 

* 
* 
0 

proceeds of $163 million from the sale of marketable debt securities, 
$90 million of cash provided by operating activities, 
a net decrease in short-term debt of $1 75 million, 
$32 million of construction expenditures, and 
payment of $1 7 million of common stock dividends. 

Credit Facilities 

See Note 8, Debt, for LG&E's total committed borrowing capacity under its credit facilities and the use 
of this borrowing capacity. 
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Auction Rate Securities 

Auctions for auction rate securities issued by LG&E continued to fail throughout 2010 and thus far in 
201 1. L,G&E held $163 million of its own securities at December 3 I ,  2010, that at one time werc 
auction rate sccurities. These securitics consisted entirely of pollution control bonds and were 
remarketed in January 201 1. See Note 8, Debt, €or further discussion. 

Credit Ratings 

A downgrade in L,G&E’s credit ratings could impact its ability to access capital and increase the cost of 
credit facilities and any new debt. L,G&E’s credit ratings reflect the views of three national rating 
agencies. A sccurity rating is not a recommendation to buy, sell or  hold securities and is subject to 
revision or  withdrawal at any time by the rating agency. In March 201 1, one national agency revised 
downward thc long-term and short-term bond ratings of L,G&E by one notch, and left the ratings on 
crcdit watch with negative implications as the result of PPL’s proposed acquisition of the Central 
Networks busincss in thc United Kingdom. In April 201 1 ,  the same agency removed the negative credit 
watch for all ratings and upgraded by one notch the short-term ratings of LG&E. In October 2010, one 
national rating agency revised downward the short-term credit rating of the pollution control bonds and 
the issucr rating of the Company as a result ot the then pending acquisition by PPL,. Another raised the 
long-term rating of the pollution control bonds as a result of the addition of the first mortgage bonds as 
collatcral. In Octobcr 201 0, a third national rating agency provided an initial rating of the Company’s 
pollution control bonds and first mortgage bonds. 

Ratings Trig= 

LG&E has various derivative and non-derivative contracts, including contracts for the sale and purchase 
of electricity and fucl, commodity transportation and intcrest rate instrumcnts, which contain provisions 
rcquiring L,G&.E to post additional collatcral, or permit the countcrparty to termillate the contract if 
L,G&E’s crcdit rating was to fall below investment gradc. See Notc 4, Dcrivative Financial Instruments, 
for a discussion of Crcdit Risk Related Contingent Features, including a discussion of the potcntial 
additional collatcral that would have bccn required for derivativc contracts in a net liability position at 
March 3 1,201 1. At March 3 1,201 1, if LG&E’s credit ratings had been below investment grade, LG&E 
would havc been required to prepay or post an additional $62 million of collateral to counterparties for 
both dcrivative and non “derivative commodity and commodity-related contracts used in its generation, 
marketing and trading operations and interest rate Contracts. 

Risk Management 

LG&E is exposed to market risk from equity instruments, interest rate instruments and commodity 
instruments, as discussed below. However, regulatory cost recovery mechanisms significantly mitigate 
those risks. 

Commodity Price Risk: 

The Conipany’s rates are set by regulatory 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 small 
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portion of on-going business operations. The Company conducts energy trading and risk management 
activities to maximize the value of the physical assets at times when the assets are not required to serve 
its customers, and the  Company manages energy commodity risk using derivative instruments, including 
swaps and forward contracts. The following chart sets forth the changes in the net fair value of LCJ&E’s 
commodity derivative contracts for the three months ended March 3 1,20 1 1 and 2010. See Note 4, 
Derivative Financial Instruments, for flirther information. 

Fair value of contracts outstanding at January 1 
Contracts realized or otherwise settled 
Fair value of new contracts 
Other changes in fair value (a) 

Fair value of contracts outstanding at March 3 1 

Successor 
Three Months 

Ended 
March 31,201 1 

$ ( 1  1 

Predecessor 
Three Months 

Ended 

~ _ _ _ _ _ _  

March 31,2010 ._ 

$ 
1 

4 
(3) 

$ 2 

(a) Represcnts the change in value of outstanding tiansactions and the value of transactions 
entered into and settled during the period. 

Interest Rate Risk: 

LGRtE has issued debt to finance its operations, which exposes it to interest rate risk. L,G&E’s policies 
allow for the interest rate risk to be managed through the use o f  fixed rate debt, floating rate debt and 
interest rate swaps. Pursuant to LG&E’s company policy, use of these financial instruments is intended 
to mitigatc risk, earnings and cash flow volatility and is not speculative in naturc. At March 3 1,201 1, 
the Company’s annual exposure to increased interest expense, based on a 10% increase in interest rates, 
was not significant. 

Securities Price Risk: 

LG&E has securities price risk through its participation in defined benefit pension and postretirement 
benefit plans. Declines in the market price of debt and equity securities could impact contribution 
requirements. See Management’s Discussion and Analysis in the Company’s Financial Statements and 
Additional Information Report for 201 0 for a discussion of  the assumptions and sensitivities regarding 
the Company’s defined benefit pension and postretirement benefit plans assumptions. 

Credit Risk 

LG&E is exposed to potential losses as a result of nonperformance by counterparties o f  their contractual 
obligations. LG&E maintains credit policies and procedures to limit counterparty credit risk including 
evaluating credit ratings and financial information along with having certain counterparties post margin 
if the credit exposure exceeds certain thresholds. 

LG&E is exposed to potential losses as a result of nonpayment by customers. The Company maintains 
an allowance for doubtful accounts composed o f  accounts aged more than four months. Accounts are 
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written off as management determines them uncollectible. See Application of Critical Accounting 
Policies and Estimatcs and Note 2, Summary of Significant Accounting Policies, for hrther discussion. 

Certain of the Company’s derivative instruments contain provisions that require it to provide immediate 
and on-going collateralization on derivative instruments in net liability positions based upon the 
Company’s credit ratings from each of the major credit rating agencies. See Note 4, Derivative Financial 
Instruments, for infomiation regarding exposure and the risk management activities. 

Related Pam I ransactions 

LG&E and its parcnt, L,KE, and subsidiaries of LKE engage in related party transactions. LG&E is not 
aware of any niatcrial ownership interest or operating responsibility by the executive officers of LG&E 
in outside partncrships, including leasing transactions with variable interest entities or other entities 
doing business with LG&E. See Note 10, Related Party Transactions, for additional information on 
related party transactions. 

Acquisitions, Development and Divestitures 

LG&E and KU have been constructing a new 760 megawatts capacity base-load, coal-fired unit, TC2, 
which is jointly owned by LG&E (14.25%) and KU (60.75%), together with the Illinois Municipal 
Electric Agcncy and tlic Indiana Municipal Power Agcncy (combined 25%). With limited exceptions, 
the Conipany took care, custody and control of TC2 on January 22, 201 1 ,  and has dispatched the unit to 
meet customer dcmand since that date. LG&E, KU and the contractor agreed to a hrther amendment of 
tlic construction agrecmcnt whereby the contractor will complete certain actions relating to identifying 
and complcting any necessary modifications to allow operation of TC2 o n  all he l s  in accordance with 
initial specifications prior to certain dates, and amending the provisions relating to liquidated damages. 
Sce Note 9, Coniniitmcnts and Contingencics, for further information. LG&E continuously recxamincs 
development projccts based on market conditions and other factors to determine whether to proceed, to 
cancel or to expand the projects. 

Application of Critical Accounting Policies and Estimates 

LG&.E’s financial condition and results of opcrations are impactcd by tlic methods, assumptions and 
estimates used in the application of critical accounting policies. The following accounting policies are 
particularly important to the financial condition arid results of operations of LG&E and rcquire estimates 
or other ,judgments of mattcrs inherently uncertain: price risk management, regulatory mechanisms, 
defined benefits, asset impairment, loss accruals, AROs, income tax uncertainties, and purchase price 
allocation. Scc Management’s Discussion and Analysis in the Company’s Financial Statements and 
Additional information Report for 2010 for a discussion of each critical accounting policy. 

Quantitative and Qualitative Disclosures About Market Risk 

Reference is made to Risk Management in Management’s Discussion and Analysis. See Note 4, 
Derivative Financial Instruments, for further information. 
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(a) Evaluation of disclosure controls and procedures 

LG&E’s management, including its principal executive officer and principal financial officer, has 
evaluated the Company’s disclosure controls and procedures related to the recording, processing, 
summarizing and reporting of information in its periodic reports as of March 3 1 , 20 1 1 .  These disclosure 
controls and procedures have been designed by the Company to ensure that (i) material information 
required for disclosure by the Company in its reports is accumulated and communicated to the 
Company’s management, including its principal executive officer and principal financial officer, by 
other employees of the Company as appropriate to allow timely decisions regarding required disclosure, 
and (ii) this information is recorded, processed, summarized, evaluated and reported, particularly during 
the period for which this quartcrly report has been prepared. 

(b) Change in internal controls over financial reporting 

L,G&E’s principal executive officer and principal financial officcr have concluded that there wcre no 
changes in the Company’s internal control over financial reporting that occurred during the Company’s 
first fiscal quarter of 201 1 that have materially affected, or are reasonably likely to materially affect, the 
Company’s internal control over financial reporting. 

Legal Proceedings 

For a discussion of the significant legal proceedings, including, but not limited to, certain rates and 
rcgulatory, environmental, climate change, litigation and other matters, involving the Company, refer to 
thc Notcs io Financial Statcments in LG&E’s Financial Statements and Additional Information Report 
for 2010. Refcrcnce is also made to the matters dcscribed in Note 3, Rates and Regulatory Matters, 
Notc 9, Commitments and Contingencies, and Note 1 1 , Subsequent Events, of this quarterly report. 
Except as described in this quarterly rcport, to date the procccdings reported in the Company’s Financial 
Statenicnts and Additional Information Report for 2010 have not materially changed. 

Risk Factors 

There have been no material changes in L,G&E’s risk factors from those disclosed in LG&E’s Financial 
Statements and Additional Information Report for 20 10. 
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GLOSSARY OF TERMS AND ABBREVIATIONS 

,entra/ 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 from E ON AG subsidiaries. Central Networks West plc (subsequently renamed Western Pawer Distribution (West Midlands) plc), 
wholly owned by Central Networks Limited (subsequently renamed WPD Midlands Holdings L.imited), and Central Networks East pic 
(subsequently renamed Western Power Distribution (East Midlands) plc) are British regional electricity distribution utility companies. 

KlJ - Kentucky Utilities Company, a public utility subsidiary of L,KE engaged in the regulated generation, transmission, distribution and sale of 
electricity, primarily in Kentucky. The subsidiary was acquired by PPL through the acquisition 3f LKE ip November 2010. 

LG&E - L,ouisville 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. through the 
acquisition of LKE in Noveniber 2010. 

LG&E arid h'lJServices Cot~zpntiy - LG&E and KU Services Company (fomwrly E.ON U S .  Services Inc.), a subsidiary of LKE that 
provides services for LKE and its subsidiaries. 

LKE - L,G&E and KU Energy L.L.C (formerly E.ON U.S. L.L,C), a subsidiary of PPL, and the parent of LG&E, KU, and other 
subsidiaries. PPL. acquired E.ON 1J.S. LLC in November 2010 and changed the name to LG&E and KU Energy L,LC. 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. 

PPI, Capital F w d i t g  ~ PPL Capital Funding, I x ,  a wholly owned financing subsidiary of PPL. 

PPZ, Electric - PPL Elcctric Utilities 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 PLR. 

-PI, Energy Fmdi t~g  PPL Energy Funding Corporation, a subsidiary of PPL and the parent holding company of PPL Energy Supply, PPL 
obal (effective January 20 1 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. 

PPZ, Energy Srrpply - PPL. Energy Supply, LLC, a subsidiary of PPL Energy Funding and the parent company of PPL Generation, PPL 
EnergyPlus and otlicr subsidiaries. In January 201 I ,  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. Cas 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. 

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

PPI, CIobal" PPL Global, LLC, 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 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. 

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

PPL Motitaria - PPL Montana, LLC, an indirect subsidiary of PPL. Generation that generates electricity for wholesale sales in Montana and the 
Pacific Northwest. 
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PPL. Services - PPL Services Corporation, a subsidiary of PPL that provides services for PPL. and its subsidiaries. 

L Susqiieliatttia - PPL Susquehanna, LLC, the nuclear generating subsidiary of PPL Generation. 

PPI, WEM - PPL, WEM Holdings plc (formerly WPD 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 - 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 - refers to ??L WW and PPL WEM and their subsidiaries. 

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

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

WPD (West Midlunds) - 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 I .  

WKE - Westem Kentucky Energy Cop., a subsidiary of LKE that leased certain nowitility generating station.: in western Kentucky until July 
2009. 

Other-terttts arid abbreviations 

E - British pounds sterling. 

11 Mortgage Ittrletttiire - PPL. Electric's Indenture, dated as of August 1, 2001, to The Bank of New York Mellon (as successor to JPMorgan 
t,hase Bank), as trustee, as supplemented. 

2010 Bridge Facility - an up to $6.5 billion Senior Bridge Term 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 US.  

2010 Equity lJtiit(s) - a PPL. equity unit, issued in June 2010, consisting of a 2010 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 201 8. 

2010 Form IO-K - Annual Report to the SEC on Fomi IO-K for the year ended December 3 1,2010. 

2010 Purchase Contrart(s) - 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. 

2011 Bridge Fariiity - the E3.6 billion Senior Bridge Term 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 
Amendment No. 1 thereto dated April 15, 201 1. 

2011 Equity Utiit(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. 



2011 Piirchase Confract(s) - a contract that is a component ofa  201 1 Equity Unit that requires holders to purchase shares of PPL common 
+ock on or prior to May I ,  2014. 

I1 Registration Statements ~ 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 1, L,G&E (Registration N o  333-173676) on April 22,201 1 and KU (Registration No. 333-17367s) on April 22,201 1, 
each as amended by Amendment No. 1 filed with the SEC on May 26,201 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. llnder this program, 
affected power plants are allocated allowances based on their fuel consumption during specified baseline years and a specific emissions rate. 

Acr 1.7; - became effective in October 2008. The law amends the Pennsylvania Public Utility Code and creates an energy efficiency and 
conservation program and smart metering techliology requirements, adopts new PL.R electricity supply procurement rules, provides remedies 
for market misconduct and makes changes to the existing Alternative Energy Portfolio Standard. 

AFUDC - Allowance for Funds 1Jsed During Construction, the cost of equity and debt hnds  used to finance construction projects 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. 

AOCI - accumulated other comprehensive income or loss. 

ARO - asset retirement obligation. 

Baseloarlgetiernti~~ti - 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. 

' 4 I R  - the EPA's Clean Air Interstate Rule. 

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

C0L.A - license application for a combined construction permit and operating license from the NRC for a nuclear plant. 

CSAPR - Cross State Air Pollution Rule, the CSAPR implements Clean Air Act requirements concerning the transport of air pollution from 
power plants across state boundaries. The CSAPR replaces the 2005 Clean Air Interstate Rule (CAIR), which the L J S .  Court of Appeals for 
the D.C. Circuit ordered the EPA to revise in 2008. The court allowed CAIR to remain in placc temporarily while the EPA worked to finalize 
the replacement rule. 

Crtstoriier 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 riorrrialized - the flow-through income tax inipact ;elated 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. 

D O E  - Depa:tment of Energy, a 1J.S. government agency. 

DRIP - Dividend Reinvestment and Direct Stock Purchase Plan. 
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DSM ~ Demand Side Management. Pursuant to Kentucky Revised Statute 278.285, the Kentucky Public Service Commission may detemiine 
"le reasonableness of demand-side management plans proposed by any utility under its jurisdiction. Proposed demand-side management 

chanisms may seek hll recovery of demand-side management programs and revenues lost by implementing those programs and/or 
.;entives designed to provide financial rewards to the utility for implementing cost-effective demand-side management programs. The cost of 

such programs shall be assigned only to the class or classes of customers which benefit from the programs. 

E.0N AG - a Gernian corporation and the parent of E.ON UK plc, the former parent of Central Networks. 

Ecotiotiiic Stitnr4lus 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. 

ECR - Environmental Cost Recovery. Piirsuant to I(enh1cky Revised Statute 278.1 83, effective January 1993, Kentl;rky 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. 

EMF - electric and magnetic fields. 

EPA - Environmental Protection Agency, a U.S. government agency. 

EPS - earnings per share. 

Equity Utiifs - 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.  Broiutz - 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. 

"ERC - Fedcral Energy Regulatory Commission, the federal agency that regulates, among other things, interstate transmission and wholesale 
es of electricity, hydroelectric power projects and related matters. 

Fitch - Fitch, Tnc., 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 receivc compensation or require the holder to remit payment for certain congestion-related transmission 
charges based on the level of congestion in the transmission grid. 

Fcuid~titetrral Chatrge - as i t  relates to the t e n s  of the 201 1 and 201 0 Equity IJnits, 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. 

CAAP - generally accepted accounting principles in the U.S. 

CBP - British pound sterling. 

CHG - greenhouse gas(es). 

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

Health Care Reforttr -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. 

Ititertnediate arzdpeakittg generatioit - includes the output provided by PPL's oil- and natural gas-fired units. 
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IRS - Internal Revenue Service, a U.S. government agency. 

3 - Independent System Operator. 

KPSC - Kentucky 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 Islandgetteratioti biisittess - includes a 79.9 MW gas-fired plant in the Edgewood section of Brentwood, New York and a 79.9 MW 
oil-firad plant in Shoreham, New York and related tolling agreements. This business was sold in February 2010. 

MACT - maximum achievable control technology. 

MZSO - Midwest Indcpendent 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 serics of transactions consummated during the first quarter of 2002, Montana Power sold its electricity delivery business to 
North Western. 

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

MW - megawatt, one thousand kilowatts. 

NDT ~ PPL Susquehanna's nuclear plant decommissioning trust. 

NERC - North American Electric Reliability Corporation. 

"orth Westerti - Northwestern Corporation, a Delaware corporation, and successor in interest to Montana Power's electricity delivery business, 
.hiding Montana Power's rights and obligations under contracts with PPL Montana. 

NPDES - National Pcllutant 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 coniprchcnsive income or loss. 

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

Opacity - The dcgree to which emissions reduce the transmission of light and obscure the view of an object in the background. There are 
emission regulations that limit the opacity in power plant stack gas emissions. 

OVEC- Ohio Valley Electric Corporation, located in Piketon, Ohio, an entity in which L,KE indirectly owns an 8.13% interest (consists of 
LG&E's 5.63% and KIJ's 2.50% interests), which is accounted for as a cost-method investment. OVEC owns and operates two coal-fired 
power plants, thc 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, Pennsylvania, Tennessee, Virginia, West Virginia and the 
District of Columbia. 
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PLR - Provider of Last Resort, the role of PPL Electric in providing default clectricity supply to retail customers within its delivery territory 
-1Iho have not chosen to select an alternative electricity supplier under the Customer Choice Act. 

- / & 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 Corttracts - refers collectively to the 2010 and 201 1 Purchase Contracts. 

PURTA - The Pennsylvania Public Utility Realty Tax Act. 

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

RECs - renewable energy credits. 

Regional Trartstttission 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 transmission prqjects that are needed to maintain reliability standards 
and that are reviewed and approved by the PJM Board. 

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

RMC - Risk Management Coniniittee. 

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

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

'R - 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 - 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 ofIY3.3 - the Securities Act of 1933, 15 U.S. Code, Sections 77a-77aa, as amended. 

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

Smart ttieter - an elcctric meter that utilizes smart metering technology. 

Smart tttetering tecltriolvgy - technology that can measure, among other things, time of electricity consunlption to permit offering rate 
incentives for usage during lower cost or demand intervals. The use of this technology also strengthens network reliability. 

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

Siiperjkrtrl - federal cnvironniental legislation that addresses remediation of contaminated sites; states also have similar statutes. 

TC2 - Trinible County LJnit 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 KlJ's 60.750/0 interests) in TC2, or 570 MW of the capacity. 

Tolling agreetiterit - agreement whcrcby the owner of an electric generating facility agrees to use that facility to convert fuel provided by a 
third-party into electricity for dclivery back to the third-party. 
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TRA - Tennessee Regulatory Authority, the state agency that has jurisdiction over the regulation of rates and service of utilities in Tennessee. 

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

VIE .. variable interest entity. 

Voluinetric 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 staie agency that has jurisdiction over the regulation o f  Virginia corporations, including 
uti I i ties. 

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 <EQIJITY> 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 detemiined, using 
a volume-weighted-average method, by a nationally recognized independent investment banking f i n  retained for this purpose by PPL). 
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FORWARD-LOOKING INFORMATION 

'Wements contained in this Form I O 4  concerning expectations, beliefs, plans, objectives, goals, strategies, future events or performance and 
lerlying assumptions and other statenients which are other than statements of historical fact are "forward-looking statements" within the 

;aning of the federal securities laws. Although PPL, PPI, Energy Supply, PPL Electric, LKE, L,G&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-looking statements. In addition to the specific factors discussed in "Item IA. Risk Factors" in this Form l0-Q and each 
Registrant's 20 I O  Form IO-K (in the case of PPL, PPL Energy Supply and PPL Electric) or 201 1 Registration Statements (in the case of LKE, 
LG&E and KIJ), and in "Item 2. Management's Discussion and Analysis of Financial Condition and Results ofOperations" in this Form l0-Q 
report, the following are among the important factors that could cause actual results to differ materially from the forward-looking statements. 
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fuel supply cost and availability; 
continuing ability to recover fuel costs and environmental expenditures in a timely manner at LG&E and KtJ, and natural gas supply costs 
at LG&E; 
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; 
potential laws or regulations to reduce emissions of "greenhouse" gases or the physical effects of climate change; 
collective labor bargaining negotiations; 
the outcome of litigation against PPL, and its subsidiaries; 
potential effects of thrcatened or actual terrorism, war or other host 
the commitments and liabilities of PPL, and its subsidiaries; 
market demand and prices for energy, capacity, transmission services, emission allowances, RECs and delivered fuel; 
competition in retail and wholesale power and natural gas markets; 
liquidity of wholesalc power markets; 
defaults by counterparties under energy, fuel or other power product contracts; 
market prices of commodity inputs for ongoing capital expenditures; 
capital niarkct conditions, including the availability of capital or credit, changes in interest rates and certain economic indices, and 
decisions regarding capital structure; 
stock price performance of PPL; 
volatility in the fair value of debt and equity securities and its impact on the value of assets in the NDT funds and in defined benefit plans, 
and the potential cash funding requirements if fair value declines ; 
intercst rates and their effect on pension, retiree medical, and nuclear decommissioning liabilities, and interest payable on certain debt 
securities; 
volatility in or the impact of other changes in financial or commodity markets and economic conditions; 
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; 
changes in securities and credit ratings; 
foreign currency exchange rates; 
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; 
legal, regulatory, political, market or other reactions to the 201 1 incident at the nuclear generating facility at Fukushima, Japan, including 
additional NRC requirements; 
political, rcgulatory or economic conditions in states, regions or countries where PPL, or its subsidiaries conduct business; 
receipt of necessary governmental permits, approvals and rate relief; 
new state, federal or foreign legislation, including new tax, environmental, healthcare or pension-related legislation; 
state, federal and foreign regulatory developments; 
the outcome of any rate cases by PPL, Electric at the PlJC or the FERC; by L,G&E at the KPSC or the FERC; by KU at the KPSC, VSCC, 
T M  or the FERC; or by WPD at Ofgem in the 1J.K.; 
the impact of any state, federal or foreign investigations applicabie to PPL and its subsidiaries and the energy industry; 
the effect of any business or industry restructuring; 
development of new prqjects, markets and technologies; 
performance of new ventures; and 

es, or natural disasters; 



o business dispositions or acquisitions and our ability to successfully operate such acquired businesses and realize expected benefits From 
business acquisitions, including PPL's 201 I acquisition of WPD Midlands and 2010 acquisition of LKE. 

. .ny such forward-looking statements should be considered in light of such iniportant factors and in conjunction with other documents of PPL, 
PPL Energy Supply, PPL Electric, LKE, LG&E and KLJ 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 KU 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 fonvard-looking statement. Any forward- 
looking statenicnt speaks only as of the date o n  which such statement is made, and PPL, PPL Energy Supply, PPL Electric, L.KE, LG&E and 
KU undertake no obligation to update the infomiation contained in such statement to reflect subsequent development; ai information. 
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PART 1. F1NANCIA.L INFORMATION 
ITEM 1. Financial Statements 

jNDENSED CONSOLIDATED STATEMENTS OF INCOME 
.>l, Corporation and Subsidiaries 

(Unauditcd) 
(Miilioiis o/Dolluis, ercep shaie dulu) 

Operating Revenues 
lltility 
IJnregulated retail electric and gas 
Wholesale energy marketing 

Realized 
Unrealized economic activity (Note 14) 

Net energy trading margins 
Energy-related businesses 
Total Operating Revenues 

Operating Expenses 
Operation 

Fuel 
Energy purchases 

Realized 
Unrealized economic activity (Note 14) 

Other operation and maintenance 
Depreciation 
Taxes, other than income 
Energy-related businesses 
'otal Operating Expenses 

Operating Income 

Other Income (Expense) - net 

Other-Than-Temporary Impairments 

Interest Expense 

Income from Continuing Operations Before Income Taxes 

Income Taxes 

Income from Continuing Operations After Income Taxes 

Income (Loss) from Discontinued Operations (net of income taxes) 

Net income 

Net Income Attributable to Noncontrolling Interests 

Net Income Attributable to PPL Corporation 

Amounts Attributable to PPL Corporation: 
Income from Continuing Operations After Income Taxes 
Income (Loss) from Discontinued Operations (net of income taxes) 
Net Income 

Earnings Per Share of Common Stock: 
Income from Continuing Operations After Income Taxes Available 

to PPL Corporation Common Shareowners: 
Basic 

Three Months Ended Six Months Ended 
June 30, June 30, 

201 1 201 0 201 1 2010 

$ 1,484 $ 692 $ 3,020 $ 1,706 
181 101 328 205 

732 1,23 1 1,770 2,590 
(44) (666) 13 (242) 
10 5 21 16 

I26 110 247 204 
2,489 1,473 5,399 4,479 

414 258 889 488 

434 737 1,105 1,746 
(109) (445) (1 27) 118 
723 419 1,306 863 
237 125 445 249 

75 53 148 125 
120 100 233 188 

1.894 1.247 3.999 3.777 

595 226 1,400 702 

(34) (39) 8 

3 1 3 

264 131 438 242 

297 92 922 465 

96 7 319 133 

201 85 603 332 

(1) 7 2 15 

200 92 605 347 

4 7 8 12 

$ 196 $ 85 $ 597 $ 335 

$ 197 $ 78 $ 595 $ 3 20 
(1) 7 2 15 

$ 196 $ 85 3 597 $ 335 

$ 0.35 $ 0.20 $ 1.13 $ 0.84 



Diluted 

Basic 
Diluted 

Net Income Available to PPL, Corporation Common Shareowners: 

idends Declared Per Share of Common Stock 

s 0.35 $ 0.20 $ 1.13 $ 0.84 

$ 0.35 $ 0.22 $ 1.14 $ 0.88 
s 0.35 $ 0.22 $ 1.14 $ 0.88 

$ 0.350 $ 0.350 $ 0.700 $ 0.700 

Weighted-Average Shares of Common Stock Outstanding (in 
thousands) 

Basic 
Di I u ted 

561,652 38 1,896 522,897 379,810 
562,019 382,075 523,184 380,034 

The accompanying Notes 10 Coi~densed Financial Sfatente~its are an inregralpart q/ the financial stafetnetlls 
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
PPL Corporation and Subsidiaries 
‘1 Jnaudircd) 

illioiis of Dollur r) 

Cash Flows from Operating Activities 
Net income 
Adjustments 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 acAivities 
Provision for Montana hydroelectric litigation 
Other 

Accounts receivable 
Accounts payable 
Unbilled revenue 
Prepayments 
Counterparty collateral 
Taxes 
Other 

Defined benefit plans - funding 
Other assets 
Other liabilities 

Change in current asscts and current liabilities 

Other operating activities 

Net cash provided by operating activities 

Expenditures for property, plant and equipment 
’roceeds from the sale of certain non-core generation facilities 

Proceeds from the sale of the Long Island generation business 
Acquisition of WPD Midlands 
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 (increase) decrease in restricted cash and cash equivalents 
Other investing activities 

Cash Flows from Investing Activities 

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

Issuance of long-term debt 
Issuance of coninion stock 
Payment of conimon stock dividends 
Redemption of preferred stock of a subsidiary 
Debt issuance and credit facility costs 
Net increase (decrease) in short-term debt 
Other financing activities 

Net cash provided by (used in) financing activities 
Effect of Exchange Rates on Cash and Cash Equivalents 
Net Increase (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

Six Months Ended June 30, 
201 1 201 0 

$ 605 $ 347 

446 258 
126 87 
71 51 

337 (63) 
(1 65) 344 

7 59 
60 51 

(550) (345) 
(42) 9 

4 20 
814 572 

(1,003) (624) 

(5,763) 

381 
124 

(107) (75) 
100 68 
163 
(22) 80 

4,350 1,747 

(340) (263) 
(54) 

(72) (76) 
(321) (158) 

(36) (1 1) 
5,847 3,595 

(18) ( 5 )  
344 3,704 
925 80 1 

$ 1,269 $ 4,505 

2,266 2,4 10 

The ucconipariyir~g Notes 10 Coridemed Fiiiuncial Stoteme17ts are ai1 iritegrul port o/ the fiiiuiicial statenie~its. 
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CONDENSED CONSOUDATED BALANCE SWEETS 
PPL Corporation and Subsidiaries 
{Ilnauditcd) 

'lio17s q / ~ o / / u l ' S ,  S h U l E S  b7 thousai7ds) 
June 30, December 31, 

201 1 2010 
Assets 

Current Assets 
Cash and cash equivalents 
Short-term investments 
Restricts? cash and cash equivalents 
Accounts receivable (less reserve: 201.1, $39; 2010, $SS)  

Custonlcr 
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 

Invest men ts 
Nuclear plant decommissioning trust hnds 
Other investments 
Total Investments 

Property, Plant and Equipment 
?egulated utility plant 
..ess: accumulated depreciation - regulated utility plant 

Non-regulated property, plant and equipment 
Regulated utility plant, net 

Generation 
Nuclear fuel 
Other 

Non-regulated property, plant and equipment, net 
L,ess: accumulated depreciation - non-regulated property, plant and equipment 

Construction work in progress 
Property, Plant and Equipment, net (a) 

Regulatory assets 
Goodwill (Note 15) 
Other intangibles (a) 
Price risk management assets 
Other noncurrent assets 
Total Other Noncurrent Assets 

Other Noncurrent Assets 

Total Assets 

$ 1,269 $ 925 
163 

43 28 

71 2 652 
72 90 

708 789 
647 643 
344 435 

1,467 1,918 
42 70 

374 
25 85 
35 16 

5,364 6,188 

648 
78 

726 693 

618 
75 

22.572 15.994 
31290 3;037 

19,282 12,957 

10,366 10,165 
575 578 
505 403 

5,535 5,440 
5,911 5,706 
1,415 2,160 

26,608 20,823 

1,200 1,180 
4,190 1,76 1 
1,078 966 

665 65 5 
706 57 1 

7,839 5, I33 

$ 40,537 $ 32,837 

(a) At Junc 30,201 I and Dcccmbcr 3 I ,  2010, includcs $418 million and $424 million of PP&E, consisting primarily of "Gcncration," including lcaschold improvcmcnls, and 
$ I  I million of "Othcr intangiblcs" from thc consolidation of a VIE that is thc owncr/lcssor of thc Lowcr Mt Bcthcl plant. 

The uCC~llJ/,Ul7yilJg Notes to Condemed Fiitui~cial Statentents are a17 iiltegral p ~ r t  o/ the fiituiicia/ slateinelits 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
DPL Corporation and Subsidiaries 

iud i tcd) 
J iom o/ Dollars, shores in thotisands) 

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 
Other current liabilities 
Total Current Liabilities 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Investment tax credits 
Price risk management liabilities 
Accrued pension obligations 
Asset retirement obligations 
Regulatory liabilities 
%her deferred credits and noncurrent liabilities 
i'otal Deferred Credits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Notes 6 and 10) 

Equity 
PPL Corporation Shareowners' Common Equity 

Common stock - $0.01 par value (a) 
Additional paid-in capital 
Earnings reinvested 
Accumulated other comprehensive loss 
Total PPL Corporation Shareowners' Common Equity 

Noncontrolling Interests 
Total Equity 

June 30, 
201 1 2010 

December 31, 

431 $ 694 
502 502 

1 J46 1,028 
110 134 
175 166 
207 174 
81 7 1,144 

80 338 
77 109 

948 925 
4,593 5,214 

17,532 12,161 

3,434 
262 
443 

1,015 
491 

1,023 

2,563 
237 
470 

1,496 
43 5 

1.03 1 
825 752 

7,493 6,984 

6 5 
6,774 4,602 
4,306 4.082 
(435) (479) 

10,651 8,2 10 
268 268 

10,919 8,478 

$ 40,537 $ 32,837 Total Liabilities and Equity 

(a) 780,000 shares authorizcd; 577,265 and 483,391 sharcs issucd and outsfanding at June 30,201 I and Dcccrnbcr 31, 2010. 

The ucconipaiiying Notes to Condensed Financial Statements are an integral part of the fi17artcial sIatenieiils 
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CQNDENSED CONSOLIDATED STATEMENTS OF EQUITY 
PPL Corporation and Subsidiaries 
(Unaudited) 

':llioiis o/ Dollurs) 
PPL Corporation Shareowners 

Comiaon 
stock Accumulated 

shares Additional other Non- 
outstanding Common paid-in Earnings comprehensive controlling 

( 4  stock capital reinvested loss interests Total 

March 2011 
Common stock issucd (b) 
Purchasc Contracts (c) 
Stock-bascd compcnsation 
Nct incornc 
Dividcnds, dividcnd cquivalcnts 

Othcr comprchcnsivc 
and distributions (d) 

incornc (loss) 
J u n e  30,201 1 

Decembcr 31,2010 
Common s!ock issucd (b) 
Purchasc Contracts (c) 
Stock-based compcnsation 
Nct incomc 
Dividcnds, dividcnd cquivalcnls 

Othcr comprchcnsivc 
and distributions (d) 

incomc (loss) 

. vic 30,201 I 

..,arch 31,2010 
Common stock issucd (b) 
Purchasc Contracts (c) 
Stock-bascd compcnsation 
Nct incomc 
Dividcnds, dividcnd cquivalcnts, 

Othcr comprchcnsivc 
rcdcmptions and distributions (d) 

incomc (loss) 

June  30.2010 

Dcccinbcr 31,2009 
Common stock issucd (b) 
Purchasc Contracts (c) 
Stock-bascd cornpcnsation 
Nct incomc 
Dividends, dividcnd cquivalcnts, 

Othcr comprchcnsivc 
rcdcmptions and distributions (d) 

incoinc (loss) 

June 30,2010 

484,618 $ 5 s  4,637 $ 4,312 $ (424) $ 268 $ 8,798 
92,641 I 2,27.3 2,274 

5 5 
196 4 200 

(141) (141) 

( 1 1 )  ( 1 1 )  
577,265 $ 6 $  6,774 $ 4,306 $ (435) $ 268 $ 10,919 

483,391 $ 5 %  4,602 $ 4,082 $ (479) $ 268 $ 8,478 
93,874 I 2,3 I2 2,3 I3 

(141) (141) 
I I 

597 K 605 

(373) (8) (381) 

44 44 
577,265 $ 6 $  6,774 $ 4,306 $ (435) $ 268 $ 10,919 

378,131 $ 4 s  2,310 $ 3,866 $ (288) $ 319 $ 6,21 I 
104,057 I 2,425 2,426 

( 1 86) ( 1  86) 
4 4 

85 I 92 

(151) (151) 
482,188 $ 5 $  4,553 $ 3.818 $ (439) $ 268 $ 8,205 

377,183 $ 4 $  2,280 $ 3,749 $ (537) $ 319 $ 5.8 I5 
105,005 I 2,458 2,459 

I I 
335 12 341 

( 1  86) ( I  86) 

98 98 
482,188 .% 5 $  4,553 $ 3,818 $ (439) $ 268 $ 8,205 

(a) 
(b) 

(c) 

(d) 

Sharcs in thousands Each sharc cntitlcs thc holdcr lo one votc on any qucstion prcscntcd to any sharcowncrs' mccting. 
Thc 201 I pcriods includc the April issuancc of 92 million sharcs of common stock. SCC Notc 7 for additional information. Thc 2010 pcriods includc thc June issuance of 
I03 5 million sharcs ofcoininon stock. Thc 201 I and 2010 pcriods includc sharcs of common stock issucd through various stock and inccntivc compcnsation plans. 
Thc 201 I pcriods includc $123 million for tbc 201 I Purchasc Contracts and $18 million of rclatcd fccs and cxpcnscs, nct of tax. Scc Notc 7 for additional information. Thc 
2010 pcriods includc $157 million for thc 2010 Purchasc Contracts and $29 million of rclatcd fccs and cxpcnscs. 
"Earnings rcinvcstcd" incltidcs dividcnds and dividcnd cquivalcnts on PPL Corporation common stock and rcstricrcd stock units. "Noncontrolling intcrcsts" includcs 
dividends, rcdcrnptions and distributions to noncontrolling intcrcsts, for which thc 2010 pcriods includc $54 million paid to rcdcem PPL Elcctric's prcfcrred stock. 

The occompaiiyiug Nofes fo Condensed Fiiiaiicial Sfafenieiifs are on bifegrulparf of fhe fiiiancial sfatemeiifs 
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CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

'1 Jnauditcd) 
PPL, Corporation and Subsidiaries 

illions of Dollars) 

Three Months Ended Six Months Ended 
June 30, June 30, 

201 1 2010 201 1 2010 

Net income 

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

benefit: 
Foreign currency translation adjustments, net of tax of$O, $0, $1 ,  ($1) 
Available-for-sale securities, net oftax of ($I), $21, ($13), $10 
Qualifying derivatives, net of tax of $21, $1 14, ($1 I) ,  ($148) 
Equity investees' other coniprehensive income (loss) 
Defined benefit plans: 

Net actuarial gain, net of tax of $0, ($31), $0, ($31) 
Reclassifications to net income - (gains) losses, net of tax expense 

(benefit): 
Available-for-sale securities, nct of tax of $0, $0, $5, $2 
Qualifying derivatives, net of tax of $S5, $1, $106, $38 
Equity investees' other comprehensive (income) loss 
Defined benefit plans: 

Prior service costs, net of tax of ($I), ($I), ($3), ($4) 
Net actuarial loss, net of tax of ($6),  ($6), ($lo), ($6) 
Transition obligation, net oftax of$O, (SI), $0, ($1) 

Total other comprehensive income (loss) 

$ 200 $ 92 $ 605 $ 347 

93 
1 

(30) 

"omprehensive income (loss) 189 159) 649 44s 
Coniprehensive income attributable to noncontrolling interests 4 7 8 12 

Comprehensive income (loss) attributable to PPL, Corporation 
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CONDENSED CONSOLIDATED STATEMENTS OF lNCOME 
PPL Energy Supply, LLC and Subsidiaries 
” Inauditcd) 

‘lioiis of Dollai s) 

Six Months Ended Three Months Ended 
June 30, June 30, 

201 1 201 0 201 1 2010 
Operating Revenues 

Wholesale energy marketing 
Realized 
Unrealized economic activity (Note 14) 

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

ierating Income 

Other Income (Expense) - net 

Other-Than-Temporary Impaimlents 

Interest Income from Affiliates 

Interest Expense 

Income f rom Continuing Operations Before Income Taxes 

Income Taxes 

Income from Continuing Operations After Income Taxes 

Income (Loss) from Discontinued Operations (net of income taxes) 

Net Income 

$ 732 $ 1,231 $ 1,770 $ 2,590 
t44) (666) 13 (242) 

179 
181 101 328 205 
10 5 21 16 

4 64 10 

114 100 224 181 
997 835 2,366 2,929 

208 258 468 488 

226 530 540 1,130 
(127) 1 I8 

1 
288 254 533 552 

60 60 119 117 
16 1 1  32 22 

(445) 
2 

(1 09) 
1 

112 93 220 174 
802 76 1 1,787 2,602 

195 74 579 327 

4 5 18 1 1  

3 1 3 

1 2 4 2 

51 49 98 102 

149 29 502 235 

59 3 201 8.5 

90 26 301 1 so 

(1) 60 2 136 

$ 89 .% 86 $ 303 .% 286 

The ucconipatiyiiig Notes to Caiideitsed Fiiiaiicial Slatemeiits are an integral part o/ the /iiiartcial statemeiits 
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CONDENSED CBNSOLJlDATED STATEMENTS OF CASH FLOWS 
PPL Energy Supply, LLC and Subsidiaries 
'rfnauditcd) 

'liofis o/ Do/ /us )  

Six Months Ended June 30, 
201 1 201 0 

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

Depreciation 
Amortization 
Defined benefit pians - expense 
Deferred income taxes and investment tax credits 
Unrealized (gains) losses on derivatives, and other hedging activities 
Provision for Montana hydroelectric litigation 
Other 

Accounts receivable 
Accounts payable 
Unbilled revenue 
Taxes 
Counterparty collateral 
Other 

Other operating activities 
Defined benefit plans - funding 
Other assets 
Other liabilities 

Change in current assets and current liabilities 

Net cash provided by  operating activities 

Expenditures for property, plant and equipment 
Proceeds from the sale of certain non-core generation facilities 
'roceeds from the sale of the L,ong Island generation business 

Purchases of nuclear plant decommissioning trust investments 
Proceeds from the sale of nuclear plant decommissioning trust investments 
Net (increase) decrease in notes receivable from affiliates 
Net (increase) decrease in restricted cash and cash equivalents 
Other investing activities 

Cash Flows from Investing Activities 

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

Issuance of long-term debt 
Contributions from member 
Distributions to member 
Cash included in net assets of subsidiary distributed to member 
Net increase (decrease) in short-term debt 
Other financing activities 

Net cash provided by (used in) financing activities 
Effect of Exchange Rates on Cash and Cash Equivalents 
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 acconiponying Nofes IO Condensed Financial Sfafemenfs are an in/egralparf of fhefinuni 

!$ 303 $ 286 

120 183 
50 69 
17 29 

186 (95) 
(163) 347 

7 59 
22 45 

(137) (27.5) 
(25) (25) 
25 44 

188 602 

11 



CONDENSED CONSOLIDATED BALANCE SHEETS 
PPL Energy Supply, LLC and Subsidiaries 
'1 Jnaudiicd) 

Vioris o/ Dollirr s) 
June 30, December 31, 

201 1 2010 
Assets 

Current Assets 
Cash and cash equivalents 
Restricted cash and cash equivalents 
Accounts receivable (less reserve: 201 1, $ I ;  2010, '$20) 

Customer 
Other 

Unbilled revenues 
Accounts receivable from affiliates 
Note receivable froni affiliate 
Fuel, materials and supplies 
Prepaymcn t s 
Price risk nianagcnicnt assets 
Other intangibles 
Assets held for sale 
Other currcnt assets 
Total Current Assets 

Investments 
TJuclear plant decommissioning trust funds 
Other investments 
Total Investmcnts 

Property, Plant and Equipment (Note 8) 
Yegulated utility plant 
m s :  accumulated depreciation - regulated utility plant 

Non-regulated property, plant and equipment 
Regulated utility plant, net 

Generation 
Nuclear fuel 
Other 

Non-regulated property, plant and equipment, net 
Less: accnniulated dcpreciation - non-regrilated property, plant and cquipment 

Construction work in progress 
Properly, Plant and Equipment, net (a) 

Other Noncurrent Assets 
Goodwill (Note 8) 
Other intangibles (a) (Note 8) 
Price risk management assets 
Other noncurrent assets 
Total Other Noncurrent Assets 

Total Assets 

!fi 422 $ 66 1 
31 19 

173 
25 

290 
72 
37 

31 6 
83 

1,457 
12 

225 
24 

486 
124 

297 
89 

1. ,907 
I I  

374 
2 1 1  

2,920 4,228 

648 618 
40 37 

688 655 

4,269 
888 

3,381 

10,370 10,169 
575 578 
242 3 I4 

5,438 5,401 
5,749 5,660 

569 594 
6,318 9,635 

_. 

86 765 
382 464 
655 65 1 
383 398 

1,506 2,278 

$ 11,432 $ 16,796 

(a) At Junc 30, 201 I and Dcccmbcr 3 I ,  20 IO, includcs $4 18 million and $424 million orPP&E, consisting primarily of  "Gcncration," including lcaschold improvctncnts, and 
$ 1  I inillion of"0thcr intangiblcs" from thc consolidaiion of a VIE that is thc owncr/lcssor of thc L.owcr Mt. Bcthcl plant. 

The occonipariyirig Notes to Conderued Fiwrtcial Statemerits ure or1 integrol port of /he /~~i~~ric iu l  stuter1ieiif.r" 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
“PL, Energy Supply, L,LC and Subsidiaries 

Iauditcd) 
Ilium uf D o l l a ~ ~ )  

Liabilities and Equity 

Current Liabilities 
Short-ten debt 
Long-term debt 
Accwnts payable 
Accounts payable to affiliates 
Taxes 
Interest 
Price risk management liabilities 
Counterparty collateral 
Other current liabilities 
Total Current L,iabilities 

Long-term Debt (Note 8) 

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

Jrnmitments and Contingent Liabilities (Note 10) 

Equity 
Member‘s equity 
Noncontrolling interests 
Total Equity 

December 31, June 30, 
201 1 2010 

250 $ 53 1 
500 500 
451 592 

13 43 
97 119 
38 1 10 

792 1,112 
80 338 

458 624 
2,679 3,969 

2,775 5,089 

1,303 1,548 
110 81 
409 438 
173 619 
336 332 
195 21 I 

2,526 3,229 

3,434 4,49 I 
18 18 

3,452 4,509 

13 



CONDENSED CONSOLIDATED STATEMENTS OF EQUITY 
PPL, Energy Supply, LLC and Subsidiaries 

* Inauditcd) 
'IiOIlS 01 DOlkOI s) 

March 31,201 1 
Net income 
Other caniprehensive income (loss) 
Contributions from member 
Distributions 
June 30,201 1 

December 31,2010 
Net income 
Other comprehensive income (loss) 
Contributions from member 
Distribiitions 
Distribution of membership interest in PPL. Global (a) 
June 30,201 1 

March 31,2010 
Net income 
Other comprchensive income (loss) 
Contributions from member 
Distributions 
June 30,2010 

cember 31,2009 
iqet income 
Other comprehensive income (loss) 
Contributions from member 
Distributions 
June 30,2010 

(a) SCC Notc 8 Tor additional inforination 

Non- 

equity interests Total 
Member's controlling 

$ 3,316 $ 18 $ 3,334 

(86) 
89 89 

I68 
(86) 
168 
153) (53) 

$ 3,434 s 18 $ 3,452 

$ 4,491 $ 18 $ 4,509 
303 303 

168 168 
f 134) (134) 

(106) (106) 

. ,  
( 1,288) (11288) 

$ 3,434 $ 18 $ 3,452 

$ 4,857 S 18 $ 4,875 
86 85 

3.525 3.525 
(98) (98) 

(202) (202) 
$ 8,168 $ I8 $ 8,186 

$ 4,568 $ 18 $ 4,586 
286 286 
153 153 

3,525 3,525 
(364) (364) 

~~ 

$ 8,168 $ 18 $ 8,186 
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CONDENSED CONSOLUDATED STATEMENTS OF COMPREHENSIVE INCOME 
PPL Energy Supply, LLC and Subsidiaries 
‘llnauditcd) 

‘1lion.s o/ Dolkur~) 

Three Months Ended 
June 30, 

Six Months Ended 
June 30, 

201 1 2010 201 1 2010 

Net income $ 89 $ 86 $ 303 $ 286 

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

benefit: 
Foreign currency translation adjustments, net of tax of $0, $0, $0, ($1) 
Available-for-sale securities, nct oftax of($]), $21, ($13), $10 
Qualifjhg derivatives, net of tax of $13, $75, ($21), ($190) 
Defined benefit plans: 

Net actuarial gain, net of tax of $0, ($31), $O,jS31) 
Reclassifications to net income - (gains) losses, net of tax expense 

(benefit): 
Available-for-sale securities, net of tax of $0, $0, $5, $2 
QualifLing derivatives, net of tax of $49, $0, $103, $38 
Equity investee’s other comprehensive (inconie) loss 
Defined benefit plans: 

Prior service costs, net  of tax of ( $ I ) ,  $0, ($2), ($3) 
Net actuarial loss, net of tax of ($l) ,  ($S) ,  ( $ I ) ,  ($6)  
Transition obligation 

Total other comprehensive income (loss) 

80 80 

1 4 2 S 
1 8 2 20 

Comprehensive income (loss) $ 3 $ (12) S 197 $ 439 

The acconi[iciitviiig Notes 10 Conderwed Finoncia/ S!o!ernei?ls are mi inlegral par! o/ rhe /inauciul s!olenienls 



CONDENSED CONSOLlDATED STATEMENTS OF lNCOME 
PPL Electric Utilities Corporation and Subsidiaries 
” Inauditcd) 

‘/;oily of Dollom) 

Three Months Ended Six Months Ended 
June 30, June 30, 

201 1 201 0 201 1 201 0 
Operating Revenues 

Retail electric 
Electric revenue from affiliate 
Total Operating Revenues 

Operating Expenses 

Energy purchases 
Energy purchases from affiliate 
Other operation and maintenance 

Operation 

Depreciation 
Taxes, other than income 
Total Opcrating Expcnscs 

Operating Income 

Other Income (Expynse) - nct 

Interest Income from Affiliate 

Interest Expcnsc 

‘-wome Before lncome Taxes 

income Taxes 

Net lncome 

Distributions on Prcfcrred Securities 

Net lncome Available to PPL, Corporation 

$ 436 $ 520 $ 990 $ 1,33 1 
4 2 8 4 

1335 --- A 440 522 998 

169 209 420 619 
4 64 10 179 

126 131 256 2s 1 
37 33 70 67 
22 29 57 76 

358 466 813 1,192 

82 56 185 143 

1 2 1 3 

24 24 48 50 

59 34 138 97 

19 11 42 32 

40 23 96 6.5 

4 7 8 12 

!$ 36 S 16 $ 88 $ 53 



CONDENSED CONSOLIDATED STATEMENTS O F  CASH FLOWS 
PPL Electric Utilities Corporation and Subsidiaries 
1 Ilnaudilcd) 

rlioitr q/ Dollurs) 

Six Months Ended 

Cash Flows from Operating Activities 
Net income 
Adjustments to reconcile nct income to net cash provided by (used in) operating activities 

Depreciation 
Defined benefit plans - expense 
Deferred income taxes and investment tax credits 
Other 

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

Defined bencfit plans - funding 
Other assets 
Other liabilitics 

Change in current assets and current liabilities 

Other operating activities 

Net cash provided by (used in) operating activities 

Cash Flows from Investing Activities 
Expenditures for property, plant and equipment 
%her investing activities 

Net cash provided by (used in) investing activities 

Cash Flows from Financing Activities 
Contributions from parent 
Rcdeniption of preferred stock 
Payment of common stock dividends to parent 
Net increase (decrease) in note payable to affiliate 
Distributions on preferred securities 

Nct cash provided by (used in) financing activities 

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

June 30, 
201 1 2010 

$ 96 S 65 

70 67 
9 I I  

(1 9) 29 
2 9 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
PPL Electric lltilities Corporation and Subsidiaries 
'1 Jnaudilcd) 

'lions 01 DoIIui s, shares in IhorrSf1I7ds) 

June 30, December 31, 
201 1 2010 

Assets 

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

Customer 
Uthc: 

Accounts receivable from affiliates 
Unbilled revenues 
Materials and supplies 
Prepay men ts 
Regulatory assets 
Other current assets 
Total Current Assets 

Property, Plant and Equipment 
Regulated utility plant 
Less: accurnulated depreciation - regulated utility plant 

Regulated util i ty plant, net 
Othcr, net 
Construction work in progress 
Properly, Plant and Equipment, net 

Other Noncurrent Assets 
Pegulatory assets 
ntangibles 

Other noncurrent assets 
Total Other Noncurrent Assets 

Total Assets 

4 

31 1 
21 
23 
87 
48 
98 
10 
10 

61 2 

5,679 
2,174 
3,505 

2 
192 

3,699 

61 0 
151 
77 

838 

$ 5,149 

$ 204 

268 
24 

8 
134 
47 

136 
63 

4 
888 

5,494 
2,123 
3,371 

2 
I77 

3,550 

592 
147 
76 

815 

$ 5,253 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
T L ,  Electric Utilities Corporation and Subsidiaries 

iauditcd) 
llioiir q/ Dollars, shui es iii tlioii.soiids) 

June 30, December 31, 
201 1 2010 

Liabilities and Equity 

Current Liabilities 
Note payable to affiliate 
Accounts payable 
Accounts payable to affiliates 
Taxes 
Interest 
Regulatory liabilities 
Other current liabilities 
Total Current Liabilities 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Accrued pension obligations 
Regulatory liabilities 
Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Notes 6 and 10) 

'1 a reow ners' Equity 
'referred securities 

Common stock - no par value (a) 
Additional paid-in capital 
Earnings reinvested 
Total Equity 

Total Liabilities and Equity 

(a) 170,000 s h r c s  authorized; 66,368 shares issued and outstanding at Junc 30,201 I and Dcccrnbcr 3 I ,  2010 

$ 37 
174 $ 22 1 
42 73 
33 23 
17 17 
23 18 
94 126 

420 478 

1,472 1,472 

952 932 
163 259 
15 14 

147 154 
1,277 1,359 

250 250 
364 364 
879 879 
487 45 1 

1,980 1,944 

$ 5,149 S 5,253 



CONDENSED CONSOLIDATED STATEMENTS OF SNAREOWNERS’ EQUITY 
PPL Electric Utilities Corporation and Subsidiaries 
(Unaudited) 

‘Wioits o/ Dolliri s) 

Msrch 31,2011 
Net income (b) 
Cash dividends declared on preferred securities 
Cash dividends declared on common stock 
June 30,201 1 

December 31,2010 
Net income (b) 
Cash dividcnds declared on preferred securities 
Cash dividcnds dcclarcd on common stock 
June 30,201 1 

March 31,2010 
Net income (b) 
Redemption of prcferred stock (c) 
Capital contributions from PPL 
Cash dividends declared on preferred securities 
Cash dividends dcclarcd on coninion stock 
June 30,2010 

cember 31,2009 
. ,et income (b) 
Redemption of preferred stock (c) 
Capital contributions from PPL 
Cash dividends declared on prcfcrred sccurities 
Cash dividends declared on common stock 
June 30,2010 

Common 
stock 

shares Additional 
outstanding Preferred Common paid-in Earnings 

(a) securities stock capital reinvested Total 

66,368 $ 2.50 $ 364 $ 879 $ 485 $ 1,978 
40 40 
44) (4) 

(34) (34) 
66,368 $ 250 $ 364 $ 879 $ 487 $ 1,980 

66,368 $ 250 $ 364 $ 879 $ 4.51 $ 1,944 
96 96 
(8) (8) 

(52j (52  j 
66,368 $ 250 $ 364 $ 879 $ 487 $ 1,980 

66,368 $ 301 s 364 $ 824 $ 421 $ 1,916 
23 23 

(51) (3) (54) 
5 s  5s 

(4) (4) 
(23) (23) 

66,368 $ 2.50 $ 364 $ 879 $ 420 $ 1,913 

66,368 $ 301 $ 364 $ 824 $ 407 $ 1,896 
65 65 

(51) (3) (54) 
55 55 

(9) (9) 
(40) (40) 
, I  \ I  

66,368 $ 250 $ 364 $ 879 $ 420 $ 1,913 

(a) 
(b) 
(c) 

Sliarcs in thotisands Al l  coiiiiiion shares of PPL. Electric stock arc owncd by PPL.. 
PPL. E.lcctric’s nct inconic approximates coinprclicnsivc income. 
I n  April 2010, PPL. Elccfiic rcdccmcd al l  f ivc series of i ts  ourstanding prcfcrred stock. 

20 
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME 
LC&E and KU Energy LLC and Subsidiaries 
tUnauditcd) 

Jlioils u/ Dollur~r) 

Three Months Ended Six Months Ended 

Operating Revenues 

Operating Expenses 
Operation 

Fuel 
Energy purchases 
Other operation and maintenance 

Depreciation 
Taxes, other than income 
Total Operating Expenses 

Operating Income 

Other Income (Expense) - net 

Interest Expense 

Interest Expense with Affiliate 

Income from Continuing Operations Before Income Taxes 

iome Taxes 

Income from Continuing Operations After Income Taxes 

Income (Loss) from Discontinued Operations (net of income taxes) 

Net Income 

Jun 
201 1 

Successor 

$ 638 

206 
40 

198 
84 
9 

537 

101 

36 

65 

24 

41 

$ 41 

10, Jun 
2010 201 1 

Predecessor Successor 

E 603 $ 1,404 

209 421 
40 147 

172 379 
69 165 

7 18 
497 1 ,I 30 

106 274 

7 72 

39 

46 201 

15 73 

31 128 

1 

$ 32 $ 128 

'0, 
2010 

Predecessor 

I; 1,316 

418 
161 
332 
138 
14 

i ,063 

2.53 

(14) 

13 

I 9  

147 

53 

94 

(2) 

s 92 

22 



CONDENSED CONSOLIDATED STATEMENTSOF CASH FLOWS 
LG&E and KU Energy LLC and Subsidiaries 
" Inaudiicd) 

llioris o/ Dollui ,s) 
Six Months E 

201 1 

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

Depreciation 
Defined benefit plans - expense 
Deferred income taxes and investment tax credits 
Unrealized (gains) losses on derivatives 
Other 

Accounts receivable 
Accounts payable 
Unbilled revcnue 
Fucl, materials and supplies 
Regulatory assets 
Income tax receivable 
Other current assets 
Regulatory liabilities 
Other current liabilities 

Otlw operating activities 
Defined bmefit plans - funding 
Discontinued operations 
Change in smelter contract liability 
Other assets 
Other liabilities 

Net cash provided by operating activities 
ish Flows from lnvesting Activities 

Expenditures for property, plant and equipment 
Proceeds from sales of consolidated subsidiaries 
Proceeds from sales of investments in unconsolidated ventures 
Proceeds from the sale of other investments 
Net (increase) decreasc in notes rcceivable from affiliates 
Net (increase) decrease in restricted cash and cash equivalents 

Net cash provided by (used in) investing activities 

Change in current assets and current liabilities 

Cash Flows from Financing Activities 
Issuance of short-tcmi debt with affiliate 
Net increase (decrease) in notes payable with affiliates 
Issuance of long-temi debt with affiliate 
Retirement of long-term debt with affiliate 
Net increase (decrease) in short-term debt 
Debt issuance and credit facility costs 
Distributions to member 

Net cash provided by (used in) financing activities 
Net lncrease (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

Successor 

$ 128 

165 
25 

146 

(157) 

4 
1 

401 

(1 74) 

11 
$ 56 

ed June 30, 
2010 

Predecessor 

) 92 

(4) 
208 

(213) 
14 

7 

( 192) 

2.50 
(32) 
so 

(2.50) 

7 
$ I O  

The accon7pariyii7g Notes to Coiideiised Fiiiuncial Sfuternents are ail ii~fegralparf of the finaricial .sfatenterits. 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
L,G&E AND K U  Energy LLC and Subsidiaries 
'I Inaciditcd) 

IliOJlS of Dollnr 7) 

June 30, 
201 1 

Assets 

Current Assets 
Cash and cash equivalents 
Short-term investnients 
Accounts receivable (less reserve: 20 1 1, S 17; 20 10, $1 7) 

Customer 
Other 

Untilled revenues 
Accounts receivable from affiliates 
Fuel, niaterials and supplies 
Notes receivable from affiliate 
Income tax receivable 
Deferred income taxes 
Other intangibles 
Regulatory assets 
Other current assets 
Total Current Assets 

.$ 56 

145 
15 

132 

257 
90 

66 
29 
15 
31 

837 

Invest men ts 31 

Property, Plant and Equipment 
Regulated utility plant 
L.ess: accumulated depreciation - regulated utility plant 

Regulated utility plant, net 
Mer, net 

Construction work in progress 
Property, Plant and Equipment, net 

Other Noncurrent Assets 
Regulatory assets 
Goodwill 
Other intangibles 
Other noncurrcnt assets 
Total Other Noncurrent Assets 

Total Assets 

7,278 
158 

7,120 
3 

465 
7,588 

590 
996 
335 

99 
2,020 

s 10,476 

24 

December 31, 
2010 

!$ 1 1  
163 

160 
33 

170 
2 

298 
61 
40 
66 
58 
22 
26 

1.1 10 

31 

6,230 
31 

6,199 
4 

1,340 
1,543 

588 
996 
3.56 

94 
2,034 

!$ 10,718 



CONDENSED CONSOLIDATED BALANCE SHEETS 
* C&E and KU Energy LLC and Subsidiaries 

iudi tcd) 
lior1s q/ Doll11l"r) 

Liabilities and Equity 

Current Liabilities 
Short-tern1 debt 
L.ong-temi debt 
Accc:nts Fayahle 
Accounts payable to affiliates 
Customer deposits 
Taxes 
Regulatory liabilities 
Other current liabilities 
Total Current Lhbilities 

L,ong-term Debt 

Deferred Credits and Otlier Noncurrent Liabilities 
Deferred income taxes 
Investment tax credits 
Price risk management liabilities 
Accrued pension obligations 
Asset retirement obligations 
Regulatory liabilities 
Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities 

June 30, December 31, 
2011 201 0 

$ 163 
2 2 

173 189 
2 3 

46 46 
21 27 
54 91 

108 122 
406 643 

3,823 3,823 

391 240 
147 1 so 
32 32 

325 449 
105 103 

1,008 1,017 
248 250 

2,256 2,24 1 

tmrnitrnents and Contingent Liabilities (Notes 6 and 10) 

Member's Equity 3,991 4,011 

Total Liabilities and Equity s 10,476 $ 10,718 

2.5 



CONDENSED CONSOLIDATED STATEMENTS OF EQUITY 
L,G&E and KU Energy LLC and Subsidiaries 
Wnaudircd) 

Ilioiir o/ Dollars) 

March 31,201 1 - Successor 
Net income (a) 
Distributions to niember 
June 30,201 1 - Successor 

December 31,2010 - Successor 
Net income (a) 
Distributions to member 
Other comprehensive income (loss) 
June 30,201 1 - Successor 

March 31,2010 - Predecessor 
Net income (a) 
Distributions to mcrnber 
Other comprehensive income (loss) 
June 30,2010 - Predecessor 

December 31, 2009 - Predecessor 
Net income (a) 
Distributions to member 
Disposal of discontinued operations 
-"her comprehensive income (loss) 

.ne 30,2010 I Predecessor 

Non- 

Equity interests Total 

$ 4,042 $ 4,042 
41 41 

Member's controlling 

(92) (92) 
$ 3,991 $ 3,99! . -  

(a) LG&E and KU Encrgy's nct incomc approximatcs comprchcnsivc incomc 

26 
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CONDENSED STATEMENTS OF INCOME 
Louisville Gas and Electric Company 

'iauditcd) 
Iliorrs o/ Dolliws) 

Three Months Ended Six Months Ended 

Operating Revenues 
Retail and wholesale 
Electric revenue from affiliate 
Total Operating Pmenues 

Operating Expenses 
Operation 

Fuel 
Energy purchases 
Energy purchases from affiliate 
Other operation and maintcnance 

Depreciation 
Taxes, other than income 
Total Operating Expenses 

Operating income 

Other Income (Expense) - net 

Interest Expense 

terest Expense with Affiliate 

income Before Income Taxes 

Income Taxes 

Net Income 

June 30, Jun 
201 I 

Successor 

$ 280 
17 

297 

82 
32 

7 
91 
37 

5 
254 

43 

1 

12 

32 

12 

s 20 

2010 201 1 
Predecessor Successor 

256 !3 651 
23 44 ~. 

279 695 

90 167 
22 131 
3 18 

82 181 
35 73 
4 9 

236 579 

43 116 

(10) 

5 23 

7 

21 93 

7 34 

14 $ 59 

10, 
2010 

Predecessor 

$ 597 
48 

64 5 
-- -/- 

173 
113 

I O  
16.5 
69 

8 
538 

107 

(12) 

9 

14 

72 

25 

$i 47 



CONDENSED STATEMENTS O F  CASH FLOWS 
Louisville Gas and Electric Company 
'1 Inauditcd) 

'llioiis q/ Dollurs) 

Six Months E 
201 1 

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

Depreciation 
Defined benefit plans - expense 
Deferred income taxes and investment tax credits 
IJnrealized (gains) losses on derivatives 
Other 

Accounts receivable 
Accounts payable 
Unbilled revenue 
Fuel, materials and supplies 
Regulatory assets 
Inconic tax receivable 
Other current assets 
Regulatory liabilities 
Taxes 
Other current liabilities 

Othcr opcrating activities 
Defined benefit plans - funding 
Other assets 
Other liabilities 

,sh Flows from Investing Activities 

Change in current assets and current liabilities 

Net cash provided by operating activities 

Expenditures for property, plant and equipment 
Proceeds from the sale of assets to affiliate 
Proceeds from the sale of other investments 
Net (increase) decrease in restricted cash and cash equivalcnts 

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

Net increase (decrease) in notes payable with affiliates 
Net increase (decrease) in short-term debt 
Debt issuance and credit facility costs 
Payment of common stock dividends to parent 

Net cash provided by (used in) financing activities 
Net increase (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

Successor 

(77) 

163 
(4) 
82 

$ 41 

led June 30, 
201 0 

Predecessor 

F 47 

69 
1 1  
18 
IS 
(2) 

(68)  
48 

(30) 
(63)  

1 
5 

$ 6 
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CONDENSED BALANCE SHEETS 
Louisville Cas and Electric Company 
'I Jnauditcd) 

'llioris of Dollur s. shurrr iir / h i s u r ? d r )  

June 30, December 31, 
201 1 201 0 

Assets 

Current Assets 
Cash and cash equivalents 
Short-term investments 
Accounts receivable (less reserve: 201 1, $2; 3.010, $2) 

Custorrer 
Other 

Unbilled revenues 
Accounts receivable from affiliates 
Fuel, materials and supplies 
Regulatory assets 
Other intangibles 
Other current assets 
Total Current Assets 

Property, Plant and Equipment 
Regulated utility plant 
Less: accumulated depreciation - repdated utility plant 

Regulated utility plant, net 
Construction work in progress 
Property, Plant and Equipment, net 

Other Noncurrent Assets 
Yegulatory assets 

Other intangibles 
Other noncurrent assets 
Total Other Noncurrent Assets 

ioodwill 

Total Assets 

41 $ 2 
163 

67 70 
6 13 

54 81 
13 30 

122 162 
11 13 
18 36 
21 13 

353 583 

2,868 2,600 
68 17 

2,800 2,583 
181 385 

2,981 2,968 

363 
389 
174 
33 31 

959 968 

367 
389 
181 

$ 4,293 !$ 4,519 
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CONDENSED BALANCE SHEETS 
ouisville Gas and Electric Company 

audited) 
,llioris 01 Dollur~, dim es in fholr.sorids) 

June 30, December 31, 
201 1 2010 

Liabilities and Equity 

Current Liabilities 
Short-term debt 
Notes payable with affiliates 
Accounts payable 
Accounts payable to affiliates 
Customer deposits 
Taxes 
Rcgulatory liabilities 
Other currcnt liabilities 
Total Current L,ia bi I i t ies 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Investment tax credits 
,icerued pension obligations 
Asset retircmcnt obligations 
Regulatory liabilities 
Price risk management liabilities 
Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities 

Jmmitments and Contingent Liabilities (Notes 6 and 10) 

Stockholder's Equity 
Coninion stock - no par value (a) 
Additional paid-in capital 
Earnings reinvested 
Total Equity 

$ 163 
12 

$ 81 100 
13 20 
23 23 
10 I O  
29 51 

199 417 

1,112 1,112 

453 419 
44 46 
12 126 
50 49 

480 483 
32 32 

I13 I I4 
1,244 1,269 

424 
1,278 

424 
i ,278 

36 19 
1,738 1,72 1 

Total Liabilities and Equity s 4,293 S 4,5 19 

(a) 75,000 sliares authorized; 2 1,294 shares issued and outstanding at June 30, 201 I and Deccmbcr 3 I ,  2010 

The acconi~~u~i~~irrg No/e.s IO Couder1,sed Firlonciol Sfafe~iicwfs ore on illfegrd parf 01 /he /iwriciol sfufetiienf.s 
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CONDENSED STATEMENTS OF EQUITY 
Louisville Cas and Electric Company 
‘U naud itcd) 

d;/ / ;Oll7 O/ f . h / / L l l S )  

Accuniulated Common 
stock other 

shares Additional comprehensive 
outstanding Common paid-in Earnings income 

(8) stock capital reinvested (loss) Total 

M ~ i ~ c i l 3 1 , 2 3 1 1  - Successor 
Net income (b) 
Cash dividcnds declared on common 

June 30,2011 -Successor 
stock 

21,294 $ 424 $ 1,278 $ 41 
20 

2 1,294 $ 424 $ 1,278 
(25) 

$ 36 

$ 1,743 
20 

December 31,2010 -Successor 21,294 $ 424 $ 1,278 !L 19 $ 1,721 

Cash dividends declared on common 

June 30,201 I - Successor 

Net income (b) 59 59 

stock (42) (42) 
21,294 $ 424 $ 1,278 $ 36 $ 1,738 

March 31,2010 - Predecessor 
Net income fb) 

21,294 $ 424 $ 84 $ 758 $ (11) $ 1,255 
14 I4 

\ I  

Other comprehensive income (loss) (2) (2) 
21,294 $ 424 $ 84 $ 772 $ (13) $ 1,267 June 30,2010 - Predecessor 

December 3 1,2009 - Predecessor 21,294 $ 424 $ 84 $ 755 $ ( I O )  $ 1,253 

:ash dividends declared on common 
Net income (b) 47 47 

stock (30) (30) 
Other comprehensive income (loss) (3) (3) 

21,294 $ 424 $ 84 $ 772 $ (13) $ 1,267 June 30,2010 -Predecessor 

(a) Sliarcs in tliotrsands All coitmon sharcs of L.oirisvillc Gas and Elcctric siock arc owncd by LG&E and K U  Encrgy 
(b) L.ouisvillc Gas a n d  Electric’s nct inccimc approximatcs comprclicnsivc incoinc 

The 111 ompi i i~~ ; i ig  Norrs IO Conde,lred /?i~uitciul Slu~~.iiieittr u i  e Nit ; i~~rg,olporl q/ the Jimitciol r l ~ ~ t e n ~ e r ~ l . ~  
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CONDENSED STATEMENTS OF INCOME 
Kentucky Utilities Company 

'naciditcd) 
Jliorrs o/ DollotsJ 

Three Months Ended Six Months Ended 

Operating Revenues 
Retail and wholesale 
Electric revenue from affiliate 
Total Operating Revenues 

Operating Expenses 
Operation 

Fuel 
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 Expense 

terest Expense with Affiliate 

rncome Before Income Taxes 

Income Taxes 

Net Income 

Jun 
201 1 

Successor 

$ 358 
7 

365 

124 
8 

17 
100 
47 
4 

300 

65 

17 

48 

18 

$ 30 

10, Juri 
2010 201 1 

Predecessor Successor 

9; 347 $ 753 
3 18 

350 771 
--- 

119 254 
19 16 
23 44 
81 184 
34 92 
3 9 

279 599 

71 172 

1 35 

19 

49 138 

18 50 

s 31 $ 88 

10. 
2010 

Predecessor 

$ 720 
10 

730 

245 
48 
48 

157 
68 
6 

572 

158 

I 

3 

77 

119 
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CONDENSED STATEMENTS OF CASH FLOWS 
Kentucky Utilities Company 
‘ 1  Jnauditcd) 

//;oris ?/ Dollar s) 

Six Months E 
201 I 

Successor 
Cash Flows from Operating Activities 

Net income 
Adjustments to reconcile net income to net cash provided by operating activities 

Depreciation 
Defined benetir plans - expense 
Deferred income taxes and investment tax credits 
Other 

Accounts receivable 
Accounts payable 
[Jnbilled revenue 
Fuel, materials and supplies 
Regulatory assets 
Jncome tax receivable 
Other current assets 
Regulatory liabilities 
Taxes 
Other :urrent liabilities 

Other operating activities 
Defined benefit plans - funding 
Other assets 
Other liabilities 

Change in current assets and current liabilities 

Net cash provided by operating activities 
ish Flows from Investing Activities 
.xpenditurcs for property, plant and equipnicnt 

Purchases of assets from affiliate 
Net cash provided by (used in) investing activities 

Cash Flows from Financing Activities 
Net increase (decrease) in notes payable with affiliates 
Debt issuance and credit facility costs 
Payment of common stock dividends to parent 

Net cash provided by (used in) financing activities 
Net Incrcasc (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End o f  Period 

$ 88 

92 
14 
49 
(2) 

6 
(17) 

1 1  
1 
3 

181 

(97) 

(97) 

3 
$ 7 

led June 30, 
201 0 

~ 

Predecessor 

$ 7.5 

68 
7 

29 
(2) 

39 

39 
1 
2 

Tlie acconipuiiyirig Norer to Coriderised Firioricial Srutenierif.s are uri  iriregral port of [lie /iriuricial statenleiits. 
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CONDENSED BALANCE SHEETS 
Kentucky Utilities Company 
‘1 Inaudikd) 

/ / l O l J S  <I/ Do//fJt F. S h C J t  CS 1 1 1  l /Jf~tlSCllJd~) 

June 30, December 31, 
2011 2010 

Assets 

Current Assets 
Cash and cash equivalents 
Accounts receivable (less reserve: 201 1, $2; 2010, $6) 

Customer 
Other 

Unbilled revenues 
Accounts receivable from affiliates 
Fuel, materials and supplies 
Regulatory assets 
Other intangibles 
Other current assets 
Total Current Assets 

Invest men ts 

Property, Plant and Equipment 
Regulatcd utility plant 
Less. accumulated dcprcciation - regulated utility plant 

Regulated utility plant, net 
Construction work in progress 
Property, Plant and Equipment, net 

ther Noncurrent Assets 
,<egulatory assets 
Goodwill 
Other intangibles 
Other noncurrent assets 
Total Other Noncurrent Assets 

7 %  3 

79 90 
9 20 

78 89 
5 12 

135 136 
4 9 

11 22 
18 15 

346 396 

30 30 

4,410 3,630 
90 14 

4,320 3,616 
283 955 

4,603 4 3 7  1 

227 22 1 
607 607 
161 175 
60 58 

1,055 1,061 
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CONDENSED BALANCE SHEETS 
"entucky Utilities Company 

uditcd) 
tlrons o/ Dollor s, \ h r  e ,  1 1 1  lholl\tnldr) 

Liabilities and Equity 

Current Liabilities 
Notes payable with affiliates 
Accounts payable 
Accoui'!s payzblp to affiliates 
Customer deposits 
Taxes 
Regulatory I iabi lities 
Other current liabilities 
Total Current Lhbilities 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Investment tax credits 
Accrued pension obligations 
Asset retirement obligations 
Regulatary liabilities 
Other deferred credits and noncurrent liabilities 
Total Dcfcrred Crcdits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Notes 6 and 10) 

.ocltholder's Equity 
Common stock - no par value (a) 
Additional paid-in capital 
Accumulated other coniprehensive income (loss) 
Earnings reinvested 
Total Equity 

Total Liabilities and Equity 

(a) 80,000 shiircs ;iufltorizcd; 37.8 18 ! ircs issued and ouwanding a f  Junc 30, 201 I and Dcccmbcr 3 I ,  2010 

June 30, December 31, 
201 1 201 0 

s I O  
$ 73 67 

26 4.5 
23 23 
11 2s 
25 40 
39 41 

197 25 1 

1,841 1,84 1 

429 
103 
79 
55 

528 
92 

3 76 
I04 
1 I3 
54 

534 
94 

1,286 1,275 

308 308 
2,348 2,348 

(1) 
55 35 

2,710 2,69 1 

$ 6,034 $ 6,058 
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CONDENSED STATEMENTS OF EQUITY 
Kentucky Utilities Company 
"Jnauditcd) 

illiorls 01 Dollars) 

March 31,201 1 - Successor 
Net income (b) 
Cash dividends declared on common 
stock 
June 30,201 1 - Successor 

Common Accumulated 
stoclc other 

shares Additional comprehensive 
outstanding Common paid-in Earnings inconic 

(a) stock capital reinvested (loss) Toial 

37,818 $ 308 $ 2,348 $ 62 $ ( I )  $ 2,717 
30 30 

(37) (37) 
37,818 $ 308 $ 2,348 S 55 $ ( I )  $ 2,710 

December 31,2010 -Successor 37,818 $ 308 $ 2,348 $ 35 $ 2,691 
Net income (b) 88 88 
Cash dividends declared on common 
stock (68)  (68) 

37,818 $ 308 $ 2,348 $ 55 $ 11) $ 2,710 June 30,201 1 - Successor 

March 31,2010 - Predecessor 37,818 $ 308 $ 316 $ 1,372 $ 1,996 
Net income (b) 31 31 

37,818 $ 308 $ 316 $ 1,403 $ 2,027 June 30,2010 - Predecessor 

Other comprehensive income (loss) $ (1) ( 1 )  

December 31,2009 - Predecessor 
Net income (b) 

une 30,2010 - Predecessor 

37,818 $ 308 $ 316 $ 1,328 
7 c  

$ 1,952 
7 2  I J  I J  

37,818 $ 308 $ 316 $ 1,403 $ 2,027 

(a) Sharcs in thousands. All common sharcs o f  Kcntucky Uliiitics stock arc owncd by LG&E and KU Encrgy 
(b) Kcntucky Utilitics' nct incomc approximatcs coinprcllcnsivc incomc 
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Combined Notes to Condensed Financial Statements (Unaudited) 

Interim Financial Statements 

(PPL, PPL Etiergy Siipply, PPL Eleclric, LKE, LG&E and KU) 

Capitalized ternis and abbreviations appearing in the unaudited combined notes to condensed financial statenxnts are explained in the 
glossary. 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 infor,ii&tion and with the instructions to Forni l0-Q and Article 10 of Regulation S-X and, therefore, do not 
include ail of the infomiation and footnotes required by accounting pi inciples generally accepted in the U S .  for coniplete financial 
statements. In the opinion ot management, all adjustments considered necessary for a fair presentation in accordance with accounting 
principles generally accepted in the U.S are reflected in the condensed financial statements. All adjustments are of a normal recurring nature, 
except as othcrwise disclosed. Each Registrant's Balance Sheet at December 31,2010 is derived from that Registrant's 2010 audited Balance 
Shcct. The financial statements and notes thereto should be read in conjunction with the financial statements and notes contained in each 
Registrant's 2010 Forni 10-K (in the case of PPL, and PPL. Electric), in the Fomi 8-K dated June 24,201 1 (in the case of PPL Energy Supply), 
or the annual financial statenicnts included in the 201 1 Registration Statemenis (in the case of LKE, L,G&E and KU). The results of operations 
for the three and six months ended June 30, 201 1 are not necessarily indicative of the results to be expected for the fu l l  year ending 
Decenibcr 3 I ,  201 1 or other future periods, because results for interim periods can be disproportionately influenced by various factors and 
developments and seasonal variations. 

Thc classification of ccrtain prior period amounts has bcen changed to conform to the presentation in the June 30, 201 1 financial statements. 

(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 Lhiited, the sole owner of Central Networks West plc, together with certain 
other rclated assets and liab 
E.ON AG. SCC Note 8 for additional infomiation. Since PPL. is consolidating WPD Midlands on a one-month lag, two months of WPD 

es (collectively referred to as Central Networks and subsequently renamed WPD Midlands), from subsidiaries of 

'idlands' operating results are inciuded in PPL's results of operations for the three and six months ended June 30, 201 1 with no comparable 
ounts for the same periods in 2010. See Note 2 for additional infomiation regarding PPL's consolidation policy. 

In November 2010, PPL, completed the acquisition of LKE. See Notes I and 10 in PPL.'s 2010 Form IO-K for additional infomiation. LKE's 
operating results for the tlirce and six months ended June 30, 201 1 are included in PPL.'s results of opcrations with no comparable amounts for 
thc same periods in 20 10. 

(LKE, L#G&E and KU) 

LICE'S, L.G&E's and KlJ's financial statenicnts and accompanying footnotes have bcen segregated to present pre-acquisition activity as thc 
Predcccssor and post-acquisition activity as thc Successor. Predecessor activity covers the tinie period prior to November I ,  2010. Successor 
activity covers the tinie pcriod aftcr October 3 1,2010. Certain accounting and prcsentation methods were changcd to acceptable alternatives in 
the Successor financial statements to confomi to PPL's accounting policies, which are discussed in the annual financial statenicnts included in  
cacli 201 1 Registration Statement for L.KE, LG&E and KU. The cost bases of certain assets and liabilities were changed as of November I ,  
2010 as a rcsult 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. 

(PPL Energy Siipply) 

In January 201 I ,  PPL Energy Supply distributed its membership interest in PPL Global, representing 100% of the outstanding membership 
intcrcst 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 infomiation. 
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(PPL,, PPL Erier*gy Stipply aud M E )  

"Income (Loss) from Discontinued Operations (net of income taxes)" on the Statements of Income includcs the activities of various businesses 
'5at were sold or distributed in 201 1 and 2010. See Note 8 for additional information. The Statenients o f  Gash Flows do not separately report 

' cash flows of the Discontinucd Operations, except for the LKE Predecessor period, which separately discloses these cash Rows within 
perating, invcsting and financing activities, consistent with L.KE's prc-acquisition accounting policy. 

(L. G& E) 

During the second quarter o f  20 I I ,  L.C;&E made out-of-period adjustments to correct the calculation of the revenue collected through the ECR 
and DSM rate niechanisnis. The correction reduced LG&Es revenues by $4 million{$2 million after tax). The adjustments for LG&E relatcd 
to 2010 and the first quartcr of 20 11 Thc impacts were not material to any previously reported financial statements, and are not expected to be 
material to the financial statements for the f i i l l  year of 201 1, 

2 . Summary of Significant Accounting Policies 

(PPL. PPL Energy Supply, PPL Electric, LKE, LG&E and KU) 

Thc following accounting policy disclosures represent updates to Note 1 in each Registrant's 2010 Form 10-K (in the case of PPL. and PPL 
Elcctric), 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 Stalenicnts (in thc case of LKE, LG&E and KU) and should be read in conjunction with those disclosures. 

General 

Business and Consolidation (PPL) 

As noted abovc, on April 1, 201 1, PPL., through itr indirect, wholly owned subsidiary PPL WEM, completed the acquisition of WPD 
Midlands. PPL. is consolidating WPD Midlands on a om-month lag. Material intervening events, such as debt issuances that occur in the lag 
period, arc rccognized in thc current pcriod financial statcnients. Events that are significant but not material arc disclosed. See Note 8 for 
additional infomiation. 

Regulation- (PPL. PPL Electric, LKE, LG&E arid KZI) 

ie clcctricity distribution subsidiaries of PPL WW and PPL WEM are not subject to accounting for the effects of certain types of regulation 
4s prcscribed by GAAP, as their operations do not meet the requirements for such accounting guidance. However, PPL Electric, L.G&E and 
KU all apply this accc?unting guidance. 

Accounts R.eceivable (PPL, PPL Ei?ergy Szipply arid PPL. EIecir*ic) 

PPL Elecrric's customers may elect to procure generation supply from an alternative supplier. As a result of a PUChpproved purchase of 
accounts rcceivablc program, PPL. Electric has purchased certain accounts rcceivable from altcmative suppliers at a nominal discount, which 
rcflccts a provision for uncollcctiblc accounts. The alternative suppliers (including PPL. Electric's affiliate, PPL EncrgyPIus) have no 
continuing involvement or intcrcst in the purchased accounts receivable. The purchased accounts receivable are initially recorded at fair value 
using a niarkct approach based on the purchase price paid and arc classified as L,evel 2 in the fair value hierarchy. PPL Electric receives a 
nominal fee for administering its program. During the threc and six months ended June 30, 201 1, PPL Electric purchased $187 million and 
$452 million of accounts receivable from unaffiliated third parties and $57 million and $120 million from its affiliate, PPL EnergyPlus. During 
the three and six months ended June 30, 201 0, PPL, Electric purchased $149 million and $225 million of accounts receivable from unaffiliated 
third parties and $58 million and $91 million from its affiliate, PPL EnergyPlus. 

New Accounting Guidance Adopted (PPL, PPL Energy Siipply, PPL, Elecrric, LKE, LG&E and KU) 

No new accounting guidance has bccn adopted during the three or six months ended June 30,201 1.  See Note 18 for a discussion of new 
accounting guidance pending adoption. 
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3 .  Segment arid Related Informatien 

{PPL. mid PPL. Eiiergy Supply) 

Note 2 to the Financial Statements in the 2010 Forni 10-K for PPL. and in the Form 8-K dated June 24, 201 1 for PPL, Energy Supply for a 
-.acussion of reportable segments. In January 201 I ,  PPL, Energy Supply distributed its membership interest in PPL Global to its parcnt, PPL, 
Energy Funding Following the distribution, PPL Energy Supply operates in a single business segment, the Supply segment. PPL, Energy 
Supply's 201 0 segment information was restated to reflect PPL Global as a Discontinued Operation. See Note 8 for additional information. 

(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 acquisi:isz date, April I ,  201 I .  See Note 8 for additional information regarding the acquisition. 

Financial data for the segments for the periods ended June 30, 201 1 are: 

FPL 
Income Statement Data 
Ilcvcnucs from cxtcrniil custoincrs 

Kcntucky licgiilatcd (a) 
Intcrnational I<cgulatcd 
Pcnnsylvania Ilcgulatcd 
S W ~ Y  (b) 

Total 

lntcrscgmcnt clcctric rcvcnucs 
Pcnnsylvan ia I<cgtilatcd 
SUPPlY (c) 

Not Inconic Attrihutablc to PPL. 
Kcntucky Rcguliitcd (a) 
lntcrnational Rcgulatcd (b) 
Pcnnsylvania Rcgulalcd 

Unnllociitcd Costs (r) 
Supply (b) ( 4  (4 

. . I ta1 

PPLEnergy Supply 
lnconie Statement Data 
Ilcvcnucs from cxtcmal custoincrs 

Slipply (b)  

Net liicoiiic 
International flcguliitcd (b) (d) 
Supply (b) (a) (c) 

Total 

Balance Sheet Data 
Assets 

Kcntucky Rcgulatcd (g) 
lntcrnational Ilcgtilatcd 
Pcnnsylvania Rcgulatcd 
Supply (9 ;  

Total assets 

Six Months Three Months 
201 1 2010 201 1 2010 

s 638 $ 1,404 
420 $2 I78 645 S 39 I 
436 520 990 I ,33 I 
995 775 2,360 2.757 

$ 2,489 $ 1.473 $ 5,399 s 4,479 

s 1 s  2 s  8 %  4 
4 64 IC I79 

$ 31 $ IO6 
38 $ 58 93 $ I34 
36 I6 88 53 
91 30 310 I67 

(19) (19) 
s 196 $ 85 $ 597 s 335 

9; 997 s 835 s 2,366 $ 2,929 

T, 53 s 121 .. 

$ 89 33 $ 303 I65 
s 89 $ 8G $ 303 $ 286 

PPL I'PL 13ncrgy Supply 
June 30, Deceniber 3 I, June 30, December 3 1, 

201 1 2010 201 I 2010 

s 10,087 $ 10.3 18 
13,387 4,800 $ 4,800 

I I .977 12,530 $ I 1,432 I 1.996 
$ 40,537 $ 32,837 $ 11,432 $ 16,796 

5,OR6 5, I89 

(a) 

(b) 
(c) 
(d) 

This scgmcnt priinarily includcs thc opcrating activitics and asscis of L.KE, which was acquired in Novcmbcr 2010. Net income attributablc to PPL includcs thc allocation of 
intcrcst cxpciisc rrom thc 20 10 Equity Units issued to fund thc acquisition and intcrcst ratc swaps. 
Includes unrealized gains and losscs from cconoinic activity. SCC Notc I 4  for additional information 
SCC "PL.R Contracts" in Notc I I for a discussion o f  the basis ofaccotrnting bctwccn rcporrablc scgmcnts. 
Either includes Discontinued Opcrations or is rcportcd in Discontinued Opcrations. Scc Notc 8 for additional information. 
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In April 201 I, during the PPL Susquchanna Unit 2 scheduled rcfucling and gcncration upratc outage, a planned inspcction of the Unit 2 turbine revealed cracks in ccrtilin of 
its low pressure turbine bladcs As a precaution, PPL Susquchanna also took Unit I out o f  service in mid-May to inspect the turbine bladcs in that unit. This inspcction 
rcvcalcd cracked blades similar to those found in Unit 2. Rcplaccmcnt oFthcsc blades was complctcd, which significantly cxtcndcd tlicsc outages. PPL Energy Supply 
incurred a n  after-tax carnings impact, including reduced cncrgy sales margins and repair cxpcnsc for both units, of approximately $60 inillion in [he tlircc and six months 
cndcd June 30,20 I I I 
Rcprcscnts 2010 Bridge Facility financing costs and other costs rclatcd to thc acquisition of LKE. 
A portion o f  the goodwill rclatcd to thc 2010 L.KE acquisition has been attributed to PPL.'s Supply segment 

Earnings Per Share 

(PPL,) 

Basic EPS is computed by dividing income avnilr,ble to PPL. coninion shareowners by the weighted-average nuniber of common <hares 
outstanding .luriDg the period. Diluted EPS is computed by dividing income available to PPL common shareowners by the weighted-average 
nuniber of shares outstanding that are increased for additional shares that would be outstanding if potentially dilutive non-participating 
securities were converted to common shares. In 201 1 and 2010, these securities included stock options, perfomiance units granted under 
incentive compensation plans and the 2010 Purchase Contract component of the 2010 Equity 1Jnits. 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 only if the average 
VWAP of PPL.'s common stock for a certain period exceeds approximately $30.99 The 2010 Purchase Contracts will be dilutive only if the 
average VWAP of PPL's coninion stock for a certain period exceeds $28.80. Because the average VWAP has not exceeded either applicable 
value since issuance, the 201 I and 201 0 Purchase Contracts were excluded from the diluted EPS calculations. Subject to antidilution 
adjustments at June 30, 201 I ,  the maximum number of shares issuable to settle the Purchase Contracts was 105,202,345 shares, including 
86,552,565 shares that could be issued under standard provisions of the Purchase Contracts and 18,649,780 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 ot the amounts of inconic and shares of PPL coninion stock (in thousands) for the periods ended June 30 used in the EPS 
calculation are: 

lncoine (Numerator) 
-omc from continuing operations after incoinc taxcs attributable to PPL 

s amounts allocated to participating securities 
.,,come from continuing operations after income taxes available to PPL. 

common shareowners 

lncoinc (loss) from discontinued opcrations (net of income taxcs) available 

to PPL. 

Net incoinc attributable to PPL. 
Less amounts allocated to participating sccttritics 

Net income available to PPL. common sharcowncrs 

Shares of Coniinon Stock (Denominator) 
Weighted-avcragc shares ~ Basic EPS 
Add incrcnicntal non-participating securities: 

Wcightcd-avcragc shares - Di luted EPS 

Basic EPS 
Available to PPL common sharcowncrs: 

Stock options and pcrforinancc units 

Income rrom continuing operations aficr incornc taxes 
lncoinc {loss) from discontinued operations (net of  incornc taxcs) 

Net Income 

Diluted EPS 
Available to PPL. common sharcowncrs: 

Income from continuing operations after income taxes 
Income (loss) froin discontinued operations (net o f  income taxes) 

Nct lncoinc 

Three Months Six Months 
201 1 2010 201 I 2010 

$ 197 $ 78 $7 595 $ 320 
I 3 I 

$ 196 $ 18 $ 592 $ 319 

$ 196 $ 85 $ 597 $ 335 
I 3 I 

$ 195 $ 85 $ 594 $ 334 

56 1,652 38 1,896 522,897 379.8 I O  

367 I79  287 224 
562,O I 9  382,075 523, I84 380,034 

$ 0.35 $ 0.20 $ 1.13 $ 0.84 
0.02 0.01 0.04 

$ 0.35 $ 0.22 $ 1.14 $ 0.88 

$ 0.35 $ 0.20 $ 1.13 $ 0.84 
0.02 0.01 0.04 

$ 0.35 $ 0.22 $ 1.14 $ 0.88 

For the periods ended June 30 the following stock options to purchase PPL common stock and perfomiance units were excluded from the 
computations of diluted EPS because the effect would have been antidilutive. 
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.k options 
twformancc units 

Six Months Three Months 
201 1 2010 201 1 2010 

5,045 5. 184 5,829 4,669 
I 105 4 91 

During the three and six months ended June 30, 201 I ,  PPL, issued 48,592 and 392,972 shares of coninion stock related to the exercise ofstock 
options, vesting of restricted stock and restricted stock units and conversion of stock units granted to directors under its stock-based 
compensation plans. In addition, PPL, issued 598,198 and 1,179,909 shares of coninion stock related to its DRIP during the three and six 
months ended Junc 30, 201 1. PPL also issued 301,319 sharcs related to its ESOP during the six months ended June 30, 201 I . 

See Note 7 for infomiation on the April 201 1 issuance of common stock and 201 1 Equiry Units 

5 .  Income Taxes 

Reconciliations of income tax expense for the periods ended June 30 are: 

1-bree Months Six Months 
201 1 2010 201 I 2010 

lleconriliition of lnconie Tax Expense 
Federal income tax on Inconic froin Continuing operations Bcforc 

Inconic Taxcs at statutory tax ratc - 35% 
lncrcasc (dccrcasc) due to: 

Statc incoinc taxcs, net of fcdcral incomc tax bcncfi! 
Statc valuation allowance adjustmcnts (a) 
Impact of lowcr U.K. incoinc tax rates (b) 
US. inconic tax on foreign camings - net of foreign tax credit (e) 
Fcdcral and statc tax rcscrvc adjustments (d) 
Forcign tax rcscrvc adjustments ( e )  
Domcstic manufacturing deduction (0 
Hc;iltli Carc R c f o m  (g) 
Forcign losscs rcsulting from rcstructuring (c) 
Fcdcral incoinc tax credits 
Amortization o f  invcstmcnt lax credit 
Dcprcciation not normalizcd (a) 
Nondcductiblc acquisition-iclatcd costs (h)  
Othcr 

Total incrcasc (dccrcasc) 

Total inconic tiixcs from continuing operations 

$ 104 $ 32 $ 323 $ I63 

14 I 

( a )  In Fcbru;iry 20 I I, the Pcnnsylvania Department o f  Rcvcnuc issued intcrprcrivc guidance on the treatment ol'honics depreciation 101- Pennsylvania income tax purposes In 
nccordancc with Corporation Tax Bullctin 201 1-0 I, Pcnnsylvania allows 100% bonus dcprcciation for qualifying asset5 in the sniiic ycer bonus depreciation i s  allowed for 
fcdcrnl inconic lax purposes Due to the rcduction i n  projected Pennsylvania taxable income for tax years 20 I I and 2012 rcliiccd to the 100'3/. bonus depreciation dcduction, 
PPL. adjusted its dcfcrrcd tax valuation allowanccs for Pennsylvania net operating losscs As a result, dur ing tlic six months cntlcd Junc 30,201 I PPL rccordcd $ I  i mi l l ion  of 
dcfcrrcd income tax cxpcnsc. 

Additionally, the I00% Pennsylvania bonus dcprccialion deduction created a current stale income tax bcncfit for thc flow-lhrough impact o f  Pennsylvania rcgdalcd statc tax 
depreciation. 
The U.K's Financc Act of 2010, cnactcd in July 201 0, includcd a reduction in tlic U.K. statutory income tax ratc. Effcctivc April I ,  201 I, thc statutory income tax ratc was 
rcduccd from 28% lo 27% 
During tlic thrcc and six months cndcd Junc 30,201 I, PPL rccordcd a $7 mill ion and $14 million fcdcral incomc tax bcncfit rclatcd to U.K. pcnsion contributions. 
During ll ic six months cndcd .June 30, 20 IO ,  PPL. rccordcd a $6 mill ion fcdcral inconic tax bcncfit rclatcd to claims iissociatcd with foreign camings. 
During the thrcc and six months cndcd Junc 30,2010, PPL rccordcd a $25 mill ion foreign tax bcncfit and a rclatcd $22 million foreign tax rcscrvc in conjunction with losscs 
rcsulting from rcstructuring in thc U.K. Thcsc losscs offsct tax on a dcfcrrcd gain from a priorycar salc of WPD's supply business 
In Dccciiibcr 2010, Congress cnactcd legislation allowing for 100% bonus dcprcciation on qualified propcrty. Thc increased tax depreciation cliininatcs the csrimatcd inconic 
tax bcncfit rclatcd to the doincstic manuf'acturing deduction in 201 I I 
Beginning in 2013, provisions wilhin Health Carc Rcform eliminated the tax dcductibiliry orrctircc health carc costs lo the extent o f  fcdcral subsidies rcccivcd by plan 
sponsors that providc rctircc prcscription drug bcncfits equivalent to Mcdicarc Part D Covcragc. As a rcsult, PPL. rccordcd dcfcrrcd inconic tax cxpcnsc in lhc f i rst quartcr of 
2010. SCC Notc 9 for additional information. 
During the thrcc and six months cndcd Junc 30, 201 I, PPL rccordcd nondcductiblc acquisition-rclatcd costs (primarily thc U K. stamp duty tax) associated with its 
acquisition o f  WPD Midlands See Note 8 for additional information on the acquisition 

(b) 

(c) 
(d) 
(e) 

(f) 

(6 )  

(h) 
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In JUIY 201 I ,  the U.K Finance Act 201 1 was enacted. The most significant change to the law was a reduction in the tJ.K.'s statutory income 
. ~ x  rate. The statutory tax rate was changed from 27% to 26%, effective April 1 ,  201 1 and from 26% to 25%, effective April I ,  2012. AS a 

ult of these changes, PPL. cxpccts to record a deferred tax benefit in the range of $65 million to $ 75 million in the third quarter of 201 I I 

201 1 2Ol0 2011 
Successor Predecessor Successor 

$ 23 $ 16 $ 70 

2 7 .  
( 1 )  ( 1 )  (4 ) 
I ( 1 )  3 

$ 24 $ 15 $ 73 

(PPL Etiergy Szipply) 

2010 
Predecessor 

S 51 

4 
(2) 
2 

$ 53 

l h r e e  Months Six Months 
201 I ZOl0 201 I 2010 

Reconciliation of Income Tax Expense 
Fcdcral incoiiic tiix on Incoiiic from Continuing Operations Bcforc 

Income Taxes at statutory tax rate - 35% 
Increase (dccrcasc) ch~c to: 

State incuinc taxcs, net of fcdcral income tax i,w;fit 
Statc valuation allowance adjustincnts (a) 
Domestic manufacturing deduction (b) 
Health Care Reform ( e )  
Fcdcral incornc tax crcdils 
Other 

Total incicasc (rlccrcasc) 

Total income taxes lioni continuing operations 

$ 52 $ 10 $ 176 $ 82 

10 I 

(8) 

27 12 
6 

(it) In Fcbrusry 201 I, tlic Pciiilsylvania Department o f  Rcvcnuc issued interpretive guidancc on the trcatincnt o f  bonus depreciation for Pennsylvania incoinc tax purposcs. In 
;iceordance with Corporiitioii Tax Bullctin 201 1-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in tlic same year bonus depreciation is allowed for 
I%dcr;il incoinc tax purposcs Duc to tlic icduction iii projected Pennsylvania taxable income for tax years 201 I and 201 2 related to tlic 100% bonus depreciation deduction, 
PPL Energy Supply adjusted i ts  t l c f c ~ ~ c d  tax viiluation allowanccs for Pennsylvania net operating losscs As a rcsult, during the six months cndcd June 30,201 I ,  PPL Energy 
Supply recorded $6 million o f  dcfcrrcd income tax cxpcnsc. 
In Dcccnibcr 2010, Congrcss cnactcd Icgisliition ;illowing Tor 100% bonus dcprcciation on qualified properly The increased (ax depreciation eliminates tlic cstimatcd tax 
benefit i-cl;itctl to tlic doincstic iiianul;icturing deduction i n  201 I 
Beginning in 201 3 ,  provisions witl i in Hcaltli Care Reforin eliminated the incoinc tax deductibility or rctircc hcalth care costs to the extent o f  fcdcral subsidies rcccivcd by 
pltiii sponsors tliiit piovidc rctiicc prescription drug benefits cquivalcnt to Medicare Part D Covcragc. As a result, PPL. Energy Supply recorded dcfcrrcd income tax cxpcnsc 
in tlic l i rs l  quarter 012010 Scc Note 9 for sdditional inforination 

(b) 

(c) 

(PPL Electric) 

Three Months Six Months 
201 I 2010 201 1 2010 

;conciliation of lnconie 1-ax Expense 
Fcdcral iiicoinc tax on Incoiiic Bcforc lncoinc Taxes at statutory 

tax ratc - 35% 
Increase (decrease) due to: 

Statc income taxcs, iict of Tcdcral iiicoinc tax bcncfit 
Fcdcral and state tax rcscrvc adjustnicnts 
Fcdcral and stiitc incoinc tax return adjustments 
Dcprcciiition nut nomializcd (it) 

Otlicr 
Total incrcasc (tlccrcasc) 

Total incollie taxcs 

$ 21 $ I2 $ 45 $ 34 

3 
(2) 

f2I 

(a) In I:chruary 20 I I ,  tlic Pcnnsylvrinia Department o f  Rcvcnuc issued interpretive guidancc on the trcatincnt o f  bonus depreciation for Pennsylvania incoinc tax purposcs. In 
accordance with Corporation Tax Bulletin 201 1-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in the sanic year bonus depreciation i s  allowed for 
Federal income tiix purposes The I00'% Pennsylvania bonus dcprcciation deduction created a current state income tax bcncfit for the flow-through impact of Pennsylvania 
regulated state tax depreciation. 

Reconciliation o f  Income Tax Expense 
Fcdcral incoinc tax on li icoii ic from Continuing Operations Bcforc 

Income Taxes at statutory tax rate - 35% 
lncrcasc (decrease) due to: 

Statc income taxcs, net of fcdcral inconic tax benefit 
Otl1cr 

Total incrcasc (decrease) 

Total incoinc taxcs from continuing operations 
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(L, G& E) 

Three Months Six Months 
201 I I 2010 201 1 i 2010 

Reconcilialion o f  Income Tax Expense 
Federal income tax on Inconic Before lncoiiic Taxes at  stattilory 

lax rate - 35'56 
Incrcasc (decrease) due to: 

Stntc inconic taxcs, net of fctlcral inconic tax benefit 
Orhcr 

Total incrcasc (decrease) 

Total inconic ~ X C S  

Predecessor I Successor Predecessor I Successor 

I 

I 
$ 12 

Three 
201 1 

Successor 
Iteconciliation of I ncoiiie ' l ax  Expense 

Fcdcrrtl inconic tax on Inconic Bclbrc Incomc TZIXCS at  st:itutory 
tax rate - 35% 

lncrcasc (decrease) due to: 
Slate incoinc taxes, net of federal inconic tax bcnclit 
Othcr 

Tot111 incrcasc (tlccrcnsc) 
Total inconic taxcs 

2 

R I R  

onths Six h 
2010 201 I 

Successor Pretlecessor 

$ 25 

2 

25 - $ 

nfhn 

Predecessor 

Unrecognized Tax Benefits (PPL, PPL. E17er-g~~ Supply, PPL Elecfric, L.KE, LG&E wid KU) 

Changes to unrecognized tax benefits for the periods ended June 30 were as follows, 

Three Months Six Months 
201 I 2010 201 1 2010 

L 
Beginning of period 
Additions bascd on tax positions o f  prior ycars 
Reductions based on tax positions of  prior ycars 
Additions bascd on tax  positions rclatcd to tlic current ycar 
Reductions based on tax positions rcliitcd to llic current ycai 
Settlements 
Lapse ofapplicablc statutes o f  limitations 
E frcc ts o f fo r c  i pi c LI rrcnc y t ra n s l a  t i 011 

End o lpcr iod  

PF!,.Energy Supply  
Beginning of period 
Additions baseti on tax positions of prior ycars 
Reductions based oii tax positions o f  prior ycars 
Additions based on lax positions related to the current ycar 
llctluctions basctl on tax positions rclatcd to tlic current ycar 
Settlements 
Dcrccognition (a) 
Effects o f  foreign currency translation 

End of period 

PPL Electric 
Beginning of period 
Addilions based on tax positions orpr ior  ycars 
Reductions based on tax positions of prior ycars 
Rcductions based on tax positions rclatcd to the current ycar 
Lapse of applicnblc statutes of limitations 

End of period 

(2) 

(a) Rcprcscnts unrecognized tax bcncfits dcrccognizcd as a result o f  PPL. Encrgy Supply's distribution of its nicmbcrship interest in PPL Global to PPL Encrgy Supply's parcnt, 
PPL Encrgy Fiinding Scc Note 8 for additional information on the distribution. 

YE'S, LG&E's and KU's unrecognized tax benefits and changes in those unrecognized tax benefits are insignificant for the three and six 
.,ionths ended June 30,201 1 and 2010. 

45 





At June 30,201 1, i t  was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase or 
>-crease by the following amounts. For LKE, LG&E and KU, no significant changes in unrecognized tax benefits are projected over the next 

months. 

PPL 
PPL. Energy Supply 
PPL Electric 

Increase Decrease 

$ 25 $ 23 I 
26 

26 41 

These changes could result from subsequent recognition, derecognition andor changes in the measurement of uncertain tax positions related to 
the crcditability of foreign taxes, the timing and utilization of foreign tax credits and the related impact on alternative minimum tax and otli:: 
credits, the timing and/or 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 June 30, the total unrccognizcd tax benefits and related indirect effects that, if recognized, would decrease the effective tax rate were as 
follows. The amounts for LKE, LC&E and KIJ were insignificant. 

201 1 2010 

PPL 
PPL Energy Supply 
PPL Elcciric 

$ 185 $ I 3 2  
I 2  I I 2  
10 I I  

Tax-Litigrt'Dn. (PPL and PPL Electric) 

In January 20 1 1 ,  the IRS appealed, to the 17 S. Court of Appeals for the Third Circuit, the 7J.S. Tax Court's decision that the 1997 U IC 
Windfall Profits Tax (WPT) is a creditable tax for 1J.S. Federal income tax purposes. In its decision, the Tax Court ruled on two issues: ( I )  the 
1997 U.K. WPT imposed on all 7J.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 pemiitled for "property without a 

'TSS life" instead of the 20-year depreciation recovery period argued by the IRS. The IRS is not appealing the street lighting decision. PPL, 
:d its tax returns for I997 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 

6 . Utility Rate Regulation 

(PPL, PPL Electric, LKE, LG&E and KU) 

The following tables provide infomiation about the regulatory assets and liabilities of cost-based rate-regulated utility operations. 

PPL PPI, Elcctrie 
June 30, Deceiiiber 31, June 30, December 3 I ,  

201 I 2010 2011 2010 

Current Regulatory Assets: 
Generation supply charge 
Universal scrvicc rider 
Othcr 

Total ctirrcnt regulatory assets 

$ 45 $ 45 
$ 6 I O  $ 6 I O  

19 30 4 8 
$ 25 $ 85 $ IO $ 63 
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PPL 
June 30. Deceniber 31, 

PPL Electric 

201 1 2010 
December 31, June 30, 

201 I 2010 

ivoncurrcnt Regulatory Assets: 
Dcfincd bcncfil plans 
Taxcs rccovcrablc through fiiturc rates 
Storm costs 
Unamortized loss on dcbt 
Interest rate swaps 
Accumulated cost 01 rcnioval 01 utility plant (a) 
Coal contracts (b) 
Othcr 

Total noncurrent regulatory assets 

Current Regulatory L.iabilitics: 
Coal contracts (b) 
Gcncration supply chargc 
EC R 
P U  RTA tax 
Transniission scrvicc chargc 
Othcr  

Total ciirrcnt rcgiihtory liiibilitics 

Noncurrent Rcgulalory L.iabilitics: 
Accuniulatcd cos1 of removal of' utility pliinl 
Coal contracts (b) 
Powcrpurchasc agrceincnt - OVEC (b) 
~~t dcrcrrcd tax aSSCtS 
.ct 129 compliance ridcr 

Dcfincd : cnclit plans 
Other 

Total noncurrent regulatory liabilities 

$7 258 
268 

7 
25 

40 

$ 262 
254 

7 
27 

35 

7 

$ 588 
268 
I28 
58 
44 
40 
16 
58 

$7 I ,20n* 

$ 592 
254 
I 2 9  
61 
43 
35 
22 
44 

R 1.180 

$ 23 
16 
9 
5 

$ 46 

12 
I O  
8 

33 
$ I 0 9  

$ 16 

5 $ I O  
8 

$ 18 
24 

$ 77 
2 

$ 23 

$ 15 

$ 63 8 
I97 
I20 
36 
15 
10 

$ 623 
213 
I24 
40 
14 
I O  

$ 14 

7 7 
$ I ,03 I $ 14 $ 1,023 

L K E  LG&E KU 
June 30. December 31. June 30. Deceniber 3 1 .  June 30. December 31. 

2010 201 1 2010 201 1 2010 201 I 

Currcnt Regulatory Assets: 
ECR 
Coal contracts (ti) 
Gas supply clitiisc 
Fuel ildjustnicnt cI;tiisc 
Virginia fuel fictor 

'Total currcnl icgiilaloiy itssets 

Noncurrcnl Regulatory Assets: 
Dcfincd bcncfit plans 
Storm costs 
Unamortized loss on dcbt 
Interest rate swiips 
Coal contracts (b) 
Other 

Total noncurrent I cgulatory :tsscts 

$ 5 $ 5 
$ 3 5 $  I I $  2 

5 4 5 4 
7 3 5 3 2 

$ 4 

5 
IF 9 

5 
$ 15 $ 22 $ II $ 13 $ 4 

$ 330 $ 330 $ 213 $ 213 $ I I 7  
I21 I22 61 65 60 
33 3 4 21 22 I 2  
44 43 44 43 
16 22 6 8 10 

$ I17 
57 
I 2  

14 
21 

$ 22 I 
46 37 18 I 6  28 

$ 590 $ 588 $ 363 $ 367 $ 227 

Current Regulatory Liabilities: 
Coal contrilcts (b) 
ECR 
Othcr 

Total current rcgulatory liabilities 

Noncurrent Regulatory L.iabilitics: 
Accuinulatcd cost of rcinoval 

of utility plant 
Coal contracts (b) 
Power purchase agrccmcnt - OVEC (b) 
Nct dcfcrrcd tax assets 
Dcfincd bcncfit plans 
Othcr 
l t a l  noncurrent icgulatory liabilities 

$ 23 $ 46 $ 15 $ 31 $ 8 
9 I 2  9 

$ 15 
12 
13 

$ 40 $ 54 $ 91 9; 29 $ 51 $ 25 

$ 638 $ 623 $ 281 $ 275 $ 357 
I97 213 83 87 114 
I20 I24 83 86 37 
36 40 31 34 5 
I O  I O  I O  
7 7 2 I 5 

$ 1.008 $ 1,017 $ 480 $ 483 $ 528 

$ 348 
I26 
38 
6 

IO 
6 

IF 534 
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( t i )  The Dcccmbcr 3 I ,  2010 bdancc o f  accuniularctl cost o f  removal of utility plant wits rcclassificd froiii "Accumcilnrcd dcprcciation - rcgulatcd ut i l i ty  plant" 10 noncurrent 
"Rcgulatory asscts*' on thc Ualoncc Shccrs. Thcsc costs wil l  conlinuc to bc included in l'uturc ratc procccdings. 
Thcsc regulatory assets and lisbililics wcrc rccordcd as offscts to ccrlain intangible assets and liabilitics tlial WCI-c rccordcd at fair vnluc upon thc acquisition o f  L.KE. 

liegulatory Matters 

Kentucky Activitics (PPL,, LKE, LG&E a17d KU) 

In order to achieve compliance with new and pending federal EPA regulations including CSAPR and the MACT rule, in June 201 I ,  LG&E and 
KU filed an ECR plan with the KPSC requesting approval to install environmental upgrades for their coal-fired plants and recovery of the 
expected $2.5 billion in associated capital Twits, as well as operating expenses, as incurred. The ECR plan details upgrades that will be made to 
certain of their coal-fired generating stations to continue to be compliant with EPA regulations. Additionally, L.G&E and KU notified the 
KPSC that a likely further effect of the new requirements is to accelerate the retirement of three other older coal-fired plants requiring LG&E 
and KU to replace the lost energy supplied by those plants. 

L.G&E requested $1.4 billion to modernize the scrubbers at the Mill Creek generating station as well as install fabric-filter baghouse systems 
for increased particulztc and mercury control on all units at Mill Creek and for Unit 1 at Trinible County. In its KPSC application, LG&E 
estimated the inipact on rates to L.G&E's clcctric customers to be an increase of2.3% in 2012, growing to an increase o f  19.2% in 2016. KIJ 
requested $1. I 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 landfill at the E.W. Brown generating 
station. In  its KPSC application, KU cstiniated the impact on rates to KU's electric custonicrs to be an increase of 1 "S% in 2012, growing to an 
increase of 12.2% in 20 16. 

Certain parties havc submitted intcrvcntions in the ECR proceedings. nc KPSC issued a procedural schedule under which data discovery is 
cxpectcd to continue into tlie fourth quarter. A KPSC order is anticipated to be issued in Deceniber 201 1. L.G&E and KU cannot predict the 
outcome of thesc proceedings. 

In~egrcited Resolo-ce Pla t i~ i~ ig  

tegrated Resource Planning (IRP) regulations in Kentucky require nia,jor utilities to make triennial IRP filings with the KPSC. In April 201 I ,  
;&E and KIJ filed thcir 201 I joint IRP with the KPSC. The IRP provides historical and projected demand, resource and financial data, and 

other operating performance and systcni information. In May 201 1, the KPSC issued a procedural schedule and data discovery will continue 
through the third quarter. Pursuant to a December 2008 Order, KU will file the 201 1 joint IRP with the VSCC by September 201 I ,  with certain 
supplemental infomiation as required by this Order. Impending environmental regulation could result in the retirements of older, snialler coal- 
fired units and therefore thc IRP assumes approximately 800 MW o f  potential retirements of coal-fired capacity in 2016 and replacement by 
combined-cycle gas units I n  addition, the IRP assumes approxiiiiatcly SO0 MW of peak demand reductions by 2017 through existing or 
expanded DSM o r  cnergy cfficicncy programs. Iniplemcntation of the major findings of tlie IRP is subject to further analysis and decision- 
making and furthcr regulatory approvals. 

Denmid-Side Muii~1geiiieiit/Ei7ei~~~ E[f;ciency 

In April 201 I ,  LG&E and KU filed a DSM application to expand existing energy efficiency programs and iniplernent new energy efficiency 
programs. LG&E and KU requested new DSM rates to beconie effective on May 13,201 I .  On May 10, 201 1 ,  the KPSC issued an Order 
suspending the proposed rates for five months until October 12, 20 I 1 .  On May 20, 201 I ,  the KPSC issued an Order establishing a procedural 
schetlule for discovery and intervenor testimony, but the KPSC did not schedule a hearing in the proceeding. 
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PPLIY Acquisition of LKE 

'7  September 2010, the KPSC approved a settlement agreement among PPL and all of the intervening parties to PPL's joint application to the 
'SC for approval of its acquisition of ownership and control of LKE, LG&E and KU. In the settlement agreement, the parties agreed that 
J&E and KU would coniniit that no base rate increases would take effect before January I ,  2013. Under the ternis of the settlement, LG&E 

and K U  rctain 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 niechanisms 
such as the ECR and DSM. 

Virginia-Activities (PPI.., LKE atid KU) 

Rate Case 

In April 201 1, KIJ 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 reflects a rate of return on rate base of 8%, based on a return on equity of 1 1%, 
inclusive of expenditures to complete TC2, all new flue gas desulfurization controls, recovery over five years of a 2009 storni 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. 

Lewdired Fuel Factor 

In February 201 1, KU filed an application with the VSCC seeking approval of an increase in its fuel cost factor beginning with scrvice 
rendcrcd in April 20 1 1. In March 201 1, a hearing was held on KU's requested fuel factor and an Order was issued approving a revised fuel 
factor to be in effect beginning with service rendered on and after April I ,  20 1 1 ,  with recovery of the regulatory asset for prior period under 
recoveries ovcr a three-year period. 

Sforin Cos~.s 

In  December 2009, a major snowstomi hit KIJ's Virginia service area causing approximately 30,000 customer outages. During the nomial 
2009 Virginia Annual Infomiation Filing (AIF), KU requested that the VSCC establish a regulatory asset and defer for firture recovery $6 
million in incremental operation and maintenance expenses related to the storni restoration. In March 201 1, the VSCC Staff issued its report 
I KU's 2009 AIF stating that i t  considered this storm damage to be extraordinary, non-recurring and material to KU. The Staff Report also 

ommended establishing a regulatory asset for these costs, with recovery over a five-year period upon approval in the next base rate case. In 
.,larch 201 I ,  a regulatory asset of $6 million was established for actual costs incurred. In June 201 1, the VSCC issued an Order approving the 
recommendations contained in the Staff Report. 

Pennsylvania Activities (PPL, and PPL. Electric) 

Act 129 requires electric utilities to meet specified goals for reduction in custonicr electricity usage and peak demand by spccified 
dates. Utilities not meeting the requirements of Act 129 are exposed to significant penaltics. 

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 overall electricity consumption of 1 .O% by 201 1 and 3.0% by 2013, and reduced peak demand of 4.5% for the 100 hours of highest 
dcniand by 201 3. To date, PPL, Electric has met the 201 1 requirement. EDCs will be able to recover the costs (capped at 2% of the EDC's 
2006 revenue) of implementing their EE&C Plans. In October 2009, the PUC approved PPL Elcctric's EE&C Plan. The plan includes 14 
programs, all of which are voluntary for custoniers. 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 pemiission to modify two conipoiicnts of its EE&C Plan. The PUC issued its Final Order in January 
201 1, appro! ing 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 and in May 201 I ,  the PUC approved those changes. 
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Act 129 also requires installation of smart meters for new construction, upon the request of consuniers at their cost, or on a depreciation 
schedule not exceeding IS years. Under Act 129, E X s  will be able to recover the costs of providing smart metering technology. In August 
'009, PPL. Electric filed its proposed smart meter technology procurement and installation plan with the PUC. All of PPL Electric's metered 

toniers currently have smart meters installed at their service locations, and FPL, Electric's current advanced metering technology generally 
... risfies the requirements of Act 129 and does not need to be replaced. In June 2010, the PUC cntered its order approving PPL Electric's smart 
nicter plan with several niodifications. 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 I ,  201 I .  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 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 mix of spot market purckses ,  shcit-tern1 contracts and long-temi contracts (four to 20 years), with long-term contracts limited 
t6  u p  to 25% of the load unless otherwise approved by the PIJC). The DSP wiil be able to recover the costs associated with a competitive 
procurement plan. 

Under Act 129, the DSP conipetitive 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 I ,  20 1 1 through May 3 1 ,  201 3 ,  and PPL Electric has begun purchasing 
under that plan. In December 2010, the PIJC approved PPL Electric's rate rider to recover the costs of providing default service. 

PUC Investigarioti of Retail Market 

In April 201 I ,  the PUC opened an investigation of Pennsylvania's rctail 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 PlJC 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. In July 201 I ,  the PUC entered a r  crder initiating phase two of the investigatior? which will study how best to 
address issues identified by the PUC as being most relevant to i m p r o h g  the current retail electricity market. I t  is likely that investigation will 
not be completed before the end of the year. PPL. Electric cannot predict the outcome of the investigation. 

Legislation - Regtilatory Proceh-es and Meclianisms 

- June 20 1 1, the Pennsylvania House Consumer Affairs Committee approved legislation that would authorize the PUC to approve regulatory 
mdures  and nicchanisnis to provide for more timely recovery of a utility's costs. Those procedures and mechanisms include, but are not 

trmited to, the use of a fully projected test year and an automatic adjustment clause to recover certain capital costs and related operating 
expenses. The legisla!ion is now before the rull Pennsylvania House of Representatives. PPL Electric is working with other stakeholders to 
support passage of this legislation. 

Federal Matters 

FERC Forimila Rules 

(PPL. and PPL Electric ) 

In May 2010, PPL Electric initiated the 2010 Annual Update of its fomiula 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 fornial 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 
niunicipal customers filed answers to PPL. Electric's motion to dismiss and its responses to the fomial challenge. PPL. Electric cannot predict 
the outcome of this proceeding which remains pending before the FERC. 

International Activities-(PPL) 

( J ~  K. Ovei-head Electricity Networks 

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 shoald 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 IJ.K. electricity network should comply with the issued guidance. WPD 
cstiniates that the cost of compliance will be approximately $1 26 
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million. The projected expenditures in the current regulatory period, April 1, 2010 through March 3 I ,  2015, have been included in allowed 
revenues, and it is expected that expenditures beyond this five-year period (including WPD Midlands expenditures) will also be included in 
-{lowed revenues. The 1J.K Government has detemiined that WPD(South Wales) and WPD Midlands should comply by 2015 and WPD 

uth West) by 2018. 

To improve network reliability, the U K Governnient amended a regulation relating to safety and continuity o f  supply by adding a new 
obligation which broadly requires, beginning January 3 1 ,  2009, network operators to implement a risk-based program to clear trees away from 
overhcad lines. WPD estimates that the cost of compliance will be approximately $208 million over a 2s-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 incltrded in allowed revenues. 

In addition to the above, WPD (East Midlands) and WPD (West Midlands) were not in compliance with earlier regulations pertaining to 
overhcad line clearances as of the acquisition date. WPD (East Midlands) and WPD {West Midlands) expect to incur costs through 2015 to 
comply with thesc requirements that are not included in allowed revenues under the current price control review. Management is in the process 
of assessing and quantifying this exposure as a result of the acquisition. 

New U. K. Pricing Model 

The electricity distribution subsidiaries of PPL, WW and PPL WEM operate under distribution licenses and price controls granted and set by 
Ofgem for each of their distribution subsidiaries. The price control formula that govems 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. Ofgeni 
completed its review in December 2009 that became cffcctive April I ,  2010 and will continue through March 31,201.5. 

In October 201 0, Ofgeni announced a new pricing model that will be effective for the U.K. electricity distribution sector, beginning April 
201 5. The model known as RHO (Revenues = Incentives + Innovation + Outputs), is intended to encourage iovestnient in regulated 
infrastructure. Key compcnents of the model are: m exrension of the price review period froni five to eight vears, 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 L.ow Carbon Network Fund to stimulate innovation and continued use of a single 
weighted average cost of capital. 

7. Financing Activities 

ed i t  Arrangements and Short-term Deht 

(PPL,, PPL. Eiierg;t~ Siipply, PPL, Elecrric, LKE, LG&E and KU) 

Credit facilities arc maintained to enhance liquidity and provide credit support, and as a backstop to commercial paper programs, when 
necessary. The following credit facilities werc in place at: 

June 30, 201 1 December 31,2010 
Letters of Letters of 

Expiration Borrowed Credif Unused I)orrowed Credit 
Date Capacity (a) Issued Capacity (a) Issued 

PPL 
WPD Gedit FLK ilitier 

PPL W W  Syndicatcd 
Crcdit Facility (b) 

WPD (Sotith West) 
Syndicatcd Credit Facility 

W P D  (East Midlands) 
Syndicatcd Credit I’ticility (e )  

WPD(Wcs1 Midlands) 
Syndicated Credit Facility (c) 

Uncommitted Credit I:acilitics 
Total WPD Crctlit Facilitics (d) 

PPL Energy Supply ( e )  
Syndicatcd Credit Facility (f) 
Lct tcr  of Credit Facility 
Structured Crcdit Facility (g) 

Total PPL Energy Supply 
Crcdrt I acilitrcs 

Jan.2013 f. 150 f 

July 2012 210 

Apr. 2016 300 

Am. 2016 300 

11.3 n/a f 3 7 L I15  n/a 

n/a 210 nla 

f 70 230 n/a n/a 

71 229 n/a n/a 
I I 3  3 I I O  f 3 

f 1,073 E 113 f 144 f 816 f 115 f 3 

Dcc.2014 $ 3,000 $ 250 $ 122 $ 2,628 $ 3 50 
Mar 20 I3  200 n/a 55 I45 n/a $ 24 
Mar 201 I nla nla n/a n/a n/a 161 

$ 3,200 S 250 $ 171 $ 2,113 $ 350 $ I85 
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Deceniber 31, 2010 June 30,201 I 
Letters of Letters o f  

Expiration Borrowed Credit Unused Uorrowed Credit 
Date Capacity (3) Issued ta) Issued Capacity 

Dcc 2014 $ 200 $ 13 $ 187 $ I 3  
.luly 201 I I50 nla I50 nla 

$ 350 $ 13 $ 331  $I 13 

r PL Electric (e) 
Syndicated Credit Faci l i ly  
Asset-backed Credit Facility (11) 

Tot;il PPL. Electric Credit Facilities 

LG&E ( e )  (i) 
Syndicated Credit Facil ity (j) 

KU (e) (i) 
Syndicated Credit Facil ity (j) 
Lcttcr of Credit Facility (k) 

Total K U  Credit Facilities 

400 $ 400 $ I63 Dcc 2014 $ 

Dcc 2014 $ 400 $ 400 $ I98 
Apr. 2014 I 9 8  nla $ 198 nla n/a 

$ 598 $ 198 $ 400 $ I98 

Amounts borrowcd arc rccoi-(led as "Short-tcrni debt" on the Balance Shccts. 

Tlic boriowing oiitstanding ;it lune 30, 201 I was a IJSD-denominated borrowing o f  $181 million, which cqimtcd to f l  I 3  million at tlic tiinc of borrowing and bore interest 
at approximately I 07% 

In April 201 I, following llic coniplction o f t l i c  acquisition of WPD Midlands, WPD (East Midl;lnds) and WPD (West Midlands) cacli cntcrcd into a t300 inillion 5-year 
syndicatcd crctlit fiicility Under tlic facilities, WPD (East Midlands) and WPD (West Midlands) cnch have tlic ability to inakc cash borrowings and to rcqiicsl tlic lcndcrs to 
issiic up to fX0 ni i l l io i i  ollcltcrs of credit in licit of borrowing. Each company pays customary coiiiinitiiicnt and uliliziition fees under its respective facility, and borrowings 
gcncrally bc;ir iiitcicst a t  LIBOR-b;isctl ~ i t c s  plus ii spread, depending tipon the respective compilny's senior unsecured long-tcnii debt rating. Each credit facility contains 
fin;inci:il covenants that require tlic respective conipany to maintain ;in interest coverage ratio of consolidatcd catnings bcforc interest, incoinc taxes, depreciation and 
iiiiioflizitioii to interest cxpcnsc o l a t  least 3 0 to I and total nct dcbt not in cxccss nf BY%, of its RAV, in c3ch ciisc c;ilciilatcd in accordance with tlic credit facilities. An 
aggrcg:itc of$7 mil l ion in fccs WCI-c incurred in conncclion with cslablisl:ing Ihcsc facilities 

In lune 201 I, W P D  repaid LX4 mill ion o f  short-term debt (which cquatcd to $ I 3 8  inillion at tlic time ofrcpayincnt) with procccds rcccivcd from tlic issuance of long-term 
dcbt Although financial inforination 01' foreign subsidiaries i s  recorded on a one-iiionth lag, tlic repayment o f  short-term debt i s  rcllcctcd in the financial statcincnts for tlic 
qu:irtcr ciitlctl .lune 30, 201 I Scc "L.ong-tcrni Debt and Equity Securities" below for furtlicr discussion. 

At .lune 30, 20 I I, the unused capacity of tlic WPD crcdit facilities was approximately $1.3 billion 

All credit facilities $11 PPL. Energy Supply, PPL Electric, L.G&E and K U  also apply to PPL on a consolidated basis Tor financial reporting purposes. 

The borrowing outstanding at .June 30, 201 I bears interest at 2 44% 

In March 201 I, PPL, Energy Supply's $300 mill ion Structured Credit Facility cxpircd PPL. Energy Supply's obligations tinder this facility wcrc supported by a $300 mill ion 
lcttcr o f  credit issued on PPL. Energy Supply's bchalfuntlcr a separate bui related $300 inillion 5-year credit agrccincnt. which iilso cxpircd in March 201 I 

PPL. E,lcctric participatcs iii ;in wssct-backed coiiiiiicrcial paper progrnm tliiough which PPL, Electric obtains linancing by selling and contributing its eligible xcoiints 
rcccivablc and tinbillcd icvcnuc to ii spcci;il purpose, wholly owned subsidiary on  an ongoing basis. The subsidialy has plcdgcd tllcsc assets to sccurc loans froin a 
coiiiiiicrcial p p c i  conduit sponsored by ii financial institution. 

At lune 30, 201 I :nid L>cccnibcr 31, 2010, $274 nii l l ioi i and $248 million of accounts rcccivablc and $87 niillion and $134 million ofunbil lcd rcvcnuc wcrc plcdgcd by tlic 
subsidiaiy untlcr tlic credit agrccmcnt rcliitcd to PPL. Electric's and the subsidiat y's pnrticipntion in the nssct-backed coiiiincrcial paper program. Based on the accounts 
rcccivablc mid unbillcd rcvciiiic plcdgcd ;it lune 30, 20 I I, the aiiioiint available for borrowing under the lacility was limited to $107 million. PPL Elcclric's salc 10 i ts  
subsidiary of tlic accounts rcccivnblc and unbillcd rcvcnuc i s  an absolutc sale of asscts, and PPL Electric docs not retain an interest in tlicsc assets. However, for financial 
reporting puiposcs. tlic subsidiaiy's financial results arc consolidated in PPL. Electric's financial statciiicnts PPL. Elcctiic perforins certain record-keeping and cash 
collection functions with respect to tlic iisscts in return for a servicing fcc froin tlic subsidiary. 

In luly 201 I, PPL. Electric and tlic subsidiary cxtcndcd the expiration date of tlic credit agrccmcnt to July 2012 

All  credit facilities at L.G&E and K U  also apply to  L.KE on a consolidated basis for financial reporting purposcs 

In June 201 I, tlicsc facilities wcrc ;niicndcd s i ic l i  tliat the fccs and tlic spreads to bcnchinark interest rates for borrowings depend upon thc rcspcctivc company's senior 
secured long-tctin debt rating riillicr than the senior unsecured long-tcnn debt rating. 

In April LO1 I, K U cntcicd into a letter of cicdit facility that liiis bccn uscd to issue lcttcrs ofcrcdit to support outsranding tax-exempt bonds. Thc facility contains a 
financial covenant requiring KU's debt to total capitalization not to cxcccd 70%, as calculated in accordance with tlic credit facility. K U  pays customary coininitmcnt and 
Icttcr o f  credit fees under tlic new facility. 
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(PPL aiid PPL, Energy Siipply) 

'DL Energy Supply maintains a $500 niiliion Facility Agreenient expiring June 201 7, whereby PPL Energy Supply has the ability to request up 

,nditions. At June 30, 201 I ,  PPL, Energy Supply had not requested any capacity for the issuance of  letters of credit under this arrangement. 
3500 million of committed letter of credit capacity at fees to be agreed upon at the time of each request, based on certain niarket 

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 Bninner Island. PPL Montour and PPL. Brunner Island have granted liens on their respective generating facilities to secure any amount 
they may owe under thcir guarantees The facility expires in November 201 5, but is subject to automatic one-year renewals under certain 
conditions. There vws no secsred obligations outstanding under this facility at June 30, 201 1. 

(PPL and 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 20 14, based on available capacity. PPL Electric had no commercial paper outstanding at June 30,201 1 ~ 

(PPL Energy Supply, PPI, Eleclric. LKE, LG&E aiid KU) 

See Note 1 1  for discussion of intercompany borrowings. 

201 1 Bridge Facility (PPL) 

In March 201 1, concurrently and in conn:c!ion with entering into thc agreement to acquire WPD Midlands, PPL entcred into a commitment 
letter with certain lcnders pursuant to which the lcnders committed to provide PPL with 364-day unsecured bridge financing of up to €3.6 
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 conimitnient lenders. Upon the syndication of the 
commitment, in March 201 I ,  PPL Capital Funding and PPL, WEM, as borrowers, and PPL, as guarantor, entered into the E3.6 billion 201 1 
Bridge Facili!y. During the six months ended June 30, 201 1,  PPL incurred $43 million of fees in connection with establishing the 201 1 Bridge 
'?cility, which i s  reflected in "Interest Expense" on the Statement of Income. Of the total fees incurred, $36 million was recorded in "Interest 

pense" on the Statement of Income for the three months ended June 30,201 1 ~ 

On April 1, 201 1, concurrent with the closing of the WPD Midlands acquisition, PPL. Capital Funding borrowed an aggregate of E l  .7.5 billion 
and PPL, WEM borrowed E1.85 billion under the 201 1 Bridge Facility. Borrowings bore interest at approximately 2.62'%, dcteniiined by one- 
nionth 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 tcmis of the 201 1 Bridge Facility, PPL, Capital Funding's borrowings of E l  .75 billion wcrc repaid with approximately 
$2 8 billion of proceeds rcceivcd from PPL's issuance of common stock and 201 1 Equity llnits in April 201 1, as discussed in "L,ong-tcrni Debt 
and Equity Securitics" below. In April 201 I ,  PPL WEM rcpaid €6.50 million of its 201 1 Bridge Facility borrowing. Such repayment was 
funded primarily with proceeds received from PPL WEM's issuance of senior notcs, which is also discussed below. In May 201 1 ,  PPL WEM 
repaid the remaining E l  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 WI'D (West Midlands), as described below. 

In anticipation of the repaynient of a portion of the borrowings undc; the 201 1 Bridge Facility with U S. dollar proceeds received from PPL's 
issuance of coninion 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 econoniically hedge thc foreign currency exchange rate risk related to the repayment. See Note 14 for 
hrther discussion 
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Long-term Debt and Equity Securities 

'VX) 

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 W P D  (East Midlands), and E250 million of Senior Notes due 2025 (2025 Notes) previously issued by 
WPD (West Midlands), equating to an aggregate principal aniount 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 2025 Notes currently bear interest at 6.00%. 

The niaximum rate of interest allowable under the adjustment provisions is 6.50% 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-tenn c r d :  ratings assigned to the notes by Moody's or S&P 
are withdrawn by either of the rating agencies or reduced to a lion-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 April 201 I ,  PPL. issued 92 million shares o f  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 
niillion underwriting 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 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 291 I Purchase Contract obligates the holder to purchase, and PPL to sell, for $50.00 a number of shares cf PPL common stock to bc 
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 I ,  2014, 
subject to antidilution adjustments and an early settlement upon a Fundamental Change as follows: 

o 

o 

if the average VWAP equals or exceeds approximately $30.99, then 1.6133 shares (a minimum of  3 1,540,Ol 5 shares); 
if the average VWhP is less rhan approximately $30.99 but greater than $25.30, a number of shares of coninion stock having a value, 
based on the average VWAP, equal to $50.00; and 
if the average VWAP is $25.30, then 1.9763 shares (a maximum of 38,636,665 shares). 

If holdcrs elect to settle the 201 1 Purchase Contract prior to May I ,  2014, they will receive 1.61 33  shares of PPL common stock, subject to 
antidilution adjustments and an early settlement upon a Fundamental Change. 

A holder's ownership intcrcst 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 Contract chooses at any time no longer to be a holder of the 2019 Notes, such holder's obligation under the 201 1 
Purchase Contract must be secured by a U S. Treasury sccurity. 

Each 201 I 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 IJnit. 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. IJntil any deferred contract adjustment payments have been paid, PPL niay 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 niay, at its option, redeem the 2019 
Notes, in whole but not in part, at any time, a t  par plus accrued and unpaid interest. The 2019 Notes are expected to be remarketed in 2014 into 
two tranches, sirch 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 2019 Notes to be reniarketed. One tranche will mature on or about the third anniversary of the settlement of the 
remarketing, and the othcr tranche will mature on or about the fifth anniversary of such settlement. Upon a successful reniarketing, the interest 
rate on thc 2019 Notes niay be reset and the maturity of the tranches niay 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 

54 



201 9 Notes will have tlic right to put their notes to PPL. Capital Funding on May I ,  2014 for an aniount equal to the principal amount plus 
accrued intercst. 

x 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 
...,nseciitivc interest periods unt i l  the earlier ofthe third anniversary of the intercsi payment due date and May 2016. Deferred intercst 
payments will accruc additional interest at a rate equal to the interest rate then applicable to the 2019 Notcs. IJntil any deferred interest 
payments have bccn paid, PPL, niay not, subjcct to certain exceptions, (i) declare or pay any dividends or distributions on, or redeem, purchase 
or acquirc or make a liquidation payment with respect to, any  of its capital stock, (ii) make any payment of principal of, or interest or premiuni, 
if any, on,  or rcpay, purchasc or redeem any of its debt securities that upon its liquidation ranks equal with, or junior in interest to, the 
subordinated guarantcc of tlic 20 I9 Notes by PPL as of the date of  issuance and {iii) make any paynxnts regarding any guarantee by PPL of 
sccurities of any of its subsidiaries (other than PPL, Capital Funding) if the guarantee ranks equal with, or junior in interest to, the 2019 Notes 
as of the date of ihelr issuance. 

In the financial statcnicnts, tlie proceeds from the sale of the 201 1 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 o f  each instrument at the tinie of 
issuance. As a result, the 2019 Notes were recorded at $978 million, which approximated fair value, as long-term debt. At the tinie of 
issnance, the present valuc of tlie contract adjustment payments oF$123 million was recorded to other liabilities representing the obligation to 
make contract adjustnicnt payments, with an offsetting reduction to additional paid-in capital for the issuance of  the 201 1 Purchase Contracts, 
which approxiniatcd the fair valuc of cach. The liability is being accreted through intcrest expense over the three-ycar temi of the 201 I 
Purchase Contracts. Thc initial valuation of the contract adjustment payments is considered a non-cash transaction that is cxcluded from the 
Statcnient of Cash Flows in 201 1. Costs to issue the 201 1 Equity Units were priniarily allocated on a relative cost basis, resulting in $2.5 
million being rccordcd to "Additional paid-in capital" and $5 million being recorded to "Other noncurrent assets". See Note 4 for EPS 
considerations rclatcd to tlic 20 1 1 Purchase Contracts. 

Also in April 201 I ,  PPL WEM issued $460 million of 3.9oy0 Senior Notes due 2016 (2016 Notes) and $SO0 million of S.37SY0 Senior Notes 
due 202 1 (202 1 Notcs). The 201 6 Notcs may be redeemed any tinic prior to niaturity at PPL, WEM's cption at  make-whole redemption 
priccs. Thc 2021 Notcs may bc redeemed 3t PPL. WEM's option at make-whole redemption prices until the date three months prior to maturity 
and at par thcrcaftcr. PPL WE.M received proceeds of $95.3 million, net of discounts and underwriting fees, from the combined issuancc of the 
notes. The net procceds were used to rcpay a portion of PPL WEM's borrowing under the 201 1 Bridge Facility as discmssed above. In 
connection with the issuance of the scnior notes, PPL WEM, through PPL., entered into cross currency interest rate swaps for the entire 
aggregate principal amount of cach series of notes in order to hedge PPL WEM's risk of variability in the GBP functional currency equivalent 
-sh flows related to its 1J.S. dollar interest and principal payments on the notes. 

In May 201 I ,  WPD (West Midlands) issued i800 million o f  5.75% Senior Notes due 2032 (2032 Notes) and WPD (East Midlands) issued 
E600 million of 5.25'%, Senior Notes duc 2023 (203.3 Notes). WPD (West Midlands) and WPD (East Midlands) coliectively received proceeds 
of & I  .4 billion, which equated to $2.2 billion at tlie tinie of issuance, net of discounts and undcnvriting fees, from the combined debt 
issuances. A portion of tlie net proceeds were dividcnded to PPL, WEM and uscd to repay thc rcniaining balance of PPL, WEM's borrowing 
undcr tlie 201 I Bridgc Facility in May 201 1 as discussed above. The balance of tlie net proceeds have been or will be used to prc-fund ccrtain 
capital expenditures and for other gencral corporate purposes. 

The 2032 Notes and the 2023 Notcs may be put by thc holders back to thc rcspectivc issucr for redemption if the long-terni credit ratings 
assigncd to ihc notcs by Moody's or S&P arc withdrawn b y  either of the rating agencies or reduced to a non-investment grade rating of Bal or 
BB+ in connection with a rcstructuring event. A restructuring event includes tlic loss of, or material adverse change to, the distribution license 
under which WPD (Wcst Midlands) and WPD (East Midlands) opcrate. 

In June 201 1, WPD (East Midlands) issucd E100 million of Index-Linked Notes due 2043 (2043 Notes). The  principal amount of the 2043 
Notes is adjusted on a scmi-annual basis 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 $163 million at tlie time of issuance, net of discounts and underwriting fees, from tlie 
issuancc of tlie 2043 Notes As discussed below, the majority of the net proceeds were used to repay certain short-term debt. 

The 2043 Notcs may be put by the holders back to WPD (East Midlands) for redemption if thc long-term credit ratings assigned to the notes by 
Moody's or S&P arc withdrawn by either of tlic rating agencies or reduced to a non-invcstnient grade rating o f  Bal or BB+ in connection with a 
rcstructuring cvcnt A rcstructuring event includes the loss of, or material advcrse change to, the distribution license under which WPD (East 
Midlands) operatcs. 

55 



Although financial information of foreign subsidiaries is recorded on a one-nionth lag, the June 201 1 issuance of the 2043 Notes, and the 
-4ated repayment of  E84 niillion of short-temi debt (which quated to $138 million at the time of repayment), are reflected in the financial 

ements for the quarter ended June 30, 201 I due to the materiality of the issuance of the 2043 Notes. 

In J d y  201 I ,  PPL. Energy Supply redeemed at par the entire $250 million aggregate principal amount of its 7“00% Senior Notes due 2046 

(PPL and PPL Etecti-ic) 

In JUIY 201 I ,  PPL Electric issued $250 million of 5.20% First Mortgage Bonds due 2041. 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 icceived proceeds of $246 
million, net of discounts and underwriting fees. The net proceeds will be used for capital expenditures and other general corporate purposes. 

Also in July 201 I ,  PPL. Electric redeemed the entire $400 million aggregate principal amount of its 7.125% Senior Secured Bonds due 2013 for 
$458 million, plus accrued interest. 

(PPL.. LKE, L.G& E am/ KU) 

In April 201 I ,  LKE, LG&E and KU each filed a 201 1 Registration Statement with the SEC, as agreed in registration rights agreements entered 
into in connection with the issuances of senior notes (in the case of L.KE) and first mortgage bonds (in the case of L.G&E and KU) in 
November 2010 in transactions not registered under the Securities Act of 1933. See Note 7 in PPL’s 2010 Form 10-K for additional 
information on the original debt issuances. The 201 1 liegistration Statements relate to offers to exchange either the senior notes or first 
mortgage bonds issued in November 201 0 with similar but registered securities. The 201 1 Registration Statements became effective in June 
201 I ,  and the e x c h a n p s  were completed in July 201 I ,  with substantially all of LKE’s senior notes and LG&E’s and KLJ’s first niortgage bonds 
being exchanged. 

(PPL, LKE cind L.G&E) 

In January 201 1 ,  L.G&E remarketed $ 1  63 million of variable rate tax-exempt revenue bonds, which were issued on its behalf by . wisville/Jefferson County, Kentucky, to unaffiliated investors in a temi rate mode, bearing interest at I .90% into 2012. At December 3 1, 
I O ,  such bonds were held by L.G&E and reflected as “Short-temi investments” on the Balance Sheet. The proceeds from the remarketing 

Nere used to repay a $ 1  63 million borrowing under L.G&E’s syndicated credit facility. 

Legal Separateness 

(PPL, PPL, Energy Supply, PPL. Electric and LKE) 

The subsidiaries of PPL. are separate legal entities. PPL.’s subsidiaries a re  not liable for the debts of PPL.. Accordingly, creditors of PPL niay 
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, nor are its subsidiaries liable for the debts of one anothcr. Accordingly, creditors of PPL,’s 
subsidiaries may not satisfy their debts from the assets ofPPL, or its other subsidiaries absent a specific contractual undertaking 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 LKE are each separate legal entities. These subsidiaries arc not liable for 
the debts of PPL. Energy Supply, PPL. Electric and L.KE. Accordingly, creditors of PPL. Energy Supply, PPL Electric and L,KE 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 L.KE 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 niay not satisfy their debts from the assets of PPL, Energy Supply, PPL Electric and L I E  
(or their other subsidiaries) absent a specific contractual undertaking b y  that parent or other subsidiary to pay such creditors or as required by 
applicable law or regulation. 
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Distributions and Capital Contributions 

'"PL) 

May 201 I ,  PPL declared its quarterly coninion stock dividend, payable July 1, 201 I ,  at 3.5.0 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 Sipply, PPL Electric, LKE, LGBE and KIJ) 

During the six months ended June 30,201 I the following distributions and capital contributions occurred: 

PPL Energy 
Yupply ' PPL Electric LKE LG&E KU 

Dividcnds/distributions paid to parcnt 
Capital contributions rcccivcd from pircnt 

$ 134(a) $ 52 $ 146 $ 42 $ 68 
I68 

(a) In xldition to tlic cash distributions paid, in lanuary 201 I ,  PPL. Encrgy Supply distributed its mcmbcrship intcrcst in PPL. Global to its parcnt company, PPL. Encrgy 
Funding SCC Notc 8 Tor additional information 

8 . Acquisitions, Development and Divestitures 

(PPL, PPL Energy Supply, PPL Eleclric, LKE, LG&E and KU) 

PPL continuously evaluates potential acquisitions, divestitures and development prqjects as opportunities arise or are identified. Development 
projects are continuously reexamined based on niarket conditions and other factors to determine whether to proceed with the projcds, sell, 
cancel or expand them, execute tolling agreements or pursue other options. Any resulting transacticas may impact future financial results. See 
below for information on PPL's acquisitions of MJPD Midlands and L.KE, PPL. Energy Supply's distribution of its membership interest in PPL. 
Global to its parcnt, 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. 

* cquisitions 

On April 1, 20 I 1, PPL., through i ts  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 Lhiited, the sole owner of Central Networks West plc, together with certain 
othcr related asscts and liabilities (collectively refcrred to as Central Networks and subsequently renamed WPD Midlands), from subsidiaries of 
E O N  AG The consideration for tlic acquisition consisted of cash of $5.8 billion, including the rcpaynient of $1.7 billion of affiliate 
indebtedness owed to subsidiaries o f  E ON AG, and approximately $800 million o f  long-tcmi 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, efficiencies and othcr 
benefits arc expected from the combined operations. 

The fair value of the consideration paid for Central Networks was as'follows (in billions): 

Aggrcgatc cntcrprisc considcration 
Lcss: lair valuc or long-tcrin dcbt outstanding assumcd through consolidation 
Total cnsli considcration paid 
L.css: funds madc availablc to Ccntral Nctworks to rcpay prc-acquisition afiliatc indcbtcdncss 
Cash considcration paid for Ccntral Nctworks' outstanding ordinary sharc capital 

$ 6 6  
0.8 
5.R 
I .I 

$ 4. I 

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 201 1 Bridge Facility using proceeds from the pemianent financing, including April 201 1 issuances of 
coninion stock and 201 1 Equity Units, and proceeds from the issuance ofdebt by PPL, WEM, WPD (East Midlands) and WPD (West 
Midlands) in the second quarter of 201 1. See Note 7 for additional information on the 201 1 Bridge Facility and pemianent financing. 
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Preliminaty Piircliase Price Allocation 

e following table suniniarizes (in billions) the  prcliniinary allocation of the purchase price to the fair value of the major classes of assets 
quired and liabilities assumed. 

Currcnt assets (a) 
PP&E 
lntangiblc asscts (b) 
Othcr noncurrent assets 
Currcnt liabilities (e) 
PPL W E M  affiliate indcbtcdncss 
L,ong-term debt (current and noncurrcnt) (e) 
0 t h  nonciirrcnt liabilitics ' p )  

Net idcntifiablc assets acquired 
Goodwill 

Net asscts acquired 

2.3 
$ 4. I 

(a) 
(b) 

(e) 

Includes gross contractual amount oftlie accounts receivable acquired or$ I 19 million, which approximates fair value. 
lntangiblc asscts iccorded include $88 million ofcascmcnts, which havc an indcfinitc life, and $ I  I million of custoincr contracts, which havc a wcightcd-avcragc 
amortization pcriod of I O  years. 
Rcprcscnts noii-cash activity cxclutlctl from the Statcincnt of  Cash Flows Or  tlic six months cndcd Junc 30, 201 I 

The purchase pricc allocation is preliminary and could change matcrially in subsequent periods. Any changes to thc purchase price allocation 
during the measurement pcriod that result in material changes to thc consolidated financial results will be adjusted retrospectively. The 
nieasurcnicnt period can extend up to one year from the date of acquisition, but PPL. expects to complete the purchase price allocation before 
thc end of 201 1 The items pending finalization include, but are not limited to, the valuation of PP&E, intangible assets, defincd benefit plans, 
certain liabilities, goodwill and income tax-relatzd matters. 

The preliminary purchase pricc allocation resulted in goodwill of $2.3 billion that was assigned to  the International Regulated segment. This 
reflccts the expected continued growth of a rate-regulated busincss with a defined service territory operating under a constructive regulatory 
framework, cxpected cost savings, cfficiencies and other benefits resulting from contiguous service territories with WPD (South West) and 
WPD (South Wales) and the ability to lcvcrage WPD {South West)'s and WPD (South Wales)'s existing management team's high level of 
nerforniance both in capital cost efficiency and customer service. The goodwill is not expected to be deductible for income tax purposes. No 

fcrred taxes were recorded related to goodwill. 

Separahti Betre/;/ - Iti/er-ciational Regulated Segment 

In connection with the acquisition of WPD Midlands, PPL has initiated a reorganization dcsigned to transition the WPD Midlands companies 
to the same operaling structure as WPD (South Wcst) and WPD (South Wales). Thc reorganization, which is expected to be completed in carly 
201 2, is intended to [ransition WPD Midlands from a functional structure to a regional structure that will require a smaller combined support 
structure, reduce duplication and implement morc efficient procedures. 

In Junc 201 1, WPD published its new organizational structure and the job positions that will coniprisc WPD Midlands. I t  is currcntly 
estimated that approximately 600 to 800 employees of WPD Midlands will leave the companies as a result of the reorganization. Thc actual 
number of employees that leave will depend, in part, on the number of people who accept positions they are offered and on the number who 
elect voluntarily to accept severance compensation, 

The categories of separation costs to bc associated with the reorganization are severance compensation, early retirement deficiency costs 
associated with the applicablc pension plans, outplacement services and other legal and administrative expenses. Other than the cost for 
outplacement scrvices, there is considcrable uncertainty in estimating the range of costs that will ultimately be incurred, as the amount of each 
of those cost categories will depend on the nuniber of persons leaving the company, their current compensation level, years of service, age and 
the tcmis of the applicablc pcnsion plan in which they participate. As a result, a range of the total separation costs associated with the 
reorganization cannot be reasonably estimated at this time; however, separation costs arc not expected to exceed $140 million. Such 
scparaiion costs will be recognized primarily in the third and fourth quarters of201 1.  

In addition, during the second quarter of 201 1 ,  WPD recognized $6 million of separation costs associated with the dismissal of eight senior 
executives of WPD Midlands, which is included in "Other operation and maintenance" on the Statement of Income. Of  these costs, $2 million 
relates to carly retirement dcficiency costs payable under applicable pension plans and $4 million relates to severance compensation, 
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T h ~  actuai WPD Midlands opcrating revenues and net income (which are recorded on a one-nionth lag) included in PPL's Statements of 
onic for  both the thrcc and six months ended June 30, 201 1 wcrc $207 million and $7 million, representing two nionths of activity since 
date of acquisition. Thc nct income included in the International Regulatcd segment associated with the acquisition of WPD Midlands, 

cxclrtding nonrecurring acquisition-related adjustments for the three and six months ended June 30, 201 1 was $57 million. 

The pro forma opcrating revenues and nct inconic attributable to PPL, for the periods ended June 30, which includes L.KE as if thc acquisition 
had occurred January I ,  2009 and WPD Midlands as if thc acquisition had occurred January I ,  2010, are as follows. 

Thr-r Munlbs Six Months 
201 1 2010 201 I 2010 

Operating Rcvciiucs - PPL. consolidated pro forma 
Net liicoiiic (Loss) Attrihutnblc to PPL - PPL. consolidntcd pro forma 

S 2,570 $ 2,324 S 5,712 S 6 3  I 
319 I72 820 554 

Thc pro forma financial information prcscnted above has been derived from the historical consolidated financial statements of PPL and LKE, 
which was acquiicd on Novcmbcr 1 ,  2010, and from the historical combined financial statements of WPD Midlands. Income (loss) from 
discontinucd operations (nct of income taxes) of $( 1) million and $2 million for the three and six months ended June 30, 201 1 and $8 million 
and $1 3 million for the thrcc and six months cndcd June 30, 2010 was excluded from the pro fomia amounts abovc. 

Thc pro forma adjustmcnts include adjustments to depreciation, net pcriodic pension costs, interest cxpcnsc, nonrecurring adjustnicnts and the 
rclated inconic tax cffccts Nonrecurring adjustments include the following credits (cxpenscs). 

Income St.itcincnt 3liree Months Si1 Months 
201 I 2010 201 1 2010 ---- Line IlcI11 

W 1'1) i\l i d I a nii s sei1 II is i t io n 
201 I Bridgc fiiciliiy costs 
Foi-cigii curicncy loss on 201 I Bridge Facility 

licdgc giiiiis associntcd with thc 201 I Bridgc Facility 
'cdgc inclli-ctivcncss 
,.K stamp duty tax  

Otlicr acqiiisition-icl;ited costs 

L K E  acquisition 
2010 13ridgc Fxi l i ty  cosis 
Othci ;iccltiisitioii-icl;ite[l costs 

tiitcrest Expcnsc S (36) $ (43) 
Otlicr lncoinc (Expcnsc) - net ( 5 8 )  (58) 
Othcr lncoinc (Expcnsc) - net 63 56 
lntcrcst Expcnsc (12) (12) 
Otlicr lncoiiic (Expense) - net (21) (21) 
([I) (42) (52) 

Intcrcst Expcnsc 
Otlicr lncoiiic (Expcnsc) - iict 

(a)  PI imarily iiicltidcs xlvisoiy, i iccwi)ting and lcgol fees rccortlcd in "Other liicoiiic (Expense) - nct" and tlic scpnintion costs rccognizcd during tlic sccond quarter o f20  I I 
as no tcd  abovc. rccoitlcd in "Oilier opcrahi i  and iiiaintcnnncc" on the Statcnicnts 01' lncoiiic 

Acquisition of L.KE (I'PL., L.KE, LG&E cind KIJ) 

Sec Notcs 1 and 10 in PPL.'s 2010 Form 10-K and Notc 2 in thc annual financial statcnicnts included in the 201 1 Registration Statements (in the 
case of  L.KE, L.G&E and KU) for infomiation on PPL's Novcnibcr 2010 acquisition of LKE. 

Devclopmcnt 

(PPL, L.KE, L,G&E citid KU) 

In January 20 I I ,  LKE began dispatching electricity from TC2 to meet customer demand. Sce Note I O  in this Fomi IO-Q, Notes 8 and IS  in 
PPL's 2010 Fomi I O - K  and Notc 13 in thc annual financial stateiiients included in the 201 1 Registration Statenients (in the case of LKE, LG&E 
and KU) for additional information. 



NRC continues to review thc COLA submitted by a PPL. Energy Supply subsidiary for the proposed B d l  Bend nuclear generating unit to 
'built  adjacent to the Susquchanna plant. PPL. has made no decision to proceed with construction of Bell Bend and expects that such decision 

. , I 1  no! be made for several ycars given the anticipated lcngthy N R C  license approval process. Additionaliy, PPL. has announced that it  does 
not expect to procccd with construclion absent favorable economics, a joint arrangenient with other interested parties and a federal loan 
guarantee or othcr acceptable financing. PPL. and its subsidiaries arc currently authorized by PPL.'s Board of Directors to spend up to $144 
million on the COLA and othcr permitting costs (including land costs) necessary for construction. At  June 30,201 1 and Decembcr 31, 2010, 
$ 1  I9 million and S 109 million of costs associated with the licensing application were capitalized and arc included on the Balance Sheets in 
noncurrent "Othcr intangibles." PPL. believcs i t  is probable that these costs are ultimately recoverable following NRC approval of  the COLA 
either through construction of tlic new nuclear unit, transfer of the COLA rights to ajoint venture, or sale of the C0L.A rights to another 
party. The PPL E,nergy Supply subsidiary remains active in the DOE Federal loan guarantee application process. Sec Note 8 in PDL'q 2010 
Fomi IO-I i  a r k  Note 5 i n  PPL Energy Supply's Fomi 8-I< dated June 24, 201 1 for additional infomiation. 

(PPI. und PPL. Efecii-ic:) 

PPL Electric anticipates that delays in obtaining necessary National Park Service approvals for the Susqitehanna-Roseland transmission line 
will delay its in-service date to 2014 or later. In the first qiiartcr of 201 1 ,  PJM issued an ripdatcd assessment of the new line within its 2010 
Regional Transmission Expansion Plan, which confirms that the line is needed by 2012 to prevent overloads on other power lines in the 
region. PJM has dcvclopcd a stratcgy to manage potential rcliability problems until the line is built. PPL. Electric cannot predict what 
additional actions, if any, PJM might take in the event of a contintied dclay to its scheduled in-service date for the new line. See Note 8 in each 
Registrant's 201 0 Form 10-I< for additional infomiation 

Discontinued Operations 

Sale of Certain Non-corc Ccncration Facilities 

In March 201 I ,  PPL Energy Supply subsidiaries coiiiplcted the salc of their ownership interests in certain non-core generation facilitics, which 
were included in the Supply scgment, for $38 I million. The transaction included the natirral gas-fircd facilities in  Wallingford, Connecticut 

id University Park, Illinois and an equity intcrcst in Safe Harbor Water Power Corporation, which owns a hydroelectric facility in Concstoga, 
nnsylvania In connection with thc coniplction of the sale, PPL. Energy Supply recorded insignificant losses in the first and second quarters 

~ f 2 0 1  1 "  See Note 9 in PPL.'s 2010 Fonn IO-K and Note 6 in PPL Energy Supply's Form 8-K dated June 24,201 1 for additional information, 
including after-tax impairment charges totaling $64 inillion recorded in the third and fourth quarters of 201 0. 

Following are the coniponcnts of Discontinued Operations in the Statements of Inconic for thc periods ended June 30. 

'l'lrree Muntlis Six Months 
201 I 2010 201 1 2010  

Operating rcvcnucs 
Opcrltting expenses 
Operating iiicoiiic 
Othcr incoinc (cxpcnsc) - nct 
Interest cxpciisc (a)  
lncoinc bcforc incoiiic laxcs 
Income t:tx cxpcnsc 
Inconic (Loss) froin I>iscontiniicci Operations 

(a) 

Upon completion of the salc, assets primarily consisting of $357 million of PP&E and a $14 million equity method investment, which wcrc 
classified as held for salc at December 3 I ,  2010, were removcd from the Balance Sheet. 

Rcpicscnts allocotcci intcicsl cxpcnsc based upon debt attributable 10 the gcncration facilities sold 
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Sale of Long Island Generation Business 

February 2010, PPL Energy Supply subsidiaries completed the sale of the Long Island generation business, which was included in the 
,ply segment. The definitive sales agreement included provisions that reduced tlie $135 million purchase price monthly, commencing 

,+~eniber 1, 2009. After adjusting for these price-reduction provisions, proceeds from the sale approxiniated $124 million. Thcre was no 
significant impact on earnings in the six months ended June 30, 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 Szipp/y) 

In January 201 1, PPL Energy Supply distributed its 100% membership interest in PPL, Global, which represented the entire International 
Regulatcd scgnient, 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 distrib.i!ion. The purpose of 
the  ciistriburion was to better align PPL's organizational structure with the nlanner in which it imnages these businesses, separating the U.S.- 
based conipetitive energy marketing and supply business from the U.K.-based regulated electricity distribution business. Following the 
distribution, PPL, Energy Siipply operates in a single business segnient, and through its subsidiaries is primarily engaged in 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 lnconie for the periods ended June 30, 2010. 

Operating rcvcniics 
Operating cxpcnscs 
Operating income 
Other inconic (cxpcnsc) - net 

lntcrcst cxpcnsc (a) 
Inconic bclbrc inconic taxes 
Iiuoinc tax cxpcnsc 
lnconic (Loss) lrom Discontinuctl Operations 

Three Months Six Months 

$ 178 $ 39 I 
85 I76 
93 215 

I 2 
33 64 
61 I57 
8 32 

$ 53 $ 121 

(a) 

10 connection with the distribution, the following assets and liabilities were removed from PPL Energy Supply's Balance Sheet in tlie first 

No intcicst was allocntcd, lis PPL Global is suflicicntly capitalized 

irter of 20 I I .  Except for "Cash and cash equivalents," which 1x1s been reflected as a financing activity, the remaining distribution represents 
.ion-casli transaction excluded from PPL Energy Supply's Statement of Cash Flows for the six months endcd June 30, 201 1, 

Cash and casli cquivalcnts 
Accoiints rcccivctblc 
Uiibillcd rcvcnucs 
Other c u ~ ~ c i i t  assets 
PP&E, net 
Goodwill 
Other intangiblcs 
Other noncurrent cissets 
Total Assets 

Short-tcriii debt 
Accounts piiyablc 
Accriicd intcrcst 
Otiicr ciirrcnt liabilitics 
Long-tcriii debt 
Dcfcrrcd inconic tax liabilities - noncurrent 
Accrued pension obligations 
Otlicr deferred crcdits and noncurrent liabilities 
Total Liabilities 
Net assets distributed 

$ 325 
46 
70 
21 

3,502 
619 
80 
77 

4.800 

181 
86 
71 

I12 
2.3 I 1 

399 
320 

i n  
3,512 

$ 1.288 
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9 .  Delined Benefits 

.et periodic defined benefit costs (credits) of the plans sponsored by the registrants for the periods ended June 30 were: 

PPL 
Service cost 
Iiitcrcst cos1 
Expcctcd return on plan assets 
Amortization OF 

Prioi scrvicc cost 
Actuarial (gain) loss 

Ncl periodic dclincd bcnclit 
costs (credits) pi ior 10 
tcriiiiiiiition henelits 

Termination bcnclils 
N ~ I  periodic dcfincd benefit 

costs (cicdits) 

PPI, Energy Supply 
Sei vicc cost 
IIlIcrcst cost 
Expccfcd return on plan assets 
Amortization o r  

Prior scrvicc cos1 
Actuarial ( p i n )  loss 

Net periodic dcfincd bcnclit 
cosfs (crcdits) 

I X E  
Service cos1 
llltcicst cost 
Expcctcd return on plan iisscts 
A iiiort izotioii o I: 

Prior scrvicc cost 
Ac1uari;il (gain) loss 

Net periodic dclinctl hcncfit costs (credits) 

Pension Uencfits 
l l iree Months Six Mont l is  

us. U.K. U.S. U.K. 
201 1 2010 201 I 2010 201 1 2010 201 I 2010 

$ 23 $ 15 $ 12 $ 4 5  47 $ 30 $ 17 $ 9 

(61) (44) (18) (49) ( 1  23) (88) ( 140) (99) 

6 5 I I 12 10 2 2 

54 37 73 36 IO9 74 I I2 15 

8 I 15 I2 14 2 29 24 

30 14 I3 4 59 28 20 II 
7 7 .. .. 

$ 30 $ 14 $ 15 $ 4 s  59 $ 28 $ 22 $ II -- 

I>G&E 
Service cost 
Iiitcrcsl cost 
Expcctcd return on plan assets 
Aiiiorlization or: 

Prior scrvicc cost 
Acttiaiial (gain) loss 

Net periodic tlclinctl bcnciif cos& (crcdits) 

PPL 
Service cost 
lntcrcst cost 
Expcctcd return on pliin assets 
Amortization of: 

Transition obligation 
Prior scrvicc cost 
Actuarial cost 

'et periodic tlcfincd benefit costs (credits) 

I 

$ 4 9 ;  2 s  2 $ 9 
36 4 3 75 

(49) !4) (3)  (99) 

I 2 
I 2  I I 24 

I'cnsiun Benefits 
l l i ree  Mont l i s  Six Montlis 

Predecessor Successor Predecessor Surcessor 

4 
$ 2 %  ( 5  5 

2 

Other  Postretirenient Benefits 
l l i r e e  M o n l h s  Six Months 

2011 20I0 201 1 2010 
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Other Postretirement Benefits 
l h r e e  Months 

Successor Predecessor i LKE 
Scrvicc cost 
lntcrcst cost 
Expccrcd rctiirii on plan ilsscts 
A mort izat io 11 of: 

Transition obligation 
Prior scrvicc cost 

Nct periodic dcfincd bcnclit costs (credits) 

Six Months 

Successor Predecessor 

See Notc 8 for infomiation on PPL Encrgy Supply’s January 201 1 distribution of its membership interest in PPL. Global to its parent, PPL 
Encrgy Funding, which included associatcd accrued pcnsion oblig9t’ ions. 

( P f L  E17ei.gy sitp/7!jl a i d  PPL Electric) 

In addition to the spccific plans i t  sponsors, PPL, Energy Supply and its subsidiaries arc also allocated costs of defined benefit plans sponsored 
by PPL. Scrviccs, bascd on thcir participation in thosc plans, which nianagenient belicves arc rcasonablc. PPL, Electric docs not directly 
sponsor any  dcfincd benefit plans PPL. Electric was allocated costs of defined bcnefit plans sponsored by PPL Services, based on its 
participation i n  thosc plans, which nianagcmcnt believes arc rcasonable PPL. Services allocated the following net periodic benefit costs to PPL 
Encrgy Supply and I’r L Electric, including amounts applicd to accounts that are fiirtlicr distributed bctween capital and cxpense for the pcriods 
cnded June 30. 

‘I‘hree Months Six Rlontlrs 
201 I 2010 201 1 2010 

PPL. Encrgy Supply 
1. Elcctric 

$ 8 $  9 %  15 $ 18 
6 7 12 14 

(LG&E crnd KU) 

In addition to the spccific plan it  sponsors, L.G&E is also allocated costs of defined benefit plans sponsored by L.KE, based on its participation 
i n  those plans, which nianagement believcs arc reasonable. KU docs not directly sponsor any defincd benefit plans. K U  is allocated costs of 
dcfincd bcncfit plans sponsorcd by L.ICE, bascd on its participation in those plans, which nianagcmcnt believes are reasonable. LICE allocated 
the following nct pcriodic bencfit costs to L.G&E and KU, including amounts applied to accounts that arc further distributed between capital 
and cxpcnse for the pcriods cnded June 30 

lhree Months Six Months 

201 I I 2010 201 1 I 2010 
Successor I Predecessor Successor I I’redecessor 

LGBrE, 
K U  

Expected Cash Fiows - U.K. Pension Plans 

P P L )  

During 20 1 I ,  WPD updated its expcctcd pcnsion contributions for 201 1 to $ 1 1 1 million from the $ 1  5 million expected contributions disclosed 
in PPL’s 2010 Fonn 10-K. The updated contributions reflect $ 27 million of contributions rcquired 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 June 30, 
201 1, WPD had contributed $ 91 million to its plans. 
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Health Care Reform (PPL,, PPL Eties~y Siipply, PPL Elccisic, LKE, LG&E utid KU) 

'7 March 2010, Health Carc  Rcfomi was signed into law. Many provisions of Health Care Reform do not take effect for an extended period of  
e ,  and most will rcquirc thc publication of implementing regulations and/or issuance of program guidelines. 

Beginning in 2013, provisions within Health Care Reform eliniinatcd 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 qiiartcr of 20 IO,  PPL. and its subsidiaries took the following actions and will continue to monitor the potential impact of any changes to the 
existing provisions and implementation guidance rclated to Health Care Refomi on thcir benefit programs. 

o 

o 

PPL decreased deferrcd tax assets by $13 million, increasea reguiaiory assets by $9 million, increased deferrcd tax liabilities by $4 million 
and recorded inconie tax expense of $8 million; 
PPL. Encrgy Supply dccrcascd dcferrcd tax asscts by $5 million and recorded inconie tax expense of $5 million; and 
PPL, Electric dccreased dcferrcd tax assets by $5 million, increased rcgulatory assets by $9 million and increased deferred tax liabilities by 
$4 million. 

(LKE, LGBE mid KU) 

o 1ME and KU rccordcd insignificant amounts as a rcsult of this enactment. L.G&E was not impacted 

10 . Commitments and Contingencies 

Energy Purcltase Commitments 

(PPLp L.KE, LG& E utid KU) 

Pursuant 10 il powcr purchasc agrcenxnt with OVEC, extended in February 201 1 to 2040, pcnding KPSC and VSCC approvals, L.G&E and KLJ 
are conditionally rcsponsiblc for their pro-rata share of certain obligations of OVEC undcr defined circumstances. These contingent liabilities 
may includc unpaid OVEC indcbtcdness as well as shortfall amounts in certain excess decoiiiniissioning costs and other post-employment 

mefit costs. L.KE's contingent proportionate share of OVEC's outstanding dcbt was $ 1  1 I million at June 30, 201 I ,  consisting ofL.G&E's 
ire of $77 million and KU's share of $34 million. 

(PPL mid PPL. Elecisic) 

In 2009, thc PUC approved PPL Electric's procurcnicnt plan for the pcriod January 201 I through May 2013. Through July 201 I ,  PPL, Electric 
has conductcd eight of its 14 planncd conipetitivc solicitations. Thc solicitations include a mix of long-term and short-term purchases ranging 
from fivc months to tcn years to fulfill PPL Electric's obligation to provide for customer supply as a PL.R. Sce Note G for a discussion of the 
default service supply procurement provisions of Act I29 

Legal Mattcrs 

(PPL, PPL. Etiesgy Siip,vly7 PPL, Eleclt-ic, LKE. L,G&E otid KU) 

PPL. and its subsidiarics arc involved in legal proceedings, claims and litigation in the ordinary course of business. 

(PPL,, L.KE, LG&E mid K11) 

Trinible County Unit 2 Construction 

In June 2000, LG&E and KU cntercd into a construction contract rcgarding the TC2 project. The contract is generally in the form o f a  turnkey 
agrccment for the cicsign, engineering, procurement, construction, commissioning, testing and delivery of the project, according to designated 
specifications, tcrnis and  conditions. The contract price and its components are subject to a number of potential adjustments which may serve 
to increase or dccrcasc the ultimate construction price. During 2009 and 2010, L.G&E and KU receivcd several contractual notices from the 
TC2 construction contractor asserting historical force majeure and excusable evcnt claims for a number of adjustments to the contract price, 
construction schedule, commcrcial operations datc, liquidatcd daniagcs or other relevant provisions, In September 20 10, L,G&E, KU and the 
construction 
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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 
c~nni liquidated damage calcutations. With limited exceptions, LG&E and KU took care, custody and control of TC2 in January 201 1 I L.G&E 

KU and the contractor have agreed to certain amendments to tlic constrtiction agreement whereby the contractor will complete certain 
..,tions 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 liqiiidated damages. The remaining issues are still under 
discussion with the contractor. PPL, L.KE, LG&E and KU cannot currently predict the outcome of this niattcr or the potential impact on the 
capital costs ofthis project. 

Trimble County Unit 2 Transmission 

L.G&E's and KIJ's Cer;lficate of Public Convenience and Necessity (CCN) and condenmation 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 io CCN 
challenges and federal historic preservation permit requirements have concluded with outcomes in L.G&E's 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 o f  Appeals denied that petition. In A~igtist 20 10, the landowners filed for discretionary review of that denial by the Kentucky Supreme 
Court. I n  March 20 1 1 ,  the Kentucky Supreme Court issued an order declining the discretionary review request, thus closing this matter. 

Argentina Matters (LKE, LG&E at7d H J j  

In connection with an administrative proceeding alleging a violation by a former Argentine subsidiary under that country's 2002-2003 
emergency currency exc!iange laws, claims were brought against the subsidiary's then directors, including two individuals who are executive 
officers of L.KE, in a specialized Argentine financial criminal court. Under applicable Argentine laws, directors of a local company may be 
liable for monetary penalties for a subject conipany'; violations of the currency laws. In February 201 1, the Argentine court issued an x d e r  
acquitting the former subsidiary and i ts  directors of all claims, which order has beconie final. 

(PPL und PPL. Energy Siipply) 

-?en1 Nuclear Fuel Litigation 

rederal 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, i t  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 capacity can be added as needed. The facility began receiving spent 
nuclear fuel i n  1999. PPL Susquchanna estimates that there is sufficient storagc capacity in the spent nuclear fuel pools and the on-site dry 
cask storage facility at Susquehanna to accommodate spent fuel discharged through approximatcly 20 17 under current operating conditions. If 
ncccssary, on-site dry cask storage capability can be expanded, assuming appropriate regulatory approvals are obtained, such that, together, the 
spent fricl pools and the expanded dry fuel storage facilities will accommodate all of the spcnt fuel expected to be discharged through the 
current licensed life of each unit. 2042 for Unit 1 and 2044 for IJnit 2. 

In 1996, the L J 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 &el on or before January 3 I ,  1998. In 1997, the D C. Circuit Court 
ruled that the contracts between the utilities and the DOE provide a pptentially adequate renicdy if the DOE failed to begin accepting spent 
nuclear fuel by January 3 I ,  1998. T h e  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 In May 
201 1, the parties entered into a settlement agreement which resolved all clainis of PPL. Susquehanna through December 2013. Under the 
settlement agreement, PPL. Susquehanna received approximately $ SO million for its share of clainis to recover costs to store spent nuclear fuel 
at the Susquchanna station through September 30, 2009, and will be eligible to receive payment of annual clainis for allowed costs, as set forth 
in the settlement agreement, that are incurred thereafter through the Dcceniber 3 1 ,20  13 termination date of the settlement agrcenicnt. In 
exchange, PPL Susquehanna has waived any claims 



against the United States government for costs paid or injuries sustaincd related to storing spent nuclcar fuel at PPL, Susquehanna through 
Dcceniber 3 1.20 1 3. 

mtana Hydroelectric Lhigation 

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 compensation 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 
o f  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 adniission to statehood, and that the use of them should, undcr a 
193 1 regulatory sclicnie 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 h,lontana that it  was not seeking compensation for 
the period prior to PPL, Montana's December I999 acqoisition of the hydroelectric facilities. 

Following a nuniber 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 niake prospective lease payments for use of the State's navigable riverbeds 
(subject to certain ftiture adjustments), resolving the State's claims for past and future compensation. 

Following an October 2007 trial of this niaftcr on damages, in June 2008, the Montana District Court awarded the State retroactive 
coiiipcnsation of approximately $3.5 million for the 2000-2006 period and approximately $6 million for 2007 compensation. Thosc unpaid 
amounts continue to accrue interest at 10% per year. The Montana District Court also deferred detcmiination of compensation for 2008 and 
fiiturc ycars to thc Montana State Lmd Board. In Octobcr 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 future periods. 

I*i March 201 0, the Montana Supreme Court substantially affirnicd the June 2008 Montana District Court decision. As a result, in the first 
quartcr of 2010, PPL. Montana rccordcd a pre-tax charge of $56 million ($34 million after tax or $0.08 per share, hcsic and dilutcd, for PPL.), 
rcprcscnting estimated rental conipcnsation for the first quarter of 20 I O  and prior years, including interest. Rental conipet,sation was estimated 
for pcriods subsequcnt 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 rclatcd to prior years totaled $54 million ($32 million after tax). The pre-tax charge recorded on 
thc Statcnient of Income was $49 million in "Other opcration and maintenance" and $7 niillion in "Interest Expense." PPL. Montana continues 
to accruc interest expense for thc prior years and rent expense for the current year. PPL Montana's total loss accrual at June 30,201 1 was $81 

.illion. 

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 
niattcr. In June 201 I ,  thc Supreme Court grantcd PPL Montana's petition. This matter will be briefed on its merits, with oral argument likely 
to occur in latc November or early Dcceniber 201 1 and a decision likely to be rendered by the Court by June 30,2012. TIic stay of the 
judgment granted during the procccclings bcforc the Montana Supreme Court has been extended by agrecnicnt with the State of Montana, to 
covcr thc anticipated period of the procccding before thc U S .  Supreme Court. PPL. and PPL. Energy Supply cannot predict the outcome of this 
rnattcr, but do not expect to incur niatcrial losscs beyond the estimated losses recorded. 

PJM/MISO Billing Disputc (PPL, PPL E/7ergy Sz/pp/y a d  PPL Elecrric) 

In 2009, PJM rcportcd that it  had discovcred a modeling crror in the market-to-market power flow calculations between PJM and MISO. The 
error was a rcsult of incorrcct modeling of certain gcneration resources that have an impact on powcr flows across the PJM/MISO 
border. Informal scttlemcnt discussions on this issue terminated in March 2010. Also in March 2010, MISO filed two complaints with the 
FERC conccrning the modeling error and related matters with a dcniand for $130 million of principal plus intcrest. In April 2010, PJM filed 
answcrs to the complaints and filcd a rclated complaint against MISO In its answers and complaint, PJM denies that any compensation is due 
to MISO and sceks recovery in excess of $2.5 million from MISO for alleged violations by MISO regarding market-to-market power flow 
calculations PPL participates in markets in both PJM and MISO. I n  June 2010, the FERC ordered the complaints to be consolidated and set 
for scttienicnt discussions, followed by hearings if the discussions are tins~icccssfirl In January 201 1 ,  the parties to this dispute filed a 
settlcmcnt with the FERC under which no compensation would be paid to either PJM or MISO and providing for certain improvements in how 
the calculations arc administercd going forward. The settlcnient was contcstcd by sevcral parties and in June 201 1 the FERC issucd an order 
approving the contested settlement, which order has  become final and is not subject to rehearing and appeal. 
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Regulatory ~ S S U C S  (PPL, PPL Elecwic, L.KE, LG&E atid KU) 

Note 6 for information on regulatory matters rclatcd to utility rate regulation. 

Enactment of Financial Rcforiii Ltgislation (PPL,, PPL, Etier-gy Supply, PPL, Elecrr-ic, LKE, LG&E nnd KU) 

In July 2010, thc Dodd-Frank Act was signed into law. Of particular relevance to PPL, and PPL. Energy Supply, the Dodd-Frank Act includes 
provisions that will likcly impose dcrivativc transaction reporting requirements and will require most over-the-counter derivative transactions 
to be executed through an cxchange or to be ccntrally cleared. The  Dodd-Frank Act, however, provides an exemption from mandatory clearing 
and exchange trading requircments for over-thc-countcr derivative transactions used to hedge OJ mitigate con~mercial risk. Although the phrase 
"to hcdgc or ,iiitigatc commcrcial risk" is not defincd in the Dodd-Frank Act, the 2010 rules proposed by the Commodity Futures Trading 
Coniniission (CFTC) sct forth an inclusive, ntuiti-pronged definition for the phrase. Based on this proposed definition and othcr requirements 
in the proposed rule, i t  is anticipated that transactions utilized b y  PPL, PPL. Energy Supply, PPL. Electric, LKE, LG&E and KU should qualify 
if thcy are not entercd into for spcculativc purposes. The Dodd-Frank Act also provides that the CFTC niay impose collateral and margin 
requircnients for over-thc-counter derivative transactions, including those that are used to hedge commercial risk. However, during drafting of 
the Dodd-Frank Act, certain mcmbcrs of Congress adopted report language and issued a public letter stating that it was not their intention to 
impose margin and collatcral requirements on counterparties that utilize these transactions to hcdgc commercial risk. Final rules on major 
provisions in thc Dodd-Frank Act, including imposition of collateral and margin requirements, will be established through nilenlakings and the 
CFTC has postponed iniplcmcntation until December 31, 201 1 .  PPL, and PPL. Energy Supply niay be required to post additional collateral if 
thcy arc subject to margin rcquirenicnts as ultiniately adopted in thc implementing rcgulations of the Dodd-Frank Act. PPL, PPL. Energy 
Supply, PPL. Electric, LKE, L.G&E and KU will continue to evaluate the provisions of the Dodd-Frank Act and monitor developments related 
to its implementation. At this time, PPL, PPL Encrgy Supply, PPL. Electric, L.KE, LG&E and KU cannot predict the impact that the new law or 
its implementing rcguiations will havc on their businesses or operations, or the markets in which they transact business, but currently do not 
expect to incur material costs rclated to this niattcr. 

New Jcrscy Capacity L.egislation (PPL, PPL. Etier-gy Szipply c117d PPL Electric) 

In January 20 I 1, Ncw Jcrscy cnacted a law that intcrvcncs in the wholesale capacity market exclusively regulated by the FERC: S. No. 238 I ,  
214th Leg. (N.J. 201 I )  (the Act). To crcatc incentives for the development of new, in-state electric generation facilities, the Act iniplcnients a 
"long-tcmi capacity agreement pilot program (LCAPP)." The Act requires New Jersey utilities to pay a guaranteed fixed price for wholesale 

Dacity, imposcd by thc New Jcrscy Board of Public IJtilities (BPU), to certain new generators participating in PJM, with the ultimate costs of 
t guarantec to be bornc by New Jcrscy ratepayers. PPL believes thc intent and effect of the LCAPP is to encourage the construction of new 

generation in New Jersey cvcn when, under the FERC-approved PJM economic model, such new generation would not be econoniic. The Act 
could depress capacity priccs in PJM i n  the short tern, impacting PPL Energy Supply's revenues, and hami the long-term ability of the PJM 
capacity niarkct to inccnt nccessary generation investment throughout PJM. In February 201 1, the PJM Power Providers Group (P3), an 
organization in which PPL is a nienibcr, filed a complaint before the FERC seeking changes in PJM's capacity market nilcs designed to ensure 
that subsidized gcncration, such as niay result from the implementation of the L.CAPP, will not be able to set capacity priccs artificially low as 
a result of their cxercisc of buycr niarkct power. In April 20 I I ,  the FERC issued an ordcr granting in part and denying in part P3's complaint 
and ordcring changes in PJM's capacity rulcs consistent with a significant portion of P3's rcquestcd changes. PPL., PPL Energy Supply and 
PPL Elcctric cannot prcdict thc outconic of this procccding or the economic impact on their busincsscs or operations, or the niarkets in which 
they transact business. 

In addition, in February 20 I I ,  PPL, with several other generating conipanics 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 o f  the Act by the 
Commissioners of the BPIJ. PPL,, PPL, Energy Supply and PPL Electric cannot predict the outcome of this proceeding or the economic impact 
on their businesses or operations, or the markets in which thcy transact business. 

California IS0 and Westcrn 1 1  S. Markets (PPL. and PPL, Et7er-gy Supply) 

Through its subsidiaries, PPL. Energy Supply made $1 8 million of sales to thc California IS0 during the period October 2000 through June 
2001, $17 million of which has not bcen paid to PPL. subsidiaries. Also, there has bcen further litigation about additional claims of  refunds for 
periods prior to October 2000. In January 201 I ,  PPL and the "California Parties" (collectively, three California utility companies, the 
California Public Utility Coniniission and certain California state 
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authorities) filed a settlement under which PPL would receive approximately S 1 million of its $1 7 million claim, plus interest of S 1 million. In 
June 201 I, tlie FERC approved the settlement; therefore PPL released its reserve and wrote-off tlie related receivable. Scttlenicnt proceeds 

'ere rcceivcd in July. 

. June 2003, the FERC took several actions as a result of several related investigations beyond the California 1SO litigation. The  FERC 
terminated proceedings to consider whether to order refunds for spot market bilateral sales made in tlie Pacific Northwest, including sales made 
by PPL. Montana, during the period December 2000 through June 2001. In August 2007, the 1J.S. Court of Appeals for the Ninth Circuit 
reversed tlie FERC's decision and ordered the FERC to consider additional evidence. The FERC also conimenced additional investigations 
relating to "gaming" and bidding practices during 2000 and 200 I ,  but neither PPL. EnergyPius nor PPL Montana believes it  is a subject of these 
investigations. 

Although PPL. and its subsidiaries bclievc that they have not engaged in any iniprcper tradicg or marketing practices affecting the western 
markets, PPL and PPL Encrgy 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 refund 
proceedings. Consequently, PPL and PPL E,ncrgy Supply cannot estimate a range of reasonably possible losses, if any, related to these matters. 

PJM RPM Litigation (PPL.. PPL. E17ergy Supply md PPL. Efeclr-ic) 

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 paid less for those periods through refunds andlor prospective changes in rates. The 
relief requested in  tlie complaint, if granted, could have a material effect on PPL., PPL Encrgy 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 
mtered an order denying t!ie complaint. In Ai ig~ i~ t  2009, the RPM Buyers appealed the FERC's decision to the L J S .  Court of Appeals for the 
Fourth Circuit, and the appeal was subsequently transferred to the L I S .  Court of Appeals for tlie District of Columbia Circuit. In February 
201 I, the U S .  Court of Appeals for tlie District of Columbia Circuit issued an order denying the appeal. No  party sought review of the order 
denying the appeal. FERC's September 2008 denial of the complaint is therefore final. 

In Dcccnibcr 2008, PJM submitted amendments to certain provisions governing its RPM capacity market. The amendments were intended to 
:miit the compensation available to suppliers that provide capacity, including PPL Energy Supply, to increase. PJM sought approval of the 
iendmcnts in timc for them to be implemented for the May 2009 capacity auction (for service in June 2012 through May 2013). Nunicrous 

parties, including PPL, protested PJM's filing. Certain of the protesting parties, other than PPL, proposed changes to the capacity market 
auction that woultl 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 cntcrcd a n  order approving in part and disapproving in part tlie changes proposed by PJM. In August 2009, the FERC issued 
an ordcr granting rchcaring in part, denying rehearing in part and clarifying its March 2009 order. No request for rehearing or appeal of tlie 
August 2009 order was timely filctf. I n  October 2010, the August 2009 Order became final and will not have a material impact on PPL, PPL. 
E,nergy Supply or PPL. Electric. 

FERC Market-Based Rate Authority (PPL, PPL Eliergy Supply, LKE, LG&E mid KU) 

In Deccnibcr 1998, the FERC authorized PPL. EnergyPlus to make wholesale sales oFelectric power and related products at market-based 
rates. In that order, the FERC directcd PPL. EnergyPlus to file an updated market analysis within three years after tlie order, and every three 
years thereafter Since thcn, 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 20 I I ,  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 L.G&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 for a determination 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 authority in such region. 

Currently, a seller granted market-based rate authority by the FERC niay enter into power contracts during an authorized time period. If  the 
FERC dctemiines that the niarket is not workably competitive or that the seller possesses market power or  is 
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not charging "just and reasonable" rates, i t  may institute prospective action, but any contracts entered into pursuant io 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 
'-cisions by the U S .  Court of Appeals for the Ninth Circuit have raised issues that niay make it niorc difficult for the FERC to continue its 

.'i a lower standard of  review by the FERC for changing power contracts, and could have the effect of requiring the FERC in advance to 
;ram of promoting wholesale electricity competition through market-based rate authority. These court decisions periiiit retroactive refunds 

review most, if not all, power contracts. In June 2008, the U.S Suprenie Court reversed o n e  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, PPL Energy Supply, L,KE, LG&E and KlI cannot predict the impact of these court decisions on the 
FERC's future market-based rate authority program or on their businesses. 

Energy Policy Act of 2005 - Reliability Standards (PPL., PPL Eriergy Szrpply, PPL Electric. L,KE. L,G&E arid KU) 

The NERC is responsible for estabiishing and enforcing mandatory reliability standards (Reliability Stantiarrls) 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 systern, including electric 
utility companies, generators and niarkcters. The FERC has indicated it  intends to vigorously enforce the Reliability Standards using, among 
other means, civil penalty authority. IJnder the Federal Power Act, the FERC niay assess civil penalties of up to $1 niillion per day, per 
violation, for certain violations. The first group of Reliability Standards approved by the FERC became effective in June 2007 

L.G&E, KU , PPL. Electric and ccrtain subsidiaries of PPL. Energy Supply continue to self-report potential violations of certain applicable 
reliability requirements and submit accompanying mitigation plans. The resolution of a nuniber of these potential violation rcports is 
pending. Any regional reliability entity dctemiination concerning the resolution of violations of the Reliability Standards remains subject to 
the approval of the NERC and the EERC. PPL, PPL. Energy Supply, PPL Elcctric, LKE, L.G&E and KU cannot predict the outcome of these 
matters, and cannot estimate a range o f  reasonably possible losses, if any, other than the amounts currently recorded. 

In the course of iniplcmcnting its program to ensure compliance with the Reliability Standards by thosc PPL. affiliates subject to the standards, 
certain other instanccs of potential non-compliance niay be identified from time to time. 

Environmental Matters - Domestic 

"'PL, PPL Energy Szipplj~. PPL Elecir-ic, L.KE, LG&E arid KU) 

due to the environniental issues discussed below or other environmental matters, PPL. subsidiaries niay 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, PPL Erier-gv Slipply. L.KE, L.G&E mid KU) 

Air 

The Clean Air Act addresses, among other things, emissions causing acid dcposition, installation of best available control technologies for new 
or substantially modified sources, attainment of national anibient air quality standards, toxic air emissions and visibility standards in the 
1J.S. Amendments to the Clean Air Act  requiring additional emission reductions had been proposed but are unlikely to be introduced or passed 
in this Congress. The Clean Air Act allows states to develop more stringcnt regulations and in some instances, as discussed below, Kentucky, 
Pennsylvania and Montana have done so. 

To coniply with air related requirements and other environmental requirements as described below, PPL's forecast for capital expenditures 
reflects a best estimate prqjection o f  expenditures that niay be required within the next five years. Such projections are a combined $3.1 billion 
for LG&E and KU (which includes $600 million currently approved in its ECR plans during the 201 I through 2013 time period to achieve 
emissions reductions and manage coal combustions residuals and $2.5 billion recently requested through the 20 1 1 ECR Plan for additional 
expenditures to coniply with new clean air rules and manage coal combustion residuals) and $400 million for PPL. Energy Supply. Actual costs 
may be significantly lower or higher depending on the final requirements. Certain environmental compliance costs incurred by L.G&E and KU 
in serving KPSC jurisdictional custoniers arc sub.ject to recovery through the ECR. See Note 6 for additional information on the ECR plan. 
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Q-o.ss Slale Ais Polittriori Xitie (CSAPR) /~isrirciYy Cfeaii Air Trniispost Rule 

July 201 I ,  the EPA signed the CSAPR which finalizes and renames the Clean Air Transport Rule (Transport Rule) proposcd in August 
-4 10. The CSAPR replaces the EPA's previous Clean Air Interstate Rule (called CAIR) which was struck down by the U.S. Court of Appeals 
for the District of Columbia Circuit (the Court) in July 2008. CAIR subsequently was effectively reinstated by the Court in December 2008, 
pending finalization of the Transport Rule. Likc CAIR and the proposed Transport Rule, the CSAPR only applies to PPL's gcneration facilities 
locatcd in Kentucky and Pennsylvania. 

T h e  CSAPR is meant to facilitate attainnient 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 IO repiace the current programs that are also niore restrictive than the existing progianis. All trading is more restrictive 
than previously under CAIR. The CSAPR will be implemented in two phases. The first phase of the s u l f k  dioxide and nitrogen oxide 
emissions caps bcconies effective in 2012. The second phase, lowering both of these caps, beconies effective in 2014. 

With respect to PPL.'s conipetitivc generation in Pennsylvania, greater reductions in sulfur dioxide emissions will be required beginning in 20 I2 
under CSAPR than were required undcr CAIR starting in 201.5. For the initial phase of the rule beginning in 2012, PPL Energy Supply's sulfur 
dioxidc allowance allocations arc expected to niect the forecasted emissions based on present operations of existing scrubbers and coal 
supply. For the sccond phase beginning in 2014, the firrther reduction in allocations will niost likely be met with increased operations of the 
existing scrubbers. With rcspect to nitrogen oxide, CSAPR provides a slightly higher amount of allowances for PPL. Energy Supply's 
Pennsylvania plants, but still less than PPL. Energy Supply's current forecasted emissions. With unccrtainty surrounding thc trading program, 
other compliance options are being analyzed for the Pennsylvania fleet, such as the installation of new technology or modifications of plant 
operations. 

With respect In LG&E and KU, greater reductions in sulfur dioxide emissions will also be required under tlic CSAPR beginning in 2012 than 
were required under CAIR starting in 201 5. For the initial phase of the nilc beginning in 2012, sulfur dioxide allowancc allocations are 
cxpcctcd to meet the forecasted emissions based on present operations of existing scrubbers and coal supply. However, by the second phase 
beginning i n  2014, LG&E and KU will likcly have to take additional measures with respect to the operation and dispatch of their generation 
fleet, including upgrades or installation of new scrubbers for certain generating units or retirement of certain units. With respect to nitrogen 
oxidc, the CSAPR allocares a slightly lower amount of allowances compared to those allocated under CAIR. With uncertainty surrounding the 

-sding program, other conipliance options are being analyzed for the Kentucky fleet, such as the installation of new technology, the retirement 
certain units and modifications of plant operations. L.G&E and KIJ are seeking recovery of their expected costs to coniply with the CSAPR 

and certain othcr EPA requirements through the ECR plan filed with the KPSC in June 201 1 I See Note 6 for additional infomiation. 

In addition to thc reductions in sulfur dioxide and nitrogen oxide emissions required under the CSAPR for the Pennsylvania and Kentucky 
plants, PPL's plants, including those in Montana, may face further rcductions in sulfur dioxide and nitrogen oxide emissions as a result of more 
stringent national anibicnt air quality standards for ozone, nitrogcn oxide, sulfur dioxide and/or fine particulates. The EPA has reccntly 
finalizcd a new one-hour standard for sulfur dioxide, and states are required to identify areas that meet those standards and arcas that are in 
non-attainment. For non-attainment areas, states are rcquired to develop plans by 2014 to achicve attainment by 201 7. For arcas i n  attainment 
or unclassifiable, statcs arc requircd to dcvelop maintenancc plans by mid-20 I3 that demonstrate continued attainnicnt. PPL., PPL, Encrgy 
Supply, L,KE, L,G&E and KU anticipatc that some of the measures required for compliance with CSAPR such as upgraded or ncw scrubbers at 
some oftheir plants or retirements of certain units may also be necessary to achieve coiiipliancc with new sulfur dioxidc standards. I F  
additional reductions were to be required, the economic impact to cach could be significant. 

Mercioy nnd ollies Hazardous Air Pollii/aiil.s 

Citing its authority under thc Clcan Air Act, in 200.5, the EPA issued the Clean Air Mercury Rule (CAMR) affecting coal-fired powcr 
plants. Since the CAMR was ovcrtumcd in a 2008 1J.S. Circuit Court decision, the EPA is now proceeding to develop standards imposing 
MACT for nicrcury emissions and other hazardous air pollutants from electric gencrating units. IJnder a recently approved settlement, the EPA 
is rcquired to issuc final MACT standards by November 201 1. In order to dcvelop thcse standards, the EPA has collected inforniation from 
coal- and oil-fired electric utility steam gencrating units. In May 201 I ,  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 thc 
potential for a one-year extension as provided under the statute. Based on their assessment of the need to install pollution control equipment to 
meet this rule, LG&E and KU have filed requests with the KPSC for environmental cost recovery to facilitatc moving forward with plansto 
install environmental controls including sorbent injection and fabric-filter baghouses to remove certain hazardous air pollutants. The cost for 
thcse controls is reflected in the $2.5 billion cost noted under "Air" above. LG&E and 
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K.IJ are also evaluating tlie potential for shutdown of certain units for  which retrofits would not be cost-effective. 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 
-:vificant PPL. Energy Supply, L.G&E and KU are continuing to conduct in-depth reviews of the proposed rule. 

The Clean Air Visibility Rule was issued by the EPA in June 200.5 to address regional haze or regionally-impaired visibility caused by multiple 
sources over a wide area. The rule requires Best Available Retrofit Technology (BART) for certain electric generating units. Under the BART 
nile, PPL. submitted to the PADEP its analyses of the visibility inipacts of particulate matter emissions froni Martins Creek Units 3 and 4, 
Brunner Island Units 2 and 3 and Montour Units I and 2. No analysis was submitted for sulfur dioxide or nitrogen oxides, because the EPA 
determined that meeting the rcquiremcnts for the CAlR also satisfies the BART requirements 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 further studies. PPL's analyses 
have shown that, because PPL had already upgraded its particulate emissions controls at Monrow Uriiis 1 and 2 and Bninner Island Units 2 and 
3, further controls are not justified as there would be little corresponding visibility improvement. PPL. has not received eoniinents froni the 
PADEP on these submissions. 

Also under tlie BART rule, PPL submitted to the EPA its analyses of the visibility impacts of sulfur dioxide, nitrogen oxides and particulate 
matter emissions for Colstrip lJnits 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 infomiation and analysis. PPL completed further analysis and 
submitted addendunis to its initial reports for Colstrip and Corettc. In Febniary 2009, PPL. received an infomiation request for additional data 
related to the Colstrip generating plant non-BART-affected eniission sources. PPL. responded to this request in March 2009. 

In November 2 0  I O ,  PPL Montana received a request froni the EPA Region 8, under EPA's Reasonable Further Progress goals of the Regional 
Haze Rules, to provide fiirthcr analysis with respect to Colstrip Units 3 and 4. Colstrip's Units 3 and 4 are not BART eligible units. PPL 
conipletcd a high-lcvel analysis of various control options to reduce emissions of sulfur dioxide and particulate matter, and subniitted Ihat 
analys;t; to the EPA in  January 20 1 i . The analysis shows that any incremental reductions would not be cost effective and that further analysis 
is not warrantxl. PPL. also concluded that  fiirther analysis for nitrogen oxides was not justifiablc as these units installed controls under a 
Conscnt Decree in which the EPA had pieviously agreed that, when implemented, would satisfy the rcquircments for installing BART for 
nitrogen oxides. Thc E,PA has indicated that it does not agree with all of PPL's conclusions and has requested additional infomiation to which 
PPL. is responding. Additionally, the EPA recently infoniially indicated to PPL Montana that substantially more reductions in  both nitrogen 
oxide and sirlfiir dioxide cniissions may be required. 

L and PPL E.ncigy 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 significant depending on what is required. 

LG&E and KLJ also submitted analyses of the visibility impacts of their Kentucky BART-eligible sources to the 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 hazc stale implementation plan (SIP) to the EPA which requires the Mill Creek plant to reduce its siilfiiric acid mist emissions froni 
Units 3 and 4. After approval of the Kentucky SIP by thc E,PA and revision of the Mill Crcck plant's Title V air permit, L.G&E intends to 
install sorbcnt injcction controls at thc plant to reduce sulfuric acid mist emissions. In  the evcnt that the EPA deterniincs that conipliance with 
CSAPR would bc insuffircicnt I O  incct BART requirements, it  would be necessary for LG&E and KU to reassess their planned compliance 
measures. 

Thc EPA has resumed its NSR cnforcenient efforts targeting coal-fired power plants. The EPA has asserted that modification of these plants 
has increased their cniissions and, consequently, that they are subject to stringent NSR requirements under the Clean Air Act. In April 2009, 
PPL received EPA infomiation requests for its Montour and Brunner Island plants. The requests are similar to those that PPL received several 
years ago for i ts  Colstrip, Corctte and Martins Creek plants. PPL and the EPA have exchanged certain infomiation regarding this matter. In 
January 2009, PPL. and other companies that own or operate the Keystone plant in Pennsylvania received a notice of violation froin 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 estiniate a range of reasonably possible losses, if any. 

In addition, in August 2007, LG&E and KU rcceived infornmtion requests for their Mill Creek, Trinible County, and Ghent plants, but have 
received no fiirther communications froni the EPA since providing their responses. PPL,, L.KE, LG&E and KU cannot predict the outcome of 
these matters, and cannot estiniate a range of reasonably possible losses, if any. 
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In March 2009, KU rcccivcd a notice of violation alleging that KU violated certain provisions of the Clean Air Act's rules governing NSR and 
--evention of significant deterioration by installing fluc gas desulfurization and SCR controls at its Ghent generating station without assessing 

cntial increased siilfiiric acid mist cmissions. KU contends that the work in question, as pollution control projects, was exenipt from the 
+ircnients cited by the EPA I n  Dcccmbcr 2009, tlic EPA issued an inforniation request secking additional information on this matter. KU 

has cxchangcd settlcmcnt proposals and other information with the EPA regarding imposition of additional perniit limits and emission controls 
and anticipates continued settlement negotiations. In addition, any scttlcnient 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 settlenient or the results of litigation, if 
any, resolution of this matter could involve significant increased operating and capital expenditures. PPL., LKE and KU are currently unable to 
predict the final outconic of this niattcr, and cannot estimate a range of reasonably possible losses, if any. 

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

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

Pursuant to the 2007 U.S. Snprcmc Court decision on global climate changc, a s  discussed bclow, thc EPA issued regulations governing carbon 
dioxide cmissions fiom new or modificd stationary soiirccs under its NSR rcgulations. The rcgulations bccanie effective beginning January 
201 1 The NSR rcgulations require imjor new or modified sources of regulated pollutants to receivc pre-constniction and operating pemiits 
with limits that prcvcnt thc significant dctcrioration of air quality in arcas that are in attainment of thc ambient air quality standards for ccrtain 
pollutants. In May 2010, tlic EPA publishcd a final rule establishing thresholds for regulating GHG emissions from major ncw or modified 
soLirccs. Combincd carbon dioxide cmissions or carbon dioxide cquivalcnt emissions of 100,000 tons or niorc pcr year will classify a soiirce as 
nia,jor for pcrniitting applicability purposes. The threshold for a major modification of a major source is an increase of carbon dioxidc or 
carbon dioxide eqtiivalcnt emissions of 75,000 ton? per year, although a s ipif icant  incrcasc in non carbon dioxide rcgulated pollutants is also 
rcquircd for modifications undcrtaltcn prior to July 20 I I ,  If a modification results i.i emissions increases excceding the threshold, the plant will 
nccd to conduct an analysis of BACT for GNG and niect limits based on BACT. To datc, the EPA Iias not provided final guidance on what 
constitutcs BACT for GHG cniissions, but has indicatcd in draft guidance that i t  may consider cffcicncy projects and other options as possible 
best availablc control technology for carbon dioxide emissions from power plants. I n  addition, in December 2010, the EPA announced that it  
intends to promulgate Ncw Sourcc Performance Standards addressing GHG cmissions froni new and existing power plants, with a proposed 

le currently anticipated to  be publishcd in September 201 I and a final rule issued in May 2012. The implications of these developments, 
luding thc outcome of any litigation challenging these regulations, are tincertain. 

Trimhle C O Z I I ~ I ~  Uiiil 2 A i r  Pel-niil (PPL, LKE. LG61.E mid KIJ) 

Thc Sierra Club and other environmental groups petitioncd the Kcntiicky Environmental and Public Protcction Cabinct to overturn tlic air 
pcrniit issucd for tlic TC2 bascload gcncrating unit, but the agcncy iipheld the permit in an Ordcr issucd in Scptenibcr 2007. In response to 
subsequent pctitions by cnvironmcnlal groups, tlic EPA ordered ccrtain non-material changes to the permit which were incorporatcd into a final 
revised pcmiit issucd by tlic ICDAQ in January 2010. In March 2010, the cnvironnicntal groups petitioned the EPA to object to the rcviscd 
statc permil. Until the EPA issiics a final ruling on thc pcnding petition and all available appeals arc cxhaiistcd, PPL., LKE, LG&E and KU 
cannot currcntly predict the outcome of this matter or the potential impact on tlic capital costs of this project. 

Globnl Cliimle Clioiige 

Tlicrc is conccm nationally and intcmationally 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 incrcascd dcniands for carbon dioxide emission 
reductions from investors, cnvironnicntal organizations, govemnicnt agencies and thc international community These demands and conccrns 
Iiavc led to fcdcrul Icgislativc proposals, actions at rcgional, statc and local levels, litigation relating to GHG emissions and the EPA regulations 
on GHGs. 
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Greeiihoiise Gas L.egislalioii 

ile climate change legislation was considered during the 1 1 Ith Congress, the outconie of the  2010 elections has halted the debate on such 
&lation in the current I 12th Congress. The timing and elements of any future legislation addressing GHG emission rcductions are uncertain 

at this time. In the current Congress, legislation barring EPA froni regulating GHG emissions under tlie 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 froni regulating GHG 
emissions have been introduced in the U.S.  Senate, but the prospects for passage of such legislation remain uncertain. At the state level, the 
201 0 elections in Pennsylvania have also reduced the likelihood of GIN3 legislation in the near term, and there are cunently no prospects for 
such legislation in Kentucky or Montana. 

Greeriholise Gas Regiilu1ioi7.s and Tor1 Lirigatioii 

As a result of the April 2007 I1 S Supreme Court decision that the EPA has the authority to regulate GHG emissions froni new motor vehicles 
under the Clean Air Act, in April 2010, the  EPA and the kJ.S. Department of Transportation issued new light-duty vehicle emissions standards 
that will apply beginning with 201 2 model year vehicles. The EPA has also clarified that this standard triggers regulation of GHG emissions 
froni 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 Perfomiance 
Standards for new and cxisting power plants are expected to be proposed in September 201 1 and finalized in May 2012. 

At the regional level, ten northeastern states signed a Memorandum of Understanding (MOLJ) agreeing to establish a GHG emission cap-and- 
trade program, called the Regional Greenhouse Gas Initiative (RGGI). The prograni coninicnced in January 2009 and calls for stabilizing 
carbon dioxide emissions, at basc levels established in 2005, from electric power plants with capacity greater than 2.5 MW. The MOlJ also 
provides for a 1096 reduction in carbon dioxide eniissions froni base levels by 2019 

Pen~sylvania 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 Coniniittee to advise the PADEP on the dcvclopnient of a Climate Change Action Plan. In December 
2009, the Advisory Coniniittec finalized its Climate Change Action Report which identifies specific actions that could result in  reducing GHG 
emissions by 30% by 2020. Sonic of the proposed actions, such as a mandatory 5% efficiency improvement at power plants, could be 
technically unachievable. To date, there have becn no regulatory or legislative actions taken to implenient tlie reconiniendations of the 

~ o r t .  In addition, legislation has been introduced and amendments filed to several bills that would, if enacted, significantly increase 
,ewablc and solar supply requirements. I t  is 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 200.5 levels by 2020 and is currently developing GHG emission 
allocations, offsets, and reporting recomniendations. 

In November 2008, the Governor of Kentucky issued a comprehensive energy plan including non-binding targets aimed at promoting improved 
encrgy efficiency, development of alternative encrgy, development of carbon capture and  sequestration prqjccts, and other actions to rcduce 
GHG emissions. In December 2009, the Kcntucky Climate Action Plan Council was established to develop an action plan addressing potential 
GI-IG reductions and related nieasures. A final plan is expected in 201 I .  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 coninion law claims including nuisance, trespass and negligence against various companies 
with GI-IG emitting facilities, and the law remains unsettled on thcse~lainis.  In September 2009, the US .  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 coninion law for allegedly causing a public nuisance as a 
result of their emissions of GHGs. In June 201 1, the U.S. Supreme Court overturned the lower court and held that such federal common 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 recently declined to overturn a district court ruling that plaintiffs did not have standing to pursue state coninion law claims against 
companies that emit GHCs. Thc coniplaint in the Comer case named the previous indirect parent of LKE as a defendant based upon emissions 
from the Kentucky plants. In January 201 1, the Supreme Court denied a pending petition to reverse the Court of Appeals' ruling. In May 201 I ,  
the plaintiffs in the Conier case filed a substantially siniilar complaint in federal district court in Mississippi against 87 companies, including 
KU and three other indirect subsidiaries of LICE, under a 
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Mississippi statute that allows the re-filing of an action in certain circumstances. Additional litigation in federal and state courts over these 
issucs IS  continuing. PPL, L.KE and KU cannot predict the otitconic of this litigation or cstiniate a range of reasonably possiblc losses, if any. 

'- continues to evaluate options for reducing, avoiding, off-setting or sequestering its carbon dioxide emissions. In 20 IO, PPL.'s power 
Ants, including PPL.'s share of jointly owned assets, emitted approximately 37 niillion tons of carbon dioxide (including 6 million tons of 

emissions froni the LKE plants after their acquisition on Novcniber I ,  2010) compared to 29 million tons in 2009 without LG&E and ICU 
cniissions L.G&E's and KU's generating fleets, including their share of jointly owned assets, emitted approximately I9 million tons and 
approximately 18 million tons of  carbon dioxide in 2010, compared to approxiniately 17 million tons and approximately I6 million tons in 
2009. All tons arc U S short tons (2,000 Ibs/ton). 

Ret~e~whle  Etiet'aJ Legishlion (PPL ai7d PPL Etiei-gy Slipply) 

Thcrc has been liltcrest in renewable energy legislation at both the state and federal levels. At the federal level, Ho~ise and Senatc bills 
proposed in the 1 1  I t t i  Congress would have imposed mandatory renewablc energy supply and encrgy efficiency requirements in the 15% lo 
20% rangc by approxiniately 2020. Earlier in the year, there were discussions regarding a Clean Encrgy Standard (CES) that addressed not 
only rencwables but also encouraged clean cnergy requirements (as yet to be defined). At this time, neither the renewable energy debatc nor 
the CES disciission is expected to gain momentum 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 reductions and the implementation of renewable encrgy 
mandates. Thcse will need to be resolved before the impact of such requirements on PPL. can be meaningfully estimated. Such uncertainties, 
among others, include thc need to provide back-up supply to augment intermittent renewable generation, potential gcneration oversupply that 
could result froni such renewable generation and back-up, impacts to PJM's capacity niarkct and the need for substantial changes to 
transmission and distribution systems to accommodate renewable energy. Thcse uncertainties are not directly addressed by proposed 
legislation. PPL. and PPL E.nergy Supply cannot predict at this time the effect on their future competitive position, results of operation, cash 
flows an3 financial position, of any GMG cniissions, renewable cnrrgy mandate or other global climate change requirements that may be 
adopted, although thc costs to implement and comply with any sucli requ;rcnients could bc significant. 

Water/Wastc 

Cocrl Coinlmlioii Resihiols (CCR.ql (PPL, PPL Eiiet-gy Supply, LKE, L G d E  mid KU) 

Junc 201 0, the EPA proposcd two approaches to rcgiilating the disposal and management of CCRs under the Resource Conscrvation and 
..ecovcry Act ( R C M ) .  CCRs include fly ash, bottom ash and scrubber wastes. The first approach would regulate CCRs as a hazardous waste 
under Subtitle C of the RCRA. This approach would have very significant impacts on any coal-fired plant, and would require plants to rctrofit 
their operations to comply with full hazardous waste requircnients froni 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 climinatc cxisting markcts for 
CCRs. The sccond approach would rcgtilate CCRs as a solid waste under Subtitle D of thc RCRA. This approach would mainly affcct 
disposal and most significantly affect any wet disposal operations. Under this approach, ninny of the crirrent markets for bencficial uses would 
not be affected. Currently, PPL. expects that sevcral of its plants in Kentucky and Montana could bc significantly impacted by the requirements 
of Sub!itlc D of thc RCRA, as these plants are using surface impoundments for nianagemcnt and disposal of CCRs. 

The  EPA has issued infomiation requests on CCR management practices at niinierous plants throughout the power industry as it  considers 
whethcr or not to regulatc CCRs as hazardous waste. PPL has provided information on CCR nianagemcnt practices at niost of its plants in 
responsc to the EPA's requests. In addition, the EPA has conducted follow-up inspections to evaluate the structural stability of CCR 
managcnicnt facilities at scveral PPL. plants and PPL, has iniplcniented certain actions in response to recommendations from these inspections. 

T h e  EPA is continuing to evaluate the unprecedented number of comments it received on its .June 2010 proposed regulations and in July 201 1 
issued a notice of data availability requesting additional comments on certain information collected as part of the regulatory development 
process. In addition, the HOLISC Energy and Coninicrce Committee 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 from regulating CCRs tinder Subtitle C of the RCRA. 

74 



In June 2009, the EPA's Office of Enforcement and Compliance Assurance issued a niuch broader infomiation request to  Colstrip and 18 other 
non-affiliated plants, seeking infomiation under the RCRA, the Clcan Water Act and the Eniergency Planning and Community Right-to-Know 
4ct. PPL. rcsponded to the EPA's broader inforniation request. Although the EPA's enforcement office issued the request, the EPA has not 

essarily concluded that the plants are in violation of any EPA requirements The EPA conducted a multi-media inspection at Colstrip in 
. .~giist 2009 and issued a report in December 2010 stating that the EPA did not identi@ any violations of the applicable compliance standards 
for the Colstrip facility 

PPL,, PPL. Energy Supply, LKE, L.G&E and KIJ 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 economic impact could be significant. 

Marlins Creek Fly Ash Release (PPL, atid PPL Et7erg.y Supply) 

111 290.5, there was  a release of approximately I00 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. 

The PADEP filed a complaint in Pennsylvania Coninionwealth 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 PADEP 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 June 30,  201 I .  PPL. Energy Supply has spent $28 million for reniediation and related costs and an insignificant reniediation liability 
reniains on the balancc shcct. PPL, and PPL Energy Sup?!y cannot b e  certain of the outcome of the natural resource damage assessment or the 
associatcd costs, the outcome of any lawsuit that may be brougli: by citizens or businesses or the exact nature of any other regulatory or other 
legal actions that niay be initiatcd 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. 

epagcs have Ixcn dctectcd at active and retired wastewater basins at various PPL. plants PPL, has completed or is completing assessments of 
beepages at various facilities and is working with agencies to implement abatement measures for those seepages, where required. A range of 
reasonably possible Icsscs cannot currcntly be estimated. 

Basiii Seepoge - ,Vfotiian~i (PPL atid PPL. Et~ergy Sitpply) 

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

Co/7etiiurigh Rive/. Dischargcs (PPL mid PPL Energy Sipply) 

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

Throughout the rclcvant 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 Concniaugh 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 liad 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 
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designed and built, and a second treatment facility for flue gas desulfurization effluent has bcen designed (and is awaiting final PADEP 
approval for construction), all in order to comply with the stringent limits set out in CGS's NPDES pemiit. 

the lawsuit, GenOn has argued that the CGS COA should preclude the plaintiffs from maintaining tlicir lawsuit, but the Western District 
. ~ u r t  has disagreed and thcrc is no binding precedent on the niatter. Tlie Western Districl Court initially dismissed plaintiffs' lawsuit in 

December 2009 for lack of standing, but  in September 201 0 granted plaintiffs' motion for reconsideration and reinstated the lawsuit. In both 
cases, the Western District Court disagreed that the CGS COA precluded tlie lawsuit. 

In March 201 I ,  the Western District Court entered a partial suniniary judgment in the plaintiffs' favor, declaring that discharges from CGS 
violated the NPDES peniiit. Tlic case was originally scheduled for a non-jury trial starting in June 201 I, at which time the Western District 
Court was expcctcd to determine what, if any, civil penalties and injunctive relief might be appropriate. The non-jury trial was subsequently 
postponed and the partics arc engGged in sct!lenient discussions. In the event of an  adverse verdict at trial, an appeal is likely. If the plaintiffs 
are ultimately successful, PPL. Energy supply could incur its s l i m  of m y  civil penalties and costs to implenient additional discharge 
reductions. PPL and PPL, Energy Supply cannot predict the outconic of this niatter but do not expect any potential losses to be significant. 

In 2006, the EPA significantly dccrcased to 10 parts per billion (ppb) the drinking water standards rclated to arsenic. In Pennsylvania, Montana 
and Kentucky, this arscnic standard has becn incorporated into thc states' water quality standards and could result in more stringent limits in 
NPDES permits for its Pcnnsylvanra, Montana and ICentucky plants. Subsequently, the EPA developed a draft risk assessment for arsenic that 
incrcases the cancer risk cxposurc by more than 20 times, which worild lower the ciirrent standard from I O  ppb to 0. 1 ppb. If the lower 
standard bccomcs effcctivc, costly trcatnient would be requircd to attempt to nicet the standard and, at this time, there i s  no assurance that it  
could be achieved. PPL., PPL, Encrgy Supply, L.KE, L.G&E and KlJ cannot predict the outcome ofthe draft risk assessment and what impact, if 
any, they would Iiavc on their facilities, but the costs could be significant. 

The EPA is reassessing its polychlorinatcd biphenyls ( PCB) rcgulations under the Toxics Substancc Control Act, which curran:ly allow certain 
PCB articles to rcmain in use. In  April 2010, tlie EPA issued an Advanced Notice of Proposed Ruleniaking for cliangcs to these 
regulations. This rulcmaking could lcad to a phasc-out of all PCB-containing equipment. PPL,, PPL. Encrgy Supply, L,KE, LG&E and KIJ 
cannot predict at this time the o~itcoiiic of these proposcd EPA rcgiilations and what impact, if any, they would have on their facilities, but the 
costs could be significant. 

"be EPA finalized requirements in 2004 for new or niodificcl cooling water intake structures. These requirements affect where generating 

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 Sccond Circtiit. In 2009, howcver, the US. Supreme Court ruled that the EPA has discretion to use cost-benefit analysis in 
determining the best tcchnology available for minimizing adverse environmental impact to aquatic organisms. The EPA published the 
proposcd rule in tlic Federal Regi.sre/. in April 201 I I The coninient period ends in August 201 I .  The final rule is to bc issued by July 
201 2. Tlie indiistry and PPL, arc  reviewing tlie proposcd rulc and will bc submitting comments. The proposed rule contains two requirements 
to reduce impact to aquatic organisms. The first requires all existing fac 
organisms that become trapped against watcr intake screens regardless of the levels of mortality actually occurring or the cost o f  achieving the 
requireiiients. A form of cost-bcncfit analysis is allowed for the sccond requirement when dctcniiining mortality of aquatic organisms that are 
pulled through thc plant's cooling watcr system. This process involvcs a site-specific evaluation based on nine factors including impacts to 
energy delivery rcliability and remaining tiscful life of tlic plant. Sincc the nile is written to allow for certain site-spccific determinations of the 
best technology availablc, state implemcntation of thc rule could impose requirements that could result in significant costs to PPL, plants 
ranging from installation of fine nicsli screens on cooling watcr intakes to construction of cooling towers. PPL., PPL Encrgy Supply, LKE, 
L.G&E and IC1J will be iinable to detcriiiine thc exact impact until a final nilc is issued and the required studies have becn completed. 

.:ilitics are built, cstablish intake design standards and could lcad to rcquirenients for cooling towers at new and modified power 

cs to mcet stantlards for tlic reduction of mortality of aquatic 

In October 2009, the EPA rcleascd its Final Detailed Study of thc Steam Electric Power Generating effluent liniitations guidelines and 
standards. Final regulations are  cxpccted to be effective in 2013. PPL, expects the revised guidelincs and standards to be more stringent than 
the current standards, which could result in more stringent discharge perniit limits. 

PPL has signed a Consent Order and Agreement (the Brunncr COA) with the PADEP under which i t  agreed, under certain conditions, to take 
hrther actions to minimize the  possibility of fish kills at its 3runner Island plant. Fish arc attracted to warm water in the power plant discharge 
channel, especially during cold weathcr. Debris at intake pumps can result in a unit 
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trip or reduction in load, causing a sudden change in water temperature. PPL. has committed t o  construct a barrier to prevent debris from 
entering the river water intake area, pending receipt of regulatory permits, at a cost ofapproxirtiately $4 million. 

'-, has also investigated alternatives to exclude fish from the discharge channel and submitted three alternatives to the PADEP. According to 
.t 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 I 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 n o  sudden changes in water temperature In the 
third quarter of 2010, 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 exclusion project is 
planned. 

In May 2010, the Kentucky Waterwys Alliance and other environmental groups filed a petition with the Kentucky Energy and Environment 
Cabinet challenging the Kentucky Pollutant Discharge Eliinination System pemiit issued in April 201 0, which covers water discharges fi-om 
the Trinible 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., LKE and L,G&E are unable to predict the outcome of this matter or estimate a range 
of reasonably possible losses, if any. 

(PPL, PPL Energy Sipply, PPL Electric, LKE, LG&E and KU) 

Superfund and Other Reniediation 

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 Transfomier site Clean-up actions have been or arc being undertaken at all of these sites, the costs of 
which have not bcen significant to PPL.. Mowcver, 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. 

PPL. is remediating or has completed the remediation uf several sites that were not addressed under a regulatory program such as Supcrfcnd, 
but for which PPI.. may be liable for remediation. These include a niinibcr of former coal gas manufacturing facilities in Pennsylvania and 
Kentucky previously owned or operated or currently owned by predecessors or affiliates of PPL. There are additional sites, formerly owned or 
operatcd by PPL predecessors or affiliates, for which PPL lacks information on current site conditions and is therefore unable to predict what, 
if any, potential liability i t  may have. 

June 701 1, Itpore-Moyers Partnership (LMP) filed a complaint in federal district court against PPL, Electric, UGI Corporation and a 
lleighboring property owner relating to contamination allegedly enianating from the fomier 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 the 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 response costs, investigation and remediation of the contamination, and 
damages caused by the contamination. PPL. and PPL Electric cannot estimate a range of rcasonably possible losses, if any, or predict the 
outcome of this matter. 

Depending on the outcome of invcstigations at sites where investigations have not begun or been completed or dcvelopmcnts at sitcs 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 includcd in current consent orders or other contaminated sites which could be significant. PPL is unable to 
estimate a range of rcasonably possible losses, if any, related to these matters. 

The EPA is evaluating the risks associated with polycyclic aromatic !iydrocarbons 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 PPL 
cannot estimate a range of reasonably possible losses, if any, related to these matters 

IJnder the Pennsylvania Clean Streams Law, subsidiaries of PPL Generation are obligated to remediate acid mine drainage at former mine sites 
and may be rquired to take additional steps to prevent potential acid mine drainage at previously capped refuse pilcs. 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 June 30,201 I ,  PPL Energy Supply had accrued a discounted liability of$26 million to 
cover the costs of puniping 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 
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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 
undiscountcd payments arc estimated at $2 niillion for 201 I ,  $ 1  million for each of the years from 2012 through 2814, $2 million for 2015, and 
" '37 million for work after 2015. 

mi 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 conipliance with applicable requirements, negotiates with property 
owners and other third parties alleging impacts froni PPL's operations, and undertakes similar actions necessary to resolve environmental 
niatters which arise in the course of nomial operations. Based on analyses to date, resolution of these general environmental matters is not 
expected to have a niatcrial 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 costs 
for PPL., PPL Energy Supply, PPL Electric, LKE, LG&E and KU. 

Eleclt-ic and Magnetic Fields 

Concerns have been expressed by some nicnibers of the public regarding potential health effects of power frequency EMFs, which arc emitted 
by all devices carrying electricity, including electric transniission and distribution lines and substation equipment. Government officials in  the 
C I S .  and the U.K. have reviewed this issue. The 1J.S. National Institute of Environmental Health Sciences concluded in 2002 that, for niost 
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. Hcalth 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 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 rcport in 
2003 agrceing to sonic 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 .vhich concentrates on 
EhlF exposure from distribution systems. PPL and its subsidiaries believe the current efforts to determine whether EMFs caiisc 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 
U.K., and the associated cost, or what, if any, liabilities they might incur related to the EMF issue. 

'nvironmental Matters - WPD (PPL) 

.vPD's distribution businesses arc subject to environmental regulatory and statutory requirements. PPL, believes that WPD has taken and 
continues to take nicesures to comply with the applicable laws and governniental regulations for the protection of the environment. 

The U.K. Government has implemented a project to alleviate the impact of flooding on the U.K. utility infrastructure, including major 
clectricity 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. 

U.K. legislation has been passed that imposes a duty on certain companies, including WPD, to rcport on climate change adaptation. The first 
information request was received by WPD in March 201 0 and submissions for all four distribution network operators were made in June 
201 I .  WPD has worked with othcr U.K. electricity network operators to undertake research with the internationally recognized 1J.K. Met 
Office (the national weather service) and to report using conimon agreed methodology. 

TIicrc arc no othcr 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. 
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Other 

%clear insurance (PPL. mid PPL Eiiergv Szippty) 

L. Susquchanna is a nicnibcr of certain insurance programs that provide coverage for property damage to members' nuclear generating 
plants. Facilities at thc Susc~uchanna plant arc insured against property damage losses up to $2 75 billion under these programs. PPL, 
Susquchanna is also a nicmbcr of an insurance program that provides insurance coverage for the cost of replacement power during prolonged 
outages of nuclear units caiiscd by certain specified conditions 

Under thc property and rcplaccmcnt powcr insurance programs, PPL Siisquehanna could be assessed retroactive premiums in thc cvent of  the 
insurcrs' adverse loss expericncc. At June 30, 201 1, this niaxiniuni assessment was $44 million. 

In thc cvcnt of a nuclear incident at thc Susciucilaiiiia piail;, PPL, Susquehanna's public liability for claims resulting from such incident would be 
limited to $12 6 billion iindcr provisions of The Price-Anderson Act Amendments iindcr the Energy Policy Act of 200.5. PPL Susquehanna is 
protected against this liability by a combination of coninicrcial insurance and an industry assessment program. 

In  tlic cvcnt of a iiiiclcar incident at any of the rcactors covercd by The  Price-Anderson Act Amendments under the Energy Policy Act of 2005, 
PPL. Susquchanna could be assessed up to $23.5 million per incident, payable at $35 million per year. 

At June 30, 201 1, thc property, rcplaccmcnt power and nriclcar incident insurers maintained an A M. Best financial strength rating of A 
("Excellcnt") 

Eniploycc Rclations (PPL, M E  c l n d  KU) 

In J~ily 20 I I ,  KU and its cmployccs rcprescnted by the United Stcclworkcrs of Amcrica agrccd to a six-month extension o f  thcir currcnt 
collectivc bargaining agrccnicnt, previously scheduled to expirc in August 201 1, which extcnsion includcs i i  3% wagc increase consistent with 
market conditions through thc ncw expiration dzte. In July 201 I ,  KIJ and its employees rcprcsentcd by IBEW Locd 2100 complctcd annual 
rcopcncr ncgotiations and agrccd to a 3% wage incrcasc consistent with market conditions. 

Guarantccs and Other Assurances 

'vPL, PPL Eliergy Siipplyp PPL. Electric, L.KE, LC&E and KU) 

-.I thc noriiial coursc of business, PPL, PPL Energy Supply, PPL Electric, LKE. L.G&E and KLJ cnter into agreements that provide financial 
perforniance assiirancc to third partics on behalf of certain subsidiaries. Such agrccnients include, for example, guarantees, stand-by lctters of 
crcdit issued by financial institutions and surety bonds issued by insurancc companies. Thcse agreements are entercd into primarily to support 
or enhance thc crcditwortlirncss attributed to a subsidiary on a stand-alone basis or to facilitatc the comnicrcial activities in which these 
subsidiaries cntcr 

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

The tablc below details giiarantecs provided as of June 30,201 1. The total rccorded liability at June 30,201 1 and December 31, 2010, was $16 
niillion and $14 million for PPL. and $ 1  1 million for both periods for L,KE Other than as noted in the descriptions for "WPD guarantee of 
pension and other obligations of tinconsolidated entities," the probability of expectcd payment/perforrnance under each of  these guarantees is 
remote. 

Exposure at Expiration 
June30,2011 (a) I3atc 

PPL 
Indcrnnificaiions for sale or PPL Gas Utilities 
lndcrnnifications rclatcd io tlic WPD Midlands acquisition 
WPD indcrnnilications for entities in liquidaiion and sales of assets 
WPD gtinr;iritcc of  pcnsiori nnd otlicr obligations 01 trnconsolidatcd entitics 
Tax indcinnilication rclntcd to uiiconsolidatcd WPD affiliatcs 

$ 300 (b) 
( c )  

291 (d) 201.3 -2018 
68 (e )  2015 
8 (0  2012 
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E.xposurc at Expiration 
June 30,201 I (a) Date 

Energy Supply (g) 
..ttcrs o f  credit issued on behalf of afliliatcs 

Ilctrospcctivc prcmiums tinder nLicIcar iiisiiriincc progi ;inis 
Nuclear claims asscssiiicnt under The Price-Anderson Act Amcndrncnts tinder The Energy Policy Act of  2005 
Indcmnifications for siilcs olasscts 
lndcrnnilication to operators ol jo int ly owned facilities 
Gumntcc o f  a poi-tion o f  a tlivcstcd iinconsolid;itcd entity's debt 

LKE (n) 
Indcinnifictitinn of lciisc tciiiiinatioii and other divestitures 

20 (11) 
44 (i) 

235 ti) 
338 (k) 

201 I - 2014 

20 I 2 - 2025 

6 I O  
22 (Ill) 2 0  I 8  

301 (0) 2021 - 2023 

(a) 
(b) 

llcprcscnts tlic cstimatcd i l iaxinitt in potential iiiiiouiit o f  Tuturc payments tl~at could bc required to be inadc tinder tlic gumantee. 
PPL. has provided indcninilicalion to Ihc piirc1i;iscr of PPL Gas Utilities and Pcnn Fuel Propanc, L.LC for dainagcs arising out of any breach of  the rcprcscnlations, 
warraiitics and covcniints undci the iclatcd transiiction agrccmcnt and Tor d;imagcs arising out of ccrtain otlicr matters, including certain prc-closing unknown cnvironincntal 
1i:ibilitics relating to fornicr nioniif;ic!urcd piis plant plopcrtics or off-site disposal sites, if any, outsidc of  Pennsylvania. The indemnification provisions Tor most 
rcprcscntiitions ;tiid warranties. including tax nnd environmentill i i iattcis, iirc c;ippcd at $45 mill ion, in the aggrcgntc, and arc triggered ( i )  only if the individual claim 
cxcccds 850,000. mil ( i i )  only if. and only 10 the extent tlii it, in the aggregate, total clainis cxcccd $4.5 mill ion The indcmnification provisions Tor most rcprcscntations and 
wwrantics expired on Scplcnibcr 30. ?009 without any chinis having bccn inadc Ccrttiin rcpicscntations atid wairaniics, including those having lo do with transaction 
autlioriziition ;id title. siirvivc indcfinitcly. ;ire ciippctl at the purchase price atid arc not subject IO the abovc threshold or dcductiblc. Tlic indemnification provision f o ~  the 
tax 1ii:ittcrs rcprcscntatioiis sui.vivcs lor the cluiation o f  the ;ipplicablc statute of liliiitiitions, and thc indcmnification provision Tor the cnvironmcntal i~iiittcrs rcprcscntarions 
suivivcs foi ;I pci iod 01 three ycaIs alicr tlic transiiction closing. The intlcmnilication relating to unknown cnvironmcntol liabilities Tor iiianufacturcd gas plants and disposal 
sites outsidc of l'cnnsylvani;i coi i ld sui vivc iiiorc than tlircc years, but only with respect to applicable propcny or sites identified by tlic purcliascr prior to the third 
;innivcis;iry o l t l i c  tiiiiisiiction closing The intlcmnilicatioil Tor covcniints survives until the ;ipplicablc covenant i s  p c ~  Torliicd and is not subject to any cap 
WPD Midl:inils Cloltlings Li i i i i tcd (lortnci-ly Central Networks Limilcd) had agrccd prior to tlic acqilisition to iiitlciiiniry ccrtiiin foniicr directors ora Turkish enli ly in 
wliicli WPD Mitl1;iiitls Holtlings Liniitctl picvioiisly owned an interest Tor ;iny liabilities t1i;it inrty arise as ;I result o f  ;in invcs1ig;ition by Turkish tax iiuthoritics, and PPL. 
WEM has icccivctl ii cross-inclciiiiiity Iroiii E ON AG with respect to tlicsc indcninilication obligations Adclitioniilly. PPL. subsidiarics agrccd to provide indcninilications 
to stibsidiiii ics nI E, ON - io1 ccrtain linbilitics rclnting to pi-opcitics and iisscts owned by afliliatcs of E O N  AG t l i i i t  wcrc or arc to bc tra'nsfcrrcd to WPD Midliinds in 
cnniicction with Ihc x q i  itioii. Tlic iiiaxiiiiuiii exposure end cxpirzition 0 1  tlicsc indcmnilic:itioris ciiniiol he cstini;ttcd bccatrsc Ihc i i iaxiinim potential liability i s  not 
c:ippcd by ;iiid thcrc i s  no cxpiiation date in the tr;insiiction documents. 
I n  coiiiicclion with the liquid;itinn of wholly owned subsidiaries that liiivc bccn dcconso1itl;itctl upon turning the entities over to the liquidators. ccrliiin affiliates o f  PPL. 
Global liiivc ngicctl to intlcmnily the liquid;itors, directors and/or the entities thcinsclvcs f o r  any liabilities or cxpcnscs ai ising during tlic liquidation pioccss. including 
litibilitics and cxpcnscs of the cntitics p1;iccd into liquidation. In soiiic ciiscs, the ir~dciiinific;~fions arc lilnitcd to ii iii;lxiiiiimi amount that i s  based on distributions nude 
noli1 the subsidiary to i t s  pmcnt citlicr pi ior or subsequent to being placed into liquidation In other ciiscs, tlic Ii1:ixiInuIn iinioiint o l  tlic indcmnificotions is  not explicitly 
statcd in tlic ngrcciiicnts The indcninificafions gcncrnlly cxpirc two to seven years subscqticnt to the dale of dissolution of the entities. The exposure noted only includes 
those ciiscs in wliicli the agiccmcnts provide Tnr ii spccific liniit on the miioiint 01 tlic indciiinilication. and the expiration date was based on an cstiniatc o f  the dissolution 
date o f  the entities 

In connection with tlicii. s:iIcs o l  variniis btrsincsscs, WPD and its aj1ili;itcs linvc provided tlic pilrcliascrs with indcninilications that arc standaid (or si icl i  transactions. 
including int1ciiiiiilic;itioiis for certain pic-existing liabilities kind cnvironmcntal and tax iiiat!cIs 
afliliatcs have qic'ccl to contin(ic their obligations under existing th i rd-pi ty giiainntccs, cithcr for a set period o f  time following t I w  transactions or upon the condition that 
tlic puichascis iii:ikc rcnson;iblc cfCnits to tcriiiiniitc the gii;ii;iiitccs Finally, WPD and i ts  allili;itcs icniain sccontlarily icsponsiblc Par lcasc piymcnts under ccrtiiin leases 
tliiit they liavc msignctl t o  t h i i d  partics 
As ii rcs~i l t  0 1  tlic pi ivtitizatinii or the utility indu!:try in the U K., cci-lain electric iissnci:iiioiis' roles and rcspoiisibilitics wcrc tiiscontinucd or modified As a rcsult, certain 
obligaticns. pi imniily pciisioii-r.cl;~rctI. ;issoci;itctl with tlicsc orpiniz:itions havc bccn giiai;intccd by the pailicipiitiiig nicmbcrs Costs ale allocatcd to the incinbcrs bascd on 
pictlclcrmincil pciccntagcs tis outlined in spccilic ;igrccmcnts However, i l  ;I nicnibcr becomes insolvent, costs ciln be I-callocalcd to and arc guaranteed by lhc rcm;iining 
nicnibcrs A I  lunc 30, 201 I, WPL) lias iccoitlctl :in cstini;itcd discounted 1i;ibility bascd on its current alloccitctl pcrccnlogc o l thc total cxpcclcd costs for which the cxpcctcd 
p"yiiicnr/pcrlorniancc is prob;iblc Neither the expiration d;itc nor the i i i i i x i i n t i l i i  aniouiit of potcntial pnynicnts ror ccrliiin obligtitions i s  explicitly staled in tlic rclalcd 
agrcciiicnls. Tlicicfoic. they l iavc bccn cstimatctl based on tl ic typcs of obligations 
Two WPI) iiiicoiiso1itl;itctl ali i l iatcs wcic rctinanccd during 2005 Undci tlic tcriiis of the rcliiiancing, WPD h;is indcmnificd the Icndcr against certain tax  and otlicr 
liabilities 
Other than the Icttcis 01 clcdit, a l l  gu;il.nntccs o f  PPL. Energy Supply, on ii consolidated basis. also apply to PPL. on a consolidated basis Tor financial reporting purposes. 
Standby Icttci- nI cicdit arlangciiicnts d e r  PPL Energy Supply's credit kicilitics Tor the purposcs o l  protecting various third partics against nonpcrrorintincc by PPL.. This 
is  not ii giiarnntcc by PPL on a consolidatcd basis 
PPL Susquchoiina is contingently obligated 11) pay this aniount rclstcd to potential rctrospcctivc prcnriuins that could be asscsscd tinder its nuclcar insurancc programs. Scc 
"Nuclcar Insiii;incc," abovc foi ac1dition:il information. 
This is  the iiiaxiiiiiini i i i i iount PPL. Stisq~ichonna could bc assessed Tar citcli incident at  m y  o f  tl ic nuclcar reactors covered by this Act. Scc "Nuclcar Insurancc," abovc for 
addii ioniil in formation 
PPL. Energy Supply's i i iaxii i i i ini cxposuic with respect to ccltain inc1cmnific;itions and the expiration of thc indemnifications cannot be cstiinatcd bccausc, in thc case o f  
ccitain i.itleiiinilicntiori pluvisions, the tiiiixiiiiiiiii potential liability i s  not capped by tlic triiiisaction doctiincnts and the expiration date is based on the applicablc statute of 
liiiiit:itions The cxpostiic and expiration dates noted arc only lor those casts in which the agiccincnts provide for spccilic limils 

( e )  

(d) 

In  adtlition, in conncction with certain ortl icsc SBICS, WPD and its 

( e )  

(I) 

(g) 
(h) 

(i) 

(j) 

(k) 
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A subsidiary o f  PPL. Energy Sicpply has agrccd to provide indciiinilication to tlic ptrrchascr ofthc L.ong Island gcncr;liion business for damages arising out of  any breech o f  
tlic representations, warrantics iind covciiiints untlcr tlic related transiictioii agrccnicnt and for clamagcs arising out o f  ccitain otlicr iiiattcis, including liabilities iclating to 
certain rcncwablc cncrgy Facilities which wcrc prcviously owncd by one of the PPL subsidiaries sold in thc transaction but which wcrc tinrelated to the Long lslnnd 
gcncration business r l i c  indcinnification provisions arc subject to certain customary limitations, including thresholds for allowable claims. caps on aggregate liability. and 
time limitations for claiins arising oiit o f  breaches of most representations and warriintics. 

A siibsitliary of PPL Energy Supply has iigiccd to provide indcninification to the pcirchascrs ofthc Maine liydroclcctric facilitics lor daniagcs arising out of any breach o f  
tlic rcprcscntations, warrantics and covenants undcr the rcspcctivc transaction agrccincnts and for daiiiagcs ai k i n g  out of certain otlicr maticrs, including liabilities of tlic 
PPL. Encigy Supply siibsidiary relating to the pic-closing ownership or operation o l  tliosc hydroclcctric facilitics. The intlcninification obligations arc subject to certain 
customary liiiiitiitions, including thresholds for allowable clainis, caps 011 aggregate liubility, and time limitations for clainis arising 0111 of breaches of representations and 
wilrriintics The indemnification provisions for ccrtain rcprcscntations and wiirriintics cxpircd in the sccond quarter o f 2 0  I I 

subsidiaries o f  PPL Energy Supply have agrccd to proviclc indciiinilication to tlic piircli:tscrs of certain non-core generation cs sold in March 201 I (scc Note R for 
:iddition;il inforinatinn) for damages arising 0111 of any breach of  the representations, warrantics and covenants undcr the rclatcd transaction agreements and for damages 
aiising out of certain other niattcrs rcliiting to the Facilities that wcrc the subject of the tl.imsilction, i,isluding certain rccluccd capacity payincnts ( i f  any) at one oftl lc 
racilitics in tl ic cvcnt specified PJM ruIb chnngcs arc proposed and bccoiiic cffcctivc The indcinnilication provisions arc subjcc: to ccmin customary limitations, including 
tlircsholds for allowablc claims, caps on aggrcgatc liability, and time liiiiitatiolts For c l i m  arising out of brcnchcs of niost representations and warranties. 
In Dcccmbcr 2007, a subsidiary of PPL. Energy Supply cxccutcd rcviscd owners agreements for two jointly owncd facilities. the Keystone and Concmaiigh generating 
stations. Thc agrccincnts rcquirc that in the cvcnt of any dcfiiiilt by an owner, the other owners fund contribittions for tlic operation o f  thc generating stations, based upon 
thcir owncrship percentages Thc inaxiniiini obligation among all owners, for each slation, i s  currently $20 ni i l l ion The non-defaulting owners, who makc up the 
delitilting owner’s obligations, arc entitled to the generation cntitlcnicnt o f  the dcfaiilting owner, based upon thcir ownership percentage. The agreements do not have an 
expiration datc. 
A PPL. Energy Supply siibsiilinry owncd a one-third equity interest in Safe Harbor Water PowcrCorpor;ition (Safc Haibor) that was sold in March 201 I 
2008. PPL Energy Supply guarentccd one-thiid of any anioiints payable with rcspcct to certain senior notes issiicd by Safc Harbor Under tlic tcnns of thc sale iiyccnicnl, 
PPL Energy Stipply contintics to gwrantcc tlic ponion of Safe Harbor’s debt, but rcccivcd a cross-indcintiity lion1 the piircllascr in the cvcnt PPL. Energy Supply IS required 
to niakc a payincnt iinclcr the guarantcc. Exposiirc noted reflects principal only Scc Note X for additional in fo r~m~t ion  on the s:iIc of this interest. 
All guarantees ofL.KE, on a consolidated basis, also apply to PPL. on a consolidated basis for Iinmcial icporting piirposcs 
L K E  provides certain indcmnilic;itions, the most significant of which rclatc t o  the tcr~nination of the WKE lcasc i n  Iu ly  2009. Tlwsc guarantees cover the due and piinctual 
paymcnt, pcrforninncc and discliargc by ciicli party o f  i ts  rcspcctivc present and futtirc obligations The iiiost coniprchcnsivc o l  tlicsc giiarantccs i s  tlic L.KE guaizintcc 
covci ing opcrational, icgiilotory and cnviroiinicntiil coiiiinitiiiciils and indcmnilicntions i i w l c  by WKE tinder the W K E  Transaction Termination Agrccincnt This 
gu:irantcc has ii tcriii of I 2  years ending iu ly  202 I , ;tiid a ciiniiilntivc iiiaxiiiiiini cxpostlrc o f  $200 iiiillion Certain itcnis such :IS non-cxcludcd govcrnincnt fines wid 
penalties fa l l  oiilsitlc the ciiinulativc cap Another gii;irantcc with a ni:ixiniirni cxposiirc of $ I00 million covering other indclnnifications cxpiics in 2023. Certain niallcrs 
:IIC ci~ricntly tinder discussion among tlic panics, including onc iiiattcr cuircntly in arbitration and :I fuithci niattcr for which L.KE is  contcsting the applicability of  the 
indcinnification rcqiiiicmcnt. the otilconics of which cannot bc predicted ;it this time Addilion;illy. LKE hiis indcninificd various third ptirtics related to historical 
obligations lor otlicr divested stibsiiliarics and affiliates. Thc indcmnifications vaiy by entity and the Iniiixinitlni aiiioiiiit liniits iangc from being capped at the siilc pi ice to 
no specified ii1;ixiinuiii; howcvcr, L.KE is not aware o f  foriiial clainis under such intlcmnitics iii;iiIc by ;my pnrty at this time L K E  could be required to pcrforni on (licsc 
indcmnifications in tlic cvcnt o f  covered losses or liabilities bcing claimcd by an indccnnifictl party No additional niiitcriiil loss i s  miticipatcd by icason of  si icl i  
indcmni fieation. 

Beginning in 

’PL, PPL. Energy S~ipply, PPL, Eleclr-ic, L.KE, LG&E and KU) 

PPL, PPL Energy Supply, PPL Electric, LKE, L,G&E and KU and their subsidiaries provide other miscellaneous guarantees through contracts 
entered into in the nomial course of business. These guarantees are primarily in the fomi of indemnification or warrantics 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 S L I C ~  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 paynicnt/perfomiance under these guarantees is remote. 

PPL, on behalf of itself and certain of i ts  subsidiaries, maintains insurance that covers liability asstimed under contract for bodily injury and 
property damage. The coverage requires a maximum $4 million dcductible per occiirrcncc and provides niaxiniuni aggregate covcrage of $200 
million. This insurance may be applicable to obligations under ccrtain of these contractual arrangements. 

11 . liclatcd Party Transactions 

PLR Contracts/Purchase of Accounts Rcccivablc (PPL Emrgy Szipply nt7d PPL Eleclric) 

PPL Electric holds competitive solicitations for PL.R generation supply. See Note 10 for additional infomiation on the solicitations. PPL 
EnergyPlus has been awarded a portion of the supply. PPL Electric’s purchases from PPL EnergyPIus totaled $4 niillion and $10 million for 
the three and six months ended June 30, 201 I and $64 million and $ 1  79 million during the same periods 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. 



Under the  standard Supply Master Agreement for the bid solicitation process, PPL Electric requires all suppliers to post collateral once credit 
yposiircs exceed defined credit limits in  no instance is PPL Electric required to post collateral lo suppliers under these supply contracts PPL 

SrgyPIus is required to post collateral with PPL Electric: (a) when the market price of electricity to be delivered by PPL. EnergyPlus exceeds 
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 $35 niillion at June 30, 201 1. 

PPL, Electric's ctistonicrs may elect to procure generation supply from an alternative supplier. See Note 2 for additional information regarding 
PPL. Elcctric's purchases of accounts receivable froin alternative suppliers, including PPL EnergyPlus. 

At June 30, 201 1,  PPL Energy Supply had a net credit exposure of $17 niillion to PPL Electric from its commitnient as a PL.R supplier and 
from the sale of its accounts receivable to PPL Electric. 

Wholesale Sales and Purchases (LGcPrE atid KZJ) 

LG&E and KU jointly dispatch their generation units with the lowest cost generation used to serve their retail native load. When L.G&E has 
excess generation capacity after serving its own retail native load and its generation cost is lower than that of KIJ, KU purchases electricity 
from LG&E When KlJ has cxccss generation capacity after serving its own retail native load and its generation cost is lower than that of 
LG&E, L.G&E purchases electricity froni KU These transactions are recorded by each company as intercompany wholesale sales and 
purchases in the Statements of lnconie as 'Electric revenue from affiliate" and "Energy purchases from affiliate" and are recorded by each 
company at a price equal to the seller's fiicl cost. Savings realized from such intercompany electricity purchasing, instead of generating from 
their own  higher cost units or purchasing from the market, arc shared equally between the two companies. The volume of energy each 
company has to scll to the other is dependent on its native load needs and its available generation. 

Intercompany electric revenues and energy purchases for the periods ended June 30 were as fQllOWS 

l h r e e  Montlis Six Months 
201 1 I 2010 201 I ! 2010 

LG&E salcs and KIJ purchases 
L.G&E purch;iscs ;inti K U  sales 

I'redeccssor Predecessor Successor 

I 7  $ 23 $ 44 I $ 48 I 3 18 10 

Successor 

$ 
7 

iocations of PPL Services Costs (PPL, Energy Siipply, PPL, Electric and LKE) 

PPL, Services provides cofporate filnctions such as financial, legal, human resources and infomiation technology services. PPL. Services 
charges the respective PPL. subsidiaries 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 cxpcnscs and number of employees. PPL Services allocated the following amounts, which PPL management 
believes arc reasonable, including amounts applied to accounts that are further distributed between capital and expense for the periods ended 
June 30. 

PPL. Emcrgy Siipply 
PPL Elcclric 
L.KE 

Intercompany Billings (LG&E cind KU) 

Three Muntlis Six Monlhs 
201 1 2010 201 I 20 10 

$ 44 $ 56 $ 94 $ I 15 
35 32 74 65 

4 nla 9 nla 

L,G&E and K U  Scrvices Company provides L,G&E and K1.J with a variety of centralized administrative, management and support 
services. Associated charges include payroll taxes paid by L.G&E and KU Services Company on behalf of LG&E and KIJ, labor and burdens 
of LG&E and KU Services Company employees performing services for LG&E and KIJ, coal purchases and other vouchers paid by LG&E 
and KTJ Services Company on behalf of LG&E and KU. The cost of these services is directly charged to the  company, or for general costs 
which cannot be directly attributed, charged based on predetermined allocation factors, including the following ratios: number of customers, 
total assets, revenues, number of employees andlor other statistical information. These costs are charged on an actual cost basis. 
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I n  addition, L.G&E and KU providc scrvices to each other and to L.G&E and KU Services Company. Billings between LG&E and KU relate to 
'%or and ovcrhcads associated with union and hourly eniployees perfomiing work for the othcr company, charges related to jointly-owned 

ierating units and othcr misccllancous charges. Tax scttlcmcnts bctwcen LKE and L,G&E and KIJ arc reimbursed through LG&E and K.IJ 
.rviccs Company. 

L,(;&E and KIJ Scrviccs Company allocated these amounts, which LICE managcnicnt believes arc rcasonable, including amounts that are 
furthcr distributed between capital and expense for the periods cnded June 30 lnterconipany billings for the periods ended June 30 were as 
follows. 

Successor 

s 50 
55 
20 

Three Montlis Six Montlis 

201 1 I 2010 201 1 I 2010 
nrredeseswr Successor Predecessor 

$ 59 $ 83 $ I10 
67 I04 I I 7  
12 56 I 9  
I I 

LG&E and KU Scrviccs Conipany billing to L.G&E 
L.G&E nntl KU Scrviccs Conipany billing to KU 
LG&E billings 10 KU 
KU billings to LC&E 

intercompany Borrowings 

(PPL Etiet-gy Supply rrt id PPL Elecwic) 

A PPL, Encrgy Supply subsidiary holds revolving lines of credit froni certain affiliates. At Junc 30, 201 I ,  $37 niillion was outstanding and is 
shown on the Balancc Shcct as "Note rcccivable from affiliate." The corresponding note payable is held by a PPL. Electric subsidiary and 
shown on the Balancc Slicct as "Note payable to affiliate." Thcrc was no balance outstanding at Dccember 3 I ,  2010. The interest rate on the 
borrowinys was 1 94% at Junc 30, 201 1. Interest on the borrowings was not significant for tlic three and six months ended j u n e  30, 201 1 and 
2010 

t L W  

After PPL's acquisition of L.KE in Novcniber 2010, L.KE held a note receivable from a PPL. affiliate. At June 30, 201 I ,  $90 million was 
->itstanding comparcd with $61 million at December 31, 2010. The interest rate on the outstanding borrowing at June 30, 201 1 was 

'9%. During thc tlirce and six months endcd June 30, 201 I ,  interest inconic on this note was not significant. 

LKE maintains a $300 million rcvolving line of credit with a PPL Energy Siipply subsidiary whereby LKE can borrow funds on a short-terni 
basis at markct-bascd ratcs. Thc intcrcst rates on borrowings arc cqual to one-month LIBOR plus a spread. There was no  balance outstanding 
at Junc 30, 201 1 or Dccenibcr 3 I ,  20 10. 

lntcrcst cxpcnsc incurrctl on thc rcvolving line of credit with thc PPL. Energy Supply subsidiary was not significant for the three and six months 
endcd Junc 30,201 I 

Prior to PPL.'s acquisition of LKE in Novcniber 2010, L.KE had rcvolving credit facilities and several short-terni and long-tern1 loans with its 
fornicr E ON AG affiliatcs. During thc threc and six months cnded Junc 30, 2010, L.KE incurred intcrest expense on these dcbt arrangements 
of $39 million and $79 million which is includcd in the Statcnients of Incomc as "lntcrcst Expense with Affiliate." The consolidated debt had a 
weightcd-avcragc interest ratc of 2 .334 at June 30, 2010. Any such borrowings were repaid in 2010 prior to or at the time of  the acquisition by 
PPL.. 

(LG& E) 

L,G&E participatcs in run intercompany nioncy pool agrcenicnt whercby L.KE and/or KIJ niakc available to L.G&E fiinds up to $400 million at 
markct-bascd r a t a  (bascd on highly-rated commercial paper issues). At Junc 30, 201 1, thcrc was no balance outstanding. At December 3 1, 
201 0, $12 million was  outstanding. The interest rate for the period cndcd Dccenibcr 3 1,201 0 was 0.25%. 

interest cxpense incurrcd on the money pool agreement with LKE and/or KU was not significant for the three and six months ended June 30, 
201 1 and 2010. 

Prior to PPL's acquisition of L.KE in  November 2010, L.G&.E had long-terni loans froni its fonmer E.ON AG affiliates. During the three and six 
months cndcd J i m  30, 2010, L.G&E incurred interest expense related to these dcbt arrangements of $7 million and $14 million. The long-tenii 
loans had a wcightcd-avcragc intcrcst rate of 5.49% at June 30,2010. Any such borrowings were repaid in 2010 prior to or at the time of the 
acquisition by PPL. 
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(KU) 

“ U  participates in an intercompany money pool agreement whereby L.KE and/or L.C&E make available to KU funds up to $400 million at 
*ket-based rates (based on highly rated commercial paper issues). At June 30,201 I ,  there was no balance outstanding. At December 3 I ,  

I O ,  $10 million was outstanding The interest rate for the period ended December 3 I ,  2010 was 0.25%. 

Interest expense incurred on fhe money pool agrecnient with LKE and/or LG&E was not significant for the three and six months ended 
June 30, 201 1 and 2010. 

Prior to PPL‘s acquisition of L.KE in November 2010, K7J had long-teml loans from its fornier E.ON AG affiliates. During the three and six 
months ended June 30, 2010, K1J incurred interest expense on these debt arrangements of $19 million and $37 million. The long-temi loans 
had a weighted-average interest rate of 5 50% at June 30,2010. Any such borrowings were repaid in 2010 prior to or at the time of the 
acquisition by P PL,. 

(PPL. El7PYg)j sll]7/7/)~) 

Trademark Royalties 

A PPL. subsidiary owns PPL tradernarks and bills certain affiliates for their use. PPL. Energy Supply was allocated $10 million and $20 million 
of this license fee for the three and six months ended June 30, 201 1 and 2010. Thcsc allocations are primarily included in “Other operation and 
maintenance” on the Statenicnts of Income. 

Distribution of Interest in PPL Global to Parent 

I n  January 201 I ,  PPL Energy Supply distribiif4 its membership interest in PPL. Global to its parent. PPL. Energy Funding. See Note 8 for 
additional information. 

In t ercom pa n y 1 n su ran ce (PPL, Efeclric) 

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. 

*e to clamages resulting primarily from ccrtain storms that occurred in May 201 I ,  PPL Electric has exceeded its deductible for the 201 1 
policy year. Probable recoveries on insurancc claims with PPL. Power Insurance of $1 5 million were recorded during the three and six months 
ended June 30, 201 I .  of which $9 million was included in “Other operation and maintenance” on the Statements of Income and the remainder 
was recorded in PP&E on the Balance Sheet. 

12. Other Income (Expense) - net 

The breakdown of “Other Income (Expense) - net” for the periods ended June 30 was: 

PPL 
Otlicr Income 

Earnings on sccuiilics in NDT Itrnds 
lntcrcst inconic 
AFUDC 
Ncl licdgc gains ussocialed will1 rhc 201 I 13ridgc Facil ity 
Misccllancotis - Donicstic 
M isccllmcotis - Intcrnotionol 
Total Other lncoiiic 

‘rbrcc Months Six Months 
201 1 20 I O  2011 2010 

$ 3 s  5 %  I X  $ I 1  
2 4 I 
2 I J 2 

4 3 7 4 
62 55 

I I I I 
74 I O  xx 19 
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icr  Expcnsc 
Economic foreign currency cxcliangc contriicts 
Cli;iritablc contributions 
LKE otlicr acquisition-related costs 
WPD Midlands otlicr acquisilion-rclatcd costs 
Forcign currency loss on 20 I I Bridge Facility 
U.K stainp duty Lax 
Misccllancotis - Domestic 
Misccll;incous - lntcrnational 
Tot;iI Other Expcnsc 

Otlicr lncomc (Expense) ~ net 

PPL Energy Supply 
Other Income 

Earnings on securities in NDT funds 
M isccllancous 
Total Other lncoinc 

Miscclliincous 

Totzil Other Expcnsc 

Other Expense 

Other Incoiiic (Expcnsc) - nct 

LK I.: 
Other Incoiiic 

Equity in earnings or unconsolidotcd nl'liliatc 
Misccllancotis 
To[nl Other Income 

Derivative losses 
hqtiity in loss o f  unconsolidated affiliate 
Cli;irit;iblc contributions 
M isccllancous 
Total Otlicr Expcnsc 

Other Incoinc (Expcnsc) . net 

L,G&E 
Oilier lncoiiic 

Other Expcnsc 

Misccllnncotis 
Tow1 Otlicr lticoinc 

Derivative losscs 
Charitable contributions 
Total Other Expcnsc 

Otlicr Iiicoiiic (Expcnsc) - nct 

Otlicr Expcnsc 

1 liree Months Six Rlontlis 
201 I 2010 201 I 2010 

(2) ( 2 )  
2 I 5 7 

7 7 
26 36 
5 8  58 
21 21 

I I 4 3 
I 3 I 

I 08 I O  I27 I1 
$ (34) $ $ (39) $ 8 

7 - 

$ 3 s  5 s  18 $ I 1  
3 2 5 3 
6 7 23 14 

2 2 5 3 
2 2 5 3 

$ 4 s  5 %  18 $ II 

l l i r e e  

2011 
Successor 

9; I 
I 

I 

I 

$ I 
I 

onlhs Six I% 

2010 201 1 
Preclecessor Successor 

$ I 
2 
3 

$ I O  
I 
I 2 

$ I 

o t l l s  

2010 
I'redecessor 

$ 7 

3 
5 

I I  

3 
5 

I9 
$ (14) 

The coniponents of"0ther Income (Expense) - net" for the three and.six months ended June 30, 201 1 and 2010 for PPL Electric and KU are 
not significant. 

13 . Fair Value Measurements and Credit Concentration 

(PPL,, PPL. Energy Supply, PPL Eleclric. LKE, LG& E atid KlJ) 

Fair value i s  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, 
replacerncnt 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 nianagcment believes are predicated on the assumptions niarket participants would use 
to price an asset or liability. These inputs may incorporate, as applicable, certain risks such as nonperforniance risk, which includes credit risk. 
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Recurring Fair Value Measurements 

Tie assets and liabilities measured at fair value wcre: 

PPL, 
Assets 

Cash and cash cquivnlcnts 
Sllort-ter in invcstincnts - municipal deb! 

Restricted cash ond cash cquivalcnts (a) 
Pricc risk managcmcnt assets: 

sccuritics 

Energy cc!nmcditics 
Interest rate swaps 
Foreign currency exchange contracts 
Cross-currency swaps 

Total pricc risk in;inagcincnt iisscts 
N D T  liinds: 

Cash and cash cquivalcnts 
Equity sccuritics 

U.S. largc-cap 
US. inidlsinall-cap 

US. Treasury 
US. govcrnmcnt sponsored agency 
Municipali ly 
~nvcstnicnt-yi-;idc corporate 
Other 

Debt sccuritics 

Rcccivnblcs (poyoblcs), ncl 
Total N D T  lunds 
Auction rate scctiiilics (b) 

Total assets 

L.iabilitics 
Pricc risk rnnnagcincnt 1i;ibiIitics: 

Energy coininoditics 
Inlcrcst rate swaps 
Cross-currency swaps 

Tot:il pricc I isk nian;igcmcnt liabilities 

PPI, Energy Slipply 
Assets 

Cash anti cas11 cqiiiv:ilcnrs 
i lcst i  ictctl c:isli and cas11 cqiiiv:ilcnts (a) 
Pricc risk inanagcincnt asscls: 

Eiicrgy coiiimotlilics 
Foreign currency cxcti;ingc contracts 
Cross-c t ir i  cncy sw;ips 

Total pricc risk inan;igcincnt asscts 
NDT liinds: 
Cash and ciisli cquivalcnts 
Equity securities 

U S  large-cap 
US. rnid/sinall-cap 

U S. Treasury 
US. govcrnmcnt sponsored agency 
Municipality 
Invcstincnl-gr;rdc corporate 
Other 

Debt sccuritics 

Rcccivablcs (payablcs). net 
Total NDT rttnds 
Auction ratc sccuritics (b) 

Total assets 

Pricc risk managcmcnt liabilities: 
E,ncrgy coininoditics 
Cross-currency swaps 

Total price risk iiianagcincnt liabilities 

June30,2011 December 31, 2010 
l u t a l  Level 1 Level2 Level 3 Tutnl Level I Level 2 1,evel 3 

$ 1,269 $ 1,269 $ 925 $ 925 

I63 I63 
88 88 66 66 

$ 2,452 6 51 
15 

3 $ 2,"63 $ 47 2,503 
6 15 

2,l I3 
6 
4 4 I I  II 
9 9 44 44 

2,132 3 2,082 47 2.573 2,522 51 

IO 10 10 10 

304 21 I 93 
I24 91 33 

19 79 
I O  10 
80 80 
37 37 

3 .3 

303 207 96 
I I9 89 30 

75 
7 
69 
33 
I 

( I \  3 I 
64 8 389 259 618 
25 25 25 

$ 4,162s 1,749$ 2,341s 72 $ 4,370 

I --- 

75 
7 
69 
11 
I 

3 80 238 
( 1 )  2 -- 

25 
$ 1,534 $ 2,760 $ 76 

$ 1,204 $ 3 $ 1,180 $ 21 $ 1,552 $ 1,498 $ 54 
51 51 53 53 
5 5 9 9 

$ 1.260 $ 3 $ 1,236 $ 21 $ 1.614 $ 1.560 $ 54 

$ 422 $ 422 $ 661 $ 66 I 
31 31 26 26 

2.1 I2 3 $ 2,062 $ 47 2,503 $ 2,452 $ 51 
I I  I I  
44 44 

2,112 3 2,062 47 2,558 2,507 51 

IO 10 I 0 IO 

304 21 I 93 
I24 91 33 

19 79 
IO I0 
80 80 
37 37 
3 3 
I (2) 3 

648 389 259 
20 

$ 3,233 $ 845 $ 2,321 

303 207 96 
I I9 89 30 

75 15 
I 7 
69 69 
33 33 
I I 
I ( 1 )  2 

618 380 238 
20 20 20 

$ 67 $ 3,883 $ 1,067 $ 2,745 6 71 

$ 1,201 $ 1 $ 1,177 $ 21 $ 1,541 $ 1,487 $ 54 

$ 1,201 $ 3 $ 1,177 $ 21 $ 1,550 $ 1,496 $ 54 
9 9 
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'* Electric 
21s 

Cash and cash equivalents 
Rcstrictcd casli and cash cqiiivnlcnts ( e )  

Total :IsscIs 

LKE 
Assets 

Cash and cash cqiiivalcnts 
Short-lcriii iiivcstincnts - municipal dcht 

;icsti icicd cash and cash cquivalcnts (c) 
Pricc risk management assets - Cmigj8 
coni modi t ics ( d ) 

scciiritics 

Told1 asscls 

Liahilitics 
Price risk iiian;igcmcnt liabilities: 

E,ncrgy cominoditics ( e )  
Intcrcst rate swaps (I) 

Total liabilities 

I,G&E 
Assets 

Cash and cnsli cqiiivolcnts 
Short-term iiivcstiiiciits - iiiiinicinal debt 

Rcstrictctl cash mid cash cqiiiv;ilcnts ( e )  
Price risk in;rnagciiicnt assets - Energy 
ciiiiiinoilitics (11) 

scciiritics 

Total assets 

Liahilitics 
Pricc risk inan;igciiicnt liabilities: 

Energy coiiimoditics (c) 
lntcicst ia tc  swtips (I) 

Total liahilitics 

K U  
Assets 

Cash and ciisli cqiiiv:ilcnts 
Rcsti ictcd cash aiiti cash cqtiivalcnts (c) 

Total m c t s  

June 30, 201 I Decenibrr 31, 2010 
'l'oial I,evel I Level2 Level 3 Tors1 Level I Level 2 1,evel 3 

$ 4 %  4 $ 104 $ 204 
14 14 14 14 

18 $ 218 $ 218 $ 18 $ 

$ 56 $ 56 

28 28 

$ 1 1  $ I I  

I63 153 
23 23 

I $ I 
$ 85 s 84 $ I $ 197 $ 197 

$ 3 $ 1 $ 2 $ 2 
35 35 34 34 

$ 38 $ 38 $ 36 $ 36 

$ 41 IF 41 

27  21 

$ 2 %  2 

I63 I63 
22 L2 

I $ I 
$ 69 3; 68 9; I $ I 8 7  $ I87 

$ 3 $ 3 $ 2 $ 2 
35 35 34 34 

$ 38 $ 38 $ 36 $ 36 

$ 7 $  7 $ 3 s  3 
I I I I 

9; 8 %  8 $ 4 s  4 

(a) 
(h) 
( e )  

(d) 
(e) 
(I) 

Current portion is i i i c l  iidcd iii "Restricted cash and cash equivalents" and long-tcrin portion is included in "Other noncurrent asscts" on tlic Balance Shccts. 
Incliiilcd iii "Other invcstinciits" on the Balancc Shccts. 
Currcnt portion is i r i c l d c d  in "Other current assets" on tlic Balance Shccts. Such aiiiounts wcrc insignificant at J u n e  30,201 I and Dcccmbcr 3 I, 201 0 The long-term 
portion is includcd i n  "Othcr noiiciiircnt iisscts" on tlic Balance Sliccts. 
Incliiilcd i n  "Othci ci ir icnt ;isscts" on tlic Balancc Shccts. 
Includcd iii "Other ciirrcnt liiihilitics" on tlic Balance Shccts. 
Current portion is incliitlcd in "Other ciirrcnt liabilities" on the Balance Shccts. The long-tcrm portion is incliidcd in "Pricc risk inanagcmcnt liabilities" on the Balance 
Shccts. 
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A rcconciliation of net assets and liabilitics classified as Level 3 for the periods ended June 30, 201 I is as follows. 

Fair Value Rlcasureiiients Using Significant Unobservable Inputs (Level 3) 
Three Moiitlts Six Months 

Energy Auclion Energy Auelion 
Coin iiwdit ies, Rate Cunimodities, Rate 

net Securities Tot  a I net Securities 
PPL 
Balance at beginning o f  period $ 32 $ 25 $ 51 $ (3) $ 25 $ 22 

Total rcalizccl/iinrcalizcd gtiins (losses) 
(4) 
4 

2 .. 7 

Salcs ( 1 )  ( 1 )  (4) (4 ) 
Purchases 

Scttlcincnts 3 3 25 25 

Included in earnings (5) ( 5 )  (4) 
Includcd in OCI (a) 3 3 4 

Transfers out o f  Lcvcl 3 
Balance at end orpcriotl 

PPL Energy Supply 
Balancc at beginning of pci iod 

Total rc;ilizcd/unicaIizcd gains (losscs) 
Incliidctl in cmniiigs 
Inclutlcd in OCI ( a )  

Purcliascs 
Salcs 
Scttlcmcn1s 
Transfcrs out ol' Level 1 

Ual;incc at ciit l  orpci iod 

(4) 
4 
2 

(4) 
25 

(6) (6) 6 6 
$ 26 $ 20 $ 46 $ 26 $ 20 $ 46 

( a )  Incli idcd in "Qu;ililyiiig dcrivativcs" on the Statements oTCoiiiprclicnsivc Inconic 

A rcconciliation of net assets and liabilities classified as Level 3 for the periods cndcd June 30, 2010 is as follows. 

PPI, 
Balance at bcginning of  period 

Total rciilizcd/unrc;iIiz~'d gains (losses) 
Includcd in c;tiiiiiigs 
Includcd iii 0C.I (a) 

Net purcliascs, salcs, issiiaiiccs :ind 
scIIlcil1cilIs (11) 

Transfers into Lcvcl 1 
Tiansvcrs out of L.cvcl 3 

Balance ;it cntl of pci-iotl 

PI'L Energy Supply 
Balance at bcainiiincl of nci iod 

Fair Value Measurements Using Significant Unobservable Inputs (Level 3) 
Six Months l l i ree  Months 

Energy Auction Energy Auction 
Con: 111 or1 i t i es, R a t e  Conimotlities, Itate 

net Securities T o t a l  net Securities Total 

$ 51 $ 2s $ 76 $ 107 $ 25 $ I32 

(7 )  
5 

(7) (68) 
5 8 

3 3 2 2 
$ 48 $ 25 $ 13 $ 48 $ 25 $ 73 

I 2 7  $ 51 $ 20 9 71 $ 107 $ 20 $ - -  
~ ~ t a l  rcalizcd/unrcalkd gains (losses) 

(7 )  (68) (68) Included in ciiriiiiigs (7) 
Included in OCI (;I) 5 5 

scttlciiicnts ( h )  (4) (4 1 I I 
Transfers into L.cvcl 3 ( 2 )  ( 2 )  

3 3 2 2 
$ 48  $ 20 $ 68 $ 48 $ 20 $ 68 

8 8 
Net p i i i c l iwx .  salcs, issuances and 

Transfers out oi  L.cvcl 3 

Ralaiicc at end of period 

(a) 
(b) 

Includcd in "Qualifying derivatives" on the Statcmcnts of  Coiiiprclicnsivc Inconic 
Accounting guid;iiicc cffcctivc January I ,  201 I requires purchasc. sale, issuancc and scttlcrncnt transactions within L.cvcl 3 to bc prcscntcd on a gross basis. Thc transactions 

in 20 IO arc reported on a coilibincd basis. 
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A reconciliation of net assets and liabilities classified as Level 3 for the periods ended June 30 is as follows. 

LICE 
Balancc at beginning o f  pcriod 

Total rcaIizcd/unrcalizcd gains (losscs) 
Included in discontinucd operations 

Settlements 

Bttlancc nl end of pcriod 

Vair Value Measurenierits Using Significant Unobservable 
Inputs (Level 3) 

Energy Coiiiiiiodilies, net 
Three Months Six Months 

Successor Predecessor Successor Predecessor 

63 

Net gains and losscs on assets and liabilities classified as Level 3 and included in earnings for the pcriods ended June 30 are reported in the 
Statements of  Income as follows. 

Three Months 
Energy Conisiodities, net 

Unretulated Retriil Wholesale Energy Net Energy 

PPL and I'I'L I.nergy Supply 
Total gains (losscs) includcd in carnings 
Change in unrcalizcd gains (losscs) rcloiing io 

positions still held at the reporting date 

Energy Purchases Electric anct c a s  Marketing lracling Margins 
201 I 2010 201 I 2010 201 I 2010 201 1 2010 

Six Morifhs 
Encrgy Comnioclities, net 

Net Energy Unregulated Itetail Wholesale Energy 
Marketing Trading Margins Enerev Purchases Electric and Cas  

201 1 2010 201 1 2010 201 I 2010 201 1 2010 
PL and PPL Energy-Supply 

Total gains (losscs) includcd in earnings $ 5 s  I2 $ (4) s I 3  % (.3) % (2) $ (2) $ (91) 
Changc in unicalizcd gains (losscs) relating to 

positions still held at thc rcporting date 5 I O  ( 6 )  5 (3)  17 (81) 

( PPL, PPL Eiieigy SupI~ly, PPL Elecfric. LKE, L.G&E mciKU)  

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

Price Risk Management Assets/Liabilities - Energy 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 Leyel 1.  When observable inputs are used to nieasure all or most of the value 
of a contract, the contract is classified as L.cvel 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 Furthemiore, 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 eniission allowances and niay 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, those 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 niay be measured by valuing the nearest liquid 
trading point plus the value of the basis between the two points. The basis input may be from market quotes, FTli prices or historical prices. 

When unobservable inputs are significant to thc fair value measurement, a contract is classified as  Lmel 3. Additionally, L.evel 2 and Level 3 
fair value measurements include adjustments for credit risk based on PPL.'s own creditworthiness (for net liab 
creditworthiness (for net assets). PPL's credit departnient assesses all reasonably available market infoniiation 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 

es) and its coltnterparties' 
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assesses the nccd for additional adjustments for liquidity or modeling risks. The contracts classified as L.cvel 3 represent contracts for which 
thc dclivcry dates arc beyond thc dates for which independent prices arc available or for certain power basis positions, which PPL. generally 
*4ues  using historical settlement prices to project forward prices. 

. . certain instances, cnergy commodity contracts arc transferred between L.evel 2 and Level 3. The primary reasons for thc transfers during 
201 1 and 2010 wcre changcs in the availability of market infomiation and changes in the significance of the unobservable portion of the 
contract. As the delivcry period of a contract bccornes closer, market information may become available. Whcn this occurs, thc model's 
unobservable inputs arc replaced with observable market information. 

Price Risk Managcnicnt Asscts/Liabilities - Interest Rate Swaps/Foreign Currency Exchange Contracts/Cross-Currency Swaps 

To manage their interest rate risk, PPL. and its subsidiaries generally use interest rate contracts SUA 2s forward-starting swaps, floating-to-fixed 
swaps and fixed-to-floating swaps. To manage their foreigli currency exchange risk, PPL, and its subsidiaries generally use foreigii curreficy 
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 its subsidiaries use an income approach IO nieasure the fair value of these contracts, utilizing readily observable 
inputs, such as forward intcrest rates (e.&, LJBOR and government security rates) and forward foreign currency 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 cannot 
practicably obtain market information to valuc credit risk and therefore rely on their own niodek. These modcls use projected probabilities of 
default bascd on historical observances. When the credit valuation adjustment is significant to the overall valuation, the contracts arc classified 
as L.cvel 3. 

NDT Funds (PPL. nr7d PPL Etlergy Si ippl j i )  

PPL and PPL Energy Supply gencrally use the market approach to nieasurc the fair value of equity sccurities hcld in thc NDT funds. 

Thc fair v ~ l r i e  iiicasurcments of cquity securities classified as L.evel 1 are based on quoted prices in active markct-, :nd arc comprised of 
sccuritics that arc rcpresentativc of the Wilshirc 5000 icdcx, which is invested in approximately 70% large-cap stocks and 30% niid/sniall- 
cap stocks 

0 Invcstnients in commingled equity funds arc classified as Level 2 and represent securities that track the S&P 500 index and the Wilshirc 
4500 index. Thcse fair value mcasrrrcments are based on firm quotes of nct asset values per share, which a re  not obtained from a quoted 
price ic an active market. 

oebt securities arc generally nicasuied using a market approach, including the use of matrix pricing. Coninion inputs include reported trades, 
brokcr/dealer bid/& prices, benchmark securities and credit valuation adjustments. When necessary, the fair value of debt securities is 
nieasurcd using the income approach, which incorporates similar observable inputs as well as benchmark yields, credit valuation adjustments, 
rcferencc data from market rcscarch publications, monthly payment data, collateral pcrforniancc and new issuc data. 

The debt sccuritics held by the NDT funds a t  June 30,201 1 have a weighted-averagc coupon of 4.55% and a weighted-avcrage duration of five 
years. 

Auction Rate Securitics. (PPL. trnd PPL. Et7rr.g~ Szipply) 

PPL.'s and PPL. Energy Supply's auction rate securities include Federal Family Education L,oan Program guaranteed student loan revenue 
bonds, as  wcll as various municipal bond issues. At June 30, 201 I ,  contractual maturities for these auction rate securities werc a weighted 
average of approximately 24 years. PPL. and PPL Energy Supply do  not have significant exposure to realize losses on these securities; 
howevcr, auction rate securities arc classified as Lcvcl 3 because failcd auctions limit the amount of observable market data that is available for 
measuring the fair value of these securities. 

Thc fair value of auction rate sccuritics is estimated using an income approach with inputs for the underlying structure and credit quality of 
each security; thc 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 credit rating and remaining tenn to maturity similar to the stated maturity of the auction rate 
securities; and the impact of auction failures or redemption at par. 
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Nonrecurring Fair Value Measurements 

/PPL mid PPL. Eiiergy S~ip&) 

. .re following nonrecurring fair value measurements occurred during the reporting periods, resulting in asset inipairnlents. 

Stilllir dioxide emission allowaiiccs (e): 
March 1 I, 20 I I 
June 30, 2010 
March 31,2010 

Junc 30,201 I 
March 3 I ,  20 I I 

RECs (e): 

Carrying Fair Value Measurenients Using 
Aoiounl (a) Level 2 Level 3 Loss (b) 

$ I 
I I  
13 

2 $  
3 

I 

$ I 
$ 3 8 

I 0 3 

I 
3 

(a) 
(b) 

(e) 

Rcprcscnts carrying valuc bcforc fair vnluc mcastircnicnl 
Losses oil sulliir dioxitlc cnlission ;Illowanccs and RE,Cs wcrc rccordcd in tltc Supply scgmcnt and included in "Othcr operation and tnaintcnancc" on the Stntcmcnts of 
lneon1c 
Curl-cnr iiiid long-term si i l ln i  dioxide cniission iillowiinccs and RECs arc includcd in "Othcr intangibles" in thcir rcspcclivc arcits on the Balance Shccts 

Sulfiir Dioxide Emission Allowances 

Due to dcclincs in market priccs, PPL, Energy Supply assessed the recoverability of sulfur dioxide emission allowances not expected to be 
consumcd When availablc, observable market prices were iised to value the sulfur dioxide emission allowances. When observable market 
prices wcre not available, fair valuc was modeled using prices from observable transactions and appropriate discount rates The modclcd 
values wcre significant to the overall fair value measurement, resulting in the L.evel 3 classification 

RECs 

Due to dcclincs in forccastccl full-requirement obligations in certain markcts as well as declines in market prices, PPL Energy Supply assessed 
the rccovcrability of certain RECs not expected to be used. Observable market prices (L.cvcl 2) were used to value the RECs. 

Financial lnstrunicnts Not Recorded at  Fair  Value (PPL, PPL Ei7er.g~~ Szipply, PPL. Elecii ic, LKE, L,G&E and KU) 

carrying amounts of contract adjustment payments related to the 2010 Purchase Contract coniponent of the 2010 Equity Units, the 201 1 
Purchase Contract component of the 201 1 Equity Units, and long-term debt on the Balance Sheets and their estimated fair valuc arc set forth 
below. The fair valuc of thcsc instruments was estimated rising 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 fair value measurement. 

PPL 
Contract adjustiiicnt paymcnl5 (a) 
Long-lcrm debt 

PPL Energy Supply 
Long-term debt 

PPL Electric 
Lmg-tci m debt 

LKE 
Long-kiln dcbt 

LG&E 
Long-lcrin debt 

K U  
Long-tcrm debt 

(a) Rcllcclcd in current and long-tcrni other liabilities on the Balnncc Shccts 

June 30,2011 I~ece i i ibc r  31, 2 0 1 0  
Carrying Carrying 
AllllJUnl 1; ;I ir Value Amount I::i ir \'a I u c' 

$ 245 $ 247 $ 146 $ 148 
18,034 18,447 12.663 I 2.86X 

3.275 3,582 5.589 S,9IO 

1,472 1,608 1.472 I ,578 

3,825 3,728 3,825 3,607 

1.1 12 1,094 1,1 I 2  1,069 

1,84 I 1,790 1.84 I I .72X 

The carrying value of short-term debt (including notes between affiliates), when outstanding, represents or approximates fair value due to the 
variable interest rates associated with the financial instniments. 
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Credit  Concentration Associated with Financial Instruments 

'L, PPL Energy Siipplyp PPL EIecli-ic, LKE8 LG& E mid KU) 

PPL, and its subsidiarics cntcr into contracts with inany entities for the purchase and sale of energy. Many of these contracts quaiify for NPNS 
and as such, thc fair value of these contracts is not reflected in the financial statements. Howcver, the fair value of these contracts is considered 
when committing to new business from a credit perspective. Sec Note 14 for information on credit policies used by PPL. and its subsidiaries to 
manage credit risk, including mastcr netting arrangements and collateral requircnicnts. 

At Junc 30,20 1 I ,  PPL. had credit exposure of $2.2 billion from energy trading partners, cxcluding the effects of netting mangemnts  and 
collateral. As a rcsult of netting arrangements and collateral, PPL,'s credit expostire was reduced to $670 million. The top two counterparties 
each accounted for 13% of thc exposure. Ten counterparties accounted for $441 million, or 66%, of the net exposure. Nine of these 
counterparties had an invcstnicnt gradc crcdit rating from S&P or Moody's and accounted for 97% of tlie top ten exposure. The remaining 
counterparty has not been rated by S&P or Moody's, but is current on i ts  obligations. 

(PPL Etiergy Sz ipp l j~  

At Junc 30, 20 1 1, PPL. Energy Supply had credit exposurc of $2.2 billion from energy trading partners, cxcluding exposure from related parties 
and the cffects of netting arrangcmciits and collateral. As a rcsult of nctting arrangements and collateral, this crcdit exposure was reduced to 
$667 niillion. Tlic top two countcrpartics each accounted for 13%) of thc exposure. Ten counterparties accounted for $441 million, or 66% of 
the nct cxposnrc. Nine of thcsc counterpartics had an investnicnt gradc crcdit rating from S&P OJ Moody's and accounted for 97% of the top 
ten cxposure. The rcmaining counterparty has not bccn rated by SStP or Moody's, but is ciirrcnt on its obligations. 

(PPL Electric) 

At Junc 30, 201 I ,  PPL Electric had n o  crcdit exposure under cncrgy supply contracts (including its sripply contracts with PPL. EnergyPlus). 

(LKE, L,GBE am? KU) 

June 30,201 I ,  LICE'S, LG&E's and KU's credit exposurc was not significant 

14 . Derivative Instruments and Hedging Activities 

Risk Management Objectives 

(PPL Etiergy Suppl~~) 

As described in Notes I and 8, in January 201 I ,  PPL Energy Supply distributcd its nicnibcrship intcrcst in PPL Global to PPL Energy Supply's 
parcnt, PPL. Encrgy Funding. Thcrcforc, effective January 201 I ,  PPL Energy Supply is no longcr sub,jcct to intercst rate and foreign currency 
exchange risk associated with invcstmcnts in IJ.K. affiliatcs. 

(PPL, PPL Energy Siipply, PPL Eleclric, LKE, L.G&E atid KU) 

PPL. has a risk managenicnt policy approved by tlie Board of Directors to nianagc market risk and counterparty credit risk. The RMC, 
conipriscd of senior nianagenicnt and chaired by the Chief Risk Officer, oversees the risk management function. Key risk control activities 
designcd to ensurc conipliance with thc risk policy and detailed programs include, but are not limited to, crcdit review and approval, validation 
of transactions and market priccs, verification of risk and transaction liniits, VaR analyses, portfolio strcss tests, gross margin at risk analyses, 
sensitivity analyses and daily portfolio reporting, including open positions, detemiinations of fair value and other risk nianagenient 
nietrics. PPI, complcted its acquisition of LKE in November 2010 and WPD Midlands in April 201 I .  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, inclriding interest rate and foreign currency exchange programs, from the date of acquisition. 
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Market risk is the potential loss PPL and its subsidiaries niay incur as a result of price changes associated with a particular financial or 
-miniodity instrument. PPL. and its subsidiaries utilize forward contracts, fiitures contracts, options, swaps and structured deals such as tolling 

reenients as part of risk nianagcmcnt strategies to minimize irnanticipated fluctuations in earnings caused by changes in commodity prices, 
Jllinles of full-requirement sales contracts, basis prices, interest r a t a  and/or foreign currency exchange rates. ,411 derivatives arc recognized 

o n  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. 

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

o commodity price, basis and volumetric risks for  energy and energy-relatd products associated with the sale of electricity from its 
generating assets and other electriciiy iiiarketilig activities (including full-requirement sales contracts) an i  thc purchase of fuel and fuel- 
related commodities for generating assets, as well as for proprietary trading activities; 
interest rate and price risk associated with debt used to finance operations, as well as debt and equity securities in NDT fiinds and defined 
benefit plans; and 
foreign currency exchange rate risk associated with purchases of equipment in currencies other than U S. dollars. 

e 

o 

PPL. and PPL, Electric are exposed to market 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 fiilfilling its PL,R obligation. This cost 
recovery mcchanism substantially cliniinates PPL. Electric's exposure to market risk. PPL, Electric a lso mitigates its exposure to volunietric risk 
by entering into full-requirement supply agrecnients for its customers. These supply agreements transfer the volumetric risk associated with 
the PLR obligation to the energy supplicrs 

By definition, the regulatory environment that PPL.'s other regulated entities, L,KE (through its subsidiaries LG&E and KU) and WPD, arc 
subject to significantly mitigates niarkct and volumetric risks Similar to PPL Elcctrie, L.G&E's and XIJ'S rates are set to permit the recovery of 
prudently incurrcd costs LG&E and KU primarily utilize forward financial transactions to manage price risk associated with the electricity 
generated that is not required by end-use ctistoiiiers. WPD does not have supply risks as i t  is only in the distribution business 

L.G&E also utilizes over-the-counter interest rate swaps to limit exposure to market fluctuations on interest expense. WPD utilizes over-the- 
counter cross currency swaps to limit exposure to market fluctuations on intcrest and principal payments from foreign currency exchange rates. 

edi! 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 cxposed 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 encrgy trading partners, which include other 
cncrgy companies, fuel suppliers and financial institutions. 

PPL. and PPL. Electric arc exposed to credit risk from PPL, Electric's supply agrcenicnts for its PLR obligation. 

L.KE and L,G&E are exposed to credit risk from interest rate derivatives with financial institutions. 

The majority of PPL's and its subsidiaries' credit risk stenis from PPL, subsidiaries' commodity derivatives for niulti-year contracts for energy 
sales and purchases. If PPL. Energy Supply's counterparties fail to pprforni 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 future years, depending on the accounting 
treatment for the defaulted contracts In the event a supplier of LKE (through its subsidiaries LG&E and KU) or PPL Electric defaults on its 
obligation, those entitics would be required to seek replacement power or replacement fiiel in the market. In general, incremental costs 
incurred by these entities would be recoverable from customers in fiiturc 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 o f  master netting agreements. These agreements generally include credit iiiitigation 
provisions, such as margin, prepayment or collateral requirements. PPL. and its subsidiaries niay request the additional credit assurance, in 
certain circumstances, in the event that the counterparties' credit ratings fall below 
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investment grade or their exposures exceed an established credit limit. See Note 13 for credit concentration associated with financial 
instrunicnts. 

ster 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 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 $79 million and $338 
niillion at l u n e  30,201 I and December 3 I ,  2010. 

PPL. Electric, LKE, L.G&E ana K1.) had no obligation to return cash collateral under master netting arrangements at june 30,201 1 and 
i)eceniber 3 1 ,20  1 0. 

PPL, Energy Supply, PPL. Electric and KU had not posted any cash collateral under master netting arrangements at lune 30,201 I and 
December 3 1,20 1 0. 

PPL, LICE and L.G&E had posted cash collateral under master netting arrangements of $23 million at June 30, 201 1 and $19 million at 
Dceeniber 3 I .20 IO.  

Commodity Price Risk (Non-trading) 

Commodity price ,I?? basis risks arc among PPL.'s and PPL, Energy Supply's most significant risks due to the level of investment that PPL. and 
PPL. Energy Suppiy maintain in thcir conipetitive generation assets, as well as thc extent of their marketing and proprietary trading 
activities. Scvcral 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/transniission availability and reliability within and betwcen 
regions, market liquidity, and the naturc and extent of current and potential federal and state regulations. 

'"L. and PPL Energy Supply enter into financial and physical derivative contracts, including forwards, futures, swaps and options, to hedge the 

.,iercfore not reflected in the financial statements until delivery. PPL and PPL Energy Supply segregate their remaining non-trading activities 
into two categories: cash flow hedge activity and economic activity. In addition, thc monetization of certain full-requirements sales contracts 
in 2010 impacted both the cash flow hedge and economic activity, as discussed below. 

Monetization of Certain Full-Requirement Salcs Contracts 

I n  early .July 201 0, i n  order to raise additional cash for the L.KE acquisition, PPL Energy Supply nionetizcd certain full-requirement sales 
contracts that resulted in cash proceeds of $ 1.56 million. 

ce risk associated with electricity, gas, oil and other commodities. Certain contracts qualify for KPNS or are non-derivatives and are 

The decision in late June  to nionctize these contracts triggered certain accounting for the second quarter of 2010: 

0 A portion of these sales contracts had previously been accounted for as NPNS and received accrual accounting treatment. The related 
purchases to supply thcsc sales contracts were accounted for as cash flow hcdges, with the effective portion of the change in fair value 
being recorded in AOCI and the ineffcctive portion recorded in "Energy purchases - IJnrealized economic activity." 

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 energy niarketing - Unrealized economic activity" 
and thc change in fair value of the purchase contracts was recorded in "Energy purchases - IJnrcalized economic activity" on the 
Statement of Income. 

0 
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o At June 30, 2010, PPL. Energy Supply could no longer assert that it  was probable that any contracts with these coiinterparties would result 
in physical dclivery. Tlicrefore, the fair value of the NPNS contracts of $66 niillion was recorded on the Balance Sheet in "Price risk 
management asscts," with a Corresponding gain to "Wholcsale energy niarkcting - Unrealized economic activity." Of this amount, $16 
million was related to full-requirement salcs contracts that had not been monetized. The corresponding cash flow hedges were 
dcdesignatcd and all amounts 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 - Unrcalizcd econoniic activity" on the Statement of Income An 
additional cliargc of $(23) million was also rccorded at June 30, 2010 in "Wholesale energy marketing - IJnrealized economic activity" to 
reflcct the fair value of  the sales contracts prcviously accounted for as economic activity. 

e The net rcsult of thcse transactions, excluding tlie full-requirement sales contracts that have not bcen monetized, was a gain (loss) of q60) 
million, or $(36) million after tax, for the sccond quarter of 2010. 

Cash Flow Hcdgcs 

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 reclassificd into earnings when tlie forecasted transaction occurs. The cash flow hedges that existed at June 30, 201 1 range in maturity 
through 2016. At Junc 30,  201 I, the accumulated net unrealized after-tax gains (losses) that are expected to be reclassified into earnings during 
the next 12 months wcrc $287 niillion for PPL. and PPL. Energy Supply. Cash flow hedges arc discontinued if it is no longer probable that the 
original forccastcd transaction will occur by the end of the originally specified time periods and any amounts previously recorded in AOCI are 
reclassified into earnings once i t  is dctcrniined that the hedged transaction is probable of not occurring. For the three and six months ended 
June 30, 201 I ,  such reclassifications werc insignificant. For the three and six months cndcd June 30, 2010, such reclassifications were $(56) 
niillion and $(53) inillion. The after-tax (losses) recorded in both pcriods in 2010 werc primarily due to the monetization of certain firll- 
requirement salcs contracts, for which thc associated hcdgcs werc no longer required, as discussed above. 

For tlic thrcc and six months endcd Junc 30,201 I ,  hedge incffectivcness associatcd with energy dcrivativcs was, afier-tax, a gain (loss) of 
$(IO) mil!im arid $( 14) million. For the thrcc and six months endcd lunc 30, 2010, hedge incffectivencss associated with energy derivptives 
was, after-tax, a gJin (loss) of $(30) million and S(2-1) million. 

In addition, whcn cash flow hedge positions fail hedge effcctiveness testing, hedge accounting is not pemiitted in the quarter in which this 
occurs and, accordingly, the cntirc change in fair value for the pcriods that failed is rccordcd to the income statement. Certain powcr and gas 
cash flow hedgc positions failed effectiveness testing during 2008 and early 2009 which resulted in significant gains to the Statement of 
- "conic. Howcvcr, these positions were not dedesignated as hedges, as prospective regression analysis demonstrated that these hedges werc 

,,cctcd to be highly cffcctivc ovcr their term. During thc first quarter of 2010, after-tax gains (losses) of $(82) million were recognizcd in 
earnings as a rcsult of the rcversals. Effcctive April I ,  2010, clarifying accounting guidance was issued that precludes the reversal of 
previously rccognizcr! gains/losscs rcsulting from hedge failures. By the end of the first quarter of 2010, all previously recorded hedge 
incffectivcness gains rcsulting from hedgc failures had rcversed; thereforc, tlie clarifying accounting guidance did not have a significant impact 
on thc icsults of operation for PPL, or PPL Energy Supply. 

Economic Activity 

Ccrtain derivative contracts economically hedgc the price and volumctric risk associated with clcctricity, gas, oil and other comnioditics but do 
not rcccive hedge accounting trcatnicnt These derivativcs hedge a portion of  the economic value of PPL.'s and PPL Energy Supply's 
conipctitivc gcncration asscts and unregulatcd full-requircnient and rctail contracts, which are subject to changes in fair value due to market 
price volatility and volume cxpcctations Additionally, economic activity includes the ineffective portion of qualifying cash flow hedges (see 
"Cash Flow tlcdgcs" above) The dcrivative contracts in this catcgory that existed at June 30,201 1 range in  maturity through 2017. 

Examples of economic activity include certain purchasc contracts uscd to supply full-rcquirenient sales contracts; FTRs or basis swaps used to 
hedge basis risk associated with the salc of competitive generation or supplying unregulated full-requirement sales contracts; spark spreads 
(salc of clcctricity with tlic simultaneous purchase of fuel); rctail electric and gas activities; and fuel oil swaps used to hedge price escalation 
clauses in coal transportation and other fuel-related contracts PPI- Energy Supply also iiscs options, which include the sale of call options and 
tlic purchasc of put options ticd to a particular generating unit. Since the physical generating capacity is owned, the price exposure is liniited to 
the cost of the particular gcncrating unit and docs not expose PPL Ericrgy Supply to uncovcrcd niarkct price risk. 
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Activity associated with monctizing ccrtain full-requircmcnt salcs contracts is also included in economic activity during the second quartcr of 
20 10. All transactions that previously had been considcred cash flow hedges related to these full-reqtiirement sales contracts, but no longer 
-wlified as cash flow hedges, wcrc classified as economic activity at June 30, 2010. 

. ,le net fair valuc of cconoiiiic positions at June 30, 201 I and Deccniber 31, 2010 was a nct liability of $235 million and 15389 million for PPL. 
Energy Supply Thc unrealized gains (losses) for economic activity for the periods cnded June 30 arc as follows. 

Six Months Thrw Months 
201 1 2010 201 I 2010 

Opcrnting Rcvcnucs 
Unrcgiilatcd retail electric and gas 
Wholcsalc cncrgy iiiorkcling 

Fucl 
Encrgy purchases (a)  

Operating Expcnscs 

(a) During !lie second cpirlcr olLOI0, PPL. Encigy Supply corrected an crror relating 10 the fair value 01'0 capacity contract (classified as economic activity) due to tlic usc of an 
incorrccl forward c;ip;icity ciiivc PPL Energy Supply's cncrgy ptircliascs were tindcrstutcd for tlic year cndcd December 31, 2009 and the first quar'tcr of 2010 by an 
unrculizctl iiiiioiiiit o f  $35 iiiillioii (%LO million ;iftcr vax o r  $0.05 pcr share, basic and dilutcd, Tor PPL.) and $5 Inillion ( $ 3  million aftcr tax or $0 01 pcr sham, basic and 
tlilulctl, I'or PPL.). Mnnagciiicnt concludcd t1i;it Ihc impxis wcrc not iiialcriiil to first quarrcr 2010 financial statcinciils of PPL. and PPL. Energy Supply, and wcrc not material 
to tlic linanci;il sta1ciiiciits for tlic full year 2 0  IO 

The nct gains (losscs) rccordcd in "Wholesale cncrgy niarkcting" rcsultcd primarily from certain full-requirement sales contracts for which PPL. 
Energy Supply did not clcct NT'NS, from hcdgc incffectivcness, including hedges that failed effectivcness testing, as discussed in "Cash Flow 
Hedges" above, and from the monetization of certain full-rcquircnicnt sales contracts. The net gains (losses) rccorded in "Energy purchases" 
resultcd primarily from certain purchase contracts to supply the full-requirenicnt sales contracts noted above for which PPL. Energy Supply did 
not clcct hedgc (reatment, from hedge incffectivcriess, including hcdgcs that failed effectivencss testing, and from purchase contracts that no 
longer hedge the frill-rcqiiirement salcs contracts that were nionctizcd as discussed abovc in "Monetization of Certain Full-Requirement S a k s  
Contracts." 

(PPL, L.KE, L,G&E trml KM) 

L.G&E and ICLJ primarily utilize forward financial transactions to manage price risk associated with the electricity generated that is not required 
end-use customers. Hedge accounting treatment has not been elcctcd for these transactions; thercfore, rcalizcd and unrcalized gains and 

~ S C S  arc recordcd in the Statements of Income. The derivative contracts in this category that existed at June 30, 201 1 range in maturity 
through 201 2. 

The nct fair value of economic positions for LKE, LG&E and KLJ at June 30, 201 1 and December 3 I, 2010 was not significant. 1Jnrealized 
gains (losscs) for econoinic activity for LKE, L,G&E and KU for the three and six months endcd lune 30, 201 1 and 2010 were not significant. 

Commodity Price liislc (Trading) (PPL iIIK/PPL, E17ergy S z y p ~ )  

PPL Energy Supply also cxccutcs energy contracts to take advantage of market opportunities. As a result, PPL, Energy Supply may at tinics 
crcatc a nct open position i n  its portfolio that could result in significant losses if prices d o  not move in the manner or direction anticipated. PPL 
Energy Supply's trading activity is shown in "Net energy trading margins" on the Statenients of Inconic. 

Commodity Volumetric Activity 

(PPL at7d PPL O7ergy SLIpply) 

PPL. Encrgy Supply currently employs four primary strategies to maximize the value of its wholesale energy portfolio. As further discussed 
bclow, these stratcgics includc the sales of baseload generation, optimization of intemiediatc and peaking generation, marketing activities, and 
proprietary trading activities. Tlic tables within this section present thc volunics of PPL, Energy Supply's derivative activity, excluding those 
that qualify for NPNS, iinlcss otherwise noted. 
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Sales of  Baseload Generation 

“VL, Energy Supply has a fomial hedging prograni for its competitive baseload generation fleet, which includes 7,267 MW of nuclear, coal and 
iroelectric generating capacity. The objective of this program is to provide a reasonable level of near-temi cash flow and earnings certainty 

. ~ i i l e  preserving upside potential of power price increases over the medium temi. PPL Energy Supply sclls its expected generation output on a 
forward basis using both derivative and non-derivative instninients. Both are included in the following tables. 

The following table presents the expected sales, in GWh,  from baseload generation and tolling arrangements that are included in the baseload 
portfolio based on current forecasted assumptions for 201 1-201 3. TIiese expected sales could be impacted by several factors, including plant 
availability. 

2011 (a) 2012 2013 

27,l 18 54,675 54,364 

(a) Rcprcscnts cxpcctcd sales for the balance of the ctirrcnt year 

T h e  following tablc prcscnts the pcrcentagc 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 June 30, 201 1. 

Year  

201 I ( e )  
2012 
2 0 1  3 

Fuel Purchases ((1) Derivative Total Power 
Sales (a) (I,) Sales (e) Coal Nuclear 

91% 
8 9% 
61% 

9R‘% I 00% loo‘% 
91% 961% I00% 
69% 88% loo% 

(:,) 

(b) 
( e )  

(d) 
( e )  

Exclutlcs non-derivative contrncts and contracts that qualify for NPNS Voltimcs for option contracts lbctor in the probability of an option being cxcrciscd 2nd nlny bc less 
than .he notional aniount o f  tlic option. 
Volumcs for derivative sales contracts that deliver bctwccn 2014 and 2016 total 2,964 G W h  and 8 4 Bcf. 
Amount represents derivative and non-derivative contracts. Volumcs for option contracts lnctor in the probability of an option being cxcrciscd and niay be less than tllc 
notional amount o f  the option. Pcrccntagcs arc based on lixcd-price contracts only 
Coal and iiuclctr contracts rcccivc iiccrual accounting treatment, as they arc not derivative contracts. Pcrccntagcs arc based on both fixed- and variable-priced contracts. 
llcprcscnts the balance o f  the current year 

addition to the fuel purchases above, PPL Energy Supply attenipts to ccononiically Iiedge the fuel price risk that is within its fuel-related and 
Goal transportation contracts, which are tied to changes in crude oil or diesel prices. The following table presents the volunies (in thousands of 
barrels) of derivative contracts used in support of this strategy at June 30, 201 I .  

2011 (a) 2012 2U13 

Oil Swaps (b) 4 8  756 420 

(a) 
(b) 

llcprcscnts the balance of the current yew. 
Volumes (in thousands olbnncls) for derivative contracts used in support ofthis strategy that dclivcr in  2014 total I20 

Optimization of Intemiediate and Peaking Generation 

In addition to its competitive baseload generation activities, PPL Energy Supply attenipts to optimize the overall value of its competitive 
intcrniediate and peaking fleet, which includes 3,501 MW of gas and oil-fired generation. The following table presents thc volumes OF 
derivative contracts used in support of this strategy at June 30, 201 1. 

Units 2u11 (a) 2012 2013 

N c t  Power Sale? (b) ( e )  
N c t  Fuel Putchoscs (b) ( e )  

GWh 
Bel 

(a) 
(b) 

( e )  

Rcprcscnts the balance ofthc current year. 
Included in thcsc voluincs arc non-options and cxcrciscd option contracts that converted to non-option derivative contracts Voluincs associated with option contracts arc 
not significant. 
Volunics for derivative contracts used in  support o f  this strategy that dclivcr in 2014 total 408 GWh and 2.7 Bel. 
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Marketing Activities 

PPL Energy Supply's marketing portfolio is comprised of full-requirement sales contracts and their related supply contracts, retail gas and 
'ectricity sales contracts and other marketing activities. The full-requirement sales contracts and their related supply contracts make up a 

nificant component of the marketing portfolio. The obligations under the full-requirement sales contracts include supplying a bundled 
, .dduct of energy, capacity, RECs, and other aiicillary 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 hedgc its firll-rcquiremcnt 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 voluine of (sales)/purchase contracts, excluding FTRs, basis and capacity 
contracts, used in support of these activities at June 30, 201 I .  

Energy sales contracts (b) (e )  
Rclatcd cncrgy supply contracts (b) ( e )  

Energy purchascs 
Voluinctric hcdgcs (d) 
Gcncration supply 

Retail gas sales contracts ( c )  
Rclail gas purcliasc contracts (c) 

Units 201 1 (a) 2012 2013 

GWh (6.876) (9,918) (3,510) 

CWh 5,019 6,02 I 522 
GWh 331 320 
GWh 1,662 3,62 I 2,883 
Bcf (1 3) 17 0) (0 4) 
Bcf 1.1 1 0 0 4 

(a) 
( I ) )  
( e )  
(tl) 

llcprcscnts thc balance of the ctiircnt ycar. 
Includes N P N S  and contracts tliiit arc not dcrivativcs, which rcccivc accrual accounting. 
Net voluiiics for dcrivativc contracts, cxcluding cuntrilcts that qualify for N P N S  that dclivcr bctwccn 2014 and 2015 arc not significant. 
PPL. Encrgy S tipply USCS powci ;ind gas options. swiips and fii~urcs to hedge the volumctric risk associated with full-requirement sales contracts since tlic demand for power 
viirics how ly Voluiiics Cor oprioii coiitriicts factor i n  the probability oC an option being cxcrciscd and iniiy bc less than the notional ainount o r  the option 

Other Energy Rclatcd 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 

rivativc FTR and basis (salcs)/purchase contracts at June 30, 201 1 were: 

Units 2011 (a) 2012 2013 

ITRs 
Power Basis Positions (b)  
Gas Basis Positions ( e )  

GWh 19,169 15,297 
GWli (8,478) (8.435) (624) 
Bcf 17 3 I O  6 (0 7) 

(a) 
(b) 
( e )  

Ikpicscnts thc baliincc of the current ycar 
Net voluincs tl inl  dclivcr in  20 I5 arc 205 G W h  
Ne1 voluiiics that dclivcr iii 2014 and 2015 arc ( I  I )  BcT. 

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 June 30, 201 I .  

Capacity (b) 

(a) 
(b) 

Represents t l ic balance of the current ycar. 
Net voluiiics that tlclivcr bctwccn 2014 and 2016 arc (253) MW-inonlhs. 

Units 201 I (a) 2012 2013 

MW-months (2,475) (3.542) ( I  ,005) 
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Proprietary Trading Activity 

' t June 30, 201 1, PPL, Energy Supply's proprietary trading positions, excluding FTR, basis and capacity contract activity that is included in the 
les above, were not significant. 

Sales ?fExCes.~ Regdated Gemration (PPL. LKE, L,G&E and KU) 

L.KE and its subsidiaries manage the price risk of expected excess regulated generation capacity using market-traded forward contracts. At 
June 30, 201 I ,  the net volume of electricity based financial derivatives outstanding to hedge excess regulated generation was insignificant for 
L.KE, LG&E and K U  

Interest Rate Risk 

Cash Flow Hedges (PPL and PPL Energy Supply) 

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 
2041 and had a notional value of $350 million at June  30, 201 1. 

Through PPL, PPL WEM holds a notional position in cross-currency interest rate swaps totaling $960 million that mature through 202 I to 
hedge the intcrcst payments and principal of the U S .  dollar-denominated senior notes issued by PPL WEM in April 201 1. Additionally, PPL 
WW 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-denoniinated senior notes in 201 0, 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 January 
201 I ,  these swaps arc no lonyr  part of PPL Energy Supply's business. 

For the threc and six months ended June 30, 201 1,  hedge ineffectivemss associated with interest rate derivatives was a gain (loss) of $( 12) 
million and $(13) 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 sccond quarter of 201 1 I For the three and six months ended June 30,2010, hedge ineffectiveness associated 
with interest rate derivatives was insignificant for both PPL and PPL Energy Supply. 

' 4 1  flow hedges are discontinued if i t  is no longer probable that the original forecasted transaction will occur by the end of the originally 
xified time pcriods and any amounts previously recorded in AOCI are reclassified into earnings once it  is deterniined that the hedged 

,,ansaction is probable of not occurring. PPL and PPL Energy Supply had no such reclassifications for the three and six months ended June 30, 
201 1 and 2010. 

At June 30, 201 I ,  the accumulated net unrealized after-tax gains (losses) on qualifying derivatives that are cxpected to be reclassified into 
earnings during the next 12 months were $(lo) niillion for PPL. Amounts are reclassified as the hedged interest payments are made. 

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 niay enter into financial contracts to hedge fluctuations in the fair value of existing debt issuances due to changes in benchmark interest 
rates. At June 30, 20 I I ,  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 June 30,201 1 ~ 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 and six months ended June 30, 201 I and 2010. Additionally, PPL and PPL Energy Supply did not recognize any gains or losses 
resulting from Iiedgcs of debt that no longer qualified as fair value hedges for the three and six months ended June 30,201 1 and 2010. 

Economic Activity (PPL,, LKE and LG&E) 

L,G&E enters into interest rate swap contracts that economically hedge interest payments on variable rate debt. Beginning in the third quarter 
of 2010, as a result of a rate case order, realized gains and losses from the swaps are recoverable through regulated rates. Therefore, any 
subsequent change in fair value of these derivatives is included in regulatory assets and liabilities. Realized gains and losses are recognized in 
"Interest Expense" on the Statement of Income when the hedged transaction occurs. Prior to the third quarter of 2010, L.G&E reclassified 
amounts previously recorded in AOCI to earnings in the same period during which the forecasted transaction affected earnings. The amounts 
recorded to regulatory assets and the 
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amounts amortized from AOCl to earnings were not significant for the three and six months ended June 30, 201 1 and 2010. At June 30,201 I ,  
L,G&.E held contracts with a notional amount of  $179 million that range in maturity through 20.33. The fair value of these contracts was a 
'{sbiiity of $3.5 million and $34 million a t  June 30, 201 1 and December 31, 2010. 

. drcign Currency Risk 

(PPL.) 

Cash Flow Hedges 

At June 30, 201 1,  there were no existing foreign currency cash flow hedges associated with foreign currency-denominated debt or firm 
commitments (including those for the pwchase of equipment) denominated in foreign currencies. Amounts previously settled and recorded in 
AOCl are reclassified as the hedged interest payments are made and a6 the reiated equipment is depreciated. Insignificant gains are expected to 
be reclassified into earnings during the next 12 months. 

During the three and six nionths ended June 30,201 I and 201 0, no cash flow hedges were discontinued because i t  was probable that the 
original forecasted transaction would not occur by the end of the originally specified time periods 

Fair Value Hedges 

PPL. enters into forcign currency forward contracts to hedge the exchange rates associated with firm commitments denominated in foreign 
currencies; howcvcr, at Junc 30, 201 I ,  there were no existing contracts of this nature and no  gains or losses recorded during the three and six 
months ended Junc 30, 201 1 and 2010 rclatccl to hedge ineffectiveness, or from a portion of the hedging instrument being excluded from the 
assessment of hedge incffcctivcncss, or from hedges of firni commitments that no longer qualified as fair value hedges. 

Nct.Invcstnient Hedges (PPL ai7d PPL Energy S?.pp/y) 

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 nienibership interest in 
PPL Global to PPL Energy Funding, effective January 201 1, these contracts are no longer incliided in PPL Energy Supply's business. 

"be contract outstanding at June 30,201 1 had a notional amount of E l 0  million (approximately $ I  7 million based on contracted rates) and 
tlcs in March 2012. At Junc 30, 201 1, the fair value of this contract was insignificant. For the three and six months ended June 30, 201 I ,  

6PL recognized an insignificant amount of net investment hedge after-tax gains (losses) in the foreign currency translation adjustment 
component of AOCT. For the three and s i x  months ended June 30,201 0, PPL and PPL. Energy Supply recognized an insignificant amount and 
$4 million of net investment hedge after-tax gains (losses) in the foreign currency translation adjustment component of AOCI. At June 30, 
201 1, PPL included $14 million of accumulated net investment hedge gains (losses), after tax, in the foreign currency translation adjustment 
component of AOCI. At Deccnibcr 3 I ,  2 0  IO, PPL and PPL, Energy Supply included $15 million of accumulated net investment hedge gains 
(losses), after-tax, i n  AOCI. 

Economic Activity 

In anticipation of the repayment of a portion of the GBP-denominated borrowings under the 201 1 Bridge Facility with 1J.S. dollar proceeds 
received from PPL's isstrancc of common stock and 201 I Equity Units 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 $62 million and $55 million of  pre-tax, net gains (losses) for the three and six 
months ended June 30, 201 1 I 

(PPL and PFL Energy Sitpply) 

PPL enters into foreign currency contracts on behalf o f  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 
June 30,201 I ,  the total exposure hedged by PPL was .€I 88 million, the 
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net fair value of these positions was insignificant and these contracts had temiination dates ranging from July 201 1 to December 201 1. PPL. 
records gains (losses) on these contracts in "Other Income (Expense) - net" on the Statements of Income. Gains (losses) were insignificant for 
+e three and six months ended June 30, 201 1 and 2010. PPL, Energy Supply's 2010 gains (losses), both realized and unrealized, are included 

..,on ths ended 20 10. 
Income (L.oss) from Discontinued Operations (nct of  income taxes)" on the Statement of Income and were insignificant for the three and six 

Accounting and Reporting 

(PPL, PPL Energy Styply. PPL, Elecli-ic, LKE, LG&E and KU) 

All derivative instruments 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 EfiCigj Supply include fill-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 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 June 30,201 1 
and December 3 1,201 0. 

See Notes 1 and 19 in PPL and PPL, Electric's 2010 Form 10-K, Notes 1 and 15 in PPL Energy Supply's Fomi 8-K dated June 24,201 I and 
Notes 1 and 5 in the annual financial statements included in L.KE's, L.G&E's and KU's 201 1 Registration Statements for additional infomiation 
on accounting policies related to derivative instruments. 

(PPU 

The following table presents the fair value and location of derivative instruments recorded on the Balance Sheets. 

Deccriibcr 31,2010 - June 30,2011 
S? 

Derivatives desipnaled as Ikivat ives  not designated Derivatives designated as Derivatives not designated 
as  hedging instruments (a) tiedging instrunienls as hedging instrunienls (a)  

Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities 
hedging inslrutiients 

Currcnt: 
Pricc Risk Managcmcnt 

AssctslLiabilitics (b): 
lntcrcst ratc swaps 
Cross-currcncy swaps 
Forcign currcncy 

cxcliangc contracts 
Commodity contracts 

Total current 
Noncurrent: 

Pricc Itisk Managcmcnt 
AssctslLiabilitics (b): 

lntcrcst ratc swaps 
Cross-currcncy swaps 
Commodity contracts 

Total noncurrcnl 
Total tlcrivativcs 

$ 5 $  I 6  
3 

$ .3 $ I I  s 19 $ 2 
I 9 

$ 4 7 $ 4 
699 3 159 792 R78 19 1.01 I 1,095 
704 22 763 795 903 47 1.015 1.097 

I 
9 2 

32 4 
3 1  

32 
- 

I 7 3  17 4R2 392 I69 7 445 43 I 

$ RR7 $ 41 $ 1,245 $ 1,219 $ 1,113 $ 54 $ 1,460 $ 1,560 

I83 19 482 424 210 I 445 463 

(a) 

(b) 

$279 inillion and $326 million o f  nct gains associated with dcrivativcs that wcrc no longcr dcsignatcd as hcdging instruments arc rccordcd in AOCI at lunc 30, 201 I and 
Dcccinbcr 3 I ,  20 IO. 
Rcprcscnts the location on thc Balance Shcct. 

The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCI were $544 million and $695 million at 
June 30, 201 1 and December 31, 2010. The after-tax balances of accuniulated nct gains (losses) (excluding net investment hedges) in AOCI 
were $761 million and $602 million at June 30, 2010 and December 31,2009. 

The following tables present the pre-tax cffcct of derivative instruments rccognized in income, OCI or regulatory assets for the periods ended 
June 30, 201 I .  
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Derivatives in Hedged Items in  Location o f  Ga in  Gain (Loss) Recognized G a i n  (Loss) Recognized 

Relationships Relationships i n  lnconie Three Months Six Months Three Months Six Months 
in Inconic on Derivative i n  Income on Related I l cn i  Fair Value Hedging Fair Value Hedging (Loss) Recognized 

intcrcst talc swaps Fixed ratc debt lntcrcst cxpcnsc $ 1 %  2 %  R $  18 

Derivative Gain Location of 
(Loss) Recognized in G a i n  (Loss) 

Derivative OCI (Effective Portion) Recognized 
Relationships Three Months Six Months in Income 

Cash Flow Hcdgcs: 
lntcrcst ratc swaps s (9) $ I lntcrcst cxpcnsc 
Cross-currency swaps (8) ( 3 3 )  lntcrcst cxpcnsc 

(cxpcnsc) - nct 

marketing 

Othcr income 

Commodity contracts (34) 50 Wholcsalc cncrgy 

Energy purchases 
Total $ (51) $ I R  

Three Months Six Months 
Gain (Loss) Gain (Loss) 

Recognized Recognized 
in Income in  lnconie 

Gain (Loss) (Ineffective G a i n  (Loss) (Ineffective 
Reclassified ?ortion and Reclassified Portion and 
from AOCl Amount f r o m  AOCI 

on Derivative on Derivative 

A niouni 
into Excluded into Excluded 

lneonie from Income from 
(Effective Effectiveness (Effective Effectiveness 
Portion) Testing) Portion) Testing) 

$ (3)  $ (12) $ (6)  $ (13) 
3 

30 17 

I64 (14) 367 (22) 
(47) ( I  17) I 

$ 144 $ (26) $ 264 $ 0 4 )  

Net lnvcstincnt Hcdgcs: 
Foreign cxchangc contracts $ ( 1 )  

Dcrivatives Not Designated as Location o f  G a i n  (Loss) Recognized in 
Hedging Instruments: Income on Derivatives 

Forcign exchange contracts 
crest riltc swaps 
nmodity contracts 

Othcr incoinc (cxpcnsc) - nct 
lntcrcst cxpcnsc 
Utility 
llnrcgulatcd rctail clcctric and gas 
Wholcsalc cncrgy markcting 
Nct cncrgy trading margins (a) 
Fuel 
Encrgy purchascs 
To la I 

Three Months Six Months 

55 
(4) 
(2) 

5 

15 

Derivatives Not  Designated as Location of G a i n  (Loss) Recognized as 
Hedging Instrumcnts: Regulatory Liahilities/Assets Three Months Six Months 

Intcrcst riltc swaps Rcgiilatory assets $ ( 3 )  $ ( 1 )  

(a) DifTcrs iroin thc Starcincnt o f  Inconic duc to intra-month transactions that PPL dclincs i~s spot activity, which is not accountcd for as a dcrivativc 

The following tables present the pre..tax effect of derivative instniments recognized in income or OCI for the periods ended June 30,2010. 

Derivatives in Hedged Items in Location o f  G a i n  Gain (Loss) Recognized Gain (Loss) Recognized 

Rclationships Relationships in Income Three Months Six Months Three Months Six Months 
(Loss) Recognized in  Income on Derivative in Income on Related ltetn Fair Value Hedging Fair  Value Hedging 

lntcrcst ratc swaps Fixed rate dcbt lntcrcst cxpcnsc $ I6 $ 34 $ (6) $ (13) 



Three Months Six Months  
Cain (Loss) G a i n  (Loss) 
Recognized Recognized 
in Inconie in Income 

on Derivative o n  Derivative 
Cain (Loss) (Ineffective Gain (Loss) (Ineffective 
Reclassified Portion and Reclassified Portion and 
from AOCl Amount from AOCI Amount 

into Excluded into Excluded 
Inconic f rom income from 

(Effective Effectiveness (Effective Effectiveness 
Portion) Testing) Portion) Testing) 

$ 11) $ (3) 
$ I I 

16 38 

198 $ (52) 376 ( I  65) 
I 
I 

(207) I 1311) (17) 
$ 8 %  (51) $ 105 $ ( 1  85)  

Derivative Gain 
(Loss) Recognized in  

Derivative OC1 (Effective Portion) 
Relationships Three Months Six Months 

Cash Flow Hcdgcs: 
lntcrcst rate swaps $ (93) $ { I O I j  
Cross-currency swaps 24 46 

Coinrnodity contracLs (196) 429 

Total s (265) $ 374 

Net lnvcstincnl Hcdgcs: 
Forcign cxchangc contracts $ I $  5 

Dcrivativcs Not Designated as 
Hetigin(: Instruii ients: 

Foreign cxchangc contrncts 
Commodity conti acts 

Location of 
Gain (Loss) 
Recognized 
in Income 

lntcrcst cxpcnsc 
lntcrcst cxpcnsc 
Othcr income 

(cxpcnsc) - net 
Wholcsalc cncrgy 

marketing 
Fucl 
Depreciation 
Energy purchascs 

Location o f  Gain (Loss) Rccopflized in 
Inconie on Derivatives Three Rlon!li- Six Months 

Othcr income (cxpcnsc) - net 
Unrcgulatcd retail electric and gas 
Wholcsalc cncrgy inarkcting 
Net energy trading margins (a) 
Fuel 
Energy purchases 
Total 

(a) Diffcrs from the Statcmcnt of lncomc due to intra-month transactions that PPL defines as spot activity, which i s  not accountcd for as a derivative. 

(PPL Energy Supply) 

See Note 8 for infomiation 011 PPL Energy Supply's January 201 1 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 instntnients recorded on the Balance Sheets. 

December 31, 2010 June 30,201 I 
Ilerivatives designated as Derivatives not designated Derivatives designated as Derivatives n o t  designated 

hctlging instruments as hedging instruii ients (a) hedging instrunients hedging instrunients (a) 
Assets Liabilities Assets L i s  b i l i t  ies Assets Liabil it ies Assets Liabilities 

Current: 
Price Risk Managcmcnt 

Asscts/L.iabilitics (ti): 
Cross-currency swaps 
Foreign currency 

cxchangc contrncts 
Comrnotlity contracts 

Total current 
Noncurrent : 

Price Risk Managcincnt 
Asscts/L.iabilitics (b): 

Cross-currcncy swaps 
Coininodity contracts 

Total noncurrent 

Total derivatives 

$ 7 s  9 

7 $ 4 
$ 699 $ 3 $  758 $ 789 878 19 1.01 I $ 1.084 

699 3 758 789 892 28 1,015 1.084 

37 
I73 17 482 392 I69 7 445 43 I 
I73 17 482 392 206 7 445 43 I 
872 f7 20 $ 1,240 Si 1,098 9; 35 $ 1,460 $ 1,515 

(a) 

5)  

$279 mill ion and $326 inillion of net gains associatcd with derivatives that wcrc no longer dcsignatcd as hcclging instruments arc rccordcd in  AOCl at June 30, 201 I and 
Dcccmbcr 3 I, 20 I O  
Represents the location on the balance shcct 
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The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCl were $573 million and $7.33 million at 
'we 30, 201 1 and December 3 I ,  2010. At June 30, 201 1 ,  AOCl reflects the effect of PPL Energy Supply's January 201 1 distribution of its 

mbership interest in PPL Global to its parent, PPL. Energy Funding. See Note 8 for additional information. The after-tax balances of 
inniulated net gains (losses) (excluding net investment hedges) in AOCl were $790 million and $573 million at June 30, 2010 and 

December 3 1,2009. 

The following tables prcsent the pre-tax effect of  derivative instrunients recognized in income or QCI for the periods ended June 30,201 I .  

Dcrivstives in Hedged Items in Location o f  Gain Gain (Loss) Itecognized Gain (Loss) Recognized 
Fair Value Hedging Fair Value Hedging (Loss) Recognized in Income on Derivative in Income on Related I t e m  

Relationships Relationships in Income Threc Months Six Months Three Months Six Montlis 

Intcrcst riitc swaps Fixed ratc debt lntcrcst cxpcnsc 

Derivative Gain 
(Loss) I leco~nized in  

T h r e e  Months 
Gain (Loss) 
Recognized 
in Income 

on Derivative 
Gain (Loss) (Ineffective 
Ileclassified Portion and 
from AOCl Aniount 

Location of  into Excluded 
Gains (Losses) Inconie from 

I $  I 

Six Months 
Gain (Loss) 
Recognized 
in Income 

on Derivative 
Gain (Loss) (Ineffective 
lleclassified Portion and 
from AOCl A niou nl 

into Excluded 
I n co in e from 

Effectiveness (Effective Effectiveness Recognized (Effective Derivative OCI (EffcctivL. Portion) 
Rcl;itiunships lhree Months Six .~fJn lhS in Income Portion) Testing) Portion) Testing) 

I_ 

Cash Flow Hedges: 
Wholcsalc cncrgy 

Encrgy purchases (47)  I1 17) 
Cominodity contracts $ (34) SO innrkcting $7 164 $ (14) $ 367 $ (22) 

Tola1 $ (34) $ 50 $ 117 $ (14) $ 250 $ (21) 
I 

Drrivatives Not Designated as 
Hedging Instruments: 

,ommodity contracts 

Location of Gain (Loss) Recognized in 
Income on Derivatives Three Months Six Months 

Unrcgulatcd retail electric and gas 
Wholcsalc cncrgy inorkcting 
Net cncrgy trading inargins (a) 
Fucl 
Encrgy purchases 
Total 

( a )  Differs froiii tlic Statement 01 lncoinc due to intra-month transactions that PPL. Eiicrgy Supply dclincs as spot activity, which is not occountcd for as a dcrivativc 

The following tables present the pre-tax effect of derivative instruments recognized in income or OCI for the periods ended June 30,201 0. 

I-letlged Items in Location of Gain Gain (Loss) Recognized Gain (Loss) Recognized Derivatives in 

Ilelationsliips Ilclalionsliips in Income Three Months Six Months l h r e e  Months Six Months 
Fair Value Hedging Fair Value Hedging (Loss) Ilecognized in Inconic on Derivative in Income on Related Item 

Fixed ratc debt Intcrcst cxpensc $ I $  I lntcrcst rate swaps 
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l h r e e  Months Six Months 
Gain (Loss) Gain (Loss) 
Recognized 
in lnconie 

on Derivative 
Cain (Loss) (Ineffective 
Reclassified Portion and 
from AOCI Anionnt 

Excluded 
I nconie from 

(Effective Effectiveness 
Portion) Testing) 

into Derivative Cain Location of 
(Loss) Recognized in Gains (Losses) 

Derivative OCI (Effective Portion) Recognized 
Iklationsliips Three Months Six Months in Income 

Cash Flow Hcdgcs: 
lntcrcst ratc swaps Discontinucd 

Cross-currcncy swaps $ 24 $ 46  lnlcrcst cxpcnsc 
opcrations 

Discontinucd 
opcrations 

Wholcsalc cncrgy 
Commodity contracts $ (196) 429 markcting 

Fucl 
Dcprcciation 
Encrgy purcliascs 

Total $ (172) $ 475 

Recognized 
in Inconic 

on Derivative 
Gain (Loss) (Ineffective 
Reclassified Portion and 
from AOCI Amount 

into Excluded 
Income from 

(Effective Effectiveness 
Portion) Test ing) 

$ I 

Net Invcstrncnt Hcdgcs: 
Forcign cxchangc contracts $ I $  5 

Derivatives Not Designated as Location o f  Gain (Loss) Ikmgnized in 
Hedging Inslrunicnls: Income on Derivatives ?'ti ree Months Six Months 

Forcign cxchangc contracts 
Commodity contracts 

Discontinucd opcrations 
Unrcgulatcd rctail clcctric and gas 
Wholcsalc cncrgy markcting 
Nct cncrgy trading margins (a) 
Fucl 
Encrgy purchascs 
Total 

2 
I2  

323 
I I  

fa)  Dirfcrs from thc Statcrncnt of lncornc dtic 10 intra-month transactions that PPL Encrgy Supply dcfincs as spot activity, which is not accountcd for as a dcrivativc 

(L KE aid L G& E) 

The following table presents the fair value and location of  derivative instninients recorded on the Balance Sheets. 

December 31, Z U l U  June30,ZOtl 
Dcrivatives drsignated as  Derivatives nut designated Derivatives designated as  Derivatives not designated 

hedging instruments as hedging instruments hedging instruments as hedging instrunients 
Asscts Liabilities Assets Liabilities Asscts Liabilities Assets Liabilities 

Currcnt: 
Othcr Currcnl 

AssctslLiabilitics (a): 
lntcrcst ratc swaps 
Commodity contracts 

Total currcnt 
Noncurrcnl: 

Pricc Risk Managcmcnt 
AssctslLiabilitics (a): 

Intc.rcst rate swaps 
Total noncurrcnt 

Total dcrivalivcs 

$ 3 $ 2 
$ I 3 2 

I 6 4 

32 32 
32 32 

$ I $  38 $ 36 

( a )  

There were no aftcr-tax balances of accumulated net gains (losses) in AOCI at June 30,201 1 and December 3 1, 2010. The after-tax balances 
of accumulated net gains (losses) in AOCI were $(4) million and $5 million at June 30,2010 and December 31,2009. 

Rcprcscnts thc location on the Balancc Shcct 
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The following tables present the pre-tax effect of derivative instruments recognized in inconic or regulatory assets for the periods ended 
June 30,201 I ,  for the successor. 

Derivatives Not Designated as Location oCGain (Loss) Recognized in 
Three Monttis Six Months Hedging Instrutnents: lnconie on Derivatives 

lntcrcst ratc swaps lntcrcst cxpcnsc $ (2) $9 (4) 
Coininodity contrdcts Rctail and wholesale ( 3 )  ( 2 )  

Total $ ( 5 )  s ( 6 )  

Derivatives Not Designated as Location oCCain (Loss) Recognized as 
Three Months Six Months Hedging Instruments: Regulatory LiabililieslAssets 

lnlcrcst mtc swaps Regulatory asscis $ ( 3 )  $ ( 1 )  

The following tables present the pre-tax effect of derivative instruments recognized in income or OCI for the periods ended June 30,201 0, for 
the predecessor. 

Derivatives Not Designated as 
Hedging Instrunicnls: 

lntcrcst ratc swaps 

Cointnodity contracts 

Location of Gain (Loss) Recognized in 
Ineorne on Derivatives 

lnlercst cxpcnsc 
Othcr incornc (cxpcnsc) - nct 
Kctail and wholesale 
Total 

The ineffective portion of financial instruments designated as cash flow hedges was recorded to earnings, as is the entire change in the market 
value of the ineffective swaps. For the three months ended June 30, 2010, LG&E recorded an insignificant pre-tax loss in interest expense to 
reflect the change in the ineffe-tive portion of the interest rate swaps deemed highly effective. Amounts recorded in AOCI were reclassified 
into earnings in the same period during which the hedged forecasted transaction affected earnings. The amount amortized froni AOCI to 
income in the three and six months ended Junc 30, 2010 were not significant. The amount expected to be reclassified from AOCI to earnings 
in the next twelve months was not significant. The loss on hedging interest rate swaps recognized in OCI for the three and six months ended 
June 30,201 0 was $3 million and $4 million. For the three and six months ended June 30, 2010, the gain on derivatives reclassified froni 
IOCI to income was not significant, and was recorded in other income (expense) - net. 

, A n s  and losses associated with derivative instruments were not significant for the three months ended June 30,2010. 

Credit Risk-Related Contingent Features (PPL, PPL Energy Supply, LKE and LG61.E) 

Certain of PPL.'s, PPL. Energy Supply's, LKE's and LG&E's derivative contracts contain credit contingcnt provisions which would perniit the 
counterparties 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, LG&E, or certain of their subsidiaries. Most of these provisions would 
require PPL., PPL Energy Supply, L.KE or LG&E to transfer additional collateral or pemiit 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 (ix., below BBB- for S&P or Fitch, 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 temiination 
payment or immediate and ongoing full collateralization by PPL., PPL Energy Supply, LKE or LG&E on derivative instruments in net liability 
positions. 

Additionally, certain of PPL.'s, PPL Energy Supply's, L,KE's and L,G&E's derivative contracts contain credit contingent provisions that require 
PPL, PPL Energy Supply, LKE or LG&E to provide "adequate assurance" of performance if the other party has reasonable grounds for 
insecurity regarding PPL's, PPL Energy Supply's, L,KE's or L,G&E's performance of its obligation under the contract. A counterparty 
denianding adequate assurance could require a transfer of additional collateral or other 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 ininiediate and ongoing full collateralization for derivative instruments in net liability positions with "adequate 
assurance" provisions. 

At June 30, 201 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: 
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PPL 
PPL Energy Supply LKE LG&E 

riggrcgatc fair value of dcrivativc instruments in a nct liability 

Collatcral postcd on tlicsc dcrivativc instruments 
Additional collatcral rcquircmcnts in the cvcnt ora crcdit downgradc 

position with crcdit contingent provisions 

bclow invcstmcnt gradc (a) 

(a) lncludcs tlic clTcct of nct rcccivablcs and payablcs alrcady rccordcd on thc Balancc Shcct. 

15.  Goodwill 

(PPI. atid PPL Energy Supply) 

The changes in the carrying amounts of goodwill by segment were as follows. 

PP L 
Balancc at Dcccmbcr 3 I ,  20 10 (a) 

Goodwill rccognizcd during the period (b) 
Effcct of forcign currency cxchangc rates 

Balancc at lunc 30, 201 I (a) 

PPL Energy-Supply 
Balancc at Dcccmbcr 3 I ,  20 IO  (a) 

L3xccog;iI:,un ( c )  

Halancc at tunc 3 0 ,  201 I (a) 

Kentucky itegulated 

$ 662 

$ 88 s 57 $ 26 $ 26 
61 38 23 23 

I84 I73 5 5 

international Regulated Supply 

$ 679 $ 420 (d) 
2,321 

I02 
$ 3,108 $ 420 

International itcgulated Supply 

$ 679 $ 86 

$ s 86 
(679) 

Total 

$ 1,761 
2,321 

I02 
$ 4,  I90 

Total 

Thcrc wcrc no accumulatcd impairment losscs rclatcd to goodwill. 
Rccognizcd as ti rcsult or thc 201 I acquisition o f  WPD Midlands. SCC Notc 8 for additional informalion. 
Rcprcscnts thc aiiioiint of goodwill dcrccognizcd as a rcsult of PPL Encrgy Supply's distribution of its mcmbcrship intcrcst in PPL. Global to PPL Encrgy Supply's parcnl, 
PPL Encrgy Funding. SCC Note 8 for additional information on thc distribution. Subscqucnt to thc distribution, PPL Encrgy Supply opcratcs in a singlc business operating 
scgmcnt and reporting unit. 
lncludcs goodwill attrihutcd to tlic Supply scgmcnt as a rcsult of thc 2010 acquisition of L.KE. 

16.  Asset Retircmerit Obligations 

(PPL, LKE, LG&E atid KU) 

Accretion expensc rccorded by L,G&E and KU is offset with a regulatory asset, such that there is no income statcnient impact. 

(PPL, PPL Etierg)) Supply. LKE. LG&E and KU) 

The changes in the carrying aniounts of AROs were as follows. 

A R O a t  Dcccmhcr . I I , Z O l O  
Accretion cxpcnsc 
Obligations assumed in acquisition of WPD 

Midlands (a)  
Dcrccognition (b) 
Changes in cstirnatcd cash flow o r  scttlcmcnt datc 
Effcct of  forcign currcncy cxchangc ra ta  
Obligations scttlcd 

ARO a( Junc 30,201 I 

PPL 
PPL Energy Supply 

$ 448 $ 345 
16 12 

43 
( 5 )  

(3)  (3) 
I 

LKE LG&E K U  
$ 103 $ 49 $ 54 

3 2 I 

$ 106 $ 51 $ 55 

(a) 
(b) 

Obligations rcquircd undcr U K. law rclatcd to trcatcd wood poics, gas-filled switchgcar and fluid-fillcd cables Scc Notc 8 for additional idonnation on thc acquisition 
Rcprcscnts AROs dcrccognizcd as a rcsult of PPL Encrgy Supply's distribution of its mcmbcrship intcrcst in PPL Global to PPL Encrgy Supply's parcnl, PPL Encrgy 
Fiinding Scc Notc 8 for additional information on thc distribution. 

The classification of AROs on the Balance Sheet was as follows. 
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Tent portion (a) 
ig-tcnn portion (h) 

Total 

Currcnt portion (a) 
Long-term portion (b) 

Total 

June 30,2011 
PPL Energy 

PPL Supply LKE IK&E K U  
$ 8 %  7 %  I $  I 

49 I 336 105 50 $ 55 
$ 499 $ 343 s 106 S 51 $ 55 

Deceinber 31,2010 - 
PPL Energy 

PPL Supply LKE LG&E KU 

$ 13 S 13 
435 332 $ 103 $ 49 $ 54 

$ 448 $ 345 YJ 103 $ 49 $ 54 

(a) 
(b) 

lncludcd in "Other current liabilities." 
lncludcd in "Assct rctircmcnf obligations." 

(PPL and PPL. Eiiergy Suppfy) 

The most significant ARO recorded by PPL, and PPL. Energy Supply relates to the decommissioning of the Susquehanna nuclear plant. The 
accrued nuclear decommissioning obligation was $281 million and $270 million at June 30, 201 1 and December 31, 2010, and is included in 
"Asset retircnient obligations" on the Balance Sheets. 

Assets in thc NDT fitnds are legally restricted for purposes of settling PPL's and PPL Energy Supply's ARO related to the deconiniissioning of 
the Susquehanna station. The aggregate fair valw nf  these assets was $648 million and $618 million at June 30, 201 1 and December 31, 2010, 
and is included in "Nuclear plant decommissioning trust finds" on the Balance Sllcits. See Notes 13 and 17 for additional infomiation on t h w  
assets. 

17 . Available-for-Sale Securities 

(PPL, PPL Giergy Supply, LKE ond LG&E) 

L and its subsidiaries classify certain short-temi investments, securities held by the NDT h n d s  and auction rate securities as available-for- 
>ale. Available-for-sale securities are carried on the Balance Sheets at fair value. Unrealized 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 
securi t ies. 

June 30,201 1 December 31,2010 
Gross Gross Gross Gross 

Amortized Unrealized Unrealized Anlortized Unrealized Unrealized 
c o s t  Gains Losses Fair Value cos t  Gains Losses Fair Value 

PPI, 
Shofl-tcmi invcstiiicnts 

NDT funds: 
- municipal dcbt sccuritics 

C k h  and cash equivalents 
Eq iii ty scciirilics: 

US. largc-cap 
U S. niidlsmall-cap 

U S  Treasury 
U.S. government sponsored 

Municipality 
Invcstmcnt-grade corporatc 
Other 

Debt scciirilics: 

agency 

I~cccivablcslpayablcs, net 
Total NDT funds 

Auction rate sccuritics 
Total 

$ I63 $ I63 

$ I O  $ I O  I O  IO  

173 $ 131 
68 56 

304 180 $ I23 
I24 61 52 

303 
I I9 

14 5 79 71 4 15 

I O  I O  6 I 
79 2 %  I 80 69 
35 2 3 1  3 I 2 

3 3 I 

7 
69 
33 

I 
I I I I 

453 I96 I 648 436 I82 618 
25 25 25 25 

$ 478 $ 196 $ I $  673 $ 624 $ I82 $ 806 
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June 30,201 1 December 31,2010 
Cross Gross Gross Gross 

Anlortized Unrealized Unrealized Amortized Unrealized Unrealized 
Losses Fair Value COSC Gains Losses Fair Vslne cost Gains 

Energy-Supply 
NDT funds: 

Cash and cash cquivalcnts 
Equity sccuritics: 

U.S. largc-cap 
1J S. midsmall-cap 

US. Trcasury 
U S .  govcrnmcnt sponsorcd 

Municipality 
Invcstincnt-gradc corporatc 
Othcr 

Dcbt sccuritics: 

agcncy 

Rcccivablcslpayablcs. nct 
Tom1 NDT funds 

Auction ratc sccuritics 
Torn1 

LKE and  LG&E 
Short-tcnn invcstmcnts 

-municipal dcht sccuritics 

$ I O  $ IO $ I O  $ I O  

173 $ 131 
68 56 

304 1x0 $ I23 
I24 67 52 

303 
I I9 

74 5 79 71 4 15 

I O  IO  6 I I 
19 2 $  I 80 69 69 
35 2 3 7  31 2 33 

3 3 1 I 
I I I I 

453 I96 I 648 436 I82 618 
20 20 20 20 

$ 473 $ 196 $ I $  668 $ 456 $ I82 $ 638 

$ I63 $ I63 

There were no securities with credit losses at June 30,201 1 and December 31,2010 

The following table shows the scheduled niaturity dates of debt securities held at June 30, 201 1. 

PPL 
Ainortizcd cost 
Fair vaiuc 

1- Energy-Supply 
tortizcd cost 

kair valuc 

Maturity Maturity Maturity Maturity 
Less Than 1-5 5-10 in Excess 

1 Year Years Years of  I O  Years Toial 

$ I I  $ 69 $ 66 $ 80 $ 226 
I2 71 69 82 234 

$ I I  $ 69 $ 66 $ 75 s 22 1 
I2 71 69 77 229 

The following table shows proceeds from and realized gains and losses on sales of available-for-sale securities for the periods ended 
June 30. 

PPL 
Procccds from sales of NDT sccuritics ( a )  
Othcr pracccds from salcs 
Gross rcalizcd gains (b) 
Gross rcalizcd losscs (b) 

PPL Energy-Supply 
Procccds from salcs of NDT sccuritics (a) 
Gross rcalizcd gains ( b )  
Gross rcalizcd losscs (b) 

Three Months Six Months 
2011 20lO 201 1 2010 

$ 25 $ 24 $ 100 s 68 

6 4 2 3 9 
6 2 I I  3 

163 

25 $ 24 $ 100 $ 68 
6 4 2.3 9 
6 2 I I  3 

(a) 
(b) 

Tlicsc procccds arc uscd to pay incomc taxcs and fccs rclatcd to inanaging thc trust Remaining procccds arc rcinvcstcd in thc trust. 
Excludcs thc impact of otlicr-than-rcmporaryian-tcinpora~ inipairmcnt chargcs rccognizcd in thc Statcmcnts of Incoinc. 
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(PPL, LKE and L,G& E) 

4 t December 3 I ,  2 0  10, LGBE held $163 million aggregate principal amount of tax-exempt revenue bonds issued by touisville/Jefferson 
unty, Kentucky o n  behalf of LG&E that were purchased from the remarketing agent in 2008. At December 3 I ,  201 0, these investments 

2re reflected in "Short-temi investments" on the Balance Sheet. During the six months ended June 30, 201 1, LG&E received $163 million 
for 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 Szrpply, PPL Eleclric. LKE, L,G&E and KU) 

Fair Value Mia>grenJents 

Effective January 1, 201 2, PPL and its subsidiaries will prospectively adopt accounting guidance that was issued to c la i fy  existing fair value 
measurement guidance as well as enhance fair value disclosures. The additional disclosures required by this guidance include quantitative 
infomiation about significant unobscrvable inputs used for Level 3 measurements, qualitative information about the sensitivity of recurring 
Level 3 measurements, infomiation about any transfers between Level 1 and 2 of the fair value hierarchy, information about when the current 
use of a non-financial asset is different from 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 nieasurcment differences resulting from the adoption of this guidance will be recognized in income in the period of 
adoption. The adoption of this guidance is not expected to have a significant impact on PPL and its subsidiaries. 

Presentation of Comprehensive Income 

Effective January 1, 201 2, PPL and its subsidiaries will relrospectively adopt acc,wnting guidance that was issued to improve the 
comparability, consistency and transparency of financial reporting and to  increase the prominence of items that are recorded in OC1. Thc 
amendments require 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 where the first statement includes the cotnponents of net income and the second statement 
includes the components of OCI. 

gardless of whether an entity chooses to present comprehensive income in a single continuous statement or in two separate but consecutive 
.,latenients, the entity is required to present on the face of the financial statements reclassification adjustments for items that are reclassified 
from other comprehensive iiicome to net income in the staternent(s) where the components of net income and the components of other 
coniprehensive income are presented. 

Upon adoption, the  change in presentation is not expected to have a significant impact on PPL, and its subsidiaries. 



PPL CORPORATION AND SUBSBDIARIES 

Item Z.__Management'S Discussion-and Analysis of-F~nancial-Condition-and_Resu&ofQpe~a&on-s 

The following inforniation should be read in conjunction with PPL.'s Condensed Consolidated Financial Statements and the accompanying 
Notes and with PPL's 2010 Form IO-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 Condition and Results of Operations" includes the following information: 

e "Overview" provides an overview of PPL's business strategy, financial and operational highlights, and key legal and regulatory 
maltsrs. 

e "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 six months 
ended June 30,201 I with the same periods in 2010. 

e "Financial Condition - Liquidity and Capital Resoiirces" 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. 

e "Financial Condition - Risk Management" provides an explanation of PPL's risk management programs relating to market and credit 
risk. 

0 "Application of Critical Accounting Policies" prcwides an update to PPL's critical accounting policy related to "Business 
Combinations - Purchase Price Allocation." This critical acc.nunting policy is being updated to reflect the impact of the April 201 I 
acquisition of WPD Midlands. 

Overvkw 

' Ytroduction 

PL 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 U.S., markets wholesale or retail energy 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 100% 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 manncr in which it  manages its businesses and reports segment inforniation in its consolidated financial statements. The distribution 
separated the XJ.S.-based competitive energy marketing and supply business from the U.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 rcportable segments. After distributing PPL Global to its parent, PPL Energy Supply and its subsidiaries' 
operations are entirely within thc  Supply segment. 

Subsequent to the distribution of PPL Global, PPL's principal subsidiaries are shown below (* denotes an SEC registrant - L,KE, LG&E and 
KIJ became SEC Registrants effective June 1, 201 1): 
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1 PPL Corporation” 

PPL Energy Supply“ 

Business Strategy 

PPL‘s ovcrall strategy is to achieve stable, long-tenn growth in its regulated electricity delivery businesses through efficient operations and 
strong customer and regulatory rclations, and disciplined growth in encrgy supply margins whilc mitigating volatility in both cash flows and 
earnings. In pursuing this strategy, PPL. acquired L.KE in Novcnibcr 2010 and WPD Midlands in April 201 1 These acquisitions have rcduced 
PPL‘s ovcrall busincss risk profile and reapportioned the mix of PPL‘s regulatcd and conipetitivc businesses by increasing the regulated portion 
of its busincss and enhancing ratc-regulated growth opportunities as the regulated businesses make in .estments to improve infrastructure and 
customer reliability. 

The increase in rcgulated assets is expected to provide earnings stability through regulated rctums and the ability to recover costs o f  capital 
investments, in contrast to the competitive energy supply business where earnings and cash flows are subject to commodity market 
volatility. Following the LKE and WPD Midlands acquisitions, approximately 70% of PPL’s assets are in its regulated businesses. The pro 
fornia impacts of the acquisitions of LKE and WPD Midlands on PPL,’s income from continuing operations (after income taxes) for the six 

mths ended June 30 are as follows: 

Rcgulaicd 
Compctitivc 

201 1 2010 
Pro forma Actual Pro forma Actual 

$ 510 62% $ 393 56% $ 387 70% $ 184 52% 

$ 820 $ 703 $ 554 $ 35 I 
310 38’% 3 10 44% 167 30% 167 48% 

Notc: Pro forma and actual amounts cxcludc non-rccurring adjusiincnts idcntificd in Notc 8 IO Ihc I’inanciitl Sr;ircmcnts 

Accordingly, results for periods prior to the acquisitions of L.KE and WPD Midlands are not comparable 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 from British pounds sterling, the 
related foreign currency risk is niorc substantial. The U.K. subsidiaries also have currency exposure to the U S .  dollar to the extent they have 
U.S. dollar denominated debt. To 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 cornpctitive energy supply business is to optimize the value from its unregulated generation and marketing portfolio. PPL 
endeavors tc do this by matching cncrgy supply with load, or customer demand, under contracts of  varying durations with creditworthy 
countcrparties to capture profits, while managing exposure to energy and fuel price volatility, counterparty credit risk and operational risk. 
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Financial and Operational Highlights 

_IncorneAttributable_to PPL-Corpora~o-n 

Net Income attributable to PPL, Corporation for the three and six months ended June 30, 201 1 was $196 million and $597 million compared to 
$85 million and $335 million for the same periods in 201 0. This represents a 13 1% and 78% increase over 2010. These increases reflect the 
following after-tax impacts by segment: 

Three Months Six Months 

!fJ 31 S I06 
19 19 

5 1  5 1  
(81) (100) 

8 22 

Kentucky Rcgulatcd 
Scgmcnt camings 
LKE acquisition-rclatcd costs . 

WPD Midlands carnings 
WPD Midlands acquisition-rclatcd costs 

PPL Elcctric's distribution basc ratc incrcasc cffcctivc in January 201 I 

Nct unrcalizcd gains on cncrgy-rclatcd cconomic activity 51 I33 
2010 nct losscs rclatcd to thc monctization of ccrtain full-rcquircincnt salcs contracts duc to thc L.KE acquisition 36 36 
Rccovcry from thc iifigafion scttlcmcnt rccordcd in 201 1 rclatcd to spcnt nuclear fucl storagc 29 29 

Intcrnational Rcgulatcd 

Pcnnsylvania Rcgulatcd 

Supply 

Impact of Susquchanna station turbine blade rcplacemcnt outa[Ics (60) (60) 
Othcr 21 20 

!fJ I l l  $ 262 

See "Results of Operations" below for further discussion and analysis of the consolidated rwilts of operations, as well as a discussion of each 
of PPL's business segments. 

Acquisition of WPD Midlands 

On April 1,201 1,  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 

rough the acquisition. Subsequent to the close of the acquisition, the entities acquired were renamed and are collectively referred to as WPD 
dlands. The service territories of PPL, WW and WPD Midlands are contiguous and significant 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 I to repay 201 1 Bridge Facility borrowings, pay certain acquisition-related fees and raise additional 
capital for general corporate purposes. 

o PPL, issued 92 million shares of its common stock and received net proceeds of $2.2.58 billion. 
PPL issued 19.5.5 million 201 1 Equity IJnits and received net proceeds of$948 million. 

o 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. 

0 WPD (West Midlands) issued E800 million of 5.75% Senior Notes due 2032 and WPD (East Midlands) issued E600 million of S,2S% 
Senior Notes due 2023. Collectively, net proceeds of E l  "4 billion were received, which equated to $2.2 billion at the time of issuance. 

a WPD (East Midlands) issued E100 million of Index-Linked Notes due 2043 and received net proceeds of E99 million, which equated 
to $163 million at the time of issuance. 

At June 30,201 1, PPL incurred acquisition-related costs of approximately $130 million, pre tax, which includes, among other items, advisory, 
accounting and legal fees, taxes and certain financing costs, including gains on hedges and foreign currency losses on the 201 1 Bridge Facility. 

Under a reorganization announced by WPD in June 201 1, approximately 600 to 800 employees of WPD Midlands will be terminated as a new 
regional structure is implemented. The categories of separation costs to be associated with the reorganization are severance compensation, 
early retirement deficiency costs associated with the applicable pension plans, outplacement services and other legal and administrative 
expenses. Other than the costs for outplacement scrvices, there is considerable uncertainty in estimating the range of costs that will ultimately 
be incurred, as the amount of each of those cost 
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categories will depend on the number of persons leaving the company, their current compensation level, years of service, age and the terms of 
the applicable pension plan in which they participate. As a result, a range of the total separation costs associated with the reorganization cannot 
' 7 reasonably estimated at this time; however, separation costs are not expected to exceed $140 million. Such separation costs will be 

ognized primarily in the third and fourth quarters of 201 I .  

See Note 8 to the Financial Statements for additional information related to the acquisition and Note 7 to the Financial Statements for 
additional inforniation related to the financings. 

Foreign-Currency-Exchange Rates 

PPL is exposed to foreign currency risk, primarily through its investment in U.K. affiliates. PPL has adopted a foreign currency risk 
management program designed to hedge certain currency exposures, including the risk associated with translatiog earnings and dividends from 
the U.K. affiliates, f imi  commitments, recognized assets or liabiiities, other anticipated transactions and net investments. 

Regist_ra_tion of Debt_by-LKE,L,G&Eand_KU 

In April 201 1, L.KE, LG&E and KU each filed a Registration Statement with the SEC, as agreed to 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 201 I Registration Statements relate to offers to exchange the senior notes or first mortgage bonds issued in 
November 2010 with similar but registered securities The 201 1 Registration Statements bccame effective in June 201 1, and the exchanges 
were completed in July 201 1 with substantially all of LKE's senior notes and L,G&E's and KU's first niortgage bonds being exchanged. See 
Note 7 in PPL's 2010 Fomi 10-K for additional information on the original debt issuances. 

Su_squehanna_Turbine Blade- Replaccment 

In April 201 I ,  dunfig the PPL Susquehanna Unit 2 schcduled refueling and generation uprate outage, a planned inspection f t h e  Unit 2 turbine 
revcaled 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 lJnit 2 outage by six weeks. As a precaution, PPL Susquehanna 
also took IJnit 1 out o f  service in mid-May to inspect the turbine blades in that unit. This inspection revealed cracks in blades similar to those 
found i n  IJnit 2. The (juration of the Unit I outage, in which turbine blades were replaced, was also about six weeks. PPL Susquehanna 
currently estiniatzs the after-tax earnings impact, including reduced energy-sales margins and repair expense for both units, to be between $60 

illion and $65 niillioii The majority of these costs were incurred during the second quarter of 201 I .  

,egal and Regulatory Matters 

Federal 

Cross State Air PofIu/iorr Rule 

In July 201 1, the EPA signed thc CSAPR which finalizes and rcnames the Clean Air Transport Rule (Transport Rule) proposed in August 
201 0. This rule applies to PPL's Pcnnsylvania 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. PPL,'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 starting in 201 5. 

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 scrubbers and coal supply. However, for the second phase beginning in 2014, PPL will likely have to modify 
operations of its generation fleet at its Pennsylvania plants and at its Kentucky plants will likely have to take additional measures with regards 
to the operation and dispatch of its generating fleet, including upgrades or installation of new scrubbers for certain generating units or 
retirement of certain other units. 

With respect to nitrogen oxide emissions, the CSAPR provides a slightly higher amount of allowances for PPL.'s Pennsylvania plants, but still 
less than the current forecasted emissions and a slightly lower amount o f  allowances for the Kentucky plants. 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 opcrations and the retirement of certain units for the Kentucky fleet. LG&E and KIJ 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 I .  
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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, sulfur dioxide and/or fine particulates. PPL, anticipates that 
-?me of the measures required for conipliance with CSAPR such as upgraded or new scrubbers at some of its plants and retirement of certain 

ts may also be necessary to achieve compliance with the new sulCur dioxide standard. If additional reductions were to be required, the 
 nomic impact to PPL could be significant. See Notes 6 and 10 to the Financial Statements for additional information on the CSAPR and the 

regulatory proceeding. 

Spenl Nuclear File1 Liligaiion 

In May 201 I ,  PPL Susquchanna entered into a settlement agreement with the U S .  Government relating to PPL Susquehanna's lawsuit, seeking 
damages for the Dcpartnicnt of Energy's failure to accept spent nuclear fuel from the PPL Susquehanna station. Under the settlement 
agreement, PPL. Susquthanna received approximately $50 million for its share of claims to recover its costs to store spent nuclear fuel at the 
Susquehanna station through Scptember 2009 and wil; Le eligibie to receive payment of annual claims for allowed costs that are incurred 
thereafter through the Dcccniber 201 3 termination of the settlement agreement. See Note 10 to the Financial Statements for additional 
information. 

K-entucky and Virginia 

Inlegraled Resoio-ce Plan (IRP) Filing 

L.G&E and KU filed their joint IRP with the KPSC in April 201 1 I This plan is provided to the KPSC every three years and is intended to give 
the KPSC a point-in-tinic look at LG&E's and KTJ's expectation of future resource needs It does not represent a commitment or decision by 
LG&E or KU, nor docs it reprcscnt a request for approval. 

Inipending environmenta! regulation including the CSAPR, Ambient Air Quality Standards, the Maximum Achievable Control Technology 
Rule, thc Coal Combustion Rcsiduals Rule and the Cooling Water Intake Rule could result in the retirements of clkr, smaller coal-fired units 
and thcreforc the IRP assumes potential retirements of coal-fired capacity and replacement by combined-cycle gas units. In addition, the IRP 
assumes pcnk demand reductions through cxisting or expanded DSM or energy efficiency programs. See Notes 6 and I O  to the Financial 
Statements for additional information. 

ECR Filing - Environnienial Upgrades 

lune 201 1, in ordcr to achicvc compliance with new and pcnding mandated federal EPA regulations, LG&E and KU filed an ECR plan with 
,lie KPSC requesting approval to install environmental upgrades for certain of their coal-fired plants along with the recovery of the expected 
$2.5 billion in costs The ECR plan details many upgmdes that will be made to certain of their coal-fired generating stations to continue to be 
compliant with EPA regulations. See Note 6 to the Financial Statements for additional information. 

Pennsylvania 

L3egislaiion - Replatory Procedures and Mechanisms 

In June 201 1, the Pennsylvania House Consumer Affairs Committee approved legislation that would authorize the PUC to approve regulatory 
procedures and niechanisms to provide for niore timely recovery of a utility's costs. Alternative ratemaking is important for PPL Electric as it  
begins an era of significant increasing capital investment related to the asset optimization program focused on the replacement of aging 
distribution assets. Those procedures and mechanisms include, but are not limited to, the use of a fully projected test year and an automatic 
ad,justnicnt clause to rccover capital costs and related operating expenses. The legislation is now before the full Pennsylvania House of 
Representatives. PPL Electric is working with other stakeholders to support passage o f  this legislation. 

Montana 

Monlana I-lydroelectric Litigation 

In June 201 1, the U S. Supreme Court granted PPL Montana's petition to review the March 2010 Montana Supreme Court decision 
substantially affimiing the June  2008 Montana District Court decision to award the State of Montana retroactive compensation for PPL, 
Montana's hydroelectric facilities' usc and occupancy of certain riverbeds in Montana. The matter will be briefed on its merits, with oral 
argument likcly to occur in late Novenibcr or early December 201 1 and a decision is likely to be rendered by the Court by June 30,2012. The 
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. 
Supreme Court. See Note IO to the Financial Statenients for additional information. 

Y. 

Tux Rule ChurTge 

In JUIY 201 1, the U.K. Finance Act 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 2'7% to 26%, effective April 1,201 1 and from 26% to 2 9 4  effective April I ,  2012. As a 
result of these changes, PPL expects to record a deferred tax benefit in the range of $65 million to $7.5 million in the third quarter of 201 1. 

Ofgem Pricing Model 

In Cjctooer 201 0, Ofgeni announced a new pricing model that will be effective for the 1J.K. electricity distribution sector, including WPD, 
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 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. 

Results of Operations 

As  a result of the LKE acquisition on November 1,2010 and the WPD Midlands acquisition on April 1,201 1, LKE's and WPD Midlands' 
results (since the date of acquisition) for the thrce and six months endcd June 30, 201 1 are included in PPL's results. When discussing PPL's 
resdts ofoperations for 201 1 coniparcd with 2010, the results of LKE and WPD Midlands are isolated for purposes of comparability. LICE'S 
results arc included within "Scgn?e-.t Results - Kentucky Regulated Segment" and WPD Midlands' results are included within "Segment 
Results - International Regulatcd 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 developmcnts 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. 

"qbles analyzing changes in amounts between periods within "Segment Results" and "Statement o f  Income Analysis" are presented on a 

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 exchange rate. 

Earnings 

nstant U.K. foreign currency exchange rate basis, where applicable, in order to isolate the impact of the change in the exchange rate on the 

Net Income Attributable to PPL Corporation and related EPS for the periods ended June 30 was: 

Thrcc Montlis Six Montlis 
201 1 2010 201 1 2010 

Nct lncornc Attributablc to PPL Corporation 
EPS -basic 
EPS - dilutcd 

$ 196 $ 85 $ 597 $ 335 
$ 0 3 5  $ 0.22 $ I 14 $ 0 8R 
$ 0 3 5  $ 0 2 2  $ I 14 $ 0 88 

The changes in Net Inconic 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 June 30 was: 
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Three Months Six Months 
201 I 2010 201 I 2010 

$ 3J $ 106 
38 $ 58 93 $ I34 
36 16 88 53 
91 30 310 I67 

.lucky Regulated 

. .,insylvania Rcgulated 

Unallocatcd Costs (b) 
Total 

national Rcgulatcd (a) 

Supply 

(a) 
(b) 

As a result of  thc acquisition on April I, 201 I, WPD Midlands' rcsults arc included in thc 201 I amounts. 
Thc thrcc and six months cndcd Junc 30, 2010 includcs $7 million, prc-tax ($6 million, aftcr-tax), of ccrtain acquisition-rclatcd costs, including advisory, accounting, and 
lcgal fccs  associatcd with thc acquisition of L.KE that arc rccordcd in "Othcr lnconic (Expcnsc)-nct" on tlic Statcmcnt of Incomc. Also includcd is $22 million, prc-tax ($I 3 
million aftcr-tax), of amortization of dcfcrrcd 2010 Bridgc Facility financing costs that arc rccordcd il l  "lntcrcsi Expcnsc" on thc Statcrncnt of Incomc. SCC Notcs 7 and I O  in 
PPL.'s 2010 Form IO-K for additional information on h c  acquisition and rclatcd financing. Thcsc costs wcrc considcrcd spccial itcms by riidnagcnlcfit and wcrc not included 
within any scgmcnt's rcsults. 

Kentuck~..Regu.!.ated-Segmen~ 

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 for the periods ended June 30, 201 1 was: 

Three Months Six Months 

Opcrating rcvcnucs 
Fucl and cncrgy purchascs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxes, othcr than incomc 

Othcr Income (Expcnsc) - nct 
lntcrcst Expcnsc (a) 

Tolal operating cxpcnscs 

-omc Taxes 

lncomc Attributablc to PPL Corporation 

$ 638 $ 1,404 
246 568 
I98 379 
84 I65 
9 18 

537 1,130 
( 1 )  

54 108 
16 59 

$ 31 $ IO6 

(a) Thc thrcc and six months cndcd Junc 30,201 I includc allocatcd intcrcst cxpcnsc o f  $I 7 million and $35 million, prc tax, rclatcd to the 2010 Equity Units and ccrtain intcrcst 
ratc swaps. 

Outlook 

Excluding special items, and the impact of a full year of earnings versus two months in 201 0, earnings are expected to be higher in 201 I ,  
driven by the impact of electricity and natural gas base rate increases that were effective August 1, 2010 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-L.ooking Infomiation," the rest of this Item 2, Notes 6 and IO to 
the Financial Statements and "Part 11. Other Information - Item IA. Risk Factors" in this Form IO-Q and "Jtem 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. 

Internat~~n-alalRegl~ated Segmea 

The International Regulated segment consists primarily of the electric distribution operations in the 7J.K. As a result of the acquisition on April 
I ,  201 I ,  WPD Midlands' results are included in the 201 I results. 

International Regulated segment Net Income Attributable to PPL. Corporation for the periods ended June 30 was: 
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lity rcvcnucs 
igy-rclatcd busincsscs 

iota1 opcrating rcvcnucs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, othcr than incomc 
Encrgy-rclatcd busincsscs 

Total opcrating cxpcnscs 
Othcr Income (Expcnsc) - nct 
lntcrcst Expcnsc 
Income Taxcs 
WPD Midlands, nct o f  tax (a) 
V/PD Midlands acquisition-rclatcd costs, ncl of tax (b) 

Ne1 lncomc Attributable to PPL Corporation 

Six Months Three Months 
O h  Change 2011 2010 %Change 201 1 2010 

$ 203 $ I72 I8 $ 419 $ 375 I2 

213 I78 20 438 39 I 12 
49 39 26 91 83 IO 
32 29 IO 62 58 7 
13 13 26 27 (4) 
4 4 8 8 

98 85 15 I87 I76 6 
5 I 400 3 2 50 

45 33 36 85 64 33 
13 3 333 33 19 74 
51 nla 57 nla 

(81) nla ( 100) nla 
$ 38 $ 58 (34) $ 93 $ I34 (31) 

I O  6 67 19 16 19 

(a) 

(b) 

The changes in the components of Net Income Attributable to PPL Corporation between the periods ended June 30,201 1 and 2010 were 
primarily due to the following factors. The aniounts 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. 

Rcprcscnts thc opcrations of WPD Midlands, including $12 million (prc-tax) af intcrcst cxpcnsc on thc 201 I Bridgc Facility and $10 million (Prc-lax) of intcrcst cxpcnsc 
rclatcd to thc 201 I Equity Units as wcll as rcvcnuc from cxtcrnal customers of $207 million for the thrcc and six months cndcd Junc 30, 201 I. 
Rcprcscnts items considcrrd special by managcmcnt” 

PPL ww 
Utility rcvcnucs 
lntcrcst cxpcnsc 
lncomc taxes 
Forcign currency cxchangc ratcs 
Othcr 

WPD Midlands, aftcr-lax 
U S .  

Income taxcs 
Othcr 

:cia1 items, aftcr-tax 
lb ta i  

PPL. ww 
m Higher utility revenues for both periods rcsulting from a price increase in April 201 1 ($20 million and $22 million for the three and six- 

month periods). In addition, the six-month period was higher due to a $12 million charge recorded in the first quarter of 2010 reflecting 
the impact on regulatory allowed revenitcs, primarily resulting from changes in the network electricity line loss assumptions. Such charges 
were insignificant in !he first quarter of 201 1. 

Higher U.K. interest expense for the six-month period primarily due to higher debt balances arising from a March 2010 debt issuance ($1 1 
mil I i on). 

m 

The following after-tax amounts, which management considers special items, also impacted the segment’s earnings for the periods ended 
June 30. 
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ial Itcms, nct of tax bcnclit (cxpcnsc): 
Urcign currcncy-rclatcd cconomic hcdgcs, nct of lax of($l), $ I ,  ($O), $ I  (a) 

20 I I Bridgc Facility costs, nct of tax of $ I I .  $0, $13, $0 (h) 
Forcign currcncy loss on 20 I I Bridgc Facility, nct of tax of $19, $0, $19, $0 (c) 
Nct hcdgc gains, nct of tax of ($20), $0, ($17), $0 (c) 
Hcdgc incffcctivcncss. nct of tax of $3, $0, $3, $0 (d) 
U.K. stamp duty tax, nct of tax of $0, $0, $0, $0 (c) 
Othcr acquisition-rclatcd costs, nct of lax of $12, $0, $12. $0 

WPD Midlands acquisition-rclatcd costs: 

Tota I 

Income Statenicnt 
Line Iten, 

Othcr Income (Expcnsc) 

lntcrcst Expcnsc 
Othcr lncomc (Expcnsc) 
Othcr lncomc (Expcnsc) 
lntcrcst Expcnsc 
Othcr Income (Expcnsc) 
(0 

Three Months 
201 1 2010 -- Six Months 

201 1 2010 - 

Rcprcscnts unrcalizcd losscs on contracts that cconomically hcdgc anticipatcd camings dcnominatcd in CBP. 
Rcprcscnts fccs incurrcd in conncction with cstablishing thc 201 I Bridgc Facility. Scc Notc 7 to thc Financial Statcmcnts for additional information. 
Rcprcscnts thc foreign currcncy loss on thc rcpaymcnt of thc 201 I Bridgc Facility, including a prc-tax foreign currcncy loss of $15 million associatcd with procccds rcccivcd 
on thc U.S. dollar-dcnominatcd scnior notcs issucd by PPL WEM in April 201 I that wcrc uscd to rcpay a portion of PPL WEM's borrowing undcr the 201 I Bridgc 
Facility. Thc rorcign currcncy risk was cconoinically hcdgcd with forward contracts to purchasc GBP, which rcsultcd in prc-tax gains of $63 million and $56 million for thc 
thrcc and six-monlh pcriods. Scc Notcs 7 and 14 to thc Financial Statcmcnts for additional information. 
Rcprcscnts a combination of incffcctivcncss associatcd with closcd out intcrcst ratc swaps and a chargc rccordcd as a rcsult of certain intcrcst ratc swaps failing hcdgc 
cffcctivcncss testing. Scc Norc 14 to tlic Financial Statcmcnts for additional information 
Tax on thc transfer of owncrship of propcrty in thc U.K which is not tax dcductiblc for inconic tax purposcs. 
Primarily includcs advisory, accounting and lcgal fccs ($26 inillion and $36 million, prc tax, for thc thrcc and six-month periods), which arc rcflcctcd in "Otlicr Incomc 
(Expcnsc) - nct" on the Statcmcnts of lncoinc and ccrtain scparation costs ($6 million, prc-tax, for both periods), which arc rcflcctcd in "Othcr opcration and maintcnancc" on 
thc Statcmcnts of Incomc. 

OlIllOOk 

Excluding special itcms and the impact of the newly acquired 1J.K. businesses, earnings are expected to be higher in 201 1, compared with 
2010, due to higher clcctricity delivery revenue and a more favorable currency exchange rate, partially offset by higher income taxes, 
dcpreciation 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 
sinancia1 Statemcnts and "Part 11. Other Information - Item 1A. Risk Factors" in this Form 10-Q and "Item 1. Business," and "Item 1A. Risk 

:tors" in PPL,'s 2010 Form IO-K for a discussion of the risks, uncertainties and factors that may impact future earnings. 

Pennsylvania Regulated Segment 

The Pennsylvania Rcgiilated segment includes the regulated electric delivery operations of PPL Electric. 

Pennsylvania Rcgulatcd segment Net  Income Attributable to PPL. Corporation for the periods ended June 30 was: 

Opcrating rcvcnucs 
Extcmal 
Intcrscgincnt 
Total opcrating rcvciiucs 

Encrgy purchascs 
Extcmal 
Intcrscgmcnt 

Othcr opcration and maintcnancc 
Dcprcciation 
Taxes, othcr than incomc 

Total opcrating cxpcnscs 
Othcr Inconic (Expcnsc) - nct 
lntcrcst Expcnsc 
lncomc Taxcs 
Nct lncoinc 
Nct lncomc Attributablc to Noncontrolling lntcrcsts 
Nct Incomc Attributable to PPL Corporation 

Three Months Six Months 
201 1 2010 YO Change 201 I 2010 YO Change 

990 $ 1,331 (26) 
8 4 IO0 

440 522 (16) 998 1,335 ( 2 5 )  

4 64 (94) IO I79 (94) 
126 131 (4) 256 25 I 2 
37 33 12 70 67 4 
22 29 (24) 57 76 (25)  

358 466 (23) 813 1,192 (32) 
I 2 (50) I 4 (75) 

24 24 48 50 (4) 

$ 436 $ 520 (16) $ 
4 2 IO0 

I69 209 (19) 420 619 (32) 

19 I I  73 42 32 31 
40 23 74 96 65 48 

4 7 (43) 8 12 (33) 
$ 36 $ 16 125 $ 88 $ 53 66 
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The  changes in the components of Net Income Attributable to PPL Corporation between the periods ended June 30, 201 1 and 2010 were 
primarily due to the following factors. 

Pennsylvania gross dclivcry margins 
Otlicr operation and niaintcnancc 
lncomc taxcs 
Othcr 

Total 

Three Months Six Months 

$ 19 $ 48 
I 1  (3) 
(8) (10) 
(2) 

$ 20 $ 35 

e See "Statement of lnconie Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of gross margins from the 
Pennsylvania regulated electric delivery operations. 

Lower other operation and maintenance expense for the three-month period primarily due to $8 million in lower vegetation management 
costs. In addition, the three-month period was  also impacted by $10 niillion in restoration costs associated with May 201 1 storms, which 
was partially offset by an $8 million insurance recovery. 

Higher other operation and maintenance expense for the six-month period primarily due to $7 million in higher contractor expenses as a 
result of increased project work and $10 million in higher restoration costs associated with May 201 1 storms, partially offset by an $8 
million insurance recovery and $8 million in lower vegetation nianagenient costs. 

Higher inconie taxes for both periods primarily due to higher pre-tax book inconie of $ 1  I million and $17 million for the three and six- 
month periods, partially offset by the impact o f  flow-through regulated tax depreciation that is priniarily related to the Pennsylvania 
Department of Revenue interprctive guidance regarding 100% bonus depreciation of$2 million and $7 million for the three and six-month 
periods. 

e 

e 

Earnings are expected to be higher in 201 1, compared with 2010, due to higher distribution revenues resulting from the distribution base rate 
increase effective January 1,201 1. 

-qmings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 2, Notes 6 and 10 to 

IA.  Risk Factors" in PPL's 2010 Form 10-K for a discussion of the risks, uncertainties and factors that may impact hture earnings. 
: Financial Statements and "Part 11. Other Information - Item 1A. Risk Factors" in this Fomi IO-Q and "Item I .  Business," and "Item 

Suppl y-Segnlent 

The Supply segnient 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 2010, PPL Energy Supply subsidiaries conipletcd the sale of several businesses, which havc 
been classified as Discontinued Operations. See Note 8 to the Financial Statements for additional information. 

Supply segment Net Income Attributable to PPL Corporation for the periods ended June 30 was: 

Energy rcvcnucs 
Extcrnal (a) 
1 ntcrscgtncnt 

Encrgy-related businesses 
Total operating rcvciitics 

Fuel and cncgy purchases 
Extcrnal (a) 
Intcrscgincnt 

Three Months Six Months 
201 1 2010 % Change 201 1 2010 O h  Change 

$ 879 $ 67 I 31 $ 2,132 $ 2,569 (17) 
4 64 (94 ) IO I79 (94) 

I I6 I04 12 228 I88 21 
999 839 19 2,370 2,936 (19) 

324 34 I ( 5 )  879 1,733 (49) 
1 I 
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cr opcration and maintcnancc 
ucprcciation 
Taxcs, othcr than incornc 
Encrgy-rclatcd busincsscs 

Total opcrating cxpcnscs 
Othcr lncomc (Expcnsc) - net 
Otlicr-Than-Tcmporary Impairments 
lntcrcst Expcnsc 
lncomc Taxcs 
lncomc (Loss) from Discontinucd Operations 
Nct Income Attributablc lo PPL Corporation 

Three Months Six Months 
201 I 2010 YO Change 201 1 2010 YO Change 

283 25 I 
64 63 
15 I I  

I16 96 
802 762 

4 5 
3 

51 52 
58 4 
( 1 )  I 

$ 91 $ 30 

13 
2 

36 
21 

z 

516 
I28 
31 

225 
1,780 

19 
I 

IO0 
200 

2 
$ 310 

532 ( 3 )  
I24 3 
22 41 

I80 25 
2,592 (31) 

I O  90 

(a) lncludcs impact from cncrgy-rclatcd cconomic activity SCC "Commodity Pricc liisk (Non-trading) - Economic Activity" in Notc 14 to the Financial Slatcmcnts for 
additional information. 

The changes in Net Income Attributable to PPL Corporation between the periods ended June 30, 201 I and 2010 were primarily due to the 
following factors. 

U S .  non-trading inargins 
Otlicr operation and maintcnancc 
Othcr incornc (cxpcnsc) - nct 
lncomc taxcs 
Othcr 
Discos, inucd opcrations, cxcluding ccrtain rcvcnucs and cxpcnscs includcd in margins 
Spccial itcms, after-tax 
Total 

278 
$ I43 

See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of margins. 

Higher other operation and maintenance expense for the three-month period was primarily due to the timing and increased costs of the PPL 
Susquehanna refueling outage of $36 million, $9 million from the dual-unit turbine blade replacemcnt outages and $5 million froni higher 
payroll costs at PPL. Susquehanna, partially offset by $19 million in lower other operation and maintenance expense at eastern fossiVhydro 
facilities mainly due to the timing of the Montour planned maintenance outage. 

Higher other operation and maintenance expense for the six-month period was primarily due to incrcased costs of the PPL Susquehanna 
refueling outage of $1 0 million, $9 million from the dual-unit turbine blade replacement outagcs and $8 million from higher payroll costs 
at PPI.. Susquehanna. 

Higher other income (expense) - net for the six-month period was primarily due to $5 million of higher realized earnings on the NDT funds 
in 201 1. 

Lower inconie taxes for both periods due to the impact of lower pre-tax book income of $73 million and $108 million for the three and six- 
month periods, partially offset by an $8 million and $12 million decrease in the domestic nianufacturing deduction tax benefit for the three 
and six month periods resulting from revised bonus tax depreciation estimates. The six-month period was also offset by $19 million in 
state NOL valuation allowance adjustments including the impact of 100% bonus tax depreciation on hture  projected PA taxable income in 
201 1. 

The following after-tax amounts, which management considers special items, also impacted the segment's earnings for the periods ended 
June 30. 
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Three Months Six Months 
201 1 2010 201 1 2010 

income Statement 
Line Item ---- 

kl Itcms, nct of tax bcncfit (cxpcnsc): 
Adjustcd cncrgy-rclatcd cconomic activity, nct, nct of tax of $2, $39, ($IO), $84 
Salcs of asscts: 

Sundancc indcmnification, nct of tax of $0, $0, $0, $0 
Non-corc gcncration facilitics, nc t  of tax of $1, $0, $0, $0 (Notc 8) 

Emission allowanccs, nct of tax of $0, $3, $ I ,  $5 (Notc 13) 
Rcncwablc cncrgy crcdits, nct of tax of $0, $0, $2, $0 (Notc 13) 
Adjustnicnts - NDT invcstmcnts, nct of tax of $0. $0, ($I), $0 (b) 

Monctization of ccrtain full-rcquircmcnt salcs contracts, nct of tax of 

Impairmcnts: 

L.KE acquisition-related costs: 

$0, $52. $0, $52 . .  
Othcr: 

Montana hydroclcctric litigation, nct o f  tax of $0, $0, $ 1 ,  $21 
Hcalth carc rcrorm - tax impact (c) 
Litigation scttlcmcnt - spcnt nuclcar fucl storage, nct of tax of (SZI), $0, 

($2 I ), $0 (1) 
Total 

(a) 

Othcr lncomc (Expcnsc) 
Discontinucd Opcrations 

Othcr O&M 
Othcr O&M 
Othcr lncomc (Expcnsc) 

(C) 

(4 
lncomc Taxcs 

Fucl 

(a) 
(b) 
(c) 

(d) 

SCC "Rcconciliation of Economic Activity" bclow. 
Rcprcscnts thc rcvcrsal o f  prcvious otlicr-than-temporary iinpairincnt chargcs whcn sccuritics prcviously impaired were sold. 
SCC "Monctization of Ccrtain Full-Rcquirclncnt Salt Contracts" in Notc 14 to thc Financial Statcmcnts. For thc thrcc and six months cndcd Junc 30. 20010, $193 million, prc- 
tax was rccordcd to "Wholcsalc cncrgy markcting" and $320 million, prc-tax was rccordcd to "Encrgy purchascs" on thc Statcmcnts of lncomc. 
In March 2010, thc Montana Suprcmc Court substantially affirmcd a Junc 2008 Montana District Court dccision rcgarding lcasc payincnts for thc usc ofcertain Montana 
strcainbcds. As a rcsult, in t l i c  lirst quartcr of 20 IO, PPL Montana rccordcd a prc-tax chargc o f  $56 million, rcprcscnting csliinatcd rcntal coinpcnsation for thc lirst quartcr of 
2010 and prior ycars, including intctcst. T l ~ c  portion o f  thc total rclatcd to ycars prior to 201 0 was $54 mill ion Of this total chargc $49 r i l l ion,  prc-tax, was rcuordcd to 
"Othcr opcration and maintcnancc" and $7 million, prc-tax, was rccordcd to "lntcrcst Euy:nsc" on thc Statcmcnts of lncomc. Thc chargcs rccordcd for thc tlircc and s ix  
months cndcd Junc 30.20 I I and thc thrcc months cndcd Junc 30,2010 wcrc rccordcd to "lntcrcst Expcnsc" on thc Statcmcnts of Incomc. 
Rcprcscnts inconic tax cxpcnsc rccordcd as a rcsult of thc provisions within Hcalth Carc Rcform which climinatcd thc tax dcductibility of rctircc hcalth care costs to thc 
cxtcnt o f  rcdcral subsidics rcccivcd by plan sponsors that provide rctircc prcscription drug bcncfits cquivalcnt to Mcdicarc Part D Covcragc. 
In May 201 I ,  PPL. Susquchanna cntcrcd into a scttlcmcnt agrccmcnt with thc U S  Govcrnmcnt rclating to PPL. Susquchanna's lawsuit, scuking damagcs for thc Dcpartmcnt 
of Encrgy's hilurc to acccpt spcnt nuclcar rucl from thc PPL Susquchanna station. Undcr thc scttlcmcnt agrccmcnt, PPL Susquchanna rcccivcd $50 mill ion, prc-tax, for 
claims to rccovcr its costs to storc spcnt nuclcar fucl at thc Susquchanna station through Scptcmbcr 2009. 

(c) 

(I)  

-onciliation ofEcoiiomic Activity 

The following table reconciles unrealized pre-tax gains (losses) from the table within "Commodity Price Risk (Non-trading) - Economic 
Activity" in Note 14 IO the Financial Statements to the special item identified as "Adjusted energy-related economic activity, net" for the 
periods ended June 30, 

Three Months Six Months 
201 1 2010 201 1 2010 

Opcrating Rcvcnucs 
Unrcgulatcd rctail clcctric and gas 
Wholcsalc cncrgy markcting 

Opcrating Expcnscs 
Fucl 
Encrgy Purchascs 

Encrgy-rclatcd cconomic activity (a) 
Option prcmiunis (b) 
Adjustcd cncrgy-rclatcd cconomic activity 
Lcss: Unrcalizcd cconomic activity associatcd with thc monctization of 

L.css: Economic activity now rcalizcd, associatcd with thc monetization of 

Adjustcd cncrgy-rclatcd cconomic activity, nct, prc-tax 

ccrtain full-rcquircmcnt salcs contracts (c) 

ccrtain full-rcquircmcnt salcs contracts in 20 I O  

i 09 445 I27 ( I  ix) 
55 (231) I57 (355) 

6 I I  I I  25 
G I  (220) I68 (330) 

$ (3) $ (54) %! 14 $ ( 1  19) Adjusted cncrgy-rclatcd cconomic activity, nct, aftcr-tax 
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SCC Notc 14 to thc Financial Statcincnts for additional information. 
Adjirstrncnt for rhc nct dcfcrral and amortization of option prciniums ovcr thc dclivcry pcriod of thc itcm that was hcdgcd or  upon rcalization. Aftcr-tax gains for thc thrcc 
months cndcd Junc 30,201 I and 2010 wcrc $3 million and $6 million, and $6 million and $14 inillion for thc six months cndcd Junc 30,201 I and 2010. Option prcmiurns 
arc rccordcd in Wholcsalc cncrgy niarkcting - rcalizcd and Encrgy purcliascs - rcalizcd on thc Statcincnts o f  lncoinc 
SCC "Commodity Pricc Risk - (Non-trading) - Monctization o f  Ccrtain Full-Rcquircmcnt Salcs Contracts" in Notc 14 to thc Financial Slatcmcnts for additional 
inforniation This itciii includcs the $60 inillion loss ($36 million aftcr tax) rcfcrcnccd in Notc 14 to tlic Financial Statcincnts associatcd with full-rcquircmcnt salcs contracts 
that liavc bccn inonctizcd Also includcd in this itcm is a nct loss of $67 million ($39 million ancr tax) on cconomic activity rclatcd to thcsc full-rcquircmcnt salcs 
contracts Such amount was prcviously rcilcctcd in "Adjustcd cncrgy-rclatcd cconomic activity, nct." 

OUl lOOk 

Excluding special items, earnings are expected to be lower in 201 1, when compared with 2010, driven by lower energy margins resulting from 
lower Eastern energy and capacity prices, higher average file1 costs and the turbine blade replacement outages at PPL Susquehanna's nuclear 
plant, as well as higher income taxes nnd 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, 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 I A  Risk 
Factors" in PPL.'s 2010 Fonn 10-K for a discussion of the risks, uncertainties and factors that may impact hture  earnings. 

Statement of Income Analysis - 
Margins 

No-nZGAAP_Fina-nciaI Measures 

The following discussion includcb llnancial information prepared in accordance with GAAP, as well as three non-GAAP financial 
measures: "Kentucky Gross Margins," "Pennsylvania Grass Deli dery 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 
perforniance. 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 
inforniation, 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 

rporate financial goals used in determining variable compensation. 

PPL's three non-GAAP financial measures include: 

"Kentucky Gross Margins" is a single financial perforniance 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, arc recorded as "Other operation and maintenance" expense and the depreciation associated with ECR 
equipment i s  recorded as "Dcpreciation" expense. These mechanisms allow for recovery of certain expenses, returns on capital 
investments associated with environmental regulations 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 performance measure of the Pennsylvania Regulated segment's electric 
delivery operations, which includcs 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," "Other operation and maintenance," which is primarily Act 129 
costs, and in "Taxes, other than income," which is primarily gross receipts tax. This performance measure includes PL,R related energy 
purchases by PPL, Electric from PPL, EnergyPlus, which are reflected in "PLR intersegment utility revenue (expense)" in the table 
below. These nicchanisnis 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. 
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e "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 segment businesses that are classified as discontinued operations, are offset by the cost of fuel, energy purchases, 
certain other opcration and maintenance expenses, priniarily ancillary charges, gross receipts tax, which is recorded in "Taxes, other than 
inconie," and operating expenses associated with certain Supply segment businesses that are classified as discontinued operations. This 
performance measure is relevant to PPL due to the volatility in the individual revenue and expense lines on the Statements of Income that 
comprise "IJnregulatcd 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, which are reflected in "PL,R intersegment utility revenue (expense)" in the 
tablc below. In addition, PPL. excludes TrGm "1Jniegulated Gross Energy Margins" the Supply segment's energy-related economic 
activity, which includes the changes in fair value of positions used to ecunoniicaliy hedge a portion of  the economic value of PPL,'s 
conipetitive generation asscts, full-requirement sales contracts and retail activities. This economic vaiue is Subject to changes in fair value 
due to niarket pricc volatility of the input and output commodities (e g., fuel and power) prior to the delivery period that was hedged. Also 
included in this energy-relatcd economic activity is the ineffcctive portion of qualifying cash flow hedges, the monetization of certain f i l l -  
requirement sales contracts and premium amortization associated with options. This economic activity is deferred, with the exception of 
thc full-requirement sales contracts that were nionctized, and included in unregulated gross energy margins over the delivery period that 
was hedged or upon realization. 

Reconciliation of Non-GAAP FinancialMeasureS 

The following tables reconcile "Operating Income" to PPL's three non-GAAP financial measures for the periods ended June 30. 

2011 Three Months 2010 Three Months 
PA Unregulated PA Unregulated 

Kentucky Gross Gross Kentucky Gross Cruss 
Cross Delivery Energy Operaling Cross Delivery Enrrgy Operating 

Margins Margins Margins Other (a) Inco~iie (b) Margins Margins Margins Other (a) Inconie (b) 

Operating Ilcvenues 
Utility $ 639 $ 436 $ 409 (c) $ 1,484 $ 520 $ 172 (c) $ 692 
PL.R intcrscgmcnt Utility 

Jnrcgulatcd rctail 

Wholcsalc cncrgy iiiai kcling 
Rcalizcd 716 16 (c) 73 2 1,219 12 (c) I ,23 I 
Unrcalizcd ccononiic 

rcvcnuc (cxpcnsc) ((I) (4) $ 4 (64) 64 

electric and gas I80 I (4 181 103 (2) (e) 101 

activity (44) (c) (44) (666) (c) ( 6 W  
Nct cncrgy trading inargins I O  I O  5 5 
Encrgy-rclalcd busincsscs I26 I I O  I I O  126 - - 

Total Opcrating llcvcnucs 639 432 910 508 2,489 456 1,391 (374) 1,473 

Operating Exprnses 
Fuel 
Energy purchascs 

Rctil izcd 
Unrcalizcd cconoiiiic 

activity 
Other opcration and 

Dcprcciation 
Taxcs, othcr than inconic 
Encrgy-rclatcd busincsscs 
Intercompany clirninations 

Discontinucd opcrations 

maintcnancc 

Total Opcrating Expcnscs 

Total 

206 250 (42) (0 

40 I69 I50 75 (g )  

( 1  09) (9 )  

21 29 9 664 
I 2  225 

20 1 48 
I20 

(4 1 I 3 
219 214 417 984 

$ 360 $ 218 $ 493 $ (476) 

-- 
-- 
-- 

414 

434 

( 10% 

723 
23 7 
75 

I20 

1.894 

$ 595 

252 6 258 

209 529 (I)(!$) 737 

(445) (g)  (445) 

23 6 390 419 
I25 I25 

21 4 22 53 
IO0 IO0 

(2) 2 
257 79 I I99 1,247 

$ 199 $ 621 $ (594) $ 226 

-- 
21 (21)(h) -- 

-______. 
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201 I Six Montlis 2010 Six Months 
PA Unregulated PA Unregulated 

Kentucky Gross Gross Kentucky Gross Gross 
Operating Gross Delivery Energy Operating Gross Delivery Energy 

Marains Margins Margins O t h e r  (a) Ineonie(b) Margins Margins Margins Other (a) lnconie (b) 

Operating Revenues 
Utility $ 1,404 $ 990 $ 626 (c) $ 3,020 $ 1,331 $ 375 (c) $ 1,706 
PLR intcrscgincnt Utility 

revcnuc (cxpcnsc) (d) (10) $7 I O  (179) $ I 7 9  
Unrcgulatcd rctail 

clectric and gas 323 5 (c) 328 I 9 7  8 ( 4  205 
Wholcsalc cncrgy inarkcting 

Rcalizcd 1,738 ?2 (c' 1,770 2,565 25 2,590 
Unrcalizcd cconomic 

activity 13 tc) 13 (242) (c) (242) 
Nct cncrgy trading margins 21 21 16 16 

24 7 204 204 Encrgy-rclatcd busincsscs 247 - - 
980 2,092 923 5.399 1,152 2,957 3 70 4,479 Total Opcrating Rcvcnucs 1.404 

Operating Expenses 
Fuel 42 I 534 
Energy purchascs 

Rcalizcd I47 420 377 
Unrcaiizcd cconomic 

activity 
Othcr opcration and 

niaintcnancc 41 47 13 

Taxes, othcr than incomc 53 14 
Energy-rclatcd busincsscs 

Dcprcciation 24 

lntcrcompany cliininations (8) 2 

Discantinucd opcrations 12 
Total Opcrating Expcnscs 63 3 512 940 

$ 771 $ 468 $ 1,164 ~- Total 

6 

( 1  2) (h)  
1,914 1,999 

s (1,003) s 1.400 -- - - 

489 ( 1 )  

619 1,130 (3)(g) 

118 (6) 

45 I 3 805 
24 9 

12 6 47 
I88 

(4) I 3 
732 1.639 1.406 

46 (46) (11) 

$ 420 $ 1,364 $ (1.082) 

488 

1,746 

I I 8  

863 
249 
I25 
I88 

3,777 

$ 702 

Rcprcscnts amounts that arc cxcludcd from Margins. 
As rcportcd on thc Statcmcnt of lncomc. 
Rcprcscnts WPDs utility rcvcnuc. 
Primarily rclatcd to PL.R supply sold by PPL EncrgyPlus to PPL Electric. 
Rcprcscnts rcvcnuc associated with cncrgy-rclatcd cconomic activity. This actirity is dcscrihcd in thc "Commodity Pricc Risk (Non-trading) - Economic Activity" scction of 
Notc 14 to thc Financial Statcmcnts. Thc thrcc and six months cndcd Junc 30, 201 I includes a prc-tax gain of $6 million and $12 million rclatcd to tlic amortization of option 
prcmiums and a prc-tax rcalizcd gain of$ I O  million and $20 million rclatcd to the monetization of certain full-rcquircmcnt sales contracts. In  addition, tlic thrcc and six 
months cndcd Iunc .30, 2010 includes a prc-tax gain of$12 million and $25 million rclatcd to tlic amortization of option prcmiums. 
Primarily rclatcs to the $50 million spent nuclcar fucl litigation scttlcmcnt and cconoinic activity rclatcd Io fucl 
Itcprcscnts cxpcnscs associatcd with cncrgy-related cconomic activity. This activity is dcscribcd in thc "Commodity Pricc Risk (Non-trading) - Economic Activity" scction 
of Notc 14 to tlic Financial Statcmcnts. Thc six niontlis cndcd Junc 30, 201 I includes a prc-tax loss o f$ I  million rclatcd to the amortization ofoption prcmiums and the tlircc 
and six months cndcd Junc 30, 201 I incliidcs a prc-tax loss of$76 million and $ I  64 million rclatcd to thc monctization of certain full-rcquircmcnt salcs contracts. In 
addition, thc tlircc months cndcd Junc 30, 2010 includcs a prc-tax loss of$ I million rcllrtcd to tlic amortization ofoption prcmiums. 
Rcprcscnts thc nct of ccrtain rcvcnucs and cxpcnscs associated with certain husincsscs that arc classificd as discontinued operations. Thcsc rcvcnucs and cxpcnscs arc not 
rcllcctcd in "Operating lncomc" on thc Statcmcnts of lncomc. 

(d) 
(c) 

(0 
(g )  

(h) 

Cb.nge5-i ~-N-O~G!LAP-F i.nanc ialMsaxcs 

The following table shows PPL's three non-GAAP financial measures for the periods ended June 30 as well as the change between 
periods. The factors that gave rise to the changes are described below the table. 
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Three Months Six Months 
201 1 2010 Change 201 1 2010 Change 

$ 360 $ 360 $ 77 I $ 7 1  I rtiicky Gross Margins 

PA Gross Dclivcry Margins by Componcnt 
Distribution 
Transmission 

rota1 

Unrcgulalcd Gross Encrgy Margins by Rcgion 
Non-trading 

Eistcrn US. 
Wcstcrn US. 

Nct cncrgy trading 
Total 

$ 173 $ 157 $ 16 $ 381 $ 336 9; 45 
45 42 3 87 84 3 

$ 218 $ 199 $ 19 $ 468 $ 420 $ 48 

$ 395 $ 528 $ (133) $ 972 $ 1,177 $ (205) 
88 88 171 171 
IO S 5 21 16 5 

$ 493 $ 621 $ (128) $ 1,164 $ 1,364 .% (200) 

Kentucky Gross Margins 

PPL acquired LKE on November I ,  2010. Margins for the three and six months ended June 30, 201 1 are included in PPL,’s results with no 
comparable amounts for 20 10. 

Pentisylvania Gross Delivery Margins 

Distribiitio-n 

The approved distribidon rate case increased rates approximately 1.6% effective January I ,  201 I ,  which improved distributics margins by $14 
million and $38 million for the three and six months ended June 3C, 201 I ,  compared with the same period in 2010. Increases of $1 million and 
$7 million resultcd from favorable weather. Weather-related variances for PPL Electric are calculated based on a ten-year historical average. 

TraDLscn isxion 

’-ansmission margins were higher during the three and six months ended June 30,201 I ,  compared with the same period in 2010, as the result 
;ligher FERC formula-based rates driven by increased investment in rate base, an increase in the costs of capital due to an increase in equity 

dnd the recovery of additional costs. 

Unregulated Gross Energy Margins 

Eastcrn 1J.S. results were lower during the three and six months ended June 30, 201 I ,  compared with the same period in 2010, as a result of 
lower margins on baseload units, primarily due to the timing of the planned refueling and up-rate outage and thc unplanned turbine blade 
replacement outagcs at the Susquehanna nuclear plant of $91 million and $S8 million, lower pricing (including lower PJM basis and FTR 
values) of $42 million and $94 million, higher supply costs from the generation fleet of $10 million and $15 million and lower margins on 
intermediate and peaking units driven by the assets sold in the first quarter of 201 1 of  $14 million and $16 million. Partially offsetting the 
decrease were higher margins from the fiill-requirement sales contracts of $33 million and $5 1 million. In addition, the unfavorable variance 
for the six months ended June 30, 201 1, included gains of $27 million related to the monetization of certain full-requirement sales contracts in 
20 I O  that rebalanced the business and portfolio. 
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Utility Revenues 

mges in utility revenues for the periods ended June 30,201 1 compared with 2010 were attributable io: 

Domcstic: 
PPL Electric 

Dccrcasc in cncrgy rcvcnuc due to customers sclccting altcrnativc supplicrs (a) 
Pricc incrcasc rclatcd to the distribution rate casc cffcctivc January I ,  20 I I 
Othcr 
Total 

LKE (b) 
Total Domcstic 

U.K.: 
PPL ww 

Pricc incrcascs cffcctivc April I ,  201 I and 2010 
Changc in rccovcry of allowcd rcvcnucs (e)  
Forcign currcncy exchange rates 
Othcr 
Total PPL. W W  

WPD Midlands (b) 
Total U.K. 

Total 

Three Months Six Months 

$ (106) $ (388) 
14 38 
8 9 

(84) (341) 
638 1.404 

' 554 1,063 

20 22 
3 12 

16 I3 
(8) ( 3 )  
31 44 

207 207 
238 25 I 

.$ 792 $ 1,314 

(a) 

(b) 
(e )  

In 201 I ,  custoiiicrs continucd to sclcct altcmativc supplicrs to providc their cncrgy nccds. This dccrcasc in cncrgy rcvcnuc has a minimal impact on camings as Ihc cost of 
providing this cncrgy is passcd through to tlic custoincr with no additional mark-up. Thcsc rcvcnucs arc offsct with purchascs in Pcnnsylvania Gross Dclivcry Margins 
Thcrc arc no coniparablc amounts in the 201 0 pcriods as LKE was acquircd in Novcmbcr 2010 and '?/I'D Midlands was acquircd in April 201 I I 
Thc six month pcriod was iiighcr duc to a $ I  2 million chargc rccordcd in  the first quartcr of2010 rcllccting thc impact on regulatory  allow^,^ rcvcnucs, primarily rcsulting 
froin changes in tlic network clcctricity linc loss assumptions Such charges wcrc insignificant in tlic first quancr of 201 I 

Other Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended June 30,201 1 compared with 2010 were due to: 

Domcstic: 
LKE (a) 
Montana hydroclcctric litigation (b) 
Susquchanna nuclcar plant costs ( e )  
Outage and othcr costs at fossil/hydroclcctric plants (d) 
Impacts from cinission allowances 
Othcr 

PPL w w 
WPD Midlands (a) 

U.K.: 

Total 

Three Montlis Six Months 

$ I98 .$ 3 79 
(47) 

49 28 
(16) 2 

(7) (10) 
5 14 

3 5 
72 72 

$ 304 $ 443 

(a) 
(b) 

Thcrc arc no comparable amounts in thc 20 I O  pcriods as LKE was acquircd in Novcinhcr 2010 and WPD Midlands was acquircd in April 201 I I 
In March 20 IO,  thc Montana Suprciiic Court substantially afiirmcd a June 2008 Montana District Court dccision rcgarding lcasc paymcnts for thc usc of'ccrtain Montana 
strcainbcds. As a rcsult, in tlic lirst quartcr of 2010, PPL Montana rccordcd a prc-tax chargc of $56 million, rcprcscnting cstimatcd rcntal compcnsation for the first quartcr 
of20 10 and prior ycars, including intcrcst. Tlic portion of thc total chargc rccordcd to othcr opcration and rnaintcnancc totalcd $49 million. SCC Notc IO for additional 
information. 
Both pcriods wcic $9 million highcr duc to tlic 201 I dual-unit turbinc bladc rcplaccmcnt outage at thc Susquchanna nuclcar plant. Thc thrcc-month pcriod was $36 million 
highcr due to the timing and incrcascd costs of thc Susquchanna nuclcar plant rcfucling outage. Thc six-month pcriod was $10 million highcr duc to an incrcasc in costs 
rclatcd to thc Susquchanna nuclcar plant rcfucling outage. 
Thc dccrcasc for thc thrcc-month pcriad was priinarily duc to tlic timing of  maintcnancc outages ($19 million). 

( e )  

(d) 
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Depreciation 

anges in depreciation expense for the periods ended June 30,201 1 compared with 2010 were due to: 

Additions to PP&E 
LKE (a) (b) 
W P D  Midlands (b) 
Forcign currcncy cxchangc raks 
Total 

Three Months Six Months 

$ 6 %  9 
84 I65 
20 20 

2 2 
$ 112 $ I96 

(a) 

(b) 

Includcs $12 million and $22 million of dcprcciation cxpcnsc For thc thrcc and six months cndcd Junc 30,201 I for rcccntly complctcd plant additions at TC2 and E.W. 
Brown. 
Tllcrc arc no coniparablc amotints in thc 2010 periods as LKE was acquircd in Novcmbcr 2010 and WPD Midlands was acqtiircd in April 201 I I 

Taxes, Other Than Income 

Changes in taxes, other than income for the periods ended June 30,201 1 compared with 2010 were due to: 

Three Months Six Months 

Pcnnsylvania gross rcccipts tax (a) 
Doincstic propcrty tax (b) 
L.KE (c) 
U.K.  properly tax 
WPF: Aidlands (c) 

Total 

(a) 

(h) 
( c )  

Dccrcasc for tlic six month pcriod primarily duc to tlic dccrcasc in rctail clcctricity rcvcnucs as customcrs continuc to sclcct altcrnativc suppliers in 201 I .  This tax is includcd 
in "Pcnnsylvania Gross Dclivcry Margins" and "Unrcgulatcd Gross Encrgy Margins" 
Thc dccrcascs arc primarily duc to amortization of thc PURTA rcfund This is includcd in "Pcnnsylvania Gross Dclivcry Margins." 
Tlicrc arc no comparablc mounts  in thc 2010 pcriods as LKE was acquircd in  Novcinbcr 2010 m d  WPD Midlands was acquircd in April 201 I .  

!her Income (Expense) - net 

T h e  $34 million decrease in other income (expense) - net for the three months ended June 30,201 1 compared with the same period in 2010 was 
primarily attributable to: 

o 

e 

$47 million of other WPD Midlands acquisition-related costs, including 1J.K. stamp duty tax, partially offset by $7 million of other LKE 
acquisition-rclated costs recorded in 2010; and 
a $58 million foreign currency loss related to the repayment of the 201 1 Bridge Facility borrowing offset by a $62 million gain on forcign 
currency forward contracts that hedged the repayment of such borrowings. 

T h e  $47 million decrease in other income (expense) - net for the six months ended June 30,201 1 conipared with the same period in 201 0 was 
primarily attributable to: 

. 
o 

$57 million of other WPD Midlands acquisition-related costs, including U.K. stamp duty tax, partially offset by an increase of $7 million 
of earnings on securities in the NDT funds and $7 million of other LKE acquisition-related costs recorded in 2010; and 
a $58 million 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. 
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Interest Expense 

Changes in interest expense for the periods ended June 30,201 1 compared with 2010 were due to: 

201 1 Bridgc Facility costs rclatcd to the acquisition of WPD Midlands (a) 
2010 Bridgc Facility costs rclatcd to thc acquisition of LKE 
2010 Equity Units (b) 
201 I Equity Units (c) 
lntcrcston thc March 2010 WPD dcbt issuancc 
LKE (d) 
WPD Midlands (d) 
Montana hydroclcctric litigation (c) 
Othcr 
Total 

Three Months Six Months 

$ 36 $ 43 
(22) (22) 

15 30 
IO io 
2 I I  

36 12 
45 45 

(6) 
I 1  13 

$ 133 $ I96 

(a) 
(b) 
(c) 
(d) 
(c) 

In March 201 I ,  PPL cntcrcd into a 364-day unsccurcd bridgc financing to fund thc acquisition of WPD Midlands. 
lntcrcst rclatcd to thc Junc 2010 issuancc to support the Novcmbcr 2010 LKE acquisition. 
lntcrcst rclatcd to the April 201 I issuancc to support thc April 201 I WPD Midlands acquisition 
Thcrc arc no comparablc amounfs in thc 2010 pcriods as LKE was acquircd in Novcmbcr 2010 and WPD Midlands was acquircd in April 201 I "  
In March 2010, the Montana Suprcmc Court substantially affrrmcd a Junc 2008 Montana District Court dccision. As a rcsult, in thc first quarter of 2010, PPL Montana 
rccordcd a prc-tax chargc of$56 million, rcprcscnting cstimatcd rcntal compcnsation for thc first quartcr of 2010 and prior ycars, including intcrcst 

Income Taxes 

Changes in income taxes for the periods ended June 30,201 1 compared with 2010 were due to: 

Highcr prc-tax book incomc 
Statc valuation allowancc adjustmcnts (a) 
Domcstic manufacturing dcduction (b) 
Fcdcral and statc tax rcscrvc adjustmcnts 
U S .  incomc tax on forcign camings nct o f  forcign tax credit 
Forcign losscs rcsulting from rcstructuring (c) 

rcign tax rcscrvc adjustmcnts (c) 
11th Carc Rcform 

A E  (d) 
WPD Midlands (d) 
Dcprcciation not normalized 
Othcr 
Total 

Three Months Six Mdnths 

s 49 $ 91 
19 

8 12 
(3) 4 
( 1 )  (9) 
25 25 

(22) 122) 
(8 )  

24 13 
I O  IO 
(2 ) ( 5 )  

I (4 ) 
s 89 $ I86 

(a) Primarily rcflccts tlic impact of Pcnnsylvania Dcpartmcnt of Rcvcnuc intcrprctivc guidancc issued in Fcbruary 20 I I on tlic trcattncnt of bonus dcprcciation for Pennsylvania 
iiicornc tax purposes. In accordmcc with Corporation Tax Bulletin 201 1-01. Pcnnsylvania allows 100% bonus dcprcciation for qualifying asscis in thc samc ycar bonus 
dcprcciation is allowed for fcdcral inconic tax purposcs. Duc to the rcduction in projcctcd Pennsylvania tnxablc inconic for tax ycars 20 I I and 20 I 2  rclatcd to tlic 100% 
bonus dcprcciation dcduction, PPL adjustcd its dcfcrrcd tax valuation allowanccs for Pcnnsylvania nct operating Iosscs. As a rcsult, during thc six months cndcd Junc 30, 
201 I PPL. rccordcd $ 1  I million of dcfcrrcd incomc tax cxpcnsc. 
In Dcccinbcr 20  IO,  Congrcss cnactcd lcgislation allowing for IOO% bonus dcprcciation on qualified propcrty. Thc incrcascd tax dcprcciation cliininatcs thc cstimatcd incomc 
tax bcncfir rclatcd to thc domcstic manufacturing dcduction in 201 I .  
During thc thrcc and six months cndcd Junc 30,20 IO, PPL rccordcd a $25 million forcign tax bcncfit and a rclatcd $22 million forcign tax rcscrvc in conjunction with losscs 
rcsulting from restructuring in thc U.K. Thcsc losscs offsct tax on a dcfcrrcd gain from a prior ycar salc o f  WPD's supply busincss. Scc Notc 5 to thc Financial Statcincnfs 
for additional information on incomc tnxcs. 
Thcrc arc n o  comparable amounts in thc 2010 pcriods as L.KE was acquircd in Novcmbcr 2010 and WPD Midlands was acquircd in April 201 I 

(b) 

(c) 

(d) 

Discontinued Operations 

Income (Loss) from Discontinued Operations (net of taxes) decreased by $8 million and $13 million for the three and six months ended June 
30, 201 1, compared with the same periods in 2010. The decreases are attributable to the presentation of certain non-core generation facilities 
sold in 201 1 as  Discontinued Operations. See "Discontinued Operations" in Note 8 to the Financial Statements for additional information. 
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FinanciaLCondition 

quidity and Capital Resources 

PPL had the following at: 

Cash and cash cquivalcnls 
Short-tcrm invcstmcnts (a) 

Short-tcrm dcbt 

June 30,201 1 December 31, 2010 

1,269 $ 925 
I63 

$ 1,269 $ 1,088 
$ 431 $ 694 

(a) Xcprcscnts tax-cxcmpt bonds issucd by LouisvillcIJcffcrson County, Kcntucky on bchalf of LG&E that wcrc subscqucntly purchascd by L.G&E. Such bonds wcrc 
rcinarkctcd to unafiliatcd invcstors in January 20 I I .  SCC Notc 7 to thc Financial Statcmcnts for furthcr discussion. 

The $344 million increase in PPL's cash and cash equivalents position was primarily the net result of 

proceeds ofS4.4 billion from the issuance of long-term debt; 
proceeds of $2.3 billion from the issuance of common stock; 
cash provided by operating activities of $814 million; 
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 S 1.0 billion; 
a net decrease in short-temi debt of $321 million; 
the payment of $34G r,iillion of common stock dividends; and 
the payment of $72 million of' debt issuance and credit facility costs. 

PPL,'s cash provided by operating activities increased $242 million for the six months ended June 30, 201 1 compared with the same period in 
2010. The increase reflects cash provided in 201 1 by LKE, which was acquired in November 2010, totaling $401 million and the receipt in 
201 1 of a $170 million federal tax refund (excluding $SO million related to LKE) and a lower estimated annual gross receipts tax payment 

tde in 201 1 versus 2010 of $94 million. These increases were partially offset by changes in counterparty collateral requirements of $356 
.,llion and higher defined benefit plan contributions of $48 million (excluding $1 57 million related to L.KE). 

Credit Facili ties 

At Junc 30, 201 I ,  PPL's total committed borrowing capacity under its credit facilities and thc use of this borrowing capacity were: 

Letters of 
Comn~ittcd Crcdit Unused 

Capacity Borrowed Issued Capacity 

PPL Encrgy Supply Crcdit Facilitics (a) 
PPL. Elcctric Crcdit Facilitics (b) 
LG&E Crcdit Facility (c) 
K U  Crcdit Facilitics (c)(d) 

Total Domcstic Crcdit Facilitics (c) 

PPL WW Crcdit Facility 
WPD (South Wcst) Crcdit Facility 
WPD (East Midlands) Crcdit Facility (0 
WPD (Wcst Mid1ands)Crcdit Facility (0 

Total WPD Crcdit Facilitics (g) 

$ 3,200 $ 250 $ 177 $ 2,773 
350 13 137 
400 400 
598 I98 400 

$ 4,548 $ 250 $ 388 $ 3,910 

f 150 f I13 nla f 37 
210 nla 210 
300 f 70 230 
300 71 229 

f 960 f 113 f 141 f 706 

(a) In March 201 I ,  PPL Encrgy Supply's $300 million Structurcd Crcdit Facility cxpircd. PPL Encrgy Supply's obligations undcr this facility wcrc supportcd by a $300 million 
lcttcr of crcdit issucd on PPL. Encrgy Supply's bchalf undcr a separate, but rclatcd $300 million 5-ycar crcdit agrccmcnt, which nlso cxpircd in March 201 I "  
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Committcd capacity includcs a $ I  50 million crcdit facility rclatcd to an assct-backcd coinmcrcial papcr pmgrain through which PPL. Elcctric obtains financing by sclling and 
contributing its cligiblc accounts rcccivablc and unbillcd rcvcnuc to a spccial purposc, wholly owncd subsidiary on an ongoing basis. Thc subsidiary plcdgcs thcsc asscts to 
sccurc loans of up to an aggrcgatc of $ I50 million from a coinmcrcial papcr conduit sponsorcd by a financial institution. A( Junc 30,201 I ,  bascd on accounts rcccivablc and 
unbillcd rcvcnuc plcdgcd, thc amount availablc for borrowing undcr thc facility was limitcd to $107 million. 

In July 201 I ,  PPL Elcctric and a subsidiary cxtcndcd tlic cxpiration datc of thc crcdit agrccincnt rclatcd to tlic assct-backcd commercial papcr program to July 2012. 
In Junc 201 I ,  L.G&E and K U  cach amcndcd its rcspcctivc Syndicatcd Crcdit Facility such that thc fccs and thc sprcad to bcnchmark intcrcst ratcs for borrowings dcpcnd 
upon thc rcspcctivc company's scnior sccurcd long-term dcbt rating rathcr than thc scnior unsccurcd dcbt rating. 
In April 20 I I ,  KU cntcrcd into a ncw $198 million lcttcr o f  crcdit facility that has bccn uscd to issuc lcttcrs of crcdit to support outstanding tax cxcmpt bonds. Thc facility 
niaturcs in April 2014. 
Total borrowings outstanding undcr PPL's domcstic crcdit facilitics dccrcascd on a tict basis by $263 million sincc Dcccmbcr 3 I ,  2010. 

Thc conimitincnts undcr PPL.'s dorncstic crcdit facilitics arc providcd by a divcrsc bank group, with no onc bank and its affiliatcs providing an aggrcgatc commitmcnt of morc 
than 9% of thc total comiiiittcd capecity. 
In April 2.01 I ,  following thc complction of thc acquisition of WPD Midlands, WPD (East Midlands) and WPD (Wcst Midlands) cach cntcrcd into a f300 niillion 5-ycar 
syndicatcd crcdit facility Undcr thc kciiitics, WPDtEast Midlands) and WPD (Wcst Midlands) cacti havc thc ability to makc cash borrowings and to rcqucst thc lcndcrs to 
issuc up to E80 million of lcttcrs of  crcdit in licu of borrowing. 
In Junc 201 I ,  WPD rcpaid f84 million of  short-tcrm dcbt (which cquatcd to $ 1  38 million at thc timc ofrcpaymcnt) with procccds rcccivcd from thc issuancc of long-tcrm 
dcbt. Although financial information of forcign subsidiarics is rccordcd on a onc-month lag, thc rcpaymcnt o f  short-tcrm dcbt is rcflcctcd in thc financial statcmcnts for thc 
quancr cndcd Junc 30, 201 I .  SCC 'Long-tcrm Dcbt and Equity Sccuritics" bclow for furthcr discussion. 

At Junc 30, 2.01 I ,  tlic unuscd capacity of WPD's crcdit facilitics was approxiinatcly $ I  . 3  billion. 

Tlic coinmitmcnts undcr WPD's crcdit hcilitics arc providcd by a divcrsc bank group, with no onc bank providing morc than 17% of  thc total cotninittcd capacity. 

See Note 7 to the Financial Statements for further discussion of PPL,'s credit facilities. 

2011 Bridge-Facility 

In March 201 I ,  c:r.mmcntly, 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 g3.6 
biilion solely to (i) fiind the acquisition and (ii) pay certain fees and expenses in connection with the acquisition. The bridge financing 
commitment was subsequcntly syndicated to a group of banks, including the initial commitment lenders. Upon the syndication of the 
coniniitment, in March 201 1,  PPL. Capital Funding and PPL, WEM, as borrowers, and PPL., as guarantor, entered into the 201 1 Bridge Facility. 

7q April I ,  201 1, concurrent with the closing of the WPD Midlands acquisition, PPL Capital Funding borrowed an aggregate of E1 "7.5 billion 
1 PPL WEM borrowcd f l  85 billion under the 201 I Bridge Facility. The borrowings bore interest at approximately 2 62%. See Note 8 to 

(ne Financial Statements for additional information on the acquisition. 

In accordance with the temis of the 201 1 Bridge Facility, PPL Capital Funding's borrowings o f  E l  .75 billion were repaid with approximately 
$2 8 billion of proceeds received from PPL's issuance of coninion stock and 201 1 Equity Units in April 201 I ,  as discussed in "L,ong-temi Debt 
and Equity Securities" bclow. Also in April 201 I ,  PPL WEM repaid E650 niillion of its 201 I Bridge Facility borrowing. Such repayment was 
funded primarily with procceds received from PPL WEM's issuance of senior notcs, which is also discussed below. In May 201 1, PPL, WEM 
repaid the remaining f l . 2  billion of borrowings outstanding under the 201 1 Bridge Facility, primarily with the proceeds from senior notes 
issued by WPD (East Midlands) and WPD (West Midlands), also discussed below. 

In anticipation of thc repayment of a portion of the GBP-denominated borrowings under the 201 1 Bridge Facility with US. dollar-denominated 
proceeds received fioni PPL's issuance of conimon stock and 201 1 Equity Units and PPL WEM's issuance of US. 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 to the Financial Statements for further discussion. 
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Long-term Debt and Ekpity Securities 

"DL's long-term debt and equity securities activity through June 30,201 1 was: 

PPL. Common Stock 
PPL Capital Funding Junior Subordinatcd Notcs 
PPL. W EM Scnior Unsccurcd Notcs 
WPD (Wcst Midlands) Scnior Unsccurcd Notcs 
WPD (East Midlands) Scnior Unsccurcd Notcs 
WPD (East Midlands) Indcx-linkcd Notcs (b) 

Total Cash Flow Iiiipni:! 
Assumed through consolidation I WPD Midlands acquisition: 

W P D  (East Midlands) Scnior Unsccurcd Notcs (c) 
W P D  (Wcst Midlands) Scnior Unsccurcd Notcs (c) 

Total Assuincd 

Nct lncrcasc 

PPL,'s long-temi debt and equity securities activity since June 30, 201 1 was: 

PPL. Encrgy Supply Scnior Unsccurcd Notcs (d) 
PPL. Elcclric First Mortgagc Bonds ( e )  

Non-cash Exchanges ( I ) :  
Total Cash Flow linpact 

LKE Scnior Unsccurcd Notcs 
L.G&E First Mortgagc Bonds 
KU Firs1 Mortgage Bonds 

Total Exchnngcd 

Nct Dccrcasc 

Dcbt Equity 
lssuanccs (a) Rctircmcnts lssuanccs 

$ 2,328 
$ 978 

959 
1,282 

967 
I64 

$ 4,350 $ 2,328 

$ 418 
412 

$ 830 
$ 5.180 

Dcbt Equity 
lssuanccs Rctircmcnts lssuanccs 

$ (7.50) 
$ 249 (458) 
$ 249 $ (708) 

s 875 $ (875) 
535 (535) 

1,500 ( ~ S O O )  
$ 2,910 $ (2.910) 

$ (459) 

-- 

Issuances arc nct of  pricing discounts, whcrc applicablc and cxcludc thc iinpact of dcbt isstiancc costs. 
Although financial information of forcign siibsidiarics is  rccordcd on a onc-month lag, thc Junc 201 I issuancc ofthc Indcx-Iinkcd Notcs, and thc rclatcd rcpaymcnt off84  
ini l l ion of short-term dcbl (which cquatcd to $138 million at thc tirnc of rcpaymcnt), arc rcflcctcd in thc financial slalcincnts for thc quartcr cndcd Junc 30,201 I duc to thc 
inatcriality o f thc  issiiancc o f  thc Indcx-linkcd Notcs. 
Rcflccts fair va lw adjtistincnts rcsulting froin thc prcliininary purchasc pricc allocation. Thc principal amount ofcach issuancc is f250 million, which cquatcd to 
approxiiiialcly $400 inillion at  thc !iinc o f  closing. 
Scnior iinscciircd iiotcs wcrc rcdccincd at par prior to tlicir 2046 maturity datc. 
Iictircincnt rcflccts ainount pnid to rcdccm $400 inillion aggrcgatc principal amount of first iiiortgagc bonds prior to thcir 20 I 3  maturity datc. 
In April 201 I, LKE, L.G&E and K U  each filed a 201 I Rcgistrntion Statcincnt with tlic SEC rclatcd to offers to cxchangc sccuritics issued in Novcmbcr 2010 in transactions 
not rcgisrcrcd iindcr llic Sccurilics Act of 1933 with siinilar but rcgislcrcd securities. Thc 201 I Rcgistration Statcincnrs bccainc cffcctivc in .Junc 201 I and thc cxchangcs 
wcrc completed in Iuly 201 I, with substantially all sccuritics being cxchangcd. 

(c) 

(d) 
(c) 
(0 

At Junc 30,20 1 I ,  LKE's tax-exempt revenue bonds that are in the form of auction rate securities and total $23 1 million continue to experience 
failed auctions. Therefore, the interest rate continues to be set by a fomiula pursuant to the relevant indentures. For the six months ended 
June 30,201 1, the weighted-average rate on L.G&E's and KtJ's auction rate bonds in total was 0.31%. 

In July 201 1, 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 detemiined in accordance with the terms of the indenture) of such property additions to 66213% of such cost or fair 
value. PPL Electric expects the amendments to become effective in the third quarter of 201 1. 

See Note 7 to the Financial Statements for additional information about long-temi debt and equity securities. 

Com-m-on Stock Divide-nds 

In May  201 1, PPL. declared its quarterly common stock dividend, payable July 1, 201 1, at 3.5.0 cents per share (equivalent to $1.40 per 
annum). Future dividends, declared at the discretion of the Board of Directors, will be dependent upon hture earnings, cash flows, financial 
and legal requirements and other factors. 
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Rating Agency-Decisions 

'qoody's, S&P and Fitch periodically review the credit ratings on the debt and preferred securities of PPL and its subsidiaries. Based on their 
mtive independent reviews, the rating agencies may make certain ratings revisions or ratings affimiations. 

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 infomiation 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 liquidit-- 
position As a result of rhe 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, in a registrant's registration statement or section lO(a) prospectus, PPL. is limiting its credit rating 
disclosure to a description of the actions takcn 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 the rating agencies to PPL and its subsidiaries and their 
respcctive 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 announcement of the then-pending acquisition of WPD Midlands in 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, KU, PPL WW, WPD (South West) 
and WDQ (South Wales), affirmed the issuer and senior unsecured ratings of PPL. WW, and lowered the following ratings: 

a 

a 

0 

a 

the issuer rating of PPL; 
the senior unsecured and junior subordinated 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; 
the issuer and senior unsecured ratings of L,KE; 
the issuer, senior secured ratings, and short-term ratings of LG&E; 
the issuer, senior secured ratings, and short-term ratings of KU; 
the issuer and senior unsecured ratings of WPD (South West); and 
the issuer and senior unsecured ratings of WPD (South Wales). 

a 
a 

m 

Fitch affimied all of :he ratings for PPL,, PPL, Capital Funding, PPL, Energy Supply, PPL Electric, LKE, LG&E and KU 

Jn April 201 1, Moody's and S&P took the following actions following the completion of the acquisition of WPD Midlands. 

Moody's: 
0 

0 

a 

lowered the issuer and senior unsecured debt ratings of WPD (East Midlands) and WPD (West Midlands); 
affirmed the short-term issuer rating of WPD (East Midlands); and 
assigned a senior unsecured rating and an outlook to PPL WEM.. 

S&P: 
0 

m 

a 

e 

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, KU, WPD (East Midlands), WPD (West Midlands), PPL WEM, PPL WW, WPD (South West), 
WPD (South Wales) and PPL Electric; and 
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B affirnied all of the long-terni ratings for PPL. and its rated subsidiaries. 

' 7  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 
mection with the substitution of the letters of credit enhancing these four bonds. 

Also in May 201 I ,  Fitch affirmed its rating and maintained its outlook for PPL Montana's Pass Through Certificates due 2020. 

In July 20 1 1, S&P upgraded the senior secured rating for PPL Electric's first mortgage bonds following the execution of a supplemental 
indenture that provides for prospective amendments to PPL. Electric's 2001 Mortgage Indenture, as discussed in "Long-term Debt and Equity 
Securities" above. 

The Econp_micStimulus Package 

In April 2010, PPL Electric entered into an agreement with the DOE, in which the agency is to provide a grant for one-half of a $38 million 
smart grid project. The project involves installing and using smart grid technology to strengthen reliability, save energy and improve electric 
service for approxiniately 60,000 Harrisburg, Pennsylvania-area customers. It is expected to provide benefits beyond the Harrisburg region, 
helping to speed power restoration across PPL Electric's 29-county service territory. Work on the project is progressing on schedule, and PPL 
Electric is receiving reimbursements under the grant for costs incurred. The project is scheduled to be completed by the end of Septeniber 
20 12. 

Ratings Triggers 

PPL and its subsidiaries have various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity and 
fiiel, 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 tz 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 J u n e  30,201 1 At June 30,201 I ,  if PPL's or its subsidiaries' credit ratings had been below investment grade, the 
maximum aniount that PPL would have been required to post as additional collateral to caunterparties was $490 million for both derivative and 
non-derivativc commodity and commodity-related contracts used in its generation, marketing and trading operations and interest rate and 
foreign currency contracts. 

pia!.Expsnd itures 

The table below showr PPL's capital expenditure projections at June 30,201 1 

Construction cxpcnditurcs (a) (b) 
Gcncrating facilities 
Transmission and distribution facilitics 
Environrncntal (c) 
Othcr 

N iiclcar fiicl 
Total Construction Expcnditurcs 

Total Capital Eqcnditurcs 

Projected 
201 1 2012 2013 2014 201s 

$ 118 $ 640 $ 553 $ 360 $ 492 
1,490 1,925 2,248 2,215 2.07 I 
230 764 1,239 1,212 888 
IS7 I73 I33 I22 I38 

2,655 3,502 4,173 3,909 3,589 
I52 IS9 161 IS8 I60 

$ 2,807 $ 3,661 $ 4,334 $ 4,067 $ 3,749 

(a) 
(b) 
(c) 

Construction cxpcnditiircs includc capitalizcd intcrcst and AFUDC, which arc cxpcctcd to bc approximatcly $320 million for thc ycars 201 I through 2015. 
Includcs cxpcnditurcs for ccrtain intangiblc asscts. 
lncludcs $709 million of LKE's currcntly cstirnablc costs rclatcd to rcplaccmcnt gcncration units due  to EPA rcgulations not rccovcrablc through thc ECR mcchanism. LKE 
cxpccts to rccovcr tlicsc costs ovcr a pcriod cquivalcnt to tlic rclatcd dcprmiablc livcs of thc asscts through basc r a t a  cstablishcd by futurc ratc cascs. 

PPL.'s capital expenditure projections for the years 201 1 through 201 5 total approximately $1 8.6 billion. Capital expenditure plans are revised 
periodically to reflect changes in operational, market and regulatory conditions. This table has been revised from that which was presented in 
PPL,'s 201 0 Form 10-K for changes in estimates for LKE'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 recovery through the ECR mechanism) and expenditures to 
bc made by the newly acquired WPD Midlands. See Note 8 to the Financial Statements for information on PPL's April 201 I acquisition of 
WPD Midlands. 
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For additional infomiation on PPL,'s liquidity and capital resources, see "Item 7. Management's Discussion and Analysis of Financial Condition 
-rid Results ofOperations," in PPL's 2010 Form 10-K. 

-.rsk Management 

Mark-eLRisk 

See Notes 13 and 14 to the Financial Statements for infomiation 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 fbture, assuming certain advers- rrarket 
conditiolis md  niotlel assumptions. Actual future results may differ materially from those presented. These disclosures are not precise 
indicators of expected firture losses, but only indicators of possible losses under normal market conditions at a given confidence level. 

Cominodity Price Risk (Nori-trading) 

PPL segregates its non-trading activities into two categories: hedge activity and economic activity. Transactions that are accounted for as 
hedge activity qualify for hcdge accounting treatment. The economic activity category includes transactions that address a specific risk, but 
were not eligible for hcdge 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'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 rcceive hedge accounting treatment, these transactions are considercd non-trading activity. The net fair value of 
economic positions at June 30, 201 1 and December 31,2010 was a net liability o f  $237 million and $391 million. See Note 14 to the Financial 
Statements for additional information 3n 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 encrgy at thc 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. 

The following table sets forth the change in net fair value of PPL's non-trading commodity derivative contracts for the periods ended - we 30. See No:cs 13 and 14 to the Financial Statements for additional information. 

Fair valuc o f  contracts outstanding at the bcginning of the pcriod 
Contracts rcalizcd or otherwise settled during the pcriod 
Fair valuc of new contracts cntcrcd into during thc period 
Changcs in fair valuc attributable to cliangcs in valuation techniques (a) 
Othcrchangcs in fail value 
Fair valuc of contracts outstanding at the end of tlic period 

Gains (Losses) 

201 1 2010 201 1 2010 

$ 991 $ 1,726 $ 947 $ 1,280 
( 8 5 )  ( 1  08) (128) (234) 
31 ( 1  1 )  15 7 

(23) (23) 
(49) (28 I ) 60 2 73 

$ 894 $ 1,303 $ 894 $ 1.303 

Three Months Ended Six Months Ended 

(a) In June 2010, PPL rcccivcd market bids Tor certain full-rcquircrncnt sales contracts that wcrc rnonctizcd in carly July. Scc Note 14 to the Financial Statcrncnts for additional 
infomiation At  Iunc 30, 20 IO ,  thcsc contracts wcrc valued bascd on the bids rcccivcd (thc market approach) In prior periods, thc Pair valuc oftlicsc contracts was incasurcd 
using tlic incoiiic approach 

The following table segrcgatcs the net fair value of PPL's non-trading commodity derivative contracts at June 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. 
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Net Assel [Liability) 
Maturity Maturity 

L e s s  Than Maturity Maturity in Excess Total Fair 
1 Year 1-3 Years 4-5 Years of 5 Years Value 

aource of Fair Value 
Prices bascd on significant othcr observable inputs $ 442 $ 415 $ I 1  $ 868 
Prices bascd on significant iinobscivablc inputs 5 (23) 13 $ 31 26 

$ 441 $ 392 $ 24 $ 31 $ 894 Fair value orcontracts outstanding at the end ofthc period 

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 firm capacity and energy or to accept the delivery of fuel 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 commodity. Depending on price changes in the wholesale energy markets, such ciainages could be significant. Extreme weather 
conditions, unplanned power plant outages, transmission disruptions, nonperfomiance 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 firm obligations, that it 
will not be required to pay damages for failure to perform, or that it  will not experience counterparty nonperforniance in the future. 

Conzinodity Price Risk (Trudiiig) 

PPL,’s trading contracts mature at various times through 201 5 .  The following table sets forth changes in the net fair value of PPL,’s trading 
coniniodity dcrivative contracts for the periods ended June 30. See Notes 13 and 14 to the Financial Statements for additional information. 

Gains (Losses) 
l h r e e  Months Six Months 

2010 -- 201 I _. 
201 1 201u 

Fair valuc of conlracts outstanding at the beginning of thc period 
Contracts realized or otlicrwisc scttlcd during the period 
Fair value of ncw contriicts cntcrcd into during the period 
Other changes in fair v ~ l u c  
Fair value o f  contracts outstanding at the end of the period 

$ 1 %  
I 
5 

2 $  4 %  (6) 
4 3 
2 8 2 

$ 15 
14) 

$ 4 $  15 
8 

s 4 

realized gains of approximately $6 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 June 30, 201 1,  based on whether the fair value 
was deterniined by prices quoted in active markets for identical instruments or other more subjective means. 

Net Asset (Liability) 
Maturitv Maturity 

Source of Fair Value 
Prices bascd on signilkant othcr obscrvablc inputs 

Fair value of  contracts outstanding at thc cnd of the period 

VaR Models 

Iota1 Fair in Excess Less Than Maturity Maturity 
I Year 1-3 Years 4-5 Years of 5 Years Value 

A VaR model is utilized to measure commodity price risk in domestic gross energy margins for the non-trading and trading portfolios. VaR is 
a statistical modcl 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-term. The VaR 
for portfolios using cnd-of-month results for the period was as follows. 
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Trading Val< Nun-Trading VaR 
Six Months Twelve Months Six Months  Twelve Months 

June 30, December 31, June 30, December 31, 
Ended Ended Ended Ended 

201 1 2010 201 I 2010 

$ 2 $  I $  1 9 ;  5 
2 4 5 I 
4 9 I 12 
I I 5 4 

95% Confidcncc Lcvcl, Fivc-Day Holding Pcriod 
Pcriod End 
Avcragc for thc Pcriod 
High 
Low 

The trading portfolio includes all speculative positions, regardless of the delivery period. All positions not considered speculative are 
considered non-trading. The non-traaing portfoiio includes the entire portfolio, including generation, with delivery periods through the next I2 
months. Both the trading and non-trading VaR computations exclude FTits due to the absence of reliable spot and forward markets. The fair 
value of the non-trading and trading FTR positions was insignificant at June 30,201 1. 

Interest Rate Risk 

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 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's debt portfolio due to changes in the absolute 
level of interest rates. 

At Junc 30,201 1, PPL's potential annual exposure to increased interest expense, based on a 10% increase in interest rates, was not significant. 

PPL is also exposed to changes in the fair value of its doinestic and international dcbt portfolios. PPL, esLimated that a 10% decrease in interest 
rates at June 30, 201 1 would increase the fair value of its debt portfolio by $629 million. 

At June 30, 201 1, PPL, had the following interest rate hedges outstanding: 

Cash flow hcdgcs 
lntcrcst ratc swaps (c) 
Cross-currcncy swaps (d) 

Intcrcst ratc swaps (c) 
Fair valuc hcdgcs 

Economic hcdgcs 

Efrect of a 

Exposure Net - Asset Movenient 
Hedged (Liabi l i ty)  (a) i n  Rates (b) 

Fa i r  Value, IO% Adverse 

$ 350 $ (16) (15) 
1,262 4 ( 1  93) 

349 I I  ( 1 )  

Intcrcst ratc swaps (0 I19 (36) (5) 

lncludcs accrucd intcrcst, if applicablc. 
Efliccts of advcrsc movcmcnts dccrcasc asscts or incrcasc liabilities, as applicablc, which could rcsult in an assct bccoming a liability. 
PPL utilizcs various risk managcnicnt instruiiicnts to rcducc i t s  cxposurc to thc cxpcctcd futurc cash flow variability o f  its dcbt instrumcnts. Thcsc risks includc cxposurc to 
advcrsc intcrcst ratc movcmcnts Tor outstanding variablc ratc dcbt and for futurc anticipatcd financing. Whilc PPL. is cxposcd to changcs in thc fair valuc ofthcsc 
instrumcnts, any changcs in tlic fair valuc o f  such cash flow hcdgcs arc rccordcd in cquity. Thc changcs in fair valuc of thcsc instrumcnts arc thcn rcclassificd into carnings 
in thc samc pcriod during which thc itcm bcing hcdgcd affccts camings. Scnsitivitics rcprcscnt a IO% advcrsc movcmcnt in intcrcst ratcs. 
PPL WEM, through PPL, and PPL WW use cross-currcncy swaps to hcdgc thc intcrcst paymcnts and principal of thcir U S .  dollar-dcnominatcd scnior notcs with maturity 
datcs ranging from May 2016 to Dcccinbcr 2028. Whilc PPL is  cxposcd to chanpcs in thc fair valuc o f  thcsc instrumcnts, any changc in thc fair valuc o f  thcsc instruments is 
rccordcd in cquity and rcclassificd into camings in thc sainc pcriod during which thc itan bcing hcdgcd affccts carnings. Scnsitivitics rcprcscnt a 10% advcrsc movcmcnt in 
both intcrcst ratcs and foreign currcncy cxchangc ratcs. 
PPL utilizcs various risk managcnicnt instrumcnts to adjust thc mix of fixcd and floating intcrcst ratcs in its dcbt portfolio. Thc changc in fair valuc of thcsc instrumcnts, as 
wcll as thc offsctting changc in thc valuc o f  thc hcdgcd cxposurc o f  thc dcbt, i s  rcflcctcd in carnings. Scnsitivitics rcprcscnt a 10% advcrsc movcincnt in intcrcst ratcs. 
PPL utilizcs various risk managcmcnt instrumcnts to rcducc its cxposurc to thc cxpectcd futurc cash flow variability of its dcbt instrumcnts. Thcsc risks includc cxposurc to 
advcrsc intcrcst ratc movcmcnts for outstanding variablc ratc dcbt and for futurc anticipatcd financing. Whilc PPL is cxposcd to changcs in thc fair valuc o f  thcsc 
instrurncnls, any changcs in tlic fair value of such cconomic hcdgcs arc rccordcd in rcgulatory asscts and liabilities. Thc changcs in fair valuc of thcsc instrumcnts arc thcn 
rcclassificd into carnings in thc samc pcriod during which thc itcm bcing hcdgcd affccts carnings. Scnsitivitics rcprcscnt a 10% advcrsc movcmcnt in intcrcst ratcs. 
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Foreign Curretic), Risk 

-PL is exposed to foreign currency risk, primarily through investments in 1J.K. affiliates. In addition, PPL's domestic operations may make 
chases of equipment in currencies other than U.S. dollars. 

PPL, has adopted a foreign currency risk management program 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 investments. Jn addition, PPL. enters into financial instruments to protect against foreign currency translation risk of 
expected earnings. 

At June 30,201 I ,  PPL. had the following foreign currency hedges outstanding: 

Nct invcstmcnt hcdgcs (b) 
Economic hcdgcs 

Earnings translation (c) 

Efrecr O F  4 

10% 
Adverse 

Movement 
in Foreign 

Fair Value, Currency 
Exposure Net - Asset Exchange 
Hedged (Liability) Rates (a) 

f I O  $ (2) 

188 $ 4 (22) 

(a) 
(b) 
( c )  

Effccts of advcrsc inovcnicnts dccrcasc asscts or incrcasc liabilitics, as applicablc, which could result in an asset bccoining a liability. 
To protect tlic valuc o f a  portion of its nct invcstmcnt in WPD, PPL cxccutcs forward contrac[s to scll GBP. 
To economically k d g c  thc translation orcxpcctcd incomc dcnominatcd in GRP to U S .  dollars, PPL cntcrs into a combination ol'avcragc ratc forwards and avcragc rnlc 
options to scll GBP The %rwards and options outstanding at Junc 30,201 I ,  havc tcnninatioii dates ranging from July 201 I through Dcccinbcr 201 I 

NDT Fimds - Securities Price Risk 

In connection with certain NRC requirements, PPL Susquehanna maintains trust funds to fund certain costs ofdecommissioning the 
Susquehanna nuclear plant. At June 30, 201 I ,  these funds were invested primarily in domestic equity securities and fixed-rate, fixed-income 

xurities and are reflected at fair value on PPL,'s Balance Sheet. The mix of securities is designed to provide returns sufficient to fund 
squehanna's decomniissioning and to compensate for inflationary increases in decommissioning costs. However, the equity securities 

..rcluded 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 ii.l interest rates. PPL actively monitors the investment performance and periodically reviews asset allocation in accordance 
with its NDT policy statement. At June 30, 201 I ,  a hypothetical 10% increase in interest rates and a 10% decrease in equity prices would have 
resulted in an estimated $46 million reduction in the fair value of the trust assets. See Notes 13 and 17 to the Financial Statements for 
additional information regarding the NDT funds. 

CrediLRisk 

See Notes 13 and 14 to the Financial Statements in this Form 10-0 and "Risk Management - Energy Marketing & Trading and Other - Credit 
Risk" in PPL's 2010 Forni 10-K for additional information. 

Foreign Currency Translation 

During 201 I and 2010, the GBP fluctuated in relation to the IJS. dollar. Changes in these exchange rates resulted in a foreign currency 
translation gain of $1 62 million for the six months ended June 30, 201 1, which primarily reflected a $334 million increase to PP&E offset by 
an increase of $I74 million to net liabilities. Changes in these exchange rates resulted in a foreign currency translation loss of $164 million for 
the six months ended June 30, 2010, which primarily reflected a $422 million reduction to PP&E offset by a reduction of $258 million to nei 
liabilities. These adjustments, net of tax, resulting from translation are recorded in AOCJ. 
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Related Party Transactions 

T L  is not aware of any material ownership interests or operating responsibility by senior management of PPL, PPL Energy Supply, PPL 
xtric, L.KE, LG&E or KLJ in outside partnerships, including leasing transactions with variable interest entities or other entities doing 

Jsiness with PPL.. See Note 1 1 to the Financial Statements for additional inforniation on related party transactions between PPL, affiliates. 

Acquisitions, Development and Divestitures 

PPL. continuously evaluates potential acquisitions, divestihires and development projects as opportunities arise or are identified. Development 
projects arc 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 April 201 I ,  PPL., through its indirect, wholly owned subdiary  PPL. WEM, completed its acquisition of WPD Midlands. See Note 8 to the 
Financial Statements for additional infomiation. 

See Notes 1 and I O  to the Financial Statements in PPL's 2010 Form 10-K for information on PPL's November 2010 acquisition of LKE. 

With limited exceptions L.KE took care, custody and control of TC2 in January 201 I ,  and has dispatched the unit to meet customer demand 
since that date. TC2 is a new 760 MW capacity basc-load, coal-fired unit that is jointly owned b y  LG&E and KU (combined 7.5% interest), 
and the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency (combined 2.5% interest). See Note I O  to the Financial 
Statements for additional information. 

Environmental Matters 

Protection of the environnicnt is a priority for PPL and a significant clement of its business sctivities. Extensive federal, state and local 
environmental laws and reg!ilations arc applicable to PPL's air emissions, water discharges and the management of h a x d o u s  and solid waste, 
among other areas; and the costs of conipliance 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 from prior versions by the relevant agencies. Costs may take the form of increased capital or operating and maintenance expenses; 
monetary fincs, pcnalties or forfeitures or other restrictions. Many of these environmental law considerations are also applicable to the 
operations of key suppliers, or customcrs, such as coal producers, industrial power users, etc., and may impact the costs for their products or 
'Teir demand for PPL's services. See "Overview" and Note I O  to the Financial Statements in this Form IO-Q and "Item 1. Business - 

ivironmental Matters" in PPL,'s 201 0 Form IO-K for additional information on environmental matters. 

NCW Ac~ou-nfi~g-Gujdance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Application of CriticaiAccounting Polisies 

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 niattcrs inhcrcntly uncertain: price risk management, defined benefits, asset impairment, ioss accruals, AROs, 
income taxes, 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 IO-K for a discussion of each critical accounting policy. 

Following is an update to the critical accounting policies disclosed in PPL's 2010 Form 10-K. 

Business Combinations - Purchase Price Allocation 

On April I ,  201 1, PPL, through its indirect, wholly owned subsidiary PPL WEM, completed its acquisition of all of the outstanding ordinary 
share capital of Ccntral Networks East plc and Central Networks Limited, the sole owner of Central Networks West plc, together with certain 
other related assets and liabilitics (collectively referred to as Central Networks and subsequently 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 price that would be received to sell an asset or paid to transfer a liability in an orderly transaction 
between market 
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participants The excess of the purchase price over the estimated fair value o f  the identifiable net assets is recorded as goodwill. 

The detemiination and allocation of fair value to the identifiable assets acquired and liabilities assumed is based on various assumptions and 

..,storical and current market data. The most significant variables in these valuations are the discount rates, the number of years on which io 
base cash flow projections, as well as the assumptions and estimates used to deterniine cash inflows and outflows. 

As noted in Note 8 to the Financial Statements, the purchase price allocation is preliniinary and could change materially in subsequent 
periods. The preliniinary purchasc 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 limiter! !o, the valuation of PP&E, intangible assets 
including goodwill, defined benefit plans, certain liabilities and income tax related matters. 

mtion methodologics requiring considerable management judgment, including estimates based on key assumptions of the acquisition, and 

The fair value of the majority of PP&E and easements (classified within "Other intangibles" on the Balance Sheet) was dctermined 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 of PP&E and easements, PPL determined that fair value should approximate 
the RAV at the acquisition date because WPD Midlands' operations are conducted in a regulated environment and the regulator allows for 
earning a rate of return on and recovery of RAV at rates deterniined to be fair and reasonable. As there is no current prospect for deregulation 
in WPD Midlands' operating territory, i t  is expected that these operations will reniain in a regulated environment for the foreseeable future; 
thercforc, nianagcnicnt 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 cqiial to the M V .  The amounts recorded for PP&E and easements arc based on estimates and will be updated upon the 
finalization of the valuation work. 

Preliminary goodwill rclated to the acquisitior, of $2.3 billion was assigned to the International Regulated segment. The goodwill reflects the 
expected continued growth of a rate-regulated business with a dcfined service territory operating under a regulatory framework, expected cost 
savings, cfficiencics and other benefits resulting from contiguous scrvice territories with WPD (South West) and WPD (South Wales) and the 
ability to leverage WPD (South West) and (South Wales)'s existing management team's high lcvel of performance both in capital cost 
efficiency and customer service. 

2 Note 8 to the Financial Statements for additional information regarding the acquisition 



PPL. ENERGY SUPPLY, LLC AND SIJBSID?ARIES 

Item 2. M a n a g e n l e n t ~ ~ ~ s c u ~ - i ~ n -  and-Analysis of FinanciaIContdtion and-Resultsof.Operatio-n2 

following infomiation should be read in conjunction with PPL Energy Supply's Condensed Consolidated Financial Statements and the 
accompanying Notes and with PPL Energy Supply's Forni 8-K dated June 24,201 I and 2010 Form 10-K. 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 Operations" includes the following information: 

B "Overview" provides an overview of PPL Energy Supply's business strategy, financial and operational highlights and key legal and 
regulatory matters. 

B "Results of Operations" provides a summary of PPL, Energy Supply's earnings and a description of key factors that are expected to 
impact fiiture earnings. This section ends with "Statement of Income Analysis," which includes explanations of significant changes in 
principal items on PPL Energy Supply's Statements of Income, comparing the three and six months ended June 30, 201 1 with the 
same periods in 201 0. 

B "Financial Condition - Liquidity and Capital Resources" provides an analysis of PPL, Energy Supply's liquidity position and credit 
profile. This section also incliides a discussion of rating agency decisions. 

B "Financial Condition - Risk Management" provides an explanation of PPL Energy Supply's risk management programs relating to 
market and credit risk. 

Overvipw 

1 n trod uction 

PPL Energy Supply is an energy company with headquarters in Allentown, Pennsylvania. Through its subsidiaries, PPL Energy Supply is 
primarily engaged in the generation and marketing of electricity in two key markets - the northeastcrn and northwestern U S .  

7 r o u g h  December 3 1, 201 0, PPL Energy Supply had two reportable segments - International Regulated and Supply. However, in January 
11,  PPL Energy Supply distributed its 100% membership interest in PPL Global to its direct parent, PPL Energy Funding, to better align 

rPL's organizational structure with the manner in which i t  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 from the U.K. based regulated 
electricity distribution business. As a result, effective January I ,  201 I ,  PPL Energy Supply operates in a single business segment. The 2010 
operating results of the International Regulated segment have been reclassified to "Income (Loss) from Discontinued Operations (net of inconic 
taxes)" on the Statements of Income. See Note 8 to the Financial Statements for additional infomiation on the January 201 1 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 unrcgulated generation and marketing portfolio 
by matching energy supply with load, or customer demand, under contracts of varying lengths with creditworthy counterparties to capture 
profits while effectively managing exposure to energy and fuel price volatility, counterparty credit risk and operational 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 

* 'otJnconle 

. .st incane for the three and six months ended June 30, 201 1 was $89 million and $303 million compared to $86 million and $286 million for 
the same periods in 2010. This represents a 3% and 6% increase over 2010. These increases reflect the following after-tax impacts: 

Three Months Six Months 

Nct unrcalizcd gains on cncrgy-rclatcd cconoinic activity 
20 10 nct losscs rclatcd to thc inonctization of ccrtain full-rcquircrncnt salts contracts 
Rccovcry from thc litigation sctrlcmcnt rccordcd in 201 I rclatcd to spcnt nuclcar fucl storagc 
Impact o f  Susqi~chann~ station turbinc bladc rcplaccnicnt outagcs 
Results of PPL Global no longcr bcing consolidatco \vithin PPL Encrgy Supply 

See "Results of Operations" below for  further discussion and analysis of the consolidated results of operations. 

Susquehanna Ttirhine Blade Replacemw 1 

In April 201 I ,  during the PPL Susquehanna IJnit 2 scheduled 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. PPL. Susquehanna 
currently estimates the after-tax earnings inipact, including reduced energy-sales margins and repair expense for both units to be between $60 
million apd $65 million. Th.: niajority of these costs were incurred during the second quarter of 201 1. 

Legal and Regulatory Matters 

Federal 

,n July 201 I ,  the EPA signed the CSAPR which finalizes and renames the Clean Air Transport Rule (Transport 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 requiring reductions in sulfur dioxide and nitrogen oxide emissions. PPL, Energy Supply's initial 
rcview 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 CAlR starting in 2015. For the initial phase of the nile beginning in 2012, PPL Encrgy 
Supply's sulfur dioxide allowance allocations are expected to meet the forecasted emissions based on present operations of existing scrubbers 
and coal supply However, for the  second phase beginning in 2014, PPL Energy Supply will likely have to modify operations of its generation 
fleet With respect to nitrogen oxide eniissions, the CSAPR provides a slightly higher amount of allowances for PPL, Energy Supply's 
Pennsylvania plants, but still less than their current forecasted emissions. With uncertainty surrounding the trading program other compliance 
options are being analyzed for the Pennsylvania fleet, such as the installation of new technology or modifications of plant operations. 
Additionally, PPL Energy Supply'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, sulfur dioxide and/or fine 
particulates. PPL Energy Supply anticipates that upgraded or new scrubbers, may b e  required at one or more of its plants or retirements of 
certain units may be undertaken 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. 
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Spent Nuclear Fuel Litigation 

- - May 201 1, PPL Susquehanna entcred into a settlement agreement with the IJS. Government relating to PPL Susquehanna's lawsuit, seeking 
nages for the Department of Energy's failure to  atmpt spent nuclear fuel from the PPL Susquehanna station. Under the settlement 

~ e e m e n t ,  PPL, Susquehanna received approximately $50 million for its share of claims to recover its costs to store spent nuclear Fuel at the 
Susquehanna station through September 2009 and will be eligible to receive payment of annual claims for allowed costs that are incurred 
thereafter through the December 201 3 termination of the settlement agreement. See Note 10 to the Financial Statements for additional 
information. 

Montana Hydroelectric Litigation 

In June 201 1, the 1J.S. Supreme Court granted PPL Montana's petition to r e v i t s  the Mnrch 2010 Montana Supreme Court decision 
substantially affirming the June 2008 Montana District Court decision to award the State of Montana retroacbve cornperisation for PPL 
Montana's hydroelectric facilities' use and occupancy of certain riverbeds in Montana. The matter will be briefed on its merits, with oral 
argument likely to occur in late November or early December 201 1 and a decision is likely to be rendered by the Court by June 30,2012. 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 the anticipated period of the proceeding before the U.S. Supreme Court. See Note 10 to the Financial Statements for 
additional 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 for thc year or for future periods. 

Earnings 

Net Income for thc periods ended June 30 was: 

Operating rcvcnucs 
cl 
ergy Purchascs 

,thcr Opcration and maintcnancc 
Dcprcciation 
Taxcs, otlicr than incomc 
Encrgy-rclatcd busincss 

Total operating cxpcnscs 
Othcr lncomc (Expcnsc) - nct 
Other-Than-Tcmporary lmpainncnts 
lntcrcst lncomc from Amliatcs 
lntcrcst Expcnsc 
lncornc Taxcs 
lncomc (1 O S S )  from Discontinucd Opcrations 
Nct lncomc 

Three Months 
2011 2010 %Change 

$ 997 $ 835 19 
208 258 (19) 
I I8 85 3 9  
288 254 13 
60 60 
Ih I 1  4 5  .. 

I12 93 20 
802 76 I 5 

4 5 

Six Months 
201 1 2010 % C h a n p  

$ 2,366 $ 2,929 (19) 
468 488 (4) 
415 1,249 (67) 
533 552 (3) 
1 I9 I I7 2 
32 22 45 

220 174 26 
1,787 2.602 (31) 

I8 I I  64 
I 3 (67) 
4 2 IO0 

98 I02 (4) 
20 I 85 I36 

2 I36 (99) 
$ 303 $ 286 6 

The changes in the components ofNet Income between the periods ended June 30,201 1 and 201 0 were primarily due to the following 
factors. PPL Energy Supply's results are adjusted for several items that management considers special. See additional detail of these items in 
the table below. 

U.S. non-trading margins 
Othcr opcration and maintcnancc 
Other Income (Expcnsc) - nct 
Income taxcs 
Othcr 
Incornc (loss) from diseontinucd opcrations - Domestic (a) 
lncomc (loss) from discontinued opcrations - International 
Spccial itcms, aficr-tax 
Tootal 
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Excludcs spccial itcms and ccrtain rcvcnucs and cxpcnscs includcd in margins 

See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of margins. 

Highcr other operation and maintenance expense for the three-month period was primarily due to the timing and increased costs of the PPL, 
Susquehanna refueling outage of $36 million, $9 million from the dual-unit turbine blade replacement outages and $5 million from higher 
payroll costs at PPL, Susquchanna, partially offset by $19 million in lower other operation and maintenance expense at eastern fossil/hydro 
facilities mainly due to the timing of the Montour planned maintenance outage. 

Higher other operation and maintenance expense for the six-month period was primarily due to increased costs of the PPL, Susquehanna 
refueling outage of $10 million, $9 million from the dual-unit turbine blade replacement outages and $8 million fiom higher payroll costs 
at PPL, Susquehanna. 

Higher other income (expense) - net for the six-month period was primarily due to $5 million of higher realized earnings on the NDT funds 
in 201 1 .  

Lower income taxes for both periods due to the impact of  lower pre-tax book income of $74 million and $94 million for the three and six- 
month periods, partially offset by an $8 million and $12 million decrease in the domestic manufacturing deduction tax benefit for the three 
and six month periods resulting from the impact of bonus tax depreciation. The six-month period was also offset by $6 million in state 
NOL valuation allowance adjustments related to the impact of 100% bonus depreciation on future projected PA taxable income. 

Income (loss) from discontinued operations - International, represents the results of PPL Global which was distributed to PPL Energy 
Supply's parent, PPL Encrgy Funding in January 201 I .  

The following aftcr-tax amounts, which management considers special items, also impacted PPL Energy Supply's earnings for the periods 
ended June 30. 

Spccial Items, nct of IBX bcncfit (cxpcnsc): 
Adjusted cncrgy-rclatcd cconomic activity, nct, nct of tax of $2, $39, ($10). $84 
Saics of asscts: 

9undancc indcmnification, nct of tax of $0, $0, $0, $0 

2airmcnts: 
Emission allowanccs, nct of tax of $0, $3, $I, $5 (Notc 13) 
Rcncwablc cncrgy crcdits, nct of tax of $0, $0, $2, $0 (No!c 13) 
Adjustincnts - NDT invcstmcnts, nct of tax of $0, $0, ($1). $0 (b) 

Monctization of certain full-rcquircmcnt salcs contracts, nct of tax of 

on-corc gcncntion facilitics, ncl of tax of$I ,  $0, $0, $0 (Notc 8) 

LKE acquisition-rclalcd cosls: 

$0, $52, $0, $52 
Othcr: 

Montana hydroclcctric litigation, net of tax of $0, $0, $I, $2 I 
Health carc rcfonn - tax impact (c) 
Litigation scttlcmcnt - spcnt nuclcar fucl storagc, nct of tax of ($21), $0 

($2 I ), $0 (0 
Total 

Inconic Stalcincnt 
Linc Ilcm 

(a) 

Othcr lncoinc (Expcnsc) 
Discontinircd Opcralions 

Othcr O&M 
Othcr O&M 
Othcr Incomc (Expcnsc) 

Six Months lliree Months 
201 1 2010 201 1 2010 

$ (3) $ (54) $ 14 $ (119) 

---- 
1 I 

(2 ) 0)  

I 

29  29 
---,- 

fa 23 $ (134) $ 37 $ (238) ---- 
(a) 
(b) 
(c) 

(d) 

SCC "Rcconciliation of Economic Activity" bclow. 
Rcprcscnts Ihc rcvcrsal of prcvious other-than-lcinpordty impairmcnt chargcs whcn sccuritics prcviously impaircd wcrc sold. 
SCC "Monctization of Ccrtain Full-Rcquircmcnt Salc Contracts" in Notc 14 to thc Financial Statcmcnts. For tlic thrcc and six months cndcd Junc 30, 2010, $193 million, prc- 
tax was rccordcd to "Wholcsalc cncrgy markcting" and $320 million, prc-tax was rccordcd to "Encrgy purchascs" on thc Statcmcnts of Income. 
In March 2010, the Montaca Suprcmc Court substantially afiirmcd a Junc 2008 Montana District Cour~ dccision rcgarding lcasc paymcnts for thc usc of ccrtain Montana 
strcainbcds As a rcsult, in the first quartcr of 20 IO, PPL Montana rccordcd a prc-fax charge of $56 million, rcprcscnting cstimatcd rental compcnsation for thc first quartcr of 
2010 and prior ycars, including intcrcst. Tlic portion of thc total rclatcd to ycars prior to 2010 was $54 million. Of this total charge $49 million, prc-tax, was rccordcd to 
"Othcr opcritioii and maintcnancc" and $7 million, prc-tax, was rccordcd to "lntcrcst Expcnsc" on the Statcincnts of Incomc. Thc chargcs rccordcd for tlic thrcc and six 
months crdcd Junc 30, 201 I and tlic tlircc months cndcd Junc 30, 2010 wcrc rccordcd to "intcrcst Expcnsc" on thc Statcmcnts of Income. 
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(c) 

(f) 

Rcprcscnts incomc tax cxpcnsc rccordcd as a rcsult of thc provisions within Hcalth Carc Rcfonn which climinatcd thc tax dcductihility of  rctircc health care costs to thc 
cxtcnt of fcdcral subsidics rcccivcd by plan sponsors that providc rctircc prcscription drug hcncfits cquivalcnt to Mcdicarc Part 0 Covcragc 
In May 201 I ,  PPL Susquchanna cntcrcd into a scttlcmcnt agrccmcnt with thc U.S. Govcrnmcnt rclating to PPL Susquchanna's lawsuit, sccking damagcs for thc Dcpartmcnt 
of Encrgy's failurc to acccpt spcnt nuclcar fucl from the PPL Susquchanna station. Under thc scttlcrncnt agrccmcnt, PPL. Susquchanna rcccivcd $50 million, prc-lax, for 
claims to rccovcr its costs to storc spcnt nuclear fucl at tlic Susquchanna station through Scptcmbcr 2009. 

Reconcihf ion of Economic Acfivify 

The following table reconciles unrealized pre-tax gains (losses) from the table within "Commodity Price Risk won-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 June 30. 

Opcrating Rcvcnucs 
Unrcgulatcd rctail clcctric and gas 
Wholcsalc cncrgy markcting 

Opcrating Expenses 
Fucl 
Encrgy Purchascs 

Encrgy-rclatcd cconomic activity (a) 
Option premiums (h) 
Adjustcd cncrgy-rclatcd cconomic activity 
Lcss: Unrcalizcd cconomic activity associatcd with the monetization of 

Lcss: Economic activity now realized, associatcd with thc monetization o f  

Adjustcd cncrgy-rclatcd cconomic activity, nct, prc-tax 

ccrtain full-rcquircmcnt salcs contracts (c) 

ccrtain full-rcquircmcnt salcs contracts in 201 0 

l h r e e  Months Six Months 
201 I 2410 201 I 2010 

$ I $  (2) $ 5 $  8 

( 1  1 )  (8) 12 (3)  
109 445 127 ( 1  18) 
55 (23 I )  I57 (355) 

6 I I  I 1  25 
61 (220) I68 (330) 

(44) (666) I3 (242) 

(127) ( I 27) 

Adjusted cticrgy-rcletrd cconomic activity, nct, aflcr-tax $ (3) $ (54) 14 $ ( 1  19) 

(a) 
(h) 

SCC Notc 14 to thc Financial Statcmcnts for additional information 
Adjuslmcnt for thc nct dcfcrral and amortization of option prcmiums ovcr thc dclivcry pcriod of thc itcm that was hcdgcd or upon rcalization. Aftcr-tax gains for thc thrcc 
months cndcd Junc 30,201 I and 1010 wcrc $3 million and $6 million, and $6 million and $14 million for thc six months cndcd Junc 30,201 I and 2010. Option prcmiums 
arc rccordcd in Wholcsalc cncrgy markcting - rcalizcd and Encrgy purchascs - rcalizcd on thc Statcmcnts of lncomc 
Scc "Commodity Pricc Risk - (Non-trading) - Monctization of Certain Full-Rcquircmcnt Salcs Contracts" in Notc 14 to thc Financial Statcmcnls for additional 
information. This itcm includcs thc $60 million loss ($36 million aftcr tax) rcfcrcnccd in Notc 14 to thc Financial Statcmcnts associatcd with full-rcquircmcnt salcs contracts 
that havc bccn monctizcd. Also includcd in this itcm is a nct loss of $67 million ($39 million aftcr tax) on cconomic activity rclatcd to thcsc full-rcquircmcnt salcs 
contracts. Such amount was prcviously rcflcctcd in "Adjusted cncrpy-rclatcd cconomic activity, net." 

' c )  

Outlook 

Excluding special items, earnings are expected to be lower in 201 1, compared with 2010, driven by lower energy margins resulting from lower 
Eastern energy and capacity prices, higher average he l s  costs and the turbine blade replacement outages at PPL. Susquehanna's nuclear plant, 
as well as higher income taxes and higher operation and maintenance expense. 

Earnings in 201 I 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 IO-Q and "Itein 1. Business," and "Item 1A. Risk 
Factors" in the 2010 Form 10-K for PPL, Energy Supply for a discussion of  the risks, uncertainties and factors that may impact future earnings. 

Statement oflncome Analysis - 
Margins 

NonGAAP Financial Measure 

The following discussion includes financial information prepared in accordance with GAAP, as well as a non-GAAP financial measure, 
''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 measure, 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 
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operation and maintenance expenses, primarily ancillary charges, gross receipts tax, which is recorded in "Taxes, other than inmBme", and 
operating expenses associated with certain PPL Energy Supply businesses that are classified as discontinued operations. This performance 
Teasure is relevant to PPL Energy Supply due to the volatility in the individual revenue and expense lines on the Statements of Income that 

iprise "IJnregulated Gross Energy Margins." This volatility stems from a number of factors, including the required netting ofcertain 
,nsactions 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, which are recorded in "Wholesale energy marketing to affiliate" revenue. In addition, 
PPL. Energy Supply excludes from "Unregulated Gross Energy Margins" 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 price volatility of the 
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 portion of qualifying cazh 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 gross energy margins over the delivery period that was hedged or upon realization. This 
measure 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. PPL Energy Supply 
believes that "Unregulated Gross Energy Margins" provides another criterion to make investment decisions. PPL Energy Supply's 
management also uses "Unregulated Gross Energy Margins" in measuring certain PPL, corporate performance goals used in determining 
variable compensation. This performance measure is used, in conjunction with other information, internally 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 in determining variable compensation. 

Reconciliation of Non-GAAP Financial Measures 

The following table reconciles "Operating Income" to "Unregulated Gross Energy Margins" as defined by PDL, Energy Supply for the periods 
ended June 30. 

2011 Three Months 2010 Three Months 
Unregulated Unregulated 

Gross Energy Operating Gross Energy Operating 
Marains Otlier (a) Income fb)  Margins Other (a) Income (b) 

-crating Revenues 

Rcalizcd 
Unrcalizcd cconornic activity 

'holcsalc cncrgy rnarkcting 

Wholcsalc cncrgy rnarkcting 

Unrcgulatcd rctail clcctric and gas 
Nct cncrgy trading margins 
Encrgy-rclatcd busincsscs 

to affliatc 

Total Opcrating Rcvcnucs 

Operating Expenses 
Fucl 
Encrgy purchascs 

Rcalizcd 
Unrcalizcd cconomic activity 

Energy purchases from affliatc 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, othcr than incornc 
Encrgy-rclatcd busincsscs 

Discontinucd Dpcrations 
Total Opcrating Expcnscs 

Total 

$ 716 $ 16 (c) $ 732 $ 1,219 $ 12 (c) $ 1,231 
(44) (c) t44) (666) (c) (666) 

4 4 64 64 
I80 I 181 103 (2) 101 

I O  IO 5 5 
I14 I14 IO0 IO0 

910 87 997 I ,39 I (556) 835 

250 (42) (d) 208 252 6 258 

I50 76 (e) 226 52 9 I (c) 530 
(109) ( e )  ( 109) (445) (c) (445) 

I 1 
9 219 288 6 24 8 254 

60 60 60 60 
7 9 16 4 7 I I  

I12 112 93 
417 385 802 79 I (30) 

93 
76 I 

21 (21) (0 
$ 493 $ (298) $ 195 $ 621 $ (547) $ 74 
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2011 Six Months 
Unregulated 

Gross Energy 
Margins Other (a) 

Operating Revenues 
Wholcsalc cncrgy markcting 

Rcalizcd $ 1,738 $ 32 (c) 
Unrcalizcd economic activity 13 (c) 

Wholcsalc ciicrgy markctiny 
to afliliatc 10 

Unrcgulatcd rctail clcctric and gas 323 5 
Nct cncrgy trading margins 21 
Encrgy-rcl?!d busiwsscs 224 

Total Opcraling Rcvcnucs 2.092 274 

Operating Expenses 
Fucl 534 (66) (d) 
Encrgy purchascs 

Rcalizcd 377 163 (e) 
Unrcalizcd cconomic activity (127) (c) 

Encrgy purchascs from afliliatc 2 
Othcr opcration and inaintcnancc I 3  520 

Encrgy-rclatcd busincsscs 220 

Discontinucd Opcrations 12 (12) (1) 

Dcprcciation I19 
Taxcs, othcr than incoinc 14 18 

Total Opcrating Expcnscs 940 847 

Total 'E 1,164 $ (585) 

(a) 
(bl 

Rcprcschts amounts cxcludcd from Margins 
As rcportcd on tlic Stalcmcnt of Incomc. 

Operating 
Income (b) 

$ 1,770 
13 

10 
328 

21 
224 

2,366 

468 

540 
(127) 

2 
533 
119 
32 

220 
1,787 

$ 579 

2010 Six Months 
Unregulated 

Gross Energy 
Margins Other (a) 

181 
2,957 (28) 

489 ( 1 )  

1,130 (4 

I 3 539 
117 

6 16 
I74 

I .639 963 

118 (c) 
I 

46 (46) (0 
$ 1,364 $ (1,037) 

Operating 
Income (b) 

$ 2,590 
(242) 

I79 
205 

16 
181 

2,929 

488 

1,130 
I18 

I 
552 
I I7 
22 

I74 
2,602 

. ,  
( c )  Rcprcscnts rcvcnuc associatcd with cncrgy-rclatcd cconomic activity. This activity is dcscribcd in thc "Commodity Pricc Risk (Non-trading) - Economic Activity" section of 

Nolc 14 to thc Financial Statcmcnts. Thc thrcc and six months cndcd Junc 30,201 I includcs a prc-tax gain of $6 million and $12 million rclatcd Lo thc amortization of option 
prcmiums and a prc-tax gain o f  $ I O  inillion and $20 million rclatcd to thc monctization of certain full-requircmcnt salcs contracts. In addition, the threc and six months 
cndcd Junc 30,2010 includcs a prc-tax gain of $12 million and $25 million rclatcd to thc amortization ofoption prcmiums. 
Primarily rclatcs to thc $50 million spcnt nuclcar fucl litigation scttlcmcnt and cconomic activity rclatcd to fucl. 
Rcprcscnts cxpciiscs associatcd with cncrgy-rclatcd cconomic activity. This activity is dcscribcd in the "Commodity Pricc Risk (Non-trading) - Economic Activity" scction 
o f  Notc 14 to tlic Financial Statcmcnts. Thc six months cndcd Junc 30,201 1 includcs a prc-tax loss of $1 million rclatcd to thc amortization of option prcmiums and thc thrcc 
and six months cndcd Junc 30, 201 I includcs a prc-tax loss of $76 million and $164 million rclatcd to the monctization of ccrtain full-rcquircmcnt salcs contracts. In addition 
thc thrcc months cndcd Junc 30,2010 includcs a prc-lax loss of $ 1  million rclatcd to thc amortization of option prcmiums. 
Rcprcscnts thc nct of ccrtain rcvcnucs and cxpcnscs associatcd with ccrtain busincsscs that arc classified as discontinucd operations. Thcsc rcvcnucs and cxpcnscs arc not 
rcflcctcd in "Opciating Incomc" on thc Statcmcnts of lncomc. 

"\ 

(0 

Chgnges in Non-GAAP Financial Measures 

Unregulated Gross Energy Margins are generated through PPL. Encrgy 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 June 30, as well as the change 
between periods. The factors that gave rise to the changes are described below the table. 

Six Months Three Months 
201 1 2010 Change 201 1 2010 Change 

Non-trading 
Eastcm U.S. 
Wcstcrn US. 

Nct cncrgy trading 
TO 13 I 

$ 395 $ 528 $ (133) $ 972 $ 1,177 $ (205) 
88 88 171 171 
10 5 5 21 16 5 

$ 493 $ 621 $ (128) $ 1,164 $ 1,364 $ (200) 

Eastern U.S. results were lower during the three and six months ended June 30, 201 1, compared with the same period in 2010, as a result of 
lower margins on baseload units, primarily due io the timing of the planned refueling and up-rate outage and the unplanned turbine blade 
replacement outages at thc Susquehanna nuclear plant of $91 million and $58 million, lower pricing (including lower PJh4 basis and FTR 
values) of $42 million and $94 million, higher supply costs from the generation fleet of $10 million and $15 million and lower margins on 
intermediate and peaking units driven by the assets sold in the first quarter of 201 1 of $14 million and $16 million. Partialiy offsetting the 
decrease were higher margins from the full- 
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requirement sales contracts of $33 million and $51 million. In addition, the unfavorable variance for the six months ended June 30,201 1, 
included gains of $27 million related to the monetization of certain full-requirement sales contracts in 2010 that rebalanced the business and 
-9rtfolio. 

ner Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended June 30,201 1 compared with 2010 were due to: 

Threc Months Six Months 

Montana hydroclcctric litigation (a) 
Susquchanna nuclcar plant costs (b) 
Outagc and othcr costs at fossillhydroclcctric plants (c) 
Impacts from crnission allowances . 

Gain on disposition of RECs 
Other 
Total 

(a) In March 2010, thc Montana Suprcmc Court substantially affirmcd a Junc 2008 Montana District Court dccision rcgarding lcasc paymcnts for thc use of certain Montana 
strcainbcds. As a rcsult, in thc first quartcr of 20 10, PPL Montana rccordcd a prc-tax chargc of $56 million, rcprcscnting cstimatcd rental compcnsation for the first quartcr of 
2010 and prior ycars, including intcrcst. Thc portion ofthc total chargc rccordcd to othcr opcration and maintcnancc totalcd $49 million. SCC Notc IO for additional 
information. 
Both pcriods wcrc $9 inillion highcr duc to thc 201 I dual-unit turbinc bladc rcplaccmcnt outagc at thc Susquchanna nuclcar plant. Thc thrce-month pcriod was $36 million 
highcr duc to tlic timing and incrcascd cost oTthc rcfucling outagc. Thc six-month pcriod was $10 million highcr duc to an incrcasc in costs rclatcd to thc rcfucling outagc. 
Thc dccrcasc for tlic thrcc-month pcriod includcs $19 million rclatcd to thc timing of maintcnancc outages. 

(h) 

(c) 

Taxes, O t h e r  Than Income 

Taxes, other than income increased by $5 million and $10 million for the three and six months ended June 30,201 1 ,  compared to the same 
periods in 2 0  10, 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. This tax is included in "Unregulated Gross Energy Margins" above. 

Other Income (Expense) - net 

"'le $7 million increase in other income (expense) - net for the six months ended June 30,201 1 compared with the same period in 2010 was 
warily attributable to an increase of $7 million of earnings on securities in the NDT funds. 

Interest Expense 

Changes in interest expense for the periods ended June 30, 201 1 compared with 2010 were due to: 

Threc Months Six Months 

Capitalizcd intcrcst 
Montana hydroclcctric litigation (a) 
Long-tcrm dcbt intcrcst cxpcnsc 
lntcrcst on short-tcrm dcbt 

Total 

(a) In March 2010, tlic Montana Suprcinc Court substantially afirmcd a Junc 2008 Montana District Court dccision. As a rcsult, in thc first quartcr of 2010, PPL Montana 
rccordcd a prc-tax chargc of $56 million, rcprcscnting cstimatcd rcntal cornpcnsation for thc first quartcr of 2010 and prior ycars, including intcrcst. 
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Income Taxes 

mges in income taxes for the periods ended June 30,201 1 compared with 2010 were due to: 

Higher prc-tax book incomc 
Statc valuation allowance adjustrncnts 
Dorncstic manufacturing deduction (a) 
Health Carc Rcform 
Othcr 
Total 

Three Months Six Months 

$ 48 $ I08 
6 

8 12 
( 5 )  
( 5 )  

$ 56 $ I I6 

(a) In Dcccmbcr 2010, Congrcss cnactcd lcgislation allowing for 100% bonus dcprcciation on qualificd property. The incrcascd tax dcprcciation climinatcs thc cstimatcd incomc 
tax bcncfit rclatcd to thc dorncstic manufacturing dcduction in 201 I SCC Notc 5 to thc Financial Statcmcnts for additional information on incomc taxes. 

Discontinued Operations 

Income (Loss) from Discontinued Operations (net of taxes) decreased by $61 million and $134 million for the three and six months ended 
June 30, 201 1, compared with the same periods in 2010. The decreases were primarily due to the presentation of PPL Global as Discontinued 
Operations as a result of  the January 201 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. See "Discontinued Operations" in 
Note 8 to the Financial Statements for additional information on the distribution, as well as information on the sale of certain non-core 
generation facilities in 201 1. 

3.n&nc_i!-Co-n d i t io n 

Liquidity and Capital Resources 

PPL Energy Supply had the following at: 

June 30,2011 December 31,2010 

h and cash cquivalcnts 
ahort-tcrm dcbt 

$ 422 $ 66 I 
$ 250 $ 53 I 

The $239 million decrease in PPL, Energy Supply's cash and cash equivalents position was primarily the net result of: 

o 

o 

o 

o 

m 

o 

a distribution of $32.5 million of cash included in the net assets of PPL Global distributed to member; 
capital expenditures of $324 million; 
a net decrease in short-term debt of $100 million (excluding short-term debt of PPL. Global that existed at December 31, 2010; 
a net increase in note receivables from affiliates of $37 million; 
proceeds of $381 million from the sale of certain non-core generation facilities; and 
cash provided by operating activities of$188 million. 

PPL Energy Supply's cash provided by operating activities decreased by $414 million for the six months ended June 30,201 1, compared with 
the same period in 2010, primarily due to changes in counterparty collateral requirements of $356 million and increased domestic defined 
benefit plan contributions of $85 million (excluding the impact oFWPD's 2010 contributions). These decreases were partially offset by the 
receipt in 201 1 ofa  federal income tax refund of $71 million. 

In January 201 1, PPL Energy Supply distributed its membership interest in PPL Global to its parent, PPL, Energy Funding. PPL, Global's 
impact on caxh provided by operating activities for the six months ended June 30,2010 was not material. See Note 8 to the Financial 
Statements for additional information on the distribution. 

Credit Facilities 

At June 30,201 I ,  PPL Energy Supply's total committed borrowing capacity under its credit facilities and the use of this borrowing capacity 
were: 
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Committed 
Capacity 

"jndicatcd Crcdit Facility (a) $ 3,000 

Total PPL Encrgy Supply Crcdit Facilitics (b) $ 3,200 

(a) 

Lcttcr of Credit Facility 200 

Outstanding borrowings undcr this racilitv dccreascd on a nct basis by $100 million since Dcccmbcr 31, 2010. 

Letters of 

Borrowed Issued Capacity 

$ 250 $ 122 $ 2,628 
n/a 55 I45 

$ 250 $ 177 $ 2,773 

Credit Unused 

(b) In March 261 I ,  PPL fncrgy Supply's $300 million Structured CrcditFacility cxpircd. PPI. Encrgy Supply's obligations undcr this facility wcre supportcd by a $300 million 
lcttcr o f  crcdit issucd on PPL Encrgy Supply's bchalf undcr a scparatc, but rclatcd $300 million 5-ycar crcdit agrccmcnt, which also cxpircd in March 201 I ~ 

Thc commitrncnts undcr PPL Encrgy Supply's crcdit facilitics arc providcd by a divcrsc bank group, with no one bank and its affiliates providing an aggrcgatc commitmcnt 
of mom than I I% oflhc total committcd capacity. 

See Note 7 to the Financial Statements for further discussion of PPL Energy Supply's credit facilities. 

- Lonp-term Debt Securities 

In July 201 I ,  PPL Energy Supply redeemed at par the entire $250 million aggregate principal amount of its 7.00% Senior Notes due 2046. 

Rating AgenccyDecisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of" PPL Energy Supply and its subsidiaries. Based on their 
respectivc independent reviews, the rating agencies may make certain ratings revisions or ratings affirmations. 

A crcdit rating refiects an arsessmcnt by the rating agency of the creditworthiness associated with an issuer and particular securitir, that it 
issucs. The credit ratings of PPL Energy Supply and its subsidiaries art: based on information provided by PPI, 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 sub.ject 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, Energy Supply's or its subsidiaries' credit ratings could 
result in higher borrowing costs and reduced access to capital markets. 

prior periodic rcports, PPL Energy Supply described its then-current credit ratings in connection with, and to facilitate, an understanding of 
11s liquidity position. As a result of the passage of the Dodd-Flank 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, 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 announcement of PPL's then-pending acquisition of WPD Midlands in March 201 1, the rating agencies took the following 
actions: 

0 

o 

a 

Moody's affirmed 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 1, following the completion 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 affimied its rating and maintained its outlook for PPL Montana's Pass Through Certificates due 2020. 
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Ra&ng LTEiggers 

PPL Energy Supply and its subsidiaries have various derivative and non-derivative contracts, induding contracts for the sale and purchase of 

.'L, Energy Supply and its subsidiaries to post additional collateral, or permitting the counterparty 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 Features," including a discussion of the potential additional collateral that would have been required for derivative 
contracts in a net liability position at June 30,201 1. At June 30,201 1, if PPL Energy Supply's or its subsidiaries' credit rating had been below 
investment grade, the maximum amount that PPL Energy Supply would have been required to post as additional collateral to counterparties 
was  $359 million for both derivative and non-derivative commodity and commodity-related contracts used in its generation, marketing and 
trading operations and interest rate contracts. 

ctricity and fuel, commodity transportation and storage, tolling agreements and interest rate instruments, which contain provisions requiring 

For additional information on PPL Energy Supply's liquidity di,d capiid resources, see "Item 7. Management's Discussion and Analysis of 
Financial Condition and Results of Operations," in the Form 8-K dated June 24, 20 1 I I 

Risk Management 

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 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 normal market conditions at a given confidence level. 

Conzniodify Price Risk (Non-trading) 

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 
'Yr  value of positions used to hedge a portion of the economic value of PPL Energy Supply's generation assets, full-requirement sales contracts 

commodities (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 economic positions at June 30,201 1 and December 31,2010 was a net liability of $235 million and $389 
million. See Note 14 to the Financial Statements for additional information on economic activity. 

d retail activities. This economic activity is subject to changes in fair value due to market price volatility of the input and output 

To hedge the impact of market price volatility on PPL 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 throughout the U.S. and 
enters into financial exchange-traded and over-the-counter contracts. PPL. Energy Supply's non-trading commodity derivative contracts mature 
at various times through 2017. 

The following table sets forth the changes in net fair value of PPL Energy Supply's non-trading commodity derivative contracts for the periods 
ended June 30. See Notes 13 and 14 to the Financial Statements for additional information. 

Gains (Losses) 
Three Months Six Months 

201 1 2010 201 I 2010 

Fair valuc of contracts outstanding at thc beginning of thc pcriod 
Contracts rcalizcd or othcrwisc scttlcd during thc pcriod 
Fair valuc of ncw contracts cntcrcd into during thc pcriod 
Changcs in fair valtrc attributablc lo changcs in valuation tcchniqucs (a) 
Othcr changcs in fair valuc 
Fair valuc of contracts outstanding at thc cnd of  thc pcriod 
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(a) In Junc 2010, PPL rcccivcd markct bids for certain lull-rcquircmcnt sales contracts that wcrc monctizcd in carly July. Scc Notc 14 to the Financial Statcmcnts for additional 
information. At June 30, 2010, thcsc conlracts wcrc valued bascd on thc bids rcccivcd (thc inarkct approach). In prior periods, the fair valuc of thcsc contracts was mcasurcd 
using the incomc approach. 

I he following table segregates the net fair value of PPL Energy Supply's non-trading commodity derivative contracts at June 30,201 1, based 
on whether the fair value was detemiined by prices quoted in active markets for identical instruments or other more subjective means. 

Net Asset (Liability) 
Maturity Maturity 

Less Than Maturity Maturity in Excess Total Fair 
1 Year 1-3 Years 4-5 Years o f  5 Years Value 

Source of Fair Value 
Priccs quotcd in activc markets for idcntical instruments 
Priccs bascd on siqnificant othcr obscrvablc inputs 
Priccs bascd on significant unobservable inputs 

Fair valuc of contracts outstanding at thc cnd of the pcriod 

% 444 $ 415 $ 1 1  $ 870 
5 (23) 13 $ 31 26 

% 449 $ 392 $ 24 $ 31 $ 896 

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 were unable to deliver firm capacity and energy or to accept the delivery of fuel 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 commodity. 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 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 fully meet its fimi obligations, that i t  will not be required to pay damages for failure to perform, or that it will not experience 
counterpx'y nonperformance in the future. 

Conimodiq Price Risk (Trading) 

PPL Energy Supply's trading contracts niature at various times through 2015. The following table sets forth changes in the net fair value of 
PPL Energy Supply's trading commodity derivative contracts for the periods ended June 30. See Notes 13 and 14 to the Financial Statements 
for additional information. 

Fair valuc of contracts outstanding at thc beginning of thc pcriod 
Contracts rcalizcd or otlicnvisc scttlcd during Ihc pcriod 
Fair valuc of ncw contracts cntcrcd into during the pcriod 
Othcrchangcs in fair value 
Fair valuc of contracts outstanding at thc cnd of the pcriod 

Gains (Losses) 
Three Months Six Months 

201 1 2010 201 1 2010 

$ 7 %  2 %  4 %  ( 6 )  
1 4 3 
5 2 8 2 
2 (4) 8 

$ 15 $ 4 $  15 % 4 

Unrealized gains of approximately $6 million will be reversed over the next three months as the transactions are realized. 

The following tablc segregates the nct fair value of trading commodity derivative contracts at June 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) 
Maturitv Maturity 

Source of Fair Value 
Prices bascd on significant othcr observable inputs 

Fair valuc of contracts outstanding at thc end oTthc pcriod 

Less Thin  Maturity Maturity in Excess Total Fair 
1 Year 1-3 Years 4-5 Years of 5 Years Value 

% 6 %  7 s  2 $ 15 
$ 6 $  7 s  2 $ 15 
% 6 %  7 s  2 $ 15 
$ 6 $  7 s  2 $ 15 
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VaR Models 

' VaR model is utilized to measure commodity price risk in domestic gross energy margins for the non-trading and trading portfolios. VaR is 
atistical model that attempts to estimate the value ofpotential loss over a given holding period under nomxtl market conditions at a given 

level. Given the company's conservative hedging program, the non-trading VaR exposure is expected to be limited in the short-term. The VaR 
for portfolios using end-of-month results for the period was as follows. 

~ f idence  level. VaR is calculated using a MonteCarlo simulation technique based on a five-day holding period at a 95% confidence 

95% Confidcncc Lcvcl, Five-Day Holding Period 
Period End 
Avcragc for thc Period 
High 
Low 

Trading VaR Non-Trading VaR 
Six Months Twelve Months Six Months Twelve Months 

Ended Ended Ended Ended 
June 30, December 31, June 30, December 31, 

201 1 2010 201 1 2010 

$ 2 $  I $  I $  5 
2 4 5 I 
4 9 I 12 
I I 5 4 

The trading portfolio includes all speculative positions, regardless of the delivery period. All positions not considered speculative are 
considered non-trading. T h e  non-trading portfolio includes the entire portfolio, including generation, with delivery periods through the next 12 
months. Both the trading and non-trading VaR computations 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 June 30, 201 1. 

Interesl Rate Risk 

F?L, 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 mix of fixed and floating interest r a t s  in PPL, Energy Supply's debt 
portfolio, adjust the duration of its debt portfolio and lock in benchmark intercst 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 June 30,201 1. 

June 30,201 1, PPL, Energy Supply's potential annual exposure to increased interest expense, based on a 10% increase in interest rates, was 
. 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 June 30, 201 1 would increase the fair value of its debt portfolio by $41 niillion. 

NDT Funds - Seciirilies Price Risk 

In connection with ccrtain NRC requirements, PPL, Susquehanna maintains trust finds to fund certain costs of decommissioning the 
Susquehanna nuclear plant. At  June 30,201 1, these finds were invested primarily in domestic equity securities and fixed-rate, fixed-income 
securities and are reflected at fair value on PPL Energy Supply's Balance Sheet. The mix of securities is designed to provide returns sufficient 
to fund Susquehanna's decommissioning and to compensate for inflationary increases in decommissioning costs. However, the equity 
securitics 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 June 30,201 1, a hypothetical 10% increase in interest rates and a 10% decrease in equity prices 
would have resulted in an estimated $46 million reduction in the fair value of  the trust assets. See Notes 13 and 17 to the Financial Statements 
for additional information regarding the NDT funds. 

Credit Risk 

See Notes 11, 13 and 14 t o  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 24,201 1 for additional information. 
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Foreign Currency Translation 

' s noted previously, in January 201 I ,  PPL. Energy Supply distributed its interest in PPL Global to its parent, PPI., Energy Funding. As a result, 
', Energy Supply no longer consolidates any foreign subsidiaries and has no foreign currency translation component within AOCI. In 2010, 

- British pound sterling weakened in relation to the U.S. dollar. Changes in these exchange rates resulted in a foreign currency translation 
loss of $164 million for the six months ended June 30, 2010, which primarily reflected a $422 million reduction to PP&E offset by a reduction 
of $258 million to net liabilities. These adjustments, net of tax, resulting from translation are recorded in AOCI. 

Related Party Transactions 

PPL Energy Supply is not aware of any material ownership interests or operating responsibility by senior management of PPL Energy Supply 
in outside par:;ierships, including leasing transactions with variable interest entities, or other entities doing business with PPL, Energy 
Supply. See Note 1 1 to the Financial Statenienis for additional information on related party transactions between PPL Energy Suppiy 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. See Note 8 to the Financial Statements for 
information on the more significant activities. 

Environmental Matters 

Protection of the environment is a priority for PPL Energy Supply and P significant element of its business activities. Extensive federal, state 
and local erwironniental laws and regulations are applicable to PPL Energy Su?ply's air emissions, water discharges and the management of 
hazardous and solid waste, among othel 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 requirements or scope of environmental 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 
'Seir products or their demand for PPL Energy Supply's services. See "Overview" and Note 10 to the Financial Statements in this Form 10-Q 

1 "ltcm 1. Business - Environmental Matters" in PPL, Energy Supply's 2010 Form 10-K for additional information on environmental matters. 

New Accounting.Guidance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

. .  . .  . .  
A ~ p _ l r c _ a _ ? ! O ~ f . C ~ J t J C ~ C . C O - ~ . ~ ~ g p O ! ~ ~ ~ S  

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 risk management, defined benefits, asset impairment, loss accruals, AROs 
and income taxes. Sce "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations," in PPL, Energy 
Supply's Form 8-K dated June 24, 201 1 for a discussion of each critical accounting policy. 
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PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES 

Ite-m 2. Management's Discussion and Analysis of Financial Condition and Results of Operations 

The following information should be read in conjunction with PPL Electric's Condensed Consolidated Financial Statements and the 
accompanying Notes and with PPL Electric's 2010 Form 10-K. Capitalized terms 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 Operations" includes the following information: 

o "Overview" provides an overview of PPL Electric's business strategy, financial acd operational highlights, and key regulatory matters. 

o "Results of Operations" provides a summary of PPL Electric'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 PPL Electric's Statements of Income, comparing the three and six months ended June 30, 201 1 with the same 
periods in 2010. 

o "Financial Condition - Liquidity and Capital Resources'' provides an analysis of PPL Electric's liquidity position and credit 
profile. This section also includes a discussion of rating agency decisions. 

s "Financial Condition - Risk Management" provides an explanation of PPL Electric's risk management programs relating to market and 
credit risk. 

Overview 

Introduction 

P P L  Electric is an clcctricity delivery service provider in eastern and central Pennsylvania with hcadquarters 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. PPI; Electric delivers electricity in its Pennsylvania service territory and provides electricity supply to retail 

'stomers in that territory as a PLR under the Customer Choice Act. 

drisiness Strategy 

P P L  Electric's strategy and principal challenge is to own and operate its electricity delivcry business at the most efficient cost while 
maintaining high quality customer service and reiiability. PPL Electric anticipates that it will have significant capital expenditure requirements 
in the futurc. In order to manage financing costs and access to credit markets, a key objective for PPL Electric's business is to maintain a 
strong credit profile. PPL Electric continually focuses on maintaining an appropriate capital structure and liquidity position. 

Timely recovery of costs applicable to the replacement of aging distribution assets is required in order to maintain strong cash flows and a 
strong credit profilc. Traditionally, such cost recovery would be pursued through periodic base rate case proceedings with the PUC. As such 
costs continue to increase, more frequent 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 Formula Rate mechanism which 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 

NetInc~co~m~val!ab!e~PPLc~rp~rat ion 

Net  Income Available to PPL Corporation for the three and six months ended June 30, 201 I was $36 million and $88 million compared to $16 
million and $53 million for the same periods in 2010. This represents a 125% and 66% increase over 2010. These increases reflect the 
following after-tax impacts: 
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Six Months Three Manths 

ribution base ratc incrcasc cffcctivc in January 201 I 
rls tax dcprcciation 

w w c r  vcgctation rnanagcmcnt costs 
Highcr contractor costs 
Othcr 

T;lree series of powerful thunderstorms and four confirmed tornadoes impacted Pennsylvania's Susquehanna Valley and parts of northeastern 
Pennsylvania in May 201 1, caus,ng extensive damage to PPL, Electric's transmission and distribution facilities. The restoration cost associated 
with the storms of  $15 million had minimal financial impact on PPL electric, since the capital costs and expenses were offset by an insurance 
recovery of $14 million. 

See "Results of Operations" below for hrther discussion and analysis of the consolidated results of operations. 

Regula tory Matters 

PUC_Inves&ation of Retail-Ma&et 

In April 201 1 ,  the PIJC opened an investigation of Pennsylvania's retail electricity market. The investigation will be conducted in two phases 
and will probably not be completed before the end of the year. Phase one will address the status of the current retail market and explore 
potential changes. In July 201 1, the PUC entered an order initiating phase two of the investigation which will study how best to address issues 
idmtificd by the PUC as being most relevant to improving the currert retail electricity markc+. PPL Electric cannot predict the outcome of the 
investigation. See Note 6 to the Financial Statements for additional information. 

Regional Transmission Line Expansion Plan 

In 2007, PJM directed the construction of a new 150-mile, 500-kilovolt transmission line between the Susquehanna substation in Pennsylvania 
-id the Roseland substation in New Jersey that it identified as essential to long-term reliability of the Mid-Atlantic, electricity grid. PJM 

ermined that the line is needed to prevent potential overloads that could occur as early as 2012 on several existing transmission lines in the 
lliterconnected PJM system. PJM has directed PPL Electric to construct the portion of  the Susquehanna-Roseland line in Pennsylvania and has 
dirccted Public Service Electric & Gas Company to construct the portion of the line in New Jersey, in each case by June 1, 2012. PPL 
Electric's estimated share of the project costs is approximately $500 million. 

This projcct is pending ccrtain regulatory approvals. PPL Electric cannot predict the ultimate outcome or timing of these proceedings. In 
addition, both companies are working with the National Park Service to obtain any approvals that may be required to route the line through the 
Delaware Water Gap National Recreation Area. The National Park Service has stated that its review will not be completed until January 
2013. PPL Electric cannot predict the ultimate outcome or timing of  the National Park Service approval. 

PPL, Electric anticipates the delays in the approval process will delay the in-service date to 2014 or later. PPL Electric also cannot predict what 
action, if any, PJM might take in the event of a delay to its scheduled in-service date for the new line. PJM continues to reaffirm the need for 
this project. 

Lsislation ,R-egulatory_P~_o_cedures and Mechanisms 

In June 201 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 recovery of  a utility's costs. Alternative ratemaking is important for PPL Electric as it 
begins an era of significant increasing capital investment related to the asset optimization program focused on the replacement of aging 
distribution ctssets. 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 is now before the full Pennsylvania House of 
Representatives. PPL Electric is working with other stakeholders to support passage of this legislation. 
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- Results - __. of _.- Operations 

"'le results for interim periods can be disproportionately influenced by various factors and developments and by seasonal variations. As such, 
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 June 30 was: 

Three Months Six Months 
201 1 2010 YO Change 201 1 2010 YO Change 

Opcrating Rcvcnuc 
Encrgy purchases 
Encrgy purchases from affiliatc 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs. othcr than incornc 

Othcr lncomc (Expcnsc) - nct 
lntcrcst lncomc from Affiliate 
lntcrcst Expcnsc 
lncomc Taxcs 
Distributions on Prcfcrrcd Sccuritics 
Nct lncomc Availablc to PPL Corporation 

Total Operating Expcnscs 

s 440 $ 522 (16) 'c- 998 $ 1,335 (25 )  
I69 209 (19) 420 619 (?2) 

I O  I79 (94) 
25 I 2 

4 64 (94) 

67 4 
I26 131 (4 ) 

22 29 (24) 57 76 (25) 
358 466 (23) 813 1,192 (32) 

I 2 (50) I 3 (67) 

256 
31 33 12 70 

. .  
I (100) 

24 48 50 (4) 
I 1  73 42 32 31 

24 
19 
4 7 (43) 8 12 (33) 

$ 36 $ 16 125 $ 88 $ 53 66 

The changes in the components ofNet Income Available to PPL Corporation for the periods ended June 30,201 1 and 2010 were due to the 
following $x:ors. See "Statement of Income Antilysis - Mmgins" for component details. 

Three Months Six Months 

Pcnnsylvania gross dclivcry margins 
Othcr opcration and maintcnancc 
lncomc taxcs 

her 

al $ 20 $ 35 

e See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of gross margins from the 
Pennsylvania regulated electric delivery operations. 

Lower other operation and maintenance expense for the three-month period primarily due to $8 million in lower vegetation management 
costs. In addition, the three-month period was also impacted by $10 million in restoration costs associated with May 201 1 storms, which 
was partially offset by an $8 million insurance recovery. 

Higher other operation and maintenance expense for the six-month period primarily due to $7 million in higher contractor expenses as a 
result of increased project work and $10 million in higher restoration costs associated with May 201 1 storms, partially offset by an $8 
million insurance recovery and $8 million in lower vegetation management costs. 

Higher income taxes for both periods primarily due to higher prt;-tax book income of $1 1 million and $17 million for the three and six- 
month periods, partially offset by the impact of flow-through regulated tax depreciation that is primarily related to the Pennsylvania 
Department of Revenue interpretive guidance regarding 100% bonus depreciation of $2 million and $7 million for the three and six-month 
periods. 

e 

Outlook 

Earnings are expected to be higher in 201 1,  compared with 2010, due to higher distribution revenues resulting from the distribution base rate 
increase effective January 1, 201 1. 

Earnings in 201 I 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 Form 10-Q and "Item 1. Business," and "Item 1A. Risk Factors" in PPL, Electric's 2010 Form 10-K for a 
discussion of the risks, uncertainties and factors that may impact future earnings. 
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Statcment of Income Analysis - 
wgins 

Non-GAAP Financial MeasuE 

The following discussion includes financial information prepared in accordance with GAAP, as well as a non-GAAP financial measure, 
"Pennsylvania Gross Delivery Margins." "Pennsylvania Gross Delivery Margins" is a single 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 recordJ  in "Eficrgy purchases", "Energy purchases from affiliate," "Other operation and 
maintenance" expense, which 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 performance. Other 
companies may use different nieasures to analyze and to report on the results of their operations. PPL Electric believes that "Pennsylvania 
Gross Delivery 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 manage PPL Electric's operations and analyze actual 
results to budget. 

RecJnciliatioLof Non-GAAP Financial Measures 

The following tables reconcile "Operating Income" to "Pennsylvania Gross Delivery Margins" as defined by PPL, Electric for the periods ended 
June 30. Footnotes to the reconciliations are included at the end of the six month reconciliation tables. 

201 1 Three Months 2010 Three Months 
PA Cross PA Cross 
Delivery Opcrating Delivery Operating 
Margins Othcr (a) Income (b) Margins Other (a) Income (b) 

Operating Revenues 
Rctail clcctric 

lcctric rcvcnuc from affiliatc 
Total Opcrating Rcvcnucs 

Operating Expenses 
Encrgy purchascs 
Encrgy purchases from affiliate 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, other than incomc 

Total Opcrating Expcnscs 
Total 

Operating Revenues 
Rctail clcctric 

$ 436 $ 436 $ 520 $ 520 
4 4 2 2 

440 440 522 522 

I69 
4 

29 S 91 
37 

I69 209 
4 64 

I26 23 $ I08 
31 33 

209 
64 

131 
33 

20 2 22 27 2 29 
222 136 358 323 143 466 

s 218 $ (136) $ 82 $ 199 S (143) S 56 

201 1 Six Months 2010 Six Months 
PA Gross PA Cross 

Operating Delivery Operating Delivery 
Margins Other (a) Income (b) Margins Other (a) Income (b) 

$ 990 $ 990 $ I ,33 1 $ I ,33 I 
8 8 4 4 Electric rcvcnuc from affiliatc 

Total Opcrating Rcvcnucs 998 998 1,335 1,335 

Operating Expenses 
Encrgy purcliascs 
Encrgy purchascs from afiiliatc 
Othcr opcration and 

Dcprcciation 
Taxcs, othcr than incomc 

maintcnancc 

Total Opcrating Expcnscs 
Total 

420 
IO 

420 619 
IO I79 

619 
119 

41 $ 209 256 45 $ 206 25 I 
70 10 61 61 

53 4 57 72 4 16 
530 283 813 915 271 1,192 

s 468 S (283) $ 185 $ 420 $ (277) $ 143 

'a) Rcprcscnts amounts that arc cxcludcd from Margins. 
5)  As reported on thc Statcmcnt of Incornc. 
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BangesJn-Non-GAAP Financial Mea_-urs 

3 following table shows PPL Electric's non-GAAP financial measure, "Pennsylvania Gross Delivery Margins" for the periods ended June 30, 
well as the change between periods. The factors that gave rise to the change are described below the table. 

Six Months Three Months 
201 I 201 0 Change 201 1 2010 Change 

PA Gross Dclivety Margins by Componcnt 
Distribution 
Transin ission 
Total 

$ 173 $ 157 $ 16 $ 381 $ 336 $ 45 
45 42 3 87 84 3 

$ 218 $ 199 $ 19 $ 468 $ 420 $ 48 

Dislribu1iot7 

The approved distribution rate case increased rates approximately 1.6% effective January 1,201 1, which improved distribution margins by $14 
million and $38 million for the three and six months ended June 30,201 1, compared with the same period in 2010. Increases of $1 million and 
$7 million resulted from favorable weather. Weather-related variances for PPL Electric are calculated based on a ten-year historical average. 

Transmission 

Transmission margins were higher during the three and six months ended June 30,201 1, compared with the same period in 2010, as the result 
of higher FERC formula-based rates driven by increased investment in rate base, an increase in the costs o f  capital due to an increase in equity 
and the recovery of additional costs. 

Other Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended June 30,201 1 compared with 2010 were due to: 

Three Months Six Months 

Contractor-rclatcd cxpcnscs (a) 
"-gctation management (b) 

'3-rcportable storin costs, nct of insurance rccovcry 
x r  

Total 

(a) 
(b) 

Primarily rclatcd to incrcascd utilization of contractors for systcin reliability and assct optimization programs 
Highcr cxpcnscs as a result of an incrcascd focus on vcgctation management for thc thrcc and six-month periods ending 2010 primarily duc to thc Wire zonc - Border zonc 
program to safcguard system reliability and to comply with rcccntly cnactcd legislation. 

Taxes, Other Than Income 

Taxes, other than income decreased by $7 million and $ I  9 million during the three and six months ended June 30,201 1, compared with the 
same periods in 2010, primarily due to lower Pennsylvania gross receipts tax expense due to a decrease in retail electricity revenue as 
customers continuc to select alternative suppliers in 201 1. This tax is included in "Pennsylvania Gross Detivery Margins" above. The 
decreases for both periods were also impacted by the amortization of a PURTA refund of $S million which is also included in "Pennsylvania 
Gross Delivery Margins." 

Financing Costs 

Financing costs, which consist of "Interest Expense" and "Distributions on Preferred Securities," decreased by $3 million and $6 million for the 
three and six months ended June 30,201 1, compared with the same periods in 2010. The decrease for both periods was primarily due to a 
premium paid to redeem all of PPL Electric's preferred stock in the second quarter of 2010. 

159 



Income Taxes 

inges in income taxes for the periods ended June 30,201 I compared to 2010 were due to: 

Highcr prc-tax book incomc 
Dcprcciation not normalizcd (a) 
Othcr 
Total 

Three Months Six Months 

$ I I  $ 17 

(a) In Fcbruary 201 I ,  thc Pennsylvania Dcparttncnt of Rcvcnuc issucd intcrprctivc guidancc on thc trcatnicrii of bonus dcprcciation for Pennsylvania incomc tax purposcs. In 
accordancc with Corporation Tax Bullctin 201 1-01, Pennsylvania allows 100% bonus dcprcciation for qualifying asscts in thc sarnc year bonus dcprcciation is allowcd for 
Fcdcral tax purposcs. Thc 100% Pcnnsylvania bonus dcprcciation dcduction crcatcd a currcnt statc incomc tax bcncfit for thc now-through impact of Pcnnsylvania rcgulatcd 
statc tax dcprcciation. 

Fi n.an-c-i.a!-C~ndition 

Liquidity and Capital Resources 

PPL Electric had the following at: 

June  30,2011 December 31,2010 

$ 4 $  204 Cash and cesh cquivalcnts 

The $200 million decrease in PPL, Electric's cash and cash equivalents position was primarily the net result OF: 

0 

0 

0 

capital expenditures of $244 million; 
the payment of $52 million of common stock dividends to PPL; 
cash provided by operating activities of$63 million; and 
a nct increase in note payable to affiliate of $37 million. 

PPL, Electric's cash provided by operating activities improved by $90 million for the six months ended June 30, 201 1, compared with the same 
period in 2010, due to a lower estimated annual gross receipts tax payment made in 201 1 versus 2010 of $94 million and the receipt in 201 1 of 
a federal income tax rehnd of $56 million, partially offset by an increase in defined benefit plan contributions of $58 million. 

Credit Facilities 

At Junc 30, 201 1, PPL Electric's total committed borrowing capacity undcr its credit facilities and the use of this borrowing capacity were: 

1,etters of 
Co m ni i t ted Credit Unused 

Capacity Capacity Borrowed Issued 

Syndicatcd Crcdit Facility (a) 
Assct-backcd Crcdit Facility (b) 
Total PPL Elcctric Credit Facilities 

$ 200 

$ 350 $ 13 $ 337 
I50 .. - 

$ 13 $ I87 
nla I50 

(a) 

(b) 

Thc commitments undcr this crcdit facility arc providcd by a divcrsc bank group, with no onc bank and its afiliatcs providing an aggrcgatc commitmcnt ofrnorc than 6% of 
thc tot21 cornmittcd capacity. 
PPL Elcctric obtains financing by sclling and contributing its cligiblc accounts rcccivablc and unbillcd rcvcnuc to a spccial purposc, wholly owncd subsidiary on an ongoing 
basis Thc subsidiary plcdgcs thcsc asscts to sccurc loans of up to an aggrcgatc of $ I  50 million from a commcrcial papcr conduit sponsorcd by a financial institution. At 
Junc 30,201 I ,  bclscd on accounts rcccivablc and unbillcd rcvcnuc plcdgcd, thc amount availablc for borrowing undcr this racility was lirnitcd to $107 million In July 201 I ,  
PPL Elcctric and tlic subsidiary cxtcndcd thc cxpiration datc oFthc crcdit agrccmcnt rclatcd to thc assct-backcd comincrcial papcr program to July 2012. 

See Note 7 to the Financial Statements for further discussion of PPL Electric's credit facilities. 
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Long-te-mLJebtSe-cu&ies 

'1 July 20 1 1, PPL Electric entered into a supplemental indenture that contains prospective amendments to its 2001 Mortgage Indenture, 
luding amendments to reduce the amount of first mortgage bonds issuable on the basis of property additions From 100% of the cost or fair 

. d u e  (whichever is less, as determined in accordance with the temis of the indenture) of such property additions to 66-2/3% of such cost or fair 
value. Subsequently, 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 will be used for capital expendihires and other general corporate 
purposes. PPL Electric expects the prospective amendments to its 2001 Mortgage Indenture to become effective in the third quarter of 201 1. 

Also in July 201 I ,  PPL Electric redeemed the entire $400 million aggregate principal amount of its 7.125% Senior Secured Bonds due 20 13 for 
$458 million, plus accrued interest. See Note 7 to the Financial Statements for additional information. 

Raling_A_gency 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 crcdit 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 o f  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 keing required to obtain rating agency consent to the inclusion of such 
disc!osure, or incorporation by reference of such disclosure, in a registiant's registration statement or section lO(a) prospectus, PPL, Electric is 
limiting its crcdit rating disclosure to a description of the actions taken by the rating agcncies 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 
information contained on such rating agency websites is, hereby, explicitly not incorporated by reference in this report. 

llowing the announcement o f  the then-pending acquisition of WPD Midlands in March 201 1, the rating agencies took the following actions: 

e 

0 

e 

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 affirnied 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 
commercial paper rating and affirmed its issuer, senior secured and preferencc stock ratings. 

In July 20 1 1, S&P upgraded the senior secured rating for PPL Electric's first mortgage bonds following the execution of a supplemental 
indenture that provides for prospective amendments to PPL Electric's 2001 Mortgage Indenture, as discussed in "Long-term Debt Securities" 
above. 

The Economic Stimulus Packape 

in April 2010, PPL Electric entered into an agreement with the DOE, in which the agency is to provide a grant for one-halfof a $38 million 
smart grid project. The project involves installing and using smart grid technology to strengthen reliability, save energy and improve electric 
service for approximately 60,000 Harrisburg, Pennsylvania-area customers. It is expected to provide benefits beyond the Harrisburg region, 
helping to speed power restoration across PPL Electric's 29-county service territory. Work on the project is progressing on schedule, and PPL 
Electric is recciving reimbursements under the grant for costs incurred. The project is scheduled to be completed by the end of September 
2012" 
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For additional information on PPL Electric's liquidity and capital resources, see "Item 7. Management's Discussion and Analysis of Financial 
^ondition and Results ofOperations," in PPL Electric's 2010 Form 10-K. 

.isk Management 

Market Riskand Credit Risk 

PPL Electric has issued debt to finance its operations, which exposes it to interest rate risk. PPL, Electric had no potential annual exposure to 
increased interest expense, based on a 10% increase in interest rates, at June 30,201 1. PPL Electric estimated that a 10% decrease in interest 
rates at June 30,201 1 would increase the fair value of its debt portfolio by $64 million. 

See Notes 13 and 14 to the Financial Statements in this Form 10-Q and "Xisk Management" in PPL Electric's 2010 Form 10-K for additional 
information on market and credit risk. 

Related Party Transactions 

PPL Electric is not aware of any material ownership interests or operating responsibility by senior management o f  PPL, Electric in outside 
partnerships, including leasing transactions with variable interest entities, or other entities doing business with PPL, Electric. See Note 11 to the 
Financial Statements for additional infommtion on related party transactions between PPL Electric and affiliates. 

Environmental Matters 

Protection of the environment is a priority for  PPL Electric and a significant element of its business activities. See "Item 1. Business - 
Environmental Matters" in PPL Electric's 2010 Form 10-K and Note I O  to the Financial Statements for a discussion of environmental matters. 

!'-&e~Accou n t ing C uid ance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

__ Application of Critical Accountinp-Policks 

iancial condition and results of operations are impacted by the methods, assumptions and estimates used in the application of critical 
dccounting 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-K for a discussion of each critical accounting policy. 
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LG &E AND KU ENERGY LLC AND SUBSIDIARIES 

Item 2. Manapement's Dixcussion and Analysis of Financial C o n d i t i o n ~ n d - R e ~ u ~ ~ p e a t i o n s  

The following information should be read in conjunction with LKE's Condensed Financial Statements and the accompanying Notes and with 
LKE's 201 I Registration Statement. Capitalized terms 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 Operations" includes the following information: 

C, "Overview" provides art 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 L.KE's Statements of Income, comparing the three and six months ended June 30,201 1 with the same periods in 2010. 

"Financial Condition - L.iquidity and Capital Resources" provides an analysis of L,KE's liquidity position and credit profile. This 
section also includes a discussion of rating agency decisions and capital expenditure prqjections. 

o "Financial Condition - Risk Management" provides an explanation of LKE's risk management programs relating to market and credit 
risk. 

Overview 

introduction 

L,KE, headquartered in Louisville, Kenhicky, is a holding company with utility operations through its subsidiaries, LG&E and KU. LG&E and 
KU, which constihite substantially all of LKE's operations, are regulated utilities engaged in the generation, transmission, distribution and sale 
of electricity, primarily in Kentucky, Virginia and Tennessee. LG&E also engages in the distribution and sale of natural gas in Kentucky. 

wcessor 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 1,201 C, 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 1,2010. Successor activity covers the time period after 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 LKE's 201 1 Registration Statement. The cost basis of certain assets and liabilities were changed as of 
November 1,201 0, as a rcsult 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 

Net income for the three and six months ended June 30, 201 1 was $41 million and $128 million, compared to $32 million and $92 million for 
the same periods in 201 0, representing increases of 28% and 39%. These increases reflect the following after-tax impacts: 
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Three Months Six Months 

$ 21 $ 54 
(9) 116) 
(3) ( 2 )  

$ 9 s  36 

-rating rcvcnuc incrcascs as a result of incrcascd mtcs, which bccamc cffcctivc August 1,2010 
tcr dcprcciaiion primarily duc to TC2 and E.W. Brown Fluc Gas Dcsulfurization cquipmcnt 

. .mr 

See "Results of Operations" below for further discussion and analysis of the results of operations. 

LG&E and KU constructed a I60 MW capacity base-load, coal-fired unit, TC2, which is jointly owned by LG&E (14.25%) and KIJ (60.15%), 
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 KIJ and the contractor have agreed to certain amendments 
to 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. A number of remaining issues regarding these matters are still under discussion with the contractors. See Note 
10 to the Financial Statements for additional information, 

Registration-of Debt-by-LKE, LG-&E and-KU 

In April 201 I ,  LKE, LG&E and KU each filed a Registration Statement with the SEC, as agreed to 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 I933 The 201 I Registration Statements relate to offers to exchange L.KE's senior notes or LG&E's and KIJ's first mortgage 
bonds issued i l l  Noveniber 2010, with similar but registered securities The 201 1 Registration Statements became effective in June 201 I ,  and 
the exchanges mere conipleted in July 201 I ,  with substantially all of the senior notes and first mortgage bonds being exchanged. See Note 7 to 
the Financial Statements and LKE's 201 1 Registration Statement for additional infomiation. 

Regulatory Matters 

Fxdgal 

DS,Y S~ale Air Polltllion Ride 

In July 201 I ,  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. LG&E's and KU's initial review of the allocations 
undcr the CSAPR indicates that greater reductions in sulfur dioxide emissions will be required beginning in 2012 under the CSAPR than were 
required under thc CAIR starting in 2015. For the initial phase of the rule beginning in 2012, sulfur dioxide allowance allocations are expected 
to meet the forecastcd emissions based on present operations of existing scrubbers and coal supply. However, by the second phase beginning 
in 2014, L,G&E and K1J will likely have to take additional measures with regards to the operation and dispatch of their generating fleet, 
including upgrades or installation of new scrubbers for some generating units or retirement of certain other units. With respect to nitrogen 
oxide eniissions, the  CShPR allocates 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 Kentucky fleet, such as installation of new technology, 
the retirement of certain units and modification of plant operations. LG&E and KIJ 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 .  Additionally, Kentucky plants may 
face further rcductions 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/or fine particulates. L,G&E and KU anticipate that some of the measures required for compliance 
with CSAPR such as  upgraded or new scrubbers at some of their 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 LKE could be 
significant. See Notes 6 and I O  to the Financial Statements for additional infomiation on the CSAPR and the regulatory proceeding. 
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Kentucky and Virgin& 

'vtegrated Resource Plan (IRP) Filing 

...J&E and K1 J filed their joint IRP with the KPSC in April 201 1. This plan is provided to the KPSC every three years and is intended to  give 
the KPSC a point-in-time look at LG&E's and KIJ's expectations of fhture resource needs. I t  does not represent a commitment or decision by 
LG&E or KU, nor does it represent a request for approval. 

Impending environmental regulation including the CSAPR, Ambient Air Quality Standards, the Maximum Achievable Control Technology 
Rule, the Coal Combustion Residuals Rule and the Cooling Water Intake Rule could result in the retirements of older, snialler coal-fired units 
and therefore the IRP assumes potential retirements of coal-fired capacity and replacement by combined-cycle gas units. In addition, the IRP 
assumes peak demand reductions through existing or expanded DSM or energy efficiency prcgrsms. See Notes 6 and 10 to the Financial 
Statements for additional information. 

ECR Filing - Environmen~al Upgrades 

In June 201 1, in order to achieve compliance with new and pending mandated federal EPA regulations, LG&E and KU filed an ECR plan with 
the KPSC requesting approval to install environmental upgrades for certain of their coal fired plants along with the recovery of the expected 
$2.5 billion in costs. The ECR plan details many 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 

On April 1, 201 1, KU filed an application with the VSCC requesting an annual increase in electric base rates for its Virginia jurisdictional 
cuztpmers of $9 million, or 14%. While KU cannot predict the amount of the allowed increase, it expects the new rates to go into effect in 
January 2012. See Note 6 to the Financial Statements for additional information. 

___ Results or Operations 

As previously noted, LKE's results for the three and six months ended June 30, 201 1 are on a basis of accounting different from its results for 

yerences resulting from the different bases of accounting will be isolated for purposes of comparability. See "Overview - Successor and 
: three and six months ended June 30, 2010. When discussing LKE's results of operations for 201 1, compared with 2010, material 

rredecessor 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 for the year or for future operating results. Due to 
weather, revenue and earnings are generally highest during the first and third quarters and lowest in the second quarter. 

Earnings 

Net Income for the periods ended June 30 was: 

Opcraling Rcvcnucs 
Fucl 
Encryy purchascs 
Ohcr  opcration and maintcnancc 
Deprcciation 
Taxcs, othcr than incoinc 

Total Opcratittg Expcnscs 
Othcr incomc (cxpcnsc) - nct 
lntcrcst Expcnsc 
lncomc Taxcs 
Income (Loss) from Discontinucd Operations (nct of 

Nct lncomc 
incomc taxes) 

201 1 
Successor 

$ 638 
206 

40 
198 
84 

9 
537 

36 
24 

$ 41 

Three Months 

Predecessor 
2010 YO Change 201 1 

Succcssor 

$ 603 6 $  1.404 
209 ( I )  42 I \ ,  

40 147 
I72 15 319 
69  22 I65 

Six Months 
2010 YO Change 

Predecessor 

$ 1,316 7 
418 I 
161 (9 )  
332 14 
138 20 

53 38 



The changes in the coniponents of Net Income for the periods ended June 30,201 1 and 2010 were due to the following factors as provided in 
. 3 table below. 

Margin 
Orhcr rcvcnuc 
Othcr opcration and rnaintcnancc 
Dcprcciation 
Taxcs, othcr than incomc 
Othcr incomc (cxpcnsc) - nct 
lntcrcst Expcnsc 
lncomc Taxcs 
Special itcm 
Total 

See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of margins. 

Higher other operation and maintenance expense was primarily due to higher boiler and burner maintenance costs, increased scope of 
scheduled outages and E.W. Brown Flue Gas Desulfurization expenses totaling $1 1 million and $19 million for the three and six-month 
periods. 

Higher depreciation was primarily due to  E.W. Brown Flue Gas Desulfurization equipment placed in-service in June 2010, resulting in a 
$4 million and $7 million increase for the three and six-month periods. In addition, TC2 commenced dispatch in January 201 1, resulting in 
a hrther increase of $7 million and $IS million for the three and six-month periods. 

Higher other income (exper.s:, - net was due to decreases in derivative losses of $10 million and $1 1 million for the three and six-month 
periods. 

Lower interest expense of $6 million and $10 rnillion for the three and six-month periods was due to decreases in interest rates and 
decreases of $7 million and $14 million for the three and six-month periods were due to lower debt balances. 

Higher pre-tax book income resulted in higher income taxes of $7 million and $21 million for the three and six-month periods. 

Management considers a terminated lease with "The Big Rivers Electric Corporation" (BREC) to  be a special item. The after-tax amounts for 
BREC's terminated lease were $1 million (income) and $2 million (loss), for the three and six-months ended June 30,2010. This item is 
reported in "Income (loss) fiom discontinued operations" in the Condensed Statements of Income. See LKE's 201 1 Registration Statement for 
information about the temiinated lease. 

Excluding special items, in 201 1 compared with 2010, LKE expects higher retail revenues and lower financing costs due to lower debt balances 
resulting from an equity contribution provided by PPL, at acquisition and the issuance in late 2010 of first mortgage bonds that LKE used to 
repay higher cost debt, partially offset by higher depreciation. Retail revenues are expected to increase as a result of the Kentucky rate cases 
and recoveries associated with environmental investments. Depreciation is expected to increase due to commencing dispatch of TC2 in 
January 20 1 1, to serve customer demand. 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 2, Notes 6 and 10 to 
the Financial Statements in this Form IO-Q and "Business," and "Risk Factors" in LKE's 201 1 Registration Statement for a discussion of the 
risks, uncertainties and factors that may impact future earnings. 
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Statement of Income Analysis - 
'Targin 

-- .m-GAAP .- __ __ Financla_LMeasure 

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 performance measure of LKE'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 investmen!s 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 revenues from LKE's operations. L,KE 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. 

Re-c-Qnci Lation of Non-GAAPFinancial Measures 

The following tables reconcile "Operating Income" to "Margin" as defined by LKE for the periods ended June 30. 

Operating Rcvcnucs 
Opcrating Expcnscs 

Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, orhcr than incomc 

Total Operating Expcnscs 
al 

Operating Rcvcnucs 
Operating Expcnscs 

Fuel 
Energy purchases 
Other operation and maintcnancc 
Depreciation 
Taxes, othcr than income 

Total Opcrating E.xpcnscs 
Total 

201 1 Three Months "Successor 
Operating 

Margin Other (a) Income (b) 

$ 639 $ ( 1 )  $ 638 

206 
40 
21 I77 
12 72 

9 
219 258 531 

$ 360 $ (259) $ 101 

206 
40 

I98 
84 
0 

201 1 Six Months -Successor 
Operating 

Margin Other (a) Income (b) 

$ 1,404 $ 1,404 

42 I 42 I 
147 147 
41 $ 338 319 
24 I41 165 

18 18 
633 497 1,130 

$ I l l  $ (497) $ 214 

2010 Three Months - Predceessor 
Operating 

Margin Other (a) Income (b) 

$ 604 $ ( 1 )  $ 603 

209 209 
40 40 
15 157 I72 
I 1  58 69 

7 I 
275 222 491 

$ 329 $ (223) $ I06 

2010 Six Months - Predecessor 
Operating 

Margin Other (a) lncoine (b) 

$ 1,315 $ I $  1,316 

418 
161 
31 30 I 
21 117 

14 . .  

418 
161 
332 
138 
14 

63 I 432 I .063 
$ 684 $ (431) $ 253 

(a) 
(b) 

Rcprescnts amounts that arc excluded from Margin. 
As reported on the Condcnscd Consolidated Statements of Income. 

Changes_i~.on-GA.AP.Finan~~.a~Measur_e.s 

Margins were higher by $31 million and $87 million during the three and six months ended June 30,201 1 ,  compared with the same periods in 
2010. The positive impact mainly resulted from a rate increase, which became effective August 1, 2010, partially offset by lower volumes. The 
rate increase had a $33 million and $88 million impact on the three and six-month periods. Lower volumes resulted from a 20% decrease in 
total cooling degree days for the three-month period. Volumes for the six-month period were lower due to a 19% decrease in cooling degree 
days and  a 7% decrease in heating degrees days. 
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Other Operation and Maintenance 

snges in other operation and maintenance expense for the periods ended June 30,201 I ,  compared with 2010 were due to: 

Stcam maintcnancc (a) 
PPL. support chargcs 
Stcam opcrations (b) 
Distribution rnaintcnancc ( c )  
Fucl for gcncration (d) 
Othcr 
Total 

Thrce Months Six Months 

$ 8 %  II 
4 9 
3 d 
6 4 
3 6 
2 9 

$ 26 $ 41 

(a) 
(b) 

(c) 

Primarily duc to higher boilcr and burncr rnaintcnancc costs along with incrcascd scopc of schcdulcd outagcs. 
Priinarily duc to E.W. Brown Fluc Gas Dcsulfurization cquipmcnt not bcing placcd in-scrvicc until Junc 2010, couplcd with increases in scrubber rcactant cxpcnscs and other 
consumablcs. 
The six inonths cndcd Junc 30,201 I was iinpactcd by $6 million of 2009 storm rcstoration cxpcnscs bcing rnovcd to a rcgulatory assct in 201 I ,  as thcsc costs will bc 
rccovcrcd in ratcs, partially orfsct by ainortization ofothcr storm rcstoration rclatcd costs and a Hazardous Trcc rcmoval projcct initiated in August 2010, both of which 
irnpactcd thc thrcc month pcriod 
Fucl handling costs arc  includcd in Fucl for clcctric gcncration on thc Condcnscd Consolidatcd Statcmcnts of lncomc for thc thrcc and six-month pcriods cndcd Junc 30, 
2010, and arc in Other operation and iiiaintcnancc cxpcnscs on thc Condcnscd Consolidatcd Statcincnts of lncomc for thc for thc tlircc and thc six-month pcriods cnded June 
30,201 I 

(d) 

Deprecia tion 

Changes in Deprcciation for the three and six months ended June 30,201 I ,  cornpared with the sanie periods in 2010, were due to the following. 

TC2 (dispatch began in January 201 I) 
E.W. Brown Fluc Gas Dcsulfuiization cquipmcnt (placcd in-scrvicc in Junc 2010) 
Othcr 
Total 

Three Months Six Months 

$ 1 %  15 
4 1 
4 5 

$ 15 L- 21 

her Income (Expense) - net 

Other income and expense increased by $14 million and $13 million for the three and six months ended June 30,201 1, compared with the same 
periods in 2010. The increases were primarily the result of decreases in derivative losses. 

Interest Expense 

Changes in interest expense for the periods ended June 30,201 1, compared with 2010 were due to: 

Three Months Six Months 

lntcrcst ratcs (a) 
Dcbt balanccs (b) 
Othcr 
Total 

(a) 

(b) 

lntcrcst ratcs on the first inortgagc bonds and scnior notes wcrc lowcr than thc ratcs on thc loans from Fidclia Corporation and other E.ON AG afiliatcs, which wcrc 
rcplaccd 
LKE's dcbt balancc was $ I  4 billion lowcr as o f l u n c  30,201 I comparcd to Junc 30,2010,  primarily duc to an cquity contribution from PPL of $ I .6 billion at thc timc of 
acquisition 

Income T a x a  

Changes in income taxes for the periods ended June 30,201 1, compared with 2010 were due to: 

Highcr prc-tax book incumc 
Othcr 
Total 

Three Months Six Months 

s 7 $  21 

$ 9 $  20 
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-_ Financial _. __. __ Condition _- 

luidity and Capital Resources 

LKE had the following at: 

June 30,201 I December31,2010 

Cash and cash cquivalcnts 
Short-tcrm invcstmcnts (a) 

$ 56 $ I I  
I63 

$ 56 $ i 74 

$ I63 Short-tcrm dcbt (b) 

(a) 

(b) 

Rcprcscnts tax-cxcmpl bonds issucd by LouisvilWJcffcrson County, Kcntucky, on bchalf of LG&E that wcrc subscqucntly purchased by LC&E. Such bonds wcrc 
rcmarkctcd to unaffiliatcd invcstors in January 201 I .  SCC Notc 7 to thc Financial Statcmcnts for additional information. 
Rcprcscnts borrowings undcr LG&E's $400 million syndicatcd crcdit facility. SCC Notc 7 to thc Financial Statcmcnts for additional information. 

The $4.5 million increase in LKE's cash and cash equivalents position was primarily the net result of: 

o 

o 

6 

o 

cash provided by operating activities of $401 million; 
a net increase in loans to affiliates of $29 million; 
capital expenditures of $174 million; and 
$146 million of distributions t o  PPL. 

L.KE's cash prolrided by operating activities increased by $193 million for the six months ended June 30,201 1, compared with the same period 
in 2010, priniarily due to: 

o an increase in net income of $36 million adjusted for depreciation of $27 million, deferred income taxes and investment tax credits of  $98 
million and other noncash items of $8 million, partially offset by defined benefit plans - expense of $12 million and unrealized (gains) 
losses on derivatives of $1.5 million; 
a net decrease in working capital from accounts receivable, accounts payable and unbilled revenue of $66 million due to the timing of  cash 
receipts and payments and milder weather (fewer cooling degree days) in  June 201 1 as cornpared with June 2010; 
a decrease in fuel of $32 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 fuel consumption due to the dispatch ofTC2 beginning in January 201 1; 
and 
a decrease in income tax receivable of $40 million for 201 I due to receipt of the 2010 tax settlement, offset by an increase in income tax 
reccivable for 2010 of $ 1  0 million due primarily to recording the benefits of a change in an income tax accounting method approved in 
20 10; partially offset by 
an increase in discretionary defined benefit plan contributions of $106 million made in order to achieve LKE's long-term funding 
requirements. 

o 

e 

Credit Facilities 

At June 30, 201 1, LKE's total committed borrowing capacity under its credit facilities and the use of this borrowing capacity were: 
Comniitted Letters nf Unused 

Capacity Borrowed Credit issued Capacity 

LKE Crcdit Facility with a subsidiary o f  PPL Encrgy Supply 
LG&E Crcdit Facility(a) 
KU Crcdit Facilitics (a) (b) 

Total Crcdit Facilitics (c) 

$ 300 $ 300 
400 400 
598 $ I98 400 

$ 1.298 $ 198 $ 1,100 

$ 300 $ 300 
400 400 
598 $ I98 400 

$ 1.298 $ 198 $ 1,100 

(a) 

(b) 

In Junc 201 I ,  LG&E and KU cach amcndcd its rcspcctivc Syndicatcd Crcdit Facility such that thc fccs and thc sprcad to bcnchmark intcrcst ratcs for borrowings dcpcnd 
upon thc rcspcctivc company's scnior sccurcd long-tcrm dcbt rating rathcr than thc scnior unsccurcd dcbt rating. 
In April 201 I ,  KU cntcrcd into a new $198 million lcttcr ofcrcdit facility that has bccn uscd to issue lcttcrs ofcrcdit to support outstanding tax cxcmpt bonds. Thc facility 
maturcs in April 2014. In August 201 I ,  KU amcndcd its lcttcr o f  crcdit facility such that thc fccs dcpcnd upon KU's scnior sccurcd long-tcrm dcbt rating rathcr than thc 
scnior unsccurcd dcbt rating. 
Total borrowings outstanding undcr LKE's crcdit facilitics dccrcascd on a nct basis by $ I63 million sincc Dcccmbcr 3 I ,  2010. (c) 
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The commitments under L,KE's credit facilities are  provided by a diverse bank group, with no one bank and its affiliates providing an aggregate 
--rnniitment of more than 9% of the total committed capacity; however, the PPL, affiliate provides a commitment of approximately 23% of the 

11 facilities listed above. 

See Note 7 to the Financial Statements for further discussion of LKE's credit facilities. 

_I Long-term Debt Securities 

In January 201 1, LG&E reniarketed $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 1.90Y0 into 2012. The proceeds from 
the remarketing were used to repay a $163 million borrowing u t d e i  LG&E's syndicated credit facility. 

At June 30, 20 1 1, LKE's tax-exempt revenue bonds that are in the form 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 six months ended 
June 30,20 1 1, the weighted-average rate on L.G&E's and KU's auction rate bonds in total was 0.3 1 YO. 

L,KE's long-term debt securities activity since June 30,201 1 was: 

Dcht 

Non-cash Exchangcs (a) 
LKE Scnior Unsccurcd Notcs 
LG&E First Mortgagc Bonds 
K U  First Mortgagc Bonds 

Total Excliangcd 

lssuanccs Rctircmcnt 

(a) In April 20 I I, L.KE, LG&E and K U  cadi filcd a 201 1 Rcgistration Statcincnt with thc SEC rclatcd to offcrs (L cxchangc sccuritics issued in Novcinbcr 2010 in transactions 
not rcgistcrcd undcr thc Sccuritics Act of 1933 with similar but rcgistcrcd sccuritics. Thc 201 I Rcgistration Statcmcnts bccamc cffcctivc in Junc 201 I and thc cxcliangcs 
wcrc complctcd in July 201 I ,  with substantially all sccuritics bcing cxchangcd 

See Note 7 to the Financial Statements for additional information about long-term debt securities. 

. .  
tkg-Ager! cy . .Dec~sx~~s  

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities ofLKE and its subsidiaries. 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 i t  
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 LKE's or its subsidiaries' credit ratings could result in higher borrowing costs and reduced access to capital 
markets. 

In LKE's 201 I Registration Statement, LKE described its then-current credit ratings in connection with, and to facilitate, an undcrstanding 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, in a registrant's registration statement or section lO(a) prospectus, LKE is limiting 
its credit rating disclosure to a description of the actions taken by the rating agencies with respect to  LKE's ratings, but without stating what 
ratings have been assigned to L,KE or its subsidiaries, or their securities. The ratings assigned by the rating agencies to LKE and its 
subsidiaries and their respective 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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e Moody's affirmed all of the ratings for LKE and all of its rated subsidiaries; 
S&P revised the outlook for LKE, L.G&E and KU and lowered the issuer and senior unsecured ratings of  LKE and the issuer, senior 
secured and short-term ratings of LG&E and KU; and 
Fitch affirmed all of the ratings for L,KE and all of its rated subsidiaries. 

In April 20 1 I ,  S&P took the following actions following the completion of PPL's acquisition of WPD Midlands: 

o 

o 

o 

revised the outlook for L.KE and all of its rated subsidiaries; 
raised the short-temi ratings of L.G&E and KU; and 
affirmed all of the long-term ratings for LKE and its rated subsidiaries. 

In May 201 1, S&P downgraded the long-term r z h g  of four series of pollution control bonds issued on behalf o f  KU by one notch in 
connection with the substitution of the letters of credit enhancing these four bonds. 

Ratings-Trigger2 . 

LKE and its subsidiaries have various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity, he l ,  
commodity transportation and storage and interest rate instruments, which contain provisions requiring LKE and its subsidiaries to post 
additional collateral, or permitting the counterparty to terminate the contract, if LKE's or the subsidiaries' credit rating 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 June 30, 
201 1. At June 30,201 I ,  if LKE's or its subsidiaries'credit ratings had been below investment grade, the maximum aniount that LKE would 
have been required to post as additional collateral to counterparties was $126 million for both derivative and non-derivative commodity and 
commodity -related contracts used in its gei la t ion,  marketing and trading operations and interest rate contracts. 

Capitalllxpendi tures 

The table below shows L,KE's capital expenditure projections at June 30, 201 1. 

struction cxpcnditurcs (a) 
Ccncrating facilitics 
Transmission and distribution facilitics 
Environmcntal (b) 
Othcr 

Total Construction Expcnditurcs 

Projected 
201 1 2012 2013 2014 2015 

$ 15.3 $ 128 $ 155 $ 158 $ 126 
249 266 303 289 294 
I82 71 I 1,140 1,065 824 
35 52 48 42 67 

S 619 $ 1,157 S 1,646 $ 1,554 $ 1,311 

(a) 
(b) 

Construction cxpcnditurcs includc AFUDC, which is not cxpcctcd to bc significant for thc ycars 201 I through 2015 
Includes $709 iiiillioii of currently cstimablc costs rclatcd to rcplacclncnt generation units duc to EPA rcgulations not recoverable through thc ECR mcchanism. L KE cxpccts 
to rccovcr lhcsc costs over a period cquivalcnt to thc rclatcd dcprcciablc lives ofthc asscts through basc ratcs cstablishcd by future ratc cascs. 

LKE's capital expenditure projections for the years 201 1 through 201.5 total approximately $6.3 billion. Capital expenditure plans are revised 
periodically to rcflcct changes in opcrational, market and regulatory conditions. This table includes current estimates for LKE's environmental 
projects related to new and anticipated EPA compliance standards. Actual costs may be significantly lower or higher depending on the final 
requircments. Certain environmental compliance costs incurred by LG&E and KU 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 

Market Risk 

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 hture results may differ materially From those presented. These 
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disclosures are not precise indicators of expected future losses, but only indicators of possible losses under normal market conditions at a given 
confidence level. 

wnodify Price Risk 

LG&E's and K1.k rates are  set by regulatory commissions and the h e 1  costs incurred are directly recoverable from customers. As a result, 
LG&E and KU are subject to commodity price risk for only a small portion of on-going business operations. LKE conducts energy trading and 
risk management activities to maximize the value of the physical assets at times when the assets are not required to serve LG&E's and KU's 
customers, and LKE nianages energy commodity risk using derivative instruments, including swaps and forward contracts. 

The balance and change in net fair value of LKE's commodity derivative contracts for the three and six months ended June 30,201 1 and 2010 
were not significant. See Note 14 to the Financial Stateimnts fo; additional information. 

lnferes~ Rale Risk 

LKE 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 under PPL's risk 
management program are designed to balance risk, exposure to volatility in interest expense and changes in the fair value o f  LKE's debt 
portfolio due to changes in the absolute level of interest rates. 

At June 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 rates at June 30,201 1, 
would increase the fair value of its dcbt portfolio by $1 18 million. 

At June 30, 201 I ,  L.KE had the following intcrest rate Pedges outstanding: 

Economic hcdgcs 
lntcrcst rate swaps (b) 

Errect or a 

Exposure Net -Asset Movenient 
Hcdged (Liability) (a) in Rates 

Fair Value, 10% Adverse 

$ 179 S (36) S ( 5 )  

,.I lncludcs accrucd intcrcst. 
(b) LKE utilizcs various risk managcmcnt instruments to rcducc its cxposurc to thc cxpcctcd futurc cash flow variability of its dcbt instrumcnts. Thesc risks includc cxposurc to 

advcrsc intcrcst ratc inovcmcnts Tor outstanding variablc rate dcbt and for futurc anticipatcd financing. Whilc L.KE is cxposcd to changcs in thc fair value oFthcsc 
instrumcnts, any changcs in tlic fair valuc of such cconomic hcdgcs arc rccordcd in rcgulatory assets and liabilitics. Thc changcs in fair valuc of thcsc instruments arc thcn 
rcclassificd into earnings in the sainc period during which the itcm being licdgcd affects camings. Scnsitivitics rcprcscnt a 10% advcrsc rnovcmcnt in intcrcst ratcs. 

C~edit Risk 

L,KE is exposed to potential losses as a result o f  nonperformance by counterparties of their contractual obligations. LKE maintains credit 
policies and procedures to limit countcrparty credit risk including evaluating credit ratings and financial infomiation along with having certain 
counterparties post margin if the credit exposure exceeds certain thresholds. 
LKE is exposed to potential losses as a result of nonpayment by customers. LKE maintains an allowance for doubtful accounts primarily 
composed of accounts aged more than f w r  months. Accounts are written off as management detemiines then1 uncollectible. 

Certain of LKE's derivative instruments contain provisions that require it to  provide immediate and on-going collateralization of derivative 
instruments in net liability positions based upon L.KE'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 

LKE is not aware of any material ownership interest or operating responsibility by senior management of L,KE, LG&E or KU in outside 
partnerships, including leasing transactions with variable interest entities or other entities doing business with LKE. See Note 11 to the 
Financial Statements for  additional information on related party transactions between LKE and afiliates. 
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Environmental Matters 

tection of the environment is a major priority for LKE and a significant element of its business activities. Extensive federal, state and local 
.. tironmental laws and regulations are applicable to LKEs air emissions, water discharges and the management of hazardous and solid waste, 

among other areas, and the costs of conipliance 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 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 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 Accountine Guidance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Application of Critical AccountiBg Polic&s - 

Financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application of critical 
accounting policies. Thc 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 management, regulatory mechanisms, defined benefits, asset 
impaimient, 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 ofOperations," in LKE's 201 I Registration Statement for a 
discussion of each critical accounting policy. 
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LOUISVILLE GAS AND ELECTRlC COMPANY 

ltem12,Mlagcment's Discussion and Analysis of Financial C o n d ~ o ~ O p - ~ ~ ~ o n s  

The following information should be read in conjunction with tG&E's Condensed Financial Statements and the accompanying Notes and with 
LG&E's 201 1 Registration Statement. Capitalized terms 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 Operations" includes the following information: 

e "Overview" provides an overview of LG&E's business strategy, financial and operational highlights, and !.:cy reguletory matters. 

o "Results of Operations" provides a summary of LG&E's earnings and a description of key factors that are expected to impact hture 
earnings. This section cnds with "Statement of Income Analysis," which includes explanations of significant changes in principal 
items on L.G&E's Condensed Statements of  Income, comparing the three and six months ended June 30,201 1 with the same periods in 
20 10. 

e "Financial Condition - Liquidity and Capital Resources" provides an analysis of L,G&E's liquidity position and credit profile. This 
section also includes a discussion of rating agency decisions and capital expenditure projections. 

6 "Financial Condition - Risk Management" provides an explanation of LG&E's risk management programs relating to market and 
credit risk. 

Introduction 

LG&E, headquartered in Louisville, Kentucky, is a regulated utility engaged in the generation, transmission, distribution and sale of electric 
energy and distribution and sale of natural gas in Kentucky. 

icccssor 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 1,201 G, 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 1,2010. Successor activity covers the time period after October 31, 
2010. 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 LG&E's 201 1 Registration Statement. The cost basis of certain assets and liabilities were changed as 
of November I ,  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 cere  operations of LG&E have not changed 
as a result of thc 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 1ncom.e 

Net Income for the three and six months ended June 30,201 1 was $20 million and $59 million compared to $14 million and $47 million for the 
same periods in 2010, representing increases of 43% and 26%. These increases reflect the following after-tax impacts: 
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T h r e e  Months Six Months 

rating rcvcnuc incrcascs as a rcsult of incrcascd rates, which bccamc cffwtivc August I ,  2010 
Icr othcr opcration and inaintcnnncc cxpcnsc resulting from higher distribution, administration 

dnd gcncnl costs 
Highcr dcprcciation primarily ciuc to TC2 
Othcr 

See "Results of Operations" below for further discussion and analysis of the results of operations. 

Trimble County Unit2 Constructio;; 

LG&E and KU constructed a 760 MW capacity base-load, coal fired unit, TC2, which is jointly owned by LG&E (14.25%) and KU (60.7.5%), 
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 KU and the contractor have agreed to certain amendments 
to the construction agreement whcreby the contractor will complete certain actions relating to identifying and completing any necessary 
modifications to allow operation of TC2 on all fiiels 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 information. 

Regisration of Debt by_LC&E 

In April 201 1, LG&E filed a Registration Statement with the SEC, as agreed to in a registration rights agreement entered into in connection 
with the issuances of first mortgage bonds in November 2010 in transactions not registered under the Securities Act of 1933. The 201 I 
Registration Statement relates to an  offer to exchange the first mortgagc bonds issued in November 2010 with similar but regktered 
securities. The 201 1 Registration Statement became effective in Junc 201 1, and the exchange was completed in July 201 1 ,  with all ofthe first 
mortgage bonds being exchanged. See Note 7 to the Financial Statements and L,G&E's 201 1 Registration Statement for additional information. 

Regulatory Matters 

-. -dera 1 

..,ross Slate Air Pollution Ride 

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 nile 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. 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 starting in 201 5 .  For the initial phase of the rule beginning in 2012, sulfur dioxide zllowance allocations are expected to meet 
the forecasted emissions based on present operations of existing scrubbers and coal supply. However, by the second phase beginning in 2014, 
LGCtE will likely have to take additional measures with regards to the operation and dispatch of its generating fleet, including upgrades or 
installation of new scnibbers for some generating units or retirement of certain other units. With respect to nitrogen oxide emissions, the 
CSAPR allocates 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 LG&E's fleet, such as installation of new technology, the retirement of certain units 
and modification of plant operations. LG&E 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, LG&E'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/or fine particulates. LG&E anticipates that some of the measures required for compliance with CSAPR such as upgraded or new 
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 10 to the Financial 
Statements for additional information on the CSAPR and the regulatory proceeding. 
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Kentucky 

fegraled Resoirrce Plan (IRP) Filing 

_,.j&E and KU filed their joint IRP with the KPSC in April 201 I .  This plan is provided to the KPSC every three years and is intended to give 
the KPSC a point-in-time look at LG&E's and KU's expectations of future resource needs. It does not represent a commitment or decision by 
L.G&E or KU, nor does it represent a request for approval. 

Impending environmental regulation including the CSPAR, Ambient Air Quality Standards, the Maximum Achievable C h t r o l  Technology 
Rule, the Coal Combustion Residuals Rule and the Cooling Water Intake Rule could result in the retirements of  older, smaller coal-fired units 
and therefore the IRP assumes potential retirements of coal-fired capacity and replacement by combined-cycle gas units. In addition, the IRP 
assumes peak demand reductions through existing or expanded DSM or energy efficiency programs. Sea Notes 6 and 10 to the Financial 
Statements for additional information. 

ECR Filing - Environmenral Upgrades 

In June 201 1, in order to achieve compliance with new and pending mandated federal EPA regulations, L,G&E 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 $1.4 
billion in costs. The ECR plan details many upgrades that will be made to certain of its coal-fired generating stations to continue to be 
compliant with EPA regulations. 

Results of Operatio-ns 

As previously noted, LG&E's results for the three and six months ended June 30, 201 I are on a basis of accounting different from its results for 
the three and six months ended June 30, 2010. When discussing LG&E's results ofoperations for 201 1 compared with 2010, material 
differences rcsulting from the different bases 
Predecessor Financial Presentation" for further infornxtion. 

accounting will be isolated for purposes of comparability. See "Overview - Successor and 

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 hture operating results. Due to 
weather, revenue and earnings are generally highest during the first and third quarters and lowest in the second quarter. 

rnings 

Net Income for the periods ended June 30 was: 

Opcrating Rcvcnucs 
Fucl 
Encrgy purchascs 
Othcr opcration and mainlcnancc 
Dcprccia tion 
Taxcs, orhcr ilian incomc 

Total Opcrating Expcnscs 
Othcr incornc (cxpcnsc) - nct 
lntcrcst Expcnsc 
lncornc Taxcs 

Nct Incomc 

201 I 
Successor 

$ 297 
82 
39 
91 
31 
5 

254 
I 

12 
12 

$ 20 

-. .. _. 
I iiree iviontiis 

2010 YO Change 201 1 
Predecessor Successor 

$ 279 6 $  695 
90 (9) I67 
25 56 I49 
82 I 1  181 
35 6 13 
4 25 9 

236 8 579 
(10) ( 1  10) 

12 23 
I 71 34 

$ 14 43 $ 59 

Six Months 
2010 % ClianRe 

Predecessor 

$ 645 8 
I73  (3) . .  
I23 21 
I65 IO 
69 6 

The changes in the components of Net Income for the periods ended June 30, 20 I 1 and 20 10 were due to the following factors as provided in 
the table below. 
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"gin 
'r rcvcnuc 

vthcr opcnlion and rnaintcnancc 
Ocprcciation 
Taxes, othcr than incornc 
Othcr incornc (cxpcnsc) - ncl 
lncornc Taxcs 

Tota I 

o See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of margins. 

o Higher other operation and maintenance expense was primarily due to higher distribution maintenance costs and the result of amortization 
of storni restoration related costs together with a Hazardous Tree removal project initiated in August 2010 of  $4 million and $6 million for 
the three and six-month periods. 

e Higher other income (expense) - net decreases was due to derivative losses of $1 0 million and $1 1 million for the three and six-month 
periods. 

Higher pre-tax book income resulted in higher income taxes of $4 million and $8 million for the three and six-month periods. e 

Ouflook 

LG&E expects higher retail revenues and lower financing costs in 201 I compared to 2010 due to the issuance in late 2010 of first mortgage 
bonds that LG&E used to repay higher cost debt, offset by lower other income and higher depreciation. Retail revenues are expected to 
increase as a result of the Kentucky rate case. The reduction in other income is the result of the recognition of a regulatory asset associated 
with the interest rate swaps in 2010, while higher depreciation is projected due to commencing dispatch of TC2 in January 201 1 I 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-L,ooking Infomiation," the rest of this item 2, Notes 6 and 10 to 
'-e Financial Statements in this Form IO-Q and "Business," and "Risk Factors'' in I .G&Es 201 1 Registration Statement for a discussion of the 

ks, uncertainties and factors that may impact future earnings. 

Statement of Income Analysis - 
Margin 

Non-GA&P Finhancial 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 pcrfomiance measure of L,G&E's 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 regulations and performance incentives. Certain costs associated with these mechanisms, primarily 
ECR and DSM, are recorded as "Other operation and maintenance" 6xpenses and the depreciation associated with ECR equipment is recorded 
as "Depreciation" expense. As a result, this measure represents the net revenues from LG&E's operations. LG&E believes that "Margin" 
provides another criterion to make investment decisions. This performance measure is used, in conjunction with other infomiation, internally 
by senior management to manage operations and analyze actual results compared to budget. 

Reconciliatirn of Non-GAAP Financial Measures 

The following tables reconcile "Operating Income" to "Margin" as defined by LG&E for the periods ended June 30. 
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upcrating Rcvcnuc 
Opcrating Expcnscs 

F U C I  
Encrgy purchascs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, othcr than incomc 

Total Opcrating Expcnscs 
Total 

Opcrating Rcvcnuc 
Opcrating Expcnscs 

Fucl 
Encrgy purchascs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs. othcr than incomc 

Total Opcrating Expcnscs 
Total 

201 1 Three Months - Successor 
Operating 

Margin Other (a) Incomejb) 

$ 297 $ 297 

82 82 
3 9 39 
8 $  83 91 
I 36 37 

5 5 
I30 I24 254 

$ 167 $ (124) $ 43 -. -- 
201 I Six Months - Successor 

Operating 
Margin Other (a) Income (b) 

$ 695 $ 695 

I67 
149 
19 $ I62 

I 72 
9 

I67 
149 
181 
73 
9 

336 243 579 
$ 359 $ (22 $ I I6 

2010 Three Months - Predecessor 
Operating 

Margin  Other(a) Income (b) 

$ 279 $ 279 

90 90 
25 25 
8 $  74 82 
2 33 35 

4 4 
I25 I l l  236 

$ 154 $ ( I l l )  $ 43 

2010 Six Months - Predecessor 
Operating 

Margin Other (a) Income (b) 

$ 644 $ I $  645 

I73 I73 
123 I23 
17 148 I65 

5 64 69 
8 8 

318 220 538 
$ 326 $ (219) R I07 

(a) 
(b) 

Rcprcscnts amounts that arc cxcludcd from Margin. 
As rcportcd on tlic Condcnscd Statcmcnts oflncoinc 

1, qargins were higher by $13 million and $33 million during the three and six months ended June 30, 201 1, compared with the same periods in 
10. The positive impact mainly resulted from a rate increase, which became effective August I ,  2010, partially offset by lower volumes. 

ne rate increase had a $13 million and $32 million impact on the three and six-month periods. L,ower volumes resulted from an 18% decrease 
in total cooling degree days for the three-month period. Volumes for the six-month period were lower due to a 16% decrease in cooling degree 
days and an 8% decrease in heating degrees days. 

Other Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended June 30,201 1, compared with 2010 were due to: 

Distribution maintcnancc (a) 
Adininistrativc and gcncral 
Fucl for gcncration (b) 
Stcam 
Othcr 
Total 

l h r e e  Months Six Months 

$ 4 $  6 
2 5 
I 3 

( 1 )  
2 3 

$ 9 %  I6 

(a) 
(b) 

Thc thrcc and six-month pcriods incrcascd bccausc of amortization ofstorm rcstoration rclatcd costs along with a Hazardous Trcc rcmoval projcct initiatcd in August 2010. 
FUCI handling costs arc includcd in Fucl for clcctric gcncration on thc Condcnscd Statcmcnts o f  lncomc for thc thrcc and six-monlh pcriods cndcd Junc 30, 2010, and arc in 
Othcr opcration and maintcnancc cxpcnscs on thc Condcnscd Statcmcnts of lncomc For thc for thc thrcc and thc six-month pcriods cndcd Junc 30,20 I I 

Depreciation 

Depreciation increased by $2 million and $4 million for the three and six months ended June 30,201 1, compared with the same periods in 
201 0. The increase was primarily due to commencing dispatch of TC2 to serve customer demands beginning in January 201 1. 
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Other Income (Expense) - net 

"ther income and expense increased by $1 1 million and $12 miMion for the three and six months ended June 30,201 1, compared with the same 
-iods in 2010. The increases were primarily the result ofdecreases in derivative losses. 

Uncome Taxes 

Changes in income taxes for the periods ended June 30,201 1, compared with 2010 were due to: 

Three Months Six Months 

Higher pretax book income 
Othcr 
lblal 

$ 4 %  8 
! I 

$ 5 $  9 

Financial Condition 

Liquidity and Capital Resources 

WJ&E had the following at: 

June 30,2011 Dccembcr 31,2010 

2 
161 

41 $ Cash and cash cquivalcnts 
Short-tcrm invcstmcnts (a) 

$7 

$ 41 $ I65 

$ I63 

.. 

Short-tcnn dcbt (b) 

(a) 

(b) 

Rcprcscnts tax-cxcnipt bonds issucd by LouisvillclJcffcrson County, Kcntucky, on bchalf of LG&E that wcrc subscqucntly purchascd by LG&E. Such bonds wcrc 
rcmarkctcd to unaffiliatcd invcstors in January 201 I .  Scc Nolc 7 to thc Financial Statements for additional infomation. 
Rcprcscnts borrowings undcr LG&E's $400 million syndicatcd crcdit facility. SCC Notc 7 to thc Financial Statcmcnts for additional information. 

ie $39 million increase in LG&E's cash and cash equivalents position was primarily the net result of: 

a 

o 

o 

$175 million of cash provided by operating activities; 
$77 million of capital expenditures; and 
$42 million ofcommon stock dividends. 

LG&E's cash provided by operating activities increased by $91 million for the six months ended June 30, 201 1, compared with the same period 
in 2010, primarily due to: 

o an increase in net income of $12 million adjusted for depreciation of $4 million, defined benefit plans expense of $6 million, deferred 
income taxes and investment tax credits of $9 million and other noncash items of $6 million, partially offset by unrealized (gains) losses on 
derivatives of $1 5 million; 
a net decrease in working capital from accounts receivable, accounts payable and unbilled revenue of$47 million due to the timing of cash 
receipts and payments and milder weather (fewer cooling degree days) in June 201 1 as compared with June 2010; 
a decrease in fuel of $1 I million, which was driven by higher volumes in 2010 in preparation for the commercial operation of TC2 
originally expected in mid-2010; 
an increase in income tax receivable of $12 million in 2010 due to recording the benefits of a change in an income tax accounting method 
approved in 2010; 
a decrease in cash rehnded to customers of $22 million due  to prior period over recoveries related to the gas supply clause filings in 2009; 
and 
a decrease in accrued taxes of $ I S  million in 2010 due to payments made in 2010 for 2009 tax liabilities; partially offset by 
an increase in discretionary defined benefit plan contributions of $44 million made in order to achieve LG&E's long-term hnding 
requirements. 

o 

o 

o 

o 

a 

o 
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Credit Facilities 

* + June 30,201 I ,  LG&E's committed borrowing capacity under its credit facilities and the use of this borrowing capacity were: 

Letters of  Unused 
Capacity Borrowed Credit Issued Capacity 

Syndicated Crcdit Facility (a) $ 400 $ 400 

(a) In Junc 201 I ,  LG&E aincndcd its Syndicatcd Crcdit Facility such that thc fccs and thc spread to bcnchmark intcrcst ratcs for borrowings dcpcnd upon LG&E's scnior sccurcd 
long-tcrin dcbt rating rathcr than tiic scnior unsccurcd dcbt rating. Total borrowings outstanding undcr this facility dccrcascd on a nct basis by $163 million since Dcccmbcr 
31, 2010. 

The commitments under LG&E's Sycciicatcd 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 cdpclcity available to LG&E. 

L,G&E participates in an intercompany money pool agreement whereby LKE and/or KIJ make available to L,G&E funds up to $400 million at 
market-based rates (based on highly-rated commercial paper issues). At June 30, 201 I ,  there was no balance outstanding. At December 31, 
201 0, $12 million was outstanding. The interest rate for the period ended December 3 1, 2010 was 0.25%. 

See Note 7 to the Financial Statements for hrther discussion of LG&E's credit facilities. 

Long-temi _______ Deebt-Secu&igs 

In January 201 1 ,  LG&E remarketed $163 million of variable rate tax-exempt revenue bunds, which were issued on its behalf by 
Louisville/Jeffcrson County, Kentucky, to unaffiliated investors in a tern1 rate mode, bearing interest at 1.90% into 2012. The proceeds from 
the remarketing wcic used to  repay a $ 1  63 million borrowing under L,G&E's syndicated credit facility. 

At June 30,201 I ,  LG&E's tax-exempt revenue bonds that are in the form of auction rate securities and total $135 million continue to 
experience failed auctions. Therefore, the interest rate continues to be set by a formula pursuant to the relevant indentures. For the six months 
ended June 30,201 1, the weighted-average rate on LG&E's auction rate bonds in total was 0.31%. 

Since June 30,201 I ,  there have been $535 million of issuances and $535 of million retirements of L.G&E's First Mortgage Bonds related to the 
>-cash exchange of bonds. In April 201 1, LG&E filed a 201 1 Registration Statement with the SEC related to offers to exchange securities 

,ued in November 2010 in transactions not registered under the Securities Act of 1933 with similar but registered securities. The 201 1 
Registration Statement became effective in June 201 1 and the exchanges were completed in July 201 1, with all securities being exchanged. 

See Note 7 to the Financial Statements for additional information about long-term debt securities. 

_- RatingAgegcy Decisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of L.G&E. 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 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 LGBE. 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 L,G&E's 201 1 Registration Statement, LG&E described its then-current credit ratings in connection with, and to facilitate, an understanding 
o f  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 Sacked 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 1 O(a) prospectus, LG&E is 
limiting its credit rating disclosure to a description ofthe actions taken by the rating agencies with respect to LG&E's ratings, but without 
stating what ratings have been assigned 
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to L,G&Es 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 information contained on such rating agency websites is, hereby, 

.olicitiy not incorporated by reference in this report. 

. ,rlowing the announcement of PPL's then-pending acquisition of WPD Midlands in March 201 1, the rating agencies took the following 
actions: 

e 

o 

o 

Moody's affirmed the ratings for LG&E; 
S&P revised the outlook 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 completion of PPL's acquisition of WPD Midlands: 

e 

o 

E 

revised the outlook for L.G&E; 
raised the short-term ratings of LG&E; and 
affirmed the long-term ratings for LG&E. 

--_ Rati n g s x i g g m  

LG&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 terminate the contract, iFLG&E's credit rating 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 June 30, 201 1. At June 30,201 1, if LG&E's credit ratings had 
been below investment grade, the maximum amount that LG&E would have been required to post as additional collateral to counterparties was 
$1 1 7 million for both derivative and non-derivative commodity and commodiQ-related contracts used in its generation, marketing and trading 
operations and interest rate contracts. 

Ggpital Expenditures 

The table below shows L,G&E's capital expenditure projections at June 30,201 1. 

Construction cxpcnditcrcs 
Cjcncnting facilitics 
Transmission and distribution facilitics 
Environmcntal (a) 
Othcr 

Total Construction Expcnditurcs 

Projected 
201 1 2012 2013 201 4 2015 

$ 16 $ 56 $ 95 $ 9 1  $ 41 
132 I47 I53 146 I55 
30 304 668 683 451 
10 26 25 21 34 

$ 248 $ 533 S 941 S 941 $ 693 

(a) lncludcs $566 million ofcurrcnlly cstimablc costs rclatcd to rcplaccmcnt gcncration units duc to EPA rcgulations not rccovcrablc through thc ECR mcchanism. LG&E 
cxpccts to rccovcr thcsc costs over a pcriod cquivalcnt to thc rclatcd dcprcciablc livcs of the asscts through basc ratcs cstablishcd by future ntc cases. 

LG&E's capital expenditure projections for the years 201 1 through 201 5 total approximately $3.4 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 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 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 201 1 Registration Statement. 

Risk Management 

Market Risk 

See Notes 13 and 14 to the Financial Statements for information about LG&E's risk management objectives, valuation techniques and 
accounting designations. 
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The  forward-looking information presented below provides estimates of what may occur in the future, assuming certain adverse market 
rlditions and model assumptions. Actual hture results may differ materially from those presented. These disclosures are not precise 

icators of expected future losses, but only indicators of possible losses under normal market conditions at a given confidence level. 

Comniodity Price Risk 

LG&E's rates are set by regulatory commissions and the fuel costs incurred are directly recoverable from customers. As a result, L.G&E is 
subject to commodity price risk for only a small portion of on-going business operations. LG&E conducts energy trading and risk 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. 

T h e  balance and change in itet fair vatie of L,G&E's commodity derivative contracts for the three arid six inonths ended June 30,201 1 and 2010 
were not significant. See Note 14 to the Financial Statements for additional information. 

Interest Rate Risk 

L.G&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 management program are 
designed to balance risk, exposure to volatility in interest expense and changes in the fair value of LG&E's debt portfolio due to changes in the 
absolute level of interest rates. 

At June 30,201 I ,  LG&E's potential annual exposure to increased interest expense, based on a 10% increase in interest rates, was not 
significant I 

L.G&E is also exposed to changes in the fair value of its debt portfolio. LG&E estimate? that a 10% decrease in interest rates at June ?O. 201 1, 
would increase the fair value of its dcbt portfolio by $27 million. 

At June 30, 201 1, LG&E had the following interest rate hedges outstanding: 

r;conomic llcdgcs 
lntcrcst rate swaps (b) 

Effect of  n 

Exposure Net -Asset Movement 
Hedged (Liability) (a) in Kntes 

Fair Value, 10% Adverse 

$ 179 $ (36) $ ( 5 )  

(a) lncludcs accrued intcrcst. 
(b) LG&E utilizcs various risk managcmcnt instrumcnts to rcducc its cxposurc to thc cxpcctcd futurc cash flow variability of its dcbt instrumcnts Thcsc risks includc cxposurc 

to advcrsc intcrcst ratc movcmcnts for outstanding variabic ratc dcbt. Whilc LG&E is cxposcd to changcs in thc fair valuc of thcsc instrumcnts, any changcs in thc fair valuc 
of such economic hcdgcs arc rccordcd in rcgulatory asscts and liabilitics Thc changcs in fair valuc of thcsc instrumcnts arc then rcclassificd into carnings in thc samc pcriod 
during which thc itcm bcing l~cdgcd affccts earnings Scnsitivitics rcprcscnt a 10% advcrsc movcmcnt in intcrcst ratcs. 

LG&E is exposed to potential losses as a result of nonperformance by counterparties of their contractual obligations. LG&E maintains credit 
policies and procedures to limit counterparty credit risk including evaluating credit ratings and financial information along with having certain 
counterparties post margin if the credit exposure exceeds certain thresholds. 
LG&E is exposed to potential losses as a result of nonpayment by customers. L,G&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 
instruments in net liability positions based upon L,G&E'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. 
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Related Party Transactions 

' %LE is not aware of  any material ownership interest or operating responsibility by senior management in outside partnerships, including 
iing transactions with variable interest entities or other entities doing business with LG&E. See Note 11 to the Financial Statements for 

ditional information on related party transactions between LC&E and 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 L.G&E'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 brit could be material. In 
addition, costs may increase significantly if the requirements or scope of environmental laws or regulations, or similar rules, are expandez 3i 
changed from prwi' 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 o f  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 L,G&E's services. See "Business - Environmental Matters" in L,G&E's 201 I Registration Statement and Note 10 to the 
Financial Statements for a discussion of environmental matters. 

New Accounting Guidance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

__ AFplication of Critical Accountinp Policies 

Financial condition and results of operations ifre impacted by the methods, assumptions and estimates used in the application of critical 
accounting policies. The following accounting policien are particularly importsnt ro the financial condition or results of  operations, and require 
estimates or other judgments of matters inherently uncertain: price risk management, regulatory mechanisms, defined benefits, asset 
impairment, loss accruals, AROs, income taxes, regulatory assets and liabilities and business combinations - purchase price allocafion. See 
"Management's Discussion and Analysis of Financial Condition and Results of Operations," in LG&E's 201 1 Registration Statement for a 
discussion of each critical accounting policy. 
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KENTUCKY UTILITlES COMPANY 

Item 2.-M-an_agem-ent's Discussion and AnalysisJLFinanciaI Condition and Results of Operations 

The following inforniation should be read in conjunction with KU's Condensed Financial Statements and the accompanying Notes and with 
I W s  201 1 Registration Statement. Capitalized terms 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 Operations" includes the following information: 

6) "Overview" provides an overview of KIJ's busincss strater], financial and operational highlights, and key regulatory matters. 

6) "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 
items on KU's Statements of  Income, comparing the three and six months ended June 30,201 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. 

o "Financial Condition - Risk Management" provides an explanation of KIJ's risk management programs relating to market and credit 
risk. 

Introduction 

KU, headquartered in L.exington, Kentucky, is a regulated utility engaged in the generation, transmission, distribution and sale of electric 
energy, in Kentucky, Virginia and Tennessee. 

Successor and Predecessor Financial Presentation 

J's Condensed Financial Statements and related financial and operating data include the periods before and after PPL's acquisition of LKE on 
. qovember 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 I ,  2010. Successor activity covers the time period after October 31, 
20 10. 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  KIJ's 201 1 Registration Statement. The cost basis of certain assets and liabilities were changed 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 periods are not comparable to the Predecessor periods; however, the core operations of K t J  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 

Net ir?come for the three and six months ended June 30,201 1 was $30 million and $88 million, compared to $31 million and $75 million for 
the same pcriods in 201 0, representing a decrease of 3% and an increase of 17%. These changes reflect the following after-tax impacts: 

184 



%rating rcvenuc increases as a rcsult of increased rates, which became cffcctivc August I ,  20 10 
ncr dcprcciation primarily duc to TC2 and E.W. Brown Flue Gas Dcsulfurization cquipmcnt 

Uthcr 

See "Results of Operations" below for further discussion and analysis of the results of operations. 

Trimble County Unit 2 Construction 

KU and LG&E constructed a 760 MW capacity base-load, coal fired unit, TC2, which is jointly owned by KU (60.75%) and LG&E (14.2.5%), 
together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency (combined 25%). With limited exceptions KIJ 
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 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 
10 to the Financial Statements for additional information. 

___ Registration ~~ of Debt byKU 

In April 201 1, KU filed a Registration Statement with the SEC, as agreed to in a registration rights agreement entered into in connection with 
the issuances of first mortgage bonds in November 2010, in transactions not registered under the Securities Act of 1933. The 201 I Registration 
Statement relates to an offer to exchange the first mortgage bonds issued in November 2010, with similar but registered securities. The 201 1 
Registration Statement became effective in June 201 1 and the exchange was completed in July 201 1, with ,-1.hstantially all of the first mortgage 
bonds being exchanged. See Note 7 to the Finaricial Statements and LU's 201 1 Registration Statement for additional information. 

Regulatory Matters 

Federal 

'oss State Air Pollution Ride 

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 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. 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 starting in 201.5. 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 scrubbers and coal supply. However, by the second phase beginning in 2014, 
KU will likely have to take additional measures with regards to the operation and dispatch of its generating flect, including upgrades or 
installation of new scrubbers for some generating units or retirement of certain other units. With respect to nitrogen oxide emissions, the 
CSAPR allocates 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 KtPs fleet, such as installation of new technology, the retirement o f  certain units and 
modification of plant operations. KU 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 su lhr  dioxide and nitrogen 
oxide emissions as a result of more stringent national ambient air quality standards for ozone, nitrogen oxide, sulfiir dioxide and/or fine 
particulates. KU anticipates that some of the measures required for compliance with CSAPR such as upgraded or new scrubbers at some of its 
plants and retirement of certain units may also be necessary to achieve compliance with the new su lh r  dioxide 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 
information on the CSAPR and the regulatory proceeding. 
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Kentu-cky-and V k g i ~ g  

- legrated Resource Plan (IRP) Filing 

J and LG&E filed their joint IRP with the KPSC in April, 201 1. This plan is provided to the KPSC every three years and is intended to give 
the KPSC a point-in-time look at KTJ's and L.G&E's expectations of future resource needs. It does not represent a commitment or decision by 
KIJ or LG&E, nor does it represent a request for approval. 

Impending environmental regulation including the CSAPR, Ambient Air Quality Standards, the Maximum Achievable Control Technology 
Rule, the Coal Combustion Residuals Rule and the Cooling Water Intake Rule could result in the retirements of older, smaller coal-fired units 
and therefore the IW assumes potential retirements of coal-fired capacity and replacement by combined-cycle gas units. In addition, the IRP 
assumes peak demand reductions through existing or expanded DSM or energy efficiency programs. See Notes 6 and 10 to the Financial 
Statements for additional information. 

ECR Filing - Environmental Upgrades 

In June 201 1, 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 $1.1 billion in 
costs. The ECR plan details many upgrades that will be made to certain of its coal-fired generating stations to continue to be compliant with 
EPA regulations. See Note 6 to the Financial Statements for additional information. 

Virgitiia Rate Case 

On April 1,201 1,  KU filed an application with the VSCC requesting an annual increase in electric base rates for its Virginia jurisdictional 
cu,".dmers of $9 million, or 14%. While KU cannot predict the amount of the allowed increase, it expects the new rates to go into effect in 
January 2012. See Note 6 to the Financial Statements for additional information. 

Results of OperatioAs 

As previously noted, KU's results for  the three and six months ended June 30,201 1 are on a basis of accounting different from its results for the 
three and six months ended June 30, 2010. When discussing KTJ's results of operations for 201 1, compared with 2010, material differences 

wlting from the different bases of accounting will be isolated for purposes of comparability. See "Overview - Successor and Predecessor 
ancial 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 for the year or for future operating results. Due to  
weather, revenue and earnings are generally highest during the first and third quarters and lowest in the second quarter. 

Earnings 

Net Income for the periods ended June 30 was: 

Opcrating Rcvcnucs 
Fucl 
Energy purchascs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxes, othcr than incomc 

Total Opcrating Expcnscs 
Othcr lncomc (Expcnsc) - net 
lntcrcst Expcnsc 
lncomc Taxes 

Nct lncomc 

201 1 
Successor 

$ 365 
I24 
25 

IO0 
47 

4 
300 

17 
18 

$ 30 

I l l 1 C C  I V I U I I I I I L  

2010 % Change 
Predccessor 

$ 350 4 
I I9 4 
42 (40) 
81 23 
34 38 

3 33 
279 8 

(2) ( 100) 

$ 31 ( 3 )  

20 (15) 
18 

201 1 
Successor 

$ 77 1 
254 
60 

I84 
92 

9 
599 

I 
35 
50 

$ 88 

Six Months 
2010 O h  C h a n p  

Predecessor 

$ 730 6 
245 4 
96 (38)  

I57 17 
68 35 

6 50 
519 5 

40 ( 1  3) 
44 14 

$3 75 17 

The changes in the components of Net Income for the periods ended June 30,201 1 and 2010 were due to the following factors as provided in 
the table below. 
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rgin 
cr rcvcnuc 

Jiher operation and maintcnancc 
Dcprcciation 
Taxcs, other than incomc 
Othcr incomc (cxpcnsc) - ncl 
lntcrcst Expcnsc 
lncomc Taxcs 
Total 

0 

o 

See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of margins. 

Higher other operation and maintenance expense was primarily due to higher steam expenses, which resulted from higher boiler and 
burner maintenance costs, increased scope of scheduled outages and E.W. Brown Flue Gas Desulfurization expenses totaling $1 1 million 
and $20 million for the three and six-month periods. 

o Higher depreciation was primarily due to E.W. Brown Flue Gas Desulhrization equipment placed in-service in June 2010, resulting in a 
$4 million and $7 million increase for the three and six-month periods. In addition, TC2 commenced dispatch in January 201 1, resulting in 
a fiirther increase of $5 million and $12 million for the three and six-month periods. 

e Higher prc-tax book income resulted in higher income tax of $7 million for the six-month period. 

Outlook 

KU expects higher retail revenues and lower financing costs in 201 I compared to 2010 due the issuance in late 2010 of first mortgage bonds 
that KLJ used to repay higher cost debt, partially offset by higher depreciation. Retail revenues are expected to increase as a result of the 
Kentucky rate case and recoveries associated with environmental investments. Depreciation is expected to increase due to commencing 
dispatch of TC2 in January 201 1. 

Carnings in 201 1 are subjcct to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 2, Notes 6 and 10 to 
: Financial Statements in this Form IO-Q and "Business," and "Risk Factors" in KTJ's 201 1 Registration Statement for a discussion of the 

iks, uncertainties and factors that may impact future earnings. 

Statement of Income Analysis - 
Margin 

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 perfornmnce. Other companies may use different measures to analyze and to report on the results of their operations. Margin is a 
single financial performance measure of KU's 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 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 revenues from KU's operations. KU believes that Margin provides another 
criterion to make investment decisions. This performance measure is used, in con.junction with other information, internally by senior 
management to manage operations and analyze actual results compared to budget. 

Reconcgiation -_I_ -~~ of Non-GAAP Financial ~~~ Measures 

The following tables reconcile "Operating Income" to "Margin" as defined by KU for the periods ended June 30. 
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Upcrating Rcvcnuc 
Opcrating Expcnscs 

Fuel 
Encrgy purchases 
Othcr operation and maintcnancc 
Depreciation 
Taxes, othcr than incomc 

Total Operating Expcnscs 
Total 

Opcrating Rcvcnuc 
Opcrating Expcnscs 

Fucl 
Encrgy purchases 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxes, othcr than incomc 

Total Operating Expcnscs 
Total 

201 1 Three Months -Successor 
Operating 
Income (b) Margin Other [a) 

$ 366 $ ( 1 )  $ 365 

I24 I24 
25 25 
12 88 IO0 
12 35 47 

4 4 
I71 I 71  300 - 

$ 193 $ (128) $ 65 

201 1 Six Months - Successor 
Operating 

Margin Other (a) Income (b) 

$ 77 1 $ 77 I 

254 254 
60 60 
22 $ I62 I84 
23 69 92 

9 9 
359 240 599 

$ 412 $ (240) $ I72 

2010 Three Months - Predecessor 
Operating 

Margin Other (a) Income (b) 

$ 350 $ 350 

1 I9 I19 
42 42 

7 $  74 81 
8 26 34 

3 3 
I76 I03 279 
174 $ (103) $ 71 

I 

$ 

2010 Six Months - Predecessor 
Operating 

Margin Other (a) Income (b) 

$ 730 $ 730 

245 245 
96 96 
I6 $ 141 157 
16 52 68 

6 6 
373 I99 572 

$ 357 $ (199) $ I58 

(a) 
(b) 

Rcprcscnts amounts that arc excluded from Margin. 
As reported on the Condensed Statcmcnts of Incomc. 

. .  
C h . a ~ g e - l n - ~ n ~ n - C A A P . F ~ n a n c ~ ~ M ~ ~ e ~  

Margins were higher by $19 million and $55 million for the three and six months ended June 30,201 1, compared with the same periods in 
'IO. The positive impact mainly resulted from a rate increase, which became effective August 1, 2010, partially offset by lower volumes. 
e rate increase had a $2 1 million and $54 million impact on the three and six-nionth periods. Lower volumes resulted from a 23% decrease 

in total cooling degree days for both the three and six month periods. Volumes for the six-month period were also impacted by a 6% decrease 
in heating degrees days. 

Other  Operation and Maintenance 

Changes in othcr operation and maintenance expense for the periods ended June 30,201 I ,  compared with 2010 were due to: 

Three Months Six Months 

Stcam maintcnancc (a) 
Stcam operations (b) 
Transmission 
Distribution maintenance (c) 
Administrativc and general 
Other 
Total 

$ 9 %  14 
2 6 

2 
2 (2) 
2 3 
4 4 

$ 19 $ 27 

(a) 
(b) 

(e) 

Thc increases for the tlircc and six-month periods wcrc due to higher boiler and burner meintcnancc costs along with an incrcasc in the scopc of schcdulcd outages. 
Tlic incrcascs for the thrcc and six-month periods wcrc primarily bccausc thc E.W Brown Fluc Gas Dcsulhrization cquipmcnt was not in-scrvicc until June 2010, couplcd 
with incrcascs in scrubber reactant cxpcnscs and othcr consumablcs. 
The dccrcasc for thc six-month period was primarily thc result of $6 million of 2009 storm restoration cxpcnscs movcd to a rcgulatory assct in 201 I ,  as thcsc costs will be 
recovered in rates. This dccrcasc was offset by tlic cost of a Hazardous Trcc removal project initiated in August 2010, which also impacted the change for the thrcc month 
period. 

Depreciation 

Changes in depreciation for the three and six months ended June 30,201 1, compared with the same periods in 2010 were due to: 
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Three Months Six Months 

' (dispatch began in January 201 I )  
~ Brown Fluc Cas Dcsulfurization cquipincnt (placcd in-scrvicc in Junc 2010) 

other 
Total 

Interest Expense 

Changes in interest expense for the periods ended June 30,201 I ,  compared with 2010 were due to: 

lntcrcst ratcs (a) 
Dcbt balanccs (b) 
Othcr 
Total 

la) lntcrcst ratcs on : first mortanac mds wcrc lower than thc r a t a  on thc Fidclia 

!t 5 $  12 
4 I 
4 5 

$2 13 $ 24 

Three Months Six Months 

.% 4% .s (9) 
I 3 
1 I 

$ (3) $ ( 5 )  

bans, which wcrc rcplaccd. 
(b) KU's debt principal balancc w&$169 million highcr as of Junc 30,201 I cornparcd to Junc 30,2010. 

Income Taxes 

There were no changes in income taxes for the three months ended June 30, 201 1, compared with the sanie period in 2010. Changes in income 
taxes for the six months ended June 30,201 1, compared with the same period in 2010 were due to: 

Higher prc-tax book income 
Othcr 
Total 

Financial Conditiw 

,iquidity and Capital Resources 

KU had the following at: 

Cash and cash equivalents 

Six Months 

$ I 
( 1 )  

$ 6 

June30,2011 December 31,2010 

.% ? $  3 

The $4 million increase in KLJ's cash and cash equivalents position was primarily the net result of: 

cash provided by operating activities of $181 million; 
a net decrease in short-term debt of $10 million; 
capital expenditures of $97 million; and 
$68 million of common stock dividends. 

o 

KIJ's cash provided by operating activities increased by $26 million for the six months ended June 30, 201 1, compared with the same period in 
20 10, primarily due to: 

an increase in net income of $13 niiltion adjusted for depreciation of $24 million, defined benefit plans - expense of $7 million and 
deferred income taxes and investment tax credits of $20 million; 
a decrease in fuel of $18 million, which was driven by higher volumes in 2010 in preparation for the commercial operation oFTC2 
originally expected in mid-2010 along with an increase in consumption due to the dispatch of TC2 beginning in January 201 1; and 
a decrease in cash outflows related to the fuel adjustment clause of  $6 million in 201 I as compared with 2010 due to a decrease in fuel and 
power purchase expenses in 201 1; partially offset by 
a net increase in working capital from accounts receivable, accounts payable and unbilled revenue of $1 1 million due to the timing of cash 
payments, partially offset by the timing of cash receipts and milder weather (fewer cooling degree days) in June 201 1 as compared with 
June 2010; 

o 

e 
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e 

P 

the timing of ECR collections of $28 million; and 
an increase in discretionary defined benefit plan contributions of $29 million made in order to achieve KU's long-term funding 
requirements. 

- ,,edit -._. ~- Facilities 

At June 30,201 I ,  KU's committed borrowing capacity under its credit facilities and the use of this borrowing capacity were: 

Letters of llnused 
Capacity Borrowed Credit Issued Capacity 

Synrlicatcd Crcdit Facility (a) 
Lcttcr of Crcdit Facility (b) 

$ 400 
198 

$ 400 
$ I98 

(a) 

(b) 

In June 201 I ,  KU amcndcd its Syndicatcd Crcdit Facility such that the fccs and the spread to bcnchmark intcrcst ratcs for borrowings dcpcnd upon KU's scnior sccurcd long- 
term dcbt rating rathcr than Ihc scnior unsccurcd dcbt rating. 
In April 201 I ,  KU cntcrcd into a new S 198 niillion lcttcr of crcdit facility that has bccn uscd to issuc lcttcrs of credit to supporl outstanding tax-cxcmpt bonds. The facility 
matures in April 2014. In August 201 I ,  K U  amcndcd its lcttcr ofcrcdit facility such that thc fccs dcpcnd upon KU's scnior sccurcd long-term dcbt rating nthcr than thc 
scnior unsccurcd dcbt rating. 

The commitments under KU's credit facilities are provided by a diverse bank group, with no one bank and its afiliates providing an aggregate 
commitment of more than 19% of the total committed capacity available to KU. 

KTJ participates in an intercompany money pool agreement whereby LKE and/or L,G&E make available to KU funds up to $400 million at 
market-based rates (based on highly rated commercial paper issues). At June 30,201 1, there was no balance outstanding. At December 3 1,  
201 0, $10 million was outstanding. The interest rate for the period cnded December 3 1 ,  201 0 was 0.25%. 

See Note 7 to the Financial Statements ;or further discussion of KU's credit facilities. 

- Long-term _- Debt Securities 

At June 30,20 I I ,  KU's tax-exempt revenue bonds that are in the form of auction rate securities and total $96 million continue to experiencc 
failed auctions. Therefore, the interest rate continues to be set by a formula pursuant to the relevant indentures. For the six months ended 

IC 30,201 1, the weighted-average rate on ICU's auction rate bonds in total was 0.32%. 

Since June 30, 201 1, there have been $1.5 billion of issuances and $1.5 billion of retirements of KU's First Mortgage Bonds related to the non- 
cash exchange of bonds. In April 201 1 ,  KU filed a 201 1 Registration 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 1 Registration 
Statement became effective in June 201 1 and the exchanges were completed in July 201 1, with substantially all securities being exchanged. 

See Note 7 to the Financial Statements for additional information about long-term debt securities. 

Rating Agen;Y_.Decisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of KIJ. 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 KIJ are based on information provided by KU and other sources. The ratings of Moody's, S&P and Fitch are not a 
recommendation to buy, sell or hold any securities of KU. Such ratings may be subject to  revisions or withdrawal by the agencies at any time 
and should be evaluated indepcndentiy 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 201 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 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 
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registrant's registration statement or section W(a) prospectus, KU is limiting its credit rating disclosure to a description o f  the actions taken by 
the rating agencies with respect to KlJ's ratings, but without stating what ratings have been assigned to KU's securities. The ratings assigned by 
' -, rating agencies to KU and its securities may be found, without charge, on each of the respective ratings agencies' websites, which ratings 

ether 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 : 

s 
o 

e 

In April 201 1, S&P took the following actions following the completion of PPL's acquisition of WPD Midlands: 

Moody's affirmed the ratings for KU; 
S&P revised the outlook for KIJ and lowered the issuer, senior secured and short-term ratings of KU; and 
Fitch affirmed the ratings for KIJ. 

o 

e 

e 

revised the outiook for KU; 
raised the short-term ratings of KU; and 
affirmed the long-term ratings for KU. 

In May 201 1, S&P downgraded the long-temi rating of four series of pollution control bonds issued on behalf of KU by one notch in 
connection will1 the substitution of the letters of credit enhancing these four bonds. 

Ratings-Triggels 

KU has various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity, fuel, and commodity 
transportation and storage, which contain provisions requiring KU to post additional collateral, or permitting the counterparty to temiinate the 
contract, ifKU's credit rating were to fall below investment grade. See Note 14 to the Financial Statements for a discussion of "Credit Risk- 
Relatcd Contingent Features," including a discussion of the potential additional collateral that would have been required for derivative contracts 
in a net liability position at June 30, 201 1. At June 30, 201 1, if KIJ's credit ratings had been below investment grade, the maximum amount 
that KIJ would have been required to post as additional collateral to counterparties was $9 million for both derivative and non-derivative 
conimodity and commodity-related contracts used in its generation, marketing and trading operations. 

pL?!-EXp-€2XditUICl 

The table below shows KU's capital expenditure projections at June 30,201 1 

Construction cxpcndifurcs (a) 
Generating racilitics 
Transmission and distribdon facilities 
Environmental (b) 
Other 

Total Conslruclion Expcnditurcs 

201 1 2012 2013 2014 2015 

$ 77 $ 72 $ 60 $ 61 $ 79 
I16 I I9 I50 143 I39 
I52 407 412 382 367 
24 26 23 21 33 

$ 369 $ 624 $ 705 $ 607 $ 618 

(a) 
(b) 

Construction cxpcnditurcs include AFUDC, which is not cxpcctcd to be significant for the years 201 I through 2015. 
Includes $143 million of currently cstiinablc costs rclatcd to rcplaccmcnt gcncration units due to EPA rcgulations not rccovcrablc through the ECR rncchanism. KU cxpccts 
to rccovcr thcsc costs over a period cquivalcnt to the rclatcd dcprcciablc livcs of thc asscts through base ratcs cstablishcd by future rate cascs. 

KU's capital expenditure projections for the years 201 1 through 201.5 total approximately $2.9 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 jurisdictional customers are generally eligible for 
recovery through the ECR mechanism. 

For additional information, see "Liyidity and Capital Resources" in KlJ's 201 1 Registration Statement. 
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Risk Management 

'arke! Risk 

,<e Notes I3 and 14 to the Financial Statements for information about KIJ's risk nianagenient objectives, valuation techniques and accounting 
designations. 

The forward-looking information prcscnted below provides estimates of what niay occur in the future, assuming certain adverse market 
conditions and model assumptions. Actual hture  results niay differ materially from 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. 

Commodity Price Risk 

KlJ's rates are sct by regulatory commissions and the fbel costs incurred are directly recoverable from customers. As a result, KU is subject to 
commodity price risk for only a small portion of on-going business operations. KU conducts energy trading and risk management activities to 
maximize the value of the physical assets at times when the assets are not required to serve KTJ's customers, and KU manages energy 
commodity risk using derivative instruments, including swaps and forward contracts. 

The balance and change in the net fair value of KU's commodity derivative instruments for the thrcc and six months ended June 30, 201 1 and 
201 0 were not significant. 

Inferesl Rale Risk 

KU has issued debt to finance its operations, which exposes i t  to interest rate risk. At June 30, 201 I ,  KU's potential annual exposure to 
increased intcrcst expense, bascd on a 10% i..crease in intcrest rates, was not significant. KU is also exposed to changes in the fair value of its 
debt portfolio. K U  estimated that a 10% decrease it, interest rates at June 30, 201 1 ,  would increase 'he fair value of its debt portfolio by $72 
million 

KU had no interest rate hedges outstanding as of June 30, 201 1 

Credil.Ris k 

J is exposcd to potential losses as a result of nonperformance by counterparties of their contractual obligations. KIJ maintains credit policics 
md 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 
coniposcd of accounts agcd more than four months. Accounts are written off as nianagcnicnt dctcrniines them uncollectible. 

Certain of KTJ's derivative instrunicnts contain provisions that require i t  to provide inimcdiatc and on-going collateralization of derivative 
instrunicnts in net liability positions bascd upon KU's credit ratings from each of the major credit rating agencies. See Notes 13 and 14 to the 
Financial Statements for infomiation regarding exposure and thc risk nianagcmcnt activities. 

Related Party Transactions 

KU 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 busipcss with KU. See Note I I to the Financial Statements for additional 
infomiation o n  related party transactions between KU and 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 
environnicntal laws and regulations are applicable to KIJ'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 requirements or scope of cnvironniental laws or regulations, or similar rules, are expanded or 
changed from prior versions by the rclevant agencies. Costs niay take the form of increased capital or operating and maintenance expenses; 
monetary fines, pcnalties or forfeitures 

192 



or other restrictions. Many o f  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 the demand for KU's services. See "Business - 
"vironmental Matters" in KU's 201 1 Registration Statement and Note 10 to the Financial Statements for a discussion of environmental 

tters. 

New -Accounting.G uidance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Application- of Cri t i ca l -Acco~n~ngPol i c i~  

Financial cnndition and results of operations are inipacted by the methods, assumptions and estimates used in the application of criticti 
accounting policies. The following accounting policies are particularly important to the financial condition oi results of operations, and require 
estimates or other judgments of matters inherently uncertain: price risk management, regulatory mechanisms, 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 L,U: 

Louisville Gas and Electric Company 
Kentucky Utilities Company 

~ e m 3 . ~ Q u _ a n t i t a t ~ e ~ n d _ Q u a l i t a t i ~ e ~ ~ i ~ ~ o s u ~ ~ e s ~ A b ~ ~ M a r k e ~  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." 

Ittern 4. Controls and Procedures 

PPL Corporation; PPL Energy Supply LLC; PPL Electric Utilities Corporation; LG&E and KU Energy LLC; Louisville Cas and 
Electric Company; and Kentucky Utilities Company 

(a) Evaluation of disclosure controls and procedures. 

The registrants' principal exccutive officers and principal financial officers, based on their evaluation of the registrants' disclosure 
controls and procedures (as defined in Rules 13a-lS(e) and ISd-lS(e) of the Securities Exchange Act of 1934) have concluded that, as 
oFJune 30, 201 I ,  the rcgistrants' 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 forms, particularly during the period for which this quarterly report has been prepared. The aforementioned 
principal officcrs have conctudcd that the disclosure controls and procedures are also effective tr, ensure that information requircd to 
be disclosed in reports filed under the Exchange Act is accumulated and conimw Icatcd to nianagemeni, including the principal 
executive and principal financial officers, to allow for timely decisions regarding requirtd disclosure. 

PPL Corporation 

PPL acquired Western Power Distribution East Midlands plc and Western Power Distribution West Midlands plc ("WPD Midlands") 
on April I ,  20 11. These companies are included in PPL's 201 1 financial statements as of the date of the acquisition. On a pro forma 
basis, WPD Midlands would have accounted for approximately 16% of PPL's net income for the six months ended June 30, 
201 1. WPD Midlands represented 21 % and 27% of PPL's consolidated total assets and net assets at June 30, 201 1. The internal 
control over financial reporting of WPD Midlands were excluded from a formal evaluation of effectiveness of PPL Corporation'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 provided 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.'s principal executive officer and principal financial officer have concluded that the WPD Midlands acquisition created a material 
change to its internal control over financial reporting. WPD Midlands is a significant subsidiary for PPL that will continue to operate 
under its pre-acquisition internal control over financial reporting for the remainder of 201 1 I PPL is transitioning the processes, 
infomiation technology systems and other components of internal control over financial reporting of WPD Midlands to the internal 
connol structure of PPL. PPL. has expanded its consolidation and disclosure controls and procedures related to its foreign activities 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 provided management 
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additional time for review and analysis of WPD Midlands' results and their incorporation into PPL's consolidated financial 
statements. The aforementioned principal executive officer and principal financial officer have concluded that there were no other 
changes in the registrant's internal control over financial reporting during the registrant's second fiscal quarter that have materially 
affected, or are reasonably likely to materially affect, the registrant's internal control over financial reporting. 

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' second fiscal quarter that have materially affected, or are 
reasonably likely to materially affect the registrants' internal control over financial reporting. 
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P-A RTI I .- OT W ER IN FORM ATION 

mInlLegal Proceedings 

For additional information regarding various pending administrative and judicial proceedings involving regulatory, environmental and other 
matters, which information is incorporated by reference into this Part 11, see: 

e "Item 3. Legal Proceedings" in PPL's, PPL, Energy Supply's and PPL Electric's 2010 Form 10-K and "Business - Legal Proceedings" in 
LKE's, L.G&Es and KU's 201 I Registration Statement; and 

e Notes 6 and 10 of the registrants' "Combined Notes to Condensed Financial Statements (unaudited)" in Part I of this report. 

. _  Item 1A. Risk Factors 

PPL Corporation 

The risk factors discussed below are related to PPL's April I ,  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 I A .  Risk Factors" of 
the 201 0 Fomi 1 0-K. 

We have issued secirrities that contain provisions that could restrict our paynient of ilivideniis. 
We and our subsidiaries currently have outstanding $2.6 billion principal amount of junior subordinated notes, and we and our subsidiaries may 
in the future 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 
The WPD Miillariils acqrrisitiori may riot acltieve its interided results, incluiiirig anticipated cost savitrgs, effkiencies and other beneJts. 
Although we completcd the WPD Midlands acquisition with the expectation that i t  will result in various benefits, including a significant 
amount of cost savings and othcr financial and operational benefits, there can be no assurance regarding when or the extent to which we will be 
oble to realize thcsc cost-savings or other benefits. Achieving the anticipated benefits, including cost savings, is subjcct to a number of 

xrtaintics, including whether the businesses acquired can be operated in the manner we intend. Events outside of  our control, including but 
limited to regulatory changes or developments in the U.K., could also adversely affect our ability to realize the anticipated benefits from the 

NPD Midlands acquisition. Thus the integration may be unpredictable, subject to delays or changed circumstances, and we can give no 
assurance that the acquired businesses will perform in accordance with our expcctations 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 othcr restructuring and transitional charges. Additional unanticipated 
costs may also arisc during the integration process. The integration of the WPD (East Midlands) and WPD (West Midlands) businesses may 
place an additional burden on our nianagcment and internal resources, and the diversion of management's attention during the integration and 
rcstructuring proccss could have an adverse effect on our business, financial condition and expected operating results. 

The WPD Midfurids ncqiiisilir,ri exposes 11s to ailditional risks and irncertainties with respect to tlie acquired businesses and their 
operations. 
The WPD Midlands acquisition will rebalance our business mix to a greater percentage of regulated opcrations. While we believe this should 
help mitigate our  exposure to downturns in the wholesale power markets, it  will increase our dependence on rate-of-return 
regulation. Although we are already exposed to risks relating to ratezof-return regulation, the WPD Midlands acquisition will increase these 
risks. 

The acquired businesses will generally be subject to risks siniilar to those that we are subject to in our existing U.K. businesses. These include: 
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(P Under current regulation by Ofgeni, our tJ.K. regulated businesses' allowed revenue is determined by the distribution price controls set out 
under the terms of their respective distribution licenses, and is typicatly set by Ofgem every five years. The current price control period 
runs from April I ,  2010 to March 3 I ,  2015. Furthemiore, our ability to earn additional revenue underofgem regulations is highly 
dependent on our ability t o  achieve certain operational efficiency, customer service and other incentives, and we can provide no assurance 
that we will be able to achieve such incentives. 

Q 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 changes will have on our 1J.K. regulated businesses 
in the future, including the  acquired businesses. In particular, in October 201 0, Ofgem announced a new regulatory framework that is 
expected to become effective in April 20 1.5 for the electricity distribution sector in the U.K. The framework, known as RIIO (Revenues = 
Incentives i- Innovatidri + Outputs), focuses on sustainability, environmental-focused output measures, promotion of low carbon energy 
networks snd ficsncing of new investments. The ncw regulatory framework is expected to have a wide-ranging effect on electricity 
distribution companies operating in the U.K., including changes to price controls and price review periods. Our U.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. 

Q Ofgem has formal powcrs to propose modifications to each distribution license. We are not currently aware of any planned modification to 
any of our U.K. 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 assurance that a restrictive modification will not be introduced in the future, which could have an 
adverse effect on the operations and financial condition o f  the U.K. regulated businesses and PPL.. 

o A failure to operate our U.K. networks properly could lead to compensation payments or penalties, or a failure to make capital 
expenditures in line with agreed investment programs could lead to dcterioration 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 interruptions and customer 
minutes lost over that period, no assurance can be provided that these regulatoi-y requirements will be met. 

o A failuie by any of our U.K. regulated businesses to comply with the terms o f a  distribution license may lead to the issuance of an 
enforcement order by Ofgeni 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 Ofgeni 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 fornial or 
informal investigation by Ofgem in relation to enforcement matters and we arc not aware of any area of material non-compliance, there can 
be no guarantee that our regulated U.K. businesses will not be subject to investigation or enforcement action in the future. 

Q We will be subject to increased foreign currency exchange rate risks because a greater portion of our cash flows and reported earnings will 
be generated by our U.K. business operations. These risks relate primarily to  changes in the relative value of the British pound sterling and 
the L7.S. dollar between the time wc 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 from our U.K. businesses that may be distributed as future dividends to our shareholders. In addition, our 
consolidated reported earnings on a 1J.S. CAAP basis may be subjcct to increased earnings translation risk, which is the result of the 
conversion of earnings as reportcd in  our U.K. busincsscs on a British pound sterling basis to a LJ.S. dollar basis in accordance with U 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 governmental and 
other third party proceedings. 

We have iticrtrretl and will in the firtiire iiicitr signifcant transaction and acqrtisitioti-relaterl costs i t1  cotmection wiih f~nancing and 
integratitig the WPD Mirllantl.~ acqirisition. 
We have incurred significant non-recurring costs associated with the WPD Midlands acquisition. Significant additional expenses 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 benefit j expected to result in enhanced financial returns from those businesses. 
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PPL Energy Supply, LLC, PPL Electric Utilities Corporation, L 6 & E  and KU Energy LLC, Louisville Gas and Electric Company and 
Ventucky Utilities Company 

..cept as noted below for PPL Energy Supply, there have been no material changes in PPL. Energy Supply's and PPL Electric's risk factors 
from those disclosed in "Item 1A. Risk Factors'' of the 2010 Form 10-K or in "Risk Factors'' in LKE's, LG&E's and KU's 201 1 Registration 
Sta teni en t . 

In January 201 I ,  PPI, 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. As a result, PPL Energy Supply is no longer sLib,ject to "Risks 
Related to International Regulated Segment." 

PPL Corporation 

.At PPL's Annual Meeting of Shareowners held on May 18, 201 I ,  a majority of the votes cast by shareowners voted, on an advisory basis, to 
hold an advisory vote to approve exccutive compensation every year. In line with this recommendation by its shareowners, PPL, will include an  
advisory sharcowncr vote on executive compensation in its proxy niatcrials every year until the  next required advisory vote on the frequency of 
shareowncr votes on executive compensation, which will occur no later than PPL's Annual Meeting of Shareowners in 2017. 

Item 6. Exhibits 

The following Exhibits indicated by an astcrisk preceding the Exhibit number are filed herewith. The balance of the Exhibits has heretofore 
beep $:cd with the Commission and pursuant to Rule 12(b)-32 are incorporated herein by reference. Exhibits indicated by a are filed or 
listed pursuant to Item 601 (b)(lO)(iii) of Regulation S-K. 

1 (a) - Final Temis of WPD West Midlands .€800,000,000 5.75 per cent Notes due  2032 (Exhibit I ~I to PPL Corporation Form 8- 
K Report (File No. 1-1 1459) dated May 17,201 1) 

- Final Terms of WPD East Midlands f600,000,000 5.25 per cent Notes due 2023 (Exhibit 1.2 to PPL Corporation Form 8-K 
Report (File No. 1 - 1 1459) dated May 17,201 1)  

- Final Temis of WPD East Midlands E100,000,000 Index L.inked Notes d u e  2043 (Exhibit 1.1 to PPI, Corporation Form 8-K 
Report (File No. 1-1 1459) dated June 2,201 1 )  

- Trust Deed, dated April 27, 201 1, by and aniong Westem Power Distribution (East Midlands) plc and Western Power 
Distribution (West Midlands) plc, as Issuers, and HSBC Corporate Trustee Company (LJK) Lhiited as Note Trustcc 
(Exhibit 4.1 to PPI., Corporation Form 8-K Report (File No. 1-1 1459) dated May 17,201 I )  

- Agency Agreement, dated April 27, 201 1,  by and among Western Powcr Distribution (East Midlands) plc and Wcstein 
Power Distribution (West Midlands) plc, as Issuers, and HSBC Corporatc Trustee Company (IJK) Limited and HSBC Bank 
plc (Exhibit 4.2 to PPL. Corporation Form 8-K Report (File No. 1-1 1459) dated May 17, 201 1) 

The Bank of New York Mellon, as Trustee, under the Indenture dated as of August I ,  2001 (Exhibit 4.1 to PPL Corporation 
Fomi 8-K Report (FilcNo. 1-1 1459) dated July 13,201 1) 
Supplemental Indenture No. 12, dated as of July I ,  201 I ,  made and entered into by PPL Electric Utilities Corporation and 
The Bank ofNew York Mellon, as Trustee, under the Indenture dated as of  August I ,  2001 (Exhibit 4(a) to PPL Electric 
Utilities Corporation Forni 8-K Report (File No. 1-905) dated July 18, 201 1) 

- Amendment No. I ,  dated as of June 13,201 I ,  to the Revolving Credit Agrcement dated as of November I ,  2010 among 
Kentucky Utilities Company, thc Lenders party thereto, and Wells Fargo Bank, National Association, as Administrative 
Agent, Issuing Lender and Swingline Lender 

- Amendment No. I ,  dated as of June 13,201 I ,  to thc Revolving Credit Agreement dated as of November 1,2010 aniong 
Lmisville Gas and Electric Company, the Lenders party thereto, and Wells Fargo Bank, National Association, as 
Administrative Agent, Issuing Lender and Swingline Lender 

',:) 

-+<a) 

4(b) 

4(c) - Supplemental Indenture No. 1 1 ,  dated as of July I ,  201 1,  made and entered into by PPL Elcctric Utilities Corporation and 

4(d) 

*10(3) 

* 1 Oib) 
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*IO(cj - Amendment No. 5, dated as of July 26,201 I ,  to the Credit and Security Agreement dated as of August 5,2008 by and 
among PPL Receivables Corporation, as Borrower, PPL Electric Utiiities Corporation, as Servicer, Victory Receivables 
Corporation, as a Lmder, and The Bank of Tokyo-Mitsubishi UFJ, Ltd., New York Branch, as Liquidity Bank and as Agent 

Kentucky IJtilities Company, as Borrower, the L,enders from time to time party thereto, Banco Bilbao Vizcaya Argentaria, 
S.A., New York Branch, as Administrative Agent and Lender and Sumitomo Mitsui Banking Corporation, New York 
Branch, as Issuing Lender and Lender 

- PPL, Corporation and Subsidiaries Computation of Ratio of Earnings to Combined Fixed Charges and Preferred Stock 
Dividends 

- PPL Energy Supply, L.LC and Subsidiaries Computation of Ratio of Earnings to Fixed Charges 
- PPL. Eiectric IJtilities Corporation and Subsidiaries Computation of Ratio of Earnings to Combined Fixed Charges and 

- L,G&E and KU Energy LLC and Subsidiaries Computation of Ratio of Earnings to Pixed Charges 
- Louisville Gas and Electric Company Computation of Ratio of Earnings to Fixed Charges 
- Kentucky Utilities Company Computation of Ratio of Earnings to Fixed Charges 

- Amendment No. 1,  dated as of August 2, 201 1, to the Letter of Credit Agreement dated as of April 29, 201 1 among 

Preferred Stock Dividends 

Certj fit-ations pursuant to-SecCon_302-of the Sarbanes-Oxley Actpf 2002, f o r h e - q u a r t e r l y - p e ~ ~ d ~ ~ e d - ~ u ~ e  3 ~ _ 2 O ~ ~ _ f i ~ ~ b y ~ t ~ ~ f o I l o w i n g  
officecs for the follo_vlrLng companies: 

- 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.  DeCanipli for PPL Electric Utilities Corporation 
- Vincent Sorgi for PPL, Electric Utilities Corporation 
- Victor A. Staffieri for LG&E and KU Energy LLC 
- S. Bradford Rives for L.G&E 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 Kentucky Utilities Company 

,rti~~ati2_ns_p_urs_ua_n_ttoScction 906 of the_SarbanesaO[ey-Act of 2002, for__tke_quar_tcrly_period_e_nded June 30.20 1 1. furnishedAyJhe 
followmgpfficersfor thA-follo_wing compAnies: 

- 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 Eicctric IJtilities Corporation 
- Victor A. Staffieri for LG&E and KU Energy L.LC 
- S. Bradford Rives for LG&E and K1.J Energy LLC 
- Victor A. Staffieri for Louisville Gas and Electric Company 
- S. Bradford Rives for L,ouisville Gas and Electric Company 
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- Victor A. Staffieri for Kentucky [Jtilities Company 
- S Bradford Rives For Kentucky Utilities Company 

- XBRL Instance Docunient for PPL Corporation, PPL Energy Supply, L,LC, PPL Electric Utilities Corporation, L,G&E and 
KU Energy LLC, L.ouisville Gas and Electric Company and Kentucky Utilities Company 

- XBRL, Taxonomy Extension Schema 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 

- XBRL Taxonomy Extension Calculation Linkbase for PPL Corporation, PPL Energy Supply, LLC, PPL Electric IJtilities 
Corporation, L.G&E and KIJ Energy LLC, Louisville Gas and Electric Conipany and Kentucky Utilities Company 

- XBRL, Taxonomy Extension Definition Linkbase for PPL Corporation, PPL. Energy Supply, LLC, PPL Electric LJtilities 
Corporation, L.G&E and KU Energy LLC, L.ouisville Gas and Eleckric Company and Kentucky Utilities Company 

- XBRL Taxonomy Extension Label Linkbase for PPL Corporation, PPL Energy Supply, LLC, PPL Eleciric Utilities 
Corporatior,, L,G&E and KU Energy LLC, Louisville Gas and Electric Company and Kentucky Utilities Company 

- XBRL Taxonomy Extension Presentation Linkbase for PPL. Carporation, PPL, Energy Supply, LLC, PPL Electric Utilities 
Corporation, L.G&E and KIJ Energy LLC, L,ouisville Gas and Electric Company and Kentucky Utilities Company 

A 0 I "INS 

**I01 SCH 

** 101 .CAL. 

**IOI.DEF 

** IOI.LAB 

** 101 .PRE 

** - XBRL infomiation will be considered to be furnished, not filed, for the first two years of a company's submission of XBRL, information. 
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SIGNATURES 

- muant to the requirements of the Securities Exchange Act of 1934, the Registrants have duly caused this report to be signed on their behalf 
the undersimed thereunto duly authorized. The signature for each undersigned company shall be deemed to relate only to matters having ., 

.erence to such company or its subsidiaries. 

PPL CoIporation 
(Registrant) 

PPL-Energy Supply, LLC 
(Registrant) 

PPL Electric Utilit&s-Corjor&W 
(Registrant) 

Date: August 5,201 1 

te: August 5 ,  201 1 

20 1 

I s /  Vincent Sorgi 
Vincent Sorgi 

Vice President and Controller 
(Chief Accounting Officer) 

LGGrE and KU Energy LLC 
(Registrant) 

Louisville Gas and Electric Co-rnpany 
(Registrant) 

Kent u cky_U t i I i t ies Corn pan y 
(Registrant) 

/s/ S. Bradford Rives 
S. Bradford Rives 

Chief Financial Officer 
(Principal Financial Officer) 



Exhibit 10a 

I Category A 

AMENDMENT NO. 1 TO REVOLVING CREDlT AGREEMENT 

Applicable Percentage Borrower’s Ratings Applicable Percentage Applicable Percentage for for Loans 
and Letter of Credit Fees (S&P /Moody’s) for Commitment Fees Base Rate Loans 

> A -  from S&P I A3 from 0.200% 0.75% 1.75% 

AMENDMENT dated as of June 13, 201 1 (this “ Amendment ”) to the Revolving Credit Agreement dated as of Noveniber I ,  2010 

and WEL.LS FARGO BANK, NATIONAL ASSOCIATION, as Administrative Agent, Issuing Lender and Swingline Ltnder (the Agent ”). 
:: “Credit Agreement ”) among KENTUCKY IJTILITIES COMPANY (the Borrower ”), the LENDERS party thereto (the ‘‘ Lenders ”), 

Category B 

Caterrow C 

RECITALS: 

Moody’s 

Moody’s 
BBB+ from S&P I Baal from 0.250% I .00% 2.00% 

BBB from S&P I Baa2 from 0.375% 1.25% 2.25% 

WHEREAS, the parties hereto desire to amend the Credit Agreement to modi9 the definition of “Borrower’s Rating”. The parties 
hereto therefore agree as follows: 

- -  
Category D 

Category E 

Section I .  De~i.ed.~er,i7r;.Xefer-ences. ‘CJnless otherwise specifically defined herein, each term used herein that is defined in the 
Credit Agreement has the meaning assigned to such term in the Credit Agreement. Each reference to “hereof’, “hereunder”, “herein” and 
“hereby” and each other similar reference and each reference to “this Agreement” and each other similar reference contained in the Credit 
Agreement shall, after this Amendment beconies effective, refer to the Credit Agreement as amended hereby and each reference to “thereof”, 
“thereunder”, “therein” and “thereby” and each other similar reference to the Credit Agreement contained in any other Loan Document shall, 
after this treatment becomes effective refer to  the Credit Agreement as amended hereby. 

Moody’s 

Moody’s 
BBB- from S&P / Baa3 from 0.500% 1 .SO% 2.50% 

IBB+ from S&P I Bal 0.625% 2.00% 3.00% 

Section 2. Aniendinents o/Credit Agreenient Definitions 

(a) The definition of “Borrower’s Rating” set forth in Section 1.01 of the Credit Agreement is hereby amended to read in its 
entirety: 

‘‘ Borrower’s-RaLing ” means the senior secured long-terni debt rating of the Borrower from S&P or Moody’s 

(b) The definition of “.h.,pplicable Percentage” set forth in Section 1 01 of the Credit Agreement is hereby amended to read in 
its entirety: 

‘‘ I-\pplicable Percentage-” means, for purposes of calculating (i) the applicable interest rate for any day for any Base Rate 
Loans or Euro-Dollar Loans, (ii) the applicable rate for the Conimitment Fee for any day for purposes of Section 2.07(a) or (iii) the applicable 
rate for the Letter of Credit Fee for any day for purposes of Section 2.07(b), the appropriate applicable percentage set forth below 

responding to one rating level below the then current highest Borrower’s Ratings; proyidcd-, that, in the event that the Borrower’s Ratings 
dII fall within different levels and ratings are maintained by both Rating Agencies, the applicable rating shall be based on the higher of the 

two ratings unless one of the ratings is two or more levels lower than the other, in which case the applicable rating shall be determined by 
reference to the level one rating lower than the higher of the two ratings: 

Section 3. Governing L,aw. This Amendment shall be governed by and construed in accordance with the laws of the State of New 
York. 

Section 4. FUN Force and Eflecf ; Rat$cafion I Except as expressly modified herein, all of the terms and conditions of the Credit 
Agreement are unchanged, and, as modified hereby, the Borrower confirms and ratifies all of the terms, covenants and conditions of the Credit 
Agreement. This Amendment constitutes the entire and final agreement among the parties hereto with respect to the subject matter hereof and 
there arc no other agreements, understandings, undertakings, representations or warranties among the parties hereto with respect to the subject 
matter hereof except as set forth herein. 

Section 5.  Cozmterparts. This Amendment may be signed in any number of counterparts, each of which shall be an original, with the 
.me effect as if the signahires thereto and hereto were upon the same instrument. 

Section 6. EJfecheness. This Amendment shall become retroactively effective as of May 1, 201 1, on the date when the Agent shall 
have received from each of the Borrower and the Lenders a counterpart hereof signed by such party or facsimile or other written confirmation 
(in form satisfactory to the Agent) that such party has signed a counterpart hereof. 





IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be duly executed by their respective authorized officers 
as of the day and year  first above written. 

KENTUCKY UTILITIES COMPANY 

Name:Daniel K. Arbough 
TikTreasurer 

By: 1 1  



WELLS FARGO BANK, NATIONAL. ASSOCIATION as 
Administrative Agent, Issuing L,ender, Swingline L,ender and 
Lender 

By: /s/ Nick Schmiesing 
NameNick Schmiesing 
Title Assistant Vice President 



Bank of America, N.A. 
By: Is/ Mike Mason 

Nanie:Mike Mason 
Tit1e:Director 



CREDIT SUISSE AG, Cayman Islands Branch 
By: /s/ Jay Chall 

Name:Jay Chall 
Tit1e:Director 

By: /s/ Vipul Dhadda 
Name:Vipul Dhadda 
Tit1e:Associate 



Barclays Bank PLC 
By: Is/ May Huang 

Nanie:May Huang 
Tit1e:Assistant Vice Prcsident 



BNP Paribas 
By: Is/ Pasquale A. Perragha IV 

NanvxPasquale A. Perraglia IV 
Tit le :Vice President 

By: Is/ Mark A.  Renaud 
Nanie:Mark A. Renaud 
Tit1e:Managing Director 



CITIBANK, N.A. 
By: Is/ Mary Beth Mandanas 

Nanie:Mary Beth Mandanas 
Title:Vice President 



JPMorgan Chase Bank, N.A., as a L.ender 
By: /s/ Juan Javellana 

Nanie:Juan Javellana 
TitkExecutive Director 



MORGAN STANLEY BANK, N.A. 
By: Is/ Scott Taylor 

Nan1e:Scott Taylor 
Tit1e:Authorized Signatory 



ROYAL, BANK OF CANADA 
By: I s /  Thomas Casey 

Nanie:Thonias Casey 
Tit1e:Authorized Signatory 



THE BANK OF NOVA SCOTIA 

Naine:Thane Rattew 
TitkManaging Director 

By: Is/ Thane Rattew 



The Bank of Tokyo-Mitsubishi UFJ, L.td. 
By: Is1 Mary Coseo 

Nan-ie:Mary Coseo 
Title:Vice President 



Union Bank, N.A. 
By: /s/ Hideyuki Okanioto 

Nan1e:Hideyuki Okanioto 
Title:Vice President 



The Royal Bank of Scotland plc 
as a Lender 

By: Is/  Andrew N. Taylor 
NanxAndrew N. Taylor 
Title:Vice President 



UBS L.oan Finance L , L C  
By: /s/ lrja R. Otsa 

Nan1e:Irja R. Otsa 
TitleAssociate Director 

By: /s/ Mary E. Evans 
Nan1e:Max-y E. Evans 
Ti t1e:Associate Director 



CREDIT AGR1COL.E CORPORATE AND 1NVESTMENT BANK 
By: /s/ Dixon Schultz 

Nan1e:Dixon Schultz 
TikManaging Director 

By: Is/  Sharada Manne 
Nan1e:Sharada Manne 
Ti tle:Director 



DEIJTSCHE BANK AG NEW YORK BRANCH, as a L,ender 
By: l s l  Phillippe Sandnicicr 

Name:Phillippe Sandmcier 
Title:Managing Director 

By: Is/ Edward D. Herko 
Nan1e:Edward D. I-lerko 
Title: Director 



KEYBANK NATIONAL, ASSOCIATION as Lender 
By: Is/ Paul J .  Pace 

Nai1ie:Paul 3 .  Pace 
Title:Scnior Vice President 



L.loyds TSB Bank plc 
By: Is/ Deborah Carlson 

Name:Deborah Carlson 
Tit1e:Director 
Corporate Banking lJSA 
C103 

By: /s/ Christian Hammerbeck 
Narne:Cliristian Hammerbeck 
Title:Vice President 
Corporate Banking USA 
HOS7 



IJS.  Bank National Association 

Nanie:Paul Vastola 
Tit1e:Sr. Vice President 

By: /s/ Paul Vastola 



BANCO BIL,BAO VIZCAYA ARGENTARIA S.A. - N E W  YORK 
BRANCH 

By: /s/ Nietzsche Rodricks 
Name:Nietzsche Rodricks 
Titlc:Senior Banker 

By: /s/ Michael Oka 
NanxMicliael Oka 
TitkExecutive Director 



THE BANK OF NEW YORK MEL.LON 
By: Is/ John N. Watt 

NameJohn N. Watt 
Title:Vice President 



Bayerische Landesbank, New York Branch 
By: /s/ Rolf Siebert 

Name:Rolf Siebert 
Titicsenior Vice President 

By: /s/ Michael Hintz 
Name:Michael Hintz 
TitkFirst Vice President 



MIZUNO CORPORATE BANK, L.TD 
By: /s/ Leon Mo 

Nanie:Leon Mo 
Tit1e:Authorized Signatory 



Sovcrcign Bank 
By: Is /  Robert D. Lanigan 

Nanie:Robefi D. Lanigan 
Tit le:SVP 



SlJNTRUST BANK 
By: Is /  Andrew Johnson 

NanxAndrew Johnson 
Ti t1e:Director 



CIBC Inc. 
By: Is1 Robert Casey 

Nanie:Robert Casey 
Tit1e:Executive Director 

By: Is1 Josh Hogarth 
Name:Josh Hogarth 
Tit1e:Director 



Fifth Third Bank 
By: /s/ Randolph J. Stierer 

Nan1e:Randolph J ”  Stierer 
Tkle:Vice President 



PNC Bank, National Association 
By: Is/ Edward M.  Tessalone 

NanwEdward M.  Tessalone 
Title:Senior Vice Prcsidcnt 
PNC Bank, N A. 



Sumitonlo Mi& Banking Corporation 
By: /s i  Masakazu Hasegawa 

Nan1e:Masakazu Hasegawa 
TitleGeneral Manager 



Wing Lung Bank Ltd., L.os Angeles Branch, as a Lender 
By: Is/ Anthony P.S. Yip 

Nan1e:Anthony P.S. Yip 
Tit1e:V.P. & Manager 



THE NORTHERN TRUST COMPANY 
By: /s/ Peter J. Hallan 

NanwPeter J. Hallan 
Tit1e:Vice President 



Exhibit 1Ofb) 

I Category A 

AMENDMENT NO. 1 T O  REVOLVING CREDIT AGREEMENT 

Applicable Percentage 
for Euro-Dollar L.oans 

and Letter of Credit Fees 

Borrower’s Ratings Applicable Percentage Applicable Percentage for 
(S&P /Moody’s) for Commitment Fces Base Rate L.oans 

0.75% 1 “7SYo A- from S&P 1 A3 from 0.2000/) 

AMENDMENT dated as  of June 13, 201 1 (tliis ‘‘ Amendment ”) to the Revolving Credit Agreement dated as of November I ,  2010 
: ‘‘ Credit Agreement ”) among L.OU1SVIL.LE GAS AND EL.ECTRIC COMPANY (the ‘I Borrower ”), the L.ENDERS party thereto (the ’‘ 

~ n d e r s  ”), and WELLS FARGO BANK, NATIONAL ASSOCIATION, as Administrative Agcnt, Issuing Lender and Swingline Lender (the 
‘‘ Agent ”). 

Category B 

Category C 

Category D 

Category E 

RECITALS: 

Moody’s 

Moody’s 

Moody’s 

Moody’s 

from Moody’s 

- 
BBB+ from S&P I Baal from 0 250% 1 .OO% 2.00% 

BBB from S&P I Baa2 from 0 375% 1.25% 2.25% 

BBB- from S&P I Baa3 from 0 5OOYo I .50% 2.50% 

SBB+ from S&P / Ba I 0 625% 2.00% 3 00% 

WHEREAS, the parties liereto desire to amend tlie Credit Agreement to niodify tlie definition of “Borrower’s Rating”. The parties 
hereto therefore agree as follows: 

Section 1 .  Dq/imd Terms; Rqh?ro~ces. Unless otherwise specifically defined herein, each term used herein that is defined in the 
Credit Agreement has tlie meaning assigned to such term in the Credit Agreement. Each reference to “hereof’, “hereunder”, “herein” and 
“hereby” and each other similar reference and each reference to “this Agreement” and each other similar reference contained in the Credit 
Agreement shall, after tliis Amendment beconics effective, refer to tlie Credit Agreement as amended hereby and each reference to ”thereof’, 
“thereunder”, “tlicrein” and “thereby” and each other similar reference to the Credit Agreement contained in any other Loan Document shall, 
after this trcatnient beconics cffcctive refer to the Credit Agrecment as amended hereby. 

(a )  Tlic definition of “Borrower’s Rating” set forth in Section 1.01 of the Credit Agreement is hereby amended to read in its 
en t irct y : 

I ‘  Borrower’s Rating ” means the senior secured long-tcrni debt rating of the Borrower from S&P or Moody’s 

(b) The definition of “Applicable Percentage” set forth i n  Section I .O1 o f  tlie Credit Agreement is  hereby amended to read in 
its entirety: 

‘‘ Applicable Perccntage ” means, for purposcs of calculating (i) the applicable interest rate for any day for any Base Rate 
L,oans or Euro-Dollar L,oans, (ii) the applicable rate for tlie Commitment Fee for any day for purposes of Section 2.07(a) or (iii) the applicable 

e for the Lcttcr of Credit Fee for any day for purposes of Section 2.07(b), tlie appropriate applicable percentage set forth below 
-responding to one rating level below the then current highest Borrower’s Ratings; provided , that, in the event that the Borrower’s Ratings 

bnall fall within different levels and ratings are maintaincd by both Rating Agencies, the applicable rating shall be based on the higher of the 
two ratings unless one of the ratings is two or more levels lower than the other, in which case tlie applicable rating shall be determined by 
reference to the level one rating lower than the higher of the two ratings: 

Section 3. Gmreming LCIM~, This Amendment shall be governed by and construed in accordance with the laws of the State of New 
York. 

Section 4. F d I  Force ar7dEJiec/ ; Ra/~fication . Except as expressly modified herein, all of the terms and conditions of the Credit 
Agreement arc unchanged, and, as  modified hereby, the Borrower confirms and ratifies all of the terms, covenants and conditions of the Credit 
Agreement, This Aniendnient constitutes the entire and final agreement among tlie parties hereto with respect to the subject matter hereof and 
there arc no other agreenients, understandings, undertakings, representations or warranties aniong the parties hereto with respect to the subject 

itter hereof exccpt as set forth herein. 

Section 5. Colm/erpai-/s. This Amendment may be signed in any number o f  counterparts, each of which shall be an original, with the 
same effect as if tlie signatures thereto and hereto were upon the same instrument. 

Scction 6. E~~~c/ivei7e.s.s. This Amendment shall beconic retroactively effective as of May I ,  201 I ,  on the date when the Agent shall 



have received from each of the Borrowcr and the L.enders a counterpart hereof signed by such party or facsimile or other written 
confimiation (in fomi satisfactory to the Agent) that such party has signed a counterpart hereof. 



TN WITNESS WHEREOF, the parties hereto have caused this Amendment to be duly executed by their respective authorized officers 
as of the day  and year first above written. 

LOlJlSVILLE GAS AND ELECTRIC COMPANY 

By: Is/ Daniel K. Arbough 
Name: Daniel K. Arbough 
Ti tle: Treasurer 



WELLS FARGO BANK, NATIONAL ASSOCIATION as 
Administrative Agent, Issuing Lender, Swingline Lender and 
Lender 

By: /s/ Nick Schniiesing 
Name: Nick Schniiesing 
Title: Assistant Vice President 



Bank of America, N.A 

By: Is/ Mike Mason 
Name: Mike Mason 
Title: Director 

, . - .  ,- . , . 



CREDIT SUISSE AG, Cayman Islands Branch 

By: Is/ Jay Chall 
Name: Jay Chall 
Title: Director 

By: Is/ Vipul Dhadda 
Name: Vipul Dhadda 
Title: Associate 



Barclays Bank PLC 

By: 1st May Huang 
Nanie: May Huang 
Title: Assistant Vice President 



BNP Paribas 

By: Is/ Pasquale A. Perraglia IV 
Name: Pasquale A. Perragha IV 
Title: Vice President 

By: /sf Mark A. Renaud 
. .  Name: Mark A. Renaud 

Title: Managing Director 



CJTIBANK. N.A 

By: Is/ Mary Beth Mandanas 
Name: Mary Beth Mandanas 
Title: Vice President 



JPMorgan Chase Bank, N.A., as a Lender 

By: /s/ Juan Javellana 
Nai-ne: Juan Javellana 
Title: Executive Director 



MORGAN STANLEY BANK, N.A. 

By: Is/ Scott Taylor 
Name: Scott Taylor 
Titlc: Authori&d Signatory 



ROYAL. BANK OF CANADA 

By: I s /  Thomas Casey 
Name: Thomas Casey 
Title: Authorized Signatory 



THE BANK OF NOVA SCOTIA 

By: i s /  Thane Rattew 
Name: Thane Rattew 
Title: Managing Director 



Thc Bank of Tokyo-Mitsiibishi IJFJ, Ltd. 

By: Is/ Mary Coseo 
Name: Mary Coseo 
Title: Vice President 



IJnion Bank, N.A. 

By: / s /  Hideyuki Okamoto 
Name: Hideyriki Okamoto 
Title: Vice President 



The Royal Bank of Scotland plc as a Lender 

By: I s /  Andrew N. Taylor 
Name: Andrew N. Taylor 
Titlc: Vice Presidcnt 



UBS L.oan Finance L . L C  

By: 

By : 

Is/ lrja R. Otsa 
Name: Irja R. Otsa 
Title: Associate Director 

Is/ Mary E. Evans 
Name: Mary E. Evans 
Title: Associate Director 



CREDIT AGRICOLE CORPORATE AND INVESTMENT BANK 

By: Is/ Dixon Schultz 
Nanie: Dixon Schultz 
Title: Managing Director 

By: Is/ Sharada Mannc 
Name: Sharada Manne 
Title: Director 



DEUTSCHE BANK AG NEW YORK BRANCH, as a Lender 

By: Is/ Phillippe Sandmcier 
Name: Phillippe Sandmeier 
Title. Managing Director 

By: Is/ Edward D. Herko 
Name: Edward D. Herko 
Title: Director 



KEYBANK NATIONAL ASSOCIATION as Lcnder 

By: Is/  Paul J. Pace 
Nanic: Pad J .  Pace 
Title: Senior Vice President 



LSoyds TSB Bank plc 

By: /SI Deborah Carlson 
Name: Deborah Carlson 
Title: Director 

Corporate Banking USA 
C103 

 by^ /</ Christian Hamnicrbcck 
Namc: Christian Hamnicrbeck 
Title: Vice Prcsidcnt 

Corporate Banking USA 
H057 



U.S. Bank National Association 

By: /SI Paul Vastola 
Namc: Paul Vastola 
Title: Sr. Vice Prcsident 



BANCO BILBAO VIZCAYA ARGENTARIA S.A. - NEW YORK 
BRANCH 

By: Is1 Nictzsche Rodricks 
Name: Nictzsche Rodricks 
Titlc: Senior Banker 

By: Is/ Michael Oka 
Name: Michael Oka 
Title: Executive Director 



THE BANK OF NEW YORK MELL.ON 

By: Is1 J o h n  N .  Watt 
Name:  John N. Watt 
Title: Vice President 



Bayerische Landesbank, Ncw York Branch 

By: Is/ Rolf Siebert 
Name: Ralf Siebert 
Title: Senior Vice President 

By: lsl Michael Hintz 
Nanie: Michael Hintz ~ 

Title: First Vice Prcsident 



MIZUHO CORPORATE BANK, LTD. 

By: / S I  Leon Mo 
Name: Leon Mo 
Title: Authorized Signatory 



Sovereign Bank 

By: Is/ Robert I). Lanigan 
Name: Robert D. Lanigan 
Title: SVP 



SUNTRUST RANK 

By: / s i  Andrew Johnson 
Namc: Andrew Johnson 
Title: Dircctor 



CIBC Inc. 

By: Is /  Robert Casey 
Name: Robert Casey 
Title: Excciitive Director 

By: l s l  Josh Hogarth 
Name: Josh Hogarth 
Title: Director 



F i f t h  Third Bank 

By: /s/ Randolph 3 .  Stierer 
Name: Randolph J.  Stiercr 
Title: Vice President 



PNC Bank, National Association 

By: 1st Edward M. Tessalone 
Name: Edward M. Tessalone 
Title: Scnior Vicc President 

PNC Bank, N.A. 



Sumitomo Mitsui Banking Corporation 

By: Is1 Masakazu Hasegawa 
Name: Masakazu Hasegawa 
Title: General Manager 



Wing Lung Bank Ltd., Los Angeles Branch, as a Lender 

By: I s /  Anthony P.S. Yip 
Name: Anthony P.S. Yip 
Title: V.P. & Manager 



THE NORTHERN TRUST COMPANY 

By: /s/ Peter J.  Hallan 
Name: Peter J.  Hallan 
Title: Vice President 



Exhibit 1O(c) 

Execrifioti Copy 

AMENDMENT N O .  5 

TO THE CREDIT AND SECURITY AGREEMENT 

This AMENDMENT NO. 5 TO THE CREDIT AND SECURITY AGREEMENT (this Amendment ”), dated as of July 26,201 1, is 
by and among PPL. RECEIVABLES CORPORATION, as Borrowcr (the “ Boi-rowcr ”), PPL EL.ECTRIC UTIL.ITIES CORPORATION, as 
Scrviccr (tlie “ Scrvicer ”), VICTORY RECE1VABL.ES CORPORATION (“ Victory ”), as a Lender, and THE BANK O F  TOKYO- 
MITSUBISHI LJFJ, L,TD., NEW YORK BRANCH, as Liquidity Bank (in such capacity, the ‘‘ Liquidity Bank ”) and as  Agent {in such 
capacity, the “ Agent ” ) ~  Capitalized terms tiscd but not otherwise defined licrcin shall havc the respective meanings assigned thcrcto in thc 
Agrecnient {as defined below), including ternis and definitions incorporated by  reference therein 

WHEREAS, thc parties hereto havc ciitered into that certain Crcdit and Security Agreement, dated as of August 5, 2008 (as amended, 
supplenicnted and otherwise modified from time to time and as niay be furtlicr amended, supplemented and othcrwise modified froni time to 
time, the Agrecment ”); 

WHEREAS, in connection with this Aiiicndnicnt, the partics hereto are entering into a third aniended and restated Fee Letter, dated as 
of thc date hcrcof (the ‘ I  A&R Fee Letter ”); and 

WHEREAS, the partics hcrcto dcsire to amcnd the Agrecnicnt as herein set forth; 

NOW, THEREFORE, for good and valuablc consideration, the rcccipt and sufficicncy of which arc hcrcby acltnowlcdged, the parties 
hereto agrcc as follows 

SECTION 1. Aniendnicnts to the Agrccnicnt . Thc Agrcenient is hcrcby amended ds follows. 

1 . I  The defiiiition o f “  Facility Termination Datc ” set forth in  Exhibit I to the Agrcenicnt is anicndcd by ( I )  replacing the 
datc “July 26. 201 I ”  where it appears in clausc (iii) thereof with the datc “July 24, 2012”. 

1 2 Section 5.1 ( I )  of tlic Agrccnicnt is amended by replacing tlie date “December 3 I ,  2009” wherc it appears therein with 
date “December 3 1, 20 I O ”  

SECTiON 2. Representations and Warranties of tlie Originator Each of the Borrowcr and thc Serviccr, as to itself, hereby 
represcnts and warrants t o  Victory, the Liquidity Bank and the Agent as follows: 

2 1 
tnie and corrcct as of the date hcrcof (unless statcd to rclatc solely to an earlicr datc, in which case such rcpresentations and warranties wcrc 
tnic and correct as of such carlicr datc). 

The rcprcscntations and warranties of such Person containcd in Article V of the Agreement (as anicndcd hcrcby) are 

2 2 This Aiiicndiacnt and tlic Agrccnicnt (as amended hcrcby) constitute tlie legal, valid and binding obligation of such 
Pcrson cnforccablc against such Person in accordance with their respcctive ternis, subject to the effcct of any applicable bankniptcy, 
insolvcncy, rcorganizatioii, iiioratoriuni or similar law affectrng crcditors’ rights gcncrally and to the cffcct of  general principles of cquity 
(regardless of whether such cnforccability is considered in a proceeding in cquity or at law). 

SECTION 3 Conditions to Effcctivcncss . This Amcndnient shall hcconie effective as of the date hereof upon receipt by thc 
Agent of the following: 

3.1 

3.2 

3 3 

counterparts of this Amendment executcd by each o f  the parties hereto, 

coiintcrparts of thc A&R Fcc Letter cxccuted by each of tlic partics thcrcto, and 

paynicnt in full of the rcnewal fee payable pursuant to tlie A&R Fee Letter in accordance with the ternis thereof. 

SECTION 4.  Effcct of Amendment, Ratification Except as specifically amended hereby, the Agrccnient is hereby ratified and 
confirmed in all rcspccts, and all of  its provisions shall rcniain in full force and effect. After this Amendnicnt beconics effective, all refcrences 
in tlie Agreciiient (or in any other Transaction Document) to “this Agreement”, “hereof”, “herein”, or words of similar effect, in each case 
rcfcrring to the Agreement, shall be deenicd to be references to the Agreement as amended hereby. This Amendment shall not be deeiiicd to 
cxprcssly or impliedly waive, amend, or supplcnicnt any provision of the Agreement other than as specifically set forth Iicrein. 

SECTION 5 .  Counterparts; Delivery , This Amendment niay b c  executed in any number of counterparts and by  different parties 
on scparate countcrparts, and each countcrpart shall be dccnied to be an original, and all such counterparts shall together constitute brit one and 
the same instninicnt Delivery of  an executed countcrpart of a signature page to this Amendment by facsimile or other electronic means shall 
be effective as delivery o f  a manually executed counterpart of this Amendment. 



SECTlON 6. GOVERNING LAW .. THIS AMENDMENT SHALL, BE GOVERNED BY, AND CONSTRUED IN 
ACCORDANCE WITH, THE LAWS OF THE STATE OF NEW YORK (INCL,UDING SECTIONS 5-1401 OF THE GENERAL, 
0BL.IGATIONS LAW OF THE STATE OF NEW YORK BUT OTHERWISE WITHOKJT REGARD TO CONFLJCTS OF LAW 
PRINCIPL.ES). 

SECTION 7. Section Headings . The various headings of this Amendment are inserted for convenience only and shall not affect 
4 ineaning or interpretation of th is  Aniendnient or the Agreenient or any provision Iweof or thereof. 

-2- 



WITNESS WHEREOF, the partics hereto have cxccuted this Amcndment as of the date first written above. 

PPL RECEIVABLES CORPORATION, 
as Borrowcr 

By: 
Name: 
Titlc: 

PPL, EL,ECTRIC UTIL.ITIES CORPORATIOPJ, 
as Servicer 

By: 
Name: 
Title: 

s- I Aiiieiidiiiei~! N0.5 10 !he Credit 
and Security Agreement 



VICTORY RECEIVABL.ES CORPORATION, 
as a L.ender 

By: ~- 
Name: 
Title: 

s-2 hiendment No.5 to the Credif 
and Security Agreement 



THE BANK OF TOKYO-MITSUBISHI UFJ. L.TD., NEW YORK BRANCH, as a 
Liquidity Bank 

._ - BY: - - 
Name: 
Title. 

THE BANK OF TOKYO-MITSUBISHI UFJ. LTD., NEW YORK %RANCH, as Agent 

S-3 Aineiihneiil No.5 IO the G-edil 
and Security Agreenicnt 



Exhibit 10(d) 

EXECUTION VERSION 

Borrower’s Ratings 
(S&P /Moody’s) 

> A from S&P I A2 from 
Moody’s 

> A- from S&P I A3 from 

r 
Category A 

Category B 

AMENDMENT NO. I T O  LETTER OF CREDIT AGREEMENT 

Applicable Percentage for 
Facility Fees 

I .OOO‘% 

I .  100% 

AMENDMENT dated as of August 2, 201 1 (this *‘ Amendment ”) to the Letter of Credit Agreement dated as of April 29,201 I (the “ 
Credit Agreement ”) among ICENTIJCKY LJTILITIES COMPANY (the LL Borrower ”), the  LENDERS from time to time party thereto (the ‘‘ 
Lenders ”), BANCO BILBAO VIZCAYA ARGENTARIA, SA.,  NEW YORK BRANCH, as Administrative Agent and Lender (the ‘‘ Agent 
”) and SUMITOMO MlTSUl BANKING CORPORATION, NEW YORK BRANCH, as  Issuing Lender and Lender. 

RECITALS: 

WHEREAS, the parties hereto desire to amend the Credit Agreement to niodify the definitions of “Applicable Percentage” and 
“Borrower’s Rating”. The parties hereto therefore agree as follows: 

Section I .  De/;iied Tei-ins, Refereiices Unless otherwise specifically defined herein, each term used herein that is defined in the 
Credit Agreement has the meaning assigned to such term in the Credit Agreement. Each reference to “hereof’, “hereunder”, “herein” and 
“hereby” and each other similar reference and each reference to “this Agreement” and each other similar reference contained in the Credit 
Agrcenicnt shall, after this Amendment becomes effective, refer to the Credit Agreement as amended hereby and each reference to “thereof”, 
“thereunder”, “thcrcin” and “thcrcby” and each other similar reference to the Credit Agreement contained in any other Loan Document shall, 
after this treatment becomes effective refer to the Credit Agreement as amended hereby. 

(a) Thc definition of “Appii<,dble Percentage” set forth in Section 1.01 o f  the Credit Agreement is hereby amended to read in 
its entircty: 

‘‘ Applicable Percentage ” means, for purposes of calculating the applicable rate for the Facility Fee for any day for purposes 
of Scction 2 03(a), the appropriate applicable percentage set forth below corresponding to the then current highest Borrower’s Ratings; 
provided , that, in the event that the Borrower’s Ratings shall fall within different levels and ratings are maintained by both Rating Agencies, 

7 applicable rating shall be based on the higher of the two ratings unless one of the ratings is two or more levels lower than the other, in 
icli case the applicable rating shall b e  dctemlincd by reference to the level one rating lower than the higher of the two ratings: 

1 



Category (3 I BBB+ from S&P / Baal from I I .200% 1 

(b)  Thc dcfiiiiticin o;"Borrower's Rating" set forth in Scction 1.01 of the Credit Agreement is hercby aniended to read in its 
entirety: 

" Borrowcr's Rating " nicans the rating that is one notch below the senior secured long-term debt rating of the Borrower from 
S&P or Moody's. 

Scction 3. Apjdica/de Percen/nge . For the avoidance of doubt, as of the date hcrcof, the Applicable Percentage (as determined by 
refercnce to the Borrower's Rating as of the date hereof), is as specified for Category B Borrower's Ratings. 

Scction 4. Gorwr7i/7g Law. This Amendment shall be govcrned by and construed in accordance with the laws of the State of Ncw 
York. 

Scction 5. Full Force atid C//ecl;  Ru/$ca/ior.r . Exccpt as expressly modified herein, all of the  terms and conditions of the Credit 
Agrcenient are unchangcd, and, as modified hcreby, the Borrower ccnfirnis and ratifies all of the ternis, covenants and conditions of the Credit 
Agrccnicnt. This Amcndnicnt constitutcs the entire and final agrccnient among the parties hereto with respect to the sub,ject rnattcr hereof and 
therc are no othcr agrecmcnts, understandings, undertakings, rcprescntations or warranties among the parties hercto with respect to thc subject 
niatter hercof except as set forth hercin. 

Section 6. Co~w/er.por/s. This Amendment may be signed in any number of counterparts, each of which shall be an original, with the 
Inic effect as if the signatures thereto and hercto were upon thc same instrument. 

Section 7 .  4~/kc/ivems.r. This Amendment shall bcconie effective on the date when the Agent shall have received from each of thc 
Borrower and thc Lmdcrs a counterpart hercof signed by such party or facsimile or othcr writtcn confirmation (in fomi satisfactory to the 
Agent) that such party has signed a counterpart hereof. 

2 



n\r WITNESS WHEREOF, the parties hereto have caused this Amendment to be duly executed by their respective authorized 
officers as of the day and year first above writtcn. 

KENTlJCKY IJTILITIES COMPANY 

By: / s/ Daniel K. Arbough 
Name: Daniel K. Arbough 
Title: Treasurer 

[Signaturc h g c  io Amcnrirncnf No. I lo L cftcr oCCrcdil Agrccmcnt] 



BANCO BlLBAO VIZCAYA ARGENTARIA, SA., NEW YORK 
BRANCH, as Adniinistrative Agent and Lcnder 

By: /s/ Michael Oka 
Name: Michael Oka 
Title: Executive Director 

By: /s/ Nietzsche Rodricks 
Name: Nictzsche Rodricks 
Title: Executive Director 

[Sign;ilurc Pngc lo  Amcntlmcnl No I lo Lcltcr of Crcdit Agrccincnl] 



SUMITOMO MlTSUl BANKJNG CORPORATION, NEW YORK 
BRANCH, as Issuing Lender and Lcnder 

By: Is/ Masakazu Hasegawa 
Name: Masakazu Hasegawa 
Title: General Manager 

[Signiiturc Pagc 10 Anlcndlncnt No.  I 10 L.cllcr orCrcdit Agrcc~ricnt] 



Exhibit 12(a) 
PPL CORPORATION AND SUBSIDIARIES 

COMPUTATION OF R A T I O  OF EARNINGS TO COMBINED I7IXED C H A R G E S  AND 
PREFERRED STOCK DIVIDENDS 

(bfilliorn o/ Oo//m PJ 

6 Months 
Ended 

June 30, Years Ended  December 31, 
201 1 2010 2009 2008 2007 2006 

Earnings, as defined: 
Income from Continuing Opcrations Beforc 
Income Taxes 

Adjustment to reflect earnings from equity mcthod 
investments on a cash basis 

Total fixctl charges as bclow 
Lxss: 
Capitalized intcrest 
Prcfcrrcd security distributions of subsidiaries 
o n  a prc-tax basis 

Intcrcst cxpcnsc and fixcd charges related to 
d iscont inucd opera lions 

Total fixed charges includcd in Income from 
Continuing Opcratioiis Bcforc Incomc Taxes 

Total earnings 

Fixed charges, as cicfined: 
Jntercst chargcs (a) 
"stiniatcd intcrest coniponcnt of opcrating rcntals 

referred sccuritics distributions of subsidiaries 
on a pre-tax basis 

Fixcd charges of majority-owncd share of 50% or 
less-owned persons 

Total fixed charges (b) 

Ratio of carnings to iixcd chargcs 
Ratio of earnings to conibincd fixed chargcs and 
prcfcrrcd stock dividends (c) 

$ 922 $ 1,239 .R 538 $ 1,273 $ 1,230 $ 1,061 

1 7 1 2 (1  1 
923 1,246 539 1,273 1,232 1,060 

495 698 513 568 609 559 

21 30 43 57 55 23 

12 21 24 27 23 24 

3 12 15 16 39 38 

459 63 5 43 I 492 474 -- 
$ 1,382 $ 1,881 % 970 S 1,741 $ 1,724 - S 1,534 

$ 463 9; 637 % 446 $ 518 $ 565 $ 506 
20 39 42 22 21 29 

12 21 24 ' 27 23 24 

1 I 1 

495 $ 698 9; 513 S 568 $ 609 $ 559 -- s 

2.8 2.1 I .9 3.1 2.8 2.7 

2.8 2.7 1.9 3.1 2.8 2.7 

(:I) 
(h) 
( c )  

lriclrttlcs inlcrcst oii long-term and short-tcrni ticbt, as wcl l  as aiiioidzation oldcbt discount. cxpcnsc ;md picnii ir i i i  - 1nc1 
IntcicsI 011 iinrccoyiizcd tax hcncfits is not includcd in fixed chnrgcs. 
PPL, rlic piii-ciit Ilolding comp;iny, docs not liavc tiny prcfcrrcd stock outstnntling; thcrclbic. tlic iat io 01 cnlnings to combincd lixctl chargcs and prcfcrrcd stock dividends is  
tlic sii i i ic as thc ratio ol'catiiings to fixed charges 



PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES 
Exhibit 12(b) 

COMPUTATION OF RATIO OF EARNlNGS T O  FIXED CHARGES 
(Mtllious o/ h / / t r J s )  

6 Months 
Ended 

Junc 30, 
201 1 2010 2009 2008 2007 2006 

Years Ended December 31, 

Earnings, as defined: 
Income (L.oss) from Continuing Operations Before 

Adjustment to reflect earnings froni equity nicthod 
Income T a x e s  9; SO2 $ 881 $ (13)$ 671 S 78.5 $ 5.57 

investments on a cash basis 1 7 1 2 (2) 
503 888 (12) 67 1 787 5.55 

Total fixed charges as below 139 426 3 64 390 388 326 
Less: 

Interest expense and fixed charges related to 
discontinued operations 3 147 102 157 217 205 

114 246 218 176 1 I7 100 

Capitalized interest 22 33 44 57 54 21 

Total fixed charges included in Income from 
Continuing Operations Before Inconic Taxes 

Total earnings 9; 617 $ 1,134 S 206 $ 847 $ 904 $ 655 -- - - 

Fixed charges, as defined: 
Interest charges (a) $ 122 $ 387 $ 321 $ 374 $ 374 $ 31 1 

Fixed cliargcs of majority-owned share of 50% or 
less-owned persons 

Estimated interest component of operating rentals 17 38 42 I S  14 IS 

1 1 1 

Total fixed charges (b) 

Ratio ofeamings  to fixed charges 

$ 139 $ 426 9; 364 $ 390 $ 388 $ 326 

4.4 2.7 0.6 2.2 2.3 2.0 

(a)  
(b)  

Includcs intcrcst oii long-(crni and short-tcrin dcbt, as  well as amortization o f  debt (IiscoWt, cxpcllsc ant1 prcillium - nct 
Intcrcst oti iinrccognizctl tifx hcncfirs is not included in  fixed cllnrgcs 



PPL ELECTRIC UTILITIES CORPORATlON AND SUBSIDIARIES 
Exhibit 12(c) 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND 
PREFERRED STOCK DIVIDENDS 

(h[;//;OJ7S Of / h / / ( J /  S) 

6 Months 
Ended - .. ~ 

Years Ended December 31, June 30, 
201 1 201 0 2009 2008 2007 2006 

Earnings, as defined: 
Income Before Income Taxes $ 138 $ 192 $ 221 $ 2'18 $ 246 $ 298 

49 I02 121 1 I4 143 159 Total fixed charges as below 

Total earnings $ 187 $ 294 $ 342 $ 392 $ 389 $ 457 

Fixed charges, as defined: 
Interest charges (e) $ 49 $ 101 $ 120 $ 113 $ 139 $ IS2 

1 1 1 4 I 

$ 49 $ 102 $ 121 $ 114 $ 143 $ 159 Total fixed charges (b) 

3.8 2.9 2.8 3.4 2.7 2.9 Ratio ofearnings to fixed charges 

Prefer] LJ stock dividend requirements on a pre-tax basis $ 1 1  $ 23 $ 28 $ 28 $ 27 $ 24 
49 102 121 1 I4 143 I59 Fixed charges, as above 

$ 60 S 125 $ 149 S 142 $ 170 S 183 Total fixed charges and prefcrred stock dividends 
Ratio of earnings to combined fixed charges and 

3.1 2.4 2.3 2.8 2.3 2.5 preferred stock dividends 

Estimated interest component of operating rentals 

Includcs intcrcsl on long-tcnu and sIiort-lcri11 dcbt, as wcll as amortization of'dcbr discount, cxpcnsc ond prciniunl - ncl. 
lntcrcsl on unrccognizcd vilx bcncfits is not included in fixed chnrgcs. ,J )  



LG&E AND K U  ENERGY 1,LC AND SUBSIDIARIES 
Exhibit 12(d) 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES 
(h~iIJioti.s of DoJIui F) 

Earnings, as defined: 
Income from Continuing Opcr2tions 

Before Income Taxes 
Adjustment to reflect earnings from equity 

method investnients on a cash basis 
L.oss on impairment of goodwill 
Mark to markct inipact of derivative 

instruments 

Total fixed charges as below 

Total earnings 

Fixed charges, as defined: 
Interest cliargcs (a) 
EstiIilated interest component of 
operating rentals 
Estimated discontinued operations interest 
component of rental cxpcnse 
Preferred stock dividends 

Total fixed cliarges (13) 

Ratio of earnings to fixed charges 

Successor 
6 Months 2 Months 

Ended Ended 
June 30, Dec. 31, 

201 1 2010 

$ 201 s I 0  

2 
200 72 

75 25 

$ 275 $ 91 

$ 72 $ 24 

3 I 

Ifi 75 $ 25 

3.7 3.9 

Predecessor 
10 Months 

Ended 
Year Ended December 31, Oct. 31, 

201 0 2009 2008 2007 2006 

$ 300 $ (1,235) $ (1,536) $ 332 $ 310 

(4) 1 1  (5) (2) 
1,493 1,806 

(20) (19) 34 
276 250 304 321 308 

158 186 199 170 161 

$ 434 % 436 $ 503 $ 491 $ 469 

$ 153 $ 176 $ 184 1.55 $ 143 

5 5 5 4 4 

5 10 I O  10 
1 4 

$ 158 $ 186 $ 199 $ 170 S 161 

2.7 2.3 2.5 2.9 2.9 
-_. 

(a )  
(11) 

Incluilcs intcicst on long-tci-m and short-term tlcbt, as well iis aniortizalion of debt discount, cxpcnsc and prciiiiiim - net 
I i i tcicsI on tinrccognizcd t a x  bcnclits is not incluclcd in l ixcd clliirgcs. 



LOUISVILLE CAS AND ELECTRIC COMPANY 
Exhibit 12(e) 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES 
(Milliotts o/ Doll(it 7) 

Earnings, as defined: 
Income Before Income Taxes 
Mark to market impact of derivative 

ins  t r i m  en ts 

Total fixed charges as below 

Total earnings 

Fixed charges, as defined: 
Interest charges (a) 
Estimated interest component o f  
operating rentals 

Preferred 5,ock dividends 
Total fixed charges (b) 

Ratio of earnings to fixcd charges 

Successor 
6 Months 2 Months 

Ended Ended 
June 30, Dec. 31, 

201 1 2010 

s 93 $ 29 

93 30 

24 8 

$ 117 $ 38 

s 23 $ 8 

1 
-- 

s 24 $ 8 

4.9 4.8 -- 

Predecessor 
10 Months 

Ended 
Oct. 31, Year Ended December 31, 

2010 2009 2008 2007 2006 

$ 167 $ 142 $ 131 $ 179 $ 179 

(20) (20) 35 
147 122 I66 179 179 

40 46 60 53 47 

S 187 $ 168 $ 226 $ 232 S 226 

$ 38 $ 44 $ 58 $ 50 $ 41 

2 2 2 2 2 
I 4 

$ 40 $ 46 9; 60 $ 53 $ 47 

4.7 3.7 3.8 4.4 4.8 -- 
(a) 
(b) 

Includes inlclcsl on long-lcrim anti shod-term dcbt, as wcll as aiiior1iz;ition o f  dcht discotint, cxpcnsc aiid picn1it:m - tic:( 

Jntcrcst on tinrccog?izcd lax bcncli ls is not includcd in fixctl cliarg,cs 



KENTUCKY tJTI1,ITIES COMPANY 
Exhibit 12(Q 

COMPUTATlQN OF RATIO OF EARNINGS TO CQMBlNED FIXED CHARGES 
( A d i / / i o m  o/ Dolltrrs) 

Earnings, as defined: 
Income Bcfore Inconie Taxes 
Adjustnient to reflect earnings from equity 

method investments on a cash basis 
Mark to market impact of derivative 

instniments 

Total fixed charges as below 

Total earnings 

Fixed chargcs, as defined: 
izterest charges (a) 
Estiniatecl interest component of 
operating rentals 

Total fixed charges (b) 

Ratio of earnings to fixed charges 

Successor 
6 Months 2 Months 

Ended Ended 
June 30, Dec. 31, 

201 1 2010 

$ 138 $ 55 

137 55 

37 1 1  

$ 174 5 66 

$ 35 $ 10 

2 1 
$ 37 $ I 1  

4.7 6.0 

Predecessor 
10 Months 

Ended - .  

Qct. 31, Year Ended December 31, 
2010 2009 2008 2007 2006 

1 (1) 
214 212 225 239 224 

71 79 17 59 41 

$ 285 $ 291 $ 302 $ 298 $ 265 

$ 69 $ 76 $ 74 s 57 9; 39 

2 3 3 2 2 
s 71 $ 79 $ 77 s 59 $ 41 

4.0 3.7 3.9 5.1 6.5 

Includes intcrcst on long-term and short-term dcbt, as wcll as amortization or dcbt discoun(. cxpcnsc and prcmitim - nct 
lntcrcst on unrccognizcd tax bcncfits is not included in fixed chargcs 



Exhibit 31(a) 

CERTIFICATION 

iAMES H. MILLER, certify that: 

I have reviewed this quarterly report on Form IO-Q of PPL. Corporation (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 infomiation included in this report, fairly present in all niaterial 
respccts the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

2.  

3. 

4. 7 he registrant's other certifying officer and J are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-l5(e) and lSd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
I.?a-iS(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; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
tinder 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 such 
evaluation; 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 

b. 

c. 

d. 

The registrant's other certifying officer and I have disclosed, based on our most recent evaliiation 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. AI1 significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which 
are reasonably likely to advcrscly affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who havc a significant role in the registrant's 
internal control over financial reporting. 

b. 

Date: August 5, 201 1 /s/ James H. Miller 
James H. Miller 
Chairman and Chief Executive Officer 
PPL Corporation 



Exhibit 3 1 (b) 

CERTIFICATION 

* PAUL A. FARR, certify that: 

I have revicwcd this quarterly report o n  Fomi IO-Q of PPL Corporation (the "registrant"); 

Bascd on niy knowledge, this rcport does not contain any untruc statement of a niaterial fact or omit to state a material fact necessary to 
niake 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 othcr financial information included in this report, fairly prcsent in all material 
rcspccts thc financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's othcr certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-I S(e) and ISd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-15(9 and 15d-1 S(f)) for the registrant and have: 

a. 

2. 

3. 

4. 

Dcsigned 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; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supcrvision, to provide teasonablc assurance regarding the reliability of financial reporting and the preparation of 
financial statements for extcmal purposcs in accordance with generally accepted accounting principles; 

Evaluated the cffcctivcncss of the registrant's disclosure controls and procedurcs and presented in this report our conclusions about 
the effcctivencss of the disclosure controls and procedures, as of the end of the period covered by this rcport based on such 
evaluation; and 

Disclosed in this rcport 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 affcct, the registrant's internal control over financial reporting; and 

b. 

c. 

d. 

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
rcporting, to the registrant's auditors and the audit coniniittee of the registrant's board of directors (or persons performing the equivalent 
finctions): 

a. All significant dcficicncies 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, suniniarizc and report financial information; and 

Any fraud, whethcr or not material, that involves nianagcnient or other cinployees who have a significant role in the rcgistmnt's 
internal control over financial reporting. 

b. 

Date: August 5,201 I /s/ Paul A. Fan 
Paul A. Farr 
Executive Vice President and Chief Financial Officer 
PPL Corporation 



Exhibit 3 I(c) 

CERTIFICATION 

' lAMES H. MIL.L.ER, certify that: 

I have rcvicwcd this qiiarterly report on Forni IO-Q o f  PPL. Energy Stipply, L . L C  (tlie "registrant"); 

2. Based on my knowledge, this report does not contain any untrue statcnient of a niatcrial fact or omit t o  state a material fact necessary to 
make the statcnicnts made, in light of the circumstances under which such statcnicnts were made, not misleading with respect to tlic 
period covcred by this report; 

3. Based on niy knowlcdgc, the financial statcnicnts, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of opcrations and cash flows of the registrant as of, and for, t he  periods presented in this rcport; 

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act R L I ~ C S  13a-lS(e) and lSd-IS(e)) and intcrnal control over financial reporting (as defined in Exchange Act Rules 
1 3a- 1 S(f) and I Sd- 1 S(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 
supcrvision, to cnsurc that niatcrial information relating to the registrant, including its consolidated subsidiaries, is made known to 
us by others within tliosc entitics, particularly during the period in which this report is bcing prepared; 

b Designcd such internal control over financial rcporting, or caused such internal control ovcr financial rcporting to be designed 
under our supcrvision, to providc reasonablc assiirance rcgarding tlie reliability of financial reporting and the preparation of  
financial statciiicnts for external purposes in accordance with generally acccptcd accounting principles; 

c. Evaluated the cffcctivcncss of the registrant's disclosure controls and procedures and prescnted in this report our conclusions about 
tlic effectivcncss of the disclosure controls and procedures as of the end of the pcriod covered by  this report based on such 
evaluation; and 

d. Discloscd in this report any change in the rcgistrant's internal control over financial reporting that occurred during the registrant's 
most rcccnt fiscal qiiartcr (tlic registrant's fourth fiscal quarter in the casc of an annual report) that has materially affected, or is 
rcasonably likely to materially affect, the registrant's intcmal control ovcr financial rcporting; and 

Thc registrant's other certifying officer and J have disclosed, based on our most recent evahiation of internal control ovcr financial 
rcporting, to the registrant's auditors and the audit coniniittcc of tlic rcgistrant's board of directors (or persons pcrforniing the equivalent 
functions): 

a 1\11 significant dcficicncies and material weakncsscs in tlic design or operation of internal control over financial reporting which 
arc rcasonably likcly to adversely affect the registrant's ability to rccord, process, summarize and report financial information; and 

b. Any fraud, whcthcr or not niatcrial, that involves managcmcnt or other cmployces who have a significant role in the registrant's 
internal control over financial rcporting. 

Date: August 5 ,  201 1 /s/ James H.  Miller 
James 1-1. Miller 
President 
PPL Energy Supply, LLC 



Exhibit 3 I(d) 

CERTl FICATION 

' PAUL A FARR, certify that: 

I havc rcviewed this quarterly report on Form IO-Q of PPL Energy Supply, LLC (the "registrant"); 

Based on my knowledge, this rcport does not contain any untrue statement of a material fact or onlit to state a material fact necessary to 
niakc the statements made, in light of the circumstances under which such statenients were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and othcr financial inforniation included in this report, fairly present in all material 
rcspects 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-IS(c) and ISd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-15(9 and ISd-l5(9) for the registrant and have: 

a. 

2.  

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and proccdures to be desigwd under our 
supcrvision, to cnsure that niatcrial infornmtion relating to  the registrant, including its consolidated subsidiaries, is made known to 
us by othcrs within those entities, particularly during the period in which this rcport is bcing prepared; 

Dcsigned such internal control over financial reporting, or causcci such intcrnal control ovcr financial reporting to be designed 
iindcr our  supcrvision, to provide reasonablc assurancc regarding the reliability of financial rcporting and the preparation of 
financial statenicnts for external purposes in accordance with gcncrally acccptcd accounting principles; 

Evaluatcd the cffectivcness of the registrant's disclosurc controls and procedures and presented in this report our conclusions about 
the effcctivencss of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and , 

Disclosed in this report any change in the registrant's internal control over financial rcporting that occurred during the registrant's 
most rccent fiscal qiiarter (the registrant's fourth fiscal quarter in the case of an annual report) that has niatcrially affected, or is 
reasonably likely to materially affcct, the registrant's internal control ovcr financial reporting, and 

b 

c. 

d. 

The registrant's other certifying officer and 1 have disclosed, based on our niost rcccnt cvaluation of intcrnal control over financial 
rcporting, to the rcgistrant's auditors and the audit committee of the rcgistrant's board of directors (or persons perforniing the equivalent 
functions): 

a All significant deficiencies and material weaknesses in the design or operation of intcrnal control over financia! reporting which 
arc rcasonably likely to adversely affect thc registrant's ability to rccord, process, siininiarize and report financial infomiation; and 

Any fraud, whether or not material, that involves management or othcr eniployccs who havc a significant role in the registrant's 
internal control over financial reporting. 

b 

Date: August 5 ,  201 1 Is/ Paul A. Farr 
Paul A Farr 
Exccutivc Vicc Prcsidcnt 
PPL. Encrgy Supply, LLC 



Exhibit 3 lie) 

CERTIFICATION 

DAVID G. DECAMPLJ, certify that: 

I have reviewed this quarterly report on Form 10-Q of PPL Electric Lltilities Corporation (the "registrant"); 

Based on my knowledge, this report docs 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 1 are responsible for establishing and niaintaining disclosure controls and procedures (as 
defined in Exchange Act R.LI~CS 13a-IS(e) and ISd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-lS(f) and 15d.-lS(f)) for the registrant and have: 

a. 

2. 

3. 

4. 

Dcsigned such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supcrvision, to ensure that material inforniation relating to the registrant, including its consolidated subsidiarics, is made known to 
us by others within those entities, particularly during the period in which this report is being prepared; 

Designcd 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 gcncrally accepted accounting principles; 

Evaiuatcd the cffcctiveness of the rcgistrant'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 
evaluaticn; 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 rcport) that has materially affected, or is 
rezsonably likely to materially affect, the registrant's internal control over financial reporting; and 

b. 

c. 

d. 

The registrant's other certifying officer and J have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the rcgistrant's auditors and the audit conmiittee 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 advcrscly affect the registrant's ability to record, process, summarize and report financial inforniation; and 

Any fraud, whctlier or not material, that involves management or other eniployees who have a significant role in the registrant's 
intcrnal control over financial reporting. 

h. 

Date: August 5, 201 I /s/ David G. DeCanipli 
David G. DeCanipli 
President 
PPL Electric Utilities Corporation 



Exhibit 31(f) 

CERTIFICATION 

ITNCENT SORGI, certify that: 

I .  I have reviewed this quarterly report on Form IO-Q of PPL, Electric Utilities Corporation (the "registrant"); 

2. Based on my knowledge, this report does not contain any untrue statenient 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 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 certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-1 S(e) and 1 Sd-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a- 1 S( f) and 1 Sd- 1 S( f)) for the registrant and have: 

a. 

3 .  

4. 

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 
its 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 o f  tile 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 <overed by this report based on such 
evaluation; 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 

b. 

c. 

d. 

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, siimniarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in thc registrant's 
internal control over financial reporting. 

b. 

Date: August 5 ,  201 1 Is/ Vincent Sorgi 
Vincent Sorgi 
Vice President and Controller 
PPL Electric Utilities Corporation 



Exhibit 3 I(g) 

CERTIFICATION 

- VICTOR A. STAFFIERI, certify that: 

1 have reviewed this quarterly report on Fomi 10-Q of LG&E and KIJ 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 statcnicnts 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 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 0 t h  certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a- 1 S(e) and 1 Sd- 1 S(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-IS(f) and ISd-l5(f)) for the registrant and have: 

a. 

2.  

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material infomiation 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 
tinder our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statcinents for external purposes in accordance with generally accepted accounting principles; 

Evaluated the effectivcness 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 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred duiing 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 niaterially affect, the registrant's internal control over financial reporting; and 

b. 

c 

d. 

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 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 information; 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: August 5,201 1 1st Victor A. Staffieri 
Victor A. Staffieri 
Chairnian, President and Chief Executive Officer 
LG&E and KU Energy LLC , 



Exhibit 31th) 

CERTIFICATION 

' S. BRADFORD RIVES, certify that: 

1 have reviewed this quarterly report on Form 10-Q of LG&E and KU Energy LLC (the "registrant"); 

Based on my knowledge, this report docs not contain any untrue statement ofa 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 b y  this report; 

Based on niy 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 prescnted in this report; 

The registrant's other certirjling officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-IS(e) and 15d-I5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-I5(f) and 15d-IS(f)) for the registrant and have: 

a. 

2. 

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material infomiation 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; 

Designcd such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
undcr our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statenicnts 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 ofthe disclosure controls and procedures, as ofthe end of the period covered by this report based on such 
evaluation; and 

Discloscd 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 quartcr in the case of an annual report) that has niaterhlly affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

b. 

c. 

d 

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 
arc reasonably likely to adversely affect the registrant's ability to rccord, process, summarize and report financial inforniation; and 

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. 

b 

Date: August 5,201 1 Is /  S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
L.G&E and KU Energy LLC 



Exhibit 31(i) 

CERTIFICATION 

VICTOR A. STAFFIERI, certify that: 

I have reviewed this quarterly report on Fomi IO-Q of Louisville Gas and Electric 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, in light of the circumstances under which such statements were made, not niisleading 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 procedsres (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-I5(f) and 15d-I5(f)) for theregistrant and have: 

a. 

2. 

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material inforniation 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 o f  the period covered by this report based on such 
evaluation; 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 i s  
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

b. 

c. 

d. 

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 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 information; 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: August 5 ,  201 I Is1 Victor A. Staffieri 
Victor A. Staffieri 
Chaimian, President and Chief Executive Officer 
Louisville Gas and Electric Company 



Exhibit 31Q) 

CERTIFKATION 

S. BRADFORD RIVES, certify that: 

I have reviewed this quarterly report on Form IO-Q of Louisville Gas and Electric Company (the "registrant"); 

Based on niy 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 statentents, and other financial information included in this report, fairly present in all material 
respects the financial conditinq resirlts 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-15(e) and ISd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-lS(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 inforniation 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 cov5red by this report based on such 
evaluation; 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 

2 

3. 

4. 

b. 

c. 

d. 

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 information; 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: August 5,201 1 /SI S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
Louisville Gas and Electric Company 



Exhibit 31(k) 

CERTIFICATJON 

- VICTOR A. STAFFIERI, certify that: 

J have reviewed this quarterly report on Form IO-Q of Kentucky 1JtiIities 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, 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 ISd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a- 1 S(f) and 1 Sd- I5(f)) for the registrant and have: 

a. 

2. 

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material infomiation 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 rcport is  being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
undcr our supcrvision, to provide reasonable assurance regarding thc reliability of financial reporting and the preparation of 
financial stateiiients for external purposes in accordance with generally accepted accounting principles; 

Evakiated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectivmess of the disclosure controls and procedures. as of the end of the period covered by this rcport based on such 
evaluation; 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 quartcr (the registrant's fourth fiscal quarter in the case of an annual report) that has niaterially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

b. 

c. 

d. 

The  registrant's othcr 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 rcasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial infomiation; and 

Any fraud, whcther or not material, that involves management or othcr employees who have a significant role in the registrant's 
internal control over financial reporting. 

b. 

Date: August 5, 201 1 1st Victor A. Staffieri 
Victor A. Stafferi 
Chairman, President and Chief Executive Officer - Kentucky Utilities Company 



Exhibit 31(1) 

CERTIFICATION 

' S. BRADFORD RIVES, certify that: 

I have reviewed this quarterly report on Forni 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, in light of the circumstances under which such statenients 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 o f  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-IS(e) and ISd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-l5(f) and ISd-l5(f)) for the registrant and have: 

a. 

2. 

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material infomiation 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 statenicnts for external purposes in accordance with generally accepted accounting principles; 

Evaluated thc 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 

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 

b. 

c 

d. 

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 
arc rcasonably likely to advcrsely affect the registrant's ability to record, process, summarize and report financial infomiation; and 

Any fraud, whether or not material, that involves iiianagenicnt or other eniployees who have a significant role in the registrant's 
internal control over financial reporting. 

b 

Date: August 5 ,  201 1 /s/ S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
Kentucky Utilities Company 



CERTlFICATE PURSUANT TO I8 l.J.S.C. SECTION 13.50 
AS ADOPTED PURSIJANT TO SECTION 906 OF THE SARBANES-OXLEY ACTOF 2002 

FOR PPL CORPORATION'S IO-Q FOR THE QUARTER ENDED JUNE 30,201 1 

Exhibit 32(a) 

In connection with the quarterly report on Form IO-Q of PPL, Corporation (the "Company") for the quarter ended June 30,201 I ,  as 
,lied with the Securities and Exchange Commission on the date hereof (thc "Covered Report"), I, the principal executive officer of the 
Company, pursuant to 18 U.S.C. Section 13.50, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

a The Covered Report fully complies with the requirements of  Section l3(a) or 1S(d) of the Securities Exchange Act of  
1934, as amended; and 

a The information contained in the Covered Report fairly presents, in ail material respects, the financial condition and 
results of operations of the Company. 

Date: August 5, 201 1 /s/ James H. Miller 
James H. Miller 
Chairman and Chief Executive Officer 
PPL Corporation 

A signed original ofthis written statement required by Section 906 has been provided to the Company and will be retained by thc 
Company and furnished to the Securities and Exchange Commission or its staff upon request. 



CERTIFICATE PURSUANT TO I8 U.S.C. SECTION 1350 

FOR PPL, CORPORATION'S IO-Q FOR THE QtJARTER ENDED JUNE 30,201 1 
AS ADOPTED PURSUANT TO SECTKIN 906 OF THE SARBANES-OXLEY ACT OF 2002 

Exhibit 32(b) 

In connection with the quarterly report on Form IO-Q of PPL Corporation (the "Company") for the quarter ended June 30, 201 1, as 
,lied with the Securities and Exchange Coniniission 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 1.5(d) of the Securities Exchange Act of 

e The infomiation contained in the Covered Report fairly presents, in all material respects, the financial condition and 

1934, as amended; and 

results of operations of the Company. 

Date: August 5 ,  201 1 1st Paul A. Farr 
Paul A. Farr 
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 fiimished to the Securities and Exchange Commission or its staff upon request. 



CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 13.50 

FOR PPL, ENERGY SUPPLY, LLC'S I O - Q  FOR THE QUARTER ENDED JUNE 30,201 1 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT O F  2002 

Exhib;t 32(c) 

In connection with the quarterly report on Fomi IO-Q o f  PPL Energy Supply, LL.C (the "Company") for the quarter ended June 30, 
,JI I ,  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 I.J.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

0 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 

0 The information contained in the Covered Report fairly presents, in all material respects, the financial condition and 
results of operations of the Conipany. 

Date: August 5,201 I /s/ James H. Miller 
James H. Miller 
President 
PPL, Energy Supply, L.LC 

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. 



CERTIFICATE PlJRSUANT TO 18 U.S.C. SECTION 1350 
AS ADOPTED PURSIJANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

FOR PPL ENERGY SUPPLY, L.L,C'S 10-0 FOR THE QIJARTER ENDED JUNE 30,201 1 

Exhibit 32(d) 

In connection with the quarterly report on Form 10-Q of PPL, Energy Supply, L.LC (the "Company") for the quarter ended June 30, 
- ~ 1  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 1J.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 requirenlents of Section 13(a) or 15(d) of the 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: August 5,201 1 1st Paul A. Farr 
Paul A. Fan 
Executive Vice President 
PPL Energy Supply, L.LC 

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. 



Exhibit 32(e) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL ELECTRIC UTILITIES CORPORATION'S IO-Q FOR THEQUARTER ENDED JUNE 30,201 1 

In connection with the quarterly report on Form IO-Q of PPL Electric Utilities Corporation (the "Company") for the quarter ended 
,dne 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 1J.S.C. Section 13.50, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby 
cert i fi that: 

o The Covered Report fully complies with the requirements of Section I3(a) or 1S(d) of the Securities Exchange Act of 
1934, as amended; and 

B The infomiation contained in the Covered iieport fairly presents, in all material respects, the financial condition and 
results of operations of the Company. 

Date: August 5, 201 I /s/ David G. DeCampli 
David G. DeCampli 
President 
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 fbrnishetf to the Securities and Exchange Commission or its staffupon request. 



Exhibit 32(f) 
CERTIFICATE PlJRSUANT TO 18 U.S.C. SECTION 13.50 

FOR PPL ELECTRIC 1JTlLITlES CORPORATION'S IO-Q FOR THE QUARTER ENDED JUNE 30,201 1 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the quarterly report on Form I 0-Q of PPL Electric IJtilities Corporation (the "Conipany") for the quarter ended 
J m e  30, 201 1, as filed with the Securities and Exchange Conimission on the date hereof(the "Covered Report"), I, the principal financial 
officer of the Company, pursuant to 18 U.S.C. Section 13.50, 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 1 S(d) of the Securities Exchange Act of 

B The infomiation contained in the Covered Report fairly presents, in all material respects, the financial condition and 

1934, as amended; and 

results of opera ths  of the Company. 

Date: August 5,201 1 /SI Vincent Sorgi 
Vincent Sorgi 
Vice President and Controller 
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. 



CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

FOR LG&E AND KU ENERGY LLC’S IO-Q FOR THE QUARTER ENDED JUNE 30,201 1 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

Exhibit 32(g) 

In connection with the quarterly report on Forni 10-Q of L.G&E and KU Energy L.LC (the “Company”) for the quarter ended June 30, 
I ,  as filed with the Secirritics and Exchange Commission on the date hereof (the “Covered Report“), I, the principal executive officer of the 

Company, pursuant to 18 1J.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 13(a) or 1.5(d) of the Securities Exchange Act of 

e The information contained in the Covered Report fairly presents, in all material respects, the financial condition and 

1934, as amended; and 

results of operations of the Company. 

Date: August 5, 201 1 I s /  Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 
L,G&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 fiirnished to the Securities and Exchange Commission or its staff upon request. 



CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 13.50 
AS ADOPTED PlJRSlJANT TO SECTION 906 O F  T H E  SARBANES-OXL.EY ACT OF 2002 
FOR L,G&E AND KlJ ENERGY LLC’S IO-Q FOR T H E  QlJARTER ENDED JUNE 30,201 1 

Exhibit 32(h) 

In connection with the quarterly report on Form IO-Q of L.G&E and KU Energy LLC (the “Company”) for the quarter ended June 30, 
. J I  I ,  as filed with the Securities and Exchange Coniniission on the date hereof (the “Covered Report”), I, the principal financial officer ofthe 
Company, pursuant to 18 1J.S.C. Section 13.50, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of  2002, hereby certify that: 

T h e  Covered Report fully complies with the requirements of Section 13(a) or 1 S(d) of the 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: August 5,201 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 Commission or its staff upon request. 



Exhibit 32(i) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 13.50 

AS ADOPTED PIJRSUANT TO SECTION 906 OF THE SARBANES-OXL.EY ACT OF 2002 
FOR L.OUlSV1LL.E GAS AND ELECTRIC COMPANY'S 10-Q FOR THE QTJARTER ENDED JUNE 30,20 L 1 

In connection with the quarterly report on Fomi IO-Q of L.ouisville Gas and Electric Company (the "Company") for the quarter ended 
.le 30, 201 1, as filed with the Securities and Exchange Conmission on the date hereof (the "Covered Report"), I, the principal executive 

officer of the Company, pursuant to 18 U.S.C. Section 13.50, as adopted pursuant to Section 906 of the Sarbanes-Oxlcy Act of 2002, hereby 
certify that: 

The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Seciirities Exchange Act of 
1934, as amended; and 

o The infomiation contained in the Covered Report fairly presents, in all material respects, the 6nancial 1,ondition and 
results of operations of the Company. 

Date: August 5,201 1 /sf Victor A. Stafferi 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 
Louisville Gas and Electric Company 

A signcd 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. 



Exhibit 326) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

FOR LOUISVILLE GAS AND ELECTRIC COMPANY'S IO-Q FOR THE QUARTER ENDED JUNE 30,201 1 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the quarterly report on Fomi IO-Q of Louisville Gas and Electric Company (the "Company") for the quarter ended 
June 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-Oxley Act of 2002, hereby 
certify that: 

o The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 

e The infomiation contained in the Covered Report fairly presents, in all material respects, the financial condition and 

1934, as amended; and 

results of operations of the Company. 

Date: August 5,201 1 /s/ 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 firrnished to the Securities and Exchange Commission or its staff upon request. 



CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 
AS ADOPTED PURSIJANT TO SECTION 906 OF THE SARBANES-OXL,EY ACT OF 2002 

FOR KENTIJCKY UTILITIES COMPANY'S IO-Q FOR THE QUARTER ENDED JUNE 30,201 1 

Exhibit 32(k) 

In connection with the quarterly report on Forni IO-Q of Kentucky Utilities Company (the "Company") for the  quarter ended June 30, 
LO] 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 I8 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

o The Covered Report fully complies with the requirements of Section 13(a) or I S(d) of the Securities Exchange Act of 
1934, as amended; and 

o The information contained in the Covered Report fairly presents, in all material respects, the financial condition and 
results of operations of the Company. 

Date: August 5, 201 1 /sf Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 
Kentucky Utilities Conipany 

A signed original of this written statement required by Section 906 has been provided to thc Company and will be retained by the 
Company and furnished to the Securities and Exchange Commission or its staff upon rcqucst. 



CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXL.EY ACT OF 2002 

FOR KENTUCKY UTILITIES COMPANY'S 10-Q FOR THE QUARTER ENDED JTJNE 30,201 1 

Exhibit 32(1) 

In connection with the quarterly report on Form 10-Q of Kentucky Utilities Company (the "Company") for the quarter ended June 30, 
d 1 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-Oxley Act of 2002, hereby certify that: 

o The Covered Report fully complies with the requirements of Section I3(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: August 5,201 1 Is/ S. Bradford Rives 
S. Bradford 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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(Exact name of Registrant as specified in its charter) 
(Kentucky) 
220 West Main Street 
Louisville, KY 40202- 1377 
(502) 627-2000 

Kentucky Utilities Company 
(Exact name of Registrant as specified in its charter) 
(Kentucky and Virginia) 
One Quality Street 
Lexington, KY 40507-1462 
(502) 627-2000 

IRS Employer 
Identification No. 

23-2758 192 

23-3074920 

23-0959.590 

20-0523 163 

61-0264150 

61-0247570 



Indicate 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 nionths (or for such shorter period that the registrants were required to file such reports), and (2) have 
' '9n 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 

Indicate by check mark whether the registrants have submitted electronically awl posted on their corporate Web site, if any, every Interactive 
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T ($232.405 of this chapter) during the preceding 12 
nionths (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 
L,ouisville Gas and Electric Company 
Kentucky Utilities Company 

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 accelcrated filer," "accelerated filer" and "smaller reporting company" in Rule 12b-2 of the Exchange 
Act. 

Large accelerated Accelerated Non-accelerated 
filer filer filer 

PPL Corporation [ X I  [ I  [ I  
PPL Energy Supply, LLC [ I  [ I  [ X I  
PPL, Electric Utilities Corporation E l  [ I  [ X I  
LG&E and KU Energy L,LC [ I  [ I  [ X I  
Louisville Gas and Electric Company [ I  [ I  [ X I  
Kentucky Utilities Company [ I  [ I  CXl 

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

Smaller reporting 
company 

PPL Corporation 
PPL Energy Supply, LLC 
PPL Electric Utilities Corporation 
LG&E and KU Energy LLC 
Louisville Gas and Electric Company 
Kentucky Utilities Company 

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, $.01 par value, 578,298,607 shares outstanding at October 31, 201 1. 

PPL Energy Supply, LLC 

PPL Electric IJtiIities Corporation 

L.G&E and K7J Energy LL,C 

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

Common stock, no par value, 66,368,056 shares outstanding and all held by PPL, 
Corporation at October 3 1,201 1. 

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, 21,294,223 shares outstanding and all held by L,G&E 
and KU Energy LLC at October 3 1,201 1. 

Kentucky IJtilities Company Common stock, no par value, 37,8 17,878 shares outstanding and all held by LG&E 
and KU Energy LLC at October 3 1,201 1 

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

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

PPL Corporation and its current and fornier subsidiaries 

itral Networks - collectively Central Networks East plc, Central Networks Limited and certain other related assets and liabilities. On April 
., 201 1, 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 L.imited (subsequently renamed WPD Midlands Holdings Limited), and Central Networks East plc 
(subsequently renamed Western Power Distribution (East Midlands) plc) are British regional electricity distribution utiiity companies. 

KU - Kentucky IJtilities 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 and the distribution and sale of natural gas in Kentucky. The subsidiary was acquired by PPL through the 
acquisition of LKE in November 2010. 

LGLE and KUServices Company - L,G&E and KIJ Services Company (formerly E.ON U.S. Services Inc.), a subsidiary of LKE that 
provides services for L.KE and its subsidiaries. 

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

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

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

PPL Electric - PPL. Electric Utilities 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 PL,R. 

PPZ, Energy Fimiing - PPL. Energy Funding Corporation, a subsidiary of PPL and the parent holding company of PPL, Energy Supply, PPL 
"'obal (effective January 201 1) and other subsidiaries. 

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

PPZ, Energy Srrpply - 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. 

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

PPZ, Global - PPL Global, LL,C, a subsidiary of PPL Energy Funding that primarily owns and operates a business in the TJ.K., WPD, that is 
focused on the regulated distribution of electricity. In January 201 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. 

PPZ, Martiris 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. 

PPI, Services - PPL Services Corporation, a subsidiary of PPL that provides services for PPL, and its subsidiaries. 
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PPL Srisquelrarrrta - PPL. Susquehanna, L,LC, the nuclear generating subsidiary of PPL Generation. 

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

. 2 WW - PPL WW Holdings Limited (formerly Western Power Distribution Holdings Lhi ted) ,  an indirect, wholly owned 1J.K. subsidiary 
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. 

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

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

WPD (South Wesl) - Westem Power Distribution (South West) pic, 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 generating stations in western Kentucky until July 
2009. 

Other terms and abbreviations 

S - British pounds sterling. 

2001 Mortgage Indenture - PPL Electric's Indenture, dated as of August 1,2001, to The Bank of New York Mellon (as successor to JPMorgan 
Chase Bank), as trustee, as supplemented. 

'IO Bridge Faciliq - an up to $6.5 billion Senior Bridge Term L,oan Credit Agreement between PPL Capital Funding, as borrower, and PPL, 
garantor, 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 1J.S. 

2010 Eqiiity lJnit(s) - a PPL equity unit, issued in June 2010, consisting of a 2010 Purchase Contract and, initially, a S.O% undivided beneficial 
ownership interest in $1,000 principal amount of PPL Capital Funding 4.625% Junior Subordinated Notes due 201 8. 

2010 Form IO-K - Annual Report to the  SEC on Form 10-K for the year ended December 3 1,2010. 

2010 Purchase Cuntract(s) - 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. 

2011 Bridge Facility - the f3.6 billion Senior Bridge Term 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 
Amendment No. 1 thereto dated April 15,201 1. 

2011 Equity lJnit(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. 

2011 Purcliase Contract(s) - a contract that is a component of a 201 1 Equity Unit that requires holders to purchase shares of PPL common 
stock on or prior to May 1,2014. 
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201 I Registration Stafernerit(s) ~ refers to the registration statements on Form S-4 filed with the SEC by each of LKE (Registration NO. 333- 
17366.5) on April 21,201 I ,  L,G&E (Registration No 333-173676) on April 22,201 1 and KU (Registration No. 333-173675) on April 22,201 1, 
each as amended by Amendment No. 1 filed with the SEC on May 26,201 1 and effective June 1,201 1. 

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

Act 129 - 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 
far 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 projects of regulated 
businesses, which is capitalized as part cf constniction costs. 

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

AOCI - accumulated other comprehensive income or loss. 

ARO - asset retirement obligation. 

Baseloudgeneraticirr - 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 Interstate Rule. 

Cleat1 Air Act - federal legislation enacted to address certain environmental issues related to air emissions, including acid rain, ozone and toxic 
air emissions. 

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

,PCN - Certificate of Public Convenience and Necessity. A license given to a public utility by the KPSC to build and own transmission 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 from 
power plants across state boundaries. The CSAPR replaces the 2005 CAIR, which the US .  Court of Appeals for the D.C. Circuit ordered the 
EPA to revise in 2008. The court allowed CAIR to remain in place temporarily while the EPA worked to finalize the replacement rule. 

Custottrer C/ioice A d  - thc 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 nortrinlized - the flow-through income tax impact related to the state regulatory treatment of depreciation-related timing 
differences. 

Dodd-Frank Acr - 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. 
... 
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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 for implementing cost-effective DSM 
-ograms. The cost of such programs shall be assigned only to the class or classes of customers which benefit from the programs. 

-8 - Environmental Cost Recovery. Pursuant to Kentucky Revised Statute 278.1 83, 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. 

EMF - electric and magnetic fields. 

E.ONAG - a German corporation and the parent of E.QN IJK plc, the former Darent of Central Networks. 

EPA - Environmental Protection Agency, a 7J.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. L,G&E and KU are participants in a sale-leaseback transaction 
involving two combustion turbines at the station. 

FERC - Federal Encrgy Regulatory Commission, the fe3eral agency that regulates, among other things, interstate transmission and wholesale 
sales of electricity, hydroelectric power projects and related matters. 

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

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

Fiindatnetztal Change - as it relates to the terms of the 201 I 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 U S  

GBP - British pound sterling. 

GHG - greenhouse gas(es). 

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

ffealtlr Care Refiwtn - 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. 

Intertnediate 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 an IRP with the KPSC. The filing is to provide the utilities' load forecasts and resource plans to meet kture 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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I S 0  - Independent Systeni Operator. 

KPSC - Kentucky Public Service Cornmission, the state agency that has jurisdiction over the regulation of rates and service of utilities in 
"entucky. 

,.BOR - London Interbank Offered Rate. 

Lotig Islandgetieration biisiness - includes a 79.9 MW gas-fired plant in the Edgewood section of Brentwoad, 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. 

M I S 0  - 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 ail 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. 

MW - megawatt, one thousand kilowatts. 

NDT - PPL Susquehanna's nuclear plant decommissioning trust. 

NERC - North Amencan Electric Reliability Corporation. 

NGCC - Natural gas-fired combined-cycle turbine. 

NPDES - National Pollutant Discharge Ehicdtion 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. 

T I  .. other comprehensive income or loss 

dfgem - 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 in the background. There are 
emission regulations that limit the opacity in power plant stack gas emissions. 

OVEC - Ohio Valley Electric Corporation, located in Piketon, Ohio, an entity in which L.KE indirectly owns an 8.13% interest (consists of 
L,G&E's 5.63% and KlJ'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, Pennsylvania, Tennessee, Virginia, West Virginia and the 
District of Columbia. 

PZ,R - 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. 

Piirclzase Contracts - refers collectively to the 2010 and 201 1 Purchase Contracts. 
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PURTA - The Pennsylvania Public Utility Realty Tax Act. 

RA V - regulatory asset value. This term is also commonly known as RAB or regulatory asset base. 

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 transmission projects that are needed to maintain reliability standards 
and that are reviewed and approved by the PJM Board. 

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

Rev. Proc(s ). - Revenue Procedure(s), an official published statement by the IRS of a matter of  procedural importance to both taxpayers and 
the TRS concerning administration of the tax 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 s u l h r  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 1933 - the Securities Act of 1933, 15 U.S. Code, Sections 77a-77aa, as amended. 

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

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

Smart nietering 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 this technology also strengthens network reliability. 

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

TC2 - Trinible 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 agreeitrent - 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. 

TR4 - 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. 

V7E - variable interest entity. 
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Volirnretric risk - the risk that the actual load volumes provided under fiill-requirement sales contracts could vary significantly from forecasted 
volumes. 

- 'TCC - Virginia State Corporation Commission, the state agency that has jurisdiction over the regulation of Virginia corporations, including 
ities. 

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 <EQTJITY> AQRI (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 detemiined, 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 10-Q concerning expectations, beliefs, plans, objectives, goals, strategies, hture events or performance and 
Tderlying assumptions and other statements which are other than statements of historical fact are "forward-looking statements" within the 

.d assuniptions reflected in these statements are reasonable, there can be no assurance that these expectations will prove to be 
nning of the federal securities laws. Although PPL, PPL Energy Supply, PPL Electric, LKE, LG&E and KU believe that the expectations 

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 1A. Risk Factors" in this Form IO-Q and each 
Registrant's 201 0 Form 10-K (in the case of PPL, PPI, Energy Supply and PPL Electric) or 201 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 10-Q 
report, the following are among the important factors that could cause actual results to differ materially from the forward-looking statements. 
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fuel supply cost and availability; 
continuing ability to recover fuel costs and environmental expenditures in a timely manner at LG&E and KU, and natural gas supply costs 
at L,G&E; 
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; 
potential laws or regulations to reduce emissions of "greenhouse" gases or the physical effects of climate change; 
collective labor bargaining negotiations; 
the outcome of litigation against PPL and its subsidiaries; 
potential effects of threatened or actual terrorism, war or other hostilities, or natural disasters; 
the commitments and liabilities of PPL and its subsidiaries; 
market demand and prices for energy, capacity, transmission services, emission allowances, RECs and delivered fuel; 
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; 
capital market conditions, including the availability of capital or credit, changes in interest rates and certain economic indices, and 
decisions regarding capital structure; 
stock price performance of PPL; 
volatility in the fair value of debt and equity securities and its impact on the value of assets in the NDT funds and in defined benefit plans, 
and the potential cash funding requirements if fair value declines; 
interest rates and their effect on pension, retiree medical, and nuclear decommissioning liabilities, and interest payable on certain debt 
securities; 
volatility in or the impact of other changes in financial or commodity markets and economic Conditions; 
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; 
changes in securities and credit ratings; 
foreign currency exchange rates; 
currcnt and future environmental conditions, regulations and other requirements and the related costs of compliance, including 
environmental capital expenditures, emission allowance costs and other expenses; 
legal, regulatory, political, market or other reactions to the 201 1 incident at the nuclear generating facility at Fukushima, Japan, including 
additional NRC requirements; 
political, regulatory or economic conditions in states, regions or countries where PPL or its subsidiaries conduct business; 
receipt of necessary governmental permits, approvals and rate reliec 
new state, federal or foreign legislation, including new tax, environmental, healthcare or pension-related legislation; 
state, federal and foreign regulatory developments; 
the outcome of any rate cases by PPI., Electric at the PUC or the FERC; by LG&E at the KPSC; by KU at the KPSC, VSCC, TRA or the 
FERC; or by WPD at Ofgem in the IJ.K.; 
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, markets and technologies; 
performance of new ventures; and 

1 



o business dispositions or acquisitions and our ability to successfully operate such acquired businesses and realize expected benefits from 
business acquisitions, including PPL's 201 I acquisition of WPD Midlands and 2010 acquisition of LKE. 

y such forward-looking statements should be considered in light of such important factors and in conjunction with other documents of PPL, . r'L Energy Supply, PPL, Electric, LKE, LG&E and KU on file with the SEC. 

New factors that could cause actual results t a  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, L.KE, L.G&E or KU 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 and 
KU undertake no obligation to update the information contained in such statement to reflect subsequent developments or information. 

. .  
2 



(THIS PAGE LEFT BLANK TNTENTIONALLY .) 

3 



PART 1. FINANCI_AL-I__NFORMATlON 
ITEM 1. Financial-Statements 

INDENSED CONSOLIDATED STATEMENTS OF INCOME . /l, Corporation and Subsidiaries 
(Unauditcd) 
(Millions of Dollars, except share dota) 

Operating Revenues 
Utility 
Unregulated retail electric and gas 
Wholesale energy marketing 

Realized 
Unrealized economic activity (Note 14) 

Net energy trading margins 
Energy-related businesses 
Total Operating Revenues 

Operating Expenses 
Operation 

Fuel 
Eneryy purchases 

Realized 
lJnrealized economic activity (Note 14) 

Other operation and maintenance 
Depreciation 
Taxes, other than income 
energy-related businesses 
’otal Operating Expenses 

Operating Income 

Other Income (Expense) .- net 

Other-Than-Temporary Impairments 

Intcrest Expense 

Income from Continuing Operations Before Income Taxes 

Income Taxes 

Income from Continuing Operations After Income Taxes 

Income (Loss) from Discontinued Operations (net of income taxes) 

Net Income 

Net Income Attributable to Noncontrolling Interests 

Net Income Attributable to PPL Corporation 

Amounts Attributable to PPL, Corporation: 
Income from Continuing Operations After Income Taxes 
Income (Loss) from Discontinued Operations (net of income taxes) 
4et Income 

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

Nine Months Ended Three Months Ended 
September 30, September 30, 

201 1 201 0 201 1 201 0 

$ 1,675 $ 732 $ 4,695 $ 2,438 
189 116 517 32 1 

907 1,192 2,677 3,782 
216 52 229 (190) 

(7) (20) 14 (4) 
3i  1’ 

3,120 2,179 8,519 6,658 

. ,  
140 107 387 

603 322 1,492 810 

362 386 1,467 2,132 
176 300 49 418 
735 366 2,041 1,229 
252 127 697 376 
90 56 238 181 

135 IO0 368 288 
2,353 1,657 6,352 5,434 

767 522 2,167 1,224 

5 6 3 

240 171 678 413 

559 325 1,481 790 

110 19 429 152 

449 306 1,052 63 8 

2 (38) 

449 253 1,054 600 

(53) 

5 5 13 17 

$ 444 $ 248 $ 1,041 $ 583 

$ 444 $ 301 $ 1,039 $ 62 1 
2 (38) 

583 $ 
(53) 

444 $ 248 $ 1,041 $ 

$ 0.76 $ 0.62 $ 1.91 $ 1.49 



Diluted 

Basic 
Diluted 

Net Income Available to PPL Corporation Common Shareowners: 
$9 0.76 $ 0.62 $ 1.91 $ 1.49 

s 0.76 $ 0.51 $ 1.92 $ 1.40 
s 0.76 $ 0.51 $ 1.91 f~ 1.40 

/idends Declared Per Share of Common Stock $ 0.350 $ 0.350 $ 1.050 $ 1.050 

Weighted-Average Shares of Common Stock Outstanding (in thousands) 
Basic 577,595 482,552 541,135 4 14,068 
Diluted 578,054 482,762 541,480 414,287 

The accomnpanyiiig Notes lo Condensed Financial Statements are an integral part oftlie finaiicial staterneiits 
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CONDENSED CONSOLJDATED STATEMENTS OF CASH FLOWS 
PPL Corporation and Subsidiaries 
(IJnauditcd) 

Vions oJDo f fars) 

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

Depreciation 
Amonizati on 
Defined benefit plans - expense 
Deferred income taxes and investment tax credits 
Impairment of assets 
Unrealized (gains) losses on derivatives, and other hedging activities 
Provision for Montana hydroelectric litigation 
Other 

Accounts receivable 
Accounts payable 
Unbilled revenues 
Prepayments 
Counterparty collateral 
Taxes 
Reguldtory assets and liabilities, net 
Accrued interest 
Other 

Defined benefit plans - funding 
Other assets 
Other liabilities 

Change in current assets and current liabilities 

Other operating activities 

Net cash provided by operating activities 

Expenditures for property, plant and equipment 
Proceeds from the sale of certain non-core generation facilities 
Proceeds from the sale of the Long Island generation business 
Acquisition of WPD Midlands 
Purchases of nuclear plant decommissioning trust investments 
Proceeds from the sale of nuclear plant decommissioning trust investments 

Cash Flows from Investing Activities 

Proceeds from the sale of other investments 
Net (increase) decrease in restricted cash and cash equivalents 
Other investing activities 

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

Issuance of long-term debt 
Retirement of long-term debt 
Issuance of common stock 
Payment of common stock dividends 
Redemption of preferred stock of a subsidiary 
Debt issuance and credit facility costs 
Net increase (decrease) in short-term debt 
Other financing activities 

Net cash provided by (used in) financing activities 
Effect of Exchange Rates on Cash and Cash Equivalents 
Net Increase (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
r a sh  and Cash Equivalents at End of Period 

Nine Months Ended 
September 30, 

201 1 2010 

$ 1,054 $ 600 

6P7 
180 
165 
403 

13 

10 
87 

(1 90) 

387 
156 
72 

( 179) 
118 
595 
62 
54 

(93) 

(48) 

(31) 

74 
37 

169 
45 

56 
26 

5,245 1,750 

2,281 2,425 
(708) 

(543) (397) 
(54) 

(84) (79) 
(322) (443) 
(65) (162 

5,804 3,186 
(25) 10 
586 4,052 
925 80 1 

$ 1,511 $ 4,853 

The accompanying Notes lo Coiidensed Financial Sfalemeitls ore an irifegralpart 91 t/x?/~r~a~icial slalemenls. 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
PPL, Corporation and Subsidiaries 

lnauditcd) 
Vioiis ofDo//aix8 slrare,s i ~ r  ~liousurids) 

Assets 

Current Assets 
Cash and cash equivalents 
Short-term investments 
Restricted cash and cash equivalents 
ACCOUII~S receivable (less reserve: 201 1, $42; 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 

Investments 
Nuclear plant decomniissioning trust hnds 
Other investments 
Total Investments 

Property, Plant and Equipment 
'.egulated utility plant 
,ess: accumulated depreciation - regulated utility plant 

Non-regulated property, plant and equipment 
Regulated utility plant, net 

Generation 
Nuclear fuel 
Other 

Non-regulated propcry, plant and equipment, net 
Less: accumulated depreciation - non-regulated property, plant and equipment 

Construction work in progress 
Property, Plant and Equipment, net (a) 

Regulatory assets 
Goodwill (Note 1.5) 
Other intangibles (a) 
Price risk management assets 
Other noncurrent assets 
Total Other Noncurrent Assets 

Other Noncurrent Assets 

Total Assets 

September 30, December 31, 
201 1 2010 

$ 1,511 !$ 
16 
62 

753 
122 
664 
633 
166 

1,393 
22 

19 

925 
163 
28 

652 
90 

789 
643 
43 5 

1,918 
70 

374 
85 

51 16 
5,412 6,188 

594 618 
77 75 

671 693 

22,865 15,994 
3,419 3,037 

19,446 12,957 

10,395 10,165 
620 578 
52 1 403 

5,609 5,440 
5,927 5,706 
1,549 2,160 

26,922 20,823 

1,277 1,180 
4,196 1,76 1 
1,074 966 

726 65.5 
678 57 1 

7,951 5,133 

$ 40,956 $ 32,837 

(a) At Scptcmbcr 30, 201 I and Dcccmbcr 31,2010, includes $419 million and $424 million of PP&E, consisting primarily of "Gcneration," including leasehold improvements, 
and $I I million of "Other intangiblcs" from thc consolidation of a VIE that is the owncdlcssor of the Lowcr Mt. Bcthcl plant. 

The ucconipaiijli,ig Notes io Coiide~rsed Fiiiancid Slafenieiils are uii bifegralpar/ of the Jiiiaiicial sfaferiienfs. 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
"PL Corporation and Subsidiaries 

wditcd) 
itions of Dollms, sliares in tltorrsonds) 

September 30, December 31, 
201 1 2010 

Liabilities and Equity 

Current Liabilities 
Short-term debt 
Long-term debt 
Accounts payable 
Taxes 
Interest 
Dividends 
Price risk management liabilities 
Counterparty collateral 
Regulatory liabilities 
Other current liabilities 
Total Current Liabilities 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Investment tax credits 
Price risk management liabilities 
Accrued pension obligations 
Asset retirement obligations 
Regulatory liabilities 
Xher deferred credits and noncurrent liabilities 
iota1 Deferred Credits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Notes 6 and 10) 

Equity 
PPL Corporation Shareowners' Common Equity 

Common stock - $0.01 par value (a) 
Additional paid-in capital 
Earnings reinvested 
Accumulated other coniprehensive loss 
Total PPI, Corporation Shareowners' Common Equity 

Noncontrolling Interests 
Total Equity 

$ 428 $ 
502 

1,120 
109 
294 
207 
805 
65 
83 

694 
502 

1,028 
134 
166 
174 

1,144 
338 
109 

927 925 
4,540 5,214 

17,675 12,161 

3,451 2,563 
273 237 
508 470 

1,027 1,496 
479 435 

1,020 1,031 
867 752 

7,625 6,984 

6 
6,795 
4.547 

5 
4,602 
4,082 

(500) (479) 
10,848 8,210 

268 268 
11,116 8,478 

s 40,956 $ 32,837 Total Liabilities and Equity 

(a) 780,000 sharcs authorizcd; 577,844 and 483,391 shares issued and outstanding at Scptcmbcr 30,201 I and Dcccmbcr 31,2010. 

The acconiponying Notes IO Condensed Finaiicial Slarenwils are ai? bllegra1put.t of (lie finuncial stutenietils 
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CONDENSED CONSOLIDATED STATEMENTS OF EQUITY 
PPL Corporation and Subsidiaries 
'I Inauditcd) 

Ilions of Dollars) 

June 30,2011 
Common stock issued (h) 
Stock-based compensation 
Net income 
Dividends, dividend equivalents 

and distributions (d) 
Other comprehensive 

income (loss) 
September 30,201 1 

December 31,2010 
Common stock issued (b) 
Purchase Contracts (c) 
Stock-based compensation 
Net income 
Dividends, dividend equivalents 

and distributions (d) 
Other comprehensive 

income (loss) 
September 30,2011 

ne 30,2010 
Jmmon stock issued (b) 

Purchase Contracts (c) 
Stock-based compensation 
Net income 
Dividends, dividend equivalents, 

Other comprehensive 

September 30,2010 

December 31,2009 
Common stock issued (b) 
Purchase Contracts (c) 
Stock-based compensation 
Net income 
Dividends, dividend equivalents, 

Other comprehensive 

September 30,2010 

redemptions and distributions (d) 

income (loss) 

redemptions and distributions (d) 

income (loss) 

PPL Corporation Shareowners 
Common 

stock Accumulated 
sha res  Additional other Non- 

outstanding Common paid-in Earnings comprehensive controlling 
Total interests (3) stock capital reinvested loss 

577,265 $ 6 $ 6,774 $ 4,306 $ (435) $ 268 $ 10,919 
579 16 16 

5 5 
444 5 449 

(65) (65) 
268 $ 11,116 577,844 $ 6 $ 6,795 $ 4,547 $ (500) $ 

483,391 $ 5 $ 4,602 $ 4,082 $ (479) $ 268 $ 8,478 
94,453 1 2,328 2,329 

6 
1,04 1 13 1,054 

(141) (141) 
6 

(2 1) (21) 
577,844 $ 6 $ 6,795 $ 4,547 $ (500) $ 268 $ 11,116 

482,188 $ 5 $ 4,553 $ 3,818 $ (439) $ 268 $ 8,205 
625 16 16 

10 10 
3 3 

248 5 253 

279 279 
482,813 $ 5 $ 4,582 S 3,897 $ (160) $ 268 $ 8,592 

319 $ 5,815 
105,630 1 2,474 2,475 

4 4 
583 17 600 

377,183 $ 4 $ 2,280 $ 3,749 $ (537) $ 

. (176) ( 1 76) 

377 377 
482,813 $ 5 $ 4,582 $ 3,897 $ (160) $ 268 $ 8,592 

(a) 
(b) 

Sharcs in thousands. Each sharc cntitlcs thc holdcr to one vote on any qucstion prcscntcd to any sharcowncrs' mccting. 
Thc ninc months cndcd Scptcmbcr 30, 201 I includes thc April issuance of 92 million sharcs of common stock. Scc Notc 7 for additional information. Thc ninc months 
cndcd Scptcmbcr 30,2010 includcs the Junc issuance of 103.5 million sharcs of common stock. Thc 201 I and 2010 pcriods includc sharcs of common stock issued through 
various stock and incentive compensation plans. 
The ninc months cndcd Scptcmbcr 30,201 1 include $123 million for thc 201 I Purchasc Contracts and $18 million of rclatcd fccs and expcnscs, net of tax. Scc Notc 7 for 
additional information. Tlic thrcc months cndcd Scptcmbcr 30,2010 includes thc rccording of a dcfcrrcd tax bcncfit for the issuancc costs rclatcd to thc 2010 Purchasc 
Contracts. Thc ninc months cndcd Scptcmbcr 30,2010 include $157 million for the 2010 Purchasc Contracts and $19 million of rclatcd fccs and cxpcnscs, net of tax 
"Earnings rcinvcstcd" includcs dividcnds and dividcnd equivalents on PPL Corporation common stock and rcstrictcd stock units. "Noncontrolling intcrcsts" includes 
dividcnds, rcdemptions and distributions to nonconholling intcrcsts, for which thc nine months cndcd Scptcrnbcr 30, 201 0 includcs $54 million paid to rcdccrn PPL Elcctric's 
prcfcrrcd stock. 

(c) 

The acconiponying Notes to Conderned Fiiiancial Slatenlenrs ore an bttegralport o/ the./inancial statements 
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CONDENSED CONSOLlDATED STATEMENTS OF COMPREHENSIVE INCOME 
PPL Corporation and Subsidiaries 
'1 lnauditcd) 

'lions of Dollurs) 

Three Months Ended 
September 30, 

201 1 2010 

Net income $ 449 $ 253 

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

benefit: 
Foreign currency translation adjustments, net of tax of($2), $1, ($I), $0 
Available-for-sale securities, net of tax of $28, ($22), $15, ($1 2) 
Qualifying derivatives, net of tax of ($ I9), ($96), ($30), ($244) 
Equity investees' other comprehensive income (loss), net of 

tax of $0, $0, $0, $0 
Defined benefit plans: 

Prior service costs, net of tax of $0, ($14), $0, ($14) 
Net actuarial gain (loss), net of tax of $0, $1 1, $0, ($20) 
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 
Qualifying derivatives, net of tax of $57, ($IS), $163, $23 
Equity investees' other comprehensive (income) loss, net of 

tax of $0, $0, $0, $0 
Defined benefit plans: 

Prior service costs, net of tax of ($2), ($2), ($5), ($6) 
Net actuarial loss, net of tax of ($4), ($4), ($I4), ($10) 
Transition obligation, net of tax of $0, $0, $0, ( $ 1 )  

otal other comprehensive income (loss) attributable to PPL 
Corporation 

Comprehensive income (loss) 
Comprehensive income attributable to noncontrolling interests 

(4) 81 
(26) 19 
41 134 

17 

7 
I (17) 

2 1 
(94) 26 

2 2 
13 9 

(65) 219 

384 532 
5 5 

Comprehensive income (loss) attributable to PPL Corporation $ 379 $ 527 

The acconipanybig Notes lo Condensed Financial Statements U I  e on inregrolpor/ of flie financiul s/amneit/s. 
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Nine Months Ended 
September 30, 

201 1 2010 

$ 1,054 $ 600 

156 (79) 
(13) 12 
48 360 

(1) 

17 
1 63 

7 

3 

7 9 
36 30 

2 

1,033 977 
13 17 

$ 1,020 $ 960 



CONDENSED CONSOLIDATED STATEMENTS OF INCOME 
PPL Energy Supply, LLC and Subsidiaries 
'' 'qauditcd) 

!ions of Dollars) 

Operating Revenues 
Wholesale energy marketing 

Realized 
Unrealized economic activity (Note 14) 

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

mating Income 

Other Income (Expense) ~ net 

Other-Than-Temporary Impairments 

Interest Income from Affiliates 

Interest Expense 

Income from Continuing Operations Before Income Taxes 

Income Taxes 

Income from Continuing Operations After Income Taxes 

Income (Loss) from Discontinued Operations (net of income taxes) 

Net Income 

Net Income Attributable to Noncontrolling Interests 

Net Income Attributable to PPL, Energy Supply 

Amounts Attributable to PPL Energy Supply: 
Income from Continuing Operations After Income Taxes 
Income (Loss) from Discontinued Operations (net of income taxes) 
Vet Income 

Three Months Ended 
September 30, 

201 1 2010 

$ 907 $ 1,192 
216 52 

5 71 
190 116 
(7) (20) 

130 97 
1,441 1,508 

358 322 

161 159 
176 30P 

1 1 
208 213 
62 59 
18 12 

130 95 
1,114 1,161 

327 347 

2 6 

5 

2 1 

52 48 

Nine Months Ended 
September 30, 

201 1 201 0 

$ 2,677 $ 3,782 

15 250 
518 32 1 

354 278 

229 (1  90) 

14 (4) 

3,807 4,437 

826 810 

701 1,289 
49 418 
3 2 

741 765 
181 176 
50 34 

350 269 
2,901 3,763 

906 674 

20 17 

6 3 

6 3 

150 150 

274 306 

104 93 

170 213 

C') 

776 54 1 

305 178 

471 363 

J J  2 189 

170 266 473 552 

1 1 1 1 

$ 169 $ 265 $ 472 $ 55 1 

$ 169 $ 212 $ 470 $ 362 
53 2 189 

$ 169 $ 265 $ 472 $ 55 1 

The accompanying Nofes fo Condensed Finomial Statements are all integral port of thejiiiaiicial slatemenis 
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CONDENSED CONSOLIDATED STATEMENTS OF CAS 
PPL Energy Supply, LL,C and Subsidiaries 
. 'iauditcd) 

'lions o/ Dollars) 

Nine Months Ended September 30, 
201 1 2010 

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

Depreciation 
Amortization 
Defined benefit plans - expense 
Deferred income taxes and investment tax credits 
Impairment of assets 
Unrealized (gains) losses on derivatives, and other hedging activities 
Provision for Montana hydroelectric litigation 
Other 

Accounts receivable 
Accounts payable 
Unbilled revenues 
Taxes 
Counterparty collateral 
Other 

Other operating activities 
Defined benefit plans - funding 
Other assets 
Other liabilities 

Change in current assets and current liabilities 

Net cash provided by operating activities 

'xpenditures for property, plant and equipment 
roceeds from the sale of certain non-core generation facilities 

Proceeds from the sale of the L,ong Island generation business 
Expenditures for intangible assets 
Purchases of nuclear plant decommissioning trust investments 
Proceeds from the sale of nuclear plant decommissioning tnist investments 
Net (increase) decrease in restricted cash and cash equivalents 
Other investing activities 

Cash Flows from Investing Activities 

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

Issuance of long-term debt 
Retirement of long-term debt 
Contributions from member 
Distributions to member 
Cash included in net assets of subsidiary distributed to member 
Net increase (decrease) in short-term debt 
Other financing activities 

Net cash provided by (used in) financing activities 
Effect of Exchange Rates on Cash and Cash Equivalents 
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 accompanying Notes to Condensed Financial Statements are an integral part of (lie 

$ 473 $ 552 

182 
96 
26 

226 
13 

10 
19 

(155) 

274 
109 
41 

(235) 
118 
602 

62 
47 

661 245 
$ 375 $ 4,442 

financial statements. 
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CONDENSED CONSOldDATED BAL'ANCE SHEETS 
PPL Energy Supply, LEK and Subsidiaries 
'* 'nauditcd) 

Ilioiis qfDollars) 

Assets 

Current Assets 
Cash and cash equivalents 
Restricted cash and cash equivalents 
Accounts receivable (less reserve: 201 1, $2; 2010, $20) 

Customer 
Other 

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

Investments 
Nuclear pant decommissioning trust hnds  
Other investments 
Total lnvestments 

Property, Plant and Equipment (Note 8) 
Regulated utility plant 

.est+: accumulated depreciation - regulated utility plant 
Regulated utility plant, net 

Generation 
Nuclear fuel 
Other 

Non-regulated property, plant and equipment, net 

Non-regulated property, plant and equipment 

Less: accumulated depreciation - non-regulated property, plant and equipment 

Construction work in progress 
Property, Plant and Equipment, net (a) 

Other Noncurrent Assets 
Goodwill (Note 8) 
Other intangibles (a) (Note 8) 
Price risk management assets 
Other noncurrent assets 
Total Other Noncurrent Assets 

Total Assets 

December 31, September 30, 
201 1 2010 

.$ 375 $ 66 1 
53 19 

204 
29 

300 
124 
293 
17 

1,366 
6 

225 
24 

486 
124 
297 
89 

1,907 
1 1  

374 
1 1 1  

2,768 4,228 

594 618 

632 65 5 

4,269 
888 

3,381 

10,399 
620 
242 

10,169 
578 
3 14 

5,506 5,40 1 
5,755 5,660 

634 594 
6,389 9,635 

86 765 
384 464 
675 65 1 
379 398 

1,524 2,278 
379 398 

1.524 2.278 

86 765 
384 464 
675 65 1 

$ 11,313 $ 16,796 

(a) A: Scptcmbcr 30, 201 I and Dcccmbcr 31,2010, includcs $419 million and $424 million of  PP&E, consisting primarily of "Gcncration," including lcaschold improvcmcnts, 
and $ I  I million of "Othcr intangiblcs" from thc consolidation of a VIE that is thc owncdlcssor of thc Lowcr Mt. Bcthcl plant. 

The accoinpatiybtg Notes to Condeiised Fiiiaricial Statements are an iiitegrulpart o/ the /i!iancial .stateritents. 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
-DL, Energy Supply, LLC and Subsidiaries 

audited) 
./lions o/ Dollars) 

Liabilities and Equity 

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

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 liabilities 
Total Deferred Credits and Other Noncurrent Liabilities 

dmmitments and Contingent Liabilities (Note 10) 

Equity 
Member's equity 
Noncontrolling interests 
Total Equity 

Total L,iabilities and Equity 

September 30, December 31, 
201 1 2010 

$ 250 $ 
500 
359 

10 
127 
60 

735 
65 

53 1 
500 
592 
43 

119 
110 

1,112 
338 

439 624 
2,545 3,969 

2,525 5,089 

1,266 
123 
455 
178 
345 

1,548 
81 

43 8 
619 
332 

192 21 1 
2,559 3,229 

3,666 4,491 
18 18 

3,684 4,509 

$ 11,313 $ 16,796 

The accompanying Noies 10 Condfnsed Fitpancia1 Statements are an infegralpart offlle financial sfaremenis. 
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CONDENSED CONSOLIDATED STATEMENTS OF EQUITY 
PPL Energy Supply, LLC and Subsidiaries 

'nauditcd) 
/lions of Dollars) 

Non- 

equity interests Total 
Member's controlling 

June 30,2011 
N e t  income 
Other comprehensive income (loss) 
contributions from member 
Distributions 
September 30,201 1 

December 31,2010 
Net  income 
Other comprehensive income (loss) 
Contributions from member 
Distributions 
Distribution of  membership interest in PPL, Global (a) 
September 30,201 1 

June 30,5010 
Net income 
Other comprehensive income (loss) 
Distributions 
September 30,2010 

xember 31,2009 
:t income 

Other comprehensive income (loss) 
Contributions from member 
Distributions 
September 30,2010 

3,434 $ 18 $ 3,452 
170 

193 

$ 
169 1 
(55) 
193 

(55) 

(75) (1) (76) 
$ 3,666 $ 18 $ 3,684 

4,491 $ 18 $ 4,509 
473 

(161) 
36 1 

(2 10) 
(1,2881 

$ 3,666 $ 18 $ 3,684 

$8 

472 1 
(161) 
361 

(209) (1) 
(1,288) 

$ 8,168 $ 18 $ 8,186 
265 1 266 
332 332 - 

(148) A) 1 (149) 
$ 8,617 $ 18 $ 8,635 

$ 4,568 $ 18 $ 4,586 
551 1 552 
485 485 

3,525 3,525 
(512) (1) (513) 

$ 8,617 $ 18 $ 8,635 

(a) Scc Note 8 for additional information. 

The accon1ponyhlg Notes to Condensed Financial Statemetlts ore an integralpart ofthe finattcial stalentents. 
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CONSOLIDATED STATEMENTS OF C O M P ~ E ~ E N S I V E  INCOME 
PPL Energy Supply, LLC and Subsidiaries 
" haudited) 

'ions o/ Dollars) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

201 1 2010 2011 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 adjustments, net of tax of $0, $1, $0, $0 
Available-for-sale securities, net of tax of $28, ($22), $15, ($1 2) 
Qualifying derivatives, net of tax of ($27), ($147), ($48), ($337) 
Defined benefit plans: 

Prior service costs, net of tax of $0, ($9), $0, ($9) 
Net actuarial gain (loss), net of tax of $0, $7, $0, ($24) 
Transition obligation, net of tax of $0, ($3), $0, ($3) 

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

Available-for-sale securities, net of tax of $0, $0, $5, $2 
Qualifying derivatives, net of tax of $50, ($2), $1.53, $36 
Equity investee's other comprehensive (income) loss, net of 

tax of $0, $0, $0, $0 
Defined benefit plans: 

Prior service costs, net of tax of ($I), ($I), ($3), ($4) 
Net actuarial loss, net of tax of ($I), ($4), ($2), ($10) 
Transition obligation, net of tax of $0, ($I ) ,  $0, ($1) 

"?tal other comprehensive income (loss) attributable to 
PL Energy Supply 

81 (79) 
19 (13) 12 

39 207 68 492 
(26) 

12 12 
1 (1 3) 1 67 

6 6 

1 1 3 6 
1 9 3 29 

2 

Comprehensive inc0.m (loss) 115 598 312 1,037 
Comprehensive income attributable to noncontrolling interests 1 1 1 I 

Comprehensive income (loss) attributable to PPL Energy Supply s 114 $ 597 $ 311 $ 1,036 

The occoniyanj~ing Notes to Condensed Financiol Statements are uti integral port of the fiiiu~icial statenleiits 
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CONDENSED CONSOLJDATED STATEMENTS OF INCOME 
PPL Electric Utilities Corporation and Subsidiaries 

'iauditcd) 
'lions of Dollars) 

Operating Revenues 
Retail electric 
Electric revenue from affiliate 
Total Op$rating Revenues 

Operating Expenses 

Energy purchases 
Energy purchases from affiliate 
Other operation and maintenance 

Operation 

Depreciation 
Taxes, other than income 
Total Operating Expenses 

Nine Months Ended Three Months Ended 
September 30, September 30, 

201 1 2010 201 1 2010 

$ 454 $ 570 $ 1,444 $ 1,901 
1 1 9 5 

455 57 1 1,453 1,906 

171 229 591 848 
5 71 15 250 

146 126 402 377 
38 34 108 101 
26 32 83 108 

386 492 1,199 1,684 

Operating lncome 69 79 254 222 

2 3 3 Other Inconie (Expense) - net 

1 1 1 Interest Income from Affiliate 

26 24 14 74 Interest Expense 

46 ss 184 152 come Before lncome Taxes 

14 15 56 47 Income Taxes 

32 40 128 10.5 Net Income 

4 4 12 16 Distributions on Preferred Securities 

$ 28 $ 36 $ 116 $ 89 Net Income Available to PPL Corporation 

The ucconipanying Notes to Condensed Financial Statements are an integral pat t ofthe /inancia/ statements. 
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
PPL Electric Utilities Corporation and Subsidiaries 
" hauditcd) 

Nions of DoUars) 

Nine Months Ended 

Cash Flows from Operating Activities 
Net income 
Ad.iustments to reconcile net income to net cash provided by (used in) operating activities 

Depreciation 
Amortization 
Defined benefit plans - expense 
Deferred income taxes and investment tax credits 
Other 

Accounts receivable 
Accounts payable 
Unbilled revenues 
Prepayments 
Regulatory assets and liabilities 
Taxes 
Other 

Defined benefit plans - funding 
Other assets 
Other liabilities 

Change in current assets and current liabilities 

Other operating activities 

Net cash provided by (used in) operating activities 

Cash Flows from Investing Activities 
7xpenditures for property, plant and equipment 
)ther investing activities 

Net cash provided by (used in) investing activities 

Cash Flows from Financing Activities 
Issuance of long-term debt 
Retirement of long-term debt 
Contributions from parent 
Redemption of preferred stock 
Payment of common stock dividends to parent 
Distributions on preferred securities 
Other financing activities 

Net cash provided by (used in) financing activities 

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

September 30, 
201 1 2010 

$ 128 $ 105 

108 101 
5 ( i S j  

13 16 
9 52 
2 5 

49) (23) 
26 1 127 

204 485 
$ 261 $ 297 

Tile acconlpanying Notes to Condensed Nnonciol Statenients are an integral part of the financial sla/enients 
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CONDENSED CONSOLIDATED BALANCE S 
PPL Electric Utilities Corporation and Subsidiaries 
" inauditcd) 

'lions of Dollars. shares in thotisands) 

September 30, December 31, 
201 1 2010 

Assets 

Current Assets 
Cash and cash equivalents 
Accounts receivable (less reserve: 201 1, $17; 2010, $17) 

Customer 
Other 

Accounts receivable from affiliates 
Unhilled revenues 
Materials and supplies 
Prepayments 
Regulatory assets 
Other current assets 
Total Current Assets 

Property, Plant and Equipment 
Regulated utility plant 
Less: accumulated depreciation - regulated utility plant 

Regulated utility plant, net 
Other, net 
Construction work in progress 
Property, Plant and Equipment, net 

Other Noncurrent Assets 
legulatory assets 

Other noncurrent assets 
Total Other Noncurrent Assets 

ntangibles 

Total Assets 

$ 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;206 2,123 
3,545 3,37 1 

2 2 
219 177 

3,766 3,550 

663 592 
153 147 
81 76 

897 815 

$ 5,472 $ 5,253 

The acconlpanying N0te.s to Condensed Financial Statenients are an integral port Of the financial stalenients 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
“PL Electric Utilities Corporation and Subsidiaries 

audited) 
llioris ofDollors, rlrares i ~ i  thortsuiids) 

September 30, December 31, 
2011 2010 

Liabilities and Equity 

Current Liabilities 
Accounts payable 
Accounts payable to affiliates 
Taxes 
Interest 
Regulatory liabilities 
Other current liabilities 
Total Current Liabilities 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Accrued pension obligations 
Regulatory liabilities 
Other deferred credits and noncurrent liaoilities 
Total Deferred Credits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Notes 6 and 10) 

Shareowners’ Equity 
-referred securities 
:ommon stock ~ no par value (a) 

Additional paid-in capital 
Earnings reinvested 
Total Equity 

Total Liabilities and Equity 

(a) 170,000 sharcs authorizcd; 66,368 sharcs issucd and outstanding at Scptcrnbcr 30,201 I and Dcccmbcr 31,2010. 

$ 145 $ 22 1 
43 13 
42 23 
20 17 
46 18 
97 126 

393 A78 
. I -  -. - 

1,718 1,472 

998 932 
166 259 

13 - 14 
144 154 

1,321 1,359 

250 250 
364 3 64 
935 879 
49 1 45 1 

2,040 1,944 

!$ 5,472 $ 5,253 

The acconipa~tybig Notes to Condensed Finoriciol Statemetlts ore an integrolpart oftlie fino~iciol stakwtenl.r 
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CONDENSED CONSOLIDATED STATEMENTS OF SHAREOWNERS’ EQUITY 
PPL Electric Utilities Corporation and Subsidiaries 
” hauditcd) 

‘lions of Dollars) 

June 30,2011 
Net income (b) 

Capital contributions from PPL 
Cash dividends declared on preferred securities 

Cash dividends declared on common stock 
September 30,201 1 

December 31,2010 
Net income (b) 

Capital contributions from PPL 
Cash dividends declared on preferred securities 
Cash dividends declared on common stock 
September 30,201 1 

June 30,201 0 
Net income (b) 
Cash dividends declared on prefened securities 
Cash dividends declared on common stock 
September 30,2010 

cember 31,2009 
Iqet income (b) 
Redemption of preferred stock (c) 
Capital contributions from PPL 
Cash dividends declared on preferred securities 
Cash dividends declared on  common stock 
September 30,2010 

Common 
stock 

shares Additional 
outstanding Preferred Common paid-in Earnings 

(a) securities stock capital reinvested Total 

66,368 $ 250 $ 364 $ 879 $ 487 $ 1,980 
32 32 

56 56 
(4) (4) 

(24) (241 
66,368 $ 250 $ 364 $ 935 $ 491 $ 2,040 

66,368 $ 250 $ 364 $ 879 $ 451 $ 1,944 
128 128 

56 56 
(12) (12) 
(76) (76) 

66,368 $ 250 $ 364 $ 935 $ 491 $ 2,040 

66,368 $ 250 $ 364 $ 879 $ 420 $ 1,913 
40 40 
(4) (4) 
(9) (9) 

66,368 $ 250 $ 364 $ 879 $ 447 $ 1,940 

66,368 $ 301 $ 364 $ 824 $ 407 $ 1,896 
I05 105 

(51) (3) (54) 
55 55 

(13) (13) 
(49) (49) 

66,368 $ 250 $ 364 $ 879 $ 447 $ 1,940 

(a) 
(b) 
(c) 

Sharcs in thousands. All common shares of PPL Elcctric stock arc owncd by PPL. 
PPL Elcctric’s net incomc approximatcs comprchcnsivc incomc. 
In  April 2010, PPL Elcctric rcdccmcd all five scrics of its outstanding prcfcrrcd stock 

The UCCO~~UllJJillg Notes lo Condemed Fiiiaiicial Sloleme~lls ure ail iitlegrul purl of the /inmicial slalentenls. 

20 



(THIS PAGE LEFT BLANK INTENTIONALLY.) 

21 



CONDENSED CONSOLIDATED STATEMENTS OF INCOME 
LG&E and KU Energy LLC and Subsidiaries 
" 'nauditcd) 

[lions of Dollars) 

Three Months Ended Nine Months Ended 

Operating Revenues 

Operating Expenses 
Operation 

Fuel 
Energy purchases 
Other operation and maintenance 

Depreciation 
Taxes, other than incame 
Total Operating Expenses 

Operating Income 

Other Income (Expense) - net 

Interest Expense 

Interest Expense with Afiliate 

income from Continuing Operations Before Income Taxes 

:ome Taxes 

Income from Continuing Operations After Income Taxes 

Income (Lmss) from Discontinued Operations (net of income taxes) 

Net Income 

Septen 
201 1 

Successor 

$ 736 

245 
32 

187 
84 
10 

558 

178 

36 

142 

52 

90 

$ 89 

:r 30, Septen 
2010 201 1 

Predecessor Successor 

F 719 $ 2,140 

250 666 
39 179 

177 566 
73 249 

5 28 
544 1,688 

17.5 452 

31 (1) 

6 108 

39 

161 343 

59 125 

102 218 

102 $ 217 

:r 30, 
2010 

Predecessor 

P; 2,035 

668 
200 
509 
21 1 

19 
1,607 

428 

17 

19 

118 

308 

112 

196 

(2) 

$ 194 

The acconipattying Notes I O  Condemed Financial S1uren1e171s are a17 i111egralpur.1 of lhe /iiianciaI s~a~ernents. 
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
LG&E and KU Energy LLC and Subsidiaries 
" hauditcd) 

'lions of Dollars) 

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

Depreciation 
Defined benefit plans - expense 
Deferred income taxes and investment tax credits 
Unrealized (gains) losses on derivatives 
Regulatory asset for previously recorded losses on interest rate swaps 
Other 

Accounts receivable 
Accounts payable 
Ihbilled reveni~es 
Fuel, materials and supplies 
Regulatory assets 
Income tax receivable 
Other current assets 
Regulatory liabilities 
Other current liabilities 

Other operating activities 
Defined benefit plans ~ fiinding 
Regulatory liabilities 
Discontinued operations 
Change in smelter contract liability 
Other assets 
Other liabilities 

Change in current assets and current liabilities 

Net cash provided by operating activities 

Expenditures for property, plant and equipment 
Proceeds from sales of discontinued operations 
Proceeds from the sale of other investments 
Net (increase) decrease in notes receivable from affiliates 
Net (increase) decrease in restricted cash and cash equivalents 

Net cash provided by (used in) investing activities 

Cash Flows from Investing Activities 

Cash Flows from Financing Activities 
Issuance of short-term debt with affiliate 
Retirement of short-term debt with affiliate 
Net increase (decrease) in notes payable with affiliates 
Issuance of long-term debt with affiliate 
Retirement of long-term debt with affiliate 
Issuance of long4erm debt 
Net increase (decrease) in short-term debt 
Debt issuance and credit facility costs 
Distributions to member 

Net cash provided by (used in) financing activities 
Net Increase (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

Nine Months En1 
201 1 

Successor 

$ 217 

249 
38 

206 

(9) 

2 
(28) 

58 
30 

40 
5 

21 

6 
(2) 

674 

11 
$ 170 

I September 30, 
2010 

Predecessor 

6 194 

35 
410 

(326) 
21 

(305) 

825 
(575) 

(94) 
50 

(250) 

The acconlpan~hg Notes lo Condensed Fii~ancial Statetneiits are an integral part of t h e ~ n a ~ ~ c i a l  statentents. 

23 



CONDENSED CONSOLIDATED BALANCE SHEETS 
LG&E and KU Energy LLC and Subsidiaries 
'I lnauditcd) 

' l i017S Of DO//Ul"S) 

September 30, December 31, 
201 1 2010 

Assets 

Current Assets 
Cash and cash equivalents 
Short-term investments 
Accounts receivable (less reserve: 201 1 ,  $17; 201 0, $1 7) 

Customer 
Other 

Unbilled revenues 
Accounts receivable from affiliates 
Fuel, materials and supplies 
Notes receivable from affiliates 
Income tax receivable 
Deferred income taxes 
Regulatory assets 
Other intangibles 
Other current assets 
Total Current Assets 

Investments 

Property, Plant and Equipment 
Regulated utility plant 
Less: accumulated depreciation - regulated utility plant 

Regulated utility plant, net 
Jther, net 

Construction work in progress 
Property, Plant and Equipment, net 

Other Noncurrent Assets 
Regulatory assets 
Goodwill 
Other intangibles 
Other noncurrent assets 
Total Other Noncurrent Assets 

Total Assets 

$ 170 $ 11 
163 

154 
11 

112 
1 

268 
53 

96 
16 
15 

I60 
33 

170 
2 

29 8 
61 
40 
66 
22 
58 

26 26 
922 1,I I O  

32 31 

7,344 6,230 
21 1 31 

7,133 6,199 
4 4 

501 1,340 
7,638 7,543 

614 
996 
324 

588 
996 
356 

106 94 
2,040 2,034 

$ 10,632 $ 10,718 
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CONDENSED CONSOLIDATED BALANCE SHEETS 
’ G&E and KU Energy LLC and Subsidiaries 

audited) 
,Ilium of Dollars) 

September 30, December 31, 
201 1 201 0 

Liabilities and Equity 

Current Liabilities 
Short-term debt 
L,ong-term debt 
Accounts payable 
Accounts payable to affiliates 
Customer deposits 
Taxes 
Regulatory liabilities 
Other current liabilities 
Total Current Liabilities 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Investment tax credits 
Accrued pension obligations 
Asset retirement obligations 
Regulatory liabilities 
Price risk management liabilities 
Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities 

$ 163 
$ 2 2 

164 189 
2 3 

46 46 
29 27 
37 91 

139 122 
419 643 

4,073 3,823 

482 240 
146 1 so 
339 449 
113 103 

1,007 1,017 
53 32 

243 250 
2,383 2,24 1 

Jmmitments and Contingent Liabilities (Notes 6 and 10) 

3,757 4,011 Member’s equity 

Total Liabilities and Equity !$ 10,632 $ 10,718 
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CONDENSED CONSOLIDATED STATEMENTS OF EQUITY 
LC&E and KU Energy LLC and Subsidiaries 
(Unaudited) 

'lions of Dollars) 

Non- 

Equity interests Total 
Member's controlling 

June 30,2011 - Successor 
Net income 
Distributions to member 
September 30,201 1 -Successor 

December 31,2010 - Successor 
Net income 
Distributions to member 
Other comprehensive income (loss) 
September 30,2011 - Successor 

June 30,2010 - Predecessor 
Net income 
Distributions to member 
Disppsal of discontinued operations 
Other comprehensive income (loss) 
September 30,2010 - Predecessor 

December 31,2009 - Predecessor 
Net income 
Distributions to member 
Tsposa l  of discontinued operations 

ier comprehensive income (loss) 
September 30,2010 - Predecessor 

$ 3,991 
89 

$ 3,991 
89 

(323) (323) Lr 

$ 3,757 $ 3,757 

$ 4,011 
217 

(469) 

$ 4,011 
217 

(469) 

$ 2,24 1 
102 
(25) 

1 
9 , 

$ 2,328 $ 2,328 

" 
$ 2,328 $ $ 2,328 

T/7e accompanying Notes 10 Condensed Financial Sfafements are an infegralparf of the financial slafernents 
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CONDENSED CONSOLIDATED STATEMENTS OF COMPRE ENSIVE INCOME 
LG&E and KU Energy L,LC and Subsidiaries 
(Unaudited) 

Woiis of Dollars) 

Three Months Ended Nine Months Ended 

Net income 

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

benefit: 
QualiFying derivatives, net of tax of $0, ($9), $0, and ($7) 
Equity investee's other comprehensive income (loss), net 

Reclassification to net income - (gains) losses, net of tax expense 
of tax of $0, $1, $0, and $1 

(benefit): 
Defined benefit plans: 

Net actuarial loss, net of tax of $0, $0, $ I ,  and $0 
Total other comprehensive income (loss) 

Comprehensive income (loss) 

Septe1 
201 1 

Successor 

$ 89 

1 

(1) 

$ 89 

ier 30, septei 
2010 2011 

Predecessor Successor 

$ 102 $ 217 

$ 111 $ 215 

ler 30, 
2010 

Predecessor 

$ 194 

10 

(2) 

8 

202 - $ 



CONDENSED STATEMENTS OF 9NCOME 
L,ouisville Gas and Electric Company 
" 'naudited) 

'liotis o/ Dollars) 

Three Months Ended Nine Months Ended 

Operating Revenues 
Retail and wholesale 
E!cctric revenue from affiliate 
Total Operating Revenues 

Operating Expenses 
Operation 

Fuel 
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 Expense 

'Tterest Expense with Affiliate 

income Before Income Taxes 

Income Taxes 

Net Income 

Septen 
201 1 

Successor 

$ 323 
17 

340 

98 
24 
7 

91 
37 

5 
262 

78 

1 1  

67 

24 

$ 43 

er 30, Septen 
2010 201 1 

Predecessor Successor 

$ 304 $ 974 
23 61 

327 1,035 

104 265 
20 155 

3 25 
85 272 
3s 110 
3 14 

2.50 841 

77 194 

29 

S 34 

6 

9s 160 

35 58 

s 60 $ 102 

:r 30, 
201 0 

Predecessor 

6 90 1 
71 

972 

211 
133 
13 

2.50 
104 

11 
788 

184 

17 

14 

20 

167 

60 

107 

Tlie acconipuiiyirig Notes to Condensed Finuticid S!otenients ore uti iiitegru/pur/ qf /lie /ir~~ttciu/ s/a/enien/.r 
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CONDENSED STATEMENTS OF CASH FLOWS 
Louisville Cas and Electric Company 
(Unaudited) 

:llions of Dollars) 

Nine Months Enc 
201 1 

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

Depreciation 
Defined benefit plans - expense 
Deferred income taxes and investment tax credits 
Unrealized (gains) losses on derivatives 
Regulatory asset for previously recorded losses on interest rate swaps 
Other 

Accounts receivable 
Accounts payable 
Unbilled revenues 
Fuel, materials and supplies 
Other current assets 
Regulatory liabilities 
Other current liabilities 

Other operating activities 
Defined benefit plans - hnding 
Regulatory liabilities 
Other assets 
Other liabilities 

Change in current assets and current liabilities 

Net cash provided by operating activities 

ixpenditures for property, plant and equipment 
'ash Flows from Investing Activities 

Proceeds from the sale of assets to affiliate 
Proceeds from the sale of other investments 
Net (increase) decrease in restricted cash and cash equivalents 

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

Net increase (decrease) in notes payable with affiliates 
Net increase (decrease) in short-term debt 
Debt issuance and credit facility costs 
Payment of common stock dividends to parent 

Net cash provided by (used in) financing activities 
Net Increase (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

Successor 

$ 102 

110 
24 
38 

3 

13 

(1) 
274 

163 
(11) 
30 

$ 75 

I September 30, 
2010 

Predecessor 

> 107 

104 
17 
30 
14 

1 
(22) 

(3) 
162 

( 5 5 )  
(103) 

$ 4 

The occonipattying Notes to Condensed Financial Stuterneiits are ait integral pari o/ the financial statements. 
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CONDENSED BALANCE SHEETS 
Louisville Gas and Electric Company 
‘ 1  Inauditcd) 

‘lioiis ofDollars, shores iit thousands) 

Assets 

Current Assets 
Cash and cash equivalents 
Short-term investments 
Accounts receivable (less reserve: 201 1, $2; 2010, $2) 

Customer 
Other 

IJnbilled revenues 
Accounts receivable from affiliates 
Fuel, materials and supplies 
Regulatory assets 
Other intangibles 
Other current assets 
Total Current Assets 

Property, Plant and Equipment 
Regulated utility plant 
Less: accumulated depreciation - regulated utility plant 

Regulated utility plant, net 
Construction work in progress 
Property, Plant and Equipment, net 

Other Noncurrent Assets 
?egulatory assets 
joodwill 

Other intangibles 
Other noncurrent assets 
Total Other Noncurrent Assets 

September 30, December 31, 
201 1 2010 

$ 75 $ 2 
163 

69 
5 

42 
11 

146 
10 
9 

70 
13 
81 
30 

162 
13 
36 

14 13 
381 583 

2,899 2,600 
91 17 

2,808 2,583 
I92 385 

3,000 2,968 

390 367 
389 389 
170 181 
40 31 

989 968 

$ 4,370 $ 4,5 19 Total Assets 

Tlte accontpa11~1i17g Nores lo Condensed Fi~ta~icial S fu /eme~t f~  ore an htregralpcir/ of /he /inortcial s tufer~te~t f~  
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CONDENSED BALANCE SHEETS 
@,ouisville Cas and 

auditcd) 
llioris of Dollars, shares L 7  tliotrsar~ds) 

Liabilities and Equity 

Current Liabilities 
Short-term debt 
Notes payable with affiliates 
Accounts payable 
Accounts payable to affiliates 
Customer deposits 
Taxes 
Regulatory liabilities 
Other current liabilities 
Total Current Liabilities 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Investment tax credits 
Accrued pension obligations 
Asset retirement obligations 
Regulatory liabilities 
Price risk management liabilities 
Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent L,iabilities 

mmitments and Contingent Liabilities (Notes 6 and 10) 

Stockholder's Equity 
Common stock - no par value (a) 
Additional paid-in capital 
Earnings reinvested 

Total Equity 

September 30, December 31, 
201 1 201 0 

$ 163 
12 

81 i 00 
21 20 
23 23 
19 10 
20 51 
42 38 

206 417 

1,112 1,112 

461 419 
44 46 
78 126 
54 49 

481 483 
53 32 

113 114 
1,284 1,269 

424 424 
1,278 1,278 

66 19 
1,768 1,72 1 

Total Liabilities and Equity $ 4,370 $ 4,s 19 

(a) 75,000 sliarcs authorized; 2 1,294 sharcs issucd and outstanding at Scptcrnbcr 30, 201 I and Dcccmbcr 3 I ,  2010. 

31 



CONDENSED STATEMENTS OF EQUITY 
Louisville Gas and Electric Company 

'nauditcd) 
, .diiliions of Dolkurs) 

Accumuloted Common 
stock other 

shares Additional comprehensive 
outstanding Common paid-in Earnings income 

stock capital reinvested (loss) Total (3) 

June 30,2011 - Successor 
Net income 
Cash dividends declared on common stock 
September 30,201 1 - Successor 

December 31,2010 -Successor 
Net income 
Cash dividends declared on common stock 
September 30,201 I - Successor 

June 30,2010 -Predecessor 
Net income 
Cash dividends declared on common stock 
Other comprehensive income (loss) 
September 30,2010 - Predecessor 

December 31,2009 -Predecessor 
Net income 
Cash dividends declared on common stock 
jther comprehensive income (loss) 

September 30,201 0 - Predecessor 

$ 1,738 
43 

21,294 $ 424 $ 1,278 $ 36 
43 

21,294 $ 424 $ 1,278 $ 66 
(131 

$ 1,768 
0 

$ 1,721 
102 

21,294 $ 424 $ 1,278 $ 19 
102 
(55) (55)  

21,294 $ 424 $ 1,278 $ 66 $ 1,768 

21,294 $ 424 $ 84 $ 772 $ (13) $ 1,267 
60 60 

13 13 
$ 1,315 

( 2 3  (25) 

- 21,294 $ 424 $ 84 $ 807 $ 

(IO) $ 1,253 
107 

21,294 $ 424 $ 84 $ 755 $ 
107 

(55) 
10 I O  

21,294 $ 424 $ 84 $ 807 $ $ 1,315 

(55) 

(a) Sharcs in thousands AI1 common s h a m  of LC&E stock are owned by LKE. 

The accotn~~a~~yii ig  Notes ro Condensed Finar7cial Sroremerifs U J  e an infeg~"u//~urr o/ die finuiicial rlulernenls 
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CONDENSED STATEMENTS OF C Q M P ~ E ~ ~ N S I V E  INCOME 
Louisville Gas and Electric Company 
IUnauditcd) 

"Nioiis of DolloIs) 

Three Months Ended Nine Months Ended 

Net income 

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

benefit: 
Qualifying derivatives, net of tax of $0, ($8), $0, and ($7) 

Total other comprehensive income (loss) 

Comprehensive income (loss) 

Septen 
201 1 

Successor 

s 43 

!6 43 

ier 30, Septer 
2010 201 1 

Predecessor Successor 

$ 60 $ 102 

13 
13 

$ 73 $ 102 

The occonipaiiyiiig Notes to the Condensed Finaitcial Stuterneiits are m i  ititegralput? of the fitwicial stuteiiieiils 
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er 30, 
2010 

Predecessor 

$ I07 

10 
10 

$ 117 



CONDENSED STATEMENTS OF INCOME 
Kentucky lJtilities Company 
'1 Jnauditcd) 

' / i017S of Dollars) 

:r 30, September 
2010 2011 

Predecessor Successor 
Operating Revenues 

Retail and wholesale 
Electric revenue from affiliate 
Total Operating Revenues 

30, 
2010 

Predecessor 

Operating Expenses 
Operation 

Fuel 
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 Expense 

%erest Expense with Affiliate 

.Iicorne Before Income Taxes 

Income Taxes 

Net Income 

Scpten 
201 1 

Successor 

$ 413 
7 

420 

147 
8 

17 
90 
47 
5 

314 

106 

18 

88 

32 

s 56 

F 413 $ 1,166 
3 25 

416 1,191 

146 401 
19 24 
23 61 
83  274 
38 139 
2 14 

31 1 913 

105 278 

I 1 

2 53 

18 

86 226 

3 2  82 

$ 54 $ 144 

$ 1,133 
13 

1,146 

39 1 
67 
71 

240 
I06 

8 
883 

263 

2 

5 

55 

205 

76 

$ 129 



CONDENSED STATEMENTS OF CASH FLOWS 
Yentucky Utilities Company 

iuditcd) 
.liotis of Dollurr) 

Nine Months Enc 
201 1 

Successor 
Cash Flows from Operating Activities 

Net income 
Ad;;astnients to reconcile net income to net cash provided by operating activities 

Depreciation 
Defined benefit plans - expense 
Deferred income taxes and investment tax credits 
Other 

Accounts receivable 
Accounts payable 
Unbilled revenues 
Fuel, materials and supplies 
Regulatory assets 
Other current assets 
Other current liabilities 

Other operating activities 
Defined benefit plans - funding 
Other assets 
Other liabilities 

Change in current assets and current liabilities 

Net cash provided by operating activities 

Expenditures for property, plant and equipment 
'urchases of assets from affiliate 

Cash Flows from Investing Activities 

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

Net increase (decrease) in notes payable with affiliates 
Debt issuance and credit facility costs 
Payment of common stock dividends to parent 

Net cash provided by (used in) financing activities 
Net Increase (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

s 144 

139 
19 
78 

(1 4) 

11 

(46) 
7 

91 
3 

$ 94 

d September 30, 
2010 

Predecessor 

$ 129 

106 
1 1  
42 
(3) 

(48) 
(266) 

16 

2 
2 

Tlte acconiputiyir7g Notes to Co~ldetwed Fittancia1 Statentents are an integralpart o/ thejitmtcial srufemettls. 
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CONDENSED BAL,ANCE SHEETS 
Yentucky Utilities Company 

iuditcd) 
li017S of Dollur,~, s1iure.r in lllousclftds) 

September 30, December 31, 
2011 2010 

Assets 

Current Assets 
Cash and cash equivalents 
Accounts receivable (less reserve: 201 1, $3; 2010, $6) 

Customer 
Other 

Unbilled revenues 
Accounts receivable from affiliates 
Fuel, materials and supplies 
Regulatory assets 
Other intangibles 
Other current assets 
Total Current Assets 

Investments 

Property, Plar.' and Equipment 
Regulated utility plant 
L,ess: accumulated depreciation - regulated utility plant 

Regulated utility plant, nct 
Construction work in progress 
Property, Plant and Equipment, net 

her Noncurrent Assets 
Regulatory assets 
Goodwi I I  
Other intangibles 
Other noncurrent assets 
Total Other Noncurrent Assets 

$ 94 $ 3 

85 
5 

70 
2 

122 
6 
6 

90 
20 
89 
12 

136 
9 

22 
17 15 

407 396 

31 30 - 
4,446 3,630 

120 14 
4,326 3,616 

308 955 
4,634 4,57 1 

224 22 1 
607 607 
154 175 
59 58 

1,044 1,061 

$ 6,116 $ 6,058 Total Assets 
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CONDENSED BALANCE S 
Yentucky Utilities Company 

audited) 
!lioiis of Dollars, shares in thotrsaitds) 

September 30, December 31, 
201 1 201 0 

Liabilities and Equity 

Current Liabilities 
Notes payable with affiliates 
Accounts payable 
Accounts payable to affiliates 
Customer deposits 
Taxes 
Regulatory liabilities 
Other current liabilities 
Total Current Liabilities 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Investment tax credits 
Accrued pension obligations 
Asset retirement obligations 
Regulatory liabilities 
Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Lhbilities 

Commitments and Contingent Liabilities (Notes 6 and 10) 

xkholder's Equity 
Common stock - no par value (a) 
Additional paid-in capital 
Earnings reinvested 
Total Equity 

$ 10 
$ 75 67 

24 45 
23 23 
20 25 
17 40 
54 41 

213 25 1 

1,841 1,84 1 

456 
102 
83 
59 

526 

316 
104 
113 
54 

534 
89 94 

1,315 1,275 

308 
2.348 

308 
2,348 

91 35 
2,747 2,69 1 

Total Liabilities and Equity !$ 6,116 S 6,058 

(a) 80,000 sharcs authorizcd; 37.8 18 sharcs issucd and outstanding at Scptcmbcr 30,201 I and Dcccrnbcr 3 I ,  2010. 

The acconipoiiyiiig Notes to Coiideiised Fiiia17ciol Sta/emeitts are ail integral part o/ the Jiitaricial statenienfs 
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CONDENSED STATEMENTS OF EQUITY 
Kentucky Utilities Company 
Unauditcd) 

(Millions o/ Dollars) 

Common 
stock 

shares Additional 
outstanding Common paid-in 

stock capital (a) - 
Accumulated 

other 
Comprehensive 

Earnings income 
reinvested_ (loss) Total 

June 30,2011 -Successor 
Net income (b) 
Cash dividends declared on common stock 
Other comprehensive income (loss) 
September 30,201 1 - Successor 

December 31,2010 - Successor 
Net income (b) 
Cash dividends declared on common stock 
September 30,201 1 - Successor 

June 30,2010 -Predecessor 
Net income (bj 
Cash dividends declared on common stock 
Other comprehensive income (loss) 
September 30,2010 - Predecessor 

December 31,2009 -Predecessor 
Net incomc (b) 
Cash dividends declared on common stock 
Other comprehensive income (loss) 
September 30,2010 - Predecessor 

3 / , 0 1 0  9 2"" 

$ 2,747 37,818 $ 308 $ 2,348 $ 91 $ 

35 
144 

37,818 $ 308 $ 2,348 $ $ 2,691 
144 
(88) 

$ 2,747 
(8x) 

91 37,818 $ 308 $ 2,348 $ 

37,818 $ 308 $ 316 $ 1,403 54 $ 2,027 
54 

37,818 $ 308 $ 316 $ 1,328 
129 
(5n) 

$ 1,952 
129 
(50) \- - I  $ (2) (2) 

37,818 $ 308 $ 316 $ 1,407 $ (2) $ 2,029 

(a) Shares in thousands. All common sharcs of KU stock arc owncd by LKE. 
(b) KU's nct  incomc approximatcs comprchcnsivc incomc 

The accompanying Notes to Coiideiised Filiailcial Sfutemenrs are un ititegral part of the haiiciul stalenleills 
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Combined.Notes to-Condensed Financial Statements (Unaudited) 

Interim Financial Statements 

(PPL, PPL Energy Supply, PPL Electric, LKE, LG&E and KU) 

Capitalized terms and abbreviations appearing in the unaudited combined notes to condensed financial statements are explained in the 
glossary. Dollars are in millions, except per share data, unless otherwise noted. 

The accompanyins unaudited condensed financial statements have been prepared in accordance with accounting principles generally accepted 
in the 1J.S. for interim financial information and with the instructions to Form IO-Q and Article 10 of Regulation S-X and, therefore, do not 
include all of the information and footnotes required by accounting principles generally accepted in the IJ.S. for coniplete financial 
statements. In the opinion of management, all adjustments considered necessary for a fair presentation in accordance with accounting 
principles generally accepted in the U.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 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 the 2010 
Fomi 10-K (in the case o f  PPL. and PPL Electric), in the Form 8-K dated June 24,201 1 (in the case of PPL, Energy Supply), or the annual 
financial statements included in the 201 1 Registration Statements (in the case of LKE, LG&E and KU). The results o f  operations for the three 
and nine nionths ended September 30,201 1 are not necessarily indicative of the results to be expected for the full year ending December 3 I ,  
201 I or other future periods, becaiise 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 confonn to the presentation in the September 30, 201 1 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 L,iniited, 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 Midiands), from subsidiaries of 

ON AG. See Note 8 for additional infomiation. As PPL is consolidating WPD Midlands on a one-nionth lag, three and five months of WPD 
dlands' operating results are included in PPL's results of operations for the three and nine months ended September 30,201 I with no 

.,omparable amounts for the same periods in 2010. See Note 2 for additional information regarding PPL's consolidation policy. 

In November 2010, PPL completed the acquisition of LKE. See Notes I and 10 in PPL's 2010 Fomi 10-K for additional information. LKE's 
operating results for the three and nine months ended September 30,201 1 are included in PPL's results of operations with no coniparable 
amounts for the same periods in 2010. 

(LKE. LG&E and KU) 

L,KE's, L.G&E's and KU's financial statements and accompanying footnotes 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, 
2010. Successor activity covers the time period after October 31,2010. Certain accounting and presentation methods were changed to 
acceptable alternatives in the Successor financial statements to confomi to PPL's accounting policies, which are discussed in the annual 
financial statements included in LKE's, LG&E's and KlJ's 201 1 Registration Statements. The cost bases of certain assets and liabilities were 
changed as of November I ,  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. 

(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. 
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(PPI,, PPL Eiier-gy SiippIjI uiid LKE) 

"Income (LOSS) from Discontinued Operations (net of income taxes)" on the Statements o f  lnconie includes the activities of various businesses 
' h t  were sold or distributed in 201 1 and 2010. See Note 8 for additional information. The Statenients of Cash Flows do not separately report 

cash flows of the Discontinued Operations, except for the LKE Predecessor period, which separately discloses these cash flows within 
..~erating, investing and financing activities, consistent with LKE's pre-acquisition accounting policy. 

2. Summary of Significant Accounting Policies 

(PPL,, PPL, Energy Siipply, PPL, Electric, M E ,  L G d E  and KU) 

The following accounting policy disclosures represent updates to Note 1 in the 2010 Form 10-K (in the case of PPL and PPL Electric), in the 
Fomi 8-K dated June 24,201 1 (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, LG&E and KU) and should be read in conjunction with those disclosures. 

General 

Business and Consolidation (PPL) 

As notcd above, on April I ,  201 1, PPL, through its indirect, wholly owned subsidiary, PPL WEM, completed the acquisition of WPD 
Midlands. PPL consolidates WPD, including WPD Midlands, on a one-nionth lag Material intervening events, such as debt issuances that 
occur in thc lag period, are recognized in the current period financial statements. Evcnts that are significant but not material are disclosed. See 
Note 8 for additional information. 

Regulation (PPL,, PPL Elecll-ic, LKE, L G d E  and KU) 

The elcctricity distribution subsidiaries of PPL WW and PPL W%l are not subject to accounting for the effects of certain types of regulation 
as prescribed by GAAP, as thcir operations do not meet the requirenients'for such accounting guidance. However, PPL, Electric, L,G&E and 
KlJ all apply this accounting guidance. 

Accounts Receivable (PPL, PPL Etiergy Szipply and PPL Electric) 

'DL Electric's custoniers niay elect to procure generation supply from an alternative supplier. As a result of a PUC-approved purchase of 
:ounts reccivablc program, PPL Electric has purchased certain accounts receivable from alternative suppliers at a nominal discount, which 

teflects a provision for uncollcctible accounts. The altemativc suppliers (including PPL. Electric's affiliate, PPL EnergyPlus) have no 
continuing involvenicnt or interest in the purchased accounts receivable. The purchased accounts receivable are initially recorded at fair value 
using a market approach based on t h e  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 30,201 I ,  PPL Electric purchased $219 million 
and $6'71 million of accounts receivable froni unaffiliated third parties and $74 million and $194 million from its affiliate, PPL. 
EnergyPlus. During the three and nine nionths ended September 30,2010, PPL Electric purchascd $203 niillion and $428 million of accounts 
receivable from unaffiliated third parties and $66 million and $157 million from its affiliate, PPL. EnergyPlus. 

New Accounting Guidance Adopted (PPL, PPL. Etiergy Supply, PPL Electric, LKE, L,G&E atid KU) 

No new accounting guidance has been adopted during the thrce or nine nionths ended September 30,201 1.  See Note 18 for a discussion of 
new accounting guidance pending adoption. 

3. Segment and lielated information 

(PPL atid PPL Energy Supply) 

See Note 2 to the Financial Statements in the 2010 Form 10-K for PPL and in the Fomi 8-K dated June 24,201 1 for PPL Energy Supply for a 
discussion of reportable segments. In January 201 1, PPL Energy Supply distributcd its nicnibership 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 segnient inforniation was restated to reflect PPL Global as a Discontinued Operation. See Note 8 for additional inforniation. 
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PPL, includes the results of PPL Global in the International Regulated segment. This includes the operating results and assets of WPD 
Yidlands since the acquisition date, April 1,201 1 ,  on a one-month lag. See Note 8 for additional information regarding the acquisition. 

.le Kentucky Regulated and International Regulated segments include certain acquisition-related costs and financing activities associated with 
the acquisitions of LKE and WPD Midlands. 

Financial data for the segments for the periods ended September 30 are: 

PPL 
lnconic Statement Data 
Rcvcnucs from cxtcrnal customirs 

Kcntucky Rcgulatcd 
lntcmational Rcgulatcd 
Pcnnsylvania Rcgulatcd 
SUPPIY (0) 

Total 

Intcrscgmcnt clcctric rcvciiucs 
Pcnnsylvania Rcgulatcd 
Sq$y (b) 

Nct lncomc Attributable to PPL 
Kcntucky Rcgtllatcd 
lntcrnational Rcgulatcd 
Pcnnsylvan~a Rcgulatcd 

Unallocatcd Costs (c) 
SLIpplY (a) (d) 

Total 

PPL..Encrgy Supply 
Income Statement Data 
Rcvcnucs from cxtcrnal customers 

StlPPlY (a) 

.t lncoinc 
lntcrnational Rcgulatcd (c) 
Supply (a) (d) 

Total 

Balance Sheet Data 
Asscts 

Kcntucky Rcgtilatcd (0 
lntcmational Rcgulatcd 
Pcnnsylvania Rcgulatcd 
SLfPPlY (0 

Total BSSCIS 

Three Months Nine Months 
201 1 2010 201 I 2010 

$ 736 $ 2,140 
493 $ I72 1,138 $ 563 
454 570 1,444 I ,90 I 

1,437 1,437 3,797 4,194 
$ 3,120 $ 2,179 $ 8,519 $ 6.658 

$ I $  I $  9 s  5 
5 71 15 250 

$ 78 $ I84 
138 $ 93 231 $ 227 

200 I53 510 320 

$ 444 $ 248 $ 1,041 $ 583 

28 36 I16 89 

(34) (53) 

$ 1,441 $ 1,508 $ 3.807 $ 4,437 

$ IO6 $ 227 
$ I69 159 $ 472 324 
$ I69 $ 265 $ 472 $ 55 I 

PPL PPL Energy Supply 
Septeiiihcr 30, December 31, Septeniber 30, Dccetnber 31, 

201 I 20l0 201 I 2010 

$ 10,304 $ 10,318 
13,513 4,800 $ 4,800 

I 1,754 12,530 $ 11,313 I 1,996 
$ 40,956 $ 32,837 $ 11,313 $ 16,796 

5,385 5,189 

(a) 
(b) 
(c) 
(d) 

Includcs tinrcalizcd gains and losscs froin cconomic activity. Scc Notc 14 for additional information 
Scc "PLR ContractslPurchasc o f  Accounts Rcccivablc" in Notc I I for a discussion of thc basis oFaccounting bctwccn rcponablc scgmcnts. 
Rcportcd in Discontinucd Opcrations. SCC Notc 8 for additional information. 
In April 201 I ,  during thc PPL Susquchanna U n i t  2 rcfucling and gcncration upratc outagc, a planncd inspcction o f thc  Unit2 turbinc rcvcalcd cracks in certain o f  its low 
prcssurc ttirbinc bladcs. As a prccaution, PPL Susquchanna also took Unit I out of scrvicc in mid-May to inspccr that unit's turbinc bladcs. This inspcction rcvcalcd crackcd 
bladcs similar to thosc found in Unit 2. Rcplaccmcnt o f  thcsc bladcs was cornplctcd, significantly cxtcnding thcsc outagcs. Thc after-tax earnings impact, including rcduccd 
cncrgy salts margins and rcpair cxpcnsc for both units was $63 million for thc ninc months cndcd Scptciiibcr 30, 201 I 
Rcprcscnts L.KE acquisition-rclatcd costs and 2010 Bridgc Facility financing costs. 
A portion of thc goodwill rclatcd to thc 2010 L.KE acquisition has bccn attributcd to PPL's Supply scgmcnl. 

(c) 
(0 
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4. Earnings Per Share 

(PPU 

ic EPS is computed by dividing income available to PPL common shareowners by the weighted-average number of common shares 
.standing during the period. Diluted EPS is computed by dividing inconie 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 201 1 and 2010, these securities included stock 
options, performance units granted under incentive conipensation plans and the 2010 Purchase Contract component of the 2010 Equity 
Units. Additionally, in 201 1, these securities included the 201 1 Purchase Contract coniponent of the 201 I Equity IJnits. The 201 1 Purchase 
Contracts will be dilutive under the treasury stock method if the average VWAP of PPL.'s common stock for a certain period exceeds 
approximately $30.99. The 2010 Purchase Contracts will be dilutive under the treasury stock method if the average VWAP of PPL,'s common 
stock for a certain period exceds $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, 201 1 and 2010. Subject to antidilution adjustments at 
September 30,201 1, the niaxiniuni number of shares issuable to settle the Purchase Contracts was 103,372,695 shares, including 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 1Jnits. 

Reconciliations of the amounts of income and shares of PPI., common stock (in thousands) for the periods ended September 30 used in the EPS 
calculation are: 

Incon~e (Numerator) 
lncomc from continuing opcrations aftcr incoinc taxcs attributable to PPL. 
Less amounts ailocatcd to participating sccuritics 
lncoinc from continuing opcrations aftcr incomc t a x a  availablc to PPL. 

common sliarcowncrs 

Three Months Nine Months 
201 1 2010 201 1 2010 

$ 444 $ 301 $ 1,039 $ 62 I 

$ 442 $ 300 $ lJJ3 $ 619 - 
income (loss) froin discontinucd opcralions (nct of incoiiic taxcs) availablc 

$ $ (53) $ 2 $  (38) to PPL 

Nct income attributablc to PPL 
Less ainotints allocatcd to participating sccuritics 

income available to PPL. common sharcowncrs 

aharcs of Common Stock (Denominator) 
Wcightcd-avcragc shares - Basic EPS 
Add incrcmcntal non-participating sccuritics: 

Wciglitcd-avcragc sliarcs - Diliitcd EPS 

Basic EPS 
Available to PPL. common sliarcowncrs: 

Stock options and pcrformancc units 

lncoinc from continuing opcrations aftcr incomc taxcs 
lncoinc (loss) lroiii discnntinucd operations (nct of incomc laxcs) 

Nct Inconic 

$ 444 9; 248 $ 1,041 $ 583 
2 I 4 2 

$ 442 $ 247 $ 1,037 $ 58 I 

577,595 482,552 54 1,135 4 14,068 

459 210 345 219 
578,054 482,762 54 1,480 414,287 

$ 0.76 9; 0 6 2  $ 1.91 $ I .49 
(0.1 I) 0.0 I (0.09) 

$ 0.76 $ 0.51 $ 1.92 $ I .40 

Diluted EPS 
Available to PPL common sharcowncrs: 

lncoinc from continuing opcrations ancr incomc taxcs $ 0.76 $ 0.62 $ 1.91 $ I .49 
(0.1 I) (0.09) 

$ 0.76 $ 0.51 $ 1.91 $ I .40 
lncoinc (loss) from discontinucd opcrations (nct o f  incomc taxcs) 

Net lncoinc 

For the periods ended September 30 the following options to purchase PPL. common stock and perfomiance units were excluded from the 
computations of diluted EPS because the effect would have been antidilutive. 

Three Months Nine Months 
201 1 2010 201 1 2010 (Slures iii t lmrs~ i i ids )  

Stock options 
Pcrformancc units 

4,473 
3 

5,194 5,377 
3 

4,844 
61 
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During the thrcc and nine months ended September 30,201 1, PPL issued 17,3 1 1 and 410,283 shares of common stock related to the cxercise of 
stock options, vesting of restricted stock and restricted stock units and conversion of stock units granted to directors under its stock-based 
compensation plans. In addition, PPL issued 561,918 and 1,741,827 shares of coninion stock related to its DRIP during the three and nine 
nmths  ended September 30,201 1.  PPL also issued 301,319 shares related to its ESOP during the nine months ended September 30, 201 1 I 

,;e Note 7 for infomiation on the April 201 1 issuance of coninion stock and 201 I Equity Units. 

5. Income Taxes 

Reconciliations of income tax expense for the periods ended September 30 are: 

Nine Months Three Months 
201 I 2010 201 I 2010 

Reconciliation of  lnconic Tax Expense 
Fcdcral incoinc tax on lncoinc from Continuing Opcrations Bcforc 

lncoinc T a m  at statutory tax ratc - 35% 
lncrcasc (dccrcasc) duc to: 

Statc incoinc taxcs, nct of fcdcral incomc tax bcncfit 
Statc valuation allowancc adjustmcnts (a) 
Impact of lowcr U.K. incoiiic tax ratcs 
U.S incoinc tax on forcign carnings - nct o f  forcign tax crcdit (b) 
Fcdcral and statc tax rcscrvc adjustincnts (c) 
Forcign tilx rcscrvc ndjustincnts (d) 
Domcstic manufacturing dcduction (e) 
Hcallh Carc Rcforiii (r) 
Forcign losscs rcsulting f rom rcstructuring (d) 
E,iiactiiicnt of thc U.K.'s Financc Act o f  201 I and 2010 (g) 
Fcdcral incoinc tax crcdits 
Amortization of invcstincnt tax crcdit 
Dcprcciation not norinalizcd (a) 
Nondcductiblc acquisition-rclatcd costs (h) 
Othcr 

Total incrcasc (dccrcasc) 

Total incoinc (ilxcs from continuing opcrations 

In 1-cbrtiary 201 I ,  tlic Pennsylvania Dcpartincnt of Rcvcnuc issucd intcrprctivc guidancc on thc trcatmcnt of bonus dcprcciation for Pcnnsylvania incomc lax purposcs In 
accordancc with Corporation Tax Bullctin 201 1-01, Pcnnsylvania allows 100% bonus dcprcciation for qualifying asscts in thc samc ycar bonus dcprcciation i s  allowcd for 
fcdcral incomc tax purposcs. Duc to tlrc rcduction in projcctcd Pcnnsylvania taxablc incomc for tax ycars 201 I and 201 2 rclatcd to the 100% bonus dcprcciation dcduction, 
PPL adjusted i ts dcfcrrcd tax valuation allowanccs for Pcnnsylvania nct opcrating losscs by  $ 1  I million in the first quartcr of 201 I .  

Atlditionally, tlic 100% Pcnnsylvania bonus dcprcciation dcduction crcatcd a currcnt statc incoinc tax bcncfit for tlic flow-through impact of Pcnnsylvania rcgulatcd statc tax 
dcprcciation. 
During tlic tlrrcc and irinc iiion~hs cndcd Scplcmbcr 30, 201 I ,  PPL rccordcd a $7 million and $21 million fcdcral incomc tax bcncfit rclatcd to U.K pcnsion contributions. 
In 1997, tlic U.K. imposed a Windfall Profits Tax on privatizcd utilitics, including WPD. In Scptcinbcr 2010, tlic U S. Tax Court rulcd in PPL.'s favor i n  a pcnding disputc 
with tlic IRS, concluding that!hc U.K. Windfall Profits Tax is  a crcditablc tax for U S. tax purposcs. As a rcsult and with tlic finalization ofotlicr issucs, PPL rccortlcd a $42 
iiiillion tiix bcnclit which iinpactcd fcdcral and statc incoinc tax rcscrvcs and rclatcd dcfcrrcd incoinc taxes during thc third quartcr of 2010. In .January 20 I I ,  tlic IRS 
appcalcd the U S. Tax Co~irt's dccision to thc U.S. Court of Appcals for thc Third Circuit. 

In July 2010, tlic U S Tax Court rulcd in PPL's favor in a pcnding disputc with thc IRS, concluding that strcct lighting asscts o f  PPL Elcctric arc dcprcciablc for tax purposcs 
ovcr scvcn ycars As a rcsult, PPL rccordcd a $7 million tax bcncfit to fcdcral and statc incoinc tax rcscrvcs and rclatcd dcfcrrcd incomc taxcs i n  tlic third quartcr o f  2010 

SCC "Tax Litigation" bc low for additional information. 
During tlic tlircc and ninc inontlis cndcd Scptcmbcr 30,2010, PPL rccordcd $27 million and $52 million in forcign tax bcncfits and rclatcd adjustincnts to forcign tax rcscrvcs 
of $24 and $46 million in conjunction with losscs rcsulting from rcstructuring in tlic U.K. Thcsc losscs offset tax on a dcfcrrcd gain from a prior ycar salc o f  WPD's supply 
busincss. 
In Dcccinbcr 20 I O ,  Congrcss cnactcd Icgislation allowing for 100% bonus dcprcciation on qualificd propcrty. Thc incrcascd tax dcprcciation climinatcs thc cstimatcd tax 
bcncfit rclatcd 10 tlic doincslic manufacturing dcduction i n  201 I .  
Bcginning in 2013, provisions within I-lcalth Carc Rcfonn climinaicd thc incoinc tax dcductibility ofrctircc hcalth carc costs to thc cxtcnt of fcdcral subsidics rcccivcd by 
plan sponsors that providc rctircc prcscriptioii drug bcncfits cquivalcnt to Mcdicarc Part D Covcragc. As a rcsult, PPL rccordcd dcfcrrcd iiicoinc tax cxpcnsc in tlic first 
quancr of 2010. SCC No tc  9 for additional information. 
Thc U.K.'s Finiincc Act of 201 I ,  cnactcd in July 201 I ,  includcd rcductions in thc U.K. statutory incomc tax ratc. Thc statutory incoinc tax ratc was rcduccd froin 27% lo 
26% rctroactivc to Apr i l  I ,  201 I and wil l  bc rcduccd from 26% to 25% cffcctivc April I ,  2012 As a rcsult, PPL rcduccd i ts  nct dcfcrrcd tax liabilities and rccognizcd a 
dcfcrrcd tax bcncfit in the third quartcr o f  201 I to comprchcnd both ratc dccrcascs. 
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The U K 's Financc Act oF2010, cnactcd in .July 2010, included a rcduction in  tlic U K. statutory income tax rate Effective April I ,  201 I ,  the statutory income tax rate was 
reduced from 28% to 27% As a result, PPL reduced its net dcfcrrcd tax liabilities and rccognizcd a dcfclrcd tax bcncfit in the third quancr of 2010. 
During the thrcc and nine months cndctl Scptcinbcr 30,201 I .  PPL recorded nondcductiblc acqtlisition-rclatcd costs (primarily the U K. stamp duty tax) associated with its 
acquisition of WPD Midlands Scc Notc 8 for additional information on the acquisition. 

(h) 

., has evaluated the inipact of the change in earnings estimates on its projected annual effective tax rate. The result of the change in estimate 
.duced income tax expense for the three niontlis ended September 30,201 1 by $ 1  8 niillion ($0.03 per share, basic and diluted). 

(PPL Eiiergy Supply) 

Three Months Nine Months 
201 1 2010 201 1 2010 

Reconciliation of  Income l a x  Expense 
Fcdcral inconic tax on Income from Continuing Operations Bcforc 

Income Taxcs at statutory tax iatc - 35% 
lncrcasc (dccrcasc) duc to: 

Statc income taxes, net of fcdcral income tax bcncfit 
Statc valuation allowancc adjustiiicnts (a) 
Federal and state tax reserve adjustmcnts 
Doincstic manufacturing deduction (b) 
Hcalth Carc Rcforin ( e )  
Fcdcral income tax credits 
Other 

Total increase (dccrcasc) 
Total income taxes l ioi i i  continuing opcrations 

$ 96 $ 107 $ 272 $ 189 

(a) In February 20 I I ,  tlic Pcnnsy1v;ini;i Dcpai tincnt of  Rcvcnuc issucd intcrprctivc guidancc on tlic trcatiiicnt o f  bonus depreciation for Pennsylvania income tax purposes. In 
accordance with Corporation Tax Bullctin 201 1-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in the same ycar bonus depreciation is allowed for 
fcdcral income tax purposcs. Duc to thc rcduction in nrnicctcd Pennsylvania taxablc inconic for tax ycars 20 I I and 2012 rclatcd to the 100% bonus dcprcciation deduction, 
PPL E,ncrgy Supply adjusted its dcfcrrcd tax valuation allowances for Pennsylvania net operating losscs in the first quarter of 201 I .  
In Dcccmbcr 201 0. Congrcss cnactcd legislation allowing for 100% bonus dcprcciation on qualified property Thc increased tax dcprccialicn eliminates the cstirnatcd tax 
bcncfit rclatcd to thc domestic monuFacturing deduction in 201 I .  
Beginning in 20 13, provisions within Hcal th  Care Rcfomi eliminated thc income tax dcductibility of rctircc hcalth care costs to the cxtcnt of  fcdcral subsidies rcccivcd by 
plan sponsors that providc rctircc prescription tirug bcncfits cquivalcnt to Medicare Part D Coverage. As a result, PPL Energy Supply rccordcd dcfcrrcd income tax cxpcnsc 
in the first quarter of2010. Scc Notc 9 for additional information. 

(b) 

( e )  

(PPL Electric) 

Reconciliation o f  Income l a x  Expense 
Fcdcral incomc tax on lncomc Bcforc Income Taxcs at statutory 

tax rate - 35% 
lncrcasc (dccrcasc) tluc IO: 

Statc inconic taxes, net of  fcdcral income tax bcnclit 
Fcdcral and state tax rcscrvc adjustmcnts ( a )  
Fcdcral iind state income tax return adjustiiicnls 
Depreciation not normalized (b) 
Other 

Total incicasc (decrease) 
Total income taxes 

Tlrrcc Months Nine Months 
201 1 2010 201 1 2010 

$ I6 $ 19 $ 64 $ 53 

(a) In July 2010, the US. Tax Court ruled in PPL, Elcctric's ravor in a pcnding dispute with tlic IRS, concluding that strcct lighting assets arc dcprcciablc for tax purposes over 
seven ycars. As a rcsult, PPL. Electric rccordcd a $7 million tax bcncfit which iiqpactcd fcdcral and state income tax reserves and rclatcd dcfcrrcd income taxes in thc third 
quarter o f  20 I O .  Scc "Tax L.itigation" bclow for additional information. 
In February 201 I ,  the Pennsylvania Dcpartincnt of Rcvcnuc issucd intcrprctivc guidancc on the trcatiiicnt o f  bonus depreciation for Pennsylvania incomc tax purposes In 
accordance with Corporation Tax Bulletin 201 1-01, Pennsylvania allows 100% bonus dcprcciation for qualifying asscts in the same ycar bonus dcprcciation is allowed for 
Fcdcral incoinc tax purposes. Thc I OOY0 Pennsylvania bonus depreciation deduction crcatcd a current state incomc tax bcncfit for thc flow-through impact of Pennsylvania 
regulated state tax depreciation. 

(b) 
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Ileconciliation of lnconle Tax Expense 
Fcdcral incoinc tax on lncoinc from Continuing Opcrations Bcforc 

lncoinc Taxcs at statutory tax ratc - 35% 
lncrcasc (dccrcasc) duc to: 

Statc income taxcs, net of fcdcral incomc tax bcncfit 
Otlicr 

Total incrcasc (dccrcasc) 
Total incoinc uxcs froin continuing opcrations 

Nine Months Three Months 

Successor Predecessor Successor Predecessor 

(L. G& E) 

Three 

Reconciliation of Income Tax Expense 
Fcdcral incoinc tax on lncomc Bcforc lncomc Taxcs at statutory 

tax ratc - 35% 
lncrcasc (dccrcasc) duc IO: 

Statc incomc taxcs, nct of fcdcral incomc tax bcncfit 
Ohcr  

Total incrcasc (dccrcasc) 
Total incoinc taxcs 

2011 
Successor 

Three 
201 1 

Successor 
IZeconciliatinn of  Income Tax Expense 

Fcdcral incoinc tax on lncomc Bcforc lncoinc Taxcs at statutory 
tax ratc - 35% 

incrwsc (dccrcasc) duc to: 
Statc incoinc taxcs, nct o f  fcdcral incomc tax bcncfit 
Otlicr 

Total incrcasc (dccrcasc) 
Total iiicoinc taws 

$ 31 

3 
(2) 

I 
R 32 

Unrecognized Tax Benefits (PPL, PPL E17ergy Sipply, PPL Electric, LKE, L.G&E and KU) 

Changes to unrecognized tax benefits for the periods ended September 30 were as follows. 

9P.L 
Bcginning of pcriod 
Additions bascd on tax positions of prior ycars 
Rcductions bascd on tax positions of prior ycars 
Additions bascd on tax positions rclatcd to thc ctirrcnt ycar 
Rcductions bascd on tax positions rclatcd to thc currcnt ycar 
Sctt Icincnts 
Lapsc of applicablc statutcs of  limitation 
Effects o f  forcign currcncy translation 
End of pcriod (a) 

P.PL.Enew Supply 
Bcginning ofpcriod 
Additions bascd on tax positions of prior ycars 
Rcductions bascd on tax positions of prior ycars 
Additions bascd on tax positions rclatcd to lhc currcnt ycar 
Rcductions bascd on tax positions rclatcd to thc currcnt ycar  
Sctllcmcnts 
Dcrccognizc unrccognizcd tax bcncfits (b) 
Effccts of  forcign currcncy translation 
End ofpcriod 

$ 56 $ I20 

6 II 
(3 ) ( 6 )  
3 5 

$ 59 $ I25 
I_. 

onths Nine 
2010 201 I 

Predecessor Successor 

L .. 
$ 35 L- 58 

Dntlis Nine F 
2010 201 1 

Predecessor Successor 

$ 30 $ 19 

3 1 
( 1 )  (4) 
2 3 

$ 32 $ 82 

inths 
2010 

Predecessor 

$ 58 

6 
(4) 
2 

$ 60 

tnths 
2010 

Predecessor 

$ 72 

8 
(4 1 
4 

$ 76 

Three Months Nine Months 
201 I 2010 201 I 2010 
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PPL Electric 
Bcginning of pcriod 
Additions bascd on tax positions o f  prior ycars 
Rcductions bascd on tax positions of prior ycars 
Rcductions bascd on tax positions rclatcd to thc currcnt ycar 
Lapse o f  applicablc statutes of limitation 
End of pcriod 

Three  Monlhs Nine Months 
201 1 2010 201 1 2010 

s 56 $ 68 $ 62 $ 74 

(a) Unrccognizcd tax bcncfits a t  Scptcmbcr 30,201 I includc $ I46 million o f  U.K. capital losscs rclatcd to positions prcviously rccordcd on U.K. income tax rctiinis. In  October 
201 I ,  thc IJ K tax authority acccptcd thcsc capital loss positions. As a result, in thc fourth quartcr of 201 I ,  PPL cxpccts to rcvcrsc this unrccognizcd tax bcnclit and cxpccts 
to rccord a valuation allowance for this amount against thc dcfcrrcd tax assct that rcsults from an incrcasc in capital loss carry forwards 
Rcprcscnts unrccognizcd tax bcncfits dcrccognizcd as a rcsult o f  PPL Encrgy Supply's distribution of its mcmbcrship intcrcst in PPL. Global to PPL Encrgy Supply's parcnt, 
PPL Encrgy Funding. SCC Notc 8 for additional information on thc distribution. 

(bj 

L.KE's, LG&E's and I W 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 30,201 I ,  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 L,KE, LG&E and KU, no significant changes in unrecognized tax benefits are projected over the 
next 12 months. 

PPL. 
PPL Encrgy Supply 
PPL. Elcctric 

Increase Decrease 

$ 23 $ 216 
26 

26 41 

These potential changes could result from subsequent recognition, derecognition and/or changes in the nicasurenient of uncertain tax positions 
related to the creditability of foreign taxes, the timing and utilization of forcign tax credits and the related impact on alternative minimum tax 
and other credits, the timing and/or 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. 

Septcmber 30, the total unrecognized tax benefits and related indirect effects that, if recognized, worlld decrease the effective tax rate were 
follows. Thc amounts for LKE, L.G&E and KU were insignificant" 

201 1 2010 

PPL 
PI'L. Energy Supply 
PPL. Elcctric 

$ 172 $ I16 
12 I02 
9 14 

Other. (PPL, PPI, Eiiei-gy Supply and PPL, Eleciric) 

PPL. changed its method of accounting for repair expenditurcs 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. 

In Aiig~ist 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. 201 1-43 provides a safe harbor method of determining 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. Proc. 201 1-43, the amount of deductible versus capitalizable expenditures will likely be different 
from PPL's current niethod. 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-Litigation (PPL mid PPL Electric) 

In January 20 1 1 ,  the IRS appealed, to the U S .  Court of Appeals for the Third Circuit, the US. Tax Court's decision that the 1997 U.K. 
Windfall Profits Tax (WPT) is a creditable tax for U.S. Federal inconie tax purposes. In its decision, the Tax Court ruled on two issucs: (1) the 

'7 1J.K. WPT imposed on all U.K. privatized utilities, including PPL's U.K. subsidiary, was creditable against the Company's IJS. income 
~ e s ;  and (2) PPL Electric's strcet 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 did not appeal the street lighting decision. PPL, filed 
its tax returns for I997 and all intcrvcning 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. 

6. Utility Rate Regulation 

(PPL, PPL Electric, LKE, LGdiE a id  KU) 

The following tables provide infomiation about the regulatory assets and liabilities of cost-based rate-regulated utility operations. 

PPL PPL Electric 
September 30, December 31, Septeniber 30, December 31, 

201 1 2010 2011 2010 

Currcnt Rcgulaiory Asscts: 
Gcncration supply chargc (a) 
Univcrsal scrvicc rider 
Fuel adjustment clausc 
Oilier 

Total currcni rcgcilatoiy asscis 

Noncurrcni Rcgulaiory Asscts: 
Dcfincd bcnclit p h ~ s  
'Jaxcs rccovcrablc ilirough rttltirc ratcs 
Storm costs 
Unamonizcd loss on dcbt 
lntcrcsi rate swaps 
Accumulaicd cost olrcmoval of  utiliiy plant (b) 
Coal contracis ( e )  
Otlicr 

a1 nonctirrcni rcgiilatory assets 

Currcnt Regulatory Liiibiliiics: 
Coal contracts (c) 
Gcncraiion supply chargc (a) 
ECR 
PURTA tax 
DSM 
Transmission scrvicc chaigc 
Oilier 

Total ctrrrcni rcgulalory 1i;ibiliiics 

Noncurrent Rcgulaiory Liabilities: 
Accuinulalcd cos1 orrciiioval olutiliiy plant 
Coal contracts (e) 
Powcr purcliasc agrccincnt - OVEC (c) 
Net dcfcrrcd tax asscts 
Act 129 coiiipliancc rider 
Dcfincd bcncfit plans 
Other 

Total noncurrcnl rcgulaiory liabiliiics 

$ 45 $ 45 
$ 3 I O  $ 3 10 

I O  3 
6 27 8 

$ 19 $ 85 $ 3 %  63 

$ 586 $ 592 $ 256 $ 262 
270 254 270 254 
132 I29 6 7 
113 61 80 27 
66 43 
46 35 46 35 
14 22 
so 44 5 7 

$ 1,277 $ 1,180 $ 663 $ 592 

$ 12 $ 46 

8 I2 
3 I O  3 s  

I O  IO 
I 8 I 

I2 23 5 

37 $ 37 

$ 83 $ 109 $ 46 $ I8 

I O  

8 

$ 64 6 
I88 
118 
31 
13 
I O  
8 

$ 1.020 

$ 623 
213 
I24 
40 
14 $ 13 $ 14 
I O  
7 

$ 1,031 $ 13 $ 14 
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cnt Rcgulatory Asscts: 
LCR 
Coal contracts (c) 
Gas supply clausc 
Fucl adjustmcnt clausc 
Virginia rucl factor 

Total currcnt regulatory assets 

Noncurrcnt Rcgulatory Asscts: 
Dcfincd bcncfit plans 
Storm costs 
Unamortizcd loss on debt 
Intcrcst ratc swaps 
Coal contracts (c) 
Other 

Total noncurrent regulatory assets 

Currcnt Rcgulatory Liabilities: 
Coal contracts (c) 
EC R 
DSM 
Other 

Total currcnt rcgulotory IiLtbilitics 

LKE LG&E KU 
Septcinbcr 3U, Decetilber 31, September 30, Deceniber 31, Sepleniber 30, Deceniber 31, 

201 1 2010 201 I 2010 201 1 2010 

$ 5 
$ I 5 

$ 5 
I $  I $  4 

5 4 %  5 4 
I O  3 5 3 5 

5 5 
$ 16 $ 22 $ I O  $ 13 S 6 %  9 

$ 330 $ 330 $ 213 $ 213 $ 117 $ I I7 
I26 I22 67 65 59 57 
33 34 21 22 I 2  I2  
66 43 66 43 
14 22 6 8 8 14 
45 37 17 16 28 21 

$ 614 $ 588 $ 390 S 367 $ 224 $ 22 I 

$ 12 $ 46 s 8 %  31 $ 4 s  15 
8 12 I 7 12 

10 I O  6 5 4 5 
7 23 5 15 2 8 

s 37 $ 91 $ 20 $ 51 $ 17 $ 40 

Noncurrcnt Rcgulatory Ltabilitics: 
Accuini :atcd cost of removal 

Coal contracts (e)  I88 213 80 87 I 08 I26 
of utility plant $ 646 $ 623 $ 284 S 215 $ 362 $ 348 

Power purcliasc agrccincnt - OVEC (c) I18 I24 82 86 36 38 
Nct dcfcrrcd tax assets 37 40 32 34 5 6 
Dcfincd bcncfit nlans I O  I O  IO 10 
Other 

Total nonctincnt rcgulatory liabilities 

8 7 3 I 5 6 
$ 1,007 $ 1,017 $ 481 $ 483 $ 526 $ 534 

, PPL Elcctric's generation supply chargc rccovcry mcchanism movcd from an undcrcollcctcd status at Dcccrnbcr 3 I ,  2010 to an ovcrcollcctcd status at Scptcmbcr 30, 201 I ,  
rcflccting thc impacts of changcs in customer billing cyclcs, thc timing of  ratc rcconciliation filings, thc lcvcls o f  customers choosing altcrnativc cncrgy supplicrs and othcr 
fiictors. Bccausc custoincr rates arc dcsigncd to collcct thc costs of PPL Elcctric's cncrgy purchases to mcct its PLR rcquircmcnts, thcrc i s  iiiinimal impact on earnings. 
Thc Dcccmbcr 3 I ,  2010 balancc of accuinulatcd cost of removal of utility plant was rcclassificd from "Accumulatcd dcprcciation - rcgulatcd utility plant" to noncurrent 
"Rcgtilatory assets" on thc Balance Shccts. Thcsc costs wi l l  continuc to bc includcd in future ratc procccdings. 
Thcsc rcgulatory nsscts and liabilitics wcrc rccordcd as offscts to ccrtain intangiblc assets and liabilitics that wcrc rccordcd at  f i i r  viiluc upon thc acquisition of LKE. 

(b) 

(e) 

Regulatory Matters 

Kentucky Activities (PPI., M E ,  L,G&E and KU) 

Environtiiental Upgrades 

In order to achieve compliance with new and pending federal EPA regulations including CSAPR, National Ambient Air Quality Standards and 
the MACT rule, in June 201 1, 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 modernize the s u l f k  dioxide scrubbers at the Mill Creek generating station as well as install fabric-filter 
baghouse systems for increased particulate and mercury control on all units at Mill Creek and for Unit 1 at Trimble County. In its KPSC 
application, LG&E estimated the impact on rates to LG&E's electric customers to be an increase of 2.3% in 2012, growing to an increase of 
19.2% by 201 6. 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 landfill at the E.W. 
Brown generating station. In its KPSC application, KtJ estimated the impact on rates to KU's electric customers to be an increase of 1 .S?4 in 
2012, growing to an increase of 12.2% by 2016. 
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Certain parties have been granted intcrvenor 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 issucd in December 201 I .  L.G&E and KU cannot 
predict the outcome of these proceedings. 

IRP regulations in Kentucky require major utilities to make triennial IRP filings with the KPSC. In April 201 1, LG&E and KU filed their 201 1 
joint IRP with the KPSC. The IRP provides historical and projected demand, resource and financial data, and other operating perfomiance and 
system infomiation. In May 201 1, the KPSC issued a procedural schedule and data discovcry 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 supplemental 
infomiation as required by this Order. The IRP assumes approximately 500 MW of peak demand reductions by 201 7 through existing or 
expanded DSM or energy efficiency programs. Implementation of the major findings of the IRP is subject to further analysis and decision- 
making and further regulatory approvals. 

CPCN Filing 

In September 201 1, 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. K1.J will own a 78% undivided interest, and LG&E will own a 22% undivided interest, in the new NGCC. In addition, LG&E and 
KU also requested approval to purchase three additional natural gas conibustion 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 conjunction with these developments, at the end of 
2015 LG&E and KlJ anticipate retiring three coal-fired generating units at L,G&E's Cane Run station and also coal-fired generating units at 
KU's Tyrone and Green River stations. These generating stations represent 797 MW of combined summer capacity. 

L,G&E and KU anticipate that the NGCC construction and Bluegrass Plant acquisition could rcquire up to $800 million (comprised of up to 
$300 million for LG&E and u p  to $500 million for KU) in capital costs including related transmission projects. Fomial 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 ar7 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. 

DSM/Ener-gy Ejficiency 

In April 201 1, L,G&E and KU filed a DSM application to expand existing energy efficiency programs and implement new energy efficiency 
?grams. Discovery and evidentiary phases have been completed and a KPSC order is anticipated during the fourth quarter of 201 1.  Any 
rease in rates will not be implemented until an order is issued by the KPSC. 

PPL's Acqiiisifion qfLKE 

In September 2010, the KPSC approved a scttlement agreement aniong PPL, and all of the intcrvening parties to PPL's joint application to the 
KPSC for approval of its acquisition of ownership and control of LKE, LG&E and KU. I n  the scttlenient agreement, the parties agreed that 
LG&E and K1J would coniniit that no base rate increases would take effect bcfore January I ,  2013. Under the temis of the settlement, LG&E 
and KU retain the right to scek KPSC approval for the deferral of "extraordinary and uncontrollable costs,'' such as significant storni restoration 
costs, if incurred. Additionally, interim rate adjustments will continue to be pemiissible during that period for existing recovery mechanisms 
such as the ECR and DSM. 

Stom Costs (PPL, LKE and LG&E) 

In August 20 1 1, a strong stomi hit LG&E's service area causing significant damage and widespread outages for approximately 139,000 
customers. LG&E filed an application with the KPSC in September 201 1, requesting approval of a regulatory asset recorded to defer, for 
fiiture recovery, $7 million in incremental operation and maintenance expenses related to the stomi restoration. The KPSC has issued a 
procedural schedule for discovery relating to the application during the fourth quarter. 

Virginia Activities (PPL, LKE and KU) 

Rate Case 

In April 201 1 ,  KU 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 I % ,  inclusive of expenditures to complete TC2, all new sulfur dioxide scrubbers, recovery over five years of a 2009 
stomi regulatory asset and various other adjustments to revenue and expenses for the test year ended December 3 1,2010. In September 201 I ,  
a settlement stipulation was reached between KU and the VSCC Staff and filed with the VSCC for consideration. In October 201 1, the VSCC 
wproved the stipulation with two modifications that were accepted by KIJ. The VSCC issued an Order closing the proceeding in October 

' I .  The approved annual revenue increase is $7 million with new base rates effective November 1, 201 I .  

Leiwlized Fuel Fnclor 

In February 201 1, I<U 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 1, a hearing was held on KlJ's requested he1 factor arid an Order was issued approving a revised fiiel 
factor to be in effect beginning with service rendered on and after April I ,  201 I ,  with recovery of the regulatory asset for prior period under- 
recoveries over a three-year period. 

S1onn Cosrs 

In December 2009, a major snowstorm hit KU's Virginia service area causing approximately 30,000 custonier outages. During the nomial 
2009 Virginia Annual Information Filing (AIF), KU requested that the VSCC establish a regulatory asset and defer for future recovery $6 
million in increniental operation and maintenance expenses related to the storm restoration. In March 201 1, the VSCC Staff issued its report 
on KU's 2009 AIF stating that i t  considered this stomi 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 next base rate case. In 
March 201 1, a regulatory asset of $6 million was established for actual costs incurred. In June 201 1, the VSCC issued an Order approving the 
reconiniendations contained in the Staff Report. 

Pennsylvania Activities 

(PPL and PPL Electric) 

Ac/ l L 9  

Act 129 requires Pennsylvania electric utilities to meet specified goals for reduction in customer electricity usage and peak deniand by 
specified dates. Utilities not meeting the requirements of Act 129 are exposed to significant penalties. 

hder Act 129, Electric Distribution Companies (EDCs) must develop and file an energy efficiency and conservation plan (EE&C Plan) with 
: PUC and contract with conservation service providers to implement all or a portion of the EE&C Plan. Act 129 requires EDCs to cause 

'zduced overall electricity consumption of 1 .O% by 201 1 and 3.0% by 2013, and reduced peak demand of4.5% for the 100 hours of highest 
demand by 2013. To date, PPL Electric has met the 201 1 requirement, subject to the PIJC's verification. EDCs will be able to recover the 
costs (capped al2% of the EDC's 2006 revenue) of implementing their EE&C Plans. In October 2009, the PIJC approved PPL, Electric's 
EE&C Plan. The plan includes 14 programs, all of which are voluntary for customers. The plan inciudes 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. The 
PUC issued its Final Order in January 201 I ,  approving the changes proposed by PPL Electric and directing PPL Elcctric 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 and in May 201 1, the PUC 
approved those changes. 

Act 129 also rcqiiires installation of smart meters for new construction, upon the request of consumers at their cost, or on a depreciation 
schedule not excecding IS 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 PIJC. All of PPL. Electric's metered 
customers currently have smart nietcrs 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 
nicter plan with several modifications. In compliance with the Order, in the third quarter of 2010, PPL, Electric submitted a revised plan with a 
cost estiniate 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 Deceniber 2010, the PUC approved PPI. Electric's rate rider to recover the costs of its smart meter program. In August 
201 1, PPL Electric filed with the PUC an annual report describing the actions it is taking under its smart meter plan in 201 1 and will take in 
201 2. PPL Electric also submitted proposed Smart Meter Rider charges to be effective January I ,  2012. 
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Act 129 also requires the Dcfault 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 mix of spot market purchases, short-temi contracts and long-temi contracts (4 to 20 years), with long-temi contracts liniited to 
"D to 2% of the load unless otlienvise approved by the PIJC). The DSP will be able to recover the costs associated with a competitive 

curenient 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-temi power contracts up to 20 years, ifnecessary, to achieve the "least cost" standard. The PUC 
has approved PPL. Electric's procurement plan for the period January I ,  201 I through May 3 1, 201.3, 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 Investiga1ior7 of Retail Mdtet  

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 niarket and explore potential changes. Questions promulgated by the PUC for this phase of the 
investigation focus priniarily on default service issues. In June 201 1, interested parties filed comments and the PUC held a hearing in this 
phase of the investigation. In 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 PIJC as being niost relevant to improving the current retail electricity market. The PUC issued a tentative order 
in October 201 1 addressing issues associated with the timing and various other details of EDCs' default service procurenient plans. Parties will 
have an opportunity to comment on that tentative order. The PIJC also has scheduled a hearing in this phase of the investigation in November 
201 I .  I t  is likely that investigation will not be completed before the end of the year. PPL Electric cannot predict the outcome of the 
investigation. 

Legi.slalion - Regula/o,y Procediir-es arid Mechar7 isriis 

i n  June 201 I, the Pennsylvania House Consunier Affairs Conmiittee approved legislation that would authorize the PUC to approve regulatory 
procedures and mechanisnis to provide for more timely recovery ofil utility's costs. Those procedures and niechanisnis include, but are not 
limited to, the use of a fully projected test year and an automatic ad,justnient clause to recover certain capital costs and related operating 
expenses. In  October 201 1, the legislation was passed by thc Pennsylvania HOUSC of Representatives. It will now be considered by the 
Pennsylvania Senate. PPL Electric is working with other stakeholders to support passage of this legislation. 

Urmrnot-tized Loss on Debt 

further discussed in Note 7, in July 201 1 PPL Electric redeemed Senior Secured Bonds for $458 million, plus accrued interest. The 
iedeniption preniiuni and the unamortized financing costs of $59 million were recorded as a regulatory asset which will be amortized over the 
life of the replacement debt. 

S tom Recovery 

PPL Electric expcricnced scveral PUC-reportable storriis during the three and nine months endcd September 30, 201 I resulting in total 
restoration costs of $34 niillion and $59 million, of which $23 inillion and $39 million wcrc recorded in "Other operation and niaintcnancc" on 
thc Statenicnt of Income Although PPL Electric has stomi insurance with a PPL. affiliate, the costs associated with the  inu usually high nuniber 
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 Statcnient of Income. In November 201 1, PPL. Electric filed with the PUC a request for pemiission to defer $ I  5 to $20 
million for future recovery of allowable stomi-related costs. At the tinic PPL Electric seeks recovery of any deferred mount,  its claim will bc 
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 thc PUC approving deferral of these costs. 

In late October 201 1, PPL Electric cxperienced 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 quantificd, 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 Fomiula Rate 
niechanisni which is updated annually. 

51 



Traiisrni.F.r ion Service Cliarge Adjiistmerit (PPL Electric) 

During the three and nine months ended September 30, 201 1, PPL Electric recorded a $7 million ($4 million after-tax) charge to "Retail 
filcctric" revenue on the Statement of Income to reduce a portion ofthc transmission service charge regulatory asset associated with a 200.5 

JC. However, nianagenicnt cannot assert at the present time that i t  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. The impact of this charge was not material 
to any previously reported financial statenients and is not expected to bc niatcrial to the financial statements for the full year of 201 1. 

FederalMatten 

'ercollection that was not included in any subsequent rate reconciliations filed with the PUC. PPL, Electric plans to seek recovery with the 

FERC For-rnirla Rates (PPL and PPL Electric ) 

In May 2010, PPL. Elcctric initiated the 2010 Annual 7Jpdate of its formula rate. In November 2010, a group ofmunicipal customers taking 
transmission service in PPL. Electric's zone filed a preliminary challenge to the update, and in December 2010 they filed a fornial challenge. In 
January 201 I ,  PPL Electric filed a niotion 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 niotion to dismiss and its responses to the formal challenge. In August 201 1, the FERC 
issued an order rejecting the formal challcnge and accepting PPL Electric's 2010 Annual Update; the group of municipal customers filed a 
request for rehearing of that order. In October 201 I ,  the group of municipal customers filcd a preliminary challenge to PPL Electric's 201 1 
Annual lipdate of its formula rate. PPL Electric will attempt to resolve the issucs 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. Oiler/iead Electricigi Networks 

In 2002, for safcty rcasons, the U.K Govcrnnient issucd guidance that low voltage ovcrhead clectricity networks within three meters horizontal 
clearance ofa  building should cithcr be insulated or relocated. This iniposcd a retroactive requirement on existing assets that wcre built with 
lower clearanccs. In 2008, the U.K. Government determined that the U K. clectricity nctwork should comply with the issued guidance. WPD 
estimatcs that the cost of compliance will be approximately $124 million. The projected expendihires in the current regulatory period, April 1, 
2010 through March 31,201.5, have becn included in allowed revenues, and it is expected that expenditures beyond this five-year period 
(including WPD Midlands expcnditures) will also be included in allowed revenlies The U K. Government has determined that WPD (South 
'"ales) and WPD Midlands should comply by 201.5 and WPD (Soutli West) by 2018. 

o improve network reliability, the LJ.K" Government amended a regulation relating to safcty and continuity of supply by adding an obligation 
which broadly requires, bcginning January 31,2009, nctwork operators to implement a risk-based program to clear trees away from overhead 
lines. WPD estimates that the cost of conipliance will be approximately $205 million over a 25-year period. The projected expenditures in the 
current regulatory period have been included in allowed revenues under the currcnt price control review, and it is expected that expenditures 
beyond this fivc-year period will also be included in allowed revcniies 

In addition to tlic above, WPD Midlands was not in conipliancc with carlier rcgulations pertaining to ovcrhcad line clearances as of the 
acquisition datc. WPD Midlands expects to incur costs through 201 5 to comply with these reqiiirenicnts that are not includcd in allowcd 
rcvenues under the current price control rcvicw In thc three months ended Septcnibcr 30, 201 1, WPD Midlands recordcd a liability of $69 
million associated with meeting these requirements as an opening balance shect adjustment in accordance with accounting guidance for 
business combinations. See Note 8 for additional information. 

New U.K. Pricing Model 

The electricity distribution subsidiaries of WPD operate under distribution licenses and price controls granted and set by Ofgeni for each of the 
distribution subsidiaries. The price control fomiula that governs allowed revenue is designed to provide economic incentivcs to minimize 
operating, capital and financing costs. The price control forniula is normally determined every five years. Ofgem completed its review in 
December 2009 that became effective April I ,  201 0 and will continue through March 31, 201.5. 

In October 201 0, Ofgeni announced a pricing model that will be effective for thc U.K. electricity distribution sector beginning April 2015. The 
model, known as RIIO (Revenues = Incentives -t Innovation -t Outputs), is intended to encourage investnicnt in regulated infrastructure. Key 
components of the model are: an extension of the price review period froni five 
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to eight years, increased emphasis on outputs and incentives, enhanccd 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 of this pricing 
model to be significant to WPD's operating results. 

Financing Activities 

Credit Arrangements and Short-term Debt 

(PPL, PPL. Energy Supply, PPL, Elecfric, 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 fqcili!ies were in place at: 

Deccniber31,2010 September 30,201 1 
Letters of Letters of 

Expiration Borrowed Credit Unused Burrowed Credit 
Dare Cap a c i t y (a) Issued Capacity (a) Issued 

PPL 
WPD Credi/ Fucili/ie$ 

PPL WW Syndicated 
Crcdit Facility (b) 

Syndicated Crcciit Facility 

Syndicatcd Crcdit Facility (c)  

Syndicatcd Crcdit Facility (c) 

Tole1 WPD Crcdit Facilities (d) 

WPD (South Wcst) 

WPD (East Midlands) 

WPD (Wcst Midlands) 

Uncoininittcd Credit Facilities 

PPL Energy-Supply (e) 
Syndicated Credit Facility (f)(I) 
Lcttcr of Crcdit Facility 
Structurcd Credit Facility (g) 

Total PPL Encrgy Supply 
Crcdit Facili tics 

rPL Electric (e )  
Syndicated Credit Facility ( I )  
Assct-backcd Crcdit Facility (11) 

To1;il PPL Elcctric Crcdit Facilitics 

LG&E ( e )  (i) 
Syndicated Credit Facility O)(I) 

K U  ( e )  (9 
Syndicated Crcdit Facility ( j ) ( l )  
Lcttcr ofCrcdit Facility ( k )  

Total K U  Crcdit Facilities 

Jan.2013 f 150 f I l l  nla f 39 f I I5 nla 

July 2012 210 d a  210 nla 

Apr 2016 300 L 70 230 nla nla 

Apr 2016 300 71 229 nla nla 
81 3 78 - f  3 

f 1,041 f I l l  f 144 E 786 f 115 L 3 

Dcc 2014 $ 3,000 $ 250 $ 132 $ 2,618 $ 350 
Mar 201 3 200 nla 16 I24 nla $ 24 

nla n/a n/a nla n/a 161 Mar 201 I 

$ 3,200 $ 250 X 208 $2 2,742 $ 350 $ I85 

Dcc 2014 $ 200 $ 13 X 187 $ 13 
July 2012 I50 n/a I50 nla 

$ 350 $ 13 X 331 X 13 

Dcc 2014 ' 400 $ 400 S I63 

Dcc. 2014 X 400 $ 400 $ I98 
Apr 2014 I98  nla $ I98 nla nla 

$ 598 $ 19X $ 400 9; I98 

(a) 

(b) 

Amounts borrowed arc rccordcd as "Sliort-tcnn dcbt" on the Balancc Shccts. 

Tlic borrowing outstanding at Scptcmbcr 30,201 I was a USD-dcnoininatcd borrowing of X I78 million, which cquatcd to f I I I inillion at the timc of borrowing and borc 
intcrcst at approxiinatcly I 05%. 

In April 201 I ,  following thc completion of thc acquisition of WPD Midlands, WPD (East Midlands) and WPD (Wcst Midlands) each cntcrcd into a E300 inillion 5-year 
syndicatcd crcdit facility Undcr the facilitics, WPD (East Midlands) and WPD (West Midlands) each havc tlic ability to makc cash borrowings and to rcqucst the lcndcrs to 
issiic up to E80 million oflcttcrs olcrcdit in licu of borrowing. Each company pays ciistoinary colnmitincnt and utilization fccs undcr its rcspcctivc fxility, and borrowings 
gcncrally bear intcrcst a l  L.IBOR-bascd rates pl~is a sprcad, dcpcnding upon thc rcspcctivc conlpany's senior unsccurcd long-tcrin dcbt rating. Each crcdit Facility contains 
financial covcnants that rcquirc the rcspcctivc company to maintain an intcrcst covcragc ratio of consolidatcd cariiings bcforc intcrcst, incomc taxes, depreciation and 
amortization to intcrcst cxpcnsc of at lcast 3.0 to I and total net dcbt not in cxccss of 85% of its RAV, in each casc calculated in  accordance with tllc crcdit facilitics. An 
aggrcgatc of $7 inillion in fccs wcrc incurred in conncction with establishing tllesc facilitics. 

At Scptcinbcr 30, 201 I ,  thc unuscd capacity ofthc WPD credit facilitics was approximatcly $1.3 billion. 

All crcdit facilitics at  PPL Energy Supply, PPL Elcctric, LG&E and KU also apply to PPL. on a consolidatcd basis for financial reporling purposes. 

Thc borrowings outstanding at Scptcmbcr 30,201 I bear intcrcst at a wcightcd avcragc rate of approxiinatcly 2.48% 

. 

(c) 

(d) 

(e )  

(0 
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In March 201 I ,  PPL. Energy Supply's $300 million Structurcd Credit Facility expired. PPL. Energy Supply's obligations undcr this facility wcrc supported by a $300 million 
Icttcr ofcrcdit issucd on PPL. Energy Supply's bclinlf irndcr a separate but rclatcd $300 million 5-ycar crcdit agrccmcnt, which also expired in March 201 I 

PPL. Electric participates in an assct-backed commcrcial papcr program through which PPL Electric obtains financing by selling and contributing i t s  cligiblc accounts 
rcccivahlc and unbillcd rcvcnuc to a special purpose, wholly owncd subsidiary on an ongoing basis. Tlic subsidiary lias plcdgcd thcsc asscts to sccurc loans from a 
coinmcrcial paper conduit sponsorcd by a financial institution. 

At Scptcmbcr 30,201 I and Dcccmbcr 31,2010, $253 million and $248 million of accounts rcccivablc and $81 million and $134 million of unbillcd rcvcnuc wcrc plcdgcd by 
the subsidiary undcr thc credit agrcciiicnt rclatcd to PPL. Electric's and thc subsidiary's participation in thc asset-backcd commcrcial papcr program. Based on thc accounts 
rcccivablc and iinbillcd rcvcnuc plcdgcd at  Scptcmbcr 30, 201 I ,  thc amount availablc for borrowing undcr the facility was lirnitcd to $86 million. PPL. Electric's salc to i ts 
subsidiary of  the accounts rcccivablc and unbillcd rcvcnuc is an absolutc salc ofasscts, and PPL Elcctric docs not rctain an intcrcst in thcsc asscts. Howcvcr, for financial 
reporting purposcs, the subsidiary's financial results arc consolidated in PPL Electric's financial statcincnts PPL Electric pcrfonns ccrrain record-kccping and cash collection 
functions with rcspcct to the asscts in return for a servicing fcc from thc subsidiary. 

In July 201 I, PPL Electric and tlic subsidiary cxtcndcd tlic expiration date of the crcdit agrccmcnt to July 2012 

All credit facilitics at LG&E and KU also apply lo LKE on a consolidatcd basis for financial reporting purposcs. 

In Junc 201 I ,  thcsc facilities wcrc amcndcd such that the fccs and the sprcads to benchmark intcrcst rates for borrowings dcpcnd upon the rcspcctivc company's scnior 
sccurcd long-tcrm debt rating rathcr than thc senior unsecured long-tcrm debt rating. 

In April 20 I I ,  K U  cntcrcd into a lcttcr o f  credit facility that lias bccn used to issuc lcttcrs of credit to support outstanding tax-cxcmpt bonds. Thc racility contains a financial 
covenant rcqiiiring KU's debt to total capitalization not to cxcccd 70%, as calcullrtcd in accordance with thc credit hcility. K U  pays customary commitincnt and Icttcr of 
crctlit fees undcr the new facility" In August 201 I ,  K U  amcndcd its lcttcr ofcrcdit facility such that the fccs dcpcnd upon KU's scnior sccurcd long-tcnn dcbt rating ratlicr 
than its scnior unsecured debt rating. 

In October 201 I, PPL Energy Supply, PPL. Elcctric, LO&E and KO cach amcndcd its rcspcctivc syndicated crcdit facility. Tlic amendments include cxtcnding thc expiration 
datcs froin Dcccmbcr 2014 to Octobcr 2016 Under thcsc facilitics, PPL Encrgy Supply, PPL Electric, L.G&E and K U  cach contintic to havc thc ability to makc cash 
borrowings and to rcqucst the lcndcrs to issuc lcttcrs ofcrcdit. 

(PPL and PPL Etiergy Supply) 

PPL Energy Supply niaintains 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 thc time of  each request, based on certain market 
conditions At Scpteniber 30, 201 1 ,  PPL Energy Supply had not requested any capacity for the issuance of letters of credit under this 
wrangement. 

,'L Energy Supply, PPL EnergyPlus, PPL. Montour and PPL Brunner Island maintain an $800 million secured energy marketing and trading 
facility, wliercby PPL EnergyPlus will receive credit to be applied to satisfy collateral posting obligations related to its energy niarkcting and 
trading activities with counterpartics participating in the facility. The credit amount is guaranteed by PPL Energy Supply, PPL Montour and 
PPL Brunner Island PPL Montour and PPL Bninner Island have granted liens on their respective generating facilities to secure any amount 
thcy may owe under thcir guarantees. The facility expires in November 201 5 ,  but is subject to automatic one-year renewals under certain 
conditions. There were no secured obligations outstanding under this facility at September 30,201 1 

In October 201 1, PPL. Encrgy Supply re-activated its $500 million commercial paper program to provide an additional financing source to fund 
its short-term liquidity necds, if and when necessary. Commercial paper issuances arc supported by PPL Energy Supply's Syndicated Credit 
Facility. At November 4, 20 1 1,  PPL. Energy Supply had $400 million of coniniercial paper outstanding at a weighted-average interest rate of 
approximately 0.5 I %, which w a s  used to partially fund the repayment of PPL Energy Supply's 6.40% Senior Notes upon maturity discussed 
below 

(PP 1, atid PPL Elecfric) 

PPL Electric niaintains a commercial paper program for up to $200 million to provide an additional financing source to f ind its short-tern1 
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. 

(PPL, Etiergy Sitpply, PPL Elecfric, LKE, LG&E and KU) 

See Note I I 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 commitnient 
letter with certain lenders pursuant to which the lenders committed to provide PPL with 364-day unsecured 
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bridge financing of up to f3.6 billion solely t o  (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 conmitment, in March 201 I ,  PPL Capital Funding and PPL, WEM, as borrowers, and PPL, as guarantor, 

ered into the f3.6 billion 201 1 Bridge Facility. During the nine months ended September 30, 201 1, PPL incurred $43 million of fees in 
,nnection with establishing the 201 1 Bridge Facility, which is reflected in "Interest Expense" o n  the Statcment of  Income. 

On April I ,  20 1 1 ,  concurrent with the closing o f  the WPD Midlands acquisition, PPL Capital Funding borrowed an aggregate of E l  .75 billion 
and PPL WEM borrowed f 1 8.5 billion under the 201 1 Bridge Facility. Borrowings bore interest at approximately 2.62%, detemiined by one- 
month LJBOR rates plus a spread based on PPL. Capital Funding's senior unsecmcd 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 t!ic !Trniz ofthe 201 I Bridge Facility, PPL. Capital Funding's borrowings of f1.75 billion were repaid with approxiniatcly 
$2.8 billion of proceeds received from PPL's issuance of common stock and 201 1 Equity 'iJnits in April 201 1, as discussed in "Long-term Dcbt 
and Equity Sccurities" below. In April 201 I ,  PPL. WEM repaid E650 million of its 201 1 Bridge Facility borrowing. Such repayment was 
funded primarily with procccds received from PPL WEM's issuance of senior notes, which is also discussed below. In May 201 1, PPL, WEM 
repaid the remaining El .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 LJ.S. dollar procecds received from PPL's 
issuance of conlnion stock and 201 1 Equity Units and PPL WEM's issuance of U S .  dollar-denominatcd senior notes, PPL, entered into forward 
contracts to purchasc GBP in order to econoniically hedge thc forcign currency exchange rate risk related to the repayment. See Note 14 for 
further discussion. 

Long-term Debt and Equity Securities 

In connection with thc closing of the acquisition of WPD Midlands, PPL, assumed, through consolidation, E250 million of Senior Notes due 
2040 (2040 Notes) previously issued by W P D  (East Midlands), and E250 million of Senior Notes  due 2025 (202.5 Notes) previously issued by 
WPD (West Midlands), cquating to an aggregate principal amount of approxiniatcly $800 million at the time of closing. The interest rates on 
the notes arc subject to adjustment into June  2012 in the event of a rating change on the notes. The 2040 Notes currently bear interest at 

75%, and the 2025 Notes currently bear interest at 6.00%. Thc maxiniuni rate of interest allowable under the adjustment provisions is 6.SOYo 
thc 2040 Notcs 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- 

.irm 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 conncction with a restructuring event. A rcstnichiring event includcs the loss of, or material advcrse change to, 
the distribution license under which WPD (West Midlands) and WPD (East Midlands) operate. 

In April 20 I I ,  PPL issued 92 million shares of  its coninion 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 iindcnvriting 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 issuancc were $948 million, nct of the $30 
million underwriting discount PPL, used thc net procccds to repay PPL Capital Funding's borrowings under the 201 1 Bridge Facility, as 
discussed above, to pay certain acquisition-relatcd fees and expenses and for general corporate purposes. 

Each 201 I Eqiiity 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 20 19 (20 19 Notes). 

Each 201 1 Purchase Contract obligates the holder to purchasc, and PPL. to sell, for $50.00 a number of shares of PPL common stock to be 
detcrmined 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 adjustments and an early settlement upon a Fundamcntal Change as follows: 

0 

o 

0 

if  the average VWAP equals or cxcccds approxiniately $30.99, then 1.61 33 sharcs (a minimum of 3 1,540,015 shares); 
if the average VWAP is lcss than approximately $30.99 but greater than $2.5.30, 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 lcss than or eqiial to $25.30, then 1.9763 shares (a maximum of 38,636,665 shares). 
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I f  lioldcrs elect to settle the 201 1 Purchase Contract prior to May 1, 2014, they will receive 1.6133 shares of PPL common stock, sub,ject to 
antidilution adjustments and an early settlement upon a Fundamental Change. 

4 holdcr's ownership interest in the 2019 Notes is pledged to PPL to secure the holder's obligation under the related 201 I Purchase Contract. I f  
ildcr of a 201 I Purchase Contract chooses at any time n o  longer to be a holder of the 2019 Notes, such holder's obligation under the 201 1 

.chase Contract must be secured by a lJ.S. Treasury 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 LJnit. PPL. has the option to defer these contract adjustment payments until the 201 1 Purchase Contract 
settlcnicnt 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 201 9 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 arc not subject to redemption prior to May 2016. Beginning May 2016, PPL Capital Funding niay, at its option, redeem the 2019 
Notes, i n  wholc but not in part, at any time, at par plus accrued and unpaid interest. The 2019 Notes are expected to be reniarketed 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 2019 Notes to be reniarketed. One tranche will mature on or about the third anniversary of the settlement of the 
reniarketing, 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 rcsct and the niaturity of the tranches may be modified as necessary. In connection with a remarketing, PPL 
Capital Funding niay 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, liolders 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 201 6, PPL Capital Funding may elect at one or more times to defer interest payments on the 201 9 Notes for one or more 
consecutive interest periods until the earlier of the third anniversary of the interest payment due date and May 2016. Defined interest 
payments will accrue additional interest at a rate equal to the interest rate then applicable to the 2019 Notes. Until any deferred intcrest 
payments have becn paid, PPL niay not, subject to certain cxccptions, (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 paynicnt of principal of, or interest or premium, 
if any, on, or repay, purchase or redeem any o f  its debt securities that upon its liquidation ranks equal with, or junior in interest to, the 
subordinated guarantee of the 201 9 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, or junior in interest to, the 2019 Notes 
: of the date of their issuance. 

.., 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 ad,justnient payments, based on the underlying fair value of each instrument at thc time of 
issuance. As a result, tlie 2019 Notes were recorded at $978 million, which approximated fair value, as long-tcmi debt. At the time of 
issuance, the present value of the contract ad,justnient payments of $ 123 million was recorded to other liabilities, rcprcsenting the obligation to 
make contract adjustmcnt payments, with an offsetting reduction to additional paid-in capital for the issuance of thc 301 1 Purchase Contracts, 
which approximated the fair valiic 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 tlie contract ad.justnient payments is considered a non-cxh 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 bcing recorded to "Additional paid-in capital" and $6 million being recorded to "Other noncurrent assets". See Note 4 for EPS 
considerations relatcd to the 201 1 Purchase Contracts. 

Also in April 201 I, PPL, WEM issucd $460 million of 3.90% Senior Notes due 2016 (2016 Notes) and $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 make-whole redemption 
prices. The 2021 Notes niay be redeemed at PPL WEM's option at make-whole redemption prices until the date three nionths prior to maturity 
and at par thereafter. PPL WEM received procccds of $953 million, net of discounts and underwriting fees, from the combined issuance of the 
notes Thc net proceeds were used to repay a portion of PPL WEM's borrowing under the 201 1 Bridge Facility as discussed above. In 
connection with the issuance of the scnior 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 fhctional currency equivalent 
cash flows related to its U S .  dollar interest and principal payments on the notes. 

56 



In May 201 I ,  WPD (West Midlands) issued E800 million of5.7S% Senior Notcs due 2032 (2032 Notes) and WPD (East Midlands) issued 
E600 niillion of 5.25% Senior 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 WEM's borrowing 

fer the 201 1 Bridge Facility in May 201 1 as discussed above. The balance of the net proceeds have been or will be used to pre-fund certain 
pita1 expenditures and for other general corporate purposes. 

In June 201 1, WPD (East Midlands) issued E l  00 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 ternis of the notes. WPD (East Midlands) received proceeds of E99 
million, which equated to $163 million at the time of issuance, net of discounts and underwriting fees, from the issuance of the 2043 
Notes. The majority of the net proceeds were used to repay short-temi debt. 

The 2032 Notcs, the 2023 Notes, and the 2043 Notes may be put by the holders back to the respective issuer for redemption if the long-term 
credit rati,ngs 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 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. 

(PPL, nnd PPL, Energy Sipply) 

In July 201 1, PPL Energy Supply rcdeemed at par the entire $250 million aggregate principal amount of its 7.00% Senior Notes due 
2046. PPL Energy Supply recorded a loss of $7 niillion, which is reflected in "Interest Expense" on the Statements of Income for 201 1, as a 
rcsrilt of accelerating the amortization of deferred financing fees in connection with the redemption. 

In November 201 1, PPL Energy Supply repaid the entire $500 million principal amount of its 6.40% Senior Notes upon maturity. 

(PPL and PPL, Eleciric) 

In July 201 1,  PPL Electric issued $250 million of 5.20% First Mortgage Bonds due 2041. The bonds may be rcdeenied at PPL Electric's option 
at makc-whole rcdeniption prices until the date six months prior to maturity and at par thereafter, PPL Electric received procecds of $246 
niillion, net of discounts and undcnvriting fees. The net proceeds have been or will be used for capital expcnditurcs and other general 
corporate purposes. 

Ilso in JUIY 201 I ,  PPL Electric redeemed the entire $400 million aggregate principal amount of its 7"12S% Senior Secured Bonds due 2013 for 

,ssociated with this debt. See Note 6 for additional infomiation. 
58 million, plus accrued interest. PPL Electric recorded a regulatory asset for the redemption prcmium and unamortized financing costs 

In August 20 1 1, PPL Electric issued $400 million of 3.00% First Mortgage Bonds due 2021. The bonds may be redeemed at PPL Electric's 
option at make-whole rcdcmption prices until the date three months prior to maturity and at par thereafter. PPL. Electric received procceds of 
$394 niillion, net of discounts and  underwriting fecs. The net proceeds werc used to rcpay $250 niillion of short-tcmi debt and to replenish 
cash used to redeem the 7.125% Scnior Secured Bonds due 201 3 in July 201 1, as discussed above. 

(PPL and LKE) 

In Septenibcr 201 I ,  LKE issued $250 million of 4.375% Senior Notes due 202 1. The notes were issued in a private offering to qualified 
institutional buyers and othcr transactions not sub,ject to registration requirements under thc 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 LKE 
agreed to file, by late April 201 2, a registration statement to cxchang? such notes for securities containing substantially identical ternis (except 
for certain transfcr restrictions), or in certain cases to file, by late April 2012, a registration statement covering resale of the notes. LKE also 
agreed, under its registration rights agreement, to (i) use its commercially reasonable efforts to cause the registration statement to be declared 
cffcctive under the Securities Act by late July 2012 and (ii) upon effectiveness of the registration statement, take certain actions to promptly 
exchange the notcs or, in the case of a registration 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 
ccrtain requircmcnts 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 rcgistration 
rights agrcenicnt 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 agrecnient have been curcd, or if earlier, 
upon the redemption by the issuer or niaturity of the notes. 

The notes niay be redeemed at L.KE's option at make-whole redemption prices until the date three months prior to maturity and at par 
-cafter LKE received proceeds of $248 million, net of discounts and underwriting fees. The net proceeds have been iiscd to make a return 

capital to PPL. 

(PPL, LKE. LG&E m i l  KIJ) 

In April 201 I ,  LKE, L.G&E and KU each filed 201 1 Registration Statements with the SEC, as agreed in registration rights agreements entered 
into in connection with thc issuances of senior notes (in the case of LKE) and first mortgage bonds (in the case of LG&E and KIJ) in 
November 201 0 in transactions not registered under the Securities Act of 1933. See Note 7 in PPL's 2010 Forni IO-K for additional 
infcmation on the original debt issuances. The 201 1 Registration Statements relate to offers by the respective issuers to exchangc the senior 
notcs and first mortgage bonds issued in Noveniber 201 0 with similar but registered securities. The 201 1 Registration Statements became 
effective in June 201 I ,  and the exchanges were completed in July 201 1, with substantially all of L,KE's senior notes and LG&E's and KU's first 
mortgage bonds being exchanged. 

(PPL, LKE and LGcSiE) 

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

Legal Separateness 

(PPL, PPL Energy Sipply, PPL Electric atid LKE) 

The subsidiaries of PPL are scparate legal entities. PPL's subsidiaries arc not liable for the debts of PPL. Accordingly, creditors of PPL. niay 
not satisfy their debts from the ass& of PPL's subsidiaries absent a specific contractual undertaking by a subsidiary to pay PPL's creditors or as 
requircd 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 
-3rbsidiaries niay not satisfy thcir debts from the assets of PPL, or its other subsidiaries absent a specific contractual undertaking by PPL or its 

c r  subsidiaries to pay the creditors or as required by applicable law or regulation. 

Similarly, the subsidieries of PPL Energy Supply, PPL Electric and L.KE are each separate legal entities. These subsidiaries are not liable for 
the dcbts of PPL Energy Supply, PPL Electric and L.KE. Accordingly, creditors of PPL Energy Supply, PPL Electric and LKE niay not satisfy 
their dcbts from the assets of their subsidiaries absent a specific contractual undertaking by a subsidiary to pay the creditors or as required by 
applicablc law or regulation. Similarly, absent a specific contractual undcrtaking or as iequired by applicable law or regulation, PPL. Energy 
Supply, PPL Electric and LKE are not liable for thc debts of their subsidiaries, nor are their subsidiaries liable for the debts of one 
another Accordingly, creditors of these subsidiaries niay not satisfy their debts from the assets of PPL Energy Supply, PPL Electric and LKE 
(or their othcr subsidiaries) abscnt 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 

(PPL) 

In August 201 1, PPL declared its quarterly common stock dividend, payable October 1, 201 1, at 35.0 cents per share (equivalent to $ I  .40 per 
annum). Future dividends, declared at the discretion of the Board of Directors, will be dependent upon future earnings, cash flows, financial 
and lcgal requirements and other factors. 

(PPL Energy S ipply ,  PPL Electric, LKE, LG&E and KU) 

During the nine months ended September 30, 201 1 the following distributions and capital contributions occurred: 
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PPL Energy 
Supply PPL Electric LKE LG& E I< u 

$ 20') (a) $ 76 $ 469 $ 55 $ 88 
36 I 56 

:vidcnds/distributions paid to parcntliiicmbcr 
rital contributions received fi om parcnl/mcinbci 

(a) In addition to the ciisli distributions paid, in January 201 I ,  PPL. Energy Supply distribulcd i ts  membership intcicst i n  PPL. Global to its parcnt company, PPL Energy 
Funding. Scc Note 8 for cidtlilional inroriiiation. 

8. Acquisitions, Development and Divestitures 

(PPI,, PPL Energ), Siipply9 PPI, EIec/ric, LKE, L,G&E and KU) 

PPL. continuously evaluates potential acquisitions, divestitures and development projects as opportunities arise or are itizntified. Development 
projects are continuously reexaniincd bascd on market conditions and other factors to dcterniine whether to proceed with the projects, sell, 
cancel or cxpand them, execute tolling agreements or pursue other options. Any resulting transactions niay impact future financial results See 
below for inforniation on PPL.'s acquisitions of WPD Midlands and L.KE, PPL Energy Supply's distribution of its menibership interest in  PPL 
Global to its parcnt, PPL Energy Funding, that was prcsented as discontinued operations by PPL, Energy Supply and the sales o f  businesses that 
were presented as discontinued operations by PPL and PPL. Energy Supply. 

Acquisitions 

Acquisition of WPD Midlands ( P P L )  

On April 1 ,  201 1 ,  PPL, through its indirect, wholly owned subsidiary PPL WEM, coniplcted its acquisition of all of  the outstanding ordinary 
share capital of  Central Networks East plc and Central Networks Limited, the sole owner of Ccntral ;\'&works West plc, together with certain 
other related assctc r.nd liabilities (collcctivcly referred to as Central Networks and subsequently rcnanied Wi'D Midlands), from subsidiaries of 
E.ON AG. The considcrathsn for the acquisition consisted of  cash of $5.8 billion, including the repayment of $1.7 billion of affiliate 
indebtedncss owcd to subsidiarics of E.ON AG, and approximately $800 million of  long-term dcbt assumed through consolidation. WPD 
Midlands' regulated distribution operations serve five million end users in the Midlands area of England. The acquisition increases the 
regulated portion of PPL's business and cnhanccs rate-regulated growth opportunitics as the rcgulated businesses make investments to iniprovc 
infrastructure and customer reliability Further, the service territories of WPD (South Wales), WPD (South West) and WPD Midlands are 
-0ntiguous and cost savings, efficiencies and other benefits are expected from the conibincd operations. 

,le fair value of the consideration paid for Central Networks was as follows (in billions): 

Aggrcgatc cntcrprisc consideration 
L.css: fair valuc o f  long-tcrni dcbt outstanding asstrmcd through consolidation 
Total cash consideration p i d  
Less: funds inadc availirblc to Central Networks to repay prc-acquisition affiliate intlcbtcdncss 

Cash considcriltion p;iitl for Central Networks' outstanding ordinary sharc capital 

$ 6 6  
0.8 
5 8  
I .7 

$ 4. I 

The total cash considcration paid was piimarily funded by borrowings under thc 201 1 Bridge Facility on the date of acquisition. Subsequently, 
PPL, repaid the borrowings under the 201 1 Bridge Facility rising proceeds froni the pcrnianent financing, including April 201 1 issuances of 
coninion stock and 201 1 Equity Units, and proceeds from the issuance of debt by PPL, WEM, WPD (East Midlands) and WPD (West 
Midlands) in the second quartcr of 201 1 Sce Note 7 for additional inforniation on the 201 1 Bridge Facility and pemiancnt financing. 

Preliniinniy Pur-clinse Price Allocalioti 

The following tablc suniniarizes (in billions) the preliminary allocation of  the purchasc price to the fair value of  the major classes of assets 
acquired and liabilities assumed. 
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Currcnt asscts ( a )  
PP&E 
Intangible asscts (b) 
W c r  noncurrcn! ilssc~s 

-cnl liabilitics (c) (d) - WEM affiliate indcbtcdncss 
Long-tcrm dcbt (currcnt and noncurrcnt) (c) 
Olhcr noncurrcnt liabilitics (c) (d) 
Nct idcntifiablc assets acquircd 
Goodwill 
Nct asscts acquircd 

$ 0 2  
4 9  
0. I 
0. I 

(0.5) 
(1.7) 
(0.8) 
(0.6) 

I .7 
2.4 

$ 4.1 

(a) 
(b) 

(c) 
(d) 

lncludcs gross contractual amount of thc accounts rcccivablc acquircd o f  $ I  19 million, which approximatcs fair valuc. 
Inlangiblc asscts rccordcd includc $88 million of cascmcnts, which havc an indcfinitc life, and $ I  I million ofcustomcrcontracts, which havc a wcightcd-avcragc 
amortization period of I0 ycars. 
Rcprcscnts non-cash activity cxcludcd from thc Siatcincnt of  Cash Flows for thc ninc months cndcd Scptcmbcr 30,201 I .  
In tlic third quarwr of 201 I ,  thc prcliminary pitrcliasc price allocation, as o f  thc acquisition datc, was adjustcd lo rccord a $77 inillion liability primarily Tor costs cxpcctcd to 
bc paid in ordcr Tor WPD Midlands to bccoinc compliant with rcgularions pcrtaining to ovcrhcad linc clcaranccs. Scc Notc 6 Tor additional inrormation. 

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 infomiation obtained as of the reporting date. Any changes to the purchase price allocation during the 
nicasurement 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.. Tlie final purchase price allocation is expected to be completed before the end of 201 I .  The itcnis 
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 
framewofi, expected cost savings, efficiencies and other benefits resulting from a contiguous service area with WPD (South West) and WPD 
(Soutli Walcs) and the ability to levcragc WPD (South West)'s and WPD (South Wales)'s existing management team's high Ievcl of 
performance in capital cost efficiency, system reliability and customer service. The goodwill is not deductible for U.K income tax purposes. 

%para t ion BeneJts - Intertialional Regida fed Segtnet?! 

- connection with the acquisition of WPD Midlands, PPL. initiated a reorganization designed to transition the WPD Midlands companies to the 
ne operating structure as WPD (South West) and WPD (South Wales). The reorganization, which is expected to bc 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 an3 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: 

Scvcrancc compcnsation 
Early rctircmcnt dcficicncy costs (ERDC) undcr appliceblc pcnsion plans 
Outplacctncnt scrviccs 
Total scparation bcnclits 

$ 58 
43 

I 
$ I02 

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 sevcrancc compensation and $43 million relates to ERDC. WPD Midlands expects to record the remaining 
portion of scvcrance compcnsation, based on the expected timing of when employees will separate from the companies, as follows: an 
estimated $6 niillion 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, 201 1 are included in "Other operation and maintenance" on the Statement of Income. The accrued severancc 
compensation is reflccted 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 aniounts 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 eniployees who separated from the WPD Midlands conipanies, 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 ad,justnients (which are 
recorded on a one-nionth lag) included in PPL's Statement of  Income and included in the International Regulated segment, for  both periods 
ended September 30, 201 1 were as follows. 

Three Months Nine Months 

Opcrating rcvcnucs 
Nct lncoiiic 
Net Income - cxcluding nonrccurring acquisition-rclatcd adjus!mcnts 

$ 292 $ 499 
56 63 

I18 I83  

The pro forma operating revenues and net income attributable to PPL for the periods ended Septenibcr 30, which includes LKE as if the 
acquisition had occurred January 1,2009 and WPD Midlands as if the acquisition had occurred January I ,  2010, are as follows. 

Three Montlis Nine Montlis 
201 1 2010 201 I 2010 

Opcrating Rcvcnucs . PPL. consolidated pro fobnna 
Nct lncoiiic Attributablc to PPL - PPL consolidated pro forina 

9; 3.1 I 5  $ 3,149 $ 8,905 $ 9,500 
49'7 489 1,306 1,062 

The pro fomia financial information presented above has been derived from the historical consolidated financial statenicnts o f  PPL and LKE, 
which was acquired o n  November 1 ,  201 0, and from the historical combined financial statements of WPD Midlands. Income (loss) froni 
discontinued operations (net of income taxes), which was not significant for the thiee 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 from the pro forma aniounts 
above. 

The pro fornia adjustments include adjustments to depreciation, net periodic pension costs, interest expense, nonrecurring adjustments and the 
lated income tax effects. Nonrecurring adjustments include the following pre-tax credits (expenses): 

lncoinc Statciiicnt Three Months Nine Months 
201 I 2010 201 1 2010 ---- Line Itcm 

WPD Midlands acquisition 
201 I Bridgc Facility costs 
Izorcign currency loss on 201 I Bridgc Facility 
Nct hcdgc gains 
Hcdgc incl'fcctivcncss 
U.K. stainp duty tax 
Scparetion bcncfits 
Othcr acquisition-rclatcd costs 

LKE acquisition 
2010 Bridgc Facility costs 
Other acquisition-rclatcd costs 

lntcrcst Expcnsc 
Other Income (Expcnsc) - iict 
Othcr Inconic (Expcnsc) - iict 
lntcrcst Expcnsc 
Othcr Inconic (Expense) - nct 
Other operation oiitl iiisintcntincc 
(a) 

lntcrcst Expcnsc 
Otlicr Inconic (Expense) - nct 

9; (86) 
2 

(a) Primarily includcs advisory. accounting and lcgal fccs rccordcd in "Other Incomc (Expense) - net " 

Acquisition of__LKE- (PPL, LKE, LG&E ar7d KU) 

See Notes 1 and I O  in  PPL's 2010 Form IO-K and Note 2 in the annual financial statements included in the 201 1 Registration Statements (in the 
case of LKE, LG&E and KU) for information on PPL's November 201 0 acquisition of L.KE. 
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Pending Bluegrass Plant Acquisition-(PPL, LKE, LG&E andKU) 

In September 201 I ,  LG&E and KIJ entered into an Asset Purchase Agreement (APA) with Bluegrass Generation Company, L.L.C. for the 
wrchase of three existing natural gas simple cycle combustion units in LaGrange, Kentucky, aggregating approximately 495 MW, plus limited 

xiated contractual arrangements required for operation of the plant (collectively, the Bluegrass Plant), for a purchase price of $1 IO 
.*ilion. Pursuant to the APA, L,G&E and KIJ will jointly acquire the Bluegrass Plant as tenants in common, with L,G&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 K1.J) 

N-GCX-Construction 

In September 201 1, LG&E and KTJ 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 from the VSCC. The project has an expected cost of $583 million, which includes 
costs of building a natural gas supply pipeline. See Note 6 for additional infomiation. 

In con,junction 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 Rivcr coal units will need to remain operational until the replacement generation and associated transniission projects are 
completed. 

In January 201 1, LKE began dispatching electricity from TC2 to meet customer demand. See Note 10 in this Form IO-Q, Notes 8 and 15 in 
PPL's 201 0 Form 10-K and Note 13 in the annual financial statements included in the 201 1 Registration Statements (in the case of LKE, LG&E 
and KLJ) for additional infomiation. 

'DPL and PPL Energy Szipplyl 

ulisqu!ehannaUprate_Project 

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 19.5 
MW. The final phase of the project, a 50 MW Unit 2 uprate, was completed in the third quarter of 201 1. 

Bell Bend COLA 

The NRC continues to review the COLA submitted by a PPI, Energy Supply subsidiary for the proposed Bell Bend nuclear generating unit Lo 
be built adjacent 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 
not expect to procced with construction absent favorable economics, a joint arrangement with other interested parties and a federal loan 
guarantee or other acceptable financing. PPL, and its subsidiaries are currently authorized by PPL's Board of Directors to spend up to $144 
million on the COLA and other permitting costs (including land costs) necessary for Construction. At September 30,201 1 and December 31, 
2010, $124 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 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 
Fomi 10-K and Note 5 in PPL Energy Supply's Form 8-K dated June 24,201 1 for additional information. 
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(PPL and PPL Electric) 

Susquehanna-Roseland Transmission Line 

L Electric has experienced delays in obtaining necessary National Park Service approvals for the Susquehanna-Roscland transmission line 
Id anticipates a delay of the line's in-service date to 2015. In the first quarter of 201 I ,  PJM issued an updated assessment of the new line 

within its 2010 Regional Transmission Expansion Plan, which confirms that the line is needed by 201 2 to prevent overloads on other power 
lines in the region. PJM has developed a strategy to manage potential reliability problems until the linc is built. In October 201 1, the project 
was placed on the initial list of projects for the Rapid Response Team for Transniission (RRTT), an initiative of the White House to facilitate 
coordination among federal agencies to iniprove 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 he 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 each Registrant's 201 0 Fomi 10-K for additional information 

Discontinued Operations 

(PPL and PPL Etiergy Styply) 

Sale-ofcertain Non- coreGeneration Faci I itjes 

In March 201 I ,  PPL. Energy Supply subsidiaries completed the sale of their ownership interests in certain non-core generation facilities, which 
werc included in thc Supply segment, for $38 1 million. The transaction included the natural gas-fired facilities in Wallingford, Connecticut 
and University Park, Illinois and an equity interest in Safe Harbor Watcr Power Corporation, which owns a hydroelectric facility in Conestoga, 
Pennsylvania. In  conncction with the completion of the sale, PPL. Energy Supply recorded insignificant losses in the first and second quarters 
of201 I .  

These non-core gencration facilities met the held for sale criteria in the third quaner of 201 0. As a result, assets with a carrying amount of 
$47.3 million werc written down to their estimated fair value (less cost to sell) of $377 niillion at Scptcniber 30, 2010, resulting in a pre-tax 
impairment charge of $96 million ($58 million after tax). In addition, $5 million ($4 million aftcr tax) of allocated goodwill was written off in 
the third quarter of 2010. Thesc charges arc included in "Income (Loss) from Discontinued Operations (net of income taxes)" on the Statement 
of Income for the three and nine months ended September 30,2010. 

Tollowing are the components of Discontinued Operations in the Statements of Income for the periods ended Septeniber 30. 

l h r e e  Months Nine Months 
201 1 2010 201 1 2010 

Operating revenues 
Operating cxpcnscs (:I) 
Operating incoinc (loss) 
Other incomc (cxpcnsc) - ncl 
lntcrcst cxpcnsc (b) 
Incomc bcforc incoiiic taxes 
Income tax cxpcnsc 
Incomc (L.oss) from Discontinued Operations 

(a) 
(b) 

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

2010 includcs the irnpairincnl lo ~hc  carrying value of the generation facilitics bcing sold and ~ h c  write-onolallocatcd goodwill. 
Rcprcscnts allocated interest cxpcnsc bascd upon debt attributable to the gcncration facilities sold. 

- Sale-of Long Island Gen-eration Business 

In February 2010, PPL Energy Supply subsidiaries completed the sale of the L,ong Island generation business, which was included in thc 
Supply segment. The definitive sales agreement included provisions that reduced the $ 135 niillion purchase price monthly, commencing 
September 1, 2009. Aftcr ad,justing for these price-reduction provisions, proceeds from the sale approximated $124 million. There was no 
significant impact on earnings in the nine months ended September 30, 2010 from the operation of this business or as a result of this sale. 
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Distribution- of Menibership_lnterestin PPL-Globalto_Pare_nt_ (PPL Ei7ergy Szipplyl 

In January 201 1, PPL, Energy Supply distributed its 100% nienibership interest in PPL Global, which represented the entire International 
-gulated segment, to PPL Energy Supply's parent, PPL Energy Funding. The distribution was made based on the book value of the assets and 

ilities 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 
..,E: distribution was to bettcr align PPL's organizational structure with the manner in which it manages these businesses, separating the US.-  
based competitive energy niarkcting and supply business from the U.K.-based regulated electricity distribution business. Following the 
distribution, PPL Energy Supply operates in a single business segment, and through its subsidiaries is primarily engaged in the generation and 
marketing o f  power, primarily in the northeastern and northwestern U.S. 

Following arc the components of Discontinued Operations in the Statenlent of Income for the periods ended September 30,2010. 

Opcrating rcvcnucs 
Opcrating cxpcnscs 
Opcrating incoinc 
Othcr incornc (cxpcnsc) - nct 
lntcrcst cxpcnsc (a) 
lncoinc bcforc incoinc taxcs 
Income tax cxpcnsc 
Income (Loss) from Discontinued Opcrations 

l h r e e  Months Nine Months 

$ 172 $ 563 
84 260 
88 303 

2 
31 101 
51 204 

( 5 5 )  (23) 
.Yl 106 $ 221 

(a) No intcrcst was allocatcd, as PPL Global is sufficiently capitalizcd. 

In connection with the distribution, thc 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 bee.;. 'cflected as a financing activity, the remaining distribution represents 
a non-cash transaction excludcd from PPL Energy Supply's S-tstement of Cash FIows for the nine months ended September 30, 201 I I 

Cash and cash cquivalcnts 
Accounts rcccivablc 
Unbillcd rcvcnucs 
Othcr current asscts 
PP&E, nct 
Goodwill 

er intangibles 
cr noncurrcnt assets 

Total Asscls 

Short-tcrm dcbt 
Accounts payablc 
Accrued in tercst 
Othcr current liabilitics 
L.ong-tcrm dcbt 
Dcfcrrcd incomc lax liabilitics - noncurrent 
Accrucd pcnsion obligations 
Othcr dcfcrrcd crcdits and noncurrcnt liabilitics 
Total Liabilitics 
Nct assets distributcd 

s 325 
46 
70 
21 

3,502 
619 
80 
I1 

4,800 

181 
86 
71 

I I2 
2,3 I3 

399 
320 

30 
3.512 

s 1,288 

9. Defined Benefits 

(PPL, PPL Energy Supply, LKE and 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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PPL, 
Scrvicc cost 
Intcrcst cost 
Expcctcd rcturn on plan asscts 
Amortization of 

Prior scrvicc cost 
Actuarial (gain) loss 

Nct I,criodic dcf i icd bcncfit 
costs (crcdits) prior to 
tcrmination bcncfits 

Tcrmination bcncfits (a) 
Nct pcriodic dcfincd bcncfit 

costs (crcdits) 

Pension Benefits 

u s .  U.K. u s .  U.K. 
Nine Months Three Months 

2010 201 I 2010 2011 2010 201 1 2010 2011 

15 $ 14 $ 4 $  71 $ 45 $ 31 $ 13 
I I3 

24 $ 
54 37 88 38 I63 I l l  200 

(61) (43) (103) (51) ( I  841 (1.31) (243) ( 1 50) 

6 5 I I 18 15 3 3 

$ 

15 12 21 2 44 36 I 

14 15 4 89 42 35 15 30 
45 47 

60 $ 4 $  89 9; 42 $ 82 $ 15 $ 30 $ 14 $ 

PPL Energy Supply 
Scrvicc cost $ I $  1 
lntcrcst cost I 2 
Expcctcd rcturn on plan asscts (2) (1) 
Amortization of 

Prior scrvicc cost 

Nct pcriodic dcfincd bcncfit 
Actwerial (gain) loss I 

$ I $  2 costs (crcdits) 

(a) WPD Midlands rccordcd carly rctircmcnt dcficicncy costs payablc undcr applicablc pcnsion plans rclatcd to cmployccs lcaving I11c WPD Midlands coinpdrics SCC Notc 8 
for additional information 

'E 
vice cost 

,,iicrcst cost 
Expcctcd rcturn on plan assets 
Amortization of: 

Prior scrvicc cost 
Actuarial (gain) loss 

Nct pcriodic dcfincd bcncfit costs (crcdits) 

Scrvicc cost 
lntcrcst cost 
E,xpcctcd rcturn on plan asscts 
Amorlization of: 

Prior scrvicc cost 
Actuarial (gain) loss 

Nct pcriodic dcfincd bcncfit costs (crcdits) 

PPL 
Scrvicc cost 
lntcrcst cost 
Expcctcd rcturn on plan asscts 
Amortization of: 

Transition obligation 
Prior scrvicc cost 
Acruarial cost 

Nct pcriodic dcfincd bcncfit costs (crcdits) 

Three 
201 1 

Successor 

$ 6 
I 6  

(16) 

2 
6 

$ 14 

$ 4 
(4) 

3 
$ 3 

Pension Benefits 
ontlis Nine I 

2010 201 1 
Predecessor Successor 

$ 6 %  18 
I 6  50 

(15) (48) 

2 4 
5 17 

$ 14 $ 41 

mths 
2010 

Predecessor 

$ I6  
48 

(42) 

6 
15 

$ 43 

Other Postretirement Benefits 
Three Months Nine Months 

201 1 2010 201 1 2010 

I I 5 
4 

I 2 4 4 
$ I $  6 %  22 $ 24 
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l h r e e  
201 1 

Successor 

&<E 
Scrvicc cost $ 1 
lntcrcst cost 3 
Expcctcd rctum on plan asscts ( 1 )  
Amortization oT: 

Prior scrvicc cost I 
$ .  4 

Transition obligation 

Nct pcriodic dcfincd bcncfit costs (crcdits) 

(PPL Energy Szipply) 

Other Postretirement Benefits 
onths Nine I 

2010 201 1 
Predecessor Successor 

2 
4 $  I 1  

mtlis 
2010 

Predecessor 

$ 3 
8 

(2 )  

I 

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, which included associated accrued pension obligations. 

(PIX Energy Supply and 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 participation 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 endcd 
Septcniber 30. 

Three Months Nine Months 
2011 2010 201 1 201 0 

PPL Energy Supply 
PPL Elcctric 

.;&E and KU) 

In addition to the specific plan it sponsors, L.G&E is allocated costs of  LKE-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 dcfined benefit plans, which managenlent believes are reasonable, based on its participation in those plans. LKE allocated the 
following nct periodic bcnefit costs to  L,G&E and KU, including amounts applied to accounts that are fiirthcr distributed betwcen capital and 
expense for the periods ended September 30. 

LG&E 
KU 

Three Months Nine Months 

Successor Predecessor Successor Predecessor 

21 25 

Expected Cash Flows - U.K. Pension Plans 

( P W  

During 201 1 ,  WPD updated its expected pension contributions for 201 1 to $1 1 1  million from the $1 5 million expected contributions disclosed 
in PPL's 2010 Forni 10-K. The updated contributions reflect $27 million of contributions required to fund the acquired WPD Midlands' plan 
and $69 million of increased PPL WW contributions to prepay future contribution requirements to fiind 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 Energy Supply, PPL Eleclric, LKE, LG&E and KC/) 

In March 201 0, Health Care Refomi was signed into law. Many provisions of Health Care Reform d o  not take effect for an extended period of 
' h e ,  and most will require the publication of implementing regulations and/or issuance of program guidelines. 

-,eginning in 201.3, 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 Eiiergy Szipplyv PPI, Eleclric) 

0 

o 

e 

PPL, decreased deferrel tax sssets 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. 

(LXE, LG&E and KU) 

0 LKE and KIJ recorded insignificant amounts as a result of this enactment. LG&E was not impacted. 

10. Commitments and Contingencies 

Energy Purchase commitments 

(PPL, LKE. LG&E and KU) 

L,G&E and KU have a power purchase agreement with OVEC, extended in February 201 1 to June 2040. FERC approval of the extension was 
received in May 201 1, followed by KPSC and VSCC approvals in August 201 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 defined circumstances. These potential liabilities include 
unpaid OVEC indcbtedness as well as shortfall amounts in certain excess decommissioning costs and other post-employment and post- 

-tirernent benefit costs other than pension. L,KE's proportionate share of OVEC's outstanding debt was $ I  13 million at September 30, 201 1, 
misting of L,G&E's share of $78 million and KLJ'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: 

LG&E K U  Iota1 

2012 
201 3 
2014 
2015 
2016 
Thcrcaftcr 

$ I9 $ 9 $ 28 
20 9 29 
20 9 29 
21 9 30 
21 9 30 

628 219 907 
$ 129 $ 324 $ 1.053 

In addition, L.G&E and KU had total energy purchases under the OVFC powcr purchase agreement for the three and nine months ended 
September 30, as follows: 

(PPI,, LKE, LG&E mid KU) 
201 I 

Successor 
Tiwee Months Nine Months 

LG&E 
KU 
Total 

67 

$ 6 $  18 
3 8 

$ 9 %  26 



(LKE, L.G&E and KU) 
7nin 

Predecessor 
Three Months Nine Months 

LG&E 
KU 
Total 

fl 5 %  15 
2 7 

$ 7 3 ;  22 

(PPL, arid PPL, Elecrsic) 

In 2009, the PlJC approved PPL, Electric's procurement plan for the period January 2011 through May 2013. Through October 201 I ,  PPL 
Electric has conducted nine of its 14 planned conipr:itive solicitations. The solicitations include a mix of long-term and short-temi purchases 
ranging from five months to ten years to hlfill PPL Electric's obligation to provide Far customer supply as a PLR. See Note 6 for a discussion 
of the default service supply procurenlent provisions of Act 129. 

Legal Matters 

(PPL, PPL Eiiesgy Siipply. PPL, Electric, LKE, LG&E and KtJ) 

PPL. and its subsidiaries are involved in legal proceedings, claims and litigation in the ordinary course ofbusiness. 

(PPL,, LKE, LG&E and KU) 

In June 2006, LG&E and KU, as well as the Indiana Municipal Power Agency and Illinois Municipal Electric Agency (collectively, TC2 
Owners), cntered into a construction contract regarding the TC2 project. The contract is generally in the forni of a turnkey agreement for the 
design, engineering, procurement, construction, commissioning, testing and delivery of the project, according to designated specifications, 
ternis 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, the TC2 Owners 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, 

istniction schedule, conlniercial operations date, liquidated damages or other relevant provisions. In September 201 0, the TC2 Owners and 
, 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, the TC2 Owners took care, custody and control of TC2 in January 
201 1. Pursuant to certain amendments to the constniction agreement, the contractor will complete modifications to the combustion system 
prior to certain dates to allow operation of TC2 on all specified fiels categories. The provisions of the construction agreement relating to 
liquidated damages were also amended. In September 201 1,  the TC2 Owners and the construction contractor entered into a further amendment 
to the construction agreement settling, among other matters, certain historical change order, labor rate and prior liquidated damages amounts. 
The remaining issues are still under discussion with the contractor. PPL,, LKE, L,G&E and KlJ cannot currently predict the outcome of this 
matter or the potential impact on the capital costs of this project. 

T-C2Trans_mission 

LG&E's and KU's CPCN and condemnation rights relating to a transmission line associated with the TC2 construction have been challenged by 
certain propcrty owners in Hardin County, Kentucky. Certain proceedings relating to CPCN challenges and federal historic preservation permit 
requirements have concluded with outcomes in LG&E's 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 affirniing 
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 landowncrs 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. 
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Argentina- Matters (LKE, L G 6 E  and KU) 

In connection with an administrative proceeding alleging a violation by a former Argentine subsidiary under that country's 2002-2003 
-qergency currency exchange laws, claims were brought against the subsidiary's then directors, including two individuals who are executive 

cers of LKE, in a specialized Argentine financial criminal court Under applicable Argentine laws, directors of a local company may be 
.. .,ole for monetary penalties for a subject company's violations of the currency laws. In February 201 I ,  the Argentine court issued an order 
acquitting the former subsidiary and its directors of all claims, which order has become final. 

(PPL and PPL Energy Supp/y) 

SpentNuclear Fuel L3igatkn 

Federal law requires the 1J.S. government to provide for the permanent disposal of commercial spent nuclear fuel, but there is n o  definitive date 
by which a repository will be operational. As a result, i t  was necessary to expand Susquehanna's on-site spent fuel storagecapacity. To 
support this expansion, PPL Susquehanna contracted for the design and constnictian 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 accommodate spent fuel discharged through approximately 201 7 under current operating conditions. If 
necessary, on-site dry cask storage capability can be expanded, assuniing appropriate regulatory approvals are obtained, such that, together, the 
spent fuel pools and the expanded dry fuel storage fac 
current licensed life of each unit, 2042 for Unit 1 and 2044 for Unit 2. 

In 1996, the LJ S. Court o f  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 3 I ,  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 3 1 ,  1998. The DOE did not, in fact, begin to accept spent nuclear fuel by that date. The LiOE 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 nuciear Fuel. In May 
201 1, the parties entered into a settlenient agreement which resolved all claims of PPL, Susquehanna through December 2013. Under the 
settlcnient agreement, PPL Susquehanna received $50 million for its share of claims to recover costs to store spent nuclear fuel at the 
Susquchanna station through September 30,2009, and recognized a credit to ''Fuel" expense in the second quarter of 201 1. PPI., Susquehanna 
also will be eligible to receive payment of annual claims for allowed costs, as set forth in the settlement agreenient, that are incurred thereafter 
'-rough the December 3 1. 201 3 termination date of the settlement agreement. In exchange, PPL Susquehanna has waived any claims against 

oecernber 3 1,201 3. 

es will accommodate all of the spent fuel expected to be discharged through the 

United States government for costs paid or injuries sustained related to storing spent nuclear fuel at the Susquehanna plant through 

Montana Hydroelectric Litigation 

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 compensation for their hydroelectric facilities' tise and 
occupancy of certain rivcrbeds in Montana can be collected by the State of Montana. This lawsuit followed dismissal on jurisdictional grounds 
of an earlier federal lawsuit seeking such conipcnsation in the US.  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 
193 1 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 i t  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 ftiture 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 approxiniatcly $6 million for 2007 compensation. Those unpaid 
amounts continue to accrue interest at 10% per year. The Montana District Court also deferred detemiination of compensation for 2008 and 
ftiture years to the Montana State Land Board. In October 2008, PPL Montana appealed the decision to the Montana Supreme Court, 

*jesting a stay of judgment and a stay of the Land Board's authority to assess compensation for 2008 and future periods. 

In March 201 0, the Montana Supreme Court substantially affirmed the June 2008 Montana District Court decision. As a result, in 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 estiniated 
for periods subsequent to 2007, although such estimated amounts may differ from amounts ultimately deterniincd 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 accrve interest expense for the prior years and rent expense for the current year. PPL. Montana's total loss accrual at September 30,201 1 was 
$84 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 
niattcr. In June 201 1, the Supreme Court granted PPL Montana's petition. Oral argument is scheduled for Deceniber 201 1 I A decision will be 
rendered by the Court by June 30,201 2. 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 and 
PPL, Energy Supply cannot predict the outcome of this matter, but do not expect to incur material losses beyond the estimated losses recorded. 

PJM/MISO-Billing Dispute (PPL,, PPL, Energy Sz/pply and PPL Ekcrric) 

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 incorrcct niodcling of certain gcncration resources that have an impact on power flows across the PJMIMISO 
border. Informal settlenicnt discussions on this issue terminated in March 2010. Also in March 2010, MISO filed two complaints with the 
FERC concerning the modeling error and rclatcd matters with a demand for $130 million of principal plus intcrest. In April 2010, PJM filed 
answers to the complaints and filed a related coniplaint against MIS0 In its answers and complaint, PJM denies that any compensation is due 
to MISO and secks recovery in excess of $25 million from MIS0 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 201 1,  the parties to this dispute filed a 
settlcmcnt with the FERC under which no compensation would be paid to either PJM or MISO and providing for certain improvements in how 
4e calculations are administered going forward. The settlement was contested by several parties and in June 201 1 the FERC issued an order 

roving the contested settlement, which ordcr has become final and is not subject to rehearing and appeal. 

Regulatory Issues (PPL, PPL Elecfric, LKE, LG&E and KIJ) 

See Note 6 for information on regulatory matters related to utility rate regulation 

Enactment of Financial Refomi Legislation (PPL, PPL. Energy Supply, PPL Electric, L,KE, L,G&E and KU) 

In July 2010, thc Dodd-Frank Act was signed into law. Of particular relevance to PPI, and PPL, Encrgy Supply, the Dodd-Frank Act includcs 
provisions tliat will likely impose dcrivative transaction reporting requirements and require most over-the-counter derivative transactions to be 
executed through an exchangc 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 conimercial 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 
Conimission (CFTC) 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 tliat transactions utilized by PPL, PPL Energy Supply, PPL, Electric, LICE, L,G&E and KIJ should qualify 
if they are not entered into for speculative purposes. The Dodd-Frank Act also provides that the CFTC may impose collateral and margin 
requirements for over-the-counter dcrivative 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 niargin requirements, will be established through rulemakings and the 
CFTC has postponed iniplenientation until Dcceniber 31, 201 1 .  PPL and PPL Energy Supply may be required to post additional collateral if 
they 
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are subject to margin requirements as ultimately adopted in the implementing regulations of the Dodd-Frank Act. PPL, PPL Energy Supply, 
PPL Electric, LKE, LG&E and KIJ will continue to evaluate the provisions of the Dodd-Frank Act and monitor developments related to its 
implementation. At this time, PPL., PPL Energy Supply, PPL Electric, LKE, LG&E and K1J cannot predict the impact that the new law or its 
;rliplcnienting regulations will have on their businesses or operations, or the markets in which they transact business, but currently do not 

xc t  to incur material costs related to this matter. 

New-Jersey Capacity Legislation. (PPL, PPL Energy Supply and PPL Electric) 

In January 20 I 1, New Jersey enacted a law that intervenes in the wholesale capacity market exclusively regulated by the FERC: S. No. 238 1, 
214th Leg. (N.J. 201 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 inten! 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 terni, impacting PPL Energy Supply's revenues, and hami 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 from the implementation 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 ordcr 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 or the economic impact on their businesses or operations, or the markets in which 
they transact business. 

In addition, in February 201 I ,  PPL., with several other generating companies and utilities, tiled a complaint in Federal Court in New Jersey 
challenging the Act on the grounds that i t  violates well-established principles under the Supremacy Clause and the Commerce Clause of the 
1J.S. Constitution. I n  this action, the Plaintiffs request declaratory and injunctive relief barring imp1enie;iration of the Act by the 
Commissioners of tlic BP'LJ. PPL, PPL Energy Supply and PPL Electric cannot predict the outcome of this proceeding or the economic impact 
on their businesses or operations, or the markets in which they transact business. 

Califomia IS0 and Western IJ.S._Markets (PPL and PPL Ener6y Szipp/y) 

Through its subsidiaries, PPL, Energy Supply made $1 8 million of sales to the California IS0 during the period October 2000 through June 
'001, $17 million ofwhich has not been paid to PPL Energy Supply subsidiaries. This entire receivable has been hlly reserved by PPL 

crgy Supply. Also, there has been further litigation about additional claims of refunds for pcriods prior to October 2000. In January 201 I ,  
- PL Energy Supply and the "California Parties" (collectively, three California utility companies, the California Public Utility Commission and 
certain California 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 1, the FERC approved the settlement. Consequently, PPL Energy Supply released its 
reserve and wrote-off the related receivable. Settlement proceeds were received i n  J ~ l y .  

In June 2003, the FERC took several actions as a result of several related invcstigations beyond the California IS0 litigation. The FERC 
temiinated proceedings to consider whether to order refunds for spot market bilatcral sales made i n  thc Pacific Northwest, including sales made 
by PPL, Montana, during the period Dccember 2000 through June 2001 ~ I n  August 2007, the US. 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 EncrgyPlus nor PPL. Montana believes it is a subject of these 
investigations. 

Although PPL and its subsidiaries believe that they have riot engaged in any improper trading or marketing practices affecting the westem 
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..Litigation (PPL, PPL Energy Supply at?d PPL Electric) 

In May 2008, a group of state public utility commissions, state consumer advocates, nirlnicipal 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 201 0-1 I 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 
%pply and PPL Electric PJM, PPL and numerous other parties responded to the complaint, strongly opposing the relief sought by the RPM 

-cision to the U.S. Court of Appeals for the Fourth Circuit, and the appeal was subsequently transferred to the IJS. Court of Appeals for the 
ers. In Septenibcr 2008, the FERC entered an order denying the complaint. In August 2009, the RPM Buyers appealed the FERC's 

District of Colunibia Circuit. In February 201 I ,  the 1J S. Court of Appeals for the District of Columbia Circuit issued an order denying the 
appeal. No party sought review 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 
perniit 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 inipleniented for the May 2009 capacity auction (far service in June 2012 through May 2013). Nunierous 
parties, including PPL, protested PJM's filing. Certain of the protesting parties, 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 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 timcly 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. 

FERC Market-Based Rate Auth_ority_ (PPI,, PPL Energy Siipply, LIKE, LG&E ar7d 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 ordcr, the FERC directed PPL EnergyPlus to file an updated market analysis within three years after the order, and every three 
years thcrcafter. Since then, periodic market-based rate filings with the FERC have been made by PPL, EnergyPlus, PPL Electric, PPL, 
Montana and niost of PI-'L Generation's subsidiaries. These filings consisted of a Northwest market-based rate filing for PPL Montana and a 
Northeast imrket-based rate filing for most of the othcr PPL subsidiaries in PJM's region. In December 2010, PPL. filed its market-based rate 
update for thc Eastern region. In January 201 I ,  PPL. filed the market-based rate update for the Western region. In June 201 1, PPL filed its 
market-based ratc updatc for the Southeast region, including LG&E and KU in addition to PPL EnergyPlus In June 201 1, the FERC issued an 
order approving L,G&E's and KU's request for a determination 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 authority in such region. 

'Virrently, a seller granted market-based ratc authority by the FERC may enter into power contracts during an authorized time period. If the 
RC deterniincs that thc niarket is not workably competitive or that the seller possesses market power or is not charging 'Ijust and reasonable" 

'ales, it niay 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 niay make i t  more difficult for the FERC to continue its program of promoting wholesale electricity 
conipctition through market-based rate authority. These court decisions perniit 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 revicw most, if not all, power contracts. In June 
2008, the TJS. Suprenic Court reversed one of the decisions of the U.S. Court of Appeals for the Ninth Circuit, thereby upholding thc higher 
standard of revicw for modifying contracts At this time, PPL, PPL Energy Supply, LKE, LG&E and KU cannot predict the impact of thcse 
court decisions on thc FERC's future niarkct-bascd rate authority program or on their businesses. 

Energy-Policy-Act of 2005-- Reliability Standards (PPI,, PPI, Energy Szipply, PPL Electric, LKE, LG&E atidKU) 

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 Rcliability 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 i t  intends to vigorously enforce the Reliability Standards using, among 
other means, civil penalty authority. 1Jnder the Federal Power Act, the FERC niay assess civil penalties of up to $1 million per day, per 
violation, for certain violations. The first group of Reliability Standards approved by the FERC became effective in June 2007. 
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L.G&E, KIJ , PPL Electric and  certain subsidiaries of  PPL Energy Supply nionitor their conipliance 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 detcrn-iination 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, LKE, L.G&E and 

' cannot predict the outcome of these matters, and cannot estimate a range of reasonably possible losses, if any, other than the amounts 
,rrently recorded. 

In the course of implementing its program to ensure conipliance 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 Sitpply. PPI, Eleclric, LKE, LGBE arid 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 regulatory bodies or courts. 

(PPL, PPL Etiergy Supply, LKE, LG&E and KU) 

Air 

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 eniissions and visibility standards in the 
LJ.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. T h e  Clean Air Act allows states to develop niore stringent regulations and in some instances, as discussed below, 
Kentucky, Peirnsylvania and  Montana have done so. 

To comply with air related requirenients and other environmental requirements as described below, PPL's forecast for capital expenditures 
reflects a best estimate projection of expenditures that may be required within thc next five years. Such projections are a combined $3.1 billion 
for LG&E and KU (which includes $100 million for LG&E and $500 million for  K U  associated with currently approved ECR plans during 
201 I through 2013 to achieve emissions reductions and manage coal combustions residuals and $1.4 billion for LG&E and $1 .I billion for KU 
associated with the rcccntly requested 201 1 ECR Plans for additional expenditures to comply with new clean air rules and manage coal 
?nibustion residuals) and $400 million for PPL Energy Supply. Actual costs may be  significantly lower or higher depending on the final 

pirenients. Certain environmental compliance costs incurred by LG&E and KU in serving KPSC jurisdictional customers are subject to 
,ecovery through the ECR. See Note 6 for additional information on the ECR plan. 

CSAPR ($ormerly Clean Air Transporl Rule) 

In July 201 I ,  the EPA signcd the CSAPR which finalizes and renames the Clean Air Transport Rule (Transport Rule) proposed in August 
2010. 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 subsequently was effectively reinstated by the Court in December 2008, pending 
finalization of the Transport Rulc. Like CAIR and the proposed Transport 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 f a r  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 Progrpi. The CSAPR also establishes new nitrogen oxide emission allowance 
cap and trade programs to replace the current programs. All trading is niore 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 20 14. 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 o f  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 2012 
under the CSAPR than were required under CAIR. For the initial phase of the rule beginning in 2012, 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 
o f  the existing sulfur dioxide scrubbers. With 
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respect to nitrogen oxide, the CSAPR provides a slightly higher amount of allowances than under CAlR for 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 are being analyzed f o r  the Pennsylvania fleet, such as  the installation of new tcchnology or modifications of plant 
-qerations. 

.* rth respect to LG&E and KU, greater reductions in sulfur dioxide emissions will also be required undcr the CSAPR beginning in 2012 than 
wcre requircd under CAIR. For the initial phase of the rule beginning in 2012, sulfur dioxide allowance allocations are expected to meet the 
forccastcd emissions based on present operations of existing sulfur dioxide scrubbers and coal supply. However, by the second phase 
beginning in 2014, L.G&E and KU will likely have to adopt additional measures with respect to the operation and dispatch of their generation 
flect, 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 replacenient 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, othcr compliance options are being analyzed foi the Icenhicky 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 infomiation. 

Naliond Arnhient Air Quality Standards 

In addition to the reductions in sulfur dioxide and nitrogen oxide emissions required under the CSAPR for the Pennsylvania and Kentucky 
plants, PPL.'s plants, including those in Montana, may face further reductions in sulfiir dioxide and nitrogen oxide emissions as a result of more 
stringent national ambient air quality standards for ozone, nitrogen oxide, sulfur 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 thzt meet those standards and areas that arc in 
non-attainment. For non-attainnicnt areas, states are required to develop plans by 2014 to achicve attainnient by 20 17. For areas in attainment 
or unclassifiable, states are required to develop niaintenancc plans by mid-201 3 that demonstrate continued attainment. PPL, PPL. Energy 
Supply, LKE, LG&E and KU anticipate that some of  tlie measures required for compliance with the CSAPR such as upgraded or new sulfur 
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 
SIS:J be necessary to acliicve conipliance with new sulfiir dioxide standards. I f  additional reductions were to be required, tlie economic impact 
to each could be significant. 

Mercury and other- Hazardozrs Air Pollulants 

Citing its authority under the Clean Air Act, in 200.5, the EPA issued the Clean Air Mercury Rule (CAMR) affecting coal-fired power 
'wts. Since the CAMR was overturned in a 2008 U S .  Circuit Court decision, the EPA is now proceeding to develop standards imposing 

was required to issue final MACT standards in 201 I .  In order to develop these standards, the  EPA has collected information from coal- and 
oil-fired electric utility steam generating units. In May 201 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 thc 
potential for a one-year cxtension as provided under the statute. Based on their assessment of the necd to install pollution control equipment to 
nicct this nile, L.G&E and KU havc filed requests with the KPSC for environmental cost recovery to facilitate moving forward with plans to 
install environiiicntal 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 LG&E and $ 1 . 1  billion for KU noted under "Air" above. LG&E and KU havc also 
announced thc future retirement of coal-fircd generating units at the Cane Run, Green River, and Tyrone plants and have filcd r'eqnests with thc 
KPSC for rcplacenient 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 a t  this time, however, such impact could be 
significant. PPL, Energy Supply, L.G&E and KU are continuing to conduct in-depth reviews of the proposed rule. 

\CT for mercury eniissions and other hazardous air pollutants from electric generating units. IJnder a recently approved settlement, the EPA 

Regional Haze aiid Visibilify 

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 nile requires Best Available Retrofit Technology (BART) for certain electric generating units. IJnder thc BART 
nile, PPL. submitted to thc PADEP its analyses of the visibility inipacts of particulate matter emissions from Martins Creek Units 3 and 4, 
Brunner Island Units 2 and 3 and Montour lJnits 1 and 2. No analysis was submitted for sulfiir dioxide or nitrogen oxides, because the EPA 
dctermincd that meeting the requirements for the CAIR also satisfies the BART requirements 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 further studics. 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 ,  fiirthcr controls arc not justified as  there would be little corresponding visibility iniprovcnient. PPL. has not received coninicnts 
f rom the PADEP on these submissions. 

'rl Montana, the EPA Rcgion 8 is devcloping the rcgional haze plan as the Montana Department of Environmental Quality declined to develop 
ART state implementation plan at this time. PPL. submitted to the EPA its analyses of the visibility impacts of sulfur dioxide, nitrogen 

.ides and particulate niatter emissions for Colstrip Units 1 and 2 and Corette. PPL's analyses concluded that firrther reductions arc not 
warranted. The EPA responded to PPL's reports for Colstrip and Corette and requested further information and analysis. PPL, conipleted 
fiirthcr analysis and submitted addendunis to its initial reports for Colstrip and Corette. In  February 2009, PPL received an information request 
for data rclated to the non-BART-affected emission sources of Colstrip Units 3 and 4. PPL. responded to this request in March 2009. 

In November 2010, 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 Units 3 and 4. PPL conipleted a high-level analysis of various control 
options to reduce emissions of sulfur dioxide and particulate matter for these units, and submitted that analysis to the EPA in January 
201 1 .  The analysis shOws that any incrcniental reductions would not be cost effective and that fiirther 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 in which the 
EPA had previously agreed that, when implemented, would satisfi the requirements for installing the B A R T  for nitrogen oxides. The EPA has 
indicated that it docs not agree with all of PPL's conclusions and has requested additional infomiation to which PPL is 
responding. Additionally, thc EPA recently informally indicated to PPL, Montana that substantially more reductions in both nitrogen oxide and 
sulfur dioxide emissions may be required at Colstrip. Discussions with the EPA arc ongoing with respect to this issue. 

PPL and PPL Encrgy Supply cannot predict whether any additional reductions in cniissions will be required in Pennsylvania or Montana. If 
additional rcductions arc rcquired, the economic impact could bc significant depending on what is required. 

L.G&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 L.G&E's Mill Creck plant was determined to havc a significant regional haze impact. The KDAQ has subniitted a 
regional haze statc implenicntation plan (SIP) to the EPA which requires the Mill Creek plant to reduce its sulfuric acid mist emissions from 
IJnits 3 and 4. Aftcr approval of thc Kentucky SIP by the EPA and rcvision of thc Mill Creek plant's Title V air permit, LG&E intends to 
install sorbeni iiijcction controls at the plant to reduce sulfuric acid mist emissions. In the cvent that the EPA detcmiines that compliance with 
the CSAPR would be insufficicnt to nicct the BART requirements, i t  would be necessary for LG&E and KU to rcasscss their planned 
conipliancc nieasurcs. 

New Sotnre Review (NSR) 

=. NSR rcgulations require major new or niodified sourccs of regulated pollutants to receive pre-construction and operating pcrniits with 
.Imits that prevent thc significant deterioration of air quality in areas that arc in attainment of the ambient air quality standards for certain 
pol tutants. 

T h e  EPA has resumcd its NSR cnforcenicnt efforts targeting coal-fired power plants. The EPA has asserted that modification of these plants 
has incrcased their cniissions and, coiiscquently, that they arc subject to stringent NSR requirenients under the Clean Air Act. In April 2009, 
PPL. rcceived EPA infoniiation requcsts for its Montour and Brunner Island plants. The reqwsts arc similar to those that PPL. rcccived several 
years ago for its Colstrip, Corcttc and Martins Creek plants. PPL and the EPA havc exchanged certain information regarding this matter. In 
January 2009, PPL. and othcr companics that own or operate the Keystonc plant in Pennsylvania rcccived a notice of violation from the EPA 
alleging that certain projects wcrc undertaken without proper NSR compliance. PPL. and PPL. Encrgy Supply cannot predict the outconie of 
these matters, and cannot estimate a range of reasonably possible losses, if any. 

In addition, in August 2007, LG&E and KU received inforniation requests for their Mill Creek, Trinible County, and Ghent plants, but havc 
received no further coniniunications from thc EPA since providing tecir rcsponscs. PPL., LKE, LG&E and KU cannot predict the outconie of 
these niatters, and cannot estimate a range of reasonably possible losses, if any 

In March 2009, KU rcccived 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 sulfiir dioxide scrubbers and SCR controls at its Ghent generating station without assessing 
potential increased siilfuric acid mist cniissions. KU contends that the work in question, as pollution control projects, was exempt from the 
reqn~remcnts citcd by the EPA. In Dcccmber 2009, the EPA issued an information request on this niatter. KU has exchanged settlement 
proposals and othcr information with the EPA regarding iniposition of  additional penilit limits and emission controls and anticipates continued 
settlement negotiations. I n  addition, any settlement or fiiture litigation could potentially encompass a September 2007 notice of violation 
alleging opacity violations at the plant. Depending on  the provisions of a final settlcnient or the results o f  litigation, if any, resolution 
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of this niattcr could involve significant increased operating and capital expenditures. PPL., LKE and KU are currently unable to predict the 
final outconie o f  this matter, and cannot estimate a range of reasonably possible losses, if any. 

'f PPL subsidiaries arc found to have violated NSR regulations, PPL, would, among other things, be required to meet permit limits reflecting 
;t Available Control Technology (BACT) for the eniissions of  any  pollutant found to have significantly increased d u e  to a major plant 

Jdification. T h e  costs to meet such limits, including installation o f  technology at certain units, could be significant. 

States and environnicntal 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. 

TC2 Air PerniiI (PPL., LKE, LG&E aiid KU) 

The Sierra Club and other environmental g r o u p  petitioned the Kentucky Environmental and Public Protection Cabinet to overtuni the air 
pennit issued f o r  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 pemiit which were incorporated into a final 
revised pcmiit issued by the KDAQ in January 2010. In March 2010, the environmental groups petitioned the EPA to object to the rcvised 
state perniit. IJntil the EPA issues a final ruling on the pending petition and all available appeals are exhausted, PPL,, LKE, LG&E and KU 
cannot currently predict the outcome of this matter or the potential impact on the capital costs o f  this project, if any. 

(PPL, PPL, Energy Supply, LKE, L,G&E a i d  KU) 

Global Uiinaie Cliange 

There is concern nationally and internationally about global cliniate change and the possible contribution of GHG emissions including, most 
significantly, carbon dioxide, from the combustion of fossil friels. This has resultcd in increased demands for carbon dioxide cmission 
reductions from invcstors, environnicntal organizations, governnicnt agencies and the international community. These deniands and concerns 
have led to fcdcral lcgislative proposals, actions a t  regional, s i x  and local levels, litigation rclating to GHG emissions and thc EPA regulations 
on GHGs 

Gtseid~ozm Gus Legislalion 

While cliniate change legislation was considered during the 1 1  l th  Congress, the outcome of  the 2010 elections has halted the debate on such 
'-qislation in the current 1 12th Congress. The timing and elements of any future legislation addressing GHG emission reductions are uncertain 

his time. In the currcnt Congress, legislation barring the EPA from regulating GHG emissions under the existing authority of the Clean Air 
,=ct has bcen passed by the U S .  House of Representatives. Various bills providing for barring or delaying the EPA frorii regulating GHG 
emissions have been iatroduced 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, and there are currently no prospects for 
such legislation in Kentucky or Montana. 

Greetilioiise Gus Regiilotioiis i i i id  Tori Liiiga i ioii 

As a result OS the  April 2007 US. Suprciiic Court decision that the EPA has the authority to regulate GI-IG emissions from ncw motor vehicles 
under the CIcan Air Act, in April 201 0, the EPA and the U.S. Department of Transportation issued new light-duty vehicle emissions standards 
that will apply beginning with 2012 model year vehicles. The EPA has also clarified that this standard triggcrs regulation of GHG emissions 
from stationary sources under the NSR and Title V operating permit provisions of  the Clean Air Act starting in 201 1.  This nieans 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 Pcrforniance 
Standards for new and existing power plants were expected to be proposed in September 201 1 and finalized in May 2012, but this has been 
delayed. The EPA is expected to announce a new schedule for this rulemaking by the end of 201 1 I 

At the regional level, ten northeastern states signed a Memorandum of Understanding (MOU) agreeing to establish a GHG emission cap-and- 
trade program, callcd tlic Regional Grccnhouse Gas Initiative (RGGI). The program coninienced in January 2009 and calls for stabilizing 
carbon dioxide emissions, at base lcvels established in 2005, from electric power plants with capacity grcater than 25 MW. The MOlJ also 
provides for a 10% reduction in carbon dioxide emissions from base levels by 2019. 
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Pennsylvania has not stated a n  intention tojoin the RGGI, but has enacted the Pennsylvania Climate Change Act of 2008 (PCCA). T h e  PCCA 
established a Climate Change Advisory Committee to advise the PADEP on the developnient 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 
-wissions by 30% by 2020. Some of the proposed actions, such as a mandatory S% efficiency improvement at power plants, could be 

inically unachievablc. To date, there have been no regulatory or legislative actions taken to implement the recommendations of  the 
,port. In 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 

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

In November 2008, the Governor of Knntuzky issued a comprehensive energy plan including non-binding targets aimed at pronioting improved 
energy efficiency, development of alternative energy, development of carbon capture and sequestration projects, and other actions t o  reduce 
GHG ernissions. 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 b e  significant. 

A numbcr of lawsuits have been filed asserting coninion law claims including nuisance, trespass and negligence against various companies 
with GHG emitting facilities, and the law reniains unsettled on these claims. In September 2009, the US. Court of  Appeals for the Second 
Circuit in tlie 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 coninion law for allegedly causing a public nuisance as a 
result of their emissions of GHGs. In June 201 1, the U.S. Supreme Court overturned tlie lower court and held that such federal common 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 overturn a district court ruling that plaintiffs did not have standing to pursue state coninion law claims against 
companies that cniit GHGs. The  complaint in the Comer case nariied the prcvious indirect parent of LICE as a defendant based upon emissions 
from the Kentucky plants. In January 201 1, thc Supreme Court denied a pending petition to reverse the Court of Appeals' ruling. !xi ivlay 201 1, 
the plaintiffs in thc 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, LKE and KU cannot predict the outconie 
of this litigation or estimate a range of reasonably possible losses, if any. 

-"L continucs to evaluate options for reducing, avoiding, off-setting or sequestering its carbon dioxide emissions. In 201 0, PPL's power 

emissions from the LKE plants after their acquisition on November 1,2010) compared to 29 million tons in 2009 without LG&E and KU 
emissions. L.G&Es and KU's generating fleets, including their share of jointly owned assets, emitted approximately 19 million tons and 
approximately 18 million tons of carbon dioxide in 2010, compared to approximately 17 million tons and approxiniately 16 million tons in 
2009. All tons are US. short tons (2,000 Ibslton). 

nts, including PPL.'s share ofjointly owned assets, emitted approximately 37 million tons of carbon dioxide (including 6 million tons of 

Renewable Et7rrgy L.egisla/ioii [PPL and PPL G7er-gy Supply) 

There has becn interest in renewable energy legislation at both the state and federal levels. At the federal Icvel, House and Senate bills 
proposed in the I I 1 t h  Congress would have imposed mandatory renewable energy supply and energy efficiency requirements in the 15% to 
20% range by approximately 2020. 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 nionientum at the federal or state levcls (beyond what is otherwise already rcquircd in Pennsylvania and 
Montana) in the near tern]. 

PPL believes there arc financial, regulatory and logistical uncertainties related to GHG reductions 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 gcneration 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 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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WaterlWaste 

Cod Conihiislioii Residiral.r (CCRs) (PPL., PPI, Energy Siipply, LKE, LG&E and KU) 

Line 20  10, the EPA proposed two approaches to regulating the disposal and management of CCRs under the Resource Conscrvation and 
xovery  Act (RCRA). CCRs include fly ash, bottom ash and sulfiir dioxide scrubber wastes. The first approach would regulate CCRs as a 

hazardous waste under Subtitle C of the 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 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 approach 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 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 the RCRA, as these plants are using surface impoundments for management awl disposal of CCRs. 

The EPA has issued infonnation requests o n  CCR management practices at numerous plants throughout the power industry as  i t  considers 
whether or not to regulate CCRs as hazardous waste. PPL has provided inforniation 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 scveral PPL plants and PPL has implemented certain actions in response to recommendations from these inspections. 

The EPA is continuing to evaluate thc rinpreccdented nunibcr of comments it received on its June 2010 proposed regulations. In October 201 I ,  
the EPA issued a Notice of Data Availability (NODA) that requests comments on selected docunients that the EPA received during the 
comment pcriod for the proposed regulations. Comments are due on the NODA by November 201 I .  In addition, the ' C J S  House of 
Represcntatives in  October 201 1 approved a bill to niodify Subtitle D of the RCRA to provide for the proper management and disposal of  
CCRs and that would preclude the EPA from regulating CCRs undcr Subtitlc 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 Cunipliance 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 Eniergency Planning and Community Right-to-Know 
Act. PPL responded to the EPA's broader inforniation request. Although the EPA's enforcement office issued the request, the EPA has not 
necessarily concluded that the plants arc in violation of any EPA requirements. The EPA conducted a multi-media inspection at Colstrip in 
August 2009 and issued a rcport in Deccmber 2010 stating that the EPA did not identify any violations of the applicable compliance standards 
for the Colstrip facility. 

L, PPL Energy Supply, LKE, LG&E a n d  I W  cannot predict at this time the final requircmcnts of the EPA's CCR regulations or potential 
..nangcs to the RCRA and what impact they would have on their facilities, but the economic impact could be significant. 

h4artin.r Creek Fly Ad? Relecrw (PPL ond PPL Energy Supply) 

I n  2005, there was a release of approximately IO0 million gallons of water containing fly as11 from a disposal basin at the Martins Creek plant 
uscd in conncction with the operation of the plant's two 1 SO MW coal-fired generating units. This resulted in ash being dcposited onto adjacent 
roadways and fields, and into a nearby creek and the Delaware River. PPL, determined that the releesc was caused by a failure in the disposal 
basin's discharge structure. PPL conducted cxtcnsive clean-up and completed studies, in con,junction with a group of natural resourec trustees 
and the Delaware Rivcr Basin Commission, evaluating the effects of the release on the river's sediment, water quality and ecosysteni. 

Thc 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 injunctive relief. PPL and the PADEP have settled this matter. The settlement 
also required PPL to submit a report on the completed studies of possible natural resource daniages. PPL subsequently submitted the 
assessment rcport to the Pennsylvania a n d  New Jersey regulatory agencies and has continued discussing potential natural resource damages and 
mitigation options with the agencies. Subsequently, in August 201 1 the DEP submitted its National Resource Damage Assessment report to 
the court and to the intervcnors. The settlement agreement for the Natural Resources Damage Claim has not yet been submitted to the court 
and for public comments. 

Through Scptcniber 30, 201 I ,  PPL. Energy Supply has spent $28 million for remediation and related costs and an insignificant rcniediation 
liability remains on the balance sheet. PPL and PPL, Energy Supply cannot be certain of the 
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outconic o f  the natural resoirrcc damage assessment or the associated costs, thc outconic o f  any lawsuit that may be brought by citizens or 
businesses or the cxact naturc 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, Encrgy Supply currcntly do not expect such outconics to result in 
material losses above the amounts currently recorded. 

(PPL,, PPL Etiergy Siipptjl, LKE, LGdE and KU) 

Seepages or groundwater infiltration Iiavc been detected at activc and rctired wastewater basins and landfills at various PPL plants. PPL has 
conipletcd or is coniplcting assessnicnts of seepages or groundwater infiltration at various facilities and is working with agencies to implement 
abatement measures, wherc required A range of reasonably possible losses cannot currently be estimated. 

(PPL and PPL Energy Szipply) 

In 2007, six plaintiffs filed a lawsuit in the Montana Sixteenth Judicial District Court against the Colstrip plant owners asserting property 
damage claims froni seepagc from wastewater ponds at Colstrip. A settlement agreement was reached in July 2010, but certain of  the plaintiffs 
later argued that the scttlcnicnt was not final. The Colstrip plant owners filed a motion to enforce the settlement and in October 201 I the court 
granted the motion and ordcrcd the settlcnient to be completed in GO days. I t  is not known if the plaintiffs will appeal the October ordcr. The 
settlement is not yct final, and may not be honorcd by the plaintiffs, but PPL. Montana's share is not expected to be significant. 

Coi7eniaiigh River Diw1iLirge.s (PPL arid PPL, Energy Supply) 

In April 2007, PcnnEnvironmcnt and the Sicrra Club brought a Clean Water Act citizen suit in the U S .  District Court for the Western District 
of  Pennsylvania (tlic Wcstern District Court) against GenOn Northcast Management Company (then known as Reliant Energy Northeast 
Managcnient Company) (GcnOn), as operator of Conenlaugh Gcnerating Station (CGS), secking civil penalties and in,junctive relief for alleged 
violations of CGS's NPDES watcr discharge permit. A PPL Encrgy Supply subsidiary holds a 16.25% undivided, tenant-in-coninion 
ownership intercst in CGS. 

Throughout the relcvant timc pcriod, the operators of CGS have workcd closcly with the PADEP to ensure that the facility is operated in a 
manner that does not cause any advcrse environmental impacts to tlic Conemaugh River, a waterway already significantly impacted by 
dischargcs froni abandoncd coal mines and other historical industrial activity with respect to which ncither PPL nor CGS had any involvement. 
-'-rsuant to a Consent Order and Agreement between the PADEP and GenOn (the CGS COA), a variety of studies have been conducted, a 

ter trcatnient facility for cooling towcr blowdown has been designcd and built, and a second treatment facility for sulfur dioxide scrubber 
waste water has bccn designed (and is awaiting final PADEP approval for construction), all in order to coiuply with the stringent liniits set out 
in CGS's NPDES permit. 

In March 201 I ,  the Wcstern District Court entered a partial suniniary Judgnient in  the plaintiffs' favor, declaring that discharges from CGS 
violated thc NPDES pcrmit. Sirbscqticntly, the parties agreed to settle the dispiitc and in August 201 1 the court entered a Consent Dccrce and 
Order rcsolving the niatcr. PPL Encrgy Supply's share of the settlcmcnt is not significant. 

Other lssiier (PPL., PPL, Enei-gy Siipply, LKE, L,G&E  NIT^ KU) 

In 2006, tlic EPA significantly decreascd to 10 parts pcr billion (ppb) the drinking water standards related to arsenic. In Pennsylvania, Montana 
and Kentucky, this arscnic standard has been incorporated into the states' watcr quality standards and could result in more stringent limits in 
NPDES pcrniits for PPL's Pennsylvania, Montana and Kentucky plants. Subscquently, thc EPA developcd a draft risk assessment for arsenic 
that increascs the cancer risk cxposurc by more than 20 times, wliich.would lower the current standard froni 10 ppb to 0 1 ppb. If the lower 
standard bcconics cffectivc, costly treatment would be required to attempt to meet the standard and, at this time, there is no assurance that it  
could bc acliieved PPL, PPL. Energy Supply, L,KE, L,G&E and KU cannot predict the outcome of the draft risk assessment and what impact, if 
any, it would havc on their facilitics, but the costs could bc significant. 

The EPA is rcasscssing its polychlorinatcd hiphcnyls ( PCB) regulations under the Toxics Substance Control Act, which currently allow certain 
PCB articlcs to rcniain in use. In  April 2010, the EPA issucd an Advanced Notice of Proposed Rulemaking for changes to these 
regulations. This rulemalting could lead to a phase-out of  all PCB-containing equipment. PPL, PPL Energy Supply, LKE, LG&E and KU 
cannot predict at this time the outconic 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 finalized requirements in 2004 for new or modified cooling water intake structures. These requirenients 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 1J.S. Court of 
Appeals for the Second Circuit. In 2009, however, the US. Supreme Court ruled that the EPA has discretion to use cost-benefit analysis in 

erniining the best technology available for minimizing adverse environmental inipact to aquatic organisms. The EPA published the 
.  posed rule in April 201 I .  The comment period ended in August 201 1. The EPA is evaluating comments and meeting with industry groups 
to discuss options. The final nile is to be issued by July 201 2. The industry 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 niortality 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 organisms 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 celtain site-specific determinations of the best 
technology available, state iniplernentation of the nile 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 
KU will be unable to detemiine the exact inipact until a final nile is issued and the required studies have been completed. 

In October 2009, the EPA rcleased its Final Detailed Study of the Steam Electric Power Generating effluent limitations guidelines and 
standards. Final regulations are expccted to be effective in January 20 14. PPL expects the revised giiidelines and standards to be niore 
stringent than the current standards especially for sulfur dioxide scrubber wastewater and ash basin discharges, which could result in niore 
stringent discharge pemiit 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 Brvnner COA) with the PADEP under which it agreed, under certain conditions, to take 
fiirther 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 punips can result in a unit trip or reduction in load, causing a suddei: changc in water 
tcniperaturc. PPL has committed to construct a barrier to prevent debris from entering the river water intake area, pcnding rcceipt of regulatory 
perniits, at a cost of approximately $4 million. 

PPL has also investigated alternatives to cxcludc fish from the discharge channel and submitted three alternatives to the PADEP. According to 
the Brunner COA, once the cooling towers at Brunncr Island became operational, PPL must implement one of these fish exclusion alternatives 
if a fish kill  occurs in the discharge channel due to themial impacts from the plant . Following start-up of the cooling towers in April 2010, 
vera1 hundred dead fish were found in the cooling tower intake basket although there were no sudden changes in water temperature. In the 

rd quarter of 2 0  10, PPL. discussed this matter with the PADEP and both parties agreed that this condition was not one anticipated by the 
..mmncr COA, thereby concluding it did not trigger a need to implement a fish exclusion project. At this time, no fish exclusion project is 
planned. 

I n  May 2010, the I<entucky Waterways Alliance and other cnvironniental groups filed a petition with the Kentucky Energy and Environment 
Cabinet challenging thc I<entucky Pollutant Discharge Elimination Systcni permit issued in April 201 0, which covers water discharges from 
the Trinible County station. In November 201 0, the Cabinet issued a final order upholding the permit. In December 201 0, the cnvironniental 
groups appcalcd the order to Trinible Circuit Court. PPL,, L.KE, LG&E, and KU are unable to predict thc outcome of this niatter or estimate a 
range of reasonably possible losses, if any. 

(PPL, PPL Emrgy  Siipply, PPL. Electric, LKE, LG&E and KU,) 

Superfund and Other Remediation 

PPL Electric 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 Transformcr 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 Electric. However, should the EPA require different or additional measures in the frrture, or 
should PPL. Electric's share of costs at multi-party sites increase significantly more than currently expected, the costs could be significant 

PPL Electric, LG&E and KU arc remediating or have completed the renicdiation of several sites that were not addressed undcr a rcgulatory 
program such as Superftind, but for which PPL Electric, L,G&E and KIJ 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 of 
PPL Electric, L.G&E and KU. There are additional sites, formerly owned or operated by PPL Electric, LG&.E and KIJ predecessors or 
affiliates, for which PPL Electric, LG&E and 
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KU lack infomiation on current site conditions and are therefore unable to predict what, if any, potential liability they rimy have. 

In June 20 I I ,  Lepore-Moyers Partnership (LMP) filed a complaint in fedcral district court against PPL. Electric, IJGl Corporation and a 
wighboring property owner relating to contamination allegedly emanating from the former Mount Joy Manufactured Gas Plant (MGP) site 

xted in Lmcaster County, Pennsylvania. LMP owns property adjacent to the Mount Joy MGP site and claims that environmental testing 
ne on its property indicates the presence of volatile organic compounds in the soil and/or groundwater. L,MP claims that defendants are 

responsible for, aniong other things, the reimbursement of costs, future response 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 the outcome of this 
matter. 

Depending on the outcome of investigations at sites where investigations have not bcgun or been completed or developnients at sites for which 
PPL currently lacks infomiation, 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 contaniin2ted sites which could be significant. PPL is 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 several PPL subsidiaries to take more extensive assessment and remedial actions at fornier 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 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 refise 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 September 30, 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 for 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 niirie closures. The weiglited- 
average rate used was 8.16%. Expected undiscounted payments are estimated at $2 niillion for 201 1, $ 1  million for each of the years from 
2012 through 2014, $2 million for 201.5, and $137 million for work aftcr 201.5. 

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 conipliance 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 
Tatters which arise in the course of nornial operations. Based on analyses to date, resolution of these general environmental matters is not 

xcted 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 costs 
for PPL., PPL Energy Supply, PPL, Electric, L,KE, LG&E and KU. 

Elecfr-ic atrd Magnetic Fields 

Concerns have becn expressed by some members of the public regarding potential health effects of power frequency EMFs, which are emitted 
by all dcvices carrying electricity, including electric transmission and distribution lines and substation equipment. Government officials in the 
U.S. and the U.K. have reviewed this issue. The U.S, National Institute of Environmental Health Sciences concluded in 2002 that, for niost 
health outcomes, there is no evidence that EMFs cause adverse effects. The agency further noted that there is some epideniiological 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 basjs 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 1J.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 shod 1 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 7J.S. or the U.K., and the associated cost, or what, if any, liabilities they might incur related to the EMF issue. 

rnvironmental Matters - WPD (PPL) 

, I'D'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. 

The U.K. Govcrnment 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 Ofgem to spend $46 million on flood prevention, which will be recovered 
through rates during the five-year period commencing April 2010. WPD is currently liaising on site-specific proposals with local officcs 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 201 1.  Responses to these reports from the U.K. Government are expected by the end of 201 1 I WPD has worked with other 
U.K. elcctricity nctwork opcrators to undertake research with the internationally recognized 1J.K. Met Office (the national weather service) and 
to report using common agreed methodology. 

There are no other rnaterial 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 (PPI, atid PPL Energy Supply) 

PPL, Susqiiehanna is a nicniber of certain insurance programs that provide coverage for property damagc to niembcrs' nuclear generating 
plants. Facilities at thc Susquehanna plant are insured against property damage losses up to $2.75 billion under these programs. PPL 
Susquchanna 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. 

Undcr the property and replacement power insurance programs, PPL, Susquehanna could be assessed retroactive premiums in the event of the 
'-wirers' adverse loss expericnce. At September 30, 201 I, this maximum assessment was $44 million. 

,n 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 Amendments under the Energy Policy Act of 2005. PPL Susquchanna i s  
protected against this liability by a combination of conimercial insurance and an industry assessment program. 

In the evcnt of a nuclcar incident at any of thc reactors covercd by The Price-Anderson Act Amendments under the Energy Policy Act of 200.5, 
PPL Susquehanna could be assessed up to $23.5 million per incident, payable at $35 million per year 

At Septcnibcr 30, 201 1, the property, rcplacenient power and nuclear incident insurers maintained an A M .  Best financial strength rating of A 
("Excel lent " ). 

Employee Relations (PPL, LKE oiid KlJ) 

Jn July 201 I ,  KU and its employees represented by the IJnited Steelworkers of America agreed to a six-month extension oftheir current 
collective bargaining agreenicnt, prcviously schcduled to expire in August 201 I ,  which extension includes a 3% wage increase through the new 
expiration date. In July 201 I ,  KU and its employees represented by IBEW L.ocal 2100 coniplcted annual reopener negotiations and agreed to a 
3% wage increase. 

Guarantees and Other Assurances 

(PPI., PPL Energy Supply, PPL Electric. LKE, L,G&E and KU) 

In the nornial course of business, PPL, PPL, Energy Supply, PPL Electric, LKE, L.G&E and KU enter into agreements that provide financial 
performance assurance to third parties on behalf of certain subsidiaries. Such agreenicnts include, for 
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example, guarantccs, 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. 

'L) 

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

The tablc below details guarantees providcd as of September 30,201 I .  The total recorded liability at September 30,201 1 and December 31, 
2010, was $16 million and $14 million for PPL, and $1 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 paynient/perforniance under each of these 
guarantees is  remote. 

PPL 
Indemnifications for sale o f  PPL Gas 1Jtilitics 
Indcinnifications rclatcd to the WPD Midlands acquisition 
WPD indcmnifications for entities in liquidation and sales of assets 

WPD guarantee of pcnsion and other obligations o f  unconsolidated entities 
Tax indciiinification rcliitcd to unconsolidatcd WPD affiliates 

PPL. E.nergy Supply (g) 
Lcttcrs of credit issued on bclwlf olaffiliatcs 
Rctrospcctivc prcmiuiiis untlc. nuclear insurance programs 
Nuclcar claiins asscssiiicnt under The PI ice-Anderson Act Amcndincnts under The Energy Policy Act of 2005 
Indcmnilicatioiis Tor sales of assets 
Indemnification to operators ofjointly owned facilities 
Guarantee of a portion of a divcstcd unconsolidated entity's debt 

L K E  (n) 
'cmnification of Icasc tcriiiination and other divestitures 

,ti&E.and.KU (p) 
LG&E and K U  guarantee of shortfall rclatcd to OVEC 

Exposure at Expiration 
September 30,201 I (a) Date 

$ 300 (b) 
( e )  

287 (d) 2013 - 2018 

8 I O  2012 
66 (c) 2015 

20 (h)  201 I - 2014 
44 (i) 

235 6 )  
338 (k) 2012 - 2025 

6 (1) 
22 (m) 2018 

301 (0) 2021 - 2023 

((I) 2040 

(a) 
(b) 

Rcprcscnts the cstiiiiatcd niaxiiiiiiiii potential amount of futurc payments that could be required to bc niadc under the guarantcc. 
PPL. has provitlctl indemnification to the purchaser ol'PPL. Gas Utilities and Pcnn Fuel Propane, LL.C foi d;iiiiagcs arising out of any breach ofthc representations, 
wairiintics ant1 covcniiiits uiidcr the rclatcd trnnsaction agrccincnt and for d : in iqp arising out of certain other niattcIs, including certain prc-closing unknown 
cnviioniiicntd liabilities relating to former In;tntifacturcd gas plant propcrtics or off-site disposal sites, i f  any, outside o f  Pennsylvania. The indemnification provisions for 
iiiost representations and waiiantics. including t i~x ;mi cnvironincntal matters, arc capped at $45 million, in the aggrcgntc, and arc triggcrcd (i) only i l t hc  individual claim 
cxcccds $50.000, and (ii) only if, and only to the extent that, in the iigg,rcgntc, tocil clailiis cxcccd $4 5 million The indcmnification provisions Tor lnost rcprcscntations 
and wiirranlics expired on September 30, 2009 without any claims having bccn inadc Certain rcpicscntations and warranties, including those having to do with 
triinsactioii iititliorization and title, survive indcfinitcly, arc capped at the purchase price and arc not subject to the nbovc tlircshold or deductible. The indemnification 
piovision foi tlic lox niattcrs rcprcscntations survives for thc duration of the applicable stiitutc o f  limitations, and the indemnification provision for the cnvironincntal 
matters rcpicscntations survives Tor a period of  tlircc ycars aftcr the transaction closing. The indcinnification provision for the environmental matters representations 
expired on September 30, 20 I I without any clai ins having bccn made. Tlic indcmnilication for covenants survives until thc applicable covenant is pcrformcd and i s  not 
subject to any cap. 
WI'D Midlands Holdings L.irnitcd (roriiicrly Ccntral Networks L.imitcd) had agreed prior to the acquisition to indemnify certain former directors o f  a Turkish entity in 
which WPD Midlands Holdings L.imitcc1 picviously owncd an interest for any liabilities that may arise as ;I result of an investigation by Turkish tax authorities, and PPL 
WEM has received a cross-indcninity from E ON AG with rcspcct to thcsc indemnification obligations. Additionally, PPL. subsidiaries agrccd to provide indemnifications 
to subsidiaries o f  E.ON AG for certain liabilitics relating to propcrtics and assets owned by afliliatcs of E.ON AG that wcrc or arc to bc transferred to WPD Midlands i n  
connection with the acquisition. Thc niaxiinuiii cxposurc and expiration o f  thcsc indemnifications cannot be estimated because thc maximum potential liability is not 
capped by and thcrc i s  no expiration datc i n  the transaction documents. 
In conncction with the liquidation of wholly owncd subsidiarics that havc bccn dccorisolidatcd upon turning the entities over to the liquidators, certain afiliatcs o f  PPL 
Global havc agiccd to indcniiiify tlic liquidiitois. directors and/or tlic entities thcmsclvcs for any liabilities or cxpcnscs arising during the liquidation proccss, including 
liabilities and cxpcnscs of tlic entities pliiccd into liquidation. In some cases, tlic indemnifications arc limited to a inaxiinuin amount that i s  based on distributions inadc 
froin the sttbsidixy to i t s  parent cithcr prior or subscqucnt to being placed into liquidation. I n  other cases, the maximum amount o f  tlic indcinnifications is not explicitly 
statctl in the agrcciiicnts. The indemnifications gcncrally expire two to scvcn ycars subscqucnt to thc datc o f  dissolution o f  tlic cntitics. The cxposurc noted only includes 
those eases in which tlic agrcciiicnts provide for a specific l imi t  on the aniount o f  tlic indemnification, and the cxpiration datc was based on an cstimatc of the dissolution 
datc o f  the ciititics 

(e )  

(d) 

I n  conncctioii with their sales of various businesses, WPD and its affiliates liavc provided the purchascrs with indemnifications that arc standard for such transactions, 
including indemnifications for certain prc-existing liabilities and cnvironincntal and tax matters. In addition, in conncction with certain of thcsc sales, WPD and its 
affiliates havc agreed to continue their obligations undcr existing third-party guarantccs, cithcr Tor a set period oftitnc following the transactions or upon thc condition that 
tlic purchascrs makc reasonable efforts to tcrniinatc the guarantees Finally, WPD and its affiliatcs rcinain secondarily responsible for lcasc payments under ccrtain lcascs 
that tlicy liavc assigned to third partics 
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As a rcsult o f  thc privatization of thc utility industry in thc U.K., ccrtain clcctric associations' rolcs and rcsponsibilitics wcrc discontinucd or niodificd As a rcsult, certain 
obligations, primarily pcnsion-rclatcd, associatcd with thcsc organizations havc bccn giiarantccd by the participating mcmbcrs. Costs arc allocatcd to thc mcinbcrs bascd 
on prcdctcrmincd pcrccntagcs as outlincd in spccific agrccmcnts. Howcvcr, i f a  incinbcr bccoincs insolvcnt, costs can bc rcallocatcd to and arc giiarantccd by tlic 
rcinaining incmbcrs. At Scptctnbcr 30, 201 I ,  WPD has rccordcd an cstiniatcd discountcd liability bascd on its currcnt allocated pcrccntagc o f  thc total cxpcctcd costs for 
wliicli tlic cxpcctcd p;lyiiicnUpcrforinancc is probablc. Ncithcr tlic cxpiration datc nor thc maximum amount of potcntial payiiicnts for ccrtain obligations is  cxplicitly 
statcd in thc rclatcd agrccmcnls. Thcrcforc, thcy liavc bccn cstimatcd bascd on tlic types of obligations. 
Two WPD tinconsolidatcd affiliatcs wcrc rcfinanccd during 2005. Undcr thc tcrins o f  tlic rcfinancing, WPD has indcinnificd thc lcndcr against ccrtain tax and otlicr 
liabilitics. 
Otlicr than tlic lcttcrs of  crcdit, all guarantccs o f  PPL Encrgy Supply, on a consolidatcd basis, also apply to PPL. on a consolidalcd basis for financial rcporting purposcs. 
SIandby lcttcr of crcdit arrangcmcnts undcr PPL Encrgy Supply's crcdit facilities for thc purposcs o f  protccting various third partics against nonpcrformancc by PPL. This 
is not a guarantcc by  PPL on a consolidatcd basis. 
PPL Susquchanna i s  contingcntly obligatcd to pay this ainount rclatcd to potcntial rctrospcctivc premiums that could bc asscsscd undcr i ts nuclcar insurancc 
prograins SCC "N uclcar Insurancc" abovc for additional information. 
This i s  thc maximum amount PPL. Susquchanna could bc asscsscd forcach incidcnt at any ofthc nuclcar rcactors covcrcd by this Act SCC "Nuclcar Insurancc" abovc for 
additional information. 
PPL Encrgy Supply's maximum cxposurc with rcspcct to ccrtain indcmnifications and the cxpiration ofthc indcmnifications cannot bc cstimatcd because, in the casc o f  
ccrtain indcinnification provisions, thc maximum potcntial liability is not cappcd by  tlic transaction docuincnts and thc cxpiration d a t ~  ;s bascd on tlic applicablc statutc of 
limitations. Thc cxposurc and cxpiration datcs nolcd arc only for thosc cascs in which thc agrccmcnts providc for spccific limits. 

A subsidiary of PPL. Encrgy Supply has agrccd to providc indcrnnification to thc purcliascr of the Long Island gcncration busincss for damagcs arising out of any brcach o f  
thc rcprcscntations, warrantics and covcnants undcr thc rclatcd transaction agrcctncnt and for damagcs arising out o f  ccrtain othcr mattcrs, including liabilitics rclating to 
ccrtain rcncwablc cncrgy facilitics which wcrc prcviously owncd by onc o f  thc PPL subsidiarics sold in thc transaction but which wcrc unrclatcd to tlic Long Island 
gcncration busincss. Tlic indcinnification provisions arc subjcct to ccrtain customary limitations, including thrcsholds for allowablc claims, caps on aggrcgatc liability, 
and timc limitations for claims arising out o l  brcachcs of most rcprcscntations and warrantics. Thc indcmnification provisions for rnost rcprcscntations and warrantics 
cxpircd i n  tlic third quartcr of 201 I 

A subsidiary o f  PPL Encrgy Supply has agrccd to providc indcinnification to thc purchascrs o f  tlic Mainc hydrxlcctric facilitics for darnagcs arising out of any brcach of 
tlic rcprcscntations, wiirrantics and covcnants undcr tlic rcspcctivc transaction agrccincnts and for damagcs arising o ~ i t  of ccrtain otlicr mattcrs, including liabilitics o f  thc 
PPL. Encrgy Supply subsidiary rclatiiig to tlic pic-closing owncrship or opcration of tliosc Iiydroclcctric facilitics. Tlic indcrnnification obligations arc subjcct to ccrtain 
cttstornnry limitations, including thrcsholds for allowablc claims, caps on aggrcgatc liability, and tiinc limitations for clnitns arising out o f  brcaclics of rcprcscntations and 
warranties. The indcinnification provisions for ccrtain rcprcscntations and warrantics cxpircd in tlic sccond quartcr of 20 I I 

Subsidiarics of PPL. Encrgy Supply havc agrccd to providc indcmnification to tlic purchasers ofccrtain non-corc gcncration facilitics sold in March 201 I (SCC Notc 8 for 
additional inforiiiatron) for damagcs arising out o f  any brcach of thc rcprcscntations, warrantics and covcnants undcr the rclatcd transaction agrccincnts and Tor dainagcs 
arising out olccrtain otlicr iiiattcrs rclating to tlic facilitics that wcrc thc subjcct o f thc  transaction, including ccrtain rcduccd capacity payincnts ( i f  any) at onc of tlic 
facilitics in tlic cvcnt spccificd PJM rule changcs arc proposcd and bccoiiic cffcctivc. Tlic indcinnification provisions arc subjcct to certain custoinary limitations, 
including thrcsholds for allowablc claims, caps on aggrcgatc liability, and tiinc limitations for claims arising out o f  brcachcs o f  most rcprcscnvations and warrantics. 
In Dcccinbcr 2007, a subsidiary of PPL Encrgy Supply cxccutcd rcviscd owncrs agrccincnts for two jointly owncd Pacilitics, thc Kcystonc and Concmaugh gcncrating 
stations. Thc agrccmcnts rcquirc that in tlic cvcnt ofany default by an owncr, thc othcr owncrs fund contributions for thc opcration of thc gcncrating stations, bascd iipon 
thcir owncrship pcrccntagcs. Tlic maximum obligation among al l  owncrs, for cach station, is currcntly $20 million. Thc non-dcfaulting owncrs, who nmkc up tlic 
dcfaulting owncr's obligations, arc cntitlcd to thc gcncration cntitlcnicnt o f  tlic dcfaulting owncr, bascd upon thcir owncrsliip pcrccnlagc. Thc agrccmcnts do not havc an 
cxpiration datc. 
A PPL Encrgy Supply subsidiary owncd a onc-third cquity intcrcst in Safc Harbor Water Powcr Corporation (Safc Harbor) that was sold in March 201 I. Bcginning in 
2008, PPL. Encrgy Supply guarantccd onc-third o f  any amounts payable with rcspcct to ccrtain scnior notes issucd by Safc Harbor. Undcr thc tcrms of thc salc agrccincnl, 
PPL Encrgy Supply continucs to guarantcc tlic portion o f  Safc Harbor's dcbt, but rcccivcd a cross-indcmnity from tlic purchascr in thc cvcnt PPL Encrgy Supply is 
rcquircd to niakc a payriicnt undcr tlic guarantcc. Exposurc notcd rcflccts principal only. SCC Notc 8 for additional information on tlic sale o f th i s  intcrcst. 
All guarantccs o f  L.KE, on a consolidatcd basis, also apply to PPL on a consolidatcd basis for financial rcporting purposcs. 
L.KE provides certain indcinnifications, tlic most significant of which rclatc to thc tcrinination ofthc WKE lcasc in .luly 2009 Thcsc guarantccs covcr thc due and 
punctual paymcnt, pcrforiiiancc and discliargc by cach party of i ts rcspcctivc prcscnt and futurc obligations. Tlic most comprcl~cnsivc of tlicsc guarantccs is tlic LKE, 
gontantcc covcring opcrational, rcgulatory and ciivironmcntal coinmitinctits and indcmnifications niiiclc by WKE undcr tlic WKP Transaction Tcriiiination 
Agrcciiicnl This guarantcc has a tcrin o f  12 yciirs cnding July 2021, and a cuiiiulativc maximum cxposurc ofS.200 inillion. Ccrtain itcins such a s  non-cxcludcd 
govcrnmcnt fincs and penaltics fall outsidc tlic cumulativc cap Anotlicr giiarantcc with a m;iximuni cxposurc o f $  IO0 million covcring othcr indcninifications cxpircs in 
2023. Ccrtain mattcrs arc currcntly undcr discussion ainong thc partics, including onc rnattcr currcntly in arbitration and a furthcr iiiattcr for which L K E  is  contcsting thc 
applicability o f thc indcmnification rcquiicmcnt Tlic inattcr in arbitretion may bc rulcd upon during carly 2012, which ruling may result in incrcascs or dccrcascs to thc 
liability cstimatc L K E  has currcntly rccordcd Tlic ultiinatc outcome o f  both inattcrs cannot bc prcdictcd at this tiinc Additionally, LKE has indcinnificd various third 
partics rclatcd to historical obligations for otlicr divcstcd subsidiaries and affilialcs. Thc indcinnifications vary by cntity and tlic maximum ainount limits rangc from bcing 
cappcd at tlic salc pricc to no spccificd maximtiin; howcvcr, L KE is not awarc o a l  claims undcr such indcmnitics madc by any party at this tiinc. L.KE could bc 
rcquircd to perform on tlicsc indemnifications in thc cvcnt ofcovcrcd Iosscs or I cs bcing claimed by an indcinnificd party, No additional mntcrial loss is anticipatcd 
by rcason o f  such indcinnification. 
All guarantccs o f  LC&E and K U  also apply to 1 K E  on a consolidatcd basis for financial rcporting purposcs 
As dcscribcd in thc "Encrgy Purchasc Coininitincnts" scction o f  this footnotc, pursuant to a powcr purcliasc agrccmcnt with OVEC, LG&E and K U  arc obligated to pay a 
dcinand cliargc which includcs, ainong othcr chargcs, dccoininissioning costs, postrctircincnt and post cinploymcnt bcnclits. Thc dcinand chargc is cxpcctcd to covcr thc 
full cost oltlicsc itcms ovcr thc tcriii o f  thc contract. Howcvcr, in thc cvcnt thcrc is a shortfall in covcring rhcsc costs, LC&E and KU arc obligated to pay tlicir sliarc o f  
thc cxccss 
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(PPL, PPL. Energy Siipply, PPL. Electric, LKE, LG&E and KU) 

PPL,, PPL Energy Supply, PPL Electric, L.KE, LG&E and K U  and their subsidiaries provide other miscellaneous guarantees through contracts 
ered into in the nomial course of business. These guarantees are primarily in the forni of indemnification or warranties related to services or 

,ltipnient 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 
paynients with respect to these types of guarantees and the probability of payment/perfomiance under these guarantees is remote. 

Successor 

$ 17 
7 

PPL., on behalf of itself and certain of its subsidiaries, maintains insurance that covers liability assumed under contract for bodily injury and 
property daniage. 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. 

Prcdeccssor 

S 23 
3 

11 .  Related Party Transactions ' 

PL,R Contracts/Purchase of Accounts Receivable (PPL Energy Supply and PPL Electric) 

PPL Electric holds competitive solicitations for PLR generation supply. See Note 10 for additional information on the solicitations. PPL. 
EnergyPIus has been awarded a portion of the supply. PPL Electric's purchases from PPL, EnergyPlus totaled $5 million and $15 million for 
the three and nine months ended September 30, 201 1 and $71 million and $2.50 million during the same periods 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. 

Under the standard Supply Master Agrccment 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 
EncrgyPlus is required to post collateral with PPL Electric: (a) when the market 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 liniit is $3.5 niillion at September 30, 201 1 "  

PPL Electric's customers may elect to procure generation supply from an alternative supplier. See Note 2 for additional infomiation regarding 
PPL Electric's purchases of accounts receivable from alternative suppliers, including PPL, EnergyPlus. 

Z t  September 30, 201 1,  PPL Energy Supply had a net credit exposure of $16 million to PPL Electric from its commitment as a PL.R supplier 
I froni the sale of its accounts receivable to PPL, Electric. 

Wholesale Sales and Purchases (LG&E and KU) 

L,G&E and K7J jointly dispatch their generation units with the lowest cost generation used to serve their retail native load. When L.G&E has 
excess generation capacity after serving its own retail native load and its generation cost is lower than that of KU, KU purchases electricity 
from LG&E When KtJ has excess generation capacity after scrving its own retail native load and its generation cost is lower than that of 
LG&E, LG&E purchases electricity from I W .  These transactions are recorded by each company as intcrconipany wholesale sales and 
purchases in the Stalenients of Income as "Electric revenue from affiliate" and "Energy purchases from affiliate" and arc recorded by each 
company at a price equal to the seller's variable cost. Savings realized from S L I C ~  intercompany electricity purchasing, instead of generating 
from their own higher cost units or purchasing from the market, are shared equally between the two companies The volume of energy each 
company has to sell to the other is dependent on its native load needs and its available generation. 

Interconipany electric revenues and energy purchases for the periods.ended Septeniber 30 were as follows. 

LG&E salcs and KU purchascs 
LC;&E ptirchascs and K U  salcs 

Three Months 
201 1 2010 

Successor Prcdcrcssor 

25 13 
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Allocations of PPL Services Costs (PPL Ener-gy Supply, PPL. Eleclr-ic and LKE) 

PPL, Services provides corporate functions such as financial, legal, human resources and information technology services. PPL, Services 
-1iarges the respective PPL. subsidiaries for the cost of certain services when they can be specifically identified. The cost of services that is not 

ectly charged to PPL subsidiaries is allocated to applicable subsidiaries based on an average of the subsidiaries' relative invested capital, 

believes are reasonable, including amounts applied to accounts that are further distributed between capital and expense for the periods cndcd 
September 30. 

. eration and niaintcnance expenses and number of employees. PPL Services allocated the following amounts, which PPL management 

Three Months Nine Months 
201 I 2010 201 1 2010 

Successor 

$ 51 
44 
26 

PPL Encrgy Supply 
PPL. Elcctric 
LKE 

Predecessor Successor Predecessor 

$ 42 $ 134 $ I53 
5 3  148 I70 
28 82 47 

I 

$ 44 $ 55 $ 138 $ I70 
34 . 36 I08 101 

3 nla I7 nla 

Intercompany Billings (LG&E atid KU) 

LG&E and KU Services Company provides L,G&E and KU with a variety of centralized administrative, management and support 
services Associated charges include payroll taxes paid by LG&E and KU Services Company on behalf of LG&E and KU, labor and burdens 
of L.G&E and KU Services Company eniployees perfomiing services for LG&E and KU, coal purchases and other vouchers paid by LG&E 
and KU Services Company on behalf of LG&E and KU. The cost of these services is directly charged to the company, or for general costs 
which cannot bc directly attributed, charged based on predetemiined allocation factors, includicg the following ratios: number of customers, 
total assets, rcvenucs, number of employees and/or other statistical information. These costs are charged on an actual cost basis. 

In addition, LG&E and KU provide serviccs to each othcr and to LG&E and KU Services Company. Billings bctwcen LG&E and KU relate to 
labor and overheads associated with union and hourly employees performing work for the othcr company, charges related to jointly-owned 
gerie.ating units and othcr niisccllancous chargcs. Tax settlements between LKE and LG&E and KU are reimbursed through LG&E and KU 
Services Company. 

L.G&E and KlJ Services Company allocated these amounts, which LKE management believes are reasonable, including amounts that are 
fiirther distributed bctwecn capital and expense for the periods ended September 30. Intercompany billings for the pcriods ended September 30 
were as follows 

Three Months Nine Months 
201 1 2010 201 1 2010 I I 

LG&E and K U  Scrviccs Company billing 10 LC&E 
LG&E nnd K U  Scrviccs Conipany billing to KU 
LG&E billings to KIJ 
K U  billings to LG&E 

Intercompany Borrowings 

(PPL Energy Supply) 

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 eamed on the borrowings was not significant for the three months ended September 30,201 1 and for 
the three and nine months ended Septcnlber 30,2010. 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 30,201 1 .  

W E )  

After PPL's acquisition of LKE in November 2010, LKE held a note receivable from a PPL, affiliate. At Scptenibcr 30, 201 1, $53 million was 
outstanding compared with $61 million at December 31,2010. 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 1, interest income on this note was not significant. 
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LKE maintains a $300 million rcvolving tine of  credit with a PPL Energy Supply subsidiary whereby LKE can borrow funds on a short-temi 
basis at market-based ratcs. The interest rates on borrowings are equal to one-month LIBOR plus a spread. There was no balance outstanding 
at September 30, 20 I 1 or December 3 I, 20 IO.  

>rest expense incurred on the revolving tine ofcredit with the PPL Energy Supply subsidiary was not significant for the three and ninc 
..)nths ended September 30, 20 I I .  

Prior to PPL's acquisition of LKE in November 2010, LKE had revolving credit facilities and several short-term and long-term loans with its 
foniicr E.ON AG affiliatcs. During thc three and nine months ended Septenibcr 30,2010, LKE incurred interest expense on these debt 
arrangements of $39 million and $ I18 niillion which is included in the Statements of Income as "lntercst Expense with Affiliate." The 
consolidated dcbt had a weighted-avcrage interest rate of  2.06% at September 30,2010. Any such borrowings were repaid in 2010 prior to or 
at the t i m e  of the acquisition by PPL. 

(LG& E) 

LG&E participates in an intercompany money pool agreement whereby LKE and/or KU niake available to LG&E funds up to $400 million at 
market-based rates (based on highly-rated coniniercial paper issues). At September 30, 201 1, there was no balance outstanding. At 
December 3 I ,  201 0, $12 niillion was outstanding. The interest rate for the period ended December 3 1,2010 was 0.2SY0. 

Intercst expcnse incurred on thc nioncy pool agreement with L,KE and/or KU was not significant for the three and nine months ended 
September 30,20 I 1 and 20 IO.  

Prior to PPL's acquisition of LKE in Novcnibcr 201 0, LG&E had long-temi loans from its fornier E ON AG affiliates. During the thrce and 
ninc months cnded Scptcnibcr 30, 2010, LG&E incurred interest expense rclated to these debt arrangements of $6 million and $20 million. The 
long-terrli loans had a wcighted-avcrage intcrcst rate of S.49% at Septcmber 30, 2010. Any such borrowings were repaid in 2010 prior to or at 
the time of the acquisition by PPL 

KU participates in an intercompany money pool agreement whereby LKE and/or L.G&E niake available to K U  funds up to $400 million at 
market-based ratcs (based on highly rated commercial paper issues). At September 30, 201 I ,  there was no balance outstanding. At 
Deccnibcr 31, 201 0, $10 million was outstanding. The interest rate for the pcriod endcd Dccenibcr 3 I ,  2010 was 0.25%. 

?rest cxpcnse incurred on the money pool agreement with LKE and/or LG&E was not significant for the three and nine months ended 
depteniber 30,201 1 and 2010. 

Prior to PPL's acquisition of L.KE in November 2010, KU had long-temi loans from its fornier E.ON AG affiliates. During the three and nine 
months ended Septcnibcr 30, 2010, KU incurred interest cxpensc on these dcbt arrangemcnts of $18 million and $5.5 million. The long-term 
loans h a d  a wcightcd-avcragc intcrcst rate of 5.50% at Septenibcr 30, 2010, Any such borrowings wcre repaid in 2010 prior to or at the tinic of 
the acquisition by PPL. 

(PPL Et7er-s)) Slipplj?l 

T r a d e m a r k  Royalties 

A PPL subsidiary owns PPL, trademarks and bills certain affiliates for thcir use. PPL Energy Supply was allocated $10 million and $30 million 
of this license fec for the three and nine months ended September 30,201 1 and 2010. These allocations are primarily included in "Other 
operation and maintenance" on the Statements of Inconic. 

Distribution of Interest in PPL Global to Parent 

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

1 n t e rco  m pan y 1 ns u ran ce (PPL Elecfric) 

PPL Power Insurance Ltd. (PPL. Power Insurance) is a subsidiary of PPL that provides insurance coverage to PPL and its subsidiaries for 
property damage, gcncral/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 1, PPL 
Electric has exceeded its deductible for the 201 1 policy year. Probable recoveries on insurance claims with PPL, Power Insurance of $1 2 
million and $26.5 niillion were recorded during the three and nine months ended September 30,201 1,  of which $7 million and $16 million 

.e 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 Etwrgy Supply, PPL, Eleclric, LKE, L G d E  and KU) 

The breakdown of “Other lnconie (Expense) - net” for the periods endcd September 30 was: 

l h r e e  Months N i n e  Months 
201 I 2010 201 1 2010 

PPL 
Other lncoinc 

Earnings on securities in NDT funds 
lntercst income 
AFUDC 
Net hcdgc gains associated with thc 201 I Bridgc Fricility (a) 
Gain on redemption of dcbt (b) 
Misccllancous - Doincstic 
Misccllancous - lntcrnational 
Total Other Income 

Economic forcign currency cxchangc conlracls 
Cliaritablc contributions 
Cash flow hedges (e) 
L.KE other acquisition-rclatcd costs 
WPD Midlands otlicr acquisilion-related costs 
Foicign currency loss on 201 I Bridgc Facility (d) 
U.K. stamp duty tax 
Misccllancous - Dorncslic 
M isccll;incous - Inlcmational 
Total Othcr Expcnsc 

Other Income (Expcnsc) - net 

Other Expcnsc 

,Energy Supply 
,ncr lncoinc 

Earnings on sccuritics in NDT funds 
M isccllancous 
Total Otlicr lncomc 

Misccllancous 
‘Total Ohcr  E,xpcnsc 

Other Expcnsc 

Othcr Income (Expcnsc) - ncl 

LKE 
Othcr lncoinc 

Net derivative gains (losscs) 
Equity in earnings of unconsolidated affiliatc 
Misccllancous 
Total Other lncoinc 

Charitable contributions 
Misccllancous 
Total Other Expense 

Other Expense 

Otlicr Incoinc (Expcnsc) - nct 

$ 2 s  4 s  20 $ 15 
I 3 5 4 
2 I 5 3 

3 I IO 5 

5 5  
22 22 

I I 
30 9 I18 28 

2 

I 

29 
4 

I 

( 1  I) 
7 

.3 6 
57 
21 
1 

( 1 )  
2 

29 
II 

4 

I 3 6 6 
3 7 26 21 

I I 6 4 
I I 6 4 

6 %  20 $ 17 $ 2 L  

l l irec Months Nine Months 

Successor Predecessor Suceessor I’redecessor 

$ I 

I 

I 

I 
$ 

$ 29 
2 s  I 
3 3 

34 4 

3 

3 5 
$ 31 $ ( 1 )  

$ 19 
3 
4 

26 

3 
6 
0 

$ 17 
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%E 
:r lncomc 
Nct dcrivativc gains (losscs) 
M isccllancous 
Total Otlicr lncomc 

Charitablc contributions 
Misccllancoiis 
Total Otlicr Expcnsc 

Otlicr lncoinc (Expcnsc) - nct 

Othcr E x  pcnsc 

$ 2 
2 

2 

2 
$ 

Threc 
201 I 

I 
20 

i 
2 
3 

$ 17 

Successor 

Months 

Prctlcccssor 

29 

I $  29 

Nine Months 
201 1 I 2010 

Successor I Predecessor 

(a) 
(b) 

(c) 

Rcprcscnts a gain on forcign currcncy forward contracts that  hcdgcd thc rcpayincnt o f  thc 201 I Bridgc Facility borrowing. 
I n  1uly 201 I, as a rcsult of PPL Elcctric's rcdcmption of7.125% Scnior Sccurcd Bonds duc 2013, PPL rccordcd a gain on tlrc accclcratcd amortization o f  thc fair v a h c  
adjustmcnt to the dcbt rccordcd in conncction with prcviously scttlcd fair valuc hcdgcs 
As a rcsdt of the nct procccds froin thc salc of ccrtain non-corc gcncration facilitics, couplcd with thc monetization o f  fiill-rcquircmcnt salcs contracts, dcbt that had bccn 
planncd to bc issucd by PPL Encrgy Supply was no longcr nccdcd. As a rcsult, hcdgc accounting associatcd with intcrcst ratc swaps cntcrcd into by PPL in anticipation o f  a 
dcbt issuancc by PPL. Encrgy Supply was discontinucd. Associatcd nct losscs wcrc rcclassificd from AOCI inlo carnings. 
Rcprcscnts a forcign currcncy loss rclatcd IO tlic rcpayincnt orthc 201 I Bridgc Facility borrowing. (d) 

"Other Income (Expense) - net" for the three and nine months ended September 30, 201 1 and 2010 for PPL Electric is primarily AFIJDC. KU 
amounts arc not significant. 

13. Fair Value Measurements a n d  Credit Concentration 

(PPL,, PPL. E t w g y  Supply, PPI, Electric, LKE, LG&E and KU) 

Fair valiie 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 nicasurenient date (an exit price). PPL and its subsidiaries use, as appropriate, a markct 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, 
indcpendent market data andlor unobservable data that management believes are predicated on the assumptions market participants would use 

orice 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: 

PPL 
Assets 

Cash and cash cquivalcnts 
Short-term invcstmcnts - municipal dcbt 

Rcstrictcd cash and cash cquivalcnts (a )  
Pricc risk managcmcnt asscts: 

sccoritics 

Encrgy commodities 
intcrcst ralc swaps 
Forcign currcncy cxchangc contracts 
Cross-currcncy swaps 

Total pricc risk managcmcnt asscts 

Septeinber 30,201 1 Decenibcr 3 I ,  201 0 
Total Level I Level 2 Level 3 Total Level 1 Lcvel2 Level 3 

$ l , 5 l  I $ 1,511 .s 925 $ 925 

I63 I63 
I I7 I17 66 66 

I $ 1.990 $ 51 2,503 fi 2,452 $ 51 
15 

21 21 II I I  
51 3 1  14 44 44 

2,042 
5 5 15 

2.1 19 I 2,053 65 2,573 2,522 51 
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September 30,201 1 December 31,2010 

Tota l  Level I - Level 2 - Level3 Tota l  Level I 1,cvel2 Level 3 
NDT funds: 

Cash and cash cquivalcnts 
Equity sccuritics 

U S. largc-cap 
US. mid/siiiall-cap 

US. Trcasury 
US. govcmmcnt sponsorcd agency 
Municipnlity 
Invcstmcnt-gradc corporatc 
Otlicr 

Dcbt sccuritics 

Rcccivablcs (payablcs). ncl 
Tota! NDT funds 
Auction ralc sccuritics (b) 

Total itsscts 

L.iabilitics 
pricc risk managctncnt liabilities: 

Encrgy commoditics 
Intcrcst ralc swaps 
Cross-curl cncy swaps 

Total price risk managcmcnt liabilitics 

PPL Energy Supply 
Asscts 

Cash and cash cquivalcnts 
I<cstrictcd cash and cilsli cquivalcnts (a) 
pricc risk managcmcnt asscts: 

Energy coininodiiics 
Forcign currcncy cxchangc contrilcts 
Cross-currcncy swaps 

Total pricc I isk managctilcnt assets 
NDT funds: 

Cash and cash cquivalcnts 
E,quity scctiritics 
US. lurgc-cap 
U S midlsmall-cop 

Dcbt sccurilics 
U S  Trcasury 
U S. govcrnmcnt sponsorcd agency 
Municipality 
Invcstmcnt-gradc corporatc 
Otlicr 

Rcccivablcs (payablcs), net 
Total NDT lunds 
Auction rillc scciirilics (b) 

Total nsscls 

Liabilities 
Price risk managcmcnt liabilities: 

Encrgy commoditics 
Cross-currcncy swaps 

Total price I isk man;lgcn1cnt liabilitics 

PPL Electric 
Asscts 

Cash and cash cquivalcnts 
Rcstrictcd cash and cash CqllivalcntS (C) 

Total asscls 

Asscts 
L.K E 

Cash and cash cquivalcnts 
S\lort-tcrm invcstlncnts - municipal dcbt 

Rcstrictcd cash and cash CqllivalcntS (C) 

price risk managcmcnt ~ S S C I S  - cncrgy 

sccuritics 

commodities (d) 
Total asscts 

13 13 

260 I80 80 
I04 77 21 

82 82 
I I  
82 
37 

I1 
82 
37 

10 10 

303 207 96 
I I9 89 3 0 

75 75 
7 / 

69 
33 

I 

69 
33 

I > 3 I ( 1 )  2 
z 

594 352 242 380 238 
2 

24 
618 

25 25 
76 
- 24 

$ 4,365 $ 1,981 $ 2,295 $ 89 $ 4,370 $ 1,534 $ 2.760 $ 

$ 1,498 $ 54 

$ 1,560 $ 

53 
9 

I $ 1,165 $ 25 $ 1,552 
5 3  

9 
I $ 1,287 $ 25 $ 1,614 

$ 1,191 $ 
I20 

2 
I20 

2 
54 $ 1,313 $ 

$ 1,498 $ 54 

$ 1,560 $ 

53 
9 

I $ 1,165 $ 25 $ 1,552 
5 3  

9 
I $ 1,287 $ 25 $ 1,614 

$ 1,191 $ 
I20 

2 
I20 

2 
54 $ 1,313 $ 

$ 661 $ 661 
26 

$ 315 $ 375 
53 53 26 

2,503 
I I  

$ 2,452 $ 51 
I I  

I $ 1,989 $ 51 2,04 I 
. .  
44 44 

2,507 51 I 1.989 51 2,558 2,04 I 

13 I 3 

260 I80 80 
I04 71 21 

82 82 
I I  II 
82 82 
37 37 

I O  I O  

303 207 96 
I I9 89 30 

75 15 

69 
33 

7 7 

I 

69 
33 
I 
2 

380 238 

s 
2 

594 352 24 2 
I ( 1 )  

3 
2 

618 
20 19 20 19 71 

70 $ 3,883 $ 1.067 $ 2,745 $ $ 3,082 $ 781 $ 2,231 $ 

$ 1,487 $ 54 

$ 1,496 $ 54 
9 

I $ 1,164 $ 25 $ 1,541 
9 

I $ 1.164 $ 25 $ 1.550 

$ 1,190 $ 

$ 1,190 S 

$ 1,487 $ 54 
Y 9 

$ 1,496 $ 54 I $ 1.164 $ 25 $ 1.550 $ 1,190 S 

$ 204 $ 204 $ 261 $ 261 14 14 13 13 
$ 274 $ 274 $ 218 $ 218 

$ 170 $ 170 

31 31 

$ I I  $l II 

I63 I63 
23 23 

$ I 
I97 

I 
I $ 197 $ $ 202 $ 201 $ 
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September 30,201 I December 31,2010 
Total Level I Level 2 Level 3 Total Level I Level 2 Level 3 

Liabilities 
Yicc risk managcnicnt liabilities: 

Sncrgy commodities ( e )  
lntcicst rate swaps ( I )  

Total liahilitics 

LG&E 
Assets 

Cash and cash cquivalcnts 
Short-term investments - niiinicipnl debt 

Rcstrictcd cash and cash cqiiivalcnts ( e )  
Pricc risk inansgcnicnt assets - cncrgy 

sccuritics 

cotniiioditics (d) 
Total asscts 

Liabilities 
Pricc risk inanagcincnt liabilitics: 

Energy cominoditics (c) 
Intcrcst rate swaps ( I )  

Total liabilitics 

I< u 

$ I $ I $ 2 $ 2 
57 51 34 34 

$ 58 $ 58 $ 36 $ 36 

$ 75 $ 75 

31 31 

$ 2 $  2 

163 163 
22 22 

I $ I 
$ 107 $ 106 $ I $ I87 $ I87 

$ I $ I $ 2 $ 2 
51 51 34 34 

$ 58 9; 58 $ 36 $ 36 

Assets 
Cadi and cash cquivdcnts $ 94 $ 94 $ 3 s  3 

I I Restricted cadi and cadi cquivalcnts (c) -- 
94 6 94 $ 4 %  4 -- $ Total asscts 

(a) 
(b) 
( e )  

(d) 
(e )  
'Q 

Currcnt portion is included in "llcstrictcd cash and cash cquivalcnts" and long-tcrni pol tion is included in "Other nonctirrcnl assets" on thc Balancc Shccls. 
Includcd in  "Otlicr invcstincnts" on the Balance Shccts 
Current portion is included in "Othcr current I ISSC~S' '  on thc Balance Shccts. Such iiinottnts wcrc insignificant at  Scptcliibcr 30, 201 I and Dcccmbcr 3 I ,  2010. The long-tcriii 
portion is incliidcd i n  "Other noncun'cnt asscts'' on the Balance Shccts. 
Includcd in "Other ciirrcnt asscts'' on the Balance Shccts. 
lncludcd in "Other current liabilities" on the Balancc Shccts. 
Current portion is included in "Other current liabilities" on thc Balance Shccts. The long-term portion is included in "Pricc risk rnanagcincnt liabilitics" on Ihc Balance 
Shccts. 

At Septcmbcr 30, 201 1 and Dccember 31, 2010, KU's price risk management assets and liabilities arising from energy commodities accounted 
for at fair value on a recurring basis were not significant. 

A reconciliation of nct assets and liabilities classified as Level 3 for the periods cnded Scptcmber 30, 201 1 is as  follows: 

Fa i r  Value Me:isurenients Using Significant Unobservable Inputs  (Level 3) 
' lhree Months Nine Months 

Energy Auetion Cross- 
Conimodities, Rate Currency 

Energy Auction Cross- 
Coniniodities, Rate Currency 

net Securities Swaps Total net Swaps Total Securities 
PPL 
Balance at bcginning 0 1  

pcriod 
Total rcalizcd/unrcalizcd 

Includcd in earnings 
Includcd in OCI (a) 

gains (losscs) 

Purchascs 
Sales 
Scttlcincnts 
Transfcrs into Lcvcl  3 
Transfcrs oiit of Level 3 

Balancc nt cnd o f  period 

$ 26 $ 25 $ 51 $ ( 3 )  25 16 22 
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VPL-Energy Supply 
Balance at beginning of  

pcriod 
Total rcalizcd/unrcalizcd 

Included in earnings 
lncludcd in OCI (a) 

gains (losscs) 

Purchases 
Sales 
Scttlcincnrs 
Transfers into Lcvcl 3 

Fair Value Measurements Using Significant Unobservable Inputs (Level 3) 
lhree  Months Nine Months 

Energy Auction Cross- Energy Auction Cross- 
Coniniodities, Ilatc Currency Commodities, Rate Currency 

net securities Swaps Total net Securities Swaps  Total 

s 26 $ 20 $ 46 $ (3) $ 20 $ 1 7  

( 5 )  ( 5 )  I I 
$ 26 $ 19 $ 45 $ 26 $ 19 $ 45 

Transfers out of lcvcl  3 
Balance at end of pcriod 

(a)  "Energy Coinmoditics" arc incliidcd in "Qualifying dcrivativcs" and "Auction Ratc Sccuritics" arc included in "Availablc-for-salc securities" on the Statcincnts of 
Coiiiprchcnsivc lncoiiic. 

A reconciliation of net assets and liabilities classified as Level 3 for the periods ended September 30, 2010 is as follows: 

PPI> 
Balancc at beginning of pcriod 

Total rcalizcdlunrcalizcd gains (losscs) 
lncludcd in earnings 
Included in OCI (a) 

Nct purchases, salcs, issuances and 
scttlciiicnts (b) 

Transfers into Lcvcl 3 
Transfcrs out ofL.cvcl 3 

.lance 01 end of pcriod 

PPL..Energy Supply 
Balance at bcginning o f  pcriod 

Total rcalizcd/unrcalizcd gains (losscs) 
Incliitlcd in cnriiiiigs 
Included in OCI (a) 

Net purchascs, salcs, issiianccs and 
scttlciiicnts (b) 

Transfers into Lcvcl 3 
Transfers out oftcvcl 3 

Balance at ciid of pcriod 

Fair Value Measurenients Using Significant Unobservable Inputs (Level 3) 
Nine Months 

Auction 
Three Months 

Auction Energy Energy 
Commodities, 

net 

$ 48 

( 5 8 )  
4 

R 14 

Ra te  
Securities 

$ 25 

$ 25 

$ 20 

$ 20 

Coninioditics, Rate 
Total Securities Total net 

$ 73 $ I07 $ 25 $ I32 

(58 )  ( I  26) 
4 I2 

( 126) 
12 

46 48 '4X 
9; 39 $ 14 s 25 $ 39 

$ 68 $ 107 $ 20 $ I27  

( 5 8 )  ( 126) 
4 12 

( 126) 
12 

(a) 
(b) 

Included in "Qualifying dcrivativcs" on thc Slatcincnts of Coniprchcnsivc Incoinc. 
Accounling giiitlancc cffcctivc January I ,  201 I rcquircs purchase, salc, issuancc and scttlcincnt transactions within Lcvcl 3 to bc prcscntcd on a gross basis. The transactions 
in 2010 arc rcportcd on a combined basis. 

A reconciliation of net assets and liabilities classified as Lmel 3 for the periods ended September 30 is as follows: 

Fair Value Measurements Using Significant Unobservable 
Inputs (Level 3) 

Energy Coniniodities, net _. l l i r ee  MonlLs Nine iviontiis 
201 1 2010 201 I 2010 I I 

LKE 
Balance at beginning of pcriod 

Total rcalizcdlunrcalizcd gains (IOSSCS) 
lncludcd in discontinued opcrations 

Scttlciiicnts 

Qalancc at cnd of period 

I Successor Successor 
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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: 

l'lirec Months 
Energy Coniniodities, net 

Unregulated Retail Wholcsale Energy Net Energy 

PPL and.PPI, Energy Supply 
Total gains (losscs) includcd in carnings 
Changc in unrcalizcd gains (losscs) rclating to 

positions still hcld at thc rcporting datc 

PPL and PPL Energy Supply 
Total gams (losscs) includcd i n  carnings 
Changc In unrcallzcd gains (losscs) relating to 

positions still licld at thc rcporting datc 

Marketing Trading Margins Energy Purchases Electric and Gas 
201 I 2010 201 I 2 0 1 0  201 1 2010 201 1 2010 

3 ti 4 I $ I 

Nine Months 
Energy Commodities, net 

Unregulated Itelail Wholesale Energy Net Energy 
Energy Purchases Electric and Gas Marlteling Trading Margins 

201 I 2010 201 1 2010 201 1 2010 201 I 2010 

6 18 ( 6 )  8 I 

( PPL, PPL Etievgy Szrpply, PPL Electric, LKE, LG&E and KU) 

PPL and its subsidiaries recognize trs,rsfers between levels at end-of-reporting-period values. 

Price Risk ManagenientAssets/Liabilities -Energy-Conimodities 

Energy commodity contracts are generally valued using the income approach, except for exchange-traded derivative gas, oil and emission 
allowance contracts, which are valued using the market approach and are classified as Lmel 1 I When observable inputs are used to measure all 
-r most of the value of a contract, the contract is classified as Level 2. Over-the-counter (OTC) contracts are valued using quotes obtained 

,Libsidiaries 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 eniission 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 niay be valued using models, including standard option valuation models and 
standard industry models For example, the fair value of a stntchired deal that delivers power to an illiquid delivery point niay be measured by 
valuing the nearest liquid trading point plus the value of the basis between the two points. The basis input niay be from market quotes, FTR 
prices or historical prices. 

m an exchange, binding and non-binding broker quotes, prices posted by ISOs or published tariff rates. Furthemiore, PPL and its 

When unobservable inputs are significant to the fair value measurement, a contract is classified as Level 3. Additlonally, Level 2 and Level 3 
fair value measurements include adjustnients for credit risk based on PPL's own creditworthiness (for net liabilities) and its counterparties' 
creditworthiness (for net assets). PPL,'s credit department assesses all reasonably available niarket information and probabilities of default used 
to calculate the credit adjustment. PPL assunics that observable market prices include sufficient adjustments for liquidity and niodeling risks, 
but for Level 3 fair value measurements, PPL, also assesses the need for additional adjustnients 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 certain power basis positions, which PPL generally values using historical settlement 
prices to project forward prices. 

In certain instances, energy conlmodity contracts are transferred between Level 2 and Level 3. The primary reasons for the transfers during 
201 1 and 201 0 were changes in the availability of market infomiation and changes in the significance of the unobservable portion of the 
contract. As the delivery period of  a contract becomes closer, market inforniation niay become available. When this occurs, the model's 
unobservable inputs are replaced with observable market infomiation. 
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Price Risk Management Assets/Liab 

To manage their interest rate risk, PPL and its subsidiaries generally use interest rate contracts such as forward-starting swaps, floating-to-fixed 
-waps and fixed-to-floating swaps. To manage their foreign currency exchange risk, PPL and its subsidiaries generally use foreign currency 

:hange contracts such as forwards and options and cross-currency swaps that contain characteristics of both interest rate and foreign currency 
,nchange contracts. PPL. and its subsidiaries use a n  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.g., GBP and 
Euro), as well as inputs that may not be observable, such as credit valuation adjustments. In certain cases, PPI. and its subsidiaries cannot 
practicably obtain market information to value credit risk and therefore rely on their own niodels. These niodels 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. Certain cross-currency contracts were transferred to L.eve1 3 due to the significance of the credit adjustment required at September 
30, 201 I ,  resulting from the longer average term of  these contracts. 

NDT_ Funds (PPL and PPL Energy Sipply) 

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

e 

es - Interest Rate.Swaps/Foreign Currency-Exchange ContractslCross-Currency Swaps 

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

Investnicnts 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 a re  based on fimi quotes of net asset values per share, which are not obtained from a quoted 
price in an active market. 

e 

Debt securities arc generally measured using a market approach, including the use of matrix pricing. Coninion inputs include reported trades, 
broker/dealer bid/ask prices, benchniark securities and credit valuation adjustments. When necessary, the fair value of debt securities is 
nicasured using the income approach, which incorporates similar observable inputs as well as benchmark yields, credit valuation adjustments, 
reference data from market research publications, monthly payment data, collateral perfomiance and new issue data. 

The debt securities held by the NDT frinds at September 30, 201 1 have a weighted-average coupon of 4 53% and a weighted-average duration 
of five years 

iction Rate Securities- (PPL. atid PPL Enet*gy Szipply) 

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 were a 
weightcd average of approximately 24 years. PPL and PPL Energy Supply do not have significant exposure to realize losses on these 
securities, however, auction rate sectirities are classified as Level 3 because failed auctions limit the amount of observable market data that is 
available for measuring thc 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 forward rates of the SlFMA Index, and principal payments 
discounted using intcrest rates for bonds with a credit rating and remaining tern] 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 inipairnients: 
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Sulfur dioxidc crnission iillowanccs (c): 
Scptcrnbcr 30,201 I 
March 3 I ,  201 I 
Scptcinbcr 30,2010 
Junc 30, 2010 
March 3 I ,  2010 

Scptcinbcr 30,201 I 
Junc 30, 201 I 
March 31,201 I 

Scptcmbcr 30,2010 

RECs (c): 

Certain non-cot c gciicrai ion faciiitics: 

Carrying Fair Vnlue Measurements Using 
Amount (a) Level 2 Level 3 

$ I 
I 
6 
II 
13 

I 
? $  I 
3 

473 38 I 

$ 2 
3 

10 

Loss (1)) 

$ I 
I 
4 
8 
3 

I 
I 
3 
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:a) 
(b) 

Rcprcscnts carrying valuc bcforc Fair valuc mcasurcincnt. 
Losscs on sulfiir dioxidc cinission iillowanccs and RECs wcrc rccordcd in thc Supply scgincnt and includcd in "Othcr opcration and tnaintcnancc" on thc Statcincnls of 
lncoinc. Losscs on ccitain non-corc gcncralioii fiicilitics wcrc rccordcd in thc Supply scgincnt and includcd in "lncoinc (L.oss) froin Discontinucd Opcrations (nct of incoinc 
iaxcs)" on ilic Staicincnts o f  Incoinc. 
Currcnt and long-tcim sulltir dioxidc ciiiission allowanccs and RECs arc includcd in "Otlicr intangiblcs" in ihcir rcspcctivc arcas on thc Balancc Shccts. (c) 

Sulfur. Dioxide Emission Allowances 

Due to declines in markct prices, PPL Energy Supply assessed the recoverability of  sulfur dioxide ciiiission allowances not expected to be 
consumed. When available, observable market prices were used to value the sulfiir dioxide eniission allowances. When observable market 
prices were not available, fair value was modeled using prices from obscrvable transactions and appropriate discount rates. The modeled 
values were significant to the overall fair value measurement, resulting in the L.evcl 3 classification. 

RECs 

Due to dcclines in forecasted ftill-requirement obligations in certain markets as well as declines in market prices, PPL Energy Supply assessed 
the recovcrability of certain RECs not expected to be uscd. Obscrvable market prices (Level 2) were used to value the RECs. 

Certain Non-Core Generation Facilities 

rtain non-core gcneration facilities nict the held for sale critcria at September 30,2010. As a result, net assets held for sale were written 
wn to their estimated fair value less cost to sell. The fair value in the table above excludes estimated costs to sell and was based on the 

negotiatcd sales price (achieved through an active auction process) See Note 8 for additional information on the completed sale. 

Financial Instruments  Not Recorded a t  Fair  Value (PPL, PPL Et7ergy Sziyc71J', PPL Eleclr-ic, LKE, LG&E aridKU) 

The carrying amounts of contract adjustment payments related to the 201 0 Purchase Contract component of the 2010 Equity Units, the 201 1 
Purchase Contract componcnt of thc 201 1 Equity Units, and long-temi debt on the Balance Sheets and their estimated fair value are set forth 
below. The  fair valuc of these instrun~cnts was estimated using an income approach by discounting future cash flows at estimated currcnt cost 
of funding rates The cffcct of third-party credit enhancements is not included in the fair value nicasurcnient. 

PPL 
Contract adjiistincnt payincnts (a) 
Long-tci 111 dcbl 

PPL Energy Supply 
Long-tcrin dcbt 

PPL Electric 
Long-tcr in dcbt 

LKE 
Long-tcrin dcbt 

LG&E 
Long-tci in dcbt 

KU 
Long-tcrin dcbt 

September 30, 201 I Deceniber31,2010 
Carrying Carrying 
A nioun I Fair Value Amount Fair Value 

s 220 $ 220 $ 146 $ 148 
18,177 19,169 12,663 12,868 

3,025 3,416 5,589 5,9 I9 

1,718 2,044 1,472 1,578 

4,075 4,332 3,825 3,607 

1,112 1,166 I , I  12 1,069 

I ,84 I 2,01 I I ,84 I 1,728 

9.5 



(a) lncludcd in "Othcr currcnt liabilitics" and "Othcr dcfcrrcd crcdits and noncumnt liabilitics" on fhc Balancc Shccts 

The carrying value of short-temi debt (including notes between affiliates), when outstanding, represents or approximates fair value due to the 
;able interest rates associated with the financial instruments. The carrying value of held-to-niaturity, short-term investments approximates 
value due to the liquid nature and short-tern1 duration of these instruments. 

Credit Concentration Associated with Financial Instruments 

(PPL, PPL Giergy Siippfy, PPL Electric. LKE, LG&E and KU) 

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 siich, 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. 

(PPI,) 

At Septenibcr 30,201 1, PPL had credit exposure of $2.1 billion from energy trading partners, excluding the effects of netting arrangements and 
collateral. As a rcsult of netting arrangements and collateral, PPL,'s credit exposure was reduced to $766 million. One of the counterparties 
accountcd for 15% of the exposure, and the next highest counterparty accounted for 12% of the exposure. Ten counterparties accounted for 
$5 19 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 1, the largest counterparty, with a long-temi contract, filed for bankruptcy protection 
under Chaptcr I I of the U.S. Bankruptcy Code. At September 30, 201 1, accounts receivable from this counterparty, net of collateral, was not 
significant. 

(PPL Et7er.g~~ si;r?/y) 

At Scptcniber 30, 201 1,  PPL. Encrgy Supply had credit exposure of $2.1 billion from energy trading partners, excluding exposure from related 
partics and the effects o f  netting arrangements and collateral. As a result of netting arrangements and collatcral, this credit exposure was 
rcduced to $763 million. One of these 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 Septeniber 30,201 1, all of these 
wuntcrparties had investment grade credit ratings from S&P or Moody's; however, subsequent to September 30, 201 1, the largest counterparty, 

I i  a long-tcnii contract, filed for bankruptcy protection under Chapter 11  of the U S .  Bankruptcy Code. At September 30, 201 1, accounts 
Geivablc from this counterparty, net of collateral, was not significant. 

(PPL Electric) 

At Scpteniber 30, 201 1, PPL. Electric had no credit exposure under energy supply contracts (including its supply contracts with PPL 
EnergyPlus). 

(LKE, LG&E and KU) 

At September 30,201 I ,  LKE's, LG&E's and KU's credit exposure was not significant. 

14. Derivative Instruments and Hedging Activities 

Risk Management Objectives 

(PPL Energy Szipply) 

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. Therefore, effective January 201 1, PPL Energy Supply is no longer subject to interest rate and foreign currency 
exchange risk associated with investments in U.K. affiliates. 

(PPL,, PPL Energy Siipply, PPL Electric, LKE, LC&E 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 

96 



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, detemiinations 
nf fair value and other risk management mctrics. PPL completed its acquisitions of LKE in November 2010 and WPD Midlands in April 

1. During the second quarter of 201 1, the RMC formally approved the inclusion of L,KE's risk progranis under the risk management 
+iicy. 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 instrument. PPL and its subsidiaries utilize forward contracts, fiitures contracts, options, swaps and structured deals such as tolling 
agreements as part of risk nianagenient strategies to minimize unanticipated fluctuations in earnings caused by changes in commodity prices, 
volumes of full-requirement sales contracts, basis prices, interest rates andlor 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 from: 

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

e 

o 

PPL and PPL Electric are exposed to market and volumetric risks froni PPL Electric's obligation as PLR. The PUC has approved a cost 
recovery niechanisni 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 voluinetric 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. 

definition, the regulatory environments for PPL,'s other regulated entities, LKE (through its subsidiaries L,G&E and KU) and WPD, 
,nificantly mitigates market risk. LG&E's and Kl.J's rates are set to perniit the recovery of prudently incurred costs, including certain 

mechanisms for fiiel, 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 nianage price risk associated 
with expected economic generation capacity in excess of expected load requirements. WPD docs not have supply risks as it is only in the 
distribution business. 

L.G&E also utilizes over-thc-counter interest rate swaps to limit exposure to market fluct-iiations on interest expense. WPD utilizes over-the- 
cotintcr 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 coniniodity deliveries. 

PPL, is exposed to credit risk froin 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, fiiel suppliers and financial institutions. 

PPL and PPL, Electric are exposed to credit risk from PPL, Electric's supply agreements for its PL,R 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' commodity derivatives for 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 losses would be recognized immediately or through lower revenues or higher costs in future years, depending on the accounting 
treatment for the defaulted contracts. In 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 he1 in the market. In gencral, incremental costs incurred by these entities would be recoverable from 
-1stoniers in hture rates. 

,'L 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 niaster 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 circunistances, in the event that the counterparties' credit ratings fall below investnient grade or their exposures exceed an established 
credit limit. See 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 offsct 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 Septenibcr 30, 201 1 and December 31, 2010. 

PPL Electric, LKE, LG&E and I<U had no obligation to return cash collateral under master netting arrangenicnts at September 30, 201 I and 
Deccniber 3 1,20 10. 

PPL Energy Supply, PPL Electric and KIJ had not posted any cash collateral under master netting arrangements at September 30, 201 1 and 
December 3 1,201 0. 

PPL., LhE and LG&E had postcd cash collateral under master netting arrangenients of $30 niillion at September 30, 201 1 and $19 niillion at 
December 3 1, LO IO.  

Commodity Price Risk (Non-trading) 

(PPL and PPL. Energy Supply) 

miniodity price and basis risks are among PPL's and PPL Energy Sipply's most significant risks due to the level of investment that PPL and 
,*PL Energy Supply niaintain in their competitive generation assets, as well as the extent of their marketing and proprietary trading 
activities. Several factors influcnce price lcvels and volatilities. These factors include, but are not limited to, seasonal changes in demand, 
weather conditions, availablc generating assets within regions, transportation/transniission availability and reliability within and between 
regions, market liquidity, and the nature and cxtent 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 hcdge the 
price risk associated with electricity, gas, oil and other commodities. Certain contracts qualify for W N S  or are non-derivatives and are 
thcrcfore not reflected in the financial statements until delivery. PPL and PPL Encrgy Supply segregate their remaining non-trading activities 
into two categories: cash flow hedge activity and economic activity. In addition, thc monetization o f  certain full-rcquirenicnts sales contracts 
in 2010 impacted both the cash flow hedge and economic activity, as discussed below. 

Monetization-of Certain_F_uI!,Reqn~enient Sales-Contracts 

In early JUIY 2010, in order to raise additional cash for the LKE acquisition, PPL Energy Supply monetized certain full-requirement sales 
contracts that resulted in cash proceeds of $1 56 million. 

The decision in late June 2010 to monetize these contracts triggered certain accounting for the second quarter of 2010: 

o A portion of 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 Row hedges, with the effective portion of the change in fair value 
bcing 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 energy marketing - Unrealized economic activity" 
and the change in fair value of the purchase contracts was recorded in "Energy purchases - Unrealized econornic activity" on the 
Statement of Inconie. 

At June 30,2010, PPL Energy Supply could no longer assert 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 
nianagcment assets," with a corresponding gain to "Wholesale energy marketing - Unrealized economic activity." Of this amount, $ 1  6 
million was rclatcd to full-requirement sales contracts that had not been monetized. 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 
$(87) million of gains (losses) from AOCI into "Energy purchases - Unrealized economic activity" on the Statement of Income. An 
additional charge of $(23) million was also recorded at June 30,2010 in "Wholesale energy marketing - Unrealized economic activity" to 
reflect the fair value of the sales contracts previously accounted for as economic activity. 

The net result of these transactions, excluding the full-requirement sales contracts that have not been monetized, was a gain (loss) of S(60) 
million, or $(36) niillion after tax, for the second quarter of 2010. 

In late July 2010, PPL. Energy 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 2010. 

o 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 I Unrealized econoniic activity" on tlie Statement of Income. 

The $93 million received from the monetization of the NPNS contracts was rccordcd as a gain to "Wholesale energy marketing - 
Realized" on the Statement of Income. The corresponding cash flow hedges were dcdesignated and all amounts previously recorded in 
AOCI were reclassified to earnings. This resulted in a pre-tax reclassification of $(6l) million of gains (losses) from AOCI into "Energy 
purchases - Unrealized econoniic activity" on the Statement of Income 

The net result of these transactions was a gain of $32 million, or $19 niillion after tax, for the three months ended September 30,2010 

o 

a 

3 proceeds of $249 million from thcse monetizations are reflected in the Statement of Cash Flows as a component of "Net cash provided by 
operating activities." 

Cash-FI ow H edges 

Many derivative contracts have qualified for hedge accounting so that the effective portion o fa  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, 201 1 range in 
maturity through 2016. At Scptember 30, 201 1, the accumulated net unrecognized after-tax gains (losses) that are expected to be reclassified 
into earnings during the next 12 months were $309 million for PPL. and PPL Energy Supply. Cash flow hedges are discontinued if  i t  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 once it is detemiined that the hedge transaction is probable of not occurring. For the 
three and nine months cnded September 30, 201 1, such reclassifications were insignificant. For the three and nine months ended 
September 30 ,  2010, such reclassifications were after tax (losses) of $(36) million and $(89) million. The after-tax (losses) recorded in both 
periods in 20 I0 were primarily due to the monetization of certain full.-requirenient 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 and $(17) million. For tlie 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 power 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 terni. 
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During the first quarter of 2010, after-tax gains (losses) of $(82) million were recognized in earnings as a result of the reversals. Effective 
April I ,  201 0, clarifying accounting guidance was issued that precludes the reversal of previously recognized gains/losses resulting from hedge 
Cilurcs. By the end of the first quarter of 2010, all previously recorded hedge ineffectiveness gains resulting from hedge failures had reversed; 

-efore, the clarifying accounting guidance did not have a significant impact on  the results of operation for PPL or PPL. Energy Supply. 

Econoniic_Activity 

Certain derivative contracts econoniically hedge the price and volumetric risk associated with electricity, gas, oil and other coniniodities 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 fiill-requirement and retail contracts, which are subject to changes in fair value due to market 
price volatility and vdunie expectations. Additionally, economic activity includes the ineffective portion of qualifying cash flow hedges (see 
"Cash Flow Hedges" above). The derivative contracts in :his category that existed at September 30, 201 1 range in maturity through 2017. 

Exaniples 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 thc 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 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. 

Activity associated with monetizing certain full-requirenient sales contracts is also included in econoniic activity during the second quarter of 
2010. All transactions that previously had been considered cash flow hedges related to these full-requirement sales contracts, but no longer 
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 5 I ,  2010 was a net liability of $218 niillion and $389 niillion for 
PPL Energy Supply. The tinrealizcd gains (losses) for economic activity for the periods ended September 30 are as follows. 

Operating Revenues 
Unrcgulatcd retail clcchic and  ges 
Wholesale cncrgy niarkcting 

Fuel 
Encrgy purchases (a) 

:rating Expcnscs 

(a) During the sccond quarter of 2010, PPL Encrgy Supply corrected an error rclating to the fair value o f a  capacity contract (classificd as cconomic activity) due to the usc of an 
incorrcct rorward capacity curve PPL Encrgy Supply's cncrgy purchases wcrc undcrstatcd for the ycar cndcd Dcccinhcr 3 I ,  2009 and the first quarter of 2010 by an 
unrcalizcd amount of $35 miilion ($20 million aficr tax or  $0 05 per sharc, basic and dilutcd, for PPL.) and $5 million ( $ 3  million tiftcr tax or $0.01 per sharc, basic and 
diluted, for PPL). Manngcmcnt conclutlcd that thc impacts were not material to first quarter 20 IO financial statements of PPL and PPL Encrgy Supply, and wcrc not marcrial 
to thc financial slatcincnts for  thc full ycar 20 10. 

The net gains (losses) recorded in "Wholesale energy niarketing" resulted primarily from certain fiill-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 priniarily from certain purchase contracts to supply the full-requirement sales contracts noted above for which PPL. Energy Supply did 
not clcct hedge treatment, from hedge ineffectiveness, including hedges that failed effectiveness testing, and from purchase contracts that no 
longer hedge the full-reqnirenient sales contracts that were monetized as discussed above in "Monetization of Certain Full-Requirement Sales 
Contracts." 

(PPL, LKE, LG&E und KU) 

L.G&E and KU primarily utilize forward financial transactions to manage price risk associated with expected econoniic 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 I ,  range in maturity through 2012. 
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The net fair value of economic positions for LKE, LG&E and KU at September 30,201 I and December 3 I ,  2010 was not 
significant. LJnrealized gains (losses) for economic activity for LKE, LG&E and KU for the three and nine nionths ended September 30,201 1 
-tld 2010 were not significant. 

mmodity  Price Risk (Trading) (PPI, and PPI. Energy Supply) 

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. 

Cornmoditv Volumetric Activity 

(PPL and PPL Eiiergy Szipply) 

PPL, Energy Supply currently employs four primary strategies to maximize the value of its wholesale energy portfolio. As hrther discussed 
below, these strategies include the sales of baseload generation, optimization of intemiediate 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. 

S4es of Baseload-Gqieration 

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 niediuni 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, in GWh, from baseload generation and tolling arrangenlents that are included in the baseload 
portfolio based on current forecasted assuniptions for 201 1-2013. These expected sales could be impacted by several factors, including plant 
availability. 

201 1 (a) 2012 2013 

13,575 54,615 54,364 

(a) Rcprcscnts cxpcctcd salcs for thc balancc of thc currcnt ycar. 

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 I 

Year 

201 I (d) 
2012 
2013 (c)  

Derivative Total Power 
Sales (a)  Sales (b) 

90% 100% 
92% 91% 
63% 7 2% 

Fuel Purchases (e) 
Coal Nuclear 

100% 100% 
96% loo'% 
89% loo% 

Exclirdcs non-derivative contracts and contracts that qualify for NPNS. Volurncs for option contracts factor in thc probability of  an option bcing cxcrciscd and may bc lcss 
than tlic notional amount of thc option. 
Amount rcprcscnts dcrivativc and non-dcrivativc contracfs. Volurncs for option contracts factor in thc probability of  an option bcing cxcrciscd and may bc lcss than thc 
notional amount of thc option. Pcrccntagcs arc bascd on fixcd-pricc contracts only 
Coal and nuclcar contracts rcccivc accrual accounting trcatmcnt, as thcy arc not dcrivativc contracts. Pcrccntagcs arc bascd on both fixcd- and variablc-priccd contracts. 
Rcprcscnts thc balancc of thc currcnt ycar. 
Volumcs for dcrivativc salcs contracts that dclivcr in futurc pcriods total 3,050 GWh. 

In addition to the fuel purchases above, PPL, Energy Supply attempts to economically hedge the fiiel price risk that i s  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)/purchase 
contracts used in support of these strategies at September 30,20 1 1. 
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2012 2013 (b) 2011 la) 

Oil Swaps (2.1) 65 I 540 

(a) Rcprcscnls thc balancc of thc currcnt ycar. 
(b) Voluincs (in thousands of barrcls) for dcrivativc contracts uscd in  support of this stratcgy that dclivcr in futurc pcriods Iota1 I20  

Optimization of Intem-gdiate and Peaking 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 geceration. The following table presents the net volumes of 
derivative (sales)/purchase contracts used in support o f  this strategy at September 30,201 1. 

Units 201 1 (n) 2012 2013 (b) 

Powcr Salcs (c) 
Fucl Purchascs (c) 

GWh 
Bcf 

(1,127) (2,006) ( I  ,224) 
12.0 13.5 8.2 

(a) 
(b) 
(c) 

Rcprcscnts thc halancc of tlic currcnt ycar. 
Voluincs for dcrivativc contracts uscd in support oftlicsc stratcgics that dclivcr in futurc pcriods total (1,632) GWh and I 1.0 Bcf. 
Includcd in thcsc voluincs arc non-options and cxcrciscd option contracts that convcrtcd to non-option dcrivativc contracts. Volumcs associatcd with option contracts arc 
not significant. 

Marketing Activities 

PPL Energy Supply's niarketing portfolio is comprised of full-requirement sales contracts and their related supply contracts, retail gas and 
electricity sales contracts and other marketing activities. The fiill-requirement sa!es contracts and their related supply contracts niake up a 
significant component of the marketing portfolio. The obligatior,.; under the fbll-requirement sales contracts include supplying a bundled 
product of energy, capacity, REG,  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. 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 

iles)/purchase contracts, excluding FTRs, basis and capacity contracts, used in support of these activities at September 30, 201 1. 

Encrgy salcs contracts (h) 
Rclalcd cncrgy supply contracts (b) 

Encrgy purchascs 
Voluinctric hcdgcs (c) 
Gcncration supply 

lictail gas salcs contracts 
Rctail gas purcliasc contracts 

Units 2011 (a) 2012 2013 

GWh (4.3 19) (13,074) (5,323 

GWh 
GWh 
GWll 
Bcf 
Ecf 

2,923 1,425 64 5 
90 312 43 

1,265 5,457 4,478 
(2 6 )  (9 1 )  (0  5 )  
2.5 9. I 0.5 

(a) 
(b) 
(c) 

Rcprcscnts thc balancc of thc currcnt ycar. 
Includcs NPNS and contracts that arc not dcrivativcs, which rcccivc accrual accounting. 
PPL Encrgy Supply uses powcr and gas options, swaps and futurcs to hcdgc thc voluinctric risk associatcd with full-rcquircmcnt salcs contracts sincc thc dcmand for powcr 
varics hourly. Voiunics for option contracts factor in tlic probability of an option bcing cxcrciscd and may bc less than thc notional amount o f  tlic option. 

- -  Prop&a.ry Tradi.ng-Activ.ity 

At Septeniber 30, 201 I ,  PPL. Energy Supply's proprietary trading positions, excluding FTR, basis and capacity contract activity that is included 
in the tables below, were not significant. 
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Other-Energy-Related Positions 

FTRs and Olher Basis Posiriom 

Energy Supply buys and sells FTRs and other basis positions to mitigate the basis risk between delivery points related to the sales of its 
,,neration, 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 September 30, 201 1 were: 

Units 2011 (a) 2012 2013 (b) 

FTRs 
Powcr Basis Positions 
C-.; Rasis Positions 

GWll 9,720 15,008 
GWh (4,022) ( 10,828) (987) 
Bcf 7.7 12 9 ( I  0)  

(a) 
(b) 

Rcprcscnts thc balancc of thc currcnt ycar. 
Volumcs that dclivcr in ruttirc pcriods arc 364 GWh and (2.0) Bcf. 

Capacity Positiotis 

PPL. Energy 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, 201 I ,  

Units 2011 (a) 2012 2013 (b) 

Capacity M W-months (2,944) (6,422) t 1,384) 

(a) 
(b) 

Rcprcscnts thc balancc orllic currcnt ycar. 
Voltitncs that dclivcr in future pcriods arc (253) MW-months. 

Sales qfE.wess Regdated Getieralion (PPL. LKE. LG&E atid KU) 

LKE and its subsidiaries manage the price risk of expected economic generation capacity in excess of expected load requirements using 
-wrket-traded forward contracts. At September 30, 201 1, the net volume of electricity based financial dcrivatives outstanding to hedge excess 

,ulated generation was insignificant for L.KE, LG&E and KU. 

lnterest Rate Risk 

Cash-Flow Hedges (PPL and PPL Eiier-gy Supply) 

Interest ratc risks iiiclude 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 Thcsc intcrest rate swap contracts mature through 
2022 and had a notional value of $550 million at September 30, 201 I 

Through PPL., PPL WEM holds a notional position in cross-currency interest rate swaps totaling $960 million that mature through 202 1 to 
hedge the interest payments and principal of the 1J.S. dollar-denominated senior notes issued by PPL WEM in April 201 1. Additionally, PPL 
WW 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-denonlinated senior notes. In 2010, these PPL. WW swaps were part ofPPL Energy Supply's 
business. As a rcsult of the distribution of PPL Energy Supply's merhbership interest in PPL Global to PPL, Energy Funding effective January 
201 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 $(13) 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 nine months ended September 30,2010, hedge ineffectiveness 
associated with interest rate derivatives was insignificant for both PPL and PPL. Energy Supply. 

Cash flow hedges are discontinued if i t  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 AOCl 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 from the 
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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 
-7te swaps entered into by PPL in anticipation of a debt issuance by PPL Energy Supply was discontinued. Net gains (losses) of $(29) niillion, 

.,classifications for the three and nine months ended September 30,2010. 

At September 30, 201 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 $( 1 1) million for PPL. Amounts are reclassified as the hedged interest payments are made. 

;( 19) million after tax, were reclassified for the three and nine months ended Septeniber 30,2010. PPL, Energy Supply had no such 

Fair-Vahe-Hedges- (PPL arid PPL Etiergy Supply) 

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, 201 1, PPL held contracts that range in maturity 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 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 and nine months ended September 30,201 1 and 2010. 

PPL, Electric redeemed $400 million of 7.125% Senior Secured Bonds due 2013. As a result of this redemption, PPI., recorded a gain (loss) of 
$22 million, or $14 million after tax, for the three and nine months ended September 30,201 1 in "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 30,201 1 and 2010. 

Economic A c l i ~ t y  

(PPL, LKE arid LG6E) 

LG&E enters into intcrest rate swap contracts that economically hedge interest payments on variable rate debt. Beginning in the third quarter 
of 2010, as a result of a rate case order, realized gains and losses from the swaps are recoverable through regulated rates. Therefore, any 
subsequent change in fair value of these derivatives is included in regulatory assets and liabilities. Realized gains and losses are recognized in 
"Werest Expense" on the Statements of Income when the hedged transaction occurs. Prior to the third quarter of 2010, LG&E reclassified 

iounts 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 September 30, 201 1 were $22 million and $23 million. At September 30, 
201 I ,  LG&E hcld contracts with a notional amount of $179 million that range in maturity through 2033. The fair value of these contracts was 
a liability of $57 million and $34 million at September 30,201 1 and December 3 I ,  2010. 

(LKE and LG&E) 

The amounts recorded to regulatory assets for the three and nine months ended September 30,2010 were $59 million. 

Foreign Currency Risk 

- Cash Flow Hedges 

At September 30, 201 1, there were no existing foreign currency cash flow hedges associated with foreign currency-denominated debt or firm 
comniitnients (including those for the purchase of equipment) denominated in foreign currencies. Amounts previously settled and recorded in 
AOCI are reclassified as the hedged interest payments 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 not occur by the end of the originally specified time periods. 
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Fair Value-Hedges 

V L .  enters into foreign currency forward contracts to hedge the exchange rates associated with firm commitnients denominated in foreign 
rencies; however, at September 30,201 1, there were no existing contracts of this nature and no gains or losses recorded during the three and 

,le months ended September 30,201 1 and 2010 related to hedge ineffectiveness, or from a portion of the hedging instrument being excluded 
from the assessment of hedge ineffectiveness, or from hedges of fimi coniniitnients that no longer qualified as fair value hedges. 

NeLlnvestment Hedges (PPL and 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 I ,  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 1, the fair value 
of these contracts was $5 niillion. For the  three and nine months ended September 30,201 I ,  PPL, recognized insignificant amounts of activity 
in the foreign currency translation 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 of AOCI. At 
September 30, 201 I ,  PPL included $ 1  8 million of accumulated net investment hedge gains (losses), after tax, in the foreign currency translation 
adjustment component of AOCI. At December 31,2010, PPL and PPL Energy Supply included $15 million of accumulated net investment 
hedge gains (losses), after-tax, in AOCI. 

Ecyo-niic -Activiit 

In anticipation of the repayment of a portion of the GBP-denominated borrowings under the 201 1 Bridge Facility with LJ.S. 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, 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 $55 million of pretax, net gains (losses) for the three and 
';ne months ended September 30,201 1. 

, I'PL 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 
September 30, 201 1, the total exposure hcdged by PPL was E393 million, the net fair valuc of these positions was $16 million and these 
contracts had termination dates ranging from October 201 1 through November 2012. PPL records gains (losses) on these contracts in "Other 
Income (Expense) - net" on the Statements of Income. Gains (losses) were $1 1 million for both the three and nine months ended 
September 30, 201 I and insignificant for 2010. PPL Energy Supply's 2010 gains (losses), both realized and unrealized, are included in 
"Income (Loss) from Discontinued Operations (net of  inconie taxes)" on the Statement of Income and were insignificant for the three and nine 
months ended September 30,2010. 

Accounting and Reporting 

(PPL, PPL Energy Supply, PPL Electric, LKE, LG&E and KU) 

All derivative instruments are recorded a t  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 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 September 30, 
20 1 1 and December 3 I ,  201 0. 
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See Notes 1 and 19 in PPL and PPL Electric's 2010 Form 10-K, Notes 1 and IS in PPL, Energy Supply's Fomi 8-K dated June 24,201 1 and 
Notes 1 and 5 in the annual financial statements included in ME'S, L,G&E's and KU's 201 1 Registration Statements for additional infomiation 
-T accounting policies related to derivative instruments. 

~ .-JL) 

The following table presents the fair value and location of derivative instruments recorded on the Balance Sheets. 

Septeniber 30,201 1 December 31,2010 
Derivatives designated as Derivatives not designated Derivatives designated as Derivatives not designated 

hedging instrunients hedging instruments as hedging instruments (a) 
Assets Liabilities Assets Liabilities Assets Lia bilities Assets LIa bili t irs 

Currcnt: 
Pricc Risk Managcrncnt 

Asscts/L.iabilitics (b): 
Intcrcst ratc swaps 
Cross-currcncy swaps 
Forcign eurrcncy 

cxchangc contracts 
Coiiiinodity contrilcts 

Total currcnt 
Noncurrcnt: 

Pricc Risk Managcmcnt 
Assctslliabilitics (b): 

Inkrcst raw swaps 
Cross-currcncy swaps 
Commodity contracts 

Total noncurrcnt 
Total dcrivativcs 

s 5 $  63 $ 4 %  I I  $ 19 $ 2 
2 7 9 

5 R I6 7 $ 4 .. 

667 2 700 134 878 19 1.01 I 1,095 
677 67 716 738 903 47 1,015 1,097 

53 4 32 
51 31 

I52 16 523 439 I69 7 445 43 I 
LO3 16 523 492 210 I 445 463 

$ 880 $ 83 $ 1,239 $ 1,230 $ 1,113 9; 54 $ 1,460 f 1,560 
-- - 

(a) 

(b) 

$261 inillion and $326 million ofnet gains associatcd with dcrivativcs that wcrc no longcr dcsignatcd as licdging instrulncnts arc rccordcd in AOCI at Scprcmbcr 30,201 I 
and Dcccinbcr 31,2010. 
Rcprcscnls Ilic location on tlic Balancc Shcct 

The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCI were $491 million and $69.5 million at 
oteniber 30, 201 1 and December 31, 201 0. The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in 
X I  were $921 million and $602 million at September 30, 2010 and December 31, 2009. 

The following tables present the pre-tax cffect of derivative instruments recognized in income, OCI or regulatory assets for the periods ended 
Septcniber 30,201 1. 

Gain (Loss) Recognized Derivatives in Hedged Items in Location of Gain Gain (Loss) Recognized 

Relationships IWationships in Income l h r e e  Months Nine Mantlis l l i r e e  Months Nine Months 
Fair  Value Hedging Fair Value Hedging (Loss) Recognized in Income on Derivative in Income on Related lleni 

lntcrcst ratc swaps Fixcd ratc dcbt Inlcrcst cxpcnsc 

(cxpcnsc) - nct 
Othcr incoinc 

s 2 s .  5 s  

22 

23 

22 
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Derivative Gain Location of 
(Loss) Recognized in Ca in  (Loss) 

Derivative OCI (Effective Portion) Recognized 
Relationships l h r c e  Months Nine Months in Income 

Cash Flow Hcdgcs: 
lntcrcst rate swaps $ (52) $ (5 I )  Interest cxpcnsc 
Cross-currcncy swaps 46 13 lntcrcst cxpcnsc 

(cxpcnsc) - nct 

inarkcting 
Fucl 
Dcprcciation 
Energy purchases 

Other incomc 

Commodity contracts 66 I I6 Wholesale cncrgy 

Total $ 60 $ 78 

l h r e e  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) 

$ (4) 

Nine Months 
Gain (Loss) 
Recognized 
in Income 

Gain (Loss) on Derivative 
Reclassified (Ineffective 
from AOCl Portion and 

into Amount 
Income Excluded from 

(Effective Effectiveness 
Portion) Testing) 

$ (10) (13)  
3 

49 

530 (31) 
I 
I 

Net lnvcstincnt I-lcdgcs: 
Forcign cxchangc contracts $ 5 %  4 

Derivatives Not Dcsignatcd as Location of Ga in  (Loss) Recognized in  
Hedging Instruments: lnconie o n  Derivatives Tlirce Mostt.; Nine Months 

Forcign cxchangc contracts 
lntcrcst ratc swaps 
Commodity contracts 

Other incomc (cxpcnsc) - nct 
lntcrcst cxpcnsc 
Utility 
Unrcgulatcd rctail clcctric and gas 
Wholcsalc cncrgy niarkcting 
Nct cncrgy trading margins (a) 
Fucl 
Energy purchascs 
Total 

Derivatives Not Designated as  Location of Ga in  (Loss) Recognized as 
Nine Months Hedging Instrunleiits: llegulatory LiabiIiticslAssets Three Months 

lntcrcst ratc swaps Regulatory asscts - noncuiTcnt $ (22) $ (23) 

(a) DilTcrs iroiii tlic Stotciiicn! oflncoinc duc to intra-month transactions that PPL dcfincs as spot activity, which is not accounted for as a dcrivativc 

The following tables prescnt the pre-tax effect of derivative instruments recognized in inconie or OCI for the periods ended September 30, 
2010. 

Derivatives in I.ledged Items in Location of Gain Gain (Loss) Recognized Gain (Loss) Recognized 
Fair Value Hedging Fair Value Hedging (Loss) Recognized in Income on Derivative in Income on Related Item 

Relationships Relationships in Income l l i r e e  Months Nine Months Three Months Nine Months 

lntcrcst rate swaps Fixcd ratc dcbt lntcrcst cxpcnsc $ 12 $ 46 $ (1) $ (14) 
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Derivative Gain 
(Loss) Recognized in 

Derivative OCI (Effective Portion) 
Relationships T h r e e  Months Nine Months 

Cash Flow Hcdgcs: 
lntcrcst ratc swaps $ ( I  24) 

Cross-currcncy swaps (6) 

Commodity contracts 360 

Total $ 230 

Nct Invcstmcnt Hcdgcs: 
Forcign cxcliangc contracts $ ( 1 )  

789 

Derivatives Not Designated as 
Hedging Instruments: 

Forcign cxcliangc contracts 
Commodity contracts 

$ 604 

$ 4 

Location of 
Gain (Loss) 
Recognized 
in Income 

lntcrcst cxpcnsc 
Othcr incomc 

(cxpcnsc) - nct 
lntcrcst cxpcnsc 
Othcr incornc 

(cxpcnsc) - nct 
Wholcsalc cncrgy 

markcting 
Fucl 
Dcprcciation 
Encrgy purchascs 

Three Months 
Gain (Loss) 
Recognized 
in Income 

on Derivative 
Ga in  (Loss) (Ineffective 
RecIassilied Portion and 
f rom AOCl Amount 
into Income Excluded from 

(Effective Effectiveness 
Portion) Testing) 

s ( 1 )  

(30) 
I 

(19) 

93 $ ( 8 )  
I 
I 

Nine Months 
Ga in  (Loss) 
Recognized 
in  Income 

Gain (Loss) on Derivative 
Reclassified (Ineffective 
from AOCl Portion and 

into Amount 
Ineonie Excluded from 

(Effective Effectiveness 
Portion) Testing) 

$ (2) $ (3) 

(30) 
2 

19 

469 (173) 
2 
2 

Location of Gain (Loss) Recognized in 
Income on Derivatives l h r e e  Months Nine Months 

Other inconic (cxpcnsc) ~ nct $ ( 1 )  $ I 
Unrcgulatcd rctail clcclric and gas I O  22 
Wholcsalc cncrgy markcting 61 384 
Nct cncrgy trading margins (a) 
Fucl IO  (2) 
Encrgy purchascs (378) (873) 
Total $ (309) $ (468) 

( 1  1 )  

(a) Diffcrs from tlic Statcmcnt of lncomc duc to intra-month transactions that PPL dcfincs as spot activity, which is not accountcd for as a dcrivativc. 

(PPL Energy Stipply) 

See Note 8 for infomiation on PPL Energy Supply's January 201 1 distribution of its membership interest in PPL. Global to its parent, PPL 
Encrgy Funding. The following table presents the fair value and location of derivative instruments recorded on the Balance Sheets. 

September 30,201 I December 31,2010 
Derivatives designated as Derivatives nut designated Derivatives designated as Derivatives not  designated 

hedging instruments as hedging instruments (a) hedging instruments hedging instrunients (a) 
Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities 

Current: 
Price Risk Managcmcnt 

Asscts/Liabilitics (b): 
Cross-currcncy swaps 
I-orcign currcncy 

cxchangc contracts 
Commodity contracts 

Total currcnt 
Noncurrcnt: 

Pricc Risk Managcincnt 
Asscts/L.iabilitics (b): 

Cross-currcncy swaps 
Commodity contracts 

Total noncurrcnt 
Total dci ivativcs 

$ 7 $  9 

7 Ifi 4 
$ 667 $ 2 $  699 $ 733 878 19 1.01 I $ 1.084 

667 2 699 733 892 28 1,015 1,084 

37 
I52 16 523 439 I69 7 445 43 I 
I52 16 523 439 206 7 445 43 I 

$ 819 $ 18 $ 1,222 $ 1,172 $ 1,098 $ 35 $ 1.460 $ 1,515 

(a) $261 million and $326 million of nct gains associatcd with dcrivativcs that wcrc no longcr dcsignatcd as hcdging instrulncnts arc rccordcd in  AOCl at Scptcmbcr 30,201 I 
and Dcccmbcr31,2010 
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(b) Rcprcscnts thc location on thc balance shcct. 

The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCI were $539 million and $733 million at 
Itcmber 30,201 I and December 3 I ,  2010. At September 30,201 I ,  AOCI reflects the effect of PPL Energy Supply's January 201 1 

.tribution of its niembership interest in PPL. Global to its parent, PPL, Energy Funding. See Note 8 for additional information. The after-tax 
balanccs 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 instninients recognized in income or OCI for the periods ended September 30, 
201 1. 

Derivatives in Hedged Itenis in Location of Gain Gain (Loss) Ikcognized Gain (Loss) Recognized 

Relationships Relationships in iribt,me Three Months Nine Months Three Months Nine Months 
in lnconie on Derivative in lnconie on Related Item Fair Value Hedging Fsir Value Hcdging (Loss) Recognized 

lntcrcst ratc swaps Fixcd ratc dcbt lntcrcst cxpcnsc $ I 

T h r e e  Months Nine Months 
Gain (Loss) Gain (Loss) 

Recognized Recognized 
in Income in lnconie 

Gain (Loss) (Ineffective Gain (Loss) (Ineffective 
Reclassified Portion and Reclassified Portion and 

on Derivative on Derivative 

Derivative Gain Location of froni AOCI Aniount froni AOCI Amount 
(Loss) Recognized in Gains (Losses) into Inconie Excluded from into lnconie Excluded from 

Derivative OCI (Effective Portion) Recognized (Effective Effectiveness (Effective Effectiveness 
Relationships Three Months Nine Months in Income Portion) Test in p) Portion) Testing) 

Cash Flow tlcdgcs: 
Wholcsalc cncrgy 

Fucl I I 
Comiiiodity contracts $ 66 $ I I 6  markcting $ 163 $ (9) $ 530 $ (31) 

Dcprcciation I I 
Encrgy purchascs (42) ( 159) I 

Total $ 66 $ I16 $ 123 $ (9 )  $ 373 $ 130) 

Derivatives Not Designated as 
Hedging Instruments: 

Cotnmodity contracts 

Location of Gain (Loss) Recognized in 
Incoaie on Derivatives Three Months Nine Months 

Unrcgulatcd retail clcctric and gas $ 6 $  I I  

Nct cncrgy trading margins (a) ( 2 )  9 
Fucl (27) (12) 
Encrgy purchascs (192) ( I  56) 

Wholcsalc cncrgy markcting I93 167 

Total $ (22) $ 19 

(a) Difrcrs from tlic Statement o f  Inconic duc to intra-month transactions that PPL Encrgy Supply dclincs as spot activity, which is not accountcd for as a dcrivativc 

The following tables present the prc-tax effect of derivative instruments recognized in income or OCI for the periods ended September 30, 
20 10" 

Derivatives in Hedged Items in Location of Gain Gain (Loss) Recognized Gain (Loss) Recognized 

Relationships Relationships in lnconie Three Months Nine Months 
in lnconie on  Derivative in Income on Related Item 

Three Months Nine Months 
Fair Value Hedging Fair Value l ledging (Loss) Recognized 

lntcrcst ratc swaps Fixcd ratc dcbt lntcrcst cxpcnsc $ I $  I 
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Derivative Gain 
(Loss) Recognized in 

Derivative OCI (Effective Portion) 
Relationships Three Months Nine Months 

Cash Flow Hcdgcs: 
Intcrcst mlc swaps 

Cross-currcncy swaps $ ( 6 )  

Coininodity contracts $ ,360 

Total $ 354 

Net lnvcstincnt Hcdgcs: 
Forcign cxcliangc contracts $ ( 1 )  

$ 4 0  

789  

$ 829 

Derivatives Not Designated as 
Hedging Inslrunients: 

Forcign cxchangc cortracts 
Coni mod ity contracts 

$ 4 

Three Months 
Gain (Loss) 
Recognized 
in Income 

on Derivative 
Gain (Loss) (Ineffective 
Reclassified Portion a n d  

into Income Excluded f r o m  
Location of from AOCI Ainount 

Recognized (Effective Effectiveness 
in Income Portion) Testing) 

Gains (Losses) 

DiPrnntinucd 
opcrations 

Discontinucd 
opcrations $ (18) 

Wholcsalc cncrgy 
markcting 93 $ (8) 

Fucl I 
Dcprcciation 
Encrgy purchascs (87) 20 

$ ( 1 1 )  $ 12 

. .  

Location of Gain (Loss) Recognized in 
Income on Derivatives 

Discontinued opcrations 
Unrcgulatcd rctail clcctric and gas 
Wliolcsalc cncrgy markcting 
Nct cncrgy trading margins (a) 
Fucl 
Encrgy purchascs 
Total 

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) 

Nine Montlis 

$ I 

Diffcrs froin thc Statcincnt of lncoinc duc to intra-month transactions that PPL Encrgy Supply dcfincs as spot activity, which is not accountcd for as a dcrivativc. 

(LKE and LGBE) 

The following table presents the fair value and location of derivative instruments recorded on the Balance Sheets. 

Current: 
Othcr Currcnt 

Asscts/Liabilitics (a): 
lntcrcst ratc swaps 

September 30,201 1 
Derivatives designated a s  Derivatives not designated 

hedging instruments as hedging instrnnicnls 
Assets Liabilities Assets Liabilities 

$ 4 
Cominodity contracts $ I I 

Total ctirrcnt I 5 
Noneurrcnt: 

Pricc Risk Managcmcnt 
Asscts/Liabilitics (a): 

lntcrcst ratc swaps 53 
Total iionctirrcnt 53 

$ I $  58 Total dcrivalivcs 

(a) Rcprcscnts thc location on the Balance Shcct 

December 31,2010 
Derivatives not designated 

liedging instruments as liedging instruments 
Assets Liabilities Assets Liabilities 

Derivatives designated as 

$ 2 

4 

32 
32 

$ 36 

There were no after-tax balances of accumulated net gains (losses) in AOCI at September 30,201 1, December 3 1,2010 and September 30, 
20 10. The after-tax balance of accumulated net gains in AOCI was $5 million at December 3 1,2009. 

The following tables present the pre-tax effect of derivative instruments recognized in income or regulatory assets for the periods ended 
September 30, 20 1 1, for the successor. 
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Derivatives Not Designated as Location of Cain (Loss) Recognized in 
Hedging Instrunients: lncoine on Derivatives Three Months Nine Months 

'est riltc swaps 
.miiiodi!y contracts 

Interest cxpcnse 
Operating revenues - retail and wholesale 
Total 

Derivatives Not Designated as Location of Gain (Loss) Recognized a s  
Hedging Instrunients: Regulatory LiabilitieslAssets Three Months Nine Months 

lntcrcst rate swaps Rcgtilatory assets 

The following tables present iiie pre-tax effect of derivative instruments recognizcd in income or regulatory assets for the periods ended 
September 30,20 IO, for the predecessor. 

Derivatives Not Designated as Location of Cain (Loss) Recognized in 
Hedging Instruments: lnconie o n  Derivatives Three Months Nine Months 

lntcrcsl rate swaps 
Cominodity contracts 

Other income (expense) - net 
Operating revenues - retail and wholesale 
Total 

$ 29 $ 19 
3 

$ 29 $ 22 

Derivatives Not Designated as Location of  Cain (Loss) Recognized as 
I ledging lnstruments: Regulatory LiabilitieslAssets Three Months Nine Months 

lnlcrest rite sw:ip Regtilalory asscls $ (59) $ (59) 

The gains and losses rccognined in income on derivatives associated with commodity contracts for the three-month period ended September 30, 
2010 wcrc not significant. 

During the nine months ended September 30, 201 0, L,G&E recorded a prc-tax gain to rcvcrse prcviously recorded losses o f  $2 1 niillion and $9 
million to reflect t h e  reclassification of the ineffective swaps and the terniinated swap to a regulatory asset. 

'-e gain on hedging intcrest rate swaps recognized in OCI for the three and nine months ended September 30, 2010, was $21 million and $17 
ilion. For the three and ninc months ended September 30,2010, the gain on derivativcs reclassified from AOCI 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 previously 
recordcd in  AOCI wcrc reclassificd into earnings in the same pcriod during which the hcdgcd forecasted transaction affected earnings. The 
amount aniortincd fioni OCI to income in the three and ninc months cnded September 30, 201 0 was not significant. 

The gains and losses recognized in income on derivatives associated with coniniodity contracts were not significant for thc threc and nine 
months ended Scptember 30,201 1 and 2010. 

Credit Risk-Rclated Contingent Features (PPL, PPL Etiei-gy Szippfy, 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 permit the 
counterparties 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 dccrcase in the credit ratings of PPL., PPL Energy Supply, L.KE, L.G&E, or certain of their subsidiaries. Most of these provisions would 
require PPL, PPL. Energy Supply, L.KE or L.G&E to transfer additional collateral or perniit the counterparty to terminate the contract if the 
applicable credit rating were to fall below investment grade. Some o f  these provisions also would allow the counterparty to require additional 
collateral upon each decrease in the credit rating at levels that rcmain above investment grade. In either case, if the applicable credit rating 
were to fall below investment grade (Le., below BBB- for S&P or Fitch, or Baa3 for Moody's), and assuming no assignment to an investment 
grade affiliate werc allowed, most of thesc 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 L.G&E on derivative instruments in net liability 
positions. 
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Additionally, certain of PPL.'s, PPL Energy Supply's, L.KE's and L,G&E's derivative contracts contain credit contingent provisions that require 
PPL, PPL. Energy Supply, LKE or LG&E to provide "adequate assurance'' of performance if the other party has reasonable grounds for 
insecurity regarding PPL's, PPL, Energy Supply's, L.KE's or LG&E's perfomiance of its obligation under the contract. A counterparty 
h i a n d i n g  adequate assurance could require a transfer of additional collateral or other security, including letters of credit, cash and guarantees 

,,unied immediate payment or immediate and ongoing full collateralization for derivative instruments in net liability positions with "adequate 
assurance" provisions. 

:i a creditworthy entity. This would typically involve negotiations among the parties. However, amounts disclosed below represent 

At September 30, 201 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 LKE LG&E 

Aggrcgatc fair valuc o f  dcrivativc instrumcnts in r l  I U  liability 

Aggrcgatc fair valuc of collatcral postcd on thcsc dcrivativc instrumcnts 
Aggrcgatc fair valuc of additional collatcral rcquircmcnts in thc cvcnt of 

position with crcdit contingcnt provisions 

a crcdit downgradc bclow invcstmcnt gradc (a) 

$ 103 $ 51 $ 37 $ 37 
45 15 30 30 

191 I67 9 9 

(a) lncludcs thc cffcct ofnct rcccivablcs and payablcs alrcady rccordcd on thc Balancc Shcct. 

1 5 .  Goodwill 

(PPL and PPL Energy Supply) 

The changes in the carrying amounts of goodwill by segment were as follows. 

Kentucky Regg~l- lnlernalionnl Regulated Supply Total 
PP-L 
Balancc at Dcccinbcr 3 I, 20 I O  (a) 

Goodwill rccognizcd during thc pcriod (b) 
Effcct of forcign currcncy cxchangc ratcs 

Balancc at Scptcinbcr 30,201 I (a) 

LFecreY.s.nr?P!y 
.iancc at Dcccinbcr 3 I ,  2010 (a)  

Balancc at Scptcmbcr 30,201 I (a) 
Dcrccognition (c) 

S 662 S 679 S 420(d) 9; 1,761 
2,366 2,366 

69 69 
S 662 $ 3,114 S 420 $ 4,196 

International Regulated Supply Total 

(a) 
(b) 
(c) 

Thcrc wcrc no accumulatcd impairincnt losscs rclatcd to goodwill. 
Rccognizcd as a rcsult of tlic 201 I acquisition of WPD Midlands. SCC Notc 8 for additional information. 
Rcprcscnts thc ainotint ofgoodwill dcrccognizcd as a rcsult of PPL, Encrgy Supply's distribution o f  its mcinbcrship intcrcst in PPL. Global to PPL Encrgy Supply's parcnt, 
PPL Encrgy Funding. SCC Notc 8 for additional inrormation on thc distribution. Subscqucnt to thc distribution, PPL. Encrgy Supply opcratcs in ii singlc busincss opcrating 
scgincnt and rcporting unit .  
lncludcs goodwill attributed to thc Supply scgincnt as a rcsult ofthc 2010 acquisition of  LKE. (d) 

1 6 .  Asset Retirement Obligations 

(PPL,, LKE, LGdE and KU) 

Accretion expense recorded by L,G&E and KU is offset with a regulatory credit and related regulatory asset, such that there 
is no income statement impact. 

(PPL, PPL Energy Siipplj~, LKE, LG&E and KU) 

The changes in the carrying amounts of AROs were as follows. 
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PPL 
PPL Energy Supply LKE LC&E I< u 

$ 448 $ 345 $ 103 $ 49 $ 54 
25 20 4 2 2 

15 

0 at Dcccrnbcr 3 I ,  20 I O  
Accrction cxpcnsc 
Obligations assumcd in acquisition of WPD 

Midlands (a) 
Dcrccognition (b) 
Obligations incurrcd 
Changcs in cstimatcd cash flow or scttlcrncnt datc 
Obligations scttlcd 

ARO at Scptcrnbcr 30,201 I 

I I  
3 

( 5 )  
I I  

7 3 

(a) 
(b) 

Obligations rcquircd undcr U.K. law rclatcd to trcatcd wood poles, gas-fillcd switchgcar and fluid-lillcd cablcs. Scc Notc 8 for additiox~l infenation on thc acquisition 
Rcprcscnts AROs dcrccognizcd as a rcsult of PPL Encrgy Supply's distribution of its incinbcrship intcrcst in PPL Global IO PPL. Encrgy Supply's parcnt, PPL. Encrgy 
Funding. SCC Note 8 for additional information on thc distribution. 

The classification of AROs on the Balance Sheet was as follows. 

Currcnt portion (a) 
L.ong-knn portion (b) 

Total 

Currcnt portion (a) 
Long-tcrm portion (b) 

Total 

September 30,201 1 

PPL Energy 
PPL Supply LKE LG&E KU 

$ IO $ 9 s  I $  I 
4 79 345 I I 3  54 $ 59 

$ 4 8 9  $ 354 $ 114 $ 55 $ 59 -.- - 

Dereriiber 31,2010 
PPL Enerev .,_ 

I'PL Supply LKE LC&E KU 

$ 13 $ 13 
435 332 $ 103 $ 49 $ 54 

$ 448 $ 345 $ 103 $ 49 $ 54 

,.) 
(b) 

(PPL and PPL, Energy Supply) 

The most significant ARO recorded by PPL and PPL Energy Supply relates to the deconiniissioning of the Susquehanna nuclear plant. The 
accrued nuclear decommissioning obligation was $287 million and $270 million at September 30, 201 1 and December 3 1,  2010, and is 
included in "Asset retirement obligations" on the Balance Sheets. 

Asscts in the NDT hnds are legally restricted for purposes of settling PPL,'s and PPL Encrgy 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 
Decenibcr 3 I ,  201 0, and is included in "Nuclear plant decommissioning trust fiinds" on the Balance Sheets. See Notes 13 and 17 for additional 
infomiation on these assets. 

17. Available-for-Sale Securities 

lncludcd in "Othcr currcnt liabilitics." 
lncludcd in "Assct rctircmcnf obligations." 

(PPI.. PPL Eiiergy Sipply, LKE and L#G&E) 

PPL and its sabsidiaries classify certain short-term investments, securities held by the NDT fiinds and auction rate sccurities as available-for- 
sale. Available-for-sale securities are carried on the Balance Sheets at fair value. Unrealized 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. 
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I f L  
Short-term invcstmcnts 

NDT funds: 
-municipal dcbt sccuritics 

C a s h  and cash cquivalcnts 
Equity sccuritics: 

US Jargc-cap 
US. mid/srnall-cap 

U S. Trcasury 
U S  govcmrncnt sponsorcd 

Municipality 
Invcstincnt-gradc corporatc 
Othcr 

Dcb t  sccuritics: 

agcncy 

Rcccivablcslpayablcs, nct 
Total NDT funds 

Auction riltc scciiritics 
Total 

PPL-Energy Supply 
NDT funds 

Cash  and cash cquivalcnts 
Equity sccuritics 

U S  largc-cap 
U S inid/sinall-cap 

U S  Trcasury 
U S govcrnmcnt sponsorcd 

Municipality 
Invcstmcnl-gradc corporatc 
Othcr 

Dcbt  sccuritics 

agcncy 

Rcccivablcslp~yablcs, nct 
Total NDT funds 

Auction rdtc scc~iritics 
Total 

LKE andLG&E 

Short-term invcstincnts 
- municipal cicbt zcc~iri~ics 

September 30,201 1 December 31, LO10 
Gross Gross Gross Gross 

Anlortized Unrealized Unrealized Aniortized Unrealized Unrcalized 
cost  Gains Losses Fair Value cost  Gains Losses Fair Value 

163 $ I63 

$ 13 

170 $ 90 
67 37 

72 I O  

I O  I 
79 4 
34 3 

3 
2 

25 
450 145 

$ 475 $ 145 

13 I O  IO  

260 180 $ I23 
I04 67 52 

303 
I19 

82 71 4 75 

I I  6 I 

37 31 2 
$ I 82 69 

3 I 

7 
69 
33 

I 
2 I I 

I 594 436 I82 618 
I 24 25 25 

$ 2 $  618 $ 624 $ I82 $ 806 

$ 13 $ 1.3 $ I O  $ I O  

170 $ 90 
67 37 

260 180 $ I23 
104 67 52 

82 71 4 I O  72 

I O  
79 
34 

3 

i I 1  6 I 
4 s  I 82 69 
3 37 31 2 

3 I 

303 
I19 

75 

7 
69 
33 

I 

450 145 I 594 436 I82 618 
20 I 19 20 20 

$ 470 $ 145 $ 2 %  613 $ 456 $ I82 $ 638 

$ I63 -- $ I63 

There were no securities with credit losses at Septeniber 30, 201 1 or December 31, 2010. 

The following table shows the scheduled maturity dates of debt securities held at September 30, 201 1 

PPL 
Ainortizcd cost 
Fair valuc 

PPL Energy Supply 
Amortizcd cost 
Fair valuc 

Maturity Maturity Maturity Maturity 
Less Than 1-5 5-10 in Excess 

1 Year Years Years of  10 Years Total 

$ I O  $ 70 $ 64 $ 79 $ 223 
I O  73 70 86 239 

$ I O  $ 70 $ 64 $ 74 $ 218 
I O  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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Three Months Nine Months 
201 1 2010 201 1 2010 

$ 34 $ 15 $ 134 $ 83 

3 2 26 II 
4 I 15 4 

I63 

$ 34 $ 15 $ 134 $ 83 
3 2 26 II 
4 I 15 4 

'A 

cccds from salcs of NDT sccuritics (a) 
Othcr  procccds froin sales 
Gross rcalizcd gains (b) 
Gross rcalizcd losscs (b) 

PPGE-nergy Supply 
Procccds from salcs o f  NDT sccuritics (a) 
Gross rcalizcd gains (b) 
Gross rcalizcd losscs (b) 

(a) 
(b) 

Tlicsc procccds aic uscd to pay income taxcs and rccs rclatcd to inanaging tlic trust Ihna tn ing  procccds arc rcinvcstcd in the trust. 
Excludcs tlic impact of otlicr-than-tcinpora~ impairtncnt cliargcs recognized in tlic Statcincnts of Income. 

(PPL. L*KE and L.G& E) 

At December 3 1,2010, LG&E held $1 63 million aggregate principal amount of tax-exempt revenue bonds issued by L.ouisville/Jefferson 
County, Kcntucky on bclialf of L.G&E that were purchased from the remarketing agent in 2008. At December 3 I ,  2010, these investments 
were reflected in "Short-temi investments" on the Balance Sheet. During the nine months ended September 30, 201 1, LG&E received $163 
million for its investments in tliesc bonds when they were reniarketed to unaffiliated investors. No realized or unrealized gains (losses) were 
recorded on these securities, as the difference bctween carrying value and fair value was not significant. 

18. New Accounting Guidance Pending Adopiion 

(PPL, PPL Enesgy Sipply, PPL Electric, LKE, LGdE and KIJ) 

Fa_ir_V.alueMeasiirenicnts 

Effectivc .January I ,  201 2, 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 

*vel 3 measurements, information about any transfers between Level 1 and 2 of the fair value hierarchy, information about when the current 
,c of a non-financial asset is differcnt from the highest and bcst 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 nicasurement differences resulting from the adoption of this guidance will be recognized in income in the period of 
adoption. The adoption of this guidance is not expected to have a significant impact on PPL and its subsidiaries. 

Ppxentajion of Comprehensive Income 

Effective January I ,  2012, PPL. and its subsidiaries will retrospectively adopt accounting guidance that was issued to improve the 
coniparability, consistency and transparency of financial reporting and to increase the prominence of items that are recorded in OCI. The 
amendments require that all non-owncr changes in stockholders' equity be presented either in a single continuous statement of comprehensive 
income or in two scparate but consecutive statements where the first statement includes the components of net income and the second statement 
includes the components of OCI 

Regardless of whctlier an entity chooscs to present comprehensive income in a singlc continuous statement or in two separate but consecutive 
statements, the entity is required to present on the face of the financial statements reclassification adjustments for itenis that are reclassified 
from othcr coniprchensive income to net income in the statement(s) where the components of net income and the components of other 
comprehcnsive income are presented. 

Subsequent to the issuance of this new accounting guidance, the Financial Accounting 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 statemcnts. During the deferral period, the FASB also plans to re-evaluate the requirement. The deferral, if finalized, 
would not change the requirement to present items 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-E-niployer's Participation-~n-aMult iemployeCPlan 

ective December 3 1,201 1, PPL and its subsidiaries will retrospectively adopt accounting guidance that was issued to improve the 
,dnsparency about an employer's participation in a multieniployer plan. The disclosures required by this guidance include the significant 

niulticrnployer 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. 

TesGng Goodwillfor.Impairment 

Effective January 1, 2012, 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 carrying amount, the two-step goodwill impairment test is not 
necessary. However, the first step of the impairment test i s  required if an entity concludes i t  is more likely than not the fair value of a reporting 
unit is less than the carrying amount based on the qualitative  assessment^ 

The adoption of this standard is not expected to have a significant impact on PPL and its subsidiaries. 



PPL CORPORATION AND SUBSIDIARIES 

Item 21_ Man_agcrn_e_n_t_'s Discussion and-Analysis of Financialcondition and Results of Operations 

The following information should be read in conjunction with PPL,'s Condensed Consolidated Financial Statements and the accompanying 
Notes and with PPL's 201 0 Forni 10-K. Capitalized ternis and abbreviations are explained in the glossary. Dollars are in millions, except per 
share data, unless otherwise noted. 

"Managenicnt's Discussion and Analysis of Financial Condition and Results of Operations" includes the following infomiation: 

e "Overview" provides an overview of PPL,'s business strategy, financial and operational highlights, and key legal and regulatory 
matters. 

e "Results of Operations" provides a sumniary 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 
includcs 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. 

o "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. 

e "Financial Condition - Risk Management" provides an explanation of PPL's risk management programs relating to market and credit 
risk. 

o "Application of Critical Acaunting Policies" provides an update to PPL's critical accounting policy related to "Business 
Coinbinations - Purchase Price Allocation." This critical accounting policy is being updated to reflect the impact of the April 201 I 
acquisition of WPD Midlands. 

trod uction 

r.PL is an energy and utility holding company with headquarters in Allentown, Pennsylvania. Through subsidiaries, PPL, generates electricity 
from power plants in thc northeastern, northwestern and southeastern IJ.S., markets wholesale or retail energy 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 I ,  PPL, Energy Supply distributed its 100% 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 
thc manner in which i t  manages its businesscs and reports segnicnt infomiation in its consolidated financial statcnients. The distribution 
separatcd the 17 S.-based competitive energy marketing and supply business from the U.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 segment. 

Subsequent to the distribution of PPL, Global, PPL's principal subsidiaries are shown below (* denotes an SEC registrant - L,KE, LG&E and 
KU became SEC Registrants effective June 1,201 1): 
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1 PPL Corporation* 

Business Strategy 

PPL.'s overall strategy is to achieve stable, long-tern1 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. In pursuing this strategy, PPL, acquired LKE in November 2010 and WPD Midlands in April 201 1. These acquisitions have reduced 
PPL,'s overall business risk profile and reapportioned the mix of PPL's regulated and competitive businesses by increasing the regulated portion 
of its busincss 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 subject to commodity market 
volatility. Following the L.KE 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 from continuing operations (after income taxes) for the nine 
-9nths endcd September 30 are as follows. 

201 1 2010 
Pro forma Actual Pro farina Aclual 

Rcgtrlatcd 
Coni pct i t ivc 

$ 799 61% $ 696 58% $ 704 66% $ 315 47% 

$ 1,306 $ 1,203 $ 1,062 $ 613 
507 39% 507 42% 358 34% 358 53% 

Note: Pro forma and nctii;il atnolints cxcludc non-rccurring itcins idcntificd in Now 8 to tlic Financial Stntcincnts 

Accordingly, results for periods prior to the acquisitions of L,KE and WPD Midlands are not comparable 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 from British pounds sterling, the 
related foreign currency risk is more substantial. The U.K. subsidiaries also have currency exposure to the LJ.S. dollar to the extent they have 
U.S. dollar denominated debt. To 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 energy 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 effcctively managing exposure to energy and fuel price volatility, counterparty 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 nianagemcnt programs that, among other things, are designed to monitor and manage its exposure to earnings and cash flow 
wlatility related to changes in energy and fuel prices, interest rates, counterparty credit quality and the operating performance of  its generating 

tS. 

Financial and Operational Highlights 

N e t  Income Attributable to PPL Corporation 

Net  Income Attributable to PPL Corporation for the three and nine months ended Septcmber 30,201 1 was $444 million and $1.0 billion 
compared to $248 million and $583 million for the s a m e  periods in 2010. This represents a 79% increase over 2010 for both periods. These 
increases reflect the following after-tax impacts by segment. 

Three Months  Nine Months  

Kcntucky Rcgulatcd Scgincnt earnings 
International Rcgulatcd Scgincnt 

WPD Midlands carnings 
WPD Midlands acquisition-rclafcdd cos& 
Rcduction in U.K. tax iiitc rclatcd to PPL. WW 

Distribution basc rate incrcasc cffcclivc January 20 I I 

N c t  unrcalizcd gains/(losscs) on cncrgy-rclntcd cconomic activity 
Iinpairiiicnl charges in 20 10 rclatcd to tlic salc orccrtain non-corc gcncration facilitics 
Losscs on tlic monetization of  ccrtain ftill-rcquircincnt salcs contracts in 20 I O  
Litigation scttlctncnt in 201 I rclatcd to spent nuclcar fucl storagc 
Changc in "Unrcgulntcd Gross Encrgy Margins" (a) 

Pcnnsylvania Rcgulatcd Scgmcnt 

Supply Scgincnt 

Unallocatcd costs - L.KE ;icquisition-is!atcd costs in 2010 
Other 

$ 18 

I02 
(64) 

15 

9 

(14) 
62 
27 
4 

(37) 
3 4 

$ I84 

I59 
( 164) 

15 

29 

I19 
60 

102 
13 

( 1  54) 
53 
22 

458 

(a) Tlic changc in  "Unrcgulatcd Gross Encrgy Margins" i s  primarily duc to lower bascload cncrgy and capacity prices, changcs i n  coal and hydro gcncration voluincs and losscs 
froin the iiionctimtion of ccrtain contracts in 20 10 that rcbalanccd thc business and portfolio, partially orrsct by highcr margins on full-rcquircmcnt salcs contracts drivcn by 
contracls monctizcd in 201 0 and rcduccd shopping SCC "Statement of lncoinc Analysis - Margins" Tor additional inronnation and a reconciliation o f  "Unrcgulatcd Gross 
Encrgy Margins" to Operating lncoinc 

oee "Results of  Operations" below for further 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 1, 201 1, 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-temi debt assumed 
through the acquisition. Subsequent to tlic close of the acquisition, the entities acquired were renamed and are collectively refcrred to as WPD 
Midlands. The service territories of PPL WW and W P D  Midlands are contiguous and cost savings, efficiencies and other benefits are expected 
from the combined operation of these entities. 

T h e  cash consideration of $5.8 billion was primarily funded by borrowings under the 201 1 Bridge Facility. The following permanent financing 
w a s  completed in the second quarter of 201 I to repay 201 1 Bridge Facility borrowings, pay certain acquisition-related fees and raise additional 
capital for general corporate purposes. 

o PPL issued 92 million shares of its common stock and received net proceeds of $2.258 billion. 
o PPL issued 19.55 million 201 1 Equity Units and received net proceeds of  $948 million. 
o PPL, WEM issued $460 million of 3.90% Senior Notes due 2016 and $500 niillion of 5.3750/0 Senior Notes due 2021 and received net 

proceeds of $953 million. 
o WPD (West Midlands) issued E800 million of 5.75% Senior Notes due 2032 and WPD (East Midlands) issued E600 million of 5.25% 

Senior Notes due 2023. Collectively, net proceeds of  E1~4 billion were received, which equated to $2.2 billion at the time of issuance. 
o WPD (East Midlands) issued El00 million of Index-Linked Notes due 2043 and received net  proceeds of  E99 million, which equated 

to $163 million at the time of issuance. 

119 



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 I ,  WPD 
%.miined that the total separation benefits payable in connection with the reorganization would be $102 million, including $58 million of 

erancc compensation, $43 million of early retirement deficiency costs (ERDC) and $1 million in outplacenlent services. 

WPD Midlands recorded $84 million of the total separation benefits in the three and nine months ended September 30, 201 1, of which $4 1 
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, 201 1 are included in "Other operation and maintenance'' on the Statement of Income. The $41 million ofaccrued 
severance compensation is reflected in "Other current liabilities" and the ERDC of $43 million reduced "Other noncurrcnt assets" on the 
Balance Sheet at  September 30, 201 1. 

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 from 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-related costs of $84 million and $215 million, pre tax, for the three and nine months ended September 30, 201 1 which 
includes, aniong other items, the separation benefits discussed abovc, advisory, accounting and legal fees, taxes and certain financing costs, 
including gains on hedges and foreign currency losses on the 201 1 Bridge Facility. 

See Note 8 to the Financial Statements for additional infomiation related to the acquisition and Note 7 to the Financial Statements for 
additional information related to the financings. 

RegisteredDebtExchange Offer-by-LKE, LG&E-and-KU 

In April 201 1,  L.KE, 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 and L.G&E's and KU's 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. 

~ q u e h a n n a ~ t i r b i ~ e  Blade Repjacement 

In April 201 1, 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 
llnit  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 20 1 1. 

Sto-rm-R-ecovery 

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 million, of which $23 milliov and $39 million were recorded in "Other operation and maintenance" on 
the Statement of Income. However, a PPL subsidiary has a $10 million reinsurance policy with a third party insurer. In the third quarter of 
201 1 a $ I  0 million receivable was recorded with an offsetting credit to "Other operation and maintenance" on the Statement of Income. In 
November 201 1, PPL Electric filed with the PUC a request for permission to defer $15 million 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 
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 201 1, 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 
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disclosed above. PPL Electric will evaluate such costs, when quantified, and will likely file with the PUC for pemiission to defer certain of the 
costs incurred to repair the distribution network for fuhire recovery. Costs incurred to repair the transmission network are recoverable through 
+he FERC Formula Rate mechanism which is updated annually. 

,;gal and Regulatory Matters 

Fedqal 

CSAPR 

In JUIY 20 1 1, the EPA signed the CSAPR which finalizes and renames the Clean Air Transport Rule (Transport Rule) proposed in August 
2010. This rule applies !c! PPL,'s Pennsylvania and Kenhicky 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 o f  Columbia Circuit challenging various provisions of the 
CSAPR. PPL's initial review of the  allocations under the CSAPR indicates that greater reductions in s u l h r  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 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. 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 nitrogen oxide emissions, the CSAPR provides a slightly higher amount of allowances for PPL.'s Pennsylvania plants, but still 
less than the current forecastcd emissions and a slightly higher amount of allowances for the Kentucky plants than under CAIR. With 
uncertainty surrounding the trading program, other compliance options are being analyzed fur the Pennsylvania and Kentucky fleets, such as 
the installation of ncw technology or modifications of plant operations as well as the retirement ana replacement of certain coal-fired 
generating units in Kcntucky. 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 .  

Additionally, PPL's plants, including those in Montana, may face further reductions in sulfur dioxide and nitrogen oxide emissions as a result 
more stringent national ambient air quality standards for ozone, nitrogen oxide, sulfur dioxide and/or fine particulates. PPL anticipates that 
lie of the measures required for compliance with the CSAPR, such as upgraded or new sulfur dioxide scrubbers at some of its plants and 

letirenient 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 information on the 
CSAPR and the Kentucky regulatory proceeding. 

Spew Niicleas Fiiel Litignliorr 

In May 201 I ,  PPL Susquchanna entered into a settlement agreement with the U.S. Government relating to PPL, Susquehanna's lawsuit, seeking 
daiiiagcs for the Departmcnt of Energy's failure to accept spent nuclear fuel from the PPL. Susquchanna station. IJnder 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 201 I .  PPL, 
Susquehanna also will be eligible to receive payment of annual claims for allowed costs that are incurred thereafter through the December 2013 
tcmiination of the settlenicnt agreement. See Note I O  to the Financial Statements for additional infomiation. 

Kentucky andVirginia 

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 KIJ 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 49.5 M W  of peak generation supply. LG&E and KtJ anticipate that the 
NGCC construction and Bluegrass Plant acquisition could require up to $800 million 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 expected to be 
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included in a future base rate case filing. T h e  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 infomiation. 

J? Filing - Ein~iro~iii?etital Upgr*udes 

In June 201 I ,  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 recovery of  the expected $2.5 
billion in associated capital costs, as well as operating expenses as incurred. The ECR plans included upgrades that will be made to certain of 
their coal-fired generating stations to continue to be conipliant with EPA regulations. See Notes  6 and 10 to the Financial Statements for 
additional information. 

Pennsylvania 

Legislatinii - Regii1atoi.y Procediires and Medianistiis 

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 f o r  inore timely recovery of a utility's costs. Alternative ratemaking is important to PPL Electric as it 
begins a period of significant increasing capital investment related to the asset optimization program focused on the replacement of aging 
distribution assets. Those procedures and mechanisms include, but are not liniited 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 legislation but cannot predict the outcome of this process. 

Montana 

Motitam Hydroekctric Litigation 

In June 201 I ,  the US. Supreme Court granted PPL, Montana's petition to review the March 2010 Montana Supreme Court decision, which 
substantially affiniicd the June 2008 Montana District 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 
-fjudgnient grantcd during the proceedings before the Montana Supreme Court has been extended by agreement with the State of Montana to 

,lifomiation. 
rer the anticipated period of the procceding before the US .  Supreme Court. See Note 10 to the Financial Statements for additional 

U.K. 

T m  Rate Chaiige 

In July 201 1 ,  the U K 's Finance Act of 201 1 was enacted. The most significant change to the law v;as a reduction in the U.K.'s statutory 
income tax rate. The statutory tax rate was changed from 27% to 269'0, effective April 1, 201 1 and from 26% to 25%, effective April I ,  
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 deferred tax benefit to comprehend both rate decreases. 

The U.K.'s Finance Act of2010, enacted in July 2010, also included a reduction in the U.K. statutory income tax rate. Effective April 1, 201 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 
niillion deferred tax benefit for the three and nine months ended September 30, 2010. 

Ofgem Pricing Model 

In October 201 0, Ofgem announced a pricing model that will be effective for the U.K. electricity distribution sector, including WPD, beginning 
April 201 5. The model, known as RHO (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 of this pricing model to be significant to WPD's 
operating results. 
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Results of Operations 

As a result of the LKE acquisition on Novcniber 1,2010 and the WPD Midlands acquisition on April 1,201 1, L,KE's and WPD Midlands' 
ilts (sincc the date of acquisition) for thc three and nine months ended September 30, 201 1 are included in PPL's results. When discussing 

comparability. LKE's rcsults 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. 

L'S results of opcrations for 201 1 compared with 2010, the results of LKE and WPD Midlands are isolated for purposes of 

The rcsults for interini pcriods can be disproportionately influenced by various factors and devclopnients 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 betwcen periods within "Segment Results" and "Statement of Income Analysis" are presented on a 
constant 1J.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 exchange rate. 

Earnings 

Net Inconie Attributable to PPL Corporation and related EPS for the periods ended September 30 was: 

Three Months Nine Months  
201 1 2010 201 1 2010 

Net lncomc Attributable to PPL. Corporation 
EPS -basic 
EPS - diluted 

$ 444 $ 248 $ 1,041 S 583 
$7 0.76 9; 0 5 1  $ 1.92 $ I .40 
$ 0.76 $ 0.51 $ 1.91 $ 1.40 

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 carnings. 

"ogrnent Results 

,*et Income Attributable to PPL Corporation by segment for the periods ended September 30 was: 

Three Months  Nine Months  
201 1 2010 201 1 2010 

Kentucky Rcgtilatcd 
lntcrnational Rcgulatcd (a) 
Pennsylvania Rcgulotcd 
Supply 
Unallocatcd Costs (17) 

Total 

$ 78 s I 84 
138 $ 93 231 $ 221 
28 36 I I6 89 

200 I53 510 320 
(34) (53) 

$ 444 $ 248 $ 1,041 $ 583 

(a) 
(b) 

As a rcsiilt oithc acqtiisition on April I ,  201 :, WPD Midlands' results sincc thc acquisition date, rccordcd on a one-month lag, arc included in thc 201 I amounts. 
Tlic tlircc and nine iiiontlis cndcd Scptcinbcr 30,2010 include $4 million and $ I  I inillion, prc-tax, ($2 million and $8 inillion, aficr-tax) ofccrtain acquisition-related costs, 
including advisory, accounting and legal fees associated with the acquisition of L K E  that arc rccordcd in "Othcr Income (Expcnsc) - net" on thc Statements o f  Income. Also 
included arc $45 inillion and $67 million, prc-lax, ($31 inillion and $44 million, after-tax) of 2010 Bridge Facility costs that arc rccordcd in "lntcrcst Expcnsc" on the 
Starcmcnts of Income Scc Notcs 7 and I O  in PPL's 2010 Form IO-K for additional infonnation on tlic acquisition and related financing. Thcsc costs wcrc considcrcd special 
itciiis by inanagcincnt and wcrc not includcd within any segment's results. 

Kentucky Regulated.Segnient 

T h e  Kentucky Regulated segment consists primarily of LKE's results from the operation of regulated electricity generation, transmission and 
distribution assets, priniarily in Kentucky, as well as in Virginia and Tennessee. This segment also includes LKE's results from the regulated 
distribution and sale of natural gas in Kentucky. 

Kentucky Regulatcd scgnicnt Net Income Attributable to PPI., Corporation for the periods ended September 30,201 1 was: 
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Three Months Nine Monllis 

-ating rcvcntics 
and cncrgy purchascs 

vthcr opcration and inaintcnancc 
Dcprcciation 
Taxcs, othcr than incomc 

Othcr lncomc (Expcnsc) - nct 
lntcrcst Expcnsc (a) 
lncomc Taxcs 
lncoinc (Loss) from Discontinucd Opcrations 
Nct Incoinc Att~ihul3blc lo PPL Corporation 

Total opcrating cxpcnscs 

$ 736 $ 2,140 
277 845 
187 566 
84 249 
10 28 

558 1,688 
( 1 )  

53 161 
46 I05 
( 1 )  ( 1 )  

$ 78 $ I84 

(a) Tllc thrcc and ninc months cndcd Scptcnrbcr 30, 201 I includc allocatcd intcrcst cxpcnsc o f  $17 million and $53 million, prc-tax, rclatcd to thc 2010 Equily Units and ccrtain 
inlcrcst ratc swaps. 

The following after-tax amounts, which management considers special items, also impacted the segment's earnings for the periods ended 
September 30, 20 1 I .  

Spccinl Ilcins, nct of  tax bcncfit (cxpcnsc): 
Adjustcd cncrgy-rclatcd cconomic activity, nct, nct of  tax of ($I) ,  $0 
Othcr: 

Total 
L.KE discontinucd opcrations, nct o f t a x  o f  $ I ,  $0 

Linc ltcm Three Months Nine Months 

Utility Ilcvcnucs $ I $  I 

Disc. Opcrations ( 1 )  ( 1 )  
$ $ 

01rtlook 

Excluding special items, and the inipact 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 ,  2010. 

'vnings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Infomiation," the rest of this Item 2 and Notes 6 and 10 
he Financial Statements in this Forni 10-Q and "Item 1. Business," and "Item 1A. Risk Factors'' in PPL's 2010 Fomi 10-K for a discussion 

or the risks, uncertainties and factors that may inipact future earnings. Among these uncertainties is the ultimate regulatory recovery of storni 
costs recorded as regulatory assets. 

International Regulated Segment 

The Jnternational Regulated segnient consists primarily of the electric distribution operations in the U K. As a result o f  the acquisition on April 
I ,  201 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 pcriods ended September 30 was: 

Utility rcvcnucs 
Energy-rclatcd busincsscs 

Total opcrating rcvcnucs 
Othcr opcration and inaintcnancc 
Dcprcciation 
Taxcs, otlicr than incoiiic 
Encrgy-rclatcd busincsscs 

Total opcrating cxpcnscs 
Othcr lncomc (Expcnsc) - nct 
lntcrcst Expcnsc 
lncomc Taxcs 
WPD Midlands, net o f tax  (a) 
WPD Midlands acquisition-rclatcd costs, nct oftax (b) 
Nct lncoinc Attribulablc to PPL Corporation 

Three Months Nine Months 
201 1 2010 "/. Cliange 201 1 2010 YO Change 

$ 194 $ I63 19 $ 613 $ 538 14 
8 9 ( I  1 )  27 25 8 

202 I72 17 640 563 14 
45 39 15 I36 I22 I I  
32 28 14 94 86 9 
14 12 17 40 39 3 
4 4 12 12 

95 83 14 282 259 9 
IO nla 13 2 550 
34 38 ( 1  1 )  I I9 I02 17 

I02 nla I59 nla 
(64) nla ( 1  64) n/a 

$ 138 $ 93 48 $ 231 S 227 2 

0 7 )  (42) (60) 16 (23) ( 1  70) 

124 



(a) Represents the operations of  WPD Midlands sincc the acquisition date, rccordcd on a one-month lag, including rcvcnuc froin cxtcrnal custoincrs of $292 million and $499 
inillion (prc-tax) for tlic thrcc and ninc months cndcd Scptcinbcr 30,201 I .  The tlircc and ninc-month pcriods also includc allocated charges totaling $I6 inillion and $24 
million (after-tax), which includc interest cxpcnsc rclatcd to the 201 I Equity Units. 
lleprcscnts itcnis considcrcd special by managcincnt, including $2 million and $44 million (after-tax) o f  allocated charges for thc thrcc and ninc months cndcd Scptcinbcr 30, 
201 I 

' 

The changes in the components of Net Income Attributable to PPL. Corporation between the periods ended September 30, 201 1 and 2010 were 
primarily due to the following factors. The amounts for PPL, WW are presented o n  a constant U.K. foreign currency exchange rate basis in 
order to isolate the impact of  the change in the exchange rate. 

PPL w w  
Utility revenues 
Other operation and inaintcnancc . ,  

lntcrcst cxpcnsc 
Income taxes 
Foreign currency exchange rates 
Other 

. .  

WPD Midlands, after-tax 
U.S. 

lncornc taxes 
Other 

Special itcms, after-tax 
Total 

PPL, ww 
e Utility revenues were $24 million and $4.5 million higher resulting from a price increase in ,Ip-il 201 1 for the three-month period and in 

April 2010 and 201 1 for the nine-nionth period. In addition, the nine-nionth period was highcr due to a $9 million unfavorable impact or 
regulatory allowed revenues associated with a charge recorded in the first quarter of 2010 primarily resulting from changes in the network 
electricity line loss assumptions. Such charges were insignificant in the first quarter of 201 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 froni an increase in amortization of  actuarial losses. 

Interest expense for the nine-nionth period was $ 1  I million higher due to higher debt balances arising from a March 2010 debt issuance. 

e LJ.K~ income taxes were higher in the three-month period due to $4 million of  additional tax as a result of higher pre-tax inconie. 

U.K. income taxes were higher in the nine-month period due to $8 million of additional tax as a result of higher prc-tax income and a $7 
million income tax benefit recorded in 201 0 related to uncertain tax positions 

1J.S. income taxcs wcre higher in the three-month period primarily due to a $20 million tax benefit recorded in 2010 related to a favorable 
I1.S. Tax Court ruling on the crcditability of the 1J.K. Windfall Profits Tax. This increase was partially offset by a $7 niillion U S. tax 
benefit recorded in 201 1 as a result of U.K. pension plan contributions. 

U.S. income taxes wcre higher in the nine-month period priniarily due to a $20 million tax benefit recorded in 2010 related to a favorable 
I1.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 2010 
related to foreign dividends and tax refunds and $8 million of higher taxes in 201 1 on foreign source income. These increases were 
partially offset by a $21 million tax benefit recorded in 201 1 as a result of 1J.K. pension plan contributions. 

a 

The following after-tax amounts, which nianagemcnt considers special items, also impacted the segment's earnings for the periods ended 
September 30. 
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xial  Itcins, net of tax bcncfit (expense): 
k'orcign currency-related economic hedges, net of tax off$3), $0, ($4), SO (a) 
WPD Midlands acquisition-rclatcd costs: 

201 I Bridgc Facility costs, net of tax of  $0, $0, $1.3, $0 (b) 
Foreign currency loss on 201 I Bridge Facility, net o f  tax of $0, $0, $19, $0 (e) 
Net hcdgc gains, net of tax of $0, $0, ($17), $0 (e) 
Hcdgc ineffectiveness, net of tax of $0, $0, $ 3 ,  $0 (d) 
U.K. stamp duty tiix, net of tax of $0, $0, $0, $0 (e) 
Scparation benefits, net o f  tax of $22, $0, $24, $0 (f) 
Othcr acquisition-related costs, net of tax of ($3, $0, $9, $0 

Change in U.K. tax ratc (h)  
U S .  Tax Court ruling (U.K. Windfall Profits Tax) ( i )  

0 t h  .E 

Total 

Incomc Statement Three Months 
Linc Itcm 201 1 2010 

Othcr Incomc-net $ 8 $ ( 1 )  

Intcrcst Expcnsc 
Other Incomc-net 
Other lncomc-nct 
lntcrcst Expcnsc 
Other Income-net 
Other O&M (64) 
(g) 

lncomc Taxcs 69 19 
12 lncoinc Taxcs 

$ 13 $ 30 
-- 
-- 

Nine Months 
201 I 2010 -- 

Represents iinrcalizcd gains (losscs) on contracts that cconomically hcdgc anticipatcd camings denominated in GBP. 
Represents fees incurred in connection with establishing thc 201 I Bridge Facility. Scc Notc 7 to tlic Financial Statcincnts for additional information. 
Represents the foreign currency loss on the rcpaymcnt ofthc 201 I Bridge Facility, including a prc-tax foreign currency loss of$I 5 million associated with procccds received 
on the IJ S. dollar-dcnoininnted senior notcs issucd by PPL. WEM in April 201 I that wcrc used to repay a portion of PPL WEM's borrowing under the 201 I Bridge 
Facility. The foreign currency risk was economically hedged with forward contracts to purchase GBP, which resulted in prc-tax gains of $55 million. 
Represents a combination of ineffectiveness associated with closed out intcrcst ratc swaps and a charge recorded as  a result of ccrtain intcrcst ratc swaps failing hcdgc 
cffcctivcncss testing. 
Tax on the transfcr of ownership o f  propcrty in the U.K. which is not tax dcductiblc for incomc lax purposes. 
Primarily represents scvcrancc compcnsation, early rctircmcnt deficiency costs and outplacement services for cmployccs separating from the WPD Midlands companies as a 
result o f a  rcorpnization to !ransition the WPD Midlands companies to the same operating structure as WPD (South West) and WPD (South Wales). Also includes 
severance compensation and early rctircincnt dcticicncy costs associated with ccrtain cmployccs who separated from the WPD Midlands companies, but were not part of tlic 
reorganization 
The nine months cndcd Scptcmbcr 30, 201 I primarily includes $36 million, prc-la.:, of advisory, accounting and legal fccs which arc rcflcctcd in "Other lncoinc (Expcnsc) - 
net" on tlic Statements of Incomc. Other acquisition-related costs of $9 million were recorded to "Other opcration and maintcnancc" cxpcnsc on the Statcincnts o f  Incomc. 
The U K.'s Finoncc Act of 201 I .  enacted in .July 201 I, rcduccd the U.K. statutory incomc tax rate from 27% to 26% rctroactivc to April I ,  201 I and will further reduce the 
ratc from 26% to 25% cffcctivc April I, 2012. As a rcsult, PPL rcduccd its net dcfcrrcd tax liability and recognized a dcfcrrcd tax bcncfit in the thrcc and ninc-month periods 
of  201 I to comprehend both rate decreases W P D  Midlands'portion o f  tlic dcfcrrcd tax bcncfit is $35 million. 

The U K 's Finance Act of 2010, enacted in  July 2010, rcduccd the U.K. statutory incomc tax ratc from 28% to 27% cffcctivc April I, 201 I .  As a rcsult, PPL rcduccd its nct 
dcfcrrcd tax liability and recognized a dcfcrrcd tax bcncfit in thc thrcc and ninc-month pcriods of 2010 
Represents tlic nci tax bcncfit recorded as a result of tlic US .  Tax Court ruling that tlic U.K. Windfall Profits Tax is crcditablc for U.S. tax purposcs, excluding the rcvcrsal of 
accrued intcrcst 

Oll t lOOk 

Excluding special items and the impact of the newly acquired k1.K. businesses, earnings are expected to be higher in 201 1, compared with 
201 0, 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 1 are sub,ject to various risks and uncertainties. See "Forward-L.ooking Information," the rest of this Item 2, Notes 6 and 10 to 
the Financial Statcnients and "Part 11. Other  Information - Item IA. Risk Factors'' in this Form IO-Q and "Item 1. Business," and "Item 1A. 
Risk Factors" in PPL's 2010 Form 10-I< for  a discussion of the risks, uncertainties and factors that may impact future earnings. 

Pennsylvania Regulated-Segment 

The Pennsylvania Regulated segment includes the regulated electric delivery operations of P P L  Electric. 

Pennsylvania Regulated segment Net Income Attributable to PPL Corporation for the periods ended September 30 was: 
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Opcrating rcvcnucs 

,crscgmcnt 
Total opcrating rcvcnucs 

Encrgy purchascs 
Extcrnal 
lntcrscgmcnl 

.utcrnal 

Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, othcr than incomc 

Total opcrating cxpcnscs 
Othcr lncomc (Expcnsc) - nct 
lntcrcst Expcnsc 
lncomc Taxcs 
Nct lncomc 
Net lncomc Attributablc to Noncontrolling lntcrcsts 
Nct lncoinc Attributablc to PPL Corporation 

Nine Months Three Months 
YO Change 201 I 2010 % Change 201 1 2010 

$ 454 
I 

455 

171 
5 

I46 
38 
26 

386 
3 

26 

$ 570 (20) 1,444 
I 9 

57 I (20) 1,453 

229 (25) 59 I 
71 (93) 15 

I26 I6  402 
34 12 108 
32 (19) 83 

492 (22) 1,199 
nla 4 

24 8 74 

$ 1,901 (24) 

1,906 (24) 

848 (30) 

5 80 

250 (94) 
377 7 
101 I 
108 ( 2 3  

1,684 (29) 
4 

14 
14 15 (7) 56 47 19 
32 40 (7-0) I28 I05 22 
4 4 12 16 (25) 

$ 28 $ 36 (22) $ 116 $ 89 30 

The changes in the components of Net Income Attributable to PPL Corporation between the periods ended September 30,201 1 and 2010 were 
due to the following factors. 

Three Months Nine Months 

Pcnnsylvania gross dclivcry margins 
Othcr opcration and iiinintcnnncc 
Depreciation 
Othcr 
lncomc t a m  
Noncontrolling intcrcsts 
Total 

o See "Statement of Income Analysis - Margins - Changes in Non-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 storm 
costs cxceeding 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 offset 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% bonus depreciation. 

o 

Excluding special items, earnings are expected to be slightly higher in 201 I ,  conipared 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 I are subject to various risks and uncertainties. See "Forward-Looking Infomiation," the rest of this Item 2 and Notes 6 and 10 
to the Financial Statements 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 fuhlre earnings. Among these uncertainties are the ultimate regulatory recovery of storni 
costs, transmission service charges and other regulatory assets. 

Supply-Segme.nt 

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 2010, 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: 

rgy rcvcnucs 
cxtcmal (a) 
lntcrscgmcnt 

Encrgy-rclatcd busincsscs 
Total opcrating rcvcnucs 

Fucl and cncrgy purchascs 
Extcmal (a) 
1 ntcrscgmcnt 

Othcr opcration and rna:rtprlancc 
Dcprcciation 
Taxcs, otlicr than incoinc 
Encrgy-rclatcd busincsscs 

Total opcrating cxpcnscs 
Othcr lncomc (Expcnse) - nct 
Othcr-Than-Tcmporary lrnpairmcnts 
lntcrcst Expcnsc 
Incomc Taxcs 
lncoinc (Loss) from Discontinucd Opcrations 
Nct lncomc 
Nct lncomc AttTibutabk to Noncontrolling lntcrcsts 
Nct lncomc Atlributablc to PPL Corporation 

Three Months 
201 I 2010 % Change 

$ 1,305 $ 1,339 (3) 
5 71 (93) 

Nine Months 
201 1 2010 % Change 

$ 3,437 $ 3,908 (12) 
15 250 (94) 

I32 98 35 360 286 26 
1,442 1,508 (4) 3,8 I2 4,444 (14) 

693 719 ( 1  1 )  
2 I IO0 

191 I99 (4) 
66 65 2 
18 12 50 

131 96 36 
1,101 1,152 (4) 

22 (23) ( 196) 

1,572 2,s I2 (37) 
3 2 50 

701 73 I (3) 
I94 I89 3 
49 34 44 

356 276 29 
2,88 I 3,744 (23) 

41 (14) (393) 
5 nla 6 3 IO0 

59 63 (6) I59 I70 (6) 
99 63 57 299 I54 94 

I (53) (102) 3 (38) ( 108) 
20 I I54 31 51 I 32 I 59 

I I I I 
$' 200 $ I53 31 $ 510 $ 320 59 

(a) lncludcs h c  impact from cncrgy-rclatcd economic activity. Scc "Commodity Pricc Risk (Non-trading) - Economic Activity" in Notc 14 to thc Financial Statcmcnts for 
additional information. 

The changes in the components of Nct Income Attributable to PPL Corporation between the periods cnded September 30, 2U11 and 2010 were 
due to the following factors. 

Unrcgulatcd gross cncrgy margins 
Othcr opcration and rnaintcnancc 

bcr incomc (cxpcnsc) - nct 
cr 

..,come taxcs 
Discontinucd opcrations, aftcr-tax - cxcluding ccrtain rcvcnucs and cxpcnscs includcd in margins 
Spccial itcms, aftcr-tax 
Total 

Three  Months Nine Months 

$ (64) $ (264) 
(2) 

(4) (9) 
(7) 85 

(40) 
27 20 

5 14 
99 317 

$ 47 $ I90 

See "Statcnient of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of margins. 

Other operation and maintenance expense was higher for the nine-month period primarily due to $16 million of higher payroll-relatcd 
costs, $9 million of which relates to PPL. Susquehanna, and increased costs at PPL Susquehanna of $10 million from the dual-unit turbine 
blade replacenicnt outages and $8 niillion from the refueling outage. 

Other income (expense)-net was higher for the three and nine-month periods primarily due to a $22 niillion gain o n  the redemption of  debt 
in 201 1. See Note 12 to the Financial Statements for additional infomiation. 

Income taxes for the three-month period includes adjustments in federal and state income tax reserves of $13 million and a $12 million 
decrease in the tax benefit from the domestic manufacturing deduction resulting from the impact of revised bonus tax depreciation 
estimates and  the $27 million impact of lower pre-tax income. 

Income taxes were $135 niillion 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 the domestic manufacturing deduction resulting from the impact of  revised 
bonus tax depreciation, $ 1  9 million in Pennsylvania net operating loss valuation allowance adjustments, primarily related to the impact of 
100% bonus tax depreciation on future projected Pennsylvania taxable 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 segment's earnings for the periods ended 
September 30. 

lncomc Statcmcnt Three Months Nine Months 
Linc Item 201 1 2010 201 1 20lO 

Spccial Itcms, nct of tax bcncfit (cxpcnsc): 
Adjusted cncrgy-rclatcd cconomic activity, nct, nct of tax of $8, ($ I ) ,  ($2), $83 
Salcs of asscts: 

Impairmcnts: 
Sundancc indemnification, nct of tax of $0, $0, $0, $0 

Emission allowanccs, nct of tax of $0, $2, $I, $6 (Notc 13) 
I<cncwablc cncrgy crcdits, nct of tax o f  $0, $0, $2, $0 (Notc 13) 
Adjustmcnts - nuclcar dccommissioning trust invcstmcnts, nct of tax of $2, $0, $2, $ 1  (b) 

Monctization of ccrtain full-rcquircmcnt salcs contracts, nct of tax of $0, $20, $0, $72 
Salc of ccmin non-corc gcncration facilitics, nct of tax of $0, $39, $0, $39 (d) 
Discontinucd cash flow hcdgcs and incffcctivcncss, nct of tax of $0, $10, $0, $10 (c) 

Montana hydroclcctric litigation, net of tax of $0, $0, $ I ,  $22 
Litigation scttlcmcnt I spcnt nuclcar fucl storagc, nct of tax of ($2), $0, ($23). $0 (g) 
Hcalth carc reform - tax impact (h) 

LKE acquisition-rzlatcd costs: 

Othcr: 

(8) $ ( I O )  $ 4 $ 4 $ 

Othcr Income-nct 

Othcr O&M (2) ( 1 )  
Othci OSrM ( 3 )  
Othcr Income-nct ( 1 )  

Disc. Opcrations ( 6 2 )  
Othcr Incomc-net (19) 

(0 ( 1 )  ( 1 )  

(27) (2) 
(c) 

(2) 
33 Fucl 4 

(8) 
$ (8) $ (107) $ 29 $ (348) 
---- lncomc Taxes 

---- 
See "Rcconciliation of Economic Activity" bclow. 
Rcprcscnts other-than-tcmporary inipairincnt cliargcs on sccuritics, including the reversal of prcvious otlicr-than-tctnpora~ impairment charges when sccuritics prcviously 
impaircd wcrc sold. 
SCC "Monetization of Ccrtain Full-Rcquircmcnt Salcs Contracts" in Notc 14 to thc Financial Statcmcnts For tlic thrcc and ninc months cndcd Scptcmbcr 30, 20 IO, $ 150 
and $34.3 million of prc-tax gains wcrc rccordcd to "Wholcsalc cncrgy markcting" and $197 and $5 I7 million of prc-tax losscs wcrc rccordcd to "Encrgy purchascs" on tlic 
Statcincnts of Income. 
Assets associatcd with ccrtain non-corc gcncration facilitics wcrc writtcn down to thcir cstimatcd fair valuc (Icss cost to SC!~) Thcsc Vtcilitics wcrc sold in March 201 I I 
Duc to cxpcctcd nct procccds from tlic tlicn-anticipatcd salc ofccrtain non-corc gcncration Vacilitics, couplcd with thc inonctization of ccrtain full-rcquircmcnt salcs 
contracts, dcbt that had bccn planncd to bc issued by PPL Encrgy Supply was no longcr nccdcd. As a rcsult, licdgc accounting associatcd with thc intcrcst rate swaps 
cntcrcd into by PPL in anticipation of a dcbt issuancc by PPL Encrgy Supply was discontinucd. 
In March 2010, thc Montana Stiprcmc Court substantially affirmcd a Junc 2008 Montana District Court decision regarding lcasc payincnts for thc use of ccrtain Montana 
strcambcds. Through Scptcmbcr 30, 20 I O ,  PPL Montana rccordcd a prc-tax chargc of $56 million. rcprcscnting cstimatcd rcntal compcnsation for ycars prior to 2010, 
including intcrcst. Of this total chargc $47 million, prc-tax, was rccordcd to "Othcr opcration and maintcnancc" and $9 million, prc-tax, was rccordcd to "lntcrcst 
Expcnsc" on the Statcmcnts o f  lncomc. In August 2010, PPL Montana filcd a pctition for a writ of certiorari with thc US. Suprcmc Court rcqucsting thc Court's review of 
this iiiattcr. In Junc 201 I ,  thc Suprcmc Court grantcd PPL Montana's pctition. Oral argumcnt is schcdulcd for Dcccmbcr 201 I .  PPL. Montana continucs lo accruc intcrcst 
cxpcnsc on rcntal compcnsation covcrcd by thc court dccision. 
In May 201 I ,  PPL. Susquchanna cntcrcd into a scttlcmcnt agrccmcnt with thc US. Govcrnmcnt relating to PPL Susquchanna's lawsuit, sccking damagcs for the 
Dcpartmcnt of Energy's Pailurc to acccpt spcnt nuclear fucl from thc PPL Susquchanna station. PPL Susquchanna rccordcd crcdits to fucl cxpcnsc of $6 million and $56 
million, prc-lax for thc thrcc and ninc montlis cndcd Scptcmbcr 30, 201 I to rccognizc rccovcry, undcr thc scttlcmcnt agrccmcnt, ofcertain costs to storc spcnt nuclcar fuel 
at the Susquclianna station. Tbc amounts rccordcd through Scptcmbcr 201 I covcr Ihc costs incurrcd from 1998 through Dcccinbcr 2010. 
llcprcscnts incoinc tax cxpcnsc rccordcd as a rcsult of tlic provisions within Hcalth Care Rcform which cliininatcd thc tax dcductibility of rctircc licalth care costs to thc 
cxtcnt of fcdcral subsidics rcccivcd by plan sponsors that providc rctircc prescription drug bcncfits cquivalcnt to Mcdicarc Part D Covcragc. 

Reconciliation qj'Economic Aclivi/y 

The following table reconciles unrealized pre-tax gains (losses) from the table within "Comniodity Price Risk won-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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rating Revenues 
Unregulated retail clcctric and gas 
Wholcsalc cncrgy marketing 

Operating Expcnscs 
Fucl 
Encrgy Purchases 

Energy-rclatcd economic activity (a) 
Option prcmiums (b) 
Adjusted cncrgy-rclatcd economic activity 
Lcss: UnrL i l i xd  ccononiic activity associated with the monctizatiun of 

Lcss: Economic activity rcalizcd, associatcd with thc monetization o f  

Adjuslcd energy-rclatcd ccononiic activity, nct, prc-tax 

certain full-rcquircmcnt sales contracts in 2010 (e) 

certain full-rcquircmcnt salcs contracts in 20 I0 

Adjustcd cncrgy-related cconoinic activity, nct, after-tax 

Three Months 
201 1 2010 

$ 4 $  8 
216 52 

(28) I6 

6 21 
22 (203) 

Nine Monlhs 
201 1 2010 

$ 9 $  16 
229 ( 1  90) 

(16) 13 
(49) (418) 
I73 (579) 

17 46 
I90 (533) 

(335)  

I84 
$ 6 $  (198) 

(a) Scc Notc 14 to tlic Financial Statements for additional information. 
(b) Adjuslincnt for the net dcfcrral and amortization of option prciniums over the delivery pcriod of the item that was hcdgcd or upon rcalization. Option prciniuins arc recorded 

in Wholcsalc cncrgy marketing - rcalizcd and Encrgy purchases - rcalizcd on thc Statements of Income. 
(e) Scc "Componcnts of Monctization of Ccrtain Full-Rcquircmcnt Salcs Contracts" below. 

Coniponents oJMotietizatioti qf Certain Full-Reqiiiretnent Sales Conlt-acts 

The following table provides the components of the "Monetization 0: Certain Full-Requirements Sales Contracts" special item for the pcriods 
ended September 30,20 10. 

Three Months Nine Months 

Full-rcquircmcnt salcs contracts monctizcd (a) 
Economic activity rclatcd to the ftill-rcquircincnt salcs contracts inonctizcd 

Monetization of certain full-rcquircincnt salcs contracts, prc-tax (b) 

$ (27) $ (102) a d z a t i o n  of ccrtain full-rcquircmcnt salcs contracts, after-tax 

(a) 
(b) 

Scc "Commodity Pric: Risk (Non-trading) - Monetization of Ccrtain Full-Rcquircmcnt Salcs Contracts" in Notc I4 to thc Financial Statcmcnts for additional information. 
Tlic thrcc and nine-month periods include unrcalizcd losses of $208 million and $335 million, wliicli arc rcflcctcd in "Wholcsalc cncrgy marketing - Unrcalizcd ccnnomic 
activity" and "Encigy purcliascs - Unrcalizcd cconoinic activity" on thc Statcmcnt o f  Incomc. Both periods include nct rcalizcd gains of $161 million, which arc rcflcctcd in 
"Wholcsalc cncigy ! m u  kcting - Rcolizcd" and "Encrgy purchases - Rcalizcd" on tlic Sratcmcnt oflncomc. This economic activity wi l l  continuc to bc rcalizcd through May 
2013. 

Outlook 

Excluding special itcnis, earnings arc expected to be lower in 201 1, compared with 2010, 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 arc subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 2 and Note 10 to the 
Financial Statemcnts in this Form IO-Q and "Item 1. Business," and "Item 1.4 Risk Factors" in PPL's 2010 Form 10-K for a discussion of the 
risks, uncertainties and factors that may impact hture earnings. 

Statement of Income Analysis - 
Margins 

Non-GAAP FinanciaLMeasures 

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 "1Jnregulated 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. 
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These performance measures are used, in conjunction with other infomiation, 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 
-qmpared to budget and, in certain cases, to measure certain corporate financial goals used in determining variable compensation. 

- r'L's three non-GAM financial measures include: 

"Kentucky Gross Margins" is a single financial perforniance 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 
cquipnient 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 Keqtucky 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 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 nieclianisnis are recorded in "Energy purchases," "Other operation and maintenance," which is primarily Act 129 
costs, and in "Taxes, other than income," which is primarily gross receipts tax. This perforniance measure includes PL,R energy purchases 
by PPL, Electric from PPL EnergyPlus, which are reflected in "PLR intersegment IJtility revenue (expense)" in the table below. 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 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 nieasure, the Supply segment's energy revenues, which include operating revenues associated 
with certain Supply segmcn! 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 expcnses associated with certain Supply segment businesses that are classified as discontinued operations. This 
performance 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 stems from 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 marketing" or "Energy purchases" on the Statements of Income. This performance measure includes PLR 
revenucs from energy sales to PPL, Electric by PPL EnergyPlus, which are reflected in "PLR intersegment Utility revenue (expense)" in the 
table below. PPL excludes from YJnregulated 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 econoniic value is subject to changes in fair value due to market price 
volatility of the input and output commodities (e.g., fuel and power) prior to the delivery period that was hedged. Also included in this 
energy-relatcd economic activity is the ineffective portion of qualifying cash flow hedges, the monetization of certain full-requirement 
sales contracts and preniiuni amortization associated with options. This econoniic activity is deferred, with the exception of the full- 
requirement salcs contracts that were nionctized, and included in unregulated gross energy margins over the delivery period that was 
hedged or upon realization. 

Reconciliation of Non-GAAP-Financial Measures 

The following tables reconcile "Operating Income" to PPL,'s three non-GAAP financial measures for the periods ended September 30. 
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201 I Three Months 2010 Three Months 
Unregulated Unregulated 

Kentucky PA Gross Gross Kentucky PA Gross Gross 
Operating Cross Delivery Energy Operating Cross Delivery Energy 

Margins Margins Margins Other  (a) Income (b) Margins Margins Margins O t h e r  (a) Income (b) 

Operating Revenues 
Utility $ 734 $ 454 

rcvcnuc (cxpcnsc) (d) ( 5 )  
PLR intcrscgmcnt Ut i l i t y  

Unrcgulatcd rctail 
clcctric and gas 

Wholcsalc cncrgy markcting 
Rcalizcd 
Unrcalizcd cconomic 

activity 
Nct cncrgy trading margins 
Encrgy-rclatcd busincsscs 

Total Opcrating Rcvcnucs 734 449 

Operating Expenses 
Fucl 24 5 
Encrgy purchascs 

Rcalizcd 32 
Unrcalizcd cconornic 

activity 
Othcr opcration and 

maintcnancc 26 
Dcprcciation I2 
Taxcs, othcr than incornc 
Encrgy-rclatcd busincsscs 
lntcrcompany climinations 

Discontinucd opcrations 
Total Operating Expcnscs 315 

$ 419 Total 

$ 487 (c) $ 1,675 $ 570 $ 162 (c) $ 732 

$ 5 (71) $ 71 

I86 .3 I89 I08 8 I I6 

897 10 (e) 907 916 276 (c) 1,192 

216 (9 21 6 52 (9 52 

I07 I07 I40 
(7) (20) (20) 

140 - - 
I ,08 I 856 3.120 499 1,075 605 2,179 

338 20 (9) 603 340 ( 1  8) (6) 322 

(7) 

171 I I9 40 362 229 68 89 ( 4  386 

176 (9 I76 300 (0 300 

30 679 735 
240 252 

24 8 58 90 
135 135 

25 7 334 366 
I27 I27 

29 2 25 56 
I Of) IO0 

( 1 )  I ( 1 )  I -- 
224 466 1,348 2,351 282 418 957 1,657 

22 122) (11) 

615 $ (492) $ 767 $ 217 $ 679 $ (374) $ 522 -- $ 22s  $ 

201 I Nine Monfhs 2010 Nine Months 
Unregulated Unregulated 

Kentucky PA Gross Gross Kentucky PA Gross Gross 
Gross Delivery Energy Operating Gross Delivery Energy Operating 

Margins Margins Margins Other  (a) Income (b) Margins Margins Margins Othcr  (a) Income (b) 

Operating Revenues 
Utility $ 2,139 $ 1,444 
PLR intcrscgnicnt Utility 

rcvcnuc (cxpcnsc) (d) (15) $ 15 
Unrcgulatcd rctail 

clcctric and gas 509 
Wholcsalc cncrgy markcting 

Rcalizcd 2,635 
Unrcalizcd cconomic 

activity 
Ncl cncrgy trading margins 14 
Encrgy-rclatcd busincsscs 

Total Opcrating Rcvcnucs 2,139 1,429 3, I73 

Operating Expenses 
Fucl 
Encrgy purchascs 

Rcalizcd 
Unrcalizcd cconornic 

activity 
Othcr opcration and 

Dcprcciation 
Taxcs, othcr than incornc 
Encrgy-rclatcd busincsscs 
Intercompany climinations 

Discontinucd opcrations 

maintcnancc 

Total Opcrating Expcnscs 

Total 

$ 1,112 (c) $ 4,695 $ 1,901 $ 537 (c) $ 2,438 

(250) $ 250 

8 517 305 16 32 I 

42 (c) 2,677 3,48 I 301 (e) 3,782 

229 (9 229 
14 

31 I 311 
1.778 8,s 19 I ,65 I 4,032 975 6,658 

387 - - 387 

666 872 (46) ( g )  

I79 59 I 496 201 (c) 

49 (9 

67 77 1.3 1,884 
37 660 

77 22 I39 
368 ... 

(9) 3 6 
949 736 1.406 3.261 
-- 

12 ( 1  2 )  (h) -- 
$ 1,190 $ 693 $ 1,779 $ (1,495) -- 

1,492 

1,467 

49 

2.04 I 
697 
23 8 
368 

6,352 

$ 2,167 

829 ( 1  9) (9) 

848 1,198 86 ( 4  

418 (9 
70 20 1,139 

376 
101 8 72 

288 
( 5 )  2 3 -- 

1,014 2,057 2,363 

$ 637 $ 2,043 $ (1,456) 
68 (68) (h) -- -- -- 

810 

2,132 

418 

1,229 
376 
181 
288 

5,434 

$ 1,224 

' Rcprescnts amounts that arc cxcludcd from Margins 
As rcportcd on thc Statcmcnt of Incomc. 

132 



(c) 
(d) 
(c) 

Primarily rcprcscnts WPD's utility rcvcnuc. 
Primarily rclatcd to PLR supply sold by PPL. EncrgyPlus to PPL. Elcctric. 
Rcprcscnts cncrgy-rclatcd cconomic activity as dcscribcd in "Commodity Pricc Risk (Non-trading) - Economic Activity" within Notc 14 to thc Financial Statcmcnts. For thc 
tlircc and ninc months cndcd Scptcmbcr 30,201 I ,  "Wholcsalc cncrgy markcting ~ Rcalizcd and "Encrgy purchascs - Rcalizcd" includc a nct prc-fax gain of $6 million and 
$17 million rclatcd to thc amortization of option prcmiums and a nct prc-tax loss o f  $40 million and $ I84 million rclatcd to thc monctization of ccrtain full-rcquircmcnt salcs 
contracts. Thc thrcc and ninc months cndcd Scptcmbcr 30,2010 includc a nct prc-tax gain of $21 million and $46 million rclatcd to thc amortization of option prcniiums and 
a nct prc-lax gain of $161 million for  both periods rclatcd to thc monctization ofccrtain full-rcquircmcnt salcs contracts. 
Rcprcscnts cncrgy-rclatcd cconomic activity as dcscribcd in "Commodity Pricc Risk (Non-trading) - Economic Activity" within Notc 14 to thc Financial Statcmcnts. 
201 I includcs crcdits for thc spcnt nuclcar fucl litigation scttlcmcnt rccordcd in thc thrcc and ninc months cndcd Scptcmbcr 30, 201 I of $6 million and $56 million and 
cconomic activity rclatcd to fucl. 2010 includcs cconomic activity rclatcd to fucl. 
Rcprcscnts thc nct of ccrtain rcvcnucs and cxpcnscs associatcd with ccrtain busincsscs that arc classificd as discontinucd opcrations. Thcsc rcvcnucs and cxpcnscs arc not 
rcflcctcd in "Opcrating Incomc" on thc Statcmcnts of Incomc. 

(0 
(g) 

(h) 

changes in Non-GAAP-Financial Measures 

The following table shows PPL's three non-GAAP financial measuies 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 
201 I 2010 Change 201 1 2010 Change 

$ 419 $ 419 $ 1,190 $ 1,190 Kentucky Gross Margins 

PA Gross Dclivcry Margins by Componcnt 
Distribution 
Transmission 

Total 

Unrcgulatcd Gross Encrgy Margins by Rcgior, 
Non-trading 

Eastcrn U S .  
Wcstcrn U S .  

NCI cncrgy trading 
Total 

$ 179 $ I70 $ 9 %  560 $ 506 $ 54 
46 47 ( 1 )  133 131 2 

$ 225 $ 217 $ 8 $  693 $ 637 $ 56 

$ 530 $ 611 $ (81) $ 1,502 $ 1,788 $ (286) 
92 88 4 26.3 259 4 
(7) (20) 13 14 (4) 18 

$ 615 $ 679 $ (64) $ 1,779 $ 2,043 $ (264) 

Yenlucky Gross Margins 

.#L acquired L.KE on November 1, 2010. Margins for the three and nine months ended September 30, 201 1 are included in PPL,'s results with 
no comparable amounts for 2010. 

Pennsylvania Gross Delivery Margins 

Distribution 

The approved distribution rate case increased rates approximately 1.6% effective January I ,  201 1, which improved distribution margins by $ I  5 
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 the 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 200.5 undercollection that was not included in any subsequent rate reconciliations filed with the PI.JC. PPL, 
Electric plans to seek PUC approval to recover this amount. However, management cannot assert at the present time 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. 

IJnregulated Gross Energy Margins 

Eastern U.S, 

Changes in Eastern U S .  non-trading margins for the periods ended September 30, 201 1 compared with 2010 were due to: 
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vcr bascload cncrgy and capacity priccs 
I and hydro gcncration volumc 

,JIO monctization of ccrtain deals that rcbalanccd thc busincss and portfolio 
Impact o f  non-corc gcncration facilitics sold in thc first quartcr of 201 I 
Nuclcar gcncration volumc (a) 
Highcr coal priccs 
Lowcr intcrnicdiatc/pcaking capacity priccs, partially offsct by highcr gcncration volumcs in thc first half 01201 1 
Full-rcquircmcnt salcs contracts drivcn by contracts tnonctizcd in 2010 and rcduccd shopping in 201 I 
Othcr 

(a) Volumcs wcrc highcr for thc thrcc-month pcriod as thc rcsult of thc final upratc at Susquchanna Unit  2 Volumcs wcrc lowcr for thc ninc-month pcriod primarilv as a result 
ofthc dual-unit turbinc bladc rcplaccmcnt outages bcginning in May 201 I .  

Net energy trading margins increased during the  three and nine months ended September 30,201 1, compared with the same periods in 2010, as 
a result of higher margins on power and gas positions o f  $13 million and $18 million. 

Utility Revenues 

Changes in utility revenues for the periods ended September 30,201 1 compared with 2010 were due to: 

Three Months 
-I - Nine Months 

Domcstic: 
PPL Elcctrii 

Dccrcasc in cncrgy rcvcnuc duc to customcrs sclccting altcrnativc supplicrs (a) 
Pricc incrritsc rclatcd to thc distribution ratc casc cffcctivc January I ,  201 I 
O:hcr 
Total 

LKE (b) 

Total Dorncstic 

0.K.: 
PPL ww 

Pricc incrcascs (c) 
Changc in rccovcry of allowcd rcvcnucs (d) 
Forcign currcncy cxchangc ratcs 
Othcr 
Total PPL WW 

WPD Midlands (b) 
Total U.K. 

Total 

$ (134) $ (522) 
15 50 
3 15 

736 2,140 
( 1  16) (457) 

620 1,683 

24 45 
( 2 )  9 
12 25 
(3) (4) 
31 75 

292 499 
323 574 

$ 943 $ 2,257 

(a) In 201 I ,  cusloincrs continuc to sclcct altcrnativc supplicrs to providc thcir cncrgy nccds This dccrcasc in cncrgy rcvcnuc has a minimal impact on earnings as thc cost of 
providing this cncrgy is passcd through to thc customcr with no additional mark-up. Thcsc rcvcnucs arc offsct with purchascs in 
"Pcnnsylvania Gross Dclivcry Margins." 
Thcrc arc no cornparablc amounts in thc 2010 pcriods as LKE was acquircd in Novcmbcr 2010 and WPD Midlands was acquircd in April 201 I I 
Thc thrce- and ninc-month pcriods wcrc impactcd by pricc incrcascs cffcctivc April I ,  201 I Thc ninc-month pcriod was also impactcd by pricc incrcascs cffcctivc April I ,  
20 I O .  
Thc ninc-month pcriod was highcr duc to a $9 million unfavorable impact on regulatory allowcd rcvcnucs associatcd with a charge rccordcd in thc first quartcr o f  2010, 
priinarily rcsulting from changcs in nctwork clcctricity Iinc loss assumptions. 

(b) 
(c) 

(d) 

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: 

Domcstic: 
LKE (a) 
Montana hydroclcctric litigation (b) 
PUC rcportablc storm costs, nct o f  insurancc rccovcrics 
Susquchanna nuclcar plant costs (c) 
Impacts from mission allowanccs (d) 
Disposition of RECs (c) 
Othcr 

Three Months Nine Months 

$ 187 $ 566 
(47) 

8 20 
( 5 )  23 
(3 1 (13) 
( 3 )  5 
12 8 
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Three Months Nine Months 
U.K.: 

PPL ww (0 
WPD Midlands (a) (g) 
:I 

9 14 
I64 236 

$ 369 $ 812 

(a) 
(h) 

Thcrc arc no compnrablc amounts in tlic 2010 pcriods as L.KE was acquircd in Novcmbcr 2010 and WPD Midlands was acquircd in April 201 I .  
In March 2010, thc Montma Suprcinc Court substantially affirincd a Junc 2008 Montana District Court decision rcgarding lcasc paymcnts for the usc o f  ccrtain Montana 
strcambcds. As a rcsult, in tlic first quartcr of 20 IO, PPL. Montana rccordcd a prc-tax chargc of $56 million, rcprcscnting cstimatcd rcntal compcnsation for thc first quartcr 
of 20 I 0  and prior ycars, including intcrcst. Thc portion of thc total chargc rccordcd to othcr opcration and maintcnancc totaled $49 million. PPL Montana continues to 
accruc rcntal compcnsation. SCC Notc I0 to thc Financial Statcmcnts for additional information. 
Tlic ninc-month pcriod was $23 million highcr primarily duc to incrcascd costs of $10 million from thc dual-unit turbine bladc rcplaccmcnt outages, $9 million of higher 
payroll-rclatcd costs and $8 million from tlic rcfucling outage. 
Thc ninc-month pcriod was $13 million lowcr primarily duc to $2 million of impairmcnt charges in 201 I comparcd with $I5 million of impainncnt chargcs in 2010. 
Thc thrcc and ninc-mont:i pciiods in 231 I includc impainncnt chargcs of $ I  inillion and $5 million. 
Thc thrcc and ninc-month pcriods wcrc highcr primarily duc :o higher jxnsion costs rcsulting primarily from incrcascd amortization of actuarial losscs. 
Thc thrcc and ninc-month pcriods includc $84 million of scvcrancc compcnsation, early rctircmcnt dcficicncy costs and outplacement scrviccs for cmployccs scparating 
from thc WPD Midlands companics as a rcsult of a rcorganization to transition thc WPD Midlands companics to thc samc opcrating structure as WPD (South West) and 
W P D  (South Walcs). 

(c) 

(d) 
(c) 
(f) 
(g) 

Depreciation 

Changes in  depreciation expense for the periods ended September 30,201 1 compared with 2010 were due to: 

Additions t o  PP&E 
Forcign currcncy cxchiingc ratcs 
LKE (a) (b) 
WPD Midlands (b) 
Total 

Three Months Nine Months 

$ 8 %  17 
2 4 

84 249 
31 51 

$ 125 $ 32 I 

(a) 
(b) 

Tlic thrcc and ninc-month pcriods includc $ I3 million and $35 million of dcprcciation cxpcnsc rclatcd to plant additions at TCZ and E.W. Brown. 
Thcrc arc no comparable amounts in thc 2010 pcriods as LKE was acquircd in Novcrnbcr 2010 and WPD Midlands wasacquircd in April 201 I .  

Taxes, Other Than Income 

,,ianges in taxes, other than income for the periods ended September 30,201 1 compared with 2010 were due to: 

Three Months Nine Months 

Domcstic propcrty tax (a)  
LKE (b) 
WPD Midlands (b) 
Othcr 
Total 

(a) 
(b) 

Thc dccrcasc for tlic thrcc and ninc month pcriods is primarily duc to thc amortization of thc PURTA refund. This is includcd in "Pcnnsylvania Gross Dclivcry Margins " 
Thcrc arc no compnrablc amounts in  tlic 2010 pcriods as LKE was acquircd in Novcmbcr 2010 and WPD Midlands was acquircd in April 201 I .  

Other Income (Expense) - net 

The $63 million increase in other income (expense) - net for the three months ended September 30,201 1 compared with the same period in 
201 0 was primarily attributable to: 

e 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. Thc acceleratcd amortization was the result of the July 201 1 rcdemption of PPL Electric's 7.125% Senior Secured 
Bonds due 20 13; and 
$29 million of net losses reclassified from AOCI into earnings in 2010 resulting from the discontinuation of interest rate swaps entered 
into in anticipation of a debt issuance by PPL Energy Supply. 

e 

In addition to the factors described above, the $16 million increase in other income (expense) - net for the nine months ended September 30, 
201 1 compared with the same period in 2010 was also attributable to: 

o a $10 million increase in gains from economic foreign currency exchange contracts; 
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o 

CI 

$1 1 million of LKE other acquisition-related costs recorded in 2010; 
$57 million of WPD Midlands other acquisition-reIated costs in 201 1, including U.K. stamp duty tax; and 
a $57 million 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 expense for the periods ended September 30,201 1 compared with 2010 were due to: 

201 I Bridgc Facility costs rclatcd to thc acquisition of WPD Midlands 
2010 Bridgc Facility costs rclatcd to thc acquisition of LKE 
20LC Equity !hits la) 
201 I Equity Units (b) 
LKE (c) 
WPD Midlands (c) (d) 
Othcr short-tcrm and long-term dcbt intcrcst cxpcnsc 
lntcrcst cxpcnsc on thc March 2010 WPD (South Wales) and WPD (South West) dcbt issuances 
Hedging activity 
Amortization of dcbt discounts, premiums and issuancc costs (e) 
Capitalizcd intcrcst 
Montana hydroclcctric litigation (f) 
Othcr 
Total , 

Three Months  Nine Months 
$ 43 

$ (45) 
( 1 )  
12 
36 
54 

2 

8 
12 
(4 1 

(67) 
29 
22 

I08 
96 
20 
I I  
15 
I2 

(6) 
(13) 

$ 69 $ 265 

(a) 
(b) 
(c) 
(d) 
(c) 

(9 

lntcrcst rclatcd to thc Junc 2010 issuancc to support thc Novcmbcr 2010 L.KE acquisition. 
lntcrcst rclatcd to thc April 201 I issuancc to support thc April 201 I WPD Midlands acquisition. 
Thcrc arc no comparablc ainox:h in thc 2010 pcriods as LKE was acquircd in Novcmbcr 2010 and WPD Midlands was acquircd in April 201 I .  
201 I Bridgc Facility costs of $22 million arc included in "201 I Bridgc Facility costs rclz'cd to thc acquisition of WPD Midlands" abovc. 
Thc tlircc and ninc-month pcriods includc Ihc accclcration ofdcfcrrcd financing fccs of $7 milliol duc to thc July 201 I rcdcmption by PPL Encrgy Supply of $250 million of 
7.00% Scnior Notcs d u c  2046. 
In March 2010, thc Montana Suprcinc Court substantially alfirmcd a Junc 2008 Montana District Court dccision rcgarding lcasc paymcnts for thc usc of ccrtain Montana 
strcambcds. As a rcsult, in thc first quartcr of 2010, PPL Montana rccordcd $7 million of intcrcst cxpcnsc on rcntal compcnsation covcrcd by thc court  dccision. In August 
2010, PPL Montana filcd a pctilion for a writ ofccrtiorari with thc U.S. Suprcmc Court  rcqucsting thc Court's rcvicw of this mattcr. In  Junc 201 I ,  thc Suprcmc Court grantcd 
PPL Montana's pctition. Oral argumcnt is schcdulcd for Dcccmbcr 201 I .  PPL Montana continucs to accruc intcrcst cxpcnsc on the rcntal compcnsation covcrcd by thc court 
dccision. SCC Notc IO to thc Financial Statcmcnts for additional information. 

: o m  Taxes 

Changes in income taxes for the periods ended September 30,201 1 compared with 2010 were due to: 

Highcr prc-tax book incoinc 
Statc valuation allowancc adjustincnts (a) 
Doincstic manufacturing dcduction (b) 
Fcdcral and statc tax rcscrvc adjustincnts (c) 
US. incomc tax on foreign earnings nct o f  foreign tax crcdit 
U.K. Financc Act adjustmcnts (d) 
Forcign losscs rcsulting f rom rcstructuring (c) 
Forcign tax rcscrvc adjustments (c) 
Hcalth Care Rcfonn 
L.KE (f) 
WPD Midlands (d) (9 
lntcrcompany intcrcst on W P D  financing cntitics 
Othcr 
Total 

Nine Months 

(4  1 
$ 277 

(a) Primarily rcflccts the impact of Pcnnsylvania Dcpartmcnt of Rcvcnuc intcrprctivc guidancc issucd in Fcbruary 201 I on thc trcatmcnt of bonus dcprcciation for Pcnnsylvania 
incomc tax purposcs. In accordancc with Corporation Tax Bullctin 201 1-01, Pcnnsylvania allows 100% bonus dcprcciation for qualifying asscts in thc samc ycar bonus 
dcprcciation is allowed for fcdcral incomc tax purposcs. Due to thc rcduction in projcctcd Pcnnsylvania taxahlc incoinc for tax years 201 I and 2012 rclatcd to the 100% 
bonus dcprcciation dcduction, PPL adjustcd its dcfcrrcd tax valuation allowanccs for Pcnnsylvania nct opcrating losscs. As a rcsult, during thc ninc months cndcd Scptcmbcr 
30,201 I PPL rccordcd $ 1  I million ofdcfcrrcd incomc tax cxpcnsc. 
In Dcccmbcr 2010, Congrcss cnactcd lcgislation allowing for 100% bonus dcprcciation on qualificd propcrty. Thc incrcascd tax dcprcciation climinatcs thc cstimatcd incomc 
tax bcncfit rclatcd to thc domcstic manufacturing dcduction in 201 I .  
In 1997, thc U K imposcd a Windfall Profits Tax on privatizcd utilities, including WPD. In Scptcmbcr 2010, thc U.S. Tax Court rulcd in PPL's favor in a pending disputc 
with thc IRS, concluding that thc U.K. Windfall Profits Tax is a crcditablc tax for US. tax purposcs. As a rcsult and with thc finalization of othcr issucs, PPL rccordcd a $42 
million t a x  bcncfit which impactcd fcdcral and statc incomc tax rcscrvcs and rclatcd dcfcrrcd incomc taxcs during thc third quartcr of 2010. In January 201 I ,  thc IRS 
appcalcd thc U.S. T a x  Court's dccision to thc US. Court of Appcals for thc Third Circuit. SCC Notc 5 to thc Financial Statcmcnts for additional information. 

(b) 

(c) 
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In  July 2010, thc U S .  Tax Court rulcd in PPL's favor in a pcnding disputc with thc {RS, concluding that strcct lighting asscts of PPL Elcctric arc dcprcciablc for tax purposcs 
ovcr scvcn ycars. As a rcsult, PPL rccordcd a $7 million tax bcncfit to fcdcral and statc incoinc tax rcscrvcs and rclatcd dcfcrrcd incoinc taxcs in thc third quartcr of 2010. 
Thc U.K.'s Financc Act of 201 I ,  cnactcd in July 201 I ,  includcd rcductions in thc U.K. statutory incoinc tax ratc. Thc statutory incomc tax ratc was rcduccd from 27% to 26% 
rctroactivc to April I ,  201 I and will bc rcduccd from 26% to 25 YO cffcctivc April I ,  2012. As a rcsult, PPL. rcduccd its nct dcfcrrcd tax liabilitics and rccognizcd a dcfcrrcd 
tax bcncfit of $69 million in thc third quarfcr of 201 I .  WPD Midlands' portion of thc dcrcrrcd tax bcnciit is $35 million 

Thc U.K 's Financc Act of 2010, cnactcd in July 2010, includcd a rcduction in thc U.K. statutory incoinc tax ratc. Effcctivc April I ,  201 I ,  thc statutory incomc tax ratc was 
rcduccd from 28% to 27%. As a rcsult, PPL. rcduccd its nct dcfcrrcd tax liabilities and rccognizcd a dcfcrrcd tax bcncfit of$19 million in thc third quartcr of2010. 
During thc thrcc and ninc months cndcd Scptcmbcr 30, 2010, PPL rccordcd $27 million and $52 million of forcign tax bcncfits and rclatcd adjustments to forcign tax rcscrvcs 
of $24 million and $46 million in conjunction with losscs rcsulting from rcstructuring in thc U.K. Thcsc losscs offsct tax on a dcfcncd gain froin a prior ycar salc of WPD's 
supply business. SCC Notc 5 to thc Financial Statcincnts for additional information. 
Tlicrc arc no coinparablc amounts in thc 2010 pcriods as L.KE was acquircd in Novcmbcr 2010 and WPD Midlands was acquircd in April 201 I .  

(d) 

(c) 

(0 

See Note 5 to the Financial Statements for additional information on income taxes. 

Discontinued Operations 

Income (Loss) from Discontinued Operations (net of income taxes) increased by $53 million and $40 million for the three and nine months 
ended September 30,201 1, compared with the same periods in 201 0. The increases were primarily due to after-tax impairment charges 
recorded in the third quarter of 201 0 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 201 1.  See "Discontinued 
Operations" in Note 8 to the Financial Statements for additional infomiation. 

Fi_nancial-Condition 

Liquidity and Capital Resources 

PPL had the following at: 

September 30,201 1 December 31, 2010 

Cash and cash cquivalcnts 
Short-tcrm invcstincnts (a) 

^bon-tcrm dcbt 

$ 1 3 1  I $ 925 
I6 I63 

$ 1,527 $ 1,088 
$ 428 $ 694 

...j Balancc at Dcccnibcr 31,2010 rcprcscnls tax-cxcmpl rcvcnuc bonds issucd by LouisvillclJcffcrson County, Kcntucky on bchalf of LG&E that wcrc purchascd from thc 
rcmarkcting agcnt in 2008. Such bonds wcrc rcmarkctcd to unaffiliated invcstors in January 201 I "  Scc Notc 17 to thc Financial Statcmcnts for furthcr discussion. 

The $586 million increase in PPL's cash and cash equivalents position was primarily the net result of 

* 
0 

* 
Q 

O 

0 

0 

Q 

0 

0 

proceeds of $5.2 billion from the issuance of long-term debt; 
proceeds of $2.3 billion from the issuance of common stock; 
cash provided by operating activities of $1.8 billion; 
proceeds from the sale of certain non-core generation facilities of $381 million; 
the payment of $5.8 billion for the acquisition of WPD Midlands; 
capital expenditures of$l.7 billion; 
the retirement of $708 million of long-term debt: 
the payment of $543 million of common stock dividends; 
a net decrease in short-term debt of $322 million; and 
the payment of $84 million of debt issuance and credit facility costs. 

PPL's cash provided by operating activities increased by $150 million for the nine months ended September 30,201 1 compared with the same 
period in 2010. The increase was the net effect of: 

Q 

0 

0 

0 

0 

operating cash provided by L,KE, $674 million, and WPD Midlands, $206 million; 
cash from components of working capital, $56 million (excluding LKE and Midlands); partially offset by 
reduction in cash from counter party collateral, $442 million; 
lower gross energy margins, $154 million after-tax; and 
proceeds from monetizing certain full-requirements energy contracts in 2010, $249 million. 
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Credit Facilities 

41 September 30, 201 I ,  PPL.'s total committed borrowing capacity under its credit facilities and the use of this borrowing capacity were: 

PPL Encrgy Supply Crcdit Facilitics (a) 
PPL Elcctric Crcdit Facilities (b) 
LG&E Crcdit Facility (c) 
K U  Crcdit Facilities (c)(d) 

Total Domestic Crcdit Facilitics (e) 

PPL WW Crcdit Facility 
WPD (South Wcst) Crcdit Facility 
WPD (East Midlands) Crcdit Facility ( f )  
WPD (Wcst Midlands) Credit Facility (I) 

Total WPD Crcdit Facilities (g) 

Letters of  
Committed Credit  Unused 

Capacity Borrowed Issued Capacity 

$ 3,200 $ 250 $ 208 $ 2,742 
350 13 337 
400 400 
598 I98 400 

$ 4,548 $ 25C I 419 $ 3,879 

f. 150 E I l l  n/a E 39 
210 n/a 210 
300 f 70 230 
300 71 229 

f 960 E I l l  E 141 f 708 

In March 201 I ,  PPL. Encrgy Supply's $300 million Structured Crcdit Facility cxpircd. PPL Encrgy Supply's obligations undcr this facility wcrc supported by a $300 million 
lcttcr of crcdit issticd on PPL E,ncrgy Supply's bchalf undcr a scparatc, but rclatcd $300 million 5-ycar credit agrccmcnt, which also cxpircd in March 201 I .  
Committcd capacity includcs a $ I  50 niillion crcdit facility rclatcd to an assct-backed commcrcial papcr program through which PPL Elcctric obtains financing by selling and 
contributing its cligiblc iiccounts rcccivablc and unbillcd rcvcnuc to a special purposc, wholly owned subsidiary on an ongoing basis. Thc subsidiary plcdgcs thcsc asscts to 
sccurc loans of'tip to an aggrcgiitc of $150 million from a commcrcial papcr conduit sponsorcd by a financial institution. A t  Scptcmbcr 30,201 I ,  bascd on accounts 
rcccivablc and uribillcd rcvcnuc plcdgcd, tlic amount available for borrowing undcr thc facility was limited to $8G million. In July 201 I ,  PPL. Elcctric and thc subsidiary 
cxtcndcd tlic cxpiretion datc of tlic crcdit agrccincnt rclatcd IO thc assct-backcd comnicrcial papcr program to July 201 2. 
I n  June 20 I I ,  L.G&.F and KU cadi amcndcd its rcspcctivc Syndicatcd Crcdit Facility such that tlic fccs and the sprcad to benchmark int.crcst rates for borrowings dcpcnd 
upon tlic rcspcctivc company's scnior sccurcd long-tcrm dcbt rating ratlicr than tlic scnior unsccurcd dcbt rating. 
In April 201 I ,  KU ciitcrcd into a ncw $198 million lcttcr ofcrcdit facility t\iJt has bccn uscd to issuc lcttcrs of crcdit to support outstanding tax cxcmpt bonds. The facility 
rndturcs in April 2014. In Atrgusl 201 I ,  K U  aincndcd its lcttcr of crcdit facility such that thc fccs dcpcnd upon KU's scnior sccurcd long-tcrm dcbt rating ratlicr than the 
scnior tinsccurcd dcbt rating. 
Total borrowings outstanding undcr PPL.'s doincstic crcdit facilitics dccrcascd on a net basis by $263 million since Dcccmbcr 3 I ,  2010. 

In Octobcr 201 I ,  PPL Encrgy Supply, PPL Elcctric, LG&E and KU cach amcndcd its rcspcctivc Syndicated Crcdit Facility. Thc amcndrncnts includcd cxlcnding thc 
cxpiretion datcs rrom [kccmbcr 2014 to Octobcr 2016. Undcr thcsc fac 
cash borrowings and to rcqucst thc lcndcrs to issuc lcttcrs of crcdit 

Tlic coininitincnt~ under PPL's doincstic crcdit facilitics arc provided by a divcrsc bank group, with no one bank and its affliatcs providing an aggrcgatc commitment of' more 
than 9% of tlic total coininittcd capacity. 
In April 201 I ,  following thc coinplction of tlic acquisition of WPD Midlands, WPD (East Midlands) and WPD (Wcst Midlands) cach cntcrcd into a f300 million 5-year 
syndicatcd crcdit facility Undcr the facilitics, WPD (East Midlands) and WPD (Wcst Midlands) cach havc the ability to makc cash borrowings and to rcqucst the lcndcrs to 
issuc up to EX0 million of lcttcrs of crcdit in licu of borrowing. 
At Scptcinbcr 30, 201 I ,  tlic unuscd capacity of' WPD's crcdit Pacilitics was approximately $ I  .3 billion 

Thc coiiiniitmcnts tindcr WPD's crcdit facilitics arc provided by a divcrsc bank group, with no one bank providing morc than 17% of tlic total coininittcd capacity 

cs, PPL Encrgy Supply, PPL Elcctric, L.G&E and KU cach continuc to havc tlic ability to makc 

See Note 7 to the Financial Statements for further discussion of PPL,'s credit facilities. 

-- Commercial Paper 

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, 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-temi liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Energy Supply's Syndicated Credit 
Facility. At Novcmber 4, 201 1,  PPL Energy Supply had $400 million of commercial paper outstanding at a weighted-average interest rate of 
approxiniatcly 0.5 l%, which was used to partially fund the repayment of PPL Energy Supply's 6.40% Senior Notes upon maturity in November 
201 1 .  PPL, Energy Supply expects to refinance outstanding commercial paper on a long-term basis at a future date, subject to market 
conditions. 
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2OjJ._Bridge Facility 

'7 March 201 I ,  concurrently, and in connection with entering into the agreement to acquire WPD Midlands, PPL entered into a commitment 
'r with certain lenders pursuant to which the lenders committed to provide PPL with 364-day unsecured bridge financing of up to E3.6 

. .lion solely to (i) fund the acquisition and (ii) pay certain fees and expenses in connection with the acquisition. The bridge financing 
coniniitment 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, entered into the 201 1 Bridge Facility. 

On April 1,  201 1,  concurrent with the closing of the WPD Midlands acquisition, PPL, Capital Funding borrowed an aggregate of E 1  "7.5 billion 
and PPL WEM borrowed E1.85 billion under the 201 1 Bridge Facility. The borrowings bore interest at approximately 2.62%. See Note 8 to 
the Financial Statements for adrlitional information on the acquisition. 

In accordance with the terms of the 201 1 Bridge Facility, PPL Capital Funding's borrowings of 13.7.5 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 I ,  as discussed in "Long-term Debt 
and Equity Securities" below. Also in April 201 I ,  PPL WEM repaid E650 million of its 201 1 Bridge Facility borrowing. Such repayment was 
fhnded primarily with proceeds received from PPL. WEM's issuance of senior notes, which is also discussed below. In May 201 I ,  PPL WEM 
repaid the remaining E l  2 billion of borrowings outstanding under the 201 1 Bridge Facility, primarily with the proceeds from senior notes 
issued by WPD (East Midlands) and WPD (West Midlands), also discussed below. 

In anticipation of the repayment of a portion of the GBP-denominated borrowings under the 201 1 Bridge Facility with U.S. dollar-denominated 
proceeds received from PPL's issuance of common stock and 201 1 Equity LJnits and PPL WEM's issuance of 1J.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 to the Financial Statements for further discussion. 

Long-tern1 Debt and Equity Securities 

PPL's long-term debt and equity securities activity through September 30,231 1 was: 

PPL Common Stock 
'1.. Capital Funding Junior Subordinatcd Notes 

, Encrgy Supply Scnior Unsccurcd Notcs (b) 
. L. Elcctric First Mortgagc Bonds (c) 

LKE Scnior Unsccurcd Notcs 
PPL. WEM Scnior Unsccurcd Notcs 
WPD (Wcst Midlands) Scnior Unsccurcd Notcs 
WPD (East Midlands) Scnior Unsccurcd Notcs 
WPD (Easr Midlands) Intlcx-linkcd Notcs 

Total Cash Flow Impact 
Assuincd through consolidation - WPD Midlands acquisition: 

WPD (East Midlands) Scnior Unsccurcd Nolcs (d) 
WPD (Wcst Mitilands) Scnior Unsccurctl Notcs (51) 

Total Assuincd 
Non-cash Exchangcs (e ) :  

LKE Scnior IJnsccurcd Notcs 
LG&E First Moilgagc Bonds 
K U  First Morlgagc Bonds 

Total Exchangcd 
Nct Incrcasc 

PPL's long-term debt and equity securities activity since September 30,201 1 was: 

PPL Encrgy Supply Scnior Unsccurcd Notcs (0 
LG&E. and KU Capital L.L.C Mcdium Tcrin Notcs (0 

Total Cash Flow Impact 
Nct Dccrcasc 

Debt Equity 
Issuances (a) Retirements Issuances 

$ 2,328 
$ 978 

$ (250) 
64 5 (458) 
250 
959 

1,282 
967 
I64 

$ 5.245 $ (708) $ 2,328 

$ 418 
412 

$ 830 

$ 875 $ (875) 
535 (535) 

1,500 (1.500) 
$ 2,910 $ (2.910) 
$ 5,367 $ 2,328 

Debt Equity 
Issuances Retirements Issuances 

(a) lssuanccs arc nct o f  pricing discounts, wlicrc applicable and cxcludc thc impact of dcbt issuancc costs 
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(b) 
(c) 
(d) 

Scnior unsccurcd notcs wcrc rcdccmcd at par prior to thcir 2046 maturity datc. 
Rctircincnt rcflccts amount paid to rcdccm $400 million aggrcgatc principal amount of first mortgagc bonds prior to thcir 2013 maturity datc. 
Rcilccts fair value adjustmcnts rcsulting from tlic prcliininary purchasc pricc allocation. Thc principal amount of cach issuancc i s  f250 million, which cquatcd to 
approximatcly $400 mil l ion at thc timc ofclosing. 
In April 201 I ,  LKE, L.G&E and K U  cach filcd a 201 I Rcgistration Statcmcnt with thc SEC rclatcd to offcrs to cxchangc sccuritics issued in Novcmbcr 2010 in transactions 
not rcgistcrcd undcr thc Sccuritics Act o f  19.33 with similar but rcgistcrcd sccuritics. Thc 201 I Rcgistration Statcmcnts bccainc cffcctivc in Junc 201 I and thc cxchangcs 
wcrc complctcd in July 201 I ,  with substantially all sccuritics bcing cxchangcd. 
Notcs wcrc rctircd upon maturity. (f) 

In July 201 1, 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 ternis of the indenture) of such property additions to 66-213% o f  such cost or fair 
value. The amendments became effective in the third quarter of 201 1 "  

At September 30, 201 1, LKE's tax-exempt revenue bonds that are in the forni of auction rate stcbcities and total $231 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-term debt and equity securities 

C2xnjmo-n Stock Dividends 

In 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 of the Board of Directors, will be dependent upon future earnings, cash flows, financial 
and legal requirements and other factors. 

Rain gngenc y- Decision s 

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, 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 and its subsidiaries are based on information provided by PPL and other sources. The ratings of Moody's, 
iP 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 
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 

sccurities. 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 thc 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, in a registrant's registration statement or section lO(a) prospectus, PPL is limiting its credit rating 
disclosure to a description of the actions taken 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 the rating agencies to PPL, 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 othcr 
infomiation 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 I ,  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, KU, PPL WW, WPD (South West) 
and WPD (South Wales), affirmed the issuer and senior unsecured ratings of PPL WW, and lowered the following ratings: 

o 

o 

o 

o 

the issuer rating o f  PPL; 
the senior unsecured and ,junior subordinated 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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D 

e 
the issuer and senior unsecured ratings of LKE; 
the issuer, senior secured ratings, and short-term ratings of LG&E; 
the issuer, senior secured ratings, and short-tenn ratings of KU; 
the issuer and senior unsecured ratings of WPD (South West); and 
the issuer and senior unsecured ratings of WPD (South Wales). e 

Fitch affirmed all of the ratings for PPL,, PPL Capital Funding, PPL, Energy Supply, PPL Electric, L,KE, LG&E and KU. 

In April 201 I ,  Moody's and S&P took the following actions following the completion of the acquisition of WPD Midlands. 

Moody's: 
6 

o 

o 

lowered the issuer and senior unsecured debt ratings of WPD (East Midlands) and WPD (West Midlands); 
affirmed the short-rem issuer rating of WPD (East Midlands); and 
assigned a senior unsecured rating and an outlook to PPL WEM. 

S&P: 
6 

e 

6 

o 

D 

m 

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 L.G&E, KU, WPD (East Midlands), WPD (West Midlands), PPL, WEM, PPL WW, WPD (South West), 
WPD (South Wales) and PPL Electric; and 
affimied all of the long-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 KIJ by one notch in 
connection with the substitution of the letters of credit enhancing these four bonds. 

Also in May 201 I ,  Fitch affirmed 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 
lenture that provided for prospective amendments to PPL Electric's 200 1 Mortgage Indenture, as discussed in "L,ong-term Debt and Equity 

,curities" above. 

In September 201 1, Moody's affirmed the following ratings: 
o 

D 

o 

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 LKE. 

Also in September 201 1, S&P assigned a short-term rating to PPL Energy Supply's commercial paper program. 

In October 201 1, Moody's and Fitch also assigned a short-term rating to PPL Energy Supply's commercial paper program in support of PPL 
Energy Supply's re-opening of the program. 

In October 201 1 ,  Fitch affirmed all of the ratings for PPL WW, WPD (South West), and WPD (South Wales). 

PPL and its subsidiaries have various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity and 
fiiel, 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 temiinate 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 1 .  At September 30,201 1, if PPL's or its subsidiaries' credit ratings had been below investment 
grade, the maximum amount 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 

e table below shows PPL's capital expenditure projections at September 30,201 1. 

Construction cxpcnditurcs (a) (b) 
Ccnerating facilitics 
Transmission and distribution facilities 
Environincntal (c) 
Othcr 

Nuclcar fuel 
Total Construction Expcnditurcs 

Total Capital Expcnditurcs 

Projected 
201 1 2012 2013 2014 2015 

$ 762 $ 640 $ 553 $ 360 $ 492 
I ,40 I 1,925 2,248 2,2 I5 2,07 I 

21 I 764 1.239 1,212 888 
I24 I73 133 I22 I38 

2,498 3,502 4,173 3,909 3,589 
152 I59 161 158 I60 

$ 2,650 $ 3,66! $ 4,334 $ 4,067 .$ 3,749 

(a) 
(b) 
( c )  

Construction cxpcnditurcs includc capifalizcd inlcrcst and AFIJDC, which arc cxpcctcd to bc approximatcly $320 million for the ycars 201 I through 2015. 
lncludcs cxpcnditurcs for ccrtain intangiblc asscts. 
lncludcs approximatcly $700 million of LKE's currently cstimablc costs rclatcd to rcplaccmcnt gcncration units duc to EPA rcgulations not rccovcrablc through thc ECR 
mcchanism. L K E  cxpccts io rccovcr lhcsc costs ovcr a period cquivalent to thc rclatcd dcprcciablc livcs of thc asscts through basc ratcs cstablishcd by futurc ratc cascs. 

PPL's capital expenditure prqjections for the years 201 1 through 2015 total approximately $1 8.5 billion. Capital expenditure plans are revised 
periodically to reflect changes in operational, market and regulatory conditions. This table has been revised from that which was presented in 
PPL,'s 2010 Forni 10-K for changes in estimates for LKE's environmental projects related to new and anticipated EPA compliance standards 
(actual costs niay 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 recovery through the ECR mechanism) and expenditures to 
be made by the newly acquired WPD Midlands. See Note 8 to the Finracial Statements for information on PPL,'s April 201 1 acquisition of 
WPD Midlands. 

For additional information 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 IO-K. 

Risk Management 

arket 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 infomiation presented below provides estimates of what may occur in the future, assuming certain adverse market 
conditions and niodcl assumptions. Actual h tu re  results may differ materially from those presented. These disclosures are not precise 
indicators o f  expected fuhire losses, but only indicators of possible losses under normal market conditions at a given confidence level. 

Commodity Price Risk (Non-trading) 

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 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'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 transactions are considered non-trading activity. The net fair value of 
economic positions at September 30,201 1 and December 3 I ,  2010 was a net liability of $218 million and $391 million. See Note 14 to the 
Financial Statements for additional information 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 2017. 
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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 30. See Notes 13 and 14 to the Financial Statements for additional information. 

Fair valuc of contracts outstanding at thc beginning of thc pcriod 
Contracts rcalizcd or othcrwisc scttlcd during the pcriod 
Fair valuc of ncw contracts cntcrcd into during thc pcriod 
Changes in fair valuc attributablc to changcs in valuation tcchniqucs (a) 
Othcr changcs in fair valuc 
Fair valuc of contracts outstanding at  thc cnd of thc pcriod 

Gains (Losses) 

201 1 2010 201 1 2010 

$ 894 $ 1,303 $ 956 $ 1,280 

IO 

46 I44 I06 417 

Nine Months Ended Three Months Ended 

( 100) (96) (237) (330) 
4 3 19 

(23) 

$ 644 $ 1,354 $ 844 $ 1.354 - 
(a) In Junc 201 0, PPL rcccivcd markct bids for certain full-rcquircmcnt salcs contracts that wcrc monctizcd in carly July. Scc Notc 14 to thc Financial Statcmcnts for additional 

information. At Scptcmbcr 30,2010, thcsc contracts wcrc valued bascd o n  thc bids rcccivcd (thc markct approach). In prior pcriods, thc fair valuc of thcsc contracls was 
mcasurcd using thc incoinc approach. 

The following table segregates the net fair value of PPL,'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. 

Source of Pair Value 
Priccs bascd on significant othcr obscrvablc inputs 
Priccs bascd on significant unobscrvablc inputs 
Fair valuc of contracts otitstanding at thc cnd of thc period 

Net Asset (Liability) 
Maturity Maturity 
Less Than Maturity Maturity in Excess Total Fair 

1 Year 1-3 Years 4-5 Years of 5 Years Value 

533 $ 212 $ 13 818 

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 firm capacity and energy or to accept the delivery of fuel 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 commodity. Depending on price changes in the wholesale energy markets, such damages could be significant. Extreme weather 

rlditions, unplanned power plant outages, transmission disruptions, nonperformance by counterparties with which it has energy contracts and 
,er 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 hlly meet its firm obligations, that it 
will not be required to pay damages for failure to perfomi, or that it will not experience counterparty nonperformance in the future. 

Cornmodity Price Risk (Trading) 

PPL.'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,'s trading commodity derivative contracts for the periods ended September 30. See Notes 13 and 14 to the Financial Statements for 
additional information. 

Gains (Losses) 
Three Months Nine Months 

201 1 2010 2011 2010 

Fair veluc of contracts outstanding at thc bcginning of thc pcriod 
Contracts realized or othcrwisc scttlcd during thc period 
Fair valuc of ncw contracts cntcrcd into during thc pcriod 
Othcr changcs in fair value 
Fair valuc of contracts outstanding at the cnd of thc pcriod 

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 30,201 1 ,  based on whether the fair 
value was determined by prices quoted in active markets for identical instruments or other more sub,jective means. 
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uuurce of Fair Value 
Priccs bascd on significant other obscrvablc inputs 
Fair valuc ofcontracts outstanding at thc end of thc pcriod 

VaR Models 

Net Asset (Liability) 
Maturity Maturity 

Less Than Mofurity Maturity in Excess Total Fair 
I Year 1-3 Years 4-5 Years o f 5  Years Value 

$ (4) $ I I  $ I 
$ (4) $ I I  $ I 

A VaR model is utilized to measure commodity price risk in domestic grxs  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 undek noma! market conditions at a given 
conEdpnce level. VaR is calculated using a Monte Carlo simulation technique based on a five-day holding period at a 9.5% confidence 
level. Given the company's conservative hedging program, the non-trading VaR exposure is expected to be limited in the short-term. The VaR 
for portfolios using end-of-month results for the period was as follows. 

Trading VoR Non-Trading VaR 
Nine Months Twelve Months Nine Months Twelve Months 

95% Confidcncc Lcvcl, Fivc-Day Holding Period 
Period End 
Avcragc for the Pcriod 
High 
Low 

Ended Ended Ended Ended 
September 30, December 31, September 30, December 31, 

201 1 201 0 201 1 2010 

$ 3 $  I $  5 %  
2 4 5 
4 9 7 
I I 4 

5 
I 

I2 
4 

The trading pofifolio includes all rpeculative 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 computations 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, 201 1 .  

Interest Rale Risk 

L 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 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 ofPPL,'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% 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% decrease in interest 
rates at September 30, 201 1 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 flow hcdgcs 
lntcrcst ratc swaps (c) 
Cross-currency swaps (d) 

lntcrcst ratc swaps (e) 

lntcrcst ratc swaps (f) 

Includes accrucd intcrcst, i f  applicablc. 

Fair value hedges 

Economic hedges 

(a) 

Effect of  a 

Movement Exposure Net -Asset  
Hedged (Liability) (a) in Rates (b) 

Fair Value, 10% Adverse 

$ 550 $ (62) $ (12) 
1,262 49 ( 1  84) 

99 6 

I79 (58) (4) 
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Effccts of advcrsc movcmcnts dccrcasc asscts or incrcasc liabilitics, as applicablc, which could rcsult in an assct bccoming a liability. 
PPL utilizcs various risk managcincnt instrumcnts to rcducc its cxposurc to thc cxpcctcd futurc cash flow variability of  its dcbt instrumcnts. Thcsc risks include cxposurc to 
advcrsc intcrcst ratc inovcmcnts for outstanding variablc ratc dcbt and for futurc anticipatcd financing. Whilc PPL is cxposcd to changcs in thc fair valuc of thcsc 
instrumcnts, any changcs in tlic fair value o f  such cash flow hcdgcs arc rccordcd in cquity. Thc changcs in fair valuc o f  thcsc instruincnts arc thcn rcclassificd into carnings 
in thc snmc pcriod during which tlic itcm being hcdgcd affccts carnings. Scnsitivitics rcprcscnt a 10% advcrsc movcmcnt in intcrcst ratcs. Thc positions outstanding at 
Scptcmbcr 30,201 I maturc through 2022. 
PPL. WEM, through PPL, and PPL WW usc cross-currcncy swaps to hcdgc thc intcrcst paymcnts and principal o f  thcir US. dollar-dcnominatcd scnior notcs with maturity 
datcs ranging from May 2016 to Dcccmbcr 2028. Whilc PPL is cxposcd to changcs in tlic fair valuc of thcsc instrumcnts, any changc in thc fair valuc of thcsc instrumcnts i s  
rccordcd in cquity and rcclassificd into camings in thc same pcriod during which thc itcm bcing hcdgcd affccts camings. Scnsitivitics rcprcscnt a 10% advcrsc movcmcnt in 
both intcrcst ratcs and forcign currcncy cxchangc ratcs. 
PPL utilizcs various risk managcmcnt instrumcnts to adjust thc mix of fixcd and floating intcrcst ratcs in its dcbt portfolio. Thc changc in fair valuc of thcsc instrumcnts, as 
wcll as thc offsctting changc in thc valuc of thc hcdgcd cxposurc of thc dcbt, is rcflcctcd in camings. Scnsitivitics rcprcscnt a 10% advcrsc movcmcnt in intcrcst ratcs. Thc  
positions outstanding at Scptcmbcr 30.20 I I maturc in 2047. 
PPL utilizcs various risk managcmcnt instrumcnts to rcducc its cxposurc to thc cxpcctcd futurc cash flow variability of its dcbt instrumcnts. Thcsc risks includc cxposurc to 
advcrsc intcrcst ratc mowrncnts for outstanding variablc ratc dcbt and for futurcanticipatcd financing. Whilc PPL. is cxposcd to changcs in the fair valuc of thcsc 
instrumcnts, any changes in thc fair value of such cconomic hcdgcs arc rccordcd in rcgulatory asscts and liabilities. Thc changcs in fair valuc of lhcsc instrumcnts arc Ihcn 
rcclassificd into carnings in thc samc pcriod during which the item bcing hcdgcd hffcits cainings. Scnsitivitics rcprcscnt a 10% advcrsc movcmcnt in intcrcst ratcs. 

Foreign Citrrency Risk 

PPL is exposcd to foreign currency risk, primarily through investments in U.K. affiliates. In addition, PPL's domestic operations may make 
purchases of equipment in currencies other than US .  dollars. 

PPL has adopted a foreign currency risk management program designed to hedge certain foreign currency exposures, including the risk 
associated with translating earnings and dividends for the 1J.K. affiliates, firm commitments, recognized assets or liabilities, other anticipated 
transactions and net investments. In addition, PPL. enters into financial instruments to protect against foreign currency translation risk of 
expected earnings. 

At September 30,201 1, PPL had the following foreign cunwcy hedges outstanding: 

Net invcstmcnt hcdgcs (b) 
Economic hcdgcs 

Earnings translation (c) 

Effect or a 
10% 

Adverse 
Movement 
in Foreign 

Fair Value, Currency 
Exposure Net -Asset Exchange 
Hedged (Liability) Rates (a) 

f 65 S 5 %  (10) 

393 16 (53) 

(a) 
(b) 
(c) 

Effccccls of advcrsc movcmcnts dccrcasc asscts or incrcasc liabilitics, as applicablc, which could rcsult in an assct bccoining a liability. 
To protcct thc valuc of a portion of its nct invcstmcnt in WPD, PPL C X C C U ~ C S  forward contracts to scll GBP. 
To cconomically hcdgc thc translation of cxpcctcd incomc dcnominatcd in GBP to U.S dollars, PPL cntcrs into a combination of avcragc ratc forwards and avcragc ratc 
options to scll GBP Thc forwards and options outstanding at Scptcmbcr 30, 201 I ,  havc termination datcs ranging from Octobcr 201 I through Novcmbcr 2012 

NDT Funds - Seciwities Price Risk 

In connection with certain NRC requirements, PPL Susquehanna maintains trust funds to fund certain costs of decommissioning the 
Susquehanna nuclear plant. At September 30,201 1, these funds were invested primarily 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 
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 17 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 l0-Q and "Risk Management - Energy Marketing & Trading and Other - Credit 
Risk" in PPL,'s 2010 Forni 10-K for additional information. 
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Foreign Currency Translation 

nilring 201 1 and 2010, the GBP fluctuated in relation to the U S .  dollar. Changes in these exchange rates resulted in a foreign currency 
islation gain of $ I54 million for the nine months ended September 30, 201 1, which primarily reflected a $242 million increase to PP&E 

.,,t'set 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 30,201 0, which primarily reflected a $223 million reduction to PP&E offset by a reduction of 
$140 million to net liabilities. These adjustments, net o f  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 o f  PPL,, PPL Energy Supply, PPL 
Electric, LKE, L,G&E or KU in outside partnerships, including leasing transactions with variable interest entities or other entities doing 
business with PPL. See Note I 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. 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 April 201 I ,  PPL., through its indirect, wholly owned subsidiary PPL WEM, completed its acquisition of WPD Midlands. 

In the third quarter o f 2 0  I I ,  the Susquchanna Unit 2 uprate, representing the final phase of the project t o  increase the nuclear plant's generation 
capacity, was completed and is projected to yield an additional SO MW. 

In  September 201 I ,  LG&E and KU entered into an Asset Purchase Agreement for the pnrchase of three cxisting natural gas simple cycle 
combustion units in LaGrange, Kentucky, aggregating approximately 495 MW, plus limited associated conrractual arrangements required for 
operation of the plant (collectively, the Bluegrass Plant), for a purchase price of $1 I O  million. In conjunction with a September 201 1 CPCN 
filing, LG&E and KU anticipate retiring three older coal-fired electric generating stations to meet new, stricter EPA regulations at the end of 
201 5. Thcse plants include Cane Run, 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 M W  natural gas-fired combined-cycle plant at the existing Cane Run site in 
-*entucky. 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 Statements for additional information. 

With limited exceptions, L.KE took care, custody and control of TC2 in January 201 I ,  and has dispatched the unit to meet customer demand 
since that date. TC2 is a new 760 MW capacity baseload, coal-fired unit that is jointly owned by LG&E and KU (combined 7.5% interest), and 
t h c  Illinois Municipal Electric Agency and the Indiana Municipal Power Agency (combined 25% interest). See Note IO to the Financial 
Statements for additional information. 

See Notes 1 and I O  to the Financial Statcnients in PPL,'s 201 0 Form 10-K for information on PPL's November 2010 acquisition of L,KE. 

Environmental Matters  

Protection of  thc 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 t o  PPL.'s air emissions, water discharges and the management of  hazardous and solid waste, 
among other areas; and the costs of conipliance 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 from prior versions by the relevant agencies. Costs may take the forni of  increased capital or operating and maintenance expenses; 
monetary fincs, 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.'s services. See "Overview" and Note 10 to the Financial Statenients in this Form IO-Q and "Item 1. Business - 
Environmental Matters" in PPL's 201 0 Form 10-K for additional information on environmental matters. 
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New Accounting Guidance 

See Note I8 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 judgmcnts of' matters inherently uncertain: price risk management, defined benefits, asset impairment, loss accruals, AROs, 
income taxes, regulatory assets and liabilitics and business combinations - purchase price allocation. See "Item 7. Management's Discussion 
and Analysis of Financial Condition and Results of Operations" in PPL's 201 0 Forni 10-K for a discussion of each critical accounting policy. 

Following is an iiptiate to the critical accounting policies disclosed in PPL's 2010 Fomi 10-K. 

Business Combinations - Purchase Price Allocation 

On April I ,  201 I ,  PPL, through its indirect, wholly owned subsidiary, PPL, WEM, completed its acquisition of all of the outstanding ordinary 
share capital of Central Nctworks East plc and Central Networks Limited, the sole owner of Central Networks West plc, together with certain 
other related assets and liabilities (collectively referrcd to as Central Networks and subsequently 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 valuc is dcfined as thc price that would be received to sell an asset or paid to transfer a liability in an orderly transaction 
between market participants. The excess of the purchase price over the estimated fair value of the identifiable net assets is recorded as 
goodwill. 

Thc detemiination and allocation of fair value to the identifiablc assets acquired and liabilities assumed is based on various assumptions and 
valuation methodologies requiring considerable management judgment, including cstiniates based on key assumptions of the acquisition, and 
historical and current market data. Significant variables in these valuations include the discount rates, the number of years on which to basc 
cash flow projections, as well as the assumptions and estimates used to detemiine cash inflows and outflows. 

As notcd in Note  8 to the Financial Statements, the purchase price allocation is preliminary and could change materially in subsequent 
periods. The prcliniinary purchase price allocation was based on PPL's best estimates using information obtained as of the reporting date. Any 

, i l t  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 itenis 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. 

'.anges to the purchase price allocation during the measurement period, which can extend up to one year from the date of acquisition, that 

The fair value of thc majority of PP&E was detemiined utilizing a discounted cash flow approach and corroborated by the RAV, which is a 
measure of the unrecovered valuc of thc regulated network business in the U.K. For purposcs of measuring the fair value of the majority of 
PP&E, PPL, determined that fair value should approximate the RAV at the acquisition date because WPD Midlands' operations are conducted 
in a regulated cnvironnient and the rcgulator allows for eaming a rate of rcturn on and recovery of RAV at rates determined to be fair and 
rcasonable. As there is no currcnt prospect for deregulation in WPD Midlands' operating area, it  is expected that these operations will remain 
in a regulated environmcnt for thc foresecable &hire; therefore, manageinent has concluded that the use of these assets in the regulatory 
environnicnt reprcscnts 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 M V .  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 cxpccted continued growth of a rate-regulated business with a defincd servicc area operating under a constructive regulatory 
framework, expected cost savings, efficiencies and other benefits resulting from a contiguous scrvice area with WPD (South West) and WPD 
(South Wales) and the ability to leverage WPD (South Wcst)'s and WPD (South Wales)'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.- Manage-merit's Discussion and Analysis of Financial Condition-and-Result~o~Ope_raions 

.e following infomiation 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 24,201 1 and 2010 Forni 10-K Capitalized terms 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 Operations" includes the following information: 

"Overview" provides an overview of  PPL Energy Supply's business strategy, financial and operational highlights and key legal and 
regulatory matters. 

o "Results of Operations" provides a summary o f  PPL Energy Supply'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 PPL Energy Supply's Statements of Income, comparing the three and nine months ended September 30, 201 1 with 
the same periods in 201 0. 

s "Financial Condition - Liquidity and Capital Resources" provides an analysis of PPL Energy Supply's liquidity position and 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 risk management programs relating to 
market and credit risk. 

Overview 

Jntroduction 

PPL Energy Supply is an energy company with headquarters in Allentown, Pennsylvania. Through its subsidiaries, PPL. Energy Supply is 
primarily engaged in the generation and marketing of electricity in two key markets - the northeastern and northwestern U.S. 

T r o u g h  December 31,2010, PPL Energy Supply had two reportable segments - International Regulated and Supply. However, in January 
! 1, PPL Energy Supply distributed its 100% membership interest in PPL Global to its direct parent, PPL Energy Funding, to better align 

iJL'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 from the IJ K. based regulated 
electricity distribution business. As a result, effective January 1,201 I ,  PPL Energy Supply operates in a single business segment. The 2010 
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 201 I 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 optiniize the value from its unregulated generation and marketing 
portfolio. PPL Energy Supply 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, 
counterparty credit risk and operational 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 he1 prices, interest rates, counterparty credit quality and the 
operating performance of  its generating units. 
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Financial and Operational Highlights 

vet IncomcAttributable to  P t L  Energy-Supply 

.L Income Attributable to PPL Energy Supply for the three and nine months ended September 30,201 1 was $169 million and $472 million 
compared to $26.5 niillion and $5.51 million for the same periods in 2010. This represents a 36% and 14% decrease from 2010. These 
decreases reflect the following after-tax impacts. 

Three Months Nine Months 

Nct unrcalizcd gains/(losscs) on cncrgy-rclatcd cconomic activity 
linpairmcnt chargcs in 2010 rclatcd to thc salc of ccmiii non-corc gcncration facilitics 
Losscs on thc monctization of ccrtain full-rcquircmcnt sales contracts in 2010 
Litigation scttlcmcnt in 201 I rclatcd spcnt nuclcar fucl storagc 
Change in "Unrcgulatcd Gross Encrgy Margins" (a) 
Changc in tax bcnclit from thc doincstic manufacturing dcduction 
Fcdcral and shtc tax rcscrvc adjustmcnls 
Rcsults of PPL Global no longcr bcing consolidatcd within PPL Encrgy Supply 
Olhcr 

(a) Thc changc in "Unrcgulatcd Gross Emcrgy Margins" is priinarily duc to lowcr bascload cncrgy and capacity priccs, changcs in coat and hydro gcncration volumcs and losscs 
froin thc inonctization of ccrtain contracts in 2010 that rcbalanccd thc busincss and portfolio, partially offsct by highcr margins on full-rcquircmcnt salcs contracts drivcn by 
conlrncls inonctizcd in 2010 and rcduccd shopping. SCC "Statcmcnt of lncomc Analysis - Margins" for additional information and a rcconciliation of "Unrcgulatcd Gross 
Encrgy Margins" to Opcrating Incoinc. 

See "Results of Operations" below for further discussion and analysis of the consolidated results of operations. 

Sirsqvehanna Tiirhine Blade Replacetnenr 

In April 201 1, during the PPL Susqiiehanna Unit 2 reheling and generation uprate outage, a planned inspection of the Unit 2 turbine revealed 
cracks in certain of its low pressure hirbine 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 
LJnit 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 

4 2. The duration of the Unit 1 outage, in which turbine blades were replaced, was also about six weeks. The after-tax earnings impact, 
iuding 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. 

Legal and Regulatory Matters 

Fcdcral 

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 PPL, Energy Supply's plants in Pennsylvania. The CSAPR is rneant 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 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 IJS. Court of Appeals for thwDistrict 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 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 2012, sulfur dioxide allowance allocations are expected to be greater than the forecasted emissions 
based on present operations of existing su lhr  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 ernissions. With uncertainty surrounding the trading program, other compliance options are being 
analyzed for the fleet, such as the installation of new technology. 

149 



Additionally, PPL Energy Supply's plants, including those in Montana, may face further reductions in sulfur dioxide and nitrogen oxide 
eniissions as a rcsult of niorc stringent national ambient air quality standards for ozone, nitrogen oxide, sulfix dioxide andor fine 
--rticulates. PPL Encrgy Supply anticipates that some of the measures required for compliance with the CSAPR, such as upgraded or new 

%r dioxide scrubbers at some of its plants and retirement of certain units, may also be necessary to achieve compliance with new sulfur 
,roxide standards. If additional reductions were to be required, the econoniic impact to PPL Energy Supply could be significant" See Note 10 
to the Financial Statements for additional information on the CSAPR. 

Spent Nuclear Firel Litigation 

In May 201 1, PPL Susquehanna entered into a settlement agreement with the I.J.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. [Jnder 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 thc Susquehanna station through September 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 that are incurred thereafter through the December 2013 
termination of the settlenicnt agreement. See Note 10 to the Financial Statements for additional information. 

MoaanLHydroekGtric LiGgain 

In June 201 1, the US.  Suprenie Court granted PPL Montana's petition to review the March 2010 Montana Supreme Court decision, which 
substantially affimied the June 2008 Montana District Court decision to award the State of Montana retroactive compensation for PPL 
Montana's hydroelectric facilities' usc 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 
covcr the anticipated period of thc proceeding before the I JS .  Supreme Court. See Note 10 to the Financial Statements for additional 
information. 

Resulrs of Operatjons 

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 futurc periods. 

Earnings 

.t Incomc Attributable to PPL Energy Supply for the periods ended September 30 was: 

Three Months Nine Months 
% Change 201 I 2010 % Change 201 1 2010 

Opcrating rcvcnucs 
Fucl 
Encrgy purchascs 
Othcr  opcration and niaintcnancc 
Dcprcciation 
Taxcs,  othcr than incoinc 
Encrgy-rclatcd busincss 

Total opcrating cxpcnscs 
Othcr  lncomc (Expcnsc) - nct 
Othcr-Than-Tcinporary Impairmcnts 
Intcrcst lncomc from Affliatcs 
lntcrcst Expcnsc 
lncomc Taxcs 
Incomc (L.oss) from Discontinucd Opcrations 
Nc t  lncomc 
Nc t  lncomc Attributablc Noncontrolling lntcrcsts 
Nc t  lncoinc Attributablc to PPL Encryy Supply 

$ 1,441 $ 1,508 (4) $l 3,807 $ 4,437 0 4 )  
358 322 I I  826 810 2 
338 460 (27) 753 1,709 (56) 
208 213 ( 2 )  74 I 765 ( 3 )  
62 59 5 181 I76 3 
18 12 50 50 34 47 

I30 95 37 350 269 30 
1.1 14 1,161 (4 ) 2,901 3,763 (23) 

2 6 (67) 20 17 18 
5 nla 6 3 IO0 
2 I 100 6 3 IO0 

I04 93 12 305 I78 71 
52 48 8 I50 I50 

53 ( 100) 2 I89 (99) 
I70 266 (36) 473 552 (14) 

I I I I 
$ 169 $ 265 (36) $ 472 $ 55 I (14) 

The changes in the components of Net Income Attributable to PPL Energy Supply between the periods ended September 30,201 1 and 2010 
were due to the following factors. PPL Energy Supply's results are ad,justed for several itcms that management considers special. See 
additional detail of these items in the table below. 
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Three Months Nine Months 

Unrcgulatcd gross cncrgy margins 
;r opcration and inaintcnancc 
:r incomc (cxpcnsc) - net 

..ccrcst Expcnsc 
Othcr 
lncomc taxcs 
Discontinued opcrations - Domestic, after-tax - excluding certain rcvcnucs and cxpcnscs includcd in margins 
Discontinucd opcrations - Intcmational, aftcr-tax 
Spccial itcms, aftcr-tax 
Total 

o See "Statement of Income Analysis - Margins - Changes in Ncn-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 Susquehanna of$10 million from the dual-unit turbine 
blade replacement outages and $8 million from the refueling outage. 

e Other income (expense) - net was $5 million higher in the nine-month period due to higher 201 1 earnings on securities in the NDT funds. 

e Income taxes were $34 and $129 niillion lower for the three and nine-month periods primarily due to lower pre-tax income. The decreases 
in income taxes were partially offset by a $12 million and $24 million decrease in the tax benefit from the domestic manufacturing 
deduction resulting from the impact of bonus tax depreciation and a $12 million and $13 million incrcase in income taxes primarily due to 
201 0 adjustments in federal and state income tax rcserves. 

o Income (loss) from discontinlied 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. 

lncomc Statcmcnt Three M o n t f ~  Nine Months 
Linc ltcm 201 I 2010 201 1 2010 

special Itcms, nct o f  tax bcncfit (cxpcnse): 
Adjustcd cncrgy-rclatcd cconomic activity, nct, net of tax of $8, ($I) ,  ($2), $83 
Salcs ofasscts: 

Impairtncnts: 
Sundancc indemnification, net of tax of $0, $0, $0, $0 

Emission allowanccs, net of tax of $0, $2, $ I ,  $6 (Notc 13) 
Rcncwablc cncrgy credits, nci o f  tax of$O, $0, $2, $0 (Note 13) 
Adjustments - nuclcar dccominissioning trust investments, nct of tax of $2, $0, $2, $ I  (b) 

Monctization ofccrtain full-rcquircrncnt salcs contracts, nct of tax of $0, $20, $0, $72 
Salc of ccrtain non-corc gcncration facilitics, nct of tax of $0, $39, $0, $39 (d) 

Montana hydroclcctric litigation, net of tax of$O, $0, $ I ,  $22 
Litigation scttlcincnt - spent nuclcar fuel storagc, nct of  tax of ($2), $0, ($23), $0 (f) 
Hcalth carc rcform - tax impact ( g )  

LKE acquisition-rclatcd costs: 

Othcr: 

Total 

Othcr lncomc-nct 

Othcr O&M 
Othcr O&M 
Otlicr Incotnc-nct 

(c) 
Disc. Opcrations 

(C) 
Fuel 
lncomc Taxcs 

$ ( I O )  $ 4 $ 4 $ (115) 

I 

(a) 
(h) 

(c) 

SCC "Rcconciliation of Economic Activity" bclow. 
Rcprcscnts otlicr-than-tcinporary impairment chargcs on sccuritics, including thc rcvcrsal of previous other-than-tcmporary impairment chargcs whcn sccuritics prcviously 
impaircd wcrc sold. 
SCC "Monctizalion of Certain Full-Rcquircmcnt Salcs Contracts" in Notc 14 to the Financial Statcmcnts. For the thrcc and ninc months cndcd Scptcmbcr 30,2010, $150 
and $343 million of prc-tax gains wcrc rccordcd to "Wholcsalc cncrgy marketing" and $197 and $5 I7 million of prc-tax losscs wcrc rccordcd to "Encrgy purchascs" on the 
Statcmcats of Incoinc. 
Asscts associatcd with ccrtain non-corc gcncralion facilitics wcrc writtcn down to tlicir cstimatcd fair value (Icss cost to scll). Thcsc facilitics wcrc sold in March 201 I .  (d) 



(c)  In March 2010, thc Montana Suprcmc Court substantially affrmcd a Junc 2008 Montana District Court dccision regarding lease paymcnts for thc usc of ccrtain Montana 
strcambcds. Through Scptcmbcr 30, 2010, PPL Montana rccordcd a prc-tax chargc of $56 million, rcprcscnting cstimatcd rcntal compcnsation for ycars prior to 2010, 
including intcrcst. Of this total chargc $47 million, prc-tax, was rccordcd to "Othcr opcration and maintcnancc" and $9 million, prc-tax, was rccordcd to "lntcrcst 
Expcnsc" on thc Slatcmcnts of Incomc. In August 2010, PPL Montana filed a pctition for a writ of ccrtiorari with thc U.S. Suprcmc Court rcqucsting thc Court's rcvicw of 
this matter. In Junc 201 I ,  thc Suprcmc Court granted PPL Montana's pctition. Oral argument is schcdulcd for Dcccmbcr 201 I .  PPL. Montana continues to accrue intcrcst 
cxpcnsc on rcntal compcnsation covcrcd by thc court dccision. 
In May 201 I, PPL Susquchanna cntcrcd into a scttlcmcnt agrccmcnt with thc U S .  Govcrnmcnt rclating to PPL. Susquchanna's lawsuit, seeking damages for thc 
Dcpartmcnt of Energy's failurc to acccpt spcnt nuclear fucl from thc PPL Susquchanna station. PPL Susquchanna rccordcd credits to fucl cxpcnsc of $6 million and $56 
million, prc-tax for tlic thrcc and ninc months cndcd Scptcmbcr 30, 201 I to rccognizc rccovcry, undcr the scttlcmcnt agrccmcnt, of ccrtain costs to storc spcnt nuclear fucl 
at thc Susquchanna station. Thc amounts rccordcd through Scptcmbcr 201 I covcr tlic costs incurred from 1998 through Dcccmbcr 2010. 
Rcprcscnts incomc tax cxpcnsc rccordcd as a rcsult of thc provisions within Hcalth Carc Reform which climinatcd thc tax dcductibility of rctircc hcalth carc costs to thc 
cxtcnt of fcdcral subsidics rcccivcd by plan sponsors that provide rctircc prescription drug bcncfits cquivalcnt to Mcdicarc Part D Covcragc. 

(0 

(g) 

Reconciliation of Economic Activiiy 

The following table reconciles unrealized pre-tax gains (losses) from the table within "Commodity Price Risk won-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. 

Operating Rcvcnucs 
Unrcgulatcd retail clcchic and gas 
Wholcsalc cncrgy marketing 

Operating Expcnscs 
Fucl 
Energy Purcliascs 

Energy-rclatcd cconomic activity (a) 
Option prcmiums (b) 
Adjusted cncrgy-rclatcd cconomic activity 
Lcss: Unrcalizcd cconomic activity associatcd with thc monctization of 

Lcss: Economic activity rcalizcd, associatcd with thc monctization of 

Adjusted cncrgy-rclatcd cconomic activity, net, prc-tax 

ccrtain full-rcquircmcnt salcs contracts in 201 0 (c) 

ccrtain full-rcquircmcnt salcs contracts in 20 I O  

Nine Months  Three Months 
201 1 2010 201 1 2010 

$ (10) $ 4 %  4 %  ( 1  15) ' k t c d  cncrgy-rclatcd cconornic activity, nct, after-tax 

(a) Scc Note 14 to the Financial Statcmcnts for additional information. 
(b) Adjustmcnt for thc nct dcfcrral and amortization of option prcmiums over thc dclivcry pcriod of thc itcm that was hcdgcd or upon rcalization. Option prcmiums arc rccordcd 

in Wholcsalc cncrgy marketing - rcalizcd and Encrgy purchascs - rcalizcd on thc Statcmcnts of Incomc. 
(c) Scc "Componcnts of Monctization of Certain Full-Rcquircmcnt Sales Contracts" bclow. 

Cotnponents ofMonetization OJ Certain Firll-Requirement Sales Contracts 

The following table provides the components of the "Monetization of Certain Full-Requirements Sales Contracts'' special item for the periods 
ended September 30,201 0. 

Tliree Months Nine Months 

Full-rcquircmcnt salcs contracts monctizcd (a) 
Economic activity rclatcd to thc full-rcquircmcnt salcs contracts monctizcd 
Monetization of ccrtain full mquircrncnt sales contracts, prc-tax (b) 

$ (27) $ (102) Monetization of ccrtain full-rcquircmcnt salcs contracts, aflcr-tax 

(a) 
(b) 

Scc "Commodity Pricc Risk (Non-trading) - Monctization of Ccrtain Full-Rcquircmcnt Sales Contracts" in Notc 14 to the Financial Statcmcnts for additional infonnation. 
Thc thrcc and ninc-month pcriods includc unrcalizcd losscs of$208 million and $3.15 million, which arc rcflcctcd in "Wholcsalc cncrgy rnarkcting I Unrcalizcd economic 
activity" and "Encrgy purchascs - Unrcalizcd cconomic activity" on thc Statcmcnt of Incomc. Both pcriods includc nct rcalizcd gains of $161 million, which arc rcflcctcd in 
"Wholcsalc cncrgy marketing - Rcalizcd" and "Encrgy purchascs ~ Rcalizcd" on thc Statcmcnt of Incomc. This cconomic activity will continuc to bc rcalizcd through May 
201.3" 

1.52 



Outlook 

"xcluding special items, earnings are expected to be lower in 201 1, compared with 2010, as a result of lower energy margins driven by lower 
item energy and capacity prices, higher average fuel costs and the turbine blade replacement outages at the Susquehanna nuclear plant, as 

211 as higher income taxes and higher operation and maintenance expense. 

Earnings in 201 I are subject to various risks and uncertainties. See "Forward-L.ooking Information," the rest of this Item 2 and Note 10 to the 
Financial Statements in this Form 10-Q and "Item 1. Business," and "Item 1A. Risk Factors" in the Form 8-K dated June 24, 201 1 for a 
discussion of the risks, uncertainties and factors that may impact hture earnings. 

Statement of Income Analysis - 
Margins 

Non-GAAP Fin-ancial Measure 

The following discussion includes financial information prepared in accordance with GAAP, as well as a non-GAAP financial measure, 
"Unregulated Gross Energy Margins." "Unregulated Gross Energy Margins" is a single financial performance measure of PPL Energy 
Supply's conipetitive energy non-trading and trading activities. In calculating this measure, 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 hel,  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 
cxpense lines on the Statements of Income that comprise "Unregulated Gross Energy Margins." This volatility stems from a number of factors, 
incidding 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 "Who!csale 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, which are recorded in "Wholesale cnergy 
marketing to affiliate" revenue. PPL Energy Supply excludes from "Unregulated Gross Energy Margins" energy-related economic activity, 
which includes the changes in fair value of positions used to economically hedge a portion o f  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 price volatility of the input and output commodities (e.g., fuel and power) prior to the delivery period that was hedged. Also 
'-wluded in this energy-related economic activity is the ineffective portion of qualifying cash flow hedges, the monetization of certain fiill- 

pirenient sales contracts and premiuni amortization associated with options. This economic activity is deferred, with the exception of the 
.dI-requirement sales contracts that were monetized, and 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 deterniined 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 
opcrations. PPL Energy Supply believes that "Unregulated Gross Energy Margins" provides another criterion to make investment 
decisions. This performance nieasure is used, in conjunction with other inforniation, internally 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 in determining variable compensation. 

Reconciliation-of N-on-GAAPPinancial Measures 

The following table reconciles "Operating Income" to "Unregulated Gross Energy Margins" as defined by PPL Energy Supply for the periods 
ended September 30. 
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p x a t i n g  Revenues 
Wholcsalc cncrgy markcting 

Rcalizcd 
Unrcalizcd cconomic activity 

Wholcsalc cncrgy markcting 

Unrcgulatcd rctail clcctric and gas 
Nct cncrgy trading margins 
Encrgy-rclatcd busincsscs 

t o  affiliatc 

Total Opcrating Rcvcnucs 

Operat ing Expenses 
Fucl 
Encrgy purchascs 

Rcalizcd 
Unrcalizcd cconoinic activity 

Encrgy purchascs from affliatc 
Othcr  opcralion and maintcnancc 
Dcprcciation 
Taxcs,  otlicr than incoinc 
Energy-rclatcd busincsscs 

Discontinucd Opcrations 
Total Opcrating Expcnscs 

Total 

2011 Three Months 2010 Three Months 
Unregulated Unregulated 

Gross Energy Operating Gross Energy Operating 
Margins Other (a) Income (b) Other (a) Income (b) Margins 

$ 897 $ I O  (c) $ 907 $ 916 $ 276 (c) $ 1,192 
216 (d) 216 52 (d) 52 

5 

(7) 
I86 4 

130 I30 97 97 
I ,os I 360 I ,44 I 1,075 433 I.508 

5 71 
I90 IO8 8 
(7) (20) 

71 
I I6 
(20) 

I I9  42 (c) 161 6 8  
176 (d) I76 

I 1 I 
208 208 7 
62 62 

8 I O  18 2 
130 130 

466 648 I , I  14 418 
22  

$ 615 $ (288) - $ 327 $ 679 

91 (c) 
300 (d) 

206 
59 
IO 

I59 
300 

I 
213 

59 
12 

201 1 Nine Months 2010 Nine Months 
Unregulated Unregulated 

Gross E y r g y  Operating Gross Energy Operating 
Margins Other (a) income (b) Margins Other (a) Income (b) 

Operat ing Revenues 
Wholcsalc cncrgy markcting 

Rcalizcd $ 2,635 $ 42 (c) $ 2,677 $ 3,481 $ 301 (c) $ 3,782 
Unrcalizcd cconoinic activity 229 (d) 229 (190) (d) ( 1  90) 

,'holcsalc cncrgy markcting 
to aftiliatc 15 15 250 250 

Unrcgulatcd rctail clcctric and gas 509 9 518 305 I6 32 I 

Energy-rclatcd busincsscs 354 354 278 278 
Nct cncrgy trading margins 14 14 (4)  (4) 

Total Opcrating Rcvcnucs 3, I73 634 3,807 4,032 405 4,437 

Operat ing Expenses 
Fucl 
Encrgy purchascs 

Rcalizcd 
Unrcalizcd ccoiioinic activity 

Encrgy purchascs from affiiiatc 
O thc r  opcration and inaintcnancc 
Dcprcciation 
Taxcs,  othcr than incoinc 
Encrgy-rclatcd busincsscs 

Discontinucd Opcrations 
Total Opcrating Expcnscs 

To ta I 

872 (46) (c) 826 829 (19) (c) 810 

496 205 (c) 70 1 1,198 91 (c) 1,289 
49 (d) 49 418 (d) 418 

3 3 2 2 
13 728 74 I 20 745 765 

181 181 I76 I76 
22 28 50 8 26 34 

1,406 
350 

1,495 
350 

2,90 I 2,057 
269 

1,706 
269 

3,763 
12 (12) (0 68 (68) (0 

$ 1,779 $ (873) $ 906 $ 2,043 $ (1,369) $ 674 

(a) 
(b) 
(c) 

Rcprcscnts amounts cxcludcd from Margins. 
As rcportcd on thc Stalcincnt of Incomc. 
Rcprcscnts cncrgy-rclatcd cconoinic activity as dcscribcd in "Coinmodity Pricc Risk (Non-trading) - Economic Activity" within Notc 14 to thc Financial Statcmcnts For thc 
thrcc and ninc months cndcd Scptcmbcr 30, 201 I ,  "Wholcsalc cncrgy inarkcting - Rcalizcd" and "Encrgy purchascs Rcalizcd" includc a nct prc-tax gain of $6 million and 
$ I7 million rclatcd to thc amonization of  option prcmiums and a net prc-tax loss of $40 million and S I84 million rclatcd to thc rnonctization of ccrtain full-rcquircmcnt salcs 
contracts Thc thrcc and ninc months cndcd Scptcmbcr 30.20 I O  includc a nct prc-tax gain of $2 I million and $46 million rclatcd to the amortization of option prcmiums and 
a net prc-tax gain o f  $161 million for both periods rclatcd to thc monctization ofccrtain full-rcquircmcnt salcs contracts. 
Rcprcscnts cncrgy-rclatcd ccononiic activity as dcscribcd in "Commodity Pricc Risk (Non-trading) - Economic Activity" within Notc 14 to thc Financial Statcmcnts. 
201 I inciudcs crcdits for thc spcnt nuclcar fucl litigation scttlcrncnt rccordcd in thc thrcc and ninc months cndcd Scptcmbcr 30, 201 I of$6 million and $56 million, and 
cconomic activity rclatcd to fucl 2010 includcs cconomic activity rclatcd to fucl. 

(d) 
(c) 
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( f )  Rcprcscnts tlic nct orccrtain rcvcnucs and cxpcnscs associatcd with ccrtain busincsscs that arc classificd as discontinucd operations. Thcsc rcvcnucs and cxpcnscs arc not 
rcflcctcd in "Opcrating Incoinc" on the Statcincnts of lncoinc 

sngsjn Non-GAAP Financial MgaSures 

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, LJnregulated 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 Months Nine Months 
201 1 2010 Change 201 1 2010 Change 

Non-trading 
Eastcm U.S. 
Wcstcm US. 

Nct cncrgy trading 
Total 

$ 530 $ 611 $ (81) $ 1,502 $ 1,788 $ (286) 
92 88 4 263 259 4 
(7) (20) 13 14 (4) 18 

$ 615 $ 679 $ (64) $ 1,779 $ 2,043 $ (264) 

Unregulated Gross Energy Margins 

EageEn .U. S. 

Changes in Eastern U S .  non-trading margins for the periods ended September 30,201 1 compared with 2010 were due to: 

Lowcr bascload cncrgy and capacity priccs 
Coal and hydro gcncration volumc 
2010 monetization of ccrtain dcals that rcbalanccd thc business and portfolio 
Impact of non-core gcncration facilities sold in thc first quartcr of201 I 
Nuclear gcncration volume (a) 
Highcr coal priccs 
Lowcr inlcnncdiatc/pcaking capacity priccs, partially offsct by highcr gcncration volumcs in the first half of 201 I 
. ill-rcquircmcnt salts contracts drivcn by contracts monctizcd in 2010 and rcduccd shopping in 201 I 

.cr 

(a) Volumcs wcrc highcr for thc thrcc-month pcriod as tlic rcsult of tlic final upratc at Susquchanna Unit 2 .  Volumcs wcrc lowcr for thc ninc-month pcriod primarily as a rcsult 
of thc dual-unit turbinc bladc rcplaccmcnt outagcs bcginning in May 201 I .  

Net energy trading margins increased during the three and nine months ended September 30,201 1, compared with the same periods in 2010, as 
a result of higher 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 30,201 1 compared with 2010 were due to: 

Three  Months Nine Months 

Montana hydroclcctric litigation (a) 
Susquchanna nuclcar plant costs (b) 
Impacts from cmission allowanccs (c) 
Gain on disposition of RECs (d) 
Other 
Total 

(a) In March 20 IO, thc Montana Suprcmc Court substantially affirmcd a June 2008 Montana District Court dccision regarding lcasc payments for the use of ccrtain Montana 
strcambcds. As a rcsult, in thc first quartcr of 20 IO, PPL. Montana rccordcd a prc-lax chargc o f  $56 million, rcprcscnting cstimatcd rcntal compcnsation for thc first 
quartcr of 201 0 and prior ycars, including intcrcst. Thc portion of thc total chargc rccordcd to othcr opcration and maintcnancc totaled $49 million. PPL Montana 
continues to accruc rcntal compcnsation. SCC Notc I O  to thc Financial Statcmcnts for additional inforination. 
n i c  ninc-month pcriod was $23 million Iiighcr primarily duc to incrcascd costs of $10 million from thc dual-unit turbinc bladc replacement outages, $9 million of highcr 
payroll-rclatcd costs and $8 million from thc rcfucling outage. 

(b) 
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(c) 
(d) 

Thc ninc-month pcriod was $13 million lowcr primarily due to $2 million of impairmcnt chargcs in 201 I comparcd with $15 million of impairmcnt chargcs in 2010. 
Tllc thrcc and ninc-month pcriods includc impairmcnt chargcs of $I million and $5 million. 

xes, Other Than Income 

Taxes, other than income increased by $6 million and $16 million for the three and nine months ended September 30,201 1, 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. This tax is included in "Unregulated Gross Energy Margins." 

Other Income (Expense) - net 

See Note 12 to the Financial Statements for details. 

1 nterest Expense 

Changes in interest expense for the periods ended September 30,201 1 compared with 2010 were due to: 

Three Months Nine Months 

Capitalizcd intcrcst 
Montana hydroclcctric litigation (a) 
Short-tcrm and long-term dcbt intcrcst cxpcnsc 
Nct amortization of dcbt discounts, premiums and issuancc costs (b) 
Othcr 
Total 

(a) In March 2010, thc Montana Suprcmc Court substantially affirmcd a Junc 2008 Montana District Court dccision rcgarding lcasc paymcnts for tlic use of certain Montana 
strcambcds. As a rcsult, in tlic first quartcr of 2010, PPL Montana rccordcd $7 million of  intcrcst cxpcnsc on rcntal compcnsation covcrcd by tlic court dccision. In August 
201 0, PPL Montana filcd a pctition for a writ of ccrtiorari with thc US. Suprcmc Court rcqucsting thc COU~I'S rcvicw of this mattcr. In Junc 201 I, tlic Suprcmc Court grantcd 
PPL Montana's pctition. Oral argumcnt is schcdulcd for Dcccmbcr 20 I I .  PPL Montana continucs to accruc intcrcst cxpcnsc on thc rcntal compcnsation covcrcd by thc court 
dccision SCC Notc IO to tlic Financial Statcmcnts for additional information. 

(b) Tlic thrcc and ninc-month pcriods includc thc accclcration of dcfcrrcd financing fccs of $7 million, due to thc July 20 I I rcdcmption by PPL Encrgy Supply of $250 million of 
7.00% Scnior Notcs duc 2046. 

lncome Taxes 

Changes in income taxes for the periods ended September 30,201 1 compared with 201 0 were due to: 

Highcr (lowcr) prc-tax book incomc 
Statc valuation allowancc adjustmcnts 
Fcdcral incomc tax crcdits 
Dorncstic manufacturing dcduction (a) 
Fcdcral and statc tax rcscrvc adjustments 
Hcalth Carc Rcform 
Othcr 
Total 

Three Months Nine Months 

$ (14) $ 94 
6 

(1) (4) 
I2 24 
12 13 

( 5 )  
2 ( 1 )  

$ I 1  $ I27 

(a) In Dcccmbcr 201 0, Congress cnactcd lcgislation allowing for 100% bonus dcprcciation on qualificd propcrty. Thc incrcascd tax  dcprcciation climinatcs the cstimatcd incomc 
tax bcncfit rclatcd to doincstic manufacturing deduction in 201 I .  Scc Notc 5 to thc Financial Statcmcnts for additional information on incomc taxcs. 

Discontinued Operations 

Income (Loss) from Discontinued Operations (net of income taxes) decreased by $53 million and $187 million for the three and nine months 
ended September 30,201 1, compared with the same periods in 2010. The decreases were primarily due to the presentation of PPL Global as 
Discontinued Operations as a result of the January 201 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 impaimient charges recorded in the third quarter of 2010 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 I .  See "Discontinued Operations" in Note 8 to the Financial Statements for additional information. 
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luidity and Capital Resources 

I'PL Energy Supply had the following at: 

December 31,2010 September 30,201 I 

Cash and cash cquivalcnts 
Short-tcnn dcbt 

$ 315 $ 66 1 
$ 250 $ 53 I 

The $286 million decrease in PPL Enerzy Supply's cash and cash equivalents position was primarily the net result of: 

capital expenditures of $499 million; 
a distribution of $325 million of cash included in the net assets of PPL Global distributed to  member; 
the retirement of $250 million of long-term debt; 
distributions to member of $209 million; 
a net decrease in short-term debt oF$100 million (excluding short-term debt of PPL Global that existed at December 31, 2010); 
cash provided by operating activities of $440 million; 
proceeds of $381 million from the sale of certain non-core generation facilities; and 
contributions from member of $361 million. 

PPL Energy Supply's cash provided by operating 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 from monetizing certain full-requirements energy contracts in 2010 of  $249 million, and the loss 
of operating cash from PPL, Global ($104 million for the nine months ended September 30,201 0.) 

In January 201 1, 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. 

- edit Facilities - -. 

At September 30, 201 1, PPL Energy Supply's total committed borrowing capacity under its credit facilities and the use of this borrowing 
capacity were: 

Letters of  
Committed Credit Unused 

Capacity Borrowed Issued Capacity 

Syndicatcd Crcdit Facility (a) 
L.cttcr of Crcdit Facility 
Total PPL. Encrgy Supply Crcdit Facilitics (b) 

$ 3,000 $ 250 $ 1.32 $ 2,6 I8 
200 n/a 76 I24 

$ 3,200 $ 250 $ 208 $ 2,142 

(a) Outstanding borrowings undcr this facility dccrcascd on a nct basis by $100 million since Dcccmbcr 3 1 ,  2010. 

In Octobcr 201 I ,  PPL Encrgy Supply amcndcd its Syndicatcd Crcdit Facility. Thc amcndmcnt includcd cxtcnding thc cxpiration date from Dcccmbcr 2014 to Octobcr 
2016. IJndcr this facility, PPL Encrgy Supply continucs to havc thc ability to makc cash borrowings and to rcqucst thc lcndcrs to issue lcttcrs of crcdit. 
In March 201 I ,  PPL. Encrgy Supply's $300 million Structurcd Crcdit Facility cxpircd. PPL Encrgy Supply's obligations undcr this facility wcrc supportcd by a $300 inillion 
lcttcr of crcdit issucd on PPL Encrgy Supply's bchalf undcr a scparatc, but rclatcd $300 million 5-ycar crcdit agrccmcnt, which also cxpircd in March 201 I I 

Thc coiniiiitincnts undcr PPL Encrgy Supply's crcdit facilitics arc providcd by a divcrsc bank group, with no onc  bank and its affiliatcs providing an aggrcgatc commitmcnt 
of inorc than 1 1 %  of thc total committcd capacity. 

(h) 

See Note 7 to the Financial Statements for further discussion of PPL Energy Supply's credit facilities. 

157 



CommercialPap_er 

In October 201 1, PPL Energy Supply re-activated its $500 million commercial paper program to provide an additional financing source to h n d  
;hort-term liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Energy Supply's Syndicated Credit 

.:ility. At November 4,201 1, PPL Energy Supply had $400 million of comniercial paper outstanding at a weighted-average interest rate of 
approximately 0 5 I%,  which was used to partially h n d  the repayment of PPL Energy Supply's 6.40% Senior Notes upon maturity in November 
201 1 ~ PPL Energy Supply expects to refinance outstanding commercial paper on a long-temi basis at a future date, subject to market 
conditions. 

I_- Long-te_r-Debt_Securities 

In July 201 I ,  PPL. Energy Supply redeemed at par the entire $250 million aggregate principal amoynt of its 7.00% Senior Notes due 2046. 

In November 201 I ,  PPL, Energy Supply repaid the entire $500 million principal amount of its 6.40% Senior Notes upon maturity. 

RatjngAgency Decisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of PPL Energy Supply and its subsidiaries. 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 Energy Supply and its subsidiaries are based on information provided by PPL Energy Supply and other 
sources. Thc 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 time 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' crcdit ratings could 
result in higher bal-ruwing 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 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, in a registrant's registration statement or section 1 0(a) prospectus, PPL Energy 
'%pply is limiting its credit rating disclosure to a description of the actions taken by the rating agencies with respect to PPL, Energy Supply's 

d y  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 announcement of PPL's then-pending acquisition of WPD Midlands in March 201 1, the rating agencies took the following 
act ions: 

kgs, but without stating what ratings have been assigned to PPL Energy Supply or its subsidiaries, or their securities. The ratings assigned 

0 

e 

e 

Moody's affirmed 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 completion 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 affirnied its rating and maintained its outlook for PPL Montana's Pass Through Certificates due 2020. 

In September 201 1 ,  Moody's affirmed its senior unsecured debt rating and outlook for PPL Energy Supply. 

Also in September 201 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 in support of PPL 
Energy Supply's re-opening of the program. 
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Ratings-Triggers 

V L  Energy Supply and its subsidiaries have various derivative and non-derivative contracts, including contracts for the sale and purchase of 
3ricity and fitel, commodity transportation and storage, tolling agreements and interest rate instruments, which contain provisions requiring 
L. Energy Supply and its subsidiaries to post additional collateral, or permitting the counterparty to terminate the contract, if PPL Energy 

Supply or its subsidiaries' credit rating were to fall below investment grade. See Note I4 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 1. At September 30, 201 1, if PPL Energy Supply's or its subsidiaries' credit rating had 
been below investment grade, the maximum amount that PPL Energy Supply would have been required to post as additional collateral to 
counterparties was $386 million for both derivative and non-derivative conimodity and commodity-related contracts used in its generation, 
marketing and trading operations and interest rate contracts. 

For additional information 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 Forni 8-K dated June 24, 201 1. 

Risk Management 

MarketRjsk 

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 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 froni those presented. These disclosures are not precise 
indicators of expected future losses, but oniy indicators of possible losses under normal market conditions at a given confidence level. 

Comtnodity Price Risk (Non-trading) 

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 
'4r value of positions used to hedge a portion of the economic value of PPL Energy Supply's competitive generation assets, full-requirement 

es and retail contracts. This economic activity is subject to changes in fair value due to market price volatility of the input and output 
,mimodities (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 economic positions at September 30,201 1 and December 31, 2010 was a net liability of $218 million and $389 
million. See Note 14 to the Financial Statements for additional information on economic activity. 

To hedge the impact of market price volatility on PPL 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 throughout the U S .  and 
enters into financial exchange-tradcd and over-the-counter contracts. PPL. Energy Supply's non-trading commodity derivative contracts mature 
at various times through 2017. 

The following table sets forth the changes in net fair value of PPL Energy Supply's non-trading commodity derivative contracts for the periods 
ended September 30. See Notes 13 and 14 to the Financial Statements for additional information. 

Gains (Losses) 
Three Months Nine Months 

201 1 2010 201 1 2010 

Fair valuc of contracts outstanding at thc bcginning of thc pcriod 
Contracts rcalizcd or othcrwisc scttlcd during thc pcriod 
Fair valuc ofncw contracts cntcrcd into during thc pcriod 
Changcs in fair * aluc attributablc to changcs in valuation tcchniqucs (a) 
Othcr changcs in fair valuc 
Fair valuc of contracts outstanding at tlic cnd oftlic pcriod 

$4 896 $ 1,303 $ 958 $ 1,280 
(99) (96) (234) (330) 

4 3 19 IO 
(23) 

43 I44 101 417 
$ 844 $ 1,354 $ 844 $ 1,354 
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(a) In Junc 2010, PPL Encrgy Supply rcceivcd rnarkct bids for ccrtain full-rcquircmcnt salcs contracts that wcrc rnonctizcd in carly July. SCC Notc 14 Io thc Financial Statcrncnts 
for additional information. At Junc 3 0 , 2 0 1 0 ,  thcsc contracts wcrc valucd bascd on thc bids rcccivcd (thc rnarkct approach). In prior pcriods, thc fair valuc of thcsc contracts 
was incasurcd using thc incomc approach. 

The following table segregates the  net fair value of PPL Energy Supply's non-trading commodity derivative contracts at September 30,201 I ,  
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 

Maturity in Excess Total Fair Less Than Maturity 
of 5 Years Value 1 Year 1-3 Years 4-5 Years 

Source o f  Pair Value 

Priccs bascd on significant unobscrvablc inputs (8) (13) 20 $ 21 26 
$ 525 $ 259 $ 33 s 27 $ 844 Fair valuc of contracts outstanding at thc e n d  of thc pcriod 

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 were unable to deliver firm capacity and energy or to accept the delivery of fuel 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 thc contract price of the commodity. 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. Energy Supply's ability to meet its obligations, or cause significant increases in 
the market price ofreplacement energy. Although PPL Energy Supply attempts to mitigate these risks, there can be no assurance that it will be 
able to fully meet its fimi obligations, that it will not be required to pay damages for failure to perform, or that it will not experience 
counterparty nonperformance in tt7r future. 

Prices bascd on significa.:t othcr obscrvablc inputs $ 533 $ 212 $ 13 $ 818 

Conimodily Price Risk (Trading) 

PPL, Energy Supply's trading commodity derivative contracts mature at various times through 2015. 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 infomiation. 

Fair valuc of contracts outstanding at thc bcginning of the pcriod 
Contracts rcalizcd or othcnvisc scttlcd during thc pcriod 
Fair valuc of ncw contracts cntcrcd into during thc pcriod 
Othcr changcs in Pair valuc 
Fair valuc of contracts outstanding at the cnd of thc pcriod 

Gains (Losses) 

201 1 2010 201 1 2010 

$ I5 $ 4 %  4 $  (6)  
(10) (8) (7) (8) 
(2 ) 45 6 41  

Nine Months Three Months 

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, 201 1, 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 
Priccs bascd on significant othcr obscrvablc inputs 
Fair valuc of contracts outstanding at thc cnd of thc pcriod 

Net Asset (Liability) 
Maturity Maturity 

Less Than Maturity Maturity in Excess Total Fair 
I Year 1-3 Years 4-5 Years of  5 Years Value 
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VaR Models 

4 VaR model is utilized to measure commodity price risk in domestic gross energy margins for the non-trading and trading portfolios. VaR is 
tatistical model that attempts to estimate the  value of potential loss over a given holding period under normal market conditions at a given 

,mfidence 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% Confidcncc L.cvcl, Fivc-Day Holding Pcriod 
Period End 
Average for thc Pcriod 
High 
Low 

Trading VaR Nan-Trading VIR 
Nine Months Twelve Months Nine Months Twelve Months 

Ended Ended Ended Ended 
September 30, December 31, September 30, Decenlber 31, 

LO1 I 201 0 201 1 2010 - 
$ 3 $  

2 
4 
I 

I $  5 %  
4 5 
9 7 
I 4 

5 
7 

12 
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 
niontlis. Both the trading and non-trading VaR computations 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 30,201 1 .  

Inlerest 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 
Zncrgy Supply utilize various financial derivative instruments to adjust the mix 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 
apprapriate. 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 30,201 1 .  

' September 30, 201 1, PPL Energy Supply's potential annual exposure to increased interest expense, based on a 10% increase in interest rates, 
.is 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 Funds - Secitrities Price Risk 

in connection with certain NRC requirements, PPL, Susquehanna maintains trust funds to fund certain costs of decommissioning the 
Susquehanna nuclear plant. At September 30,201 1, these funds were invested primarily 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 
sufficient to h n d  such decommissioning and to compensate for inflationary increases in decommissioning costs. However, the equity 
sccurities 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 intcrest rates. PPL actively monitors the investment performance and periodically reviews asset allocation in 
accordance with its NDT policy statement. A t  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 niillion reduction in the fair value of the trust assets. See Notes 13 and 17 to the Financial 
Statements for additional information regarding the NDT funds. 

161 



Credit Risk 

%e Notes 11, 13 and 14 to the Financial Statements in this Form 10-Q and "Risk Management - Energy Marketing & Trading and Other - 
dit Risk'' in PPL. Energy Supply's Form 8-K dated June 24,201 1 for additional information. 

Foreign Currency Translation 

As noted previously, in January 201 1,  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 1J.S. dollar. 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 million reduction to PP&E offset by a 
redixtion of $140 million to net liabilities. These adjustments, net of tax, resulting from translation are recorded in AOCI. 

Related Party Transactions 

PPL Energy Supply is not aware of any material ownership interests or 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 transactions 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 quartcr of 201 I ,  the Susquehanna Unit 2 uprate, represemLlg 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. 

See Note 8 to the Financial Statements for additional information. 

Environmental Matters 

jtection of the environment is a priority for PPL Energy Supply and a significant element of its business activities. Extensive federal, state 
dnd 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 requirements or scope of environmental 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 
niaintcnance 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 I O  to the Financial Statements in this Form 10-Q 
and "Item 1 .  Busincss - Environmental Matters" in PPL. Energy Supply's 2010 Form IO-K for additional information on environmental matters. 

162 



NcEAccountin g G  uidance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Application of CriticaL_AscountingPolicies 

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 risk management, defined benefits, asset impairment, loss accruals, AROs 
and income taxes. See "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations" in PPL. Energy 
Supply's Form 8-K dated June 24,201 1 for a discussion of each critical accounting policy. 

I63 



PPL ELECTRIC UTILITIES CORPORATION AND SUBSlDIARlES 

Item 2. Management's Discussion and Analysis of Financial Condition and Results of O p e r a W  

The following information should be read in conjunction with PPL Electric's Condensed Consolidated Financial Statements and the 
accompanying Notes and with PPL Electric's 2010 Form 10-K. Capitalized terms 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 Operations" includes the following information: 

E "Overview" provides an overview of PPL Electric's business strategy, financial and operational highlights, and key regulatory matters. 

e "Results of Operations" provides a summary of PPL Electric's earnings and a description of key factors that are expected to impact 
hhire 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 201 0. 

e "Financial Condition - Liquidity and Capital Resources" provides an analysis of PPL Electric's liquidity position and credit 
profile. This section also includes a discussion of rating agency decisions. 

a "Financial Condition - Risk Management" provides an explanation of PPL Electric's risk management programs relating to market and 
credit risk. 

Overview 

Introduction 

PPL Electric is an electricity delivery service provider in eastern and central Pennsylvania with headquarters 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 oFFERC 
under the Federal Power Act. PPL Electric delivers electricity in its Pennsylvania service area and provides electricity supply to retail 

Xstomers in that territory as a PLR under the Customer Choice Act. 

rrusiness Strategy 

PPL Electric's strategy and principal challenge is to own and operate its electricity delivery 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 PPI, Electric's business is to maintain a 
strong credit profile. PPL Electric continually focuses on maintaining an appropriate capital structure and liquidity position. 

Timely recovery of costs applicable to the replacement of aging distribution assets is required in order to maintain strong cash flows and a 
strong credit profile. Traditionally, such cost recovery would be pursued through periodic base rate case proceedings with the PUC. As such 
costs continue to increase, more frequent 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 Formula Rate mechanism which 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 Income Available to PPL Corporation 

Net Income Available to PPL Corporation for the three and nine months ended September 30,201 1 was $28 million and $1 16 million 
compared to $36 million and $89 niillion for the same periods in 2010. This represents a decrease of 22% and an increase of 30% from 
2010. These changes reflect the following after tax impacts. 
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Three Months Nine Monlhs 

$I 9 $  29 
5 

(4) (4) 

Distribution basc rate incrcasc effective in January 201 I 
( benefit rclatcd to flow-through rcgulatcd state tax dcprcciation 
01 I transniission servicc charge adjusfmcnt . JC-rcportablc storm costs, nct of insurancc rccovcry 

Othcr 

TransniissionService CharPe Adjustment 

During the three and nine months ended September 30,201 I ,  PPL Electric recorded a $7 million ($4 million after-tax) charge to "Retail 
electric" revcnue 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 
PIJC. However, management cannot assert at the present time that i t  is probable that the previously recorded regulatory asset will be 
recovered. The regulatory asset will be reinstated should the PIJC 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 ful l  year of 201 1.  

.-- Storm Recoxxq .- 

PPL Electric expcrienced several PUC-reportable storms during the three and nine months ended September 30, 201 I 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 oflnconie. Although PPL Electric has storm insurance with a PPL, affiliate, the costs associated with the unusually high number 
of PUC-reportable storms has exceeded policy limits. Probable insurance recoveries recorded during the thrce 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 I ,  PPL, Electric filed with the PUC a request for permission to defer $15 million to 
$20 million for future recovery of allowable stom lelated 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 from the PUC approving deferral of these costs. 

In late October 201 1, 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 

jtribution network for future recovery Costs incurred to repair the transmission network are recoverable through the FERC Formula Rate 
valuate such costs, when quantified, and will likely file with the PIJC for permission to defer certain of the costs incurred to repair the 

mechanism which is updated annually. 

See "Results of Operations" below for further discussion and analysis of the consolidated results of operations. 

Regulatory Matters 

PUC Investigation of RetailMarka 

In April 201 1, 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 PIJC held a hearing in this 
phase of the investigation. In 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 improying the current retail electricity market, The PUC issued 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. I t  is likely that investigation will not be completed before the end of the year. PPL Electric cannot predict the outcome of the 
investigation. 

Regional Transmission Line Expansion Plan 

In 2007, PJM directed the construction of a new 1 SO-mile, SO0-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 occur as early as 2012 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 1, 201 2. PPL Electric's estimated share of the project costs is approximately $500 
-illion. 

. ,.L 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 2012 to prevent overloads on other power 
lines in the region. PJM has developed a strategy to manage potential reliability problems 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 
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 migbt 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 Form 10-K for additional information. 

Legislation - Regdatog Procedures and Mechanisms 

In June 20  1 1 ,  the Pennsylvania House Consumer Affairs Committee approved legislation that would authorize the PIJC to approve regulatory 
procedures and mechanisms to provide for more timely recovery of a utility's costs. Alternative ratemaking is important to PPL. Electric as it 
begins a period of significant increasing capital investment related to the asset optimization program focused on the replacement of aging 
distribution assets. Those procedures and mechanisms include, but are not limited to, the use of a fully projected test year and an automatic 
adjustment clause to rccover certain capital costs and related operating expenses. In October 201 1, the legislation was passed by the 
Pennsylvania Housc of Representatives. It will now be considered by the Pennsylvania Senate. PPL. Electric is working with other 
stakeholders to support passage of this legislation 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 

''et Income Available to PPL Corporation for the periods ended September 30 was: 

Three Months Nine Months 
201 1 2010 % Change 201 1 2010 % Change 

Opcrating rcvcnuc 
Encrgy purchascs 
Encrgy purchascs from affliatc 
Othcr opcration and maintenance 
Dcprcciation 
Taxes, othcr than incoinc 

Total operating cxpcnscs 
Othcr lncomc (Expcnsc) - nct 
lntcrcst lncomc from Afiliatc 
lntcrcst Expcnsc 
lncomc Taxcs 
Nct lncomc 
Distributions on Prcfcrrcd Sccuritics 
Nct lncotnc Available to PPL. Corporation 

$ 455 $ 57 I (20) $ 1,453 $ 1,906 (24) 
171 229 ( 2 5 )  59  I 84 8 (30) 

5 71 (93) 15 250 (94) 
I46 I26 16 402 377 7 
38 34 12 I08 IO1 7 
26 32 (1% 83 IO8 123) 

386 492 ( 2 2 )  1,199 1,684 (29) 
2 nla 3 3 
I nla I I 

26 24 8 74 74 
14 15 (7) 56 47 19 

I28 I05 22 
12 16 ( 2 5 )  

32 40 (20) 
4 4 

$ 28 $ 36 ( 2 2 )  $ 116 $ 89 30 

The changes in the components ofNet Income Available to PPL, Corporation between the periods ended September 30,201 1 and 2010 were 
due to the following factors. See "Statement of Income Analysis - Margins" for component details. 

166 



Three Months Nine Months 

nsylvania gross dclivcry margins 
cr opcration and rnaintcnancc 

Jcprcciation 
Othcr 
lncomc taxes 
Distributions on Prcfcrrcd Scciiritics 
Total 

e See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of gross margins from the 
Pennsylvania regulated electric delivery operations. 

e 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 9; 12 million higher for the nine-month period due to higher pre-tax income. This increase was partially offset by a $5 
million tax bencfit related to the impact of flow-through regulated tax depreciation that is primarily related to the Pennsylvania Department 
of Revenue interpretive guidance regarding 100% bonus depreciation. 

o 

Outlook 

Excluding special items, earnings are expccted 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 201 I arc subject to various ri.s!ts and uncertainties. See "Forward-Looking Information," the rest of this Item 2 and Notes 6 and 10 
to the Financial Statements in this Form IO-Q ard "Item 1. Business," and "Item 1A. Risk Factors" in PPL. Electric's 2010 Form 10 K for a 
discussion of the risks, uncertainties and factors that may impact futurc earnings. Among these uncertainties are the ultimate regulatory 
recovery of storni costs, transmission service charges and other regulatory assets. 

Statement of Income Analysis - 
argins 

The following discussion includes financial information prepared in accordance with GAAP, as well as a non-GAAP financial measure, 
"Pennsylvania Gross Delivery Margins." "Pennsylvania Gross Delivery Margins" is a single financial performance measure of PPL Electric's 
Pennsylvania regulatcd electric delivery operations, which includes transmission and distribution activities. In calculating this measure, utility 
revenues and expcnscs associated with approved recovery mechanisms, including energy provided as a PLR, are offset with mininial impact on 
earnings. Costs associated with these mechanisms are recorded in "Energy purchases," "Energy purchases from affiliate," "Other opcration and 
maintenance" cxpcnse, which is primarily Act 129 costs, and "Taxes, other than income", which is primarily gross receipts tax. As a result, this 
nieasurc represents the net revenues from PPL Electric's Pennsylvania regulated electric delivery operations. This measure is not intended to 
replace "Opcrating 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 Electric believes that "Pennsylvania 
Gross Delivery Margins" provides another criterion to make investment decisions. This performance measure is used, in conjunction with 
other infomiation, internally by senior management and PPL's Board of Directors to manage PPL Electric's operations and analyze actual 
results to budget. 

Reconcjliajjon ofbJokGAAP Fhsncial 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 the nine month reconciliation tables. 

167 



#eraling Revenues 
Rctail clcctric 
Electric rcvcnuc from affiliatc 

Total Opcrating Rcvcnucs 

Operating Expenses 
Encrgy purchascs 
Energy purchascs from affiliatc 
Othcr opcration and maintcnancc 
Dcprcciation 
-<axes, othct than incornc 

Total Opcrating Expcnscs 
Total 

Operating Revenues 
Rctail clcctric 
Elcctric rcvcnuc from affiliatc 

Total Opcrating Rcvcnucs 

Operating Expenses 
Encrgy purchascs 
Encrgy purchascs from affiliate 
Othcr opcration and 

Dcprcciation 
Taxcs, othcr than incornc 

maintcnancc 

Total Opcrating Expcnscs 
11 

201 1 Thrce Months 
PA Gross 
Delivery Operating 
Margins Other [a) Income (b) 

$ 454 $ 454 
I I 

455 455 

171 171 
5 5 

30 $ I16 146 
38 38 

24 2 26 
230 I56 386 

$ 225 $ (156) $ 69 

201 I Nine Months 
PA Gross 
Dclivery 
Margins Other (a) 

Operating 
Income (b) 

$ 1.444 
9 

1.453 

59 I 
15 

77 $ 325 
I08 

17 6 
760 439 

$ 693 $ (439) 

$ 1,444 
9 

1,453 

59 I 
15 

402 
I08 
83 

1,199 
$ 254 

2010 Three Months 
PA Gross 
Delivery 
Margins Other (a) 

$ 570 
I 

57 I 

229 
71 
25 $ IO1 

34 
29 3 

354 138 
$ 217 $ (138) 

Operating 
Income (b) 

$ 570 
1 

57 1 

229 
71 

I26 
34 
32 

497 
$ 79 

2010 Nine Months 
PA Gross 
Delivery Operating 
Margins Other (a) Income (b) 

$ 1,901 $ 1,901 
5 5 

1,906 1,906 

84 8 
250 

848 
250 

70 $ 307 371 
101 IO1  

101 7 I08 
1,269 415 1.684 

$ 637 $ (415) $ 222 

(a) 
(b) 

Rcprcscnts amounts that arc cxcludcd from Margins 
As rcportcd on thc Statcmcnt of Incomc. 

Changes in Non-GAAP FinanciaLMeaZures 

The following table shows PPL Electric's non-GAAP financial measure, "Pennsylvania Gross Dclivery Margins" for the periods ended 
September 30, as well as the change between periods. The factors that gave rise to the change are describcd below the table 

Nine Months Thrce Months 
201 1 2010 Change 201 I 2010 Change 

PA Gross Dclivery Margins by Cornponcnt 
Distribution 
Transmission 
Total 

$ 179 $ 170 $ 9 $  560 $ 506 $ 54 
46 47 ( 1 )  133 131 2 

$ 225. $ 217 $ 8 $  693 $ 637 $ 56 

Distribution 

The approved distribution rate case increased rates approximately 1.6% effective January I ,  201 1 ,  which improved distribution margins by $1.5 
million and $SO 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 the 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 amount. However, management 
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cannot assert at the present time 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. 

 her 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 Months Nine Months 

Payrol ldated costs 
Contractor-rclatcd cxpcnscs (a) 
Vcgctation managcmcnt (b) 
PUC-rcportablc storm costs, nct of insurancc rccovcry (c) 
Uncollectible accounts 
Othcr 
Total 

(a) 
(b) 

(c) 

Primarily rclatcd to incrcascd utilization of contractors for systcm rcliability and assct optimization programs. 
Highcr cxpcnscs for thc ninc months cndcd 2010 as a rcsult of an incrcascd focus on vcgctation managcmcnt primarily duc  to thc Wirc zone - Border zonc program to 
safcguard systcm rcliability and to comply with rcccntly cnactcd Icgislation. 
During thc third quartcr 20 I I ,  PPL Elcctric rcachcd its maximum covcragc undcr its storm insurancc, thcrcforc a largcr amount of storm costs wcrc not offsct by storm 
insurancc in 20 I I whcn comparcd to 20 IO.  

Depreciation 

Depreciation increased by $7 million for the nine months ended September 30, 201 1 compared with the same period in 2010, primarily due to 
additions to PP&E as part of ongoing efforts to replace aging infrastruchire. 

Taxes, Other Than income 

Taxes, other than income decreased by $6 million and $25 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 

'ectricity revenue as customers continue to select alternative suppliers in 201 1. The decrease was also impacted by the amortization of a 
JRTA refund of$3 million and $8 million for the three and nine months ended September 30,201 1. Pennsylvania gross receipts tax and the 

N R T A  refund are included in "Pennsylvania Gross Delivery Margins." 

Other income (Expense) - net 

See Note 12 to the Financial Statements for details. 

Income Taxes 

Changes in income taxes for the periods ended September 30,201 1 compared to 201 0 were due to: 

Three Months Nine Months 

(Lowcr) highcr prc-tax book incomc 
Fcdcral and statc tax rcscrvc adjustmcnts (a) 
Fcdcral and statc tax return adjustments 
Dcprcciation not normalizcd (b) 
Othcr 
Total 

(a) 

(b) 

In July 2010, thc US. Tax Court rulcd in PPL Elcctric's favor in a pcnding disputc with thc IRS, concluding that strcct lighting asscts arc dcprcciablc for tax purposcs ovcr 
scvcn ycars. As a rcsult, PPL Elcctric rccordcd a $7 million tax bcncht to fcdcral and statc incomc tax rcscrvcs and rclatcd dcfcrrcd incomc t a x a  in thc third quartcr of 2010. 
In Fcbruary 201 I ,  thc Pennsylvania Dcpartmcnt of Rcvcnuc issucd intcrprctivc guidancc on thc trcatmcnt of bonus dcprcciation for Pennsylvania incomc tax purposcs. In 
accordance with Corporation Tax Bullctin 201 1-01, Pennsylvania allows 100% bonus dcprcciation for qualifying asscls in thc samc ycar bonus dcprcciation is ailowcd for 
Fcdcral incomc tax purposcs. Thc 100% Pcnnsylvania bonus dcprcciation dcduction crcatcd a currcnt statc incomc tax bcncfit for thc flow-through impact of Pennsylvania 
rcgulatcd statc tax dcprcciation. 
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- Financial Condition __ 

uidity and Capital Resources 

PPL Electric had the following at: 

September 30,201 1 December 31,2010 

$ 261 $ 204 Cash and cash cquivalcnls 

The $57 million increase in PPL Electric's cash and cash equivalerij posiiior: was primarily the net result of: 

5, 

0 

o 

m 

0 

proceeds of $645 million from the issuance of long-term debt; 
cash provided by operating activities of $261 million; 
the retirement of $4.58 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 I ,  compared with 
the same period in 2010, due to a $195 million increase from changes in working capital (including gross receipts tax payments, a federal 
income tax reftmd and collections of the generation supply charge). These sources of cash were 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: 

idicatcd Crcdit  Facility (a) 
Assct-backcd Crcdit Facility (b) 
Total PPL. Elcctric Crcdit racilitics 

Letters of  
Committed Credit Unused 

Cap a c i t y Borrowed Issued Capacity 

$ 200 $ 13 $ I87 
I50 nkd I50 

$ 350 $ 13 $ 337 

(a) In Octobcr 201 I ,  PPL Elcctric amcndcd its Syndicatcd Crcdit Facility. T h c  amcndmcnt includcd cxtcnding thc cxpiration datc from Deccmbcr 2014 to Octobcr 2016 Undcr 
this facility, PPL Elcctric continucs to have thc ability to makc cash borrowings and to rcqucst thc lcndcrs to issuc lcttcrs ofcrcdit 

Thc coininitrncnts undcr this crcdit Facility arc provided by a divcrsc bank group, with no onc bank and its afliliatcs providing an aggrcgatc commitmcnt of morc than 6% of 
the total committed capacity. 
PPL Elcctric obtains financing by sclling and contributing its cligiblc accounts rcccivablc and unbillcd rcvcnuc to a spccial purposc, wholly owned subsidiary on an ongoing 
basis. T h c  subsidiary plcdgcs thcsc asscis to sccurc loans of up to an aggrcgatc of SI50 million from a commcrcial papcr conduit sponsored by a financial institution. At 
Scptcmbcr 30,201 I, bascd on accounts rcccivablc and unbillcd rcvcnuc plcdgcd, thc amount available for borrowing undcr this facility was limitcd to $86 million. In July 
201 I ,  PPL Elcctric and the subsidiary cxtcndcd the expiration date of thc crcdit agrccmcnt rclatcd to thc  assct-backcd commcrcial papcr program to July 201 2. 

(b) 

See Note 7 to the Financial Statements for further discussion of PPL, Electric's credit facilities. 

Commercial P a p g  

PPL Electric maintains a commercial paper program for up to $200 million to provide an additional financing source to fund its short-ten 
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 .  

In July 20 1 1, 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 Icss, as detemiined 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 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. 

o in July 201 I ,  PPL Electric redeemed the entire $400 million aggregate principal amount of its 7.125% Senior Secured Bonds due 2013 for 
,,58 million, plus accrued interest. 

In August 201 I ,  PPL, Electric issued $400 million of 3.00% 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 201 3 in July 201 1, as discussed above. 

See Note 7 to the Financial Statements for additional information about long-term debt securities. 

-- RatingAgency 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 rcports, 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 o i  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, in a registrant's registration statement or section lO(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 securitics 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. 

llowing the announcement of the then-pending acquisition of WPD Midlands in March 201 1, the rating agencies took the following actions: 

6 

6 

6 

Moody's affirnied 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 PPI, Electric. 

In April 201 I ,  following the completion of PPL's acquisition of WPD Midlands, S&P revised the outlook for PPL, Electric, raised its 
commercial paper rating and affimied its issuer, senior secured and preference stock ratings. 

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 200 I Mortgage Indenture, as discussed in "Long-term Debt Securities" 
above. 

For additional infomiation on PPL Electric's liquidity and capital resources, see "Item 7. Management's Discussion and Analysis of Financial 
Condition and Results of Operations,'' in PPL Electric's 2010 Form IO-K. 
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Risk Management 

&et Risk and Credit-Rkk 

PPL Electric has issued debt to finance its operations, which exposes it to interest rate risk. PPL, Electric had no potential annual exposure to 
increased interest expense, based on a 10% increase in interest rates, at September 30,201 1. PPL Electric estimated that a 10% decrease in 
interest rates at September 30,201 1 would increase the fair value of its debt portfolio by $88 million. 

See Notes 13 and 14 to the Financial Statements in this Form 10-Q and "Risk Management" in PPL Electric's 2010 Form 10-K for additional 
information on market and credit risk. 

Related Party Transactions 

PPL, Electric is not aware of any material ownership interests or operating responsibility by senior management in outside partnerships, 
including leasing transactions with variable interest entities or other entities doing business with PPL, Electric. See Note 11  to the Financial 
Statements for additional information on related party transactions between PPL, Electric and affiliates. 

Environmental Matters 

Protection of the environment is a priority for PPL Electric and a significant element of its business activities. See "Item 1. Business - 
Environmental Matters" in PPL, Electric's 201 0 Form 10-K and Note 10 to the Financial Statements for a discussion of environmental matters. 

See Note 18 to the Financial Statements for a discussion of new accounting guid.6rice pending adoption. 

Application of Critical Accounting.Po1icies 

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 

>ilities. See "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations" in PPL Electric's 2010 Form 
'timates or other ,judgments of matters inherently uncertain: defined benefits, loss accruals, income taxes and regulatory assets and 

13-K for a discussion of each critical accounting policy. 
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LG&E AND KU ENERGY LLC AND SUBSIDIARIES 

&em 2. Manayement's Discussion and Analysis of Financial Condition and Results of Operations 

The following information should be read in conjunction with LKE's Condensed Financial Statements and the accompanying Notes and L,KE's 
20 1 1 Registration Statement. Capitalized terms 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 Operations" includes the following information: 

0 "Overview" provides an overview of L,KE's business strategy, financial and operational highlights and key regulatory matters. 

a "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 L.KE'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 LKE'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 LKE's risk management programs relating to market and credit 
risk. 

O-verdew 

1 i~ :rod uction 

LKE, headquartered in Louisville, Kentucky, is a holding company with utility operations through its subsidiaries, L.G&E and KU. LG&E and 
KU, which constitute substantially all of L,KE's operations, are regulated utilities engaged in the generation, transmission, distribution and sale 
of electricity, in Kentucky, Virginia and Tennessee. LG&E also engages in the distribution and sale of natural gas in Kentucky. 

CIuccessor 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 1,201G, and have been segregated to present pre-acquisition activity as the Predecessor and post-acquisition activity as the 
Succcssor. Predecessor activity covers the time period prior to November 1,201 0. Successor activity covers the time period after October 3 1, 
2010. Certain accounting and presentation methods were changed to acceptable alternatives to conform to PPL's accounting policies, which are 
discussed in the Financial Statcments in LKE's 201 1 Registration Statement. The cost basis of certain assets and liabilities were changed 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 periods are not comparable to the Predecessor periods; however, the core opcrations of L.KE 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, 201 1, includes the effect of LG&E's and KU's base rate increases, which became effective 
August 1,2010, 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 included $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 further discussion and analysis of the results of operations. 
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T_C2_Construct ion 

&E and K U  constructed a 760 MW capacity baseload, coal-fired unit, TC2, which is jointly owned by LG&E (14.25%) and KU (60.75%), 

LG&E and KLJ took care, custody and control of TC2 in January 20 1 1. LG&E and KU and the contractor have agreed to certain amendments 
to 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. A number of remaining issues regarding these matters are still under discussion with the contractors. See Note 
10 to the Financial Statements for additional information. 

,ether with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency (combined 25%). With limited exceptions, 

&gktered Debt Exchange Offe_r by 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 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 I ,  and the exchanges were completed in July 201 1, with 
substantially all of the senior notes and first mortgage bonds being exchanged. See Note 7 to the Financial Statements and the 201 1 
Registration Statements for additional information. 

Legal and Regulatory Matters 

Federal 

CSAPR 

In July 201 1, the EPA signed the CSAPR which finalizes and renames i!ie 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 201 1, the EPA proposed technical 
adjustments t o  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. L,G&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 
' 7  2012 under the CSAPR than were required under the CAIR. 

. or the initial phase of the rule beginning in 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, LG&E and 
KIJ 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 t o  nitrogen oxide emissions, the CSAPR provides a slightly lower amount of allowances compared to those under the 
CAIR. With unccrtainty surrounding the trading program, other compliance options are being analyzed for the Kentucky 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 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. 

Additionally, the Kentucky 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, sulfiir dioxide andor fine particulates. LG&E and KU anticipate that some of 
the nieasiires required for compliance with the CSAPR such as upgraded or new sulfur dioxide scrubbers at some of their 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 LKE could be significant. See Notes 6 and 10 to the Financial Statements for additional information on the CSAPR 
and the regulatory proceeding. 

CPCN Filing 

In September 201 1, 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. L,G&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 KIJ anticipate that the 
NGCC construction and Bluegrass Plant acquisition could require up to 
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$800 million (comprised of up to $300 niillion for L,G&E and up to $500 million for KIJ) in capital costs including related transmission 
projects. Fornial requests for recovery of the costs associated with the NGCC and Bluegrass Plant acquisition were not included in the CPCN 
(;ling 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 

CPCN filing that has discovery, but no hearing, scheduled through early February 2012. A KPSC order on the CPCN filing is anticipated 
..I the second quarter of 20 12. See Note 6 to the Financial Statements for additional information. 

ECR Filing - Environmen/al Upgrades 

In June 201 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 along with the recovery of their expected 
$1.4 billion and $1.1 billion in associated capital costs, as well as operating expenses as incurred. The ECR plans included upgrades that will 
be made to certain of their coal-fired generating stations to continue tc be compliant with EPA regulations. See Notes 6 and 10 to the Financial 
Statements for additional information. 

Virginia Rate Case 

In April 201 1 ,  KIJ 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 coniplete 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 31,2010. 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 KU. 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. 

- Resuits.pf Operations 

As previously noted, L.KE'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, 201 0. When discussing LKE's results of operations for 201 1 compared with 2010 
material differences resulting from the different bases of accounting will be isolated for purposes of comparability. See "Overview - Successor 
and Predecessor Financial Presentation" for further information. 

"'le results for interim periods can be disproportionately influenced by various factors and developments and by seasonal variations. As such, 
results of operations for interim periods do not 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 third quarters and lowest during the second quarter. 

Earnings 

Net Income for the pcriods ended September 30 was: 

Operating Rcvcnucs 
Fucl 
Encrgy purchascs 
Othcr opcration and niainlcnancc 
Dcprcciation 
Taxcs, othcr than inconic 

Total Opcrating Expcnscs 
Othcr lncornc (Expcnsc) - nct 
lntcrcst Expcnsc 
lncornc Taxcs 
Loss from Discontiniicd Opcrations (nct of 

Nct lncornc 
incornc taxcs) 

201 1 
Successor 

$ 736 
245 

32 
I87 
84 
I O  

558 

36 
52 

( 1 )  
$ 89 

Three Months 
2010 % Change 201 1 

Predecessor Successor 

$ 719 2 $  2,140 
250 (2) 666 

Nine Months 

Predecessor 
2010 % Change 

$ 2,035 5 
668 
200 ( 1  1 )  
509 II 
21 1 18 

19 47 
1,607 5 

17 ( 106) 
I37 (21) 
I12 12 

The changes in the components ofNet Income for the periods ended September 30,201 1 and 2010 were due to the following factors as 
provided in the table below. 
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$in 
;r npcration and maintcnancc 

ocprcciation 
Taxcs, other than incornc 
Othcr lncornc (Expcnsc) - nct 
lntcrcst Expcnsc 
Income Taxcs 
Spccial itcrns 
Total 

See "Statement of Income Analysis - Margins - Changes i n  Non-GAAP Financial Measures" for an explanation of margins. 

Higher 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 storms restoration-related costs together with a hazardous 
tree 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 201 1, as these costs are expected to be recovered in rates. 

Higher depreciation was primarily due to TC2 commencing dispatch in January 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. 

Higher other expense - net was primarily due to $29 million and $19 million of other incomo, 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 thrce- 
month period ended September 30, 2010. 

Lower interest expense of $4 million and $14 million for the three and nine-month periods was due to decreases in interest rates and 
decreases of $5 million and $19 million for the three and nine-month periods were due to lower long-term debt balances. 

L,ower 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 nine-month period. 

Management considers energy marketing of expected economic generation capacity in excess of expected load requirements and a terminated 
lease with The Big Rivers Electric Corporation (BREC) to be special items. See Note I4 to the Financial Statements for additional information 
on energy marketing of expected economic generation capacity in excess of expected load requirements and LKE's 201 1 Registration 
Statement for information about BREC. The following are the special items for the periods ended September 30: 

Spccial Itcrns, nct of tax bcncfit (cxpcnsc): 
Encrgy-rclatcd cconornic activity ( $ I ) ,  $0, $0, $0 
BREC tcrminatcd lcasc $ I ,  $0, $ I ,  $ 1  

Total 

Oirtlook 

Nine Montlis lncomc Statcmcnt Three Months 
Linc ltctn 201 J 2010 201 1 2010 

Successor Predecessor Successor Predecessor 

Operating rcvcnucs $ I $ I 
Discontinucd opcrations ( 1 )  ( 1 )  $ (2) 

$ $ $ (21 

Excluding special items, in 201 I compared with 2010, L,KE expects higher retail revenues and lower financing costs partially offset by higher 
depreciation and other operating costs. Retail revenues are expected to increase as a result of the Kentucky rate cases and recoveries associated 
with environmental investmcnts. 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 L,KE used to repay higher cost debt. Depreciation and other 
operating costs are expected to increase resulting from increases in regulated utility plant including commencing dispatch of TC2 in January 
201 1 to serve customer demand. 
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Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," 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 L.KE's 201 1 Registration Statement for a discussion of the 
+ks, uncertainties and factors that may impact future earnings. 

..atement of Income Analysis - 
Margin 

Non-GAAP Financial Measus 

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 performance measure of L.KE's 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 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 revenues from LKE's operations. LKE 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 LKE's operations and analyze actual results compared to budget. 

Reconciliation of Non-QAAP Financial Mea_su_res 

The  following tables reconcile "Operating Income" to "Margin" as defined by LKE for the periods ended September 30. 

Operating Rcvcnucs 
Operating Expcnscs 

Fucl 
Encrgy purchases 
M e r  opcration and maintcnancc 
Jcprcciation 

Taxcs,  othcr than income 
Total Opcrating Expcnscs 

Total 

Operating Revcnucs 
Operating Expcnscs 

Fucl 
Encrgy purchascs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, othcr than incoinc 

Total Opcrating Expcnscs 
Total 

2011 Three Months -Successor 
Operating 

Margin Other (a) Income (b) 

$ 734 $ 2 $  736 

24 5 245 
32 32 
26 161 187 
12 72 84 

315 243 558 
$ 419 $ (241) $ I78 

2010 Three Months - Predecessor 
Operating 
Income (b) Margin Other (a) 

$ 720 $ ( 1 )  $ 719 

250 250 
39 39 
20 157 I77 
I I  62 73 

5 5 
320 224 544 

$ 400 $ (225) $ I75 

201 1 Nine Months - Successor 2010 Nine Months - Predecessor 
Operating Operating 

Margin Other (a) Income (b) Margin Otlier (a) Income (b) 

$7 2,139 $ I $  2,140 

666 666 
I79 I79 
67 499 566 
37 212 24 9 

28 28 
949 739 1.688 

$ 1,190 $ (738) $ 452 

$ 2,034 $ 1 %  2,035 

668 668 
200 200 

52 457 509 
31 I80 21 I 

19 19 
95 I 656 1.607 

$ 1,083 $ (655) S 428 

(a) 
(b) 

Rcprcscnts amounts that arc cxcludcd from Margin. 
As rcportcd on thc Statcmcnts o f  Incomc. 

Changes in Non-GAAP Financial Measures 

Margins were higher by $19 million and $107 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. 
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Other Operation and Maintenance 

inges in other operation and maintenance expense for the periods ended September 30,201 1, compared with the same periods in 2010, were 
3 to the following. 

Stcam maintcnancc (a) 
PPL. support chargcs 
Stcam opcrations (b) 
Distribution maintcnancc (c) 
Fucl for gcncration (d)  
Othcr 
Total 

T h r e e  Months Nine Months 

$ I I  
$ 3 12 

3 I I  
3 8 
3 I O  

(2 ) 5 
$ I O  $ 51 

(a) 
(b) 
(c) 

Primarily duc to incrcascd scopc oFschcdulcd outagcs including those at Ghcnt and Grccn Rivcr. 
Variablc cxpcnscs incrcascd duc to incrcascd gcncration, thc rcsult of TC2 commcncing dispatch in 201 I ”  
Thc ninc months cndcd Scptcinbcr 30,201 I ,  rcsultcd from highcr storm costs along with incrcascd amorlization of  wind and ice storms rcstoration-rclatcd costs and a 
hazardous trcc rcnioval project initiatcd in August 2010. This incrcasc was partially offsct by $6 million of2009 wintcr storm rcstoralion cxpcnscs bcing rcclassificd to a 
rcgulatory assct in 201 I ,  as thcsc costs arc cxpcctcd to bc rccovcrcd in ratcs. 
Fucl handling costs arc includcd in fucl for clcctric gcncration on thc Statcincnts of lncomc for thc thrcc and ninc months cndcd Scptcmbcr 30, 2010, and arc in othcr 
opcration and maintcnancc cxpcnsc on thc Statcmcnts of lncomc for thc thrcc and ninc months cndcd Scptcmbcr 30,201 I 

(d) 

Depreciation 

Changes in depreciation for the periods ended September 30,201 1 ,  compared with the same periods in 2010, were due to the following: 

TC2 (dispatch began in  January 201 I )  
E.W Brown sulfur dioxidc scrubbcr (placcd in-scrvicc in Junc 2010) 
Othcr 
Total 

T h r e e  M w ; h s  Nine Months 

$ 8 $  23 
7 

3 8 
$ I I  $ 38 

‘+her Income (Expense) - net 

Changes in other income (expense) - net for the periods ended September 30,201 1, compared with the same periods in 2010, were due to the 
following: 

Three  Months Nine Months 

Othcr incoinc includcd in  thc pcriods cnding Scptcmbcr 30, 2010, rcsultcd from the cstablishmcnt of 

Othcr 
Total 

rcgulatory asscts for prcviously rccordcd iosscs on intcrcst ratc swaps 

Interest Expense 

Changes in interest expense for the periods ended September 30, 201 1, compared with the same periods in 2010, were due to the following: 

Three  Months Nine Months 

lntcrcst ratcs (a) 
Long-tcrm dcbt balanccs (b) 
Othcr 
Total 

(a) 

(b) 

lntcrcst r a t a  on thc first mortgagc bonds and scnior notcs wcrc lowcr than thc ratcs on thc loans from Fidclia Corporation and othcr E.ON AG affiliatcs, which wcrc 
rcplaccd. 
LKE’s long-tcrin dcbt principal balance was $886 million lowcr as of Scptcinbcr 30, 201 I comparcd to 2010, primarily duc lo an equity contribution from PPL of $1.6 billion 
at thc tiinc of acquisition. 
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Income Taxes 

anges in income taxes for the  periods ended September 30 ,20  11, compared with the same periods in 2010, were due to the following: 

Highcr (iowcr) prc-tax book incornc 
Othcr 
Total 

___.-.I_ Financial ~ Condition _- 

Liquidity and Capital Resources 

LKE had the following at: 

Cash and cash cquivalcnts 
Short-tcrm invcstincnts (a) 

Three Months Nine Months 

$ (7) $ 14 
( 1 )  

$ (7) $ 13 

September 30,2011 December 31,2010 

$ 170 $ I 1  
I63 

$ 170 $ 174 

$ I63 Short-term dcbt (b) 

(a) 

(b) 

Rcprcscnts tax-cxcmpt bonds issued by Louisvillc/Jcffcrson County, Kentucky, on bchalf of LG&E that wcrc purchascd from thc rcmarkcting agcnt in 2008. Such bonds 
wcic rcmarkctcd to unaffiliatcd investors in Janu-Iy 2GI I .  SCC Notc 17 to thc Financial Statcmcnts for additional information 
llcprcscnts bonowings undcr LG&E's $400 million syndicatcd crcdit facility Scc Notc 7 to thc Financial Statcrncnts for additional information 

The $1.59 million increase in LKE's cash and cash equivalents position was primarily the net result of: 

o 

o 

cash provided by operating activities of $674 million; 
proceeds of $2.50 million from 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 same 
period in 2010, primarily d u e  to: 

an increase in net income of $23 million adjusted for non-cash effects of  $14.5 million (depreciation of $38 million, deferred income taxes 
and investment tax credits of $123 million and the recording of a regulatory asset for previously recorded losses on interest rate swaps of 
$22 million, partially offset by defincd benefit plans - expense of $17 million, unrealized (gains) losses on derivatives of  $14 million and 
other noncash items of $7 million); 
a net decrease in working capital from accounts receivable, accounts payable and unbilled revenue of $74 million due to the timing of cash 
receipts and payments, a n  increase in base rates effective August 2010, colder weather (more heating degree days) in December 2010 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 encrgy and aluminum production credit payments of $4.5 million made in 2010 under the smelter contract; and 
a decrease in fuel of $44 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 fuel consumption due to the dispatch of TC2 beginning in January 201 1; 
partially offset by 
an increase in discretionary defined benefit plan contributions of $105 million made in order to achieve LKE's long-term funding 
requirements. 

____ Credit - Facil _-__ it ies 

At September 30,201 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 
Capacity Borrowed Credit Issued Capacity 

'E Crcdit Facility with a subsidiary of PPL Encrgy Supply 
3rE Crcdit Facility (a) (d) 

,\Cl Crcdit Facilitics (a) (b) (d) 
Total Crcdit Facilities (c) 

$ 300 
400 

$ 300 
400 

598 $ 198 400 
$ 1,298 $ 198 $ 1,100 

(a) 

(b) 

In Junc 201 I ,  LG&E and KU cach amcndcd its rcspcctivc Syndicated Crcdit Facility such that thc fecs and thc sprcad to bcnchmark intcrcst ratcs for borrowings dcpcnd 
upon thc rcspcctivc company's scnior sccurcd long-tcrm dcbt rating rathcr than thc scnior unsccurcd dcbt rating. 
In April 201 I ,  KU cntcrcd into a ncw $198 million lcttcr of crcdit facility that has bccn uscd to issuc lcttcrs of crcdit to support outstanding tax cxcmpt bonds. Thc facility 
maturcs in April 2014. In August 201 I ,  KU aincndcd its Icttcr ofcrcdit facility such that thc fccs dcpcnd upon KU's scnior sccurcd long-tcnn dcbt rating rathcr lhan thc 
scnior unsccurcd dcbt rating. 
Total borrowings outstanding undcr LKE's crcdit facilitics dccrcascd on a nct basis by $163 million sincc Dcccmbcr 31,2010. 
In Octobcr 201 I ,  L.G&E and KU cach amcndcd its rcspcctivc syndicatcd crcdit facilitics. Thc amcndmcnts included cxtcnding thc expiration datcs from Dcccrnbcr 2014 to 
Ocrobcr L0i 6 .  Undcr thcsc facilitics, LG&E and KU cach continuc to havc thc ability to makc cash borrowings and to rcqucst tlic lcndcrs to issuc lcttcrs of  crcdit. 

(c) 
(d) 

The commitments under L,KE's Syndicated Credit Facilities are provided by a diverse bank group, with no one bank and its affiliates providing 
an aggregate commitment of more than 9% of the total committed capacity; however, the PPL affiliate provides a commitment of 
approximately 23Y0 of the total facilities listed above. 

See Note 7 to the Financial Statements for fiirther discussion of LKE's credit facilities. 

LongSe-rm.Debt Securities 

In January 201 1, L.G&E remarketed $163 million of variable rate tax-exempt revenue bonds, which were issued on its behalf by 
L.ouisville/Jefferson County, Kentucky to unaffiliated investors in a term rate mode, bearing interest at 1.90% into 2012. The proceeds f r c r  
the remarketing were used to repay a $1 63 million borrowing under L.G&E's Syndicated Credit Facility. 

At September 30, 201 1, LKE's tax-exempt revenue bonds that are in the form 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 1, thc weighted-average rate on LG&E's and KU's auction rate bonds in total was 0.27%. 

1,KE's long-term debt securities activity through September 30,201 1 was: 

Debt 
Retirement Issuances 

LKE Scnior Notcs 
Total Cash Flow Impact 

Non-cash Exchanges 
LKE, Scnior Notcs (a) 
LG&E First Mortgage Bonds (a) 
KU First Mortgagc Bonds (a) 

Total Exchangcd 
Nct lncrcasc 

$ 250 

(a) In April 20 I I, L.KE, LG&E and KU cach filcd a 201 I Rcgistration Statcmcnt with thc SEC rclatcd to offcrs to cxchangc sccuritics issucd in Novcmbcr 2010 in transactions 
not rcgistcrcd undcr thc Sccuritics Act of 1933 with similar but rcgistcrcd sccuritics. Thc 201 I Rcgistration Statcrncnts bccamc cffcctivc in Junc 201 I, and thc cxchangcs 
wcrc complctcd in July 201 I ,  with substantially all sccuritics bcing cxchangcd. , 

LKE's long-term debt securities activity since September 30,201 1 consists of the retirement of the $2 million LG&E and KU Capital LLC 
Medium Term Note which matured on November 1,201 1. 

See Note 7 to the Financial Statements for additional information about long-term debt securities. 

l&ahg_&ency Decisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of L,KE 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 LIKE and other sources. The ratings of Moody's, 
S&P and Fitch are not a reconimendation to buy, sell or hold any securities of LKE or its subsidiaries. Such ratings may be subject to revisions 
nr 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 

-.,drkets. 
xities. A downgrade in LKE's or its subsidiaries' credit ratings could result in higher borrowing costs and reduced access to capital 

In LKE's 201 1 Registration Statement, L.KE 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, in 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 with respect to LKE'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 LKE and its 
subsidiaries and their respective securities may be found, without charge, on each of the respective ratings agencies' websites, which ratings 
together with all othcr information 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 : 

e Moody's affirmed all of the ratings for LKE and all of its rated subsidiaries; 
S&P revised the outlook for LKE, LG&E and KIJ and lowered the issuer and senior unsecured ratings of L.KE and the issuer, senior 
secured and short-term ratings of LG&E and KU; and 
Fitch affimied all of the ratings for LKE and all of its rated subsidiaries. 0 

In April 201 1, S&P took the following actions following the completion of PPL.'s acquisition of WPD Midlands: 

e 

m 

e 

revised the outlook for L.KE and all of its rated subsidiaries; 
raised the short-term ratings of LG&.E and KU; and 
affirmed all of the long-temi ratings for L.KE and its rated subsidiaries. 

In May 201 1,  S&P downgraded the long-term rating of four series of pollution control bonds issued on behalfof KU by one notch in 
connection with the substitution of the letters of credit enhancing these four bonds. 

. September 201 1, Moody's affirmed the issuer ratings for LG&E and KU and all of the ratings for LKE. 

Ratings Triggers 

L,KE 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 L,KE'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, 
201 1. 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 counterparties was $92 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. 

The table below shows LKE's capital expenditure projections at September 30, 201 I .  

Construction cxpcnditurcs (a) 
Gcncnting facilities 
Transmission and distribution facilitics 
Environmcntal (b) 
Otlicr 

Total Construction Expcnditurcs 

Projected 
201 1 201 2 2013 2014 201 5 

$ 137 $ 128 $ 155 $ 158 $ 126 
219 266 303 289 294 
I63 71 I 1,140 1,065 824 
26 52 48 42 61 

$ 545 $ 1,157 $ 1,646 $ 1,554 $ 1.31 I 

I63 71 I 1,140 1,065 824 
26 52 48 42 61 

$ 545 $ 1,157 $ 1,646 $ 1,554 $ 1.31 I 
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(a) 
(b) 

Construction cxpcnditurcs include AFUDC, which is not cxpcctcd to bc significant for thc ycars 201 I through 201 5 .  
lncludcs approximatcly $700 million of currcntly cstiinablc costs rclatcd to rcplaccmcnt gcncration units duc to EPA rcgulations not rccovcrablc through thc ECR 
mcchanism. LKE cxpccts to rccovcr thcsc costs over a pcriodcquivalcnt to thc rclatcd dcprcciablc livcs of thc asscts through basc rates cstablishcd by futurc ratc cascs 

E's capital expenditure projections for the years 201 1 through 201 5 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 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 recovery through the ECR mechanism. 

For additional infomation, see "Liquidity and Capital Resources" in LKE's 201 1 Registration Statement. 

Risk Managcment 

-.__..I-. Market Risk - - 

See Notes 13 and 14 to the Financial Statements for information about L,KE's risk management objectives, valuation techniques and accounting 
designations. 

The forward-looking information presented below provides estimates of what may occur in the hture, assuniing 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 normal market conditions at a given confidence level. 

Coniniodity Price Risk 

LG&E's and KU's rates are set by regulatory commissions and the fuel costs incurred are directly recoverable from customers. A5 a result, 
L.G&E and KU are subject to cnnimodity price risk for only a small portion of on-going business operations. LKE conducts energy trading and 
risk management activities to maximize the value of the physical assets at times when the assets are not required to serve LG&E's and KU's 
customers, and LKE manages energy commodity risk using derivative instruments, including swaps and forward contracts. 

The balances and changes in the net fair value of LKE'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 information. 

,erest Rate Risk 

LKE and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. LKE utilizes various financial 
derivative instnimcnts to adjust the mix of fixed and floating interest rates in its debt portfolio when appropriate. Risk limits under PPL,'s risk 
management prograni 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. 

L,KE is also exposed to changes in the fair value of its debt portfolio+ LKE estimated that a 10% decrease in interest rates at September 30, 
201 1, would increase the fair value of its debt portfolio by $121 niillion. 

At September 30, 201 1, LKE had the following interest rate hedges outstanding: 

Economic hcdgcs 
lntcrcst ratc swaps (b) 

Effect of a 

Movement 
Pair Value, 10% Adverse 

Exposure Net -Asset 
Hedged (Liability) (a) in Rates 

$ 179 $ (58) $ (4) 

(a) lncludcs accrucd intcrcst. 
(b) LKE utilizes various risk managcmcnt instrumcnts to rcducc its cxposurc to thc cxpcctcd future cash flow variability of its dcbt instrurncnts. Thcsc risks includc cxposurc to 

advcrsc intcrcst ratc movcmcnts for outstanding variablc ratc dcbt and for futurc anticipatcd financing. Whilc LKE is cxposcd to changcs in thc fair valuc of thcsc 
instrumcnts, any changcs in thc fair valuc of such cconomic hcdgcs arc rccordcd in rcgulatory asscts and liabilitics. Thc changes in fair valuc of thcsc instrumcnts arc thcn 
rcclassificd into carnings in tlic samc pcriod during which thc itcm bcing hcdgcd affccts camings. Scnsitivitics rcprcscnt a 10% advcrsc movcmcnt in intcrcst ralcs. 
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L.KE is exposed to potential losses as a rcsult of nonperformance by counterparties of their contractual obligations. LKE maintains credit 
oolicies and procedures to limit counterparty credit risk including evaluating credit ratings and financial information along with having certain 

interparties post margin if the credit exposure exceeds certain thresholds. 
,E is exposed to potential losses as a result of nonpayment by customers. LKE maintains an allowance for doubtful accounts primarily 

composed of accounts aged more than four months. Accounts are written off as management determines then1 uncollectible. 

Certain of LKE'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 infomiation regarding exposure and the risk management activities. 

Related Party Transwtions 

LKE is not aware of any material ownership interest or operating responsibility by senior management of L,KE, LG&E or KU in outside 
partnerships, including leasing transactions with variable interest entities or other entities doing business with LKE. See Note 11 to the 
Financial Statements for additional information on related party transactions between LKE and its affiliates. 

Environmental Matters 

Protection 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 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 requirements or scope of environmental 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. zrrd may impact the costs for their products or 
their demand for LKE's services. See "Business - Environmental Matters" in L.KE's 201 1 Registration Statement and Note I O  to the Financial 
Statements for a discussion of environmental matters. 

N!A.ccount.ng Guidance 

See Note 18 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Application of Critic.aJ 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 
cstiniates or othcr judgments of matters inherently uncertain: price risk management, regulatory mechanisms, 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 L.KE's 201 1 Registration Statement for a 
discussion of each critical accounting policy. 
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L,OUISVILLE GAS AND ELECTRIC COMPANY 

Item 2. Managelpenes Discussion and Analysis of Financial Condition and Results of Operations 

.le following information should be read in conjunction with L,G&E's Condensed Financial Statements and the accompanying Notes and 
LG&E's 201 1 Registration Statement. Capitalized terms 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 Operations" includes the following infomiation: 

8) "Overview" provides an overview of LG&E's business strategy, financial and operational highlights and key regulatory matters. 

o "Results of Operations" provides a summary bf LG&E'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 L,G&E's Statements of Income, comparing the three and nine months ended September 30, 201 1 with the same periods in 
20 10. 

o "Financial Condition - L.iquidity 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 projections. 

e "Financial Condition - Risk Management" provides an explanation of LG&E's risk management programs relating to market and 
credit risk. 

Q_verview 

Introduction 

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 

;&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 time period prior to November 1, 2010. Successor activity covers the time period after October 31, 
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 LG&E's 201 1 Registration Statement. The cost basis of certain assets and liabilities were changed 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 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&E's base rate increase, which became effective August 1, 
2010, 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 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 further discussion and analysis of the results of operations. 

184 



I G&E and KU constructed a 760 MW capacity baseload, coal-fired unit, TC2, which is jointly owned by L,G&E (14.25%) and KIJ (60.75%), 
ether with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency (combined 25%). With limited exceptions, 

..,,;&E and KIJ took care, custody and control of TC2 in January 201 1. L,G&E and KU and the contractor have agreed to certain amendments 
to 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. 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 information. 

Registered DebtExchange Offer by LG&E 

In April 201 1, LG&E filed a Registration Statement 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 201 1 
Registration Statement became effective in June 201 1, and the exchange was completed in July 201 1 with all of the first mortgage bonds being 
exchanged. See Note 7 to the Financial Statements and L,G&E's 201 1 Registration Statement for additional information. 

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 Kentucky plants. The CSAPR is meant to facilitate attainment ofambient 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 
ad,justnients 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 greatcr reductions in sulfur dioxide emissions will be required beginning in 2012 
under the CSAPR than were required under the CAIR. 

-7r the initial phase of the rule beginning in 2012, sulfur dioxide allowance allocations are expected to be greater than the forecasted emissions 
;cd 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, othcr compliance options are bcing analyzed for the Kentucky plants, 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 is seeking recovcry of its expected costs to comply with the CSAPR and certain othcr FPA requirements through the ECR plan 
filed with the KPSC in June 201 1. 

Additionally, LG&E'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/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 dio.xide standard. If additional reductions were to be required, the economic 
impact to LG&E could be significant. See Notes 6 and 10 to the Financial Statements for additional information on the CSAPR and the 
regulatory proceeding. 

Kentucky 

CPCN Filiug 

In September 201 1, 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 49.5 MW of peak generation supply. LG&E and KU anticipate that the 
NGCC construction and Bluegrass Plant acquisition could require up to $800 million (comprised of up to $300 million for LG&E and up to 
$500 niillion for KU) in capital costs including related 



transniission 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 hture base rate case filing. A KPSC order on the CPCN filing is 
-mticipated in the second quarter of 2012. The KPSC issued an Order on the procedural schedule in the CPCN filing that has discovery, but no 

ring, scheduled through early February 2012. See Note 6 to the Financial Statements for additional infomiation. 

ECR Filing - Environmer~tal Upgrades 

In June 201 1, in order to achieve compliance with new and pending mandated federal EPA regulations, LG&E 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 $1.4 
billion in associated capital costs as well as operating expenses as incurred. The ECR plan included upgrades that will be made to certain of 
L,G&E's coal-fired generating stations to continue to be compliant with EPA regulations. See Notes 6 and 10 to the Financial Statements for 
additionr,! infomiation. 

- Resultsc&Qpxrera&om 

As previously noted, L,G&E'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 LG&E's results of operations for 201 1 compared with 2010 
material differences resulting from the different bases of accounting will be isolated for 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 for the year or for future 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 Nine Months 

Successor I Predecessor Successor I Predecessor 
201 I 2010 % Change 201 1 2010 % Change I I 

crating Rcvcnucs 
.I 

Lncrgy purchascs 
Othcr opcration and inaintcnancc 
Dcprcciation 
Taxcs, othcr than incoinc 

Total Opcraling Expcnscs 
Othcr lncoinc (Expcnsc) - iict 
Interest Expcnsc 
lncoinc Taxcs 
Nct lncoinc 

$ 340 
98 
31 
91 
37 

5 
262 

I I  
24 

$ 43 

s 327 4 $  1,035 
265 
180 

I04 (6 )  
23 35 
85 7 272 
35 6 1 I O  

3 61 14 
250 5 84 I 

34 
29 ( 1  00) 
I I  

$ 972 6 
277 (4) 
I46 23 
250 9 
I04 6 

I I  27 
788 7 

17 (100) 
34 

The changes in the components of Net Income for the periods ended September 30,201 1 and 2010 were due to the following factors as 
provided in the table below. 

Margin 
Othcr opcration and maintcnancc 
Dcprccidtion 
Taxcs, otlicr than incomc 
Othcr lncomc (Expcnsc) - nct 
incomc Taxcs 
Total 
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e 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 maintenance costs of $2 million and $8 million for the 
three and nine-month periods due to amortization of storm restoration related costs, together with a hazardous tree removal project initiated 
in August 2010. 

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 30,2010. 

L.ower pre-tax income resulted in lowx income taxes of $1 1 million and $3 million for the three and nine-month periods. 

e 

c 

Outlook 

L,G&E expects higher retail revenues and lower financing costs in 201 1 compared to 2010 due to the issuance in late 2010 of first mortgage 
bonds that L,G&E used to repay higher cost debt, offset by lower other income and higher depreciation. Retail revenues are expected to 
increase as a result of the Kentucky rate case. The reduction in other income (expense) - net is the result of the recognition of regulatory assets 
associated with the interest rate swaps in 2010 while higher depreciation is projected due to commencing dispatch of TC2 in January 201 1 to 
serve custonier demand. 

Earnings in 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 2, Notes 6 and 10 to 
the Financial Statements in this Fomi IO-Q and "Business," and "Risk Factors" in LG&E's 201 1 Registration Statement for a discussion of the 
risks, uncertainties and factors that may impact future earnings. 

Statement of Income Analysis - 
Margin 

No-n=GAAP_Financia1B/I_easu~ 

The following discussion includes financial information prepared in accordance wit.. GAAP, as well as a non-GAAP financial measure, 
largin." Margin is not intended to replace "Operating Income,'' which is detemiined in accordance with GAAP as an indicator of overall 
zrating perfomlance. Other companies may use different measures to analyze and to report on the results of their operations. Margin is a 

single financial performance measure 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 recovery of certain expenses, returns on capital 
investments associated with environmental regulations and perfomlance incentives. Certain costs associated with these niechanisnis, primarily 
ECR and DSM, are rccordcd as "Other operation and maintenance" expenses and the depreciation associated with ECR equipment is recorded 
as "Dcpreciation" cxpense. As a result, this measure represents the net revenues from LG&E's operations. LG&E believes that Margin 
provides another criterion to make investment decisions. This performance measure is used, in conjunction with other information, internally 
by senior managenicnt to manage operations and analyze achial results compared to budget. 

Reconciliationpf NonzGAAEFinan_c_ial Meas l r s  

The following tables reconcile "Operating Income" to "Margin" as defined by LG&E for the periods ended September 30. 

Opcrating Rcvcnucs 
Opcrating Expcnscs 

Fuel 
Encrgy purch~scs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, othcr than incomc 

Total Opcrating Expcnscs 
Total 

201 I Three Months -Successor 
Operating 

Margin Other (a) Income (b) 

$ 339 $ I $  340 

98 98 
31 31 
IO 81 91 

I 36 37 
5 5 

140 I22 262 
$ 199 $ (121) $2 I 8  

2010 Three Months - Predecessor 
Operating 

Margin Other (a) Income (b) 

$ 328 $ ( 1 )  $ 321 

I04 I04 
23 21 
8 I?  85 
I 34 35 

3 3 
I36 I14 250 

$ 192 $ (115) $ I1 
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Opcrating Rcvcnucs 
Opcrating Expcnscs 

Fucl 
Encrgy purchascs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, othcr than incomc 

Total Opcrating Expcnscs 
Total 

201 I Nine Months - Successor 
Operating 

Other (a) Income (b) 

$ 1,034 $ I $  1,035 

265 265 
I80 I80 
30 242 212 
2 IO8 I IO 

14 14 
411 764 84 I _. 

$ 551 $ (303) $ I94 

2010 Nine Months - Predecessor 
I Operating 

Margin Other (a) ~ n c o m e  (6) 

971 $ I $  912 

211 211 
146 I46 
24 226 250 
6 98 I04 

I I  I 1  
453 335 788 
518 $ (334) $ I84 -- - -. $ 

(a) 
(b) 

Rcprcscnts amounts that arc cxcludcd from Margin. 
As rcportcd on thc Statcmcnts of Incomc. 

Changes in Non-GAAP Financial Measures 

Margins were higher by $7 million 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 endcd September 30, 701 1, comparcd with the same periods in 2010, were 
due to the following. 

Three Months Nine Months 

Distribution maintenance (a) 
Administrativc and gcncral 
Fuel for gcncration (b) 
Othcr 

tal 

$ 2 $  8 
5 

2 5 
2 4 

$ 6 $  22 

(a) 
(b) 

Thc thrcc and ninc-month periods incrcascd duc to amortization of storm rcstoration-rclatcd costs along with a hazardous trcc rcmoval projcct initiated in August 2010. 
Fucl handling costs arc includcd in fucl for clcctric gcncration on thc Statcmcnts o f  lncomc for thc thrcc and ninc months cndcd Scptcmbcr 30, 2010, and arc in othcr 
opcration and maintcnancc cxpcnsc on thc Statcmcnts OF lncomc for thc thrcc and ninc months cndcd Scptcmbcr 30.20 I I. 

Depreciation 

Depreciation increased by $2 million and $6 million for the three and nine months ended September 30,201 1,  compared with the same periods 
in 2010. The increase was primarily due to commencing dispatch of TC2 to serve customer demands beginning in January 201 1. 

Other Income (Expense) - net 

Changes in other income (expense) - net for the periods ended September 30,201 1,  compared with the same periods in 2010, were due to the 
following: 

Three Months Nine Months 

Othcr incomc includcd in the periods ending Scptcmbcr 30,2010, rcsultcd from thc cstablishmcnt of 

Othcr 
Total 

rcgulatory asscts for prcviously rccordcd losscs on intcrcst ratc swaps 
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Income Taxes 

wges in income taxes for the periods ended September 30, 201 1, compared with the same periods in 2010, were due to the following: 

Lowcr prc-tax book income 
Othcr 
Total 

Financial Condit-ion 

Liquidity and Capital Resources - '  

L,G&E had the following at: 

September 30,2011 December 31,2010 

Cash and cash cquivalcnts 
Short-tern invcstrncnts (a) 

$ I63 Short-term debt (b) 

(a) 

(b) 

Rcprcsclrs tax-cxcmpt bonds issucd by LouisvilIclJcfTcrson County, Kcntucky, on bchalfof LG&E that wcrc purchascd from thc rcmarkcting agcnt in 2008. Such bonds 
wcrc rcmarkctcd 1 3  unaf'tiliatcd invcstors in January 201 I .  Sc? Plotc 17 to thc Financial Statcmcnts for additional information 
Rcprcscnts borrowings undcr LG&E's $400 million syndicatcd crcdit facility. Scc Notc 7 to thc Financial Statcmcnts for additional inforrne:ion. 

The $73 million increase in L.G&E's cash and cash equivalents position was primarily the net result of: 

o 

P 

cash provided by operating activities of $274 million; 
capital expenditures of $122 million; and 
the payment of $55 million of common 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 2010, primarily due to: 

o a decrease in net income of $5 million adjusted for non-cash effects of $3 1 niillion (depreciation of $6 million, defined benefit plans - 
expense of $7 million, deferred income taxes and investment tax credits of $8 niillion, the recording of a regulatory asset for previously 
recorded losses on interest rate swaps of $22 niillion and other noncash items of $2 million, partially offset by unrealized (gains) losses on 
derivatives of $14 million); 
a net decrease in working capital from 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 wcather (more heating degree days) in December 2010 as 
compared with December 2009, and milder weather (fewer cooling degree days) in September 201 1 as compared with September 2010; 
a decrease in he1 of $27 million, which was driven by higher volumes purchased in 2010 in preparation for the commercial operation of 
TC2 originally expected in mid-2010; and 
a decrease in cash refunded to customers of $26 million due to @or period over recoveries related to the gas supply clause filings in 2009; 
partially offset by 
an increase in discretionary defined benefit plan contributions of $44 million made in order to achieve L,G&E's long-term hnding 
requirements. 

e 

o 

0 

o 

Credit FaciIjtiG 

At September 30,201 1, LG&E's committed borrowing capacity under its credit facilities and the use of this borrowing capacity were: 
Unused 

Capneity Borrowed Credit Issued Capacity 
Letters of  

Syndicated Crcdit Facility (a) (b) $ 400 $ 400 
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(a) In Junc 201 I ,  LG&E aincndcd its Syndicatcd Crcdit Facility such that the fccs and the sprcad to benchmark intcrcst ratcs for borrowings dcpcnd upon LG&E's senior sccurcd 
long-tcnn dcbt rating rathcr than llic scnior unsccurcd dcbt rating. Total borrowings outstanding undcr this facility dccrcascd on a nct basis by $163 million sincc Dcccmbcr 
31, 2010. 
In Oclobcr 201 I ,  LG&E aincndcd its Syndicatcd Crcdit Facility. Thc aincndincnt includcd cxtcnding thc cxpiration datc froin Dcccmbcr 2014 to October 2016. Undcr this 
facility LG&E cont inua to havc the ability 10 rnakc cash borrowings and to rcqucst thc lcndcrs to issuc Icttcrs ofcrcdit. 

The commitments under LG&E's Syndicated 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 available to LG&E. 

L,G&E participates in an intercompany money pool agreement whereby LKE and/or KIJ make available to LG&E hnds 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 3 1,2010 was 0.25%. 

See Note 7 to the Financial Statements for further discussion of LG&E's credit facilities. 

-- Long-le__rm_Debt Securides 

In January 201 I ,  LG&E reniarketed $163 million of variable rate tax-exempt revenue bonds, which were issued on its behalf by 
L,ouisville/Jefferson County, Kentucky to unaffiliated investors in a term rate mode, bearing interest at 1.90% into 2012. The proceeds from 
the reniarketing were used to repay a $163 million borrowing under L,G&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 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 Septenibcr 30,201 1, the weighted-average rate on LG&E's auction rate bonds in total was 0.26%. 

Since June 30, 201 1 ,  thcre have been3535 million of issuances and $535 million of retirements of L.G&E's First Mortgage Eknds related to the 
non-cash exchange of bonds. In April 201 I ,  LG&E filed a 201 I Registration Statement with the SEC related tooffers to exchange securities 
issued in November 2010 in transactions not registered under the Securities Act of 1933 with similar but registered securities. The 201 1 
Registration Statement became effective in June 201 I and the exchanges were completed in July 201 1, with all securities being exchanged. 

See Note 7 to the Financial Statenients for additional information about long-term debt securities. 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of LG&E. 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 i t  
issues. The credit ratings of LG&E are based on infomiation provided by LG&E and other sources. The ratings of Moody's, S&P and Fitch 
are not a rcconimcndation IO 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 
L.G&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 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 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 LG&E's ratings, but without 
stating what ratings havc been assigned to L,G&E'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 information 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 outlook for L.G&E and lowered the issuer, senior secured and short-temi ratings of LG&E; and 
Fitch affirmed the ratings for LG&E. 

o 

in April 201 I ,  S&P took the following actions following the completion of PPL's acquisition of WPD Midlands: 

a 

e 

s 

revised the outlook for LG&E; 
raised the short-term ratings of LG&E; and 
affirmed the long-temi ratings for LG&E. 

In September 201 1, Moody's affirmed the issuer rating for L.G&E. 

Rating Triggers 

LG&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 L,G&E to post additional collateral, or permitting 
the counterparty to terminate the contract, if LG&E's credit rating 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 derivativc 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 maximum 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 opcrations and interest rate contracts. 

~.,p~tai-!!penditures 

The table below shows LG&E's capital expenditure projections at September 30, 201 1 .  

Construction cxpcnditurcs 
Generating facil itics 
Transmission and distribution facilitics 
Environmental (a) 
Othcr 

Total Construction Expenditures 

Projected 
201 1 2012 2013 2014 2015 

$ 71 $ 56 $ 95 $ 97 $ 47 
I I4 147 I53 146 155 
24 27 I 586 50 I 396 

6 26 25 21 34 
$ 215 $ 500 .% 859 $ 765 $ 632 

(a) Includcs approximately $200 million of currcntly estimable costs related to replacement gcneration units due to EPA regulations not recoverable through the ECR 
mcchanism. LG&E expects to rccovcr thcsc costs over a period cquivalcnt to the related dcprcciablc lives of the assets through base rates established by futurc rate cases. 

L.G&E's capital cxpenditure projections for the years 201 I through 201 5 total approximately $3 billion. Capital expenditure plans are revised 
pcriodically to rcflcct changes in operational, market and regulatory conditions. This table includes current estimates for LG&E's 
environmental projccts related to new and anticipated EPA conipliance standards. Actual costs may be significantly lower or higher depending 
on the final requirenicnts. Certain environmental compliance costs incurred by L.G&E in serving KPSC jurisdictional customers are generally 
eligible for recovery through the ECR mechanism. 

For additional infomiation, see "L.iquidity and Capital Resources" in LG&E's 201 1 Registration Statement. 

Risk Management 

- Market - Risk 

See Notes 13 and 14 to the Financial Statements for information about LG&E's risk management objectives, valuation techniques and 
accounting dcsignations. 

The forward-looking information presented below provides estimates of what may occur in the future, assuming certain adverse market 
conditions and model assuniptions. 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 normal market conditions at a given confidence level. 
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Commodity Price Risk 

G&E's rates are set by regulatory commissions and the fuel costs incurred are directly recoverable from customers. As a result, LG&E is 

;tivities to maximize the value of the physical assets at times when the assets are not required to serve its customers, and LG&E manages 
'?ject to commodity price risk for only a small portion of on-going business operations. LG&E conducts energy trading and risk management 

energy commodity risk using derivative instruments, including swaps and forward contracts. 

The balances and changes in the net fair value of L.G&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 information. 

Ititwesf Raie Risk 

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 management program are 
designed to balance risk, exposure to volatility in interest expense and changes in the fair value of LG&E's debt portfolio due to changes in the 
absolute level of interest rates. 

At September 30,201 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 1 OYO decrease in interest rates at September 30, 
201 1, would increase the fair value of its debt portfolio by $27 million. 

At September 30, 201 I ,  LG&E had the following interest rate hedges outstanding: 

Economic hcdgcs 
lntcrcst ratc swaps (b) 

Effect o f  a 

Exposure Net -Asset Movement 
Hedged (Liability) (a) in Rates 

Fair Value, 10% Adverse 

$ 179 $ (58) $ (4) 

fa) Includes accrucd intcrcst. 
L.G&E utilizcs various risk managcmcnt instrumcnts to rcducc its cxposurc to tlic cxpcctcd futurc cash flow variability of its dcbt instrumcnts. Thcsc risks includc cxposurc 
to advcrsc intcrcst ratc movcmcnts Tor outstanding variablc ratc dcbt and for futurc anticipatcd financing. Whilc LG&E is cxposcd to changcs in thc fair valuc of thcsc 
instrumcnts, any changcs in thc rair valuc of such cconomic hcdgcs arc rccordcd in rcgulatory asscts and liabilitics. T h c  changcs in fair valuc of thcsc instrumcnts arc thcn 
rcclassificd into carnings in thc samc pcriod during which the itcm bcing hcdgcd affccts carnings. Scnsitivitics rcprcscnt a IO% advcrsc movcmcnt in intcrcst ratcs. 

Credit Risk 

L.G&E is exposed to potential losses as a result of nonperformance by counterparties of their contractual obligations. L.G&E maintains credit 
policies and procedures to limit counterparty credit risk including evaluating credit ratings and financial information along with having certain 
counterparties 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 thcm uncollectible. 

Ccrtain of LG&E's derivative instruments contain provisions that require it to provide immediate and on-going collateralization of derivative 
instruments in net liability positions based upon LG&E's credit ratings from each of the major credit rating agencies. See Notes 13 and I4 to 
the Financial Statements for information regarding exposure and theiisk management activities. 

Related Party Transactions 

L.G&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 I 1  to the Financial Statements for 
additional information on related party transactions between LG&E and its affiliates. 
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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 environniental laws and regulations are applicable to L,G&Es air emissions, water discharges and the management of hazardous and solid 

:te, among other areas, and the costs of compliance or alleged non-compliance cannot be predicted with certainty but could be material. In 
.lition, costs niay increase significantly if the requirements or scope of environmental 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 L,G&E's services. See "Business - Environmental Matters" in LG&E's 201 1 Registration Statement and Note I O  to the 
Financial Statements for a discussion of environmental matters. 

New Acco-unting Guidan-ce 

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: price risk management, regulatory mechanisms, 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 L.G&E's 201 1 Registration Statement for a 
discussion of each critical accounting policy. 
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KENTUCKY UTILITIES COMPANY 

Item-2, Management's-Discusshn and A-nalysisof-~inancial Conditiond-n-d 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 otherwise 
noted. 

"Management's Discussion and Analysis of Financial Condition and Results of Operations" includes the following information: 

o "Overview" provides an overview of KU's business strategy, financial and operational highlights and key regulatory matters. 

o "Results of Operations" provides a summary of K'lJ'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 KIJ's Statements of Income, comparing the three and nine months ended September 30, 201 1 with the same periods in 2010. 

o "Financial Condition - Lkpidity and Capital Resources" provides an analysis of KU's liquidity position and credit profile. This 
section also includcs a discussion of rating agency decisions and capital expenditure projections. 

o "Financial Condition - Risk Management" provides an explanation of KU's risk management programs relating to markct and credit 
risk. 

Introduction 

KTJ, headquartered in Ltxington, Kentucky, is a regulated utility engaged in the generation, transmission, distribution and sale of electricity, in 
Kentucky, Virginia and Tennessee. 

Successor and Predecessor Financial Presentation 

J's Condensed Financial Statements and related financial and operating data include the periods before and after PPL,'s acquisition of LKE on 
,.iovember I ,  201 0, 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 1,2010. Successor activity covers the time period after October 31, 
201 0. Certain accounting and presentation methods were changed to acceptable alternatives to conform to PPL,'s accounting policies, which are 
discusscd in the Financial Statements in KU's 201 1 Registration Statement. The cost basis of certain assets and liabilities were changed as of 
November 1,  201 0, as a result of the application of push-down accounting. Consequently, the financial position, results of operations and cash 
flows for thc 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, which became effective August 1, 2010, 
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 M W  capacity baseload, coal-fired unit, TC2, which is jointly owned by KU (60.75%) and L.G&E (14.25%), 
'yether  with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency (combined 25%). With limited exceptions, KU 

L,G&E took care, custody and control of TC2 in January 201 1. KlJ and LG&E and the contractor have agreed to certain amendments t o  
construction agreement whereby the contractor will complete certain actions relating to  identifying and completing any necessary 

modifications to allow operation of  T C 2  on all fuels in accordance with initial specifications prior to certain dates, and amending the provisions 
relating to liquidated daniages. 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 information. 

Registered-Debt Exchange-Offer by  K U  

In April 201 1, KII  filed 2 Registration Statement 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 201 1 Registration 
Statement became effective in June 201 I ,  and the exchange was completed in July 201 1 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. 

Lxgal 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 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 tiid 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 nile beginning in 2012, sulfur dioxide allowance allocations are expected to greater than the forecasted emissions 
-sed on present operations of existing scrubbers and coal supply. However, for the second phase beginning in 2014, KTJ will likely have to 

d f y  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 KU's fleet, such as the installation 
of  new technology or inodifications of plant operations as well as the retirement and replacemcnt of certain coal-fired generating units. K U  is 
secking recovery of its expected costs  to comply with the CSAPR and certain other E P A  requirements through the ECR plan filed with the  
KPSC in June 201 I .  

Additionally, KIJ'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/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 
niay also be necessary to achieve compliance with the new sulfur dioxide standard. I f  additional reductions were to be required, the economic 
impact to KU could be significant. See Notes 6 and I O  to the Financial Statements for  additional information on the CSAPR and the regulatory 
proceeding. 

Kentucky_an-d.Virginia -- 

CPCN Filing 

In September 201 1, KIJ and L,G&E filed a CPCN with the KPSC requesting approval to  build a 640 MW NGCC at the existing Cane Run 
station site. KlJ and LG&E 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. KU and L,G&E anticipate that  the 
NGCC construction and Bluegrass Plant acquisition could require up to $800 million (comprised of up to $500 million for KU and up t o  $300 
million for L,G&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 
-rocedural schedule in the CPCN filing that has discovery, but no hearing, scheduled through early February 2012. A KPSC order on the 

CN filing is anticipated in the second quarter of 2012. See Note 6 to the Financial Statements for additional infomiation. 

ECR Filing - Envir.onmen/al Upgrades 

In June 201 1,  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 $1 .I 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 
infomia t ion. 

Virginia Rate Case 

In April 201 1, KU filed an application with the VSCC requesting an annual increase in electric base rates for its Virginiajurisdictional 
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 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 KIJ. The VSCC issued an Order closing the proceeding in October 201 1.  The approved annual 
rcvenue increase is $7 million with new base rates effective November 1.201 1.  

-_ Results.o~Operations - 

As previously noted, KU's results for the three and nine months ended September 30, 2 u l 1  are on a basis of accounting different from its 
results for the three and nine months ended September 30, 2010. When discussing KIJ's results of operations for 201 1 compared with 2010 
material differences resulting from the different bases of accounting will be isolated for 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, 
'-e results of operations for interim periods do not necessarily indicate results or trends for the year or for future periods. Due to weather. 

wnue 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: 

Opcrating Rcvcnucs 
Fuel 
Encrgy purchascs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, othcr than incomc 

Total Operating Expcnscs 
Othcr lncomc (Expcnsc) - net 
Intcrcst Expcnsc 
lncomc Taxcs 
Nct lncomc 

201 1 
Successor 

$ 420 
147 
25 
90 
47 

314 

18 
32 

$ 56 

5 ,  

Three Months 
2010 YO Change 201 1 

Predecessor Successor 

$ 416 I $  1,191 
146 I 40 I 
42 (40) 85 
83 8 274 
38 24 1.39 

2 I50 14 
31 I I 913 

I I 
20 53 
32 82 

$ 54 4 s  144 

Nine Months 
2010 

Predecessor 
% Change 

$ 1,146 4 
39 I 3 
I38 0 8 )  
240 14 
I06 31 

8 15 
883 3 

2 (50) 
60 (12) 
76 8 

$ I29 12 

The changes in the components ofNet Income for the periods ended September 30,201 1 and 2010 were due to the following factors as 
provided in the table below. 
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<in 
;r operation and maintcnancc 

ocprcciation 
Taxcs, othcr than inconic 
Othcr Income (Expcnsc) - nct 
Intcrcst Expcnsc 
lncomc Taxcs 
To la  I 

o See "Statement of Income Analysis - Margins - Cliatiges i r i  Non-GAAP Financial Measures" for an explanation of margins. 

o Higher other operation and maintenance resulted from higher steam expenses of $4 million and $24 million for the three and nine-month 
periods, resulting from scheduled maintenance outages at the Ghent and Green River plants, along with higher variable expenses from 
increased generation. 

TC2 coninienced dispatched in January 201 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 dioxide scrubber was placed in-service in June 2010 resulting in a $7 million increase for the 
nine-month period. 

o 

o Higher pre-tax income resulted in higher income tax of $8 million for the nine-month period. 

Outlook 

KU expczts higher retail revenues and lower financing costs in 201 1 compared to 2010 due to the issuance in late 2010 of first mortgage bonds 
that KIJ used tc, repay higher cost debt, partially offset by higher depreciation. Retail revenues arc expected to increase as a result of the 
Kentucky 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 1 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 2, Notes 6 and 10 to 
*+e Financial Statements in this Fomi IO-Q and "Business," and "Risk Factors" in KU's 201 1 Registration Statement for a discussion of the 

'ts, uncertainties and factors that may impact future earnings. 

Statement of Income Analysis - 
Margin 

Non_:G.AA-P~aS!-Meas~ 

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 perforniance. 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 KU's operations. In calculating this measure, utility revenues and expenses associated with approved 
cost recovcry tracking 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 ahd the depreciation associated with ECR equipment is recorded as 
"Depreciation" expense. As a result, this measure represents the net revenues from KU's operations. KTJ 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 operations and analyze actual results compared to budget. 

RcccnciLation of Non-GAAP Financial Measures 

The following tables reconcile "Operating Income" to "Margin" as defined by KU for the periods ended September 30. 
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vpcrating Rcvcnucs 
Opcrating Expcnscs 

Fucl 
Encrgy purchascs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, othcr than incomc 

Total Opcrating E,xpcnscs 
Total 

Opcrating Rcvcnucs 
Opcrating Expcnscs 

Fucl 
Encrgy purchascs 
Othcr opcration and maintcnancc 
Dcprcciation 
Taxcs, othcr than incomc 

Total Opcrating Expcnscs 
Total 

201 1 Three Months -Successor 
Operating 

Margin Other (a) Income (b) 

$ 419 $ I $  420 

147 147 
25 25 
14 76 90 
12 35 47 

5 5 
I98 I16 314 

$ 221 $ (115) $ I06 

2011 Nine Months -Successor 
Operating 

Margin Other (a) Income (b) 

$ 1,191 $ 1,191 

40 I 
85 
37 $ 237 
3 5 I04 

14 

40 1 
85 

274 
I39 

14 

558 355 913 
$ 633 $ (355) $ 278 

2010 Three Months - Predecessor 
Operating 

Margin Other (a) lncome (b) I 
I s  416 $ 416 

146 146 
42 42 
10 $ 13 83 
I O  28 38 

2 2 
I03 31 I 

$ 208 $ (103) IO5 
208 -. *r- 

2010 Nine Months - Predecessor 
Operating 

Margin Other (a) Income (b) 

$ 1,146 $ 1,146 

39 I 39 I 
I38 I38 
26 $ 214 240 
26 80 I06 

8 8 
581 302 883 I $ 565 $ (302) $ 263 

(a) 
(b) 

Rcprcscnts amounts that a r c  cxcludcd from Margin. 
As rcportcd on thc Statcrncnts of lncomc. 

Changes-in 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 
wiods  in 2010. The positive impact mainly resulted from a rate increase, which became effective in August 2010. 

.Ither Operation and Maintenance 

Changes in other operation and maintenance expense for the periods ended September 30,201 1, compared with the same periods in 2010, were 
due to the following: 

Three Months Nine Months 

Stcam maintcnancc (a) 
Stcam opcrations (b) 
Fucl for gcncration (c) 
Administrativc and gcncral 
Othcr 
Total 

$ I $  15 
3 9 
2 5 
3 6 

(a) 
(b) 
(c) 

Primarily duc to incrcascd scopc o f  scbcdulcd outagcs including those at Ghcnt and Grccn Rivcr. 
Variablc cxpcnscs incrcascd duc to incrcascd gcncration, thc rcsult of TC2 commcncing dispatch in 201 I .  
Fucl handling costs arc includcd in fucl for clcctric gcncration on thc Statcmcnts of lncomc for thc thrcc and nine months cndcd Scptcmbcr 30, 2010, and arc in othcr 
opcration and inaintcnancc cxpcnsc on the Statcmcnts of lncomc for thc thrcc and nine months cndcd Scptcmbcr 30.20 I I .  

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 Months Nine Months 

TC2 (dispatch bcgan in January 201 I )  
E.W. Brown sulfurdioxidc scrubbcr (placcd in-scrvicc in June 2010) 
Othcr 
Total 

$ 7 $  19 
7 

2 7 
$ 9 $  33 
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Interest Expense 

inges in interest expense for the periods ended Septeniber 30,201 1 ,  compared with the same periods in 2010, were due to the following: 

lntcrcst ratcs (a) 
Long-tcrm dcbt balanccs (b) 
Othcr 
Total 

(a) 
(b) 

_ "  

lntcrcst ratcs on thc first mortgage bonds wcrc lowcr than thc ratcs on thc loans from Fidrlia Corporation, which wcrc rcplaccd 
KU's long-tcrm dcbt principal balancc was $ I69 million Iiighcr as of Scptcmbcr 30,20 I I comparcd to 20 IO.. 

Three Months Nine Months 

Income Taxes 

There were no changes in income taxes for the three months ended September 30,201 1,  compared with the same period in 2010. Changes in 
income taxes for the nine months ended September 30,201 1, compared with the same period in 2010, were due to: 

Highcr prc-tax book incomc 
Othcr 
Total 

Nine Months 

$ 8 
(2) 

R I; 

Fin-anc ia I-Coondj t i 3  

Liquidity and Capital Resources 

KU had the following at: 

September 30,201 1 December 31,2010 

h and cash cquivalcnts $ 94 $ 3 

The $91 million increase in KU's cash and cash equivalents position was primarily the net result of: 

e 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 million of common stock dividends. 

e 
0 

KU's cash provided by operating activities increased by $52 million for the nine months ended September 30,201 1, compared with the same 
period in 2010, primarily due to: 

e an increase in net income of $1 5 niillion adjusted for non-cash effects of $66 million (depreciation of $33 million, defined benefit plans - 
expense of $8 million and defcrred income taxes and investment tax credits of $36 million, partially offset by other noncash items of $1 1 
million) and 
a decrease in fuel of $17 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 fuel 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 in order to achieve KU's long-term funding 
requirements. 

0 

e 

e 
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Credit Facilities 

' + September 30, 201 1, KU's committed borrowing capacity under its credit facilities and the use of this borrowing capacity were: 
Letters of  Unused 

Capacity Borrowed Credit Issued Capacity 

Syndicatcd Crcdit Facility (a) (c) 
Lcttcr of Crcdit Facility (b) 

$ 400 
I98 

$ 400 
$ I98 

(a) 

(b) 

In Junc 201 I ,  KU amcndcd its Syndicatcd Crcdit Facility such that thc fccs and thc sprcad to bcnchmark intcrcst ratcs for borrowings dcpcnd upon KU's scnior sccurcd long- 
tcrm dcbt rating rathcr than thc scnior unsccurcd dcbt rating. 
In April 201 I ,  KU cntcrcd into a ncw $198 million lcttcr of credit Facility that has bccn uscd to issuc letters ofcrcdit to support outstanding tax-cxcmpt bonds. Thc facility 
maturcs in April 2014. In August 20i I ,  KU amcndcd its lcttcr of crcdit facility such that thc fccs dcpcnd upon KU's scnior sccurcd long-tcrm dcbt rating rathcr than thc 
senior unsccurcd dcbt rating. 
In Octobcr 201 I ,  KU amended its Syndicatcd Crcdit Facility. The amcndmcnt included cxtcnding the expiration datc from Dcccmbrr 2014 toOctobcr 2016. Undcr this 
facility KU continues to have thc ability to makc cash borrowings and to rcqucst thc lcndcrs to issuc lcttcrs of crcdit. 

(c) 

The commitments 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 than 19% of the total committed capacity available to KU. 

KU participates in an intercompany money pool agreement whereby L,KE andor LG&E make available to KU funds up to $400 million at 
market-based rates (based on highly rated commercial paper issues). At September 30, 201 1, there was no balance outstanding. At 
December 3 1,2010, $10 million was outstanding. The interest rate for the period ended December 3 1,2010 was 0.25%. 

See Note 7 to the Financial Statements for further discussion of KU's credit facilities. 

Long-term Debt Securities 

At September 30, 201 1, KU's tax-exempt revenue bonds that are in the form of auction rate securities and total $96 million continue to 
experience failed auctions. Thereforc, 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 0.29%. 

Since June 30, 201 1, there have been $1.5 billion of  issuances and $1.5 billion of retirements of KU's First Mortgage Bonds related to the non- 
-qsh exchange of bonds. In April 201 I, KU filed a 201 1 Registration Statement with the SEC related to offers to exchange securities issued in 

)vember 2010 in transactions not registered under the Securities Act of 1933 with similar but registered securities. The 201 1 Registration 
.&tement bccanie effective in June 201 I and the exchanges were completed in July 201 1, with substantially all securities being exchanged. 

See Note 7 to the Financial Statements for additional information about long-term debt securities. 

IXXkg-Agencv Decisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities oFKTJ. 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 KTJ are based on information provided by KTJ and other sources. The ratings of Moody's, S&P and Fitch are not a 
recommendation to buy, sell or hold any securities of KIJ. 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 KU's credit 
ratings could result in higher borrowing costs and reduced access to dapital markets. 

In KIJ's 201 1 Rcgistration 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 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 10(a) prospectus, KTJ is limiting 
its credit rating disclosure to a description of the actions taken by the rating agencies with respect to KIJ's ratings, but without stating what 
ratings have been assigned to KU's securities. The ratings assigned by the rating agencies to KIJ 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 information cmtained on such rating agency websites is, hereby, 
explicitly not incorporated by reference in this report. 

lowing the  announcement of PPL's then-pending acquisition of WPD Midlands in March 201 1, the rating agencies took the following 
-,ct ions: 

e 

e 

e 

Moody's affirmed the ratings for KU; 
S&P revised the outlook for K U  and lowered the issuer, senior secured and short-term ratings of KIJ; and 
Fitch affirmed the ratings for KU. 

In April 201 1, S&P took the following actions following the completion of PPL's acquisition of WPD rlidlands: 

e 

o 

o 

revised the outlook for KU; 
raised the  short-term ratings of KU; and 
affirmed the long-term ratings for KIJ. 

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 enhancing these four bonds. 

In September 201 1 ,  Moody's affirmed the issuer rating for KU. 

.- Ratin_gs__TjiggerS 

KU has varicTls derivative and non-derivative contracts, including contracts for the sale and purchase of electricity, fuel, and commodity 
transportation and storage, which contain provisions requipng KIJ to post additional collateral, or permitting the counterparty to terminate the 
contract, if KU's credit rating 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 1 I At September 30,201 I ,  if KU's credit ratings had been below investment grade, the maximum 
amount that KIJ 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 in its generation, marketing and trading operations. 

p4talExpenditures 

The table below shows KU's capital expenditure projections at September 30,201 1 .  

Construction cxpcnditurcs (a) 
Generating facilities 
Transmission and distribution facilitics 
Environmcntal (b) 
Other 

Total Construction Expcnditurcs 

Projected 
201 1 201 2 2013 2014 2015 

$ 67 $ 72 $ 60 $ 61 $ 79 
I05 I I9 I50 143 139 
139 440 554 564 428 
19 26 23 21 33 

$ 330 $ 657 $ 787 $ 789 $ 679 

(a) 
(b) 

Construction cxpcnditurcs includc AFUDC, which is not cxpcctcd to be significant for thc years 201 I through 2015. 
lncludcs approximatcly $500 million of currcntly cstimablc costs rclatcd to rcplaccmcnt gcncration units duc to EPA regulations not rccovcrablc through thc ECR 
mcchanism. KU cxpccts to rccovcr thcsc costs ovcr a period cquivalcnt to thc rclatcd dcprcciablc lives of thc asscts through basc ratcs cstablishcd by futurc ratc cases. 

KU's capital expenditure projections for the years 201 1 through 201 5 total approximately $3.2 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 jurisdictional customers are generally eligible for 
recovery through the ECR mechanism. 

For additional information, see "L.iquidity and Capital Resources" in KU's 201 1 Registration Statement. 
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Risk Management 

8 ark.et-R i sk 

..ee Notes 13 and 14 to the Financial Statements for inforniation about KU's risk management objectives, valuation techniques and accounting 
designations. 

The forward-looking information prescnted 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 expectcd future losses, but only indicators of possible losses under normal market conditions at a given confidence level. 

Cominodity Price Rkk 

KU's rates are set by regulatory commissions and the fitel costs incurred are directly recoverable from customers. As a result, K U  is subject to 
commodity price risk for only a small portion of on-going business operations. KU conducts energy trading and risk management activities to 
maximize 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 dcrivative instruments, including swaps and forward contracts. 

The balances and changes in the nct fair value of KIJ's commodity derivative contracts for the three and nine months ended September 30, 
201 1 and 2010 were not significant. 

Ititerwt Rale Risk 

KU has issued debt to finance its operations, which exposes it to interest rate risk. At September 30, 201 1, KlJ's potential annual exposure to 
incrcased interest expense, based on a 10% increase in interest rates, was not significant. KU is also exposed to changes in the fair value of its 
debt portfolio. KU cstiniatcd that a 10% decrease in interest rates at September 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, 201 1. 

Cre-dit Risk 

J is exposed to potential losses as a result of nonperformance by counterparties of their contractual obligations. KU maintains credit policies 
m d  procedures to limit counterparty credit risk including evaluating credit ratings and financial information along with having certain 
counterparties post margin if the credit exposure exceeds certain thresholds. 
KU is exposed to potcntial losses as a result of nonpayment by customers. KtJ maintains an allowance for doubtful accounts primarily 
composed of accounts aged more than four months. Accounts are written off as management dctermincs them uncollectible. 

Certain of KU's dcrivative instrunicnts contain provisions that require i t  to provide immediate and on-going collateralization of derivative 
instruments in net liability positions bascd 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 nianagenicnt activities. 

Related Party Transactions 

KU 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 KU. See Note 1 1 to the Financial Statements for additional 
information on related party transactions between KU and its affiliates. 

Environmental Matters 

Protection of thc cnvironment is a major priority for KU and a significant element of its business activities. Extensive federal, state and local 
environmental laws and regulations arc applicable to KU's air emissions, water discharges and the management of hazardous and solid waste, 
among other arcas, 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 requirements or scope of environmental laws or regulations, or similar rules, are expanded or 
changed from prior versions by the relcvant 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, 
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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 KlJ's 201 1 Registration Statement and Note I O  to the Financial Statements for a 
discussion of environmental matters. 

New Accounting 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: price risk management, regulatory mechanisms, 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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PPI., Corporation 
PPL, Energy Supply, LLC 

PPL Electric Utilities Corporation 
LG&E and KU Energy LL,C 

Louisville Gas and Electric Company 
Kentucky Utilities Company 

lte~-3~Qua-ntitat ive-a~d Qualitative Disclosures About MgLket-RisIc 

Reference is made to "Risk Management" in each Registrant's "Item 2. Management's Discussion and Analysis of Financial Condition and 
Results of Operations." 

I te m-4,C-ontrols andJrocedu res 

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 oficers, based on their evaluation of the registrants' disclosure 
controls and procedures (as defined in Rules 13a-IS(e) and ISd-lS(e) of the Securities Exchange Act of 1934) have concluded that, as 
of September 30, 201 1, the registrants' disclosure controls and procedures are effective to ensure that niaterial 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 fomis, particularly during the period for which this quarterly report has been prepared. The aforenientioncd 
principal officers have concluded that the disclosure controls and procedures are also effective to ensure that infomiation required to 
be disclosed in reports 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 Western Power Distribution (West Midlands) plc ("WPD 
Midlands") on April I ,  201 1. These companies are included in PPL's 201 1 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, 201 1. The internal controls over financial reporting of WPD Midlands were excluded from a formal 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, infomiation 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. 

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 fiscal quarter that have materially affected, or are 
reasonably likely to materially affect the registrants' internal control over financial reporting. 

(b) 
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PART 11. OTNER-IN!WR-MATlON 

For additional infomiation regarding various pending administrative and judicial proceedings involving regulatory, environmental and other 
matters, which infomiation is incorporated by reference into this Part 11, see: 

o "Item 3. Legal Proceedings" in PPL's, PPL, Energy Supply's and PPL Electric's 2010 Form 10-K and "Business - Legal Proceedings" in 
LKE's, LG&E's and KU's 201 1 Registration Statements; and 

e Notes .5,6 and 10 to the Financial Statements. 

Item 1.4. R i s l t a c t o r s  

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 IA. Risk Factors" of 
the 2010 Fomi 10-K. 

We have issued securities that contain provisiorts that codd  restrict our paynieitt of iiivideniis. 
We and our subsidiaries currcntly have outstanding $2.6 billion principal amount of junior subordinated notes, and we and our subsidiaries may 
in the future 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 
Tile WPD Midirrrtils ucqriisitiort rnay riot achieve its intertded results, incliidiitg icnticipateil cost savirtgs, efficiencies and other beitefits. 
Although we coniplcted the WPD Midlands acquisition with the cxpectation 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 or the extent to which we will be 
able to realize thesc cost-savings or other benefits. Achieving the anticipated benefits, including cost savings, is subject to a number of 

certainties, including whether the businesses acquired can be operated in the manner we intend. Events outside o f  our control, including but 
,t limited to regulatory changes or developments in the U.K., could also adversely affect our ability to realize the anticipated benefits from the 

WPD Midlands acquisition. T~LIS,  the integration may be unpredictable, subject to delays or changed circumstances, and we can give no 
assurance that the  acquired businesses will perfomi in accordance with our expectations 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 thc acquired businesses, including severance payments and other restructuring and transitional charges. Additional unanticipated 
costs may also arisc during the integration process. The integration of the WPD (East Midlands) and WPD (West Midlands) businesses may 
place an additional burden on our nianagcnient and internal resources, and the divcrsion of management's attention during the integration and 
restructuring process could have an adverse effect on our business, financial condition and expected operating results. 

Tlte WPD Micflcmrls itcqrtisitiort exposes 14s to udiJitional risks and rimcertainties with respect to the arqrrired bitsitiesscs and tlteir 
operations. 
The WPD Midlands acquisition will rebalance our business mix to  a greater perccntage of rcgulated operations. While we believe this should 
help mitigate our exposure to downturns in the wholesale power markets, it will increase our dependence on rate-of-return 
regulation. Although we are already exposed to risks relating to ratelof-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 sub,ject to in our existing U.K. businesses. These include: 
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o Under current 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 Qpically set by Ofgem every five years. The current price control 
period runs from April 1 ,  2010 to March 3 1,2015. Furthemiore, our ability to eam additional revenue under Ofgem regulations is highly 
dependent on ow 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. 

There are various changes being contemplated by Ofgem to the current electricity distribution, gas transmission and gas distribution 
regulatory frameworks in the 1J.K. and there can be no assurance as to the effects such changes 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 2015 for the electricity distribution sector in the U.K. The framework, known as RIIO 
(Revenues = Incentives + Innovation + Outputs), focuses on sustainability, environmental-focused output measures, promotion 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 lJ.K., including changes to price controls and price review periods. Our U.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 fomial powers to propose modifications to each distribution license. We are not currently aware of any planned modification 
to any of our U.K. 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 assurance 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 U.K. regulated businesses and PPL. 

A failure to operate our LJ.K~ networks properly could lead to compensation payments or penalties, or a failure to make capital 
expenditures in linc 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 interruptions 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 1J.K. regulated businesses to comply with the 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 a s  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 fomial or informal investigation by Ofgem in relation to enforcement matters and we are not aware of any area of material 
non-compliance, there can be no guarantee that our regulated U.K. businesses will not be subject to investigation or enforcement action in 
the future. 

o 

o 

o 

0 

o We will be subject to increased foreign currency exchange rate risks because a greater portion of our cash flows and reported earnings 
will be generated by our U.K. business operations. These risks relate primarily to changes in the relative value of the British pound 
sterling and the I.J.S. dollar between the time we initially invest U.S. dollars in our LJ.K. businesses and the time that cash is repatriated to 
the U S .  from the UK.., including cash flows from our U.K. businesses that may be distributed as future dividends to our shareholders. In 
addition, our consolidated reported earnings on a US .  GAAP basis may be subject to increased earnings translation risk, which is the 
result of the conversion of earnings as reported in our LJ~K. businesses on a British pound sterling basis to a US .  dollar basis in 
accordance with U 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 governmental and 
other third party proceedings. 

o 

We have iticrtrrerl arid will in the fittitre iticur significarit transaction and acquisition-related costs in connecfion wifli financing arid 
integrating tlie WPD Midlarids acquisition. 
We have incurred significant non-recurring costs associated with the WPD Midlands acquisition. Significant additional expenses 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 from those businesses. 
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PPL Energy Supply, LLC, PPL Electric Utilities Corporation, L6&E and KU Energy LLC, Louisville Gas and Electric Company and 
Kentucky Utilities Company 

nept as noted below for PPL Energy Supply, there have been no material changes in PPL Energy Supply's and PPL, Electric's risk factors 
..om those disclosed in "Item IA. Risk Factors" ofeach Registrant's 2010 Forni IO-K or in "Risk Factors" in LKE's, LG&E's and KIJ's 201 1 
Registration Statements. 

In January 201 I ,  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. As a result, PPL Energy Supply is no longer subject to "Risks 
Related to International Regulated Segment." 
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Ite-m &-Exhibits 

The following Exhibits indicated by an asterisk preceding the Exhibit number are filed herewith. The balance of the Exhibits have heretofore 
:n filed with the Commission and pursuant to Rule 12(b)-32 are incorporated herein by reference. Exhibits indicated by a u are filed or 

,red pursuant to Item 601(b)( lO)(iii) of Regulation S-K.. 

- Supplemental Indenture No. 13, dated as of August 1 ,  201 1, made and entered into by PPL, Electric IJtilities Corporation 
and The Bank ofNew York Mellon, as Trustee, under the Indenture dated as of August I ,  2001 (Exhibit 4(a) to PPL 
Corporation Form 8-K Report (File No. 1-1 1459) dated August 23,201 I )  

The Bank of New York Mellon, as Trustee, under the Indenture dated as of November 1,2010 (Exhibit 4(a) to PPL 
Corporation Form 8-K Report (File No. 1-1 1459) dated September 30,201 1) 

- Registration Rights Agreement, dated September 29,20 1 1, between L.G&E and KU Energy LLC and the Initial Purchasers 
(Exhibit 4(b) to PPL Corporation Form 8-K Report (File No. 1-1 1459) dated September 30,201 1) 

- Amendment No. 1 to Credit Agreement, dated as of October 19,201 1, to Revolving Credit Agreement dated as of October 
19,2010 among PPL Energy Supply, L.LC, the Lenders party thereto and Wells Fargo National Association, as 
Administrative Agent, Issuing Lmder and Swingline Lender (Exhibit 10.1 to PPL. Corporation Fomi 8-K Report (File No. 
1-1 14.59) dated October 25,201 I )  

- Amendment No. I to Credit Agreement, dated as of October 19,201 I ,  to Revolving Credit Agreement dated as of 
December 3 1, 201 0 among PPL Electric Utilities Corporation, the Lenders party thereto and Wells Fargo National 
Association, as Administrative Agent, Issuing Lmder and Swingline Lender (Exhibit 10.2 to PPL Corporation Form 8-K 
Report (File No. 1 - 1 1459) dated October 25,201 1) 

November 1,2010 among Louisville Gas and Electric Company, the Lenders party thereto and Wells Fargo National 
Association, as Admini&ative Agent, Issuing Lmder and Swingline Lender (Exhibit 10.3 to PPL, Corporation Forni 8-K 
Report (File No. 1-1 1459) dated October 2.5,201 I )  

November 1,2010 among Kentucky IJtilities Company, the Lenders party thereto and Wells Fargo National Association, as 
Administrative Agent, Issuing Lender and Swingline L.ender (Exhibit 10.4 to PPL Corporation Form 8°K Report (File NO. 
1-1 14.59) dated October 25,201 1) 

Dividends 

- Supplemental Indenture No. 2, dated as of September 1,  201 1, made and entered into by L,G&E and KU Energy LLC and 

- Amendment No. 2 to Credit Agreement, dated as of October 19, 201 1, to Revolving Credit Agreement dated as of 

- Amendment No. 2 to Credit Agreement, dated as of October 19, 201 1, to Revolving Credit Agreement dated as of 

- PPL Corporation and Subsidiaries Computation of Ratio of Earnings to Combined Fixed Charges and Preferred Stock 

- 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 Combined Fixed Charges and 

- LG&E and KU Energy LLC and Subsidiaries Computation of Ratio of Earnings to Fixed Charges 
- Louisville Gas and Electric Company Computation of Ratio of Earnings to Fixed Charges 
- Kentucky Lltilities Company Computation of Ratio of Earnings to Fixed Charges 

Preferred Stock Dividends 

Cc_r_tifications pursll_antjo Sectioa 302_oflhe__Sa~~anes_O_x_ley Acl of 2002,for-the qu@e_rly_period ended- September 30,20 IL, filed-byJhe 
_____ following officers for the followjng co-mpanies: 

*3 1 (a) 
*3 1 ( b )  
i I ( c )  

$3 l(t1) 
"3 1 (e, 
*31(t) 

- James H. Miller for PPL Corporation 
- Paul A. Farr for PPL Corporation 
- James H. Miller for PPL Energy Supply, L.L.C 
- Paul A. Farr for PPL, Energy Supply, L,LC 
- David G. DeCampli for PPL Electric Utilities Cotporation 
- Vincent Sorgi for PPL Electric Utilities Corporation 
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*31(g) 
* 3 l(11) 

[ ( I )  
-' 

@3 l(k)  
31(1) 

CertificatiLo_n_s_lu~n~ to Section 906 of the Sarbanes-Oxley Act of 2002. for the-quar_telly p e r i o d _ e n - d ~ S e p t e ~ ~ ~ O = ~ O I l , y ~ ~ e  
folbwing-officers for the followingcompanies: 

- Victor A. Staffieri for LG&E and KU Energy L . L C  
- S Bradford Rives for LG&E 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 IJtilities Company 
- S Bradford Rives for Kentucky IJtilities Company 

101.SCH 

I0I.CAL 

I0l.DEF 

3 1 .LAB 

101.PRE 

- James H. Miller for PPL Corporation 
- Paul A. Fan 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 IJtilities Corporation 
- Vincent Sorgi for PPL Electric Utilities Corporation 
- Victor A. Staffieri for LG&E and KIJ Energy LLC 
- S. Bradford Rives for LG&E 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 Kentucky Utilities Company 

- XBRL, Instance Document for PPL Corporation, PPL, Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and 
KU Energy LLC, Louisville Gas and Electric Company and Kentucky IJtilities Company 

- XBRL Taxonomy Extension Schema 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 

- XBRL Taxonomy Extension Calculation Linkbase for PPL Corporation, PPL Energy Supply, LLC, PPL Electric LJtilities 
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, LL,C, PPL, Electric Utilities 
Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and Kentucky Utilities Company 

- XBRL Taxononiy Extension Label Linkbase for PPL Corporation, PPL Energy Supply, LLC, PPL Electric Utilities 
Corporation, L,G&E and KU Energy LLC, L,ouisville Gas and Electric Company and Kentucky Utilities Company 

- XBRL Taxonomy Extension Presentation Linkbase for PPL Corporation, PPL Energy Supply, L,LC, PPL Electric Utilities 
Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and Kentucky Utilities Company 
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrants have duly caused this report to be signed on their behalf 
the iindersigned thcrcunto duly authorized. The signature for each undersigned company shall be deemed to relate only to matters having 

rerence to such company or its subsidiaries. 

PEL CorEoM!!n 

PPL_Energy.Supply, LLC 

(Registrant) 

(Registrant) 

Date: November 8,201 1 

Date: November 8,201 1 

Date: November 8,20 I I 

I s /  Vincent Sorgi 
Vincent Sorgi 

Vice President and Controller 
(Chief Accounting Officer) 

PPL Electlrjc_Utilit~es__Corporation 
(Registrant) 

Is/ Vincent Sorgi 
Vincent Sorgi 

Vice President and 
Chief Accounting Officer 

LC&E and KU EnergyLLX. 
(Registrant) 

Louisville Gas and Electric Comp-a!!y 
(Registrant) 

Kentuc ky-U til jt iesCom pa ny 
(Registrant) 

Is /  S. Bradford Rives 
S. Bradford Rives 

Chief Financial Officer 
(Principal Financial Officer) 
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PPL CORPORATION AND SUBSIDIARIES 
Exhibit 12(a) 

COMPUTATION O F  RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND 
PREFERRED STOCK DIVIDENDS 

(Millioris of Dollnrs) 

9 Months 
Ended 
Sep. 30 
201 1 2010 2009 2008 2007 2006 

Years Ended December 31, 

Earnings, as defined: 
Income from Continuing Opcrations Beforc 

Adjustment to reflect earnings from equity method 
Income Taxes $ 1,481 $ 1,239 S 538 $ 1,273 $ 1,730 $ 1,061 

investments on a cash basis 1 7 1 2 ( 1 )  

Total fixed charges as bclow 766 69 8 513 568 609 559 

1,482 1,246 539 1,273 1,232 1,060 

Lcss: 
Capitalized interest 36 30 43 57 55 23 
Preferred security distributions of subsidiaries 

on a prc-tax basis 16 21 24 27 23 24 
Interest cxpensc and fixed charges rclated to 

discontinued operations 3 12 IS 16 39 38 
Total fixed charges included in Income from 

Continuing Opcrations Beforc Income Taxes 71 I 63 5 43 1 468 492 474 

Total earnings $ 2,193 $ 1,881 S 970 $ 1,741 $ 1,724 $ 1,534 

Fixed chargcs, as defined: 
Interest charges (a) $ 720 $ 637 S 446 $ SI8 $ 565 $ SO6 
Estiniated intcrcst component of operating rentals 30 39 42 22 21 29 
Preferred security distributions of subsidiaries 

on a pre-tax basis 16 21 24 27 23 24 
Fixed charges of majority-owned share of 50% or 

less-owned persons 1 1 1 

Total fixed charges (b) $ 766 $ 698 $ 513 $ 568 $ 609 $ 559 

2.9 2.7 I .9 3.1 2.8 2.7 

2.9 2.7 1.9 3.1 2.8 2.7 

Ratio of earnings to fixed charges 
Ratio of earnings to combined fixed charges and 

prcferred stock dividends (c) 

(a) 
(b) 
(c) 

Includcs intcrcst on long-krin and short-tcnn dcbt, as wcll as amortization of dcbt discount, cxpcnsc and premium - ncl 
lntcrcst on unrccognizctl tax bcnciits is not included in iixcd chargcs. 
PPL, thc paicnt holding coiiipany, docs not have any prcfcrrcd stock outstanding; thcrcforc, thc ratio o f  carnings to coinbincd fixcd chargcs and prcfcrrcd stock dividcnds is 
thc samc as thc [titi0 o f  carnings to iixcd chargcs. 



Exhibit 12(b) 
PPL, ENERGY SUPPL,Y. LLC AND SUBSIDIARIES 

COMPUTATION OF RATlO OF EARNINGS T O  FIXED CHARGES 
( M ; / / ~ O ! l S  Of nO//CJlX) 

9 Months 
Ended 
Sep. 30 
201 1 201 0 2009 2008 2007 2006 

Years Ended December 31, 

Earnings, as defined: 
Income (Loss) from Continuing Operations Before 

Adjustment to reflect earnings from equity method 
Income Taxes $ 776 $ 881 $ (13) $ 671 $ 78.5 % 557 

investments on a cash basis 1 7 1 2 (2) 
777 888 (12) 67 1 787 555 

Total fixed charges as below 213 426 364 390 388 326 
Less: 

Interest expense and fixed charges related to 
Capitalized interest 34 33 44 57 54 21 

discontinued operations 3 147 102 157 217 205 
Total fixed charges included in Income from 

Continuing Operations Before Income Taxes 176 246 218 I76 117 100 

Total earnings $ 953 $ 1,134 $ 206 $ 847 $ 904 $ 655 

Fixed charges, as defined: 
Interest charges (a) $ 187 $ 387 $ 321 $ 374 $ 374 $ 311 
Estimated interest component of operating rentals 26 38 42 IS 14 15 
Fixeci charges of majority-owned share of 50% or 

less-owned persons 1 1 1 

Total fixed charges (b) 

Ratio of earnings to fixed charges 

$ 213 $ 426 $ 364 $ 390 S 388 $ 326 

4.5 2.7 0.6 2.2 2.3 2.0 

(a) 
(b) 

Includcs intcrcst on long-tcnn and short-tcnn dcbt, as wcll as  amortization of dcbt discount, cxpcnsc and prcinium - nct 
lnlcrcst on unrccognizcd l a x  bcncfits is no1 inclodcd in fixcd chargcs 



PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS T O  COMBINED FIXED CHARGES AND 
PREFERRED S T O C K  DIVIDENDS 

(Milliotis of Dollors) 

Exhibit 12(c) 

Earnings, as defined: 
Income Before Income Taxes 

Total fixed charges as belovv 

Total earnings 

Fixed charges, as defined: 
Interest charges (a) 
Estimated interest component of operating rentals 

Total fixed charges (b) 

Ratio of earning? to fixed charges 

Preferred stock dividend requirements on a pre-tax basis 
Fixed charges, as above 

Ratio of earnings to combined fixed charges and 
Total fixed charges and prefcrrcd stock dividends 

preferred stock dividends 

9 Months 
Ended 
Sep. 30 
201 1 201 0 2009 2008 2007 2006 

$ 184 $ 192 $ 221 F 278 $ 246 $ 298 

Years Ended December 31, 

79 102 121 1 I4 143 159 

$ 263 $ 294 $ 342 $ 392 $ 389 S 457 

76 $ 101 $ 120 $ 113 $ 139 $ 152 $ 
3 1 1 1 4 7 

$ 79 $ 102 $ 121 $ 114 $ 143 $ 159 

3.3 2.9 2.8 3.4 2.7 2.9 

$ 17 $ 23 $ 28 $ 28 $ 27 $ 24 

~- - 

79 102 121 1 I4 143 159 
$ 96 $ 125 $ 149 $ 142 $ 170 $ 183 

2.7 2.4 2.3 2.8 2.3 2.5 

Includes inlcrcst on long-tcrm and short-tcnn dcht, as wcll as amortization o f  dcht discount, cxpcnsc and prcinicrn - ncl 
lntcrcst on unrccognizcd tax bcncfits is not includcd in fixcd chargcs , 



Exhibit 12(d) 
LG&E AND KU ENERGY LLC AND SUBSIDIARIES 

COMPUTATION O F  RATIO O F  EARNINGS T O  COMBINED FIXED CHARGES 
(Milliotrs o/ Dollat s) 

Earnings, as defined: 
Income from Continuing Cperat ims 

Before Income Taxes 
Adjustment to reflect earnings from equity 

method investments on a cash basis 
L.oss on impaimicnt of goodwill 
Mark to market impact of derivative 

instnrnients 

Total fixed charges as below 

Total earnings 

Fixed charges, as defined: 
Interest charges (a) 
Estimated interest component of 
operating rentals 

Estimated discontinued operations interest 
component of rental expense 

Preferred stock dividends 

Total fixed cliargcs (b) 

Ratio of earnings to fixed charges 

Successor 
9 Months 2 Months 

Ended Ended 
Sep. 30, Dec. 31, 

201 1 201 0 

$ 343 $ 70 

2 
342 72 

I13 25 

$ 455 $ 97 

s 108 $ 24 

5 1 

$ 113 $ 25 

4.0 3.9 

Predecessor 
10 Months 

Ended 
Oct. 31, Year Ended December 31, 

2010 2009 2008 2007 2006 

$ 300 $ (1,235) $ (1,536) $ 332 $ 310 

(4) l l  ( 5 )  (2) 
1,493 1,806 

(20) (19) 34 
276 250 304 327 308 

158 I86 199 170 161 

$ 1.53 $ 176 $ 184 $ 1.53 $ 143 

5 5 5 4 4 

5 I O  10 I O  
1 4 

$ 158 $ 186 $ 199 $ 170 $ 161 

2.3 2.5 2.9 2.9 -- 2.7 

(a) 
(b) 

Includes interest on long-tcrni and short-tcrin debt, as well as ainonizalion oldcbt discount, expense and prcinitiin - nct 
Interest on unrccognizcd tax bcncfits is not included in fixcd cliargcs. 



Exhibit 12(e) 
LOUISVILLE CAS AND ELECTRIC COMPANY 

COMPUTATION OF RATIO OF' EARNINGS TO COMBINED FIXED CHARGES 
(Milliffr7s q/ Dffllurs) 

Earnings, as defined: 
Income Before Income Taxes 
Mark to market impact of derivative 

instruments 

Total fixed charges as below 

Total earnings 

Fixed charges, as defined: 
Interest charges (a) 
Estirnatcd interest component of 
operating rentals 

Preferred Ftock dividends 

Total fixcd charges (b) 

Ratio of earnings to fixed charges 

Successor 
9 Months 2 Months 

Ended Ended 
Sep. 30, Dec. 31, 

201 1 2010 

$ 160 $ 29 

1 
160 30 

36 8 

$ 196 $ 38 

9; 34 $ 8 

2 

$ 36 $ 8 

5.4 4.8 

Predecessor 
10 Months 

Ended 
Oct. 31, 

2010 2009 2008 2007 2006 

$ 167 $ 142 $ 131 $ 179 $ 179 

Year Ended December 31, 

(20) (20) 35 
147 122 166 179 179 

40 46 60 53 47 

$ 187 $ 168 $ 226 $ 232 $ 226 

$ 38 $ 44 $ 58 $ so $ 41 

2 2 2 2 2 
4 - I 

-_.____ 

$ 40 $ 46 $ 60 $ 53 $ 47 

4.1 3.7 3.8 4.4 4.8 

. -1 Includes intcrcst on long-term and short-tcrin dcbt, as wcll as smortization ordcbt discount, expcnsc and prciniuin - nct. 
lntcrest on unrecognized tax bcncfits is not includcd in fixcd clwgcs 



Exhibit 12(f) 
KENTUCKY UTIL,ITlES COMPANY 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES 
(Millioris of Dolloi s) 

Earnings, as defined: 
Income Before Income Taxes 
Adjustment to reflect earnings from equity 

method kvestments on a cash basis 
Mark to market impact of derivative 

instruments 

Total fixed charges as below 

Total earnings 

Fixcd charges, as defined: 
Interest charges (a) 
Estimated interest component of  
operating rentals 

Total fixed charges (b) 

Ratio of earnings to fixed charges. 

Successor 
9 Months 2 Months 

Ended Ended 
Sep. 30, Dec. 31, 
201 1 2010 

$ 226 $ 5.5 

225 55 

56 11  

$ 281 $ 66 

$ 53 $ 10 

3 1 

$ 56 $ 11 

5.0 6.0 

Predecessor 
10 Months 

Ended 
Oct. 3 1,  

2010 2009 2008 2007 2006 

$ 218 $ 200 $ 226 $ 244 $ 226 

Year Ended December 31, 

1 (1) 
214 212 225 239 224 

71 79 77 59 41 

s 285 $ 291 $ 302 $ 298 $ 265 

$ 69 $ 76 $ 74 $ 57 $ 39 

2 3 3 2 2 

s 71 $ 79 $ 77 $ 59 $ 41 

4.0 3.7 3.9 5. I 6.5 

Includes inlcrcst on long-tcrrn and short-tcrin deb!, as wcll as a r n o r h t i o n  o f  dcbt discount, cxpcnsc and przmiuin - ncl 
lntcrcst on unrccognizcd tax bcncfits is not includcd in fixed chargcs. , 



Exhibit 3 I(a) 

CERTIFICATION 

TAMES H. MILL.ER, certify that: 

I have reviewed this quarterly report on Form IO-Q of PPL Corporation (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 tile 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 ISd-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-15(9 and 15d-15(9) for the registrant and have: 

a. 

2 .  

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensitre that niaterial 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; 

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 acceptcd accounting principles; 

Evaluated the effectiveness of the registrant’s disclow. :: 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 t+is report based on such 
evaluation; and 

Disclosed in this report any change in the registrant’s internal control over financial rcporting that occurred during the rcgistrant‘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 

b. 

c. 

d. 

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 information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control ovcr financial reporting. 

b, 

Date: November 8, 20 1 1 /s/ James H. Miller 
.James H. Miller 
Chairman and Chief Executive Officer 

* PPL Corporation 



Exhibit 3 I(b) 

CERTIFICATION 

' PAUL. A. FARR, certify that: 

J have revicwcd this quarterly report on Form IO-Q of  PPL, Corporation (the "registrant"); 

Based on my Itnowlcdge, this report does not contain any untrue statement of  a material fact or omit to state a material fact necessary to 
make the statcmcnts made, in  light of tlie circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Bascd on my Itnowlcdgc, the  financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cadi flows cf tkc registrant as of, and for, the periods presented in this report; 

Thc rcgistrant's other certifying officer and 1 are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules I3a-IS(e) and lSd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a- I S(f) and 1 Sd- 1 S(f)) for the registrant and have: 

a. 

2. 

3. 

4. 

Designcd such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to cnsure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 
us by otlicrs within those entities, particularly during the pcriod in which this report is being prepared; 

Designcd such intcmal control over financial reporting, or caused such internal control over financial reporting to be designed 
undcr our supervision, to provide reasonable assurance regarding the reliability of financial rcporting and the preparation o f  
financial statcnicnts for external piirposes in accordance with gencrally accepted accounting principles; 

Evaluatcd the cffcctivcncss of tlic registrant's disclosure controls and procedures and presented in this report our conc1usio.v about 
tlic effectiveness o f  the disclosure controls and procedures, as of the end o f t h e  pcriod covered by this report based on such 
evaluation; and 

Discloscd in this report any change in the registrant's internal control over  financial rcporting that occurred during the registrant's 
most rcccnt fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has niaterially affccted, or is 
reasonably likely to  materially affect, the registrant's internal control over  financial reporting; and 

b. 

c. 

d 

The registrant's otlicr certifying cfficer and I have disclosed, based on our most recent evaluation of  internal control over financial 
rcporting, to tlic registrant's auditors and the audit coniniittcc of tlie registrant's board of dircctors (or persons performing the equivalent 
functions): 

a. AI1 significant dcficiencics and material weaknesses in the design or operation of internal control over financial reporting which 
arc reasonably Iikcly to adversely affect tlie registrant's ability to rccord, process, summarize and report financial information; and 

Any fraud, whcther or not material, that involves nianagcnicnt or other employees who have a significant role in the registrant's 
internal control over financial reporting. 

b. 

Date: Novcinbcr 8,201 1 Is/ Paul A. Farr 
Paul A. Farr 
Executive Vice President and Chief Financial Officer 
PPL. Corporation 



Exhibit 31(c) 

CERTIFICATION 

' IAMES H. MILL.ER, certify that: 

I liave reviewcd this quarterly rcport on Fomi IO-Q of PPL. Encrgy Supply, L,LC (the "registrant"); 

Based on my knowlcdge, this report d o e s  not contain any untrue statement of a niatcrial fact or omit to state a material fact necessary to 
make tlie statements niadc, in light of t h e  circumstances undcr which such statements were made, not misleading with respcct to the 
period covercd by this report; 

Based on niy knowledge, the financial statenicnts, and otlicr financial information included in this report, fairly present in all material 
xspects tlic financial condition, results o f  operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other ccrtifying officer and I arc rcsponsible for. cst~hlishing and maintaining disclosure controls and procedures (as 
defined in Exchangc Act RLI~CS 13a-IS(e) and ISd-lS(e)) and internal control ovcr financial reporting (as defined in Exchange Act Rules 
I3a- I5(0 and I Sd-1 S(0) for the rcgistrant and have: 

a. 

2. 

3. 

4. 

Designed such disclosurc controls and procedures, or caused such disclosure controls and procedures to be designed undcr our 
supcrvision, to ensurc that matcriat information relating to tlic registrant, including its consolidated subsidiaries, is made known to 
LIS by otlicrs within those entitics, particularly during tlic period in which this report is being prepared; 

Designcd such internal control over  financial reporting, or caused such internal control over financial reporting to be designed 
undcr our supcrvision, to provide rcasonable assurance regarding the rcliability of financial reporting and the preparation of 
financial statements for cxtcrnal purposes in accordance with generally acceptcd accounting principles; 

Evaluatcd tlie cffcctivcness of tlie rcgistrant'n disclosurc controls and procedurcs and presented in this report our conclusions aboiit 
tlic cffcctivcness of the disclosure controls and proccdurcs, as of the cnd of tlic period co1,cred by this report based on such 
evaluation; and 

Disclosed in this repoi t any cliange in the registrant's intcrnal control ovcr financial reporting that occurred during the rcgistrant's 
most rcccnt fiscal quarter (the registrant's fourth fiscal quarter in tlie ciisc of an annual report) that has materially affected, or is 
rcasonably likcly to materially affect, the registrant's intcrnal control over financial rcporting; and 

b. 

c. 

d. 

The registrant's otlicr zcrtifying officer and I have disclosed, based on our most rcccnt evaluation of internal control over financial 
rcporting, to the rcgistrant's auditors a n d  the aidit comniittce of the registrant's board of directors (or persons perforniing the equivalent 
fiinctions): 

a. All significant deficiencies and material wcakncsses in the design or opcration of internal control over financial reporting which 
arc rcasonably likely to adverscly affect tlic registrant's ability to record, process, summarizc and report financial information; and 

Any fraud, wlictlicr or not material, tliat involves nianagenicnt or other employees who liave a significant role in the registrant's 
intcrnal control ovcr financial reporting. 

b. 

Date: Novembcr 8, 20 I 1 /s/ James H. Miller 
Janics H. Millcr 
President 
PPL Energy Supply, L . L C  



Exhibit 3 I(d) 

CERTlFlCATlON 

1 PAUL A. FARR, certify that: 

I have reviewed this quarterly report on Forni IO-Q of PPL Energy Supply, L.L.C (the "registrant"); 

Based on my knowledge, this report does not contain any  untrue statement of a material fact or oniit to state a niaterial 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 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 rcpcrt; 

T h e  registrant's other certifying officer and I are respcr.si5le for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-IS(e) and 1Sd-1 S(e)) and internal control over financial rcporting (as defined in Exchange Act Rules 
13a-IS(f) and lSd-IS(f)) for the registrant and have: 

a. 

2 

3. 

4. 

Designed such disclosrire controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material infonnation 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 ovcr 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 extcrnal purposes in accordance with gencrally accepted accounting principles; 

Evaluated the effectiveness of thc --gistrant's disclosure controls and procedures and presented in this report our conclusions about 
the cffcctiveness of the disclosure controlb and procedures, as of the end of th. Feriod covcrcd by this report based on such 
evaluation: and 

b. 

c 

d.  Disclosed in this report any change in the registrant's intcrnal 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 

T h e  registrant's other certifying officer and I have disclosed, based on our most recent evaluation of intcmal control ovcr financial 
rcporting, 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 rcporting which 
are rcasonably likcly to adversely affect the registrant's ability to record, process, sirnimarizc and report financial information; and 

Any fraud, whether or not material, that involves management or other cn?ployecs who havc a significant role in the registrant's 
internal control over financial reporting 

b 

Date: November 8, 20 1 1 1st Paiil A.  Farr 
- 

Paul A Farr  
Execritive Vice President 

. PPL. Energy Supply, LLC 



Exhibit 31(e) 

CERTIFICATION 

1 DAVID G. DECAMPLI, certify that: 

I have reviewed this quarterly report on Forni IO-Q of PPL, Electric Utilities Corporation (the "registrant"); 

Based on my knowledge, this rcport does not contain any untrue statement of a niaterial fact or oniit to state a niaterial fact necessary to 
make the statements made, in light of the circumstances under which such statenicnts were 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, results of operaticns 2nd cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officcr and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-IS(e) and 15d-IS(e)) and internal control over financial reporting (as dcfined in Exchange Act Rules 
13a-I5(f) and 1 .Sd-I5(f)) for the registrant and Iiave: 

a. 

2. 

3. 

4. 

Dcsigned such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material infomiation relating to the registrant, including its consolidated subsidiaries, is made known to 
LIS 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 o w  supervision, to provide reasonable assurance rcgarding the reliability of  financial reporting and the preparation of 
financial statenicnts for external purposes in accordance with generally accepted accounting principles; 

Evaluated thc cffectivencss of thc registrant's disclosurc controls and proccdures and presentcd in this report our conclusions about 
+he cffectiveness of the disclosure controls ard proceclurcs, as of the cnd of thc period covered by this rcport bared on such 
evalua:ion; and 

Discloscd in this rcport any changc in the registrant's internal control ovcr financial reporting that occurred during the registrant's 
most rcccnt fiscal quarter (the registrant's fourth fiscal quarter in the casc of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

b. 

c. 

d. 

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 coniniittee of the registrant's board of directors (or persons performing the equivalent 
functions): 

a. All significant deficicncies and material weaknesses in the design or operation of  internal control over financial reporting which 
arc reasonably likely to adverscly affect the rcgistrant's ability to record, proccss, summarize and report financial information; and 

Any fraud, whether or not niatcrial, that involves management or othcr eniployccs who have a significant role in the registrant's 
internal control over financial reporting. 

b. 

Date: November 8, 20 I 1 /s/ David G. DeCanipli 
David G .  DcCanipli 
Prcsident 
PPL Electric Utilities Corporation 



Exhibit 31(f) 

CERTlFlCATiON 

TINCENT SORGI, certifjl that: 

I .  

2. 

I have reviewed this quarterly report on Form IO-Q of  PPI., Electric Utilities Corporation (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 niy knowledge, t h e  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 certifiing officer and I arc responsible for establishing and maintaining disclosure controls and procedures (as  
defined in Exchange Act R ~ t l e s  I3a-IS(e) and I Sd-lS(e)) and internal control over  financial reporting (as defined in Exchange Act Rules 
13a-IS(f) and ISd-lS(f)) for  the registrant and have: 

a. 

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under o u r  
supervision, to cnsiire that material infomiation 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 rcport is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
wider 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 
tlie effectiveness of t h e  disclosure controls and procedures, as of the end o f  the period covered by this report based on such 
evaluation; 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 o f  an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

b. 

c. 

d. 

The registrant's other certifying officer and I have disclosed, based on our most recent evaliiation 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 dcficiencies 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, suniniarize and report financial information; and 

Any frand, whether or not material, that involves nianagement or other employees who have a significant role in the registrant's 
internal control over financial reporting. 

b. 

Date: Novcniber 8,201 1 Is/ Vincent Sorei 
Vincent Sorgi 
Vice President and Chief Accounting Officer 
PPL. Electric Utilities Corporation 



Exhibit 31(g) 

CERTIFICATION 

1. VICTOR A. STAFFIERI, certify that: 

I have reviewed this quarterly report on Form IO-Q of L.G&E and KU Energy LLC (the "registrant"); 

Based on my knowledge, this report does not contain any untrue statement of a material fact or oniit to state a material fact necessary to 
make thc 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 cf cpcrations 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 a d  procedures (as 
defined in Exchange Act Rules 13a-1 S(e) and 1 Sd-1 S(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-IS(f) and ISd-lS(f)) for the registrant and have: 

a. 

2. 

3. 

4. 

Designcd 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 
LIS 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 supcrvision, 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 cffectivcness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effcctivencss of thc disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; 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 

b. 

c. 

d. 

~ 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 
fiinctions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which 
are rcasonably likely to adversely affect the registrant's ability to record, process, sunimarize and rcport financial information; and 

Any fraud, whether or not material, that involves nianagenient or other employees who have a significant role in the registrant's 
internal control over financial reporting. 

b. 

Date: November 8, 201 1 /s/ Victor A. Staffieri 
Victor A.  Staffieri 
Chairnian, President and Chief Executive Officer 
L.G&E and KU Energy L,LC 



Exhibit 31(h) 

CERTIFICATION 

1 S. BRADFORD RIVES, certify that: 

I have reviewed this quarterly report on Fomi l0-Q of LG&E and KIJ Energy LLC (the "registrant"); 

Based on my knowledge, this report does not contain a n y  untrue statement of a material fact or onlit 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 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 certifying officer and I are responsible for establishing and maintaining disclosure cortrols rtnd procedures (as 
defined in Exchange Act Rules 13a-IS(e) and lSd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a- 1 S(f) and 1 Sd-1 S(f)) for the registrant and have: 

a. 

2. 

3 .  

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material infomiation relating to the registrant, including its consolidated subsidiaries, is made known to 
LIS 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 ?resented 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 

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 

b. 

c. 

d. 

The  registrant's other certifjting 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 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 

Any fraud, whether or not material, that involves management or other eniployces who have a significant role in the registrant's 
internal control over financial reporting. 

b. 

Date: November 8, 201 1 Is/ S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
LG&E and KU Energy L.LC . 



Exhibit 3 V(i) 

CERTIFICATION 

VICTOR A. STAFFIERI, certify that: 

I have reviewed this quarterly report on Form IO-Q of Louisville Gas and Electric Company (the "registrant"); 

Based on niy 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 b y  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 o f  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-IS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-I5(f) and ISd-l5(f)) for the registrant and have: 

a. 

2. 

3 .  

4. 

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 
LIS 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 providc reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statenients for external purposes in accordance witti generally accepted accounting principles; 

Eval!l.&d the effectiveness of the registrant's disclosure controls and procedurcs and presented in this report our conclusions about 
the effectivemss of thc disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; 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 

b. 

c, 

d. 

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 
arc reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial inforniation; and 

Any fraud, whether or not material, that involves management or other cniployees who have a significant role in the registrant's 
internal control over financial reporting. 

b. 

Date: November 8 ,20 I 1 I s /  Victor A, Staffieri 
Victor A. Staffieri 
Chairnian, President and Chief Executive Officer 
Louisville Gas and Electric Company - 



Exhibit 31(j) 

CERTlFlCATJON 

' S. BRADFORD RIVES, certify that: 

I have rcviewed this quarterly report on Fomi 10-0 of Louisville Gas and Electric Company (the "registrant"); 

Based on my knowledge, this report does not contain any untrue statement o f 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; 

Bascd on my knowledge, the financial statements, and other financial information included in this rcport, fairly present in all niaterial 
respects the financial ccnditior,, results of operations and cash flows of the registrant as  of, and for, the periods presented in this report; 

The registrant's othcr ccrtifying officer and I are responsible for establishing and maintaining disc!osuic controls and procedures (as 
defined in Exchange Act Rules 13a-IS(e) and ISd-lS(c)) and internal control over financial reporting (as defined in Exchange Act Rules 
I3a-I S ( f )  and l5d-1 .S(f)) for t h e  registrant and have: 

a. 

2. 

3. 

4. 

Dcsigned such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material inforniation relating to the registrant, including its consolidated subsidiaries, is made known to 
LIS 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 statcnients for external purposes in accordance with generally accepted accounting principles; 

Evaluated thc cffcctiveness of the registrant's disclosure controls and procdurcs  and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end o f  the peiiod covered by this report based on sur11 
evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the rcgistrant's 
most recent fiscal quarter (the registrant's fourth fiscal quarter in the case o f  an annual report) that has niatenally affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

b. 

c. 

d. 

The registrant's othcr certifying officer and I have disclosed, based on our most recent evaluation o f  internal control over financial 
reporting, to the registrant's auditors and the audit coniniittee 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 o f  internal control over financial reporting which 
arc reasonably liltcly to adversely affect the registrant's ability to record, process, summarize and report financial inforniation; and 

Any fraud, whcthcr 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/ S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
Louisville Gas and Electric Conipany 



Exhibit 31(k) 

CERTIFICATION 

T.  VICTOR A. STAFFIERI, certify that: 

I havc revicwcd this quarterly report 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, in light of the circunistances 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 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, ? ~ d  fcr, the periods presented in this report; 

The registrant's o t k r  certifying officcr and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-lS(e) and  lSd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
1321-1 S(f) and 1 Sd-1 S(f)) for the registrant and have: 

a. 

2. 

3. 

4. 

Designed such disclosure controls and proccdures, or caused such disclosure controls and procedures to be designed under our 
supcrvision, to ensure that niatcrial information relating to the registrant, including its consolidated subsidiaries, is made known to 
u s  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 supcrvision, to provide reasonable assurance regarding the rcliability of financial reporting and the preparation of 
financial statements for extcmal prirposcs in accordance with generally accepted accounting principles; 

Evaluated the effectivcncss of thc registrant's disclosure controls and procedures and presented in this report our conclusions about 
tht  effectivencss of the disclosure con?ro's and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Discloscd in this report any change in the registrant's intcrnal control over financial reporting that occurred during the registrant's 
most rccent 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, thc registrant's internal control ovcr financial reporting; and 

b. 

c 

d. 

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to thc registrant's auditors and the audit conimittec of the registrant's bead of directors (or persons perfomiing the equivalent 
hnctions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which 
are reasonably likely to adverscly affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves managcnient or other employees who have a significant role in the registrant's 
internal control over financial reporting. 

b. 

Date: Novembcr 8,20 1 1 /s/ Victor A. Stafficri 
Victor A. Staffieri 
Chairnian, Presidcnt and Chief Executive Officer 
Kentucky Utilities Company 



Exhibit 31(1) 

CERTIFICATION 

1. S. BRADFORD RJVES, certify that: 

I have reviewed this quarterly report on Form IO-Q of Kentucky Utilities Company (the "registrant"); 

Based on my knowledge, this report does not contain any untrue statement of a niaterial fact or omit to state a material fact necessary to 
niake 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 pcriods presented in this report; 

The regi:trant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-IS(e) and lSd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-15(9 and 15d-1 S(9) for the registrant and have: 

a. 

2. 

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures t o  be designed under our 
supervision, to ensure that material inforniation 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; 

Dcsigned such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under ow 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 procedurcs and presented in this report our conclusions about 
the effectiveness of the disclosiw controls and procedures, as of the end of the period covered by this report based on srrch 
evaluation; 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 rcgistrant's fourth fiscal quarter in the case of an annual report) that has niaterially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

b. 

c. 

d. 

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 dircctors (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, sunlniarize and report financial information; and 

Any fraud, whcther or not material, that involves management or other employees who have a significant rolc in the registrant's 
intcrnal control over financial reporting. 

b. 

Date: November 8, 20 1 1 Is /  S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 

. Kentucky Utilities Company 



CERTIFICATE PURSUANT TO I8 1J.S.C. SECTION 13.50 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

FOR PPL. CORPORATION'S FORM 10-Q FOR THE QIJARTER ENDED SEPTEMBER 30,201 1 

Exhibit 32(a) 

In connection with the quarterly report on Form IO-Q of PPL Corporation (the "Company") for the quarter ended September 30,201 I ,  
as filed with the Securities and Exchange Commission on the date hereof(the "Covcred 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: 

e The Covered Report fully complies with the requircnients of Section 13(a) or 1 S(d) of the Securities Exchange Act of 
1934, as amended; and 

0 The informatior. contsined in the Covered Report fairly presents, in all material respects, the financial condition and 
results of operations of the Company. 

Date: November 8,20 1 I /s/ James H. Miller 
James H. Miller 
Chairman and Chief Executive Officer 
PPL Corporation 

A signed original of this writtcn statement required by Section 906 has been provided to the Company and will be retaincd by the 
Company and furnished to the Securities and Exchange Commission or its staff upon request. 



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 IO-Q FOR THEQUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Fomi IO-Q of PPL Corporation (the "Company") for the quarter ended September 30, 201 1, 
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-Oxley Act oF2002, hereby certify that: 

e The Covered Report fully complies with the requirements of Section 13(a) or lS(d) of the Securities Exchange Act of 

0 The infomiation contained in the Covered Report fairly Dresents, in all material respects, the financial condition and 

1934, as amended; and 

results of operations of the Company. 

Date: November 8,201 1 Is/  Paul A. Farr 
Paul A. Fan 
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 and Exchange Commission or its staff upon request. 



Exhibit 32(c) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXL.EY ACT OF 2002 
FOR PPL ENERGY SUPPLY, LLC'S FORM I O - Q  FOR THE QrJARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form IO-Q of PPL Energy Supply, L,LC (the "Company") for the quarter ended 
,cpteniber 30, 201 I ,  as filed with the Securities and Exchange Commission on the date hereof(the "Covered Report"), I, the principal 
executive officer of thc 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 coniplies with the requirements of Section 13(a) or lS(d) of the Securities Exchange Act of 
1934, as amended; and 

e The i;?tbm:ation contained in the Covered Report fairly presents, in all material respects, the financial condition and 
results of operations of the Company. 

Date: Noveniber 8,201 I /s/ James H. Miller 
James H. Miller 
President 
PPL Energy Siipply, LLC 

A signed original of this written statement requircd by Section 906 has been provided to the Conipany and will be retained by the 
Company and furnished to the Securitics and Exchange Commission or its staff upon request. 



Exhibit 32(d) 
CERTIFICATE PURSUANT TO 18 {J.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL ENERGY SUPPL,Y, L,LC'S FORM IO-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form IO-Q of PPL Energy Supply, LLC (the "Company") for the quarter ended 

officer of the Company, pursuant to 18 1J.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby 
certify that: 

;ptember 30, 201 1, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I, the principal financial 

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 

- The infomiation contained in the Covered Report fairly presents, in all niaterial respects, the financial condition and 
results of operations of the Company. 

Date: November 8,201 1 I s /  Paul A. Farr 
Paul A. Farr 
Executive Vice President 
PPL Energy Supply, 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 Commission or its staff upon request. 



Exhibit 32(e) 
CERTIFICATE PIJRSUANT TO 18 LJ.S.C. SECTION 1350 

FOR PPL, ELECTRIC UTILJTIES CORPORATION'S FORM IO-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the quarterly report on Fomi IO-Q of PPL Electric IJtilities Corporation (the "Conipany") for the quarter ended 
,pteniber 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 Conipany, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 
hercby certify that: 

o The Covered Report fully complies with the requirements of Section I3(a) or 1 S(d) of the Securities Exchange Act of 
1934, as amended; and 

e The information contained in the Covered Report fairly presents, i r l  all material respects, the financial condition and 
results of operations of the Company. 

Date: Novcniber 8,201 I /s/ David G .  DeCampli 
David G. DeCanipli 
President 
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 hmishcd to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(f) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL, ELECTRIC UTILITIES CORPORATION'S FORM IO-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form IO-Q of PPL Electric Utilities Corporation (the "Company") for the quarter ended 
_,pteniber 30, 201 I ,  as filed witli the Securities and Exchange Conmission on the date hereof (the "Covered Report"), I, the principal financial 
officer of the Company, pursuant to 18 U.S.C. Section 1.350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby 
certifj, that: 

B 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 

o The infomiation contained in the Covered Report fairly presents, in all material respects, the financial condition and 
results of operations of the Compar.y. 

Date: November 8, 201 1 Is/  Vincent Sorgi 
Vincent Sorgi 
Vice President and Chief Accounting Officer 
PPL Electric LJtilities Corporation 

A signed original of this written statement required by Section 906 has been provided to the Conipany and will be retained by the 
Company and fiirnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(g) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

FOR L.G&E AND KU ENERGY LLC’S FORM IO-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 I 

In connection with the qiiarterly report on Form IO-Q of LG&E and KU Energy LLC (the “Company”) for the quarter ended 
, q m m b e r  30, 20 I 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 13.50, as adopted pursuant to Section 906 of  the Sarbanes-Oxley Act of  2002, 
hereby certify that: 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY A C T  O F  2002 

o Thc Covered Report fiilly complies with the requirements of Section 13(a) or lS(d) of the Securities Exchange Act of 
1934, as amended; and 

e The infomiation contained in the Covered Report fairly ?resents, in all material respects, the financial condition and 
results of operations of  the Company. 

Date: Noveniber 8,201 1 Is/  Victor A. Staffieri 
Victor A. Staffieri 
Chairnian, President and Chief Executive Officer 
LG&E and KU Energy LLC 

A signed original of this writtcn statement required by Scction 906 has been provided to the Company and will be retained by the 
Company and furnished to thc Securities and Exchange Commission or its staff upon request. 



Exhibit 32(h) 
CERTIFICATE PURSUANT TO i 8 1J.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR L.G&E AND KIJ ENERGY LLC'S FORM 10-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Fomi IO-Q of L,G&E and K1.J Energy LLC (the "Company") for the quarter ended 
-cpteniber 30, 201 I ,  as filed with the Securities and Exchange Commission on the date hereoftthe "Covered Report"), I, the principal financial 
officer of the Company, pursuant to 18 1J.S.C. Section 13.50, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby 
certify that: 

o 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 infomiation contained in the Covered Repnrt 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 1CU 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 Exchange Commission or its staff upon request. 



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 I O - Q  FOR THE QIJARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form IO-Q of Louisville Gas and Electric Company (the "Company") for the quarter ended 

executive officer of the Company, pursuant to 18 U.S.C. Section 13.50, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 
hereby certify that: 

qtember 30,201 1, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I, the principal 

a The Covered Report fully complies with the requirements of Section 13(a) or 1 S(d) of the Securities Exchange Act of 
1934, as amended; and 

6 The infomiation contained in the Covered Report fairly presents, in all material respects, the financial condition and 
results ofoperations of the Company. 

Date: November 8, 201 1 Is/  Victor A. Staffieri 
Victor A. Stafieri 
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 finished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32c) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION I350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR L.OlJISVILI,E GAS AND ELECTRIC COMPANY'S FORM IO-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 

In connection with the quarterly report on Form IO-Q of Louisville Gas and Electric Company (the "Company") for the quarter ended 
.ptember 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 I8 U.S.C. Section 13.50, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby 
certify that: 

o The Covered Report fully complies with the requirements of Section 13(a) or 1 S(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 Company. 

Date: November 8,20 1 1 /s/ S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
Louisville Gas and Electric Company 

A signed original of this writtcn statement required by Section 906 has been provided to the Company and will be retained by the 
Company and fitmished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(k) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 13.50 

AS ADOPTED PIJRSIJANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR KENTUCKY UTIL.ITIES COMPANY'S FORM IO-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 
- .@ember 30,201 I ,  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 I8 U.S.C. Section 13.50, 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 15(d) of the 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 1st Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 
Kentucky IJtilities 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 fkmished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(1) 
CERTIFICATE PURSUANT TO 18 [J.S.C. SECTION 1350 

FOR KENTUCKY lJTILfTIES COMPANY'S FORM IO-Q FOR THE QUARTER ENDED SEPTEMBER 30,201 1 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the quarterly report O n  Form 10-Q of Kentucky 1Jtilities Company (the "Company") for the quarter ended 
jeptenlber 30,201 1, as filed with the Securities and Exchange Coniriiission 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: 

o 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 

o 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 Is1 S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
Kentucky Utilities Conipany 

A signed original ofthis written statement required by Section 906 has been provided to the Company and will be retained by the 
ConlPanY and ftirnished to the Securities and Exchange Commission or its staff upon request. 
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