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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-K 

. .] ANNUAL REPORT PURSUANT TO SECTION 13 OR 1 5(d) OF THE SECURITIES EXCHANGE ACT OF 1934 for the fiscal year 
ended December 3 I ,  20 1 I 

OR 
TRANSITION REPORT PlJRSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 for the [ 3 
transition period from to 

Commission File 
Nu-I!3b9 

1-1 14.59 

1-32944 

1-90.5 

-53-173665 

1-2893 

1-3464 

Registrant; State of Incorporation; 
Addre_ssandTelepl ioN umber 

PPL Corporation 
(Exact naine of Registrant as specified in its charter) 
(Pennsylvania) 
Two North Ninth Street 
Allentown, PA 18 101 - 1 179 
(610) 774-5151 

PPL Energy Supply, LLC 
(Exact name of Registrant as specified in its charter) 
(Delaware) 
Two North Ninth Street 
Allentown, PA 18101-1 179 
(610) 774-5151 

PPL Electric Utilities Corporation 
(Exact name of Registrant as specified in its charter) 
(Pennsylvania) 
Two North Ninth Street 
Allentown, PA 18101-1 179 
(6 1 0) 774- 5 1 5 1 

LG&E and KU Energy LLC 
(Exact name of Registrant as specified in its charter) 
(Kentucky) 
220 West Main Street 
Louisville, Kentucky 40202-1 377 
(502) 627-2000 

Louisville Gas and Electric Company 
(Exact name of Registrant as specified in its charter) 
(Kentucky) 
220 West Main Street 
Louisville, Kentucky 40202-1 377 
(502) 627-2000 

Kentucky Utilities Company 
(Exact name of Registrant as specified in its charter) 
(Kentucky and Virginia) 
One Quality Street 
Lexington, Kentucky 40507-1 462 
(502) 627-2000 

IRS Employer 
Identification No. 

23-2758 192 

23-3074920 

23-0959590 

20-OS23 163 

6 1-0264 1 50 

6 1-0247570 



Securities registered pursuant to Section 12(b) of the Act: 

Title ofeach-class 

mmon Stock of PPL Corporation 

Corporate Units issued 201 1 of PPL, Corporation 
Corporate Units issued 2010 of PPL Corporation 

Junior Subordinated Notes of PPL Capital Funding, Inc. 
2007 Series A due 2067 

Senior Notes of PPL, Capital Funding, Inc. 
6.85% due 2047 

Name of each exchange-on-which.registere_d 

New York Stock Exchange 

New York Stock Exchange 
New York Stock Exchange 

New York Stock Exchange 

New York Stock Exchange 

Securities registered pursuant to Section 12(g) of the Act: 

Common Stock of PPL Electric Utilities Corporation 

Indicate by check mark whether the registrants are well-known seasoned issuers, as defined in Rule 405 of the Securities Act. 

PPL Corporation 
PPL Energy Supply, L.LC 
PPL. Electric Utilities Corporation 
LG&E and K U  Energy L.LC 
Louisville G a s  and Electric Company 
Kentucky Utilities Company 

Indicate by check mark if the registrants are not required to file reports pursuant to Section 13 or Section 1S(d) of the Act. 

PPL. Corporation 
PPL. Energy Supply, LLC 
PPL Electric Utilities Corporation 
LG&E and K 1J Energy LLC 
Louisville G a s  and Electric Company 
Kentucky Utilities Company 

Indicate by check mark whether the registrants ( 1 )  have filed all reports required to be filed by Section 1.3 or 15(d) of the Securities Exchange 
Act of 1934 during the preceding 12 months (or for such shorter period that the registrants wcre required to file such reports), and (2) have been 
subject to such filing requirements for the past 90 days. 

PPL Corporation 
PPI., Energy Supply, LLC 
PPL. Electric litilities Corporation 
LG&E and KU Energy LLC 
L.ouisville G a s  and Electric Company 
Kentucky Utilities Company 

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

PPL, Corporation 
PPL, Energy Supply, LLC 
PPL Electric Utilities Corporation 
LG&E and KU Energy LLC 
Louisville Gas  and Electric Company 
Kentucky Utilities Company 



Indicale by check mark if disclosure of delinquent filcrs pursuant to Item 405 of Regulation S-K is not contained herein, and will not be 
contained, to the best of registrants' knowledge, in definitive proxy or information statements incorporated by reference in Part 111 of this Form 
10-K or any amendment to this Form 10-K. 

PPL. Corporation 
PPL. Energy Supply, 1.L.C 
PPL Electric [Jtilitics Corporation 
L,G&E and KU Energy L,L.C 
Louisville Gas and Electric Company 
Kentucky [Jtilities Company 

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

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

PPL Corporation [ X I  [ I  [ I  [ I  
PPL Encrgy Supply, L.LC [ I  [ I  [ X I  [ I  
PPL Electric Utilities Corporation [ I  [ I  [ X I  [ I  
LG&E and K U  Energy L,L,C [ I  [ I  [ X I  [ I  
Louisville Gas and Electric Company [ I  [ I  1x1 [ I  
Kentucky [Jtilities Company [ I  [ I  [ X I  [ I  

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

PPL Corporation 
PPL Energy Supply, LLC 
PPL. Electric Utilities Corporation 
L.G&E and K U  Energy L,L.C 
Louisville Gas and Electric Company 
Kentucky Utilities Company 

of June 30, 201 I ,  PPL Corporation had 577,265,l 19 shares of  its $.Ol par value Common Stock outstanding. The aggregate market value of 
m e  common sharcs (based upon the closing price of these shares on the New York Stock Exchange on that date) held by non-affiliates was 

$16,065,288,262. As of January 31, 2012, PPL Corporation had 579,234,837 shares of its $.01 par value Common Stock outstanding. 

As of January 3 I ,  2012, PPL Corporation held all 66,368,056 outstanding common shares, no par value, of PPL Electric Utilities Corporation. 

PPL. Corporation indircctly holds all of the membership interests in PPL Energy Supply, L.L.C. 

PPL Corporation directly holds all of the membership interests in LG&E and K U  Encrgy LLC. 

As ofJanuary 31,2012, L.G&E and K U  Energy LLC held all 21,294,223 outstanding common shares, no par value, ofLouisville Gas and 
Electric Company. 

As of January 3 I ,  2012, L.G&E and K U  Energy LLC held all 37,817,878 outstanding common shares, no par value, of Kentucky Utilities 
Company. 

PPL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLX, Louisville Gas and Electric Company and 
Kentucky Utilities Company meet the conditions set forth in General Instructions (I)(l)(a) and (b) of  Form 10-K and are therefore filing 
this form with the reduced disclosure format. 

Documents incorporated by reference: 

PPL Corporation has incorporated herein by reference certain sections of PPL Corporation's 2012 Notice of Annual Meeting and Proxy 
Statement, which will be filed with the Securities and Exchange Commission not later than 120 days after December 31,201 1. Such Statements 
will provide the information required by Part I11 ofthis Report. 
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This combined Form 10-K is scparately filed by 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. Information contained herein relating to PPL, Energy 
Supply, LLC, PPL. Electric Utilities Corporation, LG&E and KU Energy L.L.C, L.ouisville Gas and Electric Company and Kentucky lltilities 
Company is filed by PPL. Corporation and separately by PPL Energy Supply, LL.C, PPL, Electric [Jtilities Corporation, L,G&E and KU Energy 
L.LC, L.ouisville Gas and Electric Company and Kentucky Utilities Company on their own behalf. No registrant makes any representation as to 
infornialion relating 10 any other registrant, except that infomation relating to the five PPL, Corporation subsidiaries is also attributed to PPL 
Corporation and the information relating to 1,ouisville Gas and Electric Company and Kentucky [Jtilities Company is also attributed to L.G&E 
and KU Energy LLC. 
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GLOSSARY OF TERMS AND ABBREVIATIONS 

ttral Networks - collectively Central Networks East plc, Central Networks L h i t e d  and certain other related assets and liabilities. On April 1, 
,JI 1, PPL. WEM Holdings plc (fomierly 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 Limited (subsequently renamed WPD Midlands Holdings Limited), and Central Networks East plc 
(subsequently renamed Western Power Distribution (East Midlands) plc) are British regional electricity distribution utility companies. 

KU - Kentucky Utilities Company, a public utility subsidiary of LKE engaged in the regulated generation, transmission, distribution and sale o f  
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. 

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

L,KS - L.G&E and K1J Services Company, a subsidiary of LKE that provides services for L.KE and its subsidiaries. The subsidiary was acquired 
by PPL through the acquisition o f  L,KE in November 2010. 

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

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

PPL, Electric - PPL Electric [Jtilities 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. 

PPL, Ertergy Fiindirig - PPL Energy Funding Corporation, a subsidiary of PPL. and the parent holding company of PPL Energy Supply, PPL 
clobal (effective January 201 I )  and other subsidiaries. 

, PL, EriergyP/iiS - PPL. EnergyPlus, L.L.C, a subsidiary of PPL Energy Supply that markets and trades wholesale and retail electricity and gas, 
and supplies energy and energy services in competitive markets. 

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

PPL. Cas Utilities - PPL Gas (Jtilities 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 o f  propane. 

PPL Gerterntiori - PPL. Generation, LLC, a subsidiary of PPL Energy Supply that owns and operates U.S. generating facilities through various 
subsidiaries. 

PPL, Global - PPL Global, LL.C, a subsidiary of PPL Energy Funding that primarily owns and operates a business in the U.K., WPD, that is 
focused on the regulated distribution of electricity. In January 201 1,  PPL. Energy Supply, PPL, Global's former parent, distributed its 
membership interest in PPL. Global, representing 100% of the outstanding membership interest of PPL Global, to its parent, PPL, Energy 
Funding. 

PPL Uoltrvood - PPL Holtwood, LLC, a subsidiary of PPL Generation that owns hydroelectric generating operations in Pennsylvania. 

PPL Jnvestrnent Corp. - PPL Investment Corporation, a subsidiary of PPL Energy Supply 

I 



PPI, Martins Creek _. PPL. Martins Creek, L.L.C, a subsidiary of PPL Generation that owns generating operations in Pennsylvania. 

D P L .  Morttarta - PPL Montana, L.L.C, an indirect subsidiary of  PPL. Generation that generates electricity for wholesale sales in Montana and the 
i f i c  Northwest. 

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

PPL, Susqiiehanna - PPL. Susqiiehanna, LLC, 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 
Global. PPL. WEM indirectly wholly owns both WPD (East Midlands) and WPD (West Midlands). 

PPL WW - PPL WW Holdings Limited (formerly Western Power Distribution Holdings Limited), a n  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 PPL WW and PPL. WEM and their subsidiaries. 

WPD (East Midatids) - 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 Midhids  - refers to Central Networks, which was renamed after the acquisition. 

WPD (Soritlt W(rIe.s) - Wcstei-n Power Distribution (South Wales) pic, a British regional electricity distribution utility company. 

WPD (Sorith West) - Wcstcrn Power Distribution (South West) plc, a British regiond electricity distribution utility company. 

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

WKE - Western Kentucky Energy Corp., a subsidiary of L.KE that leased certain non-utility generating plants in western Kentucky until July 
2009. The subsidiary was acquired by PPL through the acquisition of L.KE in November 2010. 

Other t e r m  and nbb_re_viations 

L - British pound stcrling 

1945 First Mortgcige Bond Iiidentrire - PPL Electric‘s Mortgage and Deed of Trust, dated as of October I, 1945, to Deutsche Bank Trust 
Company Americas, as trustee, as supplcniented. 

2UU1 Mortguge Irtderitrire - PPL. Electric’s Indenture, dated as of August 1, 2001, to The Bank of New York Mellon (as successor to JPMorgan 
Chase Bank), as trustce, as supplcmented 

2010 Bridge Facility - an up to $6 5 billion Senior Bridge Term L.oan Credit Agreement between PPL Capital Funding, as borrower, and PPL, as 
guarantor, and a group of banks syndicated in June 2010, to serve as a funding backstop in the event alternative financing was not available prior 
to the closing of PPL’s acquisition of E ON U.S. LL.C. 

2UlOEqiiirj1 Uiiit(s) - a PPL cqiiity 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 Piirchuse Coiitroct(s) - a contract that is a component of a 2010 Equity lJnit that requires holders to purchase shares of PPL common stock 
on or prior to July 1 ,  201 3. 

2011 Bridge Facility - 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 IS, 201 1 .  

11 



2011 Equity Uriit(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 20  19. 

71 Piircliase Cotitract(s) - a contract that is a component of a 201 1 Equity Unit that requires holders to purchase shares of PPL. common stock 
,i or prior to May I ,  20 14. 

2011 Registratioti Statertierit(s) - refers to the registration statements on Form S-4 filed with the SEC by each of L,KE (Registration No. 333- 
173665) o n  April 21,201 1, L.G&E (Registration No 333-173676) on April 22,201 1 and KIJ (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. 

401(h) accoirttt - A sub-account established within a qualified pension trust to provide for the payment of retiree medical costs 

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

Act 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 for 
market misconduct and makes changes to the existing Alternative Energy Portfolio Standard. 

AFUDC - Allowance for Funds Used During Construction. The cost of equity and debt funds used to finance construction projects ofregulated 
businesses, which is capitalized as part of construction costs. 

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

A M T  - Aternalive minimum tax. 

AOCI - accumulated other comprehensive income or loss. 

ARO - asset retirement obligation. 

Baseload gerieration - includes the output provided by PPL's nuclear, coal, hydroelectric and qualifying facilities. 

sis - when used in the context ofderivatives and commodity trading, the commodity price differential between two locations, products or 
.me periods. 

Bcf - billion cubic feet 

Black L,iirig Trust - a trust account maintained under federal and state Black Lung legislation for the payment of claims related to disability or 
death d u e  to pneumoconiosis. 

Bluegrass CTs - Three natural gas combustion turbines owned by Bluegrass Generation. LG&E and KIJ entered into an Asset Purchase 
Agreement with Bluegrass Generation for the purchase of these combustion turbines, subject to certain conditions including receipt of applicable 
regulatory approvals and clearances. 

Blirgrass Gerieratiori - Bluegrass Generation Company, L,.L,.C., an exempt wholesale electricity generator in LaGrange, Kentucky. 

BREC - Big Rivers Electric Corpora&ion, a power-generating rural electric cooperative in western Kentucky. 

CAfR - the EPA's Clean Air Interstate Rule. 

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

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

... 
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CPCN - Certificate of Public Convenience and Necessity. Authority granted by the KPSC pursuant to Kentucky Revised Statute 278.020 to 
provide utility service t o  or for the public or the construction of any plant, equipment, property or facility for furnishing of utility service to the 
-1bIic. 

, d P R  - 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 200.5 CAIR, which the U S .  Court of Appeals for the D.C. Circuit ordered the 
EPA to revise in 2008. The court has granted a stay allowing CAIR to remain in place pending a ruling on the legal challenges to the CSAPR. 

CTC - competitive transition charge on customer bills to recover allowable transition costs under the Customer Choice Act. 

Cmtonier Choice Act - the Pennsylvania Electricity Generation Customer Choice and Competition Act, legislation enacted t o  restructure the 
state's electric utility industry to create retail access to a competitive market for generation of electricity. 

DDCP - Directors Deferred Compensation Plan 

Depreciation riot normalized - the flow-through income tax impact related to the state regulatory treatment of depreciation-related timing 
differences. 

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

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

DPCR4 - Distribution Price Control Review 4, the U.K. 5-year rate review period applicable to WPD that commenced April 1, 200.5. 

DPCRS - Distribution Price Control Review 5, the U.K. 5-year rate review pcr5d applicable to WPD that conimenccd April 1,201 0. 

DRIP - Dividend Reinvestment and Direct Stock Purchase Plan. 

DSM - Demand Side Management. Pursuant to Kentucky Revised Statute 278.28.5, the KPSC may determine the reasonableness of  DSM plans 
proposed by any utility under its jurisdiction. Proposed DSM mechanisms may seek full recovcry 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 
Trograms. The cost of such programs shall be assigned only to the class or classes of customers which benefit from the programs. 

A J o S  - Distribution Use of System. This forms the majority of WPD's revenues and is the charge to electricity suppliers who are WPDs 
customers and use WPD's network to transmit electricity. 

EBPB - Employee Benefit Plan Board. The administrator of PPL's U S .  qualified retirement plans, which is charged with the fiduciary 
responsibility to oversee and manage those plans and the investments associatcd with those plans. 

Econonzic Stirrtiiliis P ackage - 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. Pursuant to Kentucky Revised Statute 278.1 83, cffective 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. 

EEI - Electric Energy, Inc., which owns and operates a coal-fired plant and a natural gas facility in southern Illinois. 

EMF - electric and magnetic fields. 

E.ON AG - a German corporation and the parent of E.ON UK plc, the fonner parent of Central Networks, and the indirect parent of E.ON US 
Investments C o p ,  t h e  fonner parent of LKE. 

EPA - Environmental Protection Agency, a US. government agency. 
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EPS - earnings per share. 

equity Units ~ refers collectively to  the 201 1 and 2010 Equity Units. 

d 0 P  - Employee Stock Ownership Plan. 

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

EWG - exempt wholesale generator. 

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

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

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

F~cndarrteiitnl Cltnrige - as it relates to the terms of the 201 I and 20 10 Equity Units, will be deemed to have occurred if any of the following 
occurs with respect to PPL., subject to certain exceptions: (i) a change of control; (ii) a consolidation with or merger into any other entity; (iii) 
common stock ceases to be listed or quoled; 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. 

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

IBEW - International Brotherhood of Electrical Workers. 

ICP ~ Incentive Compensation Plan. 

ICPKE - Incentive Compensation Plan for Key Employees. 

Iiiterniediate anilpeakirtg getierntior~ - includes the output provided by PPL's oil- and natural gas-fired units. 

Ironicwad - a natural gas-fired power plant in Lebanon, Pennsylvania with a summer rating of 657 MW 

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 future demand with an adequate 
and reliable supply of electricity a t  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. 

IRCSec. 481 - the Internal Revenue Code Section that identifies the tax year in which accounting method change differences are recognized in 
federal taxable income. 

IS0  - Independent System Operator. 

KPSC - Kentucky Public Service Cornmission, the state agency that has jurisdiction over the regulation of rates and service of utilities in 
Kentucky 

V 



KU 2010 Mortgage Indetrtrire - KU's Indenture dated as of October I ,  2010, to The Bank of New York Mellon, as trustee, as supplemented. 

' V A  - kilovolt-ampere. 

#It - kilowatt-hour, basic unit of electrical energy. 

LCfDA - Lxhigh Coiinty IndListrial Development Authority. 

LG&E 2010 Mortgage Iizdenture - LG&E's Indenture, dated as of October 1, 2010, to The Bank of New York Mellon, as trustee, as 
supplemented. 

LIBOR - L,ondon Interbank Offered Rate. 

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

MACT - maximum achievable control technology. 

MATS - Mercury and Air Toxics Standards. 

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

MMBtri - One million British Thcnnal Chits. 

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

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

'W - megawatt, one thousand kilowatts 

MWh - megawatt-hour, one thousand kilowatt-hours. 

NDT - PPL. Susquchanna's nuclear plant decommissioning trust. 

NERC - North American Electric Reliability Corporation. 

NGCC - Natural gas-fired combined-cycle turbine. 

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

NPDES - National Pollutant Discharge Elimination System. 

NPNS - the normal purchases and normal sales exception as permitted by derivative accounting rules. Derivatives that qualify for this exception 
receive accrual accounting treatment. 

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

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

OCI ~ other comprchensive income or loss. 
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Ofgeni - Office of Gas and Electricity Markets, the British agency that regulates transmission, distribution and wholesale sales of electricity and 
related matters. 

7city - T h e  degree to which emissions reduce the transmission o f  light and obscure the view of an object in the background. There are 
i s s i o n  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 KU's 2.50% interests), which is accounted for as a cost-method investment. OVEC owns and operates two coal-fired power 
plants, the Kyger Creek Plant in Ohio and the Clifty Creek Plant in Indiana, with combined nameplate capacities o f  2,390 MW. 

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

PEDFA - Pennsylvania Economic Development EiParicing Authority. 

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

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

PPdE - property, plant and equipment. 

Predecessor - refers to the L.KE, LG&E and KIJ pre-acquisition activity covering the time period prior to November I ,  2010. 

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

PUC Final Order - final order issued by the PIJC on August 27,  1998, approving the settlement of PPL Electric's restructuring proceeding. 

PUffCA - Public Utility Holding Company Act of 1935, repealed effective February 2006 by the Energy Policy Act o f  2005 and replaced with 
the Public Utility Holding Company Act of 2005. 

,trchase Contracts - refers collectively to the 20 10 and 20 1 1 Purchase Contracts. 

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

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. 

RECs - renewable energy credits 

Regional Trartsiiiissiori Expansion P l m  - 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 a re  reviewed and approved by the PJM Board. 

Registrants - PPL, PPL, Energy Supply, PPL. Electric, L,KE, LG&E and KIJ, collectively. 

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

Rev. Proc(s ) .  - Revenue Procedure(s), an official published statement by the IRS of a matter of procedural importance to both taxpayers and the 
IRS concerning administration of the tax laws. 
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R M C  - Risk Management Committee. 

@TO - Regional Transmission Organization. 

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

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

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

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

SEC - the IJ.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 

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

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

Shar t  nzetering tecltrzology - 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. 

SirlCT - Southern Montana Electric Generation & Transmission Cooperative, Inc , a Montana cooperative and purchaser of electricity ur,rler a 
long-term supply contract with PPL EnergyPlus expiring in June 2019. 

Siiccessor - refers to the L.KE, L,G&E and KLJ post-acquisition activity covering the time period after October 31, 2010. 

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

-2 - Trimble County Unit 2, a coal-fired plant located in Kentucky with a net summer capacity of 732 MW. LKE indirectly owns a 75% 
,terest (consists of  LG&E's 14.25% and KIJ's 60.75% interests) in TC2, or 549 MW of the capacity. 

Tollitig agreetirent - 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. 

Total shareowier return - increase in inarket value of a share of the Company's common stock plus the value of all dividends paid on a share 
of the common stock during the applicable perfonnance period, divided by the price of the common stock as of the beginning of the performance 
period. 

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

VuR - 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. 

VEBA - Voluntary Employee Benefit Association Trust, accounts for health and welfare plans for future benefit payments for employees, 
retirees or their beneficiaries 

VIE - variable interest entity. 

Vdcimetric risk - the risk that the actual load volumes provided under full-requirement sales contracts could vary significantly from forecasted 
volumes. 
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VSCC - Virginia State Corporation Commission, the state agency that has jurisdiction over  the regulation of Virginia corporations, including 
utilities. 

'AP - 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 
, d i n g  Bloomberg VWAP on Bloomberg page "PPL <EQUITY> AQR' (or its equivalent successor if such page is not available) in respect of 

the period from the scheduled open of trading on the relevant trading day until the scheduled close of trading on the relevant trading day (or if 
such volume-weighted-avcrage price is unavailable, the market price of one share of PPL common stock on such trading day determined, using a 
volume-weighted-average method, by a nationally recognized independent investment banking firm retained for this purpose by PPL). 
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FORWARD -LOOKING INFORMATION 

Statements contained in this Form 10-K concerning expectations, beliefs, plans, objectives, goals, strategies, future events or perfonnance and 
-1derlying assumptions and other statements which are other than statements of historical fact are "forward-looking statements" within the 

ming of t h e  federal securities laws. Although the Registrants believe that the expectations and assumptions reflected in these statements are 
.,asonable, 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" and in "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations" 
in this Form 10-K report, the following arc among the important factors that could cause actual results to differ materially from the fonvard- 
looking statements. 
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fuel supply cost and availability; _ _  
continuing ability to recover fuel costs and environmental expenditurcs in a t i d y  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 fa 
the length of scheduled and unscheduled outages at o w  generating 
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 the Registrants and their subsidiaries; 
potential effects of threatened or actual terrorism, war or other hostilities, or natural disasters; 
the commitments and liabilities of the Registrants and their subsidiaries; 
market demand and prices for energy, capacity, transmission services, emission allowances, RECs and dehvered 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 perfonnance 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 
securi tics; 
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 the Registrants and their subsidiaries; 
new accounting requirements or new interpretations or applications of existing requirements; 
changcs in securities and credit ratings; 
foreign currency exchange rates; 
current a n d  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 the Registrants or their subsidiaries conduct business; 
receipt o f  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 outcoine of any rate cases by PPL. Electric at the PUC or the FERC, by L.G&E at the KPSC; by KU at the KPSC, VSCC, TRA or the 
FERC, or by WPD at Ofgem in the U.K.; 
the impact of any state, federal or foreign investigations applicable to the Registrants and their 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 



e business dispositions or  acquisitions and our ability to successfully operate such acquired businesses and realize expected benefits from 
business acquisitions, including PPL's 201 1 acquisition of WPD Midlands and 201 0 acquisition of LKE. 

y such forward-looking statemcnts should be considered in light of such important factors and in conjunction with other documents of the 
.;gistrants on file with t h e  SEC. 

New factors that could cause actual results to differ materially from those described in forward-looking statements emerge from time to time, 
and i t  is not possible for the  Registrants to predict all such factors, or the extent to which any such factor or combination of factors may cause 
actual results to differ f rom those contained in any forward-looking statement. Any forward-looking statement speaks only as of the date on 
which such statement is made, and the Registrants undertake no obligation to update the information contained in such statement to reflect 
subsequent developments or information. 
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ITEM-! ,BUSINESS 

ACKGROUND 

PPL, Corpor.u/ion , headquartered in Allentown, Pennsylvania, is an energy and utility holding company that was incorporated in 1994. Through 
its subsidiaries, PPL. generates electricity from power plants in the northeastern, northwestern and southeastern U S . ;  markets wholesale or retail 
energy primarily in the noriheastern and northwestern portions of the IJS . ;  delivers electricity to eustoiners in Pennsylvania, Kentucky, Virginia, 
Tennessee and the U.K. and natural gas to customers in Kentucky. 

In 201 1 and 2010, PPL completed two acquisitions. 

c On April 1, 201 I ,  PPL,, through its indirect, wholly owned subsidiary, PPL WEM, completed its acquisition of all the outstanding 
ordinary share capital of Central Networks East plc and Central Networks Limited, the sole owner of Central Networks West plc, 
together with certain other related assets and liabilities (collectively referred to as Central Networks and subsequently renamed WPD 
Midlands), from subsidiaries of E.ON AG. The consideration for the acquisition consisted of cash of$S.8 billion, including the 
repayment of $ I  .7 billion of affiliate indebtedness owed to subsidiaries of E.ON AG and $800 million of long-term debt assumed 
through consolidation. WPD Midlands operates two regulated distribution networks that serve five million end-users in the Midlands 
area of England. 

On November 1, 2010, PPL acquired all of the limited liability company interests ofE.ON I J S .  LLC from a wholly owned subsidiary 
of E ON AG. Upon completion of the acquisition, E.ON U.S. LLC was renamed LG&E and KU Energy LLC (LKE). LKE is engaged 
in regulated utility operations through its subsidiaries, L.G&E and KU.  The consideration for the acquisition consisted of cash of $6.8 
billion, incLding the repayment ofS4.3 billion ofaffiliate indebtedness owed to subsidiaries of E.ON AG, and $800 million ofdebt 
assumed through Consolidation. 

See Note I O  to the Financial Statements for additional information on both acquisitions. 

c 

o 

The acquisitions of WPD Midlands and  LKE: ( I )  substantially reapportion the mix of PPL's regulated and competitive businesses by increasing 
'he regulated portion of its business; (2) strengthen PPL's credit profile; and (3) enhance rate-regulated growth opportunities as the regulated 

;inesses make investments to meet environmental compliance requirements and improve infrastructure and customer reliability. The 
..rvestment in regulated assets also provides earnings stability through regulated returns and the ability to recover prudently incurred capital 
investments, in contrast to the competitive supply business where earnings and cash flows are subject to market conditions. At December 3 1, 
201 I ,  PPL had: 

c $12.7 billion in operating revenues (including eight months from WPD Midlands, which are recorded on a one-month lag) 

o 10.5 million end-users of its utility services (including 5 million end-users served by the WPD Midlands companies) 

0 Approximately 19,000 M W of generation 

c Approximately 18,000 full-time employees 

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 manner in which it  manages its businesses and reports segment information in its consolidated financial statements. The distribution 
separated the US.-based competitive energy marketing and supply business from the U.K.-based regulated electricity distribution business. See 
Note 9 to the Financial Statements for additional information. 

At December 3 I ,  20 I I PPL.'s principal subsidiaries are shown below (* denotes an SEC registrant; LKE, L.G&E and K U  became SEC registrants 
effective June 1, 20 1 I ) :  
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distribution of electricky in 
the U K 

In addition to PPL Corporation, thc other SEC registranls includcd in this filing are: 

- Engages in the regulated 
on, transmission, 

PPL Energ)) Sipply, L1.C , headquartered in Allentown, Pennsylvania, is an indirect wholly owned subsidiary of PPL formed in 2000 and is an 
energy company cngaged through its subsidiaries in the generation and marketing of electricity, primarily in the northeastern and northwestern 
power markets of the U S .  PPL. Encrgy Supply's major operating subsidiaries are PPL EnergyPlus and PPL Generation. As noted above, in 
January 201 I ,  PPL Energy Supply distributed its 100% membership interest in PPL Global to its parent, PPL Energy Funding. For 2010 and 
2009, the operating rcsults of PPL Global, which represents the International Regulated segment, are classified as Discontinued Operations. At 
December 3 I, 201 I, PPL. Energy Supply owned or controlled 10,508 MW of electric power generation capacity and is implementing capital 
projects at certain of its existing generation facilities in Pennsylvania and Montana to provide 191 MW o f  additional generating capacity by the 
end of 201 3. 

?L Eleclric Ulilifies Corpora/ioii , headquartered in Allentown, Pennsylvania, is a direct subsidiary of PPL incorporated in 1920 and a 
regulated public utility. PPL Electric delivers electricity in its Pennsylvania service territory and provides electricity supply to retail customers 
in that territory as a PLR under the Customer Choice Act. 

L,G&E and KU Ei7rrgj) LLC, headquartered in Louisville, Kentucky, is a holding company with regulated utility opcrations through its 
subsidiaries, LG&E and K11, and is a wholly owned subsidiary of PPL.. L,I<E, formed in 2003, is the successor to a Kcntucky entity incorporated 
in 1989. 

Louisville Gas ar7d Eleclric Company, headquartered in Louisville, Kentucky, is a regulated utility engaged in the generation, transmission, 
distribution and salc of electricity and the distribution and sale of natural gas in Kentucky. LG&E was incorporated in Kentucky in 1913. At 
December 31, 201 1, L,G&E owned 3,352 MW of electric power generation capacity and, subject to certain regulatory approvals, is implementing 
capital projccts at certain of its existing generation facilities to provide 483 MW ofadditional generating capacity by 2016. LG&E also 
anticipates retiring 563 MW of generating capacity by  the end of  201 5 to meet certain environmental regulations. L.G&E and KUjointly 
dispatch their generation units with the lowest cost gcneration used to serve their retail native load. 

Ken/ztcky (//ili/ies Companj), headquartered in L.exington, Kentucky, is a regulated utility engaged in the generation, transmission, distribution 
and sale of electricity in Kentucky, Virginia and Tennessee. KIJ was incorporated in Kentucky in I9  12 and Virginia in 1991. KU serves its 
Virginia customers under the Old Dominion Power name while its Kentucky and Tennessee customers are served under the KU name. At 
December 3 1, 201 1, KU owned 4,833 MW of electric power generation capacity and, subject to certain regulatory approvals, is implementing 
capital projects at certain of its existing generation facilities to provide 652 MW o f  additional generating capacity by 2016. KU also anticipates 
retiring 234 MW of generating capacity by the end of 2015 to meet certain environmental regulations. KU and L,G&E jointly dispatch their 
generation units with the lowest cost generation used to serve their retail native load. 

PPL's utility subsidiaries, and to a lesser extent, certain of its competitive supply subsidiaries, are sub,ject to extensive regulation by the FERC 
including: wholesale sales of power and related transactions, electric transmission service, accounting practices, issuances and sales of 
securitics, acquisitions and sales of utility properties and payments ofdividcnds. PPL and L.KE are subject to certain FERC regulations as 
holding companies under PIJHCA and the Federal Power Act, 
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including with respect to accounting and record-keeping, inter-system sales of non-power goods and services and acquisitions of securities in, or 
mergers with, certain types of electric utility companies. 

:cessoc and Predecces_ssoL FinancialPresentation (LKE, LG&E and KU) 

L.ICE's, LG&E's and KU's Financial Statements and related financial and operating data include the periods before and after PPL's acquisition of 
LKE on November I ,  2010 and have been segregated to present pre-acquisition activity as the Predecessor and post-acquisition activity as the 
Successor. Predecessor activity covers the time period prior to November I ,  2010. Successor activity covers the time period after October 3 I ,  
2010. Certain accounting and presentation methods were changed to acceptable alternatives to conform to PPL's accounting policies, and the 
cost bases 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 LKE, L.G&E and K U  have not changed as a result of the acquisition. 

Segmgn t InfoLmAt ion 

Following the November 1,2010 acquisition of LKE, PPL is organized into four reportable segments: Kentucky Regulated, International 
Regulated, Pennsylvania Regulated and Supply. There were no changes to reportable segments in 201 1.  

(PPL Energy Supply} 

In 201 I ,  PPL Energy Supply operated in a single reportable segment. Prior to 201 1, PPL. Energy Supply's segments consisted of Supply and 
International Regulated. In January 201 1, PPL Energy Supply distributed its 100% membership interest in PPL Global to its parent, PPL Energy 
Funding, tr, better align PPL's organizational structure with the manner in wliich i t  manages its businesses and rcports segment information in its 
consolidated finaiicial statements For 2010 and 2009, the operating results of PPL Global, which represent the International Regulated segment, 
are classified as discontinued operations. 

('PL Elecatric, LKE, L,G&E atid KU) 

PPL Electric, LICE, L,G&E and KU each operate in a single reportable segment. 

PL arid PPL, Energy Sitpply} 

See Note 2 to the  Financial Statements for financial information about the segments and geographic financial data. 

o Kentiicky Re~i i f~ ied~Segi i ie~i f  (PPL) 

Consisis o/the operations oj LKE, wliicli owns and operates i*egiilatedpublic trtilities engaged in Ihe generaation, transmission, drslribu[ion 
and sale of elecli-icily arid [lie distt-tbirtion arid sale of nalural gas, representing primarily [he aclivilies ofL,G&E and KU. The Kenritcky 
Regiilared segment ufso incfirdes inreresr expense relaled to the 201 0 Egiiity IJnils 11irr1 were issired IO parlia fly Jharice the acyitisition of 
LKE. 

(PPL, LKE, LG&E and KU) 

LKE became a wholly owned subsidiary of PPL, on November I ,  2010. LG&E and KU are engaged in the regulated generation, transmission, 
distribution a n d  sale of electricity in Kentucky and, in KU's case, Virginia and Tennessee. LG&E also engages in the distribution and sale of 
natural gas in Kentucky. L.G&E provides electric service to approximately 394,000 customers in L.ouisville and adjacent areas in Kentucky, 
covering approximately 700 square miles in 9 counties. LG&E provides natural gas service to approximately 319,000 customers in its electric 
service area a n d  7 additional counties in Kentucky. KU provides electric service to approximately 512,000 customers in 77 counties in central, 
southeaslern and  western Kentucky; approximately 29,000 customers in 5 counties in southwestern Virginia; and fewer than 10 customers in 
Tennessee, covering approximatcly 4,800 non-contiguous square miles. KU also sells wholesale electricity to 12 municipalities in Kentucky 
under load foilowing contracts. In Virginia, K U  operates under the name Old Dominion Power Company. 
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Acyiiisilion by-PPL 

In September 2010, the KPSC approved a settlement agreement among PPL and all of the intervening parties to PPL,'sjoint application to the 
'SC for approval of its acquisition of ownership and control of L.KE. In the settlement agreement, the parties agreed that LG&E and KU 
Juld commit that no base rate increases would take effect before January I ,  20 13 The rate increases for LG&E and KU that took effect on 

August 1, 2010 (as described below) are not impacted by the settlement. Under the tenns of the settlement, L.G&E and K U  retain the right to 
seck approval for the deferral of "extraordinary and uncontrollable costs." Interim rate adjustments will continue to be permissible during that 
period through existing fuel, environmental and demand side management recovery mechanisms. The agreement also substitutes an acquisition 
savings shared deferral mechanism for the previous commitinent that LG&E and K U  file a synergies plan with the KPSC post-closing This 
mechanism, which will be in place until the earlier of five years or the first day o f  the year in which a base rate increase becomes effective, 
permits L.G&E and KU to each earn up to a 10.75% return on equity. Any earnings above a 10.75% return on equity will be shared with 
customers on a 50%/50% basis. The KPSC Order and the settlement agreement contained a number of other commitments by LG&E and KU 
with regard to operations, workforce, community involvement and other ma!ters 

In October 2010, both the VSCC and the TRA approved the transfer of control o f  LKE to PPL.. Certain of these Orders contained additional 
commitments with regard t o  operations, workforce, community involvement and other niatters. 

Also in October 2010, the FERC approved the application for the transfer of control of the utilities. The approval includes various conditional 
commitments, such as a continuation of certain existing undertakings with intervenors in prior cases, an agreement not to terminate certain KU 
municipal customer contracts prior to January 201 7, an exclusion of any transaction-related costs from wholesale energy and tariff customer 
rates to the extent that L.G&E and K U  have agreed not to seek recovery of the same transaction-related cost from retail customers and 
agreements to coordinate with intervenors in certain open or ongoing matters 

See Note 6 to the Financial Statements for additional information on regulatory matters related to the acquisition. 

FranchiseLand Licenses 

L.G&E and KU provide electric delivery service, and LG&E provides natural gas distribution service, in their various service territories pursuant 
to certain franchises, licenses, statutory service areas, easements and other rights or permissions granted by state legislatures, cities or 
municipalities or other entities. 

,)ere are currently no other electric public utilities operating within the electric service areas of LKE. Neither the Kentucky General Assembly 
nor the KPSC has adopted or approved a plan or timetable for retail electric industry compctition in Kentucky. The nature or timing of any 
legislative or regulatory actions regarding industry restructuring and their impact on LKE, which may be significant, cannot currently be 
predicted. Virginia, formerly a deregulated jurisdiction, has enacted legislation which implcinented a hybrid model of cost-based 
regulation. KU's operations in Virginia have been and remain regulated. 

Alternative energy sources such as electricity, oil, propane and other fuels provide indirect competition for natural gas revenues of 
L,KE Markckrs may also compete to sell natural gas to certain large end-users. LG&E's nalural gas tariffs include gas price pass-through 
mechanisms relating to its sale of natural gas as a commodity; therefore, customer natural gas purchases from alternative suppliers do not 
generally impact profitability Howevcr, some large industrial and commercial customers niay physically bypass LG&E's facilities and seek 
delivery service directly from interstate pipelines or other natural gas distribution systems 

In April 201 0, the KPSC commenced a proceeding to investigate the regulatory, financial and operational aspects of natural gas retail 
competition programs and the potential benefits to Kentucky consumas. A numbcr of entities, including LG&E, were parties to the 
proceeding. In December 2010, the KPSC issued an Order in the proceeding declining to endorse natural gas competition at the retail level, 
noting the existence of  a number of  transition or oversight costs and an uncertain level of economic benefits in such programs. With respect to 
existing natural gas transportation program available to large commercial or industrial users, the Order indicates that the KPSC will review 
utilities' current tariff structures, uscr thresholds and other terms and conditions of such programs, as part of such utilities' next regular natural 
gas rate cases. 
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Operaling Revenlies 

&E serves approximately 394,000 electricity customers, and its electric transmission and distribution system territory covers more than 700 
,.lare miles in 9 counties. KU serves approximately 54 1,000 electricity customers, and its transmission and distribution system territory covers 

more than 4,800 non-contiguous square miles in 82 counties. LG&E purchases, transports, distributes or stores natural gas for approximately 
319,000 customers in Kentucky LG&E's natural gas service area covers more than 3,600 square miles in 16 counties In 201 1, 27% of LG&E's 
annual natural gas throughput was purchased by large commercial and industrial customers directly from alternate suppliers for delivery through 
L,G&E's distribution system. 

(PPL) 

Details of operating revenues for the Kentucky Regulated segrnept by customer class for the year ended December 31, 201 1 and the two months 
ended December 3 1.2010 are shown below. 

20ll  2010 

lievenue Revenue Revenue Revenue 
% of % of 

lndusb-ial and commercial 
Residential 
Retail - ollier 
Wholesale - municipal 
Wholesale - other 
Total 

(LKE, LG&E and KU) 

Details of operating revenues by customer class are shown below. 

Successor 
Year Ended Two Months Ended 

Decembcr31,2011 December 31,2010 
or Yo of 

"E .. 

"ustrial and commercial 
icesidential 
Retail - other 
Wholesale - municipal 
Wholesale - other (a) 
Total 

LG&E 
Industrial and commercial 
Iksidential 
Retail - otlier 
Wholesale - otlier (a) (b) 

Total 

. KU .. 
Industrial and commercial 
Residential 
Retail - ollier 
Wholesale - municipal 
Wliolesale - otlier (a) (b) 
Total 

Revenue Revenue Revenue Revenue 

$ 1,252 45 $ 209 42 
1,087 3 9 219 44 

269  9 43 9 
I04 4 15 3 
81 3 8 2 

$ 2,193 100 $ 494 I00 

$ 524 3x $ 92 36 
56 I 41 I13 44 
130 10 22 9 
I49 I 1  27 1 1  

$ 1,364 100 $ 254 I00 

s 728 47 $ 117 44 
526 34 I06 40 
I39 9 21 8 
104 I 15 6 
51 3 4 2 

$ 1,548 100 $ 263 100 

$ 1,252 45 $ 209 4 2  
1,087 39 219 44 

269 9 42 9 
I04 4 15 3 
81 3 8 2 

$ 2,193 100 $ 493 I00 

I'redecessor 
Ten Months Ended Year Ended 

October 31,2010 December 31,2009 

Revenue Revenue Revenue Revenue 
% of Yo of 

$ 991 45 $ 1,112 44 
886 40 1,020 41 
212 10 221 9 

88 4 91 4 
31 1 51 2 

$ 2,214 100 $ 2,501 I00 

$ 409 39 $ 475 37 
446 42 540 42 

98 9 109 9 
104 10 148 12 

$ 1,057 100 $ 1,212 I 00 

$ 588 47 $ 631 41  
440 3 5 480 35 
I14 9 I18 9 
88 7 91 1 
18 2 29 2 

$ 1,248 I00 $ 1,355 100 

(a) 
(b) 

Includes wholesale and transmission revenues 
Includes intercompany power sales and lransmission revenues, which are eliminated upon consolidation at L.KE 
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(PPL, L.KE, LGdE and KU) 

Power Supply 

- <  December 3 I ,  201 I ,  LKE owned, controlled or had an ownership interest in generating capacity (summer rating) of 8,185 MW, of which 
3,352 MW related to LG&E and 4,833 MW related to KIJ, in Kentucky, Indiana, and Ohio. See "Item 2. Properties - Kentucky Regulated 
Segment" for a complete list of LKE's generating facilities. 

The system capacity ofL,KE's owned or controlled generation is based upon a number of factors, including the operating experience and physical 
condition of the units, and may be revised periodically to reflect changes in circumstances. 

During 201 I ,  LKE's power plants generated the following amounts of electricity. 
, *  

Thousands of MWhs 
LKE LC&E KU 

Fuel-Sourm Soutlieastern Midwestern Southeastern Midwestern Southeastern Midwestern 

Coal (a) 
Oil /Gas 

33,897 
491 

1,132 15,291 
I75 

783 18,406 
322 

349 

Hydro 290 208 82 

Total 34,684 1,132 15,674 783 19,010 349 

353 I6 16,457 19,359 Overall total (b) 

(a) 
(b) 

The Midwestern generation represents power generated by and purcllased from OVEC. 
Ihis generation represents a I % increase for LKE, a 7% decrease for LG&E and a n  8% increase for K U  from 2010 oulput. 

A significant portion DfLG&E's and KU's generated electricity was used to supply its retail and municipal customer base. 

LG&E and I<U 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 is lower than that of  KU, KU purchases electricity from 
L.G&E. When KU has excess generation capacity after serving its own retail native load and its generation cost is lower than that of L.G&E, 
LG&E purchases electricity from KIJ. 

.e "Item 2. Properties - Kentucky Regulated Segment" for additional information regarding L.G&E's and KU's plans for capital projects, subject 
to certain regulatory approvals, that are expected to provide 483 MW and 652 MW of additional electric generating capacity by 2016. L.G&E 
a n d  K U  also anticipate retiring 563 MW and 234 M W  of generating capacity by the end of2015 to meet certain environmental regulations. 

Fuel Supply 

Coal is cxpected to be the predominant fuel used by LG&E and KU for baseload generation for the foreseeable future, with natural gas and oil 
being used for intermediate and peaking capacity and flame stabilization in coal-fircd boilers. 

Fuel inventory is maintained at levcls estimated to be necessary to avoid operational disruptions at coal-fired generating units. Reliability of  coal 
deliveries can be affected from time to time by a number of factors including fluctuations in demand, coal mine production issues and other 
supplier or transporter operating difficulties. 

LG&E and KU have entcrcd into coal supply agreements with various suppliers for coal deliveries through 2016 and nonnally augment their 
coal supply agreeincnts with spot market purchases. 

For their existing units, LG&E and KIJ expect for the foreseeable future to purchase most of their coal from western Kentucky, southern Indiana, 
southem Illinois and Ohio. The use of high sulfur coal will increase in 2012 due to the installation o f  scrubbers at KU's E.W. Brown plant. In 
2012 and beyond, L.G&E and KU may purchase certain quantities of ultra-low sulfur content coal from Wyoming for blending at TC2. Coal is 
delivered to ihe generating plants by barge, truck and rail. 
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(PPL,, LKE and L,G&E) 

, ~ v e  underground natural gas storage fields, with a current working natural gas capacity of approximately IS Bcf, are used in providing natural 
gas service to LG&E's firm sales customers. By using natural gas storage facilities, LG&E avoids the costs typically associated with more 
expensive pipeline transportation capacity to serve peak winter heating loads. Natural gas is stored during the summer season for withdrawal 
during the following winter heating season. Without this storage capacity, L.G&E would be required to purchase additional natural gas and 
pipeline transportation services during winter months when customer demand increases and the prices for natural gas supply and transportation 
services are typically at their highest. Several suppliers under contracts of varying duration provide competitively priced natural gas At 
December 3 I ,  201 1, L.G&E had an 1 1 Bcf inventory balance of natural gas stored underground with a carrying value of $53 million. 

LG&E has a portfolio of supply arrangements of  varying terms with a number of suppliers designed to meet its firm sales obligations. These 
natural gas supply arrangements include pricing provisions that are market-responsive. In tandem with pipeline transportation services, these 
natural gas supplies provide the reliability and flexibility necessary to serve L,G&E's natural gas customers. 

LG&E purchases natural gas supply transportation services from two pipelines. LG&E has contracts with one pipeline that are subject to 
termination by L.G&E between 2013 and 201 8. Total winter capacity under these contracts is 195,000 MMBtu/day and summer capacity is 
88,000 MMBtu/day. LG&E has a contract with the other pipeline that expires in October 2012. Total winter and summer capacity under this 
contract is 51,000 MMBtdday during both seasons. That contract has  been renegotiated through 2014 for a total capacity of20,000 MMBtu/day 
during both the winter and summer seasons beginning in November 201 2. 

(PPL, LKE, LC&E and KU) 

LG&E is subject to the jurisdiction o f  the KPSC and the FERC, and KLJ is subject to the jurisdiction of the KPSC, the EERC, the VSCC and the 
TRA. LG&E and KU operate under a FERC-approved open access transmission tariff. LG&E and K U  contract with the Tennessee Valley 
Authority, to a c t  as their transmission reliability coordinator, and Southwest Power Pool, lnc. (SPP), to fiinction as their independent 
transmission operator, pursuant to FERC requirements. The contract with SPP expires on August 3 1, 2012. LG&E and KU have received 
FERC approval to transfer from SPP to TranServ International, Inc. as their independent transmission operator beginning September 1,  
7012. Approval from the KPSC is also required, and an application requesting approval was filed in January 2012. 

,13&E's and KU's Kentucky base rates are calculated based on a return on capitalization (common equity, long-term debt and notes payable) 
including certain adjustments to exclude non-regulated investments and environmental compliance costs recovered separately through the ECR 
mechanism. A s  such, regulatory assets generally earn a return. 

KU's Virginia base rates are calculated based on a return on rate base (net utility plant plus working capital less deferred taxes and miscellaneous 
deductions). AI1 regulatory assets and liabilities, except the levelized fuel factor, are excluded from the return on rate base utilized in the 
calculation of Virginia base rates; therefore, no return is earned on the related assets. 

KU's rates to municipal customers for wholesale requirements are calculated based on annual updates to a rate formula that utilizes a return on 
rate base (net utility plant plus working capital less deferred taxes and miscellaneous deductions). All regulatory assets and liabilities are 
excluded from the return on rate base utilized in the development of municipal rates; therefore, no return is earned on the related assets. 

See Note 6 to t h e  Financial Statements for additional information o n  cost recovery mechanisms. 

!Centu_c_ky-Rate Case 

In January 2010,  LG&E and KU filed applications with the KPSC requesting increases in electric base rates of approximately 12%, or $9.5 
million for L.G&E and $135 million for K U  annually. In addition, LG&E requested an increase in its natural gas base rates of approximatcly 
8%, or $23 million annually. In lune 2010, L,G&E and KIJ and all o f  the intervenors, except the Attorney General, agreed to a stipulation 
providing for increases in LG&E's electric base rates of $74 million annually, LG&E's natural gas base rates of $17 inillion annually and KU's 
electric base rates of $98 million annually. All parties, except the Attorney General, jointly filed a request with the KPSC to approve such 
stipulation. A n  Order in the proceeding 

9 



was issued in July 2010, approving all of the provisions in the stipulation. The KPSC Order determined a return on equity range of  9.75% to 
10.75% to be reasonable and noted that the stipulation was within such range. T h e  new rates became effective on August I ,  2010. 

PL8 LKE and KU) 

V i  rginia-RaJe-Case 

In April 201 1,  KIJ filed an application with the VSCC requesting an increase in electric base rates for its Virginia jurisdictional customers of $9 
million annually, or 14%. 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 I ,  the VSCC approved the stipulation with two modifications that were accepted by KU. The VSCC issued an 
Order closing the proceeding in  October 201 1. The approved revenue increase w a s  $7 million annually, based on a return on equity of 10.3%, 
with new base rates effective November 1,20 1 1. 

__ FERC Wholesale __.____ Rate Case ____ 

In September 2008, KU filed a n  application with the FERC for increases in electric base rates applicable to wholesale power sales contracts or 
interchange agreements involving, collectively, 12 Kentucky municipalities. The application requested a shift from an all-in stated unit charge 
rate to an unbundled formula rate. This application was approved by the FERC, and annual adjustments are made to the rates charged to the 
Kentucky municipalities with applications being submitted each May and revised rates taking effect on July 1. In May 201 I ,  KU submitted to 
the FERC the annual adjustments to the formula rate which incorporated certain proposed decreases. These rates became effective as of July I ,  
201 1, with no issues raised by  the wholesale requirements customers or the FERC. 

Includes WPD, a regulated electricity distribttlion company in lhe I/. K 

WPD, through indirect wholly owned subsidiaries, operates four of the 1.5 distribution networks providing electricity service in the U.K. With 
the April 201 1 acquisition of WPD Midlands, the total number of end-users served has more than doubled totaling 7.8 million across 21,585 
square miles in  Wales, southwest and central England. See Note I O  to the Financial Statements for additional information on the acquisition 

Details of tevenue by category for the years ended December 3 1 are shown below. 

Utility revenues (a) 
Energy-related businesses 
Total 

201 1 2010 2009 
Revenue Yo of Revenue Revenue u/u of Revenue Revenue % of Revenue 

$ 1,618 98 $ 721 96 .$ 684 96 
35 2 34 4 32 4 

$ 1,653 100 $ 761 100 $ 716 I00 

(a) The amounts Tor 201 I are not comparable to 2010 or 2009 as W P D  Midlands was acquired in April 201 I .  201 I includes eight months of activity as W P D  Midlands' results are 
recorded on a one-month lag. 

WPD's energy-related businesses revenues include ancillary activities that support the distribution business, including telecommunications and 
real estate. WPD's telecommunication revenues are from the rental of fiber optic cables primarily attached to WPD's overhead electricity 
distribution network. WPD also provides meter services to businesses across the 1J.K. 

Franchise an-d-Licenses 

WPD is authorized by Ofgem to provide electric distribution services within its concession areas and service territories, subject to certain 
conditions and obligations. For instance, WPD is subject to Ofgem regulation of the prices i t  can charge and the quality of service it must 
provide, and WPD can be fined or have its licenses revoked if it  does not meet the mandated standard of service. 
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4lthough WPD operates in non-exclusive concession areas in the U.K, it currently faces little competition with respect to end-users connected 
its network. WPD's four distribution businesses, WPD (South West), WPD (South Wales), W P D  (West Midlands) and WPD (East Midlands), 

2 thus regulated monopolies which operate under regulatory price controls. 

Revenice and Regiilalioii 

The operations of WPD (South West), WPD (South Wales), WPD (East Midlands) and WPD (West Midlands) are regulated by Ofgem tinder the 
direction of the Gas and Electricity Markets Authority The Electricity Act I989 provides the fundamental legal framework of electricity 
companies and established licenses that required each of the Distribution Network Operators (DNOs) to develop, maintain and operate efficient 
distribution networks. Ofgein has established a price control mechanism that restricts the amount of revenue that can be earned by regulated 
business and provides for ai1 increase or reduction in revenues based on incentives or penalties for exceeding or underpcrforining against pre- 
established targets 

This regulatory structure is an incentive-based regulatory structure in comparison to the {J.S. utility businesses which operate under a cost-based 
regulatory framework. Under the U1< regulatory structure, electricity distribution revenues arc currently set every five years, but extending to 
eight years in the next price control period beginning in April 201 5. The revenue that DNOs can  earn in each of the five years is the sum of: i) 
the regulator's view of efficient operating costs, ii) a return on the capital from the RAV plus a n  annual adjustment for the inflation determined 
by Retail Price Index (RPI) for the prior calendar year, iii) a return of capital from the RAV (i.e. depreciation), and iv) certain pass-through costs 
over which the DNO has no control Additionally, incentives arc provided for a range of activities including exceeding certain reliability and 
customer service targets 

WPD is currently operating tinder DPCRS which was completed in December 2009 and is effective for the period from April 1 ,  2010 through 
March 31,2015 Ofgem allowed WPD (South West) and WPD (South Wales) an average increase in total revenues, befcr, inflationary 
adjustnicnts, of 6 9% in each of the five years and WPD Midlands an average increase in total revenues, before inflationary adjustments, of 4.SYo 
in each of the five years The revenue increase includes reimbursement for higher operating and  capital costs to be incurred driven by additional 
requirements. In DPCRS, Ofgem decoupled WPDs allowed revenue from volume delivered over the five-year price control period. However, 
in any fiscal period WPD's revenue could b e  negatively affected if its tariffs and the volume delivered do not frilly recover the allowed revenue 
for a given period Any under recovery would be recovered in the next regulatory year, but would not he recorded as a receivable in the current 
period Any over recovery would be reflected in the current period as a liability and would not be included in revenue. 

addition to providing a base revenue allowance, Ofgem has established incentive mechanisms to provide significant opportunities to enhance 
,era11 returns by iinproving network efficiency, reliability and customer service. Some of the more significant incentive mechanisms under 

DPCRS include: 

Interruptions Incentive Scheme (11s) - This incentive has two major components: I )  Customer interruptions and 2) Customer minutes lost 
and is designed to incentivize the DNOs to invest and operate their networks to manage and reduce both the frequency and duration of 
power outages experienced by ciistoiners The target for each DNO is based on an average of the data from the prior price control period. 

Beginning April 1, 201 2, an additional customer satisfaction incentive mechanism will b c  implemented that will include a customer 
satisfaction survey, a complaints metric and a measure of slakeholder engagement. This incentive will replace the customer response 
telephone performance incentive that was effective April 1, 20 10. 

L h e  L.oss Incentive - This incentive existed in the prior price control review and is designed to incentivize DNOs to invest in lower loss 
equipment, to change the way they operate their systems to reduce losses, and to detect theft and unregistered meters. The targets for each 
of WPD's rotir DNOs are set based on their performance during DPCR4. In DPCRS, Ofgem introduced a two year lag in reporting losses to 
allow for all scttleinent data to be received. WPD has a $170 million liability recorded a t  December 31,201 I ,  calculated in accordance with 
an accepted methodology, related t o  the close-out of line losses for the prior price control period, DPCR4. Ofgem is currently consulting on 
the methodology used to calculate thc final line loss incentive/penalty for DPCR4. In October 20 11, Ofgem issued a consultation paper 
citing two potential changes to the methodology, both of which would result in a reduction of the liability; however, it is uncertain at this 
time whether any changes will be made Ofgem is expected to make a decision before the end of 2012. 
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s Information Quality incentivc (IQI) - The IQI is designed to incentivize the DNOs to provide good quality information when they submit 
their business plans to Ofgem during the price control process and to execute the plan they submitted. The  IQI eliminates the distinction 
between capital cxpcnditure and operating expense and instead looks at total expenditure. Total expenditure is allocated 8.5% to "slow pot" 
which is added to RAV and recovcicd over 20 years through the regulatory depreciation of the RAV and 1.5% to "fast pot" which is 
recovcred during the ciirrent price control review period. The IQI then provides for incentives or penalties at the end of DPCRS based on 
t h e  ratio of actual expcnditiires to thc expcnditures submitted to Ofgem that were the basis for the revenues allowed during the five-year 
price control review period. 

At the beginning of DPCRS, WPD was awarded $301 niillion in incentive revenue ofwhich $222 million will be included in revenue throughout 
the current price control pcriod with the balance recovered over subsequent price control periods. Additional incentive revenue primarily from 
the IIS of $30 million related to performance for the regulatory year ended March 31, 201 1 and will be included in revenues for the 2012-201.3 
regulatory year. 

In October 2010, Ofgem announccd a new pricing model that will be effective for the U.K.  electricity distribution sector, including WPD, 
beginning April 201 5 Thc model, known as RHO (Revenues = Incentives + Innovation + Outputs), is intended to encourage investment in 
regulated infrastructure. Key components of tlic model are: an extension of the price review period to eight years, increased emphasis on outputs 
and incentivcs, enhanced stakcholder 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. Ofgcin has also indicated that the depreciation of the RAV for RAV additions after April 1, 20 I S  will change from 20 
years to 45 years At this time, inanagcinent does not expect the effect of RIlO to be significant to WPD's financial results. See "Item 1A. Risk 
Factors - Risks Related to lntcrnational Regulated Seginent " 

The majority of WPD's revcnue is knowii 2s DlJoS and is derived from charging cnergy supplicrs for the delivcry of electricity to end-users and 
thus its customers arc the supplicrs to thosc end-clsers. Orgem icquires that all licensed electricity distributors and suppliers become parties to 
the bistribution Conncction and Use of  System Agreenicnt. This agreement sets out how creditworthiness will be determined and, as a rcsLilt, 
whethcr the supplicr needs to provide collateral. 

Peririsylvariin Regirln fed Segirienf (PPL) 

Incliides [lie I-egrr faled electric deliveiy operations oj PPL EIec~ric 

PL and PPL Efecnic) 

PPL Electric is subject to rcgulation as a public utility by the PUC, and certain of its transmission activitics are subject to the jurisdiction of the 
FERC under the Fcderal Power Act. PPL Electric delivers electricity to approximately 1.4 million customers in a 10,000-square mile territory in 
29 counties of eastcrn and central Pennsylvania. PPL. Electric also provides clectricity s~ipply in this territory as a P1.R. 

Details of clectric revencics by customer class for the ycars ended Decembcr 3 I ,  are shown below. 

2u1 I 2010 2009 
Rev e ri u e Yo O f  R C W ~ I U ~  Ilevenue "A, o f  Revenue lleveiiue 'Y" of lleverlue 

Residential 
Industrial 
Commercial 
Other (a) (b) 
Total 

$ 1,266 
62 

43 I 

67 $ 1,469 
3 I23 

2 3  588 

60 $ 1,473 4s 
5 5 I9 16 

24 1,173 35 
133 7 275 I 1  127 4 

$ 1,892 100 $ 2,455 100 $ 3,292 I00 

(a) 
(b) 

Includes regulatory over- or under-recovery reconciliation mechanisms, pole attachment revenues, street lighting and net transmission revenues 
Included in  tliese amounts for 201 I ,  X I 0  and 2009 are $ I  I million, $7 million and $74 million of retail and wholesnle electric to affiliate revenue which is eliminated in 
consolidation for PI'L 

Frarichise, Licenses arid Olliei. Regida~io~s 

PPL. Electric is authorized to provide electric public utility service throughout its service area as a result of grants by the Commonwealth of 
Pennsylvania in corporate charters to PPL Elcctric and companies to which i t  has succeeded and as a 
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result of certification by the PUC. PPL. Electric is granted the right to enter the streets and highways by the Commonwealth subject to certain 
conditions. in gcneral, such conditions have been met by ordinance, resolution, pennit, acquiescence or other action by an appropriate local 
nditical subdivision or agency of the Conmonwealth. 

Pursuant to authorizations from the Commonwealth of Pennsylvania and the PIJC, PPL Electric operates a regulated transmission and 
distribution monopoly in its service area. Accordingly, PPL Electric does not face competition in its electricity transmission and distribution 
businesses. 

Rates and Regzdation 

- Trans-mksion-and Distribution 

PPL Electric's transmission facilities arc within PJM, which operates the electric transmission network and clectric energy market in the Mid- 
Atlantic and Midwest regions of the U S .  

PJM serves as a FERC-approved RTO to promote greater participation and competition in the region it serves. In addition to operating the 
electric transmission network, PJM also administers regional markets for energy, capacity and ancillary services. A primary objective of any 
RTO is to separate the operation of, and access to, the transmission grid from market participants that buy or sell electricity in the same 
markets Electric utilities continue to own the transmission assets and to receive their share of transmission revenues, but the RTO directs the 
control and opcration of the transmission facilities. PPL, Electric is cntitled to fully recover from customers the charges that i t  pays to PJM for 
transmission-related services. 

PPL. Electric's transmission revenues are billed in accordance with a FERC tariff that allows recovery of transmiszion costs incurred, a return on 
transmission-related plant and an automatic annual update. 

PPL, Electric's distribution base rates are calculated based on a return on rate base (net utility plant plus a cash working capital allowance less 
plant-related deferrcd taxes and other miscellaneous additions and deductions). In November 2004, Pennsylvania enacted the Alternative Energy 
Portfolio Standard Act (the AEPS), which requires electricity distribution companies and clcctricity generation suppliers, to obtain a portion o f  
the electricity sold to retail cListomers in Pennsylvania from alternative energy saurces. LJnder the default service procurement plans approved 
hy the PUC, PPL. Electric purchases all of the alternative energy generation supply it needs to comply with the AEPS. 

.ct 129 became effective in October 2008. The law creates an energy efficiency and conservation program, a demand side management 
program, sinart metering technology requirements, new PLR generation supply procurement rules, remedies for market misconduct, and changes 
to the existing AEPS. 

See "Regulatory Matters - Pennsylvania Activities" in Note 6 to the Financial Statements for additional information regarding Act 129, other 
legislative and regulatory impacts and PPL Electric's actions to provide default clectricity scipply for periods after 2009. 

PLR 

The Customer Choice Act rcquires electric distribution companies, including PPL. Electric, to act as a PL.R of electricity stipply and provides that 
electricity supply costs will be recovercd by such companies pursuant to regulations established by the PUC. As part of the PUC Final Order, 
PPL Electric agrecd to s~ipply this electricity at  predetermined capped rates through 2009. To mitigate the risk that PPL Electric worild not be 
able to obtain adcqiiate energy supply at the "capped" rates, PPL, Electric entered into full-requirement energy stipply contracts with PPL 
EnergyPlus sufficient for PPL Electric to meet its PL.R obligation through the end of 2009. Under these contracts, PPL EnergyPlus supplied PPL 
Electric's entire PLR load at predetennined prices equal to the capped generation rates that PPL. Electric was authorized to charge its 
customers. Prior to the expiration of the rate caps, PPL Electric's customers had limited incentive to purchase generation supply from other 
providers because the contracts between PPL Electric and PPL, EnergyPlus provided a below-market price for these customers. As a result, a 
limited amount of'khopping" occurred. Since the expiration of the rate caps, shopping has increased and at December 31,201 1 ,  the following 
percentages of  PPL. Electric's customer load were shopping. 43% of residential, 82% of small commercial and industrial and 99% of large 
commercial and industrial customers. The PUC continues to be interested in the competitive market for electricity. See  "Regtilatory Matters - 
Pennsylvania Activities" in Note G to the Financial Statements for additional information. 



PPL Electric's PLR obligation after 2009 is governed by the PUC pursuant to the Public IJtility Code as amended by Act 129, PLR regulations 
and a policy statement regarding interpretation and implementation of those regulations. Effective January I ,  20 IO,  PPL. Electric's cost o f  
-1ectric generation is based on a competitive solicitation process. The PUC has approved PPL, Electric's default service plan for the period 

uary 20 I 1 through May 20 13, which includes 14 solicitations for supply beginning January 1, 20 1 1 with a portion extending beyond May 
A I  3. Pursuant to this plan, PPL. Electric contracts for all of the electricity supply for residential, small commercial and small industrial 
customers, large commercial and large industrial customers who elect to take that service from PPL Electric. These solicitations include a mix 
of spot market purchases and long-term and short-term purchases ranging from five months to ten years to fulfill PPL Electric's obligation to 
provide customer s~ipply as a PLR. To date, PPL Electric has conducted ten of its 14 planned competitive solicitations. See "Energy Purchase 
Commitments" in Note 1.5 to the Financial Statements for additional information regarding PPL Electric's solicitations for 201 1 and its actions to 
provide default electricity supply for periods after 201 1 I 

In addition, alternative suppliers have offered to provide generation supply in PPL Electric's service territory. Whether its customers purchase 
supply from these alternati\/e suppliers or from PPL Electric as a PLR, the purchase of such supply has no impact on the financial results of PPL. 
Electric. The cost to purchase PLR supply is passed directly by PPL Electric to its customers without markup. 

2OLO. Rate Case 

In March 2010, PPL. Electric filed a request with the PUC to increase distribution rates by approximately $1 15 million or approximately 2 4% 
over PPL Electric's projected 2010 revenues, to be effective January 1, 201 1 In December 2010, the PIJC approved a settlement filed by the 
parties that provides for a rate increase of $77.5 million, or 1 6%, over PPL Electric's projected 2010 revenues. The approved rates became 
effective for service rendered on  and after January 1, 201 I .  In January 201 1, the PP&L Industrial Customers Alliance (PPLKA) filed a Petition 
for Reconsideration of the PIJC's order regarding PPLICA's proposal for a special rate schedule for certain large commercial and industrial 
customers. The PIJC granted reconsideration and assigned the case to an Administrative Law Judge. Hearings were held in September 201 1. In 
January 201 2, the Administrative L.aw Judge issued a recommended decision that the PUC deny PPLJCA's proposal. PPLICA filed exceptions 
to the recommended decision P?L, Electric will file reply exceptions. 

FERC Formula Rates 

In March 2012, PPL. Electric plans to file a request with the FERC seeking recovery, over a 34-year period beginning in June 2012, of  its 
unrecovered regulatory asset related to the deferred slate tax liability that existed at the time of the transition from the flow-through treatment of 
state income taxes to full normalization This change in tax treatment occurred in 2008 as a result of prior FERC initiatives which transferred 
-egulatory jurisdiction of certain transmission assets from the PUC to the FERC. A regulatory asset of $5 I million related to this transition, 

ssified as taxes recoverable through future rates, is included in "Other Noncurrent Assets - Regulatory assets" on the Balance Sheet PPL. 
~ e c t r i c  believes recoverability of this regulatory asset is probable based on FERC precedent in similar cases; howevcr, it is reasonably possible 

that the FERC may limit the recovery of all or part of the claimed asset. 

See Note 6 to the Financial Statements for additional information on rate mechanisms. 

(PPL, and PPL, Energy Siipply) 

e S q p $  Segrneni 

Owi7.s. and opesates coinpetitive doinestic power plants /o generate electricity; mal-kets and trades this electi-icily, pio-chased powe,; and 
olhet- et?erg)~-related products to competitive wholesale and refail niarke~s; and acquires and develops conipetitive domestic generalion 
pi-ojects. Consists primal-ily o j  the activities of PPL Generation and PPL. Enei-g)lPlirs 

PPL, Energy Supply has generation assets that are located in the northeastern and northwestern U.S. markets. The northeastern generating 
capacity is located primarily in Pennsylvania within PJM and northwestern generating capacity is located in Montana. PPL Energy Supply 
enters into energy and energy-related contracts to hedge the variability of expected cash flows associated with their generating units and 
marketing activities, as well as for trading purposes. PPL, EnergyPlus sells the electricity produced by PPL. Energy Supply's generation plants 
based on prevailing market rates. 

Details of revenue by category for the years ended December 3 I ,  are shown below. 
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Energy 
Wholesale (a) 
Retail 
Trading 
Total energy 

Energy-related businesses (b) 

Total 

201 1 2010 2009 
Ilevenue '% o f  Revenue Revenue Yo of  Revenue Revenue Yo of llevenue 

$ 5,240 82 $ 4,347 85 $ 4,761 90 
121 I I  415 8 I52 3 

5,965 93 4,764 93 4,930 93 
464 7 364 7 319 I 

s 6,429 100 $ 5,128 100 $ 5,309 I00 

(2) 2 17 

(it) 

(b) 

Included in these amouiits for 201 I ,  2010, and 2009 are $26 million, $320 million and $1.8 billion ofwholesale electric sales to an affiliate which are eliminated in 
consolidation for I'PL.. 
Energy-related businesses revenues include activities that primarily support tlie generation, marketing and trading businesses. lhese ?:!i?i!ies inclvde developing renewable 
energy projects and providing energy-related products and services 10 commercial and industrial customers tlirough i t s  meclianical conrracting and services subsidi.x;cs. 111 

addition to these amounts, for 201 I ,  2010, and 2009, PPL. has $8 million, $ 1  I million and $12 million of revenue which i s  not applicable to PPL Energy Supply. 

PPL Energy Supply owned or controlled gCnCl'dting capacity (summer rating) of 10,508 MW at December 3 1,201 1. The system capacity of 
PPL Energy Supply's owned or controlled generation is based upon a number of factors, including the operating experience and physical 
condition of the units, and may be revised periodically to reflect changes in circumstances. Generating capacity controlled by PPL Generation 
and other PPL Encrgy Supply subsidiaries includes power obtained through PPL EnergyPlus' tolling or power purchase agreements (including 
Ironwood and other facilities that consist of  NUGs, wind farms and landfill gas facilitics) See "Item 2. Properties - Supply Segment" for a 
complete listing of PPL. Energy Supply's generating capacity. 

During 201 I ,  PPL, Encrgy Supply's power plants, excluding renewable facilities that are discussed separately below, generated the following 
amounts of clectricitj 

lbel  Source 

Nuclear 
Oi l  /Gas (a) 
Coal 
'vdro (a) 

tal (b) 

l l inusands of MWlis 
Nort lieastern Nortliwcstern Total 

15,627 
9,033 

25.454 3,842 

15,627 
9.03 3 

21,612 
682 3,697 4,319 

46,954 7,539 54,493 

(a) 
(b) 

Northeastem includes generation from certain non-core generation facilities that were sold in March 201 1 See Note 9 to the Financial Statements for additional information. 
This generation represents a 4% decrease froin 20 I0 output, largely attributable to PPL. Susquehanna's dual-unit turbine blade replacement outages and economic reductions in 
coal unit output in t l ie westeni U S .  in 201 I 

PPL, Energy Supply's gcneration subsidiaries are EWGs that sell electricity into wholesale markets. EWGs are subject to regulation by the 
FERC, which has authorized these EWGs to sell the electricity generated at market-based prices. This electricily is sold to PPL, EnergyPlus 
tinder FERC-jurisdictional power purchase agreements. PPL Susquehanna is subject to the jurisdiction of the NRC in connection with the 
operation of thc Susqtichanna nuclcar units. Certain of PPL Energy Supply's other subsidiaries are subject to the jurisdiction of the NRC in 
connection with thc opctation of their rossil plants with respect to certain level and density monitoring devices. Certain operations of PPL 
Generation's subsidiaries are also sub,jcct to OSHA and comparable state statutes. 

See Note 9 to the Financial Statements for inrortnation on the 201 1 sale of certain non-core generation facilities consisting o f  natural gas-fired 
facilities in Wallingrord, Connecticut and University Park, Illinois and an equity interest in Safe  Harbor Water Power Corporation, which owns a 
hydroelectric facility in Concstoga, Pennsylvania, the 201 0 sale of the Long island Generation business, consisting of plants in New York and 
the 201 0 and 2009 sales of hydroelectric facilities located in Maine. 

Substantially all of PPL. Energy Supply's total expected generation in 2012 is anticipated to be used to meet its committed contractual sales. PPL 
Energy Supply has also entered into conitnitments of varying quantities and tenns for the years 2013 and beyond. PPL EnergyPlus purchases the 
capacity, energy and RECs from two wind farins in Pennsylvania with a combined installed capacity of SO MW. These contracts cxtend through 
2027. 



PPL Energy Supply subsidiaries own or control renewable energy projects located in Pennsylvania, New Jersey, Vermont, Connecticut and New 
Hainpshire with a generating capacity (siimmer rating) of 6.5 MW. PPL EnergyPlus sells the energy, capacity and RECs produced by these 
-!ants into the wholesale market as well as to commercial, industrial and institutional customers. During 20 I 1 ,  the projects owned and operated 

'hese PPL Energy Supply subsidiaries generated 166,000 M Whs. 

See "Item 2. Properties - Stipply Segment" Tor additional infonnation regarding PPL Generation's plans for capital projects in Pennsylvania, 
Montana, and New Jersey that are expected to provide 19 1 M W of additional electric generating capacity by 2 0  I 3. 

Fuel Siipp/ji 

PPL EnergyPlus acts as agent for PPL. Generation to procure and optimize its various fuels. 

Coaj 

Pennsylvania 

PPL EnergyPlus actively inanages PPL's coal requirements by purchasing coal principally from mines located in central and northern 
Appalachia. 

During 201 I ,  PPL Generation piiichased 7.1 million tons of coal required for its wholly owned Pennsylvania plants under short-term and long- 
term contracts. Contracts currently in place are expected to provide 7.9 million tons ofcoal in 2012. The amount of coal in inventory varies 
from time to time depending on market conditions and plant operations. 

PPL Generation, by and through its agent PPL. EnergyPIus, has agreements in place that will provide more than 31 million tons of PPL 
Generation's projected annual coal necds for the Pennsylvania power plants from 201 2 throuq'i 201 8 

A PPL, Generation subsidiary owns a 12.34% interest in the Keystone plant and a 16.25% interest in the Conemaugh plant. PPL Generation 
owns a 12.34% intcrcst in Keystone Fuels, LL,C and a 16.25% interest in Conemaugh Fuels, LLC. The Keystone plant contracts with Keystone 
Fuels, LLC for its coal requirements, which provided 4.4 inillion tons of coal to the Keystone plant in 201 I .  The Conemaugh plant requirements 
are purchased under contract from Conemaugh Fuels, L,LC, which provided 4.5 million tons of coal to the Conemaugh plant in 201 1 .  

411 PPL. Generation Pennsylvania coal plants have scrubbers installed. Limestone is necessary to operate the scrubbers. Acting as agent for PPL 
unner Island, LLC and PPL Montoiir, LLC, PPL EnergyPlus has entered into long-term contracts with limestone suppliers that will provide for 

,ose plants' limestone requireinents through 2014. During 201 I ,  529,000 tons of limestone were delivered to Brunner Island and Montour 
under long-term contracts. Annual limestone requirements approximate 600,000 tons. 

Monlana 

PPL. Montana has a 50% leasehold interest in Colstrip lJnits 1 and 2, and a 30% leasehold interest in Colstrip Unit 3. Northwestern owns a 30% 
leasehold interest in Colstrip Unit 4. PPL. Montana and NorthWestern have a sharing agreement to govern each party's responsibilities regarding 
the operation of Colstrip Units 3 and 4, and each party is responsible for 15% oftlie respective operating and construction costs, regardless of 
whether a particiilnr cost is specified to Colstrip Unit 3 or 4. However, each party is responsible for its own fuel-related costs. PPL Montana, 
along with the othcr owners, is party to contracts to purchase 100% of its coal requirements with defined coal quality characteristics and 
specifications. PPL. Montana, along with the other owners, has a long-term purchase and supply agreement with the current supplier for Units I 
and 2, which provides these units 100% oftheir coal requirements through December 2014, and at least 85% of such requirements from January 
201.5 through December 2019 The coal supply contract for Unit 3's requirements is in effect through December 2019. 

These units were biiilt with scrubbers and PPL Montana has entered into a long-term contract to purchase the lime requirements for these 
units. The contract extends through December 2030. 

Coal supply contracts are in place to purchase low-sulfur coal with defined quality characteristics and specifications for PPL Montana's Corette 
plant. The contracts covered 100% of the plant's coal requirements in 201 I ,  and similar contracts are in place to supply 100% of the expected 
coal requirements through 20 12. 
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Oil and Natural Gas 

perinsylvania 

1, Generation's Martins Creek Units 3 and 4 burn both oil and natural gas. During 201 I ,  100% of the  physical gas requirements for the 
Martins Creek units were purchased on the spot market while oil requirements were supplied from inventory. At December 3 I ,  201 I ,  there were 
no long-term agreements for oil or natural gas for these units. 

Short-term and long-term gas transportation contracts are in place for approximately 38% of the maximum daily requirements of the Lower Mt 
Bethel facility. During 201 I ,  100% of the physical gas requirements for  Lower Mt. Bethel were purchased on the spot market. 

In 2008, PPL, EnergyPlus acqtiired the rights to an existing long-term tolling agreement associated with the capacity and energy of the Ironwood 
facilicy PPL EnergyPlus has long-term transportation contracts to serve approximately 25% of Ironwood's maximum daily requirements, which 
began in the fourth quarter of2010. Ironwood will be served through a combination of  transportation capacity release transactions and delivered 
supply to the plant. PPL EnergyPlus currently has no long-term physical supply agreements to purchase natural gas for Ironwood. During 201 I ,  
100% ofthe physical gas requirements for Ironwood were purchased on  the spot market. 

Nudear 

The nuclear fuel cycle consists of several material and service components: the mining and milling of uranium ore to produce uranium 
concentrates; the conversion of these concentrates into uranium hexafluoride, a gas component; the enrichment of the hexafluoride gas; the 
fabrication of fuel assemblies for insertion and use in the reactor core; and the temporary storage and final disposal of spent nuclear fuel 

PPL Susquehanna has a portfolio of supply contracts, with varying expiration dates, for n x l e a r  fuel materials and services. These contracts are 
expected to ?;ovide sufficient fuel to permit Unit 1 to operate into the first quarter of 2016 and Unit 2 to operate into the first quarter of 
20 17. PPL Susquehanna anticipaca entering into additional contracts to ensure continued operation of the nuclear units 

Federal law requires the LJ S. government to provide for the permanent disposal of coinniercial 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 file1 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 spent fuel storage 

:ility at Susquehanna to acconimodate spent fuel discharged fhrough approximately 201 7 under current operating conditions. If necessary, the 
,-site spent fuel storage facility can be expanded, assuming appropriate regulatory approvals are obtained, such that, together, the spent fuel 

pools and the expanded dry fuel storage facility will accommodate all o f t h e  spent fuel expected to be discharged thiough the current licensed 
life of the plant. 

In 1996, [lie U S .  Court of Appeals for the Disfrict 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 fiiel 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 potenlially 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 DOE continues to contest claims that its 
breach of contract resulted in recoverable damages. In January 2004, PPL. Susquehanna filed suit in the US. 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 I ,  the parties 
entered into a settlement agreement which resolved all claims of PPL, Susquehanna through December 201 3. Under the settlement agreement, 
PPL Susquehanna received $50 million for its share of claims to recover costs to store spent nuclear fuel at the Susquehanna plant through 
September 30, 2009, and recognized a credit to "Fuel" expense in the Statement of Income in the second quarter of201 1 .  PPL Susquehanna also 
will be eligible to receive payment of annual claims for allowed costs, a s  set forth in the settlement agreement, that are incurred thereafter 
through the December 3 1, 2013 termination date of the settlement agreement. In exchange, PPL Susquehanna has waived any claims against the 
United States govcrnment for costs paid or in,juries sustained related to storing spent nuclear fuel at the Susquehanna plant through December 3 I ,  
2013. 
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Energy _Markeling 

L EnergyPlus sells the capacity and electricity produced by PPL. Generation subsidiaries, along with purchased power, FTRs, natural gas, oil, 
..anium, emission allowances and RECs in competitive wholesale and competitive retail markets. 

Purchases and sales at the wholesale level are made at competitive prices under FERC market-based prices. PPL EnergyPIus is licensed to  
provide retail electric supply to customers in Delaware, Maryland, Montana, New Jersey and Pennsylvania and provides retail natural gas  supply 
to customers in Pennsylvania, N e w  Jersey, Delaware and Maryland. Within the constraints of  its hedging policy, PPL, EnergyPlus actively 
manages its portfolios of energy and  energy-related products to optimize their value and to limit exposure to price fluctuations. See "Commodity 
Volumetric Activity" in Note I 9 to the Financial Statements for the strategies PPL Energy Supply employs to optimize the value of its wholesale 
and retail energy portfolio. 

Co!npetj&n 

Since the early 1990s, there has been increased competition in U S .  energy markets because of federal and state competitive market 
initiatives. While some states, such  as Pennsylvania and Montana, have created a competitive market for electricity generation, other states 
continue to consider different types of regulatory initiatives concerning competition in the power and gas industry. Some states that were 
considering creating competitive markets have slowed their plans or postponed furlher consideration. In addition, states that have created 
competitive markets have, from tiine to time, considered new market rules and rc-regulation measures that could result in more limited 
opportunities for competitive energy suppliers. The activity around re-regulation, however, has slowed due to the current environment o f  
declining power prices As such, the markets in which PPL Energy Supply participates are highly competitive 

PPL, Energy Supply faces competition in wholesale markets for available energy, capacity and ancillary services. Conipetilion is impacted by 
electricity and fuel prices, congestion along the power grid, new market entrants, coistruction by others of generating assets, technological 
advances in power gencration, the  actions of environmental and other regulatory authorities and other faLturs PPL Energy Supply primarily 
competes with other electricity suppliers based on its ability to aggregate generation supply at competitive prices from different sources and to 
efficiently utilize transportation from third-party pipelines and transmission from electric utilities and ISOs. Competitors in wholesale power 
markets include rcgulated utilities, industrial companies, NUGs, competitive subsidiaries of regulated utilities and other energy marketers. See 
"Item 1A. Risk Factors - Risks Related to Supply Segment" and PPL's and PPL. Energy Supply's "Item 7. Management's Discussion and Analysis 
of Financial Condition and Results of Operations - Overview" for more information concerning the risks faced with respect to competitive 
-nergy markets 

See "Energy Marketing" above for  a discussion of PPL, EnergyPlus' licenses in various states. PPL EnergyPlus also has an export license from 
the DOE to sell capacity and/or energy to electric utilities in Canada. 

PPL, Susquehanna operates Units 1 and 2 pursuant to NRC operating licenses that expire in 2042 for Unit 1 and in 2044 for Unit  2 

In 2008, a PPL. Energy Supply subsidiary, PPL Bell Bend, LLC, submitted a COLA to the NRC for a ncw nuclear generating unit (Bell Bend) to 
be built adjacent to the Susquehanna plant. Also in 2008, the C0L.A was accepted for review by the NRC. PPL. Bell Bend, L,LC does not expect 
the NRC review of the Bell Bend project to be completed prior to 2014. See Note 8 to Financial Statements for additional information. 

PPL Holtwood opcrates the Holtwood hydroelectric generating plant pursuant to a FERC-granted license that expires in 2030. In October 2009, 
the FERC approved the request t o  expand the Holtwood plant. See Note 8 to the Financial Statements for additional information. PPL 
Holtwood operates the Wallenpaupack hydroelectric generating planbpursuant to a FERC-granted license that expires in 2044. 

In 2010, PPL Holtwood owned one-third of the capital stock of Safe Harbor Water Power Corporation (Safe Harbor), which held a prqject 
license that would extend operation of its hydroelectric generating plant until 2030. In March 201 1, PPL Energy Supply subsidiaries completed 
the sale of their ownership interests in Safe Harbor and two other non-core generating facilities. See Note 9 to the Financial Statements for 
additional information 
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The 1 1  hydroelectric facilities and one storage reservoir in Montana are licensed by the FERC. T h e  Thompson Falls and Kerr licenses expire in 
2025 and 2035, the licenses for the nine Missouri-Madison facilities expire in 2040, and the license for the Mystic facility expires in 20.50. 

connection with the rcliccnsing of these generating facilities, applicable law permits the FERC to relicense the original licensee or license a 
.,iw licensee or allow the U S .  government to take over the facility. l f the  original licensee is not relicensed, it is compensated for its net 
invcstment in the facility, not to exceed the fair value of the property taken, plus reasonable damages to other property affected by the lack of 
relicensing. See Note 1.5 to the Financial Statemcnts for additional information on the Kerr Dam license. 

(PPL, PPL Energy Supply, PPL, Electric, LKE, LG&E and KU) 

SEASONALITY 

The dcmand for and market prices of electricity and natural gas are ;Iffccted by weather. As a result, the Registrants' operating results in the 
future may fluctuate substantially on a seasonal basis, especially when more severe weather conditions such as heat waves or winter storms make 
such fluctuations more pronounced. The pattern ofthis fluctuation may change depending on the type and location of the facilities owned and 
the terms of contracts to purchasc or sell electricity. 

FINANCIAL CONDITION 

See the Registrant's "ltcm 7. Management's Discussion and Analysis of Financial Condition and Results of Operations" for this information. 

CA PITA L, EXPEND I TU R E  REQ U IRE M E N T S  

Sce "Financial Condition - Liquidity and Capital Resources - Forecasted Uses of Cash - Capital Expenditures" in the Registrants' "Item 7. 
Managcmcnt's Discussion and Analysis of Financial Condition and Resu!:s of  Operations" for information concerning projected capital 
expcnditure requircmcnts for 201 2 through 20  16. See Note IS  to the Financial Statements for adtiitionat information concerning the potential 
impact on capital expenditures from environmental matters. 

ENVIRONMENTAL MATTERS 

Thc Registrants arc subject to certain existing and developing federal, regional, state and local laws and regulations with respect to air and water 
vality, land use and other environmental matters. The EPA is in the process of  proposing and finalizing an unprecedented number of 

vironmental regulations that will directly affect the electric industry. These initiatives cover air, water and waste. See PPL;s, PPL Energy 
~ p p l y ' s ,  L.KE's, L.G&E's and KU's "Financial Condition - Liquidity and Capital Resources" in "Item 7. Management's Discussion and Analysis 
of Financial Condition and Results of Operations - Forecasted Uses of Cash - Capital Expenditures" for information concerning environmental 
capital expenditures during 20 1 1 and projccted environmental capital expenditures for the years 20 12-2016. Also, see "Environmental Matters" 
in Note IS to the Financial Statcnients for additional information. To comply with primarily air-related environmental requirements, PPL's 
forecast for capital cxpcnditurcs reflects a best estimate projection of expenditures that may be required within the next five years. Such 
projections are $ I  "6 billion for L.G&E, $ I  .5 billion for KU and $130 million for PPL Energy Supply. Actual costs (including capital, allowance 
purchases and operational modifications) may be significantly lower or higher depending on the final requirements and market 
conditions. Environnicntal compliance costs incurred by LG&E and K U  are subject to recovery through a rate recovery mechanism. See Note 6 
to the Financial Statcmcnts for additional information. 

Thc Registrants arc unable to predict the ultimate effect of evolving environmental laws and regulations upon their existing and proposed 
facilities and opcrations and competitive positions In complying with statutes, regulations and actions by regulatory bodies involving 
environmental matters, including, among other things, air and water quality, GHG emissions, hazardous and solid waste management and 
disposal, and regulation of toxic substances, PPLk and LKE's subsidiaries may be required to modify, replace or cease operating certain of their 
facilities. PPL's and LICE'S subsidiaries may also incur significant capital expenditures and operating expenses in amounts which are not now 
determinable, but could be significant. 

EMPLOYEE RELATIONS 

At December 3 I ,  20 1 1, PPL. and its subsidiaries had the following full-time employees. 
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PPL Energy Supply 
PPL Generation 
PPL EnergyPlus (a) 
Totel PPL Energy Supply 

rr'L. Electric 
LKE 

K U  
LG& E 
LKS 
Total L K E  

PPL. Global (primarily WI'D) 
PPL Services and other 
Total PPL. 

2,812 
1,864 
4,616 
2,304 

940 
966 

1,285 
3,191 
6,264 
1,287 

11,122 

(a) Includes labor union employees of mechanical contracting subsidiaries, whose numbers tend to fluctuate due to the nature ofthis business 

Approximately 5,600 employees, or 49%, of PPL,'s domestic workforce are members of labor unions, with four International Brotherhood of 
Electrical Workers (IBEW) labor unions representing approximately 4,300 employees. The bargaining agreement with the largest IBEW labor 
union, which expires in May 2014, covers approxiinately 1,500 PPL, Electric, 1,600 PPL, Energy Supply and 400 other 
employces. Approximately 700 cmployees of L,G&E and 70 employees of KU are represented by an IBEW labor union. Both LG&E and KIJ 
have three-year labor agrecincnts with the IBEW, which expire in November 2014 and August 2012 KU's agreement includes annual wage 
reopeners. Approximately 80 employees of K U  are represented by a United Steelworkers of America (USWA) labor union. KU and the USWA 
have agreed in principle on a labor agreement effective Ihrough August 2014, which was ratified by the members in February 2012. PPL 
Montana's largest bargaining unit, an  IBEW labor union, represents approximately 270 employees at the Colstrip plant. The four-year labor 
agreement cxpires in April 201 2. PPL Montana's second largest bargaining unit, also an JBEW labor union, represents approximately 80 
employces at hydroelectric f'xilities and the Corctte plant. In 201 I ,  this four-year labor agreement was extended one year and cxpiies in April 
2013. 

Approximately 4,100 or 6S%, of PPL's U.K. workforce arc inembcrs of labor unions. WPD recognizes four unions, the largest of which 
represents 26% of its union workforce. WPD's Electricity Business Agreement, which covers approximately 4,000 union employees, may be 
amendcd by agreement between WPD and the unions and is terminable with 12 months notice by either side. 

9ee "Separation Benefits - International Regulated Segment" in Note I O  to the Financial Statements for information on a 201 1 reorganization 
Yigned to transition the WPD Midlands companies to the same operating structure as WPD (South West) and WPD (South Wales). See 

Jcparation Benefits" in Note I3 to the Financial Statements for infonnation on a 2009 cost reduction initiative, which resulted in the elimination 
of approximately 200 domestic management and staff positions at PPL.. 

AVAILABLE INFORMATION 

PPL's lntcrnet wcbsitc is www.pplweb.com. On the Investor Center page of  that website, PPL. provides access to all SEC filings of the 
Registrants (including annual reports on Forin 10-K, quarterly reports on Forin IO-Q, current reports on Fonn 8-K, and amendincnts to these 
reports filcd or fitrnishcd pursuant to Section 13(d) or lS(d)) free of charge, as soon as reasonably practicable after filing with the 
SEC Additionally, the Registrants' filings arc available at the SEC's website (www.scc.gov) and at the SEC's Public Reference Room at 100 F 
Street, NE, Washington, DC 20549, or by calling 1-800-SEC-0330. 
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ITEM IA. RISK FACTORS 

The Registrants face various risks associated with their businesses Our businesses, financial condition, cash flows or results of operations could 
he materially adversely affected by any of these risks. In addition, this report also contains forward-looking and other statements about our 

inesscs that are subject to numerous risks and uncertainties. See "Forward-Looking Information," "Item 1 ~ Business," "I tem 7. Management's 
scussion and Analysis of Financial Condition and Results of Operations" and Note 1.5 to the Financial Statements for more infomiation 

concerning the risks described below and for other risks, uncertainties and factors that could impact our businesses and financial rcsults 

As used in this Item 1 A., the tenns "we," "our" and "us" generally refer to PPL and its consolidated subsidiaries taken as a whole, or to PPL 
Energy Supply and its consolidated subsidiaries taken as a whole within the Supply segment discussions, or PPL, Electric and its consolidated 
subsidiaries taken as a whole within the Pennsylvania Regulated segment discussion, or LKE and its consolidated subsidiaries taken as a whole 
within the Kentucky Regulated segment discussion. 

Risks Related to All Segments 

( PPL, PPL Energy Supply, PPL Electric, LKE, LGdE ana' KU 

We plan to selectively prrrsue growth of generation, trarrsrrrission and distribrition capacity, which involves a ririniber of rmcertainties and 
niay not acliieve tlie desired fiitartcial results. 

We plan to pursue expansion of our generation, transmission and distribution capacity over the next several years through power uprates at 
certain of our existing power plants, the potential construction of new power plants, the potential acquisition of existing plants, the potcntial 
construction or acquisition of transmission and distribution projects and capital investments to upgrade transmission and distribution 
infrastructure. We will rigorously scrutinize opportunities to expand our generating capability and may dcterinine not to proceed with any 
expansion. These types of projects involve numerous risks. Any planned power uprates could result in cost overruns, reduced plant efficiency 
and highcr operating and othcr costs With respcct to tlie cons!r,ction o f  new plants, the acquisition of existing plants, or the construction or 
acquisition of transmission and distribution projects, we may be required to  expend sibrrificant sums for preliminary engineering, permitting, 
resource exploration, legal and other expenses before it can be established whether a project is feasible, economically attractive or capable of 
being financed Expansion in our regulated businesses is dependent on future load or service requirements and subject to applicablc regulatory 
processes. The success of both a new or acquired project would likely be contingent, among other things, upon the negotiation oFsatisfactory 
operating contracts, obtaining acceptable financing and niaintaining acceptable credit ratings, as well as receipt of required and appropriate 
governmcntal approvals. If we were unable to complete construction or expansion of a project, we may not be able to recover our investment in 
the project. Furthermore, we might be unable to operate any new or acquired plants as efficiently as projected, which could result in higher than 

>jectcd operating a n d  other costs and reduced earnings. 

Adverse coriditioris in the ecorioniic atidfittaricial markets in which we operate could adversely affect our fiiiaitcial condition and resrilts of 
operatioits. 

Advcrse conditions in the financial markets during 2008 and the associated contraction of liquidity in the wholesale energy markets contributed 
significantly to declines in wholesale energy prices, significantly impacting our earnings during the second half of 2008 and tlie first half of 
2009 The breadth a n d  depth of these ncgative economic conditions had a wide-ranging impact on the US. and international busincss 
environment, including our businesses As a result of the economic downturn, demand for encrgy coiniiiodities has declined significantly. This 
reduced demand will continue to impact the key domestic wholesale energy markets we serve (such as PJM) and our Pennsylvania and Kentucky 
utility husincsses The combination of lower demand for power and natural gas and other fiiels has put downward price pressure on wholesale 
encrgy markets in general, further impacting our energy marketing results. In general, current econoinic and commodity market conditions will 
continue to challcnge predictability regarding our unhedged future energy margins, liquidity and overall financial condition. 

Our businesses are heavily dependent on credit and capital, among other things, for capital expenditures and providing collateral to support 
hedging in our energy marketing business. Global bank credit capacity declined and the cost of renewing or establishing new credit facilities 
increased significantly in 2008, primarily as a result of general credit concerns nationwide, thereby introducing uncertainties as to our businesses' 
ability to enter into long-term energy commitments or reliably estimate the longer-tenn cost and availability of credit. Although bank credit 
conditions have improved since mid-2009, and we currently expect to have adequate access to needed credit and capital based on current 
conditions, dctcrioration in the financial markets could adversely affect our financial condition and liquidity Additionally, regulations to be 
adopted to implement the Dodd-Frank Act may impose requirements on our businesses and the businesses of others with whom we 
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contract such as banks or other counterpai-ties, or simply result in increased costs to conduct our business or access sources ofcapital and 
liquidity upon which the conduct of our businesses is dependent. 

r operating revenues coiildjlirctrrate on a seasoiial basis, especially as a resrrlt of ex t re im rveatlter cortditions. 

Our businesses are subject to seasonal demand cycles. For example, in some markets demand for, and market prices of, electricity peak during 
hot summer months, while in other markets such peaks occur in cold winter months. A s  a result, our overall operating results in the future may 
fluctuate substantially on a seasonal basis if weather conditions such as heat waves, extreme cold, unseasonably mild weather or severe storins 
occur. The patterns of these fluctuations may change depending on the type and location of our facilities and the terms of our contracts lo sell 
electricity. 

Operating experises corrld be affected by rventher conditions, iriclrrdirig storms, as well as by significant ntari-made or accidental 
distrrrbaiices, iizclrrding terrorism or riatrrral disasters. 

Weather and these other factors can significantly affect our profitability or operations b y  causing outages, damaging infrastructure and requiring 
significant repair costs. Storm outages and damage oflen directly decrease revenues or increase expenses, due to reduced usage and higher 
restoration charges. In addition, weather and other disturbances may affect capital markets and general economic conditions and impact future 
growth. 

Oirr brrsinesses are srrbjecl to pltysical, market arid ecoriornic risks relating to potential ejfects of climate cliarige. 

Climate change may produce changes in weather or other environmental conditions, including temperature or precipitation levels, and thus may 
impact consumer demand for electric power. Temperature increases could result in increased overall electricity consumption or peaks and 
precipitation changes could result in altered availability of water for hydro generation o r  plant cooling operations. These or other nieteorological 
changes could lead to increased operating costs, capital expenses or power purchase costs. Greenhouse gas regulation could increase the cost of 
electric power, particularly power generated by fossil-fiiels, and such increases could have a depressive effect on regional economies. Reduced 
economic ana consumer activity in our service areas -- both generally and specific to certain industries and consuiners accustomed to previously 
lower cost power -_ could reduce demand for the power we generate, market and deliver. Also, demand for our energy-related services could be 
similarly lowered should consumers' preferences or market factors move toward favoring energy efficiency, low-carbon power soiirces or 
reduced electric usage generally. 

We carinot predicf tire oufconie oftl ie legal proceedings and investigations currently being conducted with respect to our crrrreril aiid past 
yiiiess activities. A n  adverse d e t e r ~ ~ h a t i o i i  corrld have a material adverse ejjcct on o w  jinaiicinl conditiori, results of operations or cash 

JIVS. 

We are involved in legal proceedings, claims and litigation and subject to ongoing state and federal investigations arising out of our business 
operations, the most significant of which are summarized in "L,egal Matters," "Regulatory Issues" and "Environmental Matters - Domestic" in 
Note IS  to the Financial Statements. Wc cannot predict the ultimate outconic of these matters, nor can we reasonably estimate the costs or  
liabilities that could potentially result from a negative outcome in each case. 

We corrld be negatively rijfected b37 ri.sirig interest rates, dowitgrades to our borirl credit ratings or other riegative developrnerifs in our ahili(y 
to access capital markets. 

In the ordinary course of business, w e  are reliant upon adequate long-term and short-term financing means to fund our significant capital 
expenditures, debt interest or maturities and operating needs. As a capital-intensive business, we are sensitive to developments in interest rate 
levels; credit rating considcrations; insurance, security or collateral requirements; market liquidity and credit availability and refinancing 
opportunities necessary or advisable to respond to credit market changes. Changes in these conditions could result in increased costs and 
decreased liquidity to our regulated utility businesses. 

A downgrade in our credit ratings corrld riegatively aj'ect our ability to access capital arid iricrease the cost of niaintaining ~ r r r  credit 
facilities and any new debt. 

Credit ratings assigned by Moody's, Fitch and S&P to our businesses and their financial obligations have a significant impact on the cost of 
capital incurred by our businesses. Although we do not expect these ratings to limit our ability to fund short-term liquidity needs or access new 
long-term debt, any ratings downgrade could increase our short-term borrowing costs and negatively affect our ability to fund short-term 
liquidity needs and access new long-term debt. See "Item 7. Management's 
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Discussion and Analysis of Financial Condition and  Results of Operations - Financial Condition ~ L,iquidity and Capital Resources - Ratings 
Triggers” for additional information on the impact of a downgrade in our credit rating. 

vtijicarit increases in our operation nrirl uiaintenarice expeiises, incliidiiig lrealtlt care and pension costs, coirld adversely ajjiect oiir frrlrire 
-.~rtrings arid liqiridity. 

We continually focus on limiting and reducing where possible our operation and maintenance expenses. However, we expect to continue to face 
increased cost pressures in our operations. Increased costs of  materials and labor may result from general inflation, increased regulatory 
rcquirements (especially in rcspect of environmental regulations), the need for higher-cost expertise in  the workforce or other factors. In 
addition, pursuant to collective bargaining agreements, we are contractually committed to provide specified levels o f  health care and pension 
benefits to certain current employees and retirees. We provide a similar level of benefits to our management employees. These benefits give 
rise to significant expenses Due to gcneral inflation with respect to such costs, the aging demographics of our workforce and other factors, we 
have expcricnced significant health care cost inflation in recent years, and we expect our health care costs, including prescription drug coverage, 
to continue to increase despite measures that w e  have taken and expect to take to require employees and retirees to bear a higher portion of the 
costs oftheir hcaltli care benefits. In addition, w e  expect to continue to incur significant costs with respect to the defined benefit pension plans 
for our employees and retirecs. The measurement of our expected future health care and pension obligations, costs and liabilities is highly 
dcpendent on a variety of assumptions, most o f  which relate to factors beyond our control. These assumptions include investment returns, 
intcrcst rates, health care cost trends, benefit improvements, salary increases and the demographics o f  plan participants If our assumptions 
prove to be inaccurate, our future costs and cash contribution rcquirements to fund these benefits could increase significantly. 

We rriajt be required to record inipciirnierit clinrges in the firtiire fur certain of oiir investments, wliicli could adversely ajjiect uiir earnings. 

Under GAAP, we arc requircd to test our rccorded goodwill for impairment on an annual basis, or more frequently if events or circumstances 
indicate that thcsc asscts may be impaired Although no goodwill impairments were rccorded based on our annual review in the fourth quarter of 
201 I ,  we are unablc tc predict whethcr future impairnient charges may be necessary. 

W e  also rcview our long-livcd asscts, including equity investments, for impairment when events or circiimstances indicate that the carrying value 
of these asscts may not be recoverable. See Notes 9 and 18 to the Financial Statements far additional information on impairment charges taken 
during the reporting periods. We arc unable to predict whether impairment charges, or other losses o n  sales of other assets or businesses, may 
occur in future years. 

We may iliciir linbifities hi cortnectiort wiih discontinired uperatiom. 

-,I connection with various divestitures, we have indemnified or guaranteed parties against ccrtain liabilities and with respect to certain 
transactions. Thesc indcrnnities and guarantees relate to, among other things, liabilities which may arise with respect to the period during which 
we or otir subsidieries operated the divested business, and to certain ongoing contractual relationships and entitlements with respect to which we 
or otir subsidiaries made commitments in connection with the divestiture, 

We ore srrhjcct to liability risks relntiitg IO o w  generntioii, transrriissiori arid distribirtion birsinesses. 

The conduct or our physical and commercial operations sihjects LIS to many risks, including risks of potential physical injury, property damage 
or other financial liability, caused to or caused by einployces, customers, contractors, vendors, contractual or financial countcrparlies and other 
third parties 

Oiirjocilities i i in j~  riot opernte ns plnririeri, which rttny incrense our cxperises or decrense o w  rcveniies and, tliirs, linve an adverse ejjiect on 
m r ,  finaricialpr ’r f ormnnce. 

Operation of power plants, transmission and distribution facilities, information technology systems and other assets and activities subjects us to a 
variety of risks, including the breakdown or failure of equipmcnt, accidents, security breaches, viruses or outages affecting information 
tcchnology systcnis, labor disputes, obsolescence, delivery/transportation problems and disruptions of fuel supply and performance below 
cxpected levels These events may impact otir ability to conduct our businesscs efficiently or lead to increased costs, expenses or 
losses. Operation of our dclivery systems below our expectations may result in lost revenue or increased expense, including higher maintenance 
costs which may not be rccovcrable from customers. Planned and unplanned outages at our power plants may require us to purchase power at 
then-current market prices to satisfy our commitments or, in the alternative, pay penalties and damages for failure to satisfy them 
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Although we  maintain customary insurance coverage for certain o f  these risks, no assurance can be given that such insurance coverage will be 
sufficient to compensate us fully in the event losses occur. 

T uperaiion id oiir biisiiie.wes is subject to cyber-based seciirity and integrity risk. 

Numerous functions affecting the efficient operation of our businesses are dependent on the secure and reliable storage, processing and 
communication of  electronic data and the use of sophisticated computer hardware and software systems. The operation of our generation plants, 
including the  Susquehanna nuclear plant, and of our energy and fuel trading businesses, as well as our transmission and distribution operations 
are all reliant on cyber-based technologies and, therefore, subject to the risk that such systems could be the target of disruptive actions, 
principally b y  terrorists or vandals, or otherwise be compromised by unintentional events. As a result, operations could be interrupted, property 
could be damaged and customer information lost or stolen, causing us to incur significant losses of revenues, other substantial liabilities and 
damages and  costs to replace or repair damaged equipment. 

We are subject to risks associated with federal and state tax laws arid regulations. 

Changes in tax law as well as the inherent difficulty in quantifying potential tax effects of business decisions could negatively impact our results 
of operations. We are required to make judgments in order to estimate our obligations to taxing authorities. These tax obligations include 
income, property, sales and use and employment-related taxes. We also estimate our ability to utilize tax benefits and tax credits. Due to the 
revenue necds of the jurisdictions in which our businesses operate, various tax and fee increases m y  be proposed or  considered. We cannot 
predict whether such tax legislation or regulation will be introduced or enacted or the effect of any such changes on  our businesses. Ifenacted, 
any changes could increase tax expense and could have a significant negative impact on our results of operations and cash flows. 

We are siibject to the risk flint our workjiwce mid its kiiowledge base majr becoiiie depleted in coniiiig years. 

PPL is experiencing an inciease in attrition (!:le primarily to the nuniber of retiring employees. Over the next five years, 38% of PPL's workforce 
is projected to leave the company, with the risk that critical knowlcdge will be lost and that it may be difficult to replace departed perscnnel due 
to a declining trend in the number of available workers and an increase in competition for such workers. 

Risk Related to Registrant Holding Companies 

'L,'s, PPL, Energy Siipply 's arid LKE's cash //<JWS arid ability to iiieei ilteir obligatiuiis with respect to indebtedness and iirider guarantees, 
I rd PPL 's ability to pay divideiids, Iirrgely depends on tlie jiriaricial perforrtiaiice ojtlieir subsidiaries and, as a resiilt, is ejfectively 

siibordiiinied to all existiiig and frtture liabilities of tliose siihsidiaries. 

PPL., PPL Energy Supply and LKE are holding companies and conduct their operations primarily through subsidiaries. Substantially all of the 
consolidated assets or  these Registrants are held by such subsidiaries Accordingly, their cash flows and ability to meet their debt and guaranty 
obligations, as well as PPL's ability to pay dividends, are largely dependent upon the earnings of those subsidiaries and the distribution or other 
payment o f  such earnings in the fonn of dividends, distributions, loans or advances or repayment o l  loans and advances. The subsidiaries are 
separate and  distinct legal cntitics and have no obligation to pay any amounts due from their parents or to make any funds available for such a 
payment. The ability ofthc subsidiaries of the Registrants to pay dividends or distributions to such Registrants in tlie future will depend on the 
subsidiaries' future earnings and cash flows and the needs of their businesses, and may be restricted by their obligations to holders of their 
outstanding debt and other creditors, as well as any contractual or legal restrictions in effect at such time, including the requireinents of state 
corporate law applicable to payment of dividends and distributions, and regulatory requirements, including restrictions on the ability of PPL. 
Electric, LG&E and K U  to pay dividends under Section 30.5(a) of  the Federal Power Act 

Because PPL, PPL. Energy Supply and LKE are holding companies, their debt and guaranty obligations arc effectively subordinated to all 
existing and  future liabilities of their subsidiaries Therefore, PPL's, PPL, Energy Supply's and L.KE's rights and the rights of their creditors, 
including rights of any debt holders, to participate in the assets of any oftheir subsidiaries, in the event that such a subsidiary is liquidated or 
reorganized, will be subject to the prior claims of such subsidiary's creditors. Although certain agreements to which certain subsidiaries are 
parties limit their ability to incur additional indebtedness, PPL, PPL Energy Supply and L,KE and their subsidiaries retain the ability to incur 
substantial additional indebtedness and other liabilities. in addition, if PPL elects to receive distributions o f  earnings from its foreign 
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operations, PPL. may incur U.S. income taxes, net of any available foreign tax credits, on such amounts. Distributions to PPL from its 
international projects are, in some countries, also subject to withholding taxes. 

"L. PPL Eleclric, LKE, LGdE and KU) 

Risks Related to Domestic Regulated Utility Operations 

Our domestic regulated utility businesses face inany of the same risks, in addition to those risks that are unique to the Kentucky Regulated 
segment and the Pennsylvania Regulated segment. Set forth below are risk factors common to both domestic regulated segments, followed by 
sections identifying separately the risks specific to each of these segments. 

Our prufirnbility is highly depetident on oiir ability to recover the costs ofproviding energy arid iitility services to oiir ciistoniers atid earti an 
udeqiiate return on oiir capital investments. Regulators may not approve the rates we request. 

We currently provide services to our utility customers at rates approved by one or more federal or state regulatory commissions, including those 
commissions referred to  below. While such regulation is generally premised on the recovery of prudently incurred costs and a reasonable rate of 
return on inveskd capital, the rates that we may charge our regulated generation, transmission and distribution customers are subject to 
authorization of the applicable regulatory authorities. There can be no assurance that such regulatory authorities will consider all of our costs to 
have been prudently incurred or that the regulatory process by which rates are determined will always result in rates that achieve full recovery of 
our costs or an adequate return on our capital investments. While our rates are generally regulated based on an analysis of our costs incurred in a 
base year, the rates we arc allowed to charge may or inay not match our costs at any given time. With respect to PPL's November 1 ,  2010 
acquisition of LKE, each of L.G&E and I<U has agreed wilh the KPSC, subject to certain limited exceptions such as fuel and environmental cost 
recoveries, that no base rate increases would take effect for their Kentucky retail customers before January I ,  201 3 .  Our regulated utility 
businesses are subject t o  substantial capital expenditure requirements over the next several years, which will require rate increase requests to the 
regulators. I f  our costs arc not adequately recovered through rates, i t  could have an adverse affect on our business. -esults of operations, cash 
flows or financial condition. 

Orir dotnestic iitility b iisiriesses are subject to sigtiiJicant and cornplex govermierital regitlation. 

Various federal and state entities, including but not limited to the FERC, KPSC, VSCC, TRA and PlJC regulate many aspects of the domestic 
utility operations of PPL., including: 

the rates that we may charge and the terms and conditions of our service and operations; 
financial and capital structure matters; 
siting, construction and operation of facilities; 
mandatory reliability and safety standards and other standards of conduct; 
accounting, depreciation and cost allocation methodologies; 
tax matters; 
affiliate restrictions; 
acquisition and disposal of utility assets and securities; and 
various other matters. 

Such regulations or changes thereto may subject us to higher operating costs or increased capital expenditures and failure to comply could result 
in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, intervenors and other permitted parties may 
challenge oiir rate requests, and ultimately reduce, alter or limit the rates w e  seek. 

We coiild be siibject to higher costs a t d o r  penalties related to ttiaridatory reliability standards. 

Under the Energy Policy Act of ZOOS, owners and operators of the bulk power transmission system are now subject to mandatory reliability 
standards promulgated by the NERC and enforced by the FERC. Compliance with reliability standards may subject us to higher operating costs 
and/or increased capital expenditures, and violations of these standards could result in substantial penalties which may not be  recoverable from 
customers. 

Changes in trarisniissiori arid wholesale power market striictiires could increase costs or reduce revenues. 

Wholesale revenues fluctuate with regional demand, fiiel prices and contracted capacity. Changes to transmission and wholesale power market 
striictures and prices inay occur in the future, are not predictable and may result in unforeseen 
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effects on energy purchases and sales, transmission and related costs or revenues. These can include commercial or regulatory changes affecting 
power pools, exchanges or markets in which PPL, participates. 

r domestic regulated biisittesses rinderiake sigriifcarii capital projects and these activiiies are subject io iinjioreseeti cosis, delays or 
. .rlrires, as well as risk ojitiadeqrrate recovery o/’resriliirig costs. 

The doinestic regulated utility businesses are capital intensive and requiie significant investments in energy generation (in the case of LG&E and 
KU) and transmission, distribution and  other infrastructure projects, such as projects for environmental compliance and system reliability. T h e  
completion of these projects without delays or cost overruns is subject to risks in many areas, including: 

approval, licensing and permitting; 
land acquisition and the availability of suitable land; 
skilled labor or equipmelit shsrtages; 
construction problems or delays, including disputes with third party intervenors; 
increases in commodity prices or labor rates; 
contractor performance; 
environmental considerations a n d  regulations; 
weather and geological issues; and 
political, labor and regulatory developments. 

Failure to complete our capital projects on schedule or on budget, or at all, could adversely affect our financial performance, operations and 
future growth if such expenditures a r e  not granted rate recovery by our regulators. 

Risks Specific to Kentucky Regahted Segment 

( PPL, LKE, LG&E and KIJ ) 

Tlie costs of’ cottiplintice with, and liabilities irtider, envirorirrieriial laivs are significant and are subject to coiitiriiiiiig cliniiges. 

Extensive federal, state and local environmental laws and regulations are applicable to L.G&E’s and KU’s generation business, including its air 
emissions, water discharges and the management of  hazardous and solid waste, among other business-related activities; and the costs of 

mpliance or alleged non-compliance cannot be predicted but could be material. In addition, our costs may increase significantly if the 
,quirements or scope of environmental laws, regulations or similar rules are expanded or changed. 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 opeiations of our key suppliers, or customers, such as coal producers and industrial power users, and 
may impact the costs of their products or demand for our services. 

011-pirig ckariges iii environttierital regulations or their iniplementation requiremetiis atid oiir cottipliarice strategies relatirig thereto eniail a 
tiitin ber of irticeriaiiities. 

Thc environinental standards governing LG&E’s and KIJ’s businesses, particularly as applicable to coal-fired generation and related activities, 
continue to bc subject to Linccrtainties due to ongoing rulemakings and other regulatory developments, legislativc activities, and litigation. The 
uncertainties associatcd with these developments introduce risks to our management of operations and regulatory compliance. Environmental 
developments, including revisions to  applicable standards, changes in compliance deadlincs, and invalidation of rules on appeal may require 
major changes in compliance strategies, operations or assets or adjustments to prior plans. Dcpending on the extent, frequency and timing o f  
stich changes, the companies may b e  subject to inconsistent requirements under multiple regulatory programs, compressed windows for 
dccision-making and short compliance deadlines that may require aggressive schedules for construction, permitting, and other regulatory 
approvals. Under such circumstances, the companies may face higher risks of unsuccessful implementation of environmental-related business 
plans, noncompliance with applicable environmental rules, or increased costs of implementation. 
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Rislts Specific to Pennsylvania Regulated Segment  

PPL and PPL, Electric 

e rricry be srilqect to higlter trartsrtrissic~rt costs arid otlter risks as a result c,f PJM 's regional tratisiiiissiori exparision plait (RTEP) process. 

PJM and the FERC have the authority to require upgrades or expansion of  the regional transmission grid, which can result in substantial 
cxpenditurcs for transmission owners As discussed in Note 8 to the Financial Statements, we expect t o  make substantial expenditures 10 
construct the Susqtichanna-Roscland transmission line that PJM has determined is necessary for the reliability of the regional transmission 
grid Altho~igh the FERC has granted our request for incentive rate treatment of such facilities, we cannot be certain that all costs that we may 
incur will be rccovcrable. In addition, the date when these facilities will be in service, which can be significantly impacted by delays related 10 
public opposition or other factors, is subject to the outcome of future events that are not all within our control. As a result, we cannot predict the 
ultimate financial or opcrational impact of this project or other RTEP projects on PPL Electric. 

We corrld be sirbject to higher costs andor penalties related to Peritisylwriia Conservatiori arid Etiergy Ejjiciency Program. 

Act 129 bccamc effcctivc in October 2008 This law created requirements for energy efficiency and conservation programs and for the use of 
smart metering technology, imposcd new P1.R electricity supply procuremcnt rules, provided remedies Tor market misconduct, and made 
changes to the existing Alternative Encrgy Portfolio Standard. The law also requires electric utilities to  incet specified goals for reduction in 
ctistomcr clcctricity tisagc and peak demand by specified dates (201 1 and 2013). Utilities not meeting these requirements of Act 129 are subject 
to significant pcnaltics that cannot be recovered in rates. Numerous factors outside of our control could prevent compliance with these 
rcqtkeincnts and result in pcnaltics to LIS. See "Regulatory Issues - Energy Policy Act of 2005 - Reliability Standards" in Note 15 lo the 
Financial Statemcnts for additional information. 

Cost recovery remiritis sr.5ject to political risks. 

Although prior initiatives have not rcsulted in the enactment of such legislation, the possibility remains that certain Pennsylvania legislators 
could introduce Icgislation to rcinstate generation rate caps or otherwisc limit cost rccovcry through rates for Pennsylvania utilities. If such 
legislation wcrc introduccd and ultimately enacted, PPL. Electric co~ild face severe financial consequences including operating losses and 
significant cash flow shot tfalls. In  addition, continuing uncertainty regarding PPL Electric's ability to recover its market supply and othcr costs 
of operating its busincss could adversely affect its credit quality, financing costs and availability of credit facilities necessary to operate its 
business. 

I'PL ) 

Rislts Related to International Regulated Segment  

Orir U. K.  delivery hrisiriess i.s sribject to risks with reqiecr to rate reg~rlirtiiiri arid oi~~er~ticliral/ier~~~r~ttartce. 

Our U . K .  dclivcry business is rate regulated and operates under an inccntive-bascd regulatory framcwork. In addition, its ability to manage 
opcrational risk is critical to its financial pcrforniance. Disruption to the distribution nctwork could reduce profitability both directly through thc 
higher costs for nctworlt restoration and also through the systcm of penalties and rewards that Ofgcin has in place relating to customer service 
levels 

In Dcccmbcr 2009, Ofgcni completed its rate review for the five-year period from April I ,  2010 through March 31,2015, thus reducing 
rcgulatory rate risk in thc Intcrnational Regulated segment until the next rate review which will be effective April I, 2015. The regulated income 
of the International Regulated scgment and also the RAV arc to some extent linked to movements in the Retail Price Index (RPI). Reductions 
in the RPI would adverscly impact revenucs and the dcbt/RAV ratio. 

Our U. K.  ilistribrrtiori brrsiriess e.~~ii)ses iis to risks related to U.K. laws arid reg~iluticins, taxes, ecoiioniic cotiditiotis, fiireigti ciirrency 
exchirrige ratej~rrctIrf~ti~iti,s, atiii~ioliticirl cotiditions and policies if the U. K. goveriiment. These risks tnay redrice the results of operations 
from our U.  K. ilistribrrtioii brrsi~iess. 
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The acquisition, financing, dcvelopinent and operation or projects in the U.K. entail significant financial risks including: 

changes in laws or regulations relating to U.K. operations, including tax laws and regulalions; 
changes in government policies, personnel or approval requirements; 
changes in general economic conditions affecting the U.K.; 
regulatory reviews of tariffs for distribution companies; 
severe weather and natural disaster impacts on the clectric sector and our assets; 
changes in labor rclations; 
limitations on foreign invcstnient or ownership ofprojccts and returns or distributions to foreign investors; 
limitations on the ability of foreign conipanies to borrow money froin foreign lenders and lack of local capital or loans; 
fluctuations in foreign currency exchange rates and in converting U.K. revenues to U S .  dollars, which can increase our expenses and/or 
impair our  ability to niect such expenscs, and difficulty moving tunds out of the country in which the funds were earned; and 
compliance with US. foreign corrupt practices laws. 

The WPD Midlrrrids rrcqiiisitiori niny riot ucliieve its interrded resirlts, irrcliiding ariticipated cost savings, ef/iciencies arid oflter herrejifs, 

Although we completed thc WPD Midlands acquisition with the expectation that it will result in various bencfits, including a significant amount 
of cost savings and other financial and operational bencfits, there can bc no assurance regarding the cxtcnt to which we will be able to realize 
thcsc cost-savings or othcr benefits. Achieving the anticipated bencfits, including cost savings, is subject to a nunibcr o f  uncertainties, including 
whethcr the busincsscs acquired ciin bc opcrated in thc inanncr we intend. Events outside of our control, including but not limited to regulatory 
changes or developmcnts in  thc U.K", could also adversely affect our ability to realize the anticipated bencfits froin the WPD Midlands 
acquisition. Thus, thc integralion piocess may be unprcdictabie, subject to delays or changed circtimstanccs, and w e  can give no assurance that 
the acquired businesscs will perfoi m in accortlancc with our expectations. Additional unanticipated costs may also arise during the integration 
process. The integration 0 1  the WPD (East Midlands) and WPD (West Midlands) businesses :nzy place a n  additional burden on our 
inanagcincnt and intcrnal resources, and thc diversion of management's attcntion during the integration and restrticturiiig process could have an 
adverse cffect on our business, financial condition and expected operating results. 

The CVPD Mirllirri(ls ircqrtisitiori exposes 11s to ridrlitioirrrl risks arid rrticertiririties with respect to the ncquirerl hiisiricsses nrid their operntioris. 

Thc WPD Midlands acquisition will rebalance our business mix to a greatcr percentage of regulated operations. While we believe this should 
help mitigate our cxposure to downturns in the wholesale power markets, i t  will increase our depcndence on rate-of-return regulation. Although 

are already exposcd to risks rclating to rate-of-return regulation, the WPD Midlands acquisition will increase these risks. 

The acquired businesses will generally be subject to risks similar to those to which wc arc subject to in our pre-acquisition U.K. 
businesses. Thcse include: 

e There arc various changcs bcing contemplated by Ofgem to thc current electricity distribution, gas transmission and gas distribution 
regulatory frameworlts in thc U.K. and there can be no assurance as to the effects such changes will havc on our U.K. regulated 
businesses i n  thc ftiturc, including the acquired businesses. I n  particular, in October 20 I O ,  Ofgem announced a new regulatory framework 
that is expected to bcconic cffcctivc in April 201 5 for the electricity distribution sector in thc U.K. The framework, known as RllO 
(Revenucs = Inccntivcs + Innovation + Outputs), focuscs on sustainability, cnvironmental-focused output measures, promotion of low 
carbon cnergy networks and financing of new investments. The new regulatory fratncwork is expected to havc a wide-ranging cffect on 
electricity distribution companies operating in the U.K., including changes to price controls and price review periods. Our U.K. regulated 
businesses' conipliancc with this ncw regulatory framework may result in significant additional capital cxpenditures, increases in 
operating and conipliancc costs and adjustments to out- pricing models. 

Ofgem has fornial powcrs to propose modifications to each distribution license. We are not currently aware of any planned modification 
to any of 0111" U.K. regulated businesses distribution licenses that would result in a material adverse change to the U.K. regulated 
businesscs and PPL,. There can, howcvcr, be no assurance that a restrictive modification will not be introduced in the future, which could 
have an advcrse effcct on the operations and financial condition of  the U.K. regulated businesses and PPL,. 

e 
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A failure to operate our IJ"K. networks properly could lead to coinpensation payments or penalties, or a failure to make capital 
expenditures in line with agrecd investment programs could lead to deterioration of the network. While our U.K. regulated businesses' 
investment prograins are targctcd to maintain asset conditions over a five-year period and reduce customer interruptions and custoiner 
minutes lost over that period, no assurance can be provided that these regulatory requireincnts will be met. 

A failure by any of o u r  IJ.K. regulated businesses to coinply with the terins of a distribution license niay lead to the issuance o f  an 
enforcement order b y  Ofgem that could have an  adverse inipact on PPL. Ofgeni has powers to levy lines of up to I O  percent of revenue 
for any breach of a distribution licensc 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  rcvoked by Ofgem 
following no less than 2.5 years' written noticc. 

We will be subject to increased foreign currency exchange rate risks because a greater portion of our cash flows and repci-kd earnings 
wiil bc gciierated b y  our U.K. business operations. These risks relate primarily to changes in the relative value of the British pound 
sterling and the U S .  dollar between the tiine we initially invest IJS.  dollars in our U.K. businesses and the time that cash is rcpatriatcd to 
the IJS. from the U.K., including cash flows froin our IJ.K. businesses that may be distributed as future dividends to our shareholders. In 
addilion, our consolidated rcported earnings on a U S .  GAAP basis may be subject to increased earnings translation risk, which is the 
rcsult ofthe conversion ofearnings as reportcd in our U.K. businesses on a British pound stcrling basis to a US. dollar basis in 
accordance with I.J.S. GAAP requireinents. 

Environmental costs and liabilitics associated with aspects ofthc acquired businesses niay differ from those of our existing business. 

e 

e 

Risks Related to Supply Segment 

( PPL n i d  PPL E17erg11 Si/pp[v ) 

W e / k z  inteiise wrripetitiori in oiir energy sirppb birsitiess, which oiay ndverseb a/@t wrr ahilify to opcrafeprojitQb/y. 

IJnlikc our regulated utility businesses, our cnergy supply business is dependent on our ability to operate in a coinpetitive environinent and is not 
assured of any rate of retiirn on capital invcstinents through a predetermined rate structure Competition is impacted by electricity and fiicl 
prices, ncw market entrants, construction by others of generating assets and transmission capacity, technological advances in powcr gencration, 
the actions of environmental and other regulatory authorities and other factors. These cornpctitive factors may negatively impact our ability to 

*I1 electricity and related products and services, as well as the prices that we  may charge for such products and services, which could adversely 
ect our results of operations and our ability to grow our business. 

Wc sell our available energy and capacity into the compctitive wholesale markets through contracts of varying duration. Compctition in thc 
wholesale powcr inarkets occurs principally on the basis of the price of products and, to a lesser extent, on the basis of reliability and 
availability. We belicve that the coininencenicnt of coniniercial operation o f  new electric facilities in the regional marltcts whcre we own or 
contiol generation capacity and tlrc cvolution ofdcmand side management rcsourccs will continue to increase competition in thc wholcsalc 
electricity inarket in those regions, which could have an adverse effect on the prices we receivc for clcctricity 

Wc also Face coinpetition in the wholesale mar kcts for clcctricity capacity and ancillary services. Wc priinarily coinpcte with other elcctricity 
supplicrs based on our ability to aggrcgatc supplies at competitive prices from different sources and to efficiently utilize transportation froin 
third-party pipclincs and transmission from electric utilitics and ISOs. We also coinpcte against other energy marketers on the basis of relative 
financial condition and access to crcdit sourccs, and our competitors may have greater financial resources than we have. 

Conipctitors in the wholcsale power markets in which PPL Generation subsidiarics and 
industrial companies, non-utility gcncrators and coinpctitive subsidiaries of regulated ut  
inergcrs and acquisitions and other invcstments in the electric utility sector. Entirely new competitors, including financial institutions, have 
entered the cncrgy inarkcts as a result of thc repeal or the original PUHCA in 2006. The repeal of the original PUHCA also may lead to 
consolidation in our industry, resulting in competitors with significantly greater financial resources than we have. 

EnergyPlus operate include regulated u t  
s. In the past, the PUHCA significantly restricted 
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Arlverse cliariges itr cotrirrrodity prices mid related costs may decrease orir firtrrre energy niargiris, tvliich corrld adversely af'ect o w  earriirigs 
illid cash flows. 

r energy margins, or the amount by which otir revenues from the sale of power exceed our costs to stipply power, are impacted by changes in 
drkel prices for electricity, fuel, fuel transportation, emission allowances, RECs, cleclricity transmission and related congestion charges and 

other costs. Unlike most commodities, the limited ability to store electric power requires that it must be consumed at the time of production. As 
a result, wholesale market prices for electricity may fluctuate substantially over relatively short periods of time and can be 
unpredictable. Among the factors that influence such prices are: 

e 

o 

o 

o 

o 

o 

supply and demand for electricity available from current or new generation resources; 
variable production costs, primarily fuel (and the associated fuel transportation costs) and emission allowance expense for the generation 
resources used to meet the demand for elec!ricity; 
transmission capacity and service into, or out of, markets served; 
changes in the regulatory framework for wholesale power markets; 
liquidity in the wholesale electricity market, as well as general creditworthiness of key participants in the market; and 
weather and economic conditions impacting demand for or the price of clcctricity or the facilities necessary to deliver electricity. 

We do not always liedge against risks associated witli electricity atidfiu.?lprice volatility. 

We attempt to mitigate risks associated with satisfying our contractual electricity sales obligations by either reserving generation capacity lo 
deliver electricity or purchasing the necessary financial or physical products and services through competitive markets to satisfy otir net firm 
sales contracts We also routinely entcr into contracts, such as ftiei and electricity purchase and sale commitments, to hedge our exposure to fuel 
requirements and other elcctricity-related commodities. However, based on economic and other considerations, we may decide not to hedgc the 
cntirc exposure of our operations from commodity price risk. To the extent we do not hedge against commodity price risk, otir results of 
operations and financial position may be adversely affected 

We are exposed to operirtiorinl, price m i l  credit risks associated with selling and rriirrketirig products in the wholesale arid retail electricity 
niarlcets. 

We purchasc and sell electricity in wholesale markets under market-based tariffs authorized by FERC throughout the IJ.S and also enter into 
short-term agieements to market available electricity and capacity from our generation assets with the expectation of profiting froin market price 

icttiations. If we arc unable to deliver firm capacity and electricity under these agreements, we could be required to pay damages. These 
magcs would gcncrally be based on the difference between the market piice to acquire replacement capacity or electricity and the contract 

price of any undelivered capacity or electricity. Depending on price volatility in the wholesale electricity markets, such damages could be 
significant. Extrcrne weather conditions, unplanned generation Facility outages, environinental compliance costs, transmission disruptions, and 
other Factors could affect otir ability to meet otir obligations, or cause significant increases in the market price of replacement capacity and 
clcctricity. 

Our wholesale powcr agreements typically include provisions requiring LIS to post collateral for the benefit of otir cotinterpartics if  the inarltct 
pricc of cncrgy varies from thc contract pi ices in excess of certain prc-determined amounts. We ctirrcntly believe that  we have sufficient credit 
lo fulfill otir potential collatcral obligations under these power contiacts Our obligation to post collateral could exceed the amount of our 
facilitics or our ability to increase our facilities could be limited by financial niarkcts or other factors See Note 7 to the Financial Statements for 
a discussion of  PPL's credit facilities. 

We also face credit risk that parties with whom we contract in both the wholesale and retail markets will default in their performance, in which 
case we may have to sell otir electricity into a lower-priced market o r p a k c  purchases in a higher-priced market than existed at the time o f  
contract. Whenever feasible, we attempt to mitigate these risks using various means, including agreements that require our counterparties to post 
collateral for our benefit if the market price of energy varies from the contract price in excess of certain pre-determined amounts. However, 
there can be no assurance that we will avoid counterparty nonperformance risk, which could adversely impact our ability to meet our obligations 
to other parties, which could in turn subject us to claims for damages. 

The loarl,fi~llotc~irig corttrircts that PPL, EriergyPlrrs is awarded do riot providefiw speciJic levels cflload arid actrial load sigrtijicaritly below or 
above our forecasts corrlrl adversely nfJect our energy rriargins. 

30 



W e  generally hedge our load following obligations with energy purchases from third parties, and to a lesser extent with our own generation. I f  
the  actual load is significantly lower than the expected load, we may be required to resell power at a lower price than was contracted for to 
"upply the load obligation, resulting in a financial loss. Alternatively, a significant increase in load could adversely affect our energy margins 

Tame we are required under the terms ofthe load following contracts to provide the energy necessary to fulfill increased demand at the 
.ntract price, which could be lower than the cost to procure additional energy on the open market. Therefore, any significant decrease or 

increase in load compared with our forecasts could have a material adverse effect on our results of operations or financial position. 

We niay esperiertce disrriptioris in our j i e l  sripply, wliicli corild adversely ajyect oiir ability to operate oiir getieration facilities. 

W e  purchase ftlel from a number of suppliers. Disruption in the delivery of fuel and other products consumed during the production of 
electricity (such as coal, natural gas, oil, water, uranium, lime, limestone and other chemicals), including disruptions as a result of weather, 
transportation difliculties, global demand and s u ~ p l y  dynamics, labor relations, environmental regulations or the financial viability of our fuel 
suppliers, could adversely affect our ability to operate our facilities, which could result in  lower sales and/or higher costs and thereby adversely 
affect our results of opcrations 

O w  risk rnariagenient policy arid programs relatirig to electricity aridjiel prices, interest rates, foreign crirrency arid corinterparty credit and 
non-perfi,rrritriice risks rriny riot work as planned, and rve tnay suffer ecorioniic losses despite srrcli programs. 

We actively manage the market risk inhcrent in our generation and energy marketing activities, as well a s  our debt, foreign currency and 
counterparty credit positions. We have implemented procedures to monitor compliance with our risk management policy and programs, 
including independent validation of transaction and market prices, verification of risk and transaction limits, portfolio stress tests, sensitivity 
analyses and daily portfolio rcporting of various risk management metrics. Nonetheless, our risk management programs may not work as 
planned. For example, actual electricity and Tuel prices may be significantly different or more volatile than the historical trends and assumptions 
upon which we based our risk managcmcnt calculations. Additionally, unforeseen market disruptions could decrease market depth and liquidity, 
negatively impacting our ability to enter into new transactions. We enter i n f s  financial contracts to hedge commodity basis risk, and as a result 
a r e  exposed to the risk that the correlation between delivery points could change with actual physical delivery. Similarly, interest rates or 
foreign currency cxchange rates could change in significant ways that OLIF risk management procedures were not designed to address. AS a 
result, we cannot always predict the impact that our risk management decisions may have on us if actual events result in grcater losses or costs 
than our risk models predict or greater volatility in our  earnings and financial position. 

In addition, our trading, marketing and hedging activities are exposed to counterparty credit risk and market liquidity risk. We have adopted a 
credit risk management policy and program to evaluate countcrparty credit risk. However, if counterparties fail to perform, the risk of which has 

creased dtie to the economic downturn, we may be  forced to enter into altcrnative arrangements at then-current market prices. In that event, 
J r  financial results are likcly to be adversely affected. 

Our costs to cottiply with existirig (itid riew erivirontiierital laws are expected to coritiririe to be signfjicant, arid we plan to iricirr sigriijicant 
ctipital e.~j)erirlitiires,Ji,r pollirtiori control iniprovemerits that, ij'delayed, woiild adversely ajyect o w  projitability arid liqriidity. 

Our business is subject to cxtensivc fedcral, state and local statutes, rules and rcgulations relating to environmental protection. TO comply with 
existing and fiituic cnvironincntal rcquircments and as a result of voluntary pollution control measures we may take, we have spent and expect to 
spcnd substantial amounts in the fiittrre on environinental control and compliance. 

In order to comply with cxisting and proposed federal and state environmental laws and regulations primarily governing air emissions from coal- 
fired plants, in 2005 PPL, began a program to install scrubbers and other pollution control equipment (primarily aimed at sulfur dioxide, 
particulate inattcr and nitrogen oxides with co-benefits for mercury emissions reduction) The cost to install this eqtiipment was approximately 
$1 6 billion. The scrubbers a t  our Montour and Brrinner Island plants are now in service. Many stales and environmental groups have 
challenged certain federal laws and regulations relating to air emissions as not being sufficiently strict. As a result, i t  is possible that state and 
federal regulations will be adopted that would impose more stringent restrictions than are currently in effect, which could require us to 
significantly increase capital expenditures for additional pollution control equipment. 

We niay not be able to obtain or maintain all environmental regulatory approvals necessary for our planned capital projects which are necessary 
to our business Ifthere is a delay in obtaining any  required environmental regulatory approval or if w e  
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fail to obtain, maintain or comply with any such approval, operations at our affected facilities could be halted, reduced or  subjected to additional 
costs. Furthennore, at some of our older generating facilities it may be unccononiic for LIS to install necessary pollution control equipnient, 
..ihich could cause us to retire those units. 

c more inforniation regarding environmental matters, including existing and proposed federal, state and local statutes, rules and regulations to 
which we are subject, see "Environmental Matters - Domcstic" in Note I 5  to the Financial Statements. 

We rely 0 1 1  trarisriiissiori r i r i r l  rlistribirtioii assets that roe ilo tiof OHW or crmtrol to deliver 011r wliolesnle electricity. Ij'trntisniissioii is 
disrupted, or itot operriterl ej'icieritly, or if cnpacify is irindeqiinte, oiir ability to  sell arid deliver power niriy be liiiidered. 

We depend on transmission and distribution facilities owned and operated by utilities and other energy companies to deliver the electricity and 
natural gas we sell in the wholesale inarltet, as well as the natural g a s  we purchase for use in our electric generation facilities. I f  transmission is 
disrupted (as a result of weather, natural disasters or other reasons) or  not operated efficiently by lSOs and RTOs, in applicable markets, or ir 
capacity is inadequate, our ability to sell and deliver products and satisfy our contractual obligations may be hindered, or we may be unable to 
sell products a t  the most favorable ternis. 

The FERC has issued regulations that require wholesale electric transmission services to be offered on an open-access, non-discriminatory 
basis. Although these regulations are designed to encourage competition in wholesale market transactions for electricity, there is the potential 
that fair and equal access 10 transmission systcnis will not be available or that transmission capacity will not be available in the amounts we 
require. We  cannot predict the timing of industry changes as a result of these initiatives or the adequacy of transmission facilities in specific 
markets or whether lSOs and RTOs i n  applicable markets will efficiently operate transmission networks and provide related services 

Despite federal aiirl strife rlcregiiI~tiiiii iriitiritives, oiir siipply brrsitiess is still siibject to exterisive regrrlritiori, rvhicli riiay iricrease oiir costs, 
reduce oirr rewriiies, or preverit or de1a.y operation ofloiir fiicilities. 

0111 generation stibsidiarics scll elccti icity into the wholesalc market Generally, our generation subsidiaries and our marketing subsidiaries are 
subject to regt.ilation by the FERC. The FERC has authorized us to scll generation from our facilities and power koin our marketing subsidiaries 
at market-based prices. Thc FERC retains the authority to modify or withdraw otir market-based rate atithority and to iinpose "cost of service" 
rates if i t  detcmiincs that thc market is not competitive, that we possess market power or that we are not charging just and reasonable rates. Any 
reduction by the FERC in the rates we may receive or any tinfavorable regulation of our business by state regulators cculd materially adversely 
affect our results ofopcrations. See "FERC Market-Based Rate Authority" in Note I5 to the Financial Statcinents for information regarding 
recent court decisions that could impact the FERC's market-based rate authority program. 

, addition, the acquisition, construction, ownership and opcration of electricity generation facilities require numerous permits, approvals, 
licenses and certificates from fcdcral, state and local govcrnniental agencies. Wc may not be able to obtain or maintain all required regulatory 
approvals. I r there  is a delay in obtaining any required regulatory approvals or if we fail to obtain or maintain any required approval or fail to 
comply with any  applicable law or rcgulation, the operation of our asscts and our sales of electricity could be prevented or delayed or become 
subject to addition. rl I costs. 

IJ'iii(irlict deregiilotiori is reversed or iliscoiitiriried, oiir hrisirwss prospects niirl,fiririricicil corirlitioii coii l l  he rrirrterirrlly nilversely r@cterl. 

In some markcts, state legislators, government agencies and other interested parties have made proposals to change the use of market-based 
pricing, rc-regulatc arcas of these markets that have prcviotisly been conipctitive or permit electricity delivery companies to construct or acquire 
generating Facilities The lSOs that oversee the transmission systems in certain wholesale electricity markets have from time to time been 
authorized to impose pricc limitations and other niechanisms to address extrcrnely high prices in the power markets. These types of price 
limitations and orher incchanisnis may reduce profits that otir wholesale power marketing and trading business would have realized under 
conipctitivc iiiarkct conditions absent such limitations and mechanisms. Although we generally expect electricity markets to continue to be 
coinpctitivc, other proposals to re-regulatc our industry may be made, and lcgislative or other actions affecting the electric power restructuring 
process may cause tlic process to bc delayed, discontinued or reversed in states in which we currently, or may in the future, operate. See "New 
Jersey Capacity L.cgislation" in Note IS to the Financial Statements. 

Cliariges in terhrioliigy riiriy riegativcly iitipact the virlite of our porvcr plnitts. 

A basic prciiiise of our generation business is that generating electricity at ccntral power plants achieves economies of  scale and produces 
electricity at relatively low prices There are alternate technologies to produce clectricity, most notably fuel 
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cells, micro turbines, windmills and photovoltaic (solar) cells, the development o f  which has been expanded due to global climate change 
concerns. Research and development activities are ongoing to seek iinproveinents in alternate technologies. I t  is possible that advances will 
reduce the cost of alternate methods ofelectricity production to a level that is equal to or below that of certain central station production. Also, 

i ew technologies are developed and become available, the quantity and pattern of electricity usage (the “demand”) by customers could 
d i n e ,  with a corresponding decline in revenues derived by generators. These alternative energy sources could result in a decline to  the 

dispatch and capacity factors of our plants. As a result of all of these factors, the value of our generation facilities could be significantly reduced. 

We are srihject to certairr risks iissocirited with miclear generatioti, iriclrrding the risk that our Srisqrieharitin miclear plant could hfC(J1tie 

sri hject t ( ~  incrensed secririty or sajety reqriirernerits that rvorild iiicreuse capital and operuting apeiiditiires, rrncertnitities regrirdhtg spent 
ririclenr firel, arid iincertaitrties nssociated with deconiniissiotiiti~ oiir plant at the eiid of its licensed lije. 

Nuclear generation accounted for about 28% of our 201 1 generation output. The  risks of nuclear generation generally include: 

m 

o 

the potential harmful effects on the environinent and human health from the operation of nuclear facilities and the storage, handling and 
disposal of radioactive materials; 
limitations on the amounts and types of insurance commercially available to  cover losses and liabilities that might arise in connection with 
nuclear operations; and 
uncertainties with respect to the technological and financial aspects of decommissioning nuclear plants at the end of their licensed 
lives. The licenses for our  two nuclear units expire in 2042 and 2044. See Note 21 to the Financial Statements for additional information on 
the ARO related to the decommissioning. 

The NRC has broad authority tinder fcdcral law to impose licensing requirements, including security, safety and employee-related requirements 
for the operation of nuclear generation facilities. In the event of noncompliance, the NRC has authority to impose fines or shut down a unit, or 
both, depending upon its assessment of the severity of the situation, until compliance is achieved. In addition, revised security or safety 
requirements promulgated b y  the NRC could necessitate substanti:.! capital or operating expenditures at our Susqtiehanna nuclear plant. Tliere 
also remains substantial uncertainty regarding the temporary storage and pmnanent dispusal of spent nuclear fuel, which could result in 
substantial additional costs io PPL. that cannot be predicted. In addition, although we have no reason to anticipate a serious nuclear incident at  
our Susquchanna plant, if a n  incident did occur, any resulting operational loss, damages and injuries could have a niatciial adverse effect on our 
results of operations, cash flows or financial condition. See Note IS to the Financial Statenienls for a discussion of nuclear insurance. 

ITEM IS. UNRESOLVED STAFF-COMMENTS 

’L Corporation, PPL Energy Supply, LLC, PPL Electric Utilities Corporat ion,  LG&E and KU Energy LLC, Louisville G a s  and 
.iectric Company and Kentucky Utilities Company 

None. 
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ITEM 2. PROPERTIES 

'PPL. LKE, LG&E and KU) 

. d u c k y  Regulated Segment 

LGBrE's and KU's properties consist primarily of regulated generation facilities, electric transmission and distribution assets and natural gas 
transmission and distribution assets in Kentucky. The electric generating capacity at December 3 I ,  20 I I was: 

Primary FuellPlant (a) 

Coal 
Glient 
Mill Creek 
E.W. Brown -Units 1-3 
Cane R u n  ~ Units 4-6 
Trimble County ~ Unit 1 (c) 
Trimble County - Unit 2 (c)(d) 
Green River 
OVEC - Clifty Creek (e) 
OVEC - Kyger Creek (e) 
Tyrone 

Natural Cas/Oil 
Trimb!? County Units 7-10 
E W. Brown Usits 8-1 I (6) 
E.W Brown Ucits 6-7 (0  
Trimble County Units 5-6 
Paddy's Run Unit 13 
E.W Brown Unit  5 (f)(g) 
Paddy's Run Units 11-12 
1-1 ae fl i ng 
Zorn 
Cane R u n  Unit I I 

Hydro 
Ohio Falls 
Dix Dam 

Total 

Iota1 MW 
Capscity (b) 
Sn m mer 

1,932 
1,472 

684 
563 
511 
732 
I63 

1,304 
1,086 

71 
8 3  I8 

628 
486 
292 
314 
147 
I32 
35 
36 
14 
14 

2,098 

52 
24 
76 

10,692 

LICE 

Ownersliip or 
Lease Interest 

in MW 

1,932 
1,472 

684 
56.3 
383 
549 
163 
I06 
88 
71 

6,01 I 

628 
486 
292 
314 
I47 
I32 
35 
36 
14 
14 

2,098 

52 
24 
76 

8, I85 

LC&E KU 

Ownership or 
Lease Interest 

Ownership or 
Le;,; :aterest 

% Ownersliip in MW % Ownership ifi M \ Y  

IOO.OO 

100 00 
I00 00 1,472 

100 00 563 
75 00 383 
I4 25 I04 60 75 

100 00 
5 63 73 2 50 
5 63 61 2 50 

IO0 00 
2,656 

37 00 232 63 00 
100 00 

38 00 I l l  62 00 

53 00 78 47 00 
53 00 69 47 00 

100 00 

29 00 91 7 1  on 

100 00 35 

I00 00 14 
100 00 14 

644 

1,932 

684 

445 
I63 
33 
27 
71 

3,355 

396 
486 
IRI 
223 

69 
63 

36 

1,454 

IOO.OO 52 
100.00 24 

52 24 

3,352 4,833 

(a) 

(b) 

(c) 

(d) 

( e )  

(f) 
(g) 

L,G&E and KU's properties are primarily located i n  Kentucky, with tlie exception of the units owned by OVEC. Clifty Creek is located in Indimin and Kyger Creek is located 
in Ohio. 
The capacity of'generation units is based on a number of factors, including tlie operating expericiicc a i d  physical condiiions of the units, and may be revised periodicnlly to 
reflect clianged circumstances. 
TCI and TC2 are jointly owned with Illinois Municipal Electric Agency and Indiona Municipal Power Agency. Each owner is entitled to its proportionate sliare of the units' 
totiil output and funds its proportionate share of capital, fuel and other operating costs. See Note 14 to the Financial Statements for additional information. 
LKE took care, custody and control of  I C 2  on January 22,201 1, and has dispatched the unit lo meet customer demand since that date. See Note I5 to the Financial Statements 
Tor additional inrormation. 
This uni! is owned by OVEC LKE has a power purchase agreement that entitles L.KE to its proporlionate sliare o f  [lie unit's told output and L.KE funds its proportionate sliare 
of fuel and other operating costs See Note I 5  to tlie Financial Statements for additional inrormation. 
Includes a leasehold interest. See Note 1 I to the Financial Statements for additional information 
There is an inlet air cooling system attributable to these units This inlet air cooling system is not jointly owned; however, i t  is used to increase production on the units to 
which it relates, resulting in an additional I0 M W of  capacity for L.G&E and an additional 88 M W of capacity for KU 

For a description of L,G&E's and KU's service areas, see "Item 1. Business - Background." At December 3 1,  20 1 1 ,  LG&E's transmission system 
included in the aggregate, 4.5 substations (32 of which are shared with the distribution system) with a total capacity of 7 million kVA and 9 16 
circuit miles of lines. The distribution system included 97 substations (32 of which are shared with thc transmission system) with a total 
capacity of 5 million kVA, 3,887 miles ofoverhead lines and 2,371 miles of underground wires. KIJ's transmission system included 133 
substations (5.5 ofwhich are shared with the distribution system) with a total capacity o f  13 inillion kVA and 4,078 circuit miles of lines. The 
distribution system included 478 
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substations (55 of which arc shared with the transmission system) with transformer capacity o f 7  million kVA,  14,112 miles of  overhead lines 
and 2,265 miles of undcrground conduit 

'&E's natural gas transmission system iricludes 4,290 miles of gas distribution mains and 386 miles of g a s  transmission mains, consisting of 
3 miles of gas transmission pipeline, 123 milcs of gas  transmission storage lines, 6 miles of gas combustion turbine lines, and 3 miles of gas 

transmission pipcline in regulator facilities Five underground natural gas storage fields, with a total working natural gas capacity of 
approximately IS Bcf, are used in providing natural gas service to ultimate consumers. KU's service area includes an additional 1 1 miles of gas 
transmission pipcline providing gas supply to natural gas  combustion turbine electrical generating units. 

Substantially all of L.G&E's and KU's respective real and tangible personal property located in Kentucky and  used or to be used in connection 
with the generation, transmission and distribution of electricity and, in the case of L,G&E, the storage and distribution of natural gas, is subject to 
the lien ofeither the LG&E 2010 Mortgage Indenture or the KU 2010 Mortgage Indenture. See Note 7 to the Financial Statements for additional 
information 

LG&E and K U  continuously reexamine development projects based on market conditions and other factors to determine whether to proceed with 
the projects, scll, cancel or cxpand them or pursue other options. At December 3 I ,  201 1 ,  L.G&E and KU planned to implement the following 
incremental capacity increases and decreases at the following plants located in Kentucky 

'I'utal Ne1 
Summer M W  

Caipacity 
Increase I 

I'rimary Fuel/l'lm~f (Decrease) (a) 
Coal 

Cane Run - Units 4-6 - (c) (563) 
Green River - (c) (163) 
Tyrore - ( e )  (71) 
Total Ciipaciry Decreiises (797) 

Cane  Run ~ U n i l  7 (d) 
Natural GaslOil 

64 0 

'Total Capacity Increases 1,135 

338 

Bluegrass CTs (e) 495 

tal 

'% Ownership 

I00 00 

22 00 
69 00 

Owiiersliip or  
Lease Interest 

in M W  

(563) 

% Ownership 

I00 00 
100 00 

(563)  

141 78.00 
3 1.00 

Owiicrship o r  
Lease Interest 

in M W  

499 
I 5 3  
652 

4 l R  

Date of 
Incremental 

Capacity 
liicrease I 

Decrease (b) 

2015 
2015 
2015 

2016 
2012 

(a) 

(b) 
(c )  
(d) 
(e) 

The capacity orgcnereting units is based on a number of factors, including tlie operating experience and physical condition of lhe units, and may be revised periodically to 
reflect changed circumstances. 
Tlie expected in-service dates are subject to receipt of required approvals, permits and otlier contingencies 
LGBE and KU iinticipate retiring tliese units at  the end of  201 5. See Notes K and I5 to the Financial Statements for additional informalion. 
111 September 201 I ,  LGBE, and KU requested approval to build this unit at the existing Cane Rui i  site. See Nore 8 to the Financial Statements for additional informarion 
In September 201 I ,  L.G&E and KU requested approval to purcliase three existing natural gas combustion units. See Note 8 to the Finnncial Stateinents for additional 
inbrm:ii inn 

(PPL) 

lnternational Regtilated Segment 

F o r  a dcscriplion of WPD's service territory, sce "Item 1 I Business - Background." At December 31, 201 I ,  WPD had electric distribution lines 
in public streets and highways pursuant to legislation and rights-of-way secured from propcrty owners. WPD's distribution system in the U.K. 
includes 1,602 substations with a total capacity of 6 1 million kVA, 57,472 circuit miles of overhead lines and 79,755 cable miles of underground 
conductors 

(PPL ana' PPL Elecfric) 

Pcnnsylvania Regulatcd Segment 

For a description of PPL Electric's service territory, see "Item 1. Business - Background." At December 3 1, 20 1 I ,  PPL Electric had electric 
transmission and distribution lines in public streets and highways pursuant to franchises and rights-of- 
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way secured from property owners. PPL. Electric's transmission system included 60 substations with a total capacity of 17 million kVA and 
6,727 pole miles. PPL Electric's distribution system included 321 substations with a total capacity of 1.5 million kVA, 33,145 circuit miles of 
3verhead lines a n d  7,407 cable miles of underground conductors. All of PPL. Electric's facilities are located in Pennsylvania. Substantially all of  

L Electric's distribution properties and certain transmission properties are subject to the lien of the PPL Electric 200 1 Mortgage Indenture. 

See Note 8 to the Financial Statements for information on the construction of the Susquehanna-Roseland 500-kilovolt transmission line. 

(PPL arid PPL Energy S I I ~ ~ J / V )  

Supply Segment 

PPL. Energy Sttpply's electric generating capacity (summer rating) at December 31, 201 1 was: 

PPL Energy Supply's 
Ownership o r  

l ' r imiry I;ucl/Plant 'Total MW Capacity (a) "/,, Ownership Lease interest in M W  (a) Location 

Natural CaslOil 
1,685 I00 00 1,685 Pennsylvania Martins Creek 

Ironwood (b) 657 10000 657 Pennsylvania 
Lower M I  Bethel 552 100 00 552 Pennsylvania 
Coinbuslion iurbincs 362 10000 362 Pennsylvania 

3,256 3,256 

Coal 
Montour 
Brunner Island 
Colstrip Uniis  I & 2 (c) 
Conemaugh (d) 
Colstrip Unit 3 ( c )  
Keystone (d) 
Coretie 

Nuclear 
Susqueli;inna (d) 

.d ro 
Various 
Various 

Qualifying Facilities 
Renewables (e) 
Renewables 

1,515 10000 I ,5 I5 Pennsylvania 
1.445 100 00 1,445 Pennsylvania 

614 50 00 307 Montana 
1,717 1625 279 Pennsylvania 

222 Moniana 740 30 00 
2 I2 Pennsylvania 1,717 12 34 

153 I00 00 153 Montana 
7,901 4,133 

2,528 90.00 2.275 Pennsylvania 

604 Montana 604 100.00 
I75 100 00 175 Pennsylvania 
779 779 

57 IO0 00 57 Pennsylvania 

65 65 
8 IO0 00 8 Various 

14,529 10,508 .rotai 

(a) 

(b) 
(c) 
(d) 

(e) 

Amounts guaranteed by PPL Montour and PPL. Brunner Island in connection with an $800 million secured energy marketing and trading facility 
are secured by liens on the generating facilities owned by PPL. MontoLir and PPL Brunncr Island. See Note 7 to the Financial Statements for 
additional inconnation. 

The capacity of generiition tinits is based on ii number of factors, including ihe operating experience nnd physical conditions of ihe units, and may be revised periodically to 
rellect clianged circumstances 
Facility not owned by PPL. Energy Supply, but there is a tolling agreement in place through 2021 
Represenrs the le;iseliold interest Iield by PI'L Montana See Noie I 1 in the I3nancial Statements Ibr additional information 
This unit is jointly owned Each owner is enii!led to their proporlionate sliare of  ilie unii's toral output and funds their proportionale sliare of fuel and oilier operating costs See 
Noic 14 to i l ie Fiiiiincid Sraieinents for additional inllrmation. 
lncltides Iacilities owned, controlled or for which PPL Energy Supply l~as the rights to the outpul 

PPL Energy Supply continuously reexamines development projects 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. At December 3 1, 201 1, PPL Energy 
Supply subsidiaries planned to implement the following incremental capacity increases. 
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PI'L Energy Supply Expected 
I o t a 1  M W Ownersliip o r  Lease lo-Service 

I'riniary Fuel/Plant Location Capacity (a) Interest in M W  Date (b) 

"dru 
Holtwclod (c) Pennsylvania I28 128 (100%) 2012 - 2013 
Lower M I  Bethel (d) Pennsylvania 33 33 (100%) 2012 
Great Falls (e) Montana 28 28 (loo%,) 20 I2 

Warren County New Jersey 2 2 (100%) 2012 
Solar 

191 191 

(a) 

(bj 
(c) 
(d) 
(e) 

The capacity of generating units is based on a number of factors, including the operating experience and physical condition of llie units, and may be revised periodically to 
reflect chsnged circumstances. 
The expected in-service dates are  subject to receipt o f  required approvals, perrnits and ollier contingencies 
lliis project includes installation of two additional large turbine-generators and tlie replacement of four existing runneis. 
This project includes installation of enhanced compressor and turbine hardware and control logic optimization that will increase output and improve lieat rate 
This project involves the reconstruction of11 powerhouse 

ITEk13. LEGAL PROCEEDINGS 

See Notes S,6 and IS to the Financial Statenients for information regarding legal, tax litigation, regulatory and cnvironmcntal proceedings and 
niattcrs. 

ITEM-4,MINE SAFETY DISCLOSURES 

Not applicable. 
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PART I I  

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, 
RELATED STOCKHOLDER MATTERS AND 

ISSUER PURCHASES O F  EQU I TY-S EC U RI  TI ES 

See "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations - Financial Condition - Liquidity and 
Capilal Resources - Forecasted Uses of Cash" for information regarding certain restrictions on the ability to pay dividends for PPL, PPL. Electric, 
LKE. L,G&E and K U  

PPL Corporation 

Additional information for this item is set forth in the sections entitled "Quarterly Financial, Common Stock Price and Dividend Data," "ltein 12. 
Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters" and "Shareowner and Investor 
Information" of this report. At January 3 I ,  20 12, there were 68,702 conimon stock shareowners of record. 

In 201 I ,  PPL terminated the program to repurchase its common stock in open market purchases, pre-arranged trading plans or privately 
negotiated transactions. There were no purchases by PPL of its common stock during the fourth quarter of201 1. 

PPL Energy Supply, LLC 

There is no established public trading market for PPL Energy Supply's membership interests. PPL Energy Funding, a direct wholly owned 
subsidiary of PPL., owns all of PPL Energy Supply's outstanding inembership interests. Distributions on the membership interests will be paid as  
determined by PPL. Energy Supply's Board of Managers. 

PPL Energy Supply made cash distributions to PPL. Energ; Funding of $3 16 million in 201 1 and $4.7 billion in 2010. In 2010, PPL Energy 
S~ipply received cash contributions of $3.6 billion and distributed $4.7 billion to PPL Energy Funding. The cash contributions received from its 
parent related primarily to the funds received by PPL in June 2010 froin the issuance of coinmon stock and 2010 Eqtiity Units. These funds 
were invested by a subsidiary of PPL Energy Supply until they were returned to PPL, Energy Funding in October 201 0 io be available to partially 
fund PPL's acquisition of LKE and pay certain acquisition-related fees and expenses. See Note 9 to the Financial Statements regarding the 
distribution, including $325 million of cash, of PPL Energy Supply's membership interests in PPL Global to PPL, Energy Funding in January 
701 I .  

PL Electric Utilities Corporation 

There is no established public trading market for PPL, Electric's common stock, as PPL owns 100% of the outstanding coininon 
shares. Dividends paid to PPL on those common shares are determined by PPL Electric's Board of Directors. PPL, Electric paid coininon stock 
dividends lo PPL. of $92 million in 201 1 and $71 million in 2010. 

LG&E and KU Energy LLC 

There is no established public trading market for L.KE's membership interests. PPL owns all of LKE's outstanding membership 
interests. Distributions on the nicinbcrship interests will be paid as determined by LKE's Board of Directors. LKE made cash distributions lo 
PPL. of $533 million in 201 1 (including $248 million from the proceeds of a note issuance) and $100 million in 2010 LKE made cash 
distributions to E.ON US Investments Corp  of f87  million in 2010. 

Louisville Gas and Electric Company 

There is no established public trading market for L,G&E's common stock, as LKE owns 100% of the outstanding common shares. Dividends 
paid to LKE on those common shares are  detemiined by L,G&E's Board of Directors LG&E paid common stock dividends to LKE of $8.3 
million in 201 I and $55 million in 2010. 

Kentucky Utilities Company 

There is no established public trading market for KU's common stock, as LKE owns 100% of the outstanding common shares. Dividends paid to 
L.KE on those common shares are determined by KLl's Board of Directors. KU paid common stock dividends to LKE of $124 million in 201 1 
and $50 million in 2010. 
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ITEM 6. SELECTED FINANCIAL AND OPERATING DATA 

“PL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and K U  Energy LLC, Louisville Gas and Electric Company and 
itucky Utilities Company 

Item 6 is omitted as PPL Energy Supply, PPL. Electric, LKE, L,G&E and KU meet the conditions set forth in General Instructions (I)( I)(a) and 
(b) of Form 10-K. 
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ITEM 6. SELECTED FINANCIAL, AND OPERATING DATA 

PPL Corporation (a) (b) 2011 (c) 2010 (c) 2009 2008 2007 

*ome Items - millions 
jperating revenues 

Operating inconic 
lncoine from continuing operations after income taxes 

Net income attributable to PPL 
Balance Sheet Items - millions (d) 

Total assets 
Short-tern1 debt 
L.ong-term debt ( e )  
Noncontrolling interests 
Coininon equity 
Total capitalization (e) 

Financial Ratios 
Return on average co~iinion equity - % 
Ratio ofearnings to fixed charges (0 

Niiinbcr of shares outstanding - Basic (in thousands) 

attributable to PPL. 

Common Stock Data 

Y car-end 
Weighted-average 

Income fioin continuing operations arter income taxes 
available to PPL. coninion sliarcowne~s ~ Basic EPS 

lncoine from continuing operations after income taxes 
available to PPL coininon sliareowners - Diluted EPS 

Net income available to PPL coininon sliareowners - 
Basic EPS 

Net income available to PPL. coinmon sliareowners - 
Diluted EPS 

Dividends declared per share of conin-~on stock 
3ook va!ue per share (d) 
Jlarket price per share (d) 

Dividend payout ratio - % (g) 
Dividend yield - "6 (ti) 
Price earnings ratio (g) (11) 

Domestic - Electric energy supplied - retail (i) 
Domestic - Electric energy supplied - wholesale (i) G )  
Domestic - Electiic energy delivered (i) 
International - Electric energy delivcred (k)  

Sales Data - GWh 

12,737 
3,101 

8,S2 I 
1,866 

7,449 
896 

7,857 
1,703 

6,327 
1,606 

1,493 
1 .495 

955 
93 8 

414 
407 

857 
930 

97.3 
1,283 

42,648 
578 

i 7,993 
268 

10,828 
29,667 

32,837 
694 

12,663 
268 

8,210 
2 1,835 

22,165 
639 

7,143 
319 

5,496 
13,597 

2 1,405 
679 

7,838 
319 

5,077 
13,913 

19,972 
92 

7,568 
320 

13,536 
5,556 

14.93 
3.1 

13.26 
2.7 

7.48 
I .9 

16.88 
3.1 

24.47 
2.8 

578,405 
550,295 

483,391 
43 1,345 

377, I83 
376,082 

374,.58 I 
373,626 

373,27 I 
3 80,s 6.3 

2.70 $ 2.2 I 

2.20 

1.10 $ 2.28 2.53 

2.70 1.10 s 2.28 2.5 1 

2.71 2.17 1.08 2.48 3.37 

3.34 
1.22 

14.88 
52.09 

37 
2.34 

15.60 

2.70 
1.40 

18.72 
29.42 

52 
4.76 

10.89 

2.17 
I .40 

16.98 
26.32 

65 
5.32 

12.13 

1 .08 
I .38 

14.57 
32.3 1 

128 
4.27 

29.92 

2.47 
l"34 

13.55 
30.69 

54 
4.37 

12.43 

14,595 
75,489 
42,341 
26,820 

38,912 
38,988 
36,7 17 
26,358 

40,374 
42,7 12 
38,058 
27,724 

40,074 
33,s 15 
37,950 
3 1,652 

40,147 
65,681 
68,063 
58,245 

1 lie eiiriiings each year were aflccted by several items that management considers special. See "Results o f  Operntions - Segment Results" i n  "Item 7. Management's 
Uiscussioii and Antilysis of Finiincial Coirdilioii and I<esults of Operations" Torn description o f  special items in 201 I ,  2010 aiid 2009 
See "Item I A Risk Factors" and Notes 6 and I 5  to tlie Financial Statements for a discussion o f  uncertainties that could affect PI'L.'s future financial condition. Also see Note 
9 to t l ie Financial Statcincnts for a discussion oldiscontinued operations for act iv i ty recorded in LO1 I ,  2010 mid 2009. 111 addition,years 2008 and 2007 were also impacted 
by tlie sales of the L.ntin American and gas and propane businesses. 
Includes WI'D Midl:iiids activity since i t s  April I ,  201 I acquisition dale. Includes L.KE activity since its November I, 2OlO:~quisit ion date. 
As ol  c;ich respective year-end 
Year 2007 exclticies amounts related to PPL.'s natural gas distribution and propane businesses that had been classified as held for sale at December 31, 2007. 
Computed iisiiiz e;iriiings and fixed charges of PPL and its subsidiaries. Fixed cliarges consist of interest on short- and long-term debt, amortization of debt discount, expense 
and premium - net, other interest cliwges, tlie estimated interest component 0 1  operating rentals and preferred securities distributions o f  subsidiaries. See Exhibit I L ( a )  for 
additional informiition. 
Based on diluted EPS 
Based on year-end market prices. 
The domestic trends for 2010 reflect the expiration o f  the PL.R contract between PPL. EnergyPlus and PPL. Electric as o f  December 31,2009. See Note 16 to the Financial 
Statements for  additioiial information. 
GWIi lire included until the transaction closing for facilities that were sold. 
Year 2007 incl  tides the deliveries associated wi th the L.atin American businesses, until [lie date or  their sale i n  2007. Year 201 I includes eight rnonllis or deliveries associated 
with the acquisition of WPD Midii l l ids as vo1111nes are reported on ti one-month lag. 
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PPL CORPORATION AND SUBSIDIARIES 

Item 7. Management's Discussion and Analysis of Financial Condition and Results ofOperations 

The information provided in this Item 7 should be read in conjunction with PPL,'s Consolidated Financial Statements and the accompanying 
Notes. Capitalized terms and abbreviations arc explained in the glossary Dollars arc  in millions unless otherwise noted. 

"Management's Discussion and Analysis of Financial Condition and R C S L I ~ ~ S  of Operations" includes the following information: 

o "Overview" provides a description of PPL and its business strategy. "Financial and Operational Developments" includes a review of 
Net Income Attributable to PPL Corporation and discusses certain events that arc important to unaerstanding PPL's rcsults of operations 
znri linancial condition. 

o "Results of Operations" provides a summary of PPL's earnings, a review of results by reportable segment and a description of key 
Factors by segment 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 201 I ,  2010 and 2009. 

0 "Financial Condition - Liquidity and Capital Resources" provides an analysis of PPL's liquidity position and credit profile. This section 
also includes a discussion of rating agency decisions and capital expenditure projections. 

6 "Financial Condition - Risk Management - Energy Marketing & Trading and Other" provides an explanation of PPL's iisk management 
programs relating to market and credit risk 

e "Applic?:ion of Critical Accounting Policies" provides an overview o f  the accounting policies lhat arc particularly important to the 
resiilts of opera,ions and finxicia1 condition of PPL and that require its management to make significant estimates, assumptions and 
other judgments of matters inherently uncertain. 

Overview 

Introduction 

'1, is an energy and utility holding company with headquarters in Allentown, Pennsylvania. Through subsidiaries, PPL generates electricity 
.mi power plants in  the northeastern, northwestern and southeastern U S., markets wholesale and retail energy primarily in the northeastern and 

northwestern portions of the lI.S , dclivers elcctricity to customers in Pennsylvania, Kentucky, Virginia, Tennessee and the U K. and delivers 
natural gas to c i i ~ t o m e r ~  in Kentucky. 

In 201 1 and 2010, PPL coinpletcd two acquisitions 

* On April I ,  201 I ,  PPL, through its indirect, wholly owned subsidiary PPL. WEM, completed its acquisition of all ofthe outstanding ordinary 
share capital orcentral Networks East plc and Central Nctworks L.imited, the sole owner of Central Nctworks West plc, together with ccrtain 
other related assets and liabilitics (collectivcly referred to as Central Networks and subsequently renamed WPD Midlands), from subsidiaries of 
E O N  AG. The considcralion for the acquisition consisted of cash of $5.8 billion, including the repayment of $1.7 billion of affiliate 
indebtedness owed to subsidiaries of E.ON AG, and $800 million of long-term debt assumed through consolidation WPD Midlands operates 
two regulated distribution networks that serve five million end-users in the Midlands area of England. 

* On November 1, 2010, PPL completed the acquisition of all of the limited liability company interests of E.ON L I S .  LLC from a wholly owned 
subsidiary of E.ON AG. Upon completion of  the acquisition, E.ON U.S. L,L,C was renamed L.G&E and K U  Energy LLC (L.KE). LICE is 
engaged in regulated utility operations through its subsidiaries, LG&E and K U .  T h e  consideration for the acquisition consisted of cash of $6.8 
billion, including the repaymcnt of$4 3 billion of affiliate indcbtedness owed to subsidiaries of E.ON AG, and $800 million of debt assumed 
through consolidation 

See Note I O  to the Financial Statements for additional information on the acquisitions. 

At December 3 1,201 1, PPL. had: 
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o $12.7 billion in operating revenues (including eight months from WPD Midlands, which are recorded on a one-month lag) 
10.5 million end-users of its utility services (including five million end-users served by the WPD Midlands companies) 
Approximately 19,000 M W of generation 
Approxiniatcly 18,000 full-time employees 

In January 201 I ,  PPL. Energy Supply distributed its 100% membership interest in PPL, Global to its parcnt, PPL Energy Funding (the parent 
holding company of PPL. Energy Supply and PPL. Global with no other material operations), to better align PPL's organizational structure with 
the manner in which i t  manages its businesses and reports scgment information in its consolidated financial statements. The distribution 
separatcd thc US.-bascd coinpctitivc cnergy marketing and supply business from the U.K.-based regulated electricity distribution business. 

PPL.'s principal subsidiarie- are shown bclow (* denotes an SEC registrant; L.KE, L,G&E and KLJ became SEC registrants effective June I ,  
201 1): 

PPL Corporation* i 1 
- Engages in the regulated 

operations o f  eledricity transmission and 
distrihimon businesses in 

* Engages in the regulated 

distnhution of electnctf in 

1 International 
Regulated Segment 

I I 
Regulated Segment Regulated Segtnent 

Business Strategy 

PPL.'s overall strategy is to achievc stable, long-tcrm growth in its regulated electricity delivery businesses through efficient operations and 
strong custoincr and regtilatory rclations, and disciplined optimization of cnergy supply margins while mitigating volatility in both cash flows 
and carnings. In pursuing this strategy, PPL. acquired L.KE in November 2010 and WPD Midlands in April 201 I .  These acquisitions have 
rcduced PPL.'s overall business risk profile and reapportioned thc mix of PPL's regulated and competitive businesses by increasing the regulated 
portion of its business and enhancing rate-regulated growth opportunities as the rcgulated businesses make investments to improve infraskucture 
and customer reliability. 

The increase in regulated assets is expected to provide earnings stability through regulated returns and the ability to rccover costs of capital 
investments, in contrast to the competitive energy supply business where carnings and cash flows are subject to coinmodity inarkct 
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 income from continuing operations (aftcr income taxes) attributable to PPL for 
201 I and 2010 are as follows. 
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Actual Pro forma Pro forina Actual 

$ 1,027 57% $ 912 54% $ 831 57% $ 398 39% 
773 43% 773 46% 631 43% 631 61% 

$ I ,ROO $ 1,685 $ 1,462 $ 1,029 

Regulated 
npet i t i ve 

Note: Pro forma and actuiil amounts exclude non-recurring iierns identified in Note 10 to the Financial Statements 

Results for pcriods 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 rciated growth of the portion of  PPL's overall earnings translated from British pounds sterling, the 
relatcd foreign currcncy risk is more subrtnntial The L1.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 gencrally U~L; coiltracts 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 coinpctitive 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 
coiinterpartics to capture profits while effectively managing exposure to energy and fuel price volatility, counterparty credit risk and operational 
risk. 

To nianagc linancing costs and access to credit markets, a key objective ofPPL.'s business strategy is to maintain a strong credit profile. PPL. 
continually rocuses on maintaining an appropriate capital structure and liquidity position. In addition, PPL, has adopted financial and operational 
risk nianagcinent programs that, among other things, are designed to monitor and manage its exposure to earnings and cash flow volatility 
relatcd to changes in energy and file1 prices, interest rates, countcrparty credit quality and the operating performance of its generating units. 

Financial and Operational Developments 

Net Income Attributable to PPL._Corporation 

Net Income Attributablc to PPL, Corporation for 201 1, 2010 and 2009 was $1.5 billion, $938 million and $407 million. Earnings in 201 1 
increased 59% ovcr 201 0 and earnings in 201 0 increased 130% over 2009. These changes reflect the following after-tax impacts by segment: 

Kentucky Rcgulaled Segment earnings 
International Regulated Segment 

WPD Midlands earnings 
WPD Midlands ncquisition-related costs 
Reduction in  U.K. tax raie related lo  PPL W W  

Distribuiion base rate iiicreilse effective January 20 I I 

Net tiiirealized gains/( losses) on encrgy-relaicd economic activity 
L.osses 011 the mowtizition of cerlain full-requirement sales contracts in 2010 
Litigation settlcmeni i n  201 I relaied IO speni nticlear fuel 
LKE. acquisition-relaled cosis (a) 
State valuation al lowance adjustments 
Change in "Unregulated Gross Energy Margins" (b) 

Unallocated costs - L.KE acquisition-related costs in 2010 
Other 

Pennsylvania I<egulated Scgtneiit 

Supply Scgmcnt 

2011 vs. 2010 2010 vs. 2009 

!i 195 $ 26 

18 

(a) 
(b) 

Primarily consisis of an impairment charge recorded related to the sale of certain non-core generation facilities and discontinued cash flow hedges and ineffectiveness 
See "Statcmeiit o1'liicomc Analysis - Margins" for additional infonnation, including a reconciliation ofthis non-GAAP financial measure to operating income. 

SCC "Rcsults of Operations" below for furthcr discussion and analysis of the consolidated results of operations, as well as a discussion of each of 
PPL's business segments. 
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Acquisition of WPD Midlands 

q n  April I ,  201 I ,  PPL. completed its acquisition of WPD Midlands. The  service territories of PPL. WW and WPD Midlands are contiguous and 
t savings, efficicncies and other benefits are expected from the combined operation of thcse entities. 

The cash considcration of$5 8 billion was primarily funded by borrowings tinder the 201 1 Bridge Facility. Perinanent financing was completed 
in the second quartcr of201 1 to repay 201 I Bridge Facility borrowings, pay certain acquisition-related fees and raise additional capital for 
general corporate ptirposes Sec Note 7 to the Financial Statements for additional infomiation related to the financings 

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 structiire is implemented. The total separation bencfits 
payable in connection with the reorganization are $104 million, including $58 million of severance compensation, $45 million of early 
retirement deficiency costs (ERDC) and $ 1 million in outplacement services. 

In connection with the rcorganization, WPD Midlands recorded $93 million of the total separation benefits in 201 1, of which $48 million relates 
to severancc compensation and $4.5 million relates to ERDC. Based on the cxpected timing of when employees will separate from the 
companies, WPD Midlands cxpccts to record the remaining portion of  severance compensation in 201 2. The separation benefits recorded in 
201 I are included in "Other opciation and maintenance" on the Statemcnt of Income. Severance compcnsation costs of  $2 1 million are accrued 
in "Other current liabilities" and ERDC costs of'S4.5 million reduced "Othcr noncurrcnt assets" on the Balance Sheet at December 31,201 I .  

Goodwill of $2.4 billion was rccordcd as a result of the purchase pricc allocation. PPL. incurrcd acquisition-related costs o f  $258 million, pre- 
tax, for 20 1 1 which includcs, among other items, the separation benefits discussed above, employee rclocation costs, contract termination costs, 
advisory, accounting and Icgal fccs, taxcs and certain financing costs, including gains on hedges and foreign ctirrency losses on the 201 1 Bridge 
Facility. 

See r'ote 10 to thc Financial Statements for additional information related to the acquisition. 

Susquehanna Turbine Blade Replacement 

In April 201 I ,  during thc PPL Susqtiehanna Unit 2 rcftieling and gencration tipratc outage, a planned inspection of the Unit 2 turbine rcvealed 
cracks in ccrtain of its low pressure ttiibine blades. Replacement oFthese blades was required, but was not anticipated as part of the original 
.cope of this outagc. The ncccssary replacement work extended the Unit 2 outage by six weeks As a precaution, PPL, Susquehanna also took 

!it 1 out ofservice in mid-May to inspect the turbine blades in that unit. This inspection revealed cracks in blades similar to thosc found in 
,l i t  2 The duration of thc [Jni t  1 outage, in which turbine blades were replaced, was also about six weeks. The after-tax earnings impact, 

including reduced eiicrgy-sales margins and repair expense for both units, was $63 million 

Spent Nuclear Fuel LAigation 

In May 201 I ,  PPL. Siisqiichanna entered into a settlement agreement with the US. Government relating to PPL Smquehanna's lawsuit, seeking 
damages for the Department of Encrgy's failure to accept spent nuclear fuel from the PPL. Susquchanna plant. Under the settlement agreement, 
PPL, Susquchanna rcccivcd $50 million, prc-tax, for its share of claims to partially offset its expenses incurred to store spent nuclear fuel at the 
Susquehanna plant through Septcinbcr 2009, and recognized a credit to "Fuel" expense in 201 1. PPL Susqtiehanna also will be eligible to 
rcceive payment of annual claims for allowed costs that are incurred throtigh the December 201 3 termination of  the settleinent agreement. In 
exchange, PPL. Susqiiehanna has waived any claims against the U S .  Government for costs paid or injuries sustained related to storing spent 
nuclear fuel a t  the Stisqtichanna plant throtigh December 3 I, 201 3. See Note I 5  to the Financial Statements for additional information. 

Tax Rate Change 

In Jtily 201 I ,  the tJ.1C.k Finance Act of 201 I was enacted. The most significant change to the law was a reduction in the tJ.IC.'s statutory income 
tax rate. The statutory tax rate was changcd from 27% to 26%, cffcctive April I ,  201 1 and from 26% to 25%, effective April I ,  2012. As a 
result of these changes, in 201 I, PPL. reduced its net deferred tax liabilitics and recognized a $69 million deferred tax benefit to reflect both rate 
decreases 
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Bankruptcy of SMGT 

'I October 201 I ,  SMGT, a Montana cooperative and purchaser ofelectricity under a long-term supply contract with PPL. EnergyPlus expiring in 
IC 20 19 (SMGT Contract), filed for protection under Chapter 1 I of the U S .  Bankruptcy Code in the U S Bankruptcy Court in Montana. At 

&eceinber 31, 201 I ,  damages related to SMGT accepting less power than provided in the SMGT Contract totaled approximately $ I  I million, all 
of which has been fully reserved. No assurance can be given as to the collectability of these damages. 

The SMGT Contract provides for fixed volume purchases on a monthly basis at established prices. A trustee has been appointed for SMGT's 
estate in the bankruptcy proceeding and PPL EnergyPlus has been involved in preliminary discussions with the trustee concerning possible 
modifications to the SMGT Contract as part of the bankruptcy reorganization. Pursuant to a stipulation entered into by SMGT and PPL 
EnergyPlus, since the date of its Chapter I I filing through January 2012, SMGT has continued to purchase electricity from PPL. EnergyPlus at 
the price specified in the SMGT Contract, and has made timely payments for such purchases, but at lower volumes than as prescribed in the 
SMGT Contract In January 20 12, the trustee notified PPL FnwgyPlus that SMGT wotild not purchase electricity under the SMGT Contract for 
the month of February. In addition, the trustee requested PPL EnergyPIus to leave the SMGT Contract in place to permit SMGT to purchase 
electricity in the event its requirements were not met by third-party providers from whom the trustee intends to purchase power on behalf of 
SMGT, at prices more favorable than under the SMGT Contract, for future periods. PPL EnergyPlus is evaluating the trustee's request. 

At the present time, PPL cannot predict whether SMGT will be successful in its attempts to reorganize its business under Chapter 1 I of the US. 
Bankruptcy Code or the extent to which tlie SMGT Contract may be modified as part of a successful Chapter 1 1  reorganization and, in either 
case, PPL cannot presently predict thc extent to which it will be able to market to third parties any amount of power that SMGT iiltiinately does 
not continue to purchase from PPL, EncrgyPliis 

Storni- Recovery 

PPL Electric experienced several PUC-reportable storms during 201 1 resulting in iota1 restoration costs of $84 million, of which $54 million 
were rccorded in "Other opcration and maintenance" on the Statement of Income Howcvii, a PPL. subsidiary has a $ I O  million reinsurance 
policy with a third party insurer, for which a receivable was recorded with an offsetting credit to "Other operation and maintenance'' on the 
Statement of Income. In Decernbcr 201 1 ,  PPL. Electric received orders from tlie P U C  granting permission to defer qualifying storm costs in 
excess of insuiance recoveries associated with Hurricane Irene and a late Octobci snowstorm. Based on the PUC orders, PPL. Electric recorded a 
rcgulatory assct of$25 million in Dccember 201 1 I PPL Electric will seek recovery of these costs in its next general base rate proceeding. 

Tax Litigation 

- , I  1997, the U K. imposed a Windfall Profits Tax (WPT) on privatized utilities, including WPD. PPL. filed its tax returns for years subsequent to 
its 1997 and 1998 claims for refund on the basis that the U.K.  WPT was creditable. In September 2010, the IJS.  Tax Court (Tax Court) ruled in 
PPL's favor in a disp~ite with the IRS, concluding that the U.K. WPT is a creditable tax for U S. tax purposes. As a result and with the 
finalization of other issues, PPL rccorded a $42 million tax benefit in 2010. In January 201 I ,  the IRS appealed the Tax Court's decision to [he 
U.S Court of Appeals for the Third Circuit (Third Circuit). In December 201 I ,  tlie Third Circuit issued its opinion reversing the Tax Court's 
decision and holding that the IJ.K WPT is not a creditable tax. As a result of the Third Circuit's adverse determination, PPL. rccorded a $39 
million expense in 201 I .  On February 27, 2012, PPL filed with the Third Circuit a petition for rehearing of its opinion on this matter. 

CSAPR 

In July 201 I ,  thc EPA signcd the CSAPR, which finalizes and renamcs the Clean Air Transport Rule (Transport Rule) proposed in August 2010, 
and made revisions to the rule o n  Fcbrciary 7,2012. This rule applies to PPL's Pennsylvania and Kentucky coal 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 December 20 I I ,  the U S Court of Appeals for the District of Columbia (Court) stayed implementation of the CSAPR and left CAIR in effect 
pending a final resolution on the merits of the validity of the rule. Oral argument on  the various challenges to the CSAPR is scheduled for April 
2012, and a final decision on the  validity of the rule could be issucd as early as May 2012. 
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With respect to the Kentucky coal-fired generating plants, the stay of the CSAPR will initially only impact the unit dispatch order. With the 
return of  the CAIR and the Kentucky companies' significant number of sulfur dioxide allowances, those units will be dispatched with lower 
werating cost, but slightly higher sulfur dioxide and nitrogen oxide emissions. However, a key component of the Court's final decision, even if 
: CSAPR is upheld, will be whether the ruling delays the implementation of the CSAPR by one year for both Phases 1 and II,  or instead still 

compliance strategy is based on over-compliance during Phase 1 to generate allowances sufficient t o  cover the expected shortage during the first 
two years of Phase I 1  (2014 and 2015) when additional pollution control equipment will be installed. Should Phase I of the CSAPR be shortened 
to one year, i t  will be more difficult and costly t o  provide enough excess allowances in one year to meet the shortage projected for 2014 and 
2015. 

,quires the significant sulfur dioxide and nitrogen oxide reductions associated with Phase 11 to begin in 2014 LG&E's and KU's CSAPR 

PPL's Pennsylvania coal-fired generating plants can meet both the CAIR and the proposed CSAPR sulfur dioxide emission requirements with 
the existing scrubbers that went in-service in 2008 and 2009. For nitrogen oxide, under both the C A l R  and the proposed CSAPR, PPL, would 
need to buy allowances or make operational changes, the cost of which is not anticipated to be significant 

See Note 15 to the Financial Stateincnts for additional information on the CSAPR. 

Pending Bluegrass-CTs Acquisition and NGCC Construction 

In September 201 I ,  L.G&E and KtJ  filed a CPCN with the KPSC requcsting approval to build a 640 MW NGCC at the existing Cane Run plant 
site In conjunction with this request and to meet new, stricter EPA regulations, L.G&E and KU anticipate retiring six older coal-fired electric 
generating units. These units are located at the Cane Run, Green River and Tyrone plants, which have a combined summer rating of 797 
MW. L.G&E and K U  also requested approval to purchase the Bluegrass CTs, which are expected to provide up to 495 MW of peak generation 
supply. 

LG&E and KU anticipate that the NGCC constrLiction and the acquisition of the Bluegrass CTs could require up to $800 inillion in capital r m s  
including :elated transmission projects Formal requests for recovery of the costs associated with the NGCC construction and the acquisition of 
the Bluegrass CTs were not included in the CPCN filing with the KPSC but are expected to be included in future rate proceedings The KPSC 
issued an Order on the procedural schedule in the CPCN filing that has discovery scheduled through early February 2012. A KPSC order on the 
CPCN filing is anticipated in the second quarter of 2012 See Note 8 to the Financial Statements for  additional information. 

ECRFiling, Environmental Upgrades 

June 201 1, in  order to achicve compliance with new and pending mandated federal EPA regulations, L,G&E and KU filed ECR plans with the 
.PSC 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 incurred. The ECR plans detailed upgrades that will be made to certain of their coal-fired 
generating plants to continue to be compliant with EPA regulations. In November 201 1, LG&E and K U  filed a unanimous settlenient 
agreement, stipulation, and recorninendation with the KPSC. In December 201 1 ,  L.G&E and KU received KPSC approval in their proceedings 
relating to the ECR plans. The KPSC Order approved the terms of the November 201 1 settlement agreenicnt entered into between L.G&E and 
KIJ and the parties to the ECR proceedings T h e  KPSC Ordcr authorized the installation of environmental upgrades at certain plants during 
20 12-2016 represcnting approximate capital costs of $2 3 billion. In  connection with the approved projects, tlie KPSC Order allowed recovery 
through the ECR rate niechanism of the capital costs and operating expenses of the projects and granted CPCNs for their construction The 
KPSC Order also confinned an existing I O  63% authorized return on equity for projects remaining froni earlier ECR plans and provided for an 
authorized return on equity of 10 IO'% for the approved projects in the 20 I 1 ECR proceedings. T h e  KPSC Order noted KU's consent to defer the 
requested approval for certain environmental upgrades at its E.W. Brown generating plant, which represented approximately $200 million in 
capital costs. KIJ retained tlie right to opcratc and dispatch the E. W Blown generating plant in accordance with applicable environmental 
standards and the right to request approval or the  deferred projects and related costs in future regulatory proceedings. See Note 6 to the Financial 
Statements for additional information. 

Lcgislation - Regulatory Procedures and Mechanisms 

In June 201 I ,  the Pennsylvania House Consumer Affairs Committee approved legislation that would authorize the PUC to approve regulatory 
procedures and mechanisms to provide for more timely recovery of a utility's costs. Such alternative ratemaking procedures and inechanisnis are 
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 future 
test year and an automatic 
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adjustment clause to recover certain capital costs and related operatingexpenses. In October 201 I ,  the legislation was passed by the 
Pennsylvania House of Representatives (Pennsylvania House). In January 20 12, the Senate Consumer Affairs Committee adopted significant 
-*nendments to the legislation The amended legislation authorizes the PUC to approve only two specific ratemaking mechanisms -- a fully 

kc ted  future test year and a distribution system improvement charge. In addition, the amendments impose a number of conditions on the use 
such a charge In January 2012, the Pennsylvania Senate passed the amended legislation and in February 2 0 l 2 ,  the Pennsylvania House 

agreed t o  those aniendmcnts. The Governor signed the bill (Act I I of2012), which will become effective April 14, 2012 {Jtilities cannot file a 
petition with the PlJC before January I ,  201 3 requesting permission to establish the charge. 

FERC Formula Rates 

In March 201 2, PPL Electric plans to file a request with the FERC seeking recovery, over a 34-year period beginning in June 2012, of its 
unrecovered regulatory asset rclated to the deferred state tax liability that existed at the time of the transition from the flow-through treatment of 
state income taxes to full normalization. This change in tax treatment occurred in 2008 as a result of prior FERC initiativac that transferred 
regulatory jurisdiction of certain transmission assets from the PUC to the FERC. A regulatory asset of$Sl  million related to this transition, 
classified as taxes rccovcrable through future rates, is included in “Other Noncurrent Assets - Regulatory assets” on the Balance Sheet. PPL. 
Electric believes recoverability of this regulatory asset is probable based on FERC precedent in similar cases; however, it is reasonably possible 
that the FERC may limit the recovery of all or part of the claimed asset. 

Montana Hydroelectric Litigation 

In June 201 1, the l J . 5  Supreme Court granted PPL. Montana’s petition to review the March 2010 Montana Supreme Court decision, which 
substantially affirmed the Junc 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 was held in December 201 1.  On February 22, 2012, the 
U.S. Supreme Court issued a decision overturning the Montana Supreme Court decision and remanded the case to the Montana Supreme Court 
for further proceedings consistent with the US. Supreme Court’s opinion. As a result, PPL Montana reversed i ts  total loss accrual qf $89 
illillion, which had been recorded prior to the U S .  Supreme Court decision. PPL, Montana believes the U.S. Supreme Court decision resolves 
certain cluestions of liability in this case in Pavor of PPL, Montana and leaves open for reconsideration by Montana courts, consistent with the 
findings ofthc lJ.S. Supreme Court, certain other questions. The State of Montana has 30 days from February 22,2012 to petition the U.S. 
Supreme Court for a rehearing. PPL. Montana has concluded i t  is no longer probable, but i t  remains reasonably possible, that a loss has been 
incurred. While unable to estimate a range of loss, PPL. Montana believes that any such amount would not be  material. See Note 1.5 to the 
Financial Statements for additional information. 

=em Pricing Model 

In October 2010, Ofgem announced a pricing model that will be effective for the U K. electricity distribution sector, including WPD, beginning 
April 2 0  I S  The model, known as RIlO (Revenues = Incentives + Innovation + Outputs), is intended to encourage investment in regulated 
infrastructure. Key components of the model are: an extension of the price review period from five to eight years, increased emphasis on 
OiitpLtts and incentives, enhanced stakrholder 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 At this time, nianagemcnt docs not expect the impact ofthis pricing model to be significant to WPD’s 
operating rcsu Its 

Ofgem Revicw 01 Line Loss Calculation 

WPD has  a $ 1  70 million liability recorded at December 31, 201 1, calculated in accordance with an accepted methodology, related to the close- 
out of line losses for the prior price control period, DPCR4. Ofgem is currently consulting on the methodology used to calculate the final line 
loss incentivc/pcnalty for the DPCR4. In October 201 I ,  Ofgem issued a consultation paper citing two potential changes to the methodology, 
both of  which would result in a reduction ofthe liability; however, it is uncertain at this time whether any changes will be made. Ofgein is 
expected to make a decision before the end of2012. 

Results of Operations 

The “Statement or Income Analysis” explains the year-to-year changes in significant earnings components, including certain income statement 
line items, Kentucky Gross Margins, Pennsylvania Gross Delivery Margins by component and Unregulated Gross Energy Margins by region. 

On April I ,  201 1, PPL. completed its acquisition of WPD Midlands. As PPL is consolidating WPD Midlands on  a one-month iag, consistent 
with its accounting policy on consolidation of foreign subsidiaries, eight months of WPD Midlands’ results o f  operations are included in PPL’s 
results for 201 I ,  with no comparable amounts for 2010. When discussing PPL‘s results of 
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operations for 201 1 compared with 201 0, the results of WPD Midlands are isolated for purposes ofcoinparability. WPD Midlands' results are 
included within "Segment Results - International Regulated Segment." See Note I O  to the Financial Stateinents for additional information 
regarding the acquisition. 

A November I ,  2010, PPL, completed its acquisition of L.KE. L K E s  results of operations are included in PPL's results for the full year of 201 I ,  
while 2010 includes L.I<E's operating results for the two months ended December 3 1, 2010. When discussing PPL,'s results o f  operations for 
201 I compared with 2 0  10 and 2010 compared with 2009, the results of L.KE are isolated for purposes ofcomparability. LKE's results are shown 
separately within "Segment Rcsults - Kentucky Regulated Segment." See Note I O  to the Financial Statements for additional information 
regarding the acquisition. 

Tables analyzing changes in ainotints between periods within "Segment Results" and "Statement of lncoine Analysis" are presented on a 
constant 1I.K. forcign 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 coinputcd on a constant IJ.K. roreign ctirrency exchange rate basis are calculated by translating current year 
results at the prior year weighted-average U.K. foreign currency exchange rate. 

When comparing 201 1 and 2010 with 2009, certain line items on PPL's financial statements were impacted by the Customer Choice Act, Act 
129 and other related issues. Overall, the expiration at the end of 2009 of generation rate caps and the PLR contracts between PPL, EnergyPlus 
and PPL Electric lied a significant positive impact on PPL.'s 2010 results ofoperations, financial condition and cash flows. 

The priniary impacts o f  11ie expiralion of the generation rate caps and the PL,R contracts are reflected in PPL's Unregulated Gross Energy 
Margins. See "Statement of Income Analysis - Margins - Non-GAAP Financial Measures" for an explanation of this non-GAAP financial 
measure I n  20 IO,  PPL. sold the inajority of its generation supply to tinaffliatcd parties under various wholesale and retail contracts at prevailing 
market ratcs at the t imc the contracts were executed. In 2009, the inajority of generation produced by PPL,'s generation plants was sold to PPL 
Electric as PL.R supply tinder picdeterinined capped rates. 

Regarding PPL's Pennsylvania regulated electric deliver] operations, iile expiration of generation rate caps, the resulting competitive 
solicitatioiis for power siipply, the migration of  custoiners to alternative suppliers, the Customer Choicc Act and Act 129 had niininial impact on 
Pennsylvania Gross Delivery Margins, as approved recovery inechanisnis allow for cost recovery of associatcd expenses, including the cost of 
eneigy provided as a PLR. Howcvcr, PPL. Electric's 2010 Pcnnsylvsnia Gross Delivery Margins were negatively impacted by thc expiration of 
CTC rccovery in Dccciiibcr 2009. PPL, Electric remains the delivery provider for all custoiners in its service territory and charges a regulated 
rate for its electricity delivery service. See "Statement of lncoine Analysis - Margins - Rcconciliation of Non-GAAP Financial Measures" for 
Rdditional infonnation. 

.arnings 

201 1 2009 

Net Income httributabie to PPL Corporation 
EPS - basic 
EPS -diluted 

9; 1,495 S 938 9; 407 
$ 2 7 1  $ 2 17 S I 08 
$ 2 7 0  9; 2 17 $ I 08 

The changes in Net Income Attributable to PPL Corporation froiii ycar to year were, in part, attributable to the acquisition o f  LKE and WPD 
Midlands and ccrtain i tcms that managcmcnt considers special. Dctails o f  these special itenis are provided within the review of each segment's 
earnings. 

Segment Results 

Net income Attributable to PPL, Corporation by segment and for "Unallocated Costs" was: 

201 1 znn9 

Kentucky Regulared (a)  
lnrernarional I<egulated (b) 
Pennsylvania Reguleted 

Unallocated Costs (c) 
Total 

Supply 

f 221 $ 26 
325 261 $ 243 
173 I15 I24 
776 612 40 

(76) 
$ 1,495 S 938 $ 407 

( a )  As a resull oTtl1e L.K E acquisition oil November I ,  2010, the Kentucky Regulated segment includes two months of results in 2010 
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(b) 

(c) 

As a result o f  the WPD Midlands acquisition on April I, 201 I, the International Regulated segment includes eight months of WPD Midlands' resulls in 201 I. Similar 10 PPL. 
WW, WPD Midlands' results are recorded on a one-montli lag. 
2010 includes $22 million, after tax ($3 I Inillion, pre-tax), of certain third-party acquisition-related costs, including advisory, accounting, and legal fees associaled with the 
acquisition o f  L.KE t l ~ a t  are recorded in "Other Income (Expense) - net" on the Statement of Income. 201 0 also includes $52 million, after tax ($80 million, pre-tax), of 2010 
Bridge Facility costs that are recorded in "Interest Expense" on the Statement of Income Tliese costs are considered special iiems by management See Notes 7 and I O  to the 
Financial Statements for additional information on the acquisition and related financing 

Kentucky Regulated Segment 

The Kentucky Regulated segment consists primarily of LKE's results from the operation of regulated electricity gencration, transmission and 
distribution assets, primarily in Kentucky, as well as in Virginia and Tennessee. This segment also includes LKE's results froin thc regulated 
distribution and sale of natural gas in Kentucky. 

Nct Income Attributable to PPL, Corporation includes the following results: 

201 1 2010 (a) 

Operating revenues 
Fuel and energy purcheses 
Other operation and maintenance 
Depreciat iori 
'Taxes, other than income 

Total operating expenses 
Other Income (Expense) - net 
Interest Expense (b) 
Income laxes 
Income (L.oss) from Discontinued Operations 

Net Income Attributable to PPL. Corportition 

s 2,793 
1,104 

75 I 
334 
37 

2,226 
( 1 )  

$ 493 
207 
139 
49 

2 
307 

( 1 )  
5s 
16 
2 

$ 26 

(a) 
(b) 

The following after-tax amounts, which management considers special itenis, also impacted the Kentucky Regulated segment's results. 

Represents the results of operations for tile two-rnontlr period from acquisition through December 3 1,  2010. 
Includes interest expense o f  $70 mi l l ion in 201 1 and $31 million i n  2010, pre-tax, related to the 2010 Equity Units and certain interest rate swaps 

.cia1 items g:hs (losses), net of tax benefit (expense): 
. Ajusted energy-related economic activity, net, net of tax of  ($I), $1 
Otlxr: 

Total 

L.KE discontinued operations, net o f  tax of $I, ($2) 

!ncome Statement 
Line Item 201 I Zulu 

I $  ( 1 )  

Disc. Operations ( 1 )  7 

Xl s l 

Utility Revenues $ 

Excluding special itctns, PPL. projects lower segment earnings in 2012 compared with 201 1, primarily driven by higher operation and 
iiiaintcnance expense and higher depreciation, which are expected to be partially offset by higher margins. 

Earnings beyond 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," "Item 1.  Business," "Item 1A. Risk 
Factors," thc rest of this Item 7 and  Notcs 6 and 1.5 to the Financial Statements for a discussion of the risks, uncertainties and factors that may 
impact future earnings. 

International Regulated Segment 

The International Regulated segment consists primarily of the clectric distribution operations in the U.K. A s  a result of the WPD Midlands 
acquisition on April 1, 201 I ,  the International Regulated segment includes eight months of WPD Midlands' results in 201 1 I Similar 10 PPL 
WW, WPD Midlands' results are  recorded on a one-month lag. 

Net Income Attributable to PPL, Corporation includes the following results: 
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201 I 2010 o/u Change 2010 2009 '% Change 

Utility revenues 
:rgy-relaled businesses 
otal operating revenues 

dtlier operation and maintenance 
Depreciation 
Taxes, other than income 
Energy-related businesses 

1 oval operating expenses 
Other Income (Expense) - net 
Interest Expense (a) 
Income Taxes 
WPD Midlznds, nzt of lax (b) 
WPD Midlands acquisition-related costs. net of tax 
Income (Loss) rrom Lliscontinued Operations 
Net Income Attributable to PPL Corporation 

9; 828 9; 721 
35 34 

X67 I 6  I .._ 
I98 I82 
122 I I7 

5 3  52 
17 17 

390 368 
12 3 

I93 I35 
56 

28 I 
(192) 

$ 325 $ 26 1 

14 
3 

13 
9 
4 
2 

6 
300 

4 3  
nla 
n/a 
n/a 
nla 
25 

9; 721 S 684 6 
34 32 6 

76 I 716 6 
I82 I40 30 
117 1 I5 2 
52 5 7  ( 9 )  
17 16 6 

368 328 12 

135 87 55 
20 ( 100) 

nla 
nla 

(27) ( 100) 
S 261 9; 243 7 

3 ( 1  1 )  ( 1  27) 

(a) 
(1)) 

201 I includes allocaled interest expense of $38 million (pre-tax) related primarily to the 201 I E,quity Units. 
l<epresents tlie operations of W PD Midlands since the acquisitinn date, recorded on a one-month lag, including revenue from external customers oFS790 million (pre. 
tax). This amount excludes acquisition-relatetl costs incurred by WPD Midlands. 

The changes in the components of the International Regulated segment's results between these periods were due to the following factors. The 
segment's results are adjusted for certain items that management considers special. See additional detail of these special items in the table 
below. The amounts for PPL. WW are presented on a constant IJ.K. foreign currency exchange rate basis in order to isolate the impact of the 
change in the exchange rate. 

PPL. WW 
Utility revenues 
Otlier operation and mainrenolice 
Interest expense 
Other 
Income taxes 

WPD Midlands, after-tax 
us .  

Interest expense and otlier 
Income taxes 

,)reign currency exchange rates, after-tax 
Special items, afler-tax 
Total 

PPL ww 

201 I vs. 2010 2010 vs. 2009 

Utility revenues increased in 201 1 compared with 2010, primarily reflecting the impact of  the April 201 1 and 2010 price increases that 
resulted in $76 million of additional revenue. 

Utility revenues increased in 2010 compared with 2009, reflecting the impact of  the April 2010 and 2009 price increases thal resulted in $52 
million of additional reventie and an increase in volume that resulted in $7 million of additional revenue. These amounts wcrc partially 
offset by $17 million of lower regulatory rccovery due to a revised estimate or network clcctricity line losses. 

0 t h  operation and maintenance expense increased in 201 I compared with 2010, primarily diie lo $10 million of higher pension expense 
resulting from an increase in amortization of actuarial losses and $9 million of higher network maintenance expense, partially offset by $8 
inillion of internal PPI., WW costs billed to WPD Midlands. 

Other operation and maintenance expense increased in 2010 compared with 2009, primarily due  to $32 million of higher pension expense 
resulting from an increase in amortization of actuarial losses, $5 million of higher network maintenance expense and $3 million of higher 
direct costs. 

Interest expense increased in 201 I compared with 2010, primarily due to $1 1 million of higher interest expense arising from a March 2010 
debt issuance and $5 million of higher interest expense related to higher inflation rates on index-linked Senior Unsecured Notes. 
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Interest expense increased in 2010 compiired with 2009, priinarily due to $2.5 million of higher interest expense arising from a March 2010 
debt issiiance and $23 million of higher interest expense related to higher inflation rates on index-linked Senior Unsecured Notes. 

Income taxes increased in 201 1 compared with 2010, primarily due to a $46 million benefit recorded in 2010 For realized capital losses that 
offset a gain relating to a business activity sold in 1999 and $15 inillion due to higher pre-tax income 

Income taxes decreased in 20 I O  compared with 2009, primarily due to $46 million of realized capital losses that offset a gain relating to a 
business activity sold in 1999 and $14 million of lower income taxes due to lower pre-tax income, partially offset by a $29 million foreign 
tax benefit related to the resolution of a tax dispute and Foreign currency exchange losses. 

Interest expense inrreaxd in 201 1 compared with 2010, due to $34 million of interest expense on the 201 1 Equity Units and $4 million on 
the 20 1 1 Bridge Facility 

Income taxes decreased in 201 I compared with 2010, primarily due to a $41 million tax benefit resulting from changes in the taxable 
amount ofplanned U K cash repatriations, a tax benefit of $28 million from U.K. pension plan contributions and lower income taxes due to 
lower pre-tax income. These tax benefits were partially offset by $24 inillion of favorable 2010 adjustments to uncertain tax benefits 
priniarily related to Wmdfall Profits Tax and $ I  1 million of higher income taxes on interest income related to acquisition financing. 

B 

Income taxes increased in 2010 compared with 2009, primarily due to $60 million of income tax resulting from changes in the taxable 
aniot.int of planned U.K. cash repatriations, partially offset by $23 million of adjustments to uncertain tax benefits, primarily related to 
Windhll Profits Tax. 

Foreign Ciirrency Exchange Pates 

Changes in foreign currency exchange rates positively impacted the segment's earnings for 201 1 compared with 2010 and 2010 compareci 
with 2009. The weighted-average exchange rates for the British pound sterling, including the efrects of ciirrency hedges, were 
approximately $ 1  "60 in 20 1 1 , $ 1 3 7  in 20 I O  and $1 "49 in 2009. 

The following after-tax amounts, which management considers special items, also impacted the International Regulated segment's results. 

Special items gains (losses), net of tax benefit (expense): 
Foreign currcncy-related ccmomic hedges, nei of tax of ($2), $0, $0 (a) 
Sales of assets: 

L.atin American business 

Other asset impairments. net o f  tax ol $0, $0, $ I  

201 I Bridge Facility costs, net of  tax of $14, $0, $0 (b) 
Forcign currency loss 011 201 I Bridge Facility, ne! of tax  of$19, $0, $0 (c) 
Ne1 hedge gains, net of tax of ( $ I  7), $0, $0 (c) 
I-ledge ineITectiveness, net ~ I ' I B X  of$3,  $0, $0 (d) 
U K .  stamp duty tax, net of tax of $0, $0, $0 (e) 
Separation benefits, net of t ax  of $26, $0, $0 (f) 
Otlier auquisilion-rel;lre(I)n-rel~ited costs, net of tax o f  $20, $0, $0 

I in pa i rm en t s : 

WPD Midl:inds ;icquisition-relaled costs: 

Workforce reduction, net oftnx of SO, I O ,  $ I  (11) 
Other: 

Change in U K tax rate (i) 
Windfall profits tax litigation (j) 

'rota1 

Income Statement 
Line Item 

Otlier Income-net 

Disc. Operations 

Other O&M 

Interest Expense 
Other Iiicome-net 
Other Income-net 
Interest Expense 
Other Income-net 
Otlier O&M 
(g) 
Otlier O&M 

Income Taxes 
Income Taxes 

2010 2009 201 1 

69 I8 
(39) 12 

$ (157) $ 31 $ (29) -- 
(a) 
(b) 
(c) 

Represents unrealized gains (losses) on contracts that economically hedge anticipated earnings denominated in GBP.  
Represents fees incurred in connection with establishing the 201 I Bridge Facility. See Note 7 to tlie Financial Statements Tor additional information 
Ilepresents the foreign currency loss on tlic repayment of the 201 I Bridge Facility, including a pre-tax foreign currency loss of $15 million associated with proceeds received 
on the US. doIlar-dciiorniri;~tcd senior no!es issued by PPL WEM in April 201 I that were used to repay a portion of PI'L 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 pre-tax gains of $55 million. 
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I<epreseiits a combinaiion of inefliciiveness zwociated with closed out interest rnie swaps and a cliarge recorded as a result of ceriain interest raie swaps failing liedge 
eKeciiveness testing 
Tax on i l i e  transfer of ownership o f  properly i n  i l ie U.K , wliicli is noi lax deduciible for income tax purposes. 
l'rimari!y represents severalice compens;~iion, early reiireineiit deficiency cosis and ouiplacemeni services for employees separating from the WPD Midlands companies as a 
result of ii reorg;rnizaiion to iraiisition ilie WI'D Midlands compnnies io ihe same operaling structure as WI'D (Souih West) and WPD (South Wales). Also includes severance 
coinpensiltion and early rctirerneirt deficiency costs :~ssocieied wiih certain employees who scparaied from the WPD Midlands companies, bui were 1101 part of the 
reorganizaiion 
Includes $34 million: pretax,  ol-advisory, accounting and legal fees which are rellecied in "Oilier Income (Expense) - net" on the Slateinenis of Income. Includes $37 million, 
pre-mx, olcosis, primarily relaied to the ieriniiiaiioii of ceriain contracts, rebranding costs and relocation costs iliai were recorded io "Other operation and lnaititenance" 
expense on i l ie Siniements or income, and $6 million, pre-lax, of costs associaied with ihe integration ofcerinin in formation ieclinology assels, tlial were recorded in 
"Depreciaii~n~" on ihe Statements o l  Income. 
I<elates primarily io enlianced pension aid severance benefiis as a result of a 2009 workforce reduction. 
The U K.'s Finance Act ol 201 I ,  c n x t e d  in July 201 I ,  reduced ihe U K staiutory income tax raie from 27% io 26?4 reiroactive lo April I ,  201 I and will furlher reduce Ihe raie 
from 26% io 25% effective April I ,  2012. As a result, PPL. reduced its net deferred tax liabilities and recognized a deferred tax benefii during 201 I related lo both rate 
decreases. WI'D Midlands' podion of ilic deferred tax benefii is $35 million The U K.'s Finance Aci of 2010, enacied in July 2010, reduced the U.K staiuiory income lax raie 
from 28% to 27'% elfectivc April I ,  201 I .  As a result, WI'D reduced its net deferred tax liabilities and recognized a cleferred lax benefit during 2010. 
In 2010, i l ie  U S. Tax Court ruled i n  PI'L's fivor in a pending dispuie with ilie Ills concluding ihai  tlie 1997 U K. Windfall Profits Tax (WP7) imposed on all U.K. privatized 
utilities, including PPL's U K. strbsidii~ry, a creditable lax for U.S. Federal income lax purposes. As a result, PPL. recorded an income tax benefit in 2010. In January 201 I ,  
tlie IRS appealed the U S  -1 as  Cotlrt's de ion io the Court oi' Appeals for the Third Circuit (Third Circuit). In December 201 I ,  the Third Circuit issued iis opinion reversing 
the Tax Couri's decision and liolding i l i a t  (lie WPT is not n crediiable lax. As a result ofthe Third Circuit's adverse deiermination, PPL. recorded a $39 million expense in 
201 I On February 27, 201 2, PPL filed will1 the Third Circuit a perition for rehearing of i i s  opinion on this matter. 

2012 O u h o k  

Excluding special ILCITIS, PPL projects highcr segment earnings in 2012 compared with 201 1 ,  priniarily driven by a full year of earnings from 
WPD Midlands and Iiiglicr electricity dciivcry rcvenue Partially orfsctting these positive earnings factors arc higher income taxes, highcr 
operation and maintenancc expense, higher dcpreciation, higher financing costs and a less favorable currency exchange rate. 

Earnings bcyond 20 1 1 arc subject to various risks and unccrtaintics. Sce "Forward-Looking Information," "Item 1 Business," "Ilem 1 A. Risk 
Factors," the rest o r  this Item 7 and Notes 6 and I 5  to thc Financial Statements for a discussion of the risks, uncertaintics ..nd factors that may 
impact future e;irnings. 

Pennsylvania Regulated Segiiient 

The Pennsylvania Regulated seginent includcs the regulated electric delivery operations of PPL Electric. 

rt lncoine Attributable to PPL Corporation includes the rollowing results: 

Operating revenues 
External 
I nierscgmeni 
7-otiil oper;iiing revciiues 

Energy purchases 
External 
I ntersegmcni 

Other operatioii and mainienance 
Amortizatioii olrecovcr;ible iriinsilioii costs 
Deprecia:ion 
Taxes, ot!ier iliiiii inconic 

l'oial oper;iting expenses 
Otlier Income (E,xpcnse) - iiei 
lnteresi Expense 
Income Taxes 
Net Income 
Nei Income AI1ribuL;iblc io Nonconirolling liiteresis (Note 3) 
Net Income Attributable io PI'L. Corporalion 

201 1 

$ 1,881 
I I  

1,892 

738 
26 

530 

I46 
I04 

1.544 
7 

98 
68 

189 
16 

$ I73 

2010 'Yo Change 2010 2009 % Cliange 

$ 2,448 3,218 (24) (23) $ 2,448 $ 
7 57 7 74 (91) 

2,455 ( 2 3 )  2,455 3,292 ( 2 5 )  

1,075 ( 3 1 )  1,075 I I4  848 
320 (92) 320 1,806 (82) 
502 6 502 417 20 

nla 304 ( 100) 
I36 7 I36 I28 6 
I38 (25) I38 I94 (29) 

2,171 (29) 2.1 7 I 2,963 (27) 
7 7 IO (30) 

99 ( 1 )  99 I18 ( i h j  
57 19 57 79 (28) 

I35 40 I35 142 ( 5 )  

The changes in the components of the Pennsylvania Regulated segment's results between these pcriods were due to the following factors. The 
scgmcnt's results are adjusted for certain items that management considers special. See additional detail of these spccial items in the table below. 
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I'ennsylvnnia gross delivery margins 
'w operation and maintenance 

reciation 
,ceres1 Expense 

Otlier 
Income Taxes 
Noneontrolling Interests 
Special Items, after-tax 
I otal 

See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of Pennsylvania Gross 
Delivery Margins. 

Other operation and maintenance increased in 2010 compared with 2009, primarily due  to $18 million in higher payroll-related costs and 
$20 millicn in higher contractor costs, primarily related to vegetation management. 

Depreciation was higher in 201 1 compared with 2010 and 2010 compared with 2009, primarily due to PP&E additions as a part ofongoing 
efforts to replace aging infrastructure. 

Interest expense decreased in 20  I O  compared with 2009, primarily dtie to a $ I6 niillion reduction driven by lower average debt balances in 
20iO compxed with 2009. 

Income taxes were higher in 201 1 compared with 2010, due to the $26 inillion impact of higher pre-tax income, partially offset by a $14 
million tax benefit related to the impact of flow-through regulated tax depreciation that is primarily related to the Pennsylvania Departlnent 
of Revenue intcrpretive guidance reaarding 100% bonus depreciation 

Income  axes were lower in 201 0 compared with 2009, due to the $14 million impact of lower pre-tax income and 3 $7 inillion tax benefit 
relating to a favorable 2010 US. Tax Court ruling regarding street lighting assets. 

The following aftcr-tax amounts, which management considers special items, also impacted the Pennsylvania Regulated segment's resnlts. 

Income Statement 
2009 Line Item 

gecial items gains (losses), net of tax benefit (expense): 

Other asset impairmcnts, net of tax of $ 1  
Impairments: 

Workforce reduction, net of tax of $3 (a) 
Otlier: 

1-otal 
Cliange in tax accounting metliod related to repairs (b) 

Other O&M ( 1 )  
Otlier O&M ( 5 )  

Income "faxes ( 3 )  
$ (9) 

( a )  
(b) 

Charge relaled to a workforce reduction, mainly consisting or  enhanced pension and severance benelits 
During 2009, PFL. Electric received consent from the IRS to cliange its method or  accounting for cerlaili expenditures for tax purposes PPL. Electric deducted llie resulting 
II<C Sec 481 amount on its 2008 federal income tax  return and recorded a $3 million adjustment to federal and state income tax expeiise resulting froin tlie reversal of prior 
years' slate income tax benefits related to regulated depreciation 

2012 O l I f l O O k  

Excluding special items, PPL. projects lower segment earnings in 2012 compared with 201 I ,  primarily driven by higher operation and 
maintenance expenses, higher income taxes, and higher depreciation, which are expected to be partially offset by higher delivery revenue. 

In late March 2012, PPL Electric expects to file a request with the PUC sceking an increase in its distribution rates beginning in January 
201 3 PPL Electric cannot predict the outcoine of this matter. 

Earnings beyond 201 1 are subject to various risks and uncertainties. See "Forward-Looking Information," "Item I .  Business,'' "Item 1A. Risk 
Factors," the rest ofthis Item 7 and Notes 6 and 15 to the Financial Statements for a discussion of the risks, uncertainties and factors that may 
impact future earnings. 
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Supply Segment 

The Supply segment primarily consists of the energy marketing and trading activities, as well as thc competitive generation and development 
:rations of PPL Energy Supply. In 201 I ,  2010 and 2009, PPL Energy Supply subsidiaries completed the sale of several businesses, which 

~ v e  been classified as Discontinued Operations. See Note 9 to the Financial Statements for additional information. 

Net lncoinc Attributablc to PPL Corporation includes the following results: 

Energy revenues 
External (a) 
Intersegment 

Energy-related businesses 
Total operating revenues 

Fuel and energy purchases 
External (a) 
Intersegment 

Other operation and maintenance 
Depreciation 
Taxes, other than income 
Energy-relaled businesses 

Total operating expenses 
Other Income (Expense) - net 
Other-Than-Temporary Impairments 
Interest Expense 
Income Taxes 
Income (Loss) from Discontinued Operations 
Net Income 
Net Income Attributable to Noncontrolling Interests 
Net Income Attriburnble to I’I’L, Corporation 

201 1 2010 

s 5,938 s 4,444 
26 320 

472 375 
6,436 5,:39 

3,357 2,440 
4 3 

, 882 934 
262 251 

72 46 
461 366 

5,044 4,043 
43 ( 9 )  

6 3 
I92 224 
463 22x 

3 (19) 
777 613 

I I 
$ 176 $ 612 

34 

26 
25  

(92) 

YO Change 2010 2009 

S 4,444 $ 3,124 42 
320 1,806 (82) 
315 39 1 (4 1 

5,139 5,321 (3) 

2,440 3,586 (32) 
3 70 (96) 

934 865 8 
254 212 20 
46 29 59 

366 3 80 (4) 
4,043 5,142 (21) 

(9) 48 ( 1  19) 
3 18 (83) 

224 182 23 
228 6 3,700 
(19 )  20 (195) 
613 41 1,395 

s 612 $ 40 1,430 
I I 

(a) Includes t l ie impact from energy-related economic activity See “Commodity Price Risk (Non-trading) ~ Economic Activity” in Note 19 to the Financial Statemcnts for 
additioniil informillion. 

The changes in the components of the Supply segment’s rcsults between these periods were due to the following factors. Thc segnicnt’s results 
e adjusted for certain items that management considers special See additional detail of these special itenis in tlie table below. 

201 I vs. Z0lO ZOlU vs. LOU!) 

Unregulatcd gross energy margins 
Other operation and m iiintenance ‘ 

Depreciation 
Taxes otlicr tlian income 
Other Income (Expense) - net 
Interest Expense 
Other 
Income Tiixes 
Discontinued operations, after-tax - excluding certain revenues and expenses included in margins 
Special items, after-tax 
Total 

520 ( 8 5 )  
s 164 $ 572 

o See “Statemcnt of Income Analysis - Margins - Changes in Non-GAAP Financial h.:asurcs” for an explanation of  Unregulated Gross 
Energy Margins. 

Othcr operation and maintenance increascd in 201 1 compared with 2010, primarily due to higher costs at PPL Susquchanna of $27 million, 
largcly due to unplanned outagcs, the rcfiieling outage and payroll, higher costs at eastern fossil and hydro units of $23 million, largely due 
to outages, and higher costs at western fossil and hydro units of$12 inillion, largely resulting from insurance recoverics reccivcd in 2010. 

Othcr opcration and niaintenance increased in 2010 compared with 2009, primarily due to higher costs at PPL, Susquehanna of $34 million 
largely due to higher payroll-related costs, higher outage costs, and higher project costs. 

e 

o Dcpreciation increased in 20 I O  coinpared with 2009, primarily dcic to the $2 I million impact from cnvironmental equipment at Briinner 
island that was placed in service in 2009 and early 2010. 
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Other inconic (cxpensc) - nct was higher in 201 1 compared with 2010, due to a $22 million gain on the accelerated amortization of the fair 
value adjustment to the dcbt rccordcd in connection with previously settled fair value hedges. The accelerated amortization was the result of 
the July 20 1 1 redemption of Senior Secured Bonds. 

Other income (expcnsc) - net was lower in 2010 compared with 2009, due to a $29 million gain recognized in 2009 related to the tender 
offers to purchase dcbt that resulted from reclassifying net gains on related cash flow hedges from AOCl into earnings, partially offset by a 
$ 1  5 million dccicase in other-than-temporary impairment charges, primarily due to stronger returns on investments in NDT funds in 2010. 

Income taxes decrcased in 201 1 compared with 2010, primarily due to the $204 million impact of  lower pre-tax income and a $26 million 
reduction in dcferted tax liabilities related to a change in the Pennsylvania estimated state tax rate. These decreases were partially offset by 
$10 1 million in Pcnnsylvania net operating loss valuation allowance adjustments, primarily related to lower projected future taxable income, 
driven in part by the impact of bonus deprecia!ion, $16 million in favorable adjustments to uncertain tax benefits recorded in 2010 and an 
$ 1  1 million decrease in the domestic manufacturing deduction tax benefit resulting from revised bonus depreciation estimates 

Income taxes increased in 201 0 compared with 2009, primarily due to the $348 million impact of higher pre tax  income, partially offset by a 
$52 million in Pennsylvania net operating loss valuation allowance adjustments, primarily related to higher projected future taxable income, 
$10 million in investment tax credits associated with the Holtwood and Rainbow projects, $1 I million in favorable adjustments to uncertain 
tax benefits rccordcd in 2010 and $8 million of higher tax benefits from the domestic manufacturing deduction. 

The following aftcr-tax amotints, which management considers special items, also impacted the Supply segment's results. 

Special items gains (losses), iiei o f  tax benefit (expense): 
Adjusted energy-related economic activity, net, net of tax of ($52),  $8$, $ 1  5 8  
Sales o f  assets: 

Maine hydroelectric gcxration business, net oftax of $0, ($9), ($16) (b) 
Sundance indemnification, nei o f  tiix of $0, $0, $0  
L.ong Island generntion business, nci ofiax of  $0, $0, $ I9 (c) 
Interest i n  Wyman Unit 4, net oftax ofS0, $0, $2 

Emission allowances, nei of l ax  of $I, $6,  $14 (d) 
Renewable energy credits, net of tax of $2, $0, $0 (Note 13) 
Otlicrasset impairmenis, net o f  tax o f$ l ,  $0, $2 
nrkforce reduction, net oftax of$0, $0, $4 (e) 

hne t i za t ion  of certain full-requirement sales contracts, net o f  tax o f  $0, $89, $0 
Sale ofcertain non-core generation faciliiies, net oftax of $0, $37, $0 (c) 
Iliscontinued cash flow hedges and ineffectiveness, net of tax of $0, $15, $0 (g) 
Reduction o f  credit facility, net of tax of $0, $4, $0 (h) 

Montana Iiydroeleciric litigation, net oftax of  ($30) .  $22, $2 
Litigation settlement - spent nuclear fuel storage, net of tax of($24), $0, $0 0 )  
I-lealth care reform - tiix impact ( k )  
Montana basin seepage litigation, net of tax of $0, ( $ 1 ) .  $0 
Change i n  tax accounting method related to repairs ( I )  
Counterparty bankruptcy, net oftax of $5, $0, $0 (m) 
Wholesale supply cost reinibursement, nei of tax of($3),  $0, $0 

Impairments: 

E acquisition-rel;ited costs: 

Other: 

Total 

Income Statement 
Line Item 

(a) 

Disc Operattcns 
Other lncome.net 
Disc. Operations 
Disc. Operations 

Other O&M 
Other O&M 
Other O&M 
Other O&M 

(0 
Disc. Operations 
Other Income-ne1 
Interest Expense 

(0 
Fuel 
Income Taxes 
Other O&M 
Income Taxes 
Other O&M 
(n) 

201 I 2010 

9; 72 $ (121) 

15 
I 

45 
33 

( 6 )  
4 

$ 142 $ (378) 

(a) 
(b) 
(c) 

(d) 
(e) 
(I) 

See "Reconciliation o f  Economic Activity" below. 
Gains recortled on the sale o f  the Maine hydroelectric generation business. See Noie 9 to the Financial Statements for additional information. 
Consists primarily of the initial impairment charge recorded when the business was classifred as held for sale. See Note 9 to the Financial Statements for additional 
in forination 
Primarily represenis impairment charges of sulfur dioxide emission allowances 
Itelates primarily to enhanced pension and severance benefits as a result of a 2009 workforce reduction 
In July 2010, i n  order to raise addiiional cash for the L.KE acquisition, certain full-requirement sales coiitracls were monetized that resulied in cash proceeds of $249 
million See "Monetiz%itioii of Certain Full-Requirement Sales Contracts" in Nole 19 to the Financial Statements for addiiional informatioil. $343 million o f  pre-tax gains 
were recorded to "Wholesale energy markeiing" and $557 million ofpre-tax losses were recorded to "Energy purchases" on ihe Stalements of Income 
As a result of the expected net proceeds froin the anticipaied sale of  certain non-core generalion facilities, coupled with the moneiization of certain fiill-requirement sales 
contracts, debt t1i:ii had been planned to be issued by PPL. Energy Supply in 2010 was no longer needed. As a result, hedge accounting associated with interest raie swaps 
entered into by I'PL. in anticipation of a debt issuance by PPL. Energy Supply was discontinued. 

(g) 
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In October 2010, PPL.  E.nergy Supply made borrowings under its Syndicated Credit Facility i n  order to cniible a subsidiwy to make loans to certain afliliales to provide 
interim financing of iiinoiiiits required by PPL. to partially fund I'PL.'s acquisition of L.KE. Subsequent to tlie repayment ofsucli borrowing, tire capacity was reduced, and as 
ti result, PPL Energy Supply wrote off deferred fees in 2010 
In 2009, PI'L. Monkina adjusted its previously recorded accrual related to hydroelectric litigation, of wliicli $5 Inillion, pre-tax, related to prior periods. In March 2010, tlie 
Mont;ina Supreme Court substantially allinned a June 2008 Montana District Court decision regarding lease payments for the use of certain Montana streambeds In 2010, 
PPL. Montana recorded a pre-tax charge of $56 inillion, representing estimated rental compensation for years prior to 201 0, including interest. O f  this total charge $47 
million, pre-t;ix, was recorded t o  "Other opera!ioii and maintenance" and $9 million, pre-tax, was recorded to "Interest Expense" on the Statements of Income. In August 
2010, PPL Montana filed :I petition for a writ of certiorari with the U.S Supreme Court requesting (lie Court's review ofthis matter In June 201 I ,  tlie U.S. Supreme Court 
granted PPL. Morit;ina's petition. In February 201 2 ,  t l ie U S. Supreme Court overturned [ l ie Mont;ina Supreme Court decision and remanded the case to the Montana 
Supreme Court for further proceedings consistent with the U S. Supreme Court's opinion. Prior to the U S. Supreme Court decision, $4 million, pre-tax, of interest expense 
on tlie reiit;iI compensation covered by tlie court decision was accrued i n  201 I. As a result of the U S Supreme Court decision, PPL. Montana reversed its total pre-tax loss 
accruiil 01 $89 million, wliicli hod been recorded prior to the U S Supreme Court decision, of wliicli $79 million pre-lax is considered a special item because i t  represented 
$65 million ol rent for periods prior to 201 I and $14 million of interest accrued on the portion covered by the prior court decision 1-liese amounts were credited to "Other 
operation and maintenance" iind "Inkrest Expense" on the Statement o f  Income. 
In May 201 I ,  PPI. Susquelianna entered into a settlement agreemuit with the U S Government relating to PI'L. Susquelienna's lawstiit, seeking damages for tlie Department 
o f  Energy's failure to accept spent nuclear fiiel from tlie PPL Susquelianna plant. PPL. Susque1iann;i recorded credits to fuel expense to recognize recovery, under tlie 
settlement itgreement, of certain costs to store spent nuclear fuel at tlie Susquelianna plant. 1-his speciitl item represents amounts recorded in 201 I to cover the costs incurred 
from 1998 through December 2010 
Represents income tax expense recorded as a result of the pro\ isionr within Iiealth Care Reform which eliminoted the tax deductibility of retiree I iealth care costs to the 
extent o f  federiil subsidies received by plan sponsors that provide retiree prescription drug benefits equivalent to Medicare Part D Coverage. 
Lluring 2009, P P L .  Energy Supply received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL. Energy Supply deducted 
the resulting I l lC Sec. 4 8  I amount on its 2008 federal iiiconuz tax return aiid recorded a $2 I million iidjustiiien1 to li.der;d and state income tax expense resulting froin the 
reduction i n  federal income tax benefits relntcd to the domestic nianufkturing deduction and certain state tax benefits related to slate net operating losses. 
In Ocrober 201 I ,  a wlioles;ile custoincr, SMGT, filed for bankruptcy protection under Chapter I I of the U S Bankruptcy code ' lhe  customer has continued to purchase 
electricity a t  the price specified i n  the supply contract, and Iias made timely payments for such ptirchases. but a t  lower volumes tlim as prescribed in the contrsct As of 
December 31, 201 I ,  the damage claim totaled $I I million pre-tax, wliicli was fully reserved 
In lmiuary LO 12, PI'L received $7 iiiillion pre-tax, related to electricity delivered 10 a wholesale custoincr i n  2008 and 2009, recorded in "Wholesale energy marketing- 
Ilc;ilizetl " 1 lie atlilition;il revenue results froin several transmission projects approved at PJM for recovery tliilt were not initially anticipated at the time of the electricity 
auctions and tlierefore wcrc not included i n  the auction pricing A FERC order wiis issticd i n  701 I ;ipproving the disbursement of tliese supply costs by the wliolesale 
customer to the suppliers, tlierefore, PPL. accrued its share of this additional revenue i n  201 I 

Recoric iliatiori of E: ,i:~oniic Aclivily 

The following tablc rcconcilcs iinrcalized pre-tax gains (losses) froin the Vable within "Commodify Price Risk (Non-frading) - Economic 
Activity" in Note 19 to the Financial Statements to the special item identified as "Adjustcd cncrgy-tclated economic activity, net." 

Operating i<eveiiues 
Unregulated retail electric and gas 
Wholesale energy m;irketing 

Fuel 
Energy Purchases 

,pereting Expenses 

Energy-related eccuioiiiic activity (:I) 
Option premiums (b) 
Adjusted encrgy-rel;itetl economic activity 
Less: Unrealized ecoiioiiiic activity associated with the monetization of certain 

L.ess: Economic activity realized, associated with the monetization of  certain 

Adjusted energy-related economic activity, net, pre-lax 

full-requirement s;iIcs contracts i n  2010 (c )  

full-requirement siiles contracts i n  2010 

2 0 1  I 201 0 2009 

$ 31 $ 1 %  6 
1,407 (805)  (229) 

6 29 49 

19 . 3 2  
140 (457) (383) 

216 
$ 124 $ (206) $ (383) 

$ 72 $ (121) 9; (225) Adjusted energy-rcl:itctl economic activity, net, alter-t;ix 

(a) See Note I9 to tlie Financial St;iteineiits for additional information 
(b) Adjustment for 1111: net dctcrral and aiiiortiz:ltion of option premiums over the delivery period of  the item t l i i t t  was hedged or upon realization. Option premiums are recorded in 

"Wliolesale energy ninrketing - Realized" and "Energy purchases - Realized" on the Stateinents of income 
(c) See "Components 01 Monetization of Certain Full-Requirement Sales Conlracts" below 

Coniponeii/s c?j'h.lorielizatioii of Cei-lain Fiill-Reyirireineril Sales Coiifi-acls 

The followiiig table providcs the components of the "Monctization of Certain Full-Requirement Sales Contracts" special item. 

Full-requirement sales contracts monetized (a) 
Economic activity related to t l ie full-requirement sales contracts monetized 
Monetization o f  certain full-requirement sales contracts, pre-tax (b) 

Monetization ofcertain hill-requirement sales contracts, after-tax 
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(a) 
(b) 

See "Commodity Price Risk (Non-trading) - Monetizntion ofCerrain Full-Requirement Sales Contracts" in Note 19 to the Financial Statements for additional information 
includes unrl.alized losses of $251 million, which are rellected i n  "Wliolesale energy mmketing - Unrealized economic activity" and "Energy purchrtses - Unrealized economic 
activity" on the Stateinent of Income. Also includes net realized gains 01x37 million, which are reflected in "Wholesale energy marketing - Realized" and "Energy purchases - 
Realized" on the Statement o f  Income This economic activity w i l l  contiiiue to be realized through May 201 3 

Excluding special itcins, PPL. projects lower segment earnings in 2012 compared with 201 1. The decrease is primarily driven by lower energy 
margins as a result of ftirther declines in energy and capacity prices and higher firel costs, higher operation and maintenance expenses and higher 
depreciation, which are partially offset by  higher baseload generation. 

Earnings beyond 201 1 arc subject to various risks and uncertainties. See "Forward-Looking Information," "Item 1. Business," "Item IA. Risk 
Factors," the rest of this Item 7 M Note 15  to the Financial Statements for a discussion of  the risks, uncertainties and factors that may impact 
future earnings. 

Statement of Income Analysis -- 

Margins 

Non-GAAP Financial Measures 

The following discussion includes financial information prepared in accordance with GAAP, as  well as three non-GAAP financial 
measures: "l<cntucky Gross Margins," "Pennsylvania Gross Delivery Margins" and "Unregulated Gross Energy Margins." These measiires a re  
not intended to replace "Operating Income," which is determined in accordance with GAAP, as an indicator of overall operating 
performance. Other companies may LISC different ineasures to analyze and to report on the results of their operations. PPL believes that these 
meastires piovidc additional C I  iteria to make investment decisions. T k s e  perfortnance measures are used, in conjunction with other information, 
internally by senior management and the Board of Directors to manage the Kentucky Regulated, Pennsylvania Regulated and Stipply segment 
operations, analyze each respective segment's actual results cornpared with budget and, in certain cases, lo meastire certain corporate financial 
goals used in determining variable compensation 

PPL's three non-GAAP financial measures include. 

"Kentiicky Gross Margins" is a single financial performance measure of the Kentucky Regulated segment's electricity generation, 
transmission and distribution operations as well as its distribution and sale of natural gas. In calculating this measure, utility revenues and 
expenses associated with approved cost recovery tracking inechanisins are offset. Certain costs associated with these mechanisms, primarily 
ECR and DSM, are recorded as "(Ither operation and maintenance" expense and the depreciation associated with ECR eqtiipment is 
recorded as "Depreciation" expense. These niechanisms allow for recovery of certain expenses, returns on capital investments and 
performance incentives. As a result, this meastire represents the net revenues from the Kentucky Regulated segment's operations. 

"Pennsylvania Gross Delivery Margins" is a single financial performance inca~ure o f  the Pennsylvania Regulated segment's electric delivery 
operations, which includes transmission and distribution activities. In calculating this measure, utility reveniies 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 ptirchases," "Other operation and maintenance-" expense, which is primarily Act 129 costs, 
and in "Taxes, other than income," which is primarily gross receipts tax. These mechanisms allow for recovery of certain expenses; 
thcrefore, certain expenses and reventics offset with minimal impact on earnings. This  performance measure includes PLR energy 
purchases by PPL Electric from PPL EnergyPlus, which arc reflected in "PLR intersegment Utility revenue (expense)" in the table 
below. 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 Stipply segment's coinpetitive 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 arc classified as discontinued operations, arc 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 opernting expenses associated with certain Stipply segment businesses that are classified as discontinued operations. This performance 
measitre is relevant to PPL due to the volatility in the individual revenue and expense lines on the Statements of Inconie that 
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comprise "Unregulaled Gross Energy Margins." This volatility stenis from a number of factors, including the required netting of certain 
transaclions 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 
revenues from energy sales to PPL Electric by PPL. EnergyPlus, which are reflected in "PLR intersegment lJtility revenue (expense)" in the 
table below. PPL. excludes from "Unregulated Gross Energy Margins" the Supply segment's energy-related economic activity, which 
includes the changes in fair value of positions used to economically hedge a portion of the economic value of PPL's competitive generation 
assets, full-requirement sales contracts and retail activities. This economic value is subject to changes in fair value due to market price 
volatility of the input and output commodities (e.g., fiiel and power) prior to the delivery period that was hedged. Also included in this 
energy-related economic activity is the ineffective portion of qualifying cash flow hedges, the monetization of certain full-requirciiient sales 
contracts and premium aniortization 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. 

Recon_ciliation_of Non-GAAP-Financial M e a s u p  

The  following tables reconcile "Operating Income" to PPL,'s three non-GAAP financial measures. 

201 1 2010 
Unregulated Unregulated 

Kentucky I'A Cross Gross Kentucky I'A Gross Cross 
Gross Delivery Energy Operating Gross Delivery Energy Operating 

Margins Margins Margins Otlier (a) lncorne (b) Margins (e) Margins Margins Otlier (a) Inconie (b) 

Operating llevenues 
Utility 
PL.R intersegment Utility 

revenue (cxpensr) (e) 
Unregu lilted rela 2 

electric and gas 
Wliolesale energy marketing 

lkal ized 
Unrealized economic 

activity 
Net energy trading margins 
Energy-related businesses 

$ 2,791 $ 1,881 $ 1,620 (d) $ 6,292 $ 2,448 $ 1,220 (d) $ 3,668 

(26) $ 26 (320) $ 3 2 0  

696 3 0  726 414 I 415 

3,745 62  ( 0  3,807 4,5 1 I 321 (I) 4,832 

. ,  
507 507 409 409 

-rotd Operating I<evciiues 2,791 I ,855 4,465 3,626 12,737 2,128 5,247 1,146 8,521 
-- 

Operating Expenses 
Fuel 866 
Energy purchases 

llealized 238 
Unrealized economic 

activity 
Otlier operation and 

maintenance 90 
Deprecialion 49 
Taxes, other than income 
Energy-related businesses 
Intercompany eliminations 

Discontinued operations 
rota1 Operating Expenses 1,243 

Toliil $ 1,548 

1,151 (7 I ) (11) 1,946 

738 912 242 (0 2,130 

1,123 (g) 1,123 

I 08 16 2,453 2,667 
91 I 960 

99 30 197 326 
4x4 484 

3 
2.1 12 

8 
5,347 9,636 

12 (12) (i) 
$ 921 $ 2,365 $ (1,733) $ 3,101 

1,132 103 (11) 1,235 

1,075 1,389 309 (0 2,773 

(286) (g) (286) 

76 23 1,657 1,756 
556 556 

129 14 95 238 
383 3x3 

1,273 2,561 2.82 I 6,655 
(7) 3 4 

84 (84) (i) 
$ 855 $ 2,770 $ (1,759) 9; 1,866 



Unregulated 
PA Cross Gross 
Ihlivery Energy Operating 
Margins Margins Otlier (a) Income (b) 

Operating Revenues 
Utility $ 3,218 9; 684 (d) $ 3,902 
PLR intersegment Utility 

Unregulated retail 
electric and gas 146 6 I52 

Wholesale energy marketing 
Realized 3,235 (51)  (0 1 3,184 
Unrealized economic 

activity (229) (8) (229) 
Net energy trading margins 17 17 
Energy-related businesses 423 423 

revenue (expense) (e) (1,806) $ 1,806 

Total Operating Revenues 1,412 5,204 833 7,449 

Opwating Expenses 
Fuel 
Energy purchases 

Realized 
Unreirlized economic 

activity 
Otlier operation and 

Amortization of recoverable 

Depreciation 
;axes, other than income 
Energy-related businesses 
Intercompiiny eliminations 

Discontinued operations 

maintenance 

transition costs 

Total Operating Expenses 

Total 

,304 

I86 
455 

94 
396 

(74) 70 4 
560 3,586 2,407 

920 

2,625 

I55 

1,418 

304 
455 
280 
396 

6,553 

$ 896 

Represents amounts excluded from Margins. 
As reported o n  the Sliitement o f  Income 
L.KE was acquired on Noveinbcr I ,  2010 Kentucky Gross Margins were not used to measure the financial performance of the Kentucky Regulated segment in 2010. 
Primarily represcnts WPD's utility revenue. 2010 also includes L.KE's utility revenues for the two-month period subsequent to the November I ,  2010 acquisition. 
Primarily related to PL I< supply sold by PPL EnergyPlus to PPL. Electric. 
Represents energy-related ecoiionlic activity, as described in "Commodity Price Risk (Non-trading) - Economic Activity" within Note I9 to the Financial Statements. For 
201 I ,  "Wholes;tle encrgy marketing - Realized" and "Energy purchases - Realized" include a net pre-tax gain of $I9 million related to the amortizalion of option premiums and 
;I net pre-tax loss 015216 million related to the monetization ofcertain full-requirement sales contracts 2010 includes a net pre-tax gain of $32 million related to the 
wwrtizntion 01 option premiums nnd a net pre-tax gsin of$37 million related to tlie monetization of ccrtain full-requirement sales contracts. 2009 includes a net pre-tax loss of 
$54 million relatcd to tlie mortizarion of option premiums. 
Represents energy-related economic activity, which i s  subject to wide swings i n  value due to market price volatility, as described in "Commodity Price Risk (Non-trading) - 
Economic Activity" witliin Note 19 to the Financial Statements. 

Reprcsents tlic net of'cerlirin revenues atid expenses associated with cerlaiti businesses that itre classified as discontinued operations. These revenues and expenses are not 
reflected in "Operating Income" on the Statements o f  Income. 

,..) 
(d) 
(e) 
(0 

(g)  

(It) Includes ecoiioiiii 
(i) 

tivily related to fuel. 201 I includes credits of $57 million for the spent nuclear f k l  litigation settlement 

Changes in Non-GAAP Financial Meas-ures 

The following tablc shows PPL's three non-GAAP financial measures, as well as the change between periods. The factors that gave rise to the 
changes are described below the table. 
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zni I Zulu Change 2010 2009 Cltange 

$ I ,548 $ 1,548 tucky Gross Margins (a) 

PA Cross Delivery Margins by Component 
Distribution 
Transmissioii 

Total 

Unregulated Gross Energy Margins by llegiori 
Non-trading 

Eastern U S 
Western i' S 

Net energy trading 

Total 

$ 741 $ 619 9; 62 $ 619 $ 702 $ (23) 

$ 921 $ 855 $ 66 $ 855 $ R52 $ 3 
1 80 176 4 I76 150 26 

$ 2,018 S 2,429 $ (411) $ 2,429 $ 1,391 $ 1,038 
349 339 I O  339 323 16 

(2) 2 (4) 2 17 (15) 
2,365 $ 2,770 $ (405) $ 2,770 $ 1,731 $ 1,039 - 9; 

(a) LKE was ocquired on November I ,  2010 Kentucky Gross Margins were not used IO measure the financial performance of Ihe Kentucky Regulated segment in 2010 

Kentucliy Gross h/lai*gins 

PPL. acquired L.KE on November 1, 2010. Margins for 201 1 are included in PPL's results without comparable amounts for 2010. 

Distribution 

The PPL Electric distribution rate case increased rates by spproximately i .6% effective January 1, 201 I ,  which improved residential distribution 
margins by $68 inillion Rcsidential voliime variances increased margins by an additional $4 million for 201 I ,  compared with the same period 
in 2010. Weather had a $3 million tinfavorable impact for residcntial customers for 201 1 coniparcd with 2010. Weather-related variances for 
PPL. Electric are calculated based on a ten-year historical avcrage. Lastly, lower demand charges and increased efficiency as a result of Act 129 
prograins resulted in a $5 million decrease in margins for cornmcrcial and int.fustria1 customers. 

Tie decrease in 20 I O  compared with 2009 was primarily due to margins realized in 2009 related to the collection of CTC that ended in 
bcember 2009 or  $37 million, partially offset by favorable recovery mechanisms for certain energy-related costs of $16 million. 

The inciease in 2010 compared with 2009 was primarily due to increased investment in rate base, an increase in the cost of capital due 10 an 
increase in equity and the recovcry of additional costs through the FERC formula-based rates. 

Ui?r-egiilnted GI-oss Ei?wgy Margins 

Eastern U S .  

The changcs in Eastern U.S. non-trading margins were: 

Baseload energy, capacity and ancillaries (a) 
Coal and hydroelectric generation volume (b) 
Impact of non-core generation fx i l i t ies  sold in the first quarter of 201 1 
Monetization of  certain deals that rebalanced the business and portfolio 
Higher coal prices 
Margins on the inlerrnedrate and peaking units (c) 
Nuclear generation volume (d) 
I-ligher nuclear 'uel prices 
Retail electric business 
Full-requirement sales contracts (e) 
Other 

(a) Baseload energy and capacity prices were lower in 201 I than 2010; Iiowever, prices in 2010 for baseload generation were significantly higher than prices realized under the 
PL.R contract with PPL Electric tllat expired at  the end 012009. 
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(b) 

(c) 

Volumes were lower in 201 I coinpared with 2010 as a result of unplanned outages, economic reductions in coal unit output and the sale of our inlerest in Safe Harbor Water 
Power Corporation. Volumes were higher in 2010 compared with 2009 as n result of  planned overliauls 
L.ower margins i n  201 I compared with 2010 were driven by lower capacity prices, parfially offset by higher generation volumes in the first half of201 i Higher margins in 
2010 compared with 2009 were due to higlier energy and capacity prices. 
Volumes were lower in 201 I compared will1 2010 primarily as a result o f the  dual-unit turbine blade replacement outages beginning in May 201 I ,  Volumes were lower in 
2010 compared with 2009 primarily due to an unplanned outage in July 2010. 
I i ig i ier  mzirgins in 201 I compared with 2010 were driven by contracts monetized in 2010 and lower customer migration to alternative suppliers in 201 I .  L.ower margins in 
2010 compared with 2009 were driven by l ower  customer demand and higher customer migration to alternative suppliers 

(e) 

Western US. non-trading margins were higher in 201 1 cornpared with 2010, due to higher net wholesale prices of $58 million, partially offset 
by lower wholesale volumes of $45 million, primarily due to economic reductions in coal unit output. 

Western U.S. non-trading margins were higher in 2010 compared with 2009, primarily due to higher net wholesale piices of $ 1  1 million and 
higher wholesale volumes of $14 million, due to unplanned outages in 2009. 

Net energy trading margins decreased during 201 1 compared with 2010, as a result of lower margins on power positions of $16 million, partially 
offset by higher margins on gas positions of $1 2 million. 

Net energy trading margins decreased during 2010 compared with 2009, as a result of lower margins on power and gas positions of $40 million, 
partially offset by higher trading margins rclated to FTRs of  $22 million. 

lJtility Revenues 

The changes in utility revenues were d u e  to: 

Doinest ic: 
I'PL. Electric 

Revenue related to delivery (a) 
Revenue related to PL.II energy supply (b) 
1-otal PPL. Electric 

L K E  (c) 
Total Domestic 

U.K.: 
PPL ww 

Price (d) 
Volume (e) 
Recovery of allowed revenues ( f )  
Foreign currency exchange rates 
Other 
Total PPL W W  

WPD Midlands (g) 
Iota1 U K 

Total 

201 1 vs. 2010 2010 vs. 2009 

s 73 9; 13) 

2,300 493 
1,733 (277) 

(a) 

(b) 

(c) 
(d) 

(e) 

(I) 
(g) 

The increase in 20 I I compared with 20 I0 is primarily due to the January I, 201 I increase in distribution rates. See "Pennsylvania Gross Delivery Margins" for further 
information 
These changes in revenue had a minimal impact on earnings as the cost of suppl)ing this energy as a PLR is passed through to the customer with no additional mnrk-up. These 
revenues are offset primarily with energy purchases in "Pennsylvania Gross Lkl ivery Margins " 
Amounts in each period are not comparable. 2010 includes two months o f  activity as L.KE was acquired in November 2010. 
The increase in 201 1 compared with 201 0 is  due to price increases effective Apr i l  I, 201 I and April I, 2010. The increase in 2010 compared will1 2009 is due Lo price 
increases effective April I ,  2010 and Apr i l  I ,  2009 
The decrease in 201 I compared with 201 0 i s  primarily clue to the downturn i n  the economy and weatlier The increase in 2010 compared with 2009 is primarily due to 
weatlier 
Primarily Zue to a revised estimate of network electricity line losses. 
There are no  comparable amounts i n  2010 as WPD Midlands was acquired in Apr i l  201 I .  201 I includes eight months of activity as WPD Midlands' results are recorded on a 
one-month lag 
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Other Operation and Maintenance 

'le changes in other operation and maintenance expenses were due to: 

Domestic: 
LKE(a)  
A c t  129 costs incurred (b) 
Montana hydroelectric litigation (c) 
Vegetation management costs (d) 
Payroll-related costs - PPL Electric 
Susquelianna nuclear plant costs (e) 
Costs at Westem fossil and hydroelectric plants (0 
Costs at  Eastern lossil and hydroelectric plants (g) 
Workforce reductions (h) 
Impacts from emission allowances (i) 
Uncollectible accounts (i) 
Other 

PPL WW (k) 
WPD Midlands ( I )  (in) 

U.K.:  

2011 vs. 2010 

, * .  

Amounts in each period are not comparable. 2010 includes two months ofactivity as L.KE was acquired i n  Novmber 2010. 

2010 vs. 2009 

$ 139 
54 
48 
I 3  
18 
34 
(4) 
(4) 

( 2 2 )  
(16) 

6 
21 

45 

$ 33x 

Relates to costs associated with a PUC-approved energy efficiency and conservation plan. Thesz costs are recovered in cuswincr rates. There are currently I 5  Act I29 
programs which began in 2010 and continued to ramp up in 201 I .  
In Mnrch 20 IO,  tlie Montane Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the crse o f  certain Monlma 
streambeds. As a result, in the f irst quarter of 2010, I'PL. Montana recorded a charge o f  $56 million, representing estimated rental compensation for the first quarter of 2010 
and prior years, including interest. The puitioii of the total charge recorded to "Other operation and maintenance" on the Staternent o f  Income totaled $49 miHioii. In 
August 2010, PI'L. Montana filed a petition for a wri i  of certiorari with the U S.  Supreme Court requesting the Court's review o f  h i s  matter. In June 201 I ,  111'3 U.S Supreme 
Court granted PI'L Montana's petition. In February 20 12, the U.S. Supreme Cowl  overturned the Montana Supreme Court decision and reminded tlie case to the Montana 
Supreme Court for further proczedings consistent with the U S. Supreme Court's opinion. As a result, PPL. Montana reversed i ts  tolal loss accrual o f  $89 million, which Iiild 
been recorded prior to the U S. Supreme Court decision, of wliicli $75 million was credited to "Otlier operation and maintenance" on the Statement ol Income. 
In 201 0, PPL. Electric increased it; vegetiition management around i t s  230- and 500-kV transmission lines in response to fcderal reliability requirements for trzilnsmission 
vegeta f ion ma nageinen t , 
201 1 compared with 2010 was higher primarily due to $I I million of higher payroll-related costs, $10 million ofhigher outage costs and $8 million ofhigher costs from the 
refueling outage. 2010 compared with 2009 was Iiiglier primarily due to $10 million of higher p:iyroll-related costs, $8 mil l ion o f  14igher outage costs and $5 million o f  
higher project costs 
201 I compared with 2010 was Iiiglier primnrily due to $8 million of lower insurance proceeds. 2010 compared with 2009 was lower primarily due to $10 million ofhigher 
insurance pioceeds. 
201 I compared with 2010 was higher primarily due to plant outage costs of $13 million. 
Represents the charge related to tlie February 2009, announcement of workforce reductions that resulted i n  the e!ircination o f  certain management and s tan  positions 
201 I compared with 2010 was lower due to lower impairment charges of sulfur dioxide emission allowances. 2010 compared with 2009 was lower primarily due to lower 
impairment charges of  sulfur dioxide emission allowances. 
201 1 compared with 2010 was higher primarily due to SMGT filing for protection under Cliapter I I o l t l i e  U.S B:inkruptcy Code, $ 1  1 million o f  damages billed to SMGT 
were fully reserved. 
Both periods were Iiiglier due to Iiiglier pension costs resulting primarily from increased amortization o f  actuarial losses 
701 I includes $93 million 01 severance compensation, early retirement deficiency rosts and outplacement services for employees separating from h e  W P D  M idlaiitls 
companies :is a result ora reorganization to triinsition the WPD Midlands companies to the sane operating striicture as  WPD (South West) and WI'D (South Wsles) and S3.5 
million of other acquisition related costs. 
lhcre are no comparable amounts in the 2010 period as WPD Midlands was acquired in April 201 I"  201 I includes eight montlis ofactivity as WPD Midlands' results are 
recorded on a one-month lag. 

Depreciation 

The changes in depreciation expense were dtie lo: 

Additions to PP&E (a) 
L.KE (b) (c) 
WPD Midlands (d) 
U K foreign currency exchange rates 
Total 

201 I vs. 20l0 

$ 20 
285 
95 
4 

$ 404 

201 0 vs. 2009 

$ 52 
49 

$ 101 

(a) 

(b) 
( c )  

For 201 I compared with 2010, the $20 million increase was partially due to PP&E additions as part of PPL Electric's ongoing efforts to replace aging infrastructure For 2010 
compared with 2009, $21 million of  the Increase was primarily due to the completion of environmental projects at Brunner Island in  2009 and 2010 
For 201 I compared with 2010, $32 milliori o f  depreciation expense related to TC2, which began to dispatch in January 201 I .  
Amounts in each period are not comparable. 2010 includes two months of activity for LKE as i t  was acquired in November 20!0 
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(d) There are no cornpiiriible amounts i i i  2010 for WPD Midlands as it was acquired in April 201 I 201 I includes eight months of activity for WPD Midlands, as its results are 
recorded on a one-inoiilh lag" 

xes, Other T h a n  Income 

The changes in taxes, other than income were due to: 

201 1 VS. znin znin VS. 2009 

Pennsylvania gross receipts tax (a) 
Domestic property tax expense (b) 
Domestic sales and use tax 
Pennsylvania capital stock tax (c) 

WPD Midlands (e) 
Other (r) 
Total 

LX': {d) 

(a) 

(b) 
(c )  

(d) 
(e) 

(9 

The decrease in 2010 compared with 2009 was primarily due to a decrease in electricity revenue as customers chose alternative suppliers in 20 10. This tax is included in 
"Unregulated Gross Energy Margins" and "Pennsylvania Gross Delivery Margins" above. 
The decrewe in 201 1 coinpared wilh 2010 was primarily due to the amortization of the PURTA refund This tax i s  included in "Pennsylvania Gross Delivery Margins" above 
The iiicressc in 201 I cornpzired with 2010 was due in part to the expiration of the Keystone Opportunity Zone credit in 2010 and an agreed to change in a capital stock filing 
position with the state. 
Amounls in each period are not comparable. 2010 includes two months of activity as L.KE was acquired in November 2010. 
There are no coinptirable amounts in the 2010 period as WI'D Midlands was acquired in  April 201 I .  201 1 includes 8 months of activity as WPD Midlands' results are 
recorded on a one-month lag 
lhe decrease in 2010 compared with 2009 primarily relates to lower WPD real estate tax expense due to reductions in tax rates. 

Other Income (Expense) - net 

The $35 million increase in other income (expense) - net in 201 1 compared with 2010 was primarily attributable to: 

4 a $22 million gain on the accelerated amortization of the fair value adjustment to the debt recorded in connection with previously settled fair 
value hedges The accelerated amortization was the result of the  July 201 1 redemption of PPL. Electric's 7.125% Senior Secured Bonds due 
2013; 
$29 million of net losses reclassified from AOCl into earnings in  2010 resulting from the discontinuation of interest rate swaps entered into 
in anticipation o r a  debt issuance by PPL Energy Supply; 
$7 million of increases in gains from economic foreign currency exchange contracts; 
$31 million of LKE other acquisition-related costs recorded in 2010; 
$55 million of WPD Midlands other acquisition-related costs recorded in 201 I ,  including U.K. stamp duty tax; and 
a $57 million foreign currency loss related to the repayment of the 201 I Bridge Facility borrowing, offset by a $55 million gain on foreign 
currency forward contracts that hedged the repayment of such borrowings 

E 

a 

The $78 million decrease in other income (expense) - net in 2010 compared with 2009 was primarily attributable to: 

E 

e 

E 

E 

$29 million oinct losses reclassified from AOCI into earnings in 20 I O  resulting from the discontinuation of interest rate swaps entered into 
in anticipation of a debt issuance by PPL. Energy Supply; 
$31 million of LKE other acquisition-related costs recorded in 2010; 
a $29 million gain on PPL Energy Supply's tender offers to purchase up to $250 million aggregate principal amount of certain of its 
outstanding senior notes including net gains on related cash flow hedges that were reclassified from AOCl into earnings in 2009; and 
a $12 million increase in gains from economic foreign currency exchange contracts. 

Other-Than-Temporary Impairments 

Other-than-temporarynp~r~iry impairments decreased by $15 million in 20  10 compared with 2009, primarily due to stronger returns on NDT investments 
caused by market fluctuations within the financial markets. 

Interest Expense 

The changes in interest expense were due to: 
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201 1 Bridge Facility costs related to the acquisition of WPD Midlands (Notes 7 and 10) 
10 Bridge Facility costs rel:rted to the acquisition of LKE (Notes 7 and 10) 
3 Equity Units (a) 
I I Equity Units (b) 

Interest expense on the March 2010 WPD (South Wales) and WPD (South West) debt issuance 
Inflation adjustment on U K. Index-linked Senior Unsecured Notes 
LKE (c) 
WPD Midlands (d) 
Hedging activities 
Capitalized interest 
Net amortization of debt discounts, premiums and issuance costs 
Montana hydroelectric litigation (e) 
Other short-term and long-term debt interest expense 
Other 
Total 

201 I v5.2010 

$ 44 

20 I O  vs. 2009 

(80) $ 80 
28 31 
34 
I I  25 
5 23 

I26 20 
I54 

I I  15 
(17) 14 

3 13 
(20) 10 

I I  (20) 
( 5 )  ( 5 )  

$ 305 $ 206 

(a) 
(b) 
(c) 
(d) 

(e) 

Interest related to the June2010 issuance to support the November 2010 LKE acquisition 
Interest related to the April 201 1 issuance to support the April 201 1 WPD Midlands acquisition. 
Amounts in each pcriod are not comparable. 2010 includes two months of activity as LKE was acquired in November 2010 
lhere  are no comparable amounts i n  2010 as WPD Midlands was acquired in April 201 I .  201 I includes eight months of activity as WPD Midlands' results are recorded on a 
one-month lag 201 I Bridge Facility costs of $23 million are included in "201 I Bridge Facility costs related to tlie acquisition of WPD Midlands" above. 
In March 2010, the Montana Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments fortlte use ofcertain Montana 
streambeds. As a result, i n  tlie first quarter of 2010, I'PL. Montana recorded $7 million of interest expense on rental compensation covered by the court decision. In  August 
2010, PPL Montana filed ii petition for a writ ofcertiorari with the U.S. Supreme Court requesting tlie Court's review of this matter. In June 201 I ,  the U.S. Supreme Court 
granted PPL Montmi's petition" Oral argument was held in December 201 I .  PPL Montana continued to accrue interest expense on the rental compensation covered by the 
court decision. I n  February LO 12, the U S Supreme Court overturned the Montana Supreme Court decision and remanded tlie case to the Montana Supreme Court for further 
proceedings consistent with the U S. Supremc Court's opinion. As a result, PPL. Montana reverscd its tota! loss accrual of $89 million, which hild been recorded prior to tlie 
U.S Supreme Court decision, of which $14 million was credited to "Interest Expense" on the Statement of income 

Income Taxes 

The changes in income taxes were due to: 

201 I vs. 2010 20 IO vs. 2009 

'qher pre-tax book income 

.dte deferred tax rate change (b) 
te valuation allowance adjustments (a) 

Federal income tax credits 
Domestic manufacturing deduction ( c )  
Federal and state tax reserve adjustments (d) 
Federal and state tax retuni adjustments 
U.S income tax on foreign earnings net of foreign tax credit (e) 
U K. Finance Act adjustments (I) 
Foreign valuation allowance adjustments (g) 
Foreign tax reserve adjtislments (g) 
U.K. capital loss benefit (g) 
Health care reform 
LKE (11) 
Depreciation not normalized (a) 
WPD Midlands ( i )  
Other 
Total $ I58 

(a) Reflects the impact of Pennsylvania Department of Revenue interpretive guidance issued during 201 I on the treatment of bonus depreciation for Pennsylvania income tax 
purposes. In accordance with Corporation Tax Bulletin 201 1-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in  the same year bonus depreciation is 
allowed for federal income tax purposes. Due to the decrease in taxable income related to bonus deprecitltion and a decrease in projected future taxable income, PPL recorded 
a $43 million state deferred income tax expense related to deferred tax valuation allowances during 201 1 

Additionally, tlie 100% Pennsylvania bonus depreciation deduction created a current state income tax benefit for tlie flow-through impact of Pennsylvania regulated state tax 
depreciation 

Pennsylvania I-1.B 153 I ,  enacted during 2009, increased the net operating loss limitation 10 20% oftaxablc income for tax years beginning in 2010. During 2009, based on the 
projected revenue increase due to the expiration of the Pennsylvania generation rate caps in 201 0, PPL recorded a $ 1  3 million slate deferred income tax benefit related to the 
reversal o f  deferred tax valuation allowances for a portion of its Pennsylvania net operating losses. During 2010, PPL recorded an additional $72 million state deferred income 
tilx benefit related to the reversal of deferred tax valuation allowances related to the future projections of  taxable income over the remaining carryforward period of the net 
operating losses 
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During 201 I ,  PPL completed the sale o f  certain non-core generating assets (see Note 9 to tlie Financial Statements for additional information). Due to changes in stale 
apportionment resulting in the reduction in the fiiture estimated state tax rate, PPL recorded a deferred tax benefit related to i ts  December 3 I ,  201 I state deferred tax liabilities. 
In December 2010, Congress enacted legislation allowing for 100% bonus depreciation on qualified property The increased tax depreciation eliminated tlie income tax benefit 
related to the domestic manufacturing deduction i n  201 I 
In 1997, the U.K imposed a Windfall Profits 1-ax on privatized utilities, including WPD. In September 2010, the U S. Tax Court ruled in PPL.'s favor in a dispute with the IRS, 
concluding that the U.K. Windfall Profits Tax is  a creditable tax for U.S. tax purposes. As a result and with the finalization o f  other issues, PPL recorded a 8 4 2  million tax 
benefit in 2010. In January 201 I ,  tlie IRS appealed the U S  Tax Court's decision to the U S. Court o f  Appeals for the Third Circuit. In December 201 I ,  tlie Third Circuit 
issued i ts  opinion reversing the Tax Court's decision and holding that tlie Windfall Profits Tax is  not a creditable tax. As a result o f  the Third Circuit's adverse determination, 
PPL recorded a $39 million expense in 201 I .  O n  February 27, 2012, PPL. filed with the Third Circuit a petition for rehearing o f  i t s  opinion on this matter. 

In 2010, the U S. Tax Court ruled in PPL's favor in a dispute with the IRS, concluding that street lighting assets are depreciable for tax purposes over seven years As a result, 
PPL. recorded a $7 million tax benefit to federal and state income tax reserves and related deferred income taxes during 2010. 

During 201 I ,  2010 and 2009 PPL. recorded a $6 million, $7 million and $6 million tax benefit to federal and state income tax reserves rcla:cd lo strmded cost securitization. 
During 201 1 ,  PPL recorded a $28 million federal income tax benefit related to U.K pension contributions. 

During 2010, PPL. recorded additional U.S income tax expense resulting from increased taxable dividends and certain restructuring of U K. entities. 
The U.K.'s Finance Act of 201 I ,  enacted during 201 I ,  included reductions in the U K. statutory income tax rate. The statutory income tax rate was reduced from 27% to 26% 
retroacrive to April I ,  201 1 and will be reduced from 26% to 25 % effective April I ,  2012. As a result, PPL. reduced its net deferred tax liabilities and recognized a deferred lax 
benefit o f  $69 million in 201 I .  WPD Midlands' portion o f  the deferred tax benefit i s  $34 million. 

The U.K.'s Finance Act of 2010, enacted during 2010, included a reduction in the U.K. statutory income tax rate. Effective April 1 ,  201 I ,  the statutory income tax rate was 
reduced from 28% to 27%. As a result, PPL. reduced its net deferred tax liabilities and recognized a delerred tax benefit of $ I  8 million during 2010. 
During 201 I ,  WPD reached an agreement with the IiM Revenue & Customs, the U K. tax authority, related to the amount o f  the capital losses that resulted from prior years' 
restructuring i n  the U.K and recorded a $147 million foreign tax benefit for the reversal oftax reserves related to the capital losses. Additionally, WPD recorded a $147 
million valuation allowance for the amount o f  capital losses that, more likely than not, wi l l  not be realized. 

During 2010, PPL. recorded a $261 million foreign tax benefit in conjunction with losses resulting rrom restructuring in the U.K. A portion of tliese losses offset lax on a 
deferred gain from a prior year s:ile o f  WPD's supply business WPD recorded a $21 5 million valuation allowance for the amount o f  capital losses that, more likely tlian not, 
wi l l  not be realized. 

During 2009, I'PL recorded a $46 million foreign tax benefit and a related $46 million tax reserve related to losses resulting (iom restructuring in the U K. Additiunally, P P L  
recorded a $29 million foreign tax benefit related to the resolution of a tax dispute and foreign currency exchange losses 
Amounts in each period are not comparable 2010 includes two months of activity as LKE was acquired in November 2010 
There iire no comparable amounts in 2010 as WPD Midlands was acquired in April 201 I I 201 I includes eight months o f  activity as WPD Midlands' results are recorded on a 
one-month lag. 

See Note 5 to the Financial Statements for additional information on income taxes. 

_~scontinued Operations 

Income (L.oss) from Discontinued Operations (net of income taxes) increased by $19 million in 201 1 compared with 2010 and decreased by $10 
million in 2010 compared with 2009. Both periods were irnpacted by after-tax impairment charges recorded in 2010 totaling $62 million related 
to assets associated with certain non-corc generation facilities sold in 201 1 that were written down to their estimated fair value (Icss cos1 to 
sell). The impacts of these charges were offset by the net results of certain other discontinued operations. Sec Note 9 to the Financial 
Staletnents for additional information. 

Financial Condition 

Liquidity and Capital Resources 

PPL expects to continue to have adequate liquidity available through operating cash flows, cash and cash equivalents and its credit 
facilities. Additionally, subject to market conditions, PPL currently plans to access capital markets in 201 2. 

PPL's cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties including, but not 
limited to: 

o changes in electricity, fuel and other commodity prices; 
operational and credit risks associated with selling and marketing products in the wholesale power markets; 
potential ineffectiveness of the trading, marketing and risk management policy and programs used to mitigate PPL,'s risk exposure to adverse 
changes in electricity and fuel prices, interest rates, foreign currency exchange rates and counterparty credit; 

o 
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unusual or extreme weather that may damage PPL's transmission and distribution facilities or affect energy sales to customers; 
reliance on transmission and distribution facilities that PPL. does not own or control to deliver its electricity and natural gas; 
unavailability of generating units (due to unscheduled or longer-than-anticipated generation outages, weather and natural disasters) and the 
resulting loss of  revenues and additional costs of  replacement electricity; 
the ability to recover and the timeliness and adequacy of recovery of costs associated with regulated utility businesses; 
costs of compliance with existing and new environmental laws and with new security and safety requirements for nuclear facilities; 
any adverse outcome of legal proceedings and investigations with respect to PPL,'s current and past business activities; 
detcrioration in the financial markcts that could make obtaining new sources of bank and capital markets funding more dif?icult and more 
costly; and 
a downgrade in PPL's or its rated subsidiaries' credit ratings that could adversely affect their ability to access capital and increase the cost of 
credit facilities and any new debt. 

See "Item 1A. Risk Factors'' for further discussion of risks and uncertainties affecting PPL,'s cash flows. 

At December 3 1, PPL. had the following: 

201 1 2010 2009 

Cash and cash equivalents 
Short-tcrm investments (a) 

Short-term debt 

9; 1,202 $ 925 $ 801 
16 163 

$ 1,218 $ 1,088 $ 80 1 

$ 578 $ 694 $ 639 

(XI)  201 0 amount represents tax-exempt bonds issued by Louisville/Jefferson County, Kentucky on behalf of L.G&E that were subsequently purchased by L.G&E. Sucll bonds were 
remarketed to unaffiliated investors in January 201 I .  See Note 7 to the Financial Statements for further discussion 

At December 3 1,201 1, $41 1 million of cash and cash equivalents and $16 million of  short-term investments were denominated in GBP. If these 
amounts would be remitted as dividcnds, PPL. may be subject to additional U.S. taxes, net of allowable foreign tax credits. Historically, 
dividends paid by foreign subsidiaries have been distributions of the current year's earnings. See Note 5 to the Financial Statements for 
additional information on undistributed earnings of WPD. 

T h e  changes in PPL's cash and cash equivalents position resulted from: 

201 1 2010 2009 

Net cash provided by operating activities 
Net cash provided by (used in) investing activities 
Net cadi provided by (used in) financing activities 
Effect of exchange rates on cash and cash equivalents 
Net Increase (Decrease) in Cash and Cash Equivalents 

(45) 13 
$ 277 $ 124 9; (299) 

Operating Actj_iv(ies 

Net  cash provided by operating activities increased by 23%, or $474 million, in 201 I compared with 2010. The incrcase was the net effect of: 

operating cash provided by L,KE, $743 million, and WPD Midlands, $234 million; 
cash from componcnts of working capital, $435 million, primarily related to changes in prepaid income and gross receipts taxes; partially 
offset by 
reduction in cash from counter party collateral, $172 million: 
lower gross energy margins, $240 million after-tax: 
proceeds from monetizing certain full-requirement sales contracts in 201 0, $249 million: 
higher interest payments of  $44 million; and 
increases in other operating outflows of $233 million (including $90 million of  higher operation and maintenance expenses and defined 
benefits funding). 

Net cash provided by operating activities increased by IO%, or $181 million in 2010 compared with 2009. The expiration of the long-term 
power purchase agreements between PPL Electric and PPL EnergyPlus at the end of 2009 cnabled PPL. 
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EnergyPlus to sell power at  higher market prices and had a positive impact on net income, and specifically on "unregulated gross energy 
margins" which increased over $600 million, after-tax, in 2010 compared with 2009, and therefore, was the primary driver to the above 
iqcrease. The positive impact of additional carnings was panially offset by a reduction in the amount of  counterparty collateral received and by 

litional defined benefit plan contributions. 

A significant portion of PPL.'s Supply segment operating cash flows is derived from its competitive baseload generation business activities. PPL, 
employs a formal hedging program for its baseload generation fleet, the primary objective of which is to provide a reasonable level of near-term 
cash flow and earnings certainty while preserving upside potential of  power price increases over the medium term See Note 19 to the Financial 
Statements for fnrther discussion. Despite PPL's hedging practices, future cash flows from operating activities from its Supply segment are 
influenced by commodity prices and therefore, will fluctuate from period to period 

PPL.'s contracts for the sale and purchase of clectricity and fuel often require cash collateral or other credit enhancements, or reductions or 
terminations of a portion of the entire contract through cash settlement, in the event o f a  downgrade of PPL's or its subsidiaries' credit ratings or 
adverse changes in market prices. For example, in addition to limiting its trading ability, if PPL's or its subsidiaries' ratings were lowered to 
below "investment grade" and there was a 10% adverse movement in energy prices, PPL estimates that, based on its December 3 I ,  20 I 1 
positions, it  would have had to post additional collateral of approximately $435 million with respect to electricity and fuel contracts. PPL has in 
place risk management programs that are designed to monitor and manage its exposure to volatility of cash flows related to  changes in energy 
and fucl prices, interest rates, foreign currency exchange rates, counterparty credit quality and the operating performance of its generating units. 

Lnvestjng A-ctkitics 

The primary use of cash in investing activities in 201 1 was for the acquisition of WPD Midlands. In 2010, the primary use of cash in investing 
activities was for the acquisition oTLKE. In 2009, the primary use of cash in investing activities was for capital expenditures. See "Forecasted 
Uses of Cash" for detail regarding projected capital expenditures for the years 2012 through 2016. 

Net cash used in invcsting activities was $7.9 billion in 201 1 compared with $8 2 billion in 2010. The 201 1 amount inciudcs the use of $5.8 
billion of cash for the acquisition of WPD Midlands, while 2010 includes $6 8 billion for the acquisition of LKE. See Note 10 to the Financial 
Statcnients for additional information regarding the acquisitions Excluding the impact of the acquisitions, net cash used in investing activities 
increased by $772 million in 201 1 compared with 2010. This increase reflects $890 million of higher capital expenditures and a $228 million 
nct change in restricted cash, partially offset by $219 million of additional proceeds from the sale of certain businesses or facilities and $163 
million of proceeds from the sale of investments, other than securities in the nuclear plant decommissioning trust funds. PPL received proceeds 
4 $381 million in 201 I from the sale of  certain non-core generation facilities compared with proceeds of$162 million in 2010 from the sale of 
: Long Island generation business and certain Maine hydroelectric generation facilities. See Note 9 to the Financial Statements for additional 
lormation on thc sale of these businesses or facilities. 

Net cash used in investing activities was $8 2 billion in 2010 compared with $880 million in 2009. The 2010 ainount includes the use of $6.8 
billion of cash for  the acquisition of L.KE. See Note I O  to the Financial Statements for additional information regarding this 
acquisition. Excluding the impact of the acquisition, net cash used in investing activities increased by $537 million in 2010 compared with 
2009. This incrcase rcflects $372 million of higher capital expenditures, $133 million net change in restricted cash and $154 million of lower 
proceeds from thc sale of investmcnts, other than securities in the nuclear plant decommissioning trust funds, partially offset by $81 million of 
additional procceds from the sale of certain businesses or facilities. PPL, received proceeds o f $ l 6 2  million in 2010 for the sale of the L.ong 
Island generation busincss and certain Maine hydroelectric generation facilities compared with proceeds of $81 million in 2009 from the sale of 
the majority of its Maine hydroelcctric generation businesses. Sce Notc 9 to the Financial Statements for additional information on the sale of  
these businesses or facilities 

_ _  Financing Activities 

Net cash provided by financing activities was $5.8 billion in 20 1 1 compared with $6.3 billion in 2010, primarily as a result of the issuances of 
long-term debt and equity rclated to the acquisition of WPD Midlands in 201 1 and the acquisition of LKE in 2010. The change from 201 1 to 
20 10 primarily rcflects increased issuances of long-term debt and equity related to the acquisition of WPD Midlands in 20 1 I .  
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Net cash provided by financing activities was $6.3 billion in 2010 compared with $1.3 billion of cash used in financing activities in 2009. The 
change froin 2009 to 2010 primarily reflects increased issuances of  long-term debt and equity related to the acquisition of L.KE in 2010 as well 
-Q fewer retirements of long-term debt in 2010. 

1 201 I ,  cash provided by financing activities primarily consisted of net debt issuances of $4.4 billion and $2.3 billion of net proceeds from the 
issuance of common stock, partially offset by common stock dividends paid of$746 million and debt issuance and credit facility costs paid of 
$102 million. 

In 2010, cash provided by financing activities primarily consisted of net debt issuances of $4.7 billion and $2.4 billion of  net proceeds from the 
issuance of common stock, partially offset by common stock dividends paid of $566 million and debt issuance and credit facility costs paid of 
$175 million. 

lq 2009, cash used in financing activities primarily consisted of net debt retirements of $770 million and common stockdividends paid ofS517 
million, partially offset by $60 million of common stock sale proceeds. 

See "Forecasted Sources of Cash" for a discussion of PPL's plans to issue debt and equity securities, as well as a discussion of credit facility 
capacity available to PPL. Also see "Forecasted IJses of Cash" for a discussion of  plans to pay dividends on common and preferred securities in 
the future, as well as maturities of long-term debt. 

Long-/win Deb1 and Equity Secio-ilks 

PPL.'s long-term debt and equity securities activity through December 31, 201 1 was: 

PPL. Common Stock 
PPL. Capital Funding Junior Subordinated Notes 
PPL. Energy Supply Senior Unsecured Notes (b) 
PI'L. Electric First Mortgage Bonds (c) 
LKE Senior Unsecured Nom 
LG&E and KU Capital L.LC Medium Term Notes (d) 
PPL. WEM Senior Unsecured Notes 
'"PD (West Midlands) Senior Unsecured Notes 

'D (East Midlands) Senior Unsecured Notes 
PD (East Midlands) Index-linked Notes 

Total Cash Flow Impact 
Assumed through consolidation ~ WPD Midlands acquisition: 

WPD (East Midlands) Senior Unsecured Notes (e) 
WPD (West Midlands) Senior Unsecured Notes (e) 

Iota1 Asstilned 
Non-cash Exchanges (f): 

LK E Senior Unsecured Notes 
L.G&E First Morlgage Bonds 
K U  First Mortgage Bonds 

Total Exchenged 
Net Increase 

Debt 
Issuances (a) Iletircnients 

$ 978 
500 9; (750) 
64 5 (458) 

( 2 )  
250 

959 
1,282 

967 

$ 418 
A17 

Equity 
Issuances 

$ 2,328 

$ 2,328 

$ 2,328 

(a) 
(b) 
(c) 
(d) 
(e) 

(f) 

Issuances are net of  pricing discounts, where applicable and exclude the impact of debt issuance costs. 
Senior unsecured notes oT$250 million were redeemed at par prior to their 2046 maturity dale and lhe remaining $500 million were retired upon maturity. 
Retirement rellccts anwunt paid to redeem $400 million aggregate principal amount of  first mortgage bonds prior to their 2013 maturity date. 
Notes were retired upon maturity. 
Reflects fair value adjustments resulting from the preliminary purchase price allocation. The principal amount of each issuance is E250 million, which equated to 
approximately $400 million at the time o f  closing 
In April 201 I ,  L.KE, LG&E and KU each filed a 201 I Registration Statement with the SEC related to offers to exchange securities issued in November 2010 in transactions not 
registered under the Securities Act or 1933 with similar but registered securities. The 201 I Registration Statements became effective in June 201 1 and the exclianges were 
completed in July 20 I I ,  with substantially all securities being exchanged. 

See Note 7 to the Financial Statements for additional infonnation about long-term debt and equity securities. 

ForgcastgdcSources-o f Cash 

PPL, expects to continue to have sufficient sources of  cash available in the near term, including various credit facilities, a commercial paper 
program and operating leases. PPL. and its subsidiaries currently plan to incur, subject to market 
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conditions, up to $300 million of long-term indebtedness in 2012, the proceeds of which will be used for general corporate 
purposes. Additionally, PPL's cash flows will include a full year of WPD Midlands'cash flows in 2012 and forward. 

edit Facilities 

At Dcceinber 3 1, 201 1, PPL.'s total committed borrowing capacity under credit facilities and the use ofthis borrowing capacity were: 

Letters of 
Credit 
Issued 
and 

Commercial 
Committed Paper Unused 
Capacity Borrowed Backslap Capacity 

PPL Energy Supply Credit Facilities (a) 
PPL Electric Credit Facilities (b) 
LG&E Credit Facility (c) 
KU Credit Facilities (c)(d) 

Total Domestic Credit Facilities (e) 

PPL. WW Credit Facility 
WPD (South West) Credit Facility (0 
WPD (East Midlands) Credit Facility (g) 
WPD (West Midlands) Credit Facility (g) 

Total WPD Credit Facilities (h) 

$ 630 $ 2,570 
I 349 

400 

$ 3,200 
350 
400 
598 19R 400 

$ 4,548 $ 829 $ 3,7 I9 

f 150 E I l l  nla f 39 
210 n/a 210 
300 f 70 230 

f 960 f Ill f 141 f 708 

(a) In March 201 I ,  PPL. Energy Supply's $300 million Structured Credit Facility expired. PPL Energy Supply's obligations under this facility were supported by a $300 million 
letter ofcredit issued on PI'L Energy Supply's behalfunder a separate, but  related I300 millior: 5-year credit PgrF,ment, which also expired in March 201 I .  

PPL Energy Supply's Syndicated Credit Facility contains a financial covcnant requiring PPL Energy Supply's debt to total capitalization not to exceed 65%. as calculated i n  
accordance with the facility, and other customary covenants. 
Committed cyaci ty  includes a $150 million credit facility related to an asset-backed commercial paper program through which PPL Electric obtains financing by selling and 
contribufing its eligible accounts receivable and unbilled revenue to a special purpose, wholly owned subsidiary on an ongoing basis. The subsidiary pledges fhese assets to 
secure loans of up to an aggregate of $ I  50 million rrom a commercial paper conduit sponsored by a financial institution. At December 31,201 I ,  based on accounts receivable 
and unbilled revenue pledged, fhe amount available for borrowing under the Facility was limited to $103 million. In July 201 I ,  PPL Electric and the subsidiary extended the 
expiration date of the credit agreement related to  the asset-backed commercial paper program to July 2012 

PPL Electric's Syndicated Credit Facility contains a financial covenant requiring PPL Electric's debt to total capitalization not to exceed 70%, as calculated in accordance with 
tlie credit facility, and other customary covenants. 
In June 201 I ,  LG&E and KU each amended its respective Syndicated Credit Facility such that the fees and the spread to benchmark interest rates for borrowings depend upon 
the respective company's senior secured long-term debt rating rather than the senior unsecured debt rating. L.G&E and KU's Syndicated Credit Facilities each contain a 
financial covenant requiring L.G&E and KU's debt to capitalization not lo exceed 70%. as calculated in accordance with the facilities, and other customary covenants. 
In April 201 I .  K U  entered into a new $198 million letter ofcredit facility that has been used to issue letters ofcredit  to support outstanding tax exempt bonds The hcilily 
contains a financial covenant requiring KU's debt to total capitalization not to exceed 70%, as calculated in accordance with the credit facility. K U  pays customary 
cotnrnifment arid leffer of credit fees under fhe new facility. The facility matures in April 2014. In August 201 I ,  KU amended its letter of credit facility such thal the fees 
depend upon KU's senior secured long-term debt rating rather than the senior unsecured debt rating 
In October 201 I ,  PI'L Energy Supply, I'PL. Electric, LG&E and K U  each amended its respective Syndicated Credit Facility. The amendments included extending the 
expiration dates from December 2014 to October 2016. Under these facilities, PPL. Energy Supply, PPL. Electric, LG&E and KU each continue fo Ilave the abilify to make cash 
borrowings and to requesl the lenders to issue letters of credit 

The commitments under PI'L's domestic credit facilities are provided by a diverse bank group, with no one bank and its afliliates providing an aggregate commitment of more 
than 9% of the total committed capacity. 
I n  January 2012, WPD (South West) entered into a new E245 million syndicated credit facility to replace its existing f210 million syndicated credit facility. Under the new 
hcility, WPD (South West) has the ability to make cash borrowings but cannot request the lenders to issue letters orcredit. WPD (South West) pays customary commitment 
fees under this facility, and borrowings bear interest at LIBOR-based rafes plus a margin. The facility contains financial covenants that require WPD (South West) to maintain 
an interest coverage ratio of not less than 3.0 times consolidated earnings before income taxes, depreciation and amortization and total net debt not in excess of 85% of its 
RAV, in each case calculated in accordance with tlie credit facility. 
In April 201 1,  following the completion of the acquisition of WPD Midlands, WPD (East Midlands) and WPD (West Midlands) each entered into a €300 million 5-year 
syndicated credit Facility. Under the facilities, WPD (East Midlands) and WI'D (West Midlands) each have the ability to make cash borrowings and to request the lenders to 
issue up lo €80 million of letters of credit in lieu ofborrowing. 
At  December 31, 201 I ,  the unused capacity o f  WPDs committed credit Facilities was approximately $1.1  billion. The commitments under WPD's credit facilities are provided 
by a diverse bank group with no one bank providing more than 17% of the total committed capacity. 

(b) 

(c) 

(d) 

(e) 

(0 

(g) 

(11) 
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In addition to the financial covenants noted in the table above, the crcdit agreements governing the above credit facilities contain various other 
covenants. Failure to comply with the covenants after applicable grace periods could result in acceleration o f  repayment of borrowings and/or 
'wninat ion of the agreements. PPL monitors compliance with the covenants on a regular basis. At December 3 I ,  201 1, PPL was in compliance 

h these covenants. At this time, PPL. believes that these covenants and other borrowing conditions will not limit access to these funding 
.drces. 

See Note 7 to the Financial Statements for further discussion of PPL.'s credit facilities. 

Coninzercial Paper- 

In October 201 I ,  PPL, Energy Supply re-activated its $500 million commercial paper program to provide an additional financing source to fund 
its short-term liquidity needs, if and when necessary. Corninercial paper issuances are supported by PPL Energy Supply's Syndicated Credit 
Facility. At December 31,201 1, PPL Energy Supply had $400 million of commercial paper outstanding at a weighted-average interest rrte Gf 
approximately 0.53%. 

PPL Electric maintains a commercial paper program for up to $200 million IO provide an additional financing source to fiind its short-term 
liquidity needs, if and when necessary. Commercial paper issuances arc currently supported by PPL, Electric's Syndicated Credit Facility, which 
expires in October 2016, based on available capacity. 

PPL. Eleclric did not issue any commercial paper during 201 1 I Based on its current cash position and anticipated cash flows, PPL. Electric 
currently does not plan to issue any comnicrcial paper during 2012, but it  may do so from time to time, subject to market conditions, to facilitate 
short-term cash flow needs. 

In February 2012, L.G&E and K U  each established a commercial paper program for up to $2.50 million to provide an additional financing source 
to fund their short-lerm liquidity needs. Commercial paper issuances will be supported by L.G&E and KU's Syndicated Credit Facilities. 

201 I Bridge Facili(y 

In March 201 1, in  connection with entering into the agreement to acquire WPD Midlands, PPL entered into a 364-day unsecured bridge 
financing of up to f3 .6  billion solely to (i) fund the acquisition and (ii) pay certain fees and expenses in connection with the acquisition On 
April 1 ,  201 1, concurrent with the closing of the WPD Midlands acquisition, PPL, Capital Funding borrowed an aggregate of  fl.7.5 billion and 
PPL, WEM borrowed E1.8.5 billion under the 201 1 Bridge Facility. The borrowings bore interest at approximately 2.62%. See Note I O  to the 

iancial Statements for additional information on the acquisition. 

In accordance with the terms of the 201 1 Bridge Facility, PPL Capital Funding's borrowings of E l  .7.5 billion were repaid with approximately 
$2.8 billion of proceeds received from PPL's issuance of  common stock and 201 1 Equity lJnits in April 201 1, as discussed in "L.ong-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 
funded 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 I Bridge Facility, primarily with the proceeds from senior notes issued 
by W P D  (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 I Bridge Facility with l J S .  dollar-denominated 
proceeds received from PPL's issuancc of common stock and 201 1 Equity Units and PPL WEM's issuance of U S .  dollar-denominated senior 
notes, PPL. entered into forward contracts to purchase GBP in order to economically hedge the foreign currency exchange rate risk related to the 
repayment. See Note 19 to the Financial Statements for further discussion. 

Operaling Leases 

PPL and its subsidiaries also have available funding sources that are provided through operating leases. PPL's subsidiaries lease office space, 
land, buildings and certain equipment. These leasing structures provide PPL additional operating and financing flexibility. The operating leases 
contain covenants that are typical for these agreements, such as maintaining insurance, maintaining corporate existence and timely payment of 
rent and other fees. 

PPL, through its subsidiary PPL. Montana, leases a SO% interest in Colstrip Units 1 and 2 and a 30% interest in Unit 3, under four 36-year, non- 
cancelable operating leases. These operating leases are not recorded on PPL's Balance Sheets. The leases place certain restrictions on PPL. 
Montana's ability to incur additional debt, sell assets and declare dividends. At this time, 
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PPL believes that these restrictions will not limit access to these funding sources or cause acceleration or termination of the leases. See Note 7 to 
the Financial Stateinents for a discussion of other dividend restrictions related to PPL subsidiaries. 

3 Note I 1 to the Financial Statements for further discussion of the  operating leases. 

Long-/er-rn Deb1 and Equity Secrir-ilies 

PPL and its subsidiaries currently plan to incur, subject to market conditions, up to $300 million of long-term indebtedness in 2012, the proceeds 
of which will be used for general corporate purposes. 

PPL currently plans to issue new shares ofcommon stock in 2012 in an aggregate amount up to $350 million under its DRIP and various 
employee stock-based compensation and other plans. 

_--_ Forecasted _- Uses-ofcash 

in addition to expenditures required for normal operating activities, such as purchased power, payroll, fuel and taxes, PPL, currently expects to 
incur future cash outflows for capital expenditures, various contractual obligations, payment of dividends on its common and preferred securities 
and possibly the purchase or redemption of a portion of debt securities. 

Capital Exper~di/ur-es 

The table below shows PPL's current capital expenditure projections for the years 201 2 through 201 6. 

Con::trxtion expenditures (a) (b) 
GeneratiE; facilities (c) 
Distribution facilities 
Transmission facilities (d) 
Environmental 
Oilier 

Nuclear fuel (e) 
Total Construction Expenditures 

Total Capital Expenditures 

Projected 
2012 2013 2014 2015 I 2016 

$ 803 9; 636 $ 607 $ 530 9; 4 02 
1,632 1,689 1,658 1,666 1,678 

417 624 59 I 474 373 
695 963 918 730 I22 _. 

133 I47 121 128 120 
3,680 4.059 3.895 3,528 2,695 

I59 172 170 173 1 74 
5 3,839 $ 4,231 $ 4,065 $ 3,701 5 2,869 

la) 
(b) 
(c) 

(d) 

(e) 

Construction expenditures include capitalized interest and AFUDC, which are expected to be approximately $209 million for the years 2012 through 2016. 
Includes expenditures for certain intangible assets 
Includes approximately $700 million of currently estimable costs related to L.KE's replacement of generation units due to EPA regulations not recoverable through the ECR 
mechanism. L.KE expects to recover tliese costs over a period equivalent to the related depreciable lives of the assets through future rate proceedings 
Includes approximately 9; 100 million of currently estimable transmission costs related to LKE's replacement of generation units L.KE expects Io recover these costs over a 
period equivalent t o  the related depreciable lives of the assets tlirougli future rate proceedings. 
Nuclear fuel expenditures include capiialized interest, which is expected to be approximately 525 million for the years 201 2 through 2016. 

PPL,'s capital expenditure projections for the years 201 2 through 201 6 total approximately $18.7 billion. Capital expenditure plans are revised 
periodically to reflect changes in operational, market and regulatory conditions. For the years presented, this table includes projected costs 
related to the planned 1,326 MW of incremental capacity increases for both PPL Energy Supply and L.KE, PPL, Electric's asset optimization 
program focused o n  the replacement of aging transmission and distribution assets and the PJM-approved regional transmission line expansion 
project. This table also includes 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). See Notes 6 and 8 to the Financial Statements 
for information on LG&E's and Kll's ECR plans and the PJM-approved regional transmission line expansion project and the other significant 
development prqjects. 

PPL plans to fund its capital expenditures in 201 2 with cash on hand, cash from operations and proceeds from the issuance of common stock and 
debt securities. 

Contracliral Obligalioris 

PPL, has assumed various financial obligations and commitments in the ordinary course ofconducting its business. At December 31, 201 1, the 
estimated contractual cash obligations of PPL were: 
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Total 2012 2013 - 2014 2015 - 2016 After 2016 

-qperm Debt (a) $ 17,982 $ 1,047 S 2,110 $ 14,825 
rest on L.ong-term Debt (b) 14,731 $ 863 1,721 1,650 10,497 

derating L.eases (c) 789 I25 250 I62 252 
Purchase Obligations (d) 8,703 2,307 2,79 I 1,533 2,072 
Other L.ong-term L.iabilities 

Reflected on the Balance 
Slieet under G A A P  ( e )  (f) 842 412 230 58 I42 

s 43,047 $ 3,707 $ 6,039 $ 5,513 3; 27,788 Total Contractual Cash Obligations 

(a) Reflects principal maturities only based on stated maturity dates, except for PPL. Energy Supply's 5 70% REset Put Securities (REPS). See Note 7 lo the Financial Statements 
for a discusskw of the renlvketing feature related to the REPS, as well as discussion of variable-rate remarketable bonds issued on behalf o f  PPL Energy Supply, LG&E and 
KU. PPL does not have any significant capital lease -bliga!ions 
Assumes interest payments through staled maturity, except for the REPS, for which interest is reflected to the put date. The payments herein are subject to change, as  payments 
for debt that is or becomes variable-rate debt have been estimated and payments denominated in British pounds sterling have been translated to U.S. dollars at a current foreign 
currency exchange rate. 
See Note I I to the Financial Statements for additional information. 
The amounts include agreements to purcliase goods or services that are enforceable and legally binding and specify all significant terms, including: fixed or minimum 
qutlntities to be purchased; fixed, minimtiin or variable price provisions; and the approximate timing of  the transaction. Primarily includes PPL's purchase obligations of 
electricity, coal, nuclear fuel and limestone as well as certain construction expenditures, which are also included in the Capital Expenditures table presented above. Financial 
swaps and open purchose orders that are provided 011 demand with no firm commitment are excluded from the amounts presented. In prior years, PPL included certain energy 
purcliase obligations based on forecasted amounts to be purchased The amounts presented herein are based on actual contract terms. 
The ainoiint~ include W PD's contractual deficit pension funding requirements arising from an actuarial valuation performed in March 2010. The U.K. electricity regulator 
currently allows a recovcry of if substantial portion o l  the contributions relating to tlie plan deficit; however, WPD cannot be certain that this will continue beyond the current 
review period, which extends to March 31, 2015. The amounts also include contributions made or committed to be made for 201 2 for PPL.'s and LKE,'s U.S. pension 
plans See Note 13 to the Finmcial Sc;itetnents for a discussion of expected contributions 

Also included i n  the amounts are contract adjustmetit paymer.s relaled to the Purchase Contract component o f  (lie Equity Units. See Note 7 lo tile Financial Statemenls for 
additional informatioii on tlie Equity Units 
At December 3 I ,  201 I ,  total unrecognized tax benefits of $145 million were excluded from this table as P P L  cannot reasonably estimate tlie amount and period of future 
payments Sec Note S to the Financial Statemenls for additional information. 

(b) 

(c) 
(d) 

(e) 

(f) 

Dividends 

PPL views dividends as an integral component of shareowner return and expects to continue to pay dividends in amounts that are within the 
mtext of maintaining a capitalization structure that supports investment grade credit ratings. In 201 1, PPL, declared the annualized dividend 

e on its common stock at $1.40 per share. In February 2012, PPL. declared an increase to its annualized dividend rate on its coniinon stock to 
a I .44 per share. Future dividends will be declared at the discretion of the Board of Directors and will depend upon fiiture earnings, cash flows, 
financial and legal requircnients and other relevant factors at the time. As discussed in Note 7 to the Financial Statements, subject lo certain 
exceptions, PPL, may not declare or pay any cash dividend on its common stock during any period in which PPL Capital Funding defers interest 
payments on its 2007 Series A Junior Subordinated Notes due 2067, its 4.62% Junior Subordinated Notes due 20 IS, or its 4.32% Junior 
Subordinated Notes duc 201 9 or until dcfcrred contract adjustment payments on PPL.'s Purchase Contracts have been paid. No such deferrals 
have occurred or are currently anticipated. 

PPL, Electric expccts to continue to pay quarterly dividends on its outstanding prefcrcnce securities, if and as declared by its Board of Directors. 

See Note 7 to the Financial Statements for other restrictions related to distributions on capital interests for PPL, subsidiaries. 

Piirchase or Recieniptioti oj Deb! Seciiritiex 

PPL, will continuc to evaluate its outstanding debt securities and may decide to purchase or redeem these securities depending upon prevailing 
market conditions and available cash. 

Rakng Agency Decisions 

Moody's, S&P and Fitch periodically review the credit ratings on the debt and preferred securities of PPL and its subsidiaries. Based on thcir 
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 
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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 

luced access to capital markets. 

As a result of the passage of the Dodd-Frank Act  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 b e  found, without charge, on each of the 
respective ratings agencies' websites, which ratings together with all other information contained o n  such rating agency websites is hereby 
explicitly not incorporated by reference in this report. 

The rating agencies took the following actions related to PPL, and its subsidiaries jn 201 1 

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, L.G&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: 

e 

o 

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 L.G&E; 
the issuer, senior secured ratings, and short-tcrm ratings of KU; 
the issuer and senior unsecured ratings o f  WPD (South West); and 
the issuer and senior unsecured ratings of WPD (South Wales). 

e 

e 

o 

o 

o 

Filch affirmed all of  the ratings for PPL,, PPL, Capital Funding, PPL, Energy Supply, PPL Electric, L.KE, LG&E and KU. 

I April 201 1, Moody's and S&P took the following actions following the completion of the acquisition of WPD Midlands. 

Moody 5: 
e 

e 

o 

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" 
e 

o 

(I 

o 

e 

o 

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 al l  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 
affirmed all of the long-term ratings for PPL, and its rated subsidiaries. 

In May 201 I ,  S&P downgraded the long-term rating of four series ofpollution control bonds issued on behalf of K U  by one notch in connection 
with the substitution of the letters of credit enhancing these four bonds. 

Also in May 201 1, Filch affimied its rating and maintained its outlook for PPL Montana's Pass Through Certificates due 2020. 
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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 provided for prospective amendments to PPL Electric's 200 I Mortgage Indenture, as discussed in "Long-term Debt and Equity 
'kcurities" above. 

. September 201 I, Moody's affirmed the following ratings: 
e 

e 

0 

the issuer ratings for PPL,, L.G&E, and KU; 
the senior unsecured ratings for PPL. Energy Supply and PPL Capital Funding; and 
all of the ratings for L.KE. 

Also in September 201 1, S&P assigned a short-term rating t o  PPL Energy Supply's commercial paper program. 

In Octc5er  201 !, 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 prugrarii. 

In October 201 1, Filch affirmed all of the ratings for PPL, WW, WPD (South West), and WPD (South Wales). 

In November 201 1, Fitch affirmed its rating and revised its outlook to negative from stable for PPL. Montana's Pass Through Certificates due 
2020. 

In December 201 1, Fitch affirmcd the Issuer Default Ratings and individual security ratings of PPL. Corp. and each o f  its domestic subsidiaries. 

In January 2012, S&P affirmed its rating and revised its oiitlook to stable from positive for PPL, Montana's Pass Through Certificates due 2020. 

Ratings Triggers 

As discussed in Note 7 to the Financial Statements, certain o f  Wl'D's senior unsecured notes may be put by the holders back to the issuer for 
redcinption if the long-term credit ratings assigned to the notes by Moody's, S&P or Fitch are withdrawn by any of the rating agencics or rcduced 
to a non-investment grade rating of Bal or BB+ in connection with a restructuring event. A restructuring event includes the loss of, or a material 
adverse change to, the distribution license under which WPD (East Midlands), WPD (South West), WPD (South Wales) and WPD (West 
Midlands) opcrate These notes totaled f3.3 billion (approximately $5 1 billion) at December 3 I ,  201 1 

-*L and PPL. Energy Supply have various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity and 
:I, commodity transportation and storage, tolling agreements, and interest rate and foreign currency instruments, which contain provisions 

,e:quiring PPL and PPL Energy Supply to post additional collateral, or permit the counterparty to terminate the contract, if PPL's or PPL Energy 
Supply's credit rating were to fall below investment grade. See Note 19 to the Financial Statements for a discussion of "Credit Risk-Related 
Contingent Features," including a discussion ofthe potential additional collateral that would have been required for derivative contracts in a net 
liability position a t  December 3 1, 201 1 At December 3 I ,  201 1, if PPL's and PPL, Energy Supply's credit ratings had been below investment 
grade, PPL. would have been required to prepay or post an additional $475 million of collateral to counterpartics for both derivative and non- 
dcrivative commodity and commodity-related contracts used in its generation, marketiiig and trading operations and interest rate and foreign 
currency contracts. 

Guara-ntces for_Subs_j_diaries 

PPL giiarantees certain consolidatcd affiliate financing arrangements that enable certain transactions. Some of the guarantees contain financial 
and other covenants that, if not met, would limit or restrict the consolidated affiliates' acccss to funds under these financing arrangements, 
require early maturity of such arrangements or limit the consolidated affiliates' ability to enter into certain transactions. At this time, PPL. 
believes that these covcnants will not limit access to relevant funding 'sourccs. See Note I 5  to the Financial Statements for additional 
information about guarantees. 

Off-Balance Sheet Arrangements 

PPL has  entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note 15 to the 
Financial Statements for a discussion of these agreements. 
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Risk Management - Energy Marketing & Trading and Other 

“la-rket Risk 

,e Notes 1, 18, and I 9 to the Financial Statements for information about PPL,’s risk management objectives, valuation techniques and 
accounting designations. 

The forward-looking information presented below provides estimates of what may occur in the future, assuming certain adverse market 
conditions and model assumptions. Actual future results may differ materially from those presented These disclosures are not  precise 
indicators of expected future losses, but only indicators of possible losses at a given confidence level. 

Conirnodity Price Risk (Noti-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 competitive generation assets and full-requirement sales and retail contracts. This economic 
activity is subject to changcs in fair value due to market price volatility of the input and output commodities (e.g., fuel and power). Although 
they do not receive hcdge accounting treatment, these transactions are considered non-trading activity. The net fair value of economic positions 
at December 3 1, 201 1 and 2010 was a net liability of $63 million and $391 million See Note 19 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 PPYs non-trading commodity derivative contracts mature at various times through 201 9. 

The following table sets forth the changes in net fair value of PPL‘s non-trading commodity derivative contracts See Notes I8  and 19 to the 
Financial Statements for additional information. 

ir value orcontracts outstanding at the beginning of the period 
itracts reillized or otherwise settled during the period 

. air value ofnew contracts entered into during the period (a) 
Changes in fair value attribuvable to changes in valuation techniques (b) 
Fair value of  LKE derivative contracts at the acquisition date 
Other changes i n  fair value 
Fair value of contracts outstnnding at  the end of the period 

Gains (Losses) 
201 1 2010 

$ 941 $ 1,280 
(517) (478) 

13 ( 5 )  
(23) 

639 197 
$ 1,082 $ 941 

(24) 

(a) 
(b) 

Represents the h i r  value or contracts at tlie end of the quarter of their inception 
In .lune 201 0, PI’L. Energy Supply received market bids for certain full-requirement sales contracts that were monetized in early July. See Note 19 to the Financial Statements 
for additional inlormation. A t  June 10, 20 10, these contracts were valued based on  he bids received (the market approach) In prior periods, tlie fair value of t i m e  contracts 
was ineasured using tlie income approach 

The following table segregates the net fair value of  PPL‘s non-trading commodity derivative contracts at December 31, 201 1 based on whether 
the h i r  value was detcniiincd by prices quoted in active markets for identical instruments or other more subjective means. 

Source of  Fair Value 
Prices quoted in active markets Tor identical instruments 
Prices based on significant other observable inputs 
Prices based on significant unobservable inputs 
Fair viiliie ofcontracts outstanding at the end of  the period 

Net Asset (Liability) 
Maturity Maturity 

Less I t ion  Maturity Maturity in Excess Total Fair  
I Year 1-3 Years 4-5 Years of 5 Years Value 

$ 1 $ I 
713 $ 342 $ ( 1 )  % 15 1,069 

13 (3) 2 12 
$ 127 $ 339 $ 1 %  15 $ 1,082 
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PPL, sells electricity, capacity and related services and buys fuel on a forward basis to hedge the value of energy from its generation assets. If  
PPL. were unable to deliver finn capacity and energy or to accept the delivery of fuel tinder its agreements, under certain circumstances it could 
he required to pay liquidating damages. These damages would be based on tlie difference between the market price and the contract price o f  the 

nmodity. Depending on price changes in the wholesale energy markets, such damages could be significant. Extreme weather conditions, 
planned power plant outages, transmission disruptions, nonperformance by counterparties with which i t  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 thesc risks, there can be no assurance that i t  will be able to fully meet its firm obligations, that i t  will not be required to pay 
damages for failure to perform, or that it will not experience counterparty nonperformance in the future. 

Con?niodity Price Risk (Tradiiig) 

PPL's trading contracts mature a( various times through 20 1.5. The following table sets forth changes in the net fair value of PPL's trading 
commodity derivative contracts. See Notes 18 and 19 to the Financial Statements for additional iafonmtion. 

Coins (Losses) 
201 1 2010 

Fair value of contracts outstanding at the beginning of the period 
Contracts realized or ollienvise setlled during the period 
Fair value of new contracts entered into during the period 
Other changes in fair V I I I I I C  
Fair value of contracts outst;iiitling at the end of the period 

PPL will reverse unrealized losses of approximately $2 million over the next three months as  the transactions are realized. 

The following table segregates the net fair value of PPL.'s trading commodity derivative contracts at Dccrrnber 3 1, 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 
"rices quoted in active markets for identical instruments 

ces based on significant other observable inputs 
ces based on significant unobservable inputs 

Fair value of contracts outst:lnding :it the end of the period 

Less l l i a n  Maturity 
1 Year 1-3 Years 

1 
$ (16) $ I I  

Maturity in Excess Iota1 Fair 
4-5 Years of 5 Years Value 

$ I 
$ I (6) 

1 
$ I $ (4) 

PPL utilizes a VaR model to measure commodity price risk in unregulated gross energy margins for its non-trading and trading portfolios. VaR 
is a statistical model that attempts to estimate the value of potential loss over a given holding period under normal market conditions at a given 
confidence level PPL. calculates VaR 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, PPL,'s non-trading VaR exposure is expected to be limited in the short term. At 
December 31, 201 1 and December 31, 2010, the VaR for PPL's portfolios using end-of-month results for tlie period was as follows. 

95% Confidence L.evel, Five-Day I-lolding Period 
Period End 
Average for the Period 
High 
L.0w 

Trading Val< Nun-lrndiag Val< 
201 1 2010 201 I 2010 

I $  
3 
6 
I 

I $  6 $  5 
4 5 7 
9 7 I2 
I 4 4 

The trading portfolio includes all speculative positions, regardless of the delivery period. All positions not considered speculative are considered 
non-trading. PPL's non-trading portfolio includes PPL's entire portfolio, including generation, with delivery periods throiigh 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 December 3 1, 20 1 I .  
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Meres! Rate Risk 

PPL and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. PPL, utilizes various financial 
rivative instruments to adjust the mix of fixed and floating interest rates in its debt portfolio, adjust the duration of its debt portfolio and lock 
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 December J 1,201 1 and 2010, 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 o f  its domestic and international debt portfolios. PPL estimated that a 10% decrease in interest 
rates at Deceniber 31.201 1 would increase the fair value of its debt portfolio by $635 million, compared with $420 million at Dccember 3 I ,  
20 IO.  

PPL had the following interest rate hedges outstanding at: 

Cash flow hedges 
Interest rate swaps (e) 
Cross-currency swaps (d) 

Interest rate swaps (e) 
Fair value liedges 

Economic hedges 
Interest rate swaps (0 

Includes accrued interest, i f  applicable. 

December 31,201 1 December 31,2010 
m e e t  or a Errect or a 

Exposure 
Hedged 

$ 150 
1,262 

99 

I79 

Fair Value, 
Net _. Asset 

(Liability) (a) 

$ (3) 
22 

10% Adverse 
Movemenl Exposure 
in Rules (b) Hedged 

$ ( 3 )  $ 500 
(187) 302 

349 

(4) I79 

Pair Value, 
Net - Asset 

(Liability) (a) 

$ (19) 
3 5 

20 

(34) 

10% Advcrse 
Movement 
in Rates (b) 

$ (28) 
(18) 

(3) 

(7) 

EfFects of adverse movements decrease assets or increase liahilities, as applicable, which could result in an asset becoming a liability. 
PI'L. utilizes various risk management instruments to reduce its exposure to tlie expected future cash flow variability of its debt instruments. These risks include exposure to 
adverse interest rate movements for outstanding variable rate debt and for future anticipated financing. While PPL. is exposed to clianges in tlie fair value of  these instruments, 
any clianges in tlie fair value o f  sticli cas11 flow hedges are recorded in equity. Tlie changes in  fair value of tliese instruments are then reclassified into earnings in the same 
period during which tlie item being hedged affects earnings. Sensitivities represent a 10% adverse movement in interest rates. Tlie positions outstanding at December 31, 201 I 
mature in 2022. 
PPL WEM, through PPL., and PPL. W W  use cross-currency swaps to hedge the interest payments and principal o f  their U.S. dollar-denominated senior notes wi th maturity 
dates ranging from May 2016 to December 2028. Whi le  PPL. is exposed to changes in the fair value o f  tliese instruments, any change in the fair value of these instruments is 
recorded in equity and reclassified into earnings in [lie same period during wli icl i the item being hedged affects earnings. Sensitivities represent a 10% adverse movement in 
both interest rates and foreign currency exchange rates. 
PPL. utilizes various risk management instruments to adjust tlie mix o f  tixed and floating interest rates in its debt portfblio. Tlie cliange in fair value of tliese instruments, as 
well as tlie offsetting cliange in tlie value 01 tlie hedged exposure of the debt, is reflected in earnings. Sensitivities represent a 10% adverse movement i n  interest r a m  Tlie 
positions outstanding at December 3 I, 201 I mature in 2047. 
I'l't utilizes varioas risk man;~gement instruments to reduce its exposure to tlie expected future cash flow variability of  its debt instruments l l iese risks include exposure to 
;idverse interest rate movements for outstanding variable rate debt and for future anticipated financing. While PPL is exposed to clianges in tlie lair value of tliese instruments, 
any realized clianges in tlie fair value of sucli economic Iiedges are recoverable tlirougli regulated rates and any subsequent clianges in fair value o f  tliese derivatives are 
included in regulatory assets or liabilities. Sensitivities represent a 10% adverse movement i n  interest rates The positions outslanding at December 3 I ,  201 I mature through 
2033 

Foreign Czrrrency Risk 

PPL. is exposed to foreign currency risk, primarily through investments in IJ.K. affiliates. In addition, PPL's domestic operations may make 
purchases of equipment in currencies other than I J S .  dollars. See Note 1 to the Financial Statements for additional information regarding 
foreign currency translation. 

PPL has adopted a foreign currency risk management program designed to hedge certain foreign currency exposures, including firm 
comrnitmcnts, rccognized assets or liabilities, anticipated transactions and net investments. In addition, PPL enters into financial instruments to 
protect against foreign currency translation risk of expected earnings 

PPL had the following foreign currency hedges outstanding at: 

77 



December 31 ,201  1 

Fair Value, Adverse Movement 
Exposurc Net - Asset in Foreign Currency 
Hedged (Liability) Exchange Rates (a) 

Effect of a 10% 

Net investment hedges (b) € 92 $ 1 %  (13) 
Economic hedges (c) 288 I 1  (37) 

Decernbcr 31,2010 
Effect of a I0Y" 

Fair Value, Adverse Movement 
in Foreign Currency 

Hedged (Liability) Exchange Rates (a) 
Exposure Net - Asset 

f 3s $ 7 %  ( 5 )  
89 4 (10) 

(a) 
(b) 
(c) 

Effects of adverse movements decrease assets or increase liabilities, as applicable, which could resulf in an asset becoming a liability 
To protect tlie value o f  a portion of  its net investment in WPD, PPL executes forward contracts to sell GBP 
To economically hedge tlie translation of  cxpected income denominated in GBP to U S dollars, PPL enters into a combination o f  average rate forwards and average rate 
options to sell GBP The forwards and options outstanding at December 31, 201 I liave termination dates ranging from January 2012 through November 2012. 

NDT Funds - Securilies Price Risk 

In connection with certain NRC requirements, PPL Susquehanna maintains trust funds to fund certain costs of decommissioning the 
Susquehanna nuclear plant. At December 31,201 1, these funds were invested primarily in domestic equity securities and fixed-rate, fixed- 
income securities and are reflected at fair value on PPL'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 securities 
included in  the trusts arc exposed to price fluctuation in equity markets, and the values of fixed-rate, fixed-income securities are exposed to 
changes in interest rates. PPL actively monitors the investment performance and periodically reviews asset allocation in accordance with its 
nuclear decommissioning trust policy statement. At December 31,201 I ,  a hypothetical 10% increase in interest rates and a 10% decrease in 
equity prices would have resulted in an estimated $43 million reduction in the fair value of the trust assets, compared with $4.5 million at 
December 31, 2010. See Notes 18 and 23 to the Financial Statements for additional information regarding the NDT funds. 

Defined Benej2 Plans - Securities Price Risk 

See "Application of Critical Accounting Policies - Defined Benefits" for additional information regarding the effect of securities price risk on 
plan assets. 

CredjLRisk 

Credit risk is the risk that PPL would incur a loss as a result of nonperformance by counterparties of their contractual obligations. PPL maintains 
d i t  policies and procedures with respect to counterparty credit (including requirements that countelparties maintain specified credit ratings) 

.d requires other assurances in the rorin of credit support or collateral in certain circumstances in order to limit counterparty credit 
risk. However, PPL has concentrations of suppliers and customers among electric utilities, financial institutions and other energy marketing and 
trading companies. These concentrations may impact PPL's overall exposure to credit risk, posiiivcly or negatively, as counterparties may be 
similarly affected by changes in economic, regulatory or other conditions. 

PPL includes the effect of credit risk on its h i r  value measurements to reflect the probability that a counterparty will default when contracts are 
out of the money (from the counterparty's standpoint). In this casc, PPL would have to sell into a lower-priced market or purchase from a 
higher-priced market. When necessary, PPL records an allowance for doubtful accounts to reflect the probability that a countcrparty will not pay 
for deliveries PPL has made but not yet billed, which are reflected in "Unbilled revenues" on the Balance Sheets. PPL also has established a 
reserve with respect to certain receivables from SMGT, which is reflected in accounts receivable on the Balance Sheets. See Note IS to the 
Financial Statements for additional information. 

In 2009, the PUC approved PPL, Electric's PLR procurement plan for the period January 201 I through May 20  13. To date, PPL, Electric has 
conducted ten of its 14 planned competitive solicitations. 

Under the standard Supply Master Agreement (the Agreement) for the competitive solicitation process, PPL Electric requires all suppliers to post 
collateral if their credit exposure exceeds an established credit limit. In the event a supplier defaults on its obligation, PPL Electric would be 
required to  seek replacement power in the market. All incremental costs incurred by PPL Electric would be recoverable from customers in 
fiitiire rates. At December 3 1, 201 I ,  substantially al l  of the successful bidders under all of  the solicitations had an investment grade credit rating 
from S&P, and were not required to post collateral 
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under the Agreement. There is no instance under the Agreement in which PPL, Electric is required to post collateral to its suppliers 

"Overview" in this Item 7 and Notes IS, 16, I8 and I9 to the Financial Statements for additional information on the competitive 
'citations, the Agreement, credit concentration and credit risk. 

Foreign Currency Translation 

The value of the British pound sterling fluctuates in relation to the CJ.S. dollar. In 201 1, changes in these exchange rates resulted in a foreign 
currency translation loss of $5 1 million, which primarily reflected a $69 million reduction to PP&E offset by a reduction of $1 8 million to net 
liabilities. In 2010, changes in these exchange rates resulted in a foreign currency translation loss of $63 million, which primarily reflected a 
$1 80 million reduction to PP&E offset by a reduction oF$I 17 million to net liabilities. In 2009, changes in these exchange rates resulted in a 
foreign currency translation gain oiSl06 million, which primarily reflected a $225 million increase in PP&E offset by an increase of  $1 19 
million to net liabilities. The impact of foreign currency translation is r e c o r d d  in AOCI. 

Related Party Transactions 

PPL. is not aware of a n y  material ownership interests or operating responsibility by senior management of PPL, PPL, Energy Supply, PPL 
Electric, LKE, LGSrE or K U  in outside partnerships, including leasing transactions with variable interest entities, or other entities doing business 
with PPL.. See Note 16 to the Financial Statements for additional information on related party transactions. 

Acquisitions, Development and Divestitures 

PPL. continuously evaluates potential acquisitions, divestitures and development. 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 1, PPL, through its indirect, wholly owned subsidiary PPL WEM, completed its acquisition of WPD Midlands. In November 2010, 
PPL completed its acquisition of L.ICE. See Note 10 to the Financial Statements for additional information. 

See Notes 8, 9 and 10 to the Financial Statements for additional information on the more significant activities. 

%vironmental Mat te rs  

,otection of the environment is a priority for PPL and a significant element of its business activities. Extensive federal, state and local 
environmental laws and  regulations are applicable to PPL's air emissions, water discharges and the management of hazardous and solid waste, 
among other areas, and the cost 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 thc relevant agencies. Costs may take the form of increased capital or operating and maintenance expenses; monetary 
fines, penalties or rorfeitures 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 cost for their products or their demand for PPL.'s 
services. See "Jtcm I .  Business - Environmental Matters" and Note IS to the Financial Statements for a discussion of environmental matters 

Competition 

See "Competition" tinder each of PPL's reportable segments in "Item 1. Business - Segment Information" and "Item IA. Risk Factors'' for a 
discussion of competitive factors affecting PPL,. 

New Accounting GuidaBc- 

See Notes I and 24 to the Financial Statements for a discussion of new accounting guidance adopted and pending adoption. 
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Application of Critical-Accounting Policies 

';inancia1 condition and resiilts of operations are impacted by the methods, assumptions and estimates used in the application of critical 
ounting policies. The following accounting policies are particularly important to the financial condition or results o f  operations, and require 

timates or other judginents of matters inherently uncertain. Changes in the estimates or other judgments included within these accounting 
policies could result in a significant change to the information presented in the Financial Statements (these accounting policies are also discussed 
in Note I to the Financial Statements). PPL's senior management has reviewed these critical accounting policies, the following disclosures 
regarding their application and the estimates and assumptions regarding them, with PPL.'s Audit Committee. 

I )  Price Risk Management 

See "Price Risk Management" in Note 1 to the Financial Statements, as well as "Risk Management - Energy Marketing & Trading and Other" 
above. 

2) Defined Benefits 

Certain PPL. subsidiaries sponsor various qualified funded and non-qualified unfunded defined benefit pension plans. Certain PPI., subsidiaries 
also sponsor both funded and unfunded other postretirement plans. These plans are applicable to the majority of the employees of PPL.. PPL 
and certain of its subsidiaries rccord an asset or liability to recognize the funded status of all defined benefit plans with an offsetting entry to OCI 
or regulatory assets and liabilities for amounts that are expected to be recovered through regulated customer rates. Consequently, the funded 
status of all defined bencfit plans is fully recognized on the Balance Sheets See Note I ?  to the Financial Statements for additional information 
about the plans and the accounting for defined benefits. 

PPL and its subsidiaries inakc certain assumptions regarding the valuation of benefit obligations and the performance of  plan assets. When 
acwl.nting f w  delined bcnefits, delayed recognition in earnings of differences between actual results and expected or estimated results is a 
guiding principle A n n d  net periodic defined benefit costs are recorded il l  current earnings based on estimated results. Any differences 
bctwecn actual and estimated results are recorded in OCI or regulatory assets and liabilities for amounts that are expected to be recovered 
through regulated customer rates These amounts in AOCl or regulatory assets and liabilitics are amortized to income over future periods. The 
delayed recognition allows for a smoothed recognition of costs over the working lives o f  the employees who benefit under the plans. The 
primary assumptions are: 

- Discount Rate - The discount rate is used in calculating the present value of benefits, which is based on projections o f  benefit payments to 
be made in the future. The objective in selecting the discotint rate is to measure the single amount that, if invested at the measurement date 
in a portfolio of high-quality debt instruments, would provide the necessary future cash flows to pay the accumulated benefits when due. 

o Expected Rcturn on Plan Assets - Management projects the long-term rates of return on plan assets based on historical performance, future 
cxpectations and periodic portfolio rcbalancing among the divcrsified asset classes. These projected rctums reduce the net benefit costs PPL 
records currently. 

Rate of Compensation increase - Management prqjects employees' annual pay increases, which are used to project employees' pension 
benefits at retirement. 

e Health Care Cost Trend Rate - Management projects the expected increases in the cost of  health care. 

In selecting a discount rate for its [J.S. defincd benefit plans, PPL starts with a cash flow analysis of the expected benefit payment stream for its 
plans. For 201 0, these plan-spccific cash flows were matched against a spot-rate yield curve to determine the assumed discount rate. To develop 
the spot-rate yield curve, the full universe of Aa-rated non-callable (or callable with make-whole provisions) bonds, served as the base from 
which those with the lowest and highest yields were eliminated to develop an appropriate subset of  bonds from which the ultimate yield curve 
would be built At that time, Management believed this plan-specific cash flow matching model represented the best available tool for 
estimating the discount rate Beginning in 201 I ,  PPL utilized a new tool that enhanced this plan-specific cash flow matching methodology by 
primarily matching the plan-spccific cash flows against the coupons and expected matiirity values of individually selected bonds. This bond 
matching process begins with the same subset of the universe of Aa-rated corporate bonds from which those with the lowest and highest yields 
were eliminated, similar to the yicld curve approach. Individual bonds wcre then selected based on the timing of each plan's cash flows and 
parameters were established as to the percentage of each individual 
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bond issue that could be hypothetically purchased and the surplus reinvestment rates to be assumed. This  process more accurately approximated 
the process o f  settlement of the obligations, which better aligns with the objective of selecting the discount rate. At December 3 I ,  201 I ,  PPL 
decreased the discount rate for its U S. pension plans from 5 42% to 5.06% and decreased the discount rate for its other postretirement benefit 

a s  from 5.14%0 to 4.80%. 

I n  201 1 and 2010, a similar process to the 2010 approach described above was used to select the discount rate for the 1J K. pension plans, which 
used an iBoxx British pounds sterling denominated corporate bond index as its base. This discount rate selection methodology was not modified 
for the U.K. pension plans because the universe of bonds in the U.K. is not deep enough to adequately support a bond matching process. At 
Deccmber 3 1, 201 1, the discount rate ibr thc U.K. pension plans was decreased from 5.54% to 5.24% as a result of this assessment. 

The expected long-term rates of return for PPL's U.S. defined benefit pension and other postretirement benefit plans have been developed using a 
best-estimate of expected returns, volatilities and correlations for each asset class. PPL management conohorates these rates with expected long- 
term rates of return calculated by its independent actuary, who uses 3 building block approach that begins with a risk-free rate of return with 
factors being added such as inflation, duration, credit spreads and equity risk Each plan's specific asset allocation is also considered in 
developing a reasonable retum assumption. 

Based on PPL's change to a liability-driven investment strategy, PPL.'s U S .  defined benefit pension assets have shifted into a greater proportion 
of fixed-income investmcnts. Based on this change in investment strategy, at December 31,201 1,  PPL,'s expected return on plan assets 
decreased from 7.25% to 7.07% for its U.S. pension plans and decreased from 6.57% to 5.93% for its other postretirement benefit plans. The 
expected long-term rates of return for PPL,'s U.K.  pension plans have been developed by PPL, management with assistance from an independent 
actuary using a best-estiinatc of expected returns, volatilities and corrclations for each asset class. For the lJ.K. plans, PPL's expected return on 
plan assets decreased from 7.86% to 7.17% at December 3 1, 201 1. This decrease was primarily the result of  the acquisition of WPD Midlands 
and its pension plan, which has a greatcr portion of assets invested in fixed income securities resulting in a lower rate of retum. 

In selecting a rate of coinpcnsation increase, PPL. considers past experience In light of movements in inflation rates. At December 3 I ,  201 I ,  
PPL.'s rate of compensation increase changcd from 4.88% to 4~02% for its US. pension plans aid 4.90% to 4.00% for its other postretirement 
benefit plans. For the U.K. plans, PPL.'s rate of  compensation increase remained a t  4.00% at December 31, 201 1 "  

In selecting health care cost trend rates, PPL considers past performance and forecasts of health care costs. At Deceinbcr 3 I ,  20 I I ,  PPL.'s health 
care cost trend ratcs were 8.50% for 2312, gradually declining to 5.50% for 2019. 

4 variancc in the assumptions listed above could have a significant impact on accrued defined bcnefit liabilities or assets, reported annual net 
riodic defined benefit costs and OCI or regulatory assets and liabilities for L,G&E, KU and PPL Electric. While the charts below reflect either 

. , I  increase or decrease in each assumption, the inverse of this change would impact the accrued defined bencfit liabilities or assets, reported 
annual net periodic defined benefit costs and OCl or regulatory assets and liabilities for L.G&E, KU and PPL, Electric by a similar amount in the 
opposite direction. The sensitivities below reflect an evaluation of the change based solely on a change in that assumption and does not include 
income tax effects. 

At December 3 1,20  I I ,  the defined benefit plans were recorded as follows. 

Pension assets 
Pension liabilities 
Other postretirement benefit liabilities 

The following chart reflccts thc scnsitivities in the Deceinbcr 31, 201 1 Balance Sheet associated with a change in certain assumptions based on 
PPL's primary defined benefit plans. 

Increase (Derreaw\ 
Impact un lmpacl on 

Change in denned benefit Impact on regulatory 
Actuarial assuniption assumption liabilities OCI assets 

Discount Rate 
Rate of Coinpenration Increase 
Iiealth Care Cost Trend Rate (a) 

(a) Only impacts other postretirement benefits 

(0 25)% $ 
0 25% 
1 00% 

386 S (314) $ 72 
59 (48) I I  

8 (2) 6 
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In 201 I ,  PPL. recognized net periodic defined benefit costs charged to operating expense of $204 million. This amount represents a $102 million 
increase from 20 10. This increase in expense was primarily attributable to the pension costs of the newly acquired pension plans of WPD 
Vidlands, including separation costs, and a full year of LKE pension costs for 201 I .  

.re following chart reflects the sensitivities in the 201 1 Statement of Income (excluding income tax effects) associated with a change in certain 
assumptions based on PPL;s primary defined benefit plans. 

Acluariai assumption Change in  assumption Impact on defined benefit costs 

Discount Rate 
Expected Return on Plan Assets 
Rate of Compensation Increase 
Health Care Cost Trend Rate (a) 

(0.25)% %% 

(0 I2 5 )% 
0.25% 
1 .00% 

23 
21 
10 

I 

(a) Only impacts otlier postretirement benefits 

3) Asset lmpairment 

linpainncnt analyses are perfomied for long-lived assets that are subject to depreciation or amortization whenever events or changes in 
circumstances indicate that a long-lived asset's carrying value may not be recoverable. For these long-lived assets classified as held and used, 
such events or changes in circumstances are: 

o a significant decrease in the market price of an asset; 
a significant adverse change in the manner in which an asset is being used or in its physical condition; 
a significant adverse change in legal factors or in the business climate; 
an accumul..:ion of costs significantly in excess of the amount originally expected for the acquisition or construction of an asset; 
a current peliod opcrating or cash flow loss combined with a history of losses or a forecast that demonstrates continuing losses; or 
a current expectation that, inorc likely than not, an asset will be sold or otherwise disposed o f  significantly before the 2nd of its previously 
estimated userul life. 

e 

o 

o 

For a long-lived asset classified as held and used, an impairment is recognized when the c m y i n g  amount of the asset is not recoverable and 
exceeds its fair value. The carrying amount i s  not recoverable if i t  exceeds thP sum of the iindiscounted cash flows expected to result from the 
'se and eventual disposition of the asset. If the asset is impaired, an impairment loss is recorded to adjust the asset's carrying value to its 

imated fair value. Management must inakc significant judgments to estimate future cash flows, including the useful lives of long-lived assets, 
,iie fair value of the assets and management's intent to use the assets. Alternate courses of action are considered to recover the carrying value of  
a !ong-lived asset, and estimated cash flows from the "most likely" alternative are used to assess inipainnent whenever one alternative is clearly 
the most likely outcome. If no alternative is clearly the most likely, then a probability-weighted approach is used taking into consideration 
estimated cash flows from the alternatives. For assets tested for impairment as of the balance sheet date, the estimates of future cash flows used 
in that test consider the likelihood of possible outcomes that existed at the balance sheet date, including the assessment of the likelihood of a 
future sale of the assets. That assessment is not revised based on events that occur after the balance sheet date. Changes in assumptions and 
estimates could result in significantly different results than those identified and recorded in the financial statements 

For a long-lived asset classified as held for sale, an impairment exists when the carrying amount of  the asset (disposal group) exceeds its fair 
value less cost to sell. I f  the asset (disposal group) is impaired, an impairment loss is recorded to adjust the carrying amount to its fair value less 
cost to sell. A gain is recognized for any subsequent increase in fair value less cost to sell, but not in excess of the cumulative impairment 
previously recognized. 

For determining fair value, quoted market prices in active markets are the best evidence. However, when market prices are unavailable, the 
Registrant considers all valuation techniques appropriate under the circumstances and for which market participant inputs can be 
obtained. Gencrally discounted cash flows are used to estimate fair value, which incorporates market participant inputs when 
available. Discounted cash flows are calculated by estimating future cash flow streams and applying appropriate discount rates to determine the 
present value of the cash flow streams. 

See Note 18 to the Financial Statements for a discussion of impairments related to certain intangible assets in 201 1 

Goodwill is tested for impairment at the reporting unit level. PPL's reporting units have been determined to be at the operating segment level. A 
goodwill impairment test is performed annually or more frequently if events or changes in 
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circumstances indicate that the carrying value of the reporting unit may be greater than the unit's fair value. Additionally, goodwill is tested for 
impairment after a portion of goodwill has been allocated to  a business to be disposed of. 

xlwil l  is tested for impairment using a two-step approach. In step one, PPL. identifies a potential impairment by comparing the estimated fair 
d u e  of a reporting unit with its carrying value, including goodwill, on the measurement date. If the estimated fair value of a reporting unit 

exceeds its carrying value, goodwill is not considered impaired. If the carrying value exceeds the estimated fair value, the second step is 
performed to measure the amount of impairment loss, if any. 

The second step requires a calculation of the implied fair value of goodwill, which is determined in the same manner as the amount of goodwill 
in a business combination. That is, the estimated fair value of a reporting unit is allocated to all of the assets and liab es of that reporting unit 
as if t h e  reporting unit had been acquired in a business cornbination and the estimated fair value of the reporting unit was the price paid to 
acquire the reporting unit The excess of the estimated fair value of a reporting unit over the amounts assigned to its assets and liabilities is the 
implied fair value of goodwill. The implied fair value of the reporting unit's goodwill is then compared with the carrying value ofthat 
goodwill. If the carrying value exceeds the implied fair value, an impairment loss is recognized in an amount equal to that excess. The loss 
recognized cannot exceed the carrying value of the reporting unit's goodwill. 

PPL, tested the goodwill of its reporting units for impairment in the fourth quarter of 201 1 and no impairment was recognized. Management used 
both discounted cash flows and market multiples, which required significant assumptions, to estimate the fair value of each reporting 
unit. Applying an appropriate weighting to both the discounted cash flow and market multiple valuations, a decrease in the forecasted cash 
flows o f  IO%, an increase in the discount rate by 25 basis points, or a 10% decrease in the multiples would not  have resulted in an impairment of 
goodwill. 

In 201 0 and 2009, $5 million and $3 million of goodwill allocated to discontinued operations was written off. 

4) !Loss Accruals 

Losses are accrued for the estimated impacts of various conditions, situations or circumstances involving uncertain or contingent future 
outcomes. For loss contingencies, the loss must be accrued if(1) information is available that indicates i t  is probable that a loss has been 
incurred, given the likelihood of the uncertain future events, and (2) the amount of the loss can be reasonably estimated. Accounting guidance 
defines "probable" as cases in which "the future event or events are likely to occur." The accrual of contingencies that might result in gains is not 
recordcd unless recovery is assured. Potential loss contingencies for environmental remediation, litigation claims, regulatory penalties and other 
events  are continuously assessed. 

. lie accounting aspects ofcstimated loss accruals include ( I )  the initial identification and recording of the  loss, (2) the determination of 
triggering events for reducing a recorded loss accrual, and (3) the ongoing assessment as to whether a recorded loss accrual is sufficient. All 
three of these aspects require significant judgment by management. Internal expertise and outside experts (such as lawyers and engineers) are 
used, as necessary, to help estimate the probability that a loss has been incurred and the amount (or range) of the loss. 

No new significant loss accruals were recorded in 201 1 ~ 

Certain othcr cvents have been identified that could give rise to a loss, but that do not meet the conditions for accrual. Such events are disclosed, 
but not recorded, when it is "reasonably possible'' that a loss has been incurred. See Note 1.5 to the Financial Statements for disclosure of othcr 
potential loss contingencies that have not met the criteria for accrual. 

W h e n  an  cstiinatcd loss is accrued, the triggering events for subsequently reducing the loss accrual are identified, where applicable. The 
triggering events generally occur when the contingency has been resolved and the actual loss is paid or written off, or when the risk of loss has 
diminished or becn eliminatcd. The following are some o f  the triggering events that provide for the reduction of  certain recorded loss accruals: 

o Allowances for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been 
exhausted, a better estimate of the allowance is determined or underlying amounts are ultimately collected. 

Environmental and other litigation contingencies are reduced when the contingency is resolved and actual payments are made, a better 
estimate of  the loss is determined or the loss is no longer considered probable. 

o 
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Loss accruals are reviewed on a regular basis to assure that the recorded potential loss exposures are appropriate. This involves ongoing 
communication and analyses with internal and external legal counsel, engineers, operation management and other parties. 

Note 15 to the Financial Statements for a discussion ofthe Montana Hydroelectric Litigation, including the reversal o f  a n  $89 million loss 
,ad, as a result of management's assessment of the February 2012 U.S. Supreme Court decision. 

5) Asset Retirement Obligations 

PPL. is requircd to recognize a liability for legal obligations associated with the retirement o f  long-lived assets. The initial obligation is measured 
at its estiinated fair value A conditional ARO must be recognized when incurred ifthe fair value of the ARO can be reasonably estimated. An 
equivalent amount is recordcd as an increase in the value of the capitalized asset and allocated to expense over the useful life of  the asset. Until 
the obligation is settled, the liability is increased, through the recognition of accretion expense in the income statement, for changes in the 
obligation due to the passage of time. 

In the case of L,G&E and KIJ, estimated costs of removal for all assets a re  recovered in rates as a component ofdepreciation. Since costs of 
removal are collected in ratcs prior to payment of such costs, the accrual for these costs of removal is classified as a regulatory liability. The 
regulatory liability is rclieved as costs are incurred. The depreciation and accretion expense related to an ARO are offset with a regulatory credit 
on the income statement, such that thcre is no earnings impact. The regulatory asset created by the regulatory credit is relieved when the ARO 
has been settled. 

See Note 2 1 to the Financial Statements for further discussion of AROs. 

In determining AROs,  managcinent must make significant judgments and estimates to calculate fair value. Fair value is developed using an 
expected prescnt value technique based on assumptions of market participants that considers estimated retirement costs in current period dollars 
that are inflated to the anticipated retirement date and then discounted back !.r the date the ARO was incurred. Changes in assumptions and 
estimates included within the calccilations of the fair value of AROs could rzzult in srgnificantly different results than those identified and 
recorded in the financial statements. Estimated ARO costs and settlement dates, which affect the carrying value of the ARO and the related 
capitalized asset, are reviewed periodically to ensure that any material changes are incorporated into the latest estimate of the ARO. Any change 
to the capitalized asset, positive or negative, is amortized over the remaining life of the associated long-lived asset. 

At December 3 I ,  2 0  1 1, AROs totaling $497 million were recorded on the Balance Sheet, of which $ I3 million is included in "Other current 
';abilities." Of the total amount, $292 million, or 59%, relates to the nuclear decommissioning ARO. The most significant assumptions 

Tounding AROs are the forecasted retircmenf costs, the discount rates and the inflation rates. A variance in any of these inputs could have a 
gnificant impact o n  the ARO liabilities, 

The following table reflects the sensitivities related to the nuclear decommissioning ARO liability associated with a change in these assumptions 
as of December 3 I ,  201 I .  There is no significant change to the annual depreciation expense of the ARO asset or the annual accretion expense of 
the ARO liability a s  a result of changing the assumptions. The scnsitivities below reflect an evaluation of the change based solely on a change in 
that assumption. 

Change in lnipnct on 
Assumption ARO Liability 

Retirement Cos1 
Discount Rate 
Inflation Rate 

10% $ 29 
(0.25)% 26 
0.25% 30 

6) income Taxes 

Significant management judgment is required in developing the provision for income taxes, primarily due to the uncertainty related to tax 
positions taken or cxpected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation allowances. 

Significant management judgment is required to determine the amount of benefit recognized related to an uncertain tax position. Tax positions 
are evaluated following a two-stcp process. The first step requires an entity to determine whether, based on the technical merits supporting a 
particular tax position, it is more likely than not (greater than a 50% chance) that the tax position will be sustained, This determination assumes 
that the relevant taxing authority will examine the tax position and is aware of all the relevant facts surrounding the tax position. The second 
step requires an entity to recognize in the financial statements the benefit o fa  tax position that meets the more-likely-than-not recognition 
criterion. The benefit recognized is measured at the largest amount of benefit that has a likelihood of realization, upon settlement, that exceeds 
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SOYO. Management considers a number of factors in assessing the benefit to be recognizcd, including negotiation of a settlement. 

% a quarterly basis, uncertain tax positions are reassessed by considering information known at the reporting date. Based on management's 
essment of new information, a tax benefit may subsequently be recognized for a previously unrecognized tax position, a previously 

,dognized tax position may be de-recognized, or the benefit of a previously recognized tax position may be remeasured. The amouats 
ultimately paid upon resolution of issues raised by taxing authorities may differ materially from the amounts accrued and may materially impact 
the financial statements in the fllture. 

At December 3 I ,  201 I ,  i t  was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase by 
as much as $43 million or decrease by up to $129 million. This change could result from subsequent recognition, derecognition and/or changes 
in the measurement of uncertain tax positions related to the creditability of foreign taxes, the timing and utilization o f  foreign tax credits and the 
related impact on alternative minimum tax and other credits, the timing and/or valuation o i  certain deductions, intercompany transactions and 
unitary filing groups. The events that could cause these changes are direct settlements with taxing authorities, litigation, iegzl or administrative 
guidance by relevant taxing authorities and the lapse of an applicable statute of limitation. 

The balance sheet classification of unrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require 
significant management judgment. Unrecognized tax benefits are classified as current to the extent management expects to settle an uncertain 
tax position by payment or receipt of cash within one year of the reporting date. Valuation allowances are initially recorded and reevaluated 
each reporting period by assessing the likelihood of the  ultimate realization of a deferred tax asset. Management considers a number o f  factors 
in assessing the realization of a deferred tax asset, including the reversal of temporary differences, ftiture taxable income and ongoing prudent 
and feasible tax planning strategies. Any tax planning strategy utilized in this assessment must meet the recognition and measurement criteria 
utilized to account for an uncertain tax position. Management also considers the uncertainty posed by political risk and the effect of this 
uncertainty on the various factors that management takes into account in evaluating the need for valuation allowances. The amount o f  deferred 
tax asscts ultimately realized may differ materially from the estimates utilized in the computation of valuation allowances and may materially 
impact the financial statements in the future. See Note 5 to the Financial Statements for income tax disclosures. 

7) Regulatory Assets and Liabilities 

Certain of PPL.'s subsidiaries are  subject to cost-based rate regulation. As a result, the  effects ofregulatory actions are required to be reflected in 
thc financial statements. Assets and liabilities are recorded that result from the regulated ratemaking process that may not be recorded under 
GAAP for non-regulated entities. Regulatory assets generally represent incurred costs that have becn deferred because such costs are probable 
-f future recovery in regulated customer retes. Regulatory liabilities are recognized for amounts expected to be returned through future regulated 

rtomer rates. In  certain cases, regulatory liabilities are recorded based on an understanding or agreement with the regulator that rates have 
:en set to recover costs that a re  expected to be incurred in the future, and the regulated entity is accountable for any amounts charged pursuant 

to such rates and not yet expended for the intended purpose. 

Management continually assesses whether the regulatory assets are probable of future recovery by considering factors such as changes in the 
applicable regulatory and political environments, the ability to recover costs through regulated rates, recent rate orders to other regulated entities, 
and the status of any pending or potential deregulation legislation. Based on this continual assessment, manageinent believes the existing 
regulatory assets are probable of recovery This assessment reflccts the current political and regulatory climate at the state and federal levels, 
and is subject to change in the future. If future rccovery of costs ceascs to be probable, then asset write-offs would be required to be recognized 
in operating income. Additionally, the regulatory agencies can provide flexibility in the manner and timing of depreciation of PP&E and 
amortization of regulatory assets. 

At December 3 I ,  201 1 and 201 0, PPL. had regulatory liabilities o f $ l " I  billion. At December 31,20 I 1 and 2010, PPL had regulatory assets of 
$1 4 billion and $1.3 billion. All regulatory assets are either currently being recovered under specific rate orders, represent amounts that are 
expected to be recovered in future rates or benefit future periods based upon established regulatory practices. 

In March 2012, PPL, Electric plans to file a request with the FERC seeking recovery, over a 34-year period beginning in June 2012, o f  its 
unrecovered regulatory asset related to the deferred state tax liability that existed at  the time of the transition from the flow-through treatment of 
state income taxes to full normalization. This change in tax treatment occurred in 2008 as a result of prior FERC initiatives that transferred 
regulatory jurisdiction of certain transmission assets from the PLlC to the FERC. A regulatory asset of$S1 million related to this transition, 
classified as taxes recoverable through future rates, is 



included in "Other Noncurrent Assets - Regulatory assets" on the Balance Sheet. PPL, Electric believes recoverability of this regulatory asset is 
probable based on FERC precedent in similar cases; however, it is reasonably possible that the FERC may limit the recovery of all or part of the 
claimed asset. 

-e Note 6 to the Financial Statements for additional information on regulatory assets and liabilities. 

8) 

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 Networks East plc and Central Networks Limited, the sole owner of Central Networks West plc, together with certain 
other related assets and liabilities (collectively referred to as Central Networks and subsequently referred to as WPD Midlands). In accordance 
with accounting guidance on business combinations, the identifiable assets acquired and the liabilities assumed were 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 t o  transfer a liability in an orderly transaction 
between market participants. The excess of  t h e  purchase price over the estiinated fair value of the identifiable net assets was recorded as 
goodwill 

The determination and allocation of fair value to the identifiable assets acquired and liabilities assumed was based on various assumptions and 
valuation mcthodologies requiring considerable management judgment, including estimates 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 base cash 
flow projections, as  well as the assumptions and estimates used to determine cash inflows and outflows. 

Business Combinations - Purchase Price Allocation 

The fair value of the majority of PP&E was determined utilizing a discounted cash flow approach and corroborated by the RAV, which is a 
measure of the unrecovered value of the regulated network business in the U.K. For purposes of measuring the fair value of the majority of 
PP&E, PPL. determined that fair value should approximate the RAV at the acquisition date because WPD Midlands' operations are conductcd in 
a regulated environment and the regulator allows for earning a rate sf return on and recovery of  RAV at rates determined to be fair and 
reasoncblc As there is no current prospect for deregulation in W P b  Midlands' operating area, it is expected that these operations will remain in 
a regulated environment for the foreseeable future; therefore, management nas concluded that the use of these assets in the regulatory 
environment represents their highest and best use and a market participant would measure the fair value of these assets using the regulatory rate 
of return as the discount rate, thus resulting in fair value approximately equal to the RAV. 

The purchase price allocation resulted in goodwill of $2.4 billion that was assigned to the International Regulated segment. This reflects the 
expected continued growth of a rate-regulated business with a defined service area operating under a constructive regulatory framework, 

pected cost savings, efficiencies and other benefits resulting from a contiguous service area with WPD (South West) and WPD (South Wales) 
Id the ability to lcverage WPD (South West)'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 I O  to the Financial Statements for additional information regarding the acquisition. 

Other Information 

PPL.'s Audit Committee has approved the independent auditor to provide audit and audit-related services, tax services and other services 
permitted by Sarbanes-Oxley and SEC rules. The audit and audit-related services include services in connection with statutory and regulatory 
filings, reviews of offering documents and registration statements, and internal control reviews. 
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PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES 

I tern 7. Management's D i s c u s ~ o n _ a n d - A n a l y s . i s - o ~ F i n s n c i a l C o n _  Results ofQperatio_ns 

2 infonnation provided in this Jtem 7 should be read in conjunction with PPL. Energy Supply's Consolidated Financial Statements and the 
accompanying Notes. 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 a description of PPL, Energy Supply and its business strategy. "Financial and Operational Developments" 
includes a review of Net income Attributable to PPL Energy Supply and discusses certain events that are important to understanding 
PPL Energy Supply's results of operations and financial condition. 

e "Results of Operations" provides a summary of  PPL, Energy Supply's earnings and a description of key factors 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 201 1,2010 and 2509. 

"Financial Condition - Liquidity and Capital Resources" provides an analysis of PPL. Energy Supply's liquidity position and credit 
profile This section also incltides a discussion o f  rating agency decisions and capital expenditure projections. 

o "Financial Condition - Risk Management - Energy Marketing & Trading and Other" provides an explanation of PPL Energy Supply's 
risk management programs relating to market and credit risk. 

Q "Application of Critical Accounting Policies" provides an overview of the accounting policies that are particularly important to the 
results of operations and financial condition o f  PPL. Energy Supply and that require its management to make significant estimates, 
assumptions and other judgments of matters inherently uncertain. 

Ov2rview 

Introduction 

PPL Energy Supply is an energy company with headquarters in Allentown, Pennsylvania. Through its subsidiaries, PPL, Energy Supply is 
'marily engaged in the generation and marketing of electricity in two key markets - the northeastern and northwestern U S .  

In 201 1, PPL Energy Supply operated in one reportable segment compared with two reportable segments in previous years - International 
Regulated and Supply. In Jariuary 201 1, PPL. Energy Supply distributed its 100% membership interest in PPL. Global to its direct parent, PPL 
Energy Funding, to bettcr align PPL's organizational structure with the manner in which it  manages its businesses and reports segment 
information in its ccnsolidatcd financial statements. The distribution separated the US.-based competitive energy marketing and supply 
busincss froin the U I<.-based regulated electricity distribution business. As a result, effective January 1, 201 I ,  PPL Energy Supply operates in a 
single business segment. The 2010 and 2009 operating results of the Jntemational Regulated segment have been reclassified to "Income (Loss) 
from Discontinued Operations (net of income taxes)" on the Statements of Income. See Note 9 to the Financial Statements for additional 
information on the January 201 1 distribution. 

Business Strategy 

PPL Energy Supply's overall strategy is to achieve disciplined optimization o f  energy supply margins while mitigating volatility in both cash 
flows and earnings. More specifically, PPL, Energy Supply's strategy is to optimize the value from its unregulated generation and marketing 
portfolio. PPL. Energy Supply endeavors to do this by matching energy supply with load, or customer demand, under contracts of  varying 
durations with crcditworthy 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 
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position. In addition, P P L  Energy Supply has financial and operational risk management programs that, among other things, a re  designed to 
monitor and inanagc its exposure to earnings and cash flow volatility rclated to changes in energy and fuel prices, interest rates, counlerparly 
credit quality and the operating performance of its generating units. 

.nancial and Operational Developments 

Net Income_Attributable to PPL En-ergy-Supply 

Net Income Attributable to PPL. Energy Supply for 201 I ,  2010 and 2009 was $768 million, $861 million and $246 million. Earnings in 201 1 
decreased 11% froin 20 I0 and earnings in 2010 increased 2.50% over 2009. These changes reflect the following after-tax impacts: 

201 1 vs. 2010 2010 vs. 2009 

Net unrealized gains (losses) on energy-related economic activity 
Losses on the monetization of certain full-requirement sales contracts in 2010 
Sales of generation facilities 
Litigation setilement in 20 I 1 related to spent nuclear fuel storage 
Montana hydroelectric litigation 
State valuation allowance adjustments 
Change in "Unregulated Gross Energy Margins" (a) 
Results of I'PL. Global 
Other 

(a) 

See "Results of Operations" below for further discussion and analysis of thc consolidated results of operations, as well as a discussion of each of 
PPL's business segments. 

See "Slatement of Income Analysis - Margins" for additional information, includiiig a reconciliation of  this non-GAAP financial measure to operating income 

Susquehanna-Turbine Blade Replaccnient 

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 replaccment work extended the Unit 2 outage by six weeks As a precaution, PPL Susquehanna also took 

i t  1 out of service in  mid-May to inspcct the turbine blades in that unit. This inspection revealed cracks in blades similar to those found in 
,lit 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. 

Sgent Nuclear Fttcl Litigation 

In May 201 I ,  PPL Susquehanna entered into a settlement agreement with the U S .  Government relating to PPL Susquehanna's lawsuit, seeking 
damages for the Dcpartinent of Energy's failttrc to accept spent nuclear fuel from the PPL Susquehanna plant. Under the settlement agreement, 
PPL Susquehanna received $50 million, pre-tax, for its share ofclaims to partially offset its cxpcnses incurred to store spent nuclear fuel at the 
Susquehanna plant through September 2009 and recognized a credit to "Fuel" expense in 201 1 ~ PPL Susquehanna will also be eligible to receive 
payment of annual claims for allowed costs that are incurred through the December 201 3 termination of  the settlement agreement. In exchange, 
PPL Susquehanna has waived any claims against the U.S. Government for costs paid or injuries sustained related to storing spent nuclear fuel at 
the Susquehanna plant through December 3 1, 2013. See Note 15 to the Financial Statements for additional information. 

Bankruptcy of S M G T  

In October 201 I ,  SMGT, a Montana coopcrative and purchaser of electricity under a long-term supply contract with PPL EnergyPlus expiring in 
June 2019 (SMGT Contract), filcd for protection under Chapter 1 1 of  the U.S Bankruptcy Code in the LJ.S. Bankruptcy Court in Montana. At 
December 3 1,20 1 1, damagcs rclated to SMGT accepting less power than provided in the SMGT Contract totaled approximately $ I 1  million, all 
of which has been fully rescrved. No assurance can be given as to the collectability of these damages. 
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The SMGT Contract provides for fixed volume purchases on a monthly basis at established prices. A trustee has been appointed for SMGT's 
estate in the bankruptcy proceeding and PPL. EnergyPlus has been involved in preliminary discussions with the trustee concerning possible 
-0dificaiions to the SMGTContract as part of the bankruptcy reorganization. Pursiiant to a stipulation entered into by SMGT and PPL, 

:rgyPlus, since the date of its Chapter 1 1 filing through January 201 2, SMGT has continued to purchase electricity from PPL EnergyPlus at ... G price specified in the SMGT Contract, and has made timely payments for such purchases, but at lower volumes than as prescribed in the 
SMGT Contract. in January 2012, the trustee notified PPL EnergyPlus that SMGT would not purchase electricity under the SMGT Contract for 
the month of February. In addition, the trustee requested PPL EnergyPlus to leave the SMGT Contract in place to permit SMGT to purchase 
electricity in the event its requirements were not met by third-party providers from whom the trustee intends to purchase power on behalf of 
SMGT, at prices more favorable than under the SMGT Contract, for future periods. PPL EnergyPlus is evaluating the trustee's request. 

At the present time, PPL cannot predict whether SMGT will be successful in its attempts to reorganize its business under Chapter 11 of the U S .  
Bankruptcy Code x the extent to which the SMGT Contract may be modified as part o f  a successful Chapter 11  reorganization and, in either 
case, PPL cannot presefitly predict the extent to which it will be able to market to third parties any amount of  power that SMGT ultimately does 
not continue to purchase from PPL EnergyPlus. 

In July 201 1, the EPA signed the CSAPR, which finalizes and renames the Clean Air Transport Rule (Transport Rule) proposed in August 2010, 
and made revisions to the rule on February 7, 2012. This rule applies to PPL Energy Supply's coal 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. 

In December 201 I ,  the U S .  Court o f  Appeals for the District of  Columbia (Court) stayed implementation of the CSAPR and left CAIR in effect 
pending a final resolution on the merits of the validity of the rule. Oral argument on the various challenges to the CSAPR is scheduled for April 
2012, and a final decision on the validity of thr -sle could be issued as early as May 2012. 

PPL Energy Supply's coal fired power plants can meet both the CAIR and the proposed CSAPR sulfur dioxide emission requirements with the 
existing scrubbers that went in-service in 2008 and 2009. For nitrogen oxide, under both the CAIR and the proposed CSAPR, PPL. Energy 
Supply would need to buy allowances or make operational changes, the cost of which is not anticipated to be significant. 

See Note 15 to the Financial Statements for additional information on the CSAPR. 

>n ta n-a-H ydroeleslric Litigation 

In June 201 I ,  the U S .  Supreme Court granted PPL Montana's petition to review the March 2010 Montana Supreme Court decision, which 
substantially affirmed 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 was held in December 201 1. On February 22, 2012, the 
US. Supreme Court issued ii decision overturning the Montana Supreme Court decision and remanded the case to the Montana Supreme Court 
Tor further proceedings consistent with the U S .  Supreme Court's opinion. As a result, PPL Montana reversed its total loss accrual of $89 
million, which had been recorded prior to the U.S. Supreme Court decision. PPL, Montana believes the (J.S. Supreme Court decision resolves 
certain questions of liabilily in this case in favor of PPL Montana and leaves open for reconsideration by Montana courts, consistent with the 
findings of the U S .  Supreme Court, certain other questions. The State of Montana has 30 days from February 22, 2012 to petition the U.S. 
Supreme Court for a rehearing. PPL Montana has concluded it  is no longer probable, but i t  remains reasonably possible, that a loss has been 
incurred. While unable to estimate a range of loss, PPL. Montana believes that any such amount would not be material. See Note IS to the 
Financial Statements for additional information. 

Resu!tso_f_Op.erati.o-ns 

When comparing 201 1 and 2010 with 2009, certain line items on PPL Energy Supply's financial statements were impacted by the expiration of 
the generation rate caps and the expiration of the PLR contracts between PPL EnergyPlus and PPL, Electric at the end of 2009. Overall, they had 
a significant positive impact on PPL. Energy Supply's results of operations, financial condition and cash flows during 2010. 

The primary impact of the expiration of generation rate caps and these contracts is reflected in PPL, Energy Supply's Unregulated Gross Energy 
Margins. See "Statement of Income Analysis - Margins - Non-GAAP Financial Measure" for an explanation of this non-GAAP financial 
measure. In 201 1 and 2010, PPL Energy Supply sold the majority of its generation supply under various contracts at prevailing market rates at 
the time the contracts were executed. In 2009, the majority of generation produced by PPL Energy Supply's generation plants was sold to PPL, 
Electric's customers as PLR supply under predetermined capped rates. 
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Earnings 

Net  Income Attributable to PPL, Energy Supply includes the following results: 

Operating revenues 
Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than income 
Energy-related business 

Total operating expenses 
Other Income (Expense) -net 
Other-Than-Temporary Impairments 
Interest Income from Affiliates 
Interest Expense 
Income Taxes 
Income (L.oss) from Discontinued Operations 
Net Income 
Net Income Attributable to Noncontrolling Interests 
Net Income Attributable 10 PPL Energy Supply 

201 1 2010 Yo Change 2010 2009 % ClianRe 

$ 6,429 $ 5, I28 25 $ 5,128 $ 5,309 (3) 

2,286 1,353 69 1,353 2,737 (51) 
929 979 ( 5 )  979 92 1 6 

20 244 236 3 236 I96 
71 46 54 46 29 59 

458 351 28 357 37 1 (4) 

23 22 5 22 44 (50) 
6 3 100 3 18 ( 8 3 )  
8 9 ( 1  1) 9 2 3 50 

I74 208 (16) 208 176 18 
445 26 1 70 26 1 3 8,600 

2 242 499) 242 263 (8) 
769 862 ( 1  1 )  862 247 249 

1 1 I 1 
$ 768 $ 86 1 ( 1 1 )  $ 861 $ 246 250 

1,080 1,096 0) 1,096 920 19 

5,068 4.067 - 25 4,067 5,174 (21) 

The changes in the components of Net Income Attributable to PPL Energy Supply between these periods were due to the following factors. PPL 
Energy Supply's results are adjusted for certain items that management considers special. See additional detail of these special items in the 
tables below. 

?r?t : vs. 20% 2010 vs. 2009 

Unregulated gross energy margins 
Other operation and maintenance 
Depreciation 
Taxes other than income 
Other Income (Expense) -net 
Interest Expense 
'Ilier 

.ome Taxes 
scontinued operations - Domestic, after-tax - excluding certain revenues and expenses included in margins 

Discontinued operations - International, after-tax 
Special items, after-tax 
Total 

See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of margins. 

Other operation and maintenance increased in 201 1 compared with 2010, primarily due to higher costs at PPL. Susquehanna of $30 million, 
largely due to unplanned outages, the refueling outage and payroll, higher costs at eastern fossil and hydro units of $20 million, largely due 
to outages, and higher costs at western fossil and hydro units of  $15 million, largely resulting from insurance recoveries received in 2010. 

Other operation and maintenance increased in 2010 compared with 2009, primarily due to higher costs at PPL Susquehanna of $3 I million 
largely due to higher payroll-related costs, higher outage costs, and higher project costs. 

Depreciation incrcased in 20 I O  compared with 2009, primarily due to $21 million impact from environmental equipment at Britnner Island 
that was placed in service in 2009 and early 2010. 

Other income (expense) - net was lowcr in 2010 compared with 2009, due to a $25 million gain recognized in 2009 related to the tender 
offers to purchase debt that resulted from reclassifying net gains on related cash flow hedges from AOCI into earnings, partially offset by a 
$1 5 million decrease in other-than-temporary impairment charges, primarily due to stronger returns on investments in NDT funds in 2010 
and a $7 million increase in interest income from affiliates, primarily due to loans to LKE subsidiaries in 2010. 

Income taxes decreased in 201 1 compared with 2010, primarily due to the $196 million impact of lower pre-tax income and a $26 million 
reduction in deferred tax liabilities related to a change in the Pennsylvania estimated state tax rate. These decreases were partially offset by 
$74 million in Pennsylvania net operating loss valuation allowance adjustments, primarily related to lower projected future taxable income, 
driven in part by the impact of bonus depreciation, $13 million 
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in favorable adjustments to uncertain tax benefits recorded in 2010 and an $ 1  1 million decrease in the domestic manufacturing deduction tax 
benefit resulting from revised bonus depreciation estimates. 

Income taxes increased in 2010 compared with 2009, primarily due to the $364 million impact of higher pre-tax income, partially offset by a 
$52 million in Pennsylvania net operating loss valuation allowance adjustments, primarily related to higher projected future taxable income, 
$10 million in investment tax credits associated with the Holtwood and Rainbow projects, $8 million in favorable adjustments to uncertain 
tax benefits recorded in 2010 and $8 million of higher tax benefits from the domestic manufacturing deduction. 

Income (loss) from International discontinued operations ~ International, represents the results of PPL. Global which was distributed to PPL, 
Energy Supply's parcnt, PPL, Energy Funding in January 201 1. See Note 9 to the Financial Statements for additional information. Income from 
discontinued operations, excluding special items, decreased in 20  10 compared with 2009, primarily due to: 

U.K utility revenues increased $42 million in 2010 compared with 2009, primarily due to price increases in April 2010 and 2009, partially 
offset by lower regulatory recovery due to a revised estimate of network electricity losses. 

U.K. other opcration and maintenance increased $47 million in 2010 compared with 2009, primarily due to higher pension expense resulting 
from a n  increase in amortization of actuarial losses. 

U.K interest cxpensc increased $SO million in 2010 compared with 2009, primarily due to the $23 million impact from higher inflation rates 
on index-linked Senior Unsecured Notes and $25 million in interest cxpense related to the March 2010 debt issuance. 

U.K. income taxes decreased $26 million in 2010 compared with 2009, primarily due to $4.5 million in realized capital losses that offset a 
gain rclating to a business activity sold in 1999 and the $14 million impact of lower pre-tax income, partially offset by $31 million in 
favorable settlements of uncertain tax positions in 2009. 

U.S. income taxes increased in 2010 compared with 2009, primarily due to $60 million in changes in thc taxable amount of planned U.K. 
cash repatriations, partially offset by $23 million in adjustments to uncertain tax benefits. 

The following after-tax amounts, which management considers special items, also impacted the results. 

-cia1 items gains (losses), net of tax benefit (expense): 
usted energy-related economic activity, nel, net of tax of ($52), $85, $158 

,ales of assets: 
Maine hydroelectric generation business, net oftax of $0, ($9), ( $ 1  6) (b) 
Sundance indemnification, net of tax of$(), $0, $0 
Long Island generation business, net of tax of $0, $0, $19 (c) 
Interest in Wyman Unit4, net of tax of  $0, $0, $2 

Emission allowances, net oftax of $ 1 ,  $6, $14 (d) 
Renewable energy credits, net of tax of $2, $0, $0 (Note 13) 
Other asset impairments, net of tax of $ 1 ,  $0, $2 

Impairments: 

Workforce rcduction, net of tax of$0, $0, $4 (e) 
LKE acquisition-related costs: 

Monetization of certain full-requirement sales contracts, net of tax of$O, $89, $0 
Sale of certain non-core generation facilities, net of tax of $0, $37, $0 (c) 
Iteduction of credit facility, net of lax of $0, $4, $0 (g) 

Montana hydroelectTic litigation, net of tax of ($30), $22, $2 
L.itigation settlement ~ spent nuclear fuel storage, net of tax of ($24). $0, $0 ( i )  
I-lealth care reform - tax impact (j) 
Montana basin seepage litigation, net of tax of $0, ($1). $0 
Change in tax accounting method related to repairs (k) 
Counterparty bankruptcy, net oftnx of $5, $0, $0 (I) 
Wholesale supply cost reimbursement, net of tax of ($3), $0, $0 

Other: 

Total 

Income Statement 
Line Item 

(4 

Disc. Operations 
Other Income-net 
Disc. Operations 
Disc. Operations 

Other O&M 
Other O&M 
Otlicr O&M 
Otlier 0&M 

(9 
Disc. Operations 
Interest Expense 

(h) 
Fuel 
Income Taxes 
Other O&M 
income Taxes 
Other O&M 
(m) 

201 1 2010 2009 --- 
$ 72 $ (121) $ (225) 

15 22 

(33) 
(4 ) 

I 

45 (34) (3) 
33 

(a) 
(b) 
(c) 

(d) 
(e) 

See "Reconciliation of Economic Activity" below. 
Gains recorded on the sale of the Maine hydroelectric generation business. See Note 9 to the Financial Statements for additional information. 
Consists primarily of the initial impairment charge recorded when the business was classified as held for sale. See Note 9 IO the Financial Statements for additional 
in formation 
Primarily represents impairment charges of sulfur dioxide emission allowances 
Relates primarily to enhanced pension and severance benefits as a result of a 2009 workforce reduction. 
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In July 2010, i n  order to raise oddirional cash for the LKE acquisition. certain full-requirement sales contracts were monetized that resulted in cash proceeds of $249 
million. See "Monetization ol Certain Full-Requirement Sales Contracts" in  Note I9 to the Financial Statements for additional information. $343 million of pre-tax gains 
were recorded to "Wholesde energy marketing" and $557 million of pre-tax losses were recorded to "Energy purcliases" on tlie Statements of Income 
In October 2010, PPL. Energy Supply made borrowings under its Syndicated Credit Facility i n  order to enable a subsidiary to make loans lo certain affiliates to provide 
interim linancing of itmounts required by PPL. to partially fund PPL.'s acquisition of LKE. Subsequent to the repayment of such borrowing, the capacity was reduced, and as  
it result, PPL Energy Supply wrote off defierred fees in 2010. 
In 2009, PPL. Mont;in;t adjusted its previously recorded accrual related to hydroelectric litigation, o f  which $5 million, pre-tax, related to prior periods. In March 2010, the 
Montana Stiprenie Court  substantially affirmed a June 2008 Montana District Court decision regarding lease payments for tlie use of certain Montana streambeds. In 201 0, 
I'PL. Montana recorded a pre-tax charge of $56 million, representing estimated rental compensation for years prior to 2010, including interest. Of this total charge $47 
million, pre-tax, was recorded to "Other opcrzition and maintenance" and $9 million, pre-tax, was recorded to "Interest Expense" on the Statements of Income. In August 
2010, PPL Montana filed a petition for a writ of certiorari with the CIS. Supreme Court requesting the Court's review of this matter. In June 201 I ,  the U S  Supreme Court 
granted PPL. Montana's petition In February 2012, the U S  Supreme Court overturned the Montana Supreme Court decision and remanded the case to the Montana 
Supreme Court for further proceedings consistent with the U.S. Supreme Court's opinion. Prior to tlie US. Supreme Court decision, $4 million, pre-tax, of interest expense 
on tlie rental compensation covered by the court decision was accrued in 201 I As a result of the U S  Supreme Court decision, PPL. Montana reversed its total pre-tax loss 
accrual of $89 million, which had been recorded prior to the U.S. Supreme Court decision, of which $79 million pre-tax is considered a special item because it represented 
$65 million of rent for periods prior to 201 I and $14 million of interest accrued on the portion covered by the prior court decision. These ain?ubittS were credited to "Other 
operation and maintenance" and "Interest Expense" on the Statement of Income. 
In May 201 I ,  PPL. Susquehanna entered into a settlement agreement with the U.S. Government relating to PPL Susquehanna's lawsuit, seeking damages for the Department 
of Energy's failure to accept spent nuclear fuel from the PPL. Susquehanna plant. PPL. Susquehanna recorded credits to fuel expense to recognize recovery, under the 
settlement agreement, of certain cos& to store spent nuclear fuel at the Susquehanna plant. This special item represents amounts recorded in 201 I to cover the costs incurred 
from I998 through December 20 I O .  
Represents income tax expense recorded as a result of the provisions within I-lealth Care Reform which eliminated the tax deductibility or retiree health care costs to the 
extent of federal subsidies received by plan sponsors that provide retiree prescription drug benelits equivalent to Medicare Part D Coverage. 
During 2009, PI'L. Energy Supply received consent from tlie IRS to clrange its method o f  accounting for certain expenditures for tax purposes. PPL Energy Supply deducted 
the resulting IRC Sec. 481 iimount on its 2008 federal income tax return and recorded a $21 million adjustment to federal and state income tax expense resulting from the 
reduction in  federal income tax benefits related to the domestic manufacturing deduction and certain state tax benefits related to state net operating losses. 
In October 201 I ,  a wliolesale customer, SMG'f. filed for bankruptcy protection under Chapter 1 I ofthe U S. Bankruptcy code. The customer has continued to purchase 
eleclrici~y at tlic price specified in the supply contract, and hns made timely payments for sucli purchases, but at lower volumes than as prescribed in the contract. As of 
December 31, 201 I ,  the damage claim totaied $ I  I million pre-lax, which was fully reserved. 
In January 2012, PPL. received $7 million pre-tax, related to electricity delivered to a wholesale customer in 2008 and 2009, recorded in "Wholesale energy marketing- 
Realized." The additioniil revenue results from several transmission projects approved at PJM for recovery that were not initially anticipated at the time of tlie electricity 
auctions and therefore were not included in tlie auction pricing. A FERC order was issued in 201 I approving the disbursement of tliese supply costs by the wholesale 
customer to tlie supplier.;. therefore, PPL. accrued its sliare of this additional revenue in 201 I 

Reconcilio/ion of Ecoriornic Aclivity 

The following table reconciles iinrcalized pie-tax gains (losses) from the table within "Commodity Price Risk (Non-trading) - Economic 
Activity" in Notc 19 to the Financial Statements to the special item identified as "Adjusted energy-related economic activity, net." 

erating Revenues 
Unregulated retail electric and gas 
Wholesale energy marketing 

Fuel 
Energy Purcliases 

Operating Expenses 

Energy-related economic activity (a)  
Option premiums (b) 
Adjusted energy-related economic activity 
Less: Unrealized economic activity associated with the monetization of certain 

Less: Economic activity realized, associated with the monetization of certain 

Adjusted energy-related ecoiioinic activity, net, pre-tax 

full-requireinent sales Contracts in  2010 (c) 

full-requirement sales contracts in 2010 

201 1 2010 2009 

$ 31 $ 1 s  6 
1,407 (805) (229) 

6 29 49 

Adjusted energy-related economic activity, net, after-tax $ 12 $ (121) $ (225) 

(a) See Note 19 to tlie Financial Statements for additional information. 
(b) Adjustment for the net deferral and amortization of option premiums over the delivery period of the item that was hedged or upon realization, Option premiums are recorded in 

"Wholesale energy marketing - Realized" and "Energy purchases - Realized" on the Statements of Income. 
(c) See "Components of Monetization of Certain Full-Requirement Sales Contracts" below. 

Conipoiieiils oj'hlonelizatioii oj'Cerlaii7 Firll-Reqtrireriieii f Sales Coritracts 

The following fable provides the components of the "Monetization of Certain Full-Requirement Sales Contracts" special item. 
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Full-requirement sales contlacts monetized (a) 
.nomic activity related io the full-requirement sales contracts monetized 
neiization of certain rull-requirement sales contracts, pre-tax (b) 

Monetization of certain full-requirement sales contracts, after-tax $ ( I  25) 

(a) 
(b) 

See "Commodity Price Risk (Nan-trading) - Monetization of Certain Full-Requirement Sales Contracts" in Note 19 to tlie Financial Statements for additional information. 
Includes unrealized losses of $25 1 million, which are reflected in "Wholesale energy marketing - Unrealized economic activity" and "Energy purchases - Unrealized economic 
activity" on tlie Statement of Income. Also includes net realized gains of$37 million, which are reflected in "Wholesale energy marketing - Realized" and "Energy purchases - 
Realized" on the Statement of Income. This economic activity will continue to be realized through May 2013 

2012 Oirllook 

Excluding special items, PPL, Energy Supply projects lower earnings in 2012 compared with 201 1 I The decrease is primarily driven by lower 
energy margins as a result of further declines in energy and capacity prices and higher fuel costs, higher operation and maintenance expenses and 
higher depreciation, which are partially offset by higher baseload generation. 

Earnings beyond 201 1 are subject to  various risks and uncertainties. See "Forward-Looking Information," "Item 1. Business," "item 1A. Risk 
Factors," the rest of this Item 7 and Note 1 S to the Financial Statements for a discussion of  the risks, uncertainties and factors that may impact 
future earnings. 

Statement of Income Analysis -- 
Margins 

- Non-GAAP . Financial-MgasLkEe . _- ..-- 

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 oUset by the cost o f  

-1, energy purchases, certain other operation and maintenance expenses, primarily ancillary charges, gross receipts tax, which is recorded in 
axes, other than income," and operating expenses associated with certain PPL Energy Supply businesses that are classified as discontinued 

operations. This performance measure is relevant to PPL Energy Supply due to the volatility in the individual revenue and expense lines on the 
Statements of Income that comprise "Unregulated Gross Energy Margins." This volatility stems from a number of factors, including the required 
netting of certain transactions with 1SOs 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, Elcctric by PPL EnergyPlus, which are recorded in "Wholesale energy marketing to affiliate" revenue. PPL 
Energy Supply excludes from "(Jnregulated 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 cconomic 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 cash flow hedges, the monetization of certain full-requirement sales contracts and premium amortization 
associated with options. This economic activity is deferred, with the exception of tlie 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 oftheir operations. PPL Energy Supply believes that "Unregulated Gross 
Energy 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 Energy Supply's operations, analyze actual results 
compared with budget and measure certain corporate financial goals used in determining variable compensation 

R ~ c - o ~ i l i a t ~ ~ n - o ~ N o n - G A A P  Finansial MeasiCres 

The following table reconciles "Operating Income'' to "Unregulated Gross Energy Margins" as defined by PPL Energy Supply for the period 
ended December 3 I .  
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erating Revenues 

Realized 
Unrealized economic activity 

Wholesale energy marketing 

Wholesale energy marketing 

Unregulated retail electric and gas 
Net energy trading margins 
Energy-related businesses 

to affiliafe 

Total Operating Revenues 

Operating Expenses 
Fuel 
Energy purchases 

Realized 
Unrealized economic activity 

Energy purcliases from affiliate 
Other operation and maintenance 
Depreciation 
Taxes, other than income 
Energy-related businesses 

Discontinued Operations 
Total Operating Expenses 

Tottl 

Operatiug Revenues 
Wholesale energy marketing 

Realized 
Unrealized economic activity 

Wholesale energy marketing 

Jnregulated retail electric and gas 
Net energy trading margins 
Energy-related businesses 

to affiliate 

Total Operating Revenues 

Operating Expenses 
Fuel 
Energy purchases 

Realized 
Unrealized economic activity 

Energy purchases from affiliate 
Other operation and maintenance 
Depreciation 
Taxes. other than income 

~ __ 
Unregulated 

Cross Energy 
Margins 

Operating 
Otlier (a) Income (b) 

$ 3,745 

26 
696 

(2) 

4,465 

1,151 

912 

3 
16 

30 

2.1 12 
12 

$ 2,365 

$ 62 (c) $ 3,807 
1,407 (d) 1,407 

26 
727 

(2) 
31 

464 464 
1,964 6,429 

(71) (e) 1,080 

248 (c) 1,160 
1,123 (d) 1,123 

3 
9 I 3 929 
244 244 

41 71 
458 458 

2,956 5,068 

Unregulated 
Gruss Energy 

Margins Ollier (a) 

2,509 3 (c) 
155 (d) 

70 
30 89 I 

I96 
29 

Energy-related businesses 37 I 
Total Operating Expenses 3,586 1,588 

Discontinued Operations 113 ( 1  13) (0 
Total $ 1,731 $ (1.596) 

(a) 
fb) 

Represents amounts excluded from Margins 
As reDorted on the Statements of Income. 

Operating 
Income (b) 

$ 3,184 
(229) 

1,806 
152 
17 

379 
5,309 

920 

2,5 12 
I55 
70 

92 1 
196 
29 

371 
5,174 

$ 135 

Unregulated 
Gross Energy Operating 

Margins Other (a) Income ( b )  

$ 4.51 I $ 321 (c) $ 4,832 
(805) (d) (805) 

320 
414 

2 
364 3 64 

5,24- ( 1  19) 5,128 

I 
320 
415 

2 

1,132 (36) (e) 1,096 

1,389 247 (c) 1,636 
(286) (d) (286) 

3 3 
23 956 979 

236 236 
14 32 46 

357 357 
2,561 1,506 4,067 

84 (84) (0 
9; 2,770 $ (1,709) $ 1,061 

. I  

(c) Represents energy-related economic activity as described in "Commodity Price Risk (Non-trading) - Economic Activity" within Note 19 to the Financial Stalemenfs. For 201 1 ,  
"Wholesale energy marketing - Realized" and "Energy purchases - Realized" include a net pre-tax gain of $19 million related to the amortization ofoption premiums and a net 
pre-tax loss of$2 16 million related to the monetization ofcertain full-requiremenf sales contracts. 2010 includes a net pre-tax gain of$32 million related to the amortization of 
option premiums and a net pre-tax gain of $37 million related to the monetization ofcertain full-requirement sales contracts. 2009 includes a net pre-tax loss o f  $54 million 
related to the amortization of option premiums. 
Represents energy-related economic activity, which is subject to wide swings in value due to market price volatility, as described in "Commodity Price Risk (Non-trading) - 
Economic Activity" within Note 19 to the Financial Statements. 
Includes economic activity related to fuel. 201 I includes credits of$57 million for the spent nuclear fuel litigation settlement. 
Ikpresents the net of certain revenues and expenses associated with certain businesses that are classified as discontinued operations. These revenues and expenses are not 
reflected in "Operating Income" on the Statements of Income. 

(d) 

(e) 
(f) 
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Changes i n  NonrGAAP_Financial_Measures 

hregulated Gross Energy Margins are generated through PPL Energy Supply's competitive non-trading and trading activities. PPL, Energy 

.mgy Supply's non-GAAP financial measure, Unregulated Gross Energy Margins, for the periods ended December 3 I ,  as well as the change 
)ply's non-trading energy business is managed on a geographic basis that is aligned with its generation fleet. The  following table shows PPL 

between periods. The factors that gave rise to the changes are described below the table. 

Non-trading 
Eastern U.S. 
Westem U.S. 

Net energy trading 
Total 

Unregulated Gross Energy Margins 

Eastern LIS. 

The changes in Eastern U.S. non-trading margins were: 

Raseload energy, capacity and ancillaries (a) 
Coal and hydroelectric generation volume (b) 
Impact of non-core generation facilities sold in the first quarter of 201 I 
Monetization of certain deals that rebalanced the business and portfolio 
Higher coal prices 
Margins on the intermediate and peaking units (c) 
Nuclear gemration volume (d) 
Iiigher nuclear fuel pi ices 
Retail elechic business 
Full-requirement sales contracts (e) 
Other 

201 1 2010 Cliange 2010 2009 Change 

$ 2,018 $ 2,429 $ (411) $ 2,429 $ 1,391 $ 1,038 
349 319 10 339 323 16 

1 Baseload energy and capacity prices were lower in 201 I than 2010; however, prices in 2010 for baseload generation were significantly higher than prices realized under the 
PL.R contract with PPL Electric that expired at tlie end of 2009. 
Volumes were lower in 201 I compared with 2010 as a result or unplanned outages, economic reductions in coal unit output and the sale of our interest in Safe Harbor Water 
Power Corporation. Volumes were higher in 2010 compared with 2009 as a result of planned overhauls. 
L.ower margins in 201 I compared with 2010 were driven by lower capacity prices, par~ially offset by higher generation volumes in the first half of 201 1 Higher margins in 
2010 compared with 2009 were due to higher energy and capacity prices. 
Volumes were lower in 201 I compared with 2010 primarily as a result of the dual-unit turbine blade replacement outages beginning in May 201 I I Volumes were lower in 
2010 compared with 2009 primarily due to an unplanned outage in July 2010. 
Higher margins i n  201 I compared with 2010 were driven by contracts monetized in 2010 and lower customer migration to alternative suppliers in 201 I .  Lower margins i n  
2010 coinpared with 2009 were driven by lower cuslomer demand and higher customer migration to alternative suppliers. 

, 
(c) 

(d) 

(e) 

Western U.S. 

Western U.S. non-trading margins were higher in 201 1 compared with 2010, due to higher net wholesale prices of $58 million, partially offset 
by lower wholesale volumes of $45 million, primarily due to economic reductions in coal unit output. 

Western U.S non-trading margins were higher i n  2010 compared with 2009, primarily due to higher net wholesale prices of$l1 million and 
higher wholesale volumes of $14 million, due to unplanned outages in 2009. 

Net Enqm-TCadng-MaIgihs 

Net energy trading margins decreased during 201 1 compared with 2010, as a result of lower margins on power positions of $16 million, partially 
offset by higher margins on gas positions of $12 million. 

Net energy trading margins decreased during 2010 compared with 2009, as a result of lower margins on power and  gas positions of  $40 million, 
partially offset by higher trading margins related to FTRs o f $ 2 2  million. 

Other Operat ion and Maintenance 

The changes in other operation and maintenance expenses were due to: 
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201 1 vs. 2010 2010 vs. 2009 

Montana hydroelectric litigation (a) 
quehanna nuclear plant costs (b) 

its at Wesfern fossil and hydroelectric plants (d) 
ollectible accounts (c) 

Costs at Eastern fossil and hydroelectric plants (e) 
Impacts from emission allowances ( f )  
Workforce reductions (g) 
Other 
Toid 

(a) In March 2010, the Montana Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use of certain Montana 
streambeds As a result, in tlie first quarter of 2010, PPL. Montana recoided a charge of $56 million, representing estimated rental compensation for the first quarter of 2010 
and prior years, including interest. The portion of the to(31 charge recorded to "Other operation and maintenance" on Ihe Statement of Income fotaled $49 million. In August 
2010, PPL Monlana filed a petition for a writ of certiorari with the U.S. Supreme Court requesting the Court's review of this matter. In June 201 1, the U.S. Supreme Court 
granted PPL. Montana's petition In February 2012, the U.S. Supreme Court overtunied the Montana Supreme Court decision and remanded the case to the Montana Supreme 
Court for furflier proceedings consistent with fhe US. Supreme Court's opinion. As a result, PPL. Montana reversed its total loss accrual of $89 million, which had been 
recorded prior to the U S .  Supreme Court decision, of which $75 million was credited to "Other operation and maintenance" on the Statement of Income. 
201 I compared with 2010 was higher primarily due 10 $ I  I million of higher payroll-related costs, $10 million of higher outage costs and $8 million of higher costs from the 
refueling outage. 2010 cornpiired with 2009 was higher primarily due to $10 million of higher payroll-related cos&, $8 million of higher oulage costs and $5 million higher 
project costs. 
201 I compared with 201 0, was higher primarily due to SMGT filing for protection under Chapter 1 I of the U.S. Bankruptcy Code, $1 I million of damages billed to SMGT 
were fully reserved. 
201 I compared with 201 0 was higher primarily due to $ I  I million of lower insurance proceeds 2010 compared with 2009 was lower primarily due to $13 million of higher 
insurance proceeds. 
201 I compared with 201 0 was higher primarily due to plant outage costs of $13 million. 
201 I compared with 2010 was lower due to lower impairment charges of sulfur dioxide emission allowances. 2010 compared with 2009 was lower primarily due to lower 
impairment charges of sulfur dioxide emission allowances. 
Represents tlie charge related 10 the February 2009, announcement of workforce reductions that resulted in the elimination of certain management and staff positions. 

(b) 

(c) 

(d) 

(e) 
(9 

(g) 

Depreciation 

Depreciation increased by $8 million in 201 1 compared with 2010, primarily due to PP&E additions. Depreciation increased by  $40 million in 
2010 compared with 2009.  Of the $40 million increase, $21 million was primarily due to the completion of  environmental prqjects at Brunner 
Island in 2009 and 20 IO. 

\xes, Other Than Income 

Taxes, other than income increased by $25 million in 201 1 compared with 2010 primarily due to $16 million of higher Pennsylvania gross 
receipts tax expense as a result of an increase in retail electricity sales by PPL, EncrgyPlus. This tax is included in "Unregulated Gross Energy 
Margins." The increase also includes $8 million of higher Pennsylvania capital stock tax due in part to the expiration of the Keystone 
Opportunity Zone credit in 2010 and an agreed to change in a capital stock tax filing position with the state. 

Taxes, other than income increased by $17 million in 2010 compared with 2009, primarily due to an increase in retail electricity sales by PPL 
Energy PI us. 

Other Income (Expense) - net 

The $22 million dccrease in other income (expense) - net in 2010 compared with 2009 was primarily attributable to PPL Energy Supply's $2.5 
million gain on tcnder offers to purchase up to $2.50 million aggregate principal amount of certain of its outstanding senior notes including net 
gains on related cash flow hedges that were reclassified from AOCl into earnings in 2009. 

Other-Than-Temporary Impairments 

Other-than-temporary iinpairnients decreased by $1 5 million in 2010 compared with 2009, primarily due to stronger returns o n  NDT investments 
caused by market fluctuations within the financial markets, 

Interest Income from Affiliates 

Interest income from affiliates increased by $7 million in 2010 compared with 2009, primarily due to loans to LKE subsidiaries, which have 
been fully repaid as of December 3 I ,  2010. 

Interest Expense 

The changes in interest expense were due to: 
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Capitalized interest 
’t amortization of debt discounts, premiums and  issuance costs 

Jrt-term debt interest expense 
.tam hydroelectric litigation (a) 

Other 
Total 

201 I vs. 2010 

I 
(21 

$ (34) 

2010 vs. 2009 

$ 12 
12 
10 

(2) 
$ 32 

(a) In March 2010, the Montana Supreme Court  substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use ofcertain Montana 
streambeds. As a result, in the first quarter of 2010, PPL Montana recorded $7 million of interest expense on rental compensation covered by the court decision. 111 August 
2010, PPL Montana filed a petition for a writ of certiorari with the U S .  Supreme Court requesting the Court‘s review of this matter. In June 201 I ,  the U S  Supreme Court 
granted PPL Montana’s petition. Oral argument was held in December 201 1 I PPL Montana continued to accrue interest expense on the rental compensation covered by tlie 
court decision. In February 20 12, the U.S. Supreme Court overturned the Montana Supreme Court decision and remanded the case to the Montana Supreme Court for further 
proceedings consistent with the U S .  Supreme Court’s opinion. As a result, PPL. Montana reversed its total loss accrual of $89 million, which had been recorded prior to tlie 
U S .  Supreme Court decision, of which $ I  4 million was credited to “Interest Expense” on the Statement of Income. 

Jncome Taxes 

The changes in income taxes were due to: 

Higher (lower) pre-tax book income 
State valuation allowance adjustments (a) 
State deferred tax rate change (b) 
Federal income tax credits 
Domestic manufacturing deduction (c) (d) 
I ederal and state tax reserve adjustments 
iederal snd state tax return adjustments (d) 
Iiealth Care Reform (e) 
Other 

201 1 vs. 2010 2010 vs. 2009 

(29) 
5 
4 

$ 258 

During 201 I ,  the Pennsylvania Department olRevenue issued interpretive guidance on the treatment of bonus depreciation for Pennsylvania income tax purposes. In 
accordance with Corporation Tax Bulletin 201 1-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in the same year bonus depreciation is allowed for 
Federal income tax purposes. Due to the decrease in taxable income related to bonus depreciation and a decrease in projected future taxable income, PPL Energy Supply 
recorded $22 million in state deferred income tax expense related to deferred tax valuation dlowances during 201 I 

Pennsylvania 1i.B. 1531, enacted in October 2009, increased the net operating loss limitation to 20% of taxable income for tax years bepincing in 2010. Based on the projected 
revenue increase related to the expiration of the generation rate caps, PPL Energy Supply recorded a $52 million state deferred income tax benefit related to the reversal o f  
deferred tax valuation allowances over the remaining carry forward period of the net operating losses during 2010. 
During 201 1 ,  PPL Energy Supply completed tlie sale of certain non-core generating assets (see Note 9 to tlie Financial Statements for additional information). Due to changes 
in state apportionment resulting in the reduction in the future estimated state tax rate, PPL Energy Supply recorded a deferred tax benefit related to its December 3 I ,  201 1 state 
deferred tax liabilities. 
During 2010, PPL. Energy Supply recorded an increase in tax benefits related to domestic manufacturing deductions due tu an increase in domestic taxable income resulting 
from the expiration of I’ennsylvmiia generation rate caps in 2010. In December 2010, Congress enacted legislation allowing for 100% bonus depreciation on qualified 
property. The increased tax depreciation deduction related to bonus depreciation significantly reduced the tax benefits related to domestic manufacturing deductions during 
20 I0 and eliminated the tax benefit in 2 0  I I I 
During 201 I ,  PPL recorded $22 million in federal and state tax benefits related to the filing of the 2010 federal and state income tax returns. Of that amount, $7 million in tax 
benefits relate to an additional domestic manufacturing deduction resulting from revised bonus depreciation amounts. 

During 2009, PPL. Energy Supply received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL Energy Supply deducted 
tlie resulting IRC Sec. 481 adjustment on its 2008 federal income tax return and recorded a $21 million adjustment to federal and state income tax expense resulting from the 
reduction in federal income tax benefits related to the domestic manufacturing deduction and certain state tax benefits related to state net operating losses. 
Beginning in 2013, provisions within Health Care Reform eliminated tlie 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 resull, PPL Energy Supply recorded deferred income tax expense during 
2010 

See Note 5 to the Financial Statements for additional information on income taxes. 

Discontinued Operations 

Income (Loss) from Discontinued Operations (net of income taxes) decreased by $240 million in 201 1 compared with 2010 and by $2 1 million 
in 2010 compared with 2009. The decrease in 201 1 compared with 2010 was 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. The decrease in 2010 compared with 2009 
was primarily attributable to after-tax 
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impairment charges recorded in 20 10 totaling $62 million related to assets associated with certain non-core generation facilities, which were sold 
in 201 I ,  that were written down to their estimated fair value (less cost to sell). The impacts of these charges were offset by the net results of 
--rtain other discontinued operations. See Note 9 to the Financial Statements for additional information. 

_- Financial -. Condition .-- ___ 

Liquidity and Capital Resources 

PPL Energy Supply expects to continue to havc adequate liquidity available through operating cash flows, cash and cash equivalents and its 
credit facilities. 

PPL. Energy Supplv's cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties 
including, but not limited to: 

e 

0 

0 

0 

changes in electricity, fuel and other commodity prices; 
operational and credit risks associated with selling and marketing products in the wholesale power markets; 
potential ineffectiveness of the trading, marketing and risk management policy and programs used to  mitigate PPL Energy Supply's risk 
cxposure to adverse changes in electricity and fuel prices, interest rates and counterparty credit; 
reliance an transmission and distribution facilities that PPL Energy Supply does not own or control to deliver its electricity and natural gas; 
unavailability of generating units (due to unscheduled or longer-than-anticipated generaiion outages, weather and natural disasters) and the 
restilting loss of revenues and additional costs of replacement electricity; 
costs of compliance with existing and new environmental laws and with new security and safety requirements for nuclear facilities; 
any adverse outcome of legal proceedings and investigations with respect to PPL Energy Supply's current and past business activities; 
deterioration in the financial markets that could make obtaining new sources of  bank and capital markets funding more difficult and more 
costly; and 
a downgrade in PPL. Energy Supply's or its rated subsidiaries' credit raticgs that could adversely affect their ability to access capital and 
increase the cost of credit facilities and any new debt. 

See "lteni 1A. Risk Factors" for further discussion of risks and uncertainties affecting PPL Energy Supply's cash flows. 

A t  December 3 1, PPL Energy Supply had the following: 

LO1 I 2010 2009 

Cash and cash equivalents 

Short-term debt 

The changes in PPL. Energy Supply's cash and cash equivalents position resulted from: 

Net cash provided by operating activities 
Net cash provided by (used in) investing activities 
Nct cash provided by (used in) financing activities 
Effect of exchange rates on cash and cash equivalents 
Net Increase (Decrease) in Cash and Cash Equivalents 

9; 379 $ 661 $ 245 
$ 400 $ 531 $ 639 

-. OpeLamng Activities 

Net cash provided by operating activities decreased by 58%, or $ I  " 1  billion, in 201 1 compared with 2010. This was primarily due to lower gross 
energy margins of $240 million, after-tax, proceeds from monetizing certain full-requirements sales contracts in 20 10 of $249 million, a 
reduction in cash from counter party collateral of $172 million, increases in other operating outflows of $200 million (including higher operation 
and maintenance expcnses and defined benefits funding of $123 million) and the loss of operating cash from PPL Global ($203 million for 
2010). In January 201 I ,  PPL Energy Supply distributed its membership interest in PPL Global to its parent, PPL, Energy Funding. See Note 9 to 
the Financial Statements for additional information on the distribution. 
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Net cash provided by operating activities increased by 30Y0, or $427 million, in 2010 compared with 2009. The expiration o f  the long-term 
power purchase agreements between PPL Electric and PPL, EnergyPlus at the end of 2009 enabled PPL, EnergyPlus to  sell power at higher 
-7arket prices and had a positive impact on net income, and specifically on "unregulated gross energy margins" which increased over $600 

lion, after-tax, in 2010 compared with 2009, and therefore, was  the primary driver to the above increase. The positive impact of additional 
.,nings was partially offset by a reduction in the amount ofcounterparty collateral received and by additional defined benefit plan 

contributions. In  addition, changes in working capital in 2010 compared with 2009 offset the $300 million impact of cash collateral received 
from PPL. Electric in 2009 as discussed below. 

A significant portion of PPL Energy Supply's operating cash flows is derived from its baseload generation business activities. PPL. Energy 
Supply employs a formal hedging program for its competitive baseload generation fleet, the primary objective of which is to provide a 
reasonable level of  near-term cash flow and earnings certainty while preserving upside potential of power price increases over the medium 
term. See Note 19 to the Financial Statements for further discussion. Despite PI% Energy Supply's hedging practices, future cash flows from 
operating activities are influenced by commodity prices and therefore, will fluctuate from period to period. 

PPL. Energy Supply's contracts for the sale and purchase of electricity and fuel often require cash collateral or other credit enhancements, or 
reductions or terminations of a portion of the entire contract through cash settlement, in the event of a downgrade of PPL Energy Supply's or its 
subsidiary's credit ratings or adverse changes in market prices. For example, in addition to limiting its trading ability, if PPL. Energy Supply's or 
its subsidiary's ratings were lowered to below "investment grade" and there was a IO% adverse movement in energy prices, PPL Energy Supply 
estimates that, based on its December 3 1, 201 1 positions, it would have had to post additional collateral of approximately $35 1 million with 
respect to electricity and fuel contracts. PPL Energy Supply has in place risk management programs that are designed to monitor and manage its 
exposure to volatility of cash flows related to changes in energy and fuel prices, interest rates, foreign currency exchange rates, counterparty 
credit quality and the operating performance of its generating units. 

Investing Activities 

The primary use of cash in investing activities is capital expenditures See "Forecasted lJses of Cash" for detail regarding projected capital 
expenditures for the years 2012 through 2016. 

Net cash used in invcsting activities decreased $157 million in 201 1 compared with 2010, primarily as a result o f a  decrease of $348 million in 
capital expendilurcs and a $2 19 million increase in the proceeds received from the sale of businesses, which are discussed in Note 9 to the 
Financial Statements. The decrease in cash used in investing activities from the above items was partially offset by an increase of $198 million 
-dated to notes receivable from affiliates and $212 million from changes in restricted cash and cash equivalents. 

ct cash used in investing activities incrcased $274 million in 2010 compared with 2009, primarily as a result of a decrease of $154 million from 
proceeds froin the sale of other investments, a change of $135 million from restricted cash and cash equivalents, and an increase of $102 million 
in capital expenditures. The increase in cash used in investing activities from the above items was partially offset by $81 million in proceeds 
reccived from the sale o f  businesses, which are discussed in Note 9 to the Financial Statements, and a change of $28 million in other investing 
activities. 

In January 201 I ,  PPL. Energy Supply distributed its 100% membership interest in PPL, Global to its parent, PPL. Energy Funding. See Note 9 to 
the Financial Statements for additional information. Excluding PPL Global, PPL, Energy Supply's net cash used in investing activities was $544 
million and $308 million for 2010 and 2009. 

Financing Activities 

Net cash used in financing activities was $390 million in 201 I compared with $612 million in 2010 and $1.1 billion in 2009. The decrease from 
2010 to 20: 1 primarily reflects lower net distributions to Membcr, partially offset by lower net issuances of long-term debt and the distribution 
of cash included in the net assets of PPL. Global to PPL Energy Funding. The change from 2009 to 2010 primarily reflects more long-term debt 
issuances, increased contributions from and distributions to Member, and less short-term borrowings in 2010. 

In 201 I ,  cash used in financing activities primarily consisted of  a $32.5 million distribution of  cash included in the net assets of PPL, Global to 
PPL Energy Funding, $316 million in distributions to Member, and net debt retirements of $200 million, partially offset by $461 million in 
contributions from Member. 

In 2010, cash uscd in financing activities primarily consisted of $4.7 billion in distributions to Member, partially offset by $3.6 billion in 
Contributions from Member and net debt issuances of $509 million. The distributions to and contributions 
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from Member during 2010 primarily relate to the funds received by PPL, in June 2010 from the issuance of common stock and 2010 Equity 
Units. These funds wcre invested by a subsidiary of PPL Energy Supply until they were returned to its Member in October 2010 to be  available 
‘7 partially fttnd PPL.’s acquisition of L.KE and pay certain acquisition-related fees and expenses. 

. 2009, cash used in financing activities primarily consisted of $943 million in distributions to Member and net debt retirements of $177 
million, partially offset by $50 million in contributions from Member. 

See “Forecasted Sources of Cash” for a discussion of PPL, Energy Supply’s plans to issue debt securities, as well as a discussion of credit facility 
capacity available to PPL Energy Supply. Also see “Forecasted Uses of Cash” for information regarding maturities of PPL Energy Supply’s 
long-term debt. 

PPL Energy Supply‘s debt financing activity in 201 1 was: 

Issuances (a) Retirements 

I’PL Energy Supply Senior Unsecured Notes 
PPL. Energy Supply short-term debt,  net increase 

Total 
Net decrease 

(a) Issuances are net of pricing discounls, where applicable and exclude the impact of debt issuance costs 

See Note 7 to the Financial Statements for more detailed information regarding PPL Energy Supply’s financing activities in 201 I 

__ Forecasted_Sou_rces - of Cash 

PPL Energy Supply expects to continue to have sufficient sources ofcash available in the near term, including various credit facilities, operating 
leases and contributions froin Member. 

Credit Facilities 

At Dcceniber 3 I ,  201 1, PPL Energy Supply’s total committed borrowing capacity under credit facilities and the use ofthis borrowing capacity 
?re: 

Syndicated Credit Facility (a) 
L.etter of Credit Facility 
Total PPL. Energy Supply Credit Facilities (b) 

Letters of 
Credit 
Issued 

and 
Commercial 

Committed Paper Unused 
Capacity Borrowed Backup Capacity 

$ 3,000 $ $ 541 $ 2,459 
200 n/a 89 I l l  

$ 3,200 $ $ 630 $ 2,570 

(a) I n  October 201 I ,  I’I’L, Energy Supply amended its Syndicated Credit Facility. ‘The amendment included extending the expiration date from December 2014 lo October 
201 6 Under this lacility, PPL. Energy Supply continues to have the ability to make cash borrowings and Io request the lenders to issue letters of credit. This facility contains a 
financial covenant requiring PPL Energy Supply’s debt to total capitalization not to exceed 65%, as calculated in accordance with the facility, and other customary covenants. 

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

The commitments under PPL Energy Supply’s credit facilities are provided by a diverse bank group, with no one bank and its affiliates providing an aggregate commitment of 
more Illan 1 I %  of the total committed capacity. 

In January 201 I ,  PPL. Energy Supply distributed its 100% membership interest in PPL Global to its parent, PPL Energy Funding. See Nole 9 to the Financial Statements for 
additional information. 

(b) 

In addition to the financial covenants noted above, the credit agreements governing the above credit facilities contain various other 
covenants. Failure to comply with the covenants after applicable grace periods could result in acceleration of repayment of borrowings andor  
termination of  the agreements. PPL Energy Supply monitors compliance with the covenants 
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on a regular basis. At December 3 I ,  20 1 1 ,  PPL, Energy Supply was in compliance with these covenants. At this time, PPL, Energy Stlpply 
believes that these covenants and other borrowing conditions will not limit access to these funding sources. 

: Note 7 to the Financial Statements for further discussion of  PPL. Energy Supply's credit facilities. 

Commercial Paper 

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-term liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Energy Supply's Syndicated Credit 
Facility. At December 31,201 I ,  PPL, Energy Supply had $400 million of commercial paper outstanding at a weighted-average interest rate of 
approximately 0.53%. 

Operating L,eases 

PPL, Energy Supply and its subsidiaries also have availab!e funding sources that are provided through operating leases. PPL, Energy Supply's 
subsidiaries lease office space, land, buildings and certain equipment. These leasing structures provide PPL Energy Supply additional operating 
and financing flexibility. The operating leases contain covenants that are typical for these agreements, such as maintaining insurance, 
maintaining corporate existence and timely payment of  rent and other fees. 

PPL Energy Supply, through its subsidiary PPL Montana, leases a SO% interest in Colstrip Units I and 2 and a 30% interest in Unit 3, under four 
36-year, non-cancelable operating leases. These operating leases are not recorded on PPL Energy Supply's Balance Sheets. The leases place 
certain restrictions on PPL Montana's ability to incur additional debt, sell assets and declare dividends. At this time, PPL. Energy Supply 
believes that these restrictions will not limit access to these funding sotirces or cause acceleration or termination of the leases. 

See Note I I to the Financial Statements for further discussion of the operating leases. 

L.ong-terni Deb1 Seciirities and Contributions fionr Member 

PPL Energy Supply does not currently plan to issue long-term debt securities in 2012. 

From time to time, PPL Energy Supply's Member, PPL Energy Funding, makes capital contributions to PPL. Energy Supply. PPL, Energy 
5upply uses these contributions for general corporate purposes. 

Jrecasted Uses of Cash 

In addition to expenditures required for normal operating activities, such as purchased power, payroll, fuel and taxes, PPL, Energy Supply 
currently expects to incur future cash outflows for capital expenditures, various contractual obligations, distributions to its Member and possibly 
the purchase or redemption of a portion of its debt securities. 

Capital Expenditiires 

The table below shows PPL Energy Supply's current capital expenditure projections for the years 2012 through 2016. 

Construction expenditures (a) (b) 
Generating facilities 
Environmental 
Other 

Nuclear fuel (c) 
Total Capital Expenditures 

Total Construction Expenditures 

Projected 
2012 2013 2014 2015 2016 

$ 528 S 357 $ 262 $ 234 $ 285 
83 90 66 49 30 
37 40 36 33 32 

648 487 364 316 341 
160 I72 170 I73 1 74 

$ 808 $ 659 $ 534 $ 489 $ 521 

(a) 
(b) 
(c) 

Construction expenditures include capitalized interest, which is expected to be approximately $134 million for the years 2012 through 2016 
Includes expenditures for certain intangible assets. 
Nuclear fuel expenditures include capitalized interest, which is expected to be approximately $25 million for the years 2012 through 2016. 

PPL Energy Supply's capital expenditure projections for the years 201 2 through 201 6 total approximately $3.0 billion. Capital expenditure plans 
are revised periodically to reflect changes in operational, market and regulatory conditions. This table includes projected costs related to the 
planned 19 1 MW of incremental capacity increases. See Note 8 to the Financial Statements for infonnation regarding the significant 
development projects. 

101 



PPL Energy Supply plans to fund its capital expenditures in 2012 with cash on hand and cash from operations. 

ronlracliial Obligations 

L, Energy Supply has assumed various financial obligations and commitments in the ordinary course of conducting its business. At 
December 31. 201 1, the estimated contractual cash obligations of PPL Energy Supply were: 

Long-term Debt (a) 
Interest on Lmg-term Debt (b) 
Operating Leases (c) 
Purchase Obligations (d) 
Other Long-term Liabilities 

Reflected on the Balance 
Slieet under GAAP (e) ( f )  

Total Contractual Cash Obligations 

Total 

$ 3,023 
1,206 

709 
4,010 

74 
$ 9,022 

2012 2013 - 2014 2015 - 2016 

$ 1,037 S 650 
$ 178 300 I85 

I04 21R 149 
1,014 1,217 68 I 

74 
$ 1,370 $ 2,772 S 1,665 

After 2016 

$ 1,336 
543 
238 

I .098 

$ 3,215 

(a) R.eflecLs principal maturities only based on stated maturity dates, except for the 5.70% REset Put Securities (REPS). See Note 7 to the Financial Statements for a discussion of 
tlie remarketing feature related to the I<EPS, as well as discussion of variable-rate remarketable bonds. PPL Energy Supply does not have any significant capital lease 
obligations. 
Assumes interest payinelits through stated tnaturiiy, except for the REPS, for which interest is reflected to the put date. The payments herein are subject to change, as payments 
for debt h a t  is or becomes variable-rate debt have been estimated. 
See Note I I to the Financial Statements for additional inrormation. 
The amounts include agreements to purchase goods or services that are enforceable and legally binding and specify all significant terms, including: fixed or minimum 
quantities to be purchased; fixed, minimum or variable price provisions; and the approximate timing of the transaction. Primarily includes PPL. Energy Supply's purchase 
obligations of electricity, coal, nuclear fuel and liinestone as well as certain construction expenditures, wliicli are also included in the Capital Expenditures table presented 
above Financial swaps and open purchase orders that are provided on demand with no firm commitment are excluded from the amounts presented. In prior years, PPL. 
included certain energy purchase obligations based on forecasted amounts to be purchased. The amounts presented herein are based on actual ccnlracl terms. 
The amounts represent contributions made or committed to be made for 2012 for PPL.'s and PPL. Energy Supply's U S  pension plans. See Note 13 to tlie F!nancial Statements 
for a discussion of expected contributions 
At Deceniber 3 I, 201 I, total unrecognized tax benefits of$28 million were excluded from this table as PPL. Energy Supply cannot reasonably estimate the m o u n t  and period 
of future payments See Ncte 5 lo  the Financial Stateinents for additional information. 

Distribuhns /o Meinbet. 

(b) 

(c) 
(d) 

(e) 

(I') 

--om time to lime, as determined by its Board of Managers, PPL, Energy Supply makes retum of capital distributions to its Member. In January 
1 I ,  PPL Energy Supply distributed its membership interest in PPL. Global to PPL, Energy Supply's parent at 3 book value of approximately 

a l .3  billion, which included $325 inillion of cash and cash equivalents. See Note 9 to the Financial Statements for additional information. 

Pttr-cha.se 01' Redemption ofDebt Secirrilres 

PPL, Encrgy Supply will continue to cvaluate its outstanding debt securities and may decide to purchase or redcem these securitics depending 
upon prevailing market conditions and available cash 

Rakng Agency-I&cjsjons 

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 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 
soitrces. 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 bc sub,ject to revisions or withdrawal by the agencies at any time and should be evaluated independently of each 
other and any othcr 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. 

As a result of the passage of the Dodd-Frank Act PPL Energy Supply is limiting its credit rating disclosure to a description of the actions taken 
b y  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 
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respective ratings agencies' websites, which ratings together with all other infonnation contained on such rating agency websites is, hereby, 
explicitly not incorporated by reference in this report. 

3 rating agencies took Ihe following actions related to PPL. Energy Supply and its subsidiaries in 201 I 

Following the announcement of PPL,'s then-pending acquisition of WPD Midlands in March 201 I ,  the rating agencies took the following actions: 

o 

o 

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 1 follnwing the completion of PPL.'s xy!:isitiop of WPD Midlands, S&P revised the outlook and affirmed its ratings for PPL, 
Energy Supply. 

In May 201 I ,  Fitch affirmed 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 Scptember 20 I I ,  S&P assigned a short-term rating to PPL Energy Supply's commercial paper program. 

In October 201 1 ,  Moody's and Filch 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 November 201 I ,  Filch affnned its rating and revised its outlook to negative from stable for PPL, Montana's Pass Through Certificates due 
2020. 

In Dcccniber 201 1, Fitch affirmed the Issuer Default Ratings and individual security ratings of PPL Energy Supply. 

In January 20 12, SRCP affirmed its rating and revised its outlook to stable from positive for PPL Montana's Pass Through Certificates due 2020. 

L Energy Supply has various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity and fuel, 
,ommodity transportation and storage, tolling agreements and interest rate instruments, which contain provisions requiring PPL Energy Supply 
to post additional collpteral, or permit the counterparty to terminate the contract, if PPL. Energy Supply's credit rating were to fall below 
investment grade. See Note 19 to the Financial Statements for a discussion of "Credit Risk-Related Contingent Features," including a discussion 
or the potential additional collateral that would have been required for derivative contracts in a net liability position at December 31, 201 1.  At 
December 3 1, 201 1, if PPL Energy Supply's credit rating had been below investment grade, PPL. Energy Supply would have been required to 
prepay or post an additional $39 1 million of collatcral to counterparties for both derivative and non-derivative commodity and commodity- 
related contracts used in its generation, marketing and trading operations and interest ratc contracts. 

G u aranle-es-fQr Subsidiaries 

PPL Energy Supply guarantees certain consolidated affiliate financing arrangements that enable certain transactions. Some of the guarantees 
contain financial and other covenants that, if not met, would limit or restrict the consolidated affiliates' access to funds under these financing 
arrangements, require early maturity of such arrangements or limit the consolidated affiliates' ability to enter into certain transactions. At this 
time, PPL Energy Supply believes that these covenants will not limit access to relevant funding sources. See Note 15 to the Financial Statements 
for additional information about guarantees. 

Off-Balance Sheet Arrangements 

PPL Encrgy Supply has entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note 
15 to the Financial Statements for a discussion of these agreements. 
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Risk Management - Energy Marketing & Trading and Other 

%rkgt-Risk 

,e Notes 1, 18, and 19 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 estimales of what may occur in the future, assuming certain adverse market 
conditions and modcl assumptions Actual future results may differ materially from those presented. These disclosures are not precise 
indicators of expected futurc losses, but only indicators of possible losses at a given confidence level. 

Comniodity 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 hcdge activity qualify for hedge accounting treatment. The economic activity category includes transactions that address a 
specific risk, but were not eligible for hedge accounting or for which hedge accounting was not elected. This activity includes the changes in fair 
value of positions used to hedge a portion of the economic value of PPL Energy Supply's competitive generation assets and full-requirement 
sales and retail contracts. This  economic activity is subject to changes in h i r  value due to market price volatility of the input and output 
commodities (e g , fuel and powcr). Although they do not receive hedge accounting treatment, these transactions are considered non-trading 
activity The fair value of economic positions at December 31, 201 1 and 2010 was a net liability of $63 million and $389 million. See Note 19 
to the Financial Statements for additional information on hedge and economic activity. 

To hedge thc impact of ma1 ket 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 US. and enters 
into financial exchange-traded -lid over-the-counter contracts. PPL. Energy Supply's non-trading commodity derivative contracts mature at 
various times tlirottgli 2019. 

The following tablc sets forth the changes in net fair value of  PPL. Energy Supply's non-trading commodity derivative contracts. See Notcs 18 
and 19 to the Financial Statements for additional information 

r value of contracts outstanding at the beginning of the period 
Lontracts realized or otherwise settled during the period 
Fair value of new contrxts entered into during tlie period (a)  
Changes in rair value attributable to clinnges in valuation techniques (b) 
Other changes in  fair value 
Fair value ofcontracts outstanding at the end of [lie period 

Gains (Losses) 
201 1 2010 

9; 958 $ 1,280 
(523) (490) 

13 (5) 
(23) 

634 I96 
$ 1,082 $ 958 

(a) 
(b) 

Represents tlie rair value of contracts at the end of the quarter of their inception 
I n  .lune 2010, PI'L. Energy Supply received market bids for certain full-requirement sales contracts that were monetized in early July See Note 19 to the Financiol Statements 
for additional inlitrm;ition At  June 30, 2010, these contracts were valued based on tlie bids received (the market approach) In prior periods, llie fair value of these contracts 
was ineasured using the income approach. 

The following table segregates the net Pdir value of PPL Energy Supply's non-trading commodity derivative contracts at December 31, 201 I ,  
based on whether the fair value was detcnnined by prices quoted in active markets for identical instruments or other more sub,jective means. 

Source o f  Fair Value 
Prices quoted in active markets for identical instruments 
Prices based on significant other observable inputs 
Prices based on significant unobservable inputs 
Fair value of contracts outstanding at tlie end o f  the period 

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 

$ 1 $ I 
713 $ 342 $ ( 1 )  $ 15 1,069 
13 (3) 2 I2 

9; 727 $ 339 5 I $  15 $ 1,082 

PPL Energy Supply sells electricity, capacity and related services and buys fuel on a forward basis to hedge the value ofenergy 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 i t  could be required to pay liquidating damages. These 
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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 

.ese 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 
*et its obligations, or cause significant increases in the market price of replacement energy. Although PPL Energy Supply attempts to mitigate 

to perform, or that i t  will not experience countcrparty nonperformance in the future. 

Cotnniodily 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. See Notes 18 and 19 to the Financial Statements for 
additional information. 

Gains (Losses) 
201 1 2010 

Fair value of contracts outstanding at tlie beginning of the period 
Contracts realized or otherwise settled during the period 
Fair value ofnew contracls entered into during tlie period (a) 
Other changes in fair value 
Fair value of contracts outstanding at the end of the period 

(a) Represents the lair value of contracts at the end of the quarter of their inception 

Unrealized losses of approximately $2 million will be reversed over the next three months as the transactions are realized. 

The following table segregates the net fair value of PPL Energy St~pply's trading commodity deriva!i-u contr?cts at December 31,201 I ,  based 
on whether the Pdir value was determined by prices quoted in active markets for identical instruments or other more subjective means. 

" w r c e  of Fair Value 
:es quoted in active markets for identical instruments 

,ces based on significant other observable inputs 
Prices based on significant unobservable inputs 
Fair value of contracts outstanding at the end of the 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 Vnlue 

VaR Models 

PPL. Energy Supply utilizes a VaR model to measure commodity price risk in unregulated gross energy margins for its non-trading and trading 
portfolios VaR is a statistical model that attempts to estimate the value ofpotential loss over a given holding period under noniial market 
conditions at a given confidence level. PPL Energy Supply calculates VaR using a Monte Carlo simulation technique based on a five-day 
holding period at a 95% confidcncc level. Given the company's conservative hedging program, PPL's non-trading VaR exposure is expected to 
be limited in tlie short tertii. At December 31,201 1 and December 31, 2010, the VaR for P P L  Energy Supply's portfolios using end-of-month 
results for the period was as follows. 

Non-Trading VaR Trading Val< 
201 I 2010 201 1 201 0 

95% Confidence Level, Five-Day Holding Period 
Period End 
Average for the Period 
High 
L.ow 

$ I $  I $  6 %  5 
3 4 5 7 
6 9 7 12 
I I 4 4 

Thc trading portfolio includes all speculative positions, regardless of the delivery period. All positions not considered speculative are considered 
non-trading. PPL Energy Supply's non-trading portfolio includes PPL Energy Supply's 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 December 3 1, 201 I .  
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Interesl Rale Risk 

T L ,  Energy Supply and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. PPL. and PPL 
:rgy Supply utilize various financial derivative instruments to adjust the mix of fixed and floating interest rates in PPL Energy Supply's debt 

,-tfolio, adjust the duration of its debt portfolio and lock in benchmark interest rates in anticipation of future financing, when appropriate. Risk 
limits under the risk management program are designed to balance risk exposure to volatility in interest expense and changes in the fair value of 
PPL Energy Supply's debt portfolio due to changes in the absolute level of interest rates. 

At December 3 I ,  201 1 and 2010, PPL Energy Supply's potential annual exposure to increased interest expense, based on a 10% increase in 
interest rates, was not significant. 

PPL Energy Supply is also exposed to changes in the fair value of its debt portfolio. PPL, Energy Supply estim;rteJ that a :O% decrease in 
interest rates at December 3 I ,  201 1 would increase the fair value of its debt portfolio by $53 million, compared with $198 million at 
December 3 I ,  201 0. 

PPL. Energy Supply had the following interest rate hedges outstanding at: 

December 31,2011 December 31,2010 
EfTect of a 

Exposure Fair Value, Movement Exposure Fair Value, 

Effect of a 

Movement 
Hedged Net - Asset (a) in Rates (b) Hedged Net - Asset (a) in Kntes (b) 

10% Adverse 10% Adverse 

Cash  flow hedges 
Interest rate swaps (c) 
Cross-currency swaps (d) 

Interest rate swaps (;I 
Fair value hedges 

(a) Includes accrued interest, ifapplicable. 
(b) 
(c) 

Effects of adverse movements decrease assets or increase liabilities, as applicable, which could result in an asset becoming a liability. 
PPL and PPL. Energy Supply utilize various risk management instruments to reduce PPL Energy Supply's exposure to tlie expected future cash flow variability of PPL Energy 
Supply's debt instruments. These risks include exposure to adverse interest rate movements for outstanding variable rate debt and for future anticipated financing. While PPL 
Energy Supply is exposed to clianges in the fair value of these instruments, any changes in tlie fair value of such cash flow hedges are recorded in equity. The clianges in fair 
value of these instruments are then reclassified into earnings in tlie same period during which the item being hedged affects earnings. Sensitivities represent a 10% adverse 
movement in interest rates. 
Represents cross-currency swaps used by PPL. WW to hedge the interest payments and principal of its U.S dollar-denominated senior notes with maturity dates ranging from 
December 201 7 to December ?(J28 In 2010, tliese swaps were part of PPL Energy Supply's business. As a result of [lie distribution of PPL Energy Supply's membership 
interest in PPL Global to PPL Energy Funding, effective January 201 I ,  these swaps are no longer part of PPL Energy Supply's business. While PPL Energy Supply was 
exposed to changes in [lie fair value of these instruments, any change in tlie fair value of these instruments was recorded in equity and reclassified into earnings in the same 
period during wliicli (lie item being hedged affected earnings. Sensitivity represents a 10% adverse movement in both interest rates and foreign currency excliange rates. 
PPL and PPL Energy Supply utilize various risk management instruments to adjust the mix of fixed and floating interest rates in PPL Energy Supply's debt portfolio. The 
change in rair value o f  tliese instruments, as well as the offsetting change in the value oftlie hedged exposure of the debt, is reflected in earnings. Sensitiviries represent a 10% 
adverse movement in interest rates. 

( e )  

Foreign Cirrrency Risk 

PPL. and PPL Energy Supply have adopted a foreign currency risk management program designed to hedge certain foreign currency exposures, 
including firm commitments, recognized assets or liabilities, anticipated transactions and net investments, as well as to protect against foreign 
currency translation risk of expected earnings. 

Prior to 201 1, PPL Energy Supply's exposure to foreign currency risk was through its investments in U.K. affiliates. In addition, PPL Energy 
Supply's domestic operations may make purchases of equipment in currencies other than US. dollars. See Note 1 to the Financial Statements for 
additional information regarding foreign currency translation. 

PPL and PPL, Energy Supply previously entered into contracts to protect the value of  a portion of PPL, Energy Supply's net investment in WPD 
a n d  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, effectivc January 
20 1 1, these contracts are no longer included in PPL Energy Supply's business. 

At December 3 1,201 I ,  PPL Energy Supply did not have any foreign currency hedges outstanding. At December 3 I ,  2010, PPL Energy Supply 
h a d  the following foreign currency hedges outstanding: 
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Net investment hedges (b) 
Economic hedges (c) 

Fair Value, 
Exposure Net - Asset 
Hedged (Liability) 

E 35 $ 7 
89 4 

Effect of  a 10% 
Adverse Movement 

in Foreign Curreney 
Exchange Rates (a) 

(a) 
(b) 
(c) 

Effects of adverse movements decrease assets or increase liabilities, as applicable, which could result in an asset becoming a liability. 
To protect the value of a portion of PPL Energy Supply's net investment in WPD, PPL. executed forward contracts to sell GBP. 
To economically hedge the translation o f  expected income denominated in GBP to li S dollars, PPL entered into a combination of average rate forwards and average rate 
options to sell G B P  

NDTFunds - Securities Price Risk 

In connection with certain NRC requirements, PPL Susquehanna maintains trust funds to fund certain costs of decommissioning the 
Susquehanna nuclear plant. At December 3 1, 201 I ,  these funds 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 
securities included in the trusts are exposed to price fluctuation in equity markets, and the values of  fixed-rate, fixed-income securities are 
exposed to changes in interest rates. PPL actively monitors the investment performance and periodically reviews asset allocation in accordance 
with its ntlclear decommissioning trust policy statement. At December 31,201 I ,  a hypothetical 10% increase in interest rates and a 10% 
decrease in equity prices would have resulted in an estimated $43 million reduction in the fair value of the trust assets, compared with $45 
million at December 3 1, 2010 See Notes I8 and 23 to the Financial Statements for additional information regarding the NDT funds. 

Defined Benefil Plans - Seciwities Price Risk 

See "Application of Critical Accounting Policies Defined Benefits" for additional information regarding the effect o f  securities price risk on 
plan assets. 

Credit Risk 

Credit risk is the risk that PPL, Energy Supply would incur a loss as a result of nonperformance by counterparties of their contractual 
ligations. PPL, Energy Supply maintains credit policies and procedures with respect to counterparty credit (including requirements that 

.unterparties maintain specified credit ratings) and requires other assurances in the form of credit support or collateral in certain circumstances 
in order to limit counterparty credit risk. However, PPL. Energy Supply has concentrations of suppliers and customers among electric utilities, 
financial institutions and other energy marketing and trading companies. These concentrations may impact PPL, Energy Supply's overall 
exposure to credit risk, positively or negatively, as counterparties may be similarly affected by changes in economic, regulatory or other 
conditions. 

PPL. Energy Supply includes the effect ofcredit risk on its fair value measurements to reflect the probability that a counterparty will default 
when contracts a re  out ofthe money (from the counterparty's standpoint). In this case, PPL. Energy Supply would have to sell into a lower- 
priced market or purchase from a higher-priced market. When necessary, PPL Energy Supply records an allowance for doubtful accounts to 
reflect the probabiliiy that a counterparty will not pay for deliveries PPL Energy Supply has made but not yet billed, which are reflected in 
"Unbilled revenues" on the Balance Sheets. PPL Energy Supply also has established a reserve with respect to certain receivables from SMGT, 
which is reflected in accounts receivable on the Balance Sheets. See Note 15 to the Financial Statements for additional information. 

See "Overview" i n  this Item 7 and Notes 16, 18 and 19 to the Financial Statements for additional information on credit concentration and credit 
risk. 

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. The value 
of the British pound sterling fluctuates in relation to the U S .  dollar. In 2010, changes in these exchange rates resulted in a foreign currency 
translation loss of $63 million, which primarily reflected a $180 million reduction to PP&E offset by a reduction of $1 17 million to net 
liabilities. In 2009, changes in these exchange rates resulted in a foreign currency translation gain of$106 million, which primarily reflected a 
$225 million increase in 
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PP&E offset by an increase of  $ 1  19 million to net liabilities. The impact of  foreign currency translation was recorded in AOCI. 

Qelated Party Transactions 

. L Energy Supply is not aware of any material ownership interests or operating responsibility by senior management of PPL. Energy Supply in 
outside partnerships, including leasing transactions with variable interest entities, or other entities doing business with PPL Energy Supply. See 
Note 16 to the Financial Statements for additional information on related party transactions. 

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, executr tolling agreements or pursue other options. 

In 201 I ,  the final phase of  the Susquehanna uprate project, a 50 MW Unit 2 uprate, was completed. In addition, incremental capacity increases 
o f  191 MW are currently planned, primarily at existing PPL Energy Supply generating facilities. See "Item 2. Properties - Supply Segment" for 
additional information. 

See Notes 8 and 9 to the Financial Statements for additional information on the more significant activities. 

Environmental Matters 

Protection of the environment is a priority for PPL Energy Supply and a significant element o f  its business activities. Extensive federal, state 
and local cnvironmental 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 cost of compliance or allegpd non-compliance cannot be predicted with certainty but 
could be material In addition, costs may increase significantly if the requiremcnL or smpe of environmental laws or regulations, or similar 
rules, are expanded 01 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 o f  key suppliers, or customers, such as coal producers, industrial power users, etc., and may impact the cost for their 
products or their demand for PPL, Energy Supply's services. See "Item I .  Business - Environmental Matters" and Note 15 to the Financial 
Statements for a discussion of environmental matters. 

>mpetition 

See "Competition" under the International Regulated and Supply segments in "Item 1. Business - Segment Information" and "Item 1A. Risk 
Factors" for a discussion of  competitive factors affecting PPL, Energy Supply. 

New AccountingGuidanG 

See Notes 1 and 24 to the Financial Statements for a discussion of new accounting guidance adopted and pending adoption 

&plicationofCritical&counting 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. Changes in the estimates or other judgments included within these accounting 
policies could result in a significant change to the information presented in the Financial Statements (these accounting policies are also discussed 
in Note I to the Financial Statements). PPL.'s senior management has reviewed these critical accounting policies, the following disclosures 
regarding their application and the estimates and assumptions regarding them, with PPL.'s Audit Committee. 

I )  Price Risk Management 

See "Price Risk Management" in Note 1 to the Financial Statements, as well as "Risk Management - Energy Marketing & Trading and Other" 
above. 
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2) Defined Benefits 

"W- Energy Supply subsidiaries sponsor a n d  participate in various qualified funded and non-qualified unfunded defined benefit pension 

..et periodic defined benefit costs of its plans and the allocated portion of those plans sponsored by PPL Services based on participation in those 
plans. PPL, Energy Supply subsidiaries record an asset or liability to recognize the funded status of all defined benefit plans with an offsetting 
entry to OCI. Consequently, the funded status of all defined benefit plans is fully recognized on the Balance Sheets. See Note 13 to the 
Financial Statements for additional information about the plans and the accounting for defined benefits. 

ns. PPL Energy Supply subsidiaries also sponsor an unfunded other postretirement benefit plan. PPL. Energy Supply records the liability and 

PPL Services and PPL Energy Supply make certain assumptions regarding the valuation of benefit obligations and the performance of plan 
assets. When accounting for defined benefits, delayed recognition in earnings of differences between actual results and expected or estimated 
results is a guiding principle. Annual net periodic defined benefit costs are recorded in current earnings based on estimated results. Any 
differences between actual and estimated results are recorded in OC1. These amounts in AOCI are amortized to income ever future periods. The 
delayed recognition allows for a smoothed recognition of costs over the working lives of the employees who benefit under the plans. The 
primary assumptions are: 

o Discount Rate - The discount rate is used in calculating the present value of benefits, which is based on projections of benefit payments to 
be made in the future. The objective in selecting the discount rate is to measure the single amount that, if invested at the measurement date 
in a portfolio of high-quality debt instruments, would provide the necessary future cash flows to pay the accumulated benefits when due. 

Expected Return on Plan Assets - Management projects the long-term rates of return on plan assets based on historical performance, future 
expectations and periodic portfolio rebalancing among the diversified asset classes. These projected returns reduce the net benefit costs PPL, 
records currently. 

o 

L' Rate of Compensation Increase - Management projects employees' annual pay increases, which are used to prqject employees' pension 
benefits at retirement. 

0 Health Care Cost, Trend Rate - Management projects the expected increases in the cost of  health care. 

In selecting a discount rate for their defined benefit plans, PPL Services and PPL. Energy Supply start with a cash flow analysis of the expected 
benefit payment stream for its plans. For 2010, these plan-specific cash flows were matched against a spot-rate yield curve to determine the 
w m e d  discount rate. To develop the spot-rate yield curve, the full universe of Aa-rated non-callable (or callable with make-whole provisions) 

nds, served as the base from which those with the lowest and highest yields were eliminated to develop an appropriate subset of bonds from 
dhich the ultimate yield curve would be built. At that time, Management believed this plan-specific cash flow matching model represented the 
best available tool for estimating the discount rate. Beginning in 201 1, PPL Services and PPL. Energy Supply utilized a new tool that enhanced 
this plan-specific cash flow matching methodology by primarily matching the plan-specific cash flows against the coupons and expected 
maturity values of individually selected bonds. This bond matching process begins with the same subset of  the universe of  Aa-rated corporate 
bonds from which those with the lowest a n d  highest yields were eliminated, similar to the yield curve approach. Individual bonds were then 
selected based on the timing of each plan's cash flows and parameters were established as to the percentage of each individual bond issue that 
could be hypothetically purchased and the surplus reinvestment rates to be assumed. This process more accurately approximated the process o f  
settlement of the obligations, which better aligns with the objective of selecting the discount rate At December 31, 201 I ,  PPL Services 
decreased the discount rate for its U S .  pension plans from 5.41% to 5.07% and PPL Energy Supply dccreased the discount rate for its pension 
plan from 5 47% to 5.12%. PPL Services decreased the discount rate for its other postretirement benefit plan from 5.16% to 4.81% and PPL 
Energy Supply decreased the discount rate for its other postretirement benefit plan from 4.95% to 4.60%. 

The expected long-term rates of return for PPL, Services and PPL, Energy Supply's U.S. defined benefit pension and other postretirement benefit 
plans have been developed using a best-estimate of  expected returns, Colatilities and correlations for each asset class. PPL management 
corroborates these rates with expected long-term rates of return calculated by its independent actuary, who uses a building block approach that 
begins with a risk-free rate of return with factors being added such as inflation, duration, credit spreads and equity risk. Each plan's specific 
asset allocation is also considered in developing a reasonable return assumption. Based on PPL's change to a liability-driven investment 
strategy, PPL's I J S .  defined benefit pension assets have shifted into a greater proportion of fixed-income investments. Based on this change in 
investment strategy, at December 31, 201 I ,  PPL Services' and PPL Energy Supply's expected return on plan assets decreased from 7.25% to 
7.00% for their I JS .  pension plans and decreased from 6.45% to 5.70% for PPL. Services' other postretirement benefit plan. 

109 



In selecting a rate of compensation increase, PPL Energy Supply considers past experience in light of movements in inflation rates. At 
December 3 I ,  201 I ,  PPL Services and PPL, Energy Supply's rate ofcompensation decreased from 4.75% to 4.00% for their IJ.S. plans. 

;electing health care cost trend rates, PPL Services and PPL Energy Supply consider past performance and forecasts of health care costs. At 
xeinber 3 I ,  201 I ,  PPL Services' and PPL. Energy Supply's health care cost trend rates were 8.50% for 20 12, gradually declining to 5.50% for 

2019. 

A variance in the assumptions listed above could have a significant impact on accrued defined benefit liabilities or assets, reported annual net 
periodic defined benefit costs and OCI. While the charts below reflect either an increase or decrease in each assumption, the inverse of this 
change would impact the accrued defined benefit liabilities or assets, reported annual net periodic defined benefit costs and OCI by a similar 
amount in the opposite direction. The sensitivities below reflect an evaluation of the change based solely on a change in that assumption and 
does not include income tax effects. 

At December 3 1, 20 1 1, the defined benefit plans were recorded as follows. 

Pension liabilities 
Other postretirement benefit liabilities 

The following chart reflects the sensitivities in the December 3 I ,  201 1 Balance Sheet associated with a change in certain assumptions based on 
PPL. Services' and PPL Energy Supply's primary defined benefit plans. 

increase (Decrease) 
Change in Impact on defined 

Actuarial assumption asssniption benefit liabilities Impact on OCI 

Discount Rate 
Rate of Compensation Increase 
Ilealth Care Cost Trend Rate (a) 

(0.25)% $ 
0 25% 
I"OO% 

46 $ 
8 
I 

(a) Only impacts other postretirement benefits 

In  201 1, PPL. Energy Supply was allocated and recognized net periodic defined benefit costs charged to operating expense of$35 million. This 
amount represents a $1 million decrease from 2010. 

e following chart reflects the sensitivities in the 201 I Statement of Income (excluding income tax effects) associated with a change in certain 
Ossumptions based on PPL's and PPL, Energy Supply's primary defined benefit plans. 

Actuarial assumption C l i a i i ~ e  in assumption Impact on defined benefit costs 

Discount Rate 
Expected Return on Plan Assets 
Rate of Compensation Increase 

(025)% $ 
(0"25)?h 

0 25% 

3) Asset Impairment 

Impairinent analyses are performed for long-lived assets that are subject to depreciation or amortization whenever events or changes in 
circumstances indicate that a long-lived asset's carrying value may not be recoverable. For these long-lived assets classified as held and used, 
such events or changes in circumstances are: 

o 

0 

a significant decrease in the market price of an asset; 
a significant adverse change in the manner in which an asset is being used or in its physical condition; 
a significant adverse change in legal factors or in the business climate; 
an accumulation of costs significantly in excess of the amount originally expected for the acquisition or construction of an asset; 
a current period operating or cash flow loss combined with a history of losses or a forecast that demonstrates continuing losses; or 
a current expectation that, more likely than not, an asset will be sold or otherwise disposed of significantly before the end of its previously 
estimated useful life. 

o 

4 
3 
1 

For a long-lived asset classified as held and used, an impairment is recognized when the carrying amount o f  the asset is not recoverable and 
exceeds its fair value. The carrying amount is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the 
use and eventual disposition of the asset. If the asset is impaired, an impairment loss is recorded to adjust the asset's carrying value to its 
estimated fair value. Management must make significant judgments to 
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estimate future cash flows, including the useful lives of  long-lived assets, the fair value of the assets and management's intent to use the 
assets. Alternate courses of action are considered to recover the carrying value of a long-lived asset, and estimated cash flows from the "most 
'ikely" alternative a r e  used to assess impairment whenever one alternative is clearly the most likely outcome. If no alternative is clearly the most 

dy, then a probability-weighted approach is used taking into consideration estimated cash flows from the alternatives. For assets tested for 
.pairmen1 as of t h e  balance sheet date, the estimates of future cash flows used in that test consider the likelihood of possible outcomes that 

existed at the balance sheet date, including the assessment of the likelihood of a future sale of the assets. That assessment is not revised based on 
events that occur after the balance sheet date. Changes in assumptions and estimates could result in significantly different results than those 
identified and recorded in the financial statements. 

For a long-lived asset classified as held for sale, an impairment exists when the carrying amount of the asset (disposal group) exceeds its fair 
value less cost to sell. If the asset (disposal group) is impaired, an impairment loss is recorded to adjust the carrying amount to its fair value less 
cost to sell. A gain is recognized for any subsequent increase in fair value less cost IO sell, but not in excess of  the cumulative impairment 
previously recognized. 

For determining fair value, quoted market prices in active markets are the best evidence. However, when market prices are  unavailable, the 
Registrant considers all valuation techniques appropriate under the circumstances and for which market participant inputs can be 
obtained. Generally discounted cash flows are used to estimate fair value, which incorporates market participant inputs when 
available. Discounted cash flows are calculated by estimating future cash flow streams and applying appropriate discount rates to determine the 
present value of  the  cash flow streams. 

See Note 18 to the Financial Statements for a discussion of impairments related to certain intangible assets in 201 1. 

Goodwill is tested for impairment at the reporting unit level. PPL. Energy Supply's reporting unit has been determined to be at the operating 
segment level. A goodwill impairment test is performed annually or more frequently if events or changes in circumstances indicate that the 
carrying value o f  the reporting unit may be greater than the unit's fair value Additionally, goodwill is tested for impairment after a portion of 
goodwill has been allocated to a business to be disposed of. 

Goodwill is tested for impairment using a two-step approach. In step one, PPL Energy Supply identifies a potential impairment by comparing 
the estimated fair value of PPL Energy Supply (the goodwill reporting unit) with its carrying value, including goodwill, on  the measurement 
date. If the estimated fair value exceeds its carrying value, goodwill is not considered impaired. If the carrying value exceeds the estimated fair 
value, the second step is performed to measure the amount of impairment loss, if any. 

e second step requires a calculation of the implied fair value ofgoodwill, which is determined in the same manner as the amount of goodwill 
, a business combination. That is, the estimated fair value is allocated to all of PPL Energy Supply's assets and liabilities as if PPL Energy 

Supply had been acquired in a business combination and the estimated fair value of PPL Energy Supply was the price paid. The excess of  the 
estimated fair value of PPL. Energy Supply over the amounts assigned to its assets and liabilities is the implied fair value of  goodwill The 
implied fair value of  PPL Energy Supply's goodwill is then compared with the carrying value of that goodwill. If the carrying value exceeds the 
implied fair value, an impairment loss is recognized in an amount equal to that excess The loss recognized cannot exceed the carrying value of 
PPL Energy Supply's goodwill. 

PPL Energy Supply tested goodwill for impairment in the fourth quarter of201 1 and no impairment was recognized. Management used both 
discounted cash flows and market multiples, which required significant assumptions, to estimate the fair value of PPL Energy Supply. Applying 
an appropriate weighting to both the discounted cash flow and market multiple valuations, a decrease in the forecasted cash flows of 100/0, an 
increase in the discount rate by 25 basis points, or a 10% decrease in the multiples would not have resulted in an impairment of  goodwill. 

In 2010 and 2009, $5 million and $ 3  million of goodwill allocated to discontinued operations was written off. 

4) Loss Accruals 

Losses are accrued for the estimated impacts of various conditions, situations or circumstances involving uncertain or contingent future 
outcomes. For loss contingencies, the loss must be accrued if (1) information is available that indicates it is probable that a loss has been 
inclined, given the likelihood of the uncertain future events, and ( 2 )  the amount of the loss can be reasonably estimated. Accounting guidance 
defines "probable" as cases in which "the future event or events are likely to occur." The accrual of contingencies that might result in gains is not 
recorded unless recovery is assured Potential loss contingencies for environmental remediation, litigation claims, regulatory penalties and other 
events are continuously assessed. 
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The accounting aspects of estimated loss accruals include ( I )  the initial identification and recording of the loss, (2) the determination o f  
triggering events for reducing a recorded loss accrual, and ( 3 )  the ongoing assessment as to whether a recorded loss accrual is sufficient. All 
'+ree of these aspects require significant judgment by management. internal expertise and outside experts (such as lawyers and engineers) are 

'd, as necessary, to help estimate the probability that a loss has been incurred and the amount (or range) of the loss. 

No new significant loss accruals were recorded in 201 1 

Certain other events have been identified that could give rise to a loss, but that do not meet the conditions for accrual. Such events are disclosed, 
but not recorded, when it i s  "reasonably possible" that a loss has been incurred. See Note 1.5 to the Financial Statements for disclosure o f  other 
potential loss contingencies that have not met the criteria for accrual. 

When an estimated loss is accrued, the triggering events for subsequentlv reducing the lass accrual are identified, where applicable. The  
triggering events generally occur when the contingency has been resolved and the actual loss is paid or written off, or when the risk of  loss has 
diminished or been eliminated. The following are some of the triggering events that provide for the reduction of certain recorded loss accruals: 

o Allowances for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been 
exhausted, a better estimate of the allowance is determined or underlying amounts are ultimately collected. 

Environmental and other litigation contingencies are reduced when the contingency is resolved and actual payments are made, a better 
estimate of the loss is dctermined or the loss is no longer considered probable. 

0 

L.oss accruals are rcvicwed on a rcgular basis to assure that the recorded potential loss exposures are appropriate. This involves ongoing 
communication and anzlyses with internal and external legal counsel, engineers, operation management and other parties. 

See Note 1.5 to the Financial Statements for a discussion of the Montana Hydroelectric Litigation, including the reversal of an $89 million loss 
accrual, as a result of management's assessment of the February 201 2 U S .  Supreme Court decision. 

5) Asset Retirement Obligations 

PPL, Energy Supply is required to recognize a liability for legal obligations associated with the retirement of  long-lived assets. The initial 
obligation should be measured at  its estimated fair value. A conditional ARO must be recognized when incurred if the fair value of the ARO can 
be reasonably estimated. An equivalent amount should be recorded as an increase in the value of the capitalized asset and allocated to expense 

,come statement, for changes in  the obligation due to the passage of time. See Note 21 to the Financial Statements for further discussion of 
er the ~tseful life of the asset. Until the obligation is settled, the liability is increased, through the recognition of  accretion expense in the 

AROs. 

In determining AROs, manageinent must make significant judgments and estimates to calculate fair value. Fair value is developed using an 
expected present value technique based on assumptions of market participants that considers estimated retirement costs in current period dollars 
that are inflated to the anticipated retirement date and then discounted back to the date the ARO was incurred. Changes in assumptions and 
estimates included within the calculations of the fair value of AROs could result in significantly different results than those identified and 
recorded in the financial statements Estimated ARO costs and settlement dates, which affect the carrying value of  the ARO and the rclatcd 
capitalized asset, arc rcvicwed periodically to ensure that any material changes are incorporated into the latest estimate of the ARO. Any change 
to the capitalized asset, positive or negative, is amortized over the reinaining life o f  the associated long-lived asset. 

At December 3 1 ,  201 I ,  AROs totaling $359 million were recorded on the Balance Sheet, of which $10 million i s  included in "Other current 
liabilities." Of the total amount, $292 million, or 8 I%, relates to the nuclear decommissioning ARO. The most significant assumptions 
surrounding AROs are the forecasted retirement costs, the discount rates and the inflation rates. A variance in any of these inputs could have a 
significant impact on the ARO liabilities 

The following table reflects the sensitivities related to the nuclear decommissioning ARO liability associated with a change in these assumptions 
as of December 3 1, 201 1 There is no significant change to the annual depreciation expense of  the ARO asset or the annual accretion expense of 
the ARO liability as a result of changing the assumptions. The sensitivities below reflect an evaluation of  the change based solely on a change in 
that assumption. 

Change in Impact on 
Assumption ARO Liability 

Retirement Cost 
Discount Rate 
inflation Rate 
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(0.25)% 26 
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6) Income Taxes 

significant management judgment is required i n  developing the provision for income taxes, primarily due to the uncertainty related to tax 
;itions taken or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation allowances. 

Significant management judgment is required t o  determine the amount of benefit recognized related to an uncertain tax position. Tax positions 
are evaluated following a two-step process. The first step requires an entity to determine whether, based on the technical merits supporting a 
particular tax position, it is more likely than not  (greater than a SO% chance) that the tax position will be sustained. This determination assumes 
that the relevant taxing authority will examine the tax position and is aware of  all the relevant facts surrounding the tax position. The second 
step requires an entity to recognize in the financial statements the benefit of a tax position that meets the more-likely-than-not recognition 
criterion. The benefit recognized is measured a t  the largest amount of benefit that has a likelihood o f  realization, upon settlement, that exceeds 
50%. Management considers a number of factors in assessing the benefit to be recognized, including negotiation o f  a settlement. 

On a quarterly basis, uncertain tax positions are reassessed by considering information known at the reporting date. Based on management's 
assessment of new information, a tax benefit may subsequently be recognized for a previously unrecognized tax position, a previously 
recognized tax position may be de-recognized, or the benefit o f  a previously recognized tax position may be remeasured. The amounts 
ultimately paid upon resolution of issues raised by taxing authorities may differ materially from the amounts accrued and may materially impact 
the financial statements in the future. 

At December 3 I ,  201 I ,  it was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase by 
as much as $1 million or decrease by up to $27 million. This change could result from subsequent recognition, derecognition and/or changes in 
the measurement of uncertain tax positions related to the timing and utilization of tax credits and the related impact on alternative minimum tax, 
thc 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 gcidance by relevant taxing authorities and the lapse of 
an applicable statute of limitation. 

The balance sheet classification of unrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require 
significant management judgment. Unrecognized tax benefits are classified as current to the extent management expects to settle an uncertain 
tax position by payment or receipt ofcash within one year of the reporting date. Valuation allowances are initially recorded and reevaluated 
each reporting period by assessing the likelihood of the ultimate realization of a deferred tax asset. Management considers a number of factors 
in assessing the realization of  a deferred tax asset, including the reversal of temporary differences, future taxable income and ongoing prudent 
w d  feasible tax planning strategies. Any tax planning strategy utilized in this assessment must meet the recognition and measurement criteria 

lized to account for an uncertain tax position. Management also considers the uncertainty posed by political risk and the effect of this 
xertainty on the various factors that management takes into account in evaluating the need Tor valuation allowances. The amount of deferred 

tax assets ultimately realized may differ materially from the estimates utilized in the computation of  valuation allowances and may materially 
impact the financial statements in the future. See Note 5 to the Financial Statements for income tax disclosures. 

Other InfoKmation 

PPL.'s Audit Committee has approved the independent auditor to provide audit and audit-related services, tax services and other services 
permitted by Sarbanes-Oxley and SEC rules. The audit and audit-related services include services in connection with statutory and regulatory 
filings, reviews of offering documents and registration statements, and internal control reviews. See "Item 14. Principal Accounting Fees and 
Services" for more information. 
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PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES 

Item 7.M_anagement's Discussion and Analysis of-Financial ConditbEa-nu$ResuIts_of_Operat/ons 

The information provided in this Item 7 should be read in conjunction with PPL Electric's Consolidated Financial Statements and the 
accompanying Notes. 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: 

m "Overview" provides a description of PPL Electric and its business strategy. "Financial and Operational Developments" includes a 
review of Net Income Available to PPL Corporation arid discusses certain events that are important to understanding PPL Electric's 
results of operations and financial condition. 

m "Results of Operations" provides a summary of  PPL Electric's earnings and a description of key factors 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 201 1,2010 and 2009. 

o "Financial Condition - L,iquidity 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 and capital expenditure projections. 

0 "Financial Condition - Risk Management" provides an explanation of PPL Electric's risk management programs relating to market and 
credit risk. 

m "Application of Critical Accounting Policies" provides an overview of the accounting policies that are particularly important to the 
results of operations and financial condition of PPL, Electric and that require its inanagement to make significae: atimate?, assumptions 
and other judgments of matters inherently uncertain. 

Qveuiew 

Introduction 

L Eleclric is an  electricity delivery service provider in eastern and central Pennsylvania with headquarters in Allentown, Pennsylvania. PPL 

under the  Federal Power Act. PPL Electric delivers electricity in its Pennsylvania service area and provides electricity supply to retail customers 
in that territory as a PL,R under the Customer Choice Act. 

Business 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 cxpenditiire requirements in the 
future. In  order to manage financing costs and access to credit markets, a key objective for PPL Electric's business is to maintain a strong credit 
profile. PPL. Electric continually focuses on maintaining a n  appropriate capital structure and liquidity position. 

.ectric is subject to regulation as a public utility by the PIJC, and certain of its transmission activities are subject to the jurisdiction of FERC 

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 as discussed below in "L,egislation - Regulatory Procedures and Mechanisms." 

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. 
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Financial and Operational Developments 

Ye_tIncom-~AvailabletoPP_L C-Qrporatjan 

:t Income Available to PPL Corporation for 201 I ,  2010 and 2009 was $173 million, $1 15 million and $124 million. Earnings in 201 1 
increased 50% over 20 10 and earnings in 20 I O  decreased 7% from 2009. These changes reflect the following after tax impacts: 

Distribution base rate increase effective in January 201 1 
Interest expense on reduced debt balances 
Payroll, confractor and vegetation management cosfs 
Workforce reduction 
Tax benefit related to flow-through regulated state tax depreciation 
Other 

201 1 vs. 2010 

$ 40 

2010 vs. 2009 

2 $  9 
1 (22) 

1 ( 1 )  
$ 58 $ (9) 

14 

See "Results of Operations" below for further discussion and analysis of the consolidated results of operations. 

StormReccvery 

PPL Electric expericnccd several PUC-reportable storms during 201 I resulting in total restoration costs of $84 million, of which $54 million 
were recorded in "Other operation and maintenance" on the Statement of Income. Although PPL, Electric has storm insurance with a PPL, 
affiliate, the costs associated with the unusually high number of PUC-reportable storms has exceeded policy limits. Probable insurance 
recoveries recorded during 201 1 were $26.5 million, of which $16 million were included in "Other operation and maintenance'' on the Statement 
of Income. In Dcccinbcr 201 I ,  PPL Electric received orders from the PIJC granting permission to defer qualifying storm costs in excess of 
insurance recoveries associated with Hurricane Irene arid a late October snowstorm. Based on the PlJC orders, PPL Electric recorded a 
regulatory asset of $2.5 million in Dcccmber 201 I .  PPL Electric will seek recovery of these costs in its next general base rate proceeding. 

In April 201 I ,  the PUC opened an investigation of Pennsylvania's retail electricity market to be conducted in two phases. Phase one addressed 
the status of the ctirrcnt retail market and explored potential changes. Questions promulgated by the PUC for this phase of the investigation 

:us primarily on default service issues In June 201 I ,  interested parties filed comments and the PUC held a hearing in this phase of the 
Jestigation. In July 201 I ,  the PUC entered an order initiating phase two of the investigation to study how best to address issues identified by 

the PUC as being most relevant to improving the current retail electricity market. The PUC issued a tentative order in October 201 1 addressing 
issues associated with the timing and various other details of the EDCs' default service procurement plans. Parties filed comments to that 
tentative order. The PUC also held a hearing in this phase of the investigation in November 20 I I .  In December 20 I I ,  the PUC issued a final 
order providing guidance to EDCs on the design of their next default service procurement plan filings. In December 201 I ,  the PIJC also issued a 
tentative order proposing an intermediate work plan to address issues raised in the investigation. Parties filed comments to that tentative 
order. PPL Electric cannot predict the outcome of the investigation. 

__. RegionaLT~ans-m~sion_Line_ExpansionPlan 

In 2007, PJM directed the construction of a new 150-mile, 500-kilovolt transmission line between the Susquehanna substation in Pennsylvania 
and the Roseland substation in New Jersey that i t  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 on several existing transmission lines in the interconnected 
PJM system. PJM has directed PPL Electric to construct the portion of  the Susquehanna-Roseland line in Pennsylvania and has directed Public 
Service Electric & Gas Company to construct the portion of the line in New Jersey, in each case by June I ,  2012. PPL Electric's estimated share 
of the project costs is approximately $500 million. 

PPL Electric has experienced delays in obtaining necessary National Park Service approvals for the Susquehanna-Roseland transmission line and 
anticipates a delay o f  the line's in-service date to 2015. In 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 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 I ,  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 RRTT has 
reaffirmed the issuance date of the National Park Service record of decision for the project. The National Park Service has  



stated that i t  will announce the preferred route for the transmission line in March 2012 with an expected Record of Decision in October 
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 
Aate for the new line. See Note 8 t o  the Financial Statements for additional information. 

December 30, 201 I ,  PPL Electric filed a Petition for Declaratory Order requesting FERC to authorize incentive rates for a new %-mile 2.30 
kV transmission project referred to  as the NortheastlPocono Reliability Project. PPL Electric’s request includes two incentives, a 100 basis point 
incentive adder to its return on equity of 1 1  68%, and inclusion of  100% prudently inciirred construction work in progress costs in rate base with 
the incentive rate of return. These incentives are specifically tailored to address the risks and challenges PPL Electric will face in building the 
project. PPL. Electric estimates the project costs to be approximately $180 million. In January 2012, the PlJC and the Joint Consumer 
Advocates each filed a protest opposing PPL Electric’s request. American Municipal Power, Inc. filed comments. PPL Electric filed responses 
to the two protests and the comments. PPL, Electric cannot predict the outcome of this proceeding. 

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. Such alternative ratemaking procedures and mechanisms are 
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 meclianisms include, but are not limited to, the use o f a  fully projected future 
test year and an automatic adjustment clause to recover certain capital costs and related operating expenses. In October 201 1, the legislation was 
passed by the Pennsylvania House of  Represcntatives (Pennsylvania House). In January 201 2, the Senate Consumer Affairs Committee adopted 
significant amendments to the legislation. The amended legislation authorizes thc P U C  to approve only two specific ratemaking mechanisms -- 
a fully projected future test year and a distribution system improvement charge. In addition, the amendments impose a number of  conditions on 
the use of  such a charge. In January 2012, the Pennsylvania Senate passed the amended legislation and in February 2012, the Pennsylvania 
House agreed to those amendments. The Governor signed the bill (Act 1 1  of 2012), which will become effective April 14, 2012 Utilities 
cannot file a petition with the PLIC before January 1 ,  201 3 requesting permission to cstablish the charge. 

FE-RC Formula-Rates 

In March 2012, PPL, Electric plans to file a request with the FERC seeking recovery, over a 34-year period beginning in June 2012, of its 
unrecovercd regulatory asset related to the deferred state tax liability that existed at the time of the transition from the flow-through treatment of 
state income taxes to full nonnalization. This change in tax treatment occurred in 2008 as a result of prior FERC initiatives that transferred 
regulatory jurisdiction of certain transmission assets from the PUC to the FERC. A regulatory asset o f$S 1 million related to this transition, 

ssified as taxes recoverable through future rates, is included in “Other Noncurrent Assets - Regulatory assets” on the Balance Sheet. PPL, 
.ectric believes recoverability of this regulatory asset is probable based on FERC precedent in similar cases; however, it is reasonably possible 

that the FERC may limit the recovery of all or part of the claimed asset. 

- Results-of-operations 

When comparing 201 1 and 201 0 with 2009, certain line items on PPI.. Electric’s financial statements were impacted by the Customer Choice Act, 
Act I29 and other rclated issues. The expiration of  generation rate caps, the resulting competitive solicitations for power supply, the migration 
of customers to alternative suppliers, the Customer Choice Act and Act 129 had minimal impact on Pennsylvania Gross Delivery Margins, as 
approved recovery mechanisms allow for cost recovery of associated expenses, including the cost of energy provided as a PLR. However, PPL 
Electric‘s 2010 Pcnnsylvania Gross Delivery Margins wcre negatively impacted by the  expiration of CTC recovery in December 2009. PPL 
Electric continues to remain the delivery provider for all customers in its service territory and charges a regulated rate for the service of 
delivering electricity. 

See “Statement of Income Analysis - Pennsylvania Gross Delivery Margins” for additional information. 

Earnings 

Net Income Available to PPL Corporation includes the following results: 
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%, ChsnCc 201 1 2010 % Change 2010 2009 

-rating revenue 
.rgy purchases 

,nergy purchases from affiliate 
Other operation and maintenance 
Amortization of recoverable transition costs 
Depreciation 
Taxes, other than income 

Total operating expenses 
Other Income (Expense) - net 
Interest Income from Afliliate 
Interest Expense 
Interest Expense with Affiliate 
Income Taxes 
Net Income 
Distributions on Preferred Securities 
Net Income Available to PPL. Corporation 

$ 1,892 $ 2,455 (23) $ 2,455 $ 3,292 (25) 
738 1,075 (31) 1,075 1 I4 843 

26 320 (92) 3 20 1,806 (82) 
530 502 6 502 417 20 

304 (100) 
I46 I 36 7 I36 I28 6 
104 138 (25) 138 194 (79) 

1,544 2,171 (29) 2,171 2,963 (27) 
5 5 5 6 (17) 
2 2 2 4 (50) 

98 99 ( 1 )  99 I I6 (15) 
2 (100) 

68 57 19 57 79 (28) 
189 135 4 0  135 142 (5) 
16 20 (20) 20 18 1 1  

15 173 $ 1 I5 50 $ 115 $ I24 (7) 

The changes in the components of Net Income Available to PPI.. Corporation between these periods were due to the following factors. PPL 
Electric’s results are adjusted for certain items that management considers special. See additional detail of these special items in the table below. 

201 1 vs. Z O l O  2010 vs. 2009 

Pennsylvania gross delivery margins 
Other operation and maintenance 
Depreciation 
Interest Expense 
Other 
Income Taxes 
Distributions on Preferred Securities 
Special Items, after-tax 
Total 

See ”Statement of Income Analysis - Margins - Changes in Nan-GAAP Financial Measures” for an explanation of  Pennsylvania Gross 
Delivery Margins. 

Other operation and maintenance increased in 2010 compared with 2009, primarily due to $1 8 million in higher payroll-related costs and 
$20 million in higher contractor costs, primarily related to vegetation management. 

Depreciation was higher in 201 1 compared with 2010 and 2010 compared with 2009, primarily duc to PP&E additions as a part of ongoing 
efforts to replace aging infrastructure. 

Interest expense decreased in 2010 coinpared with 2009, primarily due to a $16 million reduction driven by lower avcragc debt balances in 
2010 compared with 2009. 

Income taxes were higher in 201 1 compared with 2010, due to the $26 million impact of higher pre-tax income, partially offset by a $14 
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. 

income taxes were lower in 201 0 compared with 2009, due to the $14 million impact of lower pre-tax income and a $7 million tax benefit 
relating to a favorable 2010 U.S. Tax Court ruling regarding street lighting assets. 

The following after-tax amounts, which management considers special items, also impacted the results. 

Income Statement 
Line Item 2009 

Special items gains (losses), net of tax benefit (expense): 
Impairments: 

Workforce reduction, net of tax of $3 (a) 
Other: 

Total 

Other asset impairments, net of tax of $1 

Change in tax accounting method related to repairs (b) 

Other O&M $ ( 1 )  
(5) Other O&M 

(3) 
(9) 
- Income Taxes 

) Charge related to a workforce reduction, mainly consisting of enlianced pension and severance benefits. 



(b) During 2009, PPL Electric received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL Electric deducted the resulting 
IRC Sec 481 amount on its 2008 federal income tax return and recorded a $ 3  million adjustment to federal and state income tax expense resulting from Ihe reversal o f  prior 
years' state income tax benefits related to regulated depreciation 

2 Qtrllook 

Excluding special items, PPL, Electric projects lower earnings in 20 12 compared with 20 1 1, primarily driven by higher operation and 
maintenance expenses, higher income taxes, and higher depreciation, which are expected to be partially offset by higher delivery revenue. 

In late March 2012, PPL. Electric expects to file a request with the PUC seeking an increase in its distribution rates beginning in January 
201 3. PPL, Electric cannot predict the outcome of this matter. 

Earnings beyond 201 1 arc subject to various risks and uncertainties. See "Forward-L-ooking Information," "Item 1. 3usiness," "Item IA. Risk 
Factors," the rest of this Item 7 and Notes 6 and 15 to the Financial Statements for a discussion of the risks, uncertainties and factors that may 
impact future earnings. 

Statement  of Income Analysis -- 
Pennsylvania Gross Delivery Margins 

-- Non-GAAP __ __ _ _  __ Financial - Measure 

The following discussion includes financial information preuare in accordance with G. 4P. as well as a non-G. 4 P  financial measure, 
"Pennsylvan; Gross Delivery Margins." "PennsylvaniaGrbss 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 
revcnues and expenses associated with approved recovery mechanisms, including energy provided as a PLR, are offset with minimal impact on 
earnings. Costs associated with these mechanisms are recorded in "Energy purchases," "Energy purchases from affiliate," "Other operation and 
maintenance" expense, 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 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 information, 

sternally by senior management and PPL's Board of Directors to manage PPL Electric's operations and analyze actual restilts to budget. 

_____.___. Reconciliation ~ of Non-GAAP Financial Measures ~- 

The following tables reconcile "Operating Income" to "Pennsylvania Gross Delivery Margins" as defined by PPL Electric for the period ended 
December 3 1 ~ 

Operating Revenues 
Retail electric 
Electric revenue from affiliate 

Total Operating Revenues 

Operating Expenses 
Energy purchases 
Energy purchases from affiliate 
Other operation and 

Depreciation 
Taxes, other than income 

maintenance 

Toial Operating Expenses 
Total 

201 1 2010 
PA Cross PA Cross 
Delivery Operating Delivery Operating 
Margins Otlier (a) income (b) Margins Otlier (a) Income (b) 

$ 1,881 $ 1,881 $ 2,448 $ 2,448 
I I  1 1  7 7 

1.892 1,892 2,455 2,455 

738 
26 

738 1.075 
26 320 

1,075 
320 

108 $ 422 530 76 $ 426 502 
I46 I46 136 136 

99 5 I04 129 9 138 
97 1 573 1,544 1,600 57 I 2,171 

$ 921 $ (573) $ 348 $ 855 $ (571) $ 284 
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dperating Revenues 
Retail electric 
Electric revenue froin affiliate 

Total Operating Revenues 

Operating Expenses 
Energy purchases 
Energy purchases from affiliate 
Other operation and 

Amortization o f  recoverable 

Depreciation 
Taxes, other than income 

maintenance 

transition costs 

Total Operating Expenses 
Total 

2009 
PA Gross 
Delivery Operating 
Margins Otlier (a) income (b) 

$ 3,218 $ 3,218 
74 74 

3,292 3,292 

1 I4 
1,806 

114 
1,806 

30 $ 587 417 

304 304 
128 128 

I xfi 8 194 
2,440 523 2,963 

$ 852 $ (523) $ 329 

(a) 
(b) 

Represents amounts that are excluded from Margins 
As reported on the Statement 01 Income 

Change_sin-Non:GAAP-Financial Measures 

The following table shows PPL, Electric's non-GAAP financial measure, "Pennsylvania Gross Delivery Margins" for the periods ended 
December 3 1. as well a s  the change between periods. The factors that gave rise to the cliangL are described below the table. 

201 1 2010 Change 2010 2009 Change 

PA Gross Delivery Margins by Component 
Distribution $ 741 $ 679 $ 62 $ 679 $ 702 $ (23) 
Trensmission I80 I76 4 I76 I50 26 

$ 921 $ 855 $ 66 $ 855 $ 852 $ 3 Total 

The PPL Electric distribution rate case increased rates by approximately 1.6% effective January 1, 201 1, which improved residential distribution 
margins by $68 million. Residential volume variances increased margins by an additional $4 million for 201 1 ,  compared with the same period 
in 2010. Weather had a $3 million unfavorable impact for residential customers for 201 1 compared with 2010. Weather-related variances for 
PPL. Electric are calculated based on a ten-year historical average. Lastly, lower demand charges and increased efficiency a s  a result of Act I29 
programs resulted in a $5 niillion decrease in margins for commercial and industrial customers. 

The decrease in 201 0 compared with 2009 was primarily due to margins realized in 2009 related to the collection of CTC that ended in 
December 2009 of $37 million, partially offset by favorable recovery mechanisms for certain energy-related costs of  $16 million. 

._ TransmiSs_iioii _. __ 

The increase in 20 IO cornparcd with 2009 was primarily due to increased investment in rate base, an increase in the cost of capital due to an 
increase in equity and  the recovery of additional costs through the FERC formula-based rates. 

Other Operation and Maintenance 

The changes in other operation and maintenance expenses were due to: 
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2011 vs. 2010 2010 vs. 2009 

Act I29 costs incurred (a) 
:etation management costs (b) 
roll-related costs 

~ntractor-related expeiises 
Allocation of certain corporate support group costs 
Uncollectible accounts 
Ancillary charges (c) 
Environmental costs 
Workforce reduction (Note 1.3) 
Employee benefits 
Other 
Total 

(a) 

(b) 

(c) 

Relates to costs associated with a PUC-approved energy efficiency and conservation plan. These costs are  recovered in customer rates. There are currently 15 Act 129 
programs which began in 2010 and continued to ramp up in 201 1 .  
In 201 0, PPL. Electric increased its vegetation management around its 230- and 500-kV major transmission lines in response to federal reliability requirements for transmission 
vegetation management. 
Prior to 2010, these charges were assessed to load serving entities (LSE), and PPL Electric was considered the LSE. Beginning in 2010, PPL Electric incurred the bulk ofthese 
charges as part or tlie bundled price of PL.R supply from the individual PLR generation suppliers and such costs are reflected in energy purchases 

Taxes, Other Than Income 

Taxes, other than income decreased by $34 Inillion in 201 1 compared with 2010. This decrease was primarily due to $21 million of lower 
Pennsylvania gross receipts tax expense due to a decreasc in retail electricity revenue as customers continue to select alternative suppliers in 
201 1. The decrease was also impacted by the amortization of  a PURTA refund of $ I O  million in 201 I I Pennsylvania gross receipts tax and the 
PURTA refiind are included in "Pennsylvania Gross Deliveiy Margins." 

Taxes, other than income decreased by $56 million in 2010 compared with 2009:The decrxise was primarily due to lower Pennsylvania gross 
receipts tax expense due to a decrease in electricity revenue as customers chose alternate suppliers in 2010. 

Depreciation 

Depreciation increased by $10 inillion in 201 1 compared with 2010, primarily due to ?P&E additions as part of ongoing efforts 10 replace aging 
frastructure. Depreciation increased by $8 million in 2010 compared with 2009, primarily due to PP&E additions. 

Financing Costs 

The changes in financing costs, which includes "Interest Expense", "Interest Expense with AfFiliate" and "Distributions on Preferred Securities," 
were due to: 

201 1 vs. 2010 2010 vs. 2009 

L.ong-term debt interest expense (a) 
Interest on PLR contract collateral (Note 16) 
Distributions on preferred securities (b) 
Recoverable transition costs 
Amorlization ofdebt issuance costs (c) 
Other 
Total 

(a) 

(b) 
(c) 

The decrease i n  201 I compared with 2010 was due to the net impact of refinancing $400 million of long-term debt at lower interest rates and issuing $250 million o f  long-term 
debt in the third quarter of 201 1 I T h e  decrease in 2010 compared with 2009 was primarily due lo long-tern debt retirements in the third quarter of 2009 
The decrease i n  201 I compared with 2010 was primarily due to prererrcd stock redemption in 2010. 
The increase i n  201 1 compared with 2010 was primarily due to amortization of loss on reacquired debt associated with tlie redemption of  senior secured bonds in 201 1 
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Income Taxes 

The changes in income taxes were due to: 

Higher (Lower) pre-tax book income 
Federal and state tax reserve adjustments (a) 
Federal and state tax return adjustments (b) 
Depreciation not normalized (c) 
Other 

In July 2010, the US. Tax Court ruled in PPL Electric's favor in a dispute with the IRS, concluding that street lighting assets are depreciable for tax purposes over seven 
years. As a result, PPL Electric recorded a $7 million tax benefit to federal and state income tax reserves and related deferred income taxes during 2010. 

During 201 I ,  2010 and 2009 PPL Electric recorded a $6 million, $7 million and $6 million tax benefit to federal and state income tax reserves related to stranded cost 
securitization. 
During 2009, PPL Electric received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL. Electric deducted the resulting 
IRC Sec 481 amount on ils 2008 federal income tax return and recorded a $3 million adjustment to federal and stale income tax expense resulting from the reversal of" prior 
years' state income tax benefits related to regulated depreciation. 
In February 201 I ,  llie Pennsylvania Department of Revenue issued inlerpretive guidance on the treatment o f  bonus depreciation for Pennsylvania income tax purposes. In 
accordance with Corporation Tax Bulletin 201 1-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in the same year bonus depreciation is allowed for 
Federal income tax purposes. The 100% Pennsylvenia bonus depreciation deduction created a current state income tax benefit for the flow-through impact o f  Pennsylvania 
regulated state lex depreciation. 

See Note 5 to the Financial Statements for additional information on income taxes. 

Fina n_cial_Co ndi t ikn 

Liquidity and Capital Resources 

PPL, Electric continues to rocus on maintaining a strong credit profile and liquidity position. PPL, Electric expects to continue to have adequate 
liquidity available through operating cash flows, cash and cash equivalents and its credit facilities. 

?L. Electric's cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties including, 
. ~ t  not limited to: 

Q unusual or extreme weather that may damage PPL Electric's transmission and distribution facilities or affect energy sales to cus:omers; 
the ability to recover and the timeliness and adequacy of recovery of costs associated with regulated utility businesses; 
any adverse outcome of legal proceedings a n d  investigations with respect to PPL. Electric's current and past business activities; 
deterioration in the financial markets that could make obtaining new sources of bank and capital markets funding more difficult and more 
costly; and 
a downgrade in PPL Electric's credit ratings that could adversely affect its ability to access capital and increase the cost of credit facilities 
and any new debt. 

Q 

o 

Q 

See "Item 1A. Risk Factors" for further discussion of risks and uncertainties affecting PPL Electric's cash flows. 

At December 3 1, PPL Electric had the following: 
201 1 2010 2009 

Cash and cash equivalents $ 320 $ 204 $ 485 

The changes in PPL Electric's cash and cash equivalents position resulted from: 

Net cash provided by operating activities 
Net cash provided by (used in) investing activities 
Net cash provided by (used in) financing activities 
Net Increase (Dccrease) in Cash and Cash Equivalents 

201 1 2010 2009 

$ 420 $ 212 $ 294 
(477) (403) 6 

I73 (90) (2981 
$ 116 S (281) $ 2 
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._ Op~rating-Acti~&s 

ve t  cash provided by operating activities increased by 98%, or $208 million, in 201 1 compared with 2010, primarily due to changes in working 
ita1 of $322 million (including lower gross receipts tax payments, a federal income tax refund and changes in overhnder  collections of the 

4 ,ieration supply and transmission service charges). These changes were partially offset by an increase in defined benefit plan contributions of 
$58 million and $25 million related to storm costs incurred in 201 1 that has been recorded as a long-term regulatory asset. 

Net cash provided by operating activities decreased by 28%, or $82 million, in 2010 compared with 2009 The expiration of the generation rate 
caps at the e n d  of 2009 had little impact on net income, while increased transmission revenue was almost completely offset by decreased 
distribution revenue. However, higher tree trimming and payroll costs and additional defined benefit plan contributions were the primary drivers 
to the decrease in cash provided by operating activities. Also impacting the 2010 operating cash flows was the elimination of the CTC charge of 
approximatelv $300 million that was received in 2009. This amount offsets the benefit of not paying the $300 million in cash collateral related 
to the long-term PLR energy supply agrecinmts with PPL, Energy Supply, which expired at the end of 2009. 

Investing-Actiaes - .__ 

The primary use of cash in investing activities is capital expenditures. See "Forecasted (Jses of Cash" for detail regarding prqjected capital 
expenditures for the years 201 2 through 20 16. 

Net cash used in investing activities was $477 million in 201 1 compared with to $403 million in 2010. The change from 2010 to 201 1 primarily 
reflects an increase of $80 million in capital expenditures in 201 1 .  

Net cash used in investing activities was $403 million in 2010 compared with cash provided by investing activities of $6 inillion in 2009. The 
change from 2009 to 2010 primarily reflects an increase of $1 13 million in capital expenditures in 2010 and the receipt of $300 million from an 
affiliate as repayment of a demand loan in 2009 

Fjnancing Aclrvities 

Net cash provided by financing activities was $173 million in 201 1 compared with net cash used in financing activities of $90 million in 
2010. The change from 2010 to 201 1 primarily reflects $187 million of net debt issuances in 201 1 and $54 million ofpreferred stock 
redemptions in 2010. 

t cash used in financing activities was $90 million in 2010 compared with $298 million in 2009. The change from 2009 to 201 0 primarily 
,lects no debt activity in 2010 compared with net debt retirements of$392 million in 2009, partially offset by lower net contributions from PPL 

of$142 million in 2010 and $54 million ofpreferred stock redemptions in 2010. 
See "Forecasted Sources of Cash" for a discussion of PPL Electric's plans to issue debt and equity securities, as well as a discussion ofcredit 
facility capacity available to PPL Electric. Also see "Forecasted Uses of Cash" for a discussion of PPL. Electric's plans to pay dividends on its 
common and  preferred securities, as well as maturities of PPL. Electric's long-term debt. 

karecas&d SotumEces of Cash 

PPL Electric expects to continue to have sufficient sources of cash available in the near term, including various credit facilities and a commercial 
paper program 

Credit Facililies 

At December 31,201 I ,  PPL Electric's total committed borrowing capacity under its credit facilities and the use of this borrowing capacity were: 

Syndicated Credit Facility (a) 
Asset-backed Credit Facility (b) 
Total PPL. Electric Credit Facilities 

Letters of 
Committed Credit Unused 

Capacity Burrowed Issued Capacity 

$ 200 $ 1 %  199 
I50 nla 150 

$ 350 $ I $  349 

(a) In October 201 I, PPL Electric amended its Syndicated Credit Facility. The amendment included extending the expiration date from December 2014 lo October 201 6 Under 
this facility, PPL. Electric continues to have the ability to make cash borrowings and IO request the lenders to issue letters of 
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credit 
6% o f  the total committed capacity 

The commitments under this credit facility are provided by a diverse bank group, with no one bank and its affiliates providing an aggregate commitment of more than 

PPL. Electric's Syndicated Credit Facility contains a financial covenant requiring PPL Electric's debt to total capitalization not to exceed 70%, as calculated in accordance with 
the credit facility, and other customary covenants 
PPL. Electric obtains financing by selling and contributing its eligible accounts receivable and unbilled revenue to a special purpose, wholly owned subsidiary on an ongoing 
basis The subsidiary pledges these assets to secure loans of up to an  aggregate of $ I  50 million from a commercial paper conduit sponsored by a financial institution At 
December 31, 201 I ,  based on accounts receivable and unbilled revenue pledged, the amount available for borrowing under this facility was limited lo $103 million. In July 
201 I ,  PPL Electric and the  subsidiary extended the expiration date of the credit agreement related to the asset-backed commercial paper program to July 2012. 

In addition to the financial covenants noted above, the credit agreements governing the credit facilities contain financial and various other 
covenants. Failure to comply with the covenants after applicable grace periods could result in acceleration of repayment of borrowings andor 
termination of the agreements. PPL Electric monitors compliance with the covenanteon a regttlar basis. At December 31, 201 1, PPL. Electric 
was in compiiance with these covenants. At this time, PPL Electric believes that these covenants and other borrowin& conditions will not limit 
access to these funding sources. 

See Note 7 to the Financial Statements for further discussion of PPL, Electric's credit facilities. 

Commer-cia1 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 currently supported by PPL, Electric's $200 million syndicated credit 
facility, which expires in October 2016, based on available capacity. 

PPL Electric did not issue any commercial paper during 201 1 .  Based on its current cash position and anticipated cash flows, PPL Electric 
currently does not plan to issue any commercial paper during 2012, but it  may do so from time to time, subject to market conditions, to facilitate 
sbort-term cash flow needs. 

Contribu [ions porn PPL 

From time to time PPL. may make capital contributions to PPL, Electric. PPL Electric may use these contributions for general corporate 
purposes. 

ng-tertii Deb! arid Equity Securifies 

PPL Electric currently does not plan to issue long-term debt securities in 20 12. 

Thg.Econom~c-S~~mulus Package 

In April 2010, PPL. Electric entered into an agreement with the DOE, in which the agency is 10 provide funding for one-half of a $38 million 
sinart grid project. The  project will use smart grid technology to strengthen reliability, save energy and improve electric service for 60,000 
Harrisburg, Pennsylvania area customers. I t  will also 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 September 2012. 

Forec;lsted_Uses of cash 

In addition to expenditures required for normal operating activities, such as purchased power, payroll, and taxes, PPL Electric currently expects 
to incur future cash outflows for capital expenditures, various contractual obligations, payment of dividends on its common and preferred 
securities and possibly the purchase or redemption of a portion of its debt securities. 

Capif a1 Expendi[ures 

The table below shows PPL Electric's current capital expenditure projections for the years 2012 through 2016. 

Construction expenditures (a) (b) 
Distribution facilities 
Transmission facilities 

Total Capital Expenditures 

Projected 
2012 2013 2014 2015 2016 

$ 331 $ 352 $ 317 $ 275 $ 280 
333 517 503 400 308 

$ 670 $ 869 $ 820 $ 675 $ 588 

123 



(a) 
(b) 

Construction expenditures include AFUDC, wliich is expected to be approximately $52 million for the years 2012 through 2016. 
Includes expenditures Cor inliingible assets. 

I, Electric's capital expenditure projections for the years 2012 through 2016 total approximately $3.6 billion. Capital expenditure plans are 
ised periodically to reflect changes in operational, market and regulatory conditions. T h e  table includes projected costs for the asset 

optimization program focused on the replacement of aging transmission and distribution assets, and the PJM-approved regional transmission line 
expansion project. See Note 8 to the Financial Statements for additional information. 

PPL. Electric plans to fund its capital expenditures in 2012 with cash on hand, cash from operations and equity contributions from PPL. 

Con [raclual Obligations 

PPL Electric has assumed various financial obligations and commitments in ilie orditrary course of conductii:g its bgsiness. At December 3 1 ,  
201 1, the estimated contractual cash obligations of PPL. Electric were: 

Total 2012 2013 ~ 2014 2015 - 2016 After 2016 

Long-term Debt (a) .$ 1,124 $ I O  $ 100 $ 1,614 
Interest on Long-term Debt (b) 1,734 $ 86 169 I63 1,316 

Other Long-term L.iabilitics 
Reflected on the Balance 

Purchase Obligations (c) 424 122 I35 84 83 

Sheet under GAAP (d) (e) 54 54 
$ 3,936 $ 262 $ 314 $ 341 $ 3,013 Total Contractual Cash Obligations 

(a) 
(b) 
(c) 

Reflects principal mnlurities only based o n  stated maturity dates. PPL. Electric does not have any capital o r  operating lease obligations. 
Assumes interest paymenls through stated maturity. 
The amounts include agreements to purchase goods or services tliat are enforceable and legally binding and specify all significant terms, including: fixed or minirw:8n 
quantities to be purchased; fixed, minimum or variable price provisions; and the approximate timing of the transaction. Primarily includes PPL. Electric's purchase obligations 
of electricity. Open purchase orders that are provided on demand with no firm commitment are excluded from the amounts presented. In prior years, PPL. Electric included 
certain electricity purchase obligations based on forecasted amounts to be purchased. The amounts presented herein are based on actual contract terms. 
The amounts represent contributions made or committed to be made for 2012 for PPL.'s U S pension plans. See Note 13 to the Financial Statements for a discussion o f  
expected contributions. 
At December 3 I ,  201 I ,  total unrecognized tax benefits o1$73 million were excluded from this table as PPL Electric cannot reasonably estimate the amount and period of future 
payments. See Note 5 to the Financial Statements for additional information. 

(d) 

(e) 

vidends 

From time to lime, as determined by its Board of Directors, PPL. Electric pays dividends on  its common stock to its parent, PPL. 

As discussed in Notc 7 to the Financial Statements, PPL, Electric may not pay dividends on its common stock, except in certain circumstances, 
unlcss full dividends have been paid on the 6.25% Series Prefercnce Stock for the then-current dividend period. PPL Electric does not, at this 
time, expect that such limitation would significantly impact its ability to declare dividends. 

PPL Electric expects to continue to pay quarterly dividends on its outstmding preference sccurities, as declared by its Board of Directors. 

Purchase or Redeniplion of Deb1 Sectrrities 

PPL, Electric will continue to evaluate its outstanding debt securities and may decide to purchase or redecrn these securities depending upon 
prevailing market conditions and available cash. 

___ Rating Agency 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 reflccts 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. 
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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 
--educed access to capital markets. 

. ,s a result of the passage of the Dodd-Frank Act, PPL Electric is limiting its credit rating disclosure to a description of the actions taken by the 
rating agencies with respect to PPL. Electric's ratings, but without stating what ratings have been assigned to PPL Electric or its securities. The 
ratings assigned by the rating agencies to PPL Electric and its respective securities may be found, without charge, on each of the respective 
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. 

The  rating agencies took the following actions related to PPL Electric in 201 I .  

Following the announcenvnt cf the then-pending acquisition of WPD Midlands in March 201 1, the rating agencies took the following actions: 

o 

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 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 affirmed its issuer, senior secured and preference stock ratings. 

In July 201 1, 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 2001 Mortgage Indenture, as discussed in "Long-term Debt Securities" 
above. 

In December 201 1, Fitch aFfirmed the Issuer Default Ratings and individual security ratings of PPL Electric. 

Off-Balance Sheet Arrangements 

PPL, Electric has entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note 1.5 to the 
Financial Statements for a discussion of these agreements. 

isI< Management 

Market Risk 

Coniinodity Price and Volimietric Risk - PLR Contracls 

PPL Electric is exposed to market price and voluinetric risks from its obligation as PLR. The PUC has approved a cost recovery mechanism that 
allows PPL Electric to pass through to customers the cost associated with fulfilling its PLR obligation. This cost recovery mechanism 
substantially eliminates PPL Electric's exposure to market price risk. PPL Electric also mitigates its cxposure to volumetric risk by entering into 
full-requirement energy  upp ply contracts for the majority of its PLR obligations. These supply contracts transfer the volumetric risk associated 
with the PL,R obligation to the energy suppliers. 

Interest Rate 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 December 31,201 1 and 2010. PPL. Electric estimated that a 10% 
decrease in interest rates at December 3 I ,  201 1 would increase the fair value of its debt portfolio by $94 million, compared with $66 million at 
December 3 1 ,20  10. 

Credit Risk 

Credit risk is the risk that PPL, Electric would incur a loss as a result of nonperformance by counterparties of their contractual obligations. PPL. 
Electric requires that counterparties maintain specified credit ratings and requires other assurances in the form of credit support or collateral in 
certain circumstances in order to limit counterparty credit risk. However, PPL Electric has concentrations of  suppliers, financial institutions and 
customers. These concentrations may impact PPL, Electric's overall 
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exposure to credit risk, positively or negatively, as counterparties may be similarly affected by changes in economic, regulatory or other 
conditions. 

1009, the PUC approved PPL, Electric's PLR procurement plan for the period January 201 I through May 2013. To date, PPL. Electric has 
-.,nducted ten o f  its 14 planned competitive solicitations. 

Under the standard Supply Master Agreement (the Agreement) for the competitive solicitation process, PPL Electric requires all suppliers to post 
collateral if their credit exposure exceeds an established credit limit. In the event a supplier defaults on its obligation, PPL Electric wotild be 
required to seek replacement power in the market. All incremental costs incurred by PPL, Electric would be recoverable from customers in 
future rates. A t  December 31, 201 1, substantially all of  the successful bidders under all of the solicitations had an investment grade credit rating 
from S&P, and were not required to post collateral under the Agreement. There is no instance under the Agreement in which PPL Electric is 
required to post collateral to its suppliers. 

See "Overview" in this Item 7 and Notes 15, 16, 18 and 19 to the Financial Statements for additional information on the competitive 
solicitations, t h e  Agreement, credit concentration and credit risk. 

Related Party Transactions 

PPL Electric is not aware of any material ownership interests or operating responsibility by senior management of PPL, Electric in outside 
parlnerships, including lcasing transactions with variable interest entities, or other entities doing business with PPL Electric. See Note 16 to the 
Financial Statements for additional information on related party transactions. 

Environmental Matters 

Protection of the environment is a priority for PPL Electric and a significant element of its business activities. See "Item 1 I Birsiness - 
Environmental Matters" and Note I S  to the Financial Statements ror a discussion of cnvironniental matters. 

Competition 

See "Item I .  Business - Segment Information - Pennsylvania Regulated Segment - Competition" for a discussion of  competitive factors affecting 
PPL Electric. 

KewAccou n tin g .Gui.da.nce 

See Notes 1 and 24 to the Financial Statements for a discussion of new accounting guidance adopted and pending adoption. 

App!ic.~ttion_ofCritical-C.r~~a!. Acco-u.ntinS.P.o!icies_ 

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. Changes in the estimates or other judgments included within these accounting 
policies could resull in a significant change to the information presented in the Financial Statements (these accounting policies are also discussed 
in Note 1 to the Financial Statements). PPL's senior management has reviewed these critical accounting policies, the following disclosures 
regarding their application and the estimates and assumptions regarding them, with PPL,'s Audit Committee. 

1) Defined Benefits 

PPL Electric participates in a qualified funded defined benefit pension plan, an unfunded non-qualified defined benefit plan and a funded defined 
benefit other postretircment benefit plan, sponsored by other PPL subsidiaries and administered through PPL. Services PPL, Electric is allocated 
a significant portion of the liability and net periodic defined benefit pension and other postretirement costs of the plans sponsored by other PPL. 
subsidiaries based on participation in those plans. PPL. Electric records an asset or liability to recognize the funded status of all defined benefit 
plans with an offsetting entry to regulatory assets Consequently, the funded status o f  all defined benefit plans is fully recognized on the Balance 
Sheets. See Note 13  to the Financial Statements for additional information about the plans and the accounting for defined benefits. 

PPL Services makes certain assumptions regarding the valuation of benefit obligations and the performance of  plan assets. When accounting for 
defined benefits, delayed recognition in earnings of differences between actual results and expected or estimated results is a guiding 
principle. Annual net periodic defined benefit costs are recorded in current earnings based on estimated results. Any differences between actual 
and estimated results are recorded in regulatory assets. The amount in 
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regulatory assets is amortized to income over future periods. The delayed recognition allows for a smoothed recognition of costs over the 
working iives of the employees who benefit under the plans. The primary assumptions are: 

Discount Rate - The discount rate is used in calculating the present value of benefits, which is based on projections of benefit payments to 
be made in the future. The objective in selecting the discount rate is to measure the single amount that, if invested at the measurement date 
in a portfolio of high-quality debt instruments, would provide the necessary future cash flows to pay the accumulated benefits when due. 

o Expected Return on Plan Assets - Management projects the long-term rates of return on plan assets based on historical performance, future 
expectations arid periodic portfolio rebalancing among the diversified asset classes. These projected returns reduce the net benefit costs PPL, 
records currently. 

o Rate of Comoensation Increase - Management proiects employees' annual pay increases, which are used to project employees' pension 
benefits at retirement. 

o Health Care Cost Trend Rate - Management projects the expected increases in the cost of health care. 

In selecting a discount rate for  its defined benefit plans, PPL, Services starts with a cash flow analysis of the expected benefit payment stream for 
its ptans. For 2010, these plan-specific cash flows were matched against a spot-rate yield curve to determine the assumed discount rate. To 
develop the spot-rate yield curve, the full universe of Aa-rated non-callable (or callable with make-whole provisions) bonds, served as the base 
from which those with the lowest and highest yields were eliminated to develop an appropriate subset of bonds from which the ultimate yield 
curve would be built. At that time, Management believed this plan-specific cash flow matching model represented the best available tool for 
estimating the discount rate. Beginning in 201 I ,  PPL Services utilized a new tool that enhanced this plan-specific cash flow matching 
methodology by primarily matching the plan-specific cash flows against the coupons and expected maturity values of individually selected 
bonds. This bond matching process begins with the same subset of the universe of Aa-rated corporate bonds from which those with the lowest 
and highest yields were eliminated, similar ;P :he yield curve approach. Individual bonds were then selected based on the timing of each plan's 
cash flows and parameters were established as to the percentage of each individual bond issue that could be hypothktically purchased and the 
surplus reinvestment rates t o  be assumed. This process more accurately approximated the process of settlement of the obligations, which better 
aligns with thc ob,jective of selecting the discount rate. At December 3 1, 201 1, PPL, Services decreased the discount rate for its IJ.S. pension 
plaris from 5.41% to 5.07% and decreased the discount rate for its other postretirement benefit plans from 5.16% to 4.81%. 

The expected long-term rates of return for PPL Services' US. defined benefit pension and other postretirement benefits have been developed 
.!sing a best-estimate of expected returns, volat 

xcted long-term rates of return calculated by its independent actuary, who uses a building block approach that begins with a risk-free rate of 
,turn with factors being added such as inflation, duration, credit spreads and equity risk. Each plan's specific asset allocation is also considered 

in developing a reasonable return assumption. Based on PPL.'s change to a liability-driven investment strategy, PPL's US. defined benefit 
pension assets have shifted into a greater proportion of fixed-income investments. Based on this change in investment strategy, a t  December 3 1,  
201 I ,  PPL, Services' expccted return on plan assets decreased from 7.25% to 7.00% for its 11,s. pension plan and decreased from 6 ~ 4 5 %  to 5.70% 
for its other postretirement benefit plan. 

es and correlations for each asset class. PPL management corroborates these rates with 

In selecting a rate of compensation increase, PPL Services considers past expcricnce in light of movements in inflation rates At December 3 I ,  
201 1 ,  PPL Services' ratc o f  compensation increase decreased from 4.75% to 4.00% for its U S. plan 

In selecting health care cost  trend rates for PPL Services' other postretirement benefit plans, PPL, Services considers past performance and 
forecasts ofhealth care costs At December 31, 201 1,  PPL Services' health care cost trend rates were 8.50% for 2012, gradually declining to 
5.50% for 20 19. 

A variancc in the assumptions listed above could have a significant impact on  the accrued defined benefit liabilities or assets, reported annual net 
periodic defined benefit costs and the regulatory assets allocated to PPL. Electric. While the charts below reflect either an increase or decrease in 
each assumption, the inverse of this change would impact the accrued defined benefit liabilities or assets, reported annual net periodic defined 
benefit costs and regulatory assets by a similar amount in the opposite direction. The sensitivities below reflect an evaluation of the change 
based solcly on a change in that assumption and does not include income tax effects. 

At December 3 I ,  201 I ,  the defined bcnefit plans were recorded as follows. 
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Pension liabilities 
Otlier postretirement benefit liabilities 

e following chart rcflccts the sensitivities in the December 31,201 1 Balance Sheet associated with a change in certain assumptions based on 
PPL Services' primary defincd benefit plans. 

Increase (Decrease) 
Change in lnipact oil defined Impact on 

Actuarial assumption assumption benefit liabilities regulatory assets 

Discount Rate 
Rate ofcompensation Increase 
Heeltll Cax~ Cast i ~ i d  Rate (a) 

(0.25)% $ 
0 25% 
100% 

38 9; 
6 
1 

38 
6 
1 

(a) Only impacts oilier postretirement benefits 

In 201 I ,  PPL. Electric was allocated net periodic defined benefit costs charged to operating expense of $17 million. This amount represents a $3 
million decrease compared with the charge recognized during 2010. 

The following chart reflects the sensitivities in the 201 1 Statement oflncome (excluding income tax effects) associated with a change in certain 
assumptions based on PPL, Services' primary defined benefit plans. 

Actuarial assumption Change in assumption Impact on defined benefit costs 

Discount Ibte 
Expected Iteturn on Plan Assets 
Rate of Compensation Increase 

(0 25)% $ 

0 25% 
(0 25yh 

3 
2 
1 

2) Loss Accruals 

Losses arc accrued for the estimated impacts of various conditions, situations or circumstances involving uncertain or contingent future 
outcomes. For loss Contingencies, the loss must be accrued if ( I )  information is available that indicates it  is probable that a loss has been 
incurred, given the likelihood of the uncertain future events, and (2) the amount of the loss can bc reasonably estimated. Accounting guidance 

,fines "probable" as cases in which "the future event or events are likely to occur." The accrual of contingencies that might result in gains is not 
.orded unless recovcry is assured Potential loss contingencies for environmental remediation, litigation claims, regulatory penalties and other 

events are continuously assessed. 

The accounting aspects of estimated loss accruals include ( I )  the initial identification and recording of the loss, (2) the determination of 
triggering events for reducing a recorded loss accrual, and (3) the ongoing assessment as to  whether a recorded loss accrual is sufficient. All 
three of these aspects require significant judgment by management. Internal expertise and outside expcrts (such as lawyers and engincers) are 
used, as ncccssary, to help estimate the probability that a loss has bcen incurred and the amount (or range) of the loss. 

No new significant loss accruals were recorded in 201 1 

Certain other cvcnts have been identified that could give rise to a loss, but that do not meet the conditions for accrual. Such events are disclosed, 
but not recorded, whcn it is "reasonably possible" that a loss has been incurred. See Note 15 to thc Financial Statements for disclosure of other 
potential loss contingencies that have not met the criteria for accrual. 

When an estimatcd loss is accrued, the triggering events for subsequently reducing the loss accrual are identified, where applicable. The 
triggering events generally occur when the contingency has been resolved and the actual loss is paid or written off, or when the risk of loss has 
diminished or bccn eliminated The following are some of the triggering events that provide for the reduction of certain recorded loss accruals: 

o Allowanccs for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been 
exhausted, a better estimate of the allowance is determined or underlying amounts are ultimately collected. 

o Environmental and other litigation contingencies are reduced when the contingency is resolved and actual payments are made, a better 
estimate of the loss is determined or the loss is no longer considered probable. 
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Loss accruals are reviewed on a regular basis to assure that the recorded potential loss exposures are appropriate. This involves ongoing 
communication and analyses with internal and external legal counsel, engineers, operation management and  other parties. 

Income Taxes 

Significant management judgment is required in developing the provision for income taxes, primarily due to the uncertainty related to tax 
positions talten or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation allowances. 

Significant management judgment is required to determine the amount of benefit recognized related to an uncertain tax position. Tax positions 
are evaluated following a two-step process The first step requires an entity to determine whether, based o n  the technical merits supporting a 
particular tax position, it  is more likely than not (greater than a 50% chance) that the tax position will be sustained. This determination assumes 
that the relevant taxing authority will examine the tax position and is aware ofall the relevant facts surrounding the tax position. The second 
s tep requires an entity to recognize in the financial statements the benefit o f a  +ax psiition that meets the more-likely-than-not recognition 
criterion. The benefit recognized is measured at the largest amount of benefit that has a likelihood of  realization, upon settlement, that exceeds 
50%. Management considers a number of factors in assessing the benefit to be recognized, including negotiation o f a  settlement. 

On a quarterly basis, uncertain tax positions are reassessed by considering information known at the reporting date. Based on management's 
assessment of new information, a tax benefit may subsequently be recognized for a previously unrecognized tax position, a previously 
recognized tax position may be de-recognized, or the benefit of a previously recognized tax position may be  renieasured. The amounts 
ultimately paid upon resolution of issues raised by taxing authorities may differ materially from the amounts accrued and may materially impact 
the financial statements in the future. 

At December 3 1,20 1 I ,  i t  was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase by 
as much as $48 million or decrease by up to $63 million. This change could result from the timing and/or valuation ofcertain deductions, 
intercompany transactions and unitary filing gioups. The events that could cause these changes are direct wttlcments with taxing authorities, 
litigation, legal or administrative guidance by relevant taxing authorities and the lapse of  an applicablexztute of limitation. 

T h e  balance sheet classification of unrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require 
significant management judgment. Unrecognized tax benefits are classified as current to the extent management expects to settle an uncertain 
tax position by payment or receipt ofcash within one year of the reporting date. Valuation allowances arc initially recorded and reevaluated 
each reporting period by assessing the likelihood o f t h e  ultimate realization of a deferred tax asset. Management considers a number of factors 
:q assessing the realization of a deferred tax asset, including the reversal of temporary differences, future taxable income and ongoing prudent 

feasible tax planning strategies. Any tax planning strategy utilized in this assessment must meet the recognition and measurement criteria 
.ilized to account for an uncertain tax position. See Note 5 to the Financial Statements for income tax disclosures. 

4) Regulatory Assets and Liabilities 

PPL Electric's electricity delivery business is subject to cost-based rate regulation. As a result, the effects of regulatory actions are required to be 
reflected in the financial statements. Assets and liabilities are recorded that result from the regulated ratemaking process that may not be 
recorded under GAAP for non-regulated entities. Regulatory assets generally represent incurred costs that have been deferred because such 
costs arc probablc of future rccovcry in rcgulated customer rates. Regulatory liabilities are recognized for amounts expected to be returned 
through future regulated customer rates. In certain cases, regulatory liabilities are recorded based on an understanding or agreement with the 
regulator that rates have been set to recover costs that are expected to be incurred in the future, and the regulated entity is accountable for any 
amounts charged pursuant to such rates and not yet expended for the intended purpose. 

Management continually assesses whether the regulatory assets are probable of future recovery by considering factors such as changes in the 
applicable regulatory and political environments, the ability to recover costs through regulated rates, recent rate orders to other regulated entities, 
and the status o f  any pending or potential deregulation legislation. Based on this continual assessment, management believes the existing 
regulatory asscts arc probable of recovery. This assessment reflects the current political and regulatory climate at the state and federal levels, 
and is subject to change in the future. If future recovery of costs ceases to be probable, then asset write-offs would be required to be recognized 
in operating income. Additionally, the regulatory agencies can provide flexibility in the manner and timing of depreciation of PP&E and 
amortization of regulatory assets. 
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At December 3 1, 20 1 I and 2010, PPL, Electric had regulatory assets of $729 million and $655 million. All regulatory assets are either currently 
being recovered under specific rate orders, represent amounts that are expected to be recovered in future rates or benefit future periods based 
**qon established regulatory practices At December 31, 201 1 and 2010, PPL Electric had regulatory liabilities of $60 million and $32 million. 

-,, March 2012, PPL Electric plans to file a request with the FERC seeking recovery, over a 34-year period beginning in June 2012, of its 
unrecovered regulatory asset related to the deferred state tax liability that existed at the time of the transition from the flow-through trcatinent of 
state inconie taxes to full normalization This change in tax treatment occurred in 2008 as a result of prior EERC initiatives that transferred 
regulatory jurisdiction of certain transmission assets from the PUC to the FERC A regulatory asset of $5 1 million related to this transition, 
classified as taxes recoverable through fiiture rates, is included in "Other Noncurrent Assets - Regulatory assets" on the Balance Sheet. PPL 
Electric believes recoverability o f  this regulatory asset is probable based on FERC precedent in similar cases; however, it is reasonably possible 
that the FERC may limit the recovery of all or part of the claimed asset. 

Sza Note 6 to t h e  Financial Statements for additional information o n  regulatory assets and liabilities. 

5) 

Revenues related to the sale of energy are recorded when energy is delivered to customers. Because customers are billed on cycles which vary 
based on the timing of the actual meter reads taken throughout the month, PPL, Eleclric records estimates for unbilled revenues at the end of each 
reporting period. Such tinbilled revenue amounts reflect estimates of the amount of energy dclivered to customers since the date of the last 
reading of their meters. The unbilled estimate is based on daily load models, the meter read schedule, and actual weather data. The tinbilled 
accrual is based on estimated usage for each customer class, and the current rate schedule pricing At December 3 I ,  201 1 and 2010, PPL 
Electric had unbilled revenue of $98 million and 5134 million. 

Revenue Recognition - Unbilled Revenue 

0 t h e-r-ln frrrrn a t ion 

PPL.'s Audit Committee t a s  apprLwed the independent auditor to provide audit and audit-related services. tax services and other services 
permitted by Sarbanes Oxley and SEC rules The audit and audit-related services include services in connection with statutory and regulatory 
filings, reviews of offering documents and registration statements, and internal control reviews See "Item 14. Principal Accounting Fees and 
Services" for more information. 
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LG&E AND KU ENERGY LLC A N D  SUBSIDIARIES 

I t ~ m - 7 ~  Management's D_iscussion and-Analysi~ofl;inan_cial Condition and-R@u!ts_o_f_l)perations 

re information providcd In this Item 7 should be read in conjunction with L.KE's Financial Statements and the accompanying 
Notes 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: 

"Ovcrvicw" provides a description of  LKE and its business strategy. "Financial and Operational Developments" includes a review of 
Net Income and discusses certain events that are important to understanding LKE's results of  operations and financial condition 

0 "Results of Opcrations" provides a summary of LKE's earnings and a description of key factors expected to impact future 
earnings. This section ends with "Statement of Income Analysis," which includes explanations of significant changes in principal iteins 
on LKE's Statements of Income, comparing 201 I ,  20 I O  and 2009. 

0 "Financial Condition - L.iquidity and Capital Resources" provides a n  analysis of LKE's liquidity position and credit profile. This 
section also includes a discussion of rating agency decisions and capital expenditure projections. 

e "Financial Condition - Risk Managcinent" provides an explanation of L.KE's risk management programs relating to market and credit 
risk. 

o "Application of Critical Accounting Policies" provides an overview of the accounting policies that are particularly important to the 
results of operations and financial condition of L.KE and that require its management to make significant estimates, assumptions and 
other judgincnts o f  matters inherently uncertain. 

Overview 

Introduction 

LKE, headquartcrcd in L.ouisville, Kentucky, is a limited liability company. L,KE became a wholly owned subsidiary of PPL, when PPL acquired 
311 of LKE's interests from E.ON IJS Investments Corp. on November 1, 2010. L,KE has regulated titility operations through its subsidiaries, 

;&E and KU,  which constitute substantially all of LKE's assets. LG&E and KIJ are engaged in the generation, transmission, distribution and 
.le of electric energy. L.G&E also engages in the distribution and sale of natural gas. LG&E and KU maintain their separate identities and 

serve customers in Kentucky under their respective names. KIJ also serves customers in Virginia under the Old Dominion Power name and it 
serves customers in Tenncssee undcr the KU name. Refer to "Item I .  Business - Background" for a description of LKE's business. 

Business Strategy 

L.KE's overall strategy is to provide reliable, safe and competitively priced cnergy to its customers. 

A key objective for L,KE is t o  maintain a strong credit profile through managing financing costs and access to credit markets. L.KE continually 
focuses on maintaining an appropriate capital structure and liquidity position. 

Successor and Predecessor Financial Presentation 

LICE'S Financial Statements and related financial and operating data include the periods before and after PPL.'s acquisition of LKE on November 
I ,  2010, and have been segregated to prcsent pre-acquisition activity as the Predecessor and post-acquisition activity as the 
Successor. Predecessor activity covers the time period prior to November I ,  201 0. Successor activity covers the time period after October 31, 
20 10. Ccrtain accounting and presentation methods were changed to acceptable alternatives to conform to PPL's accounting policies, which are 
discussed in Note 1 to the Financial 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 basis of accounting, which was used to record the fair value adjustments of assets and liabilities a t  the 
acquisition date. Conscquently, 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. 
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Financial and Operational Developments 

NetI.ncome 

Net Income (L.oss) 

I'redecessor 
Ten Months 

Year Ended Ended I Ended Year Ended 

Successor 
l w o  Months 

December 31, December 31, October 31. December 31, 
201 I 2010 I 2010 2009 

$ 265 s 47 I $ 190 $ (1,542) 

The operating results for 201 1 and 2010 include the effect of L.G&E's and KU's base rate increases, which became effective August I ,  2010, 
partially offset by net cost increases, which have not ye! b w n  reflected in the rates charged by  LG&E and KU. The operating results for the ten 
months ended October 3 1, 2010 also include $19 million of other income associated with the establishment of  regulatory assets for previously 
recorded losses on intcrest rate swaps. T h e  operating results for 2009 includc a loss on impairment ofgoodwill of $1,493 million, which L.KE 
recorded based on bids received from parties interested in purchasing L,KE, including PPL. In addition, net income for 2009 includes $220 
million of  losscs from discontinued operations primarily related to the disposition of a 25-year lease and operating agreements of  WKE, for the 
generating facilities of BREC. 

See "Results of Operations" below for further discussion and analysis of the results of operations. 

LKE constructed a 732 MW suninicr capacity coal-fired unit, TC2, which is jointly owned by  LG&E and KlJ (combined 75%), together with tlie 
Illinois Municipal Electric Agcncy and t h e  Indiana Municipal Power Agency (coinbind 25%). With limited exceptions LKE took care, custody 
and control of TC2 in January 201 1 L.G&E and KU and the construction contractor hrther amended the construction agreement to provide that 
the contractor will complete certain actions to identify and complete 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 undcr discussion with the contractor. See Notes 8 and 15 to the Financial Statements for additional 
information. 

Registered Debt Exchange Offcr by LKE, LG&E and-KU 

April 201 I ,  LACE, L.G&E and KU each filed a Registration Statement with the SEC, related to an offer to exchange certain senior notes and 
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 Statements became effective in Junc 201 1, and the exchanges were connpleted in Ju ly  201 I ,  with 
substantially all of the senior notes and first mortgage bonds being exchanged. See Note 7 to the Financial Statements and the 201 I Registration 
Statements for additional information. 

CSAPR 

In July 201 I ,  thc EPA signed the CSAPR, which finalizes and renames the Clean Air Transport Rule (Transport Rule) proposed in August 201 0, 
and made revisions to the rule on February 7,2012. This rule applies to the Kentucky coal plants. The CSAPR is meant to facilitate attainment 
of ambient air quality standards Tor ozone and fine particulates by requiring reductions in sulfur dioxide and nitrogen oxide emissions. 

In December 201 I ,  the U.S. Court of Appeals for the District of Columbia (Court) stayed implementation of  the CSAPR and left CAIR in effect 
pending a final rcsolution on the merits o f  the validity of the rule. Oral argument on the various challenges to the CSAPR is schcduled for April 
2012, and a final decision on the validity of  the rule could be issued as early as May 2012. 

With respect to LKE's Kentucky coal-fired gcnerating plants, the stay of the CSAPR will initially only impact the unit dispatch order. With the 
return of the CAIR and L.G&E's and KU's  significant number of sulfur dioxide allowances, those units will be dispatched with lower opcrating 
cost, but slightly higher sulfur dioxidc and  nitrogen oxide emissions. However, a key component of the Court's final decision, cven if the 
CSAPR is upheld, will be whcthcr the ruling delays the implementation of tlie CSAPR by o n e  year for both Phases 1 and 11, or instead still 
requires the significant sulfur dioxide a n d  nitrogen oxide reductions associated with Phase I1  to begin in 2014. LG&E's and KU's CSAPR 
compliance strategy is bascd on ovcr-compliance during Phase I to generate allowances sufficient to cover the expected shortage during the first 
two years 
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of Phase I I  (2014 and 201.5) when additional pollution control equipment will be installed. Should Phase I of the CSAPR be shortened to one 
year, i t  will be more difficult and costly to provide enough excess allowances in one year to meet the shortage projected for 2014 and 2015. 

Note 1.5 to the Financial Statements for additional infomiation on the CSAPR 

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 plant 
site. In  conjunction with this request and to meet new, stricter EPA regulations, L.G&E and KIJ anticipate retiring six older coal-fired electric 
generating units. These units are located at the Cane Run, Green River and Tyrone plants, which have a combined summer rating of797 
MW. L.G&E and KU also requested approval to purchase the Bluegrass CTs, which are expected to provide up to 495 MW of peak generation 
supply. 

LG&E and KU anticipate that the NGCC construction and the acquisition of the Bluegrass CTs could require up to $800 million (comprised of 
up to $300 million for L.G&E and up to $500 million for KU) in capital costs including related transmission prqjects. Formal requests for 
recovery ofthe costs associated with the NGCC construction and the acquisition of the Bluegrass CTs were not included in the CPCN filing with 
the KPSC but arc expected to be included in future rate proceedings. The KPSC issued an Order on the procedural schedule in the CPCN filing 
that has discovery, scheduled through early February 2012. A KPSC order on the CPCN filing is anticipated in the second quarter of201 2. See 
Note  8 to the Financial Statements for additional information. 

EC R_Fi I ing :Environmsnlal Upgrades 

In June  201 I ,  in order to achieve compliance with new and pending mandated federal EPA regulations, L.G&E and K U  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 
billioi- For LG&E and $1 .1  billion for KIJ in associated capital costs, as well as operating expenses incurred. The ECR plans detailed upgrades 
tha: ". 1 1 1  be made lo certain of LG&E's and KIJ's coal-fired generating plants to continue to be compliant with EPA regulations. 

In November 201 I ,  L,G&E and KU filcd a unanimous settlement agreement, stipulation and recommendation with the KPSC. In December 
201 1, LG&E and KU received KPSC approval in their proceedings relating to the ECR plans. The KPSC Order approved the terms of the 
November 201 1 settlement agreement entered into between LG&E and KU and the partics to the ECR proceedings. The KPSC Order authorized 
the installation of environmental upgrades at certain plants during 2012-2016 representing approximate capital costs of $ I  .4 billion at L,G&E and 
q900 million at KU. In connection with the approved projects, the I<PSC Order allows recovery through the ECR rate mechanism of the  capital 

sts and operating expenses of the projects and granted CPCNs for their construction. The KPSC Order also confirmed an existing 10.63% 
dhorized return on equity for projects remaining from earlier ECR plans and provided for an authorized return on equity of IO.  10% for the 

approved projects in the 201 1 ECR proceedings. The  KPSC Order noted KU's consent to defer the requested approval for certain environmental 
upgrades at its E.W. Brown generating plant, which represented approximately $200 million in capital costs. KU retained the right to operate 
and dispatch the E.W. Brown gencrating plant in accordance with applicable environmental standards and the right to request approval of the 
deferred projects and related costs in future regulatory proceedings See Note 6 to the Financial Statements for additional information. 

Storm- Recovery 

In August 201 1, a strong storm hit LG&E's service area causing significant damage and widesprcad outages for approximately 139,000 
customers. L.G&E filed an application w i h  the KPSC in September 201 1 requesting approval of a regulatory asset recorded to defer, for future 
recovery, $8 million in incremental operation and maintenance expenses related to the storm restoration. An Order was received in December 
20  1 I granting regulatory accounting treatment, while recovery of the regulatory asset will be determined within the next base rate case. 

In December 2009, a major snowstorm h i t  KU's Virginia service arewcausing approximately 30,000 ciistorner outages. During the normal 2009 
Virginia Annual Information Filing (AIF), KU requested that the VSCC establish a regulatory asset and defer for future recovery $6 million in 
incremental operation and maintenance expenses related to the storm restoration. In March 201 I ,  the VSCC Staff issued its report on KU's 2009 
AIF stating that it considered this storm damage to b e  cxtraordinary, 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 I ,  a 
regulatory asset of $6 million was established for actual costs incurred. In June 20 1 I ,  the VSCC issued an Order approving the 
recommendations contained in the StaffReport. KU received approval in its 201 1 base rate case to recover this regulatory asset over a five-year 
period ending October 2016. 
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In September 2009,  the KPSC approved the deferral of a total of $101 million ($44 million and $57 million for LG&E and KIJ)  of costs 
associated with a severe ice storm that occurred in January 2009 and a wind storm that occurred in February 2009. Additionally, in December 
9 0 8 ,  the KPSC approved the deferral o f a  total of $26 million ($24 million and $2 million for LG&E and KU) ofcosts associated with high 

Ids from the reinnants of Hurricane Ike in September 2008. LG&E and KU received approval in their 2010 base rate cases to recover these 
.,gulatory assets over a ten-year period beginning August 20 IO. 

V'irginia-Rak Case 

In April 201 I ,  KU filed an  application with the VSCC requesting an annual increase in electric base rates for its Virginia jurisdictional customers 
o f $ 9  million, or 14%. 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 1.  The approved revenue increase was $7 million annually, based on a return on equity of 10.3%, 
with new base rates effective November I ,  201 ! 

Results of OpeLaGons 

As previously noted, L.KE's results for the time periods after October 31,2010 are on a basis of accounting different from its results for time 
periods prior to November 1, 2010. When discussing LICE'S results o f  operations material differences resulting from the different basis of 
accounting will be isolated for purposes of comparability. See "Overview - Successor and Predecessor Financial Presentation" for further 
information. 

The utility business is affected by seasonal weather. As a result, operating revenues (and associated operating expenses) are not generated 
evenly throtighotit the year. Revenue and earnings are generally higher during the first and third quarters and lower during the second quarter 
due to weather. 

The following table summarizes the significant components of net income i t r  201 1,  2010, and 2009 and the changes therein: 

Earnings 

Operating Revenues 
Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other tlian incoine 

Total Operating Expenses 
Loss on Impairmenl 
Other Income (Expense) - net 
Interest Expense 
Income Taxes 
Income (Loss) from Discontinued 

Operations (net of income taxes) 
Net Income (Loss) 
Noncontrolling Interest - Loss from 

Net Income (Loss) Attributable to Member 
Discontinued Operations 

Successor Y" Combined Successor 
Change  Two Montlis 

Year Ended 201 1 Year Ended Ended 
December 31, vs. December 31, December 31, 

201 I 2010 2010 2010 

$ 2,793 3 $  2,708 $ 494 
866 1 86 I I38 
23 8 (15) 279 68 
75 1 3 727 141 
3 34 18 284 49 
31 61 23 2 

2.226 2 2,174 398 

( 1 )  ( 1  08) 12 (2) 
147 (16) 176 24 
153 14 134 25 

$ 265 12 $ 237 $ 47 

Predecessor Yo Predecessor 
Ten Montlis Change 

Year Ended Ended 2010 
October 3 1 ,  VS. December 31, 

2010 2009 2009 

$ 2,214 8 %  2,501 
723 13 162 
21 I (26) 379 
586 I2 647 
235 5 271 

21 (26) 31 
1,776 4 2,090 

f 100) 1.493 
14 ' (48) 23 

152 I76 
109 63 82 

( 100) 5 
$ 190 (115)  $ ( I  ,542) 

The changes in the components of Net Income between these periods were due to the following factors. The results are adjusted for certain 
items that management considers special. See additional detail of these special items in the table below. 
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"gin 
:r operation and maintenance 

uepreciation 
Taxes, other than income 
Other Income (Expense) -net 
Interest Expense 
Income Taxes 
Special Items, after-tax 

S x  "Statc!r.ent of Income Analysis - Margin - Changes in Non-GAAP Financial Measures" for an explanation of margin. 

Other operation and maintenance increased in 2010 compared with 2009, primarily due to higher administrative and general costs of $38 
million and higher steam costs of  $13 million. Administrative and general costs increased in part due to acquisition-related costs of$17 
million and higher bad debt  costs of $6 million, partially offset by lower pension costs of  $6 million. 

Depreciation expense was $32 million higher in 201 1 compared with 2010, d u e  to TC2 commencing dispatch in January 201 1. 

Taxes, other than income increased in 20 11  compared with 2010, primarily due to a $9 million clean coal incentive tax credit that LICE was 
able to apply to property tax in 2010. 

Other Income (Expense) - net decreased in 201 1 compared with 2010, primarily due to $19 million ofother income from the establishment 
of a regulatory asset for previously recorded losses on interest rate swaps in 2010. 

Interest expense decreased in 201 1 compared with 2010, due to lower interest rates and lower long-term debt balances. Lower interest rates 
contributed $17 million o f  the decrease in interest expense, as the interest rates on the first mortgage bonds were lower than the rates on the 
loans from Fidelia Corporation and other E.ON AG affiliates, which were replaced. L.ower long-term debt principal balances contributed 
$1 5 million of the decrease, as LKE's long-term debt principal balances were lower for most of 20 1 1, compared with its long-term debt 
principal balances as of December 3 1,20 10, this was partially offset; as L.KE's long-term debt principal balances increased in 201 1. L.KE 
long-term debt principal balances were $248 million higher as of December 3 1, 201 1 compared with December 31, 2010. 

Income taxes increased in 201 1 cornpared with 20 I O ,  primarily due to the $19 million impact of higher pre-tax income 

Income taxes incieased in 2010 compared with 2009, primarily due to the $43 million impact of higher pre-tax income. 

The following after-tax amounts, which management considers special items, also impacted earnings: 

Successor 
l w o  Months 

Income Statement December 31, December 31, 
Line Item 201 1 2010 

Year Ended Ended 

Special Items, net of tax benefit (expense): 
Energy-related economic activity, net of tax of $( I ) ,  $ 1 ,  $0, $0 (a) Operating revenues $ I $  ( 1 )  
Impairment of goodwill, net of tax oC$0, $0, $0, $0 
B R I X  terminated lease, net of tax of $1,  ($2), $ I ,  $124 (b) ( 1 )  2 
Argentine gas distribution, net of tax of $0, $0, $0, $(8) (c) 
Argentine gas distribution, net of tax of $0, $0, $0, $0 (c) 

Loss on impairment 

Disc. Operations 
Noncontrol. Interest 

Disc. Operations 

$ $ I Total 

Predecessor 
Ten Months 

Ended Year Ended 
October 31, December 31, 

2010 2009 

$ ( 1 )  
(1,493) 

$ ( 1 )  (2  12) 
( 8 )  
( 5 )  

$ ( 1 )  .% (1,719) 

(a) 
(b) 
(c) 

Represents net unrealized gains (losses) on contracts that economically hedge anticipated cash flows . 
Represents costs associated with a terminated lease of WKE for tlie generating facilities of BREC. See Note 9 to the Financial Statements for additional information. 
Represents an impairment loss for L.KE's interest in two gas distribution companies in Argentina, which i t  sold in 2010 See Note 9 to tlie Financial Statements for additional 
information 
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2012 Outlook 

Excluding special items, L.KE projects lower earnings in 2012 compared with 201 1, as revenue increases are not expected to offset expense 
wases, which will include increases in depreciation expense, due to more plant in service and in interest expense, due to higher average debt 

.lances as a result of capital expenditures. Actual results will be dependent on the effects of  the economy and the impact of  weather on retail 
sales among other variables. As a result o f  the stay out provision established in the settlement of the PPL-LKE acquisition, LKE is generally 
unable to implement an increase in base rates for its two regulated utilities in Kentucky before January 1, 2013. 

Earnings in 20 12 are sihject to various risks and uncertainties. See "Forward-1,ooking Information," the rest of this Item 7, Notes 6 and IS to 
the Financial Statements and "Business," and  "Risk Factors" in this Form 10-K for a discussion o f  the risks, uncertainties and factors that may 
impact future earnings. 

Statement of Income Analysis -- 

Margin 

Non-GAAP Fjnancial-Mea_siire 

The following discussion includes financial information prepared in accordance with G A M ,  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 mcchanisms 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 opelation 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. This performance measure is used, in 
conjunction with other information, internally by senior management to manage LKE's operations and analyze actual results compared with 
budget 

Reconciliation of Non-GAAP I;inan_cial Meas-urs 

The following tables reconcile "Operating Income" to "Margin" as defined by L,KE for 201 I ,  2010 and 2009. 

Operating Revenues 
Operating Expenses 

Fuel 
Energy purchases 
Other operation and innintenance 
Depreciation 
Taxes, other than income 

Total Operating Expenses 
Total 

Operating Itevcnues 
Operating Expenses 

Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than income 

Total Operating Expenses 
Total 

201 1 Successor 
Operating 

Margin Other (n)  Income (b) 

$ 2,791 $ 2 $  2,793 

866 866 
238 238 

90 66 I 75 1 
49 285 334 

37 31 
1,243 983 2,226 

$ 1,548 $ (981) $ 567 

Successor 
Two Months Ended December 31, 2010 

Operating 
Margin Other (a) Income (b) 

$ 495 $ ( 1 )  $ 494 

138 138 
68 68 
14 127 141 
7 42 49 

2 2 
227 171 398 

$ 268 $ (172) $ 96 

Predecessor 
Ten Months Ended October 31,2010 

Operating 
Margin Other (a) Income (b) 

$ 2,2 I4 $ 2,214 

123 
21 1 

51 9; 529 
35 200 

21 
1.026 750 1,776 

$ 1,188 $ (750) $ 438 

123 
211 
586 
235 

21 
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2009 Predecessor 
Operating 

Margin Otlier (a) Income (b) 

$ 2,502 $ ( 1 )  $ 2,501 rating Revenues 
. ,,crating Expenses 

Fuel 
Energy purchases 
Other opention and maintenance 
Depreciation 
Taxes, other than income 
Impairment 

Total Operating Expenses 
Total 

(a) 
(b) 

Represents amounts excluded from Margin. 
As reported on the Statements of Income. 

162 
379 
58 589 
38 233 

31 

762 
319 
64 7 
27 1 

31 
1,493 1,493 

1,237 2,346 3,583 
$ 1,265 $ (2,347) $ (1,082) 

Changes in-Ngn-GAAP Financial Meazu-rez 

Margins were higher by $92 million for 201 1 compared with 2010. New KPSC rates went into effect on August I ,  2010, contributing to an 
additional $I 12 million in operating revenue over the prior year. Partially offsetting the rate increase were lower retail volumes resulting from 
weather and cconomic conditions. 

Other Operation and Maintenance 

Changes in other operation and maintenance expense were due to the following: 

201 1 vs. 2010 2010 vs. 2009 

Fuel for generation (a) 
Steam operation (b) 
Distribution maintcnance (c) 
Steam maintenance (d) 
Transmission operation (e) 
Administrative and general (0 

'ier generation maintenance (g) 
er  

Sotal 

(a) 

(h) 
(c) 

Fuel handling costs are included in fuel for electric generation on the Statements of Income for the Successor's periods and are in otlier operation and maintenance expense on 
the Statements of Income for the Predecessor's periods 
Steaiii operation costs incieased in 201 I compared with 2010, primarily due to higher variable costs, the result of TC2 commencing dispatch in 201 I "  
Distribution maintenance costs increased in  201 I compared with 2010, primarily due to amortization of storm restoration-related costs along with a liazardous tree removal 
project initiated in  August 2010, and an increase in pipeline integrity work. This increase was partially offset by $6 million of  2009 winter storm restoration expenses being 
reclassified to a regulatory asset i n  201 I 
Steam maintenance costs increased in 2010 compared with 2009, primarily due to increased generation and boiler and electric maintenance costs related to outage work. 
Transmission operalion costs increased in 2010 compared with 2009, primarily due to a settlement agreement with a third party resulting in the establishment ofa  regulatory 
asset in 2009. 
Administrative and general costs increased in 2010 compared with 2009, primarily due to acquisition-related costs of $17 million incurred in 2010, higher bad debt costs of$6 
million and PPL. support charges o f f 3  million incurred for two post-acquisition months in 2010, partially ofket by lower pension costs of $6 million. Bad debt costs increased 
in 2010 compared with 2009, due to liiglier billed revenues and a higher net charge-off percentage partially offset by increased late payment charges. Pension costs decreased 
i n  2010 compared with 2009, due to favorable asset performance in 2009. 
Other generation maintenance costs increased in  2010 compared with 2009, primarily due to the overhaul of Paddy's Run Unit 13 

(d) 
(e) 

(I) 

(g) 

Depreciation 

Changes in depreciation were due to the following: 

201 1 vs. 2010 2010 vs. 2009 

TC2 (dispatch began in January 201 I )  
E.W. Brown sulfur dioxide scrubber equipment (placed in-service in June 2010) 
Glient Unit 2 sulfur dioxide scrubber equipment (placed in-service in May 2009) 
Other 
Total 

32 
8 $  7 

3 
10 3 

$ 50 $ 13 
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Taxes, Other Than Income 

Taxes, other than income increased by $14 million in 201 1 compared with 2010 primarily due to a $9 million state coal tax credit that was 
)lied to 2010 property taxes. The remaining increase was due to higher assessments, primarily from significant property additions. Taxes, 

.mr than income decreased by $8 million in 2010 compared with 2009 primarily due to a $5 million increase in the amount of  state coal tax 
credits applied to property tax. 

Loss on Impairment 

LKE did not experience impairment losses in 201 1 or in 2010. In 2009, the loss on impairment of goodwill was $1,493 million. 
goodwill impairment in 2009 based on bids received from parties interested in purchasing LKE, including PPL. 

Other income (Expense) - net 

Changes in other income (expense) - net were due to the following: 

Net derivative gains (losses) (a) 
Discontinuance of AFUDC on ECR projects as a result of the FERC rate case 
Depreciation expense on TC2 joint-use assets held for future use 
L.osses on interest rate swaps (b) 
Other 
Total 

201 1 vs. 2010 

L,KE recorded 

(a) 

(b) 

Net derivative gains and IOSSCS includes tlie unrealized gains and losses on interest rate swaps not designated as hedging instruments and the inerfective portion of  interest rate 
swaps designated and qualifying as a cash flow hedge. 
Otlier income in 2010 resulted from the establisliment of a regulatory asset for previously recorded losses on interest rate swaps, which is included in "Net derivati.,c gains and 
losses" williin Note I 7  to the Financial Statements. 

Interest E 'x  p ense 

The changes in interest expense were due to: 

Interest rates (a) 
Long-term debt balances (b) 
Other 
Total 

201 1 vs. ZUlO 2010 vs. 2009 

$ (17) $ (20) 
(15) 8 

3 12 
$ (29) $ 

(a)  

(b) 

Interest rates on senior notes and first mortgage bonds issued in November 201 0 were lower than tlie rates on the loans from Fidelia Corporation and other E ON AC affiliates 
i n  place through October 2010. 
L.KE's long-term debt principal balance was $923 million lower as of December 3 I, 2010 compared with December 3 I, 2009 primarily due to an equity contribution from PPL 
of $1.6 billion at the time of acquisition. L.KE's long-term debt principal balance was $248 million higher as of' December 31, 201 I compared with December J I ,  20 10. 

Income Taxes 

Changes in income taxes were due to the following: 

201 1 vs. 2010 2010 vs. 2009 

Income (Loss) from continuing operations excluding non-deductible impairment loss 
Foreign tax 
Other 
Total 

$ 19 $ 43 
4 
5 

$ 19 $ 52 

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

Changes in income (loss) from discontinued operations (net of income taxes) were due to the following: 

201 1 vs. 2010 2010 vs. 2009 

BREC terminated lease (a) 
Argentine gas distribution (b) 

Total 
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(a) 
(b) 

In 2009, L.KE completed the disposition of W K E s  25-year lease and operating agreements for the generating facilities owned or operated by BREC. 
In 2009, L.KE recorded an impairment loss for two gas distribution companies located in Argentina, which it sold in 2010. 

Financial  conditio^ 

Liquidity and Capital Resources 

LKE expects to continue to have adequate liquidity available through operating cash flows, cash and cash equivalents and its credit facilities. 

9; 59 $ 1 1  
I63 

$ 59 $ 174 

LICE'S cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties including, but not 
limited to: 

$ 7 

$ 7 

e 

e 

e 

e 

0 

0 

e 

e 

0 

0 

0 

Successor 
Two MonIhs 

Year Ended Ended 
December 31, December 31, 

201 1 2010 

changes in market prices for electricity; 
changes in commodity prices that may increase the cost of producing power or decrease the amount LKE receives from selling power; 
operational and credit risks associated with selling and marketing products in the wholesale power markets; 
unusual or extreme weather that may damage LKE's transmission and distribution facilities or affect energy sales to customers; 
reliance on transmission and distribution facilities that LKE does not own or control to deliver its electricity and natural gas; 
unavailability of generating units (due to unscheduled or longer-than-anticipated generation outages, weather and natural disasters) and the 
resulting loss of revenues and additional costs of replacement electricity; 
the ability to rccover and the timeliness and adequacy of  recovery of costs associated with regulated utility businesses; 
costs of  compliance with existing and new environmental laws; 
any adverse outcome of legal proceedings and investigations with respect to LKE's current and past business activities; 
deterioration in the financial markets that could make obtaining new sources o f  bank and capital markets funding more difficult and more 
costly; and 
a downgrade in L.KE's or its rated subsidiaries' credit ratings that could adversely affect their ability to access capital and increase the cost of 
credit facilities and any new debt. 

Predecessor 
Ten Months 

Ended Year Ended 
October 31, December 31, 

2010 2009 

See "Item 1A. Risk Factors" for further discussion of risks and uncertainties affecting LKE's cash flows. 

At December 3 1, L,KE had the following: 

Successor Predecessor 
2011 2010 I 2009 

Cash and cash equivalenfs 
Short-term investmenfs (a) 

Net cash provided by (used in) operating activities 
Net cash provided by (used in) investing activities 
Net cash provided by (used in) financing activities 
Net Increase (Decrease) in Cash and Casli Equivalents 
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Aucti0-n Rate-Securities 

4 t December 3 1 ,20  1 1, LG&E's and KU's tax-exempt revenue bonds that are in the form of auction rate securities and total $23 1 million 

,,~riods ended Decembcr 3 I ,  20 1 I ,  the weighted-average rate on LG&E's and KU's auction rate bonds in total was 0.25%. 
itinue to experience failed auctions. Therefore, the interest rate continues to be set by a formula pursuant to the relevant indentures. For the 

See Note 7 to the Financial Statements for additional information about long-term debt securities 

Operatiny Actiyities 

Net cash provided by operating activities increased by SO%, or $255 million, in 201 1 compared with 2010, primarily as a result of: 

e an inrreasr in net income adjusted for non-cash effects of $177 million (deferred income taxes and investment tax credits of $101 million, 
depreciation of $50 million, amortization of regulatory assets of $15 million and other noncash items of $1 1 million, partially offset by 
unrealized (gains) losses on derivatives of $14 million, defined benefit plans - expense of$13 million and loss from discontinued operations 
-net  oftax of$l million); 
an increase in cash inflows related to income tax receivable of $79 million primarily due to net operating losses of $40 million recorded in 
2010 and the payment of$40 million received by LKE for tax benefits in 201 1; 
a net decrease in working capital related to  unbilled revenues of $53 million due to colder weather in December 2010 as compared with 
December 2009 and milder weather in December 201 1 as compared with December 2010; and 
a decrease in cash outflows of $29 million due to lower inventory levels in 201 1 as compared with 2010 driven by $32 million for fuel 
inventory purchascd in 2010 for TC2 that was not used until 201 1 when TC2 began dispatch, $21 million due to lower coal bum as a result 
of unplanned outages at LG&E's Mill Creek plant and $6 million for decreases in gas storage volumes, partially offset by $22 million for 
KIJ's E.W. Brown and Ghent plants due primarily to increases in coal prices and $7 million for  increases in coal in-transit; partially offset by 
an increase in discretionary definr.1 benefit plan contributions of$10S million made in order to achieve LKE's long-term funding 
requirements. 

0 

a 

o 

0 

Net cash provided by operating activities increased by 352%, or  $7 18 million, in 2010 compared with 2009, primarily as a result of: 

the absence of payments made in July 2009 of $580 million for the WKE lease and operating agreement termination; 
an increase in net income adjusted for non-cash effects of $1.55 million (deferred income taxes and investment tax credits of $74 million, 
unrealized (gains) losses on derivatives of $47 million, depreciation o f$ l3  million and amortization of regulatory assets of $3 million, 
partially offsct by loss on impairment of goodwill of $1,493 million, loss from discontinued operations of $224 million, defined benefit 
plans - expense of $19 million and other noncash items of $20 million); 
lower storm expenses of$104 million, and 
the timing of ECR collections of $53 million; partially offset by 
a net increase in working capital from accounts receivable and tinbilled revenues of $107 million due to the timing of cash receipts, an 
increase in base iates effective August 201 0, colder weather in December 2009 as compared with December 2008 and colder weather in 
December 201 0 as compared with December 2009; 
an increase in cash refunded to customers of $55 million due to prior period over-recoveries related to the gas supply clause filings; 
an increase in cash outflows related to inventory of $44 million, primarily due to a nominal decrease in the market price of natural gas in 
2010 and a significant decrease in the market price of natural gas in 2009; 
an increase in backstop energy and aluminum production credit payments of $39 million under the smelter contract; 
higher interest payments of$33 million due to an accelerated settlement with E.ON AG; and 
an increase in discretionary defined benefit plan contributions of $14 million made in order to achieve LKE's long-term funding 
requirements 

. Investing .-I_ ___ Activities 

The primary use of cash in investing activities in 201 1,2010 and 2009 was capital expenditures. See "Forecasted Uses ofCash" for detail 
regarding projected capital expenditures for the years 201 2 through 201 6. 

Net cash used in investing activities decrcased by 58%, or $372 million, in 201 1 compared with 2010, as a result of: 

0 

0 

proceeds from the sale ofother investments of $163 million in 201 I ;  
a decrease in capital expenditures of $1 34 million, primarily due to the completion of ICU's scrubber program in 2010 and TC2 being 
dispatched in 20 1 1 ; and 
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0 

e 

an increase of notes receivable from affiliates of $107 million; partially offset by 
proceeds from sales of discontinued operations of  $21 million in 2010 and 
a decrease in restricted cash of  $ 1  1 million, 

!yet cash used in investing activities decreased by IO%, or $69 million, in 2010compared with 2009, as a result of: 

o 

o 

o 

o 

Q 

Q 

a decrease in capital expenditures of $1 27 million, primarily due to lower expenditures related to the construction of TC2 and major storm 
events that occurred in 2009, and 
proceeds from sales of discontinued operations of $21 million in 2010; partially offset by 
a decrease of notes receivable from affiliates of $61 million; 
a decrease in restricted cash of  $8 million; 
proceeds on the settlement of derivatives 01 $7 million in 2009; and 
proceeds from the sale of assets of $3 million in 2009. 

Net cash used in financing activities was $456 million in 201 1 compared with net cash provided by financing activities o f  $127 million in 2010, 
primarily as a result of increased distributions to PPL, and reduced contributions from PPL. 

In 201 1, cash used in financing activities consisted of: 

o 

Q 

o 

o 

o 

distributions to PPL of $533 million, which includes $248 million using the proceeds of the long-term debt issuance noted below; 
a repayment on a revolving line of credit of $163 million; 
thc payment of debt issuance and credit facility costs of $8 million; and 
the repayment of debt of $2 million; partially offset by 
the issuance of senior notes o f  $250 million. 

Net cash provided by financing activities was $127 million in 2010 compared with $902 million in 2009. In spite of  significant new debt 
issuances associated with the repayments to E.ON AG affiliates in connection with PPL's acquisition of L.KE, the cash provided by financing in 
2010 is lower as a result of new debt issuances exceeding repayments by a smaller amount and by higher distributions paid in 2010. 

ihe two months of 2010 following PPL's acquisition of LKE, cash provided by financing activities of the Successor consisted of: 

0 

0 

the  issuance of senior unsecured notes and first mortgage bonds of $2,890 million after discounts; 
the issuance of debt of $2,784 million to a PPL, affiliate to repay debt due to E.ON AG affiliates upon the closing of PPL's acquisition of 
LKE; 
an equity contribution from PPL. of $1,565 million; and 
a draw on a revolving line of credit of $163 million; partially offset by 
the repayment of debt to E.ON AG affiliates of $4,3 19 million upon the closing of PPL's acquisition of LKE; 
the repayment of debt to a PPL affiliate of $2,784 million upon the issuance of senior unsecured notes and first mortgage bonds; 
distributions to PPL of $100 million; and 
(he  payment of debt issuance and credit facility costs of $32 million. 

In the ten months of 2010 preceding PPL's acquisition of LKE, cash used in financing activities by the Predecessor consisted of: 

o 

o 

o 

0 

the  repayment of debt to an E.ON AG affiliate of $900 million; 
distributions to E.ON IJS Investments Corp. of  $87 million; and 
a net decrease in notes payable with affiliates of  $3 million; partially offset by 
the  issuance of debt of $950 million to an E O N  AG affiliate. 

In 2009,  cash provided by financing activities by the Predecessor consisted of: 

e 

0 

t h e  issuance of debt of $1,230 million to an E.ON AG affiliate, partially offset by 
the  repayment of debt to an E.ON AG affiliate of $255 million; 
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e 

e 

distributions to E.ON US Investments Corp. of$49 million; 
a net decrease in notes payable with afiliates of $22 million; and 
distributions to noncontrolling interests o f $ 2  million for discontinued operations in 2009. 

L,ee "Forecasted Sources orCash" for a discussion of  LKE's plans to issue debt securities, as well as a discussion ofcredit facility capacity 
available to L.KE. Also see "Forecasted iJses of  Cash" for a discussion o f  plans to pay dividends on common sccurities in the future, as well as 
maturities of long-term debt. 

L.KE's long-term debt securities activity through December 31,201 1 was: 

',KE Senior Notes 
L,G&E and K U  Capital LLC Medium Term Notes (a) 

Non-cash Exchanges (b) 
Total Cash Flow Impact 

LKE Senior Unsecured Notes 
L,G&E First Mortgage Bonds 
KU First Mortgage Bonds 

Total Exchanged 
Net Increase 

Debt 
!ss*iances Retirement 

$ 250 

$ 250 

(a) 
(b) 

Notes were retired upon maturity. 
In April 201 I, LKE, LG&E and KU each filed a 201 I Registration Statement with tlie SEC related to ofl'ers to excl~ange securities issued in November 2010 in transactions not 
regislered under the Securities Act of 1933 wilh similar but registered securities. The registration became effective i n  June 201 I ,  and the exchanges were completed in  July 
201 I with substantially a11 securities being exchanged. 

See Note 7 to the Financial Statements for additional information about long-tcrm debt securities. 

F o r e c - a ~ e d S o ~ ~ c ~ s - o ~ C a s ~  

L.KE expects to continue to have sufficient sources ofcash available in the near term, including various credit facilities and operating cash 
flow. LG&E expects to remarket $:94 million of tax-exempt bonds that will be put back to L,G&E in 2012. In February 2012, LG&E and KIJ 
qch established a commercial papcr program for up to $2.50 million to provide an additional financing source to fund each of their short-term 

uidity needs. Commercial paper issuances will be supported by the respective Syndicated Credit Facility. 

Credii IFacililies 

At December 3 1, 2 0  1 1, L.KE's total committed borrowing capacity under its credit facilities and the use of this borrowing capacity were: 

Committed Letters of Unused 
Capacity Borrowed Credit  lnsued Capacity 

L.KE Credit Facility with a subsidiary of PPL Energy Supply 
LGdtE Credit Facility (a) (d) 
KU Credit Facilities (a) (b) (d) 

Total Credit Facilities (c) 

$ 300 
400 

$ 300 
400 
598 $ I98 400 

$ 1,298 $ 198 $ 1,100 

(a) 

(b) 

In June 201 I ,  LG&E and K U  each amended its respective Syndicated Credit Facility such that the fees and the spread to benchmark interest rates for borrowings depend upon 
the respective company's senior secured long-term debt rating rather than the senior unsecured debt rating. 
In April 201 I ,  KU entered into a new $198 million letter of credit facility that has been used to issue letters ofcredit to support outstanding tax exempt bonds. KU pays 
customary commitment and letter of credit fees under tlle new facility. The facility matures in April 2014. In August 201 I, KU amended its letter of credit facility such that 
the rees depend upon KU's senior secured long-term debt rating rather than the senior unsecured debt rating. 
Total borrowings outstanding under L.KE's credit facilities decreased on a net basis by $163 million since December 31,2010. 
In October 201 I ,  L.G&E and KU each amended its respective syndicated credit facilities. The amendments included extending the expiration dates from December 2014 to 
October 2016. Under tliese facilities, LG&E and K U  each continue to have the ability to make cash borrowings and to request the lenders to issue letters of credit. 

(c) 
(d) 

The commitments undcr L.G&E's and KU's 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 
23% of LKE's total facilities listed above. 

See Note 7 to the Financial Statements for further discussion of LKE's credit facilities. 

142 



Operating .!.eases 

1 KE and its subsidiaries also have available funding sources that are provided through operating leases. LKE's subsidiaries lease o f i c e  space, 

..mtain covenants that are typical for these agreements, such as maintaining insurance, maintaining corporate existence and timely payment of 
rent and other fees. 

storage and certain equipment. These leasing structures provide L,KE additional operating and financing flexibility. The operating leases 

See Note 1 1 to the Financial Statements for further discussion of the operating leases. 

Forecasted- Usss-of Cash 

In addition to cxpenditures required for normal operating activities, such as purchased power, payroll, fuel and taxes, L,KE currently expects to 
incur future cash outflows for capital expenditures, various contractual obligations, payment of dividends on its common securities and p@ssibly 
the purchase or redemption of a portion of debt securities. 

Capital Expenditures 

The table below shows LKE's current capital expenditure projections for the years 201 2 through 2016. 

Construction expenditures (a) 
Generating facilities (b) 
Distribution facilities 
Transmission facilities (c) 
Environmental 
Other 

'Total Construction Expenditures 

Projected 
2012 2013 2014 2015 201 6 

$ 275 $ 279 $ 345 $ 296 $ 1 I7 
212 257 237 282 270 

84 I07 88 14 65 
61 2 873 852 68 I 92 - 

2 6  42 39 51 46 
$ 1,209 $ 1,558 r 1,561 $ 1,384 $ 590 

(a) 
(b) 

(c) 

Construction expenditures include AFUDC, which is not expected to be significant for the years 201 2 through 2016. 
Includes approximately $700 million of currently estimable costs related to replacement generation units due to EPA regulations not recoverable through the ECR 
mechanism. L.KE expects to recover these costs over a period equivalent to the related depreciable lives of the assets through future rate proceedings. 
Includes approximately $100 million ofcurrently estimable transmission costs related to replacement generation units LKE expects lo recover these costs over a period 
equivalent to the related depreciable lives of  the assets through future rate proceedings. 

LE'S capital expcnditure projections for the years 2012 through 2016 total approximately $6.3 billion. Capital expenditure plans are revised 
periodically to rcflcct 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 and market conditions. Certain environmental compliance costs incurred by L.G&E and KU in serving KPSC jurisdictional 
customers are generally eligible for recovery through the ECR mechanism. 

L.KE plans lo fund its capital expenditures in 2012 with cash on hand, cash from operations and short-term debt. 

Contractual Obligations 

LKE has assumed various financial obligations and commitments in the ordinary course of conducting its business. At December 3 1, 20 1 1, the 
estimated contractual cash obligations or LKE were: 

L.ong-ferm Debt (a) 
Interest on L.ong-term Debt (b) 
Operating Leases (c) 
Coal and Natural Gas Purchase 

Unconditional Power Purchase 

Construction Obligations (r) 
Pension Benefit Plan Obligations (g) 
Other Obligations (h) 

Total Contractual Cash Obligations 

Obligations (d) 

Obligations (e) 

Total 

9; 4,085 
2,725 

56 

2,829 

1,011 
409 

55 
24 

$ 11,194 

2012 

$ I42 
15 

823 

29 
278 

55 
5 

$ 1,347 

2013 - 2014 2015 - 2016 After 2016 

$ 
$ 27 7 

24 

900 $ 
274 

1 1  

3,185 
2,032 

6 

1,28 I 695 30 

60 
I16 

63 
13 

859 
2 

10 9 
$ 1,768 $ 1,965 $ 6,l 14 
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(a) 

(b) ' 

Reflects principal maturities only based on stated maturity dates. See Note 7 to the Financial Statements for a discussion of variable-rate remarketable bonds issued on behalf 
ofLG&E and KU. L.KE dues not have any significant capital lease obligations. 
Assumes interest payments through stated maturity. The payments herein are subject to change, as payments for debt that is o r  becomes variable-rate debt have been estimated. 
See Note I I to the Financial Statements for additional information. 
Represents contracts lo purchase coal, natural gas and natural gas transportation. See Note I5 to the Financial Statements for additional information. 
Represents future minimum payments under OVEC power purchase agreements through June 2040. See Note 15 to the Financial Statements for additional information. 
Represents construction commitments, including commitments for the Ghent landfill, Ohio Falls refurbishment and the Brown SCR Construction including associated material 
transport systems for coal combustion residuals, which are also reflected in the Capital Expenditures table presented above. 
Based on the current funded status o f  L.KE's qualified pension plans, no cash contributions are required. See Note 13 to the Financial Statements for a discussion ofexpected 
contributions. 
Represents other contractual obligations. Purchase orders made in the ordinary course of business are excluded from the amounts presented. 

I , 
(f) 

(g) 

(11) 

Dividends 

From time to time, as determined by its Board of Directors, LKE pays dividends to the sole member, PPL.. 

As discussed in Note 7 to the Financial Statements, LGSrE's and KU's ability to pay dividends is limited under a covenant in each of their $400 
million revolving line of credit facilities. This covenant restricts their debt to total capital ratio to not more than 70%. 

See Note 7 to the Financial Statements for other restrictions related to distributions on capital interests for LKE subsidiaries. 

Purchase or Redemplion ofDebl Seciit-i,ies 

LKE will continue to evaluate purchasing or redeeming outstanding debt securities and may decide to  take action depending upon prevailing 
market conditions and available cash. 

Raztngpgency- Decisions 

Moody's, S&P and Fitch periodically review t h e  credit ratings on the debt securities of LKE an6 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 a n  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, 
9&P and Fitch are not a recommendation to buy,  sell or hold any securities of L,KE 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 
.:curities. A downgrade in L,KE's or its subsidiaries' credit ratings could result in higher borrowing costs and reduced access to capital markets 

In LKE's 201 1 Rcgistration Statement, LKE described its then-current credit ratings in connection with, and to facilitate, an understanding of its 
liquidity position As a result of  the passage of the Dodd-Frank Act and the attendant uncertainties relating to 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 rcfcrence of such disclosure, i n  a registrant's registration statement or section 1 0fa) prospectus, L.KE is limiting its credit rating 
disclosure to a description of the actions taken b y  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 securitics 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 wcbsites 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 I ,  the rating agencies took the following actions. 

e 

o 

o 

Moody's affirmed all of the ratings for L K E  and all of its rated subsidiaries; 
S&P revised the outlook for L.KE, LG&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 I W ;  and 
Fitch affirmed all of the ratings for L.KE and  all of its rated subsidiaries. 

In April 201 1,  S&P took the following actions following the completion of PPL's acquisition of WPD Midlands: 
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revised the outlook for LKE and all of  its rated subsidiaries; 
raised the short-term ratings ofL,G&E and KU; and 
affirmed all of the long-term ratings for LKE and its rated subsidiaries. 

111 May 201 I ,  S&P downgraded the long-term rating 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. 

In September 201 I ,  Moody's affirmed the issuer ratings for LG&E and KU and all of the ratings for LKE. 

In November 201 1, Moody's and S&P affirmed all o f  their ratings for LKE and all of its rated subsidiaries. 

In December 201 I ,  Fitch affirmed all of the ratings for LKE and all of its rated subsidiaries. . 

RatiJggT~ggerr 

L,KE and its subsidiaries have various derivative and non-derivative contracts, including contracts for the sale and pimhase of electricity, fuel, 
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 19 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 December 3 I ,  201 1. At 
December 31, 201 I ,  i f  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 $84 million for both derivative and non-derivative commodity and 
commodity-related contracts used in its generation and marketing operations, gas supply and interest rate contracts. 

Off-Bat;nce Sheet Arrangements 

LKE has entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note I S  to the 
Financial Statements for a discussion of these agreements. 

Risk Management 

larket Risk 

L.KE 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. See Notes 1, 18 and 19 to the Financial Statements for information about 
LKE's risk management objectives, valuation techniques and accounting designations. 

Thc 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. 

Comniodity Price Risk (Non-lrading) 

L.G&E's and KU's rates are set by regulatory commissions and the fuel 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 ofon-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 L,G&E's and KU's 
customers. LKE managed its energy commodity risk using derivative' instruments, including swaps and forward contracts. See Note 19 to the 
Financial Statements for additional disclosures. 

The balance and change in net fair valtie of  LKE's commodity derivative contracts for the periods ended December 3 I ,  201 1,2010, and 2009 are 
shown in the table below. 
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Fair value of contracts outstanding at tlie beginning ofthe period 
Contracts realized or otherwise settled during the period 
Fair value of new contracts entered into during the period 
Other changes in fair value (a) 
Fair value of contracts wntstanding at tlie end o f  the period 

Successor 
Two Months 

Year Ended Ended 
December 31, December 31, 

201 1 2010 

$ (2) 
(3) 

5 s  (2) 
$ $ (2) 

Predecessor 
Ten Months 

Ended Year Ended 
October 31, December .31, 

2010 2009 

$ 2 
$ 3 10 

(4) 1 
1 (13)  

$ $ 

(a) Represents the change in value ofoutstanding transactions and the value o f  transactions entered into and settled during the period 

Interest Rare Risk 

L,KE and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. LKE utilizes various financial 
derivative instruments t o  adjust the mix of fixed and floating interest rates in its debt portfolio when appropriate. Risk limits under L.KE's risk 
management program are  designed to balance risk, exposure 10 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 December 3 1,201 1 and 2010, L,KE'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. LICE esiif,lated that a 10% decrease in interest rates at December 3 I ,  201 1, 
would increase the Fair value of its debt portfolio by $125 million compared with $123 million at December 31,2010. 

L,KE had the following interest rate hedges outstanding at: 

-conomic hedges 
Interest rate swaps (b) 

December 31 ,2011 
EfTect of a 

Exposure Net - Asset Movement 
Hedged (Liability) ( a )  in Rates 

Fair Value, 10% Adverse 

$ 179 $ (60) $ (4) 

December 3 1 , 2 0 1 0  
Effect of a 

Exposure Net - A s s e t  Movement 
Hedged (Liability) (a) in Rates 

Fair Value, lO?h Adverse 

$ 179 $ (34) $ (7) 

(a) Includes accrued interest. 
(b) LKE utilizes various risk management instruments to reduce its exposure to the expected future cash flow variability of its debt instruments. These risks include exposure to 

adverse interest rate movements for outstanding variable rate debt and For future anticipated financing. While L.KE is exposed to changes in the fair value of these instruments, 
any realized changes in the fair value of sucli economic hedges are recoverable through regulated rates and any subsequent changes in fair value of these derivatives are 
includcd i n  regulatory assets or liabilities. Sensitivities represent a 10% adverse movement in interest rates. The positions outstanding at December 3 I ,  201 I mature through 
2033. 

Credit Risk 

LKE is exposed to potential losses as a result of nonperformance by counterparlies of their contractual obligations. LKE 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. LKE is exposed to potential losses as a result o f  nonpayment by 
customers. LKE maintains an allowance for doubtful accounts based on a historical charge-off percentage for retail customers. Allowances for 
doubtful accounts from wholesale and municipal customers and for miscellaneous receivables are based on specific identification by 
management. Retail, wholesale and municipal customer accounts are written-off after four months of no payment activity. Miscellaneous 
receivables are written-off as management determines them to be uncollectible. 

Certain of LKE's derivative instrumcnts 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 18 and 19 to the 
Financial Statements for information regarding exposure and the risk management activities. 
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Related Party Transactions 

1 .KE is not aware of any material ownership interest or operating responsibility by senior management of  LKE, LG&E or KU in outside 
tnerships, including leasing transactions with variable interest entities or other entities doing business with LKE. See Note 16 to the Financial 

.dements for additional information on related party transactions between LKE and affiliates. 

Environmental Matters 

Protection of the environment is a major priority for LKE and a significant clement of its business activities. Extensive federal, state and local 
environmental laws and rcgiilations 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 mav 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 agencks. 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 Tor their products or their demand for 
LKE's services. See "Item 1 ~ Business - Environmental Matters" and Note 1.5 to the Financial Statements for a discussion of environmental 
matters. 

New Accounting Guidance 

See Note 24 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Application of CriticalAccountinP Policies 

Financial condition and results of  operations are impacted by the methods, assumptions and estimates used in the application of critical 
accourding policies The following accounting policies are particula,iy important to the financial condition or results of operations, and require 
estimates or other judgments of matters inherently uncertain. Changes in the estimates or other judgments included within these accounting 
policies could result in a significant change to the information presented in the Financial Statements (these accounting policies are also discussed 
in Note 1 to the Financial Statements). LKE's senior management has reviewed these critical accounting policies, the following disclosures 
regarding their application and the estimates and assumptions regarding them, with PPL,'s Audit Committee. 

1 )  Revenue Recognition - Unbilled Revenue 

-venues rclated to the sale of energy are recorded when service is rendered or when energy is delivered to customers. Because customers of 
LG&E's and KU's retail operations are billed on cycles which vary based on the timing of the actual reading of their electric and gas meters, 
L.KE records estimetes for unbilled revenues at the end of each reporting period. Such unbilled revenue amounts reflect estimates of the amount 
of energy delivered to customers since the date of the last reading of their meters. These unbilled revenues reflect consideration of estimated 
usage by customer class, the effect of different rate schedules, changes in weather, and where applicable, the impact of weather normalization or 
other regulatory provisions of rate structures. In addition to the unbilled revenue accrual resulting from cycle billing, LKE makes additional 
accruals resulting from the timing o f  customer bills. The accrual of unbilled revenues in this manner properly matches revenues and related 
costs. At December 31,201 1 and 2010 LKE had unbilled revenue balances of $146 million and $170 million. 

2) Price Risk Management 

See "Financial Condition - Risk Management" above. 

3) Defined Benefits 

L,KE and certain of its subsidiaries sponsor and participate in qualified funded and non-qualified unfunded defined benefit pension plans. LKE 
also sponsors a funded othcr postrctirement benefit plan. These plans are applicable to  the majority of  the employees of  LKE and its 
subsidiaries. LKE records an asset or liability to recognize the funded status of all dcfined benefit plans with an offsetting entry to OCI or 
regulatory assets or liabilities. Consequently, the funded status of all defined benefit plans is fully recognized on the Balance Sheets. See Note 
13 to the Financial Statements for additional information about the plans and the accounting for defined benefits. 
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Certain assumptions are made by LKE and certain o f  its subsidiaries regarding the valuation of benefit obligations and the performance of  plan 
assets. When accounting for defined benefits, delayed recognition in earnings of differences between actual results and expected or  estimated 
-0sults is a guiding principle. Annual net periodic defined benefit costs are recorded in current earnings based on estimated results. Any 

.,covered through regulated customer rates. These amounts in regulatory assets and liabilities are amortized to income over future periods. The 
delayed recognition allows for a smoothed recognition of costs over the working lives of the employees who benefit under the plans. The 
primary assumptions are: 

ferences between actual and estimated results a r e  recorded in OCI or regulatory assets and liabilities for amounts that are expected to be 

Discount Rate _. The discount rate is used in calculating the present value of benefits, which is based on projections of benefit payments to 
be made in the future. The objective in selecting the discount rate is to measure the single amount that, if invested at the measurement date 
in a portfolio of high-quality debt instruments, would provide the necessary future cash flows to pay the accumulated benefits when due. 

Expected Long-term Return on Plan Assets - Management projects the long-term rates of return o n  plan aswts based on historical 
performance, future expectations and periodic portfolio rebalancing among the diversified asset classes. These projected returns reduce the 
net benefit costs LKE records currently. 

Rate of Compensation Increase - Management projects employees' annual pay increases, which are used to project employees' pension 
benefits at retirement. 

Health Care Cost Trend Rate - Management projects the expected increases in the cost of health care. 

In selecting a discount rate for its defined benefit plans LKE starts with a cash flow analysis of the expected benefit payment stream for its 
plans. In 2010, thesc plan-specific cash flows were matched against a spot-rate yield curve to determine the assumed discount rate. To develop 
the spot-rate yield curve, the full universe of Aa-rated non-callable (or callable with make-whole provisions) bonds, served as the base from 
which those with the lowest and highest yields were eliminated to develop an appropriate subset of bonds from which the ultimate yield curve 
would be built. At that time, management believed this plan-specific cash flow matching model represented the best available tool for e s h a t i n g  
the discount rate Beginning in 201 1, LKE utilized a new tool that enhanced this plan-specific cash flow matching methodology by primarily 
matching the plan-specific cash flows against the coupons and expected maturity values of individually selected bonds. This bond matching 
process begins with the same universe of Aa-rated corporate bonds from which those with the lowest and highest yields were eliminated, similar 
to the yield curve approach. Individual bonds a re  then selected based on the timing of each plan's cash flows and parameters are established as 
to the percentage of each individual bond issue that could be hypothetically purchased and the surplus reinvestment rates to be assumed. This 
Trocess more accurately approximated the process of settlement of the obligations which better aligned with the objective of  selecting the 

;count rate. At December 3 I ,  201 I L.KE decreased the discount rate for its pension plans from 5.49% to 5.08% and decreased the discount 
. d e  for its other postretirement benefit plan from 5.12% to 4.78%. 

The cxpected long-term rates of return for LKE's defined benefit pension plans and defined other postretirement benefit plan have been 
developed using a best-estimate of expected returns, volatilities and correlations for each asset class. L.KE management corroborates these rates 
with expected long-tcrm rates of return calculated by its independent actuary, who uses a building block approach that begins with a risk-free 
rate of return with factors being added such as inflation, duration, credit spreads and equity risk. Each plan's specific asset allocation is also 
considered in developing a reasonable rcturn assumption. At December 3 1,  20 1 1, LKE's expected rcturn on plan assets was 7.25%. 

In selecting a rate of compensation increase, LKE considers past experience in light of movements in inflation rates. At December 3 I ,  201 1, 
LKE's rate of  compensation increase changed from 5 25% to 4.00%. 

In selecting health care cost trcnd rates LKE considers past performance and forecasts of health care costs. At December 3 1, 201 I ,  L.KE's health 
care cost trend rates were 8.50% for 2012, gradually declining to 5.50% for 2019. 

A variance in the assumptions listed above could have a significant impact on accrued defined benefit liabilities or assets, reported annual net 
periodic defined benefit costs and OCI or regulatory assets and liabilities Tor LKE. While the charts below reflect either an increase or decrease 
in each assumption, the inverse of the change would impact thc accrued defined benefit liabilities or  assets, reported annual net periodic defined 
benefit costs and OCI or regulatory assets and liabilities for LKE by a similar amount in the opposite direction. The sensitivities below reflect an 
evaluation of the change based solely on a change in that assumption and does not include income tax effects. 
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At December 3 I ,  201 1, the defined benefit plans were recorded as  follows: 

%mion liabilities (a) 
:r postretirement benefit liabilities 

(a) Amount includes current and noncurrent portions. 

$ 362 
I56 

The following chart reflects the sensitivities in the December 3 I ,  20 I I Balance Sheet associated with a change in certain assumptions based on 
LKE's primary defined benefit plans. 

Increase (Decrease) 
Impact on Impact on 

Cliange in defined benefit Impact on regulatory 
ussuniption liabilities OCI assets -_. Actuarial assumption 

Discount Rate 
Rate of Compensation Increase 
Health Care Cost Trend Rate (a) 

(a) Only impacts other postretirement benefits. 

In 201 1, L,KE recognized net periodic defined benefit costs charged to operating expense of $5 1 million. This amount represents a $6 million 
decrease from 2010. This decrease in expense was primarily attributable to the increase in the expected return on plan assets resulting from the 
$150 million pension contribution in January 201 I .  

The following chart reflects the sensitivities in the 201 1 Statement oflncome (excluding income tax effects) associated with a change in certain 
assumptions based on LKE's primary defined benefit plans 

Actuarial assuniption Change in assumption Impact on defined benefit costs 

Discount Rate 
Expected Return on Plan Assets 
Rate of Compensation Increase 
Iiealth Care Cost Trend Rate (a) 

(0~25)% $ 
(0.25)% 

0.25% 
I %  

5 
2 
2 

Only impacts other postretirement benefits 

4) Asset Impairment 

Impairment analyses are performed for long-lived assets that are subject to depreciation or amortization whenever events or changes in 
circumstances indicate that a long-lived asset's carrying value may not be recoverable For these long-lived assets classified as held and used, 
such events or changes in circumstances are: 

e 

o 

0 

e 

o 

e 

a significant decrease in the market price of an asset; 
a significant adverse change in the extent or manner in which an asset is being used or in its physical condition; 
a significant adverse change in legal factors or in the business climate; 
an accumulation of costs significantly in excess of the amount originally expected for the acquisition or construction of an asset; 
a current-period opetating or cash flow loss combined with a history of losses or a forecast that demonstrates continuing losses; or 
a current expectation that, more likely than not, an asset will be sold or otherwise disposed of significantly before the end of its previously 
estimated useful life. 

For a long-lived asset classified as held and used, impairment is recognized when the carrying amount of the asset is not recoverable and exceeds 
its fair value. The carrying amount is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the use and 
eventual disposition of the asset. If the asset is impaired, an impairment loss is recorded to adjust the asset's carrying value to its estimated fair 
value. Manqement  must make significant judgments to estimate future cash flows including the useful lives o f  long-lived assets, the fair value 
of the assets and management's intent to use the assets. Alternate courses of action are considered to recover the carrying value of a long-lived 
asset, and estimated cash flows from the "most likely" alternative are used to assess impairment whenever one alternative is clearly the most 
likely outcome. If  no alternative is clearly the most likely, then a probability-weighted approach is used taking into consideration estimated cash 
flows from the alternatives. For assets tested for impairment as of the balance sheet date, the estimates of future cash flows used in that test 
consider the likelihood of possible outcomes that existed at the balance sheet date, including the assessment o f  the likelihood of a future sale of  
the assets. That assessment is not revised based on events 
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that occur after the balance sheet date. Changes in assumptions and estimates could result in significantly different results than those identified 
and recorded in the financial statements. 

" a long-lived asset classified as held for sale, impairment exists when the carrying amount of  the asset (disposal group) exceeds its fair value 
.A cost to sell. If the asset (disposal group) is impaired, an impairment loss is recorded to adjust the carrying amount to its fair value less cost 

to sell. A gain is recognized for any subsequent increase in fair value less cost to sell, but not in excess of the cumulative impairment previously 
recognized. 

For determining fair value, quoted market prices in active markets are the best evidence. However, when market prices are unavailable, L.KE 
considers all valuation techniques appropriate under the circumstances and for  which market participant inputs can be obtained. Generally 
discounted cash flows a r e  used to estimate fair value, which incorporates market participant inputs when available. Discounted cash flows are 
calculated by estimating future cash flow streams and applying approoriaie discount rates to determine the present value of the cash flow 
streams. 

In 201 1, L.KE did not recognize an impairment of any long-lived assets. 

Goodwill is tested for impairment at the reporting unit level. LKE's reporting unit has been determined to be at the operating segment level. A 
goodwill impairment test is performed annually or more frequently if events o r  changes in circumstances indicate that the carrying value of the 
reporting unit may be greater than the unit's fair value. Additionally, goodwill is tested for impairment after a portion of goodwill has been 
allocated to a business to be disposed of. Goodwill is tested for impairment using a two-step approach. In step 1, LKE identifies a potential 
impairment by comparing the estimated fair value of LKE (the goodwill reporting unit) to its carrying value, including goodwill, on the 
measurement date. If thc estimated fair value exceeds its carrying amount, goodwill is not considered impaired. If the carrying amount exceeds 
the estimated fair value, the second step is performed to measure the amount of impairment loss, if any. 

The second step requires a calculation of the implied fair value of goodwill which is determined in the same manner as the amount of goodwill in 
a business combination. That is, the estimated fair value is allocated to all o f  LKE's assets and liabilities as if L.KE had been acquired in a 
business combination a n d  the estimated fair value of L,KE was the price paid.. The excess of  the estimated fair value of LKE over the amounts 
assigned to its assets and liabilities is the implied fair value of goodwill. T h e  implied fair value of  goodwill is then compared with the carrying 
amount of that goodwill. I f  the carrying amount exceeds the implied fair value, an impairment loss is recognized in an amount equal to that 
excess. The loss recognized cannot exceed the carrying amount of the reporting unit's goodwill. 

KE tested goodwill for impairment in the fourth quarter of 201 I and no impairment was recognized. Management used both discounted cash 
ws and market multiples to estimate the fair value of LKE, which involved the use of significant estirnates and assumptions. Applying an 

+,propriate weighting t o  both the discounted cash flow and market multiple valuations, a decrease in the forecasted cash flows of IO%, an 
increase in the discount rate by 25 basis points, or a 10% decrease in the multiples would not have resulted in an impairment of goodwill. 

5) Loss Accruals 

Losses are accrued for the estimated impacts of various conditions, situations or circumstances involving uncertain or contingent future 
outcomes. For loss Contingencies, the loss must be accrued if (1) information is available that indicates it is probable that a loss has been 
incurred, given the likelihood of the uncertain future events and ( 2 )  the amount of  the loss can be reasonably estimated. Accounting guidance 
defincs "probable" as cases in which "the future event or events are likely to occur." The accrual of contingencies that might result in gains is not 
recorded unless recovery is assured. Potential loss contingencies for environmental remediation, litigation claims, regulatory penalties and other 
events are continuously assessed. 

The accounting aspects ofestimated loss accruals include (1) the initial identification and recording of the loss,{2) the determination of 
triggering events for reducing a recorded loss accrual and (3) the ongoing assessment as to whether a recorded loss accrual is suflicient. All 
three of  these aspects require significant judgment by management. Internal expertise and outside experts (such as lawyers and engineers) are 
used, as necessary to help estimate the probability that a loss has been incurred and the amount (or range) of  the loss. 

In 201 1, no significant adjustments were made to L,ICE's existing contingencies. See Note 1.5 to the Financial Statements for commitment and 
contingency disclosures. 
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Certain other events have been identified that could give rise to a loss, but that do not meet the conditions for accrual. Such events are disclosed, 
hut not recorded, when it is reasonably possible that a loss has been incurred. Accounting guidance defines "reasonably possible" as cases in 

ich "the future event or events occurring is more than remote, but less than likely to occur." See Note 15 to the Financial Statements, for 
.closure of other potential loss contingencies that have not met the criteria for accrual. 

When an estimated loss is accrued, the triggering events for subsequently adjusting the loss accrual are identified, where applicable. The 
triggering events generally occur when the contingency has been resolved and the actual loss is paid or written off, or when the risk of loss has 
diminished or been eliminated. The following are some of the triggering events that provide for the adjustment of certain recorded loss accruals: 

e Allowances for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been 
exhausted, a better estimate of the allowance is determined or underlying amounts are  ultimately collected. 

e Environmental and other litigation contingencies are reduced when the contingency is resolved, LKE makes actual payments, a better 
estimate of the loss is determined or the loss is no longer considered probable. 

LOSS accruals are reviewed on a regular basis to assure that the recorded potential loss exposures are appropriate. This involves ongoing 
communication and analyses with internal and external legal counsel, engineers, operation management and other parties. 

6) Asset Retirement Obligations 

LKE is required to recognize a liability for legal obligations associated with the retirement of  long-lived assets. The initial obligation is 
measured at its estimated fair value. A n  equivalent amount is recorded as an increase in the value ofthe capitalized asset and allocated to 
expense over the useful life of the asset. Until the obligation is settled, the liability is increased, through the recognition of  accretion expense in 
the Consolidated Statements of Income, for c h a n y s  in the obligation due to the passage oftime. The accretion and depreciation are offset with a 
regulatory credit on the income statement, such that there is no earnings impact. The regulatory asset created by the regdatory credit is relieved 
when the ARO has been settled. An ARO must be recognized when incurred if the fair value of the ARO can be reasonably estimated. See Note 
2 1 to the Financial Statements for related disclosures. 

In determining AROs, management must make significant judgments and estimates to calculate fair value. Fair value is developed using an 
expected present value technique based on assumptions of  market participants that considers estimated retirement costs in current period dollars 
that are inflated to the anticipated retirement date and then discounted back to the date the  ARO was incurred. Changes in assumptions and 

imates included within the calculations of the fair value of AROs could result in significantly different results than those identified and 

assets, are reviewcd periodically to ensure that any material changes are incorporated into the estimate of  the obligations. Any change to the 
capitalized asset is amortized over the remaining life of the associated long-lived asset. 

At December 31,201 1, L.KE had AROs comprised of current and noncurrent amounts, totaling $1 18 million recorded on the Balance Sheet. O f  
the total amount, $74 million, or 63%, relates to LKE's ash ponds, landfills and natural gas mains. The most significant assumptions surrounding 
AROs are the forecasted retirement costs, the discount rates and the inflation rates A variance in the forecasted retirement costs, the discount 
rates or the inflation rates could have a significant impact on the ARO liabilities 

Gorded in the financial statements. Estimated ARO costs and settlement dates, which affect the carrying value of  various AROs and the related 

The following chart reflects the sensitivities related to L.KE's ARO liabilities for ash ponds, landfills and natural gas mains at December 3 1, 
2011: 

Retirement Cost 
Discount Rate 
Inflation Rate 

7) Income Taxes 

Change in Impact on 
Assumption A l l 0  Liability 

10% $ 7 
(0.25)% 4 
0.25% 4 

Significant management judgment is required in developing L,KE's provision for income taxes primarily due to the uncertainty related to tax 
positions taken or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation allowances. 



Significant management judgment is required to determine the amount of benefit recognized related to a n  uncertain tax position. LKE evaluates 
its tax positions following a two-step process. The first step requires an entity to determine whether, based on the technical merits supporting a 
-articular tax position, it is more likely than not (greater than a 50% chance) that the tax position will be sustained. This determination assumes 

t the relevant taxing authority will examine the tax position and is aware of all the relevant facts surrounding the tax position. The second 
,p requires an entity to recognize in the financial statements the benefit o f a  tax position that meets the more-likely-than-not recognition 

criterion. The benefit recognized is measured at the largest amount ofbenefit that has a likelihood of realization upon settlement that exceeds 
50%. LKE's management considers a number of factors in assessing the benefit to be recognized, including negotiation of a settlement. 

On a quarterly basis, LKE's uncertain tax positions are reassessed by considering information known a t  the reporting date. Based on 
management's assessment of new information, a tax benefit may subsequently be recognized for a previously unrecognized tax position, a 
previously recognized tax position maybe de-recognized, or the benefit of a previously recognized tax position may be remeasured. The 
amounts ultimately paid upon resolution of issues raised by taxing authorities may differ materially from the amounts accrued and rl~aji 
materially impact the financial statements in the future. 

At December 3 I ,  20 I 1, LKE's existing reserve exposure to either increases or decreases in unrecognized tax benefits during the next 12 months 
is less than $1 million. This change could result from subsequent recognition, de recognition andor changes in the measurement of uncertain 
tax positions. 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 o f  limitation. 

The balance sheet classification of unrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require 
significant management judgment. Unrecognized tax benefits are classified as current to the extent management expects to settle an uncertain 
tax position by payment or receipt of cash within one year ofthe reporting date. Valuation allowances are initially recorded and reevaluated 
each reporting period by assessing the likelihood of the ultimate realization of a deferred tax asset. Managemcnt considers a number offactors 
in assessing the realization of  a deferred tax asset, including the reversal of temporary differences, future taxable income and ongoing prudent 
and feasible tax planning strategies. An11 &ax planning strategy utilized in this assessment must meet the recognition and measurement criteria 
utilized to account for an uncertain tax position. See Note 5 to the Financial Statements for related disclosures. 

8) Regulatory Assets and Liabilities 

L,KE's subsidiaries, LG&E and KIJ, are cost-based rate-regulated utilities. As a result, the effects of  regulatory actions are required to be 
reflected in the financial statements. Assets and liabilities are recorded that result from the regulated ratemaking process that may not be 
recorded under GAAP for non-regulated entities. Regulatory assets generally represent incurred costs that have been deferred because such 

sts are probable of future recovery in regulated customer rates Regulatory liabilities are recognized for amounts expected to be returned 
.rough future regulated customer rates. In certain cases, regulatory liabilities are recorded based on a n  understanding with the regulator that 

rates have been set to recover costs that are expected to be incurred in the future, and the regulated entity is accountable for any amounts charged 
pursuant to such rates and not yet expended for the intended purpose. The accounting for regulatory assets and liabilities is based on specific 
ratemaking decisions or precedent for each transaction or event as prescribed by the FERC, the KPSC, the VSCC and the TRA. See Note 6 to 
the Financial Statements for related disclosures. 

Management continually assesses whether the regulatory assets are probable of future recovery by considering factors such as changes in the 
applicable regulatory and political environments, the ability to recover costs through regulated rates, recent rate orders to other regulated entities 
and the status of  any pending or potential deregulation legislation. Based on this continual assessment, management believes the existing 
regulatory assets are probable of recovery. This assessment reflects the current political and regulatory climate at the state and federal levels, 
and is sub,ject to change in the future. If future recovery of costs ceases to be probable, then asset write-off would be required to be recognized 
in operating income. Additionally, the rcgulatory agencies can provide flexibility in the manner and timing of the depreciation of PP&E and 
amortization of regulatory assets. 

At Deccmber 3 1,201 1 and 2010, LKE had regulatory assets ofS629 million and $610 million. All regulatory assets are either currently being 
recovered under specific rate orders, represent amounts that are expected to be recovered in future rates or benefit future periods based upon 
established regulatory practices. At December 31, 201 1 and 2010, LKE had regulatory liabilities of$1,023 million and $1,108 million. 
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Other Information 

PPL's Audit Committee has approved the independent auditor to provide audit, tax and other services permitted by Sarbanes-Oxley and SEC 
:s. The audit services include services in connection with statutory and regulatory filings, reviews of offering documents and registration 

.dements, and internal control reviews. See "Item 14. Principal Accounting Fees and Services" for more information. 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

- Item 7. Management's Discussion and-Ajalysis of Financial Condition and Results of Operaan3 

.re information provided in this Item 7 should be read in conjunction with LG&Es Financial Statements and the accompanying 
Notes. 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 a description of LG&E and its business strategy. "Financial and Operational Developments" includes a review of 
Net Income and discusses certain events that are important to understanding L.G&E's results of operations and financial condition. 

9 "Results of Operations" provides a summary of LG&E's earnings and a description of key factors 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 201 I ,  2010 and 2009. 

e "Financial Condition - Liquidity and Capital Resources" provides an analysis of LG&E's liquidity position and credit profile. This 
section also includes a discussion of rating agency decisions and capital expenditure projections. 

e "Financial Condition - Risk Management" provides an explanation of LG&E's risk management programs relating to market and credit 
risk. 

o " Application of Critical Accounting Policies" provides an overview of the accounting policies that are particularly important to the 
results of operations and financial condition of LG&E and that require its management to make significant estimates, assumptions and 
other judgments of mtters inherently uncertain. 

Overview 

Introduction 

LG&E, headquartered in Louisville, Kentucky, is a regulated utility engaged in the generation, transmission, distribution and sale of electric 
-oergy and distribution and sale of natural gas in Kentucky. LG&E and its affiliate, KU, are wholly owned subsidiaries of LKE. LKE, a limited 

'~ility company, became a wholly owned subsidiary of PPL when PPL, acquired all of LKE's interests from E.ON US Investments Corp. on 
avember 1,  2010. Following the acquisition, both LG&E and K U  continue operating as subsidiaries of LKE, which is now an intermediary 

holding company in PPL's group of companies. Refer to "Item 1. Business - Background" for a description of LG&E's business. 

Business Strategy 

L,G&E's overall strategy is to provide reliable, safe and competitively priced energy to its customers. 

A key objective for LG&E is to maintain a strong credit profile through managing financing costs and access to credit markets. LG&E 
continually focuses on maintaining an appropriate capital structure and liquidity position. 

Successor and Predecessor Financial Presentation 

LG&E's Financial Statements and related financial and operating data include the periods before and after PPL,'s acquisition of LKE on 
November I ,  2010, and have been segregated to present pre-acquisition activity as the Predecessor and post-acquisition activity as the 
Successor. Predecessor activity covers the time period prior to November 1, 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 Note 1 to the Financial Statements. The cost bases of certain assets and liabilities were changed as of November 1,2010, as a result 
of the application of push-down basis of accounting, which was used to record the fair value adjustments of assets and liabilities at the 
acquisition date. 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. 
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Financial and Operational Developments 

v e t  Income 

Predecessor Successor 
Two Months Ten Months 

Year Ended Ended Ended Year Ended 
December 31, December 31, October 31, December 31, 

201 1 2010 I 2010 2009 

Net Income .%' 124 $ 19 I $ I09 s 95 

The operating results for 20 1 1 and 201 0 inciude the effect of LG&E'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. The operating results for the ten months ended 
October 3 I ,  2010 also include $19 million of other income associated with the establishment of regulatory assets for previously recorded losses 
on interest rate swaps. The operating results for 2009 were impacted by $18 million of derivative gains. 

See "Results of Operations" below for further discussion and analysis of the results of operations. 

LG&E and KU constructed a 732 MW summer capacity coal-fired unit, TC2, which is jointly owned by LG&E (14.25%) and KU (60.75%), 
together with the Illinois Municipal Electric Agency and the lndiana Municipal Power Agency (combined 25%). With limited exceptions, 
LG&E and KU took care, custody and control of TC2 in January 201 1. I,G&E and KU and the construction contractor further amended the 
construction agreement to provide that the contractor will complete certain actions to identify and complete 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 numbit of remaining issues regarding these matters are still under discussion with the contracto:. See Notes 8 and 15 to the 
Financial Statements for additional information. 

Legistered Debt Exchance Offer by LG&E 

In April 201 I ,  L,G&E filed a Registration Statement with the SEC, related to an offer to exchange certain first mortgage bonds issued in 
Vovember 2010, in transactions not subject to registration under the Securities Act of 1933, with similar but registered securities. The 201 1 

gistration Statement became effective in June 201 I ,  and the exchange was completed in July 201 1 with all of the first mortgage bonds being 
..changed. See Note 7 to the Financial Statements and LG&E's 201 1 Registration Statement for additional information. 

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, 
and made revisions to the rule on February 7,2012. This rule applies to the Kentucky coal plants. The CSAPR is meant to facilitate attainment 
of ambient air quality standards for ozone and fine particulates by requiring reductions in sulfiir dioxide and nitrogen oxide emissions. 

In December 20 1 1 ,  the IJS.  Court of Appeals for the District of Columbia (Court) stayed implementation of  the CSAPR and left CAIR in effect 
pending a final resolution on the merits of the validity of the rule. Oral argument on the various challenges to the CSAPR is scheduled for April 
2012, and a final decision on the validity of the rule could be issued as early as May 2012. 

With respect to L.G&E's coal-fired generating plants, the stay of the CSAPR will initially only impact the unit dispatch order. With the return of 
the CAIR and LG&E's significant number of sulfur dioxide allowances, those units will b e  dispatched with lower operating cost, but slightly 
higher sulfur dioxide and nitrogen oxide emissions. However, a key component of the Court's final decision, even if the CSAPR is upheld, will 
be whether the ruling delays the implementation of the CSAPR by one year for both Phases I and 11, or instead still requires the significant sulfur 
dioxide and nitrogen oxide reductions associated with Phase I1 to begin in 2014. LG&E's CSAPR compliance strategy is based on over- 
compliance during Phase 1 to generate allowances sufficient to cover the expected shortage during the first two years of Phase I1 (2014 and 2015) 
when additional pollution control equipment will be installed. Should Phase I of the CSAPR be shortened to one year, it will be more difficult 
and costly to provide enough excess allowances in one year to meet the shortage projected for 2014 and 2015. 
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S e e  Note 1.5 to the Financial Statements for additional information on the CSAPR. 

P d i n g - B h e g r a s s  CTs Acquutisio_n_andNGZC Construction 

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 plant 
site. In conjunction with this request and to meet new, stricter EPA regulations, LG&E anticipates retiring three older coal-fired electric 
generating units, located at the Cane Run plant, which have a combined summer rating of563 MW. L.G&E and KIJ also requested approval to 
purchase the Bluegrass CTs, which are expected to provide up to 495 MW of peak generation supply. 

L.G&E anticipates that its share of the NGCC construction and the acquisition of the Bluegrass CTs could require up to $300 million in capital 
costs including related transmission projects. Formal requests for recovery of the costs associated with the NGCC construction and the 
acquisition of the Bluegrass C i s  were not included in the CPCN filing with the KPSC but are expected t o  be included in future rate 
proceedings. The KPSC issued an Order on the procedural schedule in the CPCN filing that has discovery, scheduled through early February 
2012. A KPSC order on the CPCN filing is anticipated in the second quarter of 2012. See Note 8 to the Financial Statements for additional 
information. 

In June 201 I ,  in order to achievc 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 incurred. The ECR plan detailed upgrades that will be made to certain of LG&E's coal- 
fired generating plants to continue to be compliant with EPA regulations. 

In November 201 I ,  LG&E filed a unanimous settlement agreement, stipulation and recommendation with the KPSC. In December 202 1, LG&E 
received KPSC approval in its proceedings relating to  the ECR plan. The KPSC Order apprwed the terms ofthe November 201 1 settlement 
agreement entered into betweer. LG&E and the parties to the ECR proceedings. The KPSC Order authorized the installation of environmental 
upgrades at certain plants during 201 2-2016 representing approximate capital costs of $1.4 billion at L.G&E. In connection with the approved 
projects, the KPSC Order allows recovery through the ECR rate mechanism of the capital costs and operating expenses of  the projects and 
granted CPCN for their construction. The KPSC Order also confirmed an existing 10.63% authorized return on equity for projects remaining 
from earlier ECR plans and provided for an authorized return on equity of 10.10% for the approved projects in the 201 1 ECR proceedings. See 
Note 6 to the Financial Statements for additional information. 

In August 20 1 I ,  a strong storm hit L.G&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 future 
recovery, $8 million in incremental operation and maintenance expenses related to the storm restoration. An Order was received in December 
20 1 I granting rcgulatory accounting treatment, while recovery of the regulatory asset will be determined within the next base rate case. 

In September 2009, the KPSC approved the deferral o f$44  million of costs associated with a severe ice storm that occurred in January 2009 and 
a wind storm that occurred in February 2009. Additionally, in December 2008, the KPSC approved the deferral of $24 million ofcosts 
associated with high winds from the remnants of  Hurricane Ike in September 2008. L.G&E received approval in its 2010 base rate case to 
recover these regulatory assets over a ten-year period beginning August 20 IO. 

-___ Results ___ of ___ Operations 

As  previously noted, L,G&E's results for the time periods afrer October 31,2010 are on a basis of accounting different from its results for time 
periods prior to November 1,2010. When discussing L,G&E's results of operations material differences resulting from the different basis of  
accounting will be isolated for purposes ofcomparability. See "Overview - Successor and Predecessor Financial Presentation" for further 
information. 

The utility business is affected by seasonal weather. As a result, operating revenues (and associated operating expenses) are not generated 
evenly throughout the year. Revenue and earnings are generally higher during the first and third quarters and lower during the second quarter 
due to weather. 

The following table summarizes the significant components of net income for 201 1,2010, and 2009 and the changes therein: 
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Earnings 

Operating Revenues 
Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than income 

Total Operating Expenses 
Other Income (Expense) - net 
Interest Expense 
Income Taxes 
Net Income 

Successor % Combined Successor 
Change  Two Months 

Year Ended 201 1 Year Ended Ended 
December 31, vs. December 31, December 31, 

201 1 2010 2010 2010 

$ 1,364 4 s  1,311 $ 254 
350 (4) 366 60 
245 12 218 
363 4 348 
147 7 138 

63 
61 
23 

18 38 13 1 
1,123 4 i ,083 214 

( 1  14) 14 (3) 
8 

(2) 
44 (4) 46 
71 4 68 IO 

$ 124 (3) $ 128 $ 19 

Predecessor 
Ten Months Change 

Ended 2010 Year Ended 
October 31, vs. December 31, 

2010 2009 2009 

Predecessor Yo 

$ 1,057 3 $  1,212 
306 12 328 
155 (28) 302 
28 I 8 323 
1 I5 I 136 

12 (19) __ 16 
869 (2) 1,105 

17 126) 19 
38 % 5  44 
58 45 41 

$ 109 35 $ 95 

The changes in  the components of Net Income between these periods were due to the following factors. The results are  adjusted for certain 
items that management considers special. See additional detail of this special item below. 

201 1 vs. 2010 2010 vs. 2009 

Margin 
Other operation and maintenance 
Depreciatior 
Taxes, other ”lan income 
Other Income (Expen-e) - net 
Interest Expense 
Income Taxes 
Special Items 

The net unrealized gains (losses) on contracts that economically hedge anticipated cash flows are considered special items by management. The 
cr-tax amounts for 201 1 and for 2010 were  insignificant^ 

See ”Statement of  income Analysis - Margin - Changes in Non-GAAP Financial Measures” for an explanation of  margin. 

Other operation and maintenance increased in 201 1 compared with 2010, primarily due to higher distribution maintenance costs of  $8 
million a n d  higher administrative and general costs of $4 million. Distribution maintenance costs increased due to  amortization of storm 
restoration related costs, together with a hazardous tree removal project initiated in August 2010. 

Other operation and maintenance increased in 2010 compared with 2009, primarily due to higher steam maintenance costs of  $9 million, 
administrative and general costs of $4 million, other generation maintenance costs of $3 million, and transmission operation costs of $2 
million. Steam maintenance costs increased due to higher boiler and electric maintenance costs related to outage work. 

Depreciation expense was $7 million higher in 201 1 compared with 2010, due to TC2 commencing dispatch in January 201 1. 

Other Income (Expense) - net decreased in 201 1 compared with 2010, primarily due to $19 million of other income from the establishment 
of a regulatory asset for previously recorded losses on interest rate swaps in 2010. 

Income taxes increased in 2010 compared with 2009, primarily due to the $21 million impact of  higher pre-tax income. 
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20 I 2  Outlook 

1 G&E projects lower earnings in 201 2 compared with 201 1, as revenue increases are not expected to offset operating expense increases, 
luding depreciation, due t o  more plant in service. Actual results will be dependent on the effects of the economy and the impact o f  weather 

. I  retail sales among other variables. As a result of  the stay out provision established in the settlement of the PPL-LKE acquisition, LG&E is 
generally unable to implement an increase in its base rates before January 1,201 3. 

Earnings in 2012 are subject to various risks and uncertainties. See "Forward-L,ooking Information," the rest of  this Item 7, Notes 6 and 15 to 
the Financial Statements and "Business," and "Risk Factors" in this Form 10-K for a discussion of  the risks, uncertainties and [actors that may 
impact future earnings. 

Statement of Income Analysis -- 
Margin 

No.r_?GAAP Financial Measure 

The following discussion includes financial information prepared in accordance with GAAP, as well as a non-GAAP financial measure, 
"Margin." Margin is not intended to replace "Operating Income," which is determined in accordance with GAAP as an indicator of overall 
operating performance Other  companies may use different measures to analyze and to report on the results of their operations. Margin is a 
single financial performance 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" expenses and the depreciation associated with ECR equipment is recorded as 
"Depreciation" expense A s  a result, this measure represents the net revenues from L,C&E's operations. This performance measure is used, in 
conjunction with other information, internally by senior management to managc ,)perations and analyze actual results compared with budget. 

- Reconciliation - of Non-GAAP - Financial __ - Measures 

The rollowing tables reconcile "Operating Income" to "Margin" as defined by LG&E for 201 1,2010 and 2009. 

Operating Revenues 
OperJting Expenses 

Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, othe: than income 

Total Operating Expenses 
rota1 

Operating Revenues 
Operating Expenses 

Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than income 

Total Operating Expenses 
Total 

201 1 Successor 
Operating 

Margin Other (a) Income (b) 

$ 1,363 $ I $  1,364 

350 350 
24 5 245 
42 321 363 

2 I45 147 
18 18 

639 484 1,123 
$ 724 $ (483) $ 24 1 

Successor 
Two Months Ended December 31,2010 

Operating 
Margin Other (a) Income (b) 

$ 255 $ ( 1 )  $ 254 

60 60 
63 63 

9 58 67 
23 23 

I 1 
132 82 214 

$ 123 $ (83) $ 40 

Predecessor 
Ten Months Ended October 31,2010 

Operating 
Margin Other (a) Income (b) 

$ 1,057 $ 1,057 

306 306 
I55 155 
28 $ 253 28 1 
6 109 115 

12 12 
495 374 869 

$ 562 $ (374) $ 188 
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2009 Predecessor 
Onerntine 

Margin Other  (a) 

$ 1,273 $ (1) 

328 
302 
35 288 
IO 126 

16 
675 430 

$ 598 $ (43 1 1 

-rating Revenues 
rating Expenses 

.*uel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than income 

Total Operating Expenses 
Total 

inLome ( i j  

$ 1,212 

328 
302 
323 
136 
16 

1,105 
$ 167 

[a) 
(b) 

Represents amounts excluded from Margin. 
As reported on the Statements of Income. 

Changes in Non-GAAP Financial Measures 

Margins were higher by $39 million for 201 1 compared with 2010. New KPSC rates went into effect on August 1,2010, contributing an 
additional $48 million in operating revenue over the prior year. Partially offsetting the rate increase were lower retail volumes resulting from 
weather and economic conditions. 

Other Operation and Maintenance 

Changes in other opcration and maintenance expense were due to the following: 

201 1 vs. 2010 2010 vs. 2009 

Fuel for geiieration (a) 
Distribution nainienance (b) 
Steam maintenance (c) 
Transmission operation 
Administrative and general 
Other generation maintenance 
Other 
'otal 

5 %  
8 
(5) 

1 

1 
1 
9 
2 
4 
3 

, 
(b) 

(c) 

Fuel handling costs are included in fuel for electric generation on the Statements of Income for the Successor's periods and are in other operation and maintenance expense on 
the Statements of Income for the Predecessor's periods. 
Distribution maintenance costs increased in 201 1 compared with 2010, primarily due to amortization of storm restoration-related costs zlong with a hazardous tree removal 
project initiated in August 2010 and an  increase in pipeline integrity work. 
Steam maintenance costs decreased in 201 I compared with 2010, primarily due to the timing of scheduled maintenance outages and non-outage boiler maintenance 

Steam maintenance costs increased in 2010 compared with 2009, primarily due to higher boiler and electric maintenance costs related to outage work 

Depreciation 

Changes in depreciation were due to the following: 

TC2 {dispatch began in  January 201 I )  
Other 
Total 

2011 vs. 2010 

$ 7 
2 $  2 

$ 9 %  2 

2010 vs. 2009 

Taxes, Other Than Income 

Taxes, other than income increased by $5 million in 201 1 compared with 2010 primarily due  to a $4 million state coal tax credit that was applied 
to 2010 property taxes. The remaining increase was due to higher assessments, primarily from significant property additions. 

Other Income (Expense) - net 

Changes in other income (expense) - net  were due to the following: 
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2011 vs. 2010 2010 vs. 2009 

Net derivative gains (losses) (a) $ (18) 
qses on interest rate swaps (b) $ (19) 19 
cr 3 (6 )  

i otal  $ (16) $ ( 5 )  

(a) 

(b) 

Net derivative gains and losses includes the unrealized gains and losses on interest rate swaps not designated as hedging instruments and the ineffective portion of interest rate 
swaps designated and qualifying as a cash flow hedge 
Other income in 2010 resulted from the establishment of a regulatory asset for previously recorded losses on interest rate swaps, which is inciuded in "Net derivative gains and 
losses" within Note 17 to the Financial Statements. 

Interest Expense 

T h e  changes in interest expense were due to: 

Interest rates (a) 
Long-term debt balances (b) 
Other  
Total  

201 1 vs. 2010 2010 vs. 2009 

$ (7) $ (2) 
2 
3 4 

$ (2) $ 2 

(a) 
(b) 

Interest raks on the first mortgage bonds issued in November 2010 were lower than the rates on the loans from Fidelia Corporation in place through October 2010. 
LG&E's long-term debt principal balance was $213 million higher as of December 3 I ,  2010 compared with December 31, 2009 and did not change as of December 31, 2010 
compared with December 3 I ,  201 I .  The higher interest expense in 201 1 was the result of lower long-term debt belances for the first ten months of2010 

Income Taxes 

Changes in income taxes were due to the following: 

Higher pre-tax income 
Other  

.tal 

2011 vs. 2010 2010 vs. 2009 

$ 21 
$ 3 
$ 3 %  21 

Financial Condition 

Liquidity and Capital Resources 

L,G&E expects to continue to have adequate liquidity available through operating cash flows, cash and cash equivalents and its credit facilities. 

LG&E's cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties including, but not 
limited to: 

changes in market prices for electricity; 
changes in commodity prices that may increase the cost of producing power or decrease the amount LG&E receives from selling power; 
operational and credit risks associated with selling and marketing products in the wholesale power markets; 
unusual or extreme weather that may damage LG&E's transmission and distribution facilities or affect energy sales to customers; 
rcliance on transmission and distribution facilities that L,G&E does not own or control to deliver its electricity and natural gas; 
unavailability of generating units (due to unscheduled or longer-than-anticipated generation outages, weather and natural disasters) and the 
resulting loss of revenues and additional costs of replacement electricity; 
the ability to recover and the timeliness and adequacy of recovery of costs associated with regulated utility businesses; 
costs of compliance with existing and new environmental laws; 
any adverse outcome of legal proceedings and investigations with respect to LG&E's current and past business activities; 
deterioration in the financial markets that could make obtaining new sources of bank and capital markets funding more difficult and more 
rastly; and 
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0 a downgrade in LG&E's credit ratings that could adversely affect its ability to access capital and increase the cost of credit facilities and any 
new debt. 

$ 25 $ 2 %  
163 

$ 25 $ 165 

"Item 1A. Risk Factors" for further discussion of risks and uncertainties affecting L,G&E's cash flows. 

5 

$ 5 

At December 3 1, LG&E had the following: 

Successor Predecessor 
201 1 2010 I 2009 

Cash and cash equivalents 
SI zr! ?em i n v ~ t m e n t s  (a) 

$ 163 1 Short-term debt (b) 

(a) 

(b) 

Represents tax-exempt bonds issued by LouisvillelJefferson County, Kentucky, on behalf of L,G&E that were purchased from the remarketing agent in 2008. Such bonds were 
remarketed to unaffiliated investors in January 201 I .  See Note 7 to the Financial Statements for additional information 
Represents borrowings under LG&E's $400 million syndicated credit facility. See Note 7 to the Financial Statements for additional information. 

The changes in L,G&E's cash and cash equivalents position resulted from: 

N3t cash provided by (used in) operating activities 
Net cash provided by (used in) investing activities 
Net cash provided by (used in) financing activities 
Ne1 Increase (Decrease) in Cash and Cash Equivdhts  

Successor 
Two Months 

Yenr Ended Ended 
December 31, Decernber.31, 

201 1 2010 

$ 321 $ (8) 
(38) (63) 

(263) 69 
$ 23 $ (2) 

Predecessor 
Ten Months 

Ended Yenr Ended 
October 31, December 31, 

2010 2009 

$ 189 $ 309 

(83) (132) 
( 107) (176) 

$ ( 1 )  $ I 

Auction Rate Securities 

Deccmber 3 1,201 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 period ended 
December 31, 201 1, the weighted-average rate on L.G&E's auction rate bonds in total was 0.24%. 

See Note 7 to the Financial Statements for additional information about long-term debt securities. 

Op-erra_linR Activities 

Net cash provided by operating activities increased by 77%, or $140 million, in 201 1 compared with 2010, primarily as  a result of: 

a decrease in working capital related to accounts receivable and unbilled revenues of $87 million primarily due to the timing of cash receipts 
and colder weather in December 2010 as compared with December 2009 and milder weather in December 201 1 as compared with 
December 20 10; 
an increase in net income adjusted for non-cash effects of $33 mi!lion (the recording of a regulatory asset for previously recorded losses on 
interest rate swaps of $22 million, deferred income taxes and investment tax credits of $17 million, depreciation of $9 million and other 
noncash items of $6 million, partially offset by unrealized (gains) losses on derivatives of $14 million and defined benefit plans - expense of 
$3 million); 
a decrease in cash outflows of$32 million due to lower inventory levels in 201 1 as compared with 2010 driven by $21 million due to lower 
coal bum as a result of unplanned outages at the Mill Creek plant, $8 million for fuel inventory purchased in 2010 for TC2 that was not used 
until 201 1 when TC2 began dispatch and $6 million for decreases in gas storage volumes; 
a decrease in cash refunded to customers of $25 million due to prior period over-recoveries related to the gas supply clause filings in 2009; 
and 
a decrease in cash outflows related to accrued taxes of $22 million due to the timing of payments of accrued tax liabilities in 201 1 and 2010; 
partially offset by 
an increase in discretionary defined benefit pian contributions of $44 million made in order to achieve LG&E's long-term funding 
requirements; and 
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o an increase in working capital related to accounts payable of  $41 million, which was driven priinarily by the timing of  cash payments and a 
decrease in natural gas purchases of $18 million in 201 1 as compared with 2010 due to a decrease in combustion turbine generation as a 
result of  the dispatch of TC2 beginning in January 20 1 1. 

;t cash provided by operating activities decreased by 41%, or $128 million, in 2010 compared with 2009, primarily as a result of: 

an increase in working capital related to accounts receivable and unbilled revenues of $101 million primarily due to the timing of cash 
receipts and colder weather in December 2009 as  compared with December 2008 and colder weather in December 2010 as compared with 
December 2009; 
an increase in cash outflows related to inventory of $57 million, primarily due to a nominal decrease in the market price of natural gas in 
2010 and a significant decrease in the market price of natural gas in 2009; 
an increase in cash refunded to customers of  $55 million due to priar’period over-recoveries related to the gas supply clause filings; 
higher interest payments of $14 million due to an accelerated settlement with E.ON AG; and 
an increase in discretionary defined benefit plan contributions of $1 1 million made in order to achieve L.G&E‘s long-term funding 
requirements; partially offset by 
an increzse in net income adjusted for noncash effects of $80 million (unrealized (gains) losses on derivatives of $47 million, deferred 
income taxes and investment tax credits of $19 million, depreciation of $2 million and other noncash items of $10 million, partially offset by 
the recording o f a  regulatory asset for previously recorded losses on interest rate swaps of $22 million and defined benefit plans - expense of 
$9 million); 
lower storm expenses o f  $4.5 million; and 
a decrease in cash outflows related to accrued taxes of$26 million due to the timing of payments of  accrued tax liabilities in 2010 and 2009. 

____ Investing Activities 

The primary use of cash in investing activities in 201 1,2010 and 2009 was capital expenditures. See “Forecasted Uses of Cash” for lietail 
regarding projected capital expenditurcs for the years 2012 through 2016. 

Net cash used in investing activities decreased by 78%, or $132 million, in 201 1 compared with 2010, as a result of: 

o 

o 

proceeds from the sale o f  other investments of $163 million in 201 1 and 
a decrease in capital expenditures of $28 million due primarily to TC2 being dispatched in 201 1, partially offset by 
proceeds from the sale of assets of $48 inillion in 2010 and 
a decrease in restricted cash of $1 1 million. 

Net cash used in investing activities decreased by 3%, or $6 million, in 2010 cornpared with 2009, as a result of: 

o 

o 

o 

an increase in proceeds from the sale of assets of $45 million and 
an increase in restricted cash of $2 million in 2010, partially offset by 
an increase in capital expenditures of$34 million, primarily due to higher expenditures related to large-scale main replacements and the 
Ohio Falls redevelopment, partially offset by lower expenditures related to the construction ofTC2 and major storm events that occuned in 
2009, and 
proceeds on the settlement of derivatives of$7 million in 2009. o 

Financine _- Activities 

Net cash used in financing activities was $260 million, in 201 1 compared with $14 million in 2010, primarily as a result of changes in short-term 
debt. 

In 201 1, cash used in financing activities consisted of: 

o 

o 

0 

o 

a repayment on a revolving line of credit of$163 million; 
the payment of common stock dividends to LKE of  $81 million; 
a net decrease in notes payable with affiliates of $12 million; and 
the payment of debt issuance and credit facility costs of $2 million. 
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Net cash used in financing activities was $14  million in 2010 compared with $132 million in 2009, primarily as a result of  new long-term debt 
issued in excess of  retirements, lower dividend payments and less repayment of  notes payable with affiliates. 

he two months of2010 following PPL.'s acquisition of LKE, cash provided by financing activities of the Successor consisted of: 

o 

e 

o 

u 

o 

o 

o 

the issuance of first mortgage bonds of $531 million after discounts; 
the issuance of debt of $485 million to a PPL. affiliate to repay debt due to an E.ON AG affiliate upon the closing o f  PPL's acquisition of 
L,KE; and 
a draw on a revolving line of credit of  $163 million; partially offset by 
the repayment of debt to an E.ON AG affiliate of $485 million upon the closing of PPL's acquisition of L,KE; 
the repayment of debt to a PPL affiliate of $485 million upon the issuance of first mortgage bonds; 
a net decrease in ricks payable with affiliates of  $130 mi!!icn; and 
the payment of debt issuance and credit facility costs of  $10 million. 

In the ten months of2010 preceding PPL.'s acquisition of LKE, cash used in financing activities by the Predecessor consisted of: 

o 

a 

the payment of common stock dividends to LKE of$SS million and 
a net decrease in notes payable with affiliates of $28 million. 

In 2009, cash used in financing activities by the Predecessor consisted of: 

o 

a 

the payment of common stock dividends to LKE of $80 million and 
a net decrease in notes payable with affiliates of $52 million. 

See "Forecasted Sources of Cash" for a discussion of LG&E's plans to issue debt securities, as well as a discussion o f c m h t  facility capacity 
available to LG&E. Also see "Forecasted IJses of  Cash" for a discussion o f  plans to pay dividends on common securities in the future, as well as 
maturities of long-term debt. 

LG&E's long-term debt securities activity through December 3 1,201 1 was: 

.,n-cash Exchanges (a)(b) 

Total Exchanged 
LG&E First Mortgage Bonds 

Debt 
Retirement Issuances 

$ 535 $ (535) 
$ 535 $ (535) 

(a) 
(b) 

Issuances are net of pricing discounts, where applicable and exclude the impact of debt issuance costs 
in  April 201 I .  LGGrE filed a 201 1 Registration Statement with the SEC related to offers to exchange securities issued in November 2010 in transactions not registered under 
tlie Securities Act of I933 with similar but registered securities. The registration became effective in June 20 I I ,  and the exchanges were completed in July 201 I with all 
securities being exchanged 

See Note 7 to the Financial Statements for additional information about long-term debt securities 

___ Forecasted - - __ Sources ___-- -- of . Cash 

LG&E expects to continue to have sufficient sources of cash available in the near term, including various credit facilities and operating cash 
flow. LG&E expects to remarket $194 million of  tax-exempt bonds that will be put back to L,G&E in 2012. In February 2012, LG&E 
established a commercial paper program for up to $2.50 million to provide an additional financing source to fund its short-term liquidity 
needs. Commercial paper issuances will be supported by LG&E's Syndicated Credit Facility. 

Credit Facilities 

At December 3 1, 201 1, LG&.E's total committed borrowing capacity under its Syndicated Credit Facility and the use ofthis borrowing capacity 
were: 
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Letters of Unused 
Capacity Borrowed Credit issued Capacity 

,dicated Credit Facility (a) (b) $ 400 $ 400 

In June 201 I ,  L.G&E amended its Syndicated Credit Facility such that the fees and the spread to benchmark interest rates for borrowings depend upon LG&E's senior secured 
long-ierm debt rating rather than the senior unsecured debt rating Total borrowings outstanding under this facility decreased on a net basis by $163 million since December 
31, 2010. 
In October 201 I ,  LG&E amended its Syndicated Credit Facility. The amendment included extending the expiration date from December 2014 to October 2016 Under this 
facility L.G&E continues to have the ability to make cash borrowings and to request the lenders to issue letters ofcredit 

(b) 

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 5% of the total committed capacity available to LG&E. 

LG&E participates iii an intercompany money pool agreement whereby LKE and/or KU make available to L G & E  funds up to $500 million at an 
interest rate based on a market index of commercial paper issues. At December 31,201 1, there was no balance outstanding. At December 31, 
2010, $12 million was outstanding. The interest rate for the period ended December 31, 2010 was0.2.5%. 

See Note 7 to the Financial Statements for further discussion of L.G&E's credit facilities. 

Operating Leases 

LG&E also has available funding sources that are provided through operating leases. LG&E leases office space, gas storage and certain 
equipment. These leasing structures provide LG&E additional operating and financing flexibility. The operating leases contain covenants that 
are typical for these agreements, such as maintaining insurance, maintaining corporate existence and timely payment of rent and other fees. 

See Note 1 1 to the Financial Statemcnts fcl further discussion of the operating leases. 

Forecasted Uses ofCash 

In addition to expenditures required for normal operating activities, such as purchased power, payroll, fuel and  taxes, LG&E currently expects to 
incur future cash outflows for capital expenditures, various contractual obligations, payment of dividends on its common securities and possibly 
the purchase or redemption of a portion of debt securities. 

pita1 Expenditures 

The table below shows LG&E's current capital expenditure projections for the years 2012 through 2016. 

Construction expenditures 
Generating facilities (a) 
Distribution facilities 
Transmission facilities (b) 
Environmental 
Other 

Total Construction Expenditures 

Projected 
201 2 2013 2014 201s 201 6 

$ 146 $ 102 $ 128 $ 123 $ 52 
I34 I62 151 I80 I70 
27 57 34 30 25 

233 42 1 44 I 449 41 
14 22 20 21 25 

$ 554 $ 764 $ 714 $ 809 $ 313 

(a) 

(b) 

includes approximately $200 million of currently estimable costs related to replacement generation units due to EPA regulations not recoverable through the ECR 
rneclianism LG&E expects to recover these costs over a period equivalent to the related depreciable lives of the assets through future rate proceedings. 
includes approximately $70 million of currently estimable transmission costs related to replacement generation units. LG&E expects to recover these costs over a period 
equivalent to tlie related depreciable lives of tlie assets through future rate proceedings. 

LG&Es capital expenditure projections for the years 201 2 through 2016 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 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 and market conditions. Certain environmental compliance costs incurred by LG&E in serving KPSC jurisdictional customers are 
generally eligible for recovery through the ECR mechanism. 

L,G&E plans to fund its capital expenditures in 2012 with cash on hand, cash from operations and short-term debt. 
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Contractual Obligations 

' G&E has assumed various financial obligations and commitments in the ordinary course ofconducting its business. At December 31,201 1, 
estimated contractual cash obligations of L.G&E were: 

Total 201 2 2013 - 2014 2015 - 2016 After 2016 

Long-term Debt (a) 
Interest on Long-term Debt (b) 
Operating Leases (c) 
Coal and Natural Gas Purchase 

Unconditional Power Purchase 

Construction Obligations ( f )  
Pension Benefit Plan Obligations (g) 
Other Obligations (h) 
Total Contractual Cash Obligations 

Obligations (d) 

Obligations (e) 

$ 1,109 
875 $ 

19 

$ 
39 $ 71 
6 9 

250 $ 
73 

3 

859 
692 

1 

1,722 419 732 543 28 

700 20 42 43 595 
1 I5 61 46 7 I 
21 21 
10 2 4 4 

$ 4,571 $ 568 $ 904 $ 923 $ 2,176 

Reflects principal maturities only based on stated maturity dates. See Note 7 to the Financial Statements for a discussion of variable-rate remarketable bonds issued on behalf 
of LGBtE. LG&E does not have any significant capital lease obligations. 
Assumes interest payments through stated maturity. The payments herein are subject to change, as payments for debt that is or becomes variable-rate debt have been estimated. 
See Note 1 I to the Financial Statements for additional information. 
Represents contracts to purchase coal, natural gas and natural gas transportation. See Note I5 to the Financial Statements for additional information. 
Represents future minimum payments under OVEC power purchase agreements through June 2040. See Note 15 to the Financial Statements for additional information. 
Represents construction commitments, including commitments for the Ohio Falls refurbishment construction including associated material transport systems for coal 
combustion residuals, which are also reflected in the Capital Expenditures table presented above. 
Based on the current funded status of LKE's qualified pension plan, which covers LG&E employees, no cash contributions are required. See Note I3 to the Financial 
Statements for a discussion of expected contributions. 
Represents other contractual obligations. Purchase orders made in the ordinary course of business are excluded from the arnounts"pre;:-,,ted. 

Dividends 

From time to time, as determined by its Board of Directors, LG&E pays dividends to its sole shareholder, L.KE. 

As discussed in Note 7 to the Financial Statements, LG&E's ability to pay dividends is limited under a covenant in its $400 million revolving 
e of credit facility. This covenant restricts the debt to total capital ratio to not more than 70%. 

Purchase or Redemption of Debl Securities 

LG&E will continue to evaluate purchasing or redeeming outstanding debt securities and may decide to take action depending upon prevailing 
market conditions and available cash. 

Rating Agency 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 L,G&E and other sources. The ratings of Moody's, S&P and Fitch are 
not a recommendation to buy, sell or hold any securities of LG&E. Such ratings may be subject to revisions or withdrawal by the agencies at 
any time and should be evaluated independently of each other and any other rating that may be assigned to the securities. A downgrade in 
LG&E's credit ratings could result in higher borrowing costs and reduced access to capital markets. 

In LG&E's 201 I Registration Statement, L.G&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 l0(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 have 
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. 
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Following the announcement of PPL,'s then-pending acquisition of  WPD Midlands in March 201 I ,  the rating agencies took the following actions: 

- Moody's affirmed its ratings for LG&E; 
S&P revised the outlook a n d  lowered the issuer, senior secured and short-term ratings of LG&E; and 
Fitch affirmed its ratings f o r  LG&E. 

In April 201 1, S&P took the following actions following the completion of PPL's acquisition of  WPD Midlands: 

e 

e 

e 

revised the outlook for L,G&E; 
raised its short-term ratings of  LG&E; and 
affirmed its long-term ratings for L,G&E. 

In September 201 I ,  Moody's affirmed its issuer rating for L.G&E. 

In November 201 I ,  Moody's and  S&P affirmed their ratings for L,G&E. 

In December 201 I ,  Fitch affirmed its ratings for LG&E. 

L,G&E has various derivative and  non-derivative contracts, including contracts for the sale and purchase of electricity, fuel, commodity 
transportation and storage and interest rate instruments, which contain provisions requiring LG&E to post additional collateral, or permitting the 
counterparty to terminate the contract, ifL,G&E's credit rating were to fall below investment grade. See Note 19 to the Financial Statements for 
a discussion of "Credit Risk-Related Contingent Features," including a discussion o f  the potential additional collateral that would have been 
required for derivative contracts ;n a net liability position at December 31, 201 1. At  December 31, 201 I ,  if L,G&E's credit rstings had been 
below investment grade, the maximum amount that LG&E would have been required to post as additional collateral to counterparties was $64 
million for both derivative and non-derivative commodity and commodity-related contracts used in its generation and marketing operations, gas 
supply and interest rate contracts. 

Off-Balance Sheet Arrangements 

?&E has entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note 15 to the 
.iancial Siatements for a discussion of  these agreements. 

Risk Management 

Market Risk 

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. See Notes 1, 18 and 19 to the Financial Statements for information about 
LG&E's risk management objectives, valuation techniques and accounting designations. 

The forward-looking information presented below provides estimates of what may occur in the future, assuming certain adverse market 
conditions and model assumptions. Actual fulure 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. 

Commodity Price Risk (Non-trading) 

LG&E'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 portion o f  on-going business operations. LG&E conducts energy trading and risk management 
activities to maximize the value ofthe physical assets at times when the assets are not required to serve L,G&E's or KU's customers. LG&E 
managed its energy commodity risk using derivative instruments, including swaps and forward contracts. See Note 19 to the Financial 
Statements for additional disclosures. 

The balance and change in net fair value of L.G&E's commodity derivative contracts for the periods ended December 31,201 1,2010, and 2009 
are shown in the table below. 
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Fair value of contracts outstanding at the beginning of the period 
Contracts realized or otherwise settled during the period 
Fair value of new contracts entered into during the period 
Other clianges in fair value (a) 
Fair value of contracts outstanding at the end of the period 

Successor Predecessor 

Year Ended Ended Ended Year Ended 
December 31, December  31, 

Two Months Ten Months 

October 31, December 31, 

$ 1 
3 10 

1 

(a) 

lnterest Rale Risk 

Represents the change in value of outstanding transactions and the value of transactions entered into and settled during the period 

L.F&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 LG&E's risk management program are 
designed to balance risk, exposure to volatility in interest expense and changes in the fair value of LG&Es debt portfolio due to changes in the 
absolute level of interest rates. 

At December 3 1, 201 1 and 2010, LG&E's potential annual exposure to increased interest expense, based on a 10% increase in interest rates, was 
not significant. 

LG&E is also exposed to changes in the fair value of its debt portfolio. LG&E estimated that a 10% decrease in interest rates at December 3 I ,  
201 I ,  would increase the fair value of its debt portfolio by $27 million. This estimate is unchanged from December 31,2010. 

LG&E had the following interest rate hedges outstanding at: 

December 31,201 1 December 31,2010 
Effect o f  a Effect of a 

momic hedges 
lnterest rate swaps (b) 

10% Adverse Fair Value, 10% Adverse Fair Value, 
Exposure Net - Asset Movement Exposure Net - Asset Movement 
Hedged (Liability) (a) in Rates Hedged (Liability) (a) in Rates 

$ 179 $ (60)  $ (4) $ 179 $ (34) $ (7) 

(a) Includes accrued interest 
(b) LG&E utilizes various risk management instruments to reduce its exposure lo tile expected future cadi flow variability of its debt instruments. These risks include exposure to 

adverse interest rate movements for outstanding variable rate debt and for future anticipated financing. Wliile L.G&E is exposed to changes in the fair value of tliese 
instruments, any reiilized clianges in [lie fair value of such economic Iiedges are recoverable through regulated rates and any subsequent changes in fair value of tliese 
derivatives are included in  regulatory 3ssets or liabilities Sensitivities represent a 10% adverse movement in interest rates. The positions outstanding at December 31,201 I 
mature through 2033 

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 t o  potential losses as a result of nonpayment by 
customers. LG&E maintains an allowance for  doubtful accounts based on a historical charge-off percentage for retail customers. Allowances 
for doubtful accounts from wholesale customers and miscellaneous receivables are based on specific identification by management. Retail and 
wholesale customer accounts are written-off after four months of no payment activity. Miscellaneous receivables are written-off as management 
determines them to be uncollectible. 

Certain of L.G&E's cierivative 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 18 and 19 to the 
Financial Statements for information regarding exposure and the risk management activities. 
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Related Party Transactions 

1 G&E i s  not aware of any material ownership interest or operating responsibility by senior management in outside partnerships, including 
sing transactions with variable interest entities or other entities doing business with LG&E. See Note 16 lo the Financial Statements for 

,ditional information on related party transactions between LG&E and affiliates. 

Environmental Matters 

Protection of the environment is a ma,jor priority for LG&E and a significant element of its business activities. Extensive federal, state and local 
environmental laws and regulations are applicable to LG&E's air emissions, water discharges and the management of hazardous and solid waste, 
among other areas, and the costs of  compliance or alleged non-compliance cannot be predicted with certainty but could be material. In addition, 
costs m a y  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 thP form o f  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 "Item I .  Business - Environmental Matters" and Note 1.5 to the Financial Statements for a discussion o f  environmental 
matters ~ 

N-gwAccountinP Guidance 

See Note  24 to the Financial Statements for a discussion o f  new accounting guidance pending adoption. 

Application of Cri tka l  AccountingP*lic&s 

Financial condition and results of operations are impacted by the methods, assumptions and es'imales used in the application of  critical 
accounting policies. The rollowir?g accounting policies are particularly important to the ficmcial condition or results of operations, and require 
estimates or other judgments of' matters inherently uncertain. Changes in the estimates or other judgments included within these accounting 
policies could result in a significant change to the information presented in the Financial Statements (these accounting policies are also discussed 
in Note 1 to the Financial Statements). LG&E's senior management has reviewed these critical accounting policies, the following disclosures 
regarding their application and the estimates and assumptions regarding them, with PPL's Audit Committee. 

1) Revenue Recognition - Unbilled Revenue 

tvenues related to the sale of energy are recorded when service is rendered or when energy is delivered to customers. Because customers of 
LG&E's retail operations are billed on cycles which vary based on the timing of the actual reading of their electric and gas meters, LG&E 
records estimates for unbilled revenues at the end of each reporting period. Such unbilled revenue amounts reflect estimates of the amount of 
energy delivered to customers since the date of the last reading of their meters. Such unbilled revenues reflect consideration o f  estimated usage 
by customer class, the effect of different rate schedules, changes in weather and where applicable, the impact o f  weather normalization or other 
regulatory provisions of rate structures. In addition to the unbilled revenue accrual resulting from cycle billing, LG&E makes additional accruals 
resulting fiom the timing of customer bills. The accrual o f  unbilled revenues in this manner properly matches revenues and related costs. At 
December 31,201 1 and 2010 LG&E had unbilled revenue balances or$6S million and $81 million 

2) Price Risk Management 

See "Financial Condition - Risk Management" above. 

3) Defined Benefits 

L,G&E sponsors and participates in qualified funded defined benefit pension plans and participates in a funded other Postretirement benefit 
plan. These plans are applicable to the majority of the employees of LG&E. The plans L,G&E participotes in are sponsored by LKE. LKE 
allocates a portion of the liability and net periodic defined benefit pension and other postretirement costs of certain plans to LG&E based on its 
participation. L.G&E records an asset or liability to recognize the funded status of all defined benefit plans with an offsetting entry to regulatory 
assets or liabilities. Consequently, the funded status of all defined benefit plans is fully recognized on the Balance Sheets. See Note 13 to the 
Financial Statements for additional information about the plans and the accounting for defined benefits. 

Certain assumptions are made by LKE and LG&E regarding the valuation of benefit obligations and the performance of plan assets. When 
accounting for defined benefits, delayed recognition in earnings of  differences between actual results and 
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expected or estimated results is a guiding principle. Annual net periodic defined benefit costs are recorded in current earnings based on 
estimated results. A n y  differences between actual and estimated results are recorded in regulatory assets and liabilities for amounts that are 
-upected to be recovered through regulated customer rates. These amounts in regulatory assets and liabilities are amortized t o  income over 

..e plans. The primary assumptions are: 

a 

Ire periods. The delayed recognition allows for a smoothed recognition of  costs over the working lives of the employees who benefit under 

Discount Rate - The discount rate is used in calculating the present value of benefits, which is based on projections o f  benefit payments to 
be made in the future. The objective in selecting the discount rate is to measure the single amount that, if invested at the measurement date 
in a portfolio of high-quality debt instruments, would provide the necessary future cash flows to pay the accumulated benefits when due. 

Expected Long-term Return on Plan Assets - Management projects the long-term rates of return on plan assets based on historical 
performance, future expectations and periodic portfolio rebalahcing among the diversified asset classes. Thesc projected returns reduce the 
net benefit costs L.G&E records currently. 

Rate of Compensation Increase - Management projects employees' annual pay increases, which are used to project employees' pension 
benefits at retirement. 

e 

o Health Care Cost  Trend Rate - Management projects the expected increases in the cost of health care. 

In selecting a discount rate for their defined benefit plans LKE and L.G&E start with a cash flow analysis of the expected benefit payment stream 
for their plans. In 2010, these plan-specific cash flows were matched against a spot-rate yield curve to determine the assumed discount rate. To 
develop the spot-rate yield curve, the full universe of Aa-rated non-callable (or callable with make-whole provisions) bonds, served as the base 
from which those with the lowest and highest yields were eliminated to develop an appropriate subset of bonds from which the ultimate yield 
curve would be built. At that time, management believed this plan-specific cash flow matching model represented the best available tool for 
estimating fhe discount rate Beginning in 201 1, LKE and LG&E utilized a new tool that enhanced this plan-specific cash flow matching 
methodology ~y primarily matching the plan-specific cash flows against the coupons and expected maturity values of individually selected 
bonds. This bond matching process begins with the same universe of Aa-rated corporate bonds from which those with the lowest and highest 
yields were eliminated, similar to the yield curve approach. Individual bonds are then selected based on the timing of each plan's cash flows and 
parameters are established as to the percentage of each individual bond issue that could be hypothetically purchased and the surplus reinvestment 
rates to be assumed. This process more accurately approximated the process o f  settlement of the obligations which better aligned with the 
objective of selecting the discount rate. At December 3 1, 201 1, LKE decreased the discount rate for its pension plan from 5.52% to 

12%. LG&E decreased the discount rate for its pension plan from 5.45% to 5.05%. L.KE decreased the discount rate for its other 
itretirement benefit plan from 5.12% to 4.78%. 

The expected long-tern rates of return for LKE's and LG&E's defined benefit pension plans and LKE's defined other postretirement benefit plan 
have been developed using a best-estimate of expected returns, volatilities and correlations for each asset class. LKE and L,G&E management 
corroborates these rates with expected long-term rates of return calculated by its independent actuary, who uses a building block approach that 
begins with a risk-free rate of return with factors being added such as inflation, duration, credit spreads, and equity risk. Each plan's specific 
asset allocation is also considered in developing a reasonable return assumption. At December 3 1,201 1, L,KE's and LG&E's expected return on 
pian assets was 7 25%. 

In selecting a rate of compensation increase, LKE and LG&E consider past experience in light of movements in inflation rates. At December 31, 
201 1, L,KE's and L,G&E's rate of compensation increase changed from 5.25% to 4.00%. 

In selecting health care cost trend rates, LKE considers past performance and forecasts of health care costs. At December 3 1,201 1, L,KE's health 
care cost trend rates were 8.50% for 2012, gradually declining to 5.50% for 2019. 

A variance in the assumpfions listed above could have a significant impact on accrued defined benefit liabilities or assets, reported annual net 
periodic defined benefit costs and regulatory assets and liabilities for L,G&E. While the charts below reflect either an increase or decrease in 
cach assumption, the inverse of the change would impact the accrued defined benefit liabilities or assets, reported annual net periodic defined 
benefit costs and regulatory assets and liabilities for L,G&E by a similar amount in the opposite direction. The sensitivities below reflect an 
evaluation of the change based solely on a change in that assumption and  does not include income tax effects. 

At December 3 1,201 1, the defined benefit plans were recorded as follows: 
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Pension liabilities $ 95 
Otlier postretirement benefit liabilities 87 

: following chart reflects the sensitivities in the December 3 1, 20 1 1 Balance Sheet associated with a change in certain assumptions based on 
&E's primary defined benefit plans. 

increase (Decrease) 

Change in 
Actuarial assumption assumption 

Discount Rate 
Rate of Cornpensation Increa?P 
Health Care Cost Trend Rat.. (:> 

(0.25)% 
0.25% 

1% 

impact on 
defined benefit 

liabilities __ 
$ 19 

2 
1 

impact o n  
Impact on regulatory 

OCI assets 

$ $ 19 
2 
i 

(a) 

In 201 1, LG&E recognized net periodic defined benefit costs charged to operating expense o f  $21 million. This amount represents a $1 million 
increase from 2010. This increase in expense was primarily attributable to amortization of actuarial losses. 

The following chart reflects the sensitivities in the 201 1 Statement of Income (excluding income tax effects) associated with a change in certain 
assumptions based on LG&E's primary defined benefit plans. 

Actuarial assumption Change in assumption Impact on defined benefit costs 

Only impacls other postretirement benefits 

Discount Rare 
Expected Return on Plan Assets 
Rate of Compensation Increase 
llealtli Care Cost Trend Rate [a) 

(0"25)% $ 
(0.25)% 

0.25% 
I % 

2 
I 

(a 1 Only impacts other postretirement benefits 

4) Asset lrnpairntent 

impairment analyses are performed for long-lived assets that are subject to depreciation or amortization whenever events or changes in 
cumstances indicate that a long-lived asset's carrying value may not be recoverable. For these long-lived assets classified as held and used, 

.ch events or changes in circumstances are: 

o 

0 

o 

o 

e 

o 

a significant decrease in the market price of an asset; 
a significant adverse change i n  the extent or manner in which an asset is being used or in its physical condition; 
a significant adverse change i n  legal factors or in the business climate; 
an accumulation of costs significantly in excess of the amount originally expected for the acquisition or construction of an asset; 
a current-period operating or cash flow loss combined with a history of losses or a forecast that demonstrates continuing losses; or 
a current cxpectation that, more likely than not, an asset will be sold or otherwise disposed of significantly before the end of its previously 
estimated useful life. 

For a long-lived asset classified as held and used, impairment is recognized when the carrying amount of the asset is not recoverable and exceeds 
its fair value The carrying amount is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the use and 
eventual disposition of the asset. If the asset is impaired, an impairment loss is recorded to adjust the asset's carrying value to its estimated fair 
value. Management must make significant judgments to estimate future cash flows including the useful lives of long-lived assets, the fair value 
of the assets and management's intent to use the assets. Alternate courses of action are considered to recover the carrying value of a long-lived 
asset, and estimated cash flows from the "most likely" alternative are used to assess impairment whenever one alternative is clearly the most 
likely outcome. If no alternative is clearly the most likely, then a probability-weighted approach is used taking into consideration estimated cash 
flows from the alternatives. For assets tested for impairment as of the balance sheet date, the estimates of future cash flows used in that test 
consider the likelihood of possible outcomes that existed at the balance sheet date, including the assessment of the likelihood o f a  future sale of 
the assets. That assessmcnt is n o t  revised based on events that occur after the balance sheet date. Changes in assumptions and estimates could 
result in significantly different results than those identified and recorded in the financial statements. 
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For a long-lived asset classified as held for sale, impairment exists when the carrying amount of the asset (disposal group) exceeds its fair value 
less cost to sell. If the asset (disposal group) is impaired, an impairment loss is recorded to adjust the  carrying amount to its fair value less cost 
'3 sell. A gain is recognized for any subsequent increase in fair value less cost to sell, but not in excess of the cumulative impairment previously 

:ognized. 

For determining fair value, quoted market prices in active markets are the best evidence. However, when market prices are unavailable, LG&E 
considers all valuation techniques appropriate under the circumstances and for which market participant inputs can be obtained. Generally 
discounted cash flows are used to estimate fair value, which incorporates market participant inputs when available. Discounted cash flows are 
calculated by estimating future cash flow streams and applying appropriate discount rates to determine the present value of  the cash flow 
streams. 

In 201 1, L.G&E did not recognize an impairment of any long-lived assets. 

Goodwill is tested for impairment at the reporting unit level. LG&E's reporting unit has been determined to be at the operating segment level. A 
goodwill impairment test is performed annually or more frequently if events or changes in circumstances indicate that the carrying value of the 
reporting unit may be greater than the unit's fair value. Additionally, goodwill is tested for impairment after a portion of goodwill has been 
allocated to a business to be disposed of. Goodwill is tested for impairment using a two-step approach. In step I ,  LG&E identifies a potential 
impairment by comparing the estimated fair value of Lfi&E (the goodwill reporting unit) to its carrying value, including goodwill, on the 
measurement date. I f  the estimated fair value exceeds its carrying amount, goodwill is not considered impaired. If the carrying amount exceeds 
the estimated fair value, the second step is performed to measure the amount of impairment loss, if any. 

The second step rcquires a calculation of the implied fair value of goodwill, which is determined in the same manner as the amount of goodwill 
in a business combination. That is, the estimated fair value is allocated to all of LG&E's assets and liabilities as if LG&E had been acquired in a 
business combination and the estimated fair value of L.G&E was the price paid. The excess of the estimated fair value o f  L.G&E over the 
arncunts assigned to its assets nnd liabilities is the implied fair value of  goodwill. The implied fair value of goodwill is then compared with the 
carrying ainount of that goodwill. If the carrying amount exceeds the implied fair value, an impairment loss is recognized in an amount equal to 
that cxcess. The loss recognized cannot exceed the carrying amount of the reporting unit's goodwill. 

L.G&E tested goodwill for impairment in the fourth quarter of 201 1 and no impairment was recognized. Management used both discounted cash 
flows and market multiples to estimate the fair value of LKE, which involved the use of significant estimates and assumptions. Applying an 
appropriate weighting to both the discounted cash flow and market multiple valuations, a decrease in the forecasted cash flows of  IO%, an 
increase in the discount rate by 25 basis points, or a 10% decrease in the multiples would not have resulted in an impairment of goodwill. 

) Loss Accruals 

L.osses are accrued for the estimated impacts of various conditions, situations or circumstances involving uncertain or contingent future 
outcomes. For loss contingencies, the loss must be accrued if (1) information is available that indicates it  is probable that a loss has been 
incurred, given the likelihood of the uncertain future events and (2) the amount of the loss can be reasonabiy estimated. Accounting guidance 
defines "probable" as cases in which "the future event or events are likely to occur.'' The accrual o f  contingencies that might result in gains is not 
recorded unless recovery is assured. Potential loss contingencies for environmental remediation, litigation claims, regulatory penalties and other 
events are continuously assessed. 

The accounting aspects of estimatcd loss accruals include (1) the initial identification and recording of the loss, (2) the determination of 
triggering cvents for reducing a recorded loss accrual and (3) the ongoing assessment as to whether a recorded loss accrual is sufficient. All 
three of thcse aspects require significant judgment by management" Internal expertise and outside experts (such as lawyers and engineers) are 
used, as necessary to help estimate the probability that a loss has been incurred and the amount (or range) of the loss. 

In 201 1 ,  no significant adjustments were made  to L,G&E's existing contingencies. See Note 15 to the Financial Statements for commitment and 
contingency disclosures. 

Certain other events have been identified that could give rise to a loss, but that do not meet the conditions for accrual. Such events are disclosed, 
but not recorded, when it is reasonably possible that a loss has been incurred. Accounting guidance defines "reasonably possible" as cases in 
which "the future event or events occurring is more than remote, but less than likely to occur." See Note 15 to the Financial Statements for 
disclosure of  other potential loss contingencies that have not met the criteria for accrual. 
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When an estimated loss is accrued, the triggering events for subsequently adjusting the loss accrual are identified, where applicable. The 
triggering events generally occur when the contingency has been resolved and the actual loss is paid or written off, or when the risk of loss has 
-‘;minished or been eliminated. The following are some of the triggering events that provide for the adjustment o f  certain recorded loss accruals: 

Allowances for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been exhausted, 
a better estimate of the allowance is determined or underlying amounts are ultimately collected. 

a Environmental and other litigation contingencies are reduced when the contingency is resolved, L,G&E makes actual payments, a better 
estimate of the loss is determined or the loss is no longer considered probable. 

Loss accruals arc reviewed on a regular basis to assure that the recorded potential loss exposures are appropriate. This involves ongoing 
communication and analyses with internal and external legal counsel, engineers, operation management and other parties. 

6) Asset Retirement Obligations 

LG&E is required to recognize a liability for legal obligations associated with the retirement of  long-lived assets. The initial obligation is 
measured at its estimated fair value An equivalent amount is recorded as an increase in the value of the capitalized asset and allocated to 
expense over the useful life of the asset. Until the obligation is settled, the liability is increased, through the recognition of accretion expense in 
the Statements of Income, for changes in the obligation due to  the passage of time. The accretion and depreciation are offset with a regulatory 
credit on  the income statement, such that there is no earnings impact. The regulatory asset created by the regulatory credit is relieved when the 
ARO has been settled. An ARO must be recognized when incurred i f  the fair value of the ARO can be reasonably estimated. See Note 21 to the 
Financial Statements for related disclosures. 

In determining AROs, management must make significant judgments and estimates to calculate fair value. Fair value is developed using an 
expected present value technique based on assumptions of market participants that considers estimated retirement costs in current period dollars 
thdt are inflated to the anticipated retirement date and then discounted back to the date the ARO was incurred. Changes in assumptions and 
estimates included within the calculations of the fair value o f  AROs could result in significantly different results than those identified and 
recorded in the financial statements. Estimated ARO costs and settlement dates, which affect the carrying value of  various AROs and the related 
sssets, a r e  reviewed periodically to ensurc that any material changes are incorporated into the estimate of  the obligations. Any change to the 
capitalized asset is amortized over the remaining life of the associated long-lived asset. 

4 t  December 3 1, 201 1, LG&E had AROs comprised of current and noncurrent amounts, totaling $57 million recorded on the Balance Sheet. Of 
total amount, $34 million, or S9%, relates to L,G&E’s ash ponds, landfills and natural gas mains. The most significant assumptions 

.mounding AROs are the forecasted retirement costs, the discount rates and the inflation rates. A variance in the forecasted retirement costs, 
the discount rates or the inflation rates could have a significant impact on the ARO liabilities. 

The following chart reflects thc sensitivities related to LG&E’s ARO liabilities for ash ponds, landfills and natural gas mains at December 31, 
201 1: 

Retirement Cost 
Discount Rate 
Inflation Rate 

Change in Impact on 
Assumption ARO Liability 

IO% $ 3 
(0 25)% 2 
0.25% 2 

7) Income Taxes 

Significant management judgment is required in developing LG&E’s provision for income taxes primarily due to the uncertainty related to tax 
positions taken or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation allowances. 

Significant management judgment is required to determine the amount of benefit recognized related to an uncertain tax position. LG&E 
evaluates its tax positions following a two-step process. The  first step requires an entity to determine whether, based on the technical merits 
supporting a particular tax position, it is more likely than not (greater than a 50% chance) that the tax position will be sustained. This 
determination assumes that the relevant taxing authority will examine the tax position and is aware of all the relevant facts surrounding the tax 
position. The second step requires an entity to 
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recognize in the financial statements the benefit of a tax position that meets the more-likely-than-not recognition criterion. The benefit 
recognized is measured at the largest amount of benefit that has a likelihood of realization upon settlement that exceeds 50%. LG&E's 
vanagement considers a number of factors in assessing the benefit to be recognized, including negotiation of a settlement. 

. I  a quarterly basis, LG&E's uncertain tax positions are reassessed by considering information known at the reporting date. Based on 
management's assessment of new information, a tax benefit may subsequently be recognized for a previously unrecognized tax position, a 
previously recognized tax position maybe de-recognized, or the benefit of a previously recognized tax position may be remeasured. The 
amounts ultimately paid upon resolution of issues raised by taxing authorities may differ materially from the amounts accrued and may 
materially impact the financial statements in the future. 

At December 3 1,201 1 ,  LG&E had no existing reserve for unrecognized tax benefits. 

The balance sheet classification ofl!nrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require 
significant management judgment. Unrecognized tax benefits are classified as current to the extent management expects to settle an uncertain 
tax position by payment or receipt of cash within one year of the reporting date. Valuation allowances are initially recorded and reevaluated 
each reporting period by assessing the likelihood of the ultimate realization ofa  deferred tax asset. Management considers a number of factors 
in assessing the realization of a deferred tax asset, including the reversal o f  temporary differences, future taxable income and ongoing prudent 
and reasible tax planning strategies. Any tax planning strategy utilized in this assessment must meet the recognition and measurement criteria 
utilized to account for an uncertain tax position. See Note 5 to the Financial Statements for related disclosures. 

Regulatory Assets and Liabilities 

L,G&E is a cost-based rate-regulated utility. As a result, the effects of regulatory actions are required to be reflected in the financial 
statements. Assets and liabilities are recorded that result from the regulated ratemaking process that may not be recorded under GAAP for non- 
regulaied entities. Regulatory assets generally represent incurred costs that have been deferred because such costs are probable of fiiture 
recovery in regulated customer rates. Regulatory liabilities arc 'ecognizcd for amounts expected to be returned through future regulated 
customer rates. In certain cases, regulatory liab 
recover costs that are expected to be incurred in the future, and the regulated entity is accountable for any amounts charged pursuant to such rates 
and not yet expended for the intended purpose. The accounting for regulatory assets and liabilities is based on specific ratemaking decisions or 
precedent for each transaction or event as prescribed by the FERC and the KPSC. See Note 6 to the Financial Statements for related disclosures. 

Management continually assesses whether the regulatory assets are probable of future recovery by considering factors such as changes in the 

es are recorded based on an understanding with the regulator that rates have been set to 

$cable regulatory and political environments, the ability to recover costs through regulated rates, recent rate orders to other regulated entities 
. ~ d  the status of any pending or potential deregulation legislation. Based on this continual assessment, management believes the existing 

regulatory assets are probable of recovery. This assessment reflects the current political and regulatory climate at the state and federal levels, 
and is subject to change in the future. If future recovery of costs ceases to be probable, then asset write-off would be required to be recognized 
in operating income. Additionally, the regulatory agencies can provide flexibility in the manner and timing of the depreciation ofPP&E and 
amortization of regulatory assets. 

At December 3 I ,  201 1 and 2010, LG&E had regulatory assets of $412 million and $380 million. All regulatory assets are either currently being 
recovered under specific rate orders, represent amounts that are expected to be recovered in future rates or benefit future periods based upon 
established regulatory practices. At December 31, 201 I and 2010, LG&E had regulatory liabilities of$488 million and $534 million. 

OLh e d  n foxm atbn 

PPL's Audit Committee has approved the independent auditor to provide audit and other services permitted by Sarbanes-Oxley and SEC 
rules. The audit services include services in connection with statutoryand regulatory filings, reviews of offering documents and registration 
statements, and internal control reviews. See "ltem 14. Principal Accounting Fees and Services" for more information. 
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KENTUCKY UTILITIES C O M P A N Y  

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations 

,e information provided in this Item 7 should be read in conjunction with KU's Financial Statements and the accompanying Notes. 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 a description of KIJ and its business strategy. "Financial and Operational Developments" includes a review of Net 
Income and discusses certain events that are important to understanding KU's results of operations and financial condition. 

o "Results of Operations'' provides a summary of KU's earnings and a description of key factors evpected 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 201 1,201 0 and 2009. 

s "Financial Condition - Liquidity and Capital Resources" provides an analysis o f  KU's liquidity position and credit profile. This section 
also includes a discussion o f  rating agency decisions and capital expenditure projections. 

s "Financial Condition - Risk Management" provides an explanation of KU's risk management programs relating to market and credit 
risk. 

o "Application of Critical Accounting Policies" provides an overview of the accounting policies that are particularly important to the 
results of operations and financial condition of KIJ and that require its management to make significant estimates, assumptions and 
other judgments of matters inherently uncertain. 

Overview 

Introduction 

KU,  headquartered in L,exington, Kentucky, is a regulated utility engaged in the generation, transmission, distribution and sale of electric energy, 
h Kentucky, Virginia and Tennessee. KIJ and its affiliate, L.G&E, are wholly owned subsidiaries of LKE. LKE, a limited liability company, 

:arm a wholly owned subsidiary o f  PPL, when PPL acquired all of LKE's interests from E.ON US Investments Corp. on November I ,  
~ 1 0 .  Following the acquisition, both KU and LG&E continue operating as subsidiaries of L,KE, which is now an intermediary holding 

company in PPL's group of companies. Refer to "Item 1. Business - Background" for a description of KU's business. 

Business Strategy 

KU's overall strategy is to provide reliable, safe and competitively priced energy to its customers. 

A key objective for KIJ is to maintain a strong credit profile through managing financing costs and access to credit markets. KIJ continually 
focuses on maintaining an appropriate capital structure and liquidity position. 

Successor a n d  Predecessor Financial Presentation 

KU's Financial Statements and related financial and operating data include the periods before and after PPL's acquisition of LKE on November 
I ,  2010, and have been segregated t o  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 Note 1 to the Financial Statements. The cost bases of certain assets and liabilities were changed as of November 1,2010, as a result 
of the application of push-down basis of accounting, which was used to record the fair value adjustments of  assets and liabilities at the 
acquisition date. 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 o f  KU have not changed as a result o f  the acquisition. 
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Successor 
Two Months 

Year Ended Ended 
December 31, December 31, 

201 1 2010 

Net Income $ 178 $ 35 

The operating results for 201 1 and 2010 include the  effect of 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 KU. Retail sales volumes increased during 2010 compared with 
2009 as a result of increased consumption primarily due to increased heating degree days during the first and third quarters of 2010 and 
increased cooling degree days during the second and third quarters of 2010. 

See "Results of  Operations" below for further discussion and analysis of the results of operations. 

TC2 

Predecessor 
Ten Months 

Ended Year Ended 
October 31, December 31, 

2010 2009 

$ 140 $ 133 

KU and L.G&E constructed a 732 MW summer capacity coal-fired unit, TC2, which is jointly owned by KU (60.75%) and LG&E (14.25%), 
together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency (combined 25%). With limited exceptions, KU 
and LG&E took care, custody and control of TC2 in January 201 1. KU and LG&E and the construction contractor further amended the 
construction agreement to provide that the contractor will complete certain actions to identify and complete any necessary modifications to allow 
operation ofTC2 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 matkrs are still under discussion with the contractor. See Notes 8 stid 1.5 to the 
Financial Statements for additional information. 

Regigergd Deb4 Exchange Offer by KU 

In April 201 1, KIJ 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 

atement became effective in June 201 1, and the  exchange was completed in July 201 1 with substantially all of the first mortgage bonds being 
xchanged. See Note 7 to the Financial Statements and KU's 201 1 Registration Statement for additional information. 

CSAB 

In July 201 1, the EPA signed the CSAPR, which finalizes and renames the Clean Air Transport Rule (Transport Rule) proposed in August 2010, 
and made revisions to the rule on February 7, 201 2. This rule applies to the Kentucky coal 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 December 201 1, the U S .  Court of Appeals for  the District of Columbia (Court) stayed implementation of the CSAPR and left CAIR in effect 
pending a final resolution on the merits of the validity of the rule. Oral argument on the various challenges to the CSAPR is scheduled for April 
2012, and a final decision on the validity of the  rule could be issued as early as May 2012. 

With respect to KU's Kentucky coal-fired generating plants, the stay of the CSAPR will initially only impact the unit dispatch order. With the 
return of the CAIR and KU's significant number of sulfur dioxide allowances, those units will be dispatched with lower operating cost, but 
slightly higher sulfur dioxide and nitrogen oxide emissions. However, a key component of the Court's final decision, even if the CSAPR is 
upheld, will be whether the ruling delays the implementation of the  CSAPR by one year for both Phases I and 11, or instead still requires the 
significant sulfur dioxide and nitrogen oxide reductions associated with Phase 11 to begin in 2014. KU's CSAPR compliance strategy is based on 
over-compliance during Phase I to generate allowances sufficient to cover the expected shortage during the first two years of Phase I 1  (2014 and 
201.5) when additional pollution control equipment will be installed. Should Phase I of the CSAPR be shortened to one year, it will be more 
difficult and costly to provide enough excess allowances in one year to meet the shortage projected for 2014 and 201.5. 

See Note 15 to the Financial Statements for additional information on the CSAPR. 
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k n d b g  Bluegrass-CTs Acquisition_and-N-GCC-C~struc~on 

h September 201 I ,  KIJ and L.G&E filed a CPCN with the KPSC requesting approval to build a 640 MW NGCC a t  the existing Cane Run plant 
. In conjunction with this request and to meet new, stricter EPA regulations, K U  anticipates retiring three older coal-fired electric generating 

its. These units are located at the Green River and Tyrone plants, which have a combined summer rating of 234 MW. KU and L.G&E also 
requested approval to purchase the Bluegrass CTs, which are expected to provide up to 495 MW of peak generation supply. 

KU anticipates that its share of the NGCC construction and the acquisition of the Bluegrass CTs could require up t o  $500 million in capital costs 
including related transmission projects Formal requests for recovery of the costs associated with the NGCC construction and the acquisition of  
the Bluegrass CTs were not included in the CPCN filing with the KPSC but are expected to be included in future rate proceedings. The KPSC 
issued an Order on the procedural schedule in the CPCN filing that has discovery, scheduled through early February 2012. A KPSC order on the 
CPCN filing is anticipated in the second quarter of 2012. See Note 8 to the Financial Statements for additional information. 

ECR FilinP - Envir~nmenta~Upgrades 

In June 201 1, in order to achieve compliance with new and pending mandated federal EPA regulations, KU filed a n  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 incurred. The ECR plan detailed upgrades that will be made to certain of KIJ's coal-fired 
generating plants to continue to be compliant with EPA regulations. 

In November 201 1, KIJ filed a unanimous settlement agreement, stipulation and recommendation with the KPSC. In December 201 1 ,  KIJ 
received KPSC approval in its proceedings relating to the ECR plan. The KPSC Order approved the terms of the November 201 1 settlement 
agreement entered into between KIJ and the parties to the ECR proceedings. The KPSC Order authorized the installation of environmental 
upgrades a t  certain plants during 201 2-2016 representing approximate capital costs of $900 million at KU. In connection with the approved 
projects, the KPSC Order allows recovery tkrough the ECR rate mechanism of  the capital costs and operating expenses of the projects and 
granted CPCN for their construction. The KPSC Order also confirmed an existing 10.63% authorized return on equity for projects remaining 
from earlier ECR plans and provided for an authorized return on equity of 10.10% for the approved projects in the 201 1 ECR proceedings. The 
KPSC Order  noted KU's consent to defer the requested approval for certain environmental upgrades at its E.W. Brown generating plant, which 
represented approximately $200 million in capital costs. KU retained the right to operate and dispatch the E.W. Brown generating plant in 
accordance with applicable environmental standards and the right to request approval of the deferred projects and related costs in future 
regulatory proceedings. See Note 6 to the Financial Statements for additional information. 

In December 2009, a major snowstorm hit KIJ's Virginia service area causing approximately 30,000 customer outages. During the normal 2009 
Virginia Annual Information Filing (AIF), KU requested that the VSCC establish a regulatory asset and defer for future recovery $6 million in 
incremental operation and maintenance expenses related to the storm restoration. In March 201 1, the VSCC Staff issued its report on 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 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 20 1 1, 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. K U  received approval in its 201 I base rate case to recover this regulatory asset over a five-year 
period ending October 2016. 

In September 2009, the KPSC approved the deferral of $57 million of costs associated with a severe ice storm that occurred in January 2009 and 
a wind stonn that occurred in February 2009. Additionally, in December 2008, the KPSC approved the deferral of $2 million of costs associated 
with high winds from the remnants of Hurricane Ike in September 2008 KU received approval in its 2010 base rate case to recover these 
regulatory assets over a ten-year period beginning August 20 10. 

___ Virginia ___ Rate Ca>e 

In April 201 1, KU filed an application with the VSCC requesting an annual increase in electric base rates for its Virginia jurisdictional ctistorners 
of $9 million, or 14%. 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 I ,  the VSCC approved the stipulation with two modifications that were accepted by  KU. The VSCC issued an 
Order closing the proceeding in October 201 1. The approved 
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revenue increase was $7 million annually, based on a return on equity of 10.3%, with new base rates effective November 1,201 1. 

previously noted, K U ' s  results for the time periods after October 3 I ,  2010 are on a basis o f  accounting different from its results for time 
periods prior to November 1, 2010. When discussing KU's results of operations material differences resulting from the different basis of 
accounting will be isolated for purposes of comparability. See "Overview - Successor and Predecessor Financial Presentation" for further 
information. 

The utility business is affected by seasonal weather. As a result, operating revenues (and associated operating expenses) are not generated 
evenly throughout the year. Revenue and earnings are generally higher during the first and third quarters and lower during the second quarter 
due io weather. 

The following table summarizes the significant components of net income for 201 1,2010, and 2009 and the changes therein: 

Earnings 
Successor % Combined Successor 

Change Two Months 
Year Ended 201 1 Year Ended Ended 

December 31, vs. December 31,  December 31, 
201 1 2010 2010 2010 

Operating Revenues 
Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, otiier than income 

Total Operating Expenses 
Other Income (Expense) - net 
Interest Expense 
income Taxes 
Net Income 

$ 1,548 2 %  1.511 $ 263 
516 4 495 78 
112 (36) I75 28 
362 8 3 36 65 
186 28 145 26 

19 90 I O  1 
1,195 3 1,161 I98 

(1) (200) I . ,  
70 '(4 78 IO 

104 6 98 20 
$ I78 2 %  175 $ 35 

Predecessor Y O  Predecessor 
Ten Months Change 

Ended 2010 Year Ended 

2010 2009 2009 
December 31, October 31, vs. 

$ 1,248 
417 
147 
271 
1': 

9 

963 
I 

68 
78 

$ 140 

'v changes in the components of Net Income between these periods were due to the following factors. 

Margin 
Other operation and maintenance 
Depreciation 
Taxes, other than income 
Other Income (Expense) -net  
Interest Expense 
Income Taxes 

$ 1.355 
434 
I99 
306 
133 

14 
1,086 

6 
75 
67 

9; 133 

0 See "Statcment of  Income Analysis - Margin - Changes in Non-GAAP Financial Measures" for an explanation of margin. 

0 Othcr operation and maintenance increased in 201 1 compared with 2010, primarily due to $19 million of higher steam costs, the result of 
increase scope of  scheduled outages including those at Ghent and Green River plants, along with higher variable costs from increased 
generation. 

Other opcration and maintenance increased in 2010 compared with 2009, primarily due to higher administrative and general costs of $13 
million, higher steam costs of  $6 million and higher transmission operation costs of $5 million. Administrative and general costs increased 
due to higher bad debt  costs, higher labor costs and higher property and public liability insurance costs. 

Depreciation expense was $25 million higher in 201 1 compared with 2010, due to TC2 commencing dispatch in January 201 1 

Taxes, other than income increased in 201 1 compared with 2010, primarily due to a $5 million clean coal incentive tax credit that K U  was 
able to apply to property tax in 2010. 

e 

e 
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o Income taxes increased in 2010 compared with 2009, primarily due to the $28 million impact of higher pre-tax income, primarily due to 
margin. 

' 2  Oiitlook 

KU projects lower earnings in 2012 compared with 201 1, as revenue increases are not expected to offset operating expense increases, including 
depreciation, due to more plant in service. Actual results will be dependent on the effects of  the economy and the impact of weather on retail 
sales among other variables. As a result of the stay out provision established in the settlement of the PPL-LKE acquisition, KII is generally 
unable to implement an increase in base rates in Kentucky before January 1,2013. 

Earnings in 20 12 are subject to various risks and uncertainties. See "Forward-Looking Information," the rest of this Item 7, Notes 6 and 15 to  
the Financial Statements and "Business," and "Risk Factors" in this Form 10-K for a discussion of the risks, uncertainties and factors that may 
impact future earnings. 

Statement of Income Analysis -- 
Margin 

Non-GAAP Financial Meas-uxe 

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 KU's operations. In calculating this measure, utility revenues and expenses associated with approved 
cost recovery tracking mechanisms -re offset. These mechanisms allow for recovery o f  certain expenses, returns on capital investments 
associated with environmental r e g h t i o n s  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 equipnient is recorded as 
"Depreciation" expense. As a result, this measure represents the net revenues from KU's operations. l'his performance measure is used, in 
conjunction with other information, internally by senior management to manage operations and analyze actual results compared with budget. 

Reconciliation of  Non-GAAP Financial Measures 

e following tables reconcile "Operating Income" to "Margin" as defined by KU for 201 1, 2010 and 2009, 

201 1 Successor 
Operating 

Margin Other (a) Income (b) 

Operating Revenues 
Operating Expenses 

Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than income 

Total Operating Expenses 
Total 

Operating Revenues 
Opcrating Expenses 

Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than income 

Total Operating Expenses 
Total 

$ 1,548 $ 1,548 

516 
112 
49 $ 313 
48 138 

19 19 
725 470 1,195 

$ 823 $ (470) $ 353 

Successor 
Two MOII~IIS Ended December 31,2010 

Operating 
Mnrxin Other (a) income (b) 

$ 263 $ 263 

78 78 
28 28 
6 8  59 65 
6 20 26 

1 1 
I I 8  80 198 

$ 145 $ (80) $ 65 

516 
112 
362 
186 

Predecessor 
Ten Months Ended October 31,2010 

Operating 
Margin Other (a) Income (b) 

$ 1,248 $ 1,248 

417 
I47 
29 $ 242 
29 90 

9 
622 34 I 963 

$ 626 $ (341) $ 285 

417 
I47 
27 I 
I19 

9 
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2009 Predecessor 
Operating 

Margin Otlier (a) income (b) 

$ 1,355 $ 1,355 

434 434 
I99 199 
32 $ 274 306 
30 I03 133 

14 14 
695 391 1,086 

$ 660 $ (391) $ 269 

:rating Revenues 
,perating Expenses 

Fuel 
Energy purchases 
Other operation and maintenance 
Depreciation 
Taxes, other than income 

Total Operating Expenses 
Total 

Cd) 
(b) 

Represents amounts excluded from Margin. 
As reported on the Statements of Income. 

ChanFes in Non-GAAP Financial Measures 

Margins were higher by $52 million for 201 1 compared with 2010. New KPSC rates went into effect on August 1, 2010, contributing an 
additional $64 million in operating revenues over the prior year. Partially offsetting the rate increase were lower retail volumes resulting from 
weather and economic conditions. 

Other Operation and Maintenance 

Changes in other operation and maintenance expense were due to the following: 

2010 vs. 2009 2011 vs. 2010 

Fuel for generation (a) 
Steam operation (b) 
Dishbution maintenance 
Steam maintenance (c) 
Transmission operation (d) 
Administrative and general (e) 
Other generation maintenance 

'ler 
J t d  

(a) Fuel handline costs are in( ded in fut \ I  " for electric generation on the Statements of 
the Statements of Income for the Predecessor's periods. 

come r 

$ 6 $  
IO 

9 

1 
4 

2 
(3) 

5 
13 

(1) 
7 

(2) 3 
(3) 5 

$ 26 $ 30 

: Successor's periods and are in other operation and maintenance expense on 

(b) 
(c) 
(d) 

(e) 

Steam operation costs increased in 201 I compared with 2010, due to increased generation, the result of TC2 commencing dispatch in 201 1 I 
Steam maintenancc costs increased in 201 I compared with 2010, due to an increase in the scope of scheduled outages including those at Ghent and Green River. 
Transmission operation costs increased in 2010 compared with 2009, primarily due to a settlement agreement with a third party resulting in the establishment of a regulatory 
asset in 2009, net of twelve months of amortization expense recorded in 2010. 
Administrative and general costs increased in 201 1 compared with 2010, due to higher outside services costs of$2  millicn, higher labor costs of$l million and higher pension 
costs of $1 million, partially offset by $2 million of  lower bad debt costs. 

Administrative and general costs increased in 2010 compared with 2009, due higher bad debt costs o f  to $4 million, higher labor costs of  $1 million, and higher properly and 
public liability insurance costs of $2 million. Bad debt costs increased in 2010 compared with 2009, due to higher billed revenues and a higher net charge-off percentage, 
partially offset by higher late payment charges. 

Depreciation 

Changes in depreciation were due to the following: 

2010 vs. 2009 201 1 vs. 2010 

TC2 (dispatch began in January 201 1) 
E.W. Brown sulfur dioxide scrubber equipment (placed in-service in June 2010) 
Ghent Unit 2 sulfur dioxide scrubber equipment (placed in-service in May 2009) 
Other 
Total 

$ 25 
8 $  7 

3 
8 2 

$ 41 $ 12 
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Taxes, Other Than fncome 

Taxes, other than income increased by $9 million in 201 1 compared with 2010 primarily due to a $5 million state coal  tax credit that was applied 
% I O  property taxes. The remaining increase was due to higher assessments, primarily from significant property additions. 

Interest Expense 

The changes i n  interest expense were due to: 

Interest rates (a) 
L.ong-term debt balances (b) 
Other 
Total 

2011 vs. 2010 2010 vs. 2009 

(3) 
1 

$ (18) $ 
8 
2 5 

$ (8) $ 3 

(a) 
(b) 

Interest rates on the first mortgage bonds issued in November 2010 were lower than the rates on the loans from the Fidelia Corporations in place through October 201 0. 
KU’s long-term debt principal balance was$169 million higlieras of December 31,2010 compared with December31,2009 and did not change from December 31,2010 to 
December 3 I ,  201 I .  The higher interest expense in 201 1 was the result of higher long-term debt balances for the last two months of2010. 

income Taxes 

Changes in income taxes were due to the following: 

Higher pre-tax income 
Other 
Total 

2010 vs. 2009 201 1 vs. 2010 

$ 4 $  28 
2 3 

$ h $  31 

- Financial --. Condition __ 

Liquidity a n d  Capital Resources 

J expects to continue to have adequate liquidity available through operating cash flows, cash and cash equivalents and its credit facilities. KU 
,rrently h a s  no plans to access capital markets in 2012. 

KU’s cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties including, but not 
limited to: 

e 

e 

e 

e 

e 

e 

0 

e 

e 

* 

0 

changes in market prices for electricity; 
changes in commodity prices that may increase the cost of producing power or decrease the amount KIJ receives from selling power; 
operational and credit risks associated with selling and marketing products in the wholesale power markets; 
unusual or extreme weather that may damage KIJ’s transmission and distribution facilities or affect energy sales to customers; 
reliance on transmission and distribution facilities that KU does not own or control to deliver its electricity and natural gas; 
unavailability of generating units (due to unscheduled or longer-than-anticipated generation outages, weather and natural disasters) and the 
resulting loss of revenues and additional costs of replacement electricity; 
the ability to recover and the timeliness and adequacy of recovery of costs associated with regulated utility businesses; 
costs of compliance with existing and new environmental laws; 
any adverse outcome of legal proceedings and investigations with respect to KCJ’s current and past business activities; 
deterioration in the financial markets that could make obtaining new sources of bank and capital markets funding more difftcult and more 
costly; and 
a downgrade in KU’s credit ratings that could adversely affect its ability to access capital and increase the cost of credit facilities and any 
new debt. 

See “Item I A. Risk Factors” for further discussion of  risks and uncertainties affecting KU’s cash flows 

At December 3 I ,  KU had the following: 
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I and cash equivalents 

Successor 
201 1 2010 

$ 31 $ 3 %  

Predecessor 
2009 , 

2 

The changes in KIJ's cash and cash equivalents position resulted from: 

Net cash provided by operating activities 
Net cash provided by (used in) investing activities 
Net cash provided by (used in) financing activities 
Net Increase (Decrease) in Cash and Cash Equivalents 

Successor 
Two Months 

December 31, December 31, 
201 1 2010 

s 438 $ 29 

Year Ended Ended 

(273) (88) 

Predecessor I Ten Months 
Ended 

October 31, 
2010 

344 

Year Ended 
December 31, 

2009 

$ 253 
(507) 
254 

Auction ____-___ Rate Securities 

At December 31, 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. Therefore, the interest rate continues to be set by a formula pursuant to the relevant indentures. For the period ended 
December 3 1,201 1, the weighted-average rate on KU's auction rate bonds in total was 0.27%. 

See Note 7 to the Financial Statements for additional information about long-term debt securities. 

Operating Activities 

Net cash provided by operating activities increased by 17%, or $65 million, in 201 1 compared with 2010, primarily as a result of: 

0 

- 
an increase in net income adjusted for non-cash effects of $1 15 million (deferred income taxes and investment tax credits of $81 million and 
depreciation of $41 million, partially offset by defined benefit plans - expense of$2 million and other noncash items of $8 million); 
a net decrease in working capital related to unbilled revenues of$21 million due to colder weather in December 2010 as compared with 
December 2009, and milder weather in December 201 I as  compared with December 2010; partially offset by 
an increase in discretionary defined benefit plan contributions of $30 million made in order to achieve KU's long-term funding 
requirements; 
the timing of ECR collections of $28 million; and 
an increase in cash outflows related to accrued taxes of$19 million due to  an accrual in excess ofpayments made in 2010 for the 2010 tax 
year and the payment ofthe 2010 tax liability in 201 1, along with payments made in 201 1 over the accrual for the 201 1 tax year. 

o 

Net cash providcd by operating activities increased by 47%, or $120 million, in 2010 compared with 2009, primarily as a result of: 

o 

0 

lower storm expenses of $59 million; 
the timing of ECR collections of$48 million; 
a decrease in cash outflows related to inventory of $27 million, primarily due to a nominal change in inventory levels in 2010 and lower 
consumption in 2009 due to lower generation; and 
an increase in net income adjusted for non-cash effects of $8 million (depreciation of $12 million and other noncash items of $1 1 million, 
partially offset by defcrred income taxes and investment tax credits of  $47 million and defined benefit plans - expense of $10 million), 
partially offset by 
higher interest payments of  $14 million due to an accelerated settlement with E.ON AG. 

o 

0 
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__ Investing-Acts-&s 

The primary use of cash in investing activities in 201 I ,  2010 and 2009 was capital expenditures. See "Forecasted lJses ofcash"  for detail 
arding projected capital expenditures for the years 2012 through 201 6. 

Net cash used in investing activities decreased by 36%, or $ I  55 million, in 201 1 compared with 2010, as a result of a decrease in capital 
expenditures of $ I  55 million, primarily due to the completion of KU's scrubber program in 2010 and TC2 being dispatched in 201 1. 

Net cash used in investing activities decreased by 16%, or $79 million, in 2010 compared with 2009, as a result of a decrease in capital 
expenditures of $88 million, primarily due  to lower expenditures related to the construction o f  TC2 and major storm events that occurred in 
2009, partially offset by a decrease in restricted cash of $9 million. 

Financing Activities 

Net cash used in financing activities w a s  $137 million in 201 I compared with net cash provided by financing activities of  $56 million in 2010, 
primarily as a result of less long-term debt issuances and higher dividends to LKE. 

In 201 I ,  cash used in financing activities consisted of: 

0 the payment of common stock dividends to LKE o f  $124 million; 
a net decrease in notes payable with affiliates of  $10 million; and 
the payment of debt issuance and credit facility costs of  $3 million. 0 

Net cash provided by financing activities was $56 million in 2010 compared with $254 million in 2009. In spite ofsignificant new debt 
issuances associated with the repayments to E.ON AG affiliates in connection with PF! ,'s acquisition of LKE, cash provided by financing was 
less in 2010 due to lower increases in debt in 2010 and the payment o f  dividends in 2010; whereas, KU received equity contributions in 2009. 

In the two months of 2010 following the acquisition, cash provided by financing activities o f  the Successor consisted of: 

o 

o 

the issuance of first mortgage bonds of $1,489 million after discounts and 
the issuance of debt of  $l,33 1 million to a PPL affiliate to repay debt due to an E.ON AG affiliate upon the closing of PPL's acquisition of  
LKE, partially offset by 
the rcpayment of debt to an E.ON AG affiliate of $1,331 million upon the closing o f  PPL's acquisition of  LKE; 
the repayment of debt to a PPI., affiliate of $1,331 million upon the issuance of first mortgage bonds; 
a net decrease in notes payable with affiliates of $83 million; and 
the payment of debt issuance and credit facility costs of $17 million. 

o 

o 

0 

In the ten months of 2010 preceding PPL's acquisition of L,KE, cash used in financing activities by the Predecessor consisted of: 

o 

0 

the payment of common stock dividends to LKE of $50 million, partially offset by 
a net increase in notes payable with affiliates of $48 million. 

In 2009, cash provided by financing activities of the Predecessor consisted of: 

o 

0 

o 

the issuance of debt of $150 million to an E.ON AG affiliate; 
the receipt of capital contributions of $75 million from LKE; and 
a net increase in notes payable with affiliates of $29 million. 

See "Forecasted Sources of Cash" for a discussion of KU's plans to issue debt securities, as well as a discussion of credit facility capacity 
available to KU.  Also see "Forecasted Uses of Cash" for a discussion of  plans to pay dividends on common securities in the future, as well as 
maturities of long-term dcbt. 

KU's long-term debt securities activity through December 31,201 1 was: 
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Debt 
lssuanees Retirement 

?-cash Exchanges (a)@) 
KU First Mortgage Bonds 

Total Exclianged 

(a) 
(b) 

Issuances are net of pricing discounts, where applicable and exclude the impact of debt issuance costs. 
In April 201 I ,  KU filed a 201 I Registration Statement with the SEC related to offers to exchange securities issued in November 2010 in transactions not registered under the 
Securities Act or 1933 with similar but registered securities. The registration 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 Statements for additional information about long-term debt securities. 

Foreca&dSpurces of Cash 

KU expects to continue to have sufficient sources of cash available in the near term, including various credit facilities and operating cash 
flow. KU currently has no plans to access capital markets in 2012. In February 2012, KU established a commercial paper program for up to 
$250 million to provide an additional financing source to fund its short-term liquidity needs. Commercial paper issuances will be supported by 
KU's Syndicated Credit Facility. 

Credit Facilities 

A t  December 3 I ,  201 I ,  KU's total committed borrowing capacity under its credit facilities and the use of this borrowing capacity were: 

Letters of Unused 
Capacity Borrowed Credit Issued Capacity 

Syndicated Credit Facility (a) (c) 
Letter of Credit Facility (b) 

$ 400 
198 

$ 400 
$ I98 

(a) 

(b) 

In June 201 I ,  K U  amended its Syndicated Credit Facility such that the fees and the spread to benchmark interest rates for borrowings depend upon KU's  senior secured long- 
term debt rating rather than the senior unsecured debt rating. 
In April 201 I ,  K U  entered into a new $198 million letter of credit facility that has been used to issue letters of credit to support outstanding tax-exempt bonds. K U  pays 
customary commitment and letter o f  credit fees under the new facilityy. The facility matures in April 2014. In August 201 I ,  K U  amended its letter of credit facility such that 
the fees depend upon KU's senior secured long-term debt rating rather than the senior unsecured debt rating. 
In October 201 I ,  K U  amended its Syndicated Credit Facility. The amendment included extending the expiration date from December 2014 lo October 2016. Under this 
facility K U  continues to have the ability to make cash borrowings and to request the lenders to issue letters of  credit. 

) 

T h e  commitments under KU's credit facilities are provided by a diverse bank group, with no one bank and its affiliates providing an aggregate 
commitment of more than 19% ofthe total committed capacity available to KU. 

KU participates in an intcrcompany money pool agreement whereby LKE andor  LG&E make available to KIJ funds up to $500 million at an 
intercst rate based on a market index ofcommercial paper issues. At December 31, 201 1, there was 110 balance outstanding. At December 31, 
2010, $10 million was outstanding. The interest rate for the period ended December 31,2010 was 0.25%. 

See  Note 7 to the Financial Statements for further discussion of KU's credit facilities. 

Operating Leases 

KIJ also has available funding sources that are provided through operating leases. KIJ leases office space and certain equipment. These leasing 
structures provide KU additional operating and financing flexibility. The operating leases contain covenants tfiat are typical for these 
agreements, such as maintaining insurance, maintaining corporate existence and timely payment of rent and other fees. 

See  Note 1 1 to the Financial Statements for further discussion of the operating leases. 

_~ Forecasted Uses _I of ___- -  Cash 

In addition to expenditures required for normal operating activities, such as purchased power, payroll, fuel and taxes, KU currently expects to 
incur future cash outflows for capital expenditures, various contractual obligations, payment of dividends on its common securities and possibly 
the purchase or redemption of a portion of debt securities. 
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Capilal Expenditures 

The table below shows K1J's current capital expenditure projections for the years 2012 through 2016. 

Construction expenditures (a) 
Generating facilities (b) 
Distribution facilities 
Transmission facilities (c) 
Environmental 
Other 

Total Construction Expenditures 

Projected 
201 2 2013 2014 2015 2016 

$ 129 $ 177 $ 217 $ 173 $ 65 
78 95 86 103 I 0 0  
57 49 53 43 40 

379 453 41 1 233 51 
13 21 21 24 22 

656 $ 795 $ 788 $ 576 $ 278 -. $ 

(a) 
(b) 

(c) 

Constwction expenditures include AFUDC, which is not expected to be significant for the years 2012 through 2016. 
Includes approximately $500 million of currently estimable costs related to replacement generation units due to EPA regulations not recoverable through the ECR 
mechanism. KU expects to recover these costs over a period equivalent to the related depreciable lives of the assets through future rate proceedings. 
Includes approximately $30 million of currently estimable transmission costs related to replacement generation units. KU expects to recover these costs over a period 
equivalent to the related depreciable lives of tlie assets through future rate proceedings 

KU's capital expenditure projections for the years 2012 through 201 6 total approximately $3.1 billion. Capital expenditure plans are revised 
periodically to  reflect changcs in operational, market and regulatory conditions. This table includes current estimates for KU's environmental 
projects related to ncw and anticipated EPA compliance standards. Actual costs may be significantly lower or higher depending on the final 
requirements and market conditions. Certain environmental compliance costs incurred by KU in serving KPSC jurisdictional customers are 
generally eligible for recovery through the ECR mechanism. 

KU plans to firnd its capital expenditures in 201 2 with cash on hand, cash from operations and short-term debt 

Coiltractiral Ohligalions 

KU has assurned various financial obligations and commitments in the ordinary course of conducting its business. At  December 3 1,201 1, the 
estimated contractual cash obligations of KU were: 

Total 2012 2013 - 2014 2015 - 2016 After 2016 

Jgterm Debt (a) 
.trterest on L.ong-term Debt (b) 
Operating Leases (c) 
Coal and Natural Gas Purchase 

Unconditional Power Purchase 

Construction Obligations (f) 
Pension Benefit Plan Obligations (g) 
Other Obligations (11) 
Total Contractual Cash Obligations 

Obligations (d) 

Obligations (e) 

1,85 1 
1,546 $ 65 

34 9 

1,107 404 

31 I 
294 

15 

9 
217 

15 
13 3 

$ 5,171 $ 722 

$ 
131 

14 

250 $ I ,60 I 
135 1,215 

7 4 

549 152 2 

18 
70 

20 
6 

264 
1 

5 5 
$ 7x7 $ 575 ,% 3,087 

Reflects principal maturities only based on stated maturity dates. See Note 7 to the Financial Statements for a discussion of  variable-rate remarketable bonds issued on behalf 
of KU. KU docs not have any significant capital lease obligations. 
Assumes interest payments through stated maturity. The payments herein are subject to change, as payments for debt that is or becomes variable-rate debt Iiave been estimated. 
See Note 1 1 to the Financial Statements for additional information. 
Represents contracts to purchase coal, natural gas and natural gas transportation. See Note I5 to the Financial Statements for additional information. 
Represents future minimum payments under OVEC power purchase agreements through June 2040. See Note I5 to the Financial Statements for additional information. 
Represents construction commitments, including commitments for the Ghent landfill and Brown SCR construction including associated material transport systems for coal 
combustion residuals, which are also reflected in the Capital Expenditures table presented above. 
Based on the current funded status of L.KE's qualified pension plan, which covers KU employees, no cash contributions are required. See Note 13 to tlie Financial Statements 
for a discussion of expected contributions. 
Represents other contractual obligations. Purchase orders made in the ordinary course of  business are excluded from the amounts presented. 

Dividends 

From time to time, as determined by its Board of Directors, K U  pays dividends to its sole shareholder, L.KE. 
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As discussed in Note 7 to the Financial Statements, KU's ability to pay dividends is limited under a covenant in its $400 million revolving line of 
credit facility. This covenant restricts the debt to total capital ratio to not more than 70%. 

*chase or Redemption of Debt Securities 

KU will continue to evaluate purchasing or redeeming outstanding debt securities and may decide to take action depending upon prevailing 
market conditions arid available cash. 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of KU. Based on their respective independent reviews, the 
rating agencies 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 K U  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 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 KU's credit 
ratings could result in higher borrowing costs and reduced access to capital markets. 

In KU's 201 1 Registration Statement, KIJ 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 o f  such disclosure, in a registrant's registration statement or section I O(a) prospectus, KU is limiting its credit rating 
disclosure to a description o f  the actions taken by the rating agencies with respect to KU's ratings, but without stating what ratings have been 
assigned to KIJ's securities The ratings assigned by the rating ager-ies to KU and its securities may be found, without charge, on each of the 
respective ratings agencies' websites, which ratings together with d l  other inforination 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 Moody's affirmed its ratings for KU;  
S&P revised the outlook and lowered the issuer, senior secured and short-term ratings of KU;  and 
Fitch affirmed its ratings for KU. 

In April 201 I ,  S&P took the following actions following the completion of PPL,'s acquisition of  WPD Midlands: 

revised the outlook for KU; 
raised its short-term ratings of KU; and 
affirmed its long-term ratings for KU.  

0 

In May 201 1, S&P downgraded its long-term rating of four series ofpollution control bonds issued on behalf of KU by one notch in connection 
with the substitution o f t h e  letters of credit enhancing these four bonds. 

In September 201 1, Moody's affirmed its issuer rating for KIJ. 

In November 201 1, Moody's and S&P affirmed their ratings for KU. . 
In December 201 1,  Fitch affirmed its ratings for K U  

Rat ings-Tiggm 

KU has varicm 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 terminate the 
contract, if KIJ's credit rating were to fall below investment grade. See Note 19 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 December 3 1, 20 1 1. At December 3 I ,  201 I ,  if KIJ's credit ratings had been below investment grade, the maximum 
amount that KU would have been 
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required to post as additional collateral t o  counterparties was $20 million for both derivative and non-derivative commodity and commodity- 
related contracts used in its generation and marketing operations. 

Walance Sheet Arrangements 

KU has entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note 15 to the 
Financial Statements for a discussion of  these agreements. 

Risk Management 

Market R>k 

KU is exposed to market risk from equity instruments, interest rate instruments and commodity instruments, 1s discussed below. However, 
regulatory cost recovery mechanisms significantly mitigate those risks. See Notes 1, 18 and 1 9  to the Financial Statements for information about 
KU'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. 

Commodity Price Risk (Non-trading) 

KU's rates are set by regulatory commissions and the fuel costs incurred are directly recoverablc 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 KU's  or L,G&E's customers. KU managed its energy 
commodity risk using derivative instruments, including swaps and forward contracts. See Note 19 to the Financial Statements for additional 
disclosures. 

The balance and change in net fair value of KU's commodity derivative contracts for the periods ended December 31,201 I ,  2010, and 2009 were 
not significant. 

Merest Rate Risk 

-1 has issued debt to finance its operations, which exposes it  to interest rate risk. At December 31,201 1 and 2010, KU's potential annual 
exposure to increased 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 estimated that a 10% decrease in interest rates at December 31,201 1, 
would increase the fair value of its dcbt portfolio by $72 million compared with $73 million at  December 31, 2010. 

KU had no intercst rate hedges outstanding at December 31,201 1 and December 31,2010. 

-- 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. KU maintains an allowance for doubtful accounts based on a historical charge-off percentage for retail customers. Allowances for 
doubtful accounts from wholesale and municipal customers and miscellaneous receivables are based on specific identification by 
 management^ Retail, wholesale and municipal customer accounts are written-off aAer four months of no payment activity. Miscellaneous 
receivables are written-off as management determines them to be uncollectible. 

Certain of KlJ's derivative instruments contain provisions that require it to provide immediate and on-going collateralization of derivative 
instruments in net liability positions based upon KU's credit ratings from each of the major credit rating agencies. See Notes I8 and 19 to the 
Financial Statements for information regarding exposure and the risk management activities. 
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Related Party Transactions 

VU is not  aware of any material ownership interest or operating responsibility by senior management in outside partnerships, including leasing 
tsactions with variable interest entities or other entities doing business with KU. See Note 16 to the Financial Statements for additional 

.ormation on 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 
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 o p e r h g  and maintenance expenses; monetary 
fines, penalties or forfeitures or other restrictions. Many of these environmental law considerations are also applicable to the operations of key 
suppliers, or customers, such as coal producers, industrial power users, etc.; and may impact the costs for their products or their demand for KU's 
services. See "Item 1 ~ Business - Environmental Matters" and Note 1.5 to the Financial Statements for a discussion of environmental matters. 

NgwAcco~nn_ting C-uidancx 

See Note 24 to the Financial Statements for a discussion of new accounting guidance pending adoption. 

Applic&on_sff_(2itical AccountingPolici@ 

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 7'3 particularly important to the financial condition or results of operations, and require 
estimates or other judgments of matters inherently uncertain. Changes in the estimates or other judgments included within these accounting 
policies could result in a significant change to the information presented in the Financial Statements (these accounting policies are also discussed 
in Note 1 to the Financial Statements) KlJ's senior management has reviewed these critical accounting policies, the following disclosures 
regarding their application and the estimates and assumptions regarding them, with PPL's Audit Committee. 

1) Revenue Recognition - Unbilled Revenue 

venues related to the sale of energy are recorded when service is rendered or when energy is delivered to  customers. Because customers of 
J ' s  retail operations are billed on cycles which vary based on the timing of the actual reading of their electric meters, KU records estimates for 

unbilled revenues at the end of each reporting period. Such unbilled revenue amounts reflect estimates of the amount of energy delivered to 
customers since the date of the last reading of their meters. Such unbilled revenues reflect consideration of estimated usage by customer class, 
the effect of  different rate schedules, changes in weather, and where applicable, the impact of weather normalization or other regulatory 
provisions of rate structures. I n  addition to the unbilled revenue accrual resulting from cycle billing, KU makes additional accruals resulting 
from the timing of customer bills. The accrual of unbilled revenues in this mariner properly matches revenues and related costs. At 
December 31,201 1 and 2010 KU had unbilled revenue balances of$91 million and $89 million 

2) Price Risk Management 

See "Financial Condition - Risk Management" above. 

3) Defined Benefits 

KLI participates in a qualified funded defined benefit pension and a funded other postretirement benefits plan. These plans are applicable to the 
majority of the employees of KU and are sponsored by LKE. LKE allocates a portion of the liability and net periodic defined benefit pension 
a n d  other postretirement costs of the plans to KU based on its participation. KU records an asset or liability to recognize the funded status of all 
defined benefit plans with an offsetting entry to regulatory assets or liabilities. Consequently, the funded status of all defined benefit plans is 
fully recognized on the Balance Sheets. See Note 13 to the Financial Statements for additional information about the plans and the accounting 
for defined benefits 

Certain assumptions are made by LKE regarding the valuation of benefit obligations and the performance of plan assets. When accounting for 
defined benefits, delayed recognition in earnings of differences between actual results and expected or estimated results is a guiding 
principle. Annual net periodic defined benefit costs are recorded in current earnings based on 
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estimated results. Any differences between actual and estimated results are recorded in regulatory assets and liabilities for  amounts that are 
expected to be recovered through regulated customer rates. These amounts in regulatory assets and liabilities are amortized to income over 
Citture periods. T h e  delayed recognition allows for a smoothed recognition of costs over the working lives of the employees who benefit under 

plans. The primary assumptions are: 

o Discount Rate  - The discount rate is used in calculating the present value ofbenefits, which is based on projections of benefit payments to 
be made in the future. The objective in selecting the discount rate is to measure the single amount that, if invested at the measurement date 
in a portfolio of high-quality debt instruments, would provide the necessary future cash flows to pay the accumulated benefits when due. 

e Expected Long-term Return on Plan Assets - Management projects the long-term rates of return on plan assets based on historical 
perfonnance, future expectations and periodic portfolio rebalancing among the diversified asset classes. These projected returns reduce the 
net benefit costs KU records currently. 

a Rate of Compensation Increase - Management projects employees' annual pay increases, which are used to project employees' pension 
bcnefits at retirement. 

o Health Care Cost Trend Rate '- Management projects the expected increases in the cost of health care. 

In selecting a discount rate for its defined benefit plans, L.KE starts with a cash flow analysis of the expected benefit payment stream for its 
plans In 2010, these plan-specific cash flows were matched against a spot-rate yield curve to determine the assumed discount rate. To develop 
the spot-rate yield curve, the full univcrse of Aa-rated non-callable (or callable with make-whole provisions) bonds, served as the base from 
which those with the lowest and highest yields were eliminated to develop an appropriate subset of bonds from which the ultimate yield curve 
would be built. At that time, management believed this plan-specific cash flow inatching model represented the best available tool for estimating 
the discount rate. Beginning in 201 I ,  L.KE utilized a new tool that enhanced this plan-specific cash flow matching methodology by primarily 
matching the plan-specific cash flows against :f-.; coupons and expected maturity values of individually selected bonds. This bond matching 
process begins with the same universe of Aa-rdted coqorate bonds from which those with the lowest and highest yields were eliminated, similar 
to the yield curvc approach. Individual bonds are then selected based on the timing of each plan's cash flows and parameters are established as 
to the percentage of each individual bond issue that could be hypothetically purchased and the surplus reinvestment rates to be assumed. This 
process more accurately approximated the process of settlement of  the obligations which better aligned with the objective of  selecting the 
discount rate. At December 3 I ,  201 1 L,KE decreased the discount rate for its pension plan from 5.52% to 5.12% and decreased the discount rate 
for its other postretirement benefit plan from 5.12% to 4.78%. 

expected long-term rates of return for LKE's defined benefit pension and other postretirement benefit plans have been developed using a 
.,est-estimate of expected returns, volatilities and correlations for each asset class. LKE management corroborates these rates with expected 
long-term rates o f  return calculated by it5 independent actuary, who uses a building block approach that begins with a risk-free rate of return 
with factors being added such as inflation, duration, credit spreads and equity risk. Each plan's specific asset allocation is also considered in 
developing a reasonable return assumption. At December 3 I ,  20 1 I ,  LKE's expected return on plan assets W ~ S  7.25%. 

In selecting a rate of compensation increase, L.KE considers past experience in light of  movements in inflation rates. At  December 3 1,201 I ,  
LKE's rate of compensation increase changed from 5.25% to 4 00%. 

In selecting health care cost trend rates LKE considers past performance and forecasts of health care costs. At December 3 I ,  201 1,  LKE's health 
care cost trend rates were 8.50% for 2012, gradually declining to 5.50% for 2019. 

A variance in t h e  assuinptions listed above could have a significant impact on accrued defined benefit liabilities or assets, reported annual net 
periodic defincd benefit costs and regulatory assets and liabilities allocated to KIJ. While the charts below reflect either an increase or decrease 
in each assumption, the inverse of the change would impact the accrued defined benefit liabilities or assets, reported annual net periodic defined 
benefit costs and  regulatory assets and liabilities for KU by a similar amount in the opposite direction. The sensitivities below reflect an 
evaluation of  the change based solely on a change in that assumption and does not include income tax effects. 

At December 3 1,201 I ,  the defined benefit plans were recorded as follows: 

Pension liabilities 
Other postretirement benefit liabilities 

83 
62 
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The following chart rcflccts the sensitivities in the December 3 I ,  20 1 1 Balance Sheet associated with a change in certain assumptions based on 
KU's primary defined benefit plans. 

Increase (Decrease) 
Impact on Impact on 

Change in defined benefit Impact on regulatory 
Actuarial assumption assumption liabilities OCI assets 

Increase (Decrease) 
Impact on Impact on 

Change in defined benefit Impact on regulatory 
Actuarial assumption assumption liabilities OCI assets 

Discount Rate 
Rate or Compensation Increase 
Health Care Cost Trend Rate (a) 

(0.25)% .% 
0.25% 

I % 

15 
3 
4 

15 
3 
4 

(a) Only impacts other postretirement benefits. 

In 201 1 and 2010, KU recognized net periodic defined benefit costs charged to operating expense o f $ I 4  million. 

The following chart rcflects the  sensitivities in the 201 1 Statement oflncome (excluding income tax effects) associated with a change in certain 
assumptions based on KU's primary defined benefit plans. 

Actuarial assumption Change in assumption Impact on defined benefit costs 

Discount Rate 
Expected Return on Plan Assets 
Rate of Compensation Increase 
Iiealth Care Cost Trend Rate (a) 

(0.25)% $ 
(0.25)% 

0.25% 
I %  

2 
I 
1 

(a) Only impacts other postretirement benefits. 

4) Asset Impairment 

Impairment analyses are performed for long-lived assets that are sub,ject to depreciation or amortization whenever events or changes in 
Circumstances indicate that a long-lived asset's carrying value may not be recoverable. For these long-lived assets classified as held and used, 
such events or changes in circumstances are: 

a significant decrease in the market price of an asset; 
a significant advcrse change in the extent or manner in which an  asset is being used or in  its physical condition; 
a significant adverse change in legal factors or in the business climate; 
an accumulation of costs significantly in excess of the amount originally expected for the acquisition or construction of an asset; 
a current-period operating or cash flow loss combined with a history of losses or a forecast that demonstrates continuing losses; or 
a ciirrent expectation that, more likely than not, an asset will be sold or otherwise disposed of significantly before the end of its previously 
estimated useful life. 

o 

s 

o 

o 

For a long-lived asset classified as held and used, impairment is recognized when the carrying amount of the asset is not recoverable and exceeds 
its fair value The carrying amount is not recoverable if it exceeds the sum of thc  undiscounted cash flows expected to result from the use and 
eventual disposition of the asset. If the asset is impaired, an impairment loss is recorded to adjust the asset's carrying value to its estimated fair 
value. Management must make  significant judgments to estimate future cash flows including the useful lives of long-lived assets, the fair value 
of the  assets and management's intent to use the assets. Alternate courses of action are considered to recover the carrying value o f a  long-lived 
asset, and estimated cash flows from the "most likely" alternative are used to assess impairment whenever one allernative is clearly the most 
likely outcome. I f  no alternative is clearly the most likely, then a probability-weighted approach is used taking into consideration estimated cash 
flows from the alternatives. For assets tested for impairment as ofthe balance sheet date, the estimates of future cash flows used in that lest 
consider the likelihood of possible outcomes that existed at the balance sheet date, including the assessment of the likelihood of a future sale of  
the assets. That assessment is not revised based on events that occur after the balance sheet date. Changes in assumptions and estimates could 
result in significantly different results than those identified and recorded in the financial statements. 

For a long-lived asset classified as held for sale, impairment exists when the carrying amount of the asset (disposal group) exceeds its fair value 
less cost to sell. If  the asset (disposal group) is impaired, an impairment loss is recorded to adjust the carrying amount to its fair value less cost 
to sell. A gain is recognized for any subsequent increase in fair value less cost to sell, but not in excess of the cumulative impairment 
recognized. 
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For determining fair value, quoted market prices in active markets are the best evidence. However, when market prices are unavailable, KU 
considers all valuation techniques appropriate under the circumstances and for which market participant inputs can be obtained. Generally 
%counted cash flows are used to estimate fair value, which incorporates market participant inputs when available. Discounted cash flows are 

culated by estimating future cash flow streams and zpplying appropriate discount rates to determine the present value of the  cash flow 
.learns. 

In 201 1, K U  did not recognize an impairment of any long-lived assets. 

Goodwill is tested for impairment at the reporling unit level. KU's reporting unit has been determined to be at the operating segment level. A 
goodwill impairment test is performed annually or more frequently if events or changes in circumstances indicate that the carrying value of the 
reporting unit may be greater than the unit's fair value. Additionally, goodwill is tested for impairment after a portion of goodwill has been 
allocated to a business to be disposed of. Goodwill is tested for impairment using a two-step approach. In step 1, KU identifies a potential 
impairirnntby comparing the estimated fair value of KIJ (the goodwill reporting unit) to its carrying value, including goodwill, on the 
measurement date. If the estimated fair value exceeds its carrying amount, goodwill is not considered impaired. If the carrying amount exceeds 
the estimated fair value, the second step is performed to measure the amount of impairment loss, if any. 

The second step requires a calculation o f t h e  implied fair value of goodwill, which is determined in the same manner as the amount of goodwill 
in a business combination. That is, the estimated fair value is allocated to all of  KU's assets and liabilities as if ICU had been acquired in a 
business combination and the estimated fair value of KIJ was the price paid. The excess of the estimated fair value of KU over the amounts 
assigned to its assets and liabilities is the implied fair value of  goodwill. The implied fair value of  goodwill is then compared with the carrying 
amount of that goodwill. If the carrying amount exceeds the implied fair value, an impairment loss is recognized in an amount equal to that 
excess. The loss recognized cannot exceed the carrying amount of the reporting unit's goodwill. 

KU tested goodwill for impairment in the fourth quarter of201 1 and no impairment was recognized. Management used both discounted cash 
flows and market multiples to estimztr the fair valuc of LKE, which involved the use of significant estimates and assumptions. Applying an 
appropriate weighting to both the discounted cash flow and market multiple valuations, a decrease in the forecasted cash flows o f  IO%, an 
increase in the discount rate by 2.5 basis points, or a IOYO decrease in the multiples would not have resulted in an impairment of goodwill. 

5) Loss Accruals 

Losses are accrued for the estimated impacts of various conditions, situations or circumstances involving uncertain or contingent future 
wtcomes. For loss contingencies, the loss must be accrued if ( I )  information is available that indicates it  is probable that a loss has been 

:urred, given the likelihood of the uncertain future events and (2) the amount of the loss can be reasonably estimated. Accounting guidance 
,:fines "probable" as cases in which "the future event or events are likely to occur." The accrual of contingencies that might result in gains is not 
recorded unless recovery is assured. Potential loss contingencies for environmental remediation, litigation claims, regulatory penalties and other 
events are continuously assessed. 

The accounting aspects of estimated loss accruals include (1) the initial identification and recording of the loss, (2) the determination of 
triggering events for reducing a recorded loss accrual and (3) the ongoing assessment as to whether a recorded loss accrual is sufficient. All 
three of these aspects require significant judgment by management. Internal expertise and outside experts (such as lawyers and engineers) are 
used, as necessary to help estimate the probability that a loss has been incurred and the amount (or range) of the loss. 

In 201 1, no significant adjustments were made to KU's existing contingencies. See Note 15 to the Financial Statements for commitment and 
contingency disclosures. 

Certain other events have been identified that could give rise to a loss, but that do not meet the conditions for accrual. Such events are disclosed, 
but not recorded, when it is reasonably possible that a loss has been incurred. Accounting guidance defines "reasonably possible" as cases in 
which "the future event or events occurring is more than remote, but less than likely to occur." See Note 15 to the Financial Statements for 
disclosure of other potential loss contingencies that have not met the criteria for accrual. 

When an estimated loss is accrued, the triggering events for subsequently adjusting the loss accrual are identified, where applicable. The 
triggering events generally occur when the contingency has been resolved and the actual loss is paid or written off, or when the risk of loss has 
diminished or been eliminated. The following are some of the triggering events that provide for the adjustment of certain recorded loss accruals: 
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o Allowances for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been 
exhausted, a better estimate of the allowance is determined or underlying amounts are ultimately collected. 

Environmental and other litigation contingencies are reduced when the contingency is resolved, K U  makes actual payments, a better 
estimate ofthe loss is determined or the loss is no longer considered probable. 

Loss accruals are reviewed on a regular basis to assure that the recorded potential loss exposures are appropriate. This involves ongoing 
communication and analyses with internal and external legal counsel, engineers, operation management and other parties. 

6) Asset Retirement Obligations 

KU is required to recognize a liability for legal obiigations associated with the retirement of long-lived assets. The initial obligation is measured 
at its estiniated fair value. An equivalent amount is recorded as an increase in the value ofthe capitalized asset and allocated to expense over the 
useful life ofthe asset. Until the obligation is settled, the liability is increased, through the recognition ofaccretion expense in the Statements of 
Income, for changes in the obligation due to the passage of time. The accretion and depreciation are offset with a regulatory credit on the 
income statement, such that there is no earnings impact. The reguiatory asset created by the regulatory credit is relieved when the ARO has been 
settled. An ARO must be recognized when incurred if the fair value of the ARO can be reasonably estimated. See Note 21 to the Financial 
Statements for related disclosures. 

In determining AROs, managcinent must make significant judgments and estimates to calculate fair value. Fair value is developed using an 
expected present value technique based on assumptions o f  market participants that considers estimated retirement costs in current period dollars 
that are inflated to the anticipated retirement date and then discounted back to the date the ARO was incurred. Changes in assumptions and 
estimates included within the calculations ofthe fair value of  AROs could result in significantly different results than those identified and 
recorded in the financial statements. Estimated ARO costs and settlement dates, which affect the carrying value o f  various AROs and the related 
assets, are reviewed periodically to ensure that any material changes are incorporated into the estimate of  the obligations. Any change to the 
capitalized asset is amorti;cd over the remaining life of the associated long-lived asset. 

At December 3 1, 201 1, KU had AROs totaling $61 million recorded on the Balance Sheet. Of the total amount, $40 million, or 66%, relates to 
KU's ash ponds. The most significant assumptions surrounding AROs are the forecasted retirement costs, the discount rates and the inflation 
rates. A variance in the forecasted retirement costs, the discount rates or the inflation rates could have a significant impact on the ARO 
liabilities. 

e following chart reflects the sensitivities related to KU's ARO liabilities for ash ponds at December 31, 201 1: 

Retirement Cost 
Discount Rate 
Inflation Rate 

Cliange in impact on 
Assumption ARO Liability 

i 0% $ 4 
(0,25)% 2 
0.25% 2 

7) 1 ncome Taxes 

Significant management judgment is required in developing KIJ's provision for income taxes primarily due to the uncertainty related to tax 
positions taken or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation allowances. 

Significant management judgment is required to determine the amount o f  benefit recognized related to an uncertain tax position. K U  evaluates 
its tax positions following a two-step process. The first step requires an entity to determine whether, based on the technical merits supporting a 
particular tax position, it is more likely than not (greater than a SO% chance) that the tax position will be sustained. This determination assumes 
that the relevant taxing authority will examine the tax position and is aware of  all the relevant facts surrounding the tax position. The second 
step requires an entity to recognize in the financial statements the benefit of a tax position that meets the more-likely-than-not recognition 
criterion. The benefit recognized is measured at the largest amount ofbenefit that has a likelihood of realization upon settlement that exceeds 
SO%. KU's management considers a number of factors in assessing the benefit to be recognized, including negotiation o f a  settlement. 

O n  a quarterly basis, KU's uncertain tax positions are reassessed by considering information known at the reporting date. Based on 
management's assessment of  new information, a tax benefit may subsequently be recognized for a previously unrecognized tax position, a 
previously recognized tax position maybe de-recognized, or the benefit of  a previously 
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recognized tax position may be remeasurcd. The amounts ultimately paid upon resolution of issues raised by taxing authorities may differ 
materially from the amounts accrued and may materially impact the financial statements in the future. 

December 3 1, 20 1 I ,  KU's existing reserve cxposure to either increases or decreases in unrecognized tax benefits during the next 12 months is 
.s than $1 million. This change could result from subsequent recognition, de-recognition and/or changes in the measurement of  uncertain tax 

positions. 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. 

The balance sheet classification of iinrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require 
significant manageiiicnt judgment. [Jnrecognized tax benefits are classified as current to the extent management expects t o  settle an uncertain 
tax position by payment or receipt of cash within one year of the reporting date. Valuation allowances are initially recorded and reevaluated 
each reporting period by assessing the iikelihood of  the ultimate realization of  a deferred tax asset. Management considers a number of factors 
in assessing the realization of a deferred tax asset, including the reverqal of temporary differences, future taxable income and ongoing prudent 
and feasible tax planning strategies Any tau planning strategy utilized in this assessment must meet the recognition and measurement criteria 
utilized to accoiint for an uncertain tax position. See Note 5 to the Financial Statements for related disclosures. 

8) Regulatory Assets and Liabilities 

KU is a cost-based rate-regulated utility. As a result, the effects of  regulatory actions are required to be reflected in the financial 
statements Assets and liabilities are recordcd that result from the regulated ratemaking process that may not be recorded under GAAP for non- 
regulated entities Regulatory assets generally represent incurred costs that have been deferred because such costs are probable of future 
recovery in regulated customer rates. Regulatory liabilities are recognized for amounts expected to be returned through future regulated 
customer rates. In certain cases, regulatory liabilities are recorded based on an understanding with the regulator that rates have been set to 
recover costs that are expected to be incurred in the future, and the regulated entity is accountable for any amounts charged pursuant to such rates 
and not yet expended for the intended purpose. The accounting for regulatory assets and liabilities is based on specific ratemaking decisions or 
precedent for each transaction or event as prescribed by the FERC, the KPSC, the VSCC or the 'Ti& See Note 6 to the Financial Statements for 
related disclosures. 

Management continually asscsses whether the regulatory assets are probable of future recovery by considering factors such as changes in the 
applicable regulatory and political environments, the ability to recover costs through regulated rates, recent rate orders to other regulated entities 
and the status of any pending or potential deregulation legislation. Based on this continual assessment, management believes the existing 
regulatory assets arc  probablc of recovery. This assessment reflects the current political and regulatory climate at the state and federal levels, 

d is subject to change in the future. If future recovery of costs ceases to be probable, then asset write-off would be required to be recognized 
operating income Additionally, the regulatory agencies can provide flexibility in the manner and timing of the depreciation of PP&E and 

amortization of reg~ilatory assets. 

At December 3 I ,  201 I and 2010, KIJ had regulatory assets of $217 million and $230 million. All regulatory assets arc either currently being 
rccovered under specific late orders, represent amounts that are expected to be recovered in future rates or benefit future periods based upon 
established regulatory practices. At December 31, 201 1 and 2010, KU had regulatory liabilities of $535 million and $574 million. 

Othe-c 1 nformat-ion 

PPL's Audit Committce has approved the independent auditor to provide audit, tax and other services permitted by Sarbanes-Oxley and SEC 
rules. The audit services include services in connection with statutory and regulatory filings, reviews of oKering documents and registration 
statements, and intcrnal control reviews. See "Item 14. Principal Accounting Fees and Services" for more information. 
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ITEMJA. OUANTITA-TIVE AND QUALITAT~VED~SCLOSUR~ES-&BOU-T-MARKE~R~S~K 

"PL Corporation, PPL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and 
xtric Company and Kentucky Utilities Company 

Reference is made to "Risk Management - Energy Marketing & Trading and Other" for PPL and PPL Energy Supply and "Risk Management" 
for PPL Electric, L.KE, L,G&E a n d  KIJ in "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations." 
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ReportofIndepsdenLReg&tered-P-ublic_Accou-nmg Firm 

the Board of Directors and Shareowners of PPL. Corporation 

<e have audited the accompanying consolidated balance sheets of PPL, Corporation and subsidiaries as of December 3 I ,  201 1 and 2010, and the 
related consolidated statements of income, comprehensive income, equity, and cash flows for  each of the three years in the period ended 
December 31, 201 1. Our audits also included the financial statement schedule listed in the index at Item IS(a) These financial statements and 
schedule are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements and 
schedule based on our audits We did not audit the 2010 financial statements of LG&E and KU Energy LLC (LKE), a wholly owned subsidiary, 
which statements reflect total assets of $10,719 million as of December 31, 2010, and total revenues of  $493 million for the period November I ,  
2010 (date of acquisition) to December 31,2010. Those statements were audited by other auditors whose report has been furnished to us, and our 
opinion, insofar as it  relates to the amounts included for M E ,  is based solely on the report of the other auditors. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board ([Jnited States). Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. We believe that our audits and the report of other auditors provide a reasonable basis for our opinion. 

In our opinion, based on our audits and, for 2010, the report of other auditors, the financial statements referred to above present fairly, in all 
material respects, the consolidated financial position of PPL, Corporation and subsidiaries at December 31, 201 1 and 2010, and the consolidated 
results of their operations and their cash flows for each of the three years in the period ended December 31, 201 1,  in conformity with U.S. 
generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when considered in relation to the basic 
financial statements taken as a whole, presents fairly in all material respects the information set forth therein. 

We also have audited, in  accordance with the standards of the Public Company Accaming Ovzrsight Board (United States), PPL Corporation's 
internal control over financial reporting as of December 3 1, 201 1, based on criteria established in Internal Control-Integrated Framework issued 
by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 28, 2012 expressed an unqualified 
opinion thereon. 

Is /  Ernst & Young LLP 

Philadelphia, Pennsylvania 
February 28,201 2 
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ReLort of Independent Re~iste~ed-Public_A-cco-un_tin~ Firm 

To the Board of Directors and Shareowners of PPL. Corporation 

, e  have  audited PPL Corporation's internal control over financial reporting as of December 31, 201 1, based on criteria established in Internal 
Control-Integrated Framework issued by the Committee of  Sponsoring Organizations of the Treadway Commission (the COSO criteria). PPL 
Corporation's management is responsible for maintaining effective internal control over financial reporting, and for its assessment of the 
effectiveness of internal control over financial reporting included in Management's Report on Internal Control over Financial Reporting at Item 
9A. Our responsibility is to express an opinion on the company's internal control over financial reporting based on our audit. 

We conducted our audit in accordance with the standards of  the Public Company Accounting Oversight Board (United States). Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether effective iriiernal control over financial reporting was 
maintained in all material respects. Our audit incllided obtaining an understanding of internal control over financial reporting, assessing the risk 
that a material weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and 
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our 
opinion. 

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for  external purposes in accordance with generally accepted accounting principles. A 
company's internal control over financial reporting includes those policies and procedures that (1) pertain to  the maintenance of records that, in 
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance 
that transactions are recorded as necessary to permit preparation of financial statements in accordance with U.S. generally accepted accounting 
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of management and 
directors of the company; and ( 3 )  provide reasonable assurance regarding prevention or timely detection o f  unauthorized acquisition, use, or 
disposi+n of the company's assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may nor prevent or detect misstatements. Also, projections of any 
evaluation of effectiveness lo fiiture periods are subject to  the risk that controls may become inadequate because o f  changes in conditions, or that 
the degree of compliance with the policies or procedures may deteriorate. 

A s  set forth in Item 9A, Management's Report on Internal Control over Financial Reporting, management's assessment of and conclusion on the 
-ffectiveness of internal control over financial reporting did not include the internal controls of WPD Midlands, which is included in the 201 I 

wolidated financial statements of PPL Corporation and subsidiaries and constituted 19% and 27% of total assets and net assets, respectively, 
, of December 3 1, 20 I 1 and 6% and 9% of revenues and net income, respectively, for the year then ended. Our audit of internal control over 

financial reporting of PPL Corporation and subsidiaries also did not include an evaluation of the internal control over financial reporting of WPD 
Midlands. 

In our opinion, PPL Corporation maintained, in all material respects, effective internal control over financial reporting as of December 31, 201 1, 
based on the COSO criteria. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated 
balance sheets of  PPL. Corporation and subsidiaries as o f  December 31, 201 1 and 2010, and the related consolidated statements of income, 
comprehensive income, equity, and cash flows for each o f  the three years in the period ended December 3 1, 201 1 and our report dated February 
28, 20 12 expressed an unqualified opinion thereon. 

Is/ Ernst & Young LLP 

Philadelphia, Pennsylvania 
February 28,201 2 
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Rep-orLoflndependen t-Registered Public A<c-o-unAingFir-m 

the Board of Managers and Sole Member of PPL Energy Supply, LLC 

We have audited the  accompanying consolidated balance sheets of PPL Energy Supply, LLC and subsidiaries as of December 31, 201 1 and 
2010, and the related consolidated statements of income, comprehensive income, equity, and cash flows for each of the three years in the period 
ended December 3 1, 201 1 ~ These financial statements are the responsibility of the Company's management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (IJnited States). Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. We were not engaged to perform an audit of the Company's internal control over financial reporlipg. Our audits included 
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but 
not for the purpose o f  expressing an opinion on the effectiveness of  the Company's internal control over financial reporting. Accordingly, we 
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial 
statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of PPL, 
Energy Supply, L L C  and subsidiaries at December 31, 201 1 and 2010, and the consolidated results of their operations and their cash flows for 
each or the three years in the period ended December 31,201 1, in conformity with U S .  generally accepted accounting principles. 

Is1 Emst & Young LLP 

Philadelphia, Pennsylvania 
February 28,20 12 
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- -  Rep-ort ~ of Independent Registered Public.A.ccounting.~i~m 

the Board of Directors and Shareowners of PPL Electric [Jtilities Corporation 

We have audited the accompanying consolidated balance sheets of PPL, Electric Utilities Corporation and subsidiaries as of December 31, 201 1 
and 2010, and the related consolidated statements of income, shareowners' equity, and cash flows for each of the three years in the period ended 
December 3 I ,  201 1.  These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion 
on these financial statements based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards 
require that we aian and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. We were not engaged t r  perfwm an audit of the Company's internal control over financial reporting. Our audits included 
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the Company's internal control over financial reporting. Accordingly, we 
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial 
statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all inaterial respects, the csnsolidated financial position of PPL 
Electric Utilities Corporation and  subsidiaries at December 31, 201 1 and 2010, and the consolidated results of their operations and their cash 
flows for each of the three years in the period ended December 3 1,201 1 ,  in conformity with U S .  generally accepted accounting principles. 

Is /  Ernst & Young LLP 

Philadelphia, Pennsylvania 
February 28,2012 
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Repo-rtoFl-n-d-ependen t Registered Public Awo&ntjng.FiLm 

the Board of Directors and Sole Member of L,G&E and KIJ Energy LL,C 

We have audited the accompanying consolidated balance sheet of LG&E and KU Energy LLC and subsidiaries as of December 31, 201 I ,  and 
the related consolidated statements of income, comprehensive income, cash flows, and equity for the year then ended. Our audit also included 
the financial statement schedule listed in the index at Item IS(a). Thcse financial statements and schedule are the responsibility of the Company's 
management. Our responsibility is to express an opinion on these financial statements and schedule based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (Ilnited States). Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. We were not engaged to perform an audit of the Company's internal control over financhl reporting. Our audit included 
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion o n  the effectiveness of the Company's internal control over financial reporting. Accordingly, we 
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial 
statement presentation. We believe that our audit provides a reasonable basis for our opinion. 

In our opinion, thc financial statements referred to above present fairly, in all material respects, the consolidated financial position of L.G&E and 
KU Energy L.LC and subsidiaries at December 3 I ,  201 1 and the consolidated results of their operations and their cash flows for the year then 
ended, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedulc, when 
considered in relation to the basic financial statements taken as a whole, presents fairly in all material respects the information sct forth therein. 

/SI Ernst & Young LLP 

L,ouisville, Kentucky 
February 28,2012 
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Re poLt-of-! n d_e pen-den t-Regi&red PubikAcco unt ngF&m 

the Member of L,G&E and KU Energy L,L,C 

in our opinion, the accompanying consolidated balance sheet and the related consolidated statements o f  income, retained earnings, 
comprehensive income, cash flows, and capitalization present fairly, in all material respects, the financial position of LG&E and KU Energy 
LLC and its subsidiaries (Successor Company) at December 3 1,2010 and the results of their operations and their cash flows for the period from 
November 1,  2010 to December 31, 2010 in conformity with accounting principles generally accepted in the LJnited States of America. In 
addition, in our opinion, the financial statement schedule listed in the index appearing under Item 15(a)(2) presents fairly, in all material respects, 
the information set forth therein when read in conjunction with the related consolidated financial statements. These financial statements and 
linancial statement schedule are thc responsibility of the Company’s management. Our responsibility is to express an opinion on these financial 
statements and financial statement schedule based on our audit. We conducted our audit of these sta’emests in accordance with the standards of 
the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates 
made by management, and evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our 
opinion. 

As discussed in Note 10 to the consolidated financial statements, on November 1, 2010, PPL, Corporation completed its acquisition of  LG&E 
and KU Energy L.LC and its subsidiaries. The push-down basis of accounting was used at the acquisition date. 

Is/ PricewaterhoiiseCoopers L.LP 

Louisv i 1 le, Kent uc ky 
February 25,201 1 
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Report-of-l ndepende-nt-RegisteLe-d Pub&Accounting_Firm 

the Member of LG&E and K l J  Energy LLC 

In our opinion, the accompanying consolidated statements of income, retained earnings (deficit), comprehensive income (loss), cash flows, and 
capitalization present fairly, in all material respects, the results of operations and cash flows of LG&E and KU Energy L.LC and its subsidiaries 
(formerly E.ON US. LLC, Predecessor Company) for the period from January 1,2010 to October 31, 2010 and for the year ended December 31, 
2009 in confonnity with accounting principles generally accepted in the IJnited States of America. In addition, in our opinion, the financial 
statement schedule listed in the index appearing under ltem lS(a)(2) presents fairly, in all material respects, the information set forth therein 
when read in conjunction with the related consolidated financial statements. These financial statements and financial statement schedule are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements and financial statement 
schedule based on CJLIr audits. We conducted our audits of these statements in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating 
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

As discussed in Note 10 to the consolidated financial statements, on November 1, 2010, PPL Corporation completed its acquisition of LG&E 
and KU Energy LLC and its subsidiaries The push-down basis of accounting was used at the acquisition date. 

/s/ PricewaterhoiiseCoopers L,LP 

L.ouisville, Kentucky 
February 2.5,2011 
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_ _  Report of 1 ndependent-Registered-Pu blic-As-countingFir-m 

the Board of Directors and Sole Stockholder of Louisville Gas and Electric Company 

We have audited the accompanying balance sheet of Louisville Gas and Electric Company as of December 31. 201 1, and the related stateinents 
of  income, comprehensive income, cash flows, and equity for the year then ended. These financial statements are the responsibility o f  the 
Company's managcment~ Our responsibility is to express an opinion on these financial statements based on our audit. 

We conducted ow audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. We were not engaged to perform an audit of the Company's internal control over financial reporting. Our audit included 
consideration of internal control over  financial reporting as a basis for designing audit FrcredLircS that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the Company's internal control over financial reporting. Accordingly, we 
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial 
statement presentation. We believe that our audit provides a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Louisville Gas and 
Electric Company at December 3 1 ,  201 1 and the results of its opcrations and its cash flows for the year then ended, in conformity with U.S. 
generally accepted accounting principles. 

I s /  Ernst & Young LLP 

Louisville, Kentucky 
February 28,2012 
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Report of IndependfiRegistere~Pu~icA~counting F k m  

1 the Stockholder of Louisville Gas and Electric Company 

In our opinion, the accompanying balance sheet and the related statements of income, retained earnings, comprehensive income, cash flows, and 
capitalization piesent fairly, in all material respects, the financial position of Louisville Gas and Electric Company (Successor Company) at 
December 31, 2010 and the results of its operations and its cash flows for the period from November 1, 2010 to December 31, 2010 in 
conformity with accounting principles generally accepted in the United States of America. These financial statements are the responsibility of 
the Company's management. Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our 
audit of these statements in accordance with the standards o f  the Public Company Accounting Oversight Board (United States). Those standards 
require that we plan and perform the audit t o  obtain reasonable assurance about whether the financial statements are free of maierial 
misstatemerlt. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, 
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion. 

As discussed in Note I O  to the financial statements, on November 1, 2010, PPL Corporation completed its acquisition of LG&E and K U  Energy 
LLC and its subsidiaries. The push-down basis of accounting was used at the acquisition date. 

/s/ PricewaterhouseCoopers LL.P 

Louisville, Kentucky 
February 25,201 1 
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Repprt of IndeRend-ent Registered- PubliL&counti_ng-Fbm 

!he Stockholder of Louisville Gas and Electric Company 

In our opinion, the accompanying statements OF income, retained earnings, comprehensive income, cash flows, and  capitalization present fairly, 
in all material respects, the results of operations and cash flows of L.ouisville Gas and Electric Company (Predecessor Company) for the period 
from January I ,  2010 to October 31, 2010 and for the year ended December 31, 2009 in conformity with accounting principles generally 
accepted in the IJnited States of America. These financial statements are the responsibility of the Company’s management. Our responsibility is 
to express a n  opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with the 
standards of the Public Company Accounting Oversight Board (United States). Those standards require that w e  plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test 
brsis, rvidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable 
basis for o u r  opinion. 

As discussed in Note I O  to the financial statements, on November 1, 2010, PPL Corporation completed its acquisition ofLG&E and KU Energy 
LLC and its subsidiaries. The push-down basis of accounting was used at the acquisition date. 

/s/ PricewaterhouseCoopcrs L.LP 

L.ouisville, Kentucky 
February 25,201 1 
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Repprt~f-lndependent.Registered-Pub!i_-Accou-nting Firm 

the Board of Directors and Sole Stockholder of Kentucky IJ 

We have audited the accompanying balance sheet of  Kentuc pany as o f  December 3 1, 201 1, and the related statements of 
income, comprehensive income, cash flows, and equity for the year then ended. These financial statements are the responsibility of the 
Company's management. Our responsibility is to express an opinion on these financial statements based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. We were not engaged to perform an audit of the Company's internal control over financial reporting. Our audit included 
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the Company's internal control over financial reporting. Accordingly, we 
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the  accounting principles used and significant estimates made by management, and evaluating the overall financial 
statement presentation. W e  believe that our audit provides a reasonable basis for our opinion. 

In our  opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Kentucky lJtilities 
Company at  December 3 1 ,  201 1 and the results of its operations and its cash flows for the year then ended, in conformity with U S .  generally 
accepted accounting principles. 

i s /  Ernst & Young LLP 

Louisville, Kentucky 
February 28,201 2 
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Report of Indepp_dent Registered-Pu.bic_Accounting Firm 

the Stockholder of Kentucky Utilities Company 

In our opinion, the accompanying balance sheet and the related statements of income, retained earnings, comprehensive income, cash flows, and 
capitalization present fairly, in all material respects, the financial position of Kentucky Utilities Company (Successor Company) at December 3 I ,  
2010 and the results of its operations and its cash flows for the period from November 1, 2010 to December 31, 2010 in conformity with 
accounting principles generally accepted in the IJnited States of America. These financial statements are the responsibility of the Company's 
management. Our responsibility is t o  express an opinion on these financial statements based on our audit. We conducted our audit of these 
statements in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free orriiaterial misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting 
principles used and significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our 
audit provides a reasonable basis for our  opinion. 

As discussed in Note 10 to the financial statements, on November 1,2010, PPL Corporation completed its acquisition of LG&E and KU Energy 
LLC and its subsidiaries. The push-down basis of accounting was used at the acquisition date. 

Is1 PricewaterhouseCoopers LLP 

Louisville, Kentucky 
February 25,201 I 
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_ _  Repo~tof-iMepp_ndenLRegiste~ed_Pu blic Accou_nting Firm 

the Stockholder of Kentucky Utilities Company 

In our opinion, the accompanying statements of income, retained earnings, comprehensive income, cash flows, and capitalization present fairly, 
in all material respects, the results of operations and cash flows of Kentucky Utilities Company (Predecessor Company) for the period from 
January I ,  2010 to October 31, 2010 and for the year ended December 31, 2009 in conformity with accounting principles generally accepted in 
the United States of America. These financial statements are the responsibility of the Company’s management. Our responsibility is to express 
an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with the standards of 
the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the finamial $tatements, assessing the accounting principles used and significant estimates 
made by management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our 
opinion. 

As discussed in Note 10 to the financial statements, on November 1, 2010, PPL Corporation completed its acquisition of L.G&E and KU Energy 
LLC and its subsidiaries. The push-down basis of accounting was used at the acquisition date. 

l s l  PricewaterhouseCoopers LLP 

Louisville, Kentucky 
February 25,201 I 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 

CONSOLIDATED STATEMENTS OF INCOME FOR THE YEARS ENDED DECEMBER 31, 
PPL, Corporation and Subsidiaries 

'lioiis o/ D(J//ws, exte/,/ \ h i  L' d(i/o) 
201 1 2010 2009 

Operating Revenues 
lltility $ 6,292 $ 3,668 $ 3,902 

Wholesale energy marketing 
LJnregulated retail electric and gas 726 415 152 

Unrealized economic activity (Note 19) 1,407 (805) (229) 

Total Operating Revenues 12,737 8,S2 I 7,449 

Realized 3,807 4,832 3,184 

Net energy trading margins (2) - 2 17 
Energy-related businesses 507 409 42 3 

Operating Expenses 
Operation 

Fuel 
Energy purchases 

Realized 
Unrealized economic activity (Note 19) 

Other operation and maintenance 
Amortization of recoverable transition costs 

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

Operating Income 

1,946 1,235 920 

2,130 2,773 2,625 
1,123 (286) 155 
2,667 1,756 1,418 

304 
960 556 455 
326 238 280 

383 396 - 484 
9,636 6,655 6,553 

3,101 1,866 896 

Other Income (Expense) - net 4 (31) 47 

'!ier-Than-Temporary Impairments 6 3 18 

Interest Expense 898 593 387 

Income from Continuing Operations Before Income Taxes 2,201 1.239 538 

Income Taxes 

Income from Continning Operations After Income Taxes 

Income (L,oss) from Discontinued Operations (net of income taxes) 

Net Income 

Net Income Attributable to Noncontrolling Interests 

Net lncome Attributable to PPL Corporation 

Amounts Attributable to PPL Corporation: 
Income from Continuing Operations After Income Taxes 
Income (L,oss) 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 
Diluted 

Basic 
Diluted 

Net Income Available to PPL. Corporation Common Shareowners: 

Dividends Declared Per Share o f  Common Stock 

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

69 1 263 1 05 

1,510 976 433 

2 (17) (7) 

1,512 959 426 

17 21 19 

$ 1,495 $ 938 $ 407 

$ 1,493 $ 955 $ 414 
2 (17) (7) 

$ 1,495 $ 938 $ 407 

$ 2.70 $ 2.21 $ 1.10 
$ 2.70 $ 2.20 $ 1.10 

$ 2.71 $ 2.17 $ 1 .08 
$ 2.70 $ 2.17 $ 1.08 

$ 1.40 $ 1.40 $ 1.38 

550,395 43 1,345 376,082 



Diluted 376,406 
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
FOR THE YEARS ENDED DECEMBER 31, 
"PL Corporation and Subsidiaries 

'lions of Dollot-r) 

201 1 2010 2009 

Net income $ 1,512 $ 959 $ 426 

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

Foreign currency translation adjustments, net of tax of($2), ($I), $4 
Availab!o-fCr-sale securities, net of tax of ($6), ($3 I), ($50) 
Qualifying derivatives, net of tax of($i33), ($iSS),($356) 
Equity investees' other comprehensive income (loss), net of tax of $0, $0, $0 
Defined benetit plans: 

Prior service costs, net of tax of ( $ I ) ,  ($14), ($1) 
Net actuarial gain (loss), net of tax of $58, $50, $147 
Transition obligation, net of tax of $0, ($4), $0 

Reclassifications to net income - (gains) losses, net of tax expense (benefit): 
Available-for-sale securities, net of tax of$5, $3,  $3 
Qualifying derivatives, net of  tax of $246, $84, ($92) 
Equity investees' other comprehensive income (loss), net of tax of SO, $0, $0 
Defined benefit plans: 

Prior service costs, net of tax of ($S) ,  ($7), ($8) 
Net actuarial loss, net of tax of  ($19), ($14), ($4) 
Transition obligation, net oftax of $0, ($!), ($1) 

Total other comprehensive income (loss) attributable to PPL Corporation 

Comprehensive income (loss) 
Comprehensive income attributable to noncontrolling interests 

(48) (59) 101 
9 29 49 

202 219 492 
1 

10 12 13 
47 41 4 

2 1 
(309) 5s 449 

1,203 1,017 875 
17 21 19 

'omprehensive income (loss) attributable to PPL Corporation s 1,186 $ 996 $ 856 

The occonipoityiiig Notes to Firiuticial Statenieitts are ut7 integral part oftliefiiioiicial stateiiients. 
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C O N S O L I D A T E D  S T A T E M E N T S  O F  C A S H  F L O W S  F O R  T H E  Y E A R S  E N D E D  D E C E M B E R  31, 
PPL, Corporation and Subsidiar ies  
‘Wl io i is  of Dollutd 

201 1 2010 2009 
AI Flows from Operating Activities 
Net income $ 1,512 $ 959 $ 426 
Adjustments to reconcile net income to net cash provided by operating activities 

Pre-tax gain from the sale o f  the Maine hydroelectric generation business (25) (38) 
Depreciation 96 1 567 47 1 
Amortization 254 21 3 389 
Defined benefit plans - expense 205 102 70 
Deferred income taxes and investment tax credits 582 24 I 104 
Impairment of assets 13 120 127 
Unrealized (gains) losses on derivatives, and other hedging activities (314) 542 329 

Other 36 57 13 

Accounts receivable (89) (100) 76 

6 

Provision for Montana hydroelectric litigation (74) 66 8 

Change in current assets and current liabilities 

Accounts payable (36) 216 (150) 
Unbilled revenue 64 (100) 
Prepay men ts 294 (318) (17) 
Counterparty collateral (190) (18) 334 
Pricc risk management assets and liabilities 2 (24) (23 1) 
Taxes (104) 2 0  (3) 
Rcgulatory assets and liabilities, net 106 (1 10) 31 
Accrued interest 109 50 (20) 
Other 4 28 80 

Defined benefit plans - funding (667) (396) t 185) 
Other assets (62) (45) 12 
Other liabilities (99) (12) 20 

Otiie, operating activities 

Net cash provided by operating activities 2,507 2,033 1,852 
Cash Flows from Investing Activities 

Expenditures for property, plant and equipment (2,487) (1,597) (1,225) 
Proceeds from the sale of certain non-core generation facilities 

roceeds from the sale of the Long lsland generation business 
381 

124 
,Jroceeds from the sale of the Maine hydroelectric generation business 
Acquisition of WPD Midlands <5,763) 
Acquisition of LKE, net o f  cash acquired 
Purchases of nuclear plant decommissioning trust investments (169) (128) (227) 
Proceeds from the sale of nuclcar plant decommissioning trust investments 156 1 I4 201 
Proceeds from the sale of other investments 16.3 I54 
Net (increase) decrease in restricted cash and cash equivalents (143) 85  218 
Other investing activities (90) ( 5 3 )  (82) 

38 81 

(6,s 12) 

Net cash provided by (used in) investing activities (7,952) (8,229) (880) 

Retirement of long-term debt (1,210) (20) (1,016) 

Payment of common stock dividends (746) (566) (517) 
Redemption of preferred stock of a subsidiary 
Debt issuance and credit facility costs (102) (175) (21) 
Net increase (decrease) in short-term debt (125) 70 (52) 
Other financing activities (92) (31) (23) 

Net cash provided by (used in) financing activities 5,767 6,307 (1,271) 

Cash and Cash Equivalents at Beginning of Period 925 80 1 1,100 

Cash Flows from Financing Activities 
Issuance of long-term debt 5,745 4,642 298 

Issuance of common stock 2,297 2,44 1 60 

(54) 

Effect o f  Exchange Rates on Cash and Cash Equivalents 
Net Increase (Decrease) in Cash and Cash Equivalents 277 124 (299) 

$ 1,202 $ 925 $ 80 1 Cash and Cash Equivalents at End of Period 

Supplemental Disclosures of Cash Flow Information 

(45) 13  

Cash paid (received) during the period for: 
Interest - net of amount capitalized $ 696 %: 458 $ 460 
Income taxes - net $ (76) $ 313 $ 16 

The accontpairyitig Nom IO Fitxnrciul SIulentetiIs ore 017 itilegial pun of Ilie fitioncia/ slntenieiils 
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CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
PPL, Corporation and Subsidiaries 
' I  dillioiis o/Do/lttrs. slitires i i t  t / i ~ ~ i i . ~ t i i i d ~ )  

. s e t s  

Current Assets 
Cash and cash equivalents 
Short-term investments 
Restricted cash and cash equivalents 
Accounts receivable (less reserve: 20 1 I ,  $54; 2010, $55) 

Customer 
Other 

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

Investments 
Nuclear plant dccoinniissioning trust funds 
Other investments 
Total Investments 

Property, Plant and Equipment 
Regulated utility plant 
L.ess: accumulated depreciation - regulated utility plant 

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

Generation 
Nuclear fuel 
Other 

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

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

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

Total Assets 

201 1 2010 

$ 1,202 $ 92 5 
16 163 

152 28 

742 6.52 
85 90 

830 789 
654 64 3 
160 43 5 

2,548 1,918 
374 

9 85 
28 86 

6,426 6,188 

640 618 
78 75 

71 8 693 

22,994 15,994 
3,534 3,03 7 

19.460 12,957 

10,514 
658 
637 

10,165 
578 
403 

5,676 5,440 
6,133 5,706 
1,673 2,160 

27,266 20,823 

1,349 
4,114 
1,065 

920 

1,180 
I ,76 1 

966 
655 

790 57 1 
8,238 5,133 

!$ 42,648 $ 32,831 

(a) At December 3 I ,  201 I arid December 3 I ,  2010, includes $4 16 million and $424 million oTPP&E, consisting primarily ol"Generation," including leasehold improvements, and 
$ I  I million of "Other intniigiblcs" lrom the consolidation of a VIE c hat is the owner/lessor oltlle Lower M t .  Bethel plant See Note 22 for additional information 

7 1 1 ~ .  uccoiiipuiiyiiig Notes to Fiiitiiicid Statemeuts tire u i i  iiitegrd [ J W I  o/ the J;i7~iiiciti/ .stti/ei?~eiits. 
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CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
PPL, Corporation and Subsidiaries 
'A4i/lioiis o/ Didlci~s, h n  e3 111 / l I o m c ~ d ~ , l  

201 1 2010 
,labilities and Equity 

Current Liabilities 
Short-term debt 
Long-term debt due within one year 
Accounts payable 
Taxes 
Inter-:;! 
Dividends 
Price risk management liabilities 
Counterparty collateral 
Regulatory liabilities 
Other current liabilities 
Tota I Cii ren t  L.ia bi I i ties 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxcs 
Investment tax credits 
Price risk management liabilities 
Accrued pension obligations 
Asset retirement obligations 
Regulatory liabilities 
Other deferred ciedits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Notes 6 and 15) 

quity 
PPL. Corporation Shareowners' Common Equity 

Common stock - $0.0 1 par value (a) 
Additional paid-in capital 
Earnings reinvested 
Accumulated other comprehensive loss 
Total PPL, Corporation Shareowners' Common Equity 

Noncontrolling Interests 
Total Equity 

$ 578 $ 694 
502 

1,214 1,028 
65 134 

287 166 
207 I 14 

1,570 1,144 
148 338 
73 109 

1,113 925 
5,255 5,214 

17,993 12,161 

3,326 
285 
840 

1,299 
484 

I ,0I 0 

2,563 
23 7 
470 

1,496 
435 

1,03 1 
1,060 752 
8,304 6,984 

6 5 
6,813 4,602 
4,197 4,082 
(788) (479) 

10.828 8,210 
268 268 

11,096 8,478 

$ 42,648 $ 32,837 Total Liabilities and Equity 

(a )  780,000 shares autllorized; 578,405 and 483,391 shares issued and outstanding at December 3 I ,  201 I and December 3 I ,  201 0. 

The ~ILcorlrl~orlJ~irlg Noler 1 0  Firrcrrtcicrl ~lcrlei~lerllv err e [rlr irlleg,o/ l~crrl o/ / / le / i l lcr l lCiLI /  slUlellretl1.r 
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CONSOLIDATED STATEMENTS OF EQUITY 
PPL Corporation and Subsidiaries 
/Wi/lioiis o/ Dol1ur.J;) 

December 31,2008 (b) 
Common stock issued (c) 
Common stock repurchased 
Stock-based compensation 
Net income 
Dividends, dividend equivalents, 
redemptions a n d  distributions (d) 

Other comprehensive income 
Cumulative effcct adjustment (e) 
December 31,2009 (b) 

Common stock issued (c) 
Purchase Contracts (0 
Stock-based compensation 
Net income 
Dividends, dividend equivalents, 
redemptions a n d  distributions (d) 

Other comprehensive income 
Decembcr 31, 2010 (b) 

PPL C o r p o r a t i o n  S h a r e o w n e r s  
Common 

stoclc Accumulated 
shares Additional other Non- 

outstanding Common paid-in Earnings comprehensive controlling 
(a) stock capital reinvested loss interests Total 

374,581 $ 4 $ 2,196 $ 3,862 $ (985) $ 319 $ 5,396 
2,649 - 8 3  83 

(1) 
2 

407 19 426 

(47) ( 1 )  
2 

(52 1) (19) (540) 
449 449 

377,183 $ 4 $ 2,280 $ 3,749 $ (537) $ 319 $ 5,815 
1 (1) 

106,208 $ 1 $ 2,490 
( 176) 

8 
$ 938 

$ 2,491 
( 176) 

8 
s 21 959 

(605) ( 7 4  (677) 
$ 58 58 

483,391 $ 5 $ 4,602 $ 4,082 $ (4793 $ 268 $ 8,478 

$ 2,345 
( 143) 

10 
$ 17 1,512 

Common stock issued (c) 95,014 $ 1 $ 2,344 
"urchase Contracts (0 (143) 

xk-based compensation I O  
. 4et income $ 1,495 
Dividends, dividend equivalents, 
redemptions and  distributions (d) (780) (17) (797) 

Other comprehensive loss $ (309) (309) 
578,405 $ 6 $ 6,813 $ 4,797 $ (788) $ 268 $ 11,096 December 31 ,  2011 (b) 

(a) 
(b) 
(c) 

(d) 

Shares in thousands Ench share entitles the holder to one vote on any question presented to any sliilreowners' meeting. 
See "Geiieral - Compreliensivc Income" in  Note I for disclosure of balances o f  each component of AOCl 
201 I includes the April issuance of92 million sliares ofcommon stock. See Note 7 for additional inrormation. 2010 includes the June issuance of 103 5 million shares of 
common stuck. Ench year includes sliares of common stock issued through various stock and incentive compensation plans. 
"Earnings reinvested" includes dividends and dividend equivalents on PPL Corporiition common stock and restricted stock units. "Noncontrolling interests" includes 
dividends, redemptions and distributions to noncontrolling interests. 2010 includes $54 million paid to redeem PPL. Electric's preferred stock, including an insignificant 
premi u in" 
Recorded in connection with the adoption of accounting guidance related to the recognition and presentation of  otlier-than-lempora~ impairments. 
201 I includes $123 million for the 201 I Purchase Contracts and $20 million of r.elared fees and expenses, net oftax See Note 7 for additional information. 2010 includes 
$157 million fortlie 2010 Purchase Contracts and $19 million ofrelated fees and expenses, net oftax. 

(e) 
(0 

The c l C C ( I l l ! / X I ! l ) J i ~ l ~  N(JI~T 10 /?llU!lCiU/ ~lUl~lilelllS Ll IV  UIJ ifJleg! 0 1  pCl! I I?/ l/te /;!lcl!JC;U/ S l L l l ~ ~ l ~ ! l l S  
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CONSOLIDATED STATEMENTS OF INCOME FOR THE YEARS ENDED DECEMBER 31, 
PPL Energy Supply, LLC a n d  Subsidiaries 
(Millioiis uf DoIIui.~s) 

201 1 2010 2009 
,m-ating Revenues 
Wholesale energy marketing 

Realized 
Unrealized economic activity (Note 19) 

Wholesale energy marketing to affiliate 
[Jnregulated retail electric and gas 
Net energy trading margins 
Energprelated businesses 
Total Operaling Revenues 

Operating Expenses 
Operation 

Fuel 
Energy purchases 

Realized 
Unrealized economic activity (Note 19) 

Energy purchases from affiliate 
Other operation and maintenance 

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

Operating Income 

$ 3,807 $ 4,832 $ 3,184 
1,407 (80.5) (229) 

26 320 1,806 
727 415 152 

( 2 )  2 17 
464 364 3 79 

6,429 5,128 5,309 

1,080 1,096 920 

1,160 1,636 2,5 12 
1,123 (286) 155 

3 3 70 
929 979 92 1 
244 236 196 

71 46 29 
458 357 37 1 _. -- 

5,068 4,067 5,174 

1,361 1,06 1 135 

Other Income (Expcnse) - net  23 22 44 

Other-Than-Temporary Impairments 6 3 I8 

erest Income from Affiliates 

Interest Expense 

Income (Loss) from Continuing Operations Before Income Taxes 

8 9 2 

174 208 176 

1,212 88 1 (13) 

Income Taxes 445 26 1 3 

Income (Loss) from Continuing Operations After Income Taxes 767 620 (16) 

Income (Loss) from Discontinued Operations (ne1 of  income taxes) 

Net Income 

Net Income Attributable to  Noncontrolling Interests 1 I 1 

$ 768 $ 861 $ 246 Net Income Attributable to PPL Energy Supply 

Amounts Attributable t o  PPL Energy Supply: 
Income (Loss) from Continuing Operations After Income Taxes 
Income (Loss) from Discontinued Operations (net of income taxes) 
Net Income 

$ 766 $ 619 $ (17) 
2 242 263 

$ 768 $ 861 $ 246 
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
FOR THE YEARS ENDED DECEMBER 31, 
“PL Energy Supply, LLC and Subsidiaries 

%‘oris u/ Dol/ctIs) 

Net income 

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

Foreign currency translation adjustments, net of tax of $0, ($I) ,  $4 
Availablc-for-sale securities, net of tax of ($6), ($3 l), ($SO) 
Qualifying derivatives, net of tax of ($164), ($207), ($330) 
Equity investee’s other comprehensive income (loss), net of tax of $0, $0, $0 
Defined benefit plans. 

Prior service costs, net of tax of ($2), ($8), $0 
Net actuarial gain (loss), net of tax of $1 3 ,  $36, $136 
Transition obligation, net of tax of $0, ($3), $0 

Reclassifications to net income - (gains) losses, net of tax expense (benefit): 
Availablc-for-sale securities, net of tax of $5, $3, $3 
Qualifying derivatives, net of tax of $242, $99, ($91) 
Equity investee’s other comprehensive income (loss), net of  tax of$O, $0, $0 
Defined benefit plans: 

Prior service costs, net of tax of ( $ 3 ) ,  ($5), ($6)  
Net actuarial loss, net oftax of ($2), ($14), ($3) 
Transition obligation, net of tax of $0, ( $ I ) ,  ( $ 1 )  

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

Comprehensive income (loss) 
Comprehensive income attributable io noncontrolling interests 

’wnprehensive income (loss) attributable to PPL Energy Supply 

201 1 2010 2009 

$ 769 $ 862 $ 247 

9 
267 

(7) 
(353) 

3 

4 
4 

(59) 
29 

305 

12 
(63) 

G 

(5) 
(145) 

101 
49 

454 
1 

1 
(326) 

(4) 
131 

9 
39 

I 
(97) 129 42 1 

9 
4 
1 

672 99 1 668 
I I I 

$ 671 $ 990 S 667 

The acconipuriying Naier to Fiitai~cial Stutenieiits are an integrul purt o/ tJ~ef i~~ui~ciu/  ~tutenieii t~ 
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CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31, 
PPL, Energy Supply, LLC and Subsidiaries 
‘a4r l l io t tc  o/ Dollrt&) 

201 I 2010 2009 
-.ash Flows from Operating Activities 
N e t  income $ 769 $ 862 $ 247 
Adjustments to reconcile net income to net cash provided by operating activities 

Pre-tax gain from the sale of the Maine hydroelectric generation business (25) (38) 

Amortization 137 160 75 

Impairment of assets 13 120 123 

Depreciation 245 365 327 

Defined benefit plans - expense 36 52 23 
Deferred income taxes and investment tax credits 317 (31) 141 

Unrealized (gains) losses on derivatives, and other hedging activities (283) 536 330 
Provision for Montana hydroelectric litigation (74) 66 8 
Other 25 41 14 

Accounts receivable 38 (18) 77 

Unbilled revenuc 14 (88) 9 
Collateral on PLR energy supply to affiliate 300 
Taxes 27 87 (16) 
Counterparty collateral (190) (18) 334 
Price risk management assets and liabilities 3 (27) (223) 
Other (21) 35 7 

Defined benefit plans - funding (152) (302) (1 36) 
Other assets (30) (71) 15 

(9) 76 (26) 

Change in current assets and current liabilities 

Accounts payable (89) 20 ( 1  78) 

Other operating activities 

Net cash provided by operating activities 776 1,840 1,413 

Expendituies for property, plant and equipment (661) (1,009) (907) 
’roceeds from the sale of certain non-core generation facilities 

Proceeds from thc sale of the Long Island generatian business 
Proceeds from the sale of the Maine hydroelectric gencration business 38 81 

Cash Flows from Investing Activities 

381 
124 

Expenditures for intangible assets (57) (82) (78) 
Purchases of nuclear plant decommissioning trust investments (169) (1 28) (227) 
Proceeds from the sale of nuclear plant decommissioning trust investments 156 1 I4 20 1 

Issuance of long-term notes reccivable to affiliates 

N e t  (increase) decrease in notes receivable from affiliates 

Proceeds from the sale of other investments 

Repayment of long-term notes receivable from affiliates 

N e t  (increase) decrease in restricted cash and cash equivalents (128) 84 219 
Other investing activities 8 34 6 

I54 
(1,816) 

1,816 
(198) 

Net cash providcd by (used in) invcsting activities (668) (825) (55 1) 

Retirement of long-term debt (750) (220) 

Distributions to Member (316) (4,692) (943) 
Cash included in nct assets of subsidiary distributed to member 
Net  increase (decrease) in short-term debt 50 (93) 43 
Other financing activities (1 0) (54) (1 1) 

Net cash provided by (used in) financing activities (390) (612) (1,081) 

N e t  increase (Decrease) in Cash and Cas11 Equivalents (282) 416 (2 19) 

Cash Flows from Financing Activities 
Issuance of long-term debt 500 602 

Contributions from Member 461 3,625 50 

(325) 

Effect of Exchange Rates on Cash and Cash Equivalents 13 

Cash and Cash Equivalents at  Beginning of Period 66 1 245 464 
$ 379 $ 661 $ 245 Cash and Cash Equivalents at End of Period 

C;upplementai Disclosures of Cash Flow information 
Cash paid (received) during the period for: 

lnterest - net of amount capitalized 
income taxes - net 

$ 165 $ 275 $ 274 
$ 69 $ 278 $ (91) 
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CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
PPL Energy Supply, LLC and Subsidiaries 
' WNioiis 01 Dolltirs) 

201 1 
ssets 

Current Assets 
Cash and cash equivalents 
Restricted cash and cash equivalents 
Accounts receivable (less reserve: 201 1, $15; 2010, $20) 

Customer 
Other 

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

Investments 
Nuclear plant decommissioning trust funds 
Other investments 
Total Investments 

Property, Plant and Equipment 
Regulated utility plant 
Less: accumulated depreciation - regulated utility plant 

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

Generation 
Nuclear fuel 
Other 

Non-regulated property, plant and equipment, net 
Less: accumulated depreciation - non-regulated properly, plant and equipment 

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

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

Total Assets 

$ 379 
145 

169 
31 
89 

402 
198 
298 

14 
2,527 

11 
4,263 

640 
40 

680 
-I 

2010 

$ 66 1 
19 

225 
24 

I24 
486 

297 
89 

1,907 
374 
22 

4.228 

618 
37 

G5 5 

3,269 

1031 7 
658 
245 

5,573 
5,847 

639 
6,486 

10,169 
578 
314 

5,40 1 
5,660 

594 
9,635 

86 
386 
896 
382 

1,750 2,278 

tF 13,179 $ 16,796 

765 
464 
65 1 
398 

(a) At December 31,201 1 and December 3 I, 2010, includes $416 million and $424 million of PP&E,, consisting primarily of "Generation," including leasehold improvements, and 
$ 1  I million of'"0ther intangibles" rrom the consolidation of a VIE that is the ownerllessor ofthe Lower Mt. Bethel plant. See Note 22 for additional information. 

Tlrc ucconipoiiyiiig Notes /o Fiiiu~icial Stritenients ure U I I  iiitegrol part o/ /lie /iiiciiiciol ~tutenient.~. 
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CONSOLIDATED BALANCE SWEETS AT DECEMBER 31, 
PPL Energy Supply, LLC and Subsidiaries 
‘ ~ 4 l l i o i i s  o/ Dnllurs) 

,,abilities and Equity 

Current Liabilities 
Short-term debt 
L.ong-term debt due within one year 
Accounts payable 
Accounts payable to affiliates 
Taxes 
interesi 
Price risk management liabilities 
Coun tcrparty col lateral 
Deferred income taxes 
Other ciirrent liabilifics 
Total Current 1,iabilitics 

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 
Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Note 15) 

iuity 
Aember’s equity 

Noncontrolling interests 
Total Equity 

Total Liabilities and Equity 

201 1 

$ 400 

472 
14 
?r! 
30 

1,560 
148 
315 
196 

3,225 

3,024 

1,223 
136 
785 
214 
349 
I86 

2,893 

4,019 
18 

4,037 

$ 13,179 

2010 

$ 5 3  1 
500 
592 
43 

119 
110 

1,112 
338 
216 
40 x _ _  

3,969 

5.089 

1,548 
81 

43 8 
619 
332 
21 1 

3,229 

4,49 1 
18 

4,509 

$ 16.796 



CONSOLIDATED STATEMENTS OF EQUITY 
PPL Energy Supply, LLC and Subsidiaries 
[ M i / / i o l l s  O/ / h / k c l I ' J )  

Non- 

equity interests Total 
Member's controlling 

December 31,2008 (a) 
Net income 
Other comprehensive income (loss) 
Contributions from member 
Distributions 
December 31,2009 (a) 

Net income 
Other comprehensive income (loss) 
Contributions from meniber 
Distributions 
December 31,2010 (a) 

Net income 
Other coinprehensive income (loss) 
Contributions from member 
Distri butions 
Distribution of membership interest in PPL Global (b) 
December 31,2011 (a) 

$ 4,794 $ 18 $ 4,8 12 
246 1 247 
42 1 42 1 

so 50 
(944) 

$ 4,568 $ 18 $ 4,586 

$ 861 $ I $  862 
129 129 

3,625 3,625 
(4,692) (1) (4,693) 

$ 4,491 $ 18 $ 4,509 

$ 768 $ 1 %  769 

46 I 46 1 

(943) (1) -..-. 

(97) (97) 

(316) ( 3  17) 

(a) 
(b) 

See "General - Comprehensive lncime" in Note I Tor disclosure of balances of each cornponertl o f  AOCl 
S e e  Note 9 for addilioilal inl'orrnalion 
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CONSOLIDATED STATEMENTS O F  INCOME FOR T H E  YEARS ENDED DECEMBER 31, 
PPL Electric Utilities Corporation and Subsidiaries 
(Millioii 7 q f D o h r  s) 

201 1 2010 2009 
Operating Revenues 

Retail electric 
Electric revenue from affiliate 
Total Opemting Revenlies 

Operating Expenses 

Encrgy purchases 
Energy purchases from affiliate 
Other operation and maintenance 
Amortization of recoverable transition costs 

Operation 

Depreciation 
Taxes, other than income 
Total Operating Expcnses 

$ 1,881 $ 2,448 $ 3,218 
1 1  7 74 

1,892 2,455 3,292 

73 8 1,075 I14 
26 320 1,806 

530 502 417 
304 

146 136 128 
104 138 I 94 

1,544 2,171 2,963 

Operating Income 348 284 329 

Other Income (Expense) - net 5 5 6 

Interest Income from Affiliate 2 2 4 

Interest Expense 98 99 I16 

Interest Expense with Affiliate 2 

Income Before Income Taxes 257 192 22 1 

Income Taxes 68 57 79 

et Income (a) 189 13.5 142 

Distributions on Preferred Seciirities 16 20 18 

Net Income Available to PPL Corporation 

(a) NeL income approximates comprehens ive  income 

$ 173 $ 115 $ 124 
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ish 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 
Other 

Accounts receivable 
Accotrnts payable 
Unbilled revenue 
Prepayments 
Regulatory assets and liabilities 
Taxes 
Collateral on PLR energy supply from affiliate 
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 

Cash Flows from Investing Activities 
Expenditures for property, plant and equipment 
Expenditures for intangible assets 
Net (increase) decrease in notes receivable from affiliate 
Other investing activities 

Net cash provided by (used in) investing activities 

dash Flows from Financing Activities 
Issuance of  long-term debt 
Retirement of long-term debt 
Contributions from PPL 
Redemption of preferred stock 
Payment o f  common stock dividends to PPL 
Net increase (decrease) in short-term debt 
Dividends 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 

Supplemental Disclosures of Cash Flow Information 
Cash paid (received) during the period for: 

Interest - net olainount capitalized 
Income taxes - nct 

CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31, 
PPL Electric Utilities Corporation and Subsidiaries 
(Millioiis of Dollcrrs) 

201 1 2010 2009 

$ 189 $ 13.5 $ 142 

146 136 128 
8 (23) 324 

18 20 24 
I06 198 (22) 

I 4 

645 298 

100 5.5 400 
(458) (595) 

116 (28 1 ) 2 
204 485 483 

$ 320 $ 204 $ 485 

$ 75 $ 87 $ 116 
$ (44) $ (33) $ 106 

: id stolenlellts 



CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
PPL Electric Utilities Corporation and Subsidiaries 
/Millio11s of Doll01 \, \hur.e.5 i l l  tI1o1rrt117ds) 

. s e t s  

C u r r e n t  Assets 
Cash a n d  cash equivalents 
Accounts receivable (less reserve: 201 1, $17; 2010, $17) 

Customer 
Other  

Accoun;; ieceiva'sle from affiliates 
bnbilled revenues 
Materials and supplies 
Prepayments 
Regulatory assets 
Other current assets 
Total Current Assets 

Proper ty ,  Plant and Equipment 
Regulated utility plant 
Less: accumulated depreciation - regulated utility plant 

Regulated utility plant, net 
Other, net 
Construction work in progress 
Propert,, Plant and Equipment, net 

O t h e r  Noncurrent Assets 
Regulatory assets 
Intangibles 
Othcr noncurrent assets 
Total Other Noncurrent Assets 

i'otal Assets 

201 1 201 0 

$ 320 $ 204 

27 1 
9 

35 
98 
42 
78 

268 
24 

8 
134 
47 

136 
63 

30 4 
883 888 

5,830 
2,217 
3,613 

2 
242 

3,857 

5,494 
2,123 
3,37 I 

2 
I77 

3.550 

729 592 
155 147 
81 76 

965 815 

$ 5,705 $ 5,253 



CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
PPL Electric Utilities Corporation and Subsidiaries 
" I '  . 

d / I O t l , S  o/ Dolltr,~s, ~ho,-es i l l  ~horr.stlllds) 

,labilities and Equity 

Current Liabilities 
Accounts payable 
Accounts payable t o  affiliates 
Taxes 
Interest 
Regulatory liabilities 
Customer deposits and prepayments 
Vacation 
Other current liabilities 
Total Current Liabilities 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Dekened income taxes 
Investment tax credits 
Accrued pension obligations 
Regulatory 1 iabi I ities 
Other defcrred credits and noncurrent liabilities 
Total Deferrcd Credits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Notes 6 and 15) 

Shareowners' Equity 
Preferred securities 
Common stock - no par value (a) 
Idditional paid-in capital 
darnings reinvested 
Total Equity 

201 1 2010 

171 !$ 22 1 
64 73 

23 
24 17 
53 18 
.I, ')Q 36 
22 21 
47 69 

420 478 

1,718 1,472 

1,115 93 2 
5 7 

186 259 
7 14 

147 129 
__. 

1,442 1,359 

250 
364 
979 

250 
364 
879 

532 45 1 
2,125 1,944 



CONSOLIDATED STATEMENTS OF SHAREOWNERS' EQUITY 
PPL Electric Utilities Corporation and Subsidiaries 
'V;//;(JIU' (g f h / / ( l l  S) 

December 31,2008 
Net income 
Capital contributions from PPL. 
Cash dividends deciared on preferred securities 
Cash dividends declared on common stock 
December 31,2009 

Net income 
Redemption of  preferred stock (b) 
Capital contributions from PPL, 
Cash dividends declared on preferred securities 
Cash dividends declared on common stock 
December 31,2010 

Net income 
Capital contributions from PPL. 
Cash dividends declared on preferred securities 
Cash dividends declared on common stock 
December 31,201 1 

Common 
stock 

shares Additional 
outstanding Preferred Common paid-in Earnings 

securities stock capital reinvested Total (a) 

66,368 $ 301 $ 364 $ 424 $ 557 $ 1,646 
I42 142 

400 403 
(18) (18) 

(274) (274) 
407 $ 1,896 

$ 135 $ 135 
$ (51) (3) (54) 

$ 55 5 5 
(17) (17) 

-- 66,368 $ 301 S 364 $ 824 $ 

(71) (71) 
66,368 $ 2.50 $ 364 $ 879 $ 451 $ 1,944 

(92) (92) 
532 $ 2,125 -- 66,368 $ 2 5 0  $ 364 $ 979 $ 

(a) 
'h) 

Shares in thousands. All common shares of PPL. Electric stock are owned by PPL.. 
In April 2010, PPL. Ekctric redeemed all of its outstanding preferred stock. See Note 3 for additional information. 

7lie ( I ~ ~ ( I I ~ ~ ~ I ( I I ~ ~ J ~ I ~ ~  Noles Io Nr io l~c io l  S/tr/enieri/s are ( I I I  ililegrd purr o j  /he / i ~ i t i ~ t c i ~ /  ,sluteiiieu/s 
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CONSOLIDATED STATEMENTS OF I N C O M E  
LG&E and KU Energy LLC and Subsidiaries 
/Mi/ / ioi is  o/ Dolltrr~) 

Operating Revenues 

Operating Expenses 
Operation 

Fuel 
Energy purchases 
Other operation and maintenance 

Depreciation 
Taxes, other than income 
Total Operating Expenses 

L.oss on Impairnicnt of Goodwill 

Operating Income (Loss) 

Other Income (Expense) - net 

lnterest Expense 

lnterest Expense with Affiliate 

income (Loss) from Continuing Operations Before Income 
Taxes 

come Taxes 

Income (Loss) from Continuing Operations After Income 
Taxes 

Income (L.oss) from Discontinued Operations (net of income 
taxes) 

Net Income (Loss) 

Noncontrolling Interest - Loss from Discontinued Operations 

Net Income (Loss) Attributable to Member  

Successor 
Two Months 

Year Ended Ended 
December 31, December 31, 

2011 2010 

$ 2,793 $ 494 

866 138 
238 68 
75 1 141 
334 49 

37 2 
2,226 398 

567 96 

(1) (2) 

146 20 

1 4 

41 9 70 

153 25 

266 45 

(1) 2 

265 47 

$ 265 $ 47 

Predecessor 
Ten Months 

Ended Year Ended 
October 31, December 31, 

2010 2009 

$ 2,214 $ 230 1 

723 762 
21 1 379 
586 647 
235 27 1 

21 
1,776 

31 
2.090 

1,493 

43 8 (1,082) 

14 23 

21 21 

13 1 155 

300 (1 $235) 

I09 82 

191 (1,3 17) 

5 
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
LG&E a n d  K U  Energy LLC and Subsidiaries 
'Wl iorw o/ Dolltrr s) 

Successor 
Two Months 

Net income (loss) 

Other comprehensive income (loss) 
Amounts arising during the period - gains (iGSSCS), iict of tax 

Foreign currency translation adjustments, net of tax of 

Qualifying derivatives, net of tax of$O, $0, ($7), and ($2) 
Equity investee's other coniprehcnsive income (loss), net 

Defined bencfit plans: 

(expense) benefit: 

$0, $0, $0, and $2 

of tax of $0, $0, $1 ,  and $0 

Prior servicc costs, net of tax of $ I ,  $0, $0, and $0 
Ne t  actuarial loss, net or tax of($l), ($3), $15, and ($7) 

Reclassification to net income - (gains) losscs, net of tax 
expense (bcnefit): 

Qualirying derivativcs, net of tax of $0, $0, $0, and $0 
Defined bencfit plans: 

Prior service costs, net of tax of $0, $0, (SI), and ($2) 
Net  actuarial loss, net of tax of $1 ,  $0, ($I ) ,  and ($2) 

Total other comprehensive income (loss) 

Comprehensive income (loss) 

"qncontrolling interest - loss from discontinued operations 

ather compreliensive income allocable to discontinued 

Foreign currency translation adjustments, net of tax of 
operations: 

$0, $0, $0, and ($1) 

Comprehensive income (loss) attributable to member 

Year Ended Ended 
December 31, December 31, 

201 1 2010 

s 265 $ 47 

6 

(2) 6 

263 53 

s 263 $ 53 

Predecessor 
Ten Months 

Endcd 
October 31, December 31, 

2010 2009 

$ 190 $ (1,537) 

Year Ended 

(6 )  
10 4 

I 4 
1 A 

{!O) 15 

180 (1,522) 

5 

3 

$ 180 $ (1,524) 



CONSOLIDATED STATEMENTS OF CASH FLOWS 
LG&E and K U  E n e r g y  LLC a n d  Subsidiaries  
lWilliotis I?/ Di>Ilors) 

Cash Flows from Operating Activities 
Net income (loss) 
Adjustments to reconcile net income (loss) to net cash 

provided by (used in) operating activities 
Depreciation 
Amortization of regulatory assets 
Defined benefit plans -expense 
Deferred income taxes and investment tax credits 
Unrealized (gains) losses on derivatives 
Loss from discontinued operations ~ net of tax 
L.oss on impairment of goodwill 
Other 

Change in current assets and current liabilities 
Accounts receivable 
Accounts payable 
Accounts payable to affiliates 
Unbilled revenues 
Fuel, materials and supplies 
Income tax receivable 
Taxes 
Other 

Defined benefit plans - funding 
Storm restoration regulatory asset 
Discontinued operations 
Other assets 
Other liabilities 

Other operating activities 

Net cash provided by (used in) operating activities 
ash Flows from Investing Activities 
Expenditures for property, plant and equipment 
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 

Net (increase) decrease in reslricted cash and cash 

Other investing activities 

discontinued operations 

affiliates 

equivalents 

Net cash provided by (used in) 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 longterm debt with affiliate 
Issuance of long-term debt 
Retirement of long-term debt 
Net increase (decrease) in short-term debt 
Repayment to E.ON AG affiliates 
Debt issuance and credit facility costs 
Distributions to member 
Contributions from member 
Distributions to noncontrolling interests ~ discontinued 

Net cash provided by (used in) financing activities 
operations 

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

3sh and Cash Equivalents at End of Period 

Supplemental Disclosures of Cash Flow Information 
Cash paid (received) during the period for: 

Interest - net of amount capitalized 
Income taxes - net 

Successor 
Two Months 

Year Ended Ended 
December 31, December 31, 

201 1 2010 

$ 265 $ 47 

334 49 
18 3 
51 12 

218 52 

(456) 167 
48 (18) 
11 29 

$ 59 $ I I  

Predecessor 
Ten Months 

Ended 
October 31, December 31, 

2010 2009 

F 190 $ (1,537) 

Year Ended 

235 27 1 

52 83 
65 43 
14 (33) 

1 225 
1,493 

(23) 8 

12 69 
(34) (44) 

(7)  (20) 

(2) 
18 (76) 
47 6 

41 4 
(28) 31 

I O  

900 505 
(575) 

(3) (22) 

(325) (255) 
50 725 

(87) (49) 

$ 29 $ 7 





CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
LG&E and KU Energy LLC and Subsidiaries 
/WyiIlioiis of Dollurs) 

201 1 2010 
Assets 

Current Assets 
Cash and cash equivalents 
Short-term investinents 
Accounts receivable (less reserve: 201 1, $17; 20 IO, $17) 

Customer 
3thcr  

Unbilled revenues 
Accounts receivable from affiliates 
Notes receivable from affiliates 
Fuel, materials and supplies 
Prepayments 
Income tax receivable 
Deferred income taxes 
Other inLangibles 
Regulatory assets 
Other current assets 
Total Current Assets 

$ 59 $ 

135 
14 

146 

15 
283 

22 
3 

17 
1 
9 

1 1  
16.3 

160 
33 

170 
2 

61 
298 

21 
40 
66 
58 
22 

2 5 
706 1,110 

Investments 31 31 

Property, Plant and Equipment 
ICegiilated utility plant 
Less: accumulated depreciation - regulated utility plant 

Regulated utility plant, net 
Other, net 
Yonstriiction work in progress 
Property, Plant and Equipment, net 

Other Noncurrent Assets 
Regulatory assets 
Goodwill 
Other intangibles 
Other noncurrent assets 
Total Other Noncurrent Assets 

7,519 6,230 
277 31 

7,242 6,199 
2 4 

557 1,340 
7,801 7,543 - 

620 588 
996 996 
31 4 356 
108 94 

2,038 2,034 

620 588 
996 996 
31 4 356 
108 94 

2,038 2,034 



CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
LC&E and KU Energy LLC and Subsidiaries 
'Yilliotis 01 Dollui \) 

,#abilities and Equity 

Current Liabilities 
Short-term debt 
Long-term debt due within one year 
Accounts payable 
Accounts payable to affiliates 
Customer deposits 
Taxes 
Regulatory liabilities 
Interest payable 
Salaries and benefits payable 
Other current liabilities 
Total Current Liabilities 

Long-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Investment tax credits 
Price risk inanagenient liabilities 
A.xrued pension obligatiorls 
Asset relircinent obligations 
Regulatory liabilities 
Other deferred credits and noncurrent liabilities 
Total Dcferred Credits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Notes 6 and 15) 

.ember's equity 

Total Liabilities and Equity 

201 1 2010 

224 
2 

45 
25 
20 
23 
64 

$ 163 
2 

189 
3 

46 
27 
91 
17 
69 

30 36 
433 643 

4,073 3,823 

413 
144 
55 

359 
116 

1,003 
239 250 

2,329 2,241 

240 
1 so 
32 

449 
103 

1,017 

3,74 1 4,Ol I 

$ 10,576 $ 10,718 



CONSOLIDATED STATEMENTS OF EQUITY 
LG&E and K U  Energy ELC and Subsidiaries 
Willioiis o/ Dollws) 

December 31,2008 - Predecessor (a) 
Net income 
Distributions to member 
Dividends, dividend equivalenfq and distributions 
Other c o m p r e h s i v e  inLome (loss) 
Noncontrolling interest - income (loss) from discontinued operations 
December 31,2009 - Predecessor (a) 

Net income 
Distributions to member 
Other comprehensive income (loss) 
Noncontrolling interest - income (loss) from discontinued operations 
October 31,2010 - Predecessor (a) 

Effect of PPL. acquisition 
Net income 
Contributions from member 
Distributions to member 
Other comprehensive income (loss) 
December 31,2010 - Successor (a) 

'Tt income 
stributions to member 

Other comprehensive income (loss) 
December 31,2011 - Successor (a) 

(a) See "General - Comprehensive income" in Note I for disclosure of  balances o f  each component of  AOCI 

Non- 

Equity interests Total 
Member's controlling 

$ 3,765 $ 32 $ 3,797 
(1,542) 5 ( I  ,537) 

(49) (49) 
(2) (2) 

IS 15 

$ 2,192 $ 32 $ 2,224 
3 (3) 

$ 213 $ 21 3 
47 47 

1,565 1,565 
( 100) 

6 
( 100) 

$ 4,Ol 1 $ 4,Ol 1 
6 

$ 265 $ 265 
(533) (533)  



STATEMENTS OF INCOME 
Louisville Gas and Electric Company 
’U;//;CJIIS O/ & J / h  S) 

Operating Revenues 
Retail and wholesale 
Electric revcnue 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) - nct 

Interest Expense 

Interest Expense with Affiliate 

Income Before Income Taxes 

2ome Taxes 

Net Income 

Successor 
Two Months 

Year Ended Ended 
December 31, December 31, 

201 I 2010 

$ 1,281 $ 233 
21 

1.363 254 
-- 83 

350 60 
209 61 

36 2 
363 67 
147 23 

18 1 
1,123 214 

24 I 40 

(3) 

44 7 

I 

195 29 

71 10 

$ 124 $ 19 

Predecessor 
Ten Months 

Ended 
October 31, December 31, 

201 0 2009 

Year Ended 

$ 9’78 $ 1,171 
79 10 I 

1,272 --.- 1,057 

306 328 
I42 28 I 

13 21 
28 I 323 
11.5 136 
12 16 

869 1,105 

188 I67 

17 I9 

16 17 

22 27 

167 142 

58 47 

$ 109 $ 95 

23 1 



STATEMENTS OF COMPREHENSIVE INCOME 
Louisville Gas and Electric Company 
' I  l i / / i o i r s  o/ DolIrIs) 

Successor 
Two Months 

Year Ended Ended 
December 31, December 31, 

201 1 2010 

Net  income 

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

Qualifying derivatives, net of tax of $0, $0, ($7), and ($2) 
(expense) benefit: 

Reclassifications lo net income - (gains) losses, net of tax 

Qualifying derivatives, net of lax of $0, $0, $0, and $0 
expense (benefit): 

Total otlier comprehensive income (loss) 

Comprehensive income 

$ 124 $ 19 

$ 124 $ 19 

Predecessor 
Ten Months 

Year Ended Ended 
October 31, December 31, 

2010 2009 

$ 109 $ 9s 

io  5 

(1) 
I O  4 

$ 119 $ 99 

232 -- 



STATEMENTS O F  CASH FLOWS 
Louisville G a s  and Electric Company 
'A4.1illiom o/ DoIIcirs) 

Cash Flows from Operating Activities 
Net income 
Ad,justinents to reconcile net income to ne 

by (usee in) operating activities 
aepreciation 
Defined benefit plans - expense 
Deferred incoine taxes and investnient tax credits 
Unrealized (gains) losses on derivatives 
Regulatory asset for previoiisly recorded losses on 

Other 
interest rate swaps 

Change in current assets and current liabilities 
Accounts receivable 
Accounts payable 
Accounts payable to affiliates 
Unbilled revenues 
Fuel, materials and supplies 
Other 

Defined benefit plans - firnding 
Storm restoration regulatory asset 
Other assets 
Other liabilities 

Other operating activities 

Net cash provided by (used in) operating activities 
ish Flows from Investing Activities 

Expenditures for propcrty, plant and equipment 
Proceeds from the sale of assets to affiliate 
Proceeds froin the sale of other investments 
Net (increase) decrease in restricted cash and cash 

Other investing activities 
equivalents 

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

Net increase (dccreasc) in notes payable with affiliates 
Issuance o f  long-term debt with affiliate 
Retirement of long-tcnn debt with affiliate 
Issuance of long-term debt 
Net increase (decrease) in short-term debt 
Rcpayiiient to E.ON AG affiliates 
Debt issuance and credit facility costs 
Payment of coininon stock dividends to parent 

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

Supplemental Disclosures of Cash Flow Information 
Cash paid (received) during the period for: 

Interest - net of amount capitalized 
Income taxes - net 

Successor 
Two Muntlis 

Year Ended Ended 
December 31, December 31, 

201 1 2010 

$ 124 $ 19 
-ash provided 

147 23 
21 4 
51 13 

13 5 

Predecessor 
Ten Months 

Ended 
October 3 1 ,  December 31, 

2010 2009 

$ 109 $ 95 

Year Ended 

11s 136 
20 33 
21 IS  
14 (33) 

(22) 
2 

$ 5 

$ 39 $ 36 
$ 60 $ 23 



BALANCE SHEETS A T  DECEMBER 31, 
Louisville Cas and Electric Company 
‘ “ ~ / / ~ O I J S  ( I /  Dollurs, \/lares i l l  I / l o l r s c l l J d S )  

201 I 2010 
Assets 

Current Assets 
Cash and cash equivalents 
Short-term investments 
Accounts receivable (less reserve: 201 1, $2; 2010, $2) 

Customer 
Other 

Ilnbilled revenues 
Accounts receivable f rom affiliates 
Fuel, materials and supplies 
Prepayments 
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 
Regulatory assets 
Goodwill 
Xher intangibles 
&her noncurrent assets 
Total Other Noncurrent Assets 

Total Assets 

$ 25 $ 2 
163 

62 70 
7 13 

65 81 
1 1  30 

142 162 
7 7 
9 13 

36 
6 6 

334 583 

2,600 
17 

2,956 
116 

215 385 
3,055 2,968 

2,840 2,Sb.l 

403 367 
389 389 
166 181 

31 
998 96 8 

- 40 

403 
389 
166 

367 
389 
181 
31 

998 96 8 
- 40 

$ 4,387 $ 4,s 19 

234 



BALANCE SHEETS AT DECEMBER 31, 
Louisville Gas and Electric Company 
'Wllioiu q/ Do//ct,:s, sliut) es ~ I I  t / I o I t s m d y )  

 abilities and Equity 

Current Liabilities 
Shoit-term debt 
Notes payable with affiliates 
Accounts payable 
Accounts payable to affiliates 
'Customer 5eposits 
Taxes 
Regulatory liabilities 
Salaries and benefits payable 
Other ctirrent liabilities 
Total Current 1,iabilities 

2011 201 0 

$ 163 
12 

$ 94 100 
26 20 
22 23 
13 I O  
10 51 
13 17 
21 21 

199 41 7 

Long-term Debt 1,112 I , ]  12 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Investment tax credits 
Accrued pension obligations 
Asset retirement obligations 
Regulatory liabilities 
Price risk manageincnt liabilities 
Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Notes 6 and 15) 

ocltholder's Equity 
Jommon stock - no par value (a) 
Additional paid-in capital 
Earnings reinvested 

Total Equity 

Total Liabilities and Equity 

475 41 9 
43 46 
95 126 
55 49 

478 483 
55 32 

113 I14 
1.314 1.269 

424 424 
1,278 1,278 

1,762 1,72 1 

$ 4,387 $ 4 3  19 

(a) 75,000 shares authorized; 21,294 shares issued and outstanding at December 31, 201 I and December 3 I ,  2010 

TIJe ~lccfJl l l /J~l l l~Ji l~g Notes 10 ~illollcifl /  S1U1~ll le l l1S (I1  e 011  ~ l l k ' ~ J " U /  }>Ul"1 (?/!/le / ~ l l U l l C ~ U /  S~~l~~lll~ll1S 
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STATEMENTS OF EQUlTY 
Louisville Gas and Electric Company 
'Villioiis o/ Dollory) 

Accumulated Common 
stock other 

shares Additional compreliensive 
outstanding Common paid-in Earnings income 

stock capital reinvested (loss) Iota1 (0) 

December 31,2008 - Predecessor (b) 21,294 $ 424 $ 84 $ 740 $ (14) $ 1,234 
Net incomc 95 95 

(80) 
4 

Cash dividends declared on common stock 
Other comprehensive income (loss) 4 

21,294 $ 424 $ 84 $ 755 $ (10) $ 1,253 December 31,2009 - Predecessor (b) 

(80) 

Net income $ 109 $ 109 

Other comprchcnsive income (loss) 
October 31,2010 - Predecessor 

Cash dividends declared on common stock (55 )  (55 )  
$ 10 I O  

21,294 $ 424 !$ 84 $ 809 $ $ 1,317 

Effect of PPL acqiiisition $ 1,194 $ (809) $ 38.5 
N e t  incornc 19 19 

$ 1,721 21,294 $ 424 $ 1,278 $ 19 December 31,2010 - Successor - -- -- 
Net income $ 124 $ 124 

21,294 $ 424 $ 1,278 $ 60 $ 1,762 
Cash dividends declared on common stock (83) (83) 

December 31,201 1 - Successor - 
(a) Shares in rhousands All conirnoii shares of LG&E stock are owned by LKE 

See "General ~ Comprehensive Income" in Note I for disclosure of b h m s  of each component of  AOCl 
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STATEMENTS OF INCOME 
Kentucky Utilities Company 
‘Millioirs o/’Dolkrr-~) 

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 lncoine (Expense) - net 

interest Expense 

Interest Expense with Affiliate 

Income Before Income Taxes 

:ome Taxes 

Net Income 

Successor 
T w o  Moiitlis 

December 31, December 3 1 ,  
201 1 2010 

$ 1,512 $ 26 1 
36 2 

1,548 263 

Year Ended Ended 

516 78 
29 7 
83 21 

362 65 
186 26 

19 1 
1,195 198 

353 65 

(1) 

70 8 

2 

282 55 

104 20 

$ 178 $ 35 

Predecessor 
Ten Moiitlis 

Ended Year Ended 
October 3 1 ,  December 31, 

2010 2009 

$ 1,235 $ 1,334 
13 21 

1,248 1,355 

417 434 
68 98 
79 101 

27 1 306 
1 I9 133 

9 14 
963 1,086 

28.5 269 

1 6 

6 6 

62 69 

21s 200 

78 67 

$ 140 $ 133 



STATEMENTS OF COMPREIiENSiVE INCOME 
Kentucky Utilities Company 
' I  4illiorrs cfDollur$ 

Successor 
Two Months 

December 31, December 31, 
Yenr Ended Ended 

201 I 2010 

Predecessor 
Ten Months 

Ended Year Ended 
October 3 1 ,  D e c e m b e r l l ,  

2010 2009 

$ 178 $ 35 Net income 

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

(expense) benefit: 
Equity investees' other comprehensive income (loss), net of 

tax of $0, $0, $1, and $0 
Total other comprehensive income (loss) 

138 $ I33 



STATEMENTS OF CASH FLOWS 
Kentucky Utilities Company 
IMilliotis o/’Dollrr:s) 

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 investinent tax credits 
Other 

Change in current assets and current liabilities 
Accounts receivable 
Accounts payable 
Accoiints payable to affiliates 
Unbilled revenues 
Fuel, materials and supplies 
Other 

Defined benefit plans - fiinding 
Storm restoration regulatory asset 
Other assets 
Other liabilities 

Other operating activities 

Net cash provided by operating activities 

Expcnditures for property, plant and equipment 
Purchases of  assets from affiliate 
Nct (increase) decrease in restricted cash and cash 

Cash Flows from Investing Activities 

equivalents 
Net cash provided by (used in) investing activities 

Cash Flows from Financing Activities 
issuance o f  short-term debt with affiliate 
Retirement of short-term debt with affiliate 
Net increase (decrease) in notcs payable with affiliates 
Issuance of long-term debt with affiliate 
Rctircinent of long term debt with affiliate 
issuance of long-term debt 
Repayment to E.ON AG affiliates 
Debt issuance and credit facility costs 
Payment of  common stock dividends to  parent 
Contri b LI t ions from 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 Eqiiivalents at End of Period 

Supplemental Disclosures of Cash Flow Information 
Cash paid (received) during the period for: 

Interest - net of amount capitalized 
Income taxes - net 

Successor 
Two Months 

December 31, December 3 1 ,  
LO1 1 2010 

Year Ended Ended 

$ 178 $ 35 

186 26 
14 3 

108 4 
3 14 

Predecessor 
Ten Months 

Ended 
October 3 1 ,  

LO10 2009 

Year Ended 
December 31, 

$ 140 $ 133 

1 I9 1 3 3 
13 26 
23 74 
(3) 

(10) 19 
344 253 

48 29 
150 

(50) 
75 

(2) 254 
2 
2 2 

$ 4 $  2 

$ 62 $ 70 
$ 74 $ (9) 



BALANCE SHEETS AT DECEMBER 31, 
Kentucky Utilities Company 
f M i l l i o i i r  O / L k ) / / f l l ' , ~ ,  $/lol"ev i l l  f / l lJl l .~cl l ldS)  

201 1 2010 
Assets 

C u r  rent Assets 
Cash and cash equivalents 
Accounts receivable (less reserve: 201 I ,  $2; 2010, $6) 

Customer 
Other 

UnL-illed rcvenues 
Accounts receivable from affiliates 
Fuel, materials and supplies 
Prepayments 
Regulatory assets 
Other intangibles 
Other current assets 
Total Current Assets 

investments 

Property. Plant and Equipment 
Regulated utility plant 
L,ess: accumulated dcpreciatioi, - regulated utility plant 

Regulated utility planl, 1x3 
Construction work in progress 
Property, Plant and Equipment, net 

Other Noncurrent Assets 
Regulatory assets 
'hodwil l  
. M e r  intangibles 
Other noncurrent assets 
Total Other Noncurrent Assets 

Total Assets 

31 $ 3 

73 90 
5 20 

81 89 
12 

141 136 
7 8 

9 
1 22 

12 7 
351 396 

31 30 

3,630 4,563 
161 14 

4,402 3,616 
340 955 

4,742 4,57 I 

217 
607 
148 

22 1 
607 
I75 

60 58 
1,032 1,06 1 

!$ 6,156 $ 6,058 
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BALANCE SHEETS AT DECEMBER 31, 
Kentucky Utilities Company 
'h'fi//i(lIlS Of l!hl//tll '~V. 5 h C l ~ L ~ $ '  ;I7 //l~>ll~SCflld.S) 

  abilities and Equity 

Current Liabilities 
Notes payable with affiliates 
Accounts payable 
Accounts payable to affiliates 
Customer deposits 
Taxes 
Regulatory liabilities 
Interest payable 
Salaries and benefits payable 
Other current liabilities 
Total Current Liabilities 

L,ong-term Debt 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Invcstment tax credits 
Accrued pension obligations 
Asset retirement obligations 
Regu!rltory liabilities 
Other deferrcd credits and noncurrent liabilities 
Total Deferred Crcdits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Notes 6 and 15) 

Stocltholder's Equity 
Yoominon stock - no par value (a) 
Additional paid- i n  capital 
Earnings reinvested 
Total Equity 

Total Lhbilities and Equity 

201 1 2010 

$ I O  
112 67 
33 45 
23 23 
11 25 
10 40 
11 8 
14 15 
14 18 

228 25 1 

1,842 1,84 1 

484 376 
101 104 
83 1 I3 
61 54 

525 534 
87 94 

1,341 1,275 

308 308 
2,348 2,348 

89 35 
2,745 2,69 1 

$ 6,156 $ 6,058 



STATEMENTS OF EQUITY 
Kentucky Utilities Company 
'Wi1lioii.s of Dollws) 

December 31,2008 - Predecessor 
Net income 
Capital contributions from LKE 
December 31,2009 - Predecessor 

Common Accuniulatcd 
stock other 

shares Additional conipreheiisive 
outstanding Common paid-in Earnings income 

(3) stock capital reinvested (loss) Total 

37,818 $ 308 $ 241 $ 1,195 $ 1,744 
133 133 

75 75 
37,818 L 308 $ 316 $ 1,328 $ 1,952 

Net income $ 140 $ 140 
Cash dividends dcclared on common stock (50) (50) 
Other comprehensive income (loss) $ (2) (2) 

37,818 $ 308 $ 316 $ 1,418 $ (2) $ 2,040 October 31,2010 - Predecessor (b) 

Effect of PPL, acquisition $ 2,032 $ (1,418) $ 2 $ 616 
Net income 35 35 

37,818 $ 308 $ 2,348 $ 35 $ $ 2,691 December 31,2010 - Successor 

Net income $ 178 $ 178 

37,818 $ 308 $ 2,348 $ 89 $ 2,745 December 31,2011 -Successor 

Cash dividends declared on common stock ( 124) ( 124) 

(a) 
'b) 

Shares i n  thousands All common shares of KU stock are owned by L.KE 
See "General - Comprehensive Income" in Note 1 for disclosure of balances of each component of AOCl 
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COMBINED NOTES TO FINANCIAL STATEMENTS 

1. Summary of Significant Accounting Policies 

PL,, PPL, Energy Siipply, PPL Electric, L,KE, LGdiE arid KU) 

General 

Capitalized t e r m  and abbreviations are explained in the glossary. Dollars are in millions, except per share data, unless otherwise noted. 

Business and Consolidation 

(PPL) 

PPL. is an energy and utility holding company that, through its subsidiaries, is primarily engaged in: 1) the regulated generation, transmission, 
distribution and sale of electricity and the regulated distribution and sale of  natural gas, primarily in Kentucky; 2) the regulated distribution of 
elcctricity in the U.K.; 3) the rcgulated transniission, distribution and sale of electricity in Pennsylvania; and 4) the competitivc generation and 
marketing of electricity in portions of the northeastern and northwestern U.S. Headquartered in Allentown, PA, PPL's principal subsidiaries are 
L.KE (including its principal subsidiaries, L.G&E and KU), PPL, Global, PPL Electric and PPL. Energy Supply (including its principal 
subsidiaries, PPL. EnergyPlus and PPL Generation). 

On April 1, 201 I ,  PPL, throiigh its indirect, wholly owned subsidiary PPL, WEM, completed its acquisition of all of the outstanding ordinary 
sharc capital of Central Networks East plc and Central Nctworks Limited, the sole owner of Central Networks West plc, togethcr with certain 
othcr relatcd assets and liabilities (collectively referred lo as Central Networks and subsequently referred to as WPD Midlands), from 
subsidiaries of E.ON AG. As PPL, is consolidating WPD Midlands on a onc-month lag, eight months of WPD Midlands' operating results arc 
included in PPL's results ofoperations for 201 1 with no comparable amounts for 2010 

On hoveinber I ,  2010, PPL acqiiircd all of the limited liability coinpany interests ofE.GN U.S. LLC from a wholly owned subsidiary of E.ON 
AG. lJpon completion of the acquisition, E.ON U.S. LLC was renaincd L.G&E and KU Energy L,LC. L,KE's operating results are includcd in 
PPL.'s results of operations for the f~ill ycar of LO1 1, while 2010 includes LKE's operating results for the two months cnded Deccnibcr 31, 2010. 

See Note I O  for additional information regarding the acquisitions of WPD Midlands and LICE. 

PL, LKE, LGdiE and KU) 

LKE is a holding conipany with cost-based rate-regulated utility operations through its subsidiaries, LG&E and K t J ,  and is subject to 
PUHCA. L.G&E and KU arc engaged in the rcgulated generation, transmission, distribution and sale ofelcctricity. LG&E also cngages in the 
regulated distribution and sale of natiiral gas. LG&E and 1CU maintain their separate identities and scrve customers in Kentucky under their 
respective names. K U  also serves custoincrs in Virginia tinder the Old Dominion Power namc and i t  serves customers in Tenncssce under thc 
KU namc. 

(LKE, LCdiE arid KU) 

The financial stateincnts and accompanying footnotes of L.KE, LG&E and KU havc been scgregated to prescnt prc-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 I ,  20 I O .  Certain accounting and presentation methods were changed to 
acceptable altcmatives in the Succcssor Iinancial statements to conform to PPL's accounting policies. The cost basis of certain assets and 
liabilities wcre changed as of Novenibcr I ,  2010 as a restilt of thc application ofpush-down accounling. Consequently, the financial position, 
results of operations and cash flows for the Successor period are not comparable to the Predecessor period. "Earnings reinvested" on the Balance 
Shects of LG&E and K U  wcre resct to $0 a s  of Novenibcr 1,2010 and only reflect earnings and dividend activity since that date. See Note 7 for 
in forination about an application filed with the EERC regarding future dividend payments rclated to this push-down accounting impact. 

(PPL and PPL Energy Siipply) 

PPL. Generation owns and operates a portfolio of competitive domestic power generating assets. These power plants are located in Pennsylvania 
and Montana and use well-diversified fuel sources including coal, uranium, natural gas, oil and water. PPL EnergyPlus sells electricity prodiiced 
by PPL Generation subsidiaries. participates in wholesale market load-following auctions, and markets various energy products and coinmodities 
such as: capacity, transmission, FTRs, coal, 
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natural gas, oil, uranium, emission allowances, RECs and other commodities in competitive wholesale and competitive retail markets, primarily 
in the northeastern and northwestern U.S. 

'L  Eilergy SllpplJ~) 

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. 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 9 for additional information. 

(PPL,, PPL Energy Supply and L.KE) 

"Income (L.oss) froni Discontinued Operations (net of income taxes)" on the Statements of Income includes the activities of various businesses 
that were sold or distributcd See Note 9 for additional informatron. The statements of Cash Flows do not s c y a t e l y  report the cash flows of 
the Discontinued Operations, except for the LKE Predecessor period, which separately discloses these cash flows within operating, investing and 
financing activities, consistent with l.I(E's pre-acquisition accounting policy. 

(PPL ciiid PPL, Elecrric) 

PPL, Electric is a cost-based rate-regulated subsidiary of  PPL. PPL. Electric's principal business is the regulatcd transmission and distribution of  
electricity to serve rctail customcrs in its franchised territory in eastern arid central Pennsylvania and the regulated supply of electricity to retail 
customers in that territory as a PLR. 

(PPL, PPL Eiiei-g>, Sipply, PPL Eleclric, LIKE, LGdE aiTd KU) 

The financial statements of the Registrants incliide each company's own accounts as well as the accounts of all entities in which the coinpany has 
a controlling financial irterest Entities for which a controlling financial interest is not deninnstrated through voting interests are evaluate6 based 
on accounting gtiidancc for VIES. The Registrants consolidate a VIE when they arc determined to have a controlling interest in the VIE, and 
tliirs arc the primaiy beneficiary of the entity. For PPL. and PPL Energy Supply, see Note 22 for information regarding a consolidated 
VIE. lnvestinents i n  entities in which a company has the ability to exercise significant influence but does not have a controlling financial interest 
are accounted for under the equity method. All other investments are carried at cost or fair value. All significant intercompany transactions have 
been eliminated. Any noncontrolling interests are reflected in the financial statements. 

e financial statcments of PPL., PPL Energy Supply, LKE, L,G&E and K U  include their share of any undivided interests in jointly owned 
scilities, as well as their share of the related operating costs of those facilities. See Note 14 for additional information. 

PPL consolidates WPD, including WPD Midlands, on a one-month lag. Material intervening evcnts, such as debt issuances that o c c x  in the lag 
period, arc tccognizcd in the current period financial statements. Events that are significant but not material are disclosed 

Regulation 

(PPL,, PPL Ekcfr-ic, LKE. LCdE nrid KU) 

PPL, Elcctric, LG&E and KU are cost-based rate-regulated utilities for which rates are set by regulators to enable PPL Electric, L.G&E and K U  to 
recover the costs of providing electric or gas service, a s  applicable, and to provide a reasonable return to shareholders. Rates are generally 
established based on a historical test period adjusted to exclude unusual or nonrecurring items. As a result, the financial statements are subject to 
the accounting for certain types of regulation as prescribed by GAAP and reflect the effects of regulatory actions. Regulatory assets are 
recognized for the cffcct of transactions or events where future recovery of underlying costs is probable in regulated customer rates. The effect 
o f  such accounting is to defer ccrtain or qualifying costs that would otherwise ciirrently be charged to expense. Regulatory liabilities are 
recognized for amounts cxpccted to be returned through ftiture regulated customer rates. In certain cases, regulatory liabilities are recorded 
based on a n  understanding or agreement with the regulator that rates have been set to recover costs that are expected to be incurred in the future, 
and the regulated entity is accountable for any amounts charged pursuant to such rates and not yet expended for the intended purpose. The 
accoiinling for regulatory assets and liabilities is based on 
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specific ratemaking decisions or precedent for each transaction or event a s  prescribed by the FERC or the applicable state re&rilatory 
commissions. See Note 6 for additional details regarding regulatory matters 

WPD is not scbject to accounting for the effects of certain types of regulation as prescribed by GAAP. WPD operates in a n  incentive-based 
regulatory structure under distribution licenses granted by Ofgem. Electricity distribution revenues are set every five years through price 
controls that are not directly based on cost recovery The price control formula that governs W P D s  allowed revenue is designed to provide 
econoinic incentives to minimize operating, capital and financing costs. Ofgem completed a review in December 2009 and set distribution 
revenues that became effective April I ,  2010 and will continue (hrough March 3 I ,  201 5. 

Accounting Records (PPL, PPL Eleclr-ic, LKE, L,C&E arid KU) 

The system of accounts is maintained in accordance with the Uniform System ofAccounts prescribed by the FERC and adopted by the 
applicable state regulatory commissions. 

(PPL, PPL Energy Slipply, PPL Eleclric, LKE, LG&E arid KU) 

Use of Estimates 

The preparation of  financial statements in conformity with GAAP requircs management to make estimates and assumptions that affect the 
reported amounts of  assets and liabilities, the disclosure of contingent liabilities at the date of the financial statements and the reported amounts 
of reventies and expenses during the reporting period. Actual results could differ from those estimates. 

~JKS Accruals 

Potential losses arc accrued when ( I )  infonnation is available that indicates i t  is "probable" rhat a loss has been incurred, given the likelihood of 
the uncertain future events and (2) the amount of the loss can be reasonably estimated. Accounting guidance defines "probable" as cases in 
which "the fclttlrc cvent or events are likely to occur." The Registrants continuously assess potenlial loss contingencies for environmental 
remediation, litigation claims, regulatory penalties and other events. L.oss accruals for environmental remediation are discounted when 
appropriate. 

e accrual of  contingencies that might result in gains is not recorded, unless recover;, is assured 

Changes in Classification 

The classification of certain amounts in the 2010 and 2009 financial statements have been changed to conform to the current presentation. The 
changes in classification did not affcct the Registrants' net income or equity. 

Coniprehcnsivc lnconic (PPL,, PPL Eiiergy Siipply, LKE, LG&E 017d KU)  

Coinprchcnsivc income, which includes net income and OCI, consists of changes in equity from transactions not related to 
shaleowners Comprehensive income is shown on the Statements of Comprehensive Income. 

AOCI, which is presented on the Balance Sheets of PPL and included in Member's Equity on the Balance Sheets of PPL. Energy Siipply and 
L.KE, consisted or the following after-tax gains (losses). 
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PPL 

December 31,2008 
OCI 
Cumu!alive effect adjustment (a) 
December 3 I ,  2009 

oc I 
December 31, 2010 

OCI 
December 31,201 I 

PI’L Energy Supply 

December 31 ,2008 
OCI 
Cumulative effect adju5tment (a) 

December 31, 2009 

OCI 
December 31, 2010 

OCI 
Distribution of membership 

interest i n  I’PL Glob,il (b) 
December 31, 2011 

Unrealized gains (losses) Defined benefit plans 
Foreign 

currency Available- Equity Prior Actuarial Transition 

adjustments securities derivatives AOCl costs (loss) (obligation) 
translation for-sale Qualifying iiivestees’ service gain asset 

$ (237) $ 18 9; (21) $ (3) $ (75)  $ (657) $ (10) 
101 45 623 I 14 1336) I 

$ (136) $ 62 $ 602 R (2) $ (61) $ (993) $ (9) 

(59) 24 93 29 (39) IO 
$ (195) .% 86 $ 695 9; (2) $ (??) $ (1,032) $ I 

( 1 )  

,-- 

(48) 2 (168) 3 7 (W5) 
$ (243) $ 88 $ 527 $ I $ (25) 9; (1,137) $ I 

‘q) Recorded in connection with the adoption of accounting guidance related to the recognition and presentation of other-tllan-temporary impairments 
See Note 9 Tor additional information 

Defined benefit plans 
Foreign Unrealized 

currency gains (losses) Equity Prior 
trarislation on qualifying iiivestees’ service Actuarial 

adjustments derivntivcs AOCl costs g:iis (loss) 
LKE 

December 31,2008 - Predecessor 
oc I 
December 3 I ,  2009 - I’rctlecessor 

Disposal 
OCI 
October 

of discontinued operations 

,%I, 2010 ~ I’redecessor 

Effect of PPL acquisition 
OCI 
December 31 ,2010 -Successor 

OCI 
December 31,701 I - Successor 

LG&E had AOCl balances o f  $( 14) inillion and $( 10) million at December 31,2008 and 2009 (Predecessor periods). Changes betwccn periods 
were due to $4 million of after-tax gains on qualifying derivatives. During the ten months ended October 31, 2010 (a Predecessor period), 
L.G&E had $10 inillion of after-tax gains on qualifying derivatives. There were no AOCI balances at December 3 1,  2010 and 201 1 (Successor 
pcriods). 

K U  had no AOCl balances a t  Deceniber 31,2008 or 2009 (Predecessor periods), or at December 3 1,2010 or 201 1 (Successor periods). KU had 
$2 million of after-tax losses related to equity investees’ AOCl during the ten months ended October 3 I ,  20 I O  (a Prcdecessor period) which were 
’iniinated with the effect of t h e  PPL. acquisition. 

Earnings Per Share (PPL) 

EPS is  computed using the two-class method, which is an earnings allocation incthod for computing EPS that treats a participating security as 
having rights to earnings that would otherwise have been available to common shareowners. Share- 
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bascd payincnt awards that providc recipients a non-forfeitable right to dividends or dividend equivalents are considered participating securities 

"-ice Risk Management 

,,,PL, PPL Eiiergv SLII)P!\J, LKE, LC&E and KLI) 

Energy and energy-related contracts are tiscd to hcdge the variability of expected cash flows associated with the generating units and marketing 
activities, as well as for trading purposes. lntcrest rate contracts are used to hedge exposures to changes in the fair value of debt instruinents and 
to hedge exposures to variability in expected cash flows associated with existing debt instruments or forecasted issuances of debt. Foreign 
currency exchange contracts are used to hedge foreign currency exposures related to firm commitments, recognized assets or liabilities, 
forecasted transactions, net investinents and foreign earnings translation. Similar derivatives may receive di fferent accounting treatment, 
depending on management's intended use and documentation. 

Certain energy and energy-related contracts meet the definition of a derivative, while others do not meet the definition of a derivative because 
they lack a notional amount or a net settlement provision. In cases where there is no net settlement provision, contracts are periodically reviewed 
to assess whether a market mechanism has evolved which could facilitate net settlement. Certain derivative energy contracts have becn excluded 
from the  requirements of derivative accounting treatment because they meet the definition of  NPNS. These contracts are accounted for using 
accrual accounting. All other contracts that have been classified as  derivative contracts are reflected on the balance sheet at their fair 
valuc. Tlicse contracts arc rccorded as "Price risk management assets" and "Price risk inanageinent liabilities" on  the Balance 
Shcets. Dcrivative positions that deliver within a year are included in "Current Assets" and "Currcnt Liabilities," while derivative positions that 
deliver beyond a year arc recorded in "Other Noncurrent Assets" and "Deferred Credits and Other Noncurrent L.iabilities." 

Energy and energy-related tradcs are assigned a strategy and accounting classification. Processes exist that allow for subsequent review and 
validation of the tradc in formation. These strategies are discussed in inore dctail in Note 19. The accounting department provides the traders 
and the risk inanageinent department with guidelines on appropriate accounting classifications for various trade types and strategies. Soine 
examples of these guidelines include, !nit are not limited to: 

Physical coal, limestone, lime, uranium, electric transmission, gas transportation, gas storagc and renewable energy credit contracts arc not 
derivatives due to the lack of net settleincnt provisions. 

e Only contracts where physical delivery is deemed probable throughout the entire term of the contract can qualify for the NPNS exception. 

Physical transactions that pcrinit cash scttlemcnt and financial transactions do not qualify for NPNS because physical delivery cannot be 
asserted, hnwcver, these transactions can receive cash flow hedge treatment if they lock in the future cash flows for energy-related 
commodities. 

o Certain purchased option contracts or net purchased option collars may receive hedge accounting trcatment. Those that are not eligible are 
niarkcd to fair value through earnings. 

Dcrivative transactions that do not qualify for N P N S  or hedge accounting treatincnt are marked to fair valuc through earnings 

A similar process is also followcd by the treasury department as i t  relates to interest rate and foreign currcncy derivatives. Examples of 
accounting gtiidclincs providcd to the treasury department staff include, but are not limited to: 

o Transactions to lock in an intcrcst rate prior to a debt issuance can be designated as cash flow hedges. 

e Cross-currency transactions to hetlgc interest and principal repayments can bc designated as cash flow hedges. 

Transactions cntered into to hedge fluctuations in the [air value of cxisting debt can be designated as fair value hedges. 

o Transactions cntcrcd into to hctigc the value of a net invcstment of foreign operations can be designated as net inveshnent hedges. 

o Derivative transactions that do not qualify for hedge accounting trcatment are marked to fair value through earnings These transactions 
generally incliidc hedgcs of earnings translation risk associated with subsidiaries that report their financial statements in a currency other 
than the U S.  dollar As such, these transactions reduce earnings volatility due solely to changes in foreign currency exchange rates. 

o Derivative transactions may be marked to fair value through regulatory assets/liabilities if approved by the appropriate regulatory 
body. These transactions generally include the effect of intcrcst rate swaps that are included in customer rates. 
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Changes in the fair value of derivatives arc recorded in either OCI or in current-period earnings 

' 3 1 1  inflows and outflows rclalcd lo derivative instruinents are included as a component of operating, investing or financing activities on the 
teinents of Cash Flows, depending on the iinderlying nature of the hedged items 

PPL. and its subsidiaries have elcctcd not to offset net dcrivative positions against the right to reclaim cash collateral (a receivable) or the 
obligation to retiirn cash collateral (a payable) tinder master netting arrangements. 

PPL Energy Supply rcflects its nct rcalized and unrealized gains and losses associated with all derivativcs that are held for trading ptirposes in 
"Net energy trading margins" on the Statcnients of Inconic. 

See Notes 18 and I9 for additional inforination on derivatives. 

(PPL, and PPL Electric) 

To meet its obligation as a PLR to its customers, PPL Electric has entered into ccrtain contracts that ineet the definition of a 
derivative. However, these contracts qualify for NPNS. See Notes 18 and 19 for additional infonnation. 

Revenue 

Util i ty  Reveniie (PPL) 

The Statements of lncoine "Utility" line item contains rate-regulated revenue froin the following: 

2011 2010- I__ 2009 

Domestic electric and gas revenue (a) 
U K electric revenne (1)) 

.rolai 

9; 4,674 9; 2,941 9; 3,2 I H 
1,618 121 684 

_. $ 6,292 tfi 3,668 $ 3,902 

(a) 
(b) 

Represents revenue lioin regulated generation, transmission andlor distribution i n  Pennsylvania, Kentucky, Virginia and 'Tennessee, including regulated wholesale reveniie 
I<epresents electric revenlie from t!ic operation 01' WPD's distribution networks 201 I includes eight moiitlis o f  revenue Tor WI'D Midlands, which are recorded on a one-month 
lag 

.evenue_Rccogni tion 

(PPL, IJPL Energy Sitppfy, PPL Efecfric, LXE, LG&E and KU) 

Opcrating icventics, cxccpt for "Eneigy-iclatcd businesscs," are recorded based on cnergy deliveries throtigh thc end of thc calendar 
month Unbilled retail ievcnties icsiilt bccause customers' nictcrs are read and bills are rendered throtighoiit the month, rathcr than all being read 
at the cnd of the month. Unbilled rcvcniics for a iiiontli are calculaled by miltiplying an cstiniate of tinbillcd kWli by the estimated average 
cents pcr kWh. IJnbillcd wholcsale cncrgy revenues are rccorded at month-cnd to rcflect estiniated amounts until actiial dollars and MWhs are 
confirined and invoiced. At  that time, iinbilled revenue is reversed and actrial revenue is recorded 

Certain PPL. subsidiaries participate priiiiarily in the PJM RTO, as well as in other RTOs and ISOs. In PJM, PPL EnergyPlus is a marketer, a 
load-serving entity to its ciistoniers who have selected it as a supplicr and a seller for PPL Energy Supply's generation subsidiaries. A function 
of interchange accounting is to match participants' M Wh erititleinents (generation plus scheduled bilateral purchases) against their M Wh 
obligations (load plus schcdiiled bilateral sales) during every hour of every day. I f  the net result during any given hour is an entitlement, the 
participant is crcditcd with a spot-market sale to the RTO at the respective market price for that hour; if the net result is an obligation, the 
participant is charged with a spot-market purchase at the respective market price for that hour. RTO purchases and sales are not allocated to 
individual customers. PPL Energy Supply records the hotirly net sales in its Statements oF Inconic as "Wholesale energy marketing" if in a net 
sales position and "Energy purchases" if in a net purchase position. 

(PPL,) 

WPDs revenue is primarily from charges to suppliers to use its distribution system to deliver electricity to the end-user. WPD's allowed revenue 
is not dcpcndent on volume delivered over the five-year price control period. However, in any fiscal period, WPD's revenue could be negatively 
affected if  its tarirfs and the volume delivered do not fully recover the allowed revenue for a given period. Any tinder recovery would be 
recovered in the next regulatory year, but would not be recorded as 
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a receivable in tlie current period. Any over recovery would be reflected in tlie current period as a liability and would not be included in 
revenue. 

?L arid PPL, Eiiergy Supply) 

PPL Energy Supply rccords encrgy marketing activity in the period when the energy is delivered. Generally, sales that qualify as derivativc 
instriinients held for non-trading purposes are reported gross on the Statements of Jncoine within "Wholesale energy marketing" and 
"Unregulated retail electric and g a s  " However, non-trading physical sales and purchases of electricity at major market delivery points (which is 
any delivery point with liquid pricing available, such as the pricing hub for PJM West), are netted and reported in the Statements of Income 
within "Wholesale energy marketing" or "Energy Purchases," depending on the original intent. Additionally, the bilateral sales and purchases 
that are designated as speculative trading activities and qualify as derivative instruiiients for accounting purposes are reported net on tlie 
Statements of lnconie within "Net energy trading margins." Spot niarket activity that balances PPL Energy Supply's physical trading positions is 
irlclded on the Statements of Income in "Net energy trading margins." 

"Energy-related businesses'' revenue primarily includes revenue from the mechanical contracting and engineering subsidiaries. The mechanical 
contracting and engineering subsidiaries record revenue from construction contracts on  the percentage-of-coinpletion method of accounting, 
measured by the actual cost incurred to date as a percentage of the estimated total cost for each contract Accordingly, costs and estimated 
earnings in cxcess of billings on iincon~pleted contracts are recorded within "IJnbilled revenues" on the Balance Sheets, and billings in excess of  
costs and estimated earnings on unconipleted contracts are recorded within "Other current liabilities" on the Balance Sheets. Thc amount of 
costs and estimated earnings in excess of billings was $15 million and $9 million at December 31, 201 1 and 2010, and the amount of billings in 
excess ofcosts and estimated earnings was $67 million and $70 million at December 3 I ,  201 1 and 2010. 

Accounts Receivable 

(PPL, PPL Eriergy Supply, PPL EIectt-ic, LKF LGcPE arid KU) 

Accounts receivable are reported on the Balance Sheets at the gross outstanding amount adjusted for an allowance for doubtful 
accounts. Accounts receivable that are acql;ired are initially recorded at fair value on thc date of acquisition See Note 10 for information 
related to the acquisitions of WPD Midlands and LKE. 

(PPL, PPL Energy Supply a i d  P P L  Eleclric) 

L Electric's customers may choose an alternative supplier for their generation supply. In accordance with a PUC-approved purchase of 
-.counts receivable program, beginning in the first quarter of 20 I O ,  PPL Electric has purchased certain accounts receivable from alternative 

suppliers at a nominal discount, which reflects a provision for uncollectiblc accounts. The alternative suppliers (including PPL. EnergyPIus) have 
no continuing involvement or intcrest in the purchased accounts receivable. The purchased accounts receivable are initially recorded at fair 
value using a niarket approach based on the purchase price paid and are classified as Lmel  2 in the fair value hierarchy. PPL Electric receives a 
nominal fee for administering its program During 201 1 and 2010, PPL. Electric purchased $872 million and $617 million of accounts reccivable 
from unaffiliated third parties. During 201 I and 2010, PPL. Electric purchased $267 million and $215 million of accounts receivable from its 
affiliate, PPL, EnergyPlus. 

Allowance for Doubtful Accounts (PPL., PPL. Etievgy Siipply, PPL Eleciric, L.KE, L.G&E and KU)  

Accounts ieceivable collectability is evaluated using a combination of factors, including past due status based on contractual terms, trends in 
write-offs, the age of the receivable, counterparty creditworthiness and economic conditions. Specific events, such as bankruptcies, are also 
considered. Adjustments to the allowance for doubtful accounts are made when nccessary based on the results of analysis, the aging O F  
receivables, and historical and industry trends. 

Accounts reccivable are written off in the period in which the receivable is deenied uncollectible. Recoveries of accounts receivable previously 
written offare  recorded when i t  is known they will be received. 

The changes in the allowance for  tloiibtfiil accounts were: 
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Additions 
Balance at  Cliarged l o  Balance at 

Bcgiiiniiig o f  I'eriod Cliarged l o  Inconic Oilier Accouiils Deductions (a) Eiid of I'criud 
L 

201 I 
2010 
2009 

PI'L Energy Supply 
201 I 

2009 
2010 

$ 55 
31 
40 

6 65 (e) 
42 (b) 
30 

20 
21 
26 

14 (c) 
I 
I 

x 15 
20 
?I 

f'PL Electric 
201 1 
2010 
io09 

17 
16 
14 

$ IF $ 33 
30 
29 

33 
20 
27 

17 
17 
16 

LKE 
201 I - Successor 
20 I0 - Successor 
20 I O  ~ I'rcdecessor 
2009 ~ Predecessor 

I,G&E 
20 I I - Successor 
20 I0 ~ Successor 
20 I0 - Predecessor 
2009 - I'rcdecessor 

K U  
20 I I - Successor 
LO I0 . Successor 
20 I0 - Predecessor 
2009 - Preclecessor 

$ IF IS 

10 
9 

i n  $ 
I S  

10 
9 

R 17 
17 
4 
4 

x $ 

$ 

(a) 
'4) 

I 

I'rimnrily related to uncollectible accounts written off  
Includes iiiiiouiits associaled will? L.KE activity since tlie November I ,  2010 acquisition date. See Note 10 for additional information related to the acquisition of L.KE. 
Includes iunounts related to the SMGT bankruptcy. See Note I5 for additional information. 
Includes mnounls related to tlie .lune 201 I ,  FE,llC approved scttleinent !g,reeinent between I'PL. and California IS0 related to the sales made to tlie Califomin IS0 during the 
period October 2000 througli June 200 I that were not paid to PPL. subsidiaries. Therelore, the receivable and the related allowance for doubtful aecouiils were revcrsed and tlie 
settlement recordcd 
l'rimarily related to capital projects, thus the provision was recorded as ;in adjiislment to construction work in progress (e) 

Cash Ecliiivalcnts 

All highly liquid debt instrunicnts piirchased with original inatiirities of thrcc months or less arc considcrcd to be cash cquivalents 

Restricted Cash and Cash Equivalents 

Bank dcposits and othcr cash cqiiivalents that arc  rcstricted by agreement or that have becn clearly designated for a specific purpose arc 
classified as rcstrictcd cash and cash cqiiivalcnts. The change in rcstrictcd cash and cash equivalents is reported as an investing activity on the 
Statcmcnts or Cash Flows. On thc Balance Sliects, the ciirrcnt portion of'restricted cash and cash cquivalcnts i s  shown as "Restricted cash and 
cash equivalents" for PPL and PPL Encrgy Supply and included in "Othcr current assets" for PPL Electric, L.KE, L.G&E and KtJ while the 
noncurrcnt portion is included in "Other noncurrent asscts" for all Rcgistrants. At December 3 I ,  the balances of restricted cash and cash 
cquivalcnts includcd the following. 
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I'I'L 
201 1 2010 -- 

gin deposits posted to 
aunterparties (a) $ 137 $ 14 

counterparties (b) 29 19 
Cash collateral posted to 

Low carbon network fund (c) 
Captive insurance reserves (d) 6 6 
Funds deposited with a trustee (e) I2 1 3  

9 

16 14 
9; 209 $ 66 
-- Other 
~- -- rota1 

I'PL Energy Supply I'I'L Electric 
2010 201 I 2010 2011 - ~ - 

$ 137 $ II 

6 

8- 9 
$ 145 $ 26 

LKE 
201 1 2010 -- 

s 3 

S 29 19 

LC&E 
201 I 2010 -- 

$ 3 

S 29 19 

(a) 
(b) 
(c )  
(d) 
(e) 

Fair Value Measurements (PPL, PPL Emi-gl) SZ~,IJ,UI'JJ, PPL Eleclric, LKE, LG&E niidKU) 

Deposits posted to counterparti .: xsociatec! with trading activities 
C;tsh collateral posted 10 counterparties rclated to interest rate swap con:;acts 
Funds received by WPD, which are to be spent on approved initiatives to support a low carbon environment 
Funds required by law to be lield by WPD's captive insurance coiopany to meet claims 
Funds deposited with a trustee to defease PI'L. Electric's 1945 First Mortgage Bonds. See Note 7 for additional information 

Thc Rcgistrants value certain financial and nonfinancial assets and liabilities at fair value. Generally, the most significant fair value 
measurements relate to price risk managcincnt assets and liabilities, investmcnts in securities including investments in the NDT funds and 
dcfined bcnelit plans, and cash and cash equivalents. PPL and its subsidiaries use, as appropi iate, a market approach (generally, data from 
markct transactions), an income approach (generally, prcscnt value techniques and option-pricing models) and/or a cost approach (generally, 
replaccmcnt cost) to incasttic the fair value of an asset or liability. These valuation approaches incorporate inputs such as observable, 
independcnt mal kct data and/or iinobservablc data that management believes arc prcdicafed on the assumptions market participants would tlse to 
price an assct or liability These inputs may incorporate, as applicable, certain risks such as nonpcrforinancc risk, which includes credit risk. 

The Rcgistrants classify fair value measurcments within one o f  three levels in the fair value hierarchy. The level assigned to a fair value 
measurement is bascd on the lowcst level input that is significant to the Fair value tneasiirement in its entirety. The three levels of the fair valuc 
hierarchy are as follows: 

Level 1 - quoted prices (unadjustcd) in active markets for identical assets or liabilities that are accessible a t  the measurement date. Active 
markcts arc those in which transactions for the asset or liability occur with sufficient frequency and volume lo provide pricing information 
on a n  ongoing basis 

Level 2 - inputs o:hcr than quoted prices included within Level I that are either directly or indirectly observable for substantially the full 
tcrin ofthe assct or liability 

0 

Level 3 - iinobservablc inputs that management believes are predicated on the assumptions market participants would use to measure the 
asset or liability a t  fair value 

Assessing the significance of a particular input requires judgment that considers factors specific to thc asset or liability. As such, the Registrants' 
asscssnient of thc significance of a particular input may affect how the assets and liabilities are classified within the fair valiie hierarchy. 

Investments 

(PPL., PPL Eiiergy SLI~,U/JJ* PPL EIecfi*ic, LKE, LG&E and KU) 

Generally, the original maturity date of an investment and management's intent and ability to sell an investment prior to its original maturity 
determine the classification of investments as either short-term or long-term. lnvestmcnts that would otherwise be classified as short-term, but 
arc rcstricted as to withdrawal or iisc for other than ciirrcnt operations or arc clearly designated for expenditure in the acquisition or construction 
of noncurrent asscts or for the liquidation of long-term debts, are classified as long-term. 

Short-term In_vestmcnls 

Short-term investments generally include certain deposits a s  well as securities that arc considered highly liqitid or provide For periodic reset of  
intercst ratcs lnvcstincnts with original maturities greater than three months and less than a year, as well as investments with original maturities 
of  greater than a ycar that managemenf has the ability and intent to sell within a year, are included in "Short-term investments" ("Other current 
assets" if not material) on the Balance Sheets. 
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Investments in Debt and Equity Securities 

' -vestments in debt securities are classified as held-to-maturity and measured at amortized cost when there is an intent and ability to hold the 
urities to maturity. Dcbt and cquity securities held principally to capitalize on fluctuations in their value with the intention of selling them in 

.re near-term are classified as trading. All other investments in debt and equity securities are classified as available-for-sale. Both trading and 
available-for-sale securities are carried at fair value. The specific identification method is used to calculate realized gains and losses on debt and 
equity securities. Any untealized gains and losses on trading securities are included in earnings. Through March 31,2009, unrealized gains and 
losses on all available-for-sale securities were reported, net of tax, in OCI or recognized in earnings when the decline in fair value below 
amortized cost was determined to be an otlier-than-teiiipora~ impairment. 

Accounting guidance erkct ive April I ,  2009 modified the criteria for determining whether a decline in fair value of a debt security is other than 
temporary and whether the other-than-temporary inipairnient is recognized in earnings or reported in OCl. Beginnir,F; April I ,  2009, when a debt 
security is in an unrealized loss position and: 

0 

e 

e 

there is an intent or a requiretilent to sell the security before recovery, the other-than-temporary impairment is recognized currently in 
earnings; or 
there is no intent or rcqiiirenient to sell the security before recovery, the portion of the other-than-temporary impairment that is considered a 
credit loss is rccognizcd currently in earnings and the remainder of the other-than-temporary impairment is reported in OCI, net of tax; or 
there is no intent or rcqtiirement to scll the security before recovery and there is no credit loss, the unrealized loss is reported in OCI, net of 
Pax. 

Equity securities were not impacted by this accounting guidance; therefore, unrealized gains and losses on available-for-sale equity securities 
continue to be teported, nct of  tax, in OCI Earnings continue to be charged when an equity security's decline in Pair value below amortized cost 
is dcterniined to be an otliei-than-temporary impairment See Notes 18 and 23 for additional inforination on investments in debt and equity 
securities 

Equity Method Investment (LKE ~iiid KU) 

KIJ's investment in EEI is included in "Investments" on the Balance Sheets. KU owns 20% ofthe common stock of EEl. Through a power 
marketer affiliated with its majority owner, EEI sells its output to third parties. KU's investment in EEI is accounted for under the equity method 
of accounting and ainoLinted to $30 million at December 31, 201 1 and 2010. As part of PPL's acquisition o f  LKE and its subsidiaries, the 
-urchase accounting acljustrnent to reflect the EEI investment at fair value was calculated using the discounted cash flow valuation method. The 

r value of the investment in EEI was calculated to be $30 million. The fair value adjustment to the investnient is being amortized over the 
,xpected remaining useful life of the plant and equipment at EEI, whicli is estimatcd to be over 20 years KU's direct exposure to loss as a result 
of  its involvenient with EEI is generally litnited to the value of its investment. 

Cost.Method Investment {LKE, LGdE mid KU) 

L.G&E and I< U cach have an investrncnt in OVEC, which is accounted for using the cost method. The investment is recorded in "Investments" 
on the L.KE and KU Balance Shccts, in  "Other noncurrent assets" on the LG&E Balance Sheets and in "Other investments" o n  the PPL Balance 
Sheets. L.G&E and K U  and ten other electric ulilities are equity owners o f  OVEC, located in Piketon, Ohio. OVEC owns and operates two coal- 
fired plants, Kygcr Creek Plant in Ohio and Clifty Creek Plant in Indiana, with combined nanieplate generating capacities of 2,390 
MW. OVEC's power is currently supplied to LG&E and KU and I 1 other companies affiliated with the various owners. LG&E and KU own 
5.63% and 2.5% of OVEC's coninion stock. Pursuant to a power purchase agreement, LG&E and KU are contractually entitled to their 
ownership percentage of OVEC's output, which is 134 MW for LG&E and GO MW for KU.  

I,G&E and KlJ's coinbined investment in OVEC is not significant. The direct exposure to loss as a result of L.G&E's and K U ' s  involveinent with 
OVEC is gcnei,ally limited to the value of its investment; however, L.G&E and KU may be conditionally responsible for a pro-rata share of 
certain OVEC obligations. As part of PPL's acquisition of LKE, the value of the power purchase contract was recorded as an intangible asset 
with the offset to a regulatory liability which are both being amortized using the units-of-production method until March 2026, the expiration 
date or the agreement at the date of the acquisition. See Notes 1.5 and 20 for additional discussion on the power purchase agreement. 
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Long-Lived and Intangible Assets 

"yoperty, Plant and Equipment 

,. *PL, PPL Etievgy Siipplv, PPL Electi-ic, LKE, LG&E and KI/) 

PP&E is recordcd at original cost, unless impaired If impaired, the asset is written down to fair valuc at that timc, which becomes the new cost 
basis of the asset. Original cost includes material, labor, contractor costs, certain overheads and financing costs, where applicable. The cost of 
repairs and niinor replaccinents are charged to expensc as incurrcd. The Registrants rccord costs associated with planned major maintenance 
projects in the period in which the costs are incurred. No costs are accrued in advance o f t h e  period in which the work is performed for PPL 
Energy Supply or PPL Electric. LG&E and KU accrue costs of removal net of estimated salvage value through depreciation, which is included 
in the calculation of customer rates ovei the asacts' depreciable lives in accordance with regulatory practices. Cost of  removal amounts accrucd 
through depreciation rates are accumulated as a regit latoiy liability until the icmoval costs are incurrcd. See Note 6 for additional infonnation. 

(PPL) 

The original cost for the PP&E acquired in tlie WPD Midlands acquisition is ils fair valuc on April I ,  201 1, which approximated RAV as o f t h e  
acquisition date. See Note I O  for additional infonnation on the acquisition 

(PPL, PPL, Eleclr-ic, LKE arid KU)  

AFUDC is capitalized as part of tlic construction costs foi cost-based ratc-regulated projccts for which a return on such costs is recovercd aftcr 
the project is placed in servicc Thc  dcbt coinponcnt of AFUDC is credited to "Interest Expense" and tlie equity coinponcnt is credited to "Othcr 
lncorne (Expcnsc) ~ nct" on the Stateincnts of Income. KCI has not recorded significant AFUDC as a return has becn provided during thc 
construction period for most projects. 

(PPL Utld PPL Et7C'l*g)/ sllp/J/y) 

Ntrclear fticl-rclatcd costs, including Twl, conversion, enrichment, fabrication and asscmblics, are capitalized as PP&E Such costs are 
amortized as tlie f t d  is spent using the units-of-production method and included in "Fucl" on the Statements of Income 

PPL Energy Supply capitalizes interest costs as part of construction costs. The following capitalized interest was excluded from "lntercst 
pensc" on the Statements of Income 

I'PL 
PPL Ericrgy Supply 

201 I 
20 I O  
2009 

s 51 s 4 1  
3 0 33  
44 45 

(PPL, PPL Et1et.g)~ Supply, PPL, Eleclric, LKE, LG&E mid KU)  

lncludcd in  PP&E on tlic Balance Sheets are capitalized costs of software projccts that were developed or obtained for internal LISC These 
capitalized costs are amortized ratably over the expected livcs of the projects when they become operational, gencrally not to exceed fivc 
ycars. Following arc capitalized software costs and the accurnulatcd amortization 

December31,201 I December 31,2010 

Carrying Accumuleted Carrying Accurriuleted 
Amount Amortization Arnouiit Amortization 

Gross Cross 

PPL 
PPL. Energy Supply 
PPL. Electric 
L K E  
LG&E 
KU 

$ 290 $ 98 $ 21.3 $ 70 
26 21 30 20 
61 21  54 24 

101 17 84 2 
52 9 44 I 
49 8 40 I 

Amortization expense of capitalized software costs was as follows: 
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201 I 2010 2009 

PP L 
I., Energy Supply 
_1 Electric 

L.KE 
L.G&E 
KU 

$ 39 8 21 9; 13 
2 3 - 7 

12 9 5 

Successor 
T w o  Moatlis 

December Jl,  1)ecember 31, 
201 1 2010 

Year Ended Ended 

9; 15 $ 
8 
7 

2 
I 
1 

I’redecessor 
l e n  Months 

October 31, I>ecen>ber 31, 
Ended Yenr Ended 

m i n  zniio 

I ?  $ 14 
7 8 
h 6 

Tlie amortization of capitalized software is included in “Depreciation” on the Statements of Income. 

(PPL, PPL Etiergy Siipply. PPL Electric, LXE, LG&E and KIJ) 

Depreciation 

Depreciation is recorded ovcr the estinmted useful lives of property using various methods including tlie straight-line, composite and group 
methods. When a component of PP&E that was deprcciatcd under tlie composite or group method is retired, the original cost is charged to 
accumulated depieciation When all or a significant portion of an operating tinit that was depreciated under the composite or group method is 
ictircd or sold, tlic property and the related accumulated depreciation account is reduced and any gain or loss is included in  income, unless 
otherwise required by regulators 

Following are the weighted-avcrage rates of deprcciation at December 3 I 

to1 I 
PPI> 

Energy I’PL 
I’I’L Supply Electric LKE LC&E KU 

gulated utility plant (a) 
tn-reguleted PPLE ~ Gencration 

Regulated utility pl;inl (a) 
Non-icgulated I’P&E - Generation 

3 03 (b) 2.49 4.54 5 I 1  4.17 
2 88 2 88 

2010 
1’1’1. 

Energy I’l’L 
I’I’L SUPPlY Electric LK E LC&E I< u 

3 27 2 31 2 27 4 70 5 40 4 10 
2 76 2 76 

(a) For I’PL., L.KE, L.G&E and K U ,  as  a resid! of the ;Icquisition ofL.KE, the originnl cost for I’PLE is ils rair value on November I ,  2010, which approximaled net book 
viilue ‘rliis lair value adjustment resulted i n  lowering the original cost basis of  LKE‘s, L.G&E‘s and KU’s I’l’&E, tlius impacting {lie calculation oltlle weiglitetl-nverage 
depreciation rate 
As a result of I’I’L. Energy Supply’s distribution 01 its membersliip interest in PPL Global i n  January 201 I ,  I’PL. Energy Supply no longer has any regulated utility plant. (b) 

Goodwill-and Oth.er_ln!angible Assejs 

Goodwill represents the cxcess of the purchase price paid over the fair value of the identifiable net assets acquired in a business combination. 

Other acquired intangible assets are initially incasurcd based on their Pdir value. Intangibles that have finite Liseful lives are amortized ovcr their 
useful lives bascd upon the pattern in which thc economic benefits of tlie intangible assets are consumed or otherwise used. Costs incurred to 
rcncw or cxtend terms of licenses are capitalized as intangible assets. 

When determining the useful life of an intangible asset, including intangible assets that are renewed or extended, PPL, and its subsidiaries 
consider the expected use of the asset; the expected useful life of other assets to which tlie useful life of tlie intangible asset may relate; legal, 
regulatory, or contractual provisions that may limit the useful life; the company’s historical experience as  evidence of its ability to support 
renewal or extension; tlic effects of obsolescence, dcmand, conipctition, and other economic factors; and tlie level of inaintenancc expenditures 
required to obtain the expected future cash flows from the asset. 
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PPL and PPL Energy Supply account for RECs as intangible assets. PPL and PPL. Energy Supply buy and/or sell RECs and also create RECs 
through owned rcnewable energy generation facilities. In any pcriod, PPL. anti PPL Energy Supply can be a net purchaser or seller of RECs 
'-pending o n  their contractual obligations to purchase or deliver RECs and the production of  RECs from their renewable energy generation 

.A3 are initially rccorticd based on their purchase price, When RECs are consumed to satisfy an obligation to deliver RECs to meet a state's 
Renewable Portfolio Standard Obligation or when RECs are sold to third parties, they are removed from the Balance Sheet at their weighted- 
average carrying valtic Since the cconornic benefits of RECs are  not diminished until they are consumcd, RECs are not amortized; rather, they 
are expcnsed when consumed or a gain or loss is recognized when sold. Such expense is included in "Energy purchases" on the Statements of 
Income. Gains and losses on the sale of RECs arc included in "Other opcration and maintenance" on the Statements of Income. 

PPL, PPL. Energy Supply, L.I<E, LG&E and K U  account for emission allowances as intangible assets. PPL, PPL Energy Supply, LICE, LG&E 
and KU arc  allocated cmissioii aliowdnces by states based on their generation facilities' historical emissions experience, and have purchased 
emission allowanccs gcncrally whcn i t  is expected that additional allowances will be needed. The carrying va!ue o f  allocated emission 
allowances is initially recorded at zero value and purchased allowances are initially recorded based on their purchase price. LKE, LG&E, and 
K U  emission allowances acquired in the L.KE acquisition were recorded at fair value on the date of acquisition. Sce Note I O  for additional 
information on the acquisition. When consumed or sold, emission allowances are removed from the Balance Sheet at their weighted-average 
carrying val tic. Since the economic benefits of emission allowances are not diminished until they are consumed, emission allowanccs are not 
amortized; rathcr, they are expcnsed when consumed or a gain or loss is recognized when sold Such expense is included in "Fuel" on the 
Statements of Incomc Gains and losscs on the sale of emission allowanccs are included in "Other opcration and maintenancc" on the Statements 
of Income. 

lities. The carrying value ot RECs created from thcir renewable energy generation facilities is initially recorded at zero value and purchased 

Asset impairment 

The Registrants rcvicw long-lived assets that arc subject to dcpreciation or amortization, including finite-lived intangibles, for impairment when 
events or circuinstanccs indicate carrying amounts may not be recoverable For cxamole, certain emission allowanccs are expected to be sold 
rathcr than consumcd Thcsc emission allowances are tcsted for irnpainnent whcn events or changes in circumstances, such as a dccline in 
market prices, indicate that thcir carrying value may not be recovcrable. 

A long-lived asset classified as held and used is impaircd whcn the carrying amount of the asset exceeds the sum o f  the undiscounted cash flows 
cxpccted to result kom the use and evcnttial disposition o f t h c  asset Ifimpaired, thc asset's carrying value is written down to its fair value. 

.\ long-lived asset classificd as held for sale is impaired when the carrying amount of thc asset (disposal group) exceeds its fair value less cost to 
I .  I f  impaired, thc assct's (disposal group's) carrying value is written down to its fair valuc less cost to sell. See Notes 9 and I8 for a 

,scussion of impairment charges recorded associated with long-lived assets classified as held for sale 

Goodwill is reviewed for impairment at the reporting unit level annually or more frequently when cvcnts or circumstances indicate that the 
carrying amount o r a  reporting unit may be greater than the unit's fair value. Additionally, goodwill must be tested for irnpainnent after a portion 
of goodwill has bccn allocated to a business to be disposed of. PPL's rcporting units arc at  or one level below its operating segments and 
rcprcscnt significant busincsses with discrctc financial information that is regularly rcvicwed by segment management. If the carrying amount of 
thc reporting unit, including goodwill, excccds its fair value, the implied fair value ofgoodwill must be calculated in the same manner as 
goodwill in a busincss combination The fair value o f a  reporting unit is allocatcd to all assets and lrab 
had been acquired in a business combination. The excess o f  the fair value of the reporting uni t  over the amounts assigned to its assets anti 
liabilitics is the iinplicd Fair valtic of goodwill If the implied fair value of goodwill is less than thc carrying amount, goodwill is written down to 
its implied fair value. 

es of that unit as i f  the reporting unit 

Thc goodwill recognized upon thc acquisition of L.KE, although entircly recorded at  L.G&E and KU, was assigned for impairment testing by PPL 
to its rcporting units expccted to benefit from the acquisition, which were the Kentucky Regulated segment and the Supply segment. The 
goodwill rccognized upon the acquisition of WPD Midlands was assigned for impairment testing by PPL to its International Regulated 
segment. See Notc I O  for additional information regarding the acquisitions. 
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Asset Retirement Obligations 

“PL and its subsidiaries r-ccortf liabilities to Icflect various legal obligations associated with the retireinent of  long-lived assets. Initially, this 
igalion is meastired at fair value and offsct with an increase in the value of the capitalized asset, which is depreciated over the asset’s useftil 

,le. Until the obligation is settled, the liability is increased to reflect changes in the obligation due to the passage of time through the recognition 
of accretion expense classified within “Other operation and maintenance” on the Statements o f  Income. The accretion and depreciation related 
to LG&E’s and KIYs AROs are offset with a regulatory credit on the income statement, such that there is no earnings impact T h e  regulatory 
asset created by the regulatory credit is relieved when the ARO is settled 

Estimated ARO costs and settlement dates, which affect the carrying value of the ARO and the related capitalized asset, are reviewed 
periodically to ensure that any material changes are incorporated into the latest estimate of the ARO. Any change to the capitalized asset, 
oositive or negative, is amortized over the remaining life of the associated long-lived asset. See Note 21 for additional inforination on AROs 

Compensation and Benefits 

Defined-Benefits (PPL, PPL Eiiergy Sripplv, PPL Eleclr-ic, L.KE, LG6E and KIJ) 

Certain PPL subsidiaries sponsor various dcfined benefit pension and other postretirement plans. An asset or liability is recorded to recognize 
the fiinded status of a l l  defined benefit plans with an offsetting entry to OCI or, for LG&E, K U  and PPL Electric, to regulatory assets or 
liabilities. Conscqtiently, the funded status of all defined benefit plans is fully recognized on the Balance Sheets. 

The expected return on plan assets is determined based on a market-related value of plan assets, which is calculated by rolling forward the prior 
ycar market-related value with contribu~ions, disbursements and long-tcrm expected return on investments. One-fifth of the difference between 
the actiial value and the expected value is added (cr subtracted if negative) to the expected value to determine the new market-related value. 

PPL uses an accelerated amortization method for the recogrriiion of gains and losses for its defined benefit pension plans. IJnder the accelerated 
method, actuarial gains and losses in cxccss of 30?4 of the plan‘s projected benefit obligation are amortized on a straight-line basis over one-half 
of the expcctcd average remaining scrvice of active plan participants. Actuarial gains and losses in excess of  IO% or the greater of the plan’s 
projccted benefit obligation or the market-related value of plan assets and less than 30% of the plan’s projected benefit obligation are amortized 
on a straight-line basis ovcr the expected average remaining service period o f  active plan participants. 

pee Note 1.3 for a discussion of defined benefits. 

~Ock-Based Compensation 

(PP L, P PL Energy S~ippIy~  PP L Electric and LKE) 

PPL has several stock-based compensation plans for purposes of granting stock options, restricted stock, restricted stock units and performance 
units to certain cmployecs as well as stock units and restricted stock units to directors. PPL. grants most stock-based awards in the first quarter of 
cach ycar PPL. and its subsidiaries recognize coinpensalion expense for stock-based awards bascd on the fair value method. Stock options that 
vest in installments are valued as a single award. I’PL. grants stock options with an exercise price that IS not less than the fair value of  PPL‘s 
coiiinion stock on the date of grant See Note 1 1 for a discussion of stock-based compensation All awards are recorded as equity or a liability 
on the Balance Sheets. Stock-based compensation is primarily included in ”Other operation and maintenancc” on the Statements of 
Income Stock-based compensation expense for PPL Energy Supply, PPL Elec~ric and LKE includes an allocation of PPL Services’ expense 

Other 

Debt Issuance Costs (PPL, PPL Eiiergy Supply, PPL Electric, LKE, LG&E and KU)  

Debt issuance costs are dcrerrcd and amortized over the appropriate tenn for the related debt using the interest method or another method, 
generally straight-line, i f the results obtained are not materially different than those that would result rroin the interest method. 
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Income Taxes 

"PL, PPL Eiler-gy Supply, PPL Eteclric, LKE, LGdE 0l7d KIJ) 

. PL and its domestic subsidiaries filc a consolidated U.S. federal income tax return. Prior to PPL.'s acquisition of LKE, LKE and its subsidiaries 
were included in EON US Investments Corp.'s consolidated U S. federal income tax return. 

Significant rnanagemcnt judgment is rcqiiired in developing the Registrants' provision for income taxes, primarily due to the uncertainty related 
to tax positions taken or expected to be taken in tax returns and the determination ofdeferred tax assets, liabilities and valuation allowances. 

Significant management judgment is also required to determine the amount of benefit to be recognized in relation to an uncertain tax 
position. The Registrants use a two-step process to evaluate tax positions. The first step requires an entity to determine whether, based on the 
technical merits supporting a particular tax position, it is more likely than not (greater than a 50% chanre) that the tax position will be 
sustained. This determination assuines that the relevant taxing authority will examine the tax position and is aware of all the relevant facts 
surrounding the tax position. The second step requires an entity to recognize in the financial statements the benefit of a tax position that meets 
the more-likely-than-not recognition criterion. The benefit recognized is measured at the largest amount of benefit that has a likelihood of 
realization, upon settlement, that exceeds 50%. The amounts ultimately paid upon resolution of issues raised by taxing authorities may differ 
materially from the amounts accrued and may materially impact the financial statements o f  the Registrants in the ftiture. 

Deferred income taxes reflect the net future tax effects of temporary differences bctwecn the carrying amounts of assets and liabilities for 
accounting purposes and their. basis for  income tax purposes, as well as the tax effects o f  nct operating losses and tax credit carryforwards. 

The Registrants record valuation allowances to reduce deferred tax assets to the amounts that are more likely than not to be realized. The 
Registrants consider the reversal of temporary differences, fiiture taxable income and ongoing prudent and feasible tax planning strategies in 
initially recording and subsequently reevaluating the need for valuation allowances. I f  thc Registrants determine that they are able to realize 
defured tax assets in the future in excess ofrecorded net deferred tax assets, adjustments to the valuation allowances increase inccliiic by 
reducing tax expense in the period that such determination is made. Likewise, if  the Registrants determine that they are not able to realize all or 
part ofnct deferred tax assets in the future, adjustments to the valuation allowances would decrease income by increasing tax expcnse in the 
period that such determination is made. 

The Registrants defer investment tax credits when the credits are utilized and amortize the deferred amounts over the average lives of the related 
-I;sets. 

, he  Registrants recognize interest a n d  penalties in "Income Taxes" on their Statements of Income. 

See Note 5 for additional discussion regarding income taxes 

(PPL Energy &pj?/)J8 PPL EIECII ic, L,KE, LG&E and KCI) 

The income tax provision for PPL, Energy Supply, PPL, Electric, L.KE, L.G&E and K U  is calciilatcd in accordance with an intercompany tax 
sharing agrccnicnt which providcs that taxable income be calculated as i f  PPL. Energy S ~ ~ p p l y ,  PPL. Electric, LICE, LG&E, KU and any Jomestic 
subsidiaries each filed a separate rcturn Tax benefits arc not shared between companies. A tax benefit inures only to the entity that gave rise to 
said benefit. The effect of PPL filing a consolidated tax return is takcn into account in the settlement of current taxes and the recognition o f  
deferred taxes. PPL Energy Supply's intercompany tax payable was $50 million and $26 million at December 31, 201 1 and 2010 PPL, Electric's 
intercompany tax receivable was $22 inillion and $74 million at December 31, 201 1 and 2010. LKE's intcrcoinpany tax receivable was $3 
million and $40 million at Deccinber 31,201 1 and 2010. L.G&E's intercompany tax icccivable was $4 million and $4 million at December 31, 
201 1 and 201 0. KU's intercoinpany tax rcceivable was $5 million at December 31, 201 1 and the intcrcompany tax payable was $15 million at 
December 3 I ,  201 0. 

(PPL, PPL Elecli-ic, LKE, L C d E  and KlJ)  

The provision for PPL, PPL, Electric, LKE, L.G&E and KU's deferred income taxes for regulated assets is based upon the ratemaking principles 
reflected in rates established by the regulators The difference in the provision for deferred income taxes for regulated assets and the amount that 
otherwise would be recorded undcr GAAP is deferred and included on the Balance Sheet in noncurrent "Regulatory assets" or "Regulatory 
liabilities." 
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Taxes, Other Than Income (PPL, PPL, Energy Siipply, PPL Eleclric, LKE, LGBE arid KU) 

The Registrants present sales taxes in "Accounts Payable" and value-added taxes in "Taxes" on their Balance Sheets. These taxes are not 
lected on the Statements of Income. See Note 5 for details on taxes included in "Taxes, other than income" on the Statements of Income. 

Leases 

(PPL, PPL. Etiei-gy Supply, PPL Eleclric, LKE, L.G&E and KU) 

PPL and its subsidiaries evaluate whether arrangements entered into contain leases for accounting purposes. See Note 1 I for a discussion or  
arrangements under which PPL. Energy Supply, L.G&E and KU are lessees for accounting purposes. 

PPL, ErrergyPlus entercd into several tolling agreements whereby PPL EnergyPlus was considered the lessor for accounting purposes. See Note 
9 for additional information regarding the 2010 sale of the Long Island generation business and the tolling agreements that were transferred 10 
the purchaser upon completion of the sale. 

Fuel, Materials and Supplies 

(PPL. PPL E1iergy Sripplv, PPL Eleclric, LKE, LG&E and KU) 

Fuel, natural gas stored underground and materials and supplies are valued at the lower of cost or market using the average cost method Fuel 
costs for electric generation are charged to expense as  used. For L,G&E, natural gas supply costs are charged to cxpense as delivered to the 
distribution systcni. See Note 6 for further discussion of the fuel ;tc!iustment clause and gas supply clause. 

"Fuel, materials and supplies" on the Ralance Sheets consisted of the following at December 3 1. 

PI'L PPL Eneray Supply 
201 I 2010 201 1 2010 

el $ 246 $ 260 $ 96 $ 97 
i\latural gas stored underground (a)  I 3  81 20 21 

335 302 I82 I19 
654 $ 643 9; 298 9; 297 

- Materials and supplies 
0 

LKE I X & E  KU 
201 1 201 0 201 I 20 10 201 I 2010 

Fuel .% 150 $ 163 $ 53 9; 68 $ 91 9 95 
N:ilural gas stored underground (a) 53 60 53 60 

80 75 36 34 44 41 
$ 283 $ 298 $ 142 $ 162 $ 141 S I36 

Materials and supplies 

(a) The inajority of'L.KE's and L.G&E's natural gas stored underground is held to serve native load. The majority of I'PL. Energy Supply's natural g;~s  stored underground is 
available for resale. 

Guarantees (PPL, PPL Energy Supply, PPL Electric, LKE, LGdE andKU) 

Generally, the initial measurement of a guarantee liability is the fair value of the guarantee at its inception. However, there are certain 
guarantees excluded from the scope of accounting guidance and other guarantees that arc not subject to the initial recognition and nieasurcment 
provisions of accounting guidance that only require disclosure See Note IS for further discussion of recorded and unrecorded guarantees. 

Treasury Stock- (PPL and PPL, Elecu-ic) 

PPL and PPL Electric restore all shares ofcoinmon stock acquired to authorized but unissued shares of common stock upon acquisition. 
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Foreign Currcncy Translation and Transactions (PPL) 

TTbe GBP, which is the local currency, is the fiinctional currency of  WPD. As such, assets and liabilities are translated at the exchange rates on 
date of consolidation and related revenues and expenses are translated at average exchange rates prevailing during the period included in 

I ;Le's results o f  opcrations Adjustinents resulting froin translation are recorded in AOCI. The effect of translation is removed from AOCl upon 
the sale or substantial liquidation of the international subsidiary that gave rise to the translation adjustment 

Gains or losses relating to foreign currency transactions are recognized in "Other Income (Expense) - net" on the Statements of  Income. Net 
transaction losses were $1.5 million in 20 1 1 and insignificant in 20 I O  and 2009. 

New Accounting Guidance Adopted (PPL, PPL Eriergy Supply, PPL Elecli-ic. LKE, LG&E arid KU) 

Disclosures about Pn Eiiiploycr's Participatio-nnn a Multicmployer Plan 

Effective December 3 I ,  201 I ,  the Registrants retrospectively adopted accounting guidance issued to improve the transparency about an 
employer's participation in a inultiemploycr plan. The disclosures rcquired by this guidance include the significant multieniployer plans in 
which an einploycr participates, thc level of the employer's participation in these plans, the financial health of these plans and the nature of 
eiiiploycr commitments to thcse plans. For plans for which users are unable to obtain additional ptiblicly available infomiation outside the 
employer's financial statements, additional disclostires are required. 

The adoption oftliis standard resiiltcd in additional footnote disclosure for PPL, and PPL Energy Supply but did not have a significant impact on 
any of the Registrants See Note 13 for disclosures rclated to PPL. Energy Supply's participation in multiernployer plans. 

Presentation of Coinprehcnsive lncoine 

Effective December 3 1,201 I ,  the Registrants retrospectively adopted accounting giiidancc that was issued to improve the comparability, 
consistcncy and transparcncy of financial reporting and to increase the prominence of items that are recorded in OCI This guidance requires 
that all non-owner changcs in stockholdcrs' equity be presentcd either in a single continuous stateincnt of coinprehensive income or in two 
separate but conscciltivc statements &here the first statement includes the coinponents of net inconic and the second statement includes the 
componcnts o f  OCI. 

Qegardless of'whcthcr an entity chooses to present comprehensive income in a single continuous statement or in two separate but consecutive 
teinents, the  guidance also would have required an entity to present on the face of the financial statements reclassification adjustments for 

.dins that are  reclassified from othcr comprehensive income to net incoine in the statement(s) where the components of net income and the 
components orothcr coiiiprehcnsive income are presented. However, subsequent to the issuance of this ncw accounting guidance, this 
rcqiirreinent that companies prcsent rcclassification adjustments for each component of OCI in both net income and OCI on the face of the 
financial statemcnts was deferred for further evaluation. The deferral did not change the requireinent to present items of net income, items of 
othcr coinpreheiisivc incoiiie and total comprehensive incoiiie in cithcr onc continuous statement or two sepwate consccuiive statements 

The Registrants rcqiiircd to present comprchcnsive income have elected to prcscnt two scparate consecutive statements. The adoption of this 
standard rcsulted i n  a change in piescntation and additional footnote disclosiirc that did not have a significant iinpact on the Registrants. 

2. Segment and Related Information 

(PPL arid PPL Eiier~gy Sztpp~) 

Sincc the acquisition of L.KE on Novcmbcr 1, 2010, PPL is organized into four segments: Kentucky Regulated, International Regulated, 
Pennsylvania Regulated and Siipply. PPL's segments are split between its regulated and competitive businesses with its regulated businesses 
further scgmcnted by geographic location. 

The Kcntucky Rcgulated segment consists primarily of L,KE's regulated electric generation, transmission and distribution operations, primarily 
in Kcntucky. This scginent also includes LKE's regulated distribution and sale of natural gas in Kentucky. In addition, the Kentiicky Regulated 
seginent includes certain financing activities associated with the acquisition of LKE. See Note 10 for additional information regarding the 
acquisition" 
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The International Regulated segment primarily consists of the regulated electric distribution operations in the U.K. This includes the operating 
resrilts and assels of WPD Midlands since the April I ,  20 1 1 acquisition date recorded on a one-month lag. The International Regulated segment 
"Is0 includes certain acquisition-related costs and financing activities associated with the acquisition of WPD Midlands. See Note 10 for 

litional inforination regarding the acquisition. 

'The Pennsylvania Rcgitlated segment includes the regulated electric transmission and distribution operations of PPL Electric. 

The Supply segment primarily consists of the domestic energy marketing and trading activities, as well as the competitive generation operations 
of PPL Energy Supply In 201 I, 201 0 and 2009, PPL, Energy Supply sold certain Supply segment generation facilities and businesses. See Note 
9 for additional information 

"Unallocated Costs" represent one-time LKE acquisition-related cobis includ;ilg advisory, accounting and legal fees, certain internal costs and 
201 0 Bridge Facility costs. 

The results of several facilities and businesses have been classified as Discontinued Operations on the Statements of Income. See Note 9 for 
additional information on these discontinued operations. Therefore, with the exception of  "Net Income Attributable to PPL/PPL Energy 
S~ipply," the operating results from these facilities and businesses have been excluded from the income statement data tables below. 

In January 201 I ,  PPL Energy Supply distributed its membership interest in PPL Global to its parent, PPL. Energy Funding. Following the 
distribution, PPL. Energy Supply operates in a single reportable segment, the Supply segment. PPL Energy Supply's 2010 and 2009 segment 
information was rcvisetf to reflect PPL. Global as a Discontinued Operation. See Note 9 for additional information. The Supply segment 
inforination reported by PPL. Energy Supply docs not equal the Supply segment information reported by PPL because additional Supply segment 
fiinctions exist at PPL. Further, certain income items, including PL,R revenue and certain interest income with affiliates, exist a t  PPL Energy 
Supply but are climinated in consolidation by PPL. Finally, certain expense items are fully allocated to the segments by PPL. only. 

Segment costs include direct charges, as well as an allocation of indirect corporate service costs, from PPL S~Is ices .  These service cos!s include 
fiinctions such as financial, legal, human resources and infonnation services. See Note 16 for additional information. 

Financial data for the segments arc: 

I'I'L I'PL Energy Supply 
201 1 2010 2009 201 1 2010 2009 

'ome Statement Data 
denties froin exteriiiil ciistoincrs by 

product 
Kentucky Regtilated 

Utility service (b) 
International llegulated 

Utility service (b) 
Energy-related businesses 

Total 
Pennsylvania llegulated 

Utility service (b) 

Energy (a) 
Energy-relaled businesses 

lo ta l  

Supply 

Total 

Intersegment electric reveiiues 
Pennsylvania llcgulated 
Supply (c) 

Deprecial ion 
Kenlucky Regulated 
International Regtilated 
Pennsylvania Regulated 
Supply 

Total 

$ 2,793 $ 493 

1,618 727 $ 684 
15 34 32 

1,653 76 1 716 

1,8R I 2,448 3.2 I8 

5,938 4,444 3,124 $ 5,965 $ 4,764 $ 4,930 
412 315 391 464 364 319 

6,4 I O  4,U 19 3,515 6,429 5,128 5,309 
12,737 8.52 I 1,449 6,429 5, I28 5,309 

I I  7 74 
26 320 I ,806 

3.34 49  
218 I I7  I I5 
I46 I36 I28 
262 254 212 
960 556 455 244 236 196 
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I’PL I’PL Energy Supply 
201 I 2010 2009 201 I 2010 2009 

A-nortiziition (d) 
Kentucky Regulated 
International Regulated 
Pennsylvania Regulated 

Unallocated costs 
Supply 

Total 

Unrealized (gains) losses on derivatives 
and other hedging activities (a) 

Kentucky Regulated 
Supply 

Total 

Interest income (e) 
International Regulated 
Pennsylvania Regulated 
Supply 

Total 

Interest Expense (9 
Kentucky Regulated 
International Regulated 
Pennsylvania Regulated 

Unallocated costs 
SUPPlY 

rotai 

hcome from Continuing 
Operations Before Income Taxes 

Kentucky Regulated 
International Regulated 
Pennsylvania Regulated 

Unallocated costs 
Supply (a) 

Total 

m e  Taxes (g) 
Kentucky Regulated 
International Regulated 
Pennsylvania Regulated 

Unallocated costs 
Supply 

Total 

Deferred illcome taxes and investment 
tax credits (11) 

Kentucky Regulated 
lntcrnational Regulated 
I’ennsylvania Regulated 
Supply 

Total 

Net Income Attributable lo 
PI’L,/PI’L. Energy Supply 

Kentucky Regulated 
International Regulated (i) 
Pennsylvania Regulated 
Supply (a) ti) 
Unallocated costs 

Total 

cas11 Flow Data 
Expenditures for long-lived BSSetS 

Kentucky Regulated 
International Regulated 
Pennsylvania Regulated 
Supply 

1 otal 

21 
83 13 03)  

7 (22) 312 
I37 148 90 

74 
254 213 3x9 137 147 88 

536 330 

4 2 I 
I 4 I 1  
2 2 2 
7 8 14 I ?  7 9 

217 
39 I 

98 
I92 

55 
135 87 
99 I I8 

224 I82 
Pn 
I?” 

898 593 387 20R I76 174 

349 40 
358 26 1 290 

1,237 860 27 

2.20 I 1,239 538 

257 I92 22 I 

( 1  14) 
1,212 88 I 

I27 I6 
33 
68 57 

463 228 

20 
79 
6 

(38) 
69 1 263 I05 44 5 26 1 3 

218 51 
17 I2 (39) 

106 I98 (23) 
299 (15) I33 
584 25 I 122 318 (25) 147 

22 1 26 
325 26 I 
173 1 I5 
776 612 

26 I 

600 

243 

3 

243 
I24 
40 768 

768 $ 861 $ 246 
(76) 

1,495 $ 938 9; 407 $ $ 

281 $ 240 

694 760 
934 

I52 

41 I 
795 723 $ 

$ 
465 $ 
862 281 $ 
490 
739 

240 
298 

$ 

702 
1,261 $ 702 $ 1,041 $ $ 2,556 $ 1,639 9; 
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lance Sheet Dntn 
.tal Assets 

Kentucky Regulated (k) 
International Regulated 
Pennsylvania Regulated 
Supply ( k )  

Total 

Geographic I h t a  
Revenues lrom external 

customers 
u s  
U K  

Total 

L.ong-L.ived Assets 
us 
u I< 

Total 

PPL PPL Eiiergy Supply 
As of Ileceniber 31, As of December 31, 

201 I 20i0 201 I 2010 

9; 10,229 $ 10,318 

5.610 5.189 
13,364 4,800 9; 4,800 

131445 121530 $ 13,179 I 1,996 
9; 42,648 $ 32,837 9; 13,179 $ 16,796 

I' I' L PPL Eiiergy Supply 
2011 - - 201n 2009 201 1 znin 2009 

$ 11,084 $ 7,760 9 6,733 S 6,429 $ 5,128 $ 5,309 
1,653 761 716 

$ 12,131 $ 8,521 $ 7,449 $ 6,429 9; 5,128 $ 5,309 

I'PL PI'L Enerpy Supply 
~ 

As of December 3 I ,  As of Ilecember 31, 
201 I 2010 201 I znio 

$ 19,129 $ 18,228 $ 6,872 $ 6,519 

$ 28,125 $ 21,733 $ 6,872 $ 10,024 
8,996 3.505 3,505 

Includes unrealized gains and losses from economic activity. See Note 19 for additional information. 
See Note I for additional infonnation on Utility Revenue. 
See "PL.R Coritracts/l'uruliase of  Accounts Receivable" and "NUG Purchases" in Note I6 for a discussion of the basis of  accounting between reportable segments 
Represents non-cash expense items tliiit include ttmortization of nuclear fuel, regulatory assets, debt discounts and premiums, debt issuance costs, emission allowances and 
RECs 
Includes interest income from afliliate(s) 
Includes interest expense wit11 afliliate(s). 
Represents both current and deferred income taxes, including investment tax credits. 
Represents a non-cash expense item that is also included in "Income Taxes." 
For PPL. Energy Supply, 2010 and 2009 were reported as Discontinued Operations. See Note 9 for additional information, including the $24 million of income tax expense 
recognized in  2009 by the International Regulated segment related to a correction of income tax bases for the L.atin American businesses sold in 2007 
111 April 201 1 ,  during the PPL. Susquelianna Uni t  2 refueling and generation uprate outages, a planned inspection of the Unit 2 turbine revealed cracks in certain of its low 
pressure turbine blades. As a precaution, PPL. Susquelianna also took Unit  I out of service in mid-May to inspect that unit's turbine blades This inspection revealed cracked 
blades similar to those found i n  Unit 2. Replacement of these blades was completed, significantly extending these outages. The after-tax earnings impact, including reduced 
energy sales margins and repair expense for both units was $63 million in 201 I 
A portion ofthe goodwill related to the 2010 L.KE acquisition has been attributed to I'I'L's Supply segment 

(PPL Electric, LKE, LG&E nnd KU) 

PPL Electric, L.ICE, LG&E and KU cach operate within a single reportable segment. 

3. Preferred Securities 

Preferred Stock 

(PPL) 

PPL is aiithorized to issue up to I O  million shares of preferred stock. No PPL, preferred stock was issued or outstanding in 201 1, 2010, or 2009. 

PPL classifies prcfcrred securities of a subsidiary as "Noncontrolling interests" on the Balance Sheets. Dividend requirements of $16 million for 
201 I ,  $17 million for 2010 and $18 inillion for 2009 were incliided in "Net Income Attributable to Noncontrolling Interests" on the Statcincnts 
of Income 
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(PPL Elecfr-ic) 

PPL Electric is atitliorizcd to issue up to 629,936 shares of4-1/2% Prcferred Stock and 10 inillion shares of series preferred stock. There were 
"<7,524 shares of 4- 1/2'%, Prcferrcd Stock (amounting to $25 million) and an aggregate of 257,665 shares of four series ofpreferred stock 

iounting to $26 million) issued and outstanding at December 3 I ,  2009. 

In April 2010, PPL. Elcclric rcdeerncd all of its outstanding preferred stock, with a par value in the aggregate of $51 inillion, for $54 million 
including accumtilatcd dividcnds Thc redceined shares are no longer outstanding and represent only the right to receive the applicable 
rcdemption price, to the extent thc sharcs have not yet been presented for payment. Tlie premium of $ 3  million is included in "Distributions on 
Prefened Securities" on the Statement of Income. 

(L G& E) 

LG&E is authorized to issue tip to 1,720,000 shares of preferred .;rock at a $25 par value and 6,750,000 shares of preferred stock without par 
value. LG&E had no preferred stock issued or outstanding in 20 I I ,  2010 or 2009. 

- 

K U  is autliorizcd to issue up to 5,300,000 shares of preferred stock without par value. KU had no preferred stock issued or outstanding in 201 1 ,  
2010 or 2009. 

Preference Stock 

(PPL Electric) 

01'tlie 10 million shares of Pi,cferencc Stock authorized, PPL, Electric had 2.5 million shares of 6.25% Series Preference Stock (Preference 
Shares) issued and outstanding in 201 1, 2010 and 2009. The Preference Shares arc held by ;1 bank that acts as depositary for I O  million 
dcpositary shares, cacli or which repi'esents a one-quarter interest in a Preference Sliarc. Holders ol the depositary shares are entitled to all 
proportional rights and preferences of the Prcfcrcnce Shores, including dividend, voting, redemption and liquidation rights, exercised through the 
bank acting as a dcposilary. The Prcfercncc Shares rank senior to PPL, Electric's common s!ock but have no voting rights, exccpt as provided by 
law, and they havc a liquidation prefcrence of $100 pcr share (equivalent to $25 pcr depositary share). Tlie Preference Shares, which have no 
stated maturity datc and no sinking fund requirements, have been redeemable by PPL, Electric since Apr,iI 6, 201 1 for $100 per share (equivalent 
'q $25 per depositary share). 

ividcnds on  thc Pi,cference Sharcs are not cumulative and will be paid when, as and if declared by the Board of Directors at a fixed annual rate 
of 6 2 3 6 ,  or $ I  562.5 per depositary sliarc pcr year. PPL Eiectric may not pay dividends on, or redeem, purchase or make a liquidation paymcnt 
with respect to  any of its common stock, exccpt in certain circumstances, unless full dividends on the Prcference Shares have been paid for the 
tlicn-current dividend pcriod. 

KU is authorized to issuc tip to 2,000,000 shares of prefcrencc stock without par value. Ktl had no prcferencc stock issued or outstanding in 
2011,2010or2009. 

4. Earnings Per Share 

(PPL) 

Basic EPS is computed by dividing income available to PPL common shareowners by the weighted-average number of common shares 
outstanding during thc period Diluted EPS is computed by dividing income available to PPL common shareowners by the weighted-average 
number of sliarcs outstanding that are increased for additional shares that would be outstanding if potentially dilutive non-participating securities 
wcrc converted to common sliaics as calculatcd using the treasury stock method. In 201 I, 2010 and 2009, these securities included stock options 
and performance units granted tinder incentive compensation plans. Additionally, the 20 1 1 and 20 I O  Purchase Contracts associated with the 
201 1 and 20 10 Equity Units will be dilutive Lindcr the treasury stock method if the average VWAP of PPL.'s coininon stock for a certain period 
cxcecds approxiinatcly $30 99 and $28.80. The 201 1 Purchase Contracts were excluded from the diluted EPS calculations because they did not 
meet this criteria during 201 I .  The 2010 Purchase Contracts were included in the diluted EPS calculation for 201 1 as they met this criteria for a 
portion of that year, but wcre excluded from the diluted EPS calculations for 2010 because they did not meet this criteria for that year. Subject 
to antidilution adjustments at Deccmbcr 3 1, 201 1, the maximum number of shares issuable to settle the Purchase Contracts was 101,552,245 
shares, including 
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86,552,565 shares that cotild be issued tinder standard piovisions of the Purchase Contracts and 14,999,680 shares that could be issued under 
make-whole provisions i n  the event ofcarly settlement upon a Fundail1cntal Change. See Note 7 for additional infonnalion on both the 201 1 and 
2010 Equity Units. 

:oncilialions ofthe amotrnts of  incomc and shares of PPL. common stock (in thousands) for the periods ended December 3 I used in the EPS 
. ~lctil:~tion are: 

Inconie (Numerator) 
Income from coiiiinuing operaiions after inconic taxes attributable to PPL 
Less moun t s  ;~llociiied IO p:irricii)ating sccwilies 
lncoiiie from continuing operaiiotis after income taxes aviiilable io PPL. cotnmon shareowners 

201 I 2010 2009 

s 1.493 s 955 $ 4 14 

$ 1,487 $ 95 1 9; 412 

3 1 s  (17) $ (7) :?cc;mc ( h s s )  froni discontinued operillions (net 0 1  income taxes) available to PPL. 

Net income attribuiable io I'PL. 
Less amounts allocated to participating securities 
Net income aviiilable to PPL coiiiinoti shareowners 

Sliures of Conision Stock (Dcoominulor) 
Weigiiied-average slitires - Basic EPS 
Add iiicremeiiinl non-p;irticip;itiii~ securiiies: 

Stock oplions and perforiniince tinits 
201 0 Purchase Coiitrticts 

Wcigiited-avcr:ige sh:irrs - Diluktl EI'S 

Husic EI'S 
Av;rilable to PI'L coininon sh:ireowiiers: 

Income from coniinuing op-8 :rtioiis after income taxes 
lncoiiic (ioss) from tlisconiiniied operations (net  of  income taxes) 

Net Incoinc , 

Diluted EI'S 
Available to PI'L. ciiininoii sh;ircowners: 

Income from coiiliticiing operations after income taxes 
Income (loss) Ih)m disconiinued operations (net of income taxes) 

'1 income 

$ 1,495 9; 938 $ 407 
6 4 2 

$ 1,489 $ 934 $ 405 

550,395 43 1,345 376,082 

400 224 324 
I57 

550,952 43 1,569 376,406 

s 2.70 S 2.21 s I IO 
0.0 I (0.04) (0.02) 

s 2.71 $ 2.17 s I .ox 

Ifi 2 70 Ifi 220  9 1 IO - -  
(0.03) (0.02) 

s 2.70 $ 2.17 $ I .ox 

Lhring 201 I ,  PPL. issucd 443,865 shares of common stock related to the exercise of stock options, vesting o f  restricted stock and restricted stock 
units and conversion of stock units granted to directors under its stock-based compensation plans. In addition, PPL. issued 301,3 I 9  and 
2,269,388 shares of common stock related to its ESOP and DRIP during 201 1. See Note :2 for a discussion of PPL's stock-based compensation 
plans. 

See Note 7 for information o n  the issuance or common stock and 201 1 and 2010 Equity [inits. 

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

(Slltll L'Y 111 drrJll\oitd\) 

Stock options 
Perforinance units 

5. Income and Other Taxes 

"Income from Continuing Operations Before Income Taxes" included the following components: 

Domestic income 
Foreign income 

Total 

201 1 2010 2009 

5,084 4,936 2,394 
2 45 I 

201 1 2010 2009 

$ 1,715 $ 952 9; 207 
486 287 33 1 

$ 2,201 s 1,239 $ 538 

Deferred inconic taxcs reflect the net tax errects of temporary differences between the carrying amounts o r  assets and liabilities for accoiinting 
wrposes and their basis for income tax ptirposes and the tax effects of net operating loss and tax 
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credit carryforwards. The provision for PPL,'s deferred income taxes for regulated assets is based trpon the ratemaking principles of the 
applicable jurisdiction. See Notes I and 6 for additional inforination. 

'*%t deferred tax assets have been recognized based on management's estimates of friture taxable income for the U S. and certain foreign 
sdictions in which PPL's operations have historically been profitable. 

Significant components of PPL.'s deferred income tax assets and liabilities were as follows: 

Deferred Tax Assets 
Ueierred investment tax credits 
Regulatory obligations 
Accrued pension costs 
Accrued lit igalion costs 
Federal loss carryforwards 
State loss carryrorwards 
Federal tax credit carryforwards 
Foreign capital loss carryforwards 
Foreign loss carryforwards 
Foreign ~ pensions 
Foreign ~ regulatory obligations 
Foreign - other 
Contributions i n  aid of construction 
Ih inest ic - other 
Valuation allowances 

-1ot;Il deferred tax Bssets 

Deferred T a x  Liabilities 
Domestic plant - net 
'Taxes recoverable through future rates 
Unrealized gain on qualil'ying derivatives 
Olher regulatory assets 
Regulatory undercollections 
Reacquired debt costs 
Foreign plant - net 
Foreign - oilier 
Domestic I other 

deferred tax l iabil i ty 

Total deferred tax liabilities 

201 1 2010 

$ 113 $ 
I49 
325 

305 
272 
240 
578 

7 
74 
67 
21 

I33 
22 7 

7 

(724) (464) 
I ,7x9 1,728 

3,465 .3,010 
I37 I 05 
33 I 298 
234 32 I 

22 
93 25 

975 526 
I,. 7 7  36 - 

1_1 

9; - - 

45 
205 
316 

31 
314 
269 
I69 
377 

87 

8 
152 
219 

PPL had the following loss and tax credit carryforwards. 

Loss carry forwards 
Federal net operating losses (a) 
Federal capital losses (a)  
State net operating losses (h) 
Stele capital losses (b) 
Foreign net operating losses 
Foreign ciipital losses (c) 

Federal investment lax credit (a) 
Federal A M T  credit (a) 
Federal foreign tax credit 
Federal - other (a) 

Credit carryforwards 

201 1 ZOlO 

9; X76 

4,537 
I37 
28 

2,31 I 

I 80 
20 
12 
2x 

s 799 
is5 

4,lhX 
181 

1,395 

I25 
20 

24 

Expiratioii 

2028-203 I 
201 1-2014 
2012-203 I 
201 1-2015 
lndef in ik 
lndelinite 

2025-203 I 
Indefinite 

20 I 7-202 I 
20 16-203 I 

(a) 
(b) 
(c) 

Valuation all Jwances have been cstablished for the amount that, inore likely than not, will not be realized. The changes in deferred tax valuation 
allowances were: 

2010 loss anti credit carryforwards associated with the acquisition of LKE L.KE's federal capital loss carryforwards were fully utilized in 201 I 
2010 state net operating loss and state capital loss carryforwards associated with the acquisition of L.KE, are $ I  -0 bil l ion and $163 mil l ion 
201 I includes $456 mill ion of  foreign capital losses associated with WI'D Midlands. 
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I 

2009 
J I o  

Additions 
llalaricc a t  Charged to Kalarice 

of Period to liiconie Accounts Deductions of I'eriud 

$ 464 9; I90 $ I I Z ( a )  9; 4 2 ( b )  9; 724 

Ueginiiiag Ctinrged Oilier 81 Ell* 

312 22 I 6 ( c )  75 (4 464 
285 24 17 (e) 14 (0 312 

Primarily related to a $101 million valuation allowance that was recorded against certain deferred tax assets as a result olthe 201 1 acquisition of WI'D Midlands. See Note 10 
Ibr odditional information on the acquisition 
'The reduction ol' the U K. statutory income tax rate resulkd i n  a $35 million reduction in  the valuation allowance See "Reconciliation of Income Tax Expense" below for 
more information on tlie impact oft l ie IJ K. Finance Act of 201 I 
A valiiation allowance was recorded against certaiii deferred tax assets as a result of t l ie  2010 acquisition of LKE. See Note 10 for additional inrorinatioii on tlie acquisition. 
Resulting from tile projected revenue incrc;rse i n  connection will1 the expiration o f  the I'ennsylvania generation rate caps in 20 IO, the valuation allowance related to sti~te net 
operating loss carryfonvards over the remaining carryforward period was reduced by $72 million (or $0 I 7  p~ s h m ,  basil and diluted) 
Related to the change iii fureign net operating loss carryforwards, includiiig the change in roreign currency exchange rates. 
Primarily l'rom the projected revenue increase in connection with the expiration of the Pennsylvania generation rate caps i n  20 IO,  the valuation allowance related to a portion of 
state riel operiiting loss cmyfurwards was reduced by $ 1  3 million 

PPL, Global does not pay or record U.S. income taxes on the undistributed earnings of WPD, as management has determined that the earnings 
are indefinitely reinvested. Nistorically, dividends paid by WPD have been distributions from current year's earnings. WPD's long-term 
working capital forecasts and capital expenditure projections for the foreseeable future require reinvestment of WPD's undistributed earnings, 
and WPD would have to issue dcbt or iiccess crcdit facilities to fund any distributions in excess of current earnings. Additionally, U.S. long-tcrm 
working capital forecasts and capital expenditure projections for the roresccable future do not require or contemplate distributions from WPD in 
excess of some portion or future WPD carnings. The cumulative undistributed earnings are included in "Earnings Rcinvested" on the Balance 
Sheets. The amounts considered permanently reinvested at December 3 1, 201 1 and 2010 were $ 1  "2 billion and $837 million. If the WPD 
carnings were reiiiittcd as dividends, PPL. Global could be subject to additional U.S. taxes, net of allowable foreign tax credits. I t  is not 
practicable to eslitiiate thc amount of additional taxes that could bc payable on these foreign earnings. 

Details or  the coinponcnts or income tax expense, a reconciliation of federal income taxes derived from statutory tax rates applied to "lncomc 
r i m  Continuing Opcrations Before Income Taxes" to income taxes for reporting purposes, and details of "Taxes, other than income" were. 

Income Tax Expense (Benetit) 
Current - Federal 
Current - State 
Current - Foreign 

Deferred - Federal 
Dcferred - Spate 
Deferred - Foreign 

Total Current Expense (Benefit) 

Total Deferred Expense (Beiielit), excluding opemting loss carryforwtirds 

Investment tax  credit, net - Federal 
l u x  benefit of operating loss carryfonvards 

Deferred - Federal 
Defcrred - State 

T o t a l  'lax Benefit of Operating Loss Carrylbnvards 
Total income taxes l'rom continuing operations ( a )  

Total income tax expense - Federal 
Total income tax expense - State 
Total income tax expense - ForeiSn 

Tole1 income taxes from continuing operations (a) 

201 I 2010 2009 

$ 54 $ (51) 9; (72) 
(20) 43 14 
1-4 20 41 . -  

I 0 7  12 (17) 
558 358 I30 
I 2 7  (82) ( IO) . ,  
( 2 3 )  ( 9 )  16 
662 267 I36  

(68) ( 1 1 )  
$ 691 $ 263 $ IO5 

$ 572 9; 308 $ 44 
69 (56) 4 
50 I I  57 

$ 691 $ 263 $ I05 

(a) Excludes current and deferred federal, state and foreign tax expense (benefit) recorded to Discontinued Operations of $2 million in 201 I ,  $ ( 6 )  million in 2010 and $46 inillion 
i n  2009 Excliitles reailized tax expense (benefits) related to stock-based compensation, recorded as a decrease (increase) to additiona1,paid-in capital of $3 million i n  201 1 and 
insignilicant amounts i n  20 I0 and 2009 Excludes tax benefits related to tlie issiiance costs of tlic Purchase Contracts, recorded as an increase to atfditional paid-in capital i i i  

[lie imiount o f $ 5  million i n  201 I and $10 million in  2010, offset by an insignificant :mount of related valuation allowances for state deferred taxes in  201 I Also excludes 
lederal, state, and foreign tax expense (benefit) recorded to OCI of$(  137) million in 201 1, $83 million in 2010 :tnd $358 million in 2009, and related valuation ttllowclnces for 
state deferred taxes in the amount of $3 million for 20 I I 
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Reconciliation o f  Income Tax Expense 
Federal income tax on Income from Continuing Operations Before Income Taxes at 

statutory tax rate - 35% 
ease (decrease) d u e  to: 

State income taxes, net of federal income tax benefit 
State valuation allowence adjustments (a) 
impact of lower U K. income tax rates 
U S  income tax on foreign eaniings - net of foreign tax credit (b) 
Federal and state tax reserves adjustments (c) 
Foreign tax reserves adjustments (d) 
Federal and state income tax return adjustments (e) 
Domestic manufacturing deduction (e) (f) 
Iiealth Care Reform (g) 
Foreign losses resulting from restructuring (d) 
Enactment of the U.K.’s Finance Acts 201 1 and 2010 (11) 
Federal income tax credits (i) 
Depreciation not normalized (a) 
Foreign valuation allowiince adjustments (d) 
State deferred tax rate cliange f j )  
Other 

Total increase (decrease) 
Total inconie kixes from continuing opefations 
Effective inconie tax rate 

201 I 2010 2009 

s 77@ $ 434 $ I88 

(79) (171) ( 8 3  
$ 691 $ 263 $ I 05 

31 4% 21.2% 19.5% 

(79) (171) ( 8 3  
$ 691 $ 263 $ I 05 

31 4% 21.2% 19.5% 

During 20 I I ,  the 1’ennsylv;inia Department of Ikvenue issued interpretive guidance on the treatment of bonus depreciation for Pennsylvania income tax purposes In 
accordance with Corporation Tax Bulletin 201 1-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in tlie same year bonus depreciation is allowed for 
Federal income tax purposes. Due to the decrfiise i n  taxable income related to bonus depreciation and a decrease in projected future taxable income, PPL. recorded $43 million 
in state deferred income lax expense related to deferred tax valuation allowances. 

Additionally, tlic I OO‘% I’ennsylvania bonus depreciation deduction created a current state income tax brnrfit for the flow-through impact of Pennsylvania regulated state tax 
depreciation 

I’ennsylvania I I B 153 I ,  enacted in October 2009, increased the net operating loss limitation to 20% of taxable income for tax years beginning in 2010. During 2009, based on 
the projected revenue incre:ise due to the expiration of the Pennsylvania generation rate caps i n  2010, PPL recorded a $13 million state deferred income tax benefit related to 
the reversill ofdeGrred lax valuation a!lowonces for a portion or its Pennsylvania net operating losses During 20 10, PPL. recorded an additional $72 million state deferred 
income tax benefit related to the revcrsal of deferred tax vaiuation allowances related to the future projections of taxable income over the remaining carryforward period of the 
net operating losses. 
During 201 I ,  PPL. recorded a $28 million federal income tax benefit related to U.K. pension contributions. 

During 20 IO,  PPL recorded additional U.S. income tax expense resulting from increased taxable dividends and certain restructuring of U K entities 
In 1997, the U K imposed a Windfall Profits Tax (WPT) 011 privatized utilities, including WPD. PPL filed its tax returns for years subsequent to its 1997 and 1998 claims for 
refu:id on the basis t l iat  the U . K .  WPT was creditable In September 2010, the U S .  Tax Court (Tax Court) ruled in PPL.’s favor in a dispute with the IRS, concluding that the 
U K .  W I T  is a creditable tax for U.S tax purposes. As a result and with tlie finalization ofother issues, PPL recorded a $42 million tax benefit in 2010. I n  January 201 I ,  the 
IRS appealed the lax Court’s decision to the 1I.S Court of Appeals For the Third Circuit (Third Circuit). In December 201 I ,  the ‘Third Circuit issued its opinion reversing tlie 
I-ax Court‘s decision and holding that tlie U K WPT is not a creditable tax As a result of tlie “Third Circuit’s adverse determination, I’PL. recorded a $39 million expense i n  
201 I 

In .luly 201 0, the U S i a x  Court ruled in  PI’L.’s favor in a dispute with the IRS, concluding that street ligliting assets lire depreciable for tax purposes over seven years. As a 
result, PPL, recortlctl a $7 million tax benelit to federal and slate income tax reserves and related deferred inconle taxes. Ti le II<S did not appeal this decision 

During 2 0  I I ,  ,?OI(J iind 2009, PPL. recorded a $6 million, $7 million and $6 million tax benefit to federal and state income tax reserves related to stranded cost securitization. 
During 201 I ,  WI’D reached an agreement with the HM Ikvenuc & Customs, the U K. tax autliority, related to the amount of the  capital losses that resulted from prior years’ 
restructuring in the U K and recorded a $147 million foreign tax benefit for the reversal of tax reserves related to the capital losses Additionally, WPD recorded a$147 
million valuation allowance for the m o u n t  of capital losses that, more likely than not, will not be utilized. 

During 201 0 ,  PPL. recorded a $261 million foreign tax benefit in conjunction with losses resulting from restructilring in the U.K. A portion of these losses offset tax on a 
deferred gain from a prior year sale of WPDs supply business WI’D recorded a $21 5 million valuation allowance for the amount of capital losses that, more likely tlmn not, 
will not be realized 

On Fcbruiiry 27, 2012, PI’L filed with the Third Circuit a petition for rehearing of its opinion on this mutter 

During 2009, PIT recorded a $46 million foreign tax benefit and a related $46 million tax reserve related to losses resulting from restructuring in the U K. Additionally, PPL 
recorded a $29 million foreign tax benefit related to tlie resolution of a tax dispute and foreign currency exchange losses 
During 20 I I ,  Pi’L recorded $ 1  7 million i n  Federal and state tax benefits related to the filing of the 2010 federal and state income tax returns Of this amount, $7 million in tax 
benefits relate t i )  tin additional domestic manufacturing deduction resulting from revised bonus depreciation amounts and $3 million in tax benefits relate to the flow-through 
impact of Pennsylvania regulated state tax depreciation. 

During 2009, PPL, received consent from the IRS to change its method ofaccounting for certain expenditures Tor tax purposes. PPL deducted tlle resulting IRC Sec. 481 
adjustment on its 2008 federal income tax return and recorded a $24 million adjustment 10 federal and state income tax expense resulting from the reduction in  federal income 
lax benefits reliikd to the domestic manufacturing deduction and certain state tax benefits related to state net operating losses and regulated depreciation. 
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During 2010, P I T  recorded an increase i n  tax benelits related to domestic manufacturing deductions due to an increase in domestic taxable income resulting from the 
expir;itiori of geiier;liioii rate caps i n  20 IO 111 December 20 10, Congress enacled legislation allowing for 100% bonus depreciation on qualified property. The increased tax 
deprccialioii deduction relnted to bonus depreciation significantly reduced the tax benefits related to dcmestic manllfacturing deductions during 2010 and eliminated the lax 
beiielit in 20 I I 
Beginning i n  20 13, provisions within I-lealh Cure Reforin 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 10 Medicare Part D Coverage. As a result, PPL. recorded deferred income tax expense during 2010. See Note 
I3 for additional information 
The U.K 's Finance Act of 201 I ,  enacted in July 201 I, included reductions in the U K. statutory income tax rate Tl?e statutory income tax rate was reduced from 21% to 26% 
retroactive to April I ,  201 I and will be reduced from 26% to 25 % effective April I ,  2012 As a result, PPL. reduced its net deferred tax liabilities and recognized a deferred tax 
benefit during 201 I related to both tax rate decreases. 

The U.K.'s Finance Act of 2010, enacted in  luly 2010, included a reduction in the U K. statutory income tax rate Effective April I ,  201 I ,  the stattltory income tax rate was 
reduced from 28Y0 to 27% As a result, PI'L. reduced its net deferred tax liabilities and recognized a deferred tax benefit. 
During 201 I and 701 0.1'1'1.. recorded a deferred tax benefit relnted to investment tax credits on progress expenditures related to hydroelectric plant expansions See Note 8 for 
4 i t i o n a l  information. 
During 201 I ,  PPL completed the sa!c of ceifiiin non-core generation facilities. See Note 9 for additional information. Due to changes in state apportionment resulting in the 
reduction in  tlic future eslimated state tax rate, PPL recorded a deferred tax benefit related to ils December 31, 201 I state deferred tax liabilities. 

Tuxes, other than iiicome 
Slate gross receipts 
State utility realty 
State capiuil stock 
Foreign properly 
Domestic property and otlier 

r o t n i  

201 1 

$ 140 
(9 )  
18 

I I3 
64 

R 326 

2010 2009 

9; 145 $ I87 
5 5 
6 6 

52 57 
30 25 

9; 238 9; 280 

See Note 6 Tor inforination on  a settlement related to PURTA tax that was returned to PPL Electric custonicrs. 

Deferred income taxes reflcct the nct tax effects of temporary differences between the carrying amounts of assets and liabilities for accounting 
purposes and their basis for income tax ~iurposes and the tax effects of net operating loss and tax credit carryfonvards. 

Net deferred tax asscts have been recognized based on management's estimates of future taxable income for the U S. and certain foreign 
itirisdictions in which PPL Energy Supply's operations have historically been profitable. 

gnificant componcnts of  PPL. Energy Supply's deferred income tax assets and liabilities were as follows: 

Deferred Tax Assets 
Deferred investment tax credits 
Accrued pension costs 
Accrued litigation costs 
Federal loss corrylbnwrds 
Federal lax  credit carryforwards 
State loss carryfonvards 
Foreign capital loss carryforwards 
Foreign - pensions 
Foreign - other 
Domestic - other 
Valu;ition ;illow:iiices 

Total deferred lax assets 

Deferred 1-ex Liabilities 
Domestic plant - net 
Unrealized gain oil qualifying derivatives 
Foreign - plant 
Foreign - other 
Domestic other 

Total deferred tax liabilities 

Net deferred tax liability 

201 1 2UlO 

$ 55 9; 33 
IO0 IO0 

1 31 
I 

58 
78 I l l  

371  
87 

8 
19 84 

1,401 1,246 
3 80 326 

526 
36 

51 52 
1,838 2, I86 

$ 1,538 $ 1,163 
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PPL. Energy Supply had the following loss and tax credit carryforwards. 

s carryforwards 
zderal net operating losses 

State net operating losses (a) 
Foreign capital losses (a) 

Credit carryforwards 
Federal investment tax credit 
Federal - other 

201 1 2010 Expiration 

$ 3 203 I 
1,198 $ 1,714 ~ O I L - ~ O ~ I  

1,395 Indefinite 

55 
3 

(a) 

Valuation allowances have been established for the amount that, more likely than not, will not be realized The changes in deferred tax valuation 
allowances were: 

During 201 I ,  PPL. Energy Supply distributed its membership interest in PPL Global to PPL Energy Funding. See  Note 9 for additional infomiation 

Balance 
Additions 

Balance at Charged to 
Beginning Cli a rged Otlier at End 
o f  I'eriod to Income Accounts Deductions of I'eriod 

$ 408 $ 22 $ 358 (a) $ 72 
255 205 52 (b) 408 
226 I2 9; 17 (d) 255 

(a) 
(b) 

(c) 

During 201 I ,  PPL. Energy Supply distributed its membership interest in PPL. Global to PPL. Energy Funding. See Note 9 for additional information. 
Resulting from the projected revenue increase in cunnection with the expiration of tlie Pennsylvania generation rate caps i n  20 IO,  the valuation allowence related to state net 
operating loss carryforwards over the remaining carryforward period was reduced by $52 million 
l'cwsylvania state legislation, eiiacted i i i  2007 and 2009, increased the net operating loss litnitation As a result, the deferred tax asset (and related valuation a!io nance) 
associoted with certain of its Pennsylvania net operating loss carryforwards for all perixis presented were increased to reflect tlie Iiigher limitation. lhere  was no impact bn  the 
net deferred tax asset position as a result of  the legislation 2nd related adjustments 
Primarily related to tlie change in foreign net operating loss carryforwards including the cliiingc in currency exchange rates (d) 

Details of the components of income tax expense, a reconciliation of federal income taxes derivcd from statutory tax rates applied to "Income 
(Loss) from Continuing Operations Before Income Taxes" to income taxes for reporting ptirposes, and details of "Taxes, other than income" 
-'ere: 

Income Tax Expense (Benefit) 
Current - Federal 
Current ~ State 

Lkferred - Federal 
Total Current Expense (Benefit) 

Deferred - state 
Total Ikfcrred Expense (Benefit) 

Total income taxes from continuing operations (a) 
Investment tax credit, net - federal 

Total income tax expense (benefit) - Federal 
Total iiicoine tax expense (benefit) - State 

Total income taxes from continuing operations (a) 

201 1 2010 2009 

$ 139 $ 208 $ 

$ 445 $ 261 f 3 

(a) Excludes current and deferred federal, state and foreign tax expense (benefit) recorded to Discontinued Operaticms of $3 million in 201 I ,  $(5) million in 2010 and $66 million 
in 2009 Also, excludes federal, state and foreign tax expense (benefit) recorded to OCI o f  $ ( 8 3 )  million in 201 I, $ 1  32 million in 2010 and $338 million in 2009 The deferred 
tax benefit o f  operating loss carryforwards was  insignificant for 201 I ,  2010 and 2009 

Recoilciliation o f  Income Tax Expense 
Federal income tax on Income from Continuing Operations Before Income Taxes at  

statutory tax rate - 35% 

201 I 2010 2009 

$ 424 $ 308 $ (5) 
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Increase (decrease) due to: 
State income taxes, net of federal income tax benefit 
State valuation allowance adjustments (a) 
State deferred tax rate change (b) 
Federal and stale tax reserves adjustments 
Domestic manufacturing deduction (c) (d) 
Federal and state income tax return adjustments (d) 
Iiealth Care Reform (e) 
Federal income lax credits (0 
Oilier 

Total increase (decrease) 
Total income taxes from continuing operations 
Erective income tax ra le  

During 201 I ,  the Pennsylvania Department of Revenue issued interpretive guidance on the treatment of  bonus depreciation for Pennsylvania income tax purposes. In 
accordance with Corporation Tax Bulletin 201 1-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in the same year bonus depreciation is allowed for 
Federal income tax purposes Due to tlie decrease in taxable income related to bonus depreciation and a decrease in projected future taxable income, PPL. Energy Supply 
recorded $22 million state deferred income tax expense related to deferred tax valuation allowances. 

Pennsylvania 1-1 B. I53 I ,  enacted in October 2009, increased [lie net operating loss limitation to 20% of taxable income for tax years beginning i n  20 10. Based on the projected 
revenue increase related to Ihe expiration of [lie generation rille caps, PPL Energy Supply recorded a $52 million state deferred income tax benefit related to the reversal of 
deferred tax valuation allowances over the remaining carry forward period of the net operating losses. 
Lhring 201 I ,  PPL. Energy Supply completed the sale of certain non-core generation facilities. See Note 9 for additional information. Due to changes in state apportionment 
resulting i n  the reduction in the future estimated state tiix rale, PPL. Energy Supply recorded a deferred tax benefit related to its December 0 I ,  201 I state deferred tax liabilities. 
During 2010, PPL. Energy Supply recorded an increase in tax benefits related to domestic manufacturing deductions due to an increase in domestic taxable income resulting 
from the expiration of Pennsylvania generation rate caps i n  2010. In December 2010, Congress enacted legislation allowing for l00'% bonus depreciation on qualified 
properly The increased tax depreciation deduction rel;i!ed to bonus depreciation significantly reduced the tax benefits related to domestic inanufiicturing deductions during 
2010 and eliminated tlie tax benelit in 201 I .  
During 201 1, I'PL. recorded $22 million in federal and slate tax benefits related :o :he filing orthe 2010 federnl and state income tax returns $7 million in tax benefits relate to 
an additional domestic manufacturing deduction resulting f ,c i i~ revised bonus deprecintioc amounts. 

During 2009, I'PL Energy Supply received consent from the ills to change its method of accounting for certaiii expenditures for tax purposes I'PL Energy Supply deducted 
the resulting IRC Sec 48 I adjustment 011 its 2008 f e d d  income tax retunl and recorded a $21 million adjustment to federal and state inconic Lax expense resulting from the 
reduction i n  federal income tax benefits related to ilie domestic manufacturing deduction and cerlilin state tax benefits related to state net operating losses 
Beginning in 201.3, provisions within l-lealtl~ Care Reform eliminated the tax deductibility of retiree health care costs to the extent of federal subsidies received by plan 
sponsors that provide retiree prescription drug benefits equivalent to Medicare Part D Coverage As a result, PPL Energy Supply recorded deferred income lax expense during 
2010. See Note I 3  for additional information 
During 201 I and 2010, PPL Energy Supply recorded 3 deferred tax benefi! related to investment lax credits on progress expenditures related lo hydroelectric plant 
expansions. See Note 8 fbr additional information. 

Taxes, otlier than income 
Stale gross receipts 
State realty 
State capiial stock 
Domestic property and otlier 

Totd 

201 I 20 10 2009 

9; 31 $ 15 
1 

12 4 %  3 
27 27 26 

$ 71 $ 46 $ 29 

(PPL, Eleclric) 

The provision for PPL. Electric's deferred incoinc taxes for regulated assets is based upon the ratemaking principles reflected in rates established 
by the  PUC and the FERC. The difference in the provision for deferred income taxes for regulated assets and the amount that otherwise wo~tld 
be recorded under GAAP is deferred and included in "Regulatory assets'' on the Balance Sheets. 

Significant components of PPL Electric's deferred income tax assets and liabilities were as follows: 
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Deferred Tax Assets 
Deferred investinent tax credits 
Accrued pension costs 
Contributions in a id  of construction 
Regulatory obligations 
State loss carryforwards 
Federal loss carryforwards 
Otlier 

rota1 deferred tax assets 

Deferred 'lax Liabilities 
Electric utility plant - net 
Taxes recoverable tlirougli future rates 
Reacquired debt costs 
Regulatory ui;dcrcoilec:ions 
Otlier regulatory assets 
Otlier 

Total deferred tnx liabilities 
Net deferred tax liability 

201 I 2010 

$ 2 $  3 
9.3 89 

I04 i03 
25 4 
26 I I  

3 
30 43 

283 253 

1,078 9.34 
I20 105 

114 I 08 
79 19 -_ 

1,373 1,200 
$ 1,090 $ 947 

PPL Electric had the following loss carryforwards. 
201 1 2010 Expiration 

Loss carryforwards 
Federal net operating !asses 
State net operating losses 

9; 14 203 1 
404 .$ 176 2030-2031 

Details of thc components of income tax expense, a reconciliation of federal income taxes derived froin statutory tax rates applied to "Income 
Before Income Taxes" to income taxes for .,porting purposes, and dctails of "Taxes, other tlian income" were: 

Isconie Tax  Expense (Benelit) 
Current - Federal 
Current - State 

Deferred - Federal 
'Total Current Expense 

Deferred - state 
Total Dercrred Expcnse 

Investment tax credit, net - Federal 
Tax benefit of operating loss carryforwards 

Deferred - Federal 
Dcfcrred - Statc 

Total Tax Benefit of 0per:iting Loss Carryforwards 
Total income ~ J X C S  

Total income tax expense - Federal 
Total income lax expense - State 

Total income taxes 

Recoiiciliution 01 Income Tuxes 

Increase (decrease) due to: 
Federal income tax (111 Income Before Income Taxes at statutory tax rate - 35% 

State income taxes, net of federal income tax benefit 
Amortization of investment tax credif 
Federal and state tax reserves adjustinents (a) 
Federal and state income tax return adjustments (b) (c) 
Depreciation not normalized (e) 
Other 

Total increase (decrease) 
Total income tax expense 
ECTective income tax rate 

201 1 2010 2009 

$7 90 $ 67 $ 77 
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In July 2010, the U S l a x  Court ruled in  PPL. Electric's favor i n  a dispute with the IRS, concluding that street lighting assets are depreciable for tax purposes over seven 
years As a result, PPL. Fleclric recorded a $7 lnillion tax benefit to federal and state income tax reserves and related deferred income taxes. The IRS did not appeal this 
decision. 

During 201 I, 2010 and 2009 I'PL. Electric recorded a $6 million, $7 million and $6 million tax benefit to federal and state income tax reserves related to stranded cost 
securitization. 
During 2009, PPL Electric received coiiseiit Tram the IRS to change its me~hod of accounting for certain expenditures for tax purposes. PPL. E.lectric deducted the resulting 
IRC Sec 481 amount on its 2008 federal iiicome tax  return and recorded a $3 million adjustment to federal and state income tax expense resulting from the reversal o f  prior 
years' state income tax benefits related to regulated depreciation 
I n  February 201 I .  the Pennsylvania Department 0 1  Revenue issued interpretive guidance on the treatmelit of bonus depreciation for Pennsylvania income tax purposes. i n  
accordance with Corporation Tax Bulletin 20 I 1.0 I ,  Pennsylvania allows 100% bonus depreciation for qualifying assets in the same year bonus depreciation is allowed for 
Fedend income tax purposes Tlie 100% Pennsylvania bontls depreciation deduction created a current state iiicome tax benefit for the flow-through impact of Pennsylvania 
regulated state lax depreciation. 

ZOll 2010 2009 
Taxes, otlier than income 

State gross receipts $ 109 9; 130 $ I87 

2 

'l-otal s 104 $ 138 $ I94 

State utility iealty (10) 5 5 
State capital stock 4 2 
Property and other I 1 

See Note 6 for information on a settlement related to PURTA tax that was returned to PPL Electric customers. 

W E )  

The provision for LICE'S deferred income taxes for regulated assets is based upon the ratcinaking principles reflected in rates established by the 
ICPSC, VSCC, TRA and the FERC. The difference in the provision for deferred income taxes for regdated assets and the amount that otherwise 
would be recorded tinder GAAP is deferred and included in "Regiilatory liabilities" on the Balance Sheets. 

Significant components of LKE's deferred income tax assets and liabilities were as rollows: 

Deferred 'law Assets 
Net operating loss carryforward 
Advanced coal and otlier tax credits 
Regulatory liabilities and otlier 
Accrued pension costs 
Federal and state capiral loss carryforward 
Income taxes due from customers 
Deferred investment tax credit (a) 
Valuation allow;iiices 

Total deferred tax iissets 

Deferred 'lux Liabilities 
Plant - net 
Regulatory assets and otlier 

T o ~ l  deferred tax 1i;ibilities 
Net deferred tax liability 

201 I 20 10 

$ 318 $ 319 
170 I69 

61 69 
5 60 

I54 205 

30 30 
56 

986 7x9 
205 24 I 

$ 396 $ 174 
1,191 I ,030 

(a) Changes in  balance primarily relate to investmelit tax credits for TC2, which began dispntching electricity in January 201 I See discussion on TC2 below. 

LKE expects to have adequate levels of taxable income to realize its recorded deferred income tax assets. 

LICE had the following loss and tax credit carryforwards. 

L.oss carryfirwards 
Federal net operating losses 
Federal capital losses (a) 
State net operating losses 
State capital losses 

Credit carryforwards 
Federal investment tax credit 
Federal AMT credit 
Federal - otlier 

201 I 2010 

$ 805 $ 799 
155 

1 I8 I63 
999 I ,039 

I25 I25 

25 24 
20 20 

Expirat ion 

2028-2029 
201 1-2014 

201 1-2014 
2028 and 2030 

2025-2028 
Indefinite 

20 I 6-203 I 
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(a) Fully utilized against capital gains generated during 201 I .  

Changes in deferred tax valuation allowances were 

14) (2) 

$ 153 $ 25 
36 5% 35 1% 

6 

201 I 
20 I O  
2009 

la)  A vi 

( 3 )  (13) 
4 514 

$ 109 $ 82 
36 3% ( 6  6)% 

ation nllowance was recorded aminst 

Balance at Balance 
Beginning at End 
of Period Additions Deductions of Period 

$ 6 
7 %  

. I  

(b) 
(c) 
(d) 

ferred tax assets for federal capihl loss carryforwards 
A valuation allowance was recorded against deferred tax assets for stale capital loss carryforwards 
Prima: ily related to the expiration of state capital loss carryforwards. 
Related to release of a valuation allowance associated with federal c;ipital loss carryforwards due to tRe L KE acquisition by PPL. 

Details of the components of income !ax expense, a reconciliation of federal income taxes derived from statutory tax rates applied to "Income 
Before Income Taxes" to income taxes for reporting purposes, and details of "Taxes, other than income" were: 

Income Tax Expense (I3enclil) 
Current - Federal 
Current - State 

Deferred - Federal 
Deferred - State 

Total Deferred Expense 
Investment tax credit, net - Federal 

Total income tax expense from continuing operations (a) 

1-otal Current Expense 

Total income tax expense - Federal 
Total income tax expense ~ State 

Total income tax expense froin continuing operations (a) 

Successor 
Two Montlis 

December 3 1 ,  December J I ,  
201 1 2010 

Year Ended Ended 

208 52 
16 I 

224 53 
( 6 )  ( 1 )  

$ 153 $ 25 

$ 131 $ 20 
22 5 

9; 153 $ 25 

Predecessor 
Ten Months 

Ended Year Ended 
October31, December 31, 

2010 2009 

$ 33 $ 36 
I I  3 
44 39 
62 40 

5 6 
67 46 
12) (3) 

$ 109 $ 82 

$ 93 $ 13 
I6 9 

$ 109 $ 82 

(a) Excludes current nnd deferred Federal and state t3x expense (bcnefit) recorded to Discontinued Operations of  $( I )  million in 201 I ,  $ I  million for the two month period ended 
December 3 I ,  2010, $ ( I )  million for t!ie ten month period ended October 3 I ,  2010 and $( 116) million i n  2009. Excludes deferred federal and state tax expense (benefit) 
recorded to OCI of$(  I )  million i n  201 I ,  $3 million for the two month period ended December 3 I ,  2010, $(7) million for tlie ten month period ended October 3 I ,  2010 and $ I  2 
mil!ion i n  2009 Also excludes deferred federal and state tax expense recorded to Regulatory assets of$I  millioii in 201 I ,  $2 million for [lie two month period endcd 
Deccmber 31, 201fi: $8 million for the ten month period ended October 31,2010 and $ I  I million in 2009 

Reconciliation of  Income Taxes 

statutory tax rate - 35% 
Federal income lax on Income Before Income Taxes at 

State income (axes, net of federal income tax benefit 
Goodwill imp atrmeiit ' 

Aniorlization of iiiveslinent tax credit 
Other 

Total increase (decrease) 
Totd income tax expense from continuing operations 
El'fective income tax rate 

laxes,  other than ineoinc 
Property and other 

l-otal 

Successor 
Two Months 

December 3 1 ,  L)eceniber 3 1 ,  
201 1 201 0 

Year Ended Ended 

Predecessor 
Tea Months 

October 31, Deceiiiber 31, 
Ended Year Ended 

2010 2009 

Predecessor I Ten Months 
Successor 

Two Montlis 
Year Ended Ended 

December 3'1, December 31, 
201 I 2010 

Ended Year Ended 
October 31, December 31, 

2010 2009 

$ 31 $ 21 $ 31 I $  
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(L.G& E) 

Year Ended Ended 
December 31. December .31, 

201 1 2010 

The provision for LG&E's deferred inconie taxes for regulated assets is based upon the ratemaking principles reflected in rates established by the 
'[PSC and the EERC. The difference in the provision for deferred income taxes for regulated assets and the amount that othcrwise would be 

x d e d  under GAAP is deferred and included in "Regulatory liabilities" on the Balance Sheets. 

Ended Year Ended 

2010 2009 
October 31, December 31, 

Significant components of L.G&E's defcrred income tax assets and liabilities were as follows: 

Dererred Tax Assets 
Regulatory liabilities and other 
Deferred investment tax credit (a) 
Income taxes due to customers 
Liabilities and otlier 

Total deferred tax assets 

Deferred Tax Liabilities 
Plant - net 
Regulalory assets and otlier 
Accrued pension costs 

rota1 deferred tax liobilities 
Net deferred tax liability 

201 1 

$ 65 
17 
23 
i n  

I I5 

462 
107 
19 

588 
$ 473 

2010 

$ 86 
8 

25 
10 

129 

422 
1 08 

16 
546 

$ 417 

(a) Changes in balonce primarily relate 10 investment tax credits for TC2, whicli began dispatching electricity in January 201 I I See discussion on TC2 below 

LG&E cxpects to have adequate levels of taxable income to realize its recorded deferred income tax assets. 

Details of the components of incomc tax expense, a reconciliation of federal income taxes derived f r o 3  statutory tax rates applird to "Income 
Before Incomc Taxes" to income taxes for reporting purposes, and details of "Taxes, other than income" were: 

ome Tax Expense (Ilcnefit) 
Current - Federal 
Current - State 

Deferred - Federal 
Defcrred - Stale 

Total Deferred Expense 
Investment tax credit, net - Federal 

Iota1 income tax expense (a) 

Total income tax expense - Federal 
Total income tax expense - State 

Tolal income lax expense (a) 

Told Current Expense 

Successor 
Two Months 

Year Ended Ended 
December 31, December 31, 

201 I 2010 

9; 12 $ (4) 
8 1 

20 (3) 
52 12 

I 
5d I ?  

Predecessor 
Ten Months 

Ended Year Ended 
October 31, December .31, 

2010 2009 

$ 32 $ 26 
5 4 

37 30 
21 14 

2 2 
I6 

(2) 1 
$ 58 $ 47 

9; 51 $ 41 
7 6 

9; 58 $ 47 

Excludes dercrred federal and state ~ B X  expense recorded to OCI o f  $7 million for the ten month period ended October 31,2010 and $2 million in 2009 Also excludes deferred 
federal and slate tax expense recorded to Regulatory assets ofS2 million in 201 I ,  $ I  million for the two month period ended December 3 I ,  2010, $6 million for the ten inontli 
period ended October 3 I ,  2010 and $5 million in 2009 

Predecessor I Ten Months 
Successor 

'lwo Months 

Reconciliation of Income Taxes 
Federal income tax on Income Before Income Taxes at 

State income taxes, net of federal income tax benefit 
Other 

statutory tax rate - 35% 

Total increase (decrease) 
Total income lax expense 
Eff'ective income tax rate 

9; 68 $ 58 $ 50 
7 I 4 4 

3 (3)  
$ 71 $ 58 $ 47 

36 4% 34 5% 34.7% 33 1 %  
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Taxes, other thsn income 
Property and other 

Total 

$ 90 9; 17 

Successor 
Two Months 

December 3 1 ,  December J1, 
201 1 2010 

Year Ended Ended 

I S  66 $ 59 

Predecessor 
'Ten Months  

Ended Year Ended 
October 31, December 31, 

2010 2009 

$ 12 $ 16 
$ 12 $ 16 

The provision for KU's deferred income taxes for regulated assets is based upon the ratemaking principles reflected in rates establiskd by the 
KPSC, VSCC, TRA and the FERC. The difference in the provision for deferred income taxes for regulated assets and the amount that otherwise 
would be recorded under GAAP is deferred and included in "Regulatory liabilities" on the Balance Sheets. 

Significant components of Kll's deferred income tax assets and liabilities were as follows: 

Deferred Tax Assets 
Regulatory liabilities and otlier 
Deferred investment tax credit (a) 
Income taxes due to customers 
Accrued pension costs 
Lhbililies and other 

Total cleferred tax assets 

Deferred 7 a x  Liabilities 
Plant ~ net 
Regulatory assets and oilier 

Total deferred tax liabilities 
Net deferred tax liability 

201 1 2010 

$ 58 $ 92 
39 I 
7 5 
9 9 
6 6 

I I9 I13 

500 350 
I33 
483 - 
1711 

(a) Clianges in ba1;ince primarily relaic to investment tax credits for TC2, which began dispatching electricity in January 201 1 See discussion on TC2 below 

1 expccts to have adequate levels oftaxable income to realize its recorded deferred income tax assels. 

Details of the components of income tax expense, a reconciliation of federal income taxes derived from statutory tax rates applied to "Income 
Before Income Taxcs" to incomc taxes for reporting purposes, and details of  "Taxcs, other than income" were: 

Inconic 'Jrx Expense (Benefit) 
Current - Federal 
Current - State 

Deferred - Federal 
Deferred - Stale 

Total Deferred E,xpense 
Investment tax credit, net ~ Federal 

Total income tax expense (a)  

Total income tax expense - Federal 
1-otal income tax expense - Stale 

Total income tax expense (a) 

Total Crirrent E.xpense 

Successor 
Two Months 

Year Ended Ended 
December 3 1 ,  Dccciriber 3 1 ,  

201 1 20l0 

$ (8) $ 13 
4 3 

(4) 16 
101 4 
10 

I l l  4 
( 3 )  

s 104 $ 20 

Predecessor 
Ten Months  

Ended Year Ended 

2010 2009 
October .3 I ,  Deceniber .> I ,  

$ 46 $ (5) 
9 I 

55 (4 ) 
20 43 

23 50 -~ 
21 

$ 78 $ 67 

14 3 
$ 104 9; 20 

I2 8 
9; 78 $ 67 

(a) Excludes deferred federal and state tax (benefit) recorded to OCI of $ ( I )  million for the ten month period ended October 3 I ,  2010. Also excludes deferred federal and state tax 
expense (benefit) recorded to Regulatory assets of $( I )  million in 201 I ,  $ I  million for the two month period ended December 3 I ,  2010, $2 million for the ten month period 
ended October 31, 2010 and $ 7  million in 2009. 
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Reconciliation of Income Tmcs 
Federal income tax on Income Before Income Taxes at 

State income taxes, net of federal income tax benefit 
Other 

st;ttutory lax rate - 35% 

Total increase (decrease) 
Total income tax expense 
IWx-tivc- income lax rate 

Successor 
Two Months 

December 31, 1)ecenibcr 3 1 ,  
201 I Lolo 

Year Ended Ended 

Taxes, other than income 
Property and otlier 

Total 

Predecessor 
Ten Months 

Ended 
October 3 1 ,  December 3 1 ,  

2010 2009 

Year Ended 

Successor 
'Two Monllis 

Year Ended Ended 
December 3 1 ,  December 3 1 ,  

201 I 2010 

78 $ 67 
36 3% 35 8% 33 5% 

- $ 104 $ 

36 9% 

Predecessor 
Ten Months 

Ended Year Ended 
October 31, December 3 1 ,  

2010 2009 

(LKE, L G 6 E  and K(J) 

In June 2006, LG&E and K U  filed a joint application with the DOE rcquesting certification to be eligible for $125 million in invcsttnent tax 
credits ($24 million to LG&E ;,,id $101 inillion to KU) applicable to the construction ofTC2.  All necessary DOE and IRS approvals were 
subscqucntly ieceivcd In Septctnber 2007, LG&E and K U  received an Order from the KPSC approving the accounting rf the investment l ax  
crcdits, which includcs full depreciation basis adjustment for the aniortnt of the credits. The income tax inipacts from recording thc depreciation 
basis adjuslment and from amortizing these credits ovcr the life of the related property began in January 201 1 ,  when LKE began dispatching 
electricity from TC2 to niect custoiner demand. In 201 I ,  $2 million of net tax benefits were recognized for LG&E and KU 

llnrecognized Tax Benefits (PPL., PPL Energy Sipply, PPL. Elecli-ic, LKE, LG&E and KIJ)  

ianges to unrecognizcd tax bencfits were as follows: 

1'P.L 
Beginning of  period 
Additions based on tax positions of' prior years 
Reductions based 011 tax positions of prior years 
Additions based on tax positions related to the current year 
Reductions based on tax  positions related to the current year 
Settleinents 
Lapse of applicable statute of" limitation 
Acquisition of LKE 
Effects of foreign currency translation 

End of period 

I'P-L .Energy Supply 
Beginning of  period 
Additions based on tax positions of prior years 
Reductions based on tax positions of prior years 
Additions based 011 tax positions related to the current year 
Reductions based on fax positions related to the current year 
Settleinents 
Derecognize unrecognized tax benefits (a) 
Effects o f  foreign currency triinslation 

End of period 

PPL Elcctris 
Beginning of period 
Additions based on tax positions o f  prior years 
Reductions based on lax positions of prior years 
Additions based on tax positions related to the current year 
Reductions based on lax positions related to the current year 
Lapse ol applicable statute of limitation 

End of period 
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(a) Represents unrecognized tax benefits derecognized a s  a result of  PPL. Energy Supply’s distribution of its inembership interest in PPL Global to PPL Energy Supply’s parent, 
PPL. Energy Funding See Note 9 for additional information on the distribution. 

,(E‘s, L,G&E‘s and KU’s tinrecognized tax benefits and changes in those unrecognized tax benefits are insignificant at December 3 1,201 I and 
December 3 I ,  20 10. 

At December 3 I ,  201 1, i t  was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase or 
decrease by the following amounts. For LKE, L,G&E and KU, no significant changes in unrecognized tax benefits are projected over the next :2 
months. 

PPL 
PPL Energy Supply 
PPL Electric 

Increase Decrease 

$ 43 $ I29 
I 21 

48 63 

These potential changes could result from subsequent recognition, derecognition and/or changes in the measurement of uncertain tax positions 
related to the creditability of  foreign taxes, the timing and utilization of  foreign tax credits and the related impact on alternative minimum lax and 
other credits, the timing andor  valuation of certain deductions, intercompany transactions and unitary filing groups. The events that could cause 
these changes are direct settlements with taxing authorities, litigation, legal or administrative guidance by relevant taxing authorities and the 
lapse of an applicable statute of limitation. 

At December 3 1, the total unrecognized tax benefits and related indirect effects that, if recognized, would decrease the  effective tax rate were as 
follows. The amounts for LKE, LG&E and K U  were insignificant. 

201 1 2010 

I’P L. 
PI’L Energy Supply 
I’PL Electric 

$ 41 $ I X3 
13 I67 
8 13 

At December 3 I ,  201 1 and 2010, the following receivable (payable) balances were recorded for interest related to tax positions. The amounts 
for LKE, LG&E and KIJ were insignificant. 

201 I 2010 

PPL. 
PPL. Energy Supply 
PPL Electric 

$ (20) 9; 7 
2 8 
8 3 

The following interest expense (benefit) was recognized in income taxes. The amounts for LKE, L.G&E and KIJ were insignificant 

201 1 2010 2009 

PPL 
PPL Energy Supply 
PPL Electric 

PPL or its subsidiaries file tax returns in five major tax jurisdictions. The income tax provisions for PPL Energy Supply, PPL Electric, LICE, 
L.G&E and KIJ are calculated in accordance with an intercompany tajc sharing policy which provides that taxable income be calculated as if each 
domestic subsidiary filed a separate consolidated return. Based on this tax sharing agreement, PPL Energy Supply or its subsidiaries indirectly 
or directly file tax returns in three major tax jurisdictions, PPL Electric or its subsidiaries indirectly or directly file tax returns in two major tax 
jurisdictions, and L.KE, LG&E and KU or their subsidiaries indirectly or directly file tax returns in  two major tax jurisdictions. With few 
exceptions, at December 3 1,201 I ,  these,jitrisdictions, as well as the tax years that are no longer subject to examination, were as follows: 

I’I’L 
I’I’L Energy Supply PPL Electric L K E  L C & E  KU 

US. (federal) (a) I997 and prior 1997 and prior 1997 and prior 10/3l/2010 and prior 10/31/2010and prior 10/31/2010and prior 
Pennsylvania (state) 2004 and prior 2004 and prior 2004 and prior 
Kentucky (state) 2006 and prior 2006 and prior 2006 and prior 
Montana (state) 2008 and prior 2008 and prior 
U.K.  (foreign) (b) 

2006 and prior 

2009 and prior 
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(a) For L.K E, L.G&E and KU 1008 and 2009, as well as tlie ten month period ending October 3 I ,  201 0, remain open under llie standard lliree year statute of limilnlions; liowcrer, 
the I R S  has coinpleted its audit o f  these periods under the Compliance Assurance Process, effectively closing them lo audit adjustments. No issues remain outstanding 

Through an indirecl wholly owned subsidiary, PPL. acquired WPD Midlands on April I, 201 1 
year 2 0  I I The acquired companies are 110 longer subject lo audit for 2007 and prior years 

I'PL is obligated for the acquired companies' tax liability commencing with tax 

Other- (PP L, PPL Eilcrgy Supply and PPL Elecfric) 

PPL changed its nicthod of accounting for repair expenditures for tax ptirposes 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. 

!n August 201 I ,  the IRS issued Rev. Procs. 201 1-42 and 201 1-43. Rev. Proc. 201 1-42 provide!: ,yotidance regarding the use and evaluation of 
statistical samples and sainpling estimates. Rev. Proc. 201 1-43 provides a safe harbor method of determining whether the repair expenditures for 
electric transmission and distribution property can be currently deducted for tax purposes. If PPL, adopts the safe harbor method of Rev. Proc, 
201 1-43, the aniount of deductible versus capitalizable expenditures will likely be direrent from PPL's current method. PPL, does not believe 
any resulting adjustment to unrecognized tax benefits or income tax liabilities will have a significant impact on net income. 

The IRS has not issued guidance to provide a safe harbor method for repair expenditures for generation property. The IRS may assert and 
ultimately conclude that PPL.'s deduction for generation-related expenditures should be disallowed in whole or in part PPL believes that it has 
provided adequate reserves for this issue. 

6. Utility Rate Regulation 

(PPL, PPL, Electric, LKE, LGBE mid KU) 

As r;iscusscd in Note 1 and summarized below, PPL, PPL. Electric, LICE, L.G&E and KU reflect the effects of regulatory actions in the financial 
stateinenis for their cost-based rate-regulated utility operations. Regulatory assets and liabilities are classified as  current if, upon initial 
recognition, tlie entire amount related to that item will be recovered or re fhded  within a year of the balance sheet date. As such, the primary 
items classified as current are relatcd to rate mechanisms that periodically adjust to account for over- or under-collections, 

(PPL. L,KE, LG&E and KU) 

;&E is subject to the jurisdiction of the IWSC and FERC, and KIJ is subject to the jurisdiction of the KPSC, FERC, VSCC and TRA. 

L,G&E's and KU's Kentucky base rates are calculated based on a return on capitalization (common equity, long-term dcbt and noies payable) 
including certain adjustments to exclude non-rcgulated investments and environmental compliance costs recovered separately through the ECR 
mechanism. As such, regulatory assets general!y earn a return. 

As a result of put chase accounting requirements, certain fair value amounts related to contracts that had favorable or unfavorable ternis relative 
to inarkct were recordcd on the Balance Sheets with an offsetting regulatory asset or liability. LG&E and K U  iecover iii  customer rates the cost 
of coai contracts, powcr purchases and emission allowances. As a result, manageincnt belicves the regulatory asscts and liabilities created to 
offset the fair value amounts at tlie acquisition date m e t  the recognition criteria established by existing accounting guidance and eliminate any 
rate making impact of the fair value adjustments L.G&E's and KU's customer rates will continue to reflect the original contracted prices for 
thcse contracts. 

(P PL,, L.KE and KU) 

tiU's Virginia base ratcs are calctilated based on a return on rate base (net utility plant plus working capital less deferred taxes and iniscellancous 
deductions). All regulatory assets and liabilities, except the levelized fuel factor, are excluded from the return on rate base utilized in the 
calculation of Virginia base rates; therefore, no return is earned on the related assets. 

KU's rates to municipal customers for wholesale requirements are calculated based on annual updates to a rate fortnula that utilizes a return on 
rate base (net utility plant plus working capital less deferred taxes and miscellaneous deductions). All regulatory assets and liabilities are 
excluded from the rcttirn on rate base utilized in the development of municipal rates; therefore, no return is earned on the related assets. 
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(PPL and PPL, Eleclric) 

-qL, Electric's distribution base rates are calculated based on a return on rate base (net utility plant plus a cash working capital allowance less 
nt-related deferred taxes and other miscellaneous additions and deductions). PPL Electric's transmission revenues are billed in accordance 

.,ith a FERC tariff that allows for recovery of transmission costs incurred, a return on transmission-related plant and an automatic annual 
updale. See "Transmission Formula Rate" below for additional information on this tariff. All regulatory assets and liabilities are excluded from 
distribution and transmission return on investment calculations; therefore, generally no return is earned on PPL Electric's regulatory assets 

(PPL, PPL Elecfr-ic, LKE, LG&E and KU) 

The following tables provide information about the regulatory assets and liabilities of cost-based rate-regulated utility operations. 

Current Regulatory Assets: 
Generation supply charge (a) 
Universal service rider 
Gas supply clause 
Fuel adjustment clause 
Other 

Total current regulatory assets 

Noncurrent Regulatory Assets: 
Defined benefit plans 
Taxes rccoverable tlirougli future rales 
Storm costs 
Unamortized loss on debt 
Interest rate swaps 
Accumulated cost of removal of utility plant (b) 
Coal contracts (c) 
A ROs 
Orher 

Tolal inoncurrent regul:ttory assets 

Current Regulatory L.iabilities: 
loa1 contracts (c) 
ieneratioii supply cliarge (a) 

ECR 
PURTA tax 
Gas supply clause 
Transmission service cliarge 
Other 

Total current regulatory liabi lilies 

Noncurrent Regulatory L.iabilities: 
Accumulated cost o f  removal of utility plant 
Coal contracts (c) 
Power purchase agreement - OVEC (c) 
Net dererred tax assets 
Act 129 compliance rider 
Defined benefit plans 
Other 

Total noncurrent regulatory I iabilities 

Current Regulatory Assets: 
ECR 
Coal contracts (c) 
Gas supply clause 
Fuel adjustinent clause 
Virginia fuel factor 

Tolal current regulatory assets 

PPL 
2010 - 2011 

9; 45 
I O  

6 4 
3 3 

23 
9; 9 9 ;  85 

$ 615 
289 
I54 
I 10 
ti9 
53 
1 1  
18 
30 

9; 1.349 - 

9; 592 
254 
I29 
61 
43 
35 
22 
9 

9; 1 , I X ~  

$ 46 

I 12 
10 

6 9 
2 8 

I6 24 

9; 42 

$ 651 S 623 
I80 213 
I I6 I24 
39 40 

7 14 
9 I O  
8 I 

9; 1,010 9; I ,03 I 

PPL Electric 
201 1 2010 

9; 45 
10 

S 276 
289 
31 
I7 

53 

3 
9; 729 

9; 42 

2 
9 

$ 53 

8 
9; 63 

$ 262 
254 

7 
21 

35 

7 
9; 592 

10 

8 

R IX 

$ 

9; 14 

14 $ 

LKE LG&E KU 
201 I 2010 201 I 2010 201 1 2010 

$ 6 
3 

5 $ 5 
5 I 
4 $  6 4 
3 3 3 

$ 4 

5 5 
9; 9 $  22 $ 9 $  13 $ 9 
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current Regulatory Assets: 
Jefined benefit plans 

Storm cos& 
Unamortized loss on debt 
Interest rale swaps 
Coal contracts (c) 
AROs 
Oiher 

Total noncurrent regulatory iisscts 

Cu rrpnt Reg u I atory L.i a b i I i t ies: 
Coal contracts (c) 
ECR 
Gas supply clause 
Otlier 

Total current regulatory liabilifies 

Noncurrent Regulatory L.iabilities: 
Accumulated cost of rcinoval 

of uti l i ty plant 
Coal contracts (c) 
Power purchase agreciiienl - OVEC (c) 
Net dererred t i i x  assets 
Defined benclit plans 
Other 

Total noncurrent regulatory liabilities 

L K E  
201 I 2010 

$ 339 f 330 
I23 I22 
33 34 
69 43 
I I  22 
18 9 
27 28 

$ 620 $ 58R 

$ 46 
$ 7 12 

6 9 
7 24 

$ 20 $ 91 

f 651 $ 623 
I80 213 
I I6 I24 
39 40 
9 10 
8 7 

f 1,003 f 1,017 
8 7 

f 1,003 f 1,017 

LC&E I< u 
201 1 2010 201 1 2010 

$ 225 
66 
21 
69 

5 
1 1  
6 

9; 403 

s 6 
4 

$ 10 

f 286 
78 
80 
31 

3 
pd 478 - - -. 

$ 213 $ 114 $ 1 1 7  
65 57 57 
22 12 12 
43 

8 6 14 
7 7 2 
9 21 19 

9; 367 9; 217 f 22 i 

f 31 f 15 
$ 7 12 

I I  3 13 
$ 51 $ 10 $ 40 

9 

$ 275 f 365 f 348 
87 I02 I26 
86 36 38 
34 8 6 

9 I 0 
I 5 6 

f 483 5 525 $ 534 

(a) ?PL. Eleclric's gcneration supply chnrge recovery mechanism moved from an undercollected status at Deccmber 31, 2010 to an overcollected status at December 3 I ,  20 I I, 
rellecling the impiicts 01 changes i n  ciistoiiier billing cycles, tlie timing of rate reconciliation filings, the levels of customers choosing alternative energy suppliers and other 
factors Bccausc ciisloiner roles are designed to collect the costs of I'PL. Electric's energy purchases to meet its P L R  requirements, there is minimal impact on earnings 
The December 3 I ,  201 0 balance olaccumulated cost ofremoval of utility plant was reclassified from "Accumulaied depreciation - regulated utility plant" to noncurrent 
"Regulatory assets" on the Balance Sheets Tliese costs will coniinue to be included in future rate proccedings. 
'These regulatory iissets mid liabilities were recorded as offsets to certain intangible assets and liabilities that were recorded at fair value upon the acquisition o f  L KE 

(b) 

(c) 

yylatory Assets and Liabilities 

Following is an overview of selected regulatory assets and liabilities detailed in tlie preceding tables. Specific developments with respect to 
certain of these regulatory assets and  liabilities are discussed in "Regulatory Matters." 

(PPL C I J ~  PPL Electric) 

Generation Supply Charge 

The gcneration supply charge is a cost recovery mechanism that permits PPL Electric to  recover costs incurred to provide gcneration supply to 
PL,R customers who receive basic generation supply service. The recovery includes charges for generation supply (energy and capacity and 
ancillary services), as well as administration of the acquisition process. In addition, the generation supply charge contains a reconciliation 
mechanism whereby any over- or Ltndcr-recovery from prior quarters is refunded to, or recovered from, customers through the adjustment factor 
determined for the subsequent quarter. 

Universal Service Rider (USR) 

PPL Electric's distribution rates permit recovery of applicable costs associated with the universal service programs provided to PPL Electric's 
residential customers. Universal service programs include low-income programs, such as OnTrack and Winter Relief Assistance Program 
(WRAP), OnTrack is a special payment program for low-income households within the federal poverty level who have difficulty paying their 
electric bills This program is funded by residential customers and administered by community-based organizations. Customers who participate 
in OnTrack ieceivc assistance in the form of reduced payment arrangements, protection against termination of electric service and referrals to 
other community programs and services. The WRAP program reduces electric bills and improves living comfort for low-income customers by 
providing services such as weatherization measures and energy education services. T h e  USR is applied to distribution charges for each customer 
who receives distribution service tinder PPL Electric's residential service rate schedules The USR contains a reconciliation mechanism whereby 
any over- or undcr-rccovciy from the current year is refunded to or recovered from residential customers through the adjustment factor 
detennincd for the subsequent year. 
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Taxes Recoverable through Future Rates 

Tp?xes recoverable through future rates represent the portion of  Future income taxes that will be recovered through future rates based upon 
ablished regulatory practices. Accordingly, this regulatory asset is recognized when the offsetting deferred tax liability is recognized For 

,meral-ptirpose financial reporting, this regulatory asset and the deferred tax liability are not offset; rather, each is displayed separately This 
regulatory asset is expected to be recovered over the period that the tinderlying book-tax timing differences reverse and the actual cash taxes are 
incurred. 

PURTA Tax 

In December 2009, PPL. Electric reached a settlement with the Pennsylvania Department of Revenue related to the appeal of its 1997 PURTA tax 
assessments that resulted in a reduction in PURTA tax. Substantially all of the regulatory Iiabiiity WBS refunded to customers in 201 1 pursuant 
to PUC regulations. 

ACtl29 Compliance. Rider 

In compliance with Pennsylvania's Act 129 of 2008 and implementing regulations, PPL Electric filed its energy efficiency and conservation plan 
in July 2009. The plan was approved by PUC Order in October 2009. The Order allows PPL, Electric to recover the maximum $250 million cost 
of the program ratably over the life ofthe plan, froin January I ,  2010 through May 3 1,2013. The plan includes programs intended to reduce 
electricity consumption The recoverable costs include direct and indirect charges, including design and development costs, general and 
administrative costs and applicable state evaluator costs The rates are applied to customers who receive distribution service through the Act 129 
Compliance Rider. The actual program costs are reconcilable, and any over- or tinder-recovery froin customers will be refunded or collected at 
the end of the program See below under "Regulatory Matters - Pennsylvania Activities" for additional information on Act 129. 

T-ansmission S-ervice Charge (TSC) 

PPL. Electric is charged by PIM for transmission service-related costs applicable to its PLR customers. PPL. Electric passes these costs on to 
customers, who receive basic generation supply service through the PUC-approved TSC cost recovery mechanism. The TSC contains a 
reconciliation mechanism whereby any over- or under-recovery from ctistomcrs is either refiinded to, or recovered from, customers through the 
adjustment fac:or determined Tor the subsequent year. 

/PPL,. PPL Electric, LKE, LG&E and KU) 

Jefined ____ Benefit-Plans - 

Recoverable costs of defined benefit plans reprcscnt the portion of unrecognized transition obligation, prior service cost and net actuarial losses 
that will be recovered in defined benefit plans expense through future base rates based upon established regulatory practices. These regulatory 
assets and liabilitics arc adjusted at least annually or whenever the Tunded status of defined benefit plans is re-measured. Of the regulatory asset 
and liability balances recorded, the following costs of $44 million for PPL,, $13 million for PPL Electric, $31 mil!ion for LKE, $21 million for 
LG&E and $10 million for KU are expected to b e  amortized into net periodic defined benefit costs in 2012. All costs will be amortized over the 
average service lives of plan participants. 

PPL. Electric, L.G&E and KU have the ability to request from the PUC, KPSC and VSCC the authority to treat expenses related to specific 
extraordinary storms as a regulatory asset and defer and amortize such costs for regulatory accounting and reporting purposes. Once such 
authority is granted, PPL Electric, LGBE and KIJ can request recovery of those expenses in a base rate case. 

Unamortized Losspn- Debt 

Unamortized loss on reacquired debt represents losses on long-term debt reacquired or redeemed that have been deferred and will be amortized 
and recovered over either the original life of the extinguished debt or the life of the replacement debt (in the case of refinancing) Such costs are 
being amortized through 2029 for PPL Electric. Such costs are being amortized through 2035 for L.G&E and 2036 for PPL, LICE and KU. 

As further discussed in Note 7, in July 20 I I PPL Electric redeemed Senior Secured Bonds for $4.58 million, plus accrued interest. The 
redemption premium and the tinamortized financing costs of $59 million were recorded as a regulatoiy asset and will be amortized over the life 
of the replacement debt 
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Acciimulated Cost-of Removal 

' Cr&E and KU accrue for costs ofreinoval through depreciation expense with an offsetting credit to a regulatory liability. The regulatory 
iility is relieved as costs are incurred. See Note 1 for additional information. 

PPL. Electric does not accrue for costs of removal. When costs o f  removal are incurred, PPL Electric records the deferral of costs as a regulatory 
asset. Such deferral is included in rates and amortized over the siibseqtient five-year period. 

(PPL, LKE, LG&E crrid KU) 

ECR 

Kentucky law permits L.G&E and K U  to recover the costs, including a return of  operating expenses and a return of and on capital invested, of 
complying with the Federal Clean Air Act and those federal, state or local environmental requirements which apply to coal combustion wastes 
and by-products from coal-fired electric generating facilities. The KPSC requires reviews of the past operations of the environmental surcharge 
for six-month and two-year billing periods to evaluate the related charges, credits and rates of return, as well as to provide for the roll-in of ECR 
amounts to base rates each two-year period The ECR regulatory asset or liability represents the amount that has been under- or over-recovered 
due to timing or adjustments to the mechanism and is recovered within 12 months. LG&E and K U  are authorized lo receive a 10.63% return on 
equity for the 2005,2006 and 2009 compliance plans and a I O .  10Y0 return on projects associated with tile 201 1 compliance plan. 

Coal Contracts 

As a result ofptirchase accouriting associated with PPL's acquisition ofL.KE, LG&E's and KU's coal contracts were recorded at Fair value on the 
Balance Sheets with offsets to regulatory assets for those contracts with unfavorab\e terms relative to current market prices and offsets to 
regiilatory Iiabilitics for those contracts with favorable terms relative to ourrent market prices. These regulatory assets and liabilities are being 
amortized over the same terms as the related contracts, Nhich expire at various times througli 2016. 

Gas Supply Clause 

L.G&E's natural gas rates contain a gas supply clause, wheieby the expected cost of natural gas supply and variances between actual and 
expected costs from prior periods are adjusted qiiarterly in LG&E's rates, subject to approval by the KPSC. The gas siipply clause includes a 
--parate natural gas procurement incentive mechanism, a performance-based rate, which allows LG&E's rates to be  adjusted annually to share 

ianccs between actual costs and inarltct indices between the shareholders and the customers during each performance-based rate year (1 2 
,lonths ending October 3 I ) .  The regulatory assets or liabilities represent the total amounts that have been under- or over-recovered due to timing 

or adjiistinents to the mechanisms and are recovered within 18 months. 

File1 Adjustments 

LG&E's and KlJ's retail electric rates contain a fuel adjustment clause, whereby variances in the cost of fuel for elcctric generation, including 
transportation costs, from thc costs embedded in base rates are adjusted in LG&E's and KU's rates The KPSC requires public hearings a t  six- 
month intervals to examine past liiel adjustments and at two-year intervals to review past operations ofthe fuel clause and, to the extent 
appropriate, reestablish the fiiel charge included in base rates. 

KU also employs a levclized fiiei factor mechanism for Virginia customers using an average file1 cost factor based primarily on projected fuel 
costs Thc Virginia lcvelized fuel factor allows fiiel recovery based on projected fuel costs for the coming year plus an adjustment for any under- 
or over-recovery of fliel expenses from the prior year. The regulatory assets or liabilities represent the amounts that have been under- or over- 
recovered due to timing or adjustments to the mechanism and are recovered within 12 months. 

Interest Rate Swaps 

(PPL, LKE arid L,G&E) 

Because realized amounts associated with LG&E's interest rate swaps, including a terminated swap contract, arc recoverable through rates based 
on an Order from the KPSC, L.G&E's unrealized gains and losses are recorded as a regiilatory asset or liability until they are realized as interest 
expense. Interest expense from existing swaps is realized and recovered over the 
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terms of the associated debt, which inatures through 2033. Amortization of  the gaidloss related to the tenninated swap contract is recovered 
through 2035 as approved by the KPSC. 

:E arid L G b  E) 

In the third quarter of 2010, L.G&E recorded a prc-tax gain to reverse previously recorded losses oT$21 inillion and $9 inillion to  reflect the 
reclassification of its ineffective swaps and terminated swap to regulatory assets based on an Order from the KPSC in the 2010 rate case whereby 
the cost of L,G&E's tenninated swap was allowed to be recovered in base rates. Previously, gains and losses on interest rate swaps designated as 
effective cash flow hedges were recorded within other comprehensive income and coininon equity The gains and losses on the ineffective 
portion of interest ratc swaps designated as cash flow hedges were recorded to earnings monthly, as was the entire change in the market value of 
the ineffective swaps 

(PPL,, L.KE, LGi iF   rid K U )  

AROs 

As noted in Note I ,  the accretion and depreciation related to L,G&E's and KIJ 's  AROs are offset with a regulatory credit on the income statement, 
such (hat there is no earnings impact. When an asset with an ARO is retired, the related ARO regulatory asset created by the regulatory credit is 
offsct against the associated regulatory liability, PP&E and ARO liability. 

DSM 

DSM consists of energy efficiency programs which are intended to reduce peak demand and delay the investment in additional power plant 
construction, provide cirstoiners with tools and information to become better managers of their energy usage and prepare Tor potential future 
legislation governing cncrgy efficiency. L,G&E's and KIJ's rates contain a DSM rate niechanism that provides for concurrent recovery of DSA4 
costs and also provides an inccntive for inipiclnenting DSM programs. The provision also allows LG&E and KCJ to recovcr revenues from lost 
sales associated with the DSM programs LIP to the earlier of three years or iinpleinentation of new base rates which reflect that load reduction. In 
addition, with the KPSC Order issued in November 201 1, the DSM mechanism now includes a provision to earn 3 return of  and on capital 
invcsti-ncnl for DSM progrsms. The regulatory assets or liabilities reprcsent the total amounts that have been under- or over-recovered due to 
timing or adjustments to the niechanism. 

Dower Purchase Agreement, OVEC 

.s a rcsult of puichase accounting associated with PPL.'s acquisition o f  LKE, LG&E's and KU's fair values of the OVEC power purchase 
agreement were rccordcd on the balance sheets with offsets to regulatory liabilities. The regulatory liabilities are being amortized using the 
units-of-production method until March 2026, the expiration date of the agreement at the datc of the acquisition, 3nd have no impact on rate 
making. 

Regulatory Liabiiity associated with Net Deferred Tax Assets 

LG&E's and KU's regulatory liabilities associated with net deferred tax assets represent the future revenue impact from the revcrsal of dcrerred 
income taxes rcqtiired priniarily for unamortized investnicnt tax crcdits These regulatory liabilities are recognized when the offsetting deferred 
tax assets ai e recognized. For general-purpose financial reporting, these regulatory liabilities and the deferred tax assets are not orset ;  rather, 
each is displaycd separately 

Regulatory Matters 

Kentucky Activities (PPL, LKE, LC&E arid KU) 

Eriviroiirnm fa/ Upgrades 

In order to achieve compliance with new and pending federal EPA regulations including the CSAPR, National Arnhient Air Quality Standards 
and MATS, in June 201 1 ,  L.G&E and K U  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 incurred. The ECR 
plans tietailed upgrades that will be made to certain of their coal .fired generating plants to continue to be compliant with EPA 
regulations. LG&E requested $1.4 billion to modernize the sulfur dioxide scrubbers at the Mill Creek generating plant as well as install fabric- 
filter baghouse systems for increased particulate and mercury control on all tinits at the Mill Creek generating plant and on Unit 1 at the Trimble 
County generating plant. KU requested $1 .  i billion to upgrade fabric-filter baghouse systems for increased particulate and mercury control on 
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all units at the E.W. Brown and Ghent gcncrating plants and to convert a wet storage facility to a dry landfill at the E.W. Brown generating plant. 

In November 201 I ,  L.G&E and KU filed a tinaniniotis settlement agreement, stipulation and recommendation with the KPSC. In December 
1 I ,  L.C&E and K U  received KPSC approval in their proccedings relating to the ECR plans. The KPSC Order approved the ternis of the 

-. .oveniber 20 I 1 settleincnt agreement entered into between L.G&E and ICIJ and the parties to the ECR proceedings. The KPSC Order authorized 
the installation ofcnvironniental upgrades at certain plants during 201 2-2016 representing approximate capital costs of $1.4 billion at LG&E and 
$900 million at ICU. In conncction with the approved projects, the KPSC Order allowed recovery through the ECR rate mechanism of thc capital 
costs and operating expenses of the projects and granted CPCNs for their construction. The  ICPSC Order also confirmed an existing 10.63% 
authorized return on equity for projects remaining from earlier ECR plans and provided for an authorized return on equity of 10.10% for the 
approved projects in tlic 201 I ECR procccdings. The KPSC Order noted KU's consent to defer the requested approval for certain environmental 
upgrades at  its E.W. Brown generating plant, which represented approxiinately $200 million in capital costs. K U  retained the right to operate 
and dispatch the E.W. Brown generating plant in accoi,dance with applicabk envircmrnental standards and the right to request approval of the 
dcfcrred projects and rclatcd costs in future regulatory procccdings. Scc Note IS  for additional information. 

IRP 

I R P  regulations in Kentucky require major utilities to make triennial IRP filings with the KPSC. In April 201 I ,  L.G&E and ICU filed their 201 I 
joint IRP with the KPSC. The IRP provides historical and projected demand, resource and financial data, and other operating perfonnance and 
system information. In  May 201 I ,  t he  KPSC issued a procedural schedule and data discovery concluded during the fourth quartcr. The IRP 
assumes approximately SO0 MW of peak demand rcdnctions by 201 7 through existing or expanded DSM or energy efficiency 
programs. Implementation of tlic nmjor findings of the IRP is subject to further analysis and decision-making and further regulatory 
approvals. L.G&E and KIJ arc awaiting the KPSC Staff report, which will close this proceeding. 

CPCN Fil i i ig 

In Scptcniber 201 I ,  L.G&E and K U  filed a CPCN with the KPSC requesting approval to build a 640 MW NGCC 31 trie existing Canc Run plant 
site. L.G&E will own a 22% undivided interest, and K U  will own a 78% undivided interest in the new NGCC. In addition, LG&E and IClJ a!so 
reqtiested approval to purchase the Bluegrass CTs which arc cxpected to provide up to 495 MW of pcak generation supply. LG&E will own a 
69% undivided intcrest, and  ICU will own a 3 1% undivided interest in the purchased assets. In con,junction with these developments, at the end 
of 201 5 ,  LG&E and KU anticipate retiring three coal-fired gencrating units at LG&E's Canc Run plant and also one coal-fired gcncrating tinit at 
KU's Tyrone plant and  two at KU's  Green River plant. These gcncrating units represent 797 MW ofcornbined summer capacity. 

:&E and KU anticipate t h a t  the NGCC construction and the acquisition oftlie Bluegrass CTs could require up to $800 inillion (comprised of 
to $300 inillion for LG&E and tip to $500 million for K U )  in capital costs including related transmission projects. Formal requests for 

recovery oftlie costs associated with the NGCC construction and the acquisition of the Bluegrass CTs were not included in the CPCN filing with 
the KPSC but arc expected to bc included in future rate proceedings. The KPSC issucd an Order on the procedural schedule in tlic CPCN filing 
that has discovery scheddcd through early February 2012. A KPSC order on the CPCN filing is anticipated in the second quarter of2012. 

PPL'S Acqiiisilioii oj LKE 

In September 201 0, thc KPSC approved a settlement agreement ainong PPL and all o f t h e  intcrvcning parties to PPL.'s joint application to the 
IVSC for approval oC its acquisition of ownership and control of LKE, L.G&E and K U .  In the scttlcincnt agrcement, the partics agreed that 
LG&E and K U  would commit that n o  basc rate increases would take cffcct bcfore January I ,  2013. IJnder the tcnns of the settlement, L.G&E 
and K U  retain thc right to seck ICPSC approval for the dcferral of "extraordinary and uncontrollable costs," such as significant storm restoration 
costs, if inctirrcd. Additionally, intcrini late adjustments will conlinuc to be permissible during that pcriod for existing recovery nicchanisiix 
such as the ECR and DSM 

In connection with the approval of PPL's acquisition of L.KE, LG&E and K U  agreed to in.tplenient the Acquisition Savings Sharing Deferral 
(ASSD) methodology whcrcby LG&E's and KU's adjusted jurisdictional revenues, expenses, and nct operating income are calculated each year. 
If L,G&E's or KU's  actual earned rate of return on coininon equity is in cxccss of 10.75%, fifty percent of the cxccss amount will bc deferred as a 
regulatory liability and ultimatcly rcturncd to custoniers. The first ASSD filing will be made by April 1, 2012 based on the 201 1 calendar 
year. Based upon 201 1 earnings and thcir current cstimates of the outcome of an ASSD filing in 2012, L.G&E and K U  have not rccognized any 
impact of the ASSD in the financial statements as of December 3 I ,  201 I I The ASSD methodology for each of LG&E's and KU's utility 
operations 
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will terminate on the earlier of the end of 201 5 or the first day of the calcndar year during which new base rates go into effect 

'w'ependenl Transmission Operarors 

-,iSCE and KU operate under a FERC-approved open access transmission tarifc L,G&E and KU contract with the Tennessee Valley Authority, 
to act as their transmission reliability coordinator, and Southwest Power Pool, Inc. (SPP), to function a s  their independent transrnission operator, 
pursuant to FERC requircments. The contract with SPP expires on Aiigtist.31, 2012. LG&E and KU have received FERC approval to transfer 
froin SPP to TranServ International, Inc. as their independent transmission operator beginning September I ,  2012. Approval from the KPSC is 
required, and an application requesting approval was filed in January 201 2. 

SlOl"t?I COSlS 

In August 20 1 1. a strong storm hi t  LG&E's service area causing significant damage and widespread outages for approximately 139,000 
customers. L.G&E filed an application with the KPSC in September 201 1 requesting approval of a regulatory asset recorded to defer, for future 
recovery, $8 million in incremental operation and mainknance expenses related to the storm restoration. An Order was reccived in December 
201 I granting regulatory accounting treatment, while recovery of the regulatory asset will be determined within the next base rate case. 

In September 2009, the KPSC approved the deferral of $44 million and $57 million for LG&E and K U  o f  costs associated with a severe ice 
storm that occurred in January 2009 and a wind storm that occurred in February 2009. Additionally, in December 2008, the KPSC approved the 
deferral of $24 million and $2 million for L.G&E and K U  ofcosts associated with high winds from the remnants of Hurricane Ikc in Scptcinber 
2008. LG&E and KO rcceived approval in their 2010 base rate cases to recover these regulatory assets over a ten-year amortization period 
ending July 2020. 

DSM/Eiiergj~ E#c iency 

In April 201 1, L.G&E and K U  filed d DSM application to e-cpand cxisting energy efficiency programs and implement new energy efficicncy 
programs. Discovery and cvidentiary phases concltided in September 201 I In Novcmbcr 201 1, thc KPSC approved the application as 
filed. The new rates were cffective December 30, 201 I .  

Virginia Activities (PPL,, f ,KE arid KU)  

. muan! to a Dccembcr 2008 Order, K U  filed the 201 1 joint IRP with the VSCC in September 201 1, with certain supplemental infonnation as 
required by this Order. The IRP provides historical and projected dcniand, resource and financial data, and other operating perforniancc and 
system information and assumes approximately 500 MW of peak demand reductions by 2017 through existing or expanded DSM or energy 
efficicncy programs Iniplenicntation of the major findings of the 1 RP is subject to furthsr analysis and decision-making and further regulatory 
approvals 

Virginia FueL Fciclor 

In February 201 1 ,  KU filed an application with the VSCC seeking approval of an increase in its fuel cost factor beginning with service rcndcred 
in April 201 1 In March 201 1, a hearing was held on KtJ's requested fiicl factor, and an Order was issued approving a revised ftiel factor to be in 
effect beginning with service rendered on and after April 1 ,20 1 1 ,  with recovery of the regulatory assct for prior period under-recoveries over a 
three-year amortization period. 

In December 2009, a major snowstorm hit KU's Virginia service arca causing approxiriiatcly 30,000 ciistomer outages. During the normal 2009 
Virginia Annual Information Filing (AIF), KIJ requested that the VSCC establish a regulatory asset and defer for future recovery $6 million in 
incrcniental operation and maintenance expenses related to the stonn restoration. In March 201 I ,  the VSCC Staff issued its report on KU's 2009 
AIF stating that it considered this storm damage t o  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 pcriod upon approval in the next base rate case. In March 20 1 I ,  a 
regulatory assct of $6 million was established for actual costs incurred. In June 201 1, the VSCC issucd an Order approving the 
reconimcndations contained in the Staff report, and KU began recovering thcse costs over a five-year amortization period ending Octobcr 2016. 
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Pennsylvania Activities (PPL, nnd PPI, Elecfric) 

' -f I29 

, %ct I29 requires Pennsylvania Electric Distribution Companies (EDCs) to meet specified goals for reduction in customer electricity usage and 
peak demand by specified dates. EDCs not meeting the requirements of Act 129 are exposed to significant penalties. 

lJnder Act 129, EDCs must 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 0% by 
May 201 I and 3.0% by May 2013 and reduced peak demand of 4.S% for the 100 hours of highest demand by May 2013 (which will be 
measured during the June 2012 through September 2012 period). To date, PPL Electric has met the 201 1 requirernent, subject to the PUC's 
verification. EDCs will be able to recover the costs (capped at 2% of thc EDC's 2006 revenue) of implementing their EE&C Plans. In October 
2009, the P U C  approved PPL, Electric's EE&C Plan. The plan includes 14 programs, all of which are voluntary for custorners. The plan 
includes a proposed rate mechanism for recovery of all costs incurred (up to a maximum of $250 million) by PPL. Electric to implement the 
plan. Such costs include direct and indirect charges, including design, general and administrative costs and applicable state evaluator costs, and 
are being recovered over the period from January 1,2010 through May 3 I ,  2013. The costs are recovered through the Act 129 Compliance 
Ridcr from all customers who receive distribution service.. The program contains a reconciliation mechanism whereby any over- or under- 
recovery from customers will be rcfunded or collected at the end o f t h e  program. 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 PIJC issued its Final Order in .January 201 I ,  approving the changes proposed by PPL. Electric and directing PPL Electric to re-file its 
plan to reflect all changes made since its initial approval. In February 201 I ,  PPL, Electric filed the changes to its plan and in May 201 I ,  the PtJC 
approved those changes. PPL Electric filed its Program Year 2 Annual Report and Process Evaluation Report in November 201 1. In February 
201 2, PPL. Electric filed a petition with the PUC requesting permission to implement additional changes to its EE&C Plan. Other parties have 30 
days to file coniments to this petition; PPL. Electric has 20 days to file reply comnients. 

Act I29 also requires the Default Service Provider (DSP) to provide electric generation supply service to ctistomers pursuant to a PIJC-approved 
competitive procuremen[ plan through auciions, requests for proposal and bilateral contracts at the sole discretion o f  the DSP. Act I29 requires a 
mix of spot niai,kct purchases, short-term contracts and long-term contracts (4 to 20 years), with long-term contracts limited to 25% of the load 
unlcss othcrwise approved by the PLIC. The DSP will be able to recover the costs associated with a competitive procurement plan. 

Under Act 129, the DSP competitive procurement plan must ensure adequate and reliable service "at least cost to custoiners" over time. Act 129 
-*ants the PIJC authority to extend long-term power contracts LIP to 20 years, if necessary, to achieve the "least cost" standard. The PUC has 

>roved PPL Electric's procurement plan for the period January 1, 201 1 through May 3 I ,  20 13, and PPL Electric continues to procure power 
,or its PLR obligations tinder that plan. In December 2010, the PUC approved PPL Electric's rate rider to recover the costs of providing default 
service. 

Siiini? Meter Rider 

Act I29 also rcquires installation of smart meters for new construction, upon the request of consumers and at  their cost, or on a depreciation 
schedule not excccding 15 ycars. tinder Act 129, EDCs will be able to recover the costs of providing sniari metering technology. In August 
2009, PPL Elcctric filed its proposed smart meter technology procclrenient and installation plan with the PUC. All o f  PPL, Electric's metered 
ciistomcrs currently havc smart nicters installed at  their service locations. PPL, Electric's current advanced metering technology generally 
satislies the requirements of Act 129 and docs not nccd to be replaced. In J u n e  2010, the PtJC entered its order approving PPL Electric's smart 
meter plan with several modifications. In compliance with the Order, in the third quarter of 2010, PPL Electric submitted a revised plan with a 
cost estimate of $38 million to be incurred over a five-year period, beginning in 2009, and filed its Section 1307(e) cost recovery nicchanism, the 
Smart Meter Rider (SMR) to recover these costs beginning January I ,  201 I .  In December 2010, the PUC approved PPL Electric's SMR which 
reflects the costs of  its smart meter program plus a return on its Smart Meter investments. The SMR, which became effective January I ,  201 I ,  
contains a reconciliation mechanism whereby any over- or under-recovery from customers is either refunded to or collected from customers in 
the subsequent year. In August 201 1, PPL Electr,ic filed with the PUC an annual report describing the actions i t  is taking under its Smart Meter 
plan in 201 1 and its planned actions for 2012. PPL. Electric also submitted revised SMR charges which became effective January 1, 2012. 
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PUC lnvestigation qf Retail Market 

' - April 201 I ,  the PUC opened a n  investigation of Pennsylvania's retail electricity market to beconducted in two phases. Phase one addressed 
status of the current retail market and explored potential changes. Questions promulgated by the PIJC for this phase of the investigation 

Jcilsed primarily on dcfault scrvice issues In June 201 1, interested parties filed comments and the PUC held a hearing in this phase of  the 
investigation. In July 20 1 1 ,  the PUC entered an order initiating phase two of the  investigation to study how best to address issues identified by 
the PUC as being most relcvant to improving the current retail electricity market. The PIJC issued a tcntative order in October 201 1 addressing 
issues associated with thc timing and various other details of EDCs' default service procurement plans. Parties filed comments to that tentative 
order. The PUC also held a hearing in this phase of the investigation in November 201 1. In December 201 1,  the PUC issued a final order 
providing guidance to EDCs on thc design of their next default service procurement plan filings. In December 201 1, the PUC also issued a 
tentative order proposing a n  intermediate work plan to address issues raised in the investigation. Parties filed comments to that tentative 
order PPL Electric cannot predict the outcome of the investigation. 

Legislalion - Regiila:ory 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 mechanisms to provide for more timely recovery of a utility's costs. Such alternative ratemaking procedures and mechanisms are 
important to PPL Electric as i t  begins a period of significant increasing capital investment rclated to the asset optimization program focused on 
thc replacenient oraging distribution assets. Those procedures and mechanisms include, but are not limited to, the use of a fully projccted future 
test year and an automatic adjustment clause to recover certain capital costs and related operating expenses. In October 20 1 I ,  the legislation was 
passed by the Pennsylvania House of Representatives. In January 201 2, the Senate Consumer Affairs Committee adopted significant 
amcndrnents to the legislation. The amended legislation authorizes the PUC to approve only two specific ratemaking mechanisms -- a fully 
projectcd future test year and a distribution system improvements charge. In addition, the amendments impose a number of conditions on the 
use ofsirch a charge In January 2012, the Pennsylvania Scnate passed the amendcd legislation and in February 2012, the Pennsylvania House 
agrccd to those arncndmcnts. The Govcrwr signed the bill (Act 1 1  of 2012), which will become effective April 14, 2012. IJtilities cannot file a 
petition with the PIJC bel'ore January 1 ,  2013 reqLesting permission to establish the charge 

Storm Recovery 

PPL Elcctric experienccd several PUC-reportable storms during 201 1 resulting in total restoration costs o f  $84 million, of which $54 million 
were recorded in "Othcr opcration and maintenance'' on the Statement of Income. Although PPL. Electric has storm insurance with a PPL 
-ffiliate, the costs associated with the unusually high number of PUC-reportable storms has exceeded policy limits. Probable insurance 

, I  Income. In Dcccmber 201 I ,  PPL, Electric received orders from the PUC granting permission to defer qualifying storm costs in excess of 
insurance recoverics associated with Hurricane Irene and a late October snowstorm. Based on the PIJC orders, PPL Electric recorded a 
regulatory asset of's25 million in Dccernber 201 I .  PPL Electric will seek recovery of these costs in its next general base rate proceeding. 

overies recorded during 201 1 were $26.5 million, of which $16 million were included in "Other operation and maintenance" on  the Statement 

In 2007, based on PUC approval, a regulatory assct of $12 million was cstablished for actual costs incurred associated with severe ice stonns that 
occurred in January 2005. Recovery began in January 2008 and will continue through August 2015 

Federaj Matters 

FERC Forniiila Rales (PPL arid PPL Electric ) 

Transmission rates arc regulated by thc FERC. PPL Electric's transmission revenues are billed in accordance with a FERC-approved PJM open 
access transmission tariff that utilizes a formula-based rate recovery mechanism. The tariff allows for recovery of actual transmission costs 
incurred, 3 return on transmission plant placed in service and an incentive return, including a return on construction work in progress, on the 
Susqiiehanna-Roseland transmission linc project. The tariff utilizes actual costs from the most recent FERC Form No. I to set the rate for the 
current year billing to customers, including a true-up to adjust for actual costs in the subsequent year's FERC Form No. 1 ~ The annual update of 
thc rate is iinplcnicnted automatically without requiring specific approval by the FERC before going into effect. PPL Electric accrues or defers 
revenues applicable to a n y  estimated true-up of this formula-based rate. 

In May 2010, PPL, Electric initiated the 2010 Annual Update of its formula rate. In November 2010, a group of municipal customers taking 
transmission service in PPL Electric's transmission zone filed a preliminary challenge to the update and, in December 2010, filed a formal 
challenge. In August 201 1, the FERC issued an order substantially rejecting the formal 
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challenge and acccpting PPL. Electric's 2010 Annual Update. The group of municipal customers filed a request for rehearing of that order. 

'7  June 201 I ,  PPL. Electric initiated the 201 I Annual Update of its formula rate. In October 201 I ,  the group of municipal customers filed a 
liininary challenge to the update PPL. Electric was not able to resolve the issues that were raised in this preliminary challenge and the group 

I municipal customers filed a forml  challenge. PPL. Electric filed a response to that formal challenge and the group of municipal customers 
filcd an answer to that response. PPL. Electric cannot predict the outcome of these two proceedings, which remain pending before the FERC. 

In March 201 2, PPL Electric plans to filc a request with the FERC seeking recovery, over a 34-year period beginning in June 2012, of its 
unrecovercd regtilatory asset related to the  dcferred state tax liability that existcd at the time of the transition from the flow-through treatment of 
state income taxes to fiill normalization. This change in tax treatment occurred in 2008 as a result of prior FERC initiatives that transferred 
regulatory jurisdiction of certain transmission assets from the PUC to FERC. A regulatory asset of $51 million related to this transition, 
classified as taxes recoverable through ruttire rates, is included in "Other Noncurrent Assets - Regulatory assets" on the b a l z m  sheet. PPL, 
Electric believes recoverability of this regulatory asset is probable based on FERC precedent in similar cases; however, it is reasonably pocsiblc 
that the EERC may limit the recovery of all or part of the claimed asset 

Internationa!~Activities (PPL) 

I/. K. Oveshead EIectrici(y NeIworks 

In 2002, for safety reasons, the IJ.K. Government issued guidance that low voltage overhead electricity networks within three metcrs horizontal 
clearance ora building should either b e  insulated or relocated. This imposed a retroactive requirement on existing assets that were built with 
lower clcarances. In 2008, the U.K. Government tieteniiined that the U.K. clcctricity network should comply with the issued guidance. WPD 
estimates that the cost of compliance will be approximately $ I20 million. The projected expenditures in the current regulatory period, April I ,  
20 10 through March 3 I ,  20 IS, have been included in allowed revenues, and it is expected that expenditures beyond this five-year pcriod 
(including WPD Midlands expcn6itures) will also be included in allowcd revenues. The IJ.I<. Government has determined that WPD (South 
Wales) and M / P 5  Midlands should comply by 2015 and WPD (South West) should comply by 2018. 

To improve network reliability, thc U.K. Government amended a regulation relating to safety and continuity oP supply by adding an obligatioii 
which broadly requires, beginning January 3 1, 2009, network operators to implement a risk-based prograin to clear trees away from overhesd 
lines. WPD estimatcs t h a t  the cost of compliance will be approximately $198 million over a 25-year period. The projected expenditures in the 
current regulatory period have been included in allowed revenues tinder the current price control review, and it is expected that expenditures 
"Pyond this live-year period will also be included in allowed revenues. 

, I  addition to thc above, WPD Midlands was not in compliance with earlier regulations pertaining to overhead line clearances as of the 
acquisition date. WPD Midlands expects to incur costs through 2015 to comply with these requirements that are not included in allowed 
revenues undcr the current piice control rcview. In 201 1, WPD Midlands recorded a liability of$G8 million associated with meeting these 
requircincnts as an opening balance sheet adjustment in accordance with accounting guidance for business combinations. The balance at 
Deceinbcr 31, 201 1 was $57 million. 

Ofgem Review o j  Lirie Loss Cnlctilufion 

WPD has a $ 1  70 million liability recorded at December 31,201 1, calculated in accordance with an acccpted methodology, related to the close- 
out of line losscs for the prior price control period, DPCR4. Ofgem is currently consulting on the methodology used to calciilate the final line 
loss incentivc/penalty for the DPCR4. I n  October 201 I ,  Ofgem issued a consultation paper citing two potential changes to the methodology, 
both ofwhich would rcsult in a rcdiiction of the liability; however, i t  is uncertain at this time whether any changes will be made. Ofgem is 
expected to maltc a decision before the cnd of2012. 

New U. K Pricing Model 

The electricity distribution subsidiaries of WPD operate under distribution licenses and price controls granted and set by Ofgem for each of the 
distribution subsidiaries. The price control formula that governs allowed revenue is designed to provide economic incentives to minimize 
operating, capital and financing costs. The price control formula is normally determined every fivc years. Ofgem completed its review in 
Dccember 2009 that became effective April 1,2010 and will continuc through March 3 I ,  201.5. 
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In October 2010, Ofgem announced a pricing model that will be effective for the 1J.K. electricity distribution sector beginning April 201.5. The 
model, known as RHO (Revenues = Incentives + Innovation + Outputs), is intended to encourage investment in regulated infrastructure. Key 
--mponents of the model are: an extension of the price review period from five to eight years, increased emphasis on outputs and incentives, 

lanced stakeholder engagement including network customers, a stronger incentive framework to encourage more efficient investment and 
inovation, expansion of the current L.ow 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. 

7. Financing Activities 

Credit Arrangements and Short-term Debt 

(PPL, PPL Energy Szipply. PPL Electric, LlrE, LG&G and KU) 

Credit facilities are maintained to enhance liquidity and provide credit support, and as a backstop to conimercial paper programs, when 
necessary. The following credit facilities were in place at: 

December31,ZOll December 31,2010 
Letters or Letters of  

Credit Issued Credit Issued 
and and 

Cominercial Comnicrcial 
Expiration Borrowed Paper Unused Borrowed Paper 

Date Capacity (a) backup - Capacity (a) Backup 
Pi'L 

WPD Credic F(1;NCilicies 
PPL, WW Syndicated 

Credit Facility (b) 
WPD (South West) 

Syndicated Credit Facility (:) 
WPD (East Midlands) 

Syndicated Credit Facility (d) 
WPD (West Midlands) 

Syndicated Credit Facility (d) 
Uncommitted Credit Facilities 

Total WPD Credit Facilities (e) 

-1L Ene_rgy Supply (0 
Syndicated Credit Facility (g) (11) 
Letter of Credit Facility 
Structured Credit Facility (I)  

Credit Facilities 
Total PPL Energy supply 

IDPL Electric (9 
Syndicated Credit Facility ( h )  0 )  
Aaset-backed Credit Facility (k) 

Total PPL Electric Credit Facilities 

LG&E (9 (I) 
Syndicated Credit Facility (11) (m)  (n) 

KU (rl/l) 
Syndicated Credit Facility (h) (m) 
Letter of  Credit Facility (0) 

Total KU Credit Facilities 

Jan 2013 

July 201 2 

Apr 2016 

Apr. 2016 

Oct 2016 
Mar. 201 3 
Mar 201 I 

Oct 2016 
July 2012 

Oct 2016 

Oct. 2016 
Apr 2014 

f I50 f I l l  n/a f 39 E I I5 nla 

210 nfa 210 n/a 

300 f 70 230 d a  n/a 

300 71 229 n/a nla 
73 3 70 f 3 

E 1,033 f 1 1 1  f I44 E 778 f 115 f 3 - 

$ 3,000 9; 541 S 2,459 9; 350 
200 n/a 89 I l l  n/a $ 24 

161 -- n/a d3 nla n/a 

9; 3,200 $ 630 9; 2,570 $ 350 $ I X5 

.$ 200 $ I $  I99 % 13 
I50 d a  150 nla 

$ 350 % 1 9 ;  349 $ 13 - 

9; 400 3; 400 9; I 63 

R 4nn 9; 400 $ 198 
I98 n/a $ I98 d a  nla 

$ 598 $ 198 $ 400 $ I98 

(a) 

(b) 

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

Under this facility, I'PL WW has the ability to make cash borrowings but cannot request the lenders to issue letters of  credit. PPL WW pays customary commitincnt fees 
under this facility, and borrowings bear interest at LABOR-based rates plus a spxad, depending on the company's long-term credit rating. The cas11 borrowing outstanding at 
December 31, 201 I was a USD-denominated borrowing of $ 1  78 million, which equated to € 1  I I million at the time of borrowing and bears interest at approximately 
I 05%. The interest rates at December 31, 2010 were approximately 0.94% on a USD-denominated borrowing o f  $181 million, which equated to f I 15 million at the time o f  
borrowing. 

This credit Vacility contains financial covenants that require I'PL. WW to maintain an interest coverage ratio of not less than 3.0 times consolidated earnings before income 
taxes, depreciation and amortization and a RAV that exceeds total net debt by the liiglier of an amount equal to 15% of total net debt or €150 million, in each CdSe as 
calculated in accordance with the credit facility. 
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Under this facility, WPD (South West) has the ability to make cash borrowings but cannot request the lenders to issue letters of credit. WPD (South West) pays customary 
commitment fees under this facility, and borrowings bear interest at LIBOR-based rates plus a margin. 

- f k  facility contains financial covenants ilia1 require WPD (South West) to maintain an interest coverage ratio o f  not less tlian 3 0 times consolidated eernings before income 
taxes, depreciation and amortization and total net debt not in excess of  85% of its RAV, in each case calculated in accordance with the credit facility. 

I n  January 2012, WPD (South West) entered into a new E245 million syndicated credit facility to replace its existing E210 million syndicated credit facility Under the new 

fees under this fiicility, and borrowings bear interest at L.IBOR-based rates plus a margin. The facility contains financial covenants that require WPD (South West) to 
maintain a n  interest coverage ratio of not less than 3.0 times consolidated earnings before income taxes, depreciation and amortization and total net debt not in excess of 
8% of its RAV, in each case calculated in accordance with the credit facility. 

In April 2 0  I I ,  following the completion of the acquisition of WPD Midlands, WPD (East Midlands) and WPD (West Midlands) each entered into a f300 million 5-year 
syndicated credit facility Under the facilities, WPD (East Midlands) and WPD (West Midlands) each have the ability to make cash L\;.xwings x d  to request the lenders to 
issue up to fR0 million of letters of credit in lieu of borrowing. Each company pays customary commitment and utilization fees under its respective facility and borrowings 
generally bear interest at L.IBOR-based rates plus a spread, depending upon the respective company's senior unsecured long-term debt rating Each credit facility contains 
financial covenants that require the respective company to maintain an interest coverage ratio of not less tlian 3.0 times consolidated earnings before interest, income taxes, 
depreciation and amortization and total net debt not in excess o f  85% of its RAV, in each case calculated in accordance with the credit facilities An aggregate of $7 million 
in fees were  incurred in  connection with establishing these facilities 

f. dcility, . '  W PD (South West) lias the ability to make cash borrowings but cannot request the lenders to issue letters of credit. WPD (South West) pays customary commitment 

"The total amount bonowed under WPD's credit facilities equated to $ I  78 million and approximately $181 million at December 31,201 1 and 2010 At December 31, 201 I ,  
the unused capacity of WPD's credit facilities was approximately $1 2 billion. 

A s  a result of PPL Energy Supply's January 201 I distribution of its membership interest in PI'L Global to its parent, PPL Energy Funding, the assets and liabilities of PI'L 
Global, including the total amount borrowed under WPD's credit facilities at December 3 I ,  2010 were removed from PPL Energy Supply's balance sheet in 201 1 "  See Note 
9 for zidditional inhrmation 

All credit facilities at PPL. Energy Supply, PPL. Electric, L.G&E and KU also apply to PPL. on a consolidated basis for financial reporting purposes 

I lnder this facility, : I'L. Energy Supply has lite ability to make cash borrowings and to request the lenders to issue letters of credit. Borrowings generally bear interest at 
L.lBOR-based rates plus a spread, depending upon tlie company's senior unsecured long-term debt rating PPL. Energy Supply also pays customary commitment and letter of 
credit issuance fees under this facility. Tlie credit facility contains a financial covenant requiring PPL. Energy Supply's debt to total capitalization not to exceed 65%, as 
calculated in sccordanct: with tlie kcility, and otlier customary covenants Additionally, subject to certain conditions, PPL. Energy Supply may request that the facility's 
capacity be increased by up to $500 million 

In October 2010, PPL. Energy Supply borrowed $3.2 billion under this facility i n  order to enable a subsidiary to make loans 10 certain affliates to provide interim financing 
ofamounrs required by PPL to partially fund PPL's acquisition of LKE Such borrowing bore interest at 2.26% and was refinanced primarily through tlie issuance of long- 
term debt by  L.KE, LG&E, and K U  and the use o f  internal funds. This borrowing and related payments were included in "Net increase (decrease) in short-term debt" on tlie 
Statement o f  Cash Flows 

PPL Energy Supply incurred an aggregatz of $41 million of fees in 2010 in connection with establishing this facility. Such fees were initially deferred and amortized 
through December 2014. In connection with the reduction in tlie capacity from $4 billion to $3 billion in December 2010, PPL Energy Supply wrote oK$IO million, $6 
million aftcr tax, ofdeferred fees, which was retlected in "Interest Expense" in the Statement of Income. 

'The borrowings outstanding at December 3 I ,  2010 bore interest at a weighted-average rate o f 2  27% 

In October 201 I ,  I'PL. Energy Supply, I'PL E,lectric, L.G&E and KIJ each amended its respective credit facility. The amendments include extending the expiration dates 
from December 2014 to October 2016 Under tliese credit facilities, PI'L. Energy Supply, I'PL. Electric, L.G&E, and K U  each continue to have the ability to make casli 
borrowings and request tlie lenders to issue letters of credit. 

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

Under this facility, PI'L Electric lias tlie ability to make cash borrowings and to request the lenders to issue letters of credit. Borrowings generally bear interest at L.IBOR- 
based rates plus a spread, depending upon the company's senior secured long-term debt rating. The credit facility contains a financial covenant requiring PPL Electric's debt 
to toral capitalization not to exceed 70%. as calculated in accordance with the credit lacility, and otlier customary covenants. PPL. Electric also pays customary commitment 
and letter of credit issuance fees under this facility. Additionally, subject to certain conditions, PPL Electric may request that the facility's capacity be increased by up to 
$100 million. An aggregate of $2 million o f  fees were incurred in  2010 in connection with establishing this facility" Such fees were initially deferred and amortized through 
December 2014 

PI'L. Electric participales in an asset-backed commercial paper program through which PPL Electric obtains financing by selling and contributing its eligible accounts 
receivable arid tinbilled revenue to a special purpose, wliolly owned subsidiary on an ongoing basis. The subsidiary has pledged tliese assets to secure loans from a 
commercial paper conduit sponsored by a financial institution. 

A t  Decernber31,201 I and December 31,2010, $251 million and $248 million ofaccounts receivable and $98 million and $133 million ofunbilled revenue were pledged by 
the subsidiary under the credit agreement related to PPL. Electric's and the subsidiary's participation in the asset-backed commercial paper program. Based on the accounts 
receivable and unbilled revenue pledged at December 31, 201 I ,  the amount available for borrowing under the facility was limited to $103 million. PPL. Electric's sale to its 
subsidiary oltlie accounts receivable and unbilled revenue is an absolute sale of assets, and PPL Electric does not retain an interest in these assets. However, for financial 
reporting purposes, the subsidiary's financial results are consolidated in PPL. Electric's financial statements PPL Electric performs certain record-keeping and cash 
collection functions with respect to tlie assets in return fora servicing fee from the subsidiary. 
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In July 201 1 ,  PPL. Electric and the subsidiary extended the expiration date of tlie credit agreement to July 2012. 

All credit lacilities at L,G&E, and K U  also apply to L.KE on a consolidated basis for financial reporting purposes. (1) 

, In June 201 I, these facilities were amended such that tile fees and the spreads to benchmark interest rates for borrowings depend upon the respective company's senior 
secured long-term debt rating rather than the senior unsecured long-term debt rating. The facilities each contain a financial covenant requiring LCJgtE's and KU's debt to 
total capitalization 1101 to exceed 70%. as calculated in accordance with the facilities, and other customary covenants Additionally, subject to certain conditions, L G & E  and 
K U  may request tlial each respective facility's capacity be increased by up to $100 million. 

The borrowing outstanding at December 3 I ,  201 0 bore intercst at 2.27%. Suclr borrowing was repaid in January 201 I with proceeds received from the remarketing of 
certain tax-exempt bonds that were held by L G & E  at December 31,2010. 

In April 201 I ,  K U  entered into a letter of credit facility that has been used to issue letters of credit to support outstanding tax-exempt bonds. The facility contains a financial 
covenant requiring KU's  debt to total capitalization not to exceed 70%, as calculated in accordance with the credit facility. K U  pays customary commitment and letter of 
credit fees under !lie new facility. in August 201 1 ,  K U  amended its letter ofcred~t facility such that the fees depend upon KU's  senior secured long-term debt rating rather 
than its senior unsecured long-term debt rating. 

(n) 

( 0 )  

(PPL and PPL Energy Supply) 

PPL Energy Supply maintains a $500 million Facility Agreement expiring June 2017, whereby PPL, Energy Supply has the ability to  request up 
to $500 million of committed letter of credit capacity at fees to be agreed upon at  the time of each request, based on certain market 
conditions. At December 3 1 ,  201 1, PPL Energy Supply has not requested any capacity for the issuance of letters of credit under this 
arrangement. 

PPL Energy St~pply, PPL. EnergyPlus, PPL Montour and PPL, Brunner Island maintain an $800 million secured energy marketing and trading 
facility, whereby PPL EnergyPlus will receive credit to be applied to satisfy collateral posting obligations related to its energy marketing and 
trading activities with counterparties participating in the facility. The credit amount is guaranteed by PPL Energy Supply, PPL Montour and 
PPL Brunner Island. PPL Montour and PPL, Rrunner Island have granted liens on their respective generating facilities to secure any amount they 
may owe under their guarantees, which had an aggregate carrying value of $2.7 billion et December 3 1, 201 1. 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 
December 3 1,20 1 I I 

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-term liquidity needs, if'  and when necessary. Commercial paper issuances are supported by PPL Energy Supply's Syndicated Credit 

sility. At December 3 I ,  201 I ,  PPL. Energy Supply had $400 million of commercial paper outslanding, included in "Short-term debt" on the 
h n c e  Sheet, a t  a weighted-average interest rate of approximately 0.53%, which was used to partially fund the repayment of PPL Energy 

Supply's 6.40% Senior Notes upon maturity discussed below. 

(PPL and PPL Electric) 

PPL. Elcctric 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 coniinercial paper outstanding at  December 31, 201 1 .  

(PPL, LKE, LG&E and K U )  

In February 2012, LG&E and KU each established a commercial paper program for up to $250 million to provide an additional financing source 
to fund their short-term liquidity needs. Commercial paper issuances will be supported by L.G&E and KIJ's Syndicated Credit Facilities. 

(PPL, Enel-gy Slcpply, PPL, Electric. LKE, LG&E and KU) 

See Note I6 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, ?PL Capital Funding and PPL 
WEM, as  borrowers, and PPL,, as guarantor, entered into a 364-day unsecured E.3.6 billion bridge facility to (i) fund the acquisition and (ii) pay 
certain fees and expenses in connection with the acquisition. During 201 1, PPL, incurred $44 millian of fees in connection with establishing the 
201 I Bridge Facility, which is reflected in "Interest Expense" on the Statement of Income. On April 1, 201 I ,  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 E1.8.5 billion under the 201 1 
Bridge Facility. Borrowings bore interest at approximately 2.62%, determined by one-month LIBOR rates plus a spread, based on PPL. Capital 
Funding's 
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senior unsecured dcbt rating and the length of time from the date of the acquisition closing that borrowings were outstanding. See Note 10 for 
additional infonnation on the acquisition. 

mordance with the tcrins ofthe 201 1 Bridge Facility, PPL. Capital Funding’s borrowings offl.7.5 billion were repaid with approximately 
,s.8 billion of procecds received from PPL,’s issuance ofcominon stock and 201 1 Equity Units in April 201 1, as discussed in “L,ong-term Debt” 
below. I n  April 201 I ,  PPL WEM repaid E650 million of its 201 I Bridge Facility borrowing. Such repayment was funded primarily with 
proceeds received from PPL, WEM‘s issuance of senior notes, which is also discussed below. In May 201 1, PPL WEM repaid the remaining 
f 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 WPD (West Midlands), as described below. 

In anticipation of the repayment of a portion of the borrowings under the 201 1 Bridge Facility with U S .  dollar proceeds received from PPL.’s 
issuance of common stock and 2Gi  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 Pconomically hedge the foreign currency exchange rate risk related to the repayment. See Note 19 for 
additional information. 

Long-term Debt (PPL., PPL Energy Supply. PPL Electric, LKE. LC&E and KU) 

U32 
Senior Unsecured Notes (b) 
Junior Subordinated Notes, due 2018-2067 (0  
8.05% - 8.30% Senior Secured Notes, due 2013 (6) 
7 375% 1945 First Mortgage Bonds, due 2014 (11) 
Senior Secured/Flrst Mortgage Bonds (i) 
4 00% - 4 75% Senior Secured Bonds 

Pollution Control Bonds (Collateral 

Exempt Facilities Notes, due 2037-2038 ( I )  
Other (m) 

(Pollution Control Series), due 2023-2029 f j )  

Series), due 2023-2037 (k) 

Total II S Long-term Debt 

- 
(7% - 9.25% Senior Llnsecured 

Notes, due 2016-2040 (I!) 
1.541% - 2 671% Index-linked Senior Unsecured 

Notes, due 2043-2056 (0) 

Total U.K. Long-term Debt 
Total L.ong-term Debt Before Adjustments 

Otlier 
Fair value adjuslmenls from hedging activities 
Fair value adjustments froin purchase accounting 
Unamortized premium 
Unamortized discount 

7otal L.ong-Term Debt 

us. 
Senior Unsecured Notes (b) 
Junior Subordinated Notes, due 2018-2067 (0  
8.05% - 8.30% Senior Secured Notes, due 2013 (6) 
7.375% 1945 First Mortgage Bonds, due 2014 (h) 
Senior SecuredlFirst Mortgage Bonds (i) 
4.00% - 4.75% Senior Secured Bonds 

Pollution Control Bonds (Collateral 

Exempt Facilities Notes, due 2037-2038 ( I )  
Other (m) 

(Pollution Control Series), due 2023-2029 ti) 

Series), due 2023-2037 (k) 

Total U S  L.ong-term Debt 

2011 ( 8 )  

PPI. 
Energy PPL 

PPL Supply Electric L K E  LG&E K U  

$ 3,574 (c) (d) (e) $ 2,35O(d) I 1,125(e) 
2,608 

431 
10 

3,435 

437 
$ I O  

1,400 2,035 $ 535 $ 1,500 

3 I4 314 

925 
23 I 

925 574 35 I 
23 I 

5 5 
I 1,539 3,023 1.724 4,085 1,109 1,851 

5,862 

581 
6,443 (P) -- 

17,982 3,023 1,724 4.085 1,109 1,851 

_ _ ~ ~  
I’ I’ L 

Energy 1’1’1, 
I’P L Supply Electric LKE LC&E KU 

$ 3,574 (c)  (d) (e) $ 2,600 (d) $ 875 (e) 
1,630 

437 437 
IO $ I O  

3,185 1,150 2,035 $ 535 $ 1,500 

314 314 

925 925 574 351 
23 I 23 1 

7 5 2 
10,313 3.273 1,674 3,837 1,109 1.85 I 

292 



2010 
I'I'L 

.GKL 
4.80436% - 9.25% Senior Unsecured 

I .54 I % Index-linked Senior Unsecured 
Notes, due 2017-2040 (n) 

Notes, due 2053-2056 (0) 
Total U.K. L.ong-term Debt 

Total ILong-term Debt Before Adjustments 

Q m E  
Fair value adjustments from hedging activities 
Fair value adjustments from purchase accounting 
Unamortized premium 
Unamortized discount 

Less current portion of Long-term Debt 
Total L.ong-term Debt, noncurrent 

Toea1 L.ong-Term Debt 

Energy I' I' L 
I'PL Supply Electric L K E  LC&E KU 

1,897 1,897 

3 94 394 
2,291 2-29 I 

12,604 5,564 1,474 3,837 1,109 1,85 I 

(36) 
12.663 

I 

7 
30 (4) 

(13) (2) (20) (4) (1 1) 
5.589 1,472 3,825 1,112 I ,84 I 

502 500 2 
$ 12,161 $ 5,089 $ 1,472 $ 3,823 $ I,II2 $ 1,841 

Aggregate maturities of long-term debt are: 
PPL - 2012, $0; 2013, $737; 2014, $310; 2015, $1,300; 2016, $810; and $14,825 thereafier. 
PPI.. Energy supply - 2012, $0; 2013, $737; 2014, $300; 201 5,  $300; 2016, $350; and $1,336 thereafter. 
PPL. Electric - 2012, $0; 2013, $0; 2014, $10; 2015, $100; 2016, $0; and $1,619 thereafter. 
LKE - 2012, $0; 2013, $0; 2014, $0; 2015, $900; 2016, $0; and $3,185 thereafter. 
LG&E - 2012, $0; 2013, $0; 2014, $0; 2015, $250; 2016, $0; and $859 thereafter. 
KU - 2012, $0; 2013, $0; 2014, $0; 2015,$250; 2016, $0; and $1,601 thereafter. 

None of the debt securilies oulstending have sinking fund requirements 

At December 31,201 1: 
PPL. - interest rates range from 2.1 25% to 6 85%. and maturities range from 2013 to 2047 
PPL Energy Supply - interest rates range from 4.60% lo 6.50%, and maturities range from 2013 to 2036. 
LKE - interest rates range from 2 125% to 4.375%, and maturities range from 201 5 to 2021 

At December 3 I, 20 IO: 
PPL. - interest rates range from 2.125% lo 7.00%. and maturities range from 201 I to 2047. 
PPL Energy Supply - interest rates range from 5.40% to 7.00%, and maturities range from 201 I to 2046 
LKE - interest rates range from 2.125% to 3.75%. and maturities range from 2015 to 2020. 

Includes $99 million o l  notes that may be redeemed at par beginning in July 20 12. 

Includes $300 inillion of 5 70% REset Put Securities due 2035 (REPSSM). The REPS bear interest at a rate of 5.70% per annum lo, but excluding, October 15,2015 
(Remarketing Dale). The REPS are required to be put by existing holders on tlie Remarketing Date either for (a) purchase and remarketing by a desigirated remarketing 
dealer or (b) repurchase by I ' l l  Energy Supply. Therefore, the REPS are reflected as a 201 5 maturity for PPL. and PPL Energy Supply in (a) above I f  the remarketing 
dealer elecls to purchase the REPS Tor remarketing, i t  will purchase tlie REPS at 100% of tlie principal amount, and tlie REPS will bear interest on and after the I<emarlteting 
Dale at a new fixed rate per annum determined in the remarketing. PPL Energy Supply has the right to terminate the remarketing process If the remarketing is terminated 
at the option of PI'L. Energy Supply or undcr certain other circumstances, including the occurrence of an event of default by PPL. Energy Supply under the related indenture 
or a railed remarketing for certain specified reasons, I'PL. Energy Supply will be required to pay the remarketing dealer a settlement amount as calculated in accordance with 
the related remarketing agreement. 

In luly 201 I ,  PPL Energy Supply redeemed a! par the entire $250 million aggregate principal amount of its 7 00% Senior Notes due 2046. PPL Energy Supply recorded a 
loss of $7 million, which is reflected in  "Interest Expense" on the Statements of Income for 201 I ,  as a result or accelerating the amortization ofdeferred financing fees in 
connection with the redemption. 

In November 201 I ,  PPL Energy Supply repaid the entire $500 million principal amount of its 6.40% Senior Notes upon maturity 

In December 201 I ,  PPL Energy Supply issued $500 million of4.60% Senior Notes due 2021. The bonds may be redeemed at PPL Energy Supply's oplion at make-whole 
redemption prices until the date three months prior to maturity and at par thereafter. PPL. Energy Supply received proceeds of $497 million, net of discounts and 
underwriting fees. The net proceeds were used to repay a portion of short-term debt incurred to repay at maturity PPL. Energy Supply's $500 million aggregate principal 
amount of 6 40% Senior Notes due November I ,  201 I .  The balance ofthe net proceeds will be used for general corporate purposes. 

Includes $875 million of Senior Notes issued by L.KE in 2010 in private offerings to qualified institutional buyers and other transactions not subject to registration 
requirements under the Securities Act of 1933. In April 201 I ,  L,KE filed 201 I Registration Statements with the SEC related to offers to exchange securities issued in 
November 2010 in trmsaclions not registered under the Securities Act of 19.33 with similar but registered securities. The 201 I Registration Statements became effective in 
June 201 I and the exchanges were completed in July 201 I ,  with substantially all securities being exchanged. 

In September 201 1, LKE. issued $250 million of 4.375% Senior Notes due 2021. The notes were issued in a private offering to qualified institutional buyers and other 
transactions not subject to regisfration requirements under fhe 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 L KE agreed to file, by late April 
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201 2, a registration statement to excliange such notes for securities containing substantially identical terms (except for certain transfer restrictions), or in certain cases to file, 
by late April 2012, a registration statement covering resale of the notes. L.KE. also agreed, under its registration rights agreement, to (i) use its commercially reasonable 
efforts to cause the registration statement to be declared effective under the Securitks Act by late July 2012 and (ii) upon effectiveness of the registration statement, take 
certain actions to promptly exchange the notes 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, L.KE may be required to pay liquidated damages if it does not meet certirin requirements under its 
registration rights agreement. L.iquidated 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 dePault specified under the registration rights agreement occurs, and increase by an additional 0.25% per annum thereafter, provided 
that the liquidated damages rate shall not at any time exceed 0.50% per annum. 

Liquidated damages will cease to accrue when all registration defaults under the registration rights agreement have been cured, or if earlier, upon the redemption by the 
issuer or maturity o f  the notes. 

The notes may be redeemed at L KEs option at make-whole redemption prices until the date three months prior to maturity and at par thereafter. L.KE received proceeds 01 
$248 mi: : ;x ,  net of ,?iscounts and underwriting fees. The net proceeds have been used to make a return of capital to PPL. 

201 I includes $480 million oilunior Subordinated Notes that bear interest a t  6.70% into March 201 7, at which time the notes will bear interest at three-month L.IBOR plus 
2 665%, reset quarterly, until maturity. Interest payments may he deferred, from time to time, on one or more occasions for up to ten consecutive years. The notes may be 
redeemed at  par beginning in March 201 7. 

201 1 also includes $978 million of4.32% Junior Subordinated Notes due 2019 that were issued in connection with PPL's issuance of the 201 I Equity Units in April 201 I 
and $1.15 billion of 4.625% Junior Subordinated Notes due 2018 that were issued in connection with PPL.'s issuance of the 2010 Equity Units in  June 2010. See discussion 
of the Equity Units below for further information on such notes 

2010 includes $480 million ofJunior Subordinated Notes that bear interest at 6 70% into March 2017, at which time the notes will bear interest at three-month L.IBOR plus 
2.665%. reset quarterly, until maturity Interest payments may he deferred, from time to time, on one o r  more occasions for up  to ten consecutive years. 'The notes may be 
redeemed a t  par beginning in  March 201 7. 

2010 also includes $1 15 billion of 4 625% Junior Subordinated Notes due 2018 that were issued in  connection with I'PL's issuance of the 2010 Equity Units in June 2010 

Represents lease financing consolidated through a VIE. See Not.: 22 for additional dormation 

The 1945 First Mortgage Bonds were issued under, and secured by, the lien of the I945 First Mortgage Bond Indenture. In December 2008, PPL. Electric completed an in-  
substance defeasance of the 1945 First Mortgage Bonds by depositing sufficient funds with the trustee solely tc satisfy the principal and remaining interest obligations on the 
bonds when due f'lie amount of funds on deposit with the lrustee was $12 million at December 31,201 I and $1 3 million at December 3 I ,  2010, and is recorded as 
restricted cash, primarily i n  "Other noncurrent assets" on the Balance Sheets. 

Also in  December 2008, PPL Electric discharged the lien under the 1945 First Mortgage Bond Indenture, which covered suhstar.tially all electric distribution plant and 
certain transmission plant owned by PPL Electric. 

(f) 

(g) 

(1,) 

..) AtDecember31,1011: 
PPL - interest rates range from 1.625% lo 6 45%. and maturities range from 20 I5 to 204 I .  
PPL. Electric - interest rates range from 3.00% to 6.45%, and maturities range from 2015 to 204 I 
LG&E - interest rates range from 1 625% to 5 125%, and maturities range from 201 5 to 2040. 
KU - interest rates range irom 1.625% to 5 125%. and maturities range from 201 5 to 2040. 

A t  Deccmber31,201(J: 
PPL . interest rates range from I 625% to 7.12576, and maturities range from 2013 to 2040. 
I'PL Electric ~ interest rates range from 4 , 9 2 6  to 7.125%, and maturities range from 2013 to 2039. 
L.G&E - interest rates range from I 625% to 5 125%,, and maturities range from 2015 to 2040 
KU - interest rates range from I 625% to 5.125%, and maturilies range from 201 5 to 2040. 

In Jtily 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 tliereaftcr. PPL Electric received proceeds of $246 million, net of discounts and underwriting fees The net 
proceeds have been or will be used for capital expenditures and other general corporate purposes. 

Also in .July 201 1, PPL. E.lectric redeemed the entire $400 million aggregate principal amount o f  its 7 125% Senior Secured Bonds due 201 3 for $458 million, plus accrued 
interest. PPL Electric recorded a regulatory asset for the redemption premium and unamortized financing costs associated with this debt. See Note 6 for additional 
information 

In August 201 I ,  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 
redempiion prices until the date tliree months prior to maturity and at par thereafter. PPL Electric received proceeds of$394 million, net of discounts and underwriting 
fees. The net proceeds were used to repay $250 million of short-term debt and to replenish cash used to redeem the 7.125% Senior Secured Bonds due 2013 in July 201 I ,  as 
discussed above 

The senior secured and first mortgage bonds issued by PPL Electric are secured by the lien of the PPL Electric 2001 Mortgage Indenture, which covers substantially all 
electric distribution plant and certain transmission plant owned by PPL. Electric The carrying value of PPL. Electric's property, plant and equipment was approximately $3 9 
billion and  $ 3  6 billion at December 31. 201 I and 2010 

L.G&Es first mortgage bonds are secured by the lien of the L.G&E 2010 Mortgage Indenture, which creates a lien, subject to certain exceptions and exclusions, on 
substantially all of LG&E's real and tangible personal property located in Kentucky and used or to be used in connection with the generation, transmission and distribution 
of electricity and the storage and distribution of natural gas The aggregate carrying value of the property subject to the lien was $2 h billion and $2 5 billion at December 
31,2011 andDecember3l,2010 
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KU's first mortgage bonds are secured by tlie lien of tlie KU 2010 Mortgage Indenture, which creates a lien, subject to certain exceptions and exclusions, on substantially all 
of KU's real and tangible personal property located in Kentucky and used or to he used in connection with the generation, transmission and distribution of electricity. The 
aggregate carrying value of the property subject to the lien was $4. I billion and $4.0 billion at  December 3 I ,  201 I and December 3 I ,  2010. 

The LG&E and K U  first mortgage bonds were issued in 2010 in private offerings to qualified institutional buyers and other transactions not subject to registration 
requirements under the Securities Act of 1933. In April 201 I ,  LG&E and KU each filed 201 I Registration Statements with the SEC related to offers to exchange the first 
mortgage bonds 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 securities being exchanged. 

PPL Electric issued a series o f  its senior secured bonds to secure its obligations to make payments with respect to each series of Pollution Control Bonds that were issued by 
the L,CIDA and tlic PEDFA o n  behalf of PPL Electric. These senior secured bonds were issued in the same principal amount, contain payment and redemption provisions 
that correspond to and bear the same interest rate as such Pollution Control Bonds. Tliese senior secured bonds were issued under PPL Elech-ic's 2001 Mortgage Indenture 
and are secured as noted in (i) above. $224 million of such bonds may be redeemed at par beginning in 2015. $90 million of such bonds may be redeemed, in whole or in 
part, at par beginning in October 2020 and are subject to mandatory redemption upon determination that the interest rate on the bonds would be included in the Iiolders'gross 
income for federal tax purposes 

In October 2010, L.G&E and KU each issued a series of first mortgage bonds to the respective trustees of tax-exempt revenue bonds to secure its respective obligations to 
make payments with respect to each series of bonds. The first mortgage bonds were issued in the same principal amount, contain payment and redemption provisions that 
correspond to and bear the same interest rate as such tax-exempt revenue bonds. These first mortgage bonds were issued under the LG&E 2010 Mortgage Indenture and the 
KU 2010 Mortgage Indenture and are secured as noted in (i) above. The related tax-exempt revenue bonds were issued by various governmental entities, principally 
counties in Kentucky, on belialfof L.G&E and KU. The related revenue bond documents allow L.G&E and KU to convert the interest rate mode on the bonds from time to 
time to a commercial paper rate, daily rate, weekly rate, term rate of at least one year or, in some  cases, an auction rate or a LlBOR index rate. 

At December 3 I ,  201 I ,  the aggregate tax-exempt revenue bonds issued on behalf of L.G&E and KU that were in a term rate mode totaled $321 million, $294 million and $27 
million for LKE, L.G&E and KU. The weighted average rates on these bonds were 3.57%, 3.37% and 5.83% for LKE, LG&E and KU. At December 3 1, 2010, tlie amounts 
that were in  a ierm rate mode totaled SI 83 million, $1 56 million and $27 million for L.KE,, L.G&E. and KU 'The weighted average rates on these bonds were 5.31% 5.22% 
and 5.83% for L.KE, LGRrE and KU. 

At December 31,201 I ,  tlie aggregate tax-exempt revenue bonds issued on behalf of L.G&E and KU that were in a variable rate mode totaled $604 million, $280 million and 
$324 million for L.KE, L.G&E and KU. The weighted average rates on these bonds were 0.23%. 0.33% and 0.1 5% for LKE, L.G&E and KU. At December 3 I ,  2010, the 
amounts that were in a variable rate mode totaled $742 million, $418 million and $324 million for L.KE, L.G&E and KU. The weighted average rates on these bonds were 
0.45%, 0.55% and 0 38% for LKE, LG&E and KU. 

Several series or the tax-exempt revenue bonds are insured by monoline bond insurers whose ratings were reduced due to exposures relating lo insurance of sub-prime 
mortgages Of the bonds outstanding, $231 million are in the form of insured auction rate securities, wherein interest rates are reset either weekly or every 3 5  days via an 
auction process Beginning in late 2007, the interest rates on these insured bonds began to increase due to investor concerns about the creditworthiness of the bond 
insurers During 2008, interest rates increased, and LG&E and KU experienced failed auctions when there were insufficient bids for the bonds. When a failed auction 
occurs, the interest rate is set pursuant to a fomictla stipulated in the indenture. As noted above, the instruments governing these auction rate bonds permit LG&E and KU lo 
convert the bonds to other interest rate modes. 

6) 

(k) 

Certain variable rnte tax-exempt revenue bonds totaling $348 million at December 3 I ,  201 1, are subject to tender for purchase by LG&E and KU at the option of the holder 
and to mandatory tender for purchase by LG&E and KU upon tlie occurrence ofcertain events. At December 31, 2010, LG&E held $163 million of such bonds, which were 
issued on its behalfby Louisville/.lefferson County, Kentucky and are reflected as "Short-term investments" on the Balance Sheet. In January 201 I ,  the entire $163 million 
of bonds were remerketed to unaffiliated investors in a term rate mode, bearing interest at 1.90% into 2012. The proceeds from tlie remarketing were used to repay the 
borrowing under LG&E's syndicated credit facility, which is discussed above in "Credit Arrangements and Short-term Debt." 

The interest rille mode on all three series of bonds was converted from a commercial paper rate to a term rate of 3 00% for five years, effective in September 2010. (I) 

(m) AtDecember3l,ZOlI: 
PPL and PPL Energy Supply - 6.00% notes due 2020. 

At December 3 I ,  20 IO: 
PPL. - 6.00%- 7.47 1 %e notes due 201 1-2020 
PPL Energy Supply - 6.00% notes due 2020 
LKE-7.47l%no(esdue201 I .  

Includes f225 million ($354 million at December 31,201 I and $350 million at December 31,2010) ofnotes that may he redeemed, in total but not in part, on December 21, 
2026, at the greater of the principal value or a value determined by reference to the gross redemption yield on a nominated U.K. Government bond. 

Also includes f3.7 billion ($5 8 billion) at December 3 I ,  201 I and f 1.0 billion ($1.6 billion) at December 31,2010 of notes that may be put by the holders hack lo the issuer 
for redemption if tlie long-term credit ratings assigned to the Notes by Moody's, S&P or Fitch are withdrawn by any of the rating agencies or reduced lo a non-investment 
grade rating ol Bal or BB+ in connection with a restructuring event. A restructuring event includes the loss of, or a material adverse change to, the distribution licenses 
under which WPD's network companies operate. 

(n) 
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In connection with tlie closing ofthe acquisition o f  WPD Midlands in April 201 I ,  PPL assumed, through consolidation, E250 million of Senior Notes due 2040 (2040 Notes) 
previously issued by WPD (East Midlands), and f250 million of Senior Notes due 2025 (2025 Notes) previously issued by WPD (West Midlands), equating to an aggregate 
principal amount of approximately $800 million at the time of closing. Tlie 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 maximum rate o f  interest allowable under the adjustment provisions is 6.50% for the 2040 Notes and 6.25% for the 2025 Notes. The 2025 Notes and 2040 Notes may 
be put by the liolders back to the respective issuer for redemption if tlie long-term credit ratings assigned to the notes by Moody's or S&P are withdrawn by either of the 
rating agencies or reduced to a non-investment grade rating of Bal or BB+ in 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 WEM issued $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. T h e  2021 Notes may be redeemed at PPL WEM's option at 
make-whole redemption prices until  [lie date three months prior to maturity and at pb: tkcreafler. PPL WEM received proceeds of $953 million, net of discounts and 
underwriting fees, from the combined issuance of the notes. The net proceeds were used to repay a portion of PPL. WEM's bcn?owir,g under the 201 I Bridge Facility as 
discussed above. In connection with the issuance of the senior notes, PPL WEM, through PPL, entered into cross currency interest rate swaps for the entire aggregate 
principal amount of each series of notes in order to hedge PPL WEM's risk of variability in tlie GBP functional currency equivalent cash flows related to its U.S. dollar 
interest and principal payments on the notes. 

In May 201 I ,  WPD (West Midlands) issued €800 million of 5.75% Senior Notes due 2032 (2032 Notes) and WPD (East Midlands) issued €600 million of 5.25% Senior 
Notes due 2023 (2023 Notes) WPD (West Midlands) and WPD (East Midlands) collectively received proceeds of 61.4 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 I l ie 
remaining balance o f  PPL. WEM's borrowing under the 201 I Bridge Facility in May 201 1 as discussed above. The balance of  the net proceeds have been or will be used to 
pre-fund cerliin capilel expenditures and for otlier general corporate purposes. 

The 2032 Notes and tlie 2023 Notes may be put by tlie holders back to the respective issuer for redemption if the long-term credit ratings assigned to the notes by Moody's or 
S&P are withdrawn by either of [lie rating agencies or reduced to a non-investment grade rating of Ba I or  BB-t in  connection with a restructuring event. A restructuring 
event includes tlie loss of, or material adverse change to, the distribution license under which WPD (West Midlands) and WPD (East Midlands) operate. 

The change from 201 0 to 201 I includes ail increase of $16 million resulting from movements in  foreign currency exchange rates related to the amounts that werf 
outstanding at both December 31,2010 and December 31,201 I .  

The principal amount of tlie notes issued by WPD (South West) is adjusted on a semi-annual basis based on changes in a specified index, as detailed in the terms of [lie 
related indentures. The adjustment to the principal amount from 2010 to 201 1 was ail increase of approximately E14 million ($22 million) resulting from inflation and a $4 
million increase resulting from movements in foreign currency exchange rates. 

These notes may be redeemed, in tolal by series, on December I ,  2026, at the greater of the adjusted principal value and a make-whole value determined by reference to the 
gross real yicld on a nominated U.K. government bond. Additionally, these notes may be put by the holders back to tlie issuer for redemption if the long-term credit ratings 
assigned to [lie notes by Moody's, S&P or Filch are withdrawn by any of the rating agencies or reduced to a non-investment grade rating o f  Bal or BB+ in connection with a 
restructuring event A restructuring event includes the loss of, or a material adverse change to, the distribution license under which the issuer operates. 

(0) 

In June 201 I ,  WI'D (East Midlands) issued flO0 million o f  Index-Linked Notes due 204.3 (2043 Notes). The principal amount ofthe 2043 Notes is adjusted based on 
clianges in a specified index, as detailed in the terms of the notes. WPD (East Midlands) received proceeds o f  €99 million, which equated to $163 million at the time of 
issuance, net of discounts and underwriting fees, from the issuance of the 2043 Notes Tlie majority of the net proceeds were used to repay short-term debt. Since issuance, 
the principal amount on the 2043 Notes has increased by approximately f 2  million ($4 million) as a result of inflation. 

The 2043 Notes may be put by the holders back to WPD (East Midlands) for redemption if the long-term credit ratings assigned to the notes by Moody's or S&P are 
withdrawn by either of tlie rating agencies o r  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 (East Midlands) operates. 

As a result of PPL Energy Supply's January 201 I distribution of its membership interest in PI'L Global to its parent, PPL Energy Funding, assets and liabilities of PPL 
Global at December 3 I ,  2010, including total long-term debt of $2.3 billion, were removed from PPL Energy Supply's Balance Sheet in 201 I .  See Note 9 for additional 
information 

(p) 

(4) Reflects adjustments made to record WPD's long-term debt at fair value at the time of acquisition ofthe controlling interest in WPD in 2002 and the acquisition of WPD 
Midlands in 20 I I 

(r) Reflects adjustments made to record L.G&E's and KU's long-term debt at fair value at the time of acquisition o f  L.KE in 2010 

2011 Equity Units (PPL) 

In April 201 1, in connection with the acquisition of WPD Midlands, PPL. issued 92 million shares of its common stock at a public ofrering price 
of$25.30 per share, for a total of $2.328 billion. Proceeds from the issuance were $2.258 billion, net of the $70 million underwriting 
discount. PPL, also issued 19.55 million 201 1 Equity Units at a stated amount per unit of $50.00 for a total of $978 million. Proceeds from the 
issuance were $948 million, net of the $30 million underwriting discount. PPL. 

296 



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. 

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

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

e 

e 

a 

if the average VWAP equals or exceeds approximately $30.99, then 1.61 33 shares (a minimum of 3 1,540,015 shares); 
if the average VWAP is less than approximately $30.99 but greater than $2.5.30, a number of shares of common stock havin: a value, based 
on thz averzge VWAP, equal to $50.00; and 
if the average VWAP is less than or equal to $25.30, then 1.9763 shares (a maximum of 38,636,665 shares). 

- 

If holders elect to settle the 201 1 Purchase Contract prior to May 1, 2014, they will receive I 6133 shares of  PPL, common stock, subject to 
antidilution adjustments and an early settlement upon a Fundamental Change 

A holder's ownership interest in the 2019 Notes is pledged to PPL, to secure the holder's obligation under the related 201 1 Purchase Contract. If 
a holder of a 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 security. 

Each 201 1 Purchase Contract also requires PPL to make quarterly contract adjustment payments at a rate of 4.43% per year on the $50.00 stated 
amount of the 201 1 Equity Unit. PPL. has the option to defer these contract adjustment payments until the 201 I Purchase Contract settlement 
date. Deferred contract ad,justment payments will accvie additional contract adjustment payments at the rate o f  8.75% per year until paid. Until 
any deferred contract adjustment paynients have been paid, PI'L 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. 

T h e  2019 Notes are fully and unconditionally guaranteed by PPL as to payment of principal and interest. T h e  2019 Notes initially bear interest 
at 4.32% and are not subject to redemption prior to May 2016. Beginning May 2016, PPL Capital Funding may, at its option, redeem the 2019 
Notes, in  whole but not in part, at any time, at par plus accrued and unpaid interest. The 2019 Notes are expected to be remarketed in 2014 into 
' -10 tranches, such that neither tranche will have an aggregate principal amount of  less than the lesser of $250 million and 50% of the aggregate 

,cmarketing, and the other tranche will mature on or about the fifth anniversary of such settlemenl. Upon a successful remarketing, the interest 
rate on the 2019 Notes may be reset and the maturity of the tranches may be modified as necessary. In connection with a remarketing, PPL 
Capital Funding may elect with respect to each tranche, to extend or eliminate the early redemption date a n d o r  calculate interest on the notes of 
a tranche on a fixed or floating rate basis. If the remarketing fails, holders of the 2019 Notes will have the right to put their notes to PPL Capital 
Funding on May 1,2014 for an amount equal to thc principal amount plus accrued interest. 

Prior to May 2016, PPL Capital Funding may elect at one or more times to defer interest payments on the 2019 Notes for one or more 
consecutive interest periods until the earlier of the third anniversary of the interest payment due date and May 2016. Deferred interest payments 
will accrue additional interest at a rate equal to the interest rate then applicable to the 2019 Notes Until any deferred interest payments have 
been paid, PPL. may not, subject lo cerlain exceptions, ( i )  declare or pay any dividends or distributions on, or redeem, purchase or acquire or 
make  a liquidation payment with respect to, any of its capital stock, (ii) make any payment of principal of, o r  interest or premium, if any, on, or 
repay, purchase or redeem any of its debt securities that upon its liquidation ranks equal with, or junior in interest to, the subordinated guarantee 
o f  t h e  2019 Notes by PPL as of the date of issuance and (iii) make any payments regarding any guarantee by  PPL of  securities o f  any of its 
subsidiaries (other than PPL Capital Funding) if the guarantee ranks equal with, or junior in interest to, the 20 19 Notes as of the date of  their 
issuance. 

ncipal amount of the 2019 Notes to be remarketed One tranche will mature on or about the third anniversary of the settlement of the 

In the  financial statements, the proceeds from the sale o f  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 of each instrument at the time of  
issuance. As a result, the 2019 Notes were recorded at $978 million, which approximated fair value, as long-term debt. At the time of issuance, 
the present value of the contract adjustment payments o f  $123 million was recorded to other liabilities representing the obligation to make 
contract adjustment payments, with an offsetting reduction to additional paid-in capital for the issuance of the 201 I Purchase Contracts, which 
approximated the fair value of each. The liability is being accreted through interest expense over the three-year term of the 201 1 Purchase 
Contracts. The 
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initial valuation of the contract adjustment payments is considered a non-cash transaction that is excluded from the Statenlent of Cash Flows in 
201 I .  Costs to issue the 201 1 Equity IJnits were primarily allocated o n  a relative cost basis, resulting in $25 million being recorded to 
"brdditional paid-in capital" and $6 million being recorded to "Other noncurrent assets'' on the Balance Sheet. See Note 4 for EPS considerations 

ited to the 20 1 1 Purchase Contracts. 

2010 Equity Units (PPL) 

In June 2010, in connection with the acquisition of LKE, PPL. issued 103.5 million shares of its common stock at a public offering price of  
$24.00 per share, for a total ofs2.484 billion. Proceeds from the issuance were $2.409 billion, net of the $7.5 million underwriting 
discount. PPL. also issued 23 million 2010 Equity Units at a stated amount per unit of$50.00 for a total of $ I  .IS0 billion. Proceeds from the 
issuance were $1 .1  I6 billion, net of the $34 million underwriting discount. 

Each 2010 Equity Unit consists of a Purchase Contract and, initially, a 5.0% iindivided heneficiai ownership interest in $1,000 principal amount 
of PPL Capital Funding 4.625% Junior Subordinated Notes due 20 1 8 (20 18 Notes). 

Each 2010 Purchase Contract obligates the holder to purchase, and PPL to sell, for $50.00 a variable number of shares o f  PPL common stock 
determined by the average VWAP of PPL's common stock for the 20-trading day period ending on the third trading day prior to July 1,201 3, 
sub,ject to antidilution adjustments and an early settlement upon a Fundamental Change as follows: 

o 

o 

o 

if the average VWAP equals or exceeds $28.80, then 1.7361 shares (a minimum of 39,930,300 shares); 
if the average VWAP is less than $28.80 but greater than $24.00, a number of shares of common stock having a value, based on the average 
VWAP, equal to $50.00; and 
if the average VWAP is less than OJ equal to $24.00, then 2.0833 shares (a maximum of 47,915,900 shares). 

If holders elect t o  settlc the 2010 Purchase Contract prior to July 1, 2013, they will receive 1.7361 shares of PPL common stoyk, subject to 
antidilution adjustments and an early settlement upon a Fundamental Change. 

A holder's onnership interest in the 2018 Notes is pledged to PPL, to secure the holder's obligation under the related 2010 Purchase Contract. If 
a holder of a 201 0 Purchase Contract chooses at any time to no longer be a holder of the 201 8 Notes, such holder's obligation under the 2010 
Purchase Contract must be secured by a U.S Treasury security 

Cach 2010 Purchase Contract also requires PPL. to make quarterly contract adjustment payments at a rate of 4.875% per year on the $50.00 
lted amount of the 2010 Equity IJnit. PPL, has the option to defer these contract adjustment payments until the 2010 Purchase Contract 

..ettlement date. Deferred contract adjustment payments will accrue additional contract adjustment payments at the rate of 9.5% 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 2018 Notcs are fully and unconditionally guaranteed by PPL, as  to payment of principal and interest. The 2018 Notes initially bear interest 
at 4.625% and are  not subject to redemption prior to July 2015. Beginning July 201 5,  PPL Capital Funding may, at its option, redeem the 2018 
Notcs, in whole but not in part, at any time, at par plus accrued and unpaid interest. The 2018 Notes are expected to be remarketed in 2013 in 
two tranches, such that neither tranche will have an aggregate principal amount of less than the lesser of $300 million and 50% ofthe aggrcgate 
principal amount of the 201 8 Notes to be remarketed. One tranche will mature on or about the third anniversary of the settlement of the 
remarketing, and the other tranche will mature on or about the fifth anniversary ofsuch settlement. The 201 8 Notes will be remarketed as 
subordinated, unsecured obligations of PPL Capital Funding, as PPL, Capital Funding notified the trustee in September 2010 of its irrevocable 
election to maintain the subordination provisions of the notes and related guarantees in a remarketing. Upon a successful remarketing, the 
interest rate on the 201 8 Notes may be reset and the maturity of the tranches may be modified as necessary. In connection with a remarketing, 
PPL Capital Funding may elcct, with respect to each tranche, to extend or eliminate the early redemption date andor  calculate interest on the 
notes o r a  tranche on a fixed or floating rate basis. Ifthe remarketing fails, holders of the 2018 Notes will have the right to put their notes to PPL 
Capital Funding on July 1, 2013 for an amount equal to the principal amount plus accrued interest. 

Prior to July 201 3, PPL. Capital Funding may elect at one or more times to defer interest payments on the 2018 Notes for one or more 
consecutive interest periods until the earlier of the third anniversary of the interest payment due date and July 2015. Deferred interest payments 
will accrue additional interest at a rate equal to the interest rate then applicable to the 201 8 Notes. Until any deferred interest payments have 
been paid, PPL. may not, subject to certain exceptions, (i) declare or pay any dividends or distributions on, or redeem, purchase or acquire or 
make a liquidation payment with respect to, any of its capital stock, (ii) make any payment of principal of, or interest or premium, if any, on, or 
repay, purchase or redeem any of its debt securities that upon its liquidation ranks equal with, or junior in interest to, the subordinated guarantee 
of the 20 18 Notes by 
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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 20 I8 Notes as of  the date of  their issuance. 

:he financial statements, the proceeds from the sale of the 2010 Equity Units were allocated to the 201 8 Notes and the 2010 Purchase 
,ontracts, including the obligation to make contract adjustment payments, based on  the underlying fair value ofeach instrument at the time of 

issuance. As a result, the 2018 Notes were recorded at $1 "150 billion, which approximated fair value, as long-term debt. AI the time o f  
issuance, the present value of the contract adjustment payments of $ IS7 million was recorded to other liabilities, representing the obligation to 
make contract adjustment paymcnts, with an offsetting reduction to additional paid-in capital value for the issuance ofthe 2010 Purchase 
Contracts, which approximated the fair value of each The liability is being accreted through interest expense over the three-year term o f  the 
201 0 Purchase Contracts. The initial valuation of  the contract adjustment payments is considered a non-cash transaction that was excluded from 
the Statement of  Cash Flows in 2010 Costs to issue the 2010 Equity Units were primarily allocated on a relative cost basis, resulting in $29 
million being recorded to "Additional paid-in capital" and $7 million being recorded to "Other noncurrent assets" on the Balance Sheet. See 
Note 4 for EPS considerations related to the 2010 Purchase Contracts 

Legal Separateness (PPL,. PPL. Energy Supply, PPL Electric and LKE) 

In 2001, PPL Electric completed a strategic initiative to confirm its legal separation from PPL and PPL,'s other affiliated companies. This  
initiative was designed to enable PPL. Electric to substantially reduce its exposure to  volatility in energy prices and supply risks through 2009 
and to reduce its business and financial risk profile by, among other things, limiting its business activities to the transmission and distribution of 
electricity and businesses rclated to or arising out of the electric transmission and distribution businesses. In connection with this initiative, PPL 
Electric: 

obtained long-term clectric supply contracts to meet its PL.R obligations (with its affiliate PPL EnergyPlus) through 2009, as further 
described in Note 16 under "PL.R Contracts/Purchase of Accounts Receivable" (also see Note 15  under "Energy Purchase Commitments" for 
infomation on current PL.R supply prwlrement procedures); 
agreed to limit its businesses to electric transmiision and distribution and related activities; 
adopted amendments to its Articles of Incorporation and Bylaws containing corporate governance and operating provisions designed to 
clarify and reinforce its legal and corporate separateness from PPL, and its other affiliated companies; and 
appointed an indcpcndcnt director to its Board of  Directors and required the unanimous approval of the Board of Directors, including the 
consent of the independent director, to amendments to these corporate governance and operating provisions or to the commencement of any 
insolvency proceedings, including any filing of a voluntary petition in bankruptcy or other similar actions. 

e 

e 

addition, in connection with the issuance of certain series of bonds, PPL Electric entered into a compliance administration agreement with an 
~depcndent  compliance administrator to review, on a semi-annual basis, its compliance with the corporate governance and operating 
requirements contained in its Articles of Incorporation and Bylaws Such series of bonds are no longer outstanding and the compliance 
administration agreemcnt has terminated, but PPL Electric continues to comply with the corporate separateness provisions in its Articles of 
Incorporation and Bylaws 

The enhancements to PPL Elcctric's legal separation from its affiliates are intended to minimize the risk that a court would order PPL, Electric's 
assets and liabilities to be substantively consolidated with those of PPL or another affiliate of PPL in the event that PPL. or another PPL affiliate 
were to become a debtor in a bankruptcy case. Based on these various measures, PPL Electric was able to issue and maintain a higher level of 
debt and use it to rcplacc higher cost equity, thereby maintaining a lower total cost of  capital. Nevertheless, if PPL or another PPL affiliate were 
to become a debtor in a bankruptcy case, there can be no assurance that a court would not order PPL Electric's assets and liabilities lo be 
consolidated with those of PPL or such other PPL affiliate. 

The subsidiaries of PPL arc separate legal entities. PPL.'s subsidiaries are not liable for the debts o f  PPL. Accordingly, creditors of  PPL may not 
satisfy thcir 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 Iiablc for the debts of its subsidiaries, nor are its subsidiaries liable for the debts ofone  another. Accordingly, creditors of PPL's 
subsidiaries may not satisfy thcir debts from the assets of PPL 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 are not liable for the 
debts of PPL Energy Supply, PPL Electric and LKE. Accordingly, creditors of PPL Energy Supply, PPL, Electric and LKE may not satisfy their 
debts from the assets of their subsidiaries absent a specific contractual 
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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 

pbsidiaries, nor are their subsidiaries liable for the debts of one another. Accordingly, creditors of these subsidiaries may not satisfy their debts 
in the assets of PPL. Energy Supply, PPL. Elcctric and LKE (or their other subsidiaries) absent a specific contractual undertaking by that parent 

d l  other subsidiary to pay such creditors or as required by applicable law or regulation. 

Distributions, Capital Contributions and Related Restrictions 

(PPL) 

In November 201 1, PPL declared its quarterly common stock dividend, payable January 3,201 2, a t  3.5.0 cents per share (equivalent to $1.40 per 
annum). In February 2012, PPL declared its quarterly common stock dividend, payable April 2, 2012, at 36.0 cents per share (equivalent to 
$1.44 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. 

Neither PPL. Capital Funding nor PPL may declare or pay any cash dividend or distribution on its capital stock during any period in which PPL. 
Capital Funding defers interest payments on its 2007 Series A Junior Subordinated Notes due 2067. Subject to certain exceptions, PPL, may not 
declare or pay any dividend or distribution on its capital stock until any deferred interest payments on its 4.625% Junior Subordinated Notes due 
201 8 and its 4.32% Junior Subordinated Notes due 2019 have been paid and deferred contract adjustment payments on PPL,'s Purchase Contracts 
have been paid. At December 31,201 1, no payments were deferred on either series ofjunior subordinated notes or the Purchase Contracts. 

(PPL, PPL Elecrric, LKE, LC6E and KU) 

PPL, relies on dividends or loans from its subsidiaries to fund PPL's dividends to its common shareholders. The net assets of certain PPL 
subsidiaries are subject to legal res!rictions. L.KE primarily relies on dividends from its subsidiaries to fund its dividends to PPL,. LG&E, KU 
and PPL Electric U : G  subject to Section 305(a) of the Federal Power Act, which makes it unlawful for a public utility to make or pay a dividend 
from any funds "properly included in capital account." The meaning of this limitation has never been clarified under the Federal Power 
Act. L,G&E, KU and PPL Electric believe, however, that this statutory restriction, as applied to their circumstances, would not be construed or 
applied by the FEKC to prohibit the payment from retained earnings of dividends that are not excessive and are for lawful and legitimate 
business purposes Also, under Virginia law, KU is prohibited from making loans to affiliates without the prior approval of the VSCC. There 
are no comparable statutes under Kentucky law applicable to L.G&E and KU, or under Pennsylvania law applicable to PPL, Electric. However, 
qrders from the KPSC require LG&E or K U  to obtain prior regulatory consent or approval before loaning funds to PPL,. At December 31, 201 I ,  

! net restricted assets of LG&E and KU were approximately $4.4 billion 

(PPL Energy Supply, PPL Efeclric, LKE, L G d E  and KlJ) 

The following distributions and capital contributions occurred in 201 1 : 

Divideiids/distributions paid 10 parenUmembcr 
Capital contributions received from parenthember 

I'PL Energy I' I' L 
Supply Electric LKE LC&E K U  

9; 316 (a) $ 92 $ 533 (b) $ 83 $ I24 
46 I 100 

(a) 

(b) 

In addition to [lie cadi distributions paid, in January 201 I ,  P P L  Energy Supply distributed its membership interest in PPL Global to its parent company, PPL. Energy 
Funding See Note 9 for additional information. 
Includes $248 million return of capital made to PPL in  September 201 1 from proceeds of senior unsecured note issuance 

(PPL Energy Sipp/y) 

In January 2012, PPL, Energy Supply distributed $200 million to its parent. 

(PPL and PPL. Energy Supply) 

The PPL. Montana Colstrip lease places ccrtain restrictions on PPL Montana's ability to declarc dividends. At this time, PPL, believes that these 
covenants will not limit PPL,'s or PPL. Energy Supply's ability to operate as desired and will not affect their ability to meet any of their cash 
obligations. WPD subsidiaries also have financing arrangements that limit their ability to pay dividends. However, PPL does not, at this time, 
expect that any of such limitations would significantly impact PPL,'s ability to meet its cash obligations. 
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(PPL and PPL Electric) 

' p discussed in Note 3, PPL Electric may not pay dividends on its common stock, except in certain circumstances, unless full dividends have 
n pa id  on the Preference Shares for the then-current dividend period. The quarterly dividend rate for PPL Electric's Preference Shares is 

d l  3 6 2 5  per depositary share. PPL Electric has declared and paid dividends on its outstanding Preference Shares since issuance. Dividends on 
the Preference Shares are not cumulative and future dividends, declared at the discretion of PPL Electric's Board of Directors, will be dependent 
upon future earnings, cash flows, financial and legal requirements and other factors. 

(LC6E and KU) 

In February 2012, L,G&E and KU filed an application with FERC seeking authorization to pay dividends in the future based o n  retained earnings 
balances, which would be calculated ignoring tile impact o f  the accounting for the acquisition by PPL. If approved, as of December 31,201 1, 
this would increase the balance available for dividends from ! G&E by $809 million and KLI by $1.4 billion. L,G&E and KIJ do not anticipate 
changing their dividend practices. 

8. Acquisitions, Development and Divestitures 

(PPL, PPL Energy Sippb, PPL Electric, LKE, LG&E and KU) 

The Registrants continuously evaluate opportunities for potential acquisitions, divestitures and development projects. Development projects are 
contintmusly reexamined based on market conditions and other factors to determine whether to proceed with the projects, sell, cancel or expand 
them, execute tolling agreements or pursue other options. Any resulting transactions may impact future financial results. See Note 9 for 
information on PPL. Energy Supply's distribution of its membership interest in PPL, Global to its parent, PPL Energy Funding, which was 
presented as discontinued operations by PPL. Energy Supply, and the sales of  businesses that were presented as discontinued operations by PPL, 
PPL, Energy Supply and LKE. See Note 10 for information on PPL's acquisitions of WPD Midlands and I KE. 

(PPL,, LKE, LG6E and KU) 

Acquisition 

PendingBbegrass CTs Acquisition . . .  

September 201 1, LG&E and K U  entered into an Asset Purchase Agreement with Bluegrass Generation for the purchase of the Bluegrass CTs, 
,ggregating approximately 49.5 M W, plus limited associated contractual arrangements required for operation o f  the units, for a purchase price of  
$ I  10 million. Pursuant to the Asset Purchase Agreement, LG&E and KU will jointly acquire the Bluegrass CTs as (enants 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 siibjcct to 
receipt of approvals from the KPSC, the FERC, certain permit assignments or local approvals, and other conditions. Either party can terminate 
the Asset Purchase Agreement should the purchase transaction fail to occur by June 30, 2012. 

Development 

NG-CC-Construction 

In Septcinber 201 I ,  L.G&E and KU requested KPSC approval to build a 640 MW NGCC at the existing Cane Run plant site in Kentucky. This 
project is also subject to certain regulatory approvals. Once all approvals are received, construction is expected to bcgin in 2012 and be 
complete by 2016. The project, which includes building a natural gas supply pipeline, has an cxpected cost of approximately $580 million. See 
Note 6 for additional information. 

In conjunction with this request and to meet new, stricter federal EPA regulations, LG&E and KU anticipate retiring six older coal-fired electric 
generating units at the Cane Run, Green River and Tyrone plants, which have a combined summer rating of 797 MW. The Cane Run and Green 
River coal units will need to remain operational until the replacement generation and associated transmission projects are completed. 

E 2  

In January 201 1, LKE began dispatching electricity from TC2 to meet customer demand. See Note IS for additional information regarding the 
construction of TC2. 
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(PPL arid PPL. Energy Supply) 

' 'vdro~e~t_ric-E~pans~n-Proje.cts 

..t 2009, in light of t h e  availability o f  tax incentives and potential federal loan guarantees for renewable projects contained in the Economic 
Stimulus Package, P P L  Energy Supply filed an application with the FERC to expand capacity at its Holtwood hydroelectric plant, which the 
FERC approved. T h e  project's expected cost is $438 million. Construction continues on the project, with commercial operations scheduled to 
begin in 201 3. At December 3 1,201 1, expected remaining expenditures are  $196 million. 

In 2009, PPL. Montana received FERC approval for its request to redevelop the Rainbow hydroelectric facility at Great Falls, Montana to 
increase capacity by 28 MW. The project's expected cost is $207 million. Construction continues on the project, with commercial operations 
scheduled to begin in 2012. At December 31,201 I ,  expected remaining expenditures are $29 million. 

PPL. Energy Supply believes that it is qualified for either investment tax credits or Treasury grants for the projects at the Holtwood and Rainbow 
facilities. PPL. Energy Supply has recognized investment tax credits and continues to evaluate whether to seek Treasury grants in lieu of the 
credits. During 201 0, PPL. Energy Supply recorded deferred investment tax credits of $52 million related to 2010 and 2009. During 201 1, PPL, 
Energy Supply recorded deferred investment tax credits of$52 million related to 201 1.  PPL, Energy Supply anticipates recognizing an additional 
$54 million in tax credits for tax years 2012 and 2013. These credits reduce PPL Energy Supply's tax liability and will be amortized over the life 
of the related assets. 

S~s~ue_ha_n_na_Uprate-P~oject 

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. The final phase of the project, a SO MW IJnit 2 uprate, was completed in 201 1. PPL 
Susquehanna's share of .b- total capacity increase was approximately I95 MW. 

Bell Bend C-OLA 

In 2008, a PPL, Energy Supply subsidiary, PPL Bell Bend, LLC (PPL Bell Bend) submitted a COLA to the NRC for the proposed Bell Bend 
nuclear generating unit (Bell Bend) to be built ad,jacent to the Susquehanna plant. Also in 2008, the COLA was formally docketed and accepted 
for review by the NRC. PPL, Bell Bend continues to respond to questions from the NRC regarding technical and site specific information 
qrovided in the initial COLA and subsequent amendments. PPL Bell Bend does not expect to complete the COLA review process with the NRC 

or to 20 14. 

In 2008, PPL. Bell Bend submitted Parts I and I1  of an application for a federal loan guarantee for Bell Bend to the DOE. The DOE is expected 
in the first half of 2012 to finalize the first nuclear loan guarantee for a project in Georgia. Eight of the ten applicants that submitted Part I1 
applications remain active in the DOE program; however, the DOE has stated that the $18.5 billion currently appropriated to support ncw 
nuclear projects would not likely be enough for more than thrce projects. PPL. Bell Bend submits quarterly application updates for Bell Bend to 
the DOE to remain active in the loan guarantee application process. 

PPL. Bell Bend has made no decision to proceed with construction of  Bell Bend and expects that such decision will not be  made for scveral years 
given the anticipated lengthy NRC license approval process. Additionally, PPL Bell Bend has announced that it  does not expect to proceed with 
construction absent favorable economics, a joint arrangement with other interested parties and a federal loan guarantee or other acceptable 
financing. PPL Bell Bend is currently authorized to spend up to $162 million through 2012 on the COLA and other permitting costs (including 
land costs) neccssary for construction At December 31,201 1 and 2010, $13 1 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 Bell Bend 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. 

Susquehha_nna,Rosela~T~ansmission Line(PPL and PPL Eleclric) 

In 2007, PJM directed the construction of a new 15O-mile, 500-kilovolt transmission line between the Susquehanna substation in Pennsylvania 
and the Roseland substation in New Jersey that it identified as essential to long-term reliability of the Mid-Atlantic electricity grid. PJM 
determined that the line is needed to prevent potential overloads that could occur on several existing transmission lines in the interconnected 
PJM system. PJM has directed PPL Electric to construct the portion of the Susquehanna-Roseland line in Pennsylvania and has directed Public 
Service Electric & Gas Company to construct the 
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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. 

is project is pending certain regulatory approvals. PPL Electric has identified the approximately 100-mile route for the Pennsylvania portion 

decision to the Commonwealth Court of Pennsylvania. In July 201 1,  the Commonwealth Court affirmed the PUC's order approving the project, 
and no further appeals were filed. 

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 record of decision for the project is scheduled to be issued on 
October 1,201 2. 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 t o  facilitate coordination among federal agencies to improve the overall quality and timeliness of electric 
transmission infrastructure permitting, review and consultation. The RRT'I' has reaffirmed the issuance date of  the Natior.31 Park Service record 
of decision for the project. The National Park Service has stated that it will announce the preferred route for the transmission line in March 2012 
with an expected Rccord of Dccision in October 2012 . 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 postpone the in-service date to 2015. In 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 to prevent overloads on other 
power lines in the region. PJM h a s  developed a strategy to manage potential reliability problems until the line is built. PPL. Electric cannot 
predict what action, if any, PJM might take in the event of a further delay to its scheduled in-service date for the new line. 

I the line. In February 2010, the PUC and the New Jersey Board of  Public Utilities approved the project. Several parties appealed the PUC 

9. Discontinued Operations 

(PPL and PPL, Energy Supply) 

Sale_ot_CertainNon-core-Generation Facilities 

In March 201 I ,  PPL Energy Supply subsidiaries completed the sale of their ownership interests in certain non-core generation facilities, which 
were included in the Supply segment, for $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 Water Power Corporation, which owns a hydroelectric facility in Conestoga, 
Pennsylvania. 

nese non-core generation facilities met the held for sale criteria in the third quarter o f  2010. As a result, assets with a carrying amount of  $473 
million were written down to their estimated fair value (less cost to sell) of $377 million at September 30, 2010, resulting in a pre-tax 
impairment charge of $96 million ($58 million after tax). In addition, $5  million ($4 million after tax) of  allocated goodwill was written off in 
the third quarter of 2010. During the fourth quarter of 2010 and in connection with the completion of the sale, in 201 1, PPL Energy Supply 
recorded insignificant losses. These charges are included in "Income (L.oss) from Discontinued Operations (net of income taxes)" on the 
Statements of Income 

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

201 1 2010 2009 

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

$ 19 $ 113 $ 106 
I I  156 42 
8 (43) 64 

2 2 
3 I I  9 
5 (52) 57 
3 (18) 24 

$ 2 $  (34) .$ 33 

(a) 
(b) 

CJpon completion of  the sale, assets primarily consisting of $357 million of PP&E and a $14 million equity method investment, which were 
classified as held for sale at December 3 1,2010, were removed from the Balance Sheet. 

2010 includes the impairments to the carrying value of the non-core generation facilities and the write-off o f  allocated goodwill 
Represents allocated interest expense based upon debt attribulable to the generation facilities sold. 
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SaJeofLong lsland-Generation Business 

'7 February 2010, PPL Energy Supply subsidiaries completed the sale of the Long Island generation business, which was included in the Supply 
;merit. The definitive sales agreement included provisions that reduced the $135 million purchase price monthly, commencing September 1, 

-.,)09. After adjusting for these price-reduction provisions, proceeds from the sale approximated $124 inillion. 

In the second quarter of 2009, the L,ong Island generation business met the held for sale criteria. A s  a result, at June 30, 2009, net assets held for 
sale were written down to their estimated fair value less cost to sell, resulting in a pre-tax impairment charge of $52 million ($34 million aAer 
tax) At both September 30 and December 3 I ,  2009, the estimated fair value (less cost to sell) was remeasured and additional impairments 
totaling $10 million ($3 million after tax) were recorded. In 2010 PPL Energy Supply recorded an insignificant loss due to the price-reduction 
provisions. The losses recognized in the third and fourth quarters of 2009 and in 2010 did not significantly impact earnings, as such amounts 
were substantially offset by tolling revenues from the L m g  Island generation assets during the same periods, In addition, an insignificant 
amount of goodwill allocated to this businqss w a s  written off in 2009. These amounts are included in "Income (Loss) from Discontinued 
Operations (net of income taxes)" on the Statements of Income. There was no significant impact o n  earnings in 2010 from the operation of this 
business or as a result of this sale. 

The tolling agreements related to these plants were transferred to the new owner upon completion of the sale. 

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

2009 

Operating revenues 
Operating expenses (a) 
Operating income (loss) 
Interest expense (b) 
Income (loss) before income t a x ~ s  
Income lax expense (benefit) 
Income (Loss) from Disconlinued Operations 

$ 24 
73 

(49) 
4 

(53) 

(a) Includes impairment charges 
(b) Represents allocated interest expense based upon debt attributable to the Long Island generation business sold. 

d e  of  Main_e-Hydroelectric-Gen.e~~~-B~isiness 

Sale of the Remaitiing Maine Hydroelectric Generation Facilities 

In December 2010, a PPL. Energy Supply subsidiary completed the sale of its remaining three hydroelectric facilities in Maine, which were 
included in the Supply segment, for $24 million. As a result of the sale, PPL Energy Supply recorded a gain of $1 1 million ($7 million after 
tax), reflected in "Income (L,oss) from Discontinued Operations (net of income taxes)" on the 201 0 Statement of Income. 

Sale o f &  Majority of Maine Hydroeleclric Generation Business 

In 2009, a PPL Energy Supply subsidiary completed the sale of  the majority of its Maine hydroelectric generation business, which was included 
in the Supply segmcnt, for $81 million in cash, adjusted for working capital. The assets sold in this transaction included five hydroelectric 
facilities and a 50% equity interest in a sixth hydroelectric facility, which had been accounted for as an equity investment, together with rights to 
increase energy otitput at these facilities upon completion of the sale of the PPL Energy Supply subsidiary's three other hydroelectric facilities in 
Maine (see "Sale of the Remaining Maine Hydroelectric Generation Business" above). As a result of the sale of the majority o f  the Maine 
hydroelectric generation business, PPL Energy Supply recorded a gain o f  $38 million ($22 million after tax). reflected in "Income (Loss) from 
Discontinued Opcrations (net of income taxes)'' on the 2009 Statement of  Income. Additionally, in December 2010, the PPL Energy Supply 
subsidiary received $14 million in contingent consideration, which was tied to its completion of the sale of the three other hydroelectric facilities 
noted above. PPL Energy Supply accordingly recorded a gain of $14 million ($8 million after tax), reflected in "Income (Loss) from 
Discontinued Operations (net of income taxes)" on the 201 0 Statement of Income. 

Following are the components of Discontinued Operations in the Statements of Income. 
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rating revenues 
rating expenses (a) 

Operating income 
Other income (expense) ~ net 
Interest expense (b) 
Income before income taxes 
Income tax expense 
Income from Discontinued Operations 

2010 2009 

$ 5 
$ (25) (34) 

25 39 
3 
1 

25 41 
10 17 

$ 15 $ 24 

(a) 
(b) 

Sale of  Latin American Businesses 

Includes the gains recorded on the sales 
Represents allocated interest expense based upon debt attributable to the Maine hydroelectric kmeiation bisiness sold 

In 2007, PPL, Energy Supply completed the sale of its regulated electricity delivery businesses in Chile, El Salvador and Bolivia, which were 
included in the lnternalional Regulated segment. In 2009, PPL. Energy Supply identified a correction to the previously computed tax bases of the 
Latin American businesses. The most significant adjustment related to the sale of the El Salvadoran business and was largely due to returns of 
capital in certain prior years that had not been reflected in the calculated tax basis. As a rcsult, PPL. Energy Supply recorded $24 million of 
additional income tax expense in 2009, which is reflected in "Income (Loss) from Discontinued Operations (net of  income taxes)" on the 2009 
Statement of Income. The additional expense is not considered by management to be material to the 2009 financial statements. 

in Jarilrary 201 I ,  PPL Energy Supply distributed its 100% membership interest in PPL, Global, which represented the entire International 
Regulated segment, to PPL Energy Supply's parent, PPL Energy Funding. The distribution was made based on the book value of the assets and 
liabilities of PPL. Global with financial effect as of January 1, 201 1,  and no gains or losses were recognized on the distribution. The purpose of 
the distribution was to better align PPL's organizational structure with the manner in which it manages these businesses, separating the U.S.- 
based competitive energy marketing and supply business from the U.K.-based regulated electricity distribution business. Following thc 
distribution, PPL, Energy Supply operates in a single reportable segment, and through its subsidiaries is primarily engaged in the generation and 
marketing of power, primarily in the northeastern and northwestern 1J.S. 

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

2010 2009 

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

$ 761 $ 716 
368 328 
393 3x8 

4 ( 1  1 )  
135 87 
262 290 

1 41 
6 261 $ 243 

(a) 
(b) 

No interest was allocated, as PPL. Global was sufficiently capitalized. 
2009 includes the impact of the Latin American adjustments discussed above 

In connection with the distribution, the following assets and liabilities were removed from PPL, Energy Supply's Balance Sheet in the first 
quarter o f  201 1" Except for "Cash and cash equivalents," which has been reflected as a financing activity, the remaining distribution represents a 
non-cash transaction excluded from PPL, Energy Supply's 201 I Statement o f  Cash Flows. 
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Cash and cash equivalents 
4 mounts receivable 

illed revenues 
Zr current assets 

PCE, net 
Goodwill 
Other intangibles 
Other noncurrent assets 
Total Assets 

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

325 
46 
70 
21 

3,502 
679 

80 
77 

4,800 

181 
86 
71 

I12  
2,3 13 

399 
3 20 

30 
3,512 

9; I ,28X 

(PPL and LKE) 

WKE had a 2.5-year lease for and operated nine generating facilities of  BREC, and a coal-fired generating facility owned by the City of 
Henderson, Kentucky. 

:n 2007, WKE entered into an agreement to terminate the lease, which closed in 2009, prior to PPL acquiring L,KE. As part of the lease 
termination, LKE was obligated to pay a former customer, an aluminum smelter, an aluminum production payment in lieu of a lump-sum cash 
consent payment, as well as the difference between the electricity prices charged by WKE under the previous long-term sales contract and the 
electricity prices charged by thc aluminum smelter's current electricity supplier. This obligation was partially mitigated by the opportunity to 
make off-system sales, when economic, for the contractual demand not used by the aluminum smelter. In addition, the total amount of the 
qbligation to this smelter was limited to $82 million; any amount paid by  LKE over the limit has been recorded as an interest-bearing receivable 

j is required to be repaid @Ius interest) only i f  certain conditions occur by 2028. Such exposure expired in January 201 1. In addition, 
,ecause the former customer posted a letter of credit supporting payment to its current electricity supplier, LKE reversed a portion of the accrual 
associated with iis guarantee of payment by the former customer. Also, WKE had a contingent obligation to another aluminum smelter, also a 
former customer, to make an escrow payment o f  approximately $4 million, which became payable and was included in the liability at 
December 3 1,201 0, and paid in January 20 1 1 "  The income statement impacts are included in the Kentucky Regulated segment for PPL. and are 
reflected in "Income (Loss) from Discontinued Operations (net of income taxes)" on the Statements of Income. See Note 15 for additional 
information related to the termination of the lease. The results of operations for the 201 1 and 2010 Successor periods were insignificant. 

(LKE) 

Following are the components of Discontinued Operations in LKE's Statements of Income. 

Predecessor 
Ten Montlis 

October 31, December 3 1 ,  
Ended Year Ended 

201 0 2009 

Operating revenues 

Loss before taxes 
Income tax benefit 
Loss from discontinued operations 
Gain (loss) on disposal of discontinued operations before tax 
income tax benefit (expense) from disposal of discontinued operations 
Gain (loss) on disposal of discontinued operations 

$ I28 
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ArgentiRKGas Disfribution 

' ' December 3 1, 2009, LICE owned interests in two gas distribution companies in Argentina: 45.9% of Distribuidora de Gas Del Centro S.A. 
ntro) and 14.4% of Distribuidora de Gas Cuyana S.A. (Cuyana). These two entities served a combined customer base of approximately one 

 illi ion customers. The Centro investment was consolidated due to L,KE's majority ownership in the holding company of Centro. The Cuyana 
investment was accounted for using the equity method due to the ownership influence LKE exerted on the businesses. 

I n  November 2009, subsidiaries o f  LKE entered into agreements to sell their direct and indirect interests in Centro and Cuyana to E.ON Spain 
and a subsidiary, both affiliates of E.ON. On January 1, 20 IO, the parties completed the transfer of the interests for a sale price of $35 
million. In December 2009, LKE recorded an impairment loss of $12 million. The impairment loss represented the difference between the 
carrying values of LKE's interests i n  Centro and Cuyana and the sales price. LKE classified the results of operations of the Argentine gas 
distribution companies, including t h e  impairment loss, as discontinued operations for a;; periods presented effective December 3 I ,  2009. In 
connection with the reorganization transaction, E.ON Spain assumed rights and obligations relating to claims and liabilikies associated with the 
former Argentine businesses or indemnified LKE with respect to such matters. 

Following are the components of Discontinued Operations in LKE's Statement of Income. 

Predecessor 
Year Ended 

December 31, 
2009 

Operating revenues 

Income tax expense 
I\ioncontrolling interest 
L.oss from discontinued operations 

$ 60 

10. Business Acquisitions 

A_cquksAion of WPD-Midlands-(PPL ) 

Qn April I ,  201 1, PPL, through its indirect, wholly owned subsidiary PPL WEM, completed its acquisition of all of the outstanding ordinary 
ire capital of Central Networks East plc and Central Networks Limited, the sole owner of Central Networks West plc, together with certain 

,[her related assets and liabilities (collectively referred to as Central Networks and subsequently renamed WPD Midlands), from subsidiaries of 
E.ON AG. The consideration for the acquisition consisted of cash of  $S 8 billion, including the repayment of $1 7 billion of affiliate 
indebtedness owed to siibsidiai ies o f  E.ON AG, and approximately $800 million of  long-term debt assumed through consolidation. WPD 
Midlands operates two regulated distribution networks that serve five million end-users in the Midlands area of  England. The acquisition 
incrcases the regulated portion o f  PPL's business and enhances rate-regulated growth opportunities as the regulated businesses make investments 
to improve infrastructure and customer reliability. Further, since the service territories of  WPD (South Wales), WPD (South West) and WPD 
Midlands are contiguous, cost savings, efficiencies and other benefits are expected from the combined operations o f  these entities. 

The fair value of the consideration paid for Central Networks was as follows (in billions). 

Aggregate enterprise consideration 
Less: fair value of long-term debt outstanding assumed through consolidation 
Total cash consideration paid 
Less: funds used IO repay pre-acquisition affiliate indebtedness 
Cash consideration paid for Central Networks' outstanding ordinary share capital 

$ 6.6 
0.8 
5.8 
1 .I 

$ 4.1 

The total cash consideration paid was primarily funded by borrowings under the 201 1 Bridge Facility on the date of acquisition. Subsequently, 
PPL repaid those borrowings in 2 0  1 I using proceeds from the permanent financing, including issuances of  common stock and 201 1 Equity 
Units, as well as proceeds from the issuance of debt by PPL WEM, WPD (East Midlands) and WPD (West Midlands). See Note 7 for additional 
information on the 201 1 Bridge Facility and permanent financing. 
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Piirchase Price Allocaliori 

'he following table summarizes (in billions) the allocation of the purchase price of WPD Midlands to  the fair value of the  major classes of assets 
p i red  and liabilities assumed. 

Current assets (a) 
PP&E 
intangible assets 
Other noncurrent assets 
Current liabilities (b) 
PPL WEM affiliate indebtedness 
Long-term debt (current and noncurrent) (b) 
Other noncurrent liabilities (b) 
Net identifiable assets acquired 
Goodwill 
Net assets acquired 

2.4 
$ 4.1 

(a) 
(b) 

Includes gross contractual amount of the accounts receivable acquired oF$I 22 million, which approximates fair value 
Represents non-cash activity excluded from the 201 I Statement of Cash Flows 

The purchase price allocation resultcd in goodwill of $2.4 biliion that was assigned to the International Regulated segment. The goodwill is 
attributablc to the expected continued growth of a rate-regulated business with a defined service area operating under a constructive regulatory 
framework, expected cost savings, efficicncies and other benefits resulting from a contiguous service area with WPD (South West) and WPD 
(South Wales), as well as the ability to levcrage WPD (South West)'s and WPD (South Wales)'s existing management team's high level of' 
perfonmiice in capital cost efficiency, system reliability and customer service. The goodwill is not deductible for U.K. income tax purposes. 

Sepal-alion Benejils - Inlerna,ionnl Regulaled Segnwnt 

In conncclion with the acquisition, PPL. completed a reorganiration designed to transition WPD Midlands from a functional structure to a 
rcgional structure that will require a smaller combined support structurc, reduce duplication and implement more efficient 
procedures. Approximately 740 employees of WPD Midlands have or will receive separation benefits from the companies as a result of the 
reorganization through the end of 20 12. 

The separation benefits, before income taxes, associated with the reorganization are as follows. 

;verance compensation 
Early retirement deliciency costs (El<DC) under applicable pension plans 
Outplacement services 
Told separation benefits 

s; 58 
45 

1 
$ I04 

I n  connection with the reorganization, WPD Midlands recorded $93 million of the total expected separation benefits in 201 1 ,  of which $48 
millien rclates lo Severance coinpcnsation and $45 million relatcs to ERDC. Based on the expected timing of whcn employees will separate 
from the companics, WPD Midlands expects to record the remaining portion of severance compensation in 201 2. The separation benefits 
recordcd in 201 1 arc included in "Other operation and maintenance" on the Statement oflncome. The  accrued severance compensation is 
rcflccted in "Othcr current liabilities" and the ERDC reduced "Other noncurrent assets" on the Balance Sheet at December 31, 201 1 .  

The carrying amount of accrued severance was as follows. 

Severance compensation 
Severance paid (a) 
Accrued severance at December 3 I ,  201 I 

(a) Payments to approximately 350 employees separated. 

$ 48 

In addition to the reorganization costs noted above, an additional $9 million was recorded in 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 scparation benefits are also included in "Other operation and maintenance'' on  the Statement of Income. 
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Pro, forma In formalion 

"JPD Midlands' operating revenues, net income and net income excluding nonrecurring acquisition-related adjustments (which are recorded on a 
-month lag) included in PPL's 201 1 Statement of  Income and included in the International Regulated segment, are  as follows. 

Operating revenues 
Net Income 
Net Income - excluding nonrecurring acquisition-related adjustments 

$ 790 
I37 
28 1 

The pro forma operating revenues and net income attributable to  PPL, which include LKE as if the acquisition had occurred January I ,  2009 and 
WPD Midlands as if the acquisition had occurred January 1,2010, are as follows. 

201 I Lolo 

Operating Revenues ~ I'PL consolidated pro forma (unaudited) 
Net Income Attributable to PPL - PPL consolidated pro forma (unaudited) 

$ 13,140 $ 1 1,850 
1,800 1,462 

The pro forma financial information presented above has been derived from the historical consolidated financial statements of  PPL, and LKE, 
which was acquired on November I ,  2010, and from the historical combined financial statements of WPD Midlands. Income (loss) from 
discontinued operations (net of income taxes), which was not significant for 201 1 and was rS( 18) million for 2010, were excluded from the pro 
forma amounts above. 

The pro forma adjustments include adjustments to depreciation, net periodic pension costs, interest expense, nonrecurring adjustments and the 
related income tax effects. Nonrecurring adjustments include the following pre-tax credits {expenses). 

WI'D Midlands acquisition 
201 I Bridge Facility costs 
Foreign currency loss on 201 1 Bridge Facility 
Net hedge gains 
I4edge ineffectiveness 
U.K stamp duty tax 
Separation benefits 
Other acquisition-related costs 

.E acquisition 
2010 Bridge Facility costs 
Other acquisition-related costs 

Income Statement 
Line Item 201 1 

Interest Expense $ (44) 
Other Income (Expense) - net (57) 
Other Income (Expense) -net 55 
Interest Expense (12) 
Otlier Income (Expense) -net (21) 
Other operation and maintenance (102) 
(a) (77) 

Interest Expense 
Other Income (Expense) - net 

2010 

(a) Primarily includes advisory, accounting and legal fees recorded in "Other Income (Expense) - net" and contract termination costs, rebranding costs and relocation costs 
recorded in "Other operation and maintenance." 

On November 1, 2010, PPL, completed the acquisition of all of the limited liability company interests of E.ON U.S. LL,C from a wholly owned 
subsidiary of  E.ON AG. Upon completion of the acquisition, E.ON I JS .  L,L,C was renamed LG&E and KU Energy LLC (L.KE). LKE is a 
holding company with regulated utility operations conducted through its subsidiaries, LG&E and Kt J. The acquisition reapportioned the mix of  
PPL's regulated and competitive businesses by increasing the regulated portion of  its business, strengthens PPL's credit profile and enhances 
rate-regulated growth opportunities as the regulated businesses make investments to improve infrastructure and customer reliability. 

The fair value of the consideration paid for E.ON U S .  LL,C was as follows (in billions). 

Aggregate enterprise consideration 
Less: lsir value ofassumed long-term debt outstanding, net 
Total cash consideration paid 
Less: funds used to repay pre-acquisition affiliate indebtedness 
Cash consideration paid for E.ON US. LLC equity interests 

$ 7.6 
n x  
6.8 
4.3 

$ 2.5 

The total cash consideration paid, including repayment of affiliate indebtedness, was funded by PPL,'s June 2010 issuance of$3.6 billion o f  
common stock and 2010 Equity Units that provided proceeds totaling $3.5 billion, net of underwriting discounts, $3.2 billion of  borrowings 
under an existing credit facility in October 2010, $249 million o f  proceeds fmm the 
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monetization of certain full-requirement sales contracts in July 2010 and cash on hand. See Note 7 for additional information o n  the issuance of 
common stock and 2010 Equity Units and the October 2010 borrowing under PPL Energy Supply's syndicated credit facility that provided 
'7terim financing to partially fund the acquisition. See Note 19 for additional information on the monetization of certain full-requirement sales 

tracts. 

Purchase Price Allocarion 

The following table summarizes (in billions) the allocation of the purchase price of LKE to the fair value of the major classes of assets acquired 
and liabilities assumed. 

Current assets (a) 
PPCE 
Other intangibles (current and noncurrent) 
Regulatory and other noncurrent assets 
Current liabilities, excluding current portion of long-term debt (b) 
PPL affiliate indebtedness (c) 
Long-term debt (current and noncurrent) (b) 
Other noncurrent liabilities (b) 
Net identifiable assets acquired 
Goodwill 
Net assets acquired 

$ 0.9 
7 5  
0.4 
0.1 

(0.5) 
(4.3) 
(0.9) 
(2 .3)  

1.5 
1 .o 

$ 2.5 

(a) 

(b) 
(c) 

For purposes of goodwill impairment testing, the $996 million of goodwill was assigned to the PPL reportable segments expectcd to benefit from 
the acquisition. Both the  Kentucky Regulated and the Supply segments are expected to benefit and the assignment of goodwill was $662 million 
to the Kentucky Regulated segment and $334 million to the Supply segment. The goodwill at the Kentucky Regulated segment reflects the value 
paid for the expected continued growth of a rate-regulated business located in a defined service area with a constructive regulatory environment, 
the ability of LKE to leverage its assembled workforce to take advantage o f  those growth opportunities and the attractiveness of stable, growing 
cash flows. Although n o  other assets or liabilities from the acquisition were assigned to the Supply segment, the Supply segment obtained a 
synergistic benefit attributed to the overall de-risking of the PPL portfolio, which enhanced PPL Energy Supply's credit profile, thereby 

Includes gross contractual amount ofthe accounts receivable acquired of $1 86 million. PPL. expected $1 1 million to be uncollectible; however, credit risk is mitigated since 
uncollectible accounts are  a component of customer rates. 
Represents non-cash activity excluded from the 2010 Stalement of Cash Flows. 
Includes $ I  6 billion designated as a capital contribution to LKE. 

ireasing the value of the Supply segment. This increase in value resulted in the assignment of goodwill to the Supply segment. None of the 
,Idwill recognized is expected to be included in regulated customer rates or deductible for income tax purposes. As such, no deferred taxes 

were recorded related t o  goodwill. 

See Note 9 and the "Guarantees and Other Assurances" section of Note 15 for additional information on certain indemnifications provided by 
LKE, the most significant of which relates to the discontinued operations of WKE. 

The actual L.KE operating revenues and net income attributable to PPL included in PPL's 201 0 Statement of Income are as follows 

Net lucome 
(Loss) 

Operating Attributable 
Revenues to PPL 

Actual liom November I ,  20 10 - December 3 I ,  20 IO s; 493 $ 47 

(PPL, PPL Energy Supply, LKE, LG&E and KU) 

In November 201 0, LKE, LG&E and KU issued debt totaling $2.9 billion, of which $100 million was used to return capital to PPL. The 
majority of these procceds, together with a borrowing by L.G&E under its available credit facilities were applied to repay borrowings from a PPL 
Energy Supply subsidiary. Such borrowings were incurred to permit L.KE to repay certain indebtedness owed to affiliates of E.ON AG upon the 
closing of the acquisition. In November 2010, PPL Energy Supply used the above-referenced amounts received from LKE, together with other 
cash on hand, to repay approximately $3  0 billion of its October 2010 borrowing under existing credit facilities. See Note 7 for additional 
information. 

(PPL and PPI, Energy Supply) 

To ensure adequate funds were available for the acquisition, in July 2010, PPL Energy Supply monetized certain full-requirement sales contracts 
that resulted in cash proceeds of $249 million. See "Commodity Price Risk (Non-trading) - 
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Monetization of Certain Full-Requirement Sales Contracts" in Note 19 for additional information. Additionally, PPL. Energy Supply received 
proceeds in 20 I I from the sale of certain non-core generation facilities, which were used to  repay the short-term borrowings drawn on existing 

.-dit facilities. See "Sale of Certain Non-core Generation Facilities" in Note 9 for additional information. 

. 
these non-core generation facilities, debt  that had been planned to be issued by PPL Energy Supply in late 20 10 was no longer 
needed. Therefore, hedge accounting associated with interest rate swaps entered into by PPL in anticipation of  a debt issuance by PPI., Energy 
Supply was discontinued. Net losses o f  $(29) million, or ${ 19) million after tax, were reclassified from AOCl to "Other Income (Expense) - net" 
on PPL's 2010 Statement oflncome. 

a result of the monetization of these full-requirement sales contracts, coupled with the expected net proceeds from the then-anticipated sale o f  

(LKE, LCBE a id  KU) 

On November 1,2010, Pf'L completed its acquisition of LKE and its subFidiaries. The push-down basis of accounting was used to record the 
fair value adjustments of assets and liabilities on LKE at the acquisition date. PPL paid cash consideration for the equity interests in LKE and its 
subsidiaries of $2,493 million and provided a capital contribution on November I, 2010, of $1,565 million; included within this was the 
consideration paid of $1,702 million for LG&E and $2,656 million for KU. The allocation of the purchase price was based on the fair value of 
assets acquired and liabilities assumed. 

The push-down accounting for the fair value of assets acquired and liabilities assumed was  as follows (in millions). 

LKE LG&E K U  

Current assets 
Investments 
PP&E 
Other intangibles (current and noncurrent) 
Regulatory and other noncurrent assets 
Current liabilities, excluding current portion of long-term debt 
PPL affiliate indebtedness 
Long-term debt (current and noncurrent) 
Other noncurrent liabilities 
Net identifiable assets acquired 
Goodwill 
Net assets acquired 

ita1 Contribution on November I ,  2010, to replace affiliare indebtedness 
"ginning equity balance on Novembcr I ,  201 0 

$ 969 
31 

7,469 
427 
689 

(516) 
(4,349) 

(934) 
(2,2891 

1,491 
996 

2,493 
1,565 

$ 4,058 

$ 503 $ 341 
1 30 

2,935 4 3 3  1 
226 20 I 
416 274 

(420) (367) 
(485) (1,.33 1 )  
(5801 

$ 1,702 $ 2,656 

Goodwill represents mlue paid for the  rate regulated businesses of L.G&E and KU, which are located in a defined service area with a 
constructive regulatory environment, which provides for future investment, earnings and cash flow growth, as well as the talented and 
experienced workforce. LG&E's and KU's franchise values are being attributed to the going concern value of the business, and thus were 
recorded as goodwill rather than a separately identifiable intangible asset. None of the goodwill recognized i s  deductible for income tax 
purposes or included in customer rates. 

Adjustments to LKE's, LG&E's and KU's assets and liabilities that contributed to goodwill are as follows: 

The fair value adjustment on the EEI investment was calculated using the discounted cash flow valuation method. The result was an increase in 
KU's value of the investment in EEI; the fair value of  EEI was calculated to be $30 million and a fair value adjustment o f  $18 million was 
recorded on KU. The fair value adjustment to EEI is amortized over the expected remaining useful life of plant and equipment at EEI, which is 
estimated to be over 20 years. 

The pollution control bonds, excluding the reacquired bonds, had a fair value adjustment of  $7 million for LG&E and $1 million for KU. All 
variable bonds were valued at par while the fixed rate bonds were valued with a yield curve based on average credit spreads for similar bonds. 

As a result of the purchase accounting associated with the acquisition, the following items had a fair value djustment but no effect on goodwill 
as the offset was either a regulatory asset or liability. The regulatory asset or liability has been recorded to eliminate any ratemaking impact of 
the fair value adjustments: 

e The value of OVEC was determined to be $126 million based upon an announced transaction by another owner. LG&E and KU's combined 
investment in OVEC was not significan! and the power purchase agreement was valued at $87 million for L.G&E and $39 million for 
KU. An intangible asset was recorded with the offset to regulatory liability and is amortized using the units of production method until 
March 2026, the expiration date  of the agreement at the date of  the acquisition. 
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LF&E and K U  each recorded an emission allowance intangible asset and a regulatory liability as the result of  adjusting the fair value of the 
emission allowances at L.G&E and KIJ. The emission allowance intangible of  $8 million at L.G&E and $9 million at KU represents 
allocated and purchased sulfur dioxide and nitrogen oxide emission allowances that were unused as of  the valuation date or allocated for use 
in fiiture years LG&E and KU had previously recorded emission allowances as other materials and supplies. To conform to PPL,’s 
accounting policy all emission allowances are now recorded as intangible assets. The emission allowance intangible asset is amortized as 
the emission allowances are consumed, which is expected to occur through 2040. 

Coal contract intangible assets were recorded a t  L.G&E for $124 million and at KU for $145 million as well as a non-current liability of $1 1 
million for LG&E and $22 million for KU on the Balance Sheets. An offsetting regulatory asset was recorded for those contracts with 
unfavorabie tenns relative to market. An offsetting regulatory liability was recorded for those contracts that had favorable terms relative to 
market. All coal contracts held by LG&E and KU, wherein it  had entered into arrangements to buy amounts of coal at fixed prices from 
counterparties at a future date, were fair valued. The intangible assets and other liabilities, as well as the requlatory assets & l i d  l i a b i l i k ,  are 
being amortized over the same terms as the related contracts, which expire through 2016. 

Adjustments on November I ~ 20 I O  were made to record LKE pension assets at fair value, remeasure its pension and postretirement benefit 
obligations at current discount rates and eliminate accumulated other comprehensive income (loss). An increase of $4 million in the liability 
balances of LG&E and KIJ was recorded, due to the lowering of the discount rate; this was credited to their respective pension and 
postrctirement liability balances with offsetting adjustments made to the related regulatory assets and liabilities. 

The fair value of intangible assets and liabilities (e.g. contracts that have favorable or unfavorable terms relative to market), including coal 
contracts and power purchase agreements, as well as emission allowances, have been reflected on the Balance Sheets with offsetting regulatory 
assets or liabilities. Prior to the acquisition, LG&E and KU recovered the cost of  the coal contracts, power purchases and emission allowances 
and this rate treatment will continue after the acquisition. As a result, management believes the regulatory assets and liabilities created to offset 
the fair value adjustments meet the recognition criteria established by existing accounting guidance and eliminate any ratemaking impact of the 
fair value adjustments. LG&E’s and “U’s customer rates will continue to reflect these items (e g. coal, purchased power, emission allowances) 
at their original conriacted prices 

LG&E and K l i  also considered whether a separate fair value should be assigned to LG&E‘s and KU’s rights to operate within its various electric 
and natural gas distribution service areas but concluded that these rights only provided the opportunity to earn a regulated return and barriers to 
market entry, which in management’s judgmcnt is not considered a separately identifiable intangible asset under applicable accounting guidance; 
rather, it is considered going-concern value, or goodwill. 

. Leases 

1,essee Transactions 

(PPL, LKE, LG&E nnd KU) 

_____ E.W. Brown-Combustion - Turbines 

LG&E and K U  arc participants in a sale-leaseback transaction involving two combustion turbines at the E.W. Brown generating plant. In 
December 1999, after selling their interests in the combustion turbines, LG&E and KU entered into an 18-year lease of the turbines. LG&E and 
KU provided funds to fully defease the lease and have the right to exercise an early purchase option contained in the lease after 15.5 years, which 
will occur in 201 5 The financial statement treatment o f  this transaction is the same as if L,G&E and KU had retained their ownership 
interest. Since the lease was defcased, there are n o  remaining minimum lease payments and all related PP&E is reflected on the Balance 
Sheets. See Note 14 for the balances included on the Balance Sheets related to this transaction. Depreciation expense was insignificant for all 
periods presented. 

Upon a default under the lease, L,G&E and KIJ are obligated to pay to the lessor their share of certain amounts. Primary events of  default 
include loss or destruction of the combustion turbines, failure to insure or maintain the combustion turbines and unwinding of the transaction due 
to governmental actions. No events of default currently exist with respect to the lease. IJpon any termination of the lease, whether by default or 
expiration of its term, title to the combustion turbines reverts to LG&E and KCJ.  The maximum aggregate amount at December 31,201 1 that 
could be required to be paid by PPL and LKE is $6 million, by LG&E is $2 million and by KU is $4 million. LKE has guaranteed the payment 
of these potential default payments of LG&E and KU. 
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(PPL and PPL Energy Supply) 

, I  2008, PPL, EnergyPlus acquired the rights to an existing long-term tolling agreement for the capacity and energy of Ironwood. [Jnder the 
agreement, PPL EnergyPlus has control over the plant’s dispatch into the electricity grid and will supply the natural gas necessary to operate the 
plant. The tolling agreement extends through 2021 and is considered to be an operating lease for accounting purposes. The fixed payments 
under the tolling agreement are subject to adjustment based upon changes to the facility capacity rating, which may occur up to twice per 
year. Certain costs within the tolling agreement, primarily non-lease costs, are subject to escalation. 

Colstrip G e n e r a t i n g m  

In July 2000, PPL Montana sold its interest in the Colstrip generating plants to owner lessors who lease back to PPL. Montana, under four 36- 
year non-cancelable leases, a SO% interest in Colstrip llnits 1 and 2 and a 30% interest in Unit 3. This transaction is accounted for as a sale- 
leaseback a n d  classified as an operating lease PPL Montana is responsible for its share of the operating expenses associated with its leasehold 
interests. See Note 14 for information on the sharing agreement for Colstrip Units 3 and 4. PPL. Montana currently amortizes material leasehold 
improvements over no more than the remaining life of the original leases; however, the leases provide two renewal options based on the 
economic useful life of the generation assets. The leases place certain restrictions on PPL Montana’s ability to incur additional debt, sell assets 
and declare dividends and require PPL Montana to maintain certain financial ratios related to cash flow and net worth. There are no residual 
value guarantees in these leases. However, upon an event of default or an event of  loss, PPL Montana could be required to pay a termination 
value of amounts sufficient to allow the lessor to repay amounts owing on the lessor notes and make the lessor whole for its equity investment 
and anticipated return on investment. The events of default include payment defaults, breaches of representations or covenants, acceleration of 
other indebtedness of PPL Montana, change in control of PPL Montana and certain bankruptcy events. The termination value was estimated to 
be $327 million at December 3 1 , 2 0  1 1. 

At December 3 I ,  201 1, PPL. Montana continued to participate in a lease arrangement with the Confederated Salish and Kootenai Tribes of the 
Flathead Nation. Under ajoint operating license issued by the FERC, PPL, Montana is responsible to make payments to the tribes for the use o f  
their property. This agreement, subject to escalation based upon inflation, extends until the end of the license term in 2035. Between 201 5 and 
2025, the tribes have the option to purchase, hold and operate the project, which would result in the termination of  this leasing arrangement. 

?L, PPL. Energy Supply, LKE, LG&E nnd KU) 

___.______ Other Leases 

PPL, and its subsidiaries have entered into various agreements for the lease of office space, vehicles, land gas storage and other equipment. 

Re~Lr Op-erat~ngleases 

Rent expense for operating leases was as follows: 

2011 2010 2009 

PI’L. 
PPL Energy Supply 

L.KE 
L.G& E 
KU 

$ 109 $ 90 $ 86 
84 8 1  86 

Successor Predecessor 
Two Months Ten Months 

Year Ended Ended Ended Year Ended 
December 31, December 31, October .31, December 3 1 ,  

201 I 2010 2010 2009 

14 $ 16 
5 6 
8 10 

$ 18 $ 
7 

10 2 

Total future minimum rental payments for all operating leases are estimated to be: 
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2 
-dl3 
2014 
201s 
2016 
Tliereafter 
Total 

PPL 
PPL Energy Supply LKE LG&E 

$ 125 $ 104 $ 15 $ 5 
127 109 13 5 
123 109 1 1  4 
105 96 8 3 
57 53 3 1 

252 238 6 I 
$ 789 $ 709 $ 56 9; 19 

KU 

$ 9 
7 
6 
5 
2 
4 

9; 33 

12. Stock-Based Compensation 

(PPL. PPL Energy Supply, PPL Eleclric and LKE) 

Under the PPL Incentive Compensation Plan (ICP) and the Incentive Compensation Plan for Key Employees (ICPKE) (together, the Plans), 
restricted shares of PPL, common stock, restricted stock units, performance units and stock options may be granted to officers and other key 
employees of PPL,, PPL, Energy Supply, PPL Electric, LKE and other affiliated companies. Awards under the Plans are made by the 
Compensation, Governance and Nominating Committee (CGNC) of the PPL Board of Directors, in the case of the ICP, and by the PPL. 
Corporate Leadership Council (CLC), in the case of the ICPKE. 

The ICP limits the total number of awards that may be granted under i t  after April 23, 1999 to 15,769,431. The ICPKE limits the total number of 
awards that may be granted under it after April 2.5, 2003 to 14,199,796. In addition, each Plan limits the number of shares available for awards 
in any calendar year to 2% of the outstanding common stock of PPL on the first day of such calendar year. The maximum number of options 
that can be awarded tinder each Plan to any single eligible employee in any calendar year is three million shares. Any portion of these options 
that has not beer, granted may be carried over and used in any subsequent year. If any award lapses, is forfeited or the rights o f  the participant 
terminate, the sharx  of PPL common stock underlying such an award are again available for grant. Shares delivered under the Plans may be in 
the form of authorized and  unissued PPL common stock, common stock held in treasury by PPL or PPL common stock purchased on the open 
market (including private purchases) in accordance with applicable securities laws. 

Restricted Stock and Restricted Stock Units 

Ystricted shares o f  PPL common stock are outstanding shares with full voting and dividend rights. Restricted stock awards are granted as a 
ention award for select key executives and vest when the recipient reaches a certain age or meets service or other criteria set forth in the 

executive's restricted stock award agreement. The shares are subject to forfeiture or accelerated payout under Plan provisions for termination, 
retirement, disability and death of employees. Restricted shares vest fully if control of PPL changes, as defined by the Plans. 

The Plans allow for the grant of restricted stock units, Restricted stock units are awards based on the fair value of PPL common stock on the 
date of grant. Actual PPL, common shares will be issued upon completion of a vesting period, generally three years. The fair value of restricted 
stock units granted is recognized on a straight-line basis over the service period or through the date at which the employee reaches retirement 
eligibility. The fair value of restricted stock units granted to retirement-eligible employees is recognized immediately upon the date of 
grant. Recipients of restricled stock units may also be granted the right to receive dividend equivalents through the end of the restriction period 
or until the award is forfeited. Restricted stock units are subject to forfeiture or accelerated payout under the Plan provisions for termination, 
retirement, disability and death ofemployees. Restricted stock units vest fully if control of PPL changes, as defined by the Plans. 

The weighted-average grant date fair value of restricted stock and restricted stock units granted was: 

201 1 2010 2009 

PP L 
PPL Energy Supply 
PPL Electric 
LKE 

9; 2525 $ 2 8 9 3  $ 29.07 
25.14 29.49 28 49 
25 09 29.40 29.49 

26.31 

Restricted stock and restricted stock unit activity for 201 1 was: 
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rPL 
Nonvested, beginning of period 

Granted 
Vested 
Forfeited 

Nonvested, end of period 

___.I___ PPL EnergySuppfy 
Nonvested, beginning of period 

Transferred 
Granted 
Vested 
Forfeited 

Nonvested, end of period 

____._ PPL Electric ._. - 
Nonvested, beginning of period 

Transferred 
Granted 
Vested 
Forfeited 

Nonvested, end of period 

LKE 
Nonvested, beginning of period 

Nonvested, -nd of period 

Substantially all restricted stock and restricted stock unit awards are expected to vest 

The total fair value of restricted stocWunits vesting for the years ended December 3 1 was: 

Vestid 

Weiglited- 
Average 

Restricted Grant Date Fair 
Shares/Units Value Per Share 

3 1.22 1,663,122 $ 
895,980 25.25 

(495,917) 37.81 
(23,150) 28.56 

2,040,035 27.03 

580,417 $ 3 1.33 
(86,690) 22.89 
316, I io 25.14 

(136,767) 41.11 
( 17,900) 28.51 
665, I80 27.30 

169,325 $ 
13,160 

126,100 
( 5  1,740) 

(5.250) 
25 1,595 

174,170 $ 
(28,960) 
145,2 I O  

3 1.20 
32.92 
25.09 
36.94 
28.76 
27 10 

26.31 
26 31 
26.3 I 

201 1 2010 2009 

. rL $ 19 $ 15 $ 22 
PPL Energy Supply 6 7 12 
PPL ElectTic 2 2 2 
LKE 1 

Performance Units 

Performance units are intcnded to encourage and award future performance. Performance units represent a target number of shares (Target 
Award) of PPL,'s common stock that the recipient would receive upon PPL's attainment of the applicable performance goal. Performance is 
determined based on total shareowner return during a three-year performance period. A t  the end of the period, payout is determined by 
comparing PPL's perfonnance to the total shareowner return of the companies included in an index group, in this case the S&P Electric Utilities 
Index. Awards granted in 2010 and 2009 were payable on a graduated basis within the following ranges: if PPL,'s performance is at or above the 
85th percentile of the index group, the award is paid at 200% of the Target Award; at the 50th percentile of the index group, the award is paid at 
100% of the Target Award; at the 40th percentile of the index group, the award is paid at  50% of the Target Award; and below the 40th 
percentile, no award is payable. Awards granted in 201 1 provide for payment at 25% of the Target Award if performance falls below the 40th 
percentile of  the index group. Dividends payable during the performance cycle accumulate and are converted into additional performance units 
and are payable in shares of PPL common stock upon completion of the performance period based on the determination of the CGNC of whether 
the performance goals have been achieved. IJnder the Plan provisions, performance units are subject to forfeiture upon termination of  
employment except for retirement, disability or death of  an employee, in which case the total performance units remain outstanding and are 
eligible for vesting through the conclusion of the performance period. The fair value of performance units granted is recognized on a straight- 
line basis over the three-year performance period. Performance units vest on a pro rata basis if control of PPL, changes, as defined by the Plan. 

The fair value of each performance uni t  granted was estimated using a Monte Carlo pricing model that considers stock beta, a risk-free interest 
rate, expected stock volatility and expected life. The stock beta was calculated comparing the risk of the individual securities to the average risk 
of  the companies in the index group. The risk-free interest rate reflects the yield on a U.S. Treasury bond commensurate with the expected life 
of the performance unit. Volatility over  the expected term of the 
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performance unit is calculated using daily stock price observations for PPL, and all companies in the index group and is evaluated with 
consideration given to prior periods that may need to be excluded based on events not likely to recur that had impacted PPL, and companies in 
‘&e index group. PPL had used historical volatility to value its performance units in 2010 and 2009. Beginning in 201 1, PPL began using a mix 

historic and implied volatility in response to the significant changes in its business model, moving from a primarily unregulated to a primarily 
dgulated business model, as a resclt of the acquisitions of L,KE and WPD Midlands. 

The weighted-average assumptions used in the model were: 

2011 201 0 2009 

Risk-free interest rate 
Expected stock volatility 
Expected life 

The weighted-average grant date fair value of performance units granted was: 

PPL 
PPL Energy Supply 
PPL Electric 
LKE 

Performance unit activity for 201 1 was: 

PPL 
Nonvested, beginning of period 

Granted 
Forfeited 

Nonvested, end of period 

* P!ncrgy-Suppb 
mnvested, beginning of period 
Transferred 
Granted 
Forfeited 

Nonvested, end ofperiod 

P-f!!LE!ectriC 
Nonvested, beginning of period 

Granted 
Forfeited 

Nonvested, end ofperiod 

!.&E 
Nonvested, beginning of period 

Nonvested, end of period 
Granted 

1 .OO% 1.41% 1.1 I% 
23.40% 34.70% 3 1.30% 
3 years 3 years 3 years 

201 1 2010 2009 

$ 29.67 $ 34.06 $ 39.76 
29.68 34.16 38.18 
29.57 33.54 39.95 
29 20 

Performance 
Units 

286,040 
182,953 
(70,384) 
398,609 

77,864 
( I8,08 1 ) 
32,034 

(16,750) 
75,067 

22,23 1 
14,730 

26,893 
26,893 

Weigbted- 
Average Grant 
Date Pair Value 

Per Sliere 

.$ 39.40 
29.61 
48.61 
33.31 

$ 39.08 
40.37 
29.68 
46.95 
33.00 

$ 38.34 
29.57 
48.57 
33.1 1 

$ 29.20 
29 20 

Stock Options 

Under the Plans, stock options may be granted with an option exercise price per share not less than the fair value of PPL’s common stock on the 
date o f  grant. Options outstanding at December 3 1, 201 1, become exercisable in equal installments over a three-year service period beginning 
one year after the date of grant, assuming the individual is still employed by PPL or a subsidiary. The CGNC and CLC have discretion to 
accelerate the exercisability of the options, except that the exercisability of an option issued under the ICP may not be accelerated unless the 
individual remains employed by PPL, or a subsidiary for one year from the date of grant. All options expire no later than ten years from the grant 
date. The options become exercisable immediately ifcontrol of PPL changes, as defined by the Plans. The fair value of options granted is 
recognized on a straight-line basis over the service period or through the date at which the employee reaches retirement eligibility. The fair 
value of options granted to retirement-eligible employees is recognized immediately upon the date of grant. 
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The fair value of each option granted is estimated using a Black-Scholes option-pricing model. PPL uses a risk-free interest rate, expected 
option life, historical volatility and dividend yield to value its stock options. The risk-free interest rate reflects the yield for a U.S. Treasury Strip 

d a b l e  on the date of grant with constant rate maturity approximating the option's expected life. Expected life is calculated based on historical 
rcise behavior. Volatility over the expected term of the options is evaluated with consideration given to prior periods that may need to be 

,xcluded based on events not likely to recur that had impacted PPL,'s volatility in those prior periods. Management's expectations for future 
volatility, considering potential changes to PPL's business model and other economic conditions, are also reviewed in addition to the historical 
data to determine the final volatility assumption. PPI., had used historical volatility to value its stock options granted in 2010 and 
2009. Beginning in 201 1, PPL began using a mix of historic and implied volatility in response to the significant changes in its business model, 
moving from a primarily unregulated to a primarily regulated business model, as a result of the acquisitions of LKE and WPD Midlands. The 
dividend yield is based on several factors, including PPL's most recent dividend payment, as of the grant date and the forecasted stock price 
through 2012. The assumptions used in the model were: 

2010 2069 --- 2011 

Risk-free interest rate 
Expected option life 
Expected stock volatility 
Dividend yield 

2.34% 2.52% 

21.60% 28.57% 
5.93% 5.61% 

5.51 years 5.43 years 5 
2.07% 

"25 years 
26.06% 

3.48% 

The weighted-average grant date fair value of options granted was: 

201 1 2010 2009 

PPL 
PPL Energy Supply 
PPL Electric 
LKE 

Stock option activity for 201 1 was: 

L 
Astanding at beginning of period 

Granted 
Exercised 
Fcrfeited 

Outstanding at end of period 
Options exercisable at end of period 

!TLb~!gu_Su_pp ly 
Outstanding at beginning of period 

Transferred 
Granted 
Exercised 
Forfeited 

Outstanding at end of period 
Options exercisable at end of period 

PPL Electric 
Outstanding at beginning o f  period 

Granted 
Forfeited 

Outstanding at end of period 
Options exercisable at end of period 

_- LKE - 
Outstanding at beginning of period 

Outstanding at end  of period 
Granted 

Number 
of Options 

$ 2.47 I 4.70 $ 5.55 
2.47 4.73 5.55 
2.47 4.62 5.65 
2.47 

Weiglited- 
Weighted Average 
Average Remaining Aggregate 
Exercise Contractual Total Intrinsic 

Price Per Share Term Value 

5,603,981 $ 32.31 
2,068,080 25.78 

2 I .oo (69,220) 
(72,643) 29,16 

7,530,198 30.65 
4,493,789 32.74 

1,661,026 $ 3 1.92 
(296,705) 3 I .E6 
383,990 25.80 
(3 1,280) 21.58 
(26,8781 28.25 

1,690,153 30.79 
1,115,175 32.34 

317,150 $ 33.53 
168.120 25.74 
(24,760) 
460,5 I O  
207,612 

329,600 $ 
329,600 

26.66 
3 1.05 
35.36 

25.77 
25.77 

6.5 $ 
5 0  

12 
5 

6.1 $ 
4.8 

7.5 $ 
6. I 

9.1 $ 

2 
1 

1 

1 

PPL received $1 million in cash from stock options exercised in 201 1. The related tax savings were not significant for 201 1. Substantially all 
stock option awards are expected to vest. 
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The total intrinsic value of stock options exercised for the years ended December 31 201 I ,  2510, and 2009 was not significant. 

compensation Expense 

,ompensation expense for restricted stock, restricted stock units, performance units and stock options accounted for as equity awards was as 
follows: 

201 1 2010 2009 

PPL (a) 
PPL Energy Supply (b) 
PPL Electric (c) 
LKE (a) 

$ 36 $ 26 $ 23 
16 20 17 
8 6 5 
5 

(a) 
(b) 
(c) 
(d) 

The income tax benefit PPL. realized from stock-based awards vested or exercised for 201 1 was not significant. 

At December 3 1,201 1, unrecognized compensation expense rekited to nonvested restricted stock, restricted stock units, performance units and 
stock option awards was: 

Income tax benefits of $15 million, $ 1  1 million and $9 million 
Income tax benefits of $6 million, $ 8  million and $7 million. 
Income tax benefits of $3 million, $3 inillion and $2 million. 
Income fax benefits of $2 million. 

Weighted- 
Unrecognized Average 
Compensation Period for 

Expense Recognition 

PPL 
FPL Energy Supply 
PPL Electric 
LKB 

1.7 years 
6 1.7 years 
3 2.3 years 
2 1.2 years 

$ 19 

13. Retirement and Postemployment Benefits 

PL, PPL, Energy Supply, PPL Electric, LKE, LG&E, and KU) 

Defined Benefits 

Until January 1,2012, the majority of PPL's subsidiaries domestic employees were eligible for pension benefits under non-contributory defined 
benefit pension plans with benefits based on length of service snd final average pay, as defined by the plans. Effective January 1, 2012, PPL's 
domestic qualified pension plans were closed to newly hired salaried employees. Newly hired bargaining unit employees will continue to be 
eligible under the plans based on their collec!ive bargaining agreements. Salaried employees hired op. or after January 1,2012 will be eligible to 
participate in the new PPL, Retirement Savings Plan, a 401(k) savings plan with enhanced employer matching. PPL does not expect a significant 
near-term cost impact as a result of the change. 

Certain employees may also be eligible for pension enhancements in the form of special termination benefits under PPL's separation plan. See 
"Separation Benefits" below for additional information regarding PPL's separation plan, 

The defined benefit pension plans of  L.KE and its subsidiaries were closed to new salaried and bargaining unit employees hired after December 
3 1,2005. Employees hired after December 31,2005 receive additional company contributions above the standard matching contributions to 
their savings plans. 

(Jntil January 1,20 12, employees of PPL Montana were eligible for pension benefits under a cash balance pension plan. Effective January 1, 
2012, that plan was closed to newly hired salaried employees. Newly hired bargaining unit employees will continue to be eligible under the plan 
based on their collective bargaining agreements. Salaried employees hired on or after January 1,201 2 will be eligible to participate in the new 
PPL Retirement Savings Plan, a 401(k) savings plan with enhanced employer matching. PPL Montana does not expect a significant near-term 
cost impact as a result of the change. 

Employees of certain of PPL Energy Supply's mechanical contracting companies are eligible for benefits under multiemployer plans sponsored 
b y  various unions. 
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Effective April 1,2010, PPL WW's principal pension plan was closed to most new employees, except for those meeting specific grandfathered 
participation rights. New employees not eligible to participate in the plan are offered benefits under a defined contribution plan. WPD Midlands 
YS acquired by PPL WEM on April, I ,  20 I 1.  WPD Midlands' defined benefit plan had been closed to new members, except for those meeting 

cific grandfathered participation rights, prior to acquisition. 

PPL and certain of its subsidiaries also provide supplemental retirement benefits to executives and other key management employees through 
unfunded nonqualified retirement plans. 

The majority of employees of PPL's domestic subsidiaries will become eligible for certain health care and life insurance benefits upon retirement 
through contributory plans. Postretirement health benefits are paid from 40 Ifh) accounts established within the PPL, Services Corporation 
Master Trust, LG&E and K U  Energy LLC Pension Plan Trusts, funded VEBA trusts and company funds. Postretirement benefits under the PPL 
Montana Retiree Health Plan are paid from company assets. WPD does not sponsor any posiretirernent benefit plans other than pensions. 

As a result of PPL Energy Supply's January 201 1 distribution of its membership interest in PPL. Global to its parent, PPL Energy Funding, the 
U.K. pension plans were removed from PPL Energy Supply's balance sheet in the first quarter of 201 I .  No future contributions to the plans are 
expected lo be made by PPL Energy Supply beginning in 201 1. See Note 9 for additional information. 

The following disclosures distinguish between the domestic ({J.S.) and WPD (U.K.) pension plans. 

Pension Benefits 
u s .  U.K. Otlier Postretirement Benefits 

201 1 2010 2009 201 1 2010 2009 201 1 2010 2009 
PPL 
Net periodic defined benefit costs 

(credits): 
Service cost 
interest yost 
Expected return on plan assets 
Amortization OF 

Transition (asset) obligation 
Prior service cost 
Actuarial (gain) loss 

Net periodic defined benefit costs 
(credits) prior to settlement 
-1iarges and termination benefits 
,lernent charges (a) 

.ermination benefits (b) 
Net periodic defined benefit costs 

(credits) 

Other  Changes in Plan Assets 
a n d  Benefit Obligations 
Recognized in OCI and 
Regulatory AssctslLiabilities - 
Cross: 

Settlements 
Current year net (gain) loss 
Current year prior service cost 

Amortization of: 
(credit) 

Transition asset 
Prior service cost 
Actuarial gain (loss) 

Acquisition of regulatory assets/ 

Transition obligation 
Prior service cost 
Actuarial (gain) loss 

Total recognized in OCI and 

liabilities: 

regulatory assetslliabilities (c) (d) 

Total recognized in net periodic 
benefit costs, OCI and regulaloty 
assetdliabilities (d) 

121 68 53 49 18 (18) 30 31 37 
2 
9 50 

$ 121 $ 68 $ 64 $ 99 $ 18 $ (18) $ 30 $ 31 $ 37 

$ 32 
$ (2) 

117 $ 142 102 $ 152 $ 17 $ 403 $ (9) $ 20 $ 

4 
31 6 

303 (2) 

71 448 84 91 (35) 397 (7) ( 5 8 )  9 

$ 192 $ 516 $ 148 $ 190 $ (17) $ 379 $ 23 $ (27) S 46 

(a) 
(b) 

Includes the settlement of the pension plan o f  PPL's former mining subsidiary, PA Mines, LLC in 2009. 
Related to the 201 1 WPD Midlands separations in the U.K. and a 2009 US. cost reduction initiative. 
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(c) For PPL's 1J.S pension benefits, the amounts recognized in OCI for 201 I ,  2010 and 2009 were $47 million, $84 million and $51 million. The amounts recognized in 
regulatory assetslliabilities for 201 I ,  2010 and 2009 were $24 million, $364 million and $33 million In total, the amounts recognized in either OCI or regulatory 
assetslliabilities for 201 I ,  2010 and 2009 were$71 million, $448 million and $84 million. 

For other postretirement benefits, the amounts recognized in OCI for 201 I ,  2010 and 2009 were %(6) million, $(40) million and $6 million. The amounts recognized in 
regulatory assetslliabilities for 201 I ,  2010 and 2009 were $(I) million, $(18) million and $3 million. In total, the amounts recognized in eitherOCl or regulatory 
assetslliabilities for 201 I ,  2010 and 2009 were $47) million, $(58) million and $9 million. 

(d) WPD is not subject to accounting for the effects of certain types of regulation as prescribed by GAAP. As a result, WPD does not record regulatory assets/liabilities. 

The estimated amounts to be amortized from AOCI and regulatory assets/liabilities into net periodic benefit costs in 2012 are as f o l h s :  

Other 
Pension Benefits Postretiremen t 

U.S. U.K. Benefits 

Transition obligation 
Prior service cost 
Actuarial loss 
Total 

Amortization from Balance Sheel: 
AOCI 
Regulatory assetslliabilities 
Total 

P P L  Energy Supply 
Net periodic defined benefit costs 
(credits): 
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of: 

Prior service cost 
Acluarial (gain) loss 

periodic defined benefit costs 
,credits) prior to settlement charges 

Settlement charges (b) 
Net periodic defined benefit costs 

(credits) 

s 2 
$ 24 $ 4 I 

42 79 4 
$ 66 $ 83 $ 7 

$ 27 $ 83 $ 2 
39 5 

$ 66 $ 83 $ 7 

Pension Benefits 
U.S. U.K. (a) Other Postretirement Benefits 

201 I 2010 2009 201 I 2010 2009 201 1 201 0 2009 

$ 5 %  4 $  4 $ 17 $ 9 $  I $  I $  I 
7 7 6 151 I56 1 I I 

(9) (7) (6) (202) (189) 

4 4 
2 2 2 48 2 

5 6 6 18 ($8) 2 2 2 

$ 5 s  6 $  8 s 18 $ (18) $ 2 %  2 $  2 

2 

O t h e r  Changes in Plan Assets 
and Benefit Obligations 
Recognized in OCI: 

Curtailments 
Settlements $ (2) 
Current year net (gain) loss $ 7 $  4 4 .$ 17 $ 
Amortization of: 

40.3 $ (2) 

Prior service cost (4) (4) 
Actuarial gain (loss) (2) ( 2 )  (2) (48) (2) 

Total recognized in OCI 5 2 (35) 397 (2) 

Total recognized in net periodic 
$ 10 $ 8 $  8 $ (17) $ 379 $ $ 2 $  2 benefit costs and OCI 

(a) 
(b) 

Actuarial loss of $2 million related to PPL Energy Supply's IJS.  pension plan is expected to be amortized from AOCl into net periodic benefit 
costs in 2012. 

The following table provides the components of net periodic benefit cost for L,KE's pension and other postretirement benefit plans for January 1, 
201 1 through December 31,201 1, and November 1,2010 through December 31,2010, for the Successor, and January 1,2010 through October 
3 1, 2010, and January 1,2009 through December 3 1,2009, for the Predecessor. 

In January 201 I ,  PPL Energy Supply distributed its membership interest in PPL Global to PPL Energy Supply's parent. See Note 9 for additional information 
Includes the settlement of the pension plan of PPL Energy Supply's former mining subsidiary, PA Mines, LLC in 2009 
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A E 
Net periodic defined benefit costs 

(credits): 
Service cost 
Interest cost 
Expected return on plan assets 
Aniortization of: 

Transition obligation 
Prior service cost 
Actuarial (gain) loss 

Net periodic defined benefit costs 
prior to settlement charges 
and curtailment charges 

Settlement charges 
Curtailment charges (credits) 

Net periodic defined benefit costs 

Other Changes in Plan Assets 
and Benefit Obligations 
Recognized in OCI and 
Regulatory AssetslLiabilities ~ 

Cross: 
Curtailments 
Settlements 
Current year net (gain) loss 
Current year prior service cost 
Amortization of: 

Transition asset 
Prior service cost 
Actuarial gain (loss) 

Total recognized in OCI and 
regulatory assetslliabilities (a) 

T ~ t a l  recognized in net periodic 
enefit costs, OCI and regulatory 

assetslliabilities 

Pension 
Successor 

2011 2010 

5 I 
24 5 

56 12 

$ 56 $ 12 

$ 29 $ (22) 
8 

$ 64 $ (16) 

mefits Otlier Postret 
Predeeessor Successor 

2010 2009 201 1 201 0 

F 17 $ 20 $ 4 s  1 
54 62 10 1 

(45) (47) (3) 

2 
7 9 2 

16 27 

49 71  15 2 

$ 49 $ 79 $ 15 $ 2 

3 
5 

19 $ fi 122 $ (25) $ 

lent Benefits 
Predecessor 

201 0 2009 

1 2 
2 3 

(1) 

13 17 

0 
$ 13 $ 15 

13 9; 13 

(a) For LKE's pension and other postretirement benefits, the amounts recognized in OCI and regulatory assetslliabilities are as follows at December 31,201 I and 2010, for the 
Successor, and at October 3 I ,  20 IO, and Oecember 3 I ,  2009, for the Predecessor. 

Pension 

OCI 
Regulatory assetslliabilities 
Total recognized in OCI and 

regulatory assets/liabilities 

Successor 
201 I 2010 

Other Postreti enefits 
Predecessor Successor 

2010 2009 201 1 2010 

nent Benefits 
~ 

Predecessor 
2010 2009 

The estimated amounts to be amortized from AOCI and regulatory assets/liabilities into net pcriodic benefit costs for LKE in 2012 are as 
follows. 

Transition oblitation 
Prior service cost 
Actuarial loss 
Total 

Amortization from Balance Sheet: 
AOCI 
Regulatory assetslliabilities 
Total 

Other  
Postretirement 

Ben e fi t s 

$ 2 
$ 5 3 

$ 26 $ 5 

Pension 
Benefits 

21 

$ 1 
$ 26 4 
$ 26 $ 5 

32 1 



The following table provides the components of net periodic benefit cost for LG&E's pension benefit plan for January 1,201 1 through December 
3 1,20 1 I ,  and November 1,20 10 through December 3 I ,  20 IO, for the Successor, and January 1,20 10 through October 3 1,20 IO ,  and January I ,  
"109 through December 3 1,2009, for the Predecessor. 

LG&E 
Net periodic defined benefit costs (credits): 
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of: 

Prior service cost 
Actuarial loss 

Net periodic defined benefit costs 

Other Changes in Plnn Assets and Benefit Obligations 

Current year net (gain) loss 
Current year prior service cost 
Amortization of: 

Recognized in Regulatory Assets - Cross: 

Prior service cost 
Actuarial (loss) 

Total recognized in regulatory assets 

Total recognized in net periodic benefit costs and rcgulatory assets 

Pension 
Successor 

201 1 2010 

$ 15 $ ( 5 )  
9 

enefits 
Predecessor 

2010 2009 

2 2 
6 8 

$ 8 %  13 

The estimated amounts to be amortized from regulatory assets into net periodic benefit costs far LG&E in 2012 ar? as fol!ows. 

Pension 
Bencfits 

Prior service cost 
Actuarial loss 

al 

$ 2 
I O  

$ I2 

Net periodic defined benefit costs (credits) charged to operating expense, excluding amounts charged to construction and other non-expense 
accounts were: 

Pension Benefits 
Other Postretirement Benefits U.S. U.K. (a) 

201 I 2010 2009 201 1 2010 2009 2011 2010 2009 

PPL 
PPL. Energy Supply (b) 
PPL Electric (c) 

$ 98 $ 59 $ 56 $ 82 $ 16 $ (17) $ 24 $ 27 $ 31 
7 12 14 

8 I O  
27 24 26 16 (17) 
14 12 14 4 

(a) 

(b) 

A s  a result of PPL. Energy Supply's January 201 1 distribution of its membership interest in PPL Global to its parent, PPL Energy Funding, these amounts are included in  
"Income (Loss) from Discontinued Operations (net of income taxes)" on PPL Energy Supply's Statements o f  Income. See Note 6 for additional information. 
Includes costs for the specific plans i t  sponsors and the following allocated costs of defined benefit plans sponsored by PPL Services, based on PI'L. Energy Supply's 
participation in those plans, which management believes are reasonable. 

Pension Benefits Other  Postretirement Benefits 
201 1 2010 2009 201 1 2010 2009 

$ 23 $ 19 $ 18 $ 6 %  IO $ 13 PPL. Energy Supply 

(c) PPL. Electric does not directly sponsor any defined benefit plans. PPL Elech-ic was allocated these costs of defined benefit p!ans sponsored by PPL Services, based on its 
participation in those plans, which management believes are reasonable 

The following table provides net periodic benefit costs charged to operating expense for January I ,  201 1 through December 3 I ,  201 1, and 
November 1,2010 through December 3 I ,  2010, for the Successor, and January 1,2010 through October 3 I ,  2010, and January 1,2009 through 
December 3 1,2009, for the Predecessor. 
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Other  Postretirement Benefits 
Successor Predecessor Successor Predecessor 

40 $ 31  $ 4 9  $ I 1  $ 

10 12 4 4 

Successor Predecessor Successor 
201 1 2010 2010 2009 201 1 2010 

(d) Includes costs for the specific plans i t  sponsors and the following allocated costs of defined benefit plans sponsored by LKE, based on its participation in those plitns, which 
managemenr believes are reasonable 

Predecessor 
2010 2009 

successor i’reaecessor 

7 $  6 $  5 %  6 LG&E 

5.08% 5.49% 5.42% 6 11% 4.78% 5.12% 
4.00% 5.25% 5.25% 5.25% 4.00% 5.25% 

5.00% 5 39% 5.32% 6.08% 
NIA NIA N/A N/A 

(e) KU does not directly sponsor any defined benefit plans. KU was allocated these costs of defined benefit plans sponsored by LKE, based on its participation in those plans, 
which management believes are reasonable. 

4.96% 5.82% 
5.25% 5 25% 

The following weighted-average assumptions were used in the valuation of the benefit obligations at December 3 1 

Pension Benefits 
U.S. U.K. Otlier Postretirement Benefits 

201 1 2010 2009 201 I 2010 2009 201 I 2010 2009 

1’1% 
5 06% 5 42% 6 00% 5 24% 5.54% 5 55% 4 80% 5 14% 5 81% Discount rate 

Rate o f  cornpensation increase 4 02% J 88% 4 75% 4 00% 4 00% 4 00% 4 00% 4 90% 4.75% 

PPL Energy Supply 
Discount rate 5.12% 5.47% 6.00% 
Rate of compensation increase 4.00% 4.75% 4.75% 

5.54% 5 55% 4.60% 4 95% 5S5yo 
4 00% 4 00% 4 00% 4 75% 4 75% 

The following table provides the weighted-average assumptions used in the valuation ofthe benefit obligations at December 31,201 1 and 2010, 
for the Successor, and at October 3 1,20 10 and December 3 I ,  2009, for the Predecessor. 

L K E  
Discount rate 
Rate cf compensation increase 

Discount rate 
Rale of compensation increase 

LC&E 

The following weighted-average assumptions were used to determine the net periodic benefit costs for the year ended December 3 1. 

Pension Benefits 
U.S. U.K. Other Postretirement Benefits 

2011 201 0 2009 201 I 2010 2009 201 1 2010 2009 

1’1’1, 
Discount rate 5.42% 5.96% 6.50% 5.59% 5.59% 7.47% 5.14% 5.47% 6.45% 
Rate o f  compensation increase 4.88% 4.79% 4.75% 3.15% 4.00% 4.00% 4.90% 4.78% 4.75% 
Expected return on plan assets (a) 7.25% 7.96% 8.00% 7 04% 7.9 1 % 7.90% 6.57% 6.90% 7.00% 

5.47% 6.00% 6.50% 
PPL Energy Supply 

Discount rate 

Expected return on plan assets (a) 7.25% 8.00% 7.78% 
Rate of compensation increase 4.75% 4.75% 4.75% 

5.59% 7.47% 4.95% 5.55% 6.37% 
4.00% 4.00% 4.75% 4.75% 4.75% 
7 91% 7 90% N/A NIA N I A  

The following table provides the weighted-average assumptions used to determine the net periodic benefit costs for January 1,201 1 through 
December 3 1,201 1, and November 1,20 10 through December 3 1, 2010, for the Successor, and January 1,20 10 through October 3 1,20 10, and 
January 1, 2009 through December 3 1,  2009, for the Predecessor. 

323 



ri 
Discount rate 
Rate  of cornpensation increase 
Expected return on plan assets (a) 

Discount rate 
Rate  ofcompensation increase 
Expected return on plan assets (a) 

LG&E 

I Successor Predecessor Successor 
201 1 2010 I 2010 2009 201 1 2010 

I 

Predecessor 
2010 2009 

5.49% 5.40% 
5.25% 5.25% 
7.25% 1.25% 

5.39% 5.28% 
NIA NIA 

7.25% 7.25% 

6.11% 6.28% 5.12% 4.94% 
5.25% 5 25% 5.25% 5 25% 
7 75% 8 25% 7 16% 7.04% 

6.08% 6 33% 
NIA NIA 

1.75% 8.25% 

5.82% 6.36% 
5.25% 5.25% 

I 7.20% 7.97% 

(a) The expected long-term rates ofreturn for PPL, PPL Energy Supply, LKE and L.G%E's US. pension and other poslretirement benefits have been developed wing a best- 
estimate of expected returns, volatilities and correlations for each asset class. The best estimates are based on historical performance, future expectations and periodic portfolio 
rebalancing among the diversified asset classes. PPL management corroborates these rates with expected 1ong.tenn rates of  return calculated by its independent actuary, who 
uses a building block approach that begins with 3 risk-free rate of return with factors being added such as inflation, duration, credit spreads and equity risk. Each plan's specific 
asset allocation is also considered in developing a reasonable return assumption. 

The expected long-term rates of return for PPL's U.K. pension plans have been developed by PPL management with assistance from an independent actuary using a best 
estimate of expected returns, volatilities and correl~tions for each asset class. The best estimates are based on historical performance, future expectations and periodic portfolio 
rehalancing among the diversified asset classes. 

The following table provides the assumed health care cost trend rates for the year ended December 3 1. 

201 1 201 0 2009 
PPL. and  PPL Energy Supply 

Health care cost trend rate assumed for next year 
I obligations 
-cost 

-obligations 
-cost 

- obligations 
-cost 

Rate to which the cost trend rate is assumed to decline (the ultimate trend rate) 

Year that the rate reaches tlie ultimate trend rate 

8.5% 9.0% 8 0% 
9 0% 8 0% 8.4% 

5.5% 5,5?4J 5.5% 
5.5% 5.5% 5.5% 

2019 2019 2016 
2019 2016 2014 

'e following table provides the assumed health care cost trend rates for January 1, 201 1 through December 3 1, 201 1, and November I ,  2010 
.ough December 3 I ,  2010, for the Successor, and January 1,2010 through October 3 I ,  2010, and January 1,2009 through December 3 1,2009, 

for the Predecessor. 

LKE 
Health care COS! trend rate assumed for next year 

-obligations 
-cost 

-obligations 
- cost 

-obligations 
-cost 

Kate to which the cost trend rate is assumed to decline (the ultimate trend rate) 

Yearrhat the rate reaches tlie  ultima!^ trend rate 

Rnccessor 
201 I 2010 

8 5% 9 0% 
9 0% 9.0% 

5 5% 5.5% 
5 5% 5.5% 

2019 2019 
2019 2019 

Predecessor 
2010 2009 

7.8% 8.0% 
8 0% 8 0% 

4.5% 4.5% 
4.5% 5.0% 

2029 2029 
2029 2016 

A o n e  percentage point change in the assumed health care costs trend rate assumption would have had the following effects on the other 
postretirement benefit plans in 201 I .  

Effect on accumulated postretirement benefit obligation 
P P L  
L K E  

One Percentage Point 
Increase Decrease 

$ 8 %  (8) 
6 ( 5 )  

The effects on PPL, Energy Supply's other postretirement benefit plans would not have been significant. 
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(PPL) 

The funded status of the PPL, plans was as follows. 

Change in Benefit Obligation 
Benefit Obligation, beginning of period 

Service cost 
Interest cost 
Participant contributions 
Plan amendments 
Actuarial loss 
Acquisition (a) 
Curtailments 
Termination benefits 
Actual expenses paid 
Gross benefits paid 
Federal subsidy 
Currency conversion 

Benefit Obligation, end of period 

Change in Plan Assets 
Plan assets at fair value, beginning of period 

Actual return on plan assets 
Employer contributions 
Participant contributions 
Acquisition (a) 
401(h) transfer 
Actual expenses paid 
Gross benefits paid 
Currency conversion 

Plan assets at fair value, end of period 

Funded Status, end o f  period 

nuunts recognized in  the Balance 
lieets consist of: 

Noncurrent asset 
Current liability 
Noncurrent liability 

Net amount recognized, end of period 

Amounts recognized in AOCl and 
regulatory assetslliabilities (pre-tax) 
consist ok (b) 

Transition obligation 
Prior service cost (credit) 
Net actuarial loss 
Total (c) 

Pension Benefits 
U.S. U.K. O t h e r  Postretirement Benefits 

201 1 2010 201 1 2010 2011 1 2010 

$ 4,007 $ 2,460 $ 2,841 $ 2,933 $ 667 $ 498 
95 64 44 17 12 8 

217 159 282 151 33 28 
I I  6 5 7 

220 222 257 37 6 32 
1,23 1 3,501 206 

8 I O  (71) 

50 
(2) 

(44) 
3 

4,38 I 4,007 6,638 2,84 I 687 667 

066)  (127) (309) ( 152) (47) 
I 

(39) (151) 

2,8 I9 1.712 2,524 2,331 
349 263 444 228 
470 148 I64 23 I 

1 1  6 
765 3,561 

360 301 
.3 8 3 3 
33 17 
5 7 

42 

$ (910) 9; (1,188) $ (237) $ (317) $ (296) $ (307) 

922 836 1,191 1,097 91 I12 
$ 1,037 $ 967 $ 1.194 $ 1,104 $ 94 $ 100 

Total accumulated benefit obligation 
fur defined benefit pension plans $ 3,949 $ 3,564 $ 6,144 $ 2,646 

(a)  

(b) 

Includes the pension and other postretirement medical plans of LKE, which were acquired in 2010, and the pension plan of WPD Midlands, which was acquired in 201 I See 
Note I O  for additional information. 
For PPL's U.S. pension benefits, the amounts recognized in AOCl for 201 I and 2010 were $481 million, $431 million. The amounts recognized in regulatory assets/liabilities 
for 201 1 and 2010 were$556 million and $536 million. In total, the amounts recognized in  either OCI or regulatory assetslliabilities for 201 I and 2010 were $1,037 million 
and $967 million. 

For otlier postretirement benefits, the amounts recognized in AOCl for 201 I and 2010 were $56 million and $53 million. The amounts recognized in regulatory 
assetslliabilities for 201 1 and 2010 were $38 million and $47 million. In total, the amounts recognized in either OCI or regulatory assets/liabilities for 201 I and 2010 were $94 
million and $1 00 million. 
WPD is not subject to accounting for the effects of  certain types of regulation as prescribed by GAAP. As a result, WPD does not record regulatory assetslliabilities. (c) 
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All of PPL,'s U.S. pension plans had projected and accumulated benefit obligations in excess of plan assets at December 31,201 1 and 2010. All 
of PPL's other postretirement benefit plans had accumulated postretirement benefit obligations in excess of plan assets at December 3 1, 20 1 1 and 
"Q10. For the 1J.K. pension plans of PPL WEM, the fair value of plan assets of $3.7 billion exceeded both the projected benefit obligations of 

6 billion and the accumulated benefit obligations of $3.3 billion at December 3 1, 201 1. For the pension plans of PPL WW, both the projected 
-mefit obligations of $3.0 billion and accumulated benefit obligations of $2.8 billion exceeded the plan assets of $2.6 billion at December 3 I ,  
201 1. For the pension plans of PPL WW, both the projected benefit obligations of $2.8 billion and accumulated benefit obligations of $2.6 
billion exceeded the plan assets of $2.5 billion at 201 0. 

(PPL, Energy Supply) 

The funded status of the PPL Energy Supply plans was as follows. 

Change in Benefit Obligation 
Benefit Obligation, beginning of period 

Service cost 
Interest cost 
Participant contributions 
Actuarial loss 
Distribution to parent (a) 
Actual expenses paid 
Gross benefits paid 
Federal subsidy 
Currency conversion 

Benefit Obligation, end of period 

Change in Plan Assets 
Plan assets at fair value, beginning of 

period 
Actual return on plan assets 
Employer contributions 
Participant contributions 
Distribution to parent (a) 
Gross benefits paid 
Currency conversion 

.dn assets at fair value, end of period 

Pension Benefits 
U S .  U.K. (a) Other Postretirement Benefits 

201 1 2010 201 1 2010 201 1 2010 

$ 121 $ 104 $ 2,84 1 
5 4 
7 7 

143 121 
(151)  

2,84 I 17 18 

106 87 2,524 2,331 
14 12 228 
15 I O  23 1 I 

6 
(2.524) 

( 3 )  (3 )  (152) ( 1 )  
( 120) 

132 I06 2,524 

Amounts recognized in the Balance 
Sheets consist of: 

Current liability 
Noncurrent liability 

Net amount recognized, end of period 

Amounts recognized in AOCl 
(pre-tax) consist oT: 

Prior service cost (credit) 
Net actuarial loss 
Total 

$ I $  1 $ 7 $ ( 1 )  
38 33 1,097 $ 2 4 

3 $ 39 $ 34 9; 1,104 $ 2 %  - 
Total accumulated bcnefit obligation 

for defined benefit pension plans $ 143 $ 121 $ 2,646 

(a) As a result of PPL Energy Supply's January 201 1 distribution of its membership interest in PPL. Global to its parent, PPL Energy Funding, the funded status and AOCl were 
removed from the balance sheet in January 201 1 See Note 9 for additional information 

All of PPL, Energy Supply's pension plans had projected and accumulated benefit obligations in excess of plan assets at December 3 1,201 1 and 
2010. All of PPL Energy Supply's other postretirement benefit plans had accumulated postretirement benefit obligations in excess of plan assets 
at December 3 1,20 1 1 and 20 IO. 

In addition to the plans it sponsors, PPL, Energy Supply and its subsidiaries are allocated a portion of the funded status and costs of the defined 
benefit plans sponsored by PPL, Services based on their participation in those plans, which management believes are reasonable. The actuarially 
determined obligations of current active employees are used as a basis to allocate total plan activity, including active and retiree costs and 
obligations. PPL Energy Supply's allocated share of the funded status ofthe pension plans resulted in a liability of $204 million and $287 
Tillion at December 3 1,20 1 1 and 20 10. PPL, 
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Energy Supply's allocated share of other postretirement benefits was a liability of $51 million and $55 million at December 31,201 1 and 2010. 

' I  KE) 

ne funded status of the LKE plans was as follows for January 1,201 1 through December 31, 201 1, and November 1,2010 through December 
3 I ,  20 10, for the Successor, and January 1, 20 10 through October 3 1,20 10, for the Predecessor. 

Change in Benefit Obligation 
Benefit Obligation, beginning of period 

Service cost 
Interest cost 
Plan amendments 
Actuarial loss 
Gross benefits paid 
Federal subsidy 

Benefit Obligation, end of period 

Change in Plan Assets 
Plan assets at fair value, beginning of period 

Actual return on plan assets 
Employer contributions 
Actual expenses paid 
Gross benefiis paid 

Plan assets a t  fair value, end of period 

Fro+.J Status, end o f  period 

Amounts recognized in  the Balance 
Sheets consist of: 

Current liability 
Noncurrent liability 

Net amount iecognized, end of period 

iounts  recognized in AOCl and 
egulatory assetslliabilities (pre-tax) 

consist UT: (a) 
Transition obligation 
Prior service cost 
Net actuarial (gain) loss 
Total 

Total accumulatrd benefit obligation 
for defined benefit pension plans 

Pension Benef 
Successor 

201 1 2010 

$ 1,229 $ 1,230 
24 4 
67 I 1  

9 
25 (8) 

(48) (8) 

1,306 1,229 

778 764 
62 22 

152 

$ (362) $ (451) 

(35% (449) 
$ (362) $ (451) - 

$ 34 $ 30 
280 216 

$ 314 $ 306 

$ 1,141 $ 1,043 

Otlier Postretirement 
Predecessor Successor 

2010 201 1 2010 

6 1,085 $ 204 $ 206 
17 4 I 
54 I O  I 

IO 
116 (3) (2) 
(42) (12) (2) 

1 
1.230 214 204 

696 49 42 
65 3 1 
46 I8 8 

$ (3) $ ( 1 )  
{I541 

$ (466) $ (156) $ (155) 
(463) $ (156) 

$ 2 %  3 
$ 50 14 6 

396 (7) (4) 
$ 446 $ 9 %  5 

$ 1,039 

mefits 
Predecessor 

2010 

r 199 
3 
9 

4 
(9) -- 

206 

31 
3 

I I  

(9) 
42 

$ 4 
7 

(4) 
$ 7 

(a) For L.KE's pension and other post-retirement benefits, the amounts recognized in AOCl and regulatory assetslliabilities are as follows at December 3 1, 201 I and 2010, for the 
Successor, and at October 3 I ,  20 10, for the Predecessor 

Predecessor ~~ Successor Successor 

AOCl 
Regulatory assets/liabilities 321 314 334 

314 $ 306 446 $ 9 $  ToVal 

L,I(E's pension plans had projected and accumulated benefit obligations in excess of plan assets at December 3 1,201 1 and 2010. LKE's 
postretirement bcncfit plan had accumulated postretirement benefit obligations in excess of plan assets at December 31,201 1 and 2010. 

(LG& E) 

The funded status of the L,G&E plan was as follows for January 1,201 1 through December 31, 201 1, and November 1,2010 through December 
31,2010, for the Successor, and January 1,2010 through October 31,2010, for the Predecessor. 
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~ n g e  in Benefit Obligntion 
8enefit Obligation, beginning ofperiod 

Service cost 
Interest cost 
Plan amendments 
Actuarial loss 
Gross benefits paid 

Benefit Obligation, end of period 

Change in Plan Awts  
Plan assets at h i r  value, beginning of period 

Actual return on plan assets 
Employer contributions 
Actual expenses paid 
Gross benefits paid 

Plan assets at fair value, end of period 

Funded Status, end of period 

Amounts recognized in the Balance Sheets consist of: 

Net amount recognized, end of period 

Amounts recognized in regulatory assets (pre-tax) 

Prior service cost 
Net actuarial loss 
Total 

Noncurrent liability 

consist of: 

Total accumulated benefit obligation for defined benefit pension pian 

Pension Benefits 
Successor 

201 1 2010 

$ 274 $ 276 
2 

9 
14 2 

14 (2) 
(15) (2) 
298 274 

217 214 
16 6 
38 

(15) 

$ 20 $ 1 3  
I 15  1 1 1  

$ 135 $ 124 

$ 292 $ 214 

Predecessor 
2010 

$ 25 I 
2 

12 

24 

276 
(13) 

a 14 
1 I8 

R 132 

$ 213 

L.G&E's pension plan had projected and accumulated benefit obligations in excess of plan assets at December 31,201 1 and 2010. 

. addition to the plan it sponsors, LG&E is allocated a portion of the funded status and costs of certain defined benefit plans sponsored by LKE 
based on  its participation in those plans, which management believes are reasonable. The actuarially determined obligations of current active 
employees and retired employccs are used as a basis to allocate total plan activity, including active and retiree costs and obligations. LG&E's 
allocated share of  the funded status of  the pension plans resulted in a liability of $53 million and $69 million a t  December 31,201 1 and 
2010. LG&E's allocated share of other postretirement benefits was a liability of $87 million and $85 million at Oecember 3 I ,  201 I and 2010. 

(PPL arid PPL Energy Sipply) 

PPI., Energy Supply's mechanical contracting subsidiaries make Contributions to over 70 multiemployer pension plans, based on the bargaining 
units from which labor is procured. The risks of participating in these multiemployer plans are different from single-employer plans in the 
following aspects: 

e Assets contributed to the multiemployer plan by one employer may be used to provide benefits to employees ofolher participating 
employers . 

If a participating employer stops contributing to the plan, the unfunded obligations of  the plan may be borne by the remaining participating 
employers. 

If PPL Energy Supply's mechanical contracting subsidiaries choose to stop participating in some of their multiemployer plans, they may be 
required to pay those plans an amount based on the unfunded status of the plan, referred to as a withdrawal liability. 

. 
0 

PPL Energy Supply identified the Steamfitters Local Union No. 420 Pension Plan, EIN/Plan Number 23-2004424/001 as the only significant 
plan to which contributions are made. Contributions to this plan by PPL Energy Supply's mechanical contracting companies were $5 million for 
201 1, $4 million for 2010 and $5 million for 2009. At the date the financial statements were issued, the Form 5500 was not available for the 
plan year ending in 201 I .  Therefore, the following disclosures specific to this plan are being made based on  the Form 5500s filed for the plan 
years ended December 3 1 ,  2010 and 2009. PPL Energy Supply's mechanical contracting subsidiaries were not identified individually as greater 
than 5% 
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contributors on the Form 5500s. However, the combined contributions of the three subsidiaries contributing to the plan had exceeded 5%. The 
plan had a Pension Protection Act zone status of red, without utilizing a n  extended amortization period, as of December 3 1,  2010 and 2009. In 
-Idition, the plan is subject to a rehabilitation plan and surcharges have been applied to participating employer contributions. The expiration 

e of the collective-bargaining agreement related to those employees participating in this plan is April 30, 2014. There were no other plans 
s n e d  individually significant based on a multifaceted assessment of each plan. This assessment included review of the fundedzone status of 

each plan and PPL, Energy Supply's potential obligations under the plan and the number of participating employers contributing to the plan. 

PPL Energy Supply's mechanical contracting subsidiaries also participate in multiemployer other postretirement plans that provide for retiree life 
insurance and health benefits. 

The table below details total contributions to all multiemployer pension and other postretirement plans, including the plan identified as 
significant above. The  contribution amounts fluctuate each year based on the volume of work and type of projects undertaken from year to year. 

Pension Plans 
Other Postretirement Medical Plans 
Total Contributions 

201 1 2010 2009 

$ 36 $ 26 $ 29 
31 23 25 

$ 67 $ 49 $ 54 

PPL Energy Supply maintains a liability for the cost of health care of retired miners of former subsidiaries that had been engaged in coal mining, 
as required by the Coal Industry Retiree Health Benefit Act of 1992. At December 31,201 I ,  the liability was $6 million. The liability is the net 
of $67 million of estimated future benefit payments offset by $3 1 million of assets in a retired miners VEBA trust and an additional $30 million 
of excess assets available in a Black L.ung Trust that can be used to fund the health care benefits of rctired miners. 

(PPL Elecrric) 

P.lthough PPL Electric does not directly sponsor any defined benefit plans, it is allocated a portion of the funded status and costs of plans 
sponsored by PPL. Services based on its participation in those plans, which management believes are reasonable. The actuarially determined 
obligations of  current active employees are used as a basis to allocate total plan activity, including active and retiree costs and obligations. PPL 
Elcctric's allocated share of the funded status of the pension plans resulted in a liability of $I  86 million and $259 million a t  December 31, 201 1 
and 2010. PPL Electric's allocated share of other postretirement benefits was a liability of $53 million and $57 million at  December 31, 201 1 
and 2010. 

Although KU does not directly sponsor any defined benefit plans, it is allocated a portion of the funded status and costs of plans sponsored by 
LKE based on its participation in those plans, which management believes are reasonable. The actuarially determined obligations of current 
active employees and retired employees of KU are used as a basis to allocate total plan activity, including active and retirec costs and 
obligations. KU's allocated share of the funded status of the pension plans resulted in a liability of $83 million and $1 13 million at 
December 31,201 1 and 2010. KU's allocated share ofother postretirement benefits was a liability of$62 million at December 31,201 1 and 
2010" 

Plan Assets - U.S. Pension Plans 

(PPL, PPL Energy Sirpply, LKE and LG&E) 

PPL's primary legacy pension plan and the pension plan in which empJoyees of PPL Montana participate are invested in the PPL Services 
Corporation Master Trust that also includes a 401(h) account that is restricted for certain other postretirement benefit obligations. Through 
December 31, 201 1, the plans sponsored by LKE were invested in Pension Trusts that also included a 401(h) account that is restricted for certain 
other postretiremcnt benefit obligations. Effective January 1, 2012, the assets in the LKE Pension Trusts were transferred into the PPL Services 
Corporation Master Trust. The investmcnt strategy for the master trust is to achieve a risk-adjusted return on a mix of assets that, in combination 
with PPL's funding policy, will ensure that sufficient assets are available to provide long-term growth and liquidity for benefit payments. The 
master trust bcnefils from a wide diversification of asset types, investment fiind strategies and external investment fund managers, and therefore 
have no significant concentration of risk. 

The investment policies of the PPL. Services Corporation Master Trust and LG&E and KU Energy LLC Pension Trusts outline allowable 
investments and define the responsibilities of  the EBPB and the external investment managers. The only prohibited investments are investments 
in debt or equity securities issued by PPL, and its subsidiaries or PPL's pension plan 
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consultant. Derivative instruments may be utilized as a cost-effective means to mitigate risk and match the duration of investments to projected 
obligations. The investment policies are reviewed annually by PPL,'s Board of Directors. 

EBPB created a risk management framework around the trust assets and pension liabilities. This framework considers the trust assets as 
. ~ g  composed of three sub-portfolios: the growth, immunizing and liquidity portfolios. The growth portfolio is comprised of investments that 

generate a return at a reasonable risk, including equity securities, certain debt securities and alternative investments. The immunizing portfolio 
consists of debt securities and derivative positions that will typically have long durations. The immunizing portfolio is designed to offset a 
portion of the change in the pension liabilities due to changes in interest rates. The liquidity portfolio consists primarily of cash and cash 
equivalents. 

Target allocation ranges have been developed for each portfolio based on input from external consiiltants with a goal of limiting funded status 
volatility. The EBPB monitors the investments in each portfolio, and seeks to obtain a target portfolio that emphasizes rdcction nfrisk of loss 
from market volatility. In pursuing that  goal, the EBPB establishes revised guidelines from time to time. Revised EBPB investment guidelines 
as of the end of 201 1 are presented below. 

The asset allocation for the trusts and the target allocation by portfolio, at December 31 are as follows. 

PPL Services Corporation Master Trust 

Target Asset 
Percentage o f  trust assets Target Range Allocation 
201 1 201 0 201 1 201 1 

Growth Portfolio 
Equity securities 
Debt securities (a) 
Alternative investments 

Immunizing Portfolio 
Debt securities (a) 
Derivatives 

Liquidity Portfolio 
Total 

57% 12% 45 - 60% 55% 
31% 43% 
7% 20% 
9% 9% 

40% 21% 

2 Yo 1 % 0 - 9 %  2% 
100% 100% 100% 

41% 21% 35 - 55% 43% 

1 Yo 

'-) Includes commingled debt funds, which PPL treats as debt securities for asset allocation purposes. 

;&E and KU Energy LLC Pension Trusts 

Growth Portfolio 
Equity securities 
Debt securities (a) 

Immunizing Portfolio 
Debt securities (a) (b) 

Liquidity Portfolio (b) 

Total 

Percentnee Target Asset 
o f  trust a s k s  Target Range All&ation 

201 I 201 1 201 1 

54% 45 - 60% 
33% 
21% 
34% 3555% 
34% 

59% 

38% 

12% 0 - 9% 3 % 
100% 100% 

(a) 
(b) 

Includes commingled debt funds, which LKE treats as debt securities for asset allocation purposes. 
The asset allocation for this portfolio is not within the established target range due to the transition of assets at the end of 201 1 in anticipation of transfer into the PPL Services 
Corporation Master Trust in January 2012. 

Prior to the fourth quarter of 201 1, the LKE trusts were managed using a different investment policy. As of December 31,2010, the asset 
allocation was as follows. 

Percentage 

Asset Class 
Equity securities 
Debt securities (a) 
Other 
Total 

or trust assets Target Range 
2010 2010 

56% 45 - 75% 
30 - 50% 31% 

7% 0 -  10% 
100% 

(a) Includes commingled debt funds. 
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(PPL, and PPL Energy Supply) 

OPL, Montana, a subsidiary of PPL, Energy Supply, has a pension plan whose assets are solely invested in the PPL Services Corporation Master 
ist, which is fully disclosed by PPL (below). The fair value ofthis plan's assets of $133 million at December 31, 201 1 represents a 5% 

.,divided interest in the assets and liabilities of this master trust, including each asset whose fair value measurement was determined using 
significant unobservable inputs (Level 3). 

The fair value of net assets in the IJ.S. pension plan trusts by asset class and level within the fair value hierarchy was: 

December 31,2010 
Fair Value Measurements Using 

Level 1 Level 2 Level 3 

December 31,2011 
Fnir Value Measurements Using 

Total Level 1 Level 2 Level 3 Total 

PPL wrvices Corporation Mas te r  Trust  
Cash and cash equivalents 
Equity securities: 

US.: 
Large-cap 
Small-cap 
Commingled debt 

International 

US. Treasury and U S. government sponsored 
agency 

Residential/commercial backed securities 
Corporate 
Other 
International 

Real estate 
Private equity 
Hedge fund of funds 

TBA debt securities 
Interest rate swaps 

Debt securities: 

Alternative investments: 

Derivatives: 

Receivables 
Payables 
Total PPL Services Corporation Master Trust assets 

1(h) account restricted for other 
,,ostretirement benefit obligations 

Trust pension assets 
Fair value - PPL Services Corporation Master 

LC&E and KU Energy L L C  Pension Trusts 
Cash and cash equivalents 
Equity securities: 

us.: 
Large-cap 
SmaWM id-cap 
Commingled debt 

International 

U S. Treasury 
Corporate 

Total return swaps 

Debt securities: 

Derivatives: 

Insurance contracts 
Total LG&E and KU Energy L.Lc 

401(h) account restricted for other 

Fair value - LG&E and KU Energy LLC 

Pension Trusts assets 

postretirement benefit obligations 

Pension Trusts pension assets 

Fair value - total U.S. pension plans 

$ 87 $ 87 $ 78 $ 78 

371 247 $ 124 
112 112 
458 458 
299 102 197 

414 293 $ 121 

343 121 222 

113 113 
249 249 

33 1 295 36 
I O  I O  

313 $ 319 
12 12 
3 3 

443 72 
9 

10 
6 6 

6 

515 
9 

446 
I O  

439 $ 7 

85 
45 
92 

85 16 
45 :3 

92 95 

76 

95 
I O  

(54) (51) (31 
2,059 871 1,141 47 

(48) (40) (81 
2,553 973 1,523 5 1  

(16) (18)(8) (10) (26) (10) 

863 1,131 47 1,507 51 2,041 2,527 963 

i22 I22 

220 220 

65 65 
106 44 62 

91 97 
342 342 

6 

293 
67 

307 
105 

6 

293 
67 

307 
I05 

47 
4 

41 46 

693 46 825 

(47) 

648 46 778 

4 
46 

6 772 47 1,002 263 

(47)- (58) (13) (451 

944 250 6 125 47 

94 $ 3,471 $ 1,213 $ 2,155 $ 103 $ 2,819 $ 869 $ 1,856 $ 

A reconciliation 0fU.S. pension trust assetsclassified as Level 3 at December 31,201 1 i s  as follows. 
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Balance at beginning of period 
Actual return on plan assets 

Relating to assets still held 
at the reporting date 

Purchases, sales and settlements 

Balance at end of period 

Residen tial 
/commercial 

backed Corporate Private TBA debt Insurance 
contracts Total securities debt equity securities 

$ 6 %  10 $ 31 IF 47 IF 94 

8 3 7 
5 21 (4) 2 

45 $ 46 $ 103 

A reconciliation of U S .  pension trust assets classified as L.evel3 zf December 31, 2010 is as follows. 

Balance at beginning of period 
Actual return on plan assets 

Relating to assets still held 

Relating to assets sold during the period 
at the reporting date 

Acquisition of L.KE, 
Purchases, sales and settlements 

Balance at end of period 

Residential 
/commercial 

backed Corporate Private TBA debt Insurance 
securities debt equity securities contracts Total 

$ 2 %  10 9; 6 %  10 IF 28 

$ 46 46 
( 1 )  (4) 5 21 1 22 

$ $ 6 $  IO $ 31 $ 41 $ 94 

(PPL, PPL Energy Sicpply, LKE and LG&E) 

The fair value measurements of cash and cash equivalents are based on the amounts on deposit 

The market approach is used to measure fair value of equity securities. The fair value measurements of equity securities (excluding commingled 
funds), which are generally classified as Level 1, are based on quoted prices in active markets. These securities represent actively and passively 
?anaged investments that are managed against various equity indices. 

investments in commingled funds are classified as Level 2 and categorized as equity securities. The fair value measurements are based on firm 
quotes of net asset values per share, which are not considered obtained from a quoted price in an active market. For the PPL Services 
Corporation Mastcr Trust for 201 I and 2010 and the L,G&E and KU Energy LL,C Pension Trusts for 201 1, these securities represent investments 
that are measured against the Russell 1000 Growth Index, the Russell 3000 Index and the MSCI EAFE Index. For the L,G&E and KU Energy 
L.LC Pension Trusts during 201 0, these securities represent passively and actively managed investments in equity funds managed against the 
S&P 500 Index, the Russell 2500 Growth & Value Indexes and the MSCl EAFE Index. 

The fair value measurements of debt securities are generally based on evaluated prices that reflect obscrvable market information, such as actual 
trade information for identical securities or for similar securities, adjusted for observable differences. Debt securities are generally measured 
using a market approach, including the use of matrix pricing. Common inputs include reported trades; brokeddealer bidask prices, benchmark 
securities and credit valuation adjustments. When necessary, the fair value of debt securities is measured using the income approach, which 
incorporates similar observable inputs as well as benchmark yields, credit valuation adjustments, reference data from market research 
publications, monthly payment data, collateral performance and new issue data. For the PPL, Services Corporation Master Trust, these securities 
represent investments in securities issued by 1J.S. Treasury and U S .  government sponsored agencies; investments securitized by residential 
mortgages, auto loans, credit cards and other pooled loans; investments in investment grade and non-investment grade bonds issued by U.S. 
companies across several industries; and investments in debt securities issued by foreign governments and corporations as well as commingled 
fund investments that are measured against the JP Morgan EMBI Global Diversified Index and the Barclays Long A or Better Index. During 
2010 and the first ten months of 201 1 for the LG&E and K U  pension trusts, debt securities within commingled trusts were managed against the 
Barclays Aggregated Bond Index and the Barclays U.S. GovernmentKredit Long Index. During the last two months of 201 1, the debt securities 
for the LG&E and K U  pension trusts were transitioned to debt securities similar to those within the PPL Services Corporation Master Trust. The 
debt securities, excluding those in commingled funds, held by the PPL Services Corporation Master Trust at December 31,201 1 have a 
weighted-average coupon of 3.96% and a weighted-average maturity o f  25 years. 

Investments in real estate represent an investment in a partnership whose purpose is to manage investments in core U S .  real estate properties 
diversified geographically and across major property types (e.g., office, industrial, retail, etc.) The manager 
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is focused on properties with high occupancy rates with quality tenants. This results in a focus on high income and stable cash flows with 
appreciation being a secondary factor. Core real estate generally has a lower degree of leverage when compared with more speculative real 
estate investing strategies. The partnership has limitations on the amounts that may be redeemed based o n  available cash to fund 

lemptions. Additionally, the general partner may decline to accept redemptions when necessary to avoid adverse consequences for the 
.~rtnership, including legal and tax implications, among others. The fair value of the investment is  based upon a partnership unit value. 

Investments in private equity represent interests in partnerships in multiple early-stage venture capital funds and private equity fund of  funds that 
use a number of diverse investment strategies. Four of the partnerships have limited lives of ten years, while the fifth has a life of  15 years, after 
which liquidating distributions will be received. Prior to the end of each partnership's life, the investment cannot be redeemed with the 
partnership; however, the interest may be sold to other parties, subject to the general partner's approval. The PPL, Services Corporation Master 
Trust has unfunded commitments of $83 million that may be required during the lives of the partnerships. Fair value is based on an ownership 
interest in partners' capital to which a proportionate share of net assets is attributed. 

Investments in hedge fund of  funds represent investments in two hedge fund of  funds each with a different investment objective. Hedge funds 
seek a return utilizing a number of diverse investment strategies. The strategies, when combined aim to reduce volatility and risk while 
attempting to deliver positive returns under all market conditions. Major investment strategies for both hedge fund of funds include long/short 
equity, market neutral, distressed debt, and relative value. Generally, shares may be redeemed on 90 days prior written notice. Both funds are 
subject to short term lockups and have limitations o n  the amount that may be withdrawn based on a percentage of the total net asset value of the 
fund, among other restrictions. All withdrawals are  subject to the general partner's approval. One fund's fair value has been estimated using the 
net asset value per share and the other fund's fair value is based on an ownership interest in partners' capital to which a proportionate share of net 
assets is attributed. 

The  fair value measurements of derivative instruments utilize various inputs that include quoted prices for similar contracts or market- 
corroborated inputs. In certain instances, these instruments may be valued using models, including standard option valuation models and 
standard industry models. These securities represent investments in To-be-announced debt securities and interest rate swaps. To-be-announced 
debt securities arr: commitments to purchase debt securities and are used as a cost effective means of managing the duration of assets in the 
trust. These commitments are valued by reviewing tne issuing agency, program and coupon. Interest rate swaps are valued based on the swap 
details such as: swap curves, notional amount, index and term of index, reset frequency and payer/receivcr credit ratings. 

Receivables/payables classified as Level 1 represent investments sold/purchased but not yet settled. Receivables/payables classified as Level 2 
represent interest and dividends earned but not yet received and costs incurred but not yet paid. 

surance contracts, classified as Level 3, are held by the L.G&E and K U  Energy L,L,C Pension Trusts and represent an investment in an 
.nmediate participation guaranteed group annuity contract. The fair value is based on contract value, which represents cost plus interest income 

less distributions for benefit payments and administrativc expenses. 

Plan Assets - U.S. Other Postretirement Benefit Plans (PPL and LKE) 

PPL's investment strategy with respect to its other postretirement benefit obligations is to fund VEBA trusts and 40l(h) accounts with voluntary 
contributions and to invest in a tax efficient manner. Excluding the 401(h) accounts included in the PPL Services Corporation Master Trust and 
LG&E and KU Energy L.LC Pension Trusts, discussed in Plan Assets - U S .  Pension Plans above, PPL.'s other postretirement benefit plans are 
invested in a mix of assets for long-term growth with an objective of earning returns that provide liquidity as required for benefit 
payments. These plans benefit from diversification of asset types, investment fund strategies and investment fund managers, and therefore, have 
no significant concentration of risk. The only prohibited investments are investments in debt or equity securities issued by PPL and its 
subsidiaries. Equity securities include investments in domestic large-cap commingled funds. Securities issued by commingled funds that invest 
entirely in debt securities are traded as equity units, but treated by PPL as debt securities for asset allocation and target allocation 
purposes. Securities issued by commingled money market funds that invest entirely in money market securities are traded as equity units, but 
treated by PPL as cash and cash equivalents for asset allocation and target allocation purposes. The asset allocation for the VEBA trusts and the 
target allocation, by asset class, at December 31, a re  detailed below. 
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Tareel Assel Toreet 

:t Class 
<.d. Equity securities 
Debt securities (a) 
Cash and cash equivalents (b) 

Total 

Percentage or plan assets 
201 1 2010 

53% 55% 
41% 39% 
6% 6% 

100% 100% 

Ranie Alibcation 
201 1 201 1 

45 - 65% 5 5% 
40% 30 - 50% 

0 -  15% 5% 
100% 

(a) 
(b) 

The fair value of assets in the LJS. other postretireme;:! benefit plans by asset class and level within the fair value hierarchy was: 

Includes commingled debt funds and debt securities 
Includes commingled money market fund. 

U.S. Equity securities: 
Large-cap 
Commingled debt 
Commingled money market funds 

Debt securities: 
Municipalities 

Receivables 
Total VEBA trust m e &  
401(h) account assets 
Fair value - U S .  other postretirement 

benefit plans 

December 31,2011 December 31,2010 

Total Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 
Fair Value Mensnremcnt Using Fair Value Measurement Using 

$ 126 $ 126 $ 163 
121 121 69 
20 20 18 

$ 163 
69 
18 

40 40 44 44 
I I 

307 307 295 295 
84 $ 23 61 65 $ 8 57 

8 $ 352 $ 360 $ ------ $ 391 $ 23 $ ~ 6 8  

LKE's other postretirement benefit plans are invested primarily in a 401(h) account as disclosed in the LG&E and KU Energy L.LC Pension 
Trusts Table. 

Investments i n  large-cap equity securities represent investments in a passively managed equity index fund that invests in securities and a 
combination o f  other collective funds that together track the performance of the S&P 500 Index. Redemptions can be made daily on this fund. 

mstments i n  commingled debt securities represent investments in a fund that invests in a diversified portfolio o f  investment grade money 
market instruments including, but not limited to, commercial paper, notes, repurchase agreements and other evidences of indebtedness with a 
maturity date not exceeding 13 months from date of purchase. Redemptions can be made weckly on this fund. 

Investments in commingled money market funds represent investments in a fund that invests in securities and a combination of other collective 
funds that together are designed to track the performance of the Barclays Capital L.ong-term Treasury Index, as well as a fund that invests 
primarily in a diversified portfolio of investment grade money market instruments, including, but not limited to, commercial paper, notes, 
repurchase agreements and other evidences of indebtedness with a maturity not exceeding 13 months from the date of purchase. The primary 
objective of the fund is a high level of current income consistent with stability of principal and liquidity. Redemptions can be made daily on 
each of  these funds. 

Investments in municipalities represent investments in a diverse mix of  tax-exempt municipal securities. 

Receivables represent interest and dividends earned but not received as well as investments sold but not yet settled. 

Plan Assets - U.K. Pension Plans (PPL,) 

The overall investment strategy of WPDs pension plans is developed by each plan's independent trustees in its Statement of Investment Principle 
in compliance with the IJ.K. Pensions Act of 1995 and other 1J.K. legislation. The trustees' primary focus is to ensure that assets are sufficient to 
meet members' benefits as they fall due with a longer term objective to reduce investment risk. The investment strategy is intended to maximize 
investment returns while not incurring excessive volatility in the  funding position. WPD's plans are invested in a wide diversification of  asset 
types, fund strategies and fund managers and therefore have n o  significant concentration of  risk. Commingled funds that consist entirely of debt 
securities are traded as equity units, but treated by WPD as debt  securities for asset allocation and target allocation purposes. These include 
investments in U.K. corporate bonds and U.K. gilts. 
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The asset allocation and target allocation at December 31 of WPD's pension plans are detailed below. 

t i s e t  Class 
Cash and cash equivalents 
Equity securities 

U.K. 
European (excluding the U.K.)  
Asian-Pacific 
North American 
Emerging markets 
Currency 
Global Tactical Asset Allocation 

Debt securities (a) 
Alternative investments 

Total 

Percentage of plan assets 
201 I 2010 

5% 2% 

14% 18% 
5% 11% 
5% 1 1 %  
5% 6% 
2% 5% 
1 %  2 % 

1 

Target Asset 
Allocation 

201 I 

14% 
6% 
5% 
4% 
2% 
2% 
1 %  

56% 38% 57% 
7% 6% 9% 

100% 100% 100% 

(a) Includes commingled debt funds. 

The fair value of assets in the 1J.K. pension plans by asset class and level within the fair value hierarchy was: 

December 31 ,2010 December 31 ,2011 
Fair Value Measurement Using Fair Value Measurement Using 

Total Level 1 Level 2 Level 3 Total Level 1 Level 2 Level3 

Cash and cash equivalents 
cquity securities: 

U.K. companies 
European companies (excluding the U K . )  
Asian-Pacific companies 
North American companies 
Emerging markets companies 
Currency 
Global Tactical Asset Allocation 
Commingled debt: 

U K. corporate bonds 
U.K. gilts 
U.K. index-linked gilts 

Alternative investments: 
Real estate 

Fair value - international pension plans 

$ 313 $ 313 $ 46 $ 46 

92 1 $ 92 1 
313 313 
312 312 
335 335 
1 I6 I16 
31 31 
25 25 

455 
213 
279 
I62 
I27 
51 
23 

$ 455 
21 3 
279 
162 
127 
51 
23 

699 699 321 32 1 

744 744 629 629 
2,109 2,109 

433 433 158 158 
$ 6,351 $ 313 $ 6,038 $ 2,524 $ 46 $ 2,478 

Except for investments in real estate, the fair value measurements of WPDs pension plan assets are based on the same inputs and measurement 
techniques used to measure the US. pension plan assets described above. 

Investments in U.K. equity securities represent passively managed equity index funds that are measured against the FTSE All Share 
Index. Investments in European equity securities represent passively managed equity index funds that are measured against the FTSE Europe ex 
1J.K. Index. Investments in Asian-Pacific equity securities represent passively managed equity index funds that aim to outperform 50% FTSE 
Asia Pacific ex-Japan Index and 50% FTSE Japan Index. Investments in North American equity securities represent passively managed index 
funds that are measured against the FTSE North America Index. Investments in emerging market equity securities represent passively managed 
equity index funds that are measured against the MSCI Emerging Markets Index. Investments in currency equity securities represent 
investments in unitized passive and actively traded currency funds. The Global Tactical Asset Allocation strategy attempts to benefit from short- 
term market inefficiencies by taking positions in worldwide markets with the objective to profit from relative movements across those markets. 

Debt securities include investment grade corporate bonds of companies from diversified U.K. industries. 

Investments in real estate represent holdings in a U.K. unitized fund that owns and manages U.K. industrial and commercial real estate with a 
strategy of  earning current rental income and achieving capital growth. The fair value measurement of  the fund is based upon a net asset value 
per share, which is based on the value of underlying properties that are independently appraised in accordance with Royal Institution of 
Chartered Surveyors valuation standards at least annually with quarterly valuation updates based on recent sales of similar properties, leasing 
levels, property operations and/or market conditions. The fund may be subject to redemption restrictions in the unlikely event of a large forced 
sale in order to ensure other unit holders are not disadvantaged. 
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Expected Cash Flows - US.  Defined Benefit Plans (PPL) 

DPL's U S .  defined benefit plans have the option to utilize available prior year credit balances to meet current and future contribution 
uirements. However, PPL contributed $207 million to its U.S. pension plans in January 2012 to meet minimum funding requirements. 

PPL. sponsors various non-qualified supplemental pension plans for which no assets are segregated from corporate assets. PPL expects to make 
approximately $28 million of benefit payments under these plans in 2012. 

PPL is not required to make contributions to its other postretirement benefit plans but has historically funded these plans in amounts equal to the 
postretirement benefit costs recognized. Continuation of  this past practice would cause PPL to contribute $28 million to its other postretirement 
benefit plans in 20 12. 

The following benefit payments, which reflecf expected future service, as appropriate, are expected to be paid and the following federal subsidy 
payments are expected to be received b y  the separate plan trusts. 

Other Postretirement 
Expected 

Benefit Federal 
Pension Payment Subsidy 

2012 
2013 
2014 
2015 
2016 
201 7-2021 

$ 205 $ 50 $ 1 
192 53 I 
203 57 1 
217 59 1 
229 62 I 

1,384 348 4 

(PPL Energy Supply) 

The PPL Montana pension plan has the option to utilize available prior year credit balances to meet current and future contribution 
requirements. However, PPL. Montana contributed $4 million to the plan in January 201 2 to meet minimum funding requirements 

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid by the separate plan trusts. 

2012 
2013 
2014 
2015 
2016 
20 I 7-202 I 

Other 
Pension Postretirement 

$ 3 %  2 
4 2 
5 2 
6 2 
6 3 

44 I4 

(LXE) 

LKE's defined benefit plans have the option to utilize available prior year credit balances to meet current and future contribution 
requirements. However, LKE contributed $53 million to its pension plans in January 20 12. 

L.KE sponsors various non-qualified supplemental pension plans for yhich no assets are segregated from corporate assets. LKE expects to make 
$2 million o f  benefit payments under these plans in 2012. 

LKE is not required to make contributions to its other postretirement benefit plan but has  historically funded this plan in amounts equal to the 
postretirement benefit costs recognized. Continuation of this past practice would cause LKE to contribute $1 3 million to its other postretirement 
benefit plan in 2012. 

The following bcnefit payments, which reflect expected future service, as appropriate, are expected to be paid and the following federal subsidy 
payments are expected to be received by the separate plan trusts. 
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2012 
2013 
2014 
2015 
2016 
2017-2021 

Other Postretirement 
Expected 

Benefit Federol 
Pension Payment Subsidy 

$ 54 $ 14 $ 1 
53 15 
55 15 1 
51 16 
61 16 1 

374 86 3 

(LG'&E) 

LG&E's defined benefit plan has the option to utilize available prior year credit balances to meet current and future contribution 
requirements. However, L.G&E contributed $13 million to its pension plan in January 2012. 

T h e  following benefit payments, which reflect expected future service, as appropriate, are expected to be paid by the separate plan trust 

2012 
2013 
2014 
2015 
2016 
201 7 - 2021 

Pension 

$ 15 
15 
15 
15 
15 
90 

Expected Cash Flows - U.K. Pension Plans (PPL.) 

The pension plans of WPD are subject to formal actuarial valuations every three years, which are used to  determine funding 
requirements. Future contributions for PPL, WW were evaluated in accordance with the latest valuation performed as of March 31, 2010, in 

spect of PPL WW's principal pension scheme, to determine contribution requirements for 2012 and forward. Future contributions for PPL, 
,/EM are based on the assumption that a valuation had occurred as of March 31, 2010, and the deficit repair plan was settled on a similar 

basis. WPD expects to make contributions of approximately $161 million in 2012. PPL WW and PPL, WEM are currently permitted to recover 
in rates approximately 75% of their deficit funding requirements for their primary pension plans. 

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid by the separate plan trusts. 

2012 
2013 
2014 
2015 
2016 
201 7-202 I 

Pension 

$3 354 
357 
36.3 
37 I 
315 

1,987 

(PPL, PPL Energy Supply, PPL Electric and LKE) 

Savings Plans 

Subslantially all employees of PPL's domestic subsidiaries are eligible to participate in deferred savings plans (401 (k)s). Employer contributions 
to the plans were as follows. 

201 1 2010 2009 

PPL 
PPL Energy Supply 
PPI. Electric 

$ 31 $ 23 $ 17 
I I  10 10 
5 4 4 
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Successor Predecessor 
Two Months I Yen Months 

Year Ended Ended 
October 31, December 31, 

2010 2009 

$ 9 $  1 1  
4 5 
4 5 

LKE 
L.G&E 
KU 

Year Ended Ended 
December 31, December 31, 

201 1 2010 

$ I 1  $ 2 
5 1 
6 1 

The increase for PPL, in 201 1 and 2010 is primarily the result of PPL's acquisition of LKE and the employer contributions related to the 
employees of that  company and its subsidiaries under their existing plans. 

(PPL. PPL Energy Sipply and PPL. Electric) 

Employee Stock Ownership Plan 

Certain PPL subsidiaries sponsor a non-leveraged ESOP in which substantially all domestic employees, excluding those of PPL Montana, LKE 
and the mechanical contractors, are enrolled on the first day of the month following eligible employee status. Dividends paid on ESOP shares 
are treated as ordinary dividends by PPL,. IJnder existing income tax laws, PPL is permitted to deduct the amount of those dividends for income 
tax purposes a n d  to contribute the resulting tax savings (dividend-based contribution) to the ESOP. 

The dividend-based contribution is used to buy shares of PPL's common stock and is expressly conditioned upon the deductibility of the 
contribution for federal income tax purposes. Contributions to the ESOP are allocated to eligible participants' accounts as of the end of each 
year, based 75?6 on shares held in existing participants' accounts and 25% on the eligible participants' compensation. 

Compensation expense 
conlribution t a x  savings and had no impact on PPL,'s earnings. 

PPL, shares within the ESOP outstanding at December 31, 201 1 were 7,867,977 or 1% of total common shares outstanding, and are included in 
all EPS calculations. 

ESOP contributions was $8 million in 201 1,2010 and 2009. These amounts were offset b y  the dividend-based 

-' ?paration Benefits 

Certain PPL subsidiaries provide separation benefits to eligible employees. These benefits may be provided in the case of separations due to 
performance issues, loss of job related qualifications or organizational changes. Certain employees separated arc eligible for cash severance 
payments, outplacement services, accelerated stock award vesting, continuation of group health and welfare coverage, and enhanced pension and 
postretirement medical benefits. The type and amount of benefits provided is based upon age, years of service and the nature of the 
separation. Separation benefits are recorded when such amounts are probable and estimable. 

In February 2009, PPL, announced workforce reductions that rcsulted in the elimination of approximately 200 management and staff positions 
across PPL's domestic operations, or approximately 6% of PPL's non-union, domestic workforce. The charges noted below consisted primarily 
of enhanced pension and severance benefits under PPL,'s Pension Plan and Separation Policy and were recorded primarily to "Other operation 
and maintenance" on the Statement of Income. 

As a result of the workforce reductions, PPL recorded a charge of $22 million ($13 million after tax) in 2009. 

PPL Energy Supply eliminated approximately SO management and  staff positions and recorded a charge of $13 million ($8 million after tax) in 
2009. Included in this charge was $8 million ($4 million after tax) of allocated costs associated with the elimination of employees of PPL 
Services. 

PPI., Elcctric climinated approximately SO management and staff positions and recorded a charge of $9 million (SS million afler tax) in 
2009. Included in this charge was $3 million ($1 million after tax) of allocated costs associated with the elimination of employees of PPL 
Services. 

Separation benefits were not significant in 2010. 

See Note 10 for separation benefits recorded in 201 1 in connection with a reorganization following the acquisition of WPD Midlands. 
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(PPL, PPL, Energy Supply, PPL Eleclric and L,KE) 

Yealth Care Reform 

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

Beginning in 2013, provisions within Health Care Reform eliminate 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 2010: 

E PPL decreased deferred tax assets by $13 million, increased regulatory assets by $9 million, increased deferred tax liabilities b y  $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. 

E 

Other provisions within Health Care Reform that apply to PPL and its subsidiaries include: 

E 

E 

E 

an excise tax, beginning in 201 8, imposed on high-cost plans providing health coverage that exceeds certain thresholds; 
a requirement to extend dependent coverage up to age 26; and 
broadening the eligibility requirements under the Federal Black Lung Act. 

PPL, and its subsidiaries have evaluated the provisions of Health Care Reform and have included the applicable provision in the valuation of 
those benefit plans that are impacted. The inclusion of the various provision of Health Care Reform did not have a material impact on the 
financial stztements. PPL, and its subsidiaries will continue to monitor the potential impact of any changes to the existing provisions and 
implementatien guidance related to Health Care Reform on their benefit programs. 

14. Jointly Owned Facilities 

(PPL, PPL Energy Supply, LKE, L,G&E and KU) 

‘ t December 3 1,201 1 and 2010, the Balance Sheets reflec 

IY’L 
QeeemberJI, 201-1 
Generating Plants 

Susquehanna 
Conemaugh 
Keystone 
Trimble County Units 1 & 2 

Merrill Creek Reservoir 

December 3_1,2010 
Generating Plants 

Susquehanna 
Conemaugh 
Keystone 
Trimble County Units I & 2 

Merrrll Creek Reservoir 

- PPL -- Ener&upp?y 
December 31,.2B! 1 
Generating Plants 

Susquehanna 
Conemaugh 
Keystone 

Merrill Creek Reservoir 

the owned interests in th facilities listed below. 

Construction 

in Progress 
Ownership Other Arcumulnted Work 

Interest Electric Plnut Property Depreciation 

9000% $ 4,608 
16 25?4 233 
12.34% 198 
75 00% 1,245 
8.37% $ 

90.00% $ 
16.25% 
12.34% 

8.37% 
75.00% 

90.00% $ 
16.25% 
12.34% 
8.37% 

4,553 
213 
I96 
352 

$ 

4,608 
233 
I98 

$ 

22 

22 

22 

$ 3,496 $ 
115 
69 
61 
15 

$ 3,487 $ 
106 
60 
10 
15 

3,496 $ 
I I5 
69 
15 

42 
14 
3 

35 

19 
I I  
2 

907 

42 
14 
3 
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Construction 

:cr,m_b3L,1010 
xnerating Plants 

Susquehanna 
Conemaugh 
Keystone 

Merrill Creek Reservoir 

LKE 
Decembsr-3L2011 
Generating Plants 

Trimble Couiny h i t  1 
Trimble County Unit 2 

Decembw22,20M3 
Generating Plants 

Trimble County Unit 1 
Trimble County Unit 2 

.....-.. LC&-E 
Dece!!~b~3l.,?Oll 
Generating Plants 

Trimble County Units 7-10 (a) 
E.W. Brown Units 6-7 (a) 
Trimble County Units 5-6 (a) 
Paddy's Run Unit 13 & E.W. Brown Unit 5 (a) 
Trimble County Unit 1 
Trimble County lJnit 2 

D.e&mber&?Q!-!! 
Generating Plants 

Trimble County Units 7-10 (a) 
E.W. Brown Units 6-7 (a) 
1-rimble County Units 5-6 (a) 
Paddy's Run Unit 13 & E.W. Brown Unit 5 (a) 
Trimble County Unit 1 
'Trimble County Unit 2 

.J 
Decem bcrJ1,Bl-l 
Generating Plants 

.- 

Trimble County Units 7-10 (a) 
E.W. Brown Units 6-7 (a) 
Trimble County Units 5-6 (a) 
Paddy's Run Unit 13 & E.W. Brown Unit 5 (a) 
Trimble County Unit 2 

DcKmbE3.!* 20 ! u 
Generating Plants 

Trimble County Units 7-10 (a) 
E.W. Brown Units 6-7 (a) 
Trimble County Units 5-6 (a) 
Paddy's Run Unit 13 & E.W. Brown Unit 5 (a) 
Trimble County Unit 2 

Otlier Accumulated Work 
Ownership Property Depreciation in Progress Interest Electric Piant 

90.00% $ 
16.25% 
12.34% 
8.37% 

75.00% $ 
75.00% 

75.00% $ 
75.00% 

37.00% $ 
38.00% 
29.00% 
5.3 .OO% 
75 00% 
14.25% 

37.00% $ 
38 00% 
29.00% 
53.00% 
75.00% 
l4"25% 

63.00% $ 
62.00% 
7 1 .OO% 
47.00% 
60.75% 

63.00% $ 
62 00% 
7 1 .OO% 
47 00% 
60.75% 

4,553 
213 
196 

$ 

297 
948 

288 
64 

64 
39 
31 
44 

297 
190 

63 
39 
26 
44 

288 
2 

109 
64 
66 
39 

758 

I07 
64 
64 
39 
62 

$ 3,487 $ 
106 
60 

22 15 

$ 19 $ 
42 

9 %  
1 

4 $  
3 
1 
2 

19 
7 

1 %  
2 

9 

6 %  
5 
2 
2 

35 

1 

I 9  
11 
2 

11 
24 

17 
890 

1 

5 
1 1  
7 

1 
1 
2 
4 

17 
187 

5 

4 
4 

17 

2 

3 
4 
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These jointly owned facilities at L,G&E and KU are entirely owned by LKE and thus are not jointly owned at the LKE or PPL level. (a) 

In addition to the interests mentioned above, PPL Montana has a SO% leasehold interest in Colstrip Units 1 and 2 and a 30% leasehold interest in 
Colstrip Unit 3 under operating leases. See Note 11 for additional information. At December 31,201 1 and 2010, Northwestern owned a 30% 
leasehold interest in Colstrip Unit 4. PPL Montana and Northwestern have a sharing agreement to govern each party's responsibilities regarding 
the operation of Colstrip Units 3 and 4 ,  and each party is responsible for 15% of the respective operating and construction costs, regardless of 
whether a particular cost is specified to  Colstrip LJnit 3 or 4. 

Each subsidiary owning these interests provides its own funding for its share of the facility. Each receives a portion of the total output of the 
generating plants equal to its percentage ownership. The share of fuel and other operating costs associated with the plants is included in the 
corresponding operating expenses on the Statements of Income. 
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15. Commitments and Contingencies 

ergy Purchases, Energy Sales and Other Commitments 

Energy Purchase Commitments 

(PPL and PPL Energy Supply) 

P P L  Energy Supply enters into long-term purchase contracts to supply the fuel requirements and other costs o f  production for generation 
facilities. These contracts include commitments to purchase coal, emission allowances, limestone, natural gas, oil and nuclear fuel. These long- 
term contracts extend through 2023, with the exception 3f a limestone contract that extends through 2030. PPL Energy Supply also enters into 
long-term contracts for the storage and transportation of natural gas. The long-term nstural gas storage contracts extend through 201 5, and the 
long-term natural gas transportation contracts extend through 2032. PPL, Energy Supply has entered into long-term contracts to purchase power 
that extend through 2017, with the exception of long-term power purchase agreements for the full output o f  two wind farms that extend through 
2027. Additionally, PPL Energy Supply has entered into REC contracts that extend through 2038. 

In 2008, PPL, EnergyPlus acquired the rights to an existing long-term tolling agreement associated with the capacity and energy of 
Ironwood. Under the agreement, PPL EnergyPlus has control over the plant's dispatch into the electricity grid and supplies the natural gas 
necessary to operate the plant. The tolling agreement extends through 2021. See Note 1 I for additional information. 

(PPl., LIKE, LG&E and KU) 

L.G&E and KU have a power purchase agreement with OVEC, extended in February 201 ! to June 2040. FERC approval of  the extension was 
received in May 20 I 1, followed by KPSC and VSCC approvals in August 201 1 I 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 indebtedness as well as shortfall amounts in certain exccss decommissioning costs and other post-employment and post-retirement 
benefit costs other than pension. LKE's proportionate share of OVEC's outstanding debt was $ 1  I7 million at December 3 I ,  20 1 1, consisting of 
LG&E's share of $81 million and KU's share of $36 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: 

LC&E K U  Totnl 

LO12 
201 3 
2014 
2015 
2016 
T herea fier 

$ 20 $ 9 %  29 
21 9 30 
21 9 30 
21 10 31 
22 IO 32 

595 264 859 
$ 700 $ 311 $ 1,011 

In addition, LG&E and KLJ had total energy purchases under the OVEC power purchase agreement for the periods ended as follows: 

L.G&E 
KU 
Total 

Successor 
'Two Months 

December .31, December 31, 
201 I 201 0 

$ 22 $ 4 

Year Ended Ended 

$ 32 $ 6 

Predecessor 
'Ten Months 

October 31, December 31, 
Ended Year Ended 

2010 2009 

$ 17 $ 19 
7 8 

$ 24 $ 27 

L.G&E and K U  enter into purchase contracts to supply the coal and natural gas requirements for generation facilities and LG&E's gas supply 
operations. The coal contracts extend through 2016 and the natural gas contracts extend through 201 3. LG&E and KU also enter into contracts 
for other coal related consumables, coal transportation and fleeting services, which 
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expire at different time periods through 2018. LG&E and KU also have transportation contracts for natural gas that extend through 2018. 

[PPL and PPL Eleclric) 

2009, the PlJC approved PPL Electric's PLR energy procurement plan for the period January 201 1 through May 2013. To date, PPL Electric 
has conducted ten of its 14 planned competitive solicitations. The solicitations include a mix of long-term and short-term purchases ranging 
from live months to ten years to fulfill PPL Electric's obligation to provide for customer supply as a PLR. 

(PPL Energy Siipply and PPI. Electric) 

See Note 16 for information on the power supply agreements between PPL EnergyPlus and PPL Electric. 

Energy Sales Commitments 

(PPL arid PPL Energy Supply) 

In connection with its marketing activities or hedging strategy for its power plants, PPL Energy Supply has entered into long-term power sales 
contracts that extend through 2024, excluding long-term retail sales agreements for the full output from solar generators that extend through 
2036. 

(PPL Energy Szipply and PPL, Electric) 

See Note 16 for information on the power supply agreements between PPL EnergyPlus and PPL Electric. 

_____-- PPL Montana ._- ___ Hydroelectric Licrnse Commitments (PPL and PPL Energy Supply) 

PPL, Montana owns and operates 1 1  hydroelectric facilities and one storage reservoir licensed by the FERC under long-term licenses pursuant to 
the Federal Power Act. Pursuant to Section 8(e) of the Federal Power Act, the FERC approved the transfer from Montana Power to PPL 
Montana of all pertinent licenses in connection with the Montana Asset Purchase Agreement. 

The Kerr Dam Project license (50-year term) was jointly issued by the FERC to Montana Power and the Confederated Salish and Kootenai 
Tribes of the Flathead Nation in 198.5, and requires PPL Montana (as successor licensee to Montana Power) to hold and  operate the project for at 

1st 30 years (to 201.5). Between 201.5 and 202.5, the tribes have the option to purchase, hold and operate the project €or the remainder of the 
.;ense term, which expires in 203.5. PPL Montana cannot predict if and when this option will be exercised. The license also requires PPL 

Montana to continue to implement a plan to mitigate the impact o f  the Kerr Dam on fish, wildlife and their habitats. Under this arrangement, 
PPL Montana has  a remaining commitment to spend $8 million between 2012 and 201 5 ,  in addition to the annual rent it pays to the tribes. 

PPL, Montana entered into two Memoranda of  Understanding (MOlJs) with state, federal and private entities related to the issuance in 2000 of 
the FERC renewal license for the nine dams comprising the Missouri-Madison project, The MOUs are periodically updated and renewed and 
require PPL Montana to implement plans to mitigate the impact of its projects on fish, wildlife and their habitats, and to  increase recreational 
opportunities. The MOUs were created to maximize collaboration between the parties and enhance the possibility to receive matching funds 
from relevant federal agencies. LJnder these arrangements, PPL Montana has a remaining commitment to spend $32 million between 2012 and 
2040. 

Legal Matters 

(PPL, PPL Energy Stcpply, PPL Eleclric, LKE, L G d E  and KIJ) 

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

TC2 Construction (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), 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 
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the project, according to designated specifications, terms and conditions. The contract price and its components are subject to a number of 
potential adjustments which may serve to increase or decrease the ultimate construction price. During 2009 and 2010, the TC2 Owners received 
ceveral contractual notices from the TC2 construction contractor asserting historical force majeure and excusable event claims for a number of 

ustments to the contract price, construction schedule, commercial operations date, liquidated damages or other relevant provisions. in 
.,pteniber 2010, the TC2 Owners and the construction contractor agreed to a settlement to resolve the force majeure and excusable event claims 

occurring through July 201 0, under the TC2 construction contract, which settlement provided for a limited, negotiated extension of the 
contractual commercial operations date andor relief from liquidated damage calculations. With limited exceptions, the TC2 Owners took care, 
custody and control o f  TC2 in January 201 1. Pursuant to certain amendments to the construction agreement, the contractor will complete 
modifications to the combustion systeni prior to certain dates to allow operation of TC2 on all specified fuels categories. The provisions ofthe 
construction agreement rclating to liquidated damages were also amended. In September 201 I ,  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 itre still under discussion with the contractor. PPL, LKE, LG&E and KU cannot currently 
predict the outcome of this mgtter or the potential impact on the capital costs of thts project. 

(P PL. and P P L, Energy Supply) 

Spent NucLe_arEudLitigation 

Federal law requires the U.S. government to provide for the permanent disposal of commercial spent nuclear fuel, but there is no definitive date 
by which a repository will be operational. As a result, it was necessary to expand Susquehanna's on-site spent fuel storage capacity. To support 
this expansion, PPL. Susquehanna contracted for the design and construction ofa  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 Susqiiehanna to accommodate spent fuel discharged through approximately 20 17 under current operating conditions. If necessary, on- 
site dry cask storage capability can be expanded, assuming appropriate regulatory approvals are obtained, such that, together, the spent fuel pools 
and the expanded dry fuel storage facilities will accommouate all of the spent fuel expected to be discharged through the current licensed life of 
each unit. 2042 for Unit 1 and 2044 for Unit 2. 

In 1996, the 1J.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 h e 1  on or bcfore January 31, 1998. In 1997, the D.C. Circuit Court ruled 
that the contracts between the utilities and the DOE provide a potentially adequate remedy ifthe DOE failed to begin accepting spent nuclear 
fuel by January 31, 1998. The DOE did not, in fact, begin to accept spent nuclear fuel by that date. The DOE continues to contest claims that its 

:ach of contract resulted in recoverable damages. In January 2004, PPL. Susquehanna filed suit in the IJ.S. Court of Federal Claims for 
ispecified damages suffered as a result of the DOE'S breach of its contract to accept and dispose of spent nuclear filel. In May 201 1, the parties 

entered into a settlement agreement which resolved all claims of PPL Susquehanna through December 201.3. Under the setllement agreement, 
PPL Susquchanna received $50 million for its share of claims to recover costs to store spent nuclear fuel at the Susquehanna plant through 
September 30,2009, and recognized a credit to "Fuel" expense in the second quarter of 201 1" PPL Susquehanna also will be eligible to receive 
payment of annual claims for allowed costs, as set forth in the settlement agreement, that are incurred thereafter through the December 3 I ,  2013 
termination date of the settlement agreement. In exchange, PPL, Susquehanna has waived any claims against the lJnited States government for 
costs paid or injuries sustained related to storing spent nuclear fuel at the Swquehanna plant through December 31, 201 3. 

--I Montana - ~ -- Hydroelectric Litiga1h-n 

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 of an earlier 
federal lawsuit seeking such compensation in the U S .  District Court of Montana. The federal lawsuit alleged that the beds of Montana's 
navigable rivers became state-owned trust property upon Montana's admission to statehood, and that the use of them should, under a 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 it was not seeking compensation for the 
period prior to PPL Montana's December 1999 acquisition of the hydroelectric facilities. 

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

Following an October 2007 trial of this matter on damages, in June 2008, the Montana District Court awarded the State retroactive compensation 
npproximately $35 million for the 2000-2006 period and approximately $6 million for 2007 compensation. Those unpaid amounts continued 
accrue interest at 10% per year The Montana District Court also deferred determination of compensation for 2008 and future years to the 

Montana State Land Board. In October 2008, PPL. Montana appealed the decision to the Montana Supreme Court, requesting a stay of judgment 
and a stay of the Land Board's authority to assess compensation for 2008 and future periods. 

In 2009, PPL, Montana adjusted its previously recorded accrual by $8 million, $5 million after tax. Ofthis  total, $5 million, $3 million after tax, 
related to prior periods In March 2010, 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 charge o f  $56 million ($34 million after tax or $0.08 per share, basic and diluted, 
for PPL), representing estimated rental compensation for the first quarter o f 2 0  10 and prior years, including interest. Rentak compensation was 
estimated for periods subsequent to 2007. The  portion of the  pretax charge that related to prior years totaled $54 million ($32 million after 
tax). The charge recorded on the Statement of Income was $49 million in "Other operation and maintenance" and $7 million in "Interest 
Expense." PPL Montana continued to accrue interest expense for the prior years and rent expense for the subsequent years. 

In August 2010, PPL. Montana filed a petition for a writ of  certiorari with the U.S. Supreme Court requesting review of this matter. In June 
201 I ,  the U.S Supreme Court granted PPL. Montana's petition. Oral argument was held in December 201 1 and on February 22,2012, the U.S. 
Supreme Court issued a decision overturning the Montana Supreme Court decision and remanded the case to the Montana Supreme Court for 
further proceedings consistent with the U S. Supreme Court's opinion. As a result, PPL Montana reversed its total loss accrual of $89 million 
($53 million after-tax or $0.09 per share, basic and diluted for PPL), which had been recorded prior to the [ J S ~  Supreme Court decision. The 
amount reversed was recorded on the Statements oflncome as a $75 million credit to "Other operation and maintenance" and a $14 million 
credit to "Interest Expense." PPL Montana believes the U.S. Supreme Court decision resolves certain questions of liability in this case in favor 
of PPL Montana and leaves open for reconsideration by Montana courts, consistent with the findings of the U.S. Supreme Court, certain other 
questions. The State a ~ f  Montana has 30 days from February 22,2012 to petition the U S .  Supreme Court for a rehearing. PPL Montana has 
concluded i t  is no longer probable, but it remains reasonably possible, that a loss has been incurred. While unable to estimate a :unge of loss, 
PPL, Montana believes that any such amount would not be material. 

- _  Bankruptcy-ofSoKthern __ Man&in_a_E!eclric Generation and Tr3-Egmission CooErajjv_e, Inc. 

On October 2 1, 20 I 1, SMGT, a Montana cooperative and purchaser of electricity under a long-term supply contract with PPL, EnergyPlus 
expiring in June 2019 (SMGT Contract), filed for protection under Chapter 1 1  of the U S .  Bankruptcy Code in the U.S. Bankruptcy Court in 

mtana. At the time of the bankruptcy filing, SMGT was PPL EnergyPlus' largest customer. 

The SMGT Contract provides for fixed volume purchases on a monthly basis at established prices. A trustee has been appointed for SMGT's 
estate in the bankruptcy proceeding, and PPL, EnergyPlus has been involved in preliminary discussions with the trustee concerning possible 
modifications to the SMGT Contract as part of the bankruptcy reorganization. Pursuant to a court order and subsequent stipulations entered into 
by SMGT and PPL EnergyPlus, since the date of its Chapter 11 filing through January 2012, SMGT continued to purchase electricity from PPL, 
EnergyPlus at the price specified in the SMGT Contract, and has made timely payments for such purchases, but at lower volumes than as 
prescribed in the SMGT Contract. During January 2012, the trustee notified PPL EnergyPlus that SMGT would not purchase electricity under 
the SMGT Contract for the month of February In addition, the trustee requested PPL EnergyPlus to leave the SMGT Contract in place to permit 
SMGT to purchase electricity in the event its requirements were not met by third-party providers from whom the trustee intends to purchase 
power on behalf of SMGT, at prices more favorable than under the SMGT Contract, for future periods. PPL EnergyPIus is evaluating the 
trustee's request. 

PPL EnergyPlus' damage claim under the SMGT Contract totaled approximately $1 1 million at  December 3 1, 201 1, all of  which has been fully 
reserved. No assurance can be given as to the collectability of these damages. 

At the present time, PPL cannot predict whether SMGT will be successful in its attempts to reorganize its business under Chapter 1 1 of the U.S. 
Bankruptcy Code or the extent to which the SMGT Contract may be modified as part of a successful Chapter 11 reorganization and, in either 
case, PPL cannot presently predict the extent to which it  will be able to market to third parties any amount of  power that SMGT ultimately does 
not continue to purchase from PPL EnergyPlus. 

Regulatory Issues 

(PPL, PPL Elecrr-ic, LKE, LG&E and KII) 

See Note 6 for information on regulatory matters related to utility rate regulation. 
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- Enactment - -- -- _-_I_ of Financial - Reform Leeislation (PPL,, PPL, Energy Supply, PPL, Eleclric, LKE, LG&E and KU) 

'q July 2010, the Dodd-Frank Act was signed into law. The  Dodd-Frank Act includes provisions that impose derivative transaction reporting 
iiirements and require most over-the-counter derivative transactions to be executed through an exchange and  to be centrally cleared. The 
dd-Frank Act also provides that the CFTC may impose collateral and margin requirements for over-the-counter derivative transactions, as 

well as capital requirements for certain entity classifications. Final rules on major provisions in the Dodd-Frank Act are being established 
through rulemakings, and the CFTC generally has postponed implementation until the later of July 16,2012 or when required key final rules are 
issued (e.g. definitional rules for "swap" and "swap dealer"). In order to comply with implementing regulations of the Dodd-Frank Act, the 
Registrants likely will be faced with significant new recordkeeping and reporting requirements. Also, the Registrants could face significantly 
higher operating costs or may be required to post additional collateral if they are subject to margin requirements as ultimately adopted in the 
implementing regulations of the Dodd-Frank Act. The Registrants will continue to evaluate the provisions of the Dodd-Frank Act. At this time, 
the Registrants cannot predict the impact that the law or its implementing regulations will have on their Scsinesses or operations, or the markets 
in which they trarlssst business, but could incur material costs related to compliance with the Dodd-Frank Act. 

New Jersey CapacityLegbla&on_ (PPL. PPL Energy Siipply and PPL Electric) 

In January 201 1, New Jersey enacted a law that intervenes in the wholesale capacity market exclusively regulated by the FERC: S. NO. 2381, 
214th Leg. (N.J. 201 I )  (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 (BPIJ), to certain new generators participating in PJM, with the ultimate costs of 
that guarantee to be borne by New Jersey ratepayers. PPL believes the intent and effect of the LCAPP is to encourage the construction of new 
generation in New Jersey even when, under the FERC-approved PJM economic model, such new generation would not be economic. The Act 
could depress capacity prices in PJM in the short term, impacting PPL, Energy Supply's revenues, and harm the long-term ability of the PJM 
capacity market to inccnt necessary generation investment throughout PJM. In February 201 1, the PJM Power Providers Group (P3), an 
organizatioa 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 :';om 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 I ,  the FERC issued an order granting in part and denying in part P3's complaint and 
ordering changes in PJM's capacity rules consistent with a significant portion of P3's requested changes. PPL, PPL Energy Supply and PPL, 
Electric cannot predict the outcome of this proceeding or the economic impact on their businesses or operations, or the markets in which they 
transact business. 

'rl addition, in February 201 1, PPL, and several other generating companies and utilities filed a complaint in  U.S. District Court in New Jersey 
Illenging the Act on the grounds that it violates well-established principles under the Supremacy Clause and the Commerce Clause of  the U.S. 
astitution. In this action, the plaintiffs request declaratory and injunctive relief barring implementation of the Act by the Commissioners of 

the BPU. In October 201 1, the court denied the BPIJ's motion to dismiss the proceeding and the litigation is moving forward. 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. 

Pacific Northwest Markeh- (PPL and PPL Energy Supply) 

Through its subsidiaries, PPL Energy Supply made spot market bilateral sales of power in the Pacific Northwest during the period from 
December 2000 through June 2001. Several parties subsequently claimed refunds at FERC as a result of these sales. In June 2003, the FERC 
terminated proceedings to consider whether to order refunds for spot market bilateral sales made in the Pacific Northwest, including sales made 
by PPL Montana, during the period December 2000 through June 2001 I In August 2007, the U.S. Court of Appeals for the Ninth Circuit 
reversed the FERC's decision and ordcrecl the FERC to consider additional evidence. In October 201 1, FERC initiated proceedings to consider 
additional evidence 

Although PPL and its subsidiaries believe that they have not engaged in any improper trading or marketing practices affecting the Pacific 
Northwest markets, PPL. and PPL, Energy Supply cannot predict the outcome of the above-described 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 
Energy Supply cannot estimate a range of reasonably possible losses, if any, related to this matter. 
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(PF'L,, PPL. Energy Supply, PPL Electric, LKE, LC&E and KU) 

"ERC Market-Based Rate Authority 

November 1998, the FERC authorized LG&E and KU and, in December 1998, authorized PPL EnergyPIus to make wholesale sales of electric 
power and related products at market-based rates. In those orders, the FERC directed LG&E and KU and PPL EnergyPlus, respectively, to file 
an updated market analysis within three years after the order, and every three years thereafter. Since then, periodic market-based rate filings 
with the FERC have been made by LG&E, KIJ, 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 June 201 1, FERC approved PPL's market-based rate update for the Eastern region and PPL's market-based rate 
update for the Western region, Also, in June 201 1, PPL filed its market-based rate update for the Southeast region, including LG&E and KU in 
addition to PPL EnergyFius. In June 201 1, the FERC issupd an order approving LG&E's and KIJ's request for a determination that they no 
longer be deemed t o  have market power in the Big Rivers Electric Corporation balancing srea and removing restrictions on  their market-based 
rate authority in such region. 

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

The NERC is responsible for establishing and enforcing mandatory reliability standards (Reliability Standards) regarding the bulk power 
system. The FERC oversees this process and independently enforces the Reliability Standards. 

The Reliability Standards have the force and effect of law and apply t o  certain users of  the bulk power electricity system, including electric 

.,her means, civil penalty authority. Under the Federal Power Act, the FERC may assess civil penalties of up to $ I  million 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, K U  , PPL, Electric and certain subsidiaries of  PPL Energy Supply monitor their compliance with the Reliability Standards and continue 
to self-report potential violations of certain applicable reliability requirements and submit accompanying mitigation plans, as required. The 
resolution of a number of potential violations is pending. Any regional reliability entity determination concerning the resolution of violations of 
the Reliability Standards remains subject to the approval of the NERC and the FERC. The Registrants cannot predict the outcome of these 
matters, and cannot estimate a range of reasonably possible losses, if any, other than the amounts currently recorded. 

In the course o f  implementing its program to ensure compliance with the Reliability Standards by those PPL, affiliates subject to the standards, 
certain other instances o f  potential non-compliance may be identified from time to time. 

lity companies, generators and marketers. The FERC has indicated it intends to vigorously enforce the Reliability Standards using, among 

Environmental Matters - Domestic 

(PPL, PPL, Energy Supph, PPL Electric, LKE, LG&E and 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. 
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(PPL, PPL, Energy Stlpply, LKE, LG&E and KU) 

iie Clean Air Act addresses, among other things, emissions causing acid deposition, installation of best available control technologies for new 
or substantially modified sources, attainment of national ambient air quality standards, toxic air emissions and visibility standards in the 
U.S. Amendments to the Clean Air Act requiring additional emission reductions have been proposed but are unlikely to be introduced or passed 
in this Congress. The Clean Air Act allows states to develop more stringent regulations and in some instances, as discussed below, Kentucky, 
Pennsylvania and Montana have done so. 

To comply with air-related requirements and other environmental requirements as described below, PPL's forecast for capital expenditures 
reflects a best estimate projection of expenditures that may be required within the next five years. Such projections are a combined $3.1 billion 
for LG&E and KU. These projections include $100 million for LG&E and $403 million for KU associated with currently approved ECR plans 
through 2013 to achieve emissions reductions and manage coal combustion residuals. The projections also include $1.4 billion for LG&E and 
$900 million for KIJ associated with the recently approved 201 1 ECR Plans for additional expenditures to comply with new clean air rules and 
manage coal combustion residuals and an additional $300 million for other environmental expenditures. Such projections for PPL Energy 
Supply are S 130 million. Actual costs (including capital, allowance purchases and operational modifications) may be significantly lower or 
higher depending on the final requirements and market conditions. Certain environmental compliance costs incurred by L,G&E and KU in 
serving KPSC jurisdictional customers are subject to recovery through the ECR. See Note 6 for additional information on LG&E and KU's ECR 
plan. 

CSAPR forinerly Clean Air Transport Rule) 

In July 20 1 I ,  the EPA signed the CSAPR, which finalizes and renames the Clean Air Transport Rule (Transport Rule) proposed in August 2010, 
an6 made revisions to the rule on  February 7,2012. 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 Iuly 2008. CAlK subsequently was effectively 
reinstated by the Court in December 2008, pending finalization of the Transport Rule. Like CAIR and the proposed Transport Rule, the CSAPR 
only applies to PPL,'s coal generation facilities located in Kentucky and Pennsylvania. 

The CSAPR is meant to facilitate attainment of ambient air quality standards for ozone and fine particulates by requiring reductions in sulfur 
dioxide and nitrogen oxides. The  CSAPR established new sulfur dioxide emission allowance cap and trade programs that are completely 
independent of, and more stringent than, the current Acid Rain Program. The CSAPR also established new nitrogen oxides emission allowance 

p and trade programs to replace the current programs. All trading is more restrictive than previously under CAIR. The CSAPR provides for 
,do-phased programs of sulfur dioxide and nitrogen oxide emissions reductions, with initial reductions in 2012 and more stringent reductions in 

20 14. 

In December 201 1, the Court stayed implementation of the CSAPR and left CAIR in effect pending a final resolution on the merits of the 
validity of the rule. Oral argument on the various challenges to the CSAPR is scheduled for April 2012, and a final decision on the validity of 
the rule could be released as early as May 2012. 

With respect to tile ICentucky coal-fired generating plants, the stay of the CSAPR will initially only impact the unit dispatch order. With the 
return of the CAIR and the Kentucky companies' significant number of sulfur dioxide allowances, those units will be dispatched with lower 
operating cost, but slightly higher sulfur dioxide and nitrogen oxide emissions. However, a key component of the Court's final decision, even if 
the CSAPR is upheld, will b e  whether the ruling delays the implementation of the CSAPR by one year for both Phases 1 and 11, or instead still 
requires the significant sulfur dioxide and nitrogen oxide reductions associated with Phase 11 to begin in 2014. LG&E's and KU's CSAPR 
compliance strategy is based on  over-compliance during Phase 1 to generate allowances sufficient to cover the expected shortage during the first 
two years of Phase I1 (2014 and 2015) when additional pollution control equipment will be installed. Should Phase I of the  CSAPR be shortened 
to one year, it will be more difficult and costly to provide enough excess allowances in one year to meet the shortage projected for 2014 and 
201s. 

PPL. Energy Supply's coal fired power plants can meet both the CAIR and the proposed CSAPR sulfur dioxide emission requirements with the 
existing scrubbers that went in-service in 2008 and 2009. For nitrogen oxide, under both the CAIR and the proposed CSAPR, PPL Energy 
Supply would need to buy allowances or make operational changes, the cost of which i s  not anticipated to be significant. 

National Ambient Air Qualiy 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 coal plants, including those in Montana, may face further reductions in sulfur dioxide and 
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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 that meet those' 
"tandards and areas that are in non-attainment. For non-attainment areas, states are required to develop plans by 2014 to achieve attainment by 

17. For areas in attainment or that are unclassifiable, states are required to develop maintenance plans by mid-2013 that demonstrate 
..~ntinued attainment. PPL, PPL Energy Supply, L,KE, LG&E and KU anticipate that some of the measures required for compliance with the 
CSAPR such as upgraded or new sulfur dioxide scrubbers at some of their plants or, in the case of LG&E and KU, upgraded or new sulfur 
dioxide scrubbers at the Mill Creek plant and retirement of  the Cane Run, Green River, and Tyrone plants, will also be necessary to achieve 
compliance with the new one-hour sulfur dioxide standard. If additional reductions were to be required, the economic impact could be 
significant. 

Mercury and Ofher Hazardous Air PoNirfants 

In May 201 I ,  the EPA published a proposed regulation providing for stringent reductions of mercury and other hazardous air pollutants. On 
February 16,201 2, the EPA published the final rule, known as the Mercury and Air Toxics Standards (MATS), with an effective date of April 
16,2012. The rule provides for a three-year compliance deadline with the potential for a one-year extension as provided under the 
statute. Based on their assessment of the need to install pollution control equipment to meet the provisions of the proposed rule, LG&E and KU 
filed requests with the KPSC for environmental cost recovery to facilitate moving forward with plans to install environmental controls including 
sorbent injection and fabric-filter baghouses to remove certain hazardous air pollutants. Recovery of the cost of certain controls was granted by 
KPSC order issued in December 201 1 The cost for these controls is reflected in the combined costs of $3.1 billion for LG&E and KIJ noted 
under "Air" above L.G&E and KU have also announced the anticipated retirement of coal fired generating units at the Cane Run, Green River, 
and Tyrone plants and have filed requests with the KPSC for replacement of those units with natural gas-fired generating units to be constructed 
or purchased. With the publication of the final MATS rule, L,G&E and KU are currently assessing whether changes in the final rule warrant 
revision of their approved compliance plans. With respect to PPL Energy Supply's Pennsylvania plants, PPL believes that these plants are 
reasonably well controlled and require installation ofchemical additive systems, the cost of which is not expected to be material. With respect to 
PPL Montana plants, modifications to the current air pollution controls inctalled on Colstrip may be required, the cost of which also is not 
expected to be material. Fo: the Corette plant, additional controls are being evaluated, the cost of which could be significant. PPL, Energy 
Supply, L.G&E and KU are continuing to conduct in-depth reviews of the MATS. 

Regional Haze and visibility 

In January 2012, the EPA proposed limited approval of the Pennsylvania Regional Haze State Implementation Plan. That proposed action would 
pssentially approve PPL's analysis that further particulate controls at PPL, Energy Supply's Pennsylvania plants are not warranted The limited 

proval docs not address deficiencies of the state plan arising from the remand of the CAlR rule. Previously, the EPA had determined that 
.nplemenlation of the CAlR requirements would meet regional haze BART (Best Available Retrofit Technology) requirements for sulfur 

dioxide and nitrogen oxides. In December 201 1, the EPA proposed that implementation of the CSAPR would also meet the BART. This is 
expected to address that deficiency. 

In Montana, the EPA Region 8 is developing the regional haze plan as the Montana Department of Environmental Quality declined to develop a 
BART state implementation plan at this time. PPL. submitted to the EPA its analyses of the visibility impacts o f  sulfur dioxide, nitrogen oxides 
and particulate matter emissions for Colstrip Units 1 and 2 and Corette. PPL's analyses concluded that further reductions are not warranted. The 
EPA responded to PPL.'s reports for Colstrip and Corette and requested further information and analysis. PPL completed further analysis and 
submitted addendums to its initial reports for Colstrip and Corette. In February 2009, PPL. received an information request for data related to the 
non-BART-affected emission sources ofColstrip Units 3 and 4. PPL. responded to this request in March 2009. 

In November 20 IO,  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 [Jnits 3 and 4. PPL. completed a high-level analysis of various control 
options to reduce emissions of sulfur dioxide and particulate matter fdr these units, and submitted that analysis to the EPA in January 201 I .  The 
analysis shows that any incremental reductions would not be cost effective and that further analysis is not warranted. PPL also concluded that 
further analysis for nitrogen oxides was not justifiable as these units installed controls under a Consent Decree in which the EPA had previously 
agreed that, when implemented, would satisfy the requirements for installing the BART for nitrogen oxides. The EPA is expected to issue a 
proposed Federal Implementation Plan for Montana in March 2012. Discussions with the EPA are ongoing with respect to this issue. 
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PPL a n d  PPL Energy Supply cannot predict whether any additional reductions in emissions wili be required in Pennsylvania or Montana. If 
additional reductions are required, the economic impact could be significant depending on what is required. 

'&E and KU also submitted analyses of the visibility impacts of their Kentucky BART-eligible sources to the Kentucky Division for Air 
..ality (KDAQ). Only LG&E's Mill Creek plant was determined to have a significant regional haze impact. T h e  KDAQ has submitted a 

regional haze state implementation plan (SIP) to the EPA which requires the Mill Creek plant to reduce its sulfuric acid mist emissions from 
Units 3 and 4. After approval of the  Kentucky SIP by the EPA and revision of the Mill Creek plant's Title V a i r  permit, LG&E intends to install 
sorbent injection controls at the plant to reduce sulfuric acid mist emissions. In the event that the EPA determines that compliance with the 
CSAPR would be insufficient to meet the BART requirements, it would be necessary for L.G&E and KU to reassess their planned compliance 
measures. 

New Source Review (NSR) 

The N S R  regulations require major new or modified sources of regulated pollutants to receive pre-construction and operating permits with limits 
that prevent the significant deterioration of air quality in areas that are in attainment of the ambient air quality standards for certain pollutants. 

The E P A  has continued its NSR enforcement efforts targeting coal-fired generating plants. The EPA has asserted that modification of these 
plants has increased their emissions and, consequently, that they are subject to stringent NSR requirements under the Clean Air Act. In April 
2009, PPL. received EPA information requests for its Montour and Brunner Island plants. The requests are similar to those that PPL received 
several years ago for its Colstrip, Corette and Martins Creek plants. PPL and the EPA have exchanged certain information regarding this 
matter. In January 2009, PPL and other companies that own or operate the Keystone plant in Pennsylvania received a notice of  violation from 
the EPA alleging that certain projects were undertaken without proper NSR compliance. PPL, and PPL Energy Supply cannot predict the 
outcome of these matters, and cannot estimate a range of  reasonably possible losses, if any. 

In addition, in August 2007, L.G&E and KU received informaticn requests for their Mill Creek, Trimble County, and Ghent plants, but have 
received no further communications from the EPA since providing their responses. PPL, LKE, L.CorE and KLJ cannot predict the outcome of 
these matters, and cannot estimate a range of reasonably possible losses, if any. 

In March 2009, KU received a notice alleging that KIJ violated certain provisions of the Clean Air Act's rules governing NSR and prevention of 
significant deterioration by installing sulfur dioxide scrubbers and SCR controls at its Ghent generating plant without assessing potential 
increased sulfuric acid mist emissions. KU contends that the work in question, as pollution control projects, was exempt from the requirements 
d e d  b y  the EPA. In December 2009, the EPA issued an information request on this matter. KU has exchanged settlement proposals and other 

-ormation with the EPA regarding imposition of additional permit limits and emission controls and anticipates continued settlement 
gotiations. In addition, any settlement or hture litigation could potentially encompass a September 2007 notice of violation alleging opacity 

violations at the plant. Depending on the provisions of a final settlement or the results of litigation, if any, resolution of this matter could involve 
significant increased operating and capital expenditures. PPL, LKE and KU cannot predict the final outcome ofthis matter, but currently d o  not 
expect such outcome to result in material losses above the respective amounts accrued by K1J. 

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

States and environincntal 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 Permil (PPL,, LKE, LG&E and KU) 

The Sierra Club and other environmental groups petitioned the Kentucky Environmental and Public Protection Cabinet to overturn the air permit 
issued for the TC2 baseload generating unit, but the agency upheld the permit in an Order issued in September 2007. In response to subsequent 
petitions by environmental groups, the EPA ordered certain non-material changes to the permit which were incorporated into a final revised 
permit issued by the KDAQ in January 2010. In March 2010, the environmental groups petitioned the EPA to object to the revised state 
permit. (Jntil 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 of this project, if any. 
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(PPL., PPL Energy Supply, LKE, LG&E and Kl.1) 

"lobal Climate Change 

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

Greenhouse Gas Legislation 

While climate change legislation was considered during the 11 lth Congress, the outcome of the 2010 elections has halted t h e  debate on such 
legislation in the current 112th Congress. The timing and elements of a n y  future legislation addressing GHG emission reductions are uncertain 
at this time. In the current Congress, legislation barring the EPA from regulating GHG emissions under the existing authority of  the Clean Air 
Act has been passed by the U.S. House of  Representatives, Various bills providing for barring or delaying the EPA from regulating GHG 
emissions have been introduced in the US. 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 G H G  legislation in the near term, and there are currently no prospects for 
such legislation in Kentucky or Montana. 

Greenhouse Gas Regirlations arid Torf Litigafion 

As a result of the April 2007 U S .  Supreme Court decision that the EPA has the authority to regulate GHG emissions from new motor vehicles 
under the Clean Air  Act, in April 2010, the EPA and the U S .  Department of Transportation issued new light-duty vehicle emissions standards 
that apply to 2012 model year vehicles. The EPA has also clarified that this standard triggers regulation ofGHG emissions from stationary 
sources under the h S R  and Title V operating pcrmit 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 the BACT permit limits for GHGs. The EPA recently 
proposed guidance for conducting a BACT analysis for projects that trigger such a review. In addition, New Source Performance Standards 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 in the future. 

2 t  the regional level, ten northeastem states signed a Memorandum of Understanding (MOIJ) agreeing to establish a GHG emission cap-and- 
de program, called the Regional Greenhouse Gas Initiative (RGGI). The program commenced in January 2009 and calls for stabilizing carbon 

oxide emissions, at base levels established in 200.5, from electric power plants with capacity greater than 3 MW. The MOU also provides for a 
10% reduction in carbon dioxide emissions from base levels by 2019. 

Pennsylvania has not  stated an intention to join the RGGI, but has enacted the Pennsylvania Climate Change Act of 2008 (PCCA). The PCCA 
established a Climate Change Advisory Committee to advise the PADEP on the development of a Climate Change Action Plan. In December 
2009, the Advisory Committee finalized its Climate Change Action Report which identifies specific actions that could result in reducing GHG 
emissions by 30% b y  2020. Some or the proposed actions, such as a mandatory 5% efficiency improvement at power plants, could be 
technically unachievable. To date, there have been no regulatory or legislative actions taken to implement the recommendations of the report. In 
addition, legislation has been introduced that would, if enacted, accelerate the solar supply requirements and restrict eligible solar projects to 
those located in Pennsylvania. PPL cannot predict at this time whether this legislation will be enacted. 

Eleven Western states, including Montana and certain Canadian provinces, are members of the Western Climate Initiative (WCI). The WCI has 
established a goal of reducing carbon dioxide emissions 15% below 200.5 levels by 2020 and is currently developing GHG emission allocations, 
offsets, and reporting recommendations. 

In November 2008, the Governor of Kentucky issued a comprehensive energy plan including non-binding targets aimed a t  promoting improved 
energy efficieficy, development of  alternative energy, development o f  carbon capture and sequestration projects, and other actions to reduce 
GHG emissions. In December 2009, the Kentucky Climate Action Plan Council was established to develop an action plan addressing potential 
GHG reductions and  related measures. To date the state has yet to issue a final plan. The impact of any such plan is not now dcterminable, but 
the costs to comply with the plan could be significant. 

A number o f  lawsuits have been filed asserting common law claims including nuisance, trespass and negligence against various companies with 
GHG emitting facilities, and the law remains unsettled on these claims. In September 2009, the 1J.S. 
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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 o f  New York, could sue five electric utility companies under federal common law for allegedly 
-awing a public nuisance as a result of their emissions oFGHGs. in June 201 1, the I JS .  Supreme Court overturned the lower court and held that 

:h 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. 
Jurt of  Appeals for the Fifth Circuit declined to overturn a district court ruling that plaintiffs did not have standing to pursue state common law 

claims against companies that emi t  GHGs. The complaint 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 petition to reverse the Court ofAppeals' ruling. In May 
201 1, the plaintiffs in the Comer case filed a substantially similar complaint in federal district court in Mississippi against 87 companies, 
including KU and three other indirect subsidiaries of  LICE, 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 outcome of 
this litigation or estimate a range of reasonably possible losses, if any. 

In 201 1, PPL's power plants emitted approximately 74 million tons of carbon dioxide compared with 68 million tons in 2010. The tmls  reflect 
36 million tons from PPL Generation and 38 million tons from L.G&E's and KU's generating fleet. All tons are IJ.S. short tons (2,000 Ibslton). 

Renewable Energy Legislation (PPL. arid PPL Energy Supply) 

There has been interest in renewable energy legislation at both the state and federal levels. At the federal level, House and Senate bills proposed 
in the 1 1 1 th Congress would have imposed mandatory renewable energy supply and energy efficiency requirements in the 15% to 20% range by 
approximately 2020. Earlier in 201 1, 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 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 energy 
mandates. These will need to be resolved before the impact c f  such requirements on PPL can be meaningfully estimated. Such uncertainties, 
among others, include the need to provide back-up supply to augment intermittent renewable generation, potential generation oversupply that 
could result from such renewable generation and back-up, impacts to PJM's capacity market and the need for substantial changes to transmission 
and distribution systems to accoinmodate 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 
% implement and comply with a n y  such requirements could be significant. 

Coal Conibiishn Residuals (CCRs) (PPL, PPL Energy Supply, LKE, LG&E and KlJ) 

In June 201 0, the EPA proposed two approaches to regulating the disposal and management of CCRs under the Resource Conservation and 
Recovery Act (RCRA). CCRs include fly ash, bottom ash and sulfur 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 ful l  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 and disposal o f  CCRs. 

The EPA has issued information requests on 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 information on CCR management practices at most of its plants in 
response to the EPA's requests. In addition, the EPA has conducted follow-up inspections to evaluate the structural stability of CCR 
management facilities at several PPL plants and PPL has implemented certain actions in response to recommendations from these inspections. 

The EPA is continuing to evaluate the unprecedented number of comments it received on its June 2010 proposed regulations. In October 201 1, 
the EPA issued a Notice of Data Availability (NODA) that requests comments on selected documents that 
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the EPA received during the comment period for the proposed regulations. Comments were submitted on the NODA in November 201 1 I In 
addition, the U S. House of  Representatives in October 201 1 approved a bill to modify Subtitle D of the RCRA to provide for the proper 
wmagement and disposal of CCRs and that would preclude the EPA from regulating CCRs under Subtitle C of the RCRA. The bill has been 

roduced in the Senate and the prospect for passage ofthis legislation is uncertain. In January 20 12, a coalition of environmental groups filed a 
,)-day notice o f  intent to sue the EPA for failure to perform nondiscretionary duties under RCRA, which could require a hard deadline for EPA 

to issue strict CCR regulations. In February 20  12, a CCR recycling company also issued a 60-day notice of intent to sue the EPA over its 
timeliness in issuing CCR regulations, but that company requests that the EPA take a Subtitle D approach that would allow for continued 
recycling of CCRs. 

PPL, PPL Energy Supply, LKE, LG&E and KU cannot predict at this time the final requirements of the EPA's CCR regulations or potential 
changes to the RCRA and what impact they would have on their facilities, but the economic impact could be significant. 

Marlins Creek Fly Ash Release (PPL and PPL Energy Supply) 

In 200.5, there was a release of approximately 100 million gallons ofwater containing fly ash from a disposal basin at the Martins Creek plant 
used in connection with the operation of the plant's two 150 M W  coal-fired generating units. This resulted in ash being deposited onto adjacent 
roadways and fields, and into a nearby creek a n d  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 Commonwealth Court against PPL, Marlins 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 lo 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. Subsequently, in August 201 1 the DEP submitted its National Resource Damage Assessment report to the court and 
to the intervenors. The intervenors have commented on the report and the PALM' and PPL recently filed separate responses with the court. The 
settlement agreement for the Natural Resources Damage Claim has not yet been submitted to the court or for public comments. 

Through December 31,201 1,  PPL Energy Supply has spent $28 million for remediation and related costs and an insignificant remcdiation 
liability remains on the balance sheet. PPL and  PPL Energy Supply cannot be certain ofthe outcome of the  natural resource damage assessment 
or the associated costs, the outcome of any lawsuit that may be brought by citizens or businesses or the exact nature of any other regulatory or 
qther legal actions that may be initiated against PPL,, PPL, Energy Supply or their subsidiaries as a result of the disposal basin release. However, 

'L and PPL Energy Supply currently do not expect such outcomes to result in material losses above the amounts currently recorded. 

Seepages and Groundwater Infiltration - Pennsylvania, Monlana and Kenlucky 

(PPL. PPL, Energy Supply, LKE, LG&E and KU) 

Seepages or groundwater infiltration have been detected at active and retired wastewater basins and landfills at various PPL plants. PPL has 
completed or is completing assessments of seepages or groundwater infiltration at various facilities and is working with agencies to implement 
abatement measures, where required. A range of reasonably possible losses cannot currently be estimated. 

(PPL and PPL Energy Supply) 

In 2007, six plaintirfs filed a lawsuit in the Montana Sixteenth Judicial District Court against the Colstrip plant owners asserting property 
damage claims from seepage from wastewater ponds at Colstrip. A settlement agreement was reached in July 2010 which would have resulted 
in a payment by PPL Montana, but certain of the plaintiffs later argued that the settlement was not final. The Colstrip plant owners filed a 
motion to enforce the settlement and in October 201 1 the court granted the motion and ordered the settlement to be completed in 60 days. The 
plaintiffs have appcaled the October order to the Montana Supreme Court, which is presently being briefed. The parties are in the process of 
submitting their briefs to the Montana Supreme Court. That court's decision is expected in the second half of 2012. The settlement ordered by 
the district court is, therefore, not final and P P L  and PPL. Energy Supply cannot predict the outcome of  the appeal, although PPL Montana's 
share of any final settlement in excess of amounts recorded is not expected to be significant. 
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Conemaugh River Discharges (PPL and PPL, Energy Supply) 

In Aprit 2007, PennEnvironment and the Sierra Club brought a Clean Water Act citizen suit in the US. District Court  for the Western District of  

m a g e m e n t  Company) (GenOn), as operator of Conemaugh Generating Station (CGS), seeking civil penalties and injunctive relief for alleged 
violations of CGS's NPDES water discharge permit. A PPL Energy Supply subsidiary holds a 16.25% undivided, tenant-in-common ownership 
interest in CGS. 

insylvania (the Western District Court) against GenOn Northeast Management Company (then known as Reliant Energy Northeast 

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

In March 201 1, the Western District Court entered a partial summary judgment in the plaintiffs' favor, declaring that discharges from CGS 
violated the NPDES permit. Subsequently, the parties agreed to settle the dispute and in August 201 1 the court entered a Consent Decree and 
Order resolving the mater. PPL, Energy Supply's share of  the settlement is not significant. 

In a separate matter, the PADEP plans to file a complaint in the Commonwealth Court of Pennsylvania alleging several violations of Clean 
Streams Law at the Conemaugh generating facility. The PADEP and GenOn Northeast Management Company, the operator, signed and lodged 
with the court a consent decree that when entered by the court will resolve the issues. It is expected that the court will enter the consent decree in 
March 2012 after a 30-day public comment period has lapsed. Under the terms of the consent decree, GenOn will be obligated to pay a civil 
penalty of $500,000. PPL. Energy Supply is responsible for 16.25% ofthis amount. 

Olher issties (PPL, PPI, Energy Sipply, LKE, LC&E and KU) 

In 2006, the EPA significantly decreased to 10 parts per billion (ppb) the drinking water standards related to arsenic. In Pennsylvania, Montana 
and Kentucky, this arsenic standard has been incorporated into the states' water quality standards and could result in more stringent limits in 
NPDES permits for PPL's Pennsylvania, Montana and Kentucky plants. Subsequently, the EPA dekeloped a draft risk assessment for arsenic 
that increases the cancer risk exposure by more than 20 times, which would lower the current standard from 10 ppb to 0.1 ppb. If the !ower 

ndard becomes effective, costly treatment would be required to attempt to meet the standard and, at this time, there is no assurance that it 
Juld be achieved. PPL, PPL Energy Supply, L.KE, LG&E and KU cannot predict the outcome of the draft risk assessment and what impact, if 

any, it would have on their facilities, but the costs could be significant. 

The EPA is reassessing its polychlorinated biphenyls ( PCB) regulations under the Toxics Substance Control Act, which currently allow certain 
PCB articles to remain in use. In April 2010, the EPA issued an Advanced Notice of Proposed Rulemaking for changes to these 
regulations. This rulemaking could lead to a phase-out o f  all PCB-containing equipmenl. PPL, PPL Encrgy Supply, LKE, L,G&E and KU 
cannot predict at this time the outcome of these proposed EPA regulations and what impact, if any, they would have on their facilities, but the 
costs could be significant 

The EPA finalized rcquirements in 2004 for new or modified cooling water intake structures. These requirements affect where generating 
facilities are built, establish intake design standards and could lead to requirements for cooling towers at new and modified power 
plants. Another rulc, finalized in 2004, that addressed existing structures was withdrawn following a 2007 decision by the U.S. Court of Appeals 
for the Second Circuit. In 2009, however, the U.S. Supreme Court ruled that the EPA has discretion to use cost-benefit analysis in determining 
the best technology available for minimizing adverse environmental impact to aquatic organisms. The EPA published the proposed rule in 
April 201 1. The industry and PPL. reviewed the proposed rule and submitted comments. The EPA is evaluating comments and meeting with 
industry groups to discuss options. The final rule is to be issued by July 2012. The proposed rule contains two requirements to reduce impact to 
aquatic organisms The first requires all existing facilities to  meet standards for the reduction of mortality of aquatic organisms that become 
trapped against water intake screens regardless ofthe 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 3re 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 ractors including impacts to energy delivery reliability and remaining useful life of the plant. PPL., PPL Energy Supply, 
L,KE, L,G&E and KU will be unable to determine the exact impact until a final rule is issued, the required studies have been completed, and each 
state in which they operate has decided how to implement the rule. 
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In October 2009, the EPA released its Final Detailed Study of  the Steam Electric Power Generating emuent limitations guidelines and 
standards. Final regulations are expected to be effective in January 2014. PPL, expects the revised guidelines and standards t o  be  more stringent 
'+an the current standards especially for sulfur dioxide scrubber wastewater and ash basin discharges, which could result in more stringent 

:harge permit limits. In the interim, PPL is unable to predict whether the EPA and the states may impose more stringent limits on a case-by- 
>e best professional judgment basis under existing authority as permits are  renewed. 

PPL has signed a Consent Order and Agreement (the Brunner COA) with the PADEP under which i t  agreed, under certain conditions, to take 
further actions to minimize the possibility of fish kills at its Brunner Island plant. Fish are attracted to warm water in the power plant discharge 
channel, especially during cold weather. Debris at intake pumps can result in a unit trip or reduction in load, causing a sudden change in water 
temperature. PPL is in the process of constructing a barrier to prevent debris from entering the river water intake area at a cost which is not 
expected to be material. 

PPL has also investigated alternatives to ~xclucle fish from the discharge channel and submitted three alternatives to the PADEP. According to 
the Brunner COA, once  the cooling towers at Brunner Island became operational, PPL must implement one of these fish exclusion alternatives if 
a fish kill occurs in the discharge channel due to thermal impacts from the plant . Following start-up of the cooling towers in  April 2010, 
several hundred dead fish were found in the cooling tower intake basket although there were no sudden changes in water temperature. In the 
third quarter of 2010, PPL discussed this matter with the 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 Waterways Alliance and other environmental groups filed a petition with the Kentucky Energy and Environment 
Cabinet challenging the Kentucky Pollutant Discharge Elimination System permit issued in April 20 IO, which covers water discharges from the 
Trimble County plant. In November 2010, the Cabinet issued a final order upholding the permit in December 2010, the environmental groups 
appealed the order to state court. PPL., LKE, LG&E, and KU are unable to  predict the outcome of  this matter or estimate a range of reasonably 
possible losses, if any. 

The EPA and the A n n y  Corps of Engineers are working on a guidance document that will expand the federal government's interpretation of what 
constitutes "waters of the United States" (WOUS) subject to regulation under the Clean Water Act. This change has the potential to affect 
generation and delivery operations, with the most significant effect being the potential elimination of the existing regulatory exemption for plant 
waste water treatment systems. The costs that may be imposed as a result of  any eventual expansion of  this interpretation cannot reliably be 
estimated at this time. 

'FL, PPL Energy Supply, 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 Transformer site. Clean-up actions have been or are being undertaken at all of these sites, the 
costs of which have not been significant to PPL. Electric. However, should the EPA require different or additional measures in the filture, 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 are remediating or have completed the remediation of several sites that were not addressed under a regulatory 
program such as Superfund, but for which PPL Electric, LG&E and 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 predeccssors or affiliates of PPL 
Electric, LG&E and KU. There are additional sites, formerly owned or operated by PPL, Electric, L,G&E and KU predecessors or affiliates, for 
which PPL Electric, L.G&E and KU lack information on current site conditions and are therefore unable to predict what, if any, potential liability 
they may have. 

In June 201 1,  L.epore-Moyers Partnership (LMP) filed a complaint in federal district court against PPL Electric, IJGI Corporation and a 
neighboring property owner relating l o  contamination allegedly emanating from the former Mount Joy Manufactured Gas Plant (MGP) site 
located in Lancaster County, Pennsylvania. LMP owns property adjacent to the Mount Joy MGP site and claims that environmental testing done 
on its property indicates the presence of volatile organic compounds in the soil and/or groundwater. L,MP 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 Electric expects the costs related to this matter to be insignificant. 
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Depending on the outcome of investigations at sites where investigations have not begun or been completed or developments at sites for which 
PPL currently lacks information, the costs of remediation and other liabilities could be substantial. PPL and its subsidiaries also could incur 
-$her non-remediation costs at sites included in current consent orders or other contaminated sites which could be significant. PPL. is unable to 

:mate 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 former coal gas manufacturing facilities. PPL 
cannot estimate a range of reasonably possible losses, if any, related to these matters. 

{Jnder the Pennsylvania Clean Streams L.aw, subsidiaries of PPL Generation are obligated to remediate acid mine drainage at former mine sites 
and may be required to take additional steps IG pievent potential acid mine drainage at  previously capped refuse piles. One PPL Generation 
subsidiary is pumping mine watpr at two mine sites and treating water at one orthese bites. Another PPL Generation subsidiary has installed a 
passive wetlands treatment system a t  a third site. At December 31,201 1, PPL, Energy Supply had accrued a discounted liability of $24 million 
to cover the costs of pumping and treating groundwater at the two mine sites for 50 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 mine closures. The weighted- 
average rate used was 8.15%. Expected undiscounted payments are estimated at $2 million for 2012, $1 million for each of the years from 201.3 
through 2016, and $133 million for work after 2016. 

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

Future cleanup or remediation work at sites currently under review, or at sites not currently identified, may result in material additional costs for 
the Registrants. 

Eleclr-ic and Magnetic Fields 

Concerns have been expressed by some members of the public regarding potential health effects of power frequency EMFs, which are emitted 
hv all devices carrying electricity, including electric transmission and distribution lines and substation equipment. Government officials in the 

S.  and the U.K. have reviewed this issue. The U.S. National Institute of  Environmental Health Sciences concluded in 2002 that, for most 
alth 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 Prolection Board (part of the U.K. Health Protection Agency) concluded in 2004 that, while the research on EMFs does not providc 
a basis to find that EMFs cause any  illness, there is a basis to consider precautionary measures beyond existing exposure guidelines. The 
Stakeholder Group on Extremely L.ow Frequency EMF, set up by the U.K. Government, has issued two reports, one in April 2007 and one in 
June 2010, describing options for reducing public exposure to EMF. The U.K. Government responded to the first report in 2009, agreeing lo 
some of the proposals, including a proposed voluntary code to optimally phase 1.32 kilovolt overhead lines to reduce public exposure to EMF 
where it  is cost effective to do so. In February 201 I ,  the U.K. Government and the Energy Networks Association agreed to voluntary codes of 
practice under which new high voltage lines will be designed 
unrcasonablc, and defining the circumstances under which ut 
adopted by the U.K. Government. The U.K. Government is currently considering the second report which concentrates on EMF exposure from 
distribution systems. PPL and its subsidiaries believe research on EMF and health issues should continue and are taking steps to reduce EMFs, 
where practical, in the design of new transmission and distribution fac 
thc EMF issue might have on their operations and fac es either in the US. or the IJ.K., and the associated cost, or what, if any, liabilities they 
might incur related to the EMF issue. 

operated using optimal phasing to reduce EMF unless doing so would be 
s will need to provide evidence of compliance with EMF exposure limits 

es. PPL and its subsidiaries are unable to predict what effect, if any, 

Environmental Matters - WPD (PPL) 

WPD's distribution businesses are subject to environmental regulatory and statutory requirements. PPL believes that WPD has taken and 
continues to take measures to comply with the applicable laws and governmental regulations for the protection of the environment. 
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The U.K Government has requested that utilities undertake projects to alleviate the impact o f  flooding on the U.K. utility infrastructure, 
including major electricity substations. WPD has agreed with the Ofgeni to spend $44 million on flood prevention, which will be recovered 
%rough rates during the ten-year period commencing April 2010. WPD is currently liaising on site-specific proposals with local offices of a 

K. Government agency. 

The IJ K.'s 2008 Climate Change Act 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. In October 20 1 I ,  the U.K. Government confirmed that the reports submitted by WPD fulfill the  obligations imposed by Climate Change 
Act. WPD has worked with other U.K electricity network operators to undertake research with the internationally recognized U K. Met Office 
(the national weather service) and to report using common agreed methodology. 

There are no other material legal or administrative proceedings pendine against or related to WPD with respect to cl,\iionmental matters. See 
"blectric and Magnetic Fields" above for a discussion of EMFs. 

Other 

Nuclearlnsurance (PPL and PPL Energy Supply) 

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

Under the property and replacement power insurance programs, PPL Susquehanna could be assessed retroactive premiums in the event of the 
insurers' adverse loss expsrience At December 3 1 ,  201 1, this maximum assessment was $44 million. 

In the event of a nuclear incident at the Susquehanna plant, PPL Susquehanna's public liability for claims resulting from such incident would be 
limited to $12.6 billion under provisions of The Price-Anderson Act Amendments under the Energy Policy Act of 2005. PPL Susquehanna is 
protected against this liability by a combination of commercial insurance and an industry assessment program. 

In the event of a nuclear incident at  any of the reactors covered by The Price-Anderson Act Amendments under the Energy Policy Act of 200.5, 
PPL Susquehanna could be assessed up to $23.5 million per incident, payable at $35 million per year. 

.t December 3 1, 20 I 1, the property, replacement power and nuclear incident insurers maintained a n  A.M. Best financial strength rating of A 
("Excellent"). 

Gu_arantgs2nd Other Assurances 

(PPL, PPL, Energy Supply, PPL Eleclric, LKE, L G d E  and KU) 

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

(PPL,) 

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

(PPL, PPL Energy Sipply, PPL Eleclric, LKE, L,G&E and KU) 

The table below dctails guarantees provided as of December 31,201 1. The total recorded liability a t  December 31,201 1 and 2010 was $14 
million for PPL and $1 1 million for LKE. Other  than as noted in the descriptions for "WPD guarantee of pension and other obligations of 
unconsolidated entities," the probability of expected payment/performance under each of these guarantees is remote. 
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Expiration Exposure at 
December 31,2011 (a) Date 

'C 
:mnifications for sale of PPL Gas Utilities 

..,demnifications related to the WPD Midlands acquisition 
WPD indemnifications for entities in liquidation and sales of assets 
WPD guarantee of pension and other obligations of unconsolidated entities 
Tax indemnification related to unconsolidated WPD affiliates 

- PJ'L - -. Energy_.Supplx.(g) -. . 
Letters ofcredit  issued on behalf of affiliates 
Retrospective premiums under nuclear insurance programs 
Nuclear claims assessment under The Price-Anderson Act Amendments under The Energy Policy Act of 2005 
hdemnifications for sales of assets 
Indemnification to operLtorr, ofjoifitly owned facilities 
Guarantee of a portion of a divested unconsolidated entity's debt 

PPL Electric .... .. ..- (e) 
Guarantee of inventory value 

LKE (E) 
Indemnification of lease termination and other divestitures 

LG&E and - . KU.(Q) ... 
LG&E and KU guarantee of shortfall related to OVEC 

2014 - 2018 
2015 
2012 

2012 - 2014 

2012 - 2 0 2  

2018 

2016 

2021 - 2023 

2040 

Represents the estimated maximum potential amount of future payments that could be required to be made under the guarantee. 
PI'L, has provided indemnification to the purchaser of PPL Gas Utilities and Penn Fuel Propane, L.LC for damages arising out of any breach of the representations, 
warranties and covenants under the related transaction agreement and for damages arising out of certain other matters, including certain pre-closing unknown environmental 
liabilities olating to former manufactured gas plant pronerties or off-site disposal sites, if any, outside of Pennsylvania. The indemnification provisions for most 
representations and warranties, including tax and environmental matters, are capped at $45 million, in tlie aggregate, and are triggered (i) only if the individual claim 
exceeds $50,000, and ( i i )  only if, and only to the extent that, in tlie aggregate, total claims exceed $4.5 million. The indemnification provisions for most representations and 
warranties expired on September 30,2009 without any claims having been made. Certain representations and warranties, including those having to do with transaction 
authorization and title, survive indefinitely, are capped at the purchase price and are not subject to the above threshold or deductible. The indemnification provision for the 
tax matters representations survives for the duration of tlie applicable statute of limitation. Tlie indemnification provision for the environmental matters representations 
expired on September 30, 201 I without any claims having been made. Tlie indemnification for covenants survives until the applicable covenant is performed and i s  not 
subject to any cap, 
WI'D Midlands lloldings Lh i t ed  (formerly Central Networks L.imited) had agreed prior to the acquisition to indemnify certain former directors of a Turkish entity in which 
WPD Midlands 1.loldings Limited previously owned an interest for any liabilities that may arise as a result ofan investigation by Turkish tax authorities, and PPL WEM lias 
received a cross-indemnity from E ON 
subsidiaries of EON AG for certain lia 
the acquisition. The maximum exposure and expiration of these indemnifications cannot be estimated because the maximum potential liability is not capped and there is no 
expiration date i n  the transaction documents. 
In connection with tlie liquidation of wholly owned subsidiaries that have been deconsolidated upon turning the entities over to the liquidators, certain affiliates of PI'L 
Global have agreed to indemnify the liquidatars, directors andlor the entities themselves for any liabilities or expenses arising during tlie liquidation process, including 
liabilities and expenses of the entities placed into liquidation. In some cases, the indemnifications are limited to a maximum amount that is based on distributions made from 
the subsidiary to its parent either prior or subsequent to being placed into liquidation. In other cases, the maximum amount of the indemnifications is not explicitly stated in 
the agreements The indemnifications generally expire two to seven years subsequent to the date of dissolution of the entities. The exposure noted only includes those cases 
in which the agreements provide for a specific limit on the amount o f  the indemnification. and the expiration date was based on an estimate of the dissolution date of the 
entities 

th respect to these indemnification obligations. Additionally, PPL subsidiaries agreed to provide indemnifications to 
relating to properties and assets owned by affiliates of E.ON AG that were transferred to WPD Midlands in connection with 

In connection with their sales of various businesses, WPD and its affiliates have provided tlie purchasers with indemnifications that are standard for such transactions, 
iilcluding indemnifications for certain pre-existing liabilities and environmental and tax matters. In addition, in connection with certain of these sales, WPD and its affiliates 
have agreed to continue tlicir obligations under existing third-party guarantees, either for a set period of time following the transactions or upon the condition that the 
purchasers make reasonable efforts to terminate the guarantees. Finally, WPD and its affiliates remain secondarily responsible for lease payments under certain leases that 
they have assigned to third parties. 
As a result 01 the privatization of the utility industry in  the U.K., certain electric associations' roles and responsibilities were discontinued or modified. As a result, certain 
obligations, primarily pension-related, associated with these organizations liave been guaranteed by tlie participating members. Costs are allocated to the members based on 
predctermined percentages as outlined in specific agreements. I-lowever, if a member becomes insolvent, costs can be reallocated to and are guaranteed by tlie remaining 
members. At December 3 I, 201 I, WPD has recorded an estimated discounted liability based on its current allocated percentage of the total expected costs for which the 
expected paymentlperformance is probable. Neither the expiration date nor the maximum amount or potential payments for certain obligations is explicitly stated in the 
related agreements. Therefore, they have been estimated based on the types of obligations. 
Two WPD unconsolidated affiliates were refinanced during 2005. linder the terms of the refinancing, WPD lias indemnified the lender against certain tax and other 
liabilities. 
Other than the letters of credit, all guarantees of PI'L. Energy Supply, on a consolidated basis, also apply to PPL on a consolidated basis for financial reporting purposes, 
Standby letter of credit arrangements under PPL Energy Supply's credit facilities for the purposes of protecting various third parties against nonperformance by PPL. This is 
not a guarantee by PPL. on a consolidated basis. 
PPL. Susquehanna is contingently obligated to pay this amount related to potential retrospective premiums that could be assessed under its nuclear insurance programs. See 
"Nuclear Insurance" above for additional information. 
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This is tlie maximum amount PPL Susquelianna could be assessed for each incident at any of the nuclear reactors covered by this Act. See "Nuclear Insurance" above for 
additional information. 
PPL Energy Supply's maximum exposure with respect to certain indemnifications and the expiration of tlie indemnifications cannot be estimated because, in tlie case of 
certain indemnification provisions, the maximum potential liability is not capped by tlie transaction documents and the expiration date is based on tlie applicable statute of 
limitation. The exposure and expiration dates noted are only for those cases in which the agreements provide for specific limits. 

A subsidiary of I'PL Energy Supply has agreed to provide indemnification to the purchaser of tlie L.ong Island generation business for damages arising out  of any breach of  
the representations, warranties and covenants under tlie related transaction agreement and for damages arising out of certain otlier matters, including liabilities relating to 
certain renewable energy facilities wliich were previously owned by one ofthe PPL, subsidiaries sold in tlie transaction but which were unrelated to the L.ong Island 
generation business Tlie indemnification provisions are subject to certain customary limitations, including thresholds for allowable claims, caps on aggregate liability, and 
time limitations for claims arising out of breaches of most representations and warranties. The indemnification provisions for most representations and warranties expired in 
the third quarter of 20 I I , 

A subsidiary of PPL E.nsrgy Suppl;, has agreed to provide indemnification to tlie purchasers of tlie Maine IiydroeleccFic fac 
representations, warranties and covenants under tlie respective twrtsaci;on agre;ments and for damages arising out of certain otlier matters, including liabilities of the PPL 
Energy Supply subsidiary relating to tlie pre-closing ownership or operation of those hydroelectric facilities. The iiidzmnification obligations are subject to certain 
customary limitations. including thresholds for allowable claims, caps on aggregate liability, and time limitations for claims arising out of breaches of representations and 
warranties. The indemnification provisions for certain representations and warranties expired in the second quarter of 201 1 

Subsidiaries of PPL. Energy Supply liave agreed to provide indemnification to tlie purchasers of certain non-core generation facilities sold in March 201 1 (see Note 9 for 
additional information) for damages arising out of any breach of tlie representations, warranties and covenants under the related transaction agreements and for damages 
arising out ofcertain otlier matters relating to the bcilities that were the subject of tlie transaction, including certain reduced capacity payments (if any) at one of tlie 
facilities i n  the event specified PJM rule changes are proposed and become effective. The indemnification provisions are subject to certain customary limitations, including 
tliresholds for allowable claims, caps on aggregate liability, and time limitations for claims arising out of breaches of most representations and warranties. 
In December 2007, a subsidiary of  PPL Energy Supply executed revised owners agreements for two jointly owned facilities, the Keystone and Conemaugh generating 
plants. The agreements require tliat in the event ofany default by an owner, the otlier owners fund contributions for tlie operation of tlie generating plants, based upon their 
ownership percentages. l l ie maximum obligation among all owners, for eacli plant, is currently $20 million. Tlie non-defaulting owners, who make up the defaulting 
owner's obligations, a r e  entitled to the generation entitlement of tlie defaulting owner, based upon their ownership percentage. Tlie agreements do not liave an expiration 
date 
A PI'L. Energy Supply subsidiary owned a one-third equity interest in Safe llarbor Water Power Corporation (Safe Harbor) tliat was sold in March 201 I .  Beginning in  2008, 
PPL Energy Supply guaranteed one-third of any amounts payable with respect to certain senior no!es issued by Safe I-larbor. Under the terms of the sale agreement, PPL 
Energy Supply continues to guarantee the portion of Safe Harbor's debt, but received a cross-indemnity from tlie purchaser in Ilie event PPL. Energy Supply is required to 
make a payment under tlie guarantee. Exposure noted reflects principal only. See Note 9 for additional information on the sale of this interest 
All guarantees of PPL Electric and LKE, on a consolidated basis, also apply to PPL on a consolidated basis for financial reporting purposes 
I'PL Ekctric entered into a contract with a third party logistics firm tliai provides inventory procurement and fulfillment services. Under tlie contract, the logistics firm lias 
title to the inventory purcliased For PPL Electric's use. Upon termination of tlie contract, PPL Electric has guaranteed to purchase any remaining inventory that has not been 
used or sold by the logistics firm at tlie weighted-amage cost at which the logistics firm purchased tlie inventory, thus protecting the logistics fiml from reductions in the 
fair value of the inventory. 
LKE provides certain indemnifications. the most significant of wliich relate to the termination of the WKE lease in July 2009. Tliese guarantees cover the due and punctual 
payment, performance and discharge by each party of its respective present and future obligations. The most comprehensive of these guarantees is the L.KE guarantee 
covering operational, regulatory and environmental coinmilments and indemnifications made by W K E  under the WKE Transaction Termination Agreement. This guarantee 
has a term of I2 years ending July 2021, and a cumulative maximum exposure of $200 million. Certain items such as non-excluded government fines and penalties fall 
outside the cumulative cap Another guarantee with a maximurn exposure of $100 million covering other indemnifications expires in 2023. Certain matters are currently 
under discussion among tlie parties, including one matter currently in arbitration and a further matter for which LKE is contesting tlie applicability of the indemnification 
requirement. The matter in arbitration may be ruled upon during early 2012, which ruling may result in incleases or decreases to tlie liability estimate L.KE lias currently 
recorded The ultimnte outcome of both matters cannot be predicted at this time. Additionally, L,KE Iias indemnified various third parties related to historical obligations frjr 
otlier divested subsidiaries and affiliates. l-hc indemnifications vary by entity and tlie maximum amount limits range from being capped at the sale price to no specified 
maximum; Iiowever, L.KE is not aware of formal claims under such indemnities made by any party at this time. LKE could be required to perform on  tliese indemnilications 
in tlie event of covered losses or liabilities being claimed by an indemnified party, N o  additional material loss is anticipated by reason of'slrcli indemnification 
All guarantees of L.G&E and KU also apply to LKE on a consolidated basis for financial reporting purposes 
As described in the "Energy Purcliase Commitments" section of this footnote, pursuant to a power purchase agreement with OVEC, LG&E and KU are obligated to pdy a 
demand charge which includes, among otlier charges, decommissioning costs, postretirement and post employment benefits The demand charge is expected to cover 
LG&E's snd KU's shares of tlie cost oftliese i t e m  over the term of tlie contract. However, i n  tlie event there is a shortfall in covering tliese costs, L.G&E and K U  are 
obligated to pay tlieir share of the excess. 

es for damages arising out  of any breach of the 

The Registrants provide other miscellaneous guarantees through contracts entered into in the normal course of business. These guarantees are 
primarily in the form of indemnification or warranties related to services or equipment and vary in duration. The amounts of these guarantees 
often are not explicitly stated, and the overall maximum amount of the obligation under such guarantees cannot be reasonably 
estimated. Historically, no significant payments have been made with respect to these types of guarantees and the probability of 
paymentlperfomance under these guarantees is remote. 

PPL, on behalf of itself and certain of its subsidiaries, maintains insurance that covers liability assumed under contract for bodily injury and 
property damage. T h e  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. 
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16. Related Party Transactions 

PL Energy Supply aiid PPL Electric) 

PLR Contracts/Purchase of Accounts Receivable 

In 2009, PPL EnergyPlus supplied PPL Electric's entire PL.R load under power purchase contracts that expired on December 31,2009. LJnder 
these contracts, PPL EnergyPlus provided electricity at the predetermined capped prices that PPL Electric was authorized to charge its PL.R 
customers. These purchases totaled $1.8 billion in 2009 and included nuclear decommissioning recovery and amortization of an up-front 
contract paymcnt. Additionally, beyond 2009, PPL EnergyPlus has been awarded a portion o f  the PLR generation supply through competitive 
solicitations. See Note IS for additional information on PPL Electric's energy procurement plait rcll the pciiod January 201 1 through May 201 3 
and related competitive solicitations. PPL, Electric's purchases from PPL EnergyPhs for 201 1 and 2010 totaled $26 million and $320 
million. The purchases 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. 

lJnder the standard Supply Master Agreement for the solicitation process, PPL, Electric requires all suppliers to post collateral once credit 
exposures exceed defined credit limits. PPL EnergyPlus 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, PPL, EnergyPlus' credit limit 
was $35 million at December 3 1, 20 1 1 In  no instance is PPL Electric required to post collateral to suppliers under these supply contracts. 

PPL. Electric's customers may choose an alternative supplier for their generation supply. See Note 1 for additional information regarding PPL 
Electric's purchases of accounts receivable from alternative suppliers, including PPL, EnergyPlus. 

At Decenibei 3 1,  201 1, PPL Energy Supply had a net credit exposure of $36 million to PPL Electric from its wmmitment as a PLR supplier and 
from the sale of its accounts receivable to PPL Electric. 

NUG Purchases 

PPL, Electric has a reciprocal contract with PPL EnergyPlus to sell electricity purchased under contracts with NU@. PPL. Electric purchases 
electricity from the NUGs at  contractual rates and then sells the electricity at the same price to PPL EnergyPlus. These purchases were 

;ignificant in 201 1 and 2010 and were $70 million in 2009. These amounts are included in the Statements of Income as "Electric revenue to 
liliate" by PPL Electric, and as "Energy purchases from affiliate" by PPL, Energy Supply. Most of the NUG contracts have expired, with the 

final NUG contract expiring in 2014. 

Wholesale Sales and Purchases (L,G&E andKU) 

LG&E and K U  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, KIJ purchases electricity from 
LG&E. When KIJ has excess generation capacity after serving its own retail native load and its generation cost is lower than that of L.G&E, 
LG&E purchases electricity from KIJ. These transactions are reflected in the Statements of income as "Electric revenue from affiliate" and 
"Energy purchases from affiliate" and are recorded at a price equal to the seller's fuel cost. Savings realized from such intercompany 
transactions are shared equally bctween 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. 

Allocations of PPL Services Costs (PPL Energy Supply, PPL Electric and LKE) 

PPL Services provides corporate functions such as financial, legal, human resources and information 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 
maintcnance expenses and number of employees. PPL Services allocated the following amounts, which PPL management believes arc 
reasonable, including amounts applicd to accounts that are further distributed between capital and expense. 
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201 1 2010 2009 (a) 

Successor 
Two Months 

Year Ended Ended 
December 31, December 31, 

201 1 2010 

$ 190 $ 32 
204 34 

L Energy Supply 
_I Electric 

..E 

i'redecessor 
Ten Months 

Ended Year Ended 
October 31, December 31, 

2010 2009 

$ 200 $ I80 
222 I55 

$ 189 $ 232 $ 214 
145 I34 121 

16 3 (b) 

(a) 
(b) 

Excludes allocated C O F ~ S  as~ocrated willi the February 2009 workforce reduction See Note 13 for additional infonnalion 
Represents costs allocated during the two months ending December 31, 2010 as LKE was acquired November I ,  2010 

Intercompany Billings by LKS (LG&E andKU) 

LKS provides LG&E and K U  with a variety of centralized administrative, management and support services. The cost of  these services is 
directly charged to (lie company or, for general costs :hat cannot be directly attributed, charged based on  predetermined allocation factors, 
including the following measures: number of customers, total assets, revenues, number of employees and/or other statistical information. LKS 
charged the amounts in the table below, which L K E  management believes are reasonable, including amounts that are further distributed between 
capital and expense. 

L.G& E 
KU 

In addition, LG&E and KU provide srrvices to each other and to LKS. Billings beiwecn LG&E and KIJ relate to labor and overheads associated 
with union and hourly employees perfonning work for the other company, charges related to jointly-owned generating units and other 
miscellaneous charges. Tax scttlements between LKE and L.G&E and KU are reimbursed through LKS. 

Intercompany Borrowings 

"P L Energy Supply) 

PPL Energy Supply subsidiary holds revolving lines of  credit and demand notes from certain affiliates. A note with PPL, Energy Funding had 
an outstanding balance at Decembcr 31, 201 1 of $198 million, which is reflected in "Notes receivable from affiliates" on the Balance Sheet. The 
interest rate on this borrowing was equal to one-month LIBOR plus 3.50%. There were no balances outstanding at December 3 1,2010. Interest 
earned on these revolving facilities is included in "Interest Income from Affiliates" on the Statements of  Income. For 201 1, interest earned on 
borrowings was $8 million, which was substantially attributable to borrowings by PPL Energy Funding as discussed above. For 201 0, inteiest 
earned on borrowings, excluding the term notes discussed below, was $5 million Interest rates were equal to one-month LIBOR plus 1 %  and 
one-month LJBOR PIUS 3.50% For 2009, interest earned on borrowings was insignificant. 

(PPL Energy Supply, LKE, LG&E and KU) 

In November 201 0, a PPL Energy Supply subsidiary held term notes with LG&E and KU. These notes were subsequently repaid and therefore 
no balances were Outstanding at Dccember 3 1, 2010. Interest on these notes was due monthly at interest rates between 4.24% and 
7.04%. Interest on these notes is included in "Interest Income from Affiliates" for PPL Energy Supply and "Interest Expense with Affiliates" for 
LKE, LG&E and KU. When balances were outstanding, interest on these notes was $4 million for 2010. 

W E )  

LKE maintains a $300 million revolving line of  credit with a PPL Energy Supply subsidiary whereby L,KE can borrow funds on a short-term 
basis at market-based rates. The interest rates on borrowings are equal to one-month LIBOR plus a spread. There was no balance outstanding at 
December 3 I ,  201 I or 2010. lntercst on the revolving line ofcredit with the PPL, Energy Supply subsidiary was not significant for 201 1 or 
2010. 

After PPL's acquisition of LKE in November 2010, LKE held a note receivable from a PPL, affiliate. At December.31, 201 1, $15 million was 
outstanding compared with $61 million at December 31, 2010. The interest rate on the outstanding borrowing was 2.27% and 2.26% for 201 1 
and 2010. Interest income on this note was not significant in 201 1 or 2010. 
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Prior to PPL,'s acquisition of LKE in November 2010, LKE had revolvingcredit facilities and several short-term and long-term loans with its 
former E.ON AG affiliates. During 2010 and 2009, LKE incurred interest expense on these debt arrangements of  $1  31 million and $1 55 million, 
*-rhich is included in the Statements of Income as "Interest Expense with Affiliate." The consolidated debt had a weighted-average interest rate 

J.76% at December 3 I ,  2009. Any such borrowings were repaid in 20 I O  prior to or at the time of the acquisition by PPL. 

(L Gd? E) 

L.G&E participates in an intercompany money pool agreement whereby LKE and/or K U  make available to LG&E funds up to $500 million at an 
interest rate based on a market index of commercial paper issues. At December 3 1, 201 1 there was no balance outstanding. At December 3 I ,  
2010, $12 million was outstanding. The interest rate for the period ended December 31, 2010 was 0.25%. Interest expense incurred on the 
money pool agreement with LKE and/or KU was not significant for 201 1,2010 or 2009. 

Prior to PPL,'s acquisition of  LKE in November 2010, LG&E had long-lrrm loans from its former E.ON AG affiliates. During 2010 and 2009, 
LG&E incurred interest expense related to these debt arrangements of $22 million and $27 million, which is included in the Statements of 
Income as "Interest Expense with Affiliate." The long-term intercompany debt had a weighted-average interest rate of  5.49% at December 31, 
2009. 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 L,KE and/or LG&E make available to KU funds up to $500 million at an 
interest rate based on a market index of commercial paper issues. At December 3 1, 201 1, there was no balance outstanding. At December 31, 
2010, $10 million was outstanding. The interest rate for the period ended December 31,2010 was 0 25%. Interest expense incurred on the 
money pool agreement with LKE and/or LG&E was not significant for 201 I ,  2010 or 2009. 

Prior to PPL,'s acquisilion of LKE in November 2010, KU had long-term loans from its former E.ON AG affiliates. During 2010 and 2009, KU 
incurred interest expense on these debt arrangements of $62 million and $69 million, which are incllrcied in the Statements of Income as "Interest 
Expense with Affiliate." The long-term intercompany debt had a weighted-average interest rate of 5.50% at Deccmber 31, 2009. Any such 
borrowings were repaid in 2010 prior to or at the time of the acquisition by PPL. 

(PPL Enei-gy Supply) 

Intercompany Derivatives 

2010 and 2009, PPL Global, which was a subsidiary of PPL Energy Supply, entered into a combination of  average rate forwards and average 
rate options with PPL to sell British pounds sterling. These hedging instruments had terms identical to average rate forwards and average rate 
options entered into by PPL, with third parties to protect the translation of expected income denominated in British pounds sterling to U S .  
dollars. A s  a result of PPL Energy Supply's January 201 1 distribution of its membership interest in PPL. Global to  its parent, gains and losses, 
both realized and unrealized, on these types of hedging instruments are reflected in "Income (Loss) from Discontinued Operations (net of income 
taxes)'' on the Statements of Income. PPL, Energy Supply recorded an insignificant net gain in 2010 and a net loss of $9 million during 2009 
related to average rate forwards and average rate options. Contracts outstanding at December 31, 2010 hedged a total exposure of E89 million 
related to the translation of expected income in 201 1 .  The fair value of these positions was insignificant at December 31,2010. 

PPL Global was also a party to forward contracts with PPL to sell British pounds sterling to protect the value of a portion of its net investment in 
WPD. These hedging instruments had terms identical to forward sales contracts entered into by PPI.. with third parties. The total amount of the 
contracts outstanding at December 3 1, 2010 was E35 million ($62 million based on contracted rates). The fair value of these positions at 
December 3 1,201 0 was an asset of $7 million, which is included in "Current Assets - Price risk management assets" with an offsetting after-tax 
amount included in the foreign currency translation adjustment component of  AOCl on the Balance Sheet. 

As a result of PPL Energy Supply's distribution of its membership interest in PPL Global to its parent, these intercompany derivatives were 
removed from PPL Energy Supply's balance sheet in 201 I .  See Note 9 for additional information. 
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Trademark Royalties 

4 PPL, subsidiary owns PPL trademarks and billed certain affiliates for their use. PPL Energy Supply was billed $40 million of license fees in 
1 1, 2010 and 2009. Thcse fees are primarily included in "Other operation and maintenance" on the Statements of Income. 

On December 3 I ,  20 1 1, this  agreement was terminated. 

Distribution of Interest i n  PPL Global to Parent 

In January 201 I ,  PPL, Energy Supply distributed its membership interest in PPL, Global to its parent, PPL, Energy Funding. See Note 9 for 
additional information. 

Intercom pan y 1 nsu rance (PPL Electric) 

PPL, Power Insurance L.td. (PPL. Power Insurance) is a subsidiary of PPL that provides insurance coverage to PPI, and its subsidiaries for 
property damage, general/public liability and workers' compensation. 

Due to damages resulting from several PUC-reportable storms that occurred in  201 1, PPL Electric has exceeded its deductible for the 201 1 
policy year. Probable recoveries on insurance claims with PPL, Power Insurance of $26.5 million were recorded during 201 I ,  of which $16 
million was included in "Other operation and maintenance" on the Statement of Income and the remainder was recorded in PP&E on the Balance 
Sheet. 

Other (PPL Energy Supply. PPL Electric. LKE, L,G&E and KU) 

Sce Note 1 for discussions regarding the intercompany tax sharing agreement and Note 7 for a discussion regarding capital transactions by PPL. 
Energy Supply, PISL dlectric, LKE, L.G&E and KU.  For PPL Energy Supply, PPL Electric and L,KE, refer to Note 1 for discussions regarding 
intercompany allocations of stock-based compensation expense. For PPL Energy Supply, PPL, Electric, LG&E and KU, see Note 13 for 
discussions regarding intercompany allocations associatcd with defined benefits 

17. Other Income (Expense) - net 

(PPL, PPL Energy Supply, PPL Eleclric, LKE, LG&E and KIJ) 

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

Other Income 
Gains related to the 

Earnings on securities in NDT funds 
Interest income 
AFUDC 
Net hedge gains associated with the 

201 I Bridge Facility (b) 
Gain on redemption of debt (e) 
Miscellaneous - Domestic 
Miscellaneous - International 
Total Other Income 

Economic foreign currency 
exchange contracts 

Charitable contributions 
Cash flow hedges (d) 
LKE other acquisition-related 

WPD Midlands other acquisition- 

Foreign currency loss on 201 1 Bridge 

U.K. stamp duty tax 
Miscellaneous - Domestic 
Miscellaneous - International 
Total Other Expense 

extinguishment of n o t e s  (a) 

Other Expense 

costs (Note IO)  

related costs (Note 10) 

Facility (e) 

Other Income (Expense) - n e t  

I'PL 
201 I 2010 2009 -- 

$ 24 $ 20 
7 8 
7 5 

$ 29 
20 
14 

1 

PPL Energy Supply 
201 1 2010 2009 --- 

% 25 
5 24 $ 20 20 

I 4 5 

55 
22 
I I  5 9 6 4 3 

PPL Electric 
2010 2009 201 I 

$ I $  2 $  8 
7 5 I 

1 -- 1 I I------ 
I27 39 74 31 28 53 8 8 9 

9 
I 

(10) (3) 
9 4 6 3 

29 

31 

34 

51 
21 
9 7 8 
3 2 4 

123 70 27 
$ 4 $ (31) S 47 

-- -- 
-- 

5 5 9 

2 I 2 

I 2 1 
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LK E 
Other Income 

Net derivative gains (losses) 
Interest income 
Equity in earnings of unconsolidated affiliate 
AFUDC 
Life insurance 
Gaics on disposals of property 
Miscellaneous 
Total Other Income 

Charita ble contributions 
Joint-use-asset depreciation 
Miscellaneous 
Total Other Expense 

Other Income (Expense) - net 

LC&E 
Other Income 

Other Expense 

Ket derivative gains (losses) 
Gains on disposals of property 
Miscellaneous 
Total Other Income 

Charitable contribvions 
Miscellaneous 
Total Other Expense 

Other Income (Expense) -net 

KI1 
G e r  Income 

Other Expense 

Interest income 
Equity in earnings of unconsolidated affiliate 
AFUDC 
Life insurance 
Miscellaneous 
Total Other Income 

Charitable contributions 
Joint-use-asset depreciation 
Miscellaneous 
Total Other Expense 

Other Income (Expense) - net 

Other Expense 

I I 
3 3 

$ 17 $ 19 

I 

$ 1 
$ 3 I 

4 
2 3 
I 
6 9 

I I 
3 

Successor 
l w o  Months 

Yew Ended Ended 
December 31, December 31, 

201 I 2010 

9; 1 
1 

2 
4 

4 %  I 

5 2 

$ 1 
1 9 ;  3 

$ I 

Predecessor 
l e n  Months 

October 31, December 31, 
Ended Yew Ended 

2010 2009 

$ 19 $ 18 
1 

3 
4 

2 3 
3 

I 2 
25 31 

5 5 
3 
3 3 

I I  R 
$ 14 $ 23 

I I 
20 22 

2 2 

1 2 I 

(a) 

(b) 
(c) 

(d) 

Represents PPL. Energy Supply's $25 million gain on its tender offers to purchase up to $250 million aggregate principal amount ofcertain of  its outstanding senior notes and 
PPL.'s additional net gain of$4 million a s  a result of reclassifying net gains on related cash flow hedges from AOCl into earnings. 
Represents a gain on foreign currency contracts that hedged tlie repayment of the 201 1 Bridge Facility borrowing. 
As a result of PPL Electrics redemption of 7.125% Senior Secured Bonds due 2013, PPL recorded a gain on the accelerated amortization of the fair value adjustment to the debt 
recorded in connection with previously settled fair value hedges. 
Represents losses reclassified from AOCl into earnings associated with discontinued hedges at PPL for debt  that had been planned to be issued by PPL Energy Supply. As a 
result of tlie expected net proceeds from the sale of certain non-core generation facilities, coupled with the monetization of full-requirement sales contracts, the debt issuance 
was no longer needed 
Represents a foreign currency loss related to the repayment of  the 201 I Bridge Facility borrowing. (e) 

18. Fair  Value Measurements a n d  Credit Concentration 

(PPI,, PPL Energy Siipply. PPL Electric, LKE, LG&E and KIJ) 

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

The assets and liabilities measured at fair value were: 

PPL . - 
Assets 

Cash  and cash equivalents 
Short-term investments - municipal debt 

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

securities 

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

Total price risk management assets 
NDT funds: 

Cash and cash equivalents 
Equity securities 

U S .  large-cap 
US.  mid/small-cap 

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

Debt securities 

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

Total assets 

Liabilities 
Price risk management liabilities: 

Energy commodities 
Interest rate swaps 
Cross-currency swaps 

Total price risk management liabilities 

E!L.Ene!-ey-S.~pply 
Assets 

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

Energy commodities 
Foreign currency excliange contracts 
Cross-currency swaps 

Total price risk management assets 
NDT funds: 

Cash and cash equivolents 
Equity securities 

U.S large-cap 
U.S mid/small-cap 

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

Debt securities 

Receivables (payibles), net 
Total NDI' funds 
Auction rate securities (b) 

Total assets 

Liabilities 
Price risk management liabilities: 

Energy commodities 
Cross-currency swaps 

Total price risk management liabilities 

December 31,2011 December 31,2010 
'rota1 Level I Level 2 Level 3 Total Level 1 Level 2 Level 3 

$ 1,202 $ 1,202 $ 925 $ 925 

163 I63 
209 209 66 66 

3,423 3 $ 3,390 $ 30 2,503 $ 2,452 $ 51 
.3 3 15 15 

18 18 I I  I I  
24 20 4 44 44 

3,468 3 3,43 I 34 2,573 2,522 51 

12 12 10 10 

292 202 90 
117 87 30 

86 86 
10 IO 
83 83 
38 38 

2 2 

303 207 96 
I19 89 30 

75 75 
7 1 

69 
33 

I 

69 
33 

I 
(3) I ( 1 )  2 

640 384 256 618 380 238 
24 24 25 25 

$ 5,543 $ 1,798 $ 3,687 $ 58 $ 4,370 $ 1,534 $ 2,760 $ 76 

$ 2,345 $ I $ 2,327 $ 17 $ 1,552 $ 1,498 $ 54 
63 63 53 53 

2 2 9 9 
$ 2,410 $ 1 $ 2,392 $ 17 $ 1,614 $ 1,560 $ 54 

$ 379 $ 379 $ 661 $ 661 
145 145 26 26 

3,423 3 $ 3,390 $ 30 2,503 $ 2,452 $ 51 
I 1  I 1  
44 44 

3,423 3 3,390 30 2,558 2,507 51 

12 12 10 10 

292 20) 90 
1 I7 87 30 

86 86 
10 10 
83 83 
38 38 

2 2 

303 201 96 
I I9 89 30 

75 15 
7 7 

69 69 
33 33 

1 1 
(3) 3 1 ( 1 )  2 

19 19 20 20 
$ 4,606 $ 911 $ 3,646 $ 49 $ 3,883 $ 1,067 $ 2,745 $ 71 

640 384 256 618 380 238 

$ 2,345 $ I $ 2,327 $ 1 7 %  1,541 $ 1,487 $ 54 

$ 2,345 $ I $ 2,327 $ 17 $ 1,550 $ 1,496 $ 54 
9 9 

364 



' 4!.es!.& 
:ts 

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

Total assets 

December 31,2011 December 31,2010 
Total Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 

$ 320 $ 320 $ 204 $ 204 
13 13 14 14 

$ 333 $ 333 $ 218 $ 218 

LEE 
Assets 

Cash and cash equivalents $ 59 $ 59 $ I 1  $ I t  
Short-term investments - municipal debt 

securities 163 163 
Restricted cash and cash equivalents (c) 29 29 23 23 

$ 88 $ 88 $ 197 $ 197 Total assets 

Liabilities 
Price risk management liabilities: 

Energy commodities (d) 
Interest rate swaps (e) 

Total liabilities 

LG&E 
Assets 

Cadi and cash equivalents 
Short-term investments - municipal debt 

Restricted cash and cash equivalents (c) 
securities 

Total asset'; 

L.iabilities 
Price risk management liabilities: 

Energy commodities (d) 
Interest rate swaps (e) 

Total liabilities 

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

Total assets 

$ 2 $ 2 
$ 60 $ 60 34 34 
9; 60 $ 60 $ 36 $ 36 

$ 25 $ 25 $ 2 %  2 

163 I63 
22 

9; 54 $7 54 $ 187 $ 187 
22 -- 29 29 

$ 2 $ 2 
$ 60 $ 60 34 34 
$ 60 $ 60 $ 36 $ 36 

$ 31 $ 31 $ 3 $  3 

$ 31 9; 31 $ 4 $  4 
I 1 

(a)  
(b) 
(c) 

(d) 
(e) 

Current portion is included in "Restricted cash and cash equivalents" and long-term portion is included in "Other noncurrent assets" on the Balance Sheets 
Included in "Otlier investments" on the Balance Sheets. 
Current portion is included in "Other current assets" on the Balance Sheets. Such amounts were insignificant at December 31.201 I and December 31,2010 The long-term 
portion is included in "Other noncurrent assets" on the Balance Sheets. 
Included in "Otlier current liabilities" on the Balance Sheets. 
Currcnt portion is included i n  "Other current liabilities" on the Balance Sheets. Tlie long-term portion is included in "Price risk management liabilities" on the Balance Sheets. 

At December 31, 201 1 and 2010, KU's price risk management assets and liabilities arising from energy commodities and interest rate swaps 
accounted for  at fair value on a recurring basis were not significant. 

A reconciliation of net assets and liabilities classified as 1,evel 3 for the years ended is as follows: 
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PPL 
Fair Value Measurements Using Significant Unobservable Inputs 

De.ctm b.er_3_1,2.011 
Balance at beginning ofperiod 

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

Purchases 
Sales 
Settlei~.mts~ 
Transfers into Level 3 
Transfers out of Level 3 

Balance at end of  period 

DeC&~KL2-0l.!l  
Balance at beginning of period 

Total realizedlunrealized gains (losses) 
Included in earnings 
Included in OCI (a) 

Net purchases, sales, issuances and settlements (b) 
Transfers into Level 3 
Transfers out of Level 3 

Balance at end of period 

Energy Auction Cross- 
Commodities, Rate Currency 

net Securities Swaps Total 

$ (3) 25 $ 22 

(65) (65) 
( 1 )  $ (10) (12) 

1 
( 1 )  

(3) ( 3 )  
20 20 

(10) 14 4 
74 74 

$ 13 $ 24 $ 4 %  41 

1 

$ 107 $ 25 $ 132 

'47' 47 
$ (3) $ 25 $ 22 -- 

(a) 

(b) 

"Energy Commodilies" and "Cross-Cunency Swaps" are included in "Qualifying der.vatives" and "Auction Rate Securities" are included in "Available-for-sale securities" on 
the Statements of Comprehensive Income. 
Accounting guidance effective January I, 201 1 requires purchase, sale, issuance and settlement transactions within L.evel 3 to be presented on a gross basis. The transactions in 
201 0 are reported on a net basis. 

A reconciliation of net assets and liabilities classified as Level 3 for the years ended is as follows: 

December 31,2011 
Balance at beginning of period 

Total rea1izedlunrea;ized gains (losses) 
Included in earnings 
Included i n  OCI (a) 

Purchases 
Sales 
Settlements 
Transfers into Level 3 
Transfers out of Level 3 

Balance at end of period 

. !&S~!UX~-IJ~!~  
Balance at beginning of period 

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

Net purchases, sales, issuances and settlements (b) 
Transfers into Level 3 
Transfers ou: of L.evel 3 

Balance at end of period 

PPL Energy Supply 
Fair Value Measurements Using Significant 

Unobservable Inputs (Level 3) 
Energy Auction 

Commodities, Rate 
net Securities Total 

$ (3) $ 20 $ 1 7  

$ 107 $ 20 $ I27 

(137) 
I I  

(a) 

(b) 

"Energy Commodities" a re  included in "Qualifying derivatives" and "Auction Rate Securities" are included in  "Available-for-sale securities" on the Statements of 
Comprehensive Income. 
Accounting guidance effective January I, 201 1 requires purchase, sale, issuance and settlement transactions within Level 3 to be presented on a gross basis. The transactions in 
2010 are reported on a net basis 
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A reconciliation of net assets and liabilities classified as L,evel 3 for the periods ended December 31 is as follows: 

Successor 
Year Ended Two Months Ended 

December 31,201 1 December 31,2010 
L-K-! 
Balance at beginning of period 

Included in discontinued operations 
Settlements 

Balance at eno of period 

Predecessor 
Ten Months Ended 

Octobcr31,2010 

24 I $  
(3) 

75 
3 

Net gains and losses on assets and liabilities classified as Level 3 and included in earnings for the years ended were reported in the Statements o f  
Income as follows: 

PPL and PPL Energy Supply 
Energy Commodities, net 

Unregulated Retail Wliolesale Energy Net Energy 
Electric and Cas Marketing Trading Margins Energy Pureliases 

December 31,201 I 

Change in unrealired gains (losses) relating to 
Total gains (losses) included in  earning? $ 32 $ ( 1 )  (96) 

positions still held ai the reporting date 23 R 5 1 (2) 

Dgcgmber 31,2410 
Total gains (losses) included in  earnings 
Change in tinrealized gains (losses) relating to 

positions still held at the reporting dale 

I I  

4 

14 

6 

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

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

When unobservable inputs are significant to the fair value measurement, a contract is classified as Level 3. Additionally, Level 2 and Level 3 
fair value measurements include adjustments 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 market information and probabilities of default used 
to calculate the credit adjustment. PPL assumes that observable market prices include sufficient adjustments for liquidity and modeling risks, 
but for Level 3 fair value measurements, PPL. also assesses the need for additional adjustments for liquidity or modeling risks. The contracts 
classified as L.evel 3 represcnt contracts for which delivery is at a location where pricing is unobservable or the delivery dates are beyond the 
dates for which independent prices are available. To measure the fair value of these contracts, PPL uses internally devcloped models that project 
forward prices The models use proxy locations, historical settlement prices and extrapolation of observable fonvard curves. 

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

To manage their interest rate risk, PPL. and its subsidiaries generally use interest rate contracts such as forward-starling swaps, floating-to-fixed 
3ps and fixed-to-floating swaps. To  manage their foreign currency exchange risk, PPL and its subsidiaries generally use foreign currency 

,,change contracts such as forwards and options, as well as cross-currency swaps that contain characteristics of  both interest rate and foreign 
currency exchange contracts. PPL and its subsidiaries use an income approach to measure the fair value of these contracts, utilizing readily 
observable inputs, such as forward interest rates (e.g., LABOR 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 value credit risk and therefore rely on their own models. These models use projected 
probabilities of default based on historical observances. When the credit valuation adjustment is significant to the overall valuation, the 
contracts are classified as Level 3. Certain cross-currency contracts were executed in 201 1 and upon remeasurement oftheir fair value were 
transferred to Level 3 due to the significance ofthe credit adjustment driven by the long dated nature of the contracts. 

(PPL and PPL Energy Supply) 

es_- Interest Rate. Swaps/eoxeign-CurTency_Exchange Contracts/Cross-Currency Swaps 

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

o The fair value measurements of equity securities classified as Level 1 are based on quoted prices in active markets and are comprised of 
securities that are representative of the Wilshire SO00 index, which is invested in approximately 70% large-cap stocks and 30% mid/small- 
cap stocks. 

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

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

le debt securities held by the NDT funds at December 3 1,201 1 have a weighted-average coupon of 4.40% and a weighted-average maturity of 
.46 years 

__ Auction _- Rate __- Securities - - - - 

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 December 3 1, 201 1, contractual maturities for these auction rate securities were a weighted average 
of approximately 24 years. PPL and PPL. Energy Supply do not have significant exposure to realize losses on these securities; however, auction 
rate securities ate classified as L,evel 3 because failed auctions limit the amount of obscrvable market data that is available for measuring the fair 
value of these securities. 

T h e  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 interest rates for bonds with a credit rating and remaining term to maturity similar to the stated maturity of the auction rate securities; and 
t h e  impact of auction failures or redemption at par. 

Nonrecurring Fair Value Measurements 

T h e  following nonrecurring fair value measurements occurred during the reporting periods, resulting in asset impainnents. 
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%r dioxide emission allowances (c): 
September 30, 2 0  1 1 
Marcli3l,2011 
December 3 I ,  20  I0 
September 30, 2 0  I O  
June 30,2010 
March31,2010 
December 3 I ,  2009  
March 3 1,2009 

September 30, 2 0  1 I 
June 30,201 1 
Marcli31,2011 

September 30, 2 0  10 

December 3 I ,  2009 
September 30, 2009 
June 30,2009 

R E G  (c): 

Certain non-core generation facilities: 

Long Island generation business: 

Carrying 
Amount ( a )  

$ I 
I 
2 
6 

I I  
13 
20 
45 

I 
2 
3 

473 

I32 
137 
I89 

Fair Value Measurements Using 
Level 2 Level 3 Loss (b) 

9; 

I 

381 

128 
I33 
138 

$ 

1 
2 
3 

I O  
13 
15 

1 
I 
1 
4 
8 
3 
7 

30 

I 
1 
3 

96 

5 
5 

52 

(a) 
(b) 

Represents carrying value before fair value measurement 
Losses on sulfur dioxide emission allowances and RECs were recorded in the Supply segment and included in "Other operation and maintenance" on the Statements of 
Income. Losses on certain noti-core generation facilities and the L.ong Island generation business were recorded in the Supply segment and included in "Income (Loss) from 
Discontinued Operations (net of income taxes)" on the Statements of Income. 
Current and long-term sulliir dioxide emission allowances and RECs are included in "Olher intangibles" in their respective areas on the Balance Sheets. (c) 

. Sulfur - .. . .. Dioxide - .. -. . Er$sion-Allowances ... 

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

vxs 
ue to declines in forecasted full-requirement obligations in certain markets as well as declines in market prices, PPL, Energy Supply assessed 

the recoverability of certain RECs not expected to be used. Observable market prices (Level 3)  were used to value the RECs. 

__ Certain-Non-CoreGeneation -. Facilities 

Certain non-core generation facilities met the held for sale criteria a t  September 30, 2010. As a result, net assets held for sale were written down 
to their estimated fair value less cost to sell. The fair value in the table above excludes $4 million of estimated costs to sell and was based on the 
ncgotiated sales price (achicvcd through an active auction process). See Note 9 for additional information on the completed sale. 

L o ~ g  Island G-eneration Business 

The Long Island generation business met the held for sale criteria a t  June 30, 2009. As a result, net assets held for sale were written down lo 
their estimated fair value less cost to sell. The fair value in the table above excludes $1 million of estimated costs to sell and was based on the 
negotiated sales price (achieved through an active auction process). See Note 9 for additional information on the completed sale. 

Financial Instruments Not Recorded at Fair Value (PPL, PPL Energy Stipply, PPL Electric, LKE, L G 6 E  and KU) 

The carrying amounts of contract adjustment payments related to the 2010 Purchase Contract component of the 2010 Equity Units, the 201 I 
Purchase Contract component of the 201 1 Equity Units, and long-term debt on the Balance Shects and their estimated fair values are set forth 
below. The fair values of these instruments were estimated using an income approach by discounting future cash flows at estimated current cost 
of  funding rates. The effect of third-party credit enhancements is not included in the fair value measurement. 
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December 31,201 1 December31,20l0 
Carrying Carrying 

Pair Value Amount Amount Fair Vnlue 

$ 198 $ I98 $ 146 $ I48 
17,993 19,392 12,663 12,868 

3,024 3,397 5,589 5,919 

1,718 2,012 1,472 1,578 

4,073 4,306 3,825 3,607 

1,112 1 , I  64 I , I  12 1,069 

1,842 2,000 I ,84 I 1,728 

Contract adjustment payments (a) 
L.ong-term debt 

Long-term debt 

Long-term debt 

Long-term debt 

L.ong-term debt 

Long-term debt 

!!!!L.E!l!XW2h!p&!!Y 

PPL Electric 

. LKE . .. .. . 

LC&E 

KU 

(a) included in "Other current liabilities" and "Other deferred credits and noncurrent liabilities" on t!ie Balance Sheets. 

The carrying value of short-term debt (including notes between afiliates), when outstanding, represents or approximates fair value due to the 
variable interest rates associated with the financial instruments. The carrying value of heid-to-maturity, short-term investments approximates 
fair value due to the liquid nature and short-term duration of these instruments. 

Credit Concentration Associated with Financial Instruments 

(PPL. PPL Energy Supply, PPL Electric, LKE, LG&E arid KU) 

PPL and its subsidiaries enter into contracts with many entities for the purchase and sale of energy. Many of these contra% qualify for NPNS 
and as such, the fair value of these contracts is not reflected in the financial statements However, the fair value of these contracts is considered 
when committing to new business from a credit perspective. See Note 19 for information on credit policies used by PPL and its subsidiaries to 
manage credit risk, including master netting arrangements and collateral requirements. 

(PPL) 

December 3 1,201 1, PPL had credit exposure of $3.0 billion from energy trading partners, excluding the effects of netting arrangements and 
ilateral. As a result of netting arrangements and collateral, PPL.'s credit exposure was reduced to $866 million. One of the counterparties 

accounted for 1 1% of  the exposure, and the next highest counterparty accounted for 6% of the exposure. Ten counterparties accounted for $457 
million, or 53%, of the net exposure. These counterparties had an investment grade credit rating from S&P or Moody's. The foregoing excludes 
a long-term supply contract with SMGT due to SMGT's filing for bankruptcy protection during the fourth quarter of  201 1. The outstanding 
accounts receivable associated with SMGT at December 31,201 1 was $14 million, of which $1 1 million has been reserved. See Note 15 for 
more information. 

(PP L Energy Siippb) 

At December 3 1, 201 1,  PPL, Energy Supply had credit exposure of$3.0 billion from energy trading partners, excluding exposure from related 
parties and the effects of netting arrangements and collateral. As a result of  netting arrangements and collateral, this credit exposure was reduced 
to $863 million. One o f t h e  counterparties accounted for 11% ofthe exposure, and the next highest counterparty accounted for 6% ofthe 
exposure. Ten counterparties accounted for $457 million, or 53%, of the net exposure. These counterparties had an investment grade credit 
rating from S&P or Moody's. The foregoing excludes a long-term supply contract with SMGT due to SMGT's filing for bankruptcy protection 
during the fourth quarter of 201 1. The outstanding accounts receivable associated with SMGT at December 31, 201 1 was $14 million, of which 
$1 1 million has been reserved. See Note 15 for more information. 

(PP L Eleclric) 

At December 31, 201 1, PPL. Electric had no credit exposure under energy supply contracts (including its supply contracts with PPL EnergyPlus). 

(LKE, LGBE and KU) 

At December 3 1,201 1, L,KE's, LG&E's and K.IJ's credit exposure was not significant. 
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19. Derivative Instruments and Hedging Activities 

PIc Management Objectives 

(P P L, P P L Energy Supply, P PL Eleclric, L.KE, LC&E and KIJ) 

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 rnanagement 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 limited to, credit review and approval, validation of 
transactions and market prices, verification of risk and transaction limits, VaR analyses, portfolio stress tests, gross margin at risk analyses, 
sensitivity analyses and daily portfolio reporting, including open positions, determinations of  fair vaiae and other risk management 
metrics. During the second quarter of 201 I ,  the RMC formally approved the inclusio? of t5e risk programs for LKE (acquired in November 
2010) under the risk management policy. WPD Midlands (acquired in April 201 1) adhered to the applicable risk management programs, 
including interest rate and foreign currency exchange programs, from the date of acquisition. 

Market Risk 

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, futures contracts, options, swaps and structured deals, such as tolling 
agreements, as part of risk management strategies, to minimize unanticipated fluctuations in earnings caused by changes in commodity prices, 
volumes of full-requirement sales contracts, basis exposure. interest rates and/or foreign currency exchange rates. All derivatives are recognized 
on the Balance Sheets at their fair value, unless they qualify for NPNS. 

PPL, i. rsposed to market risk from foreign currency exchange risk primarily associated with its investments in U.K. affiliates, as well as 
additional market risk from certain subsidiaries, as discussed below. As described in Note 9, in January 201 I ,  Pi?.. Encrgy 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 IJ.K. affiliates. 

PPL Energy Supply is exposed to market risk from: 

- commodity price, basis and volumetric risks for energy and energy-related products associated with the sale of  electricity from its generating 
assets and other electricity marketing activities (including full-requirement sales contracts) altd 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 firm commitments in currencies other than the applicable functional currency 

o 

0 

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

By definition, the regulatory environments for PPL.’s other regulated entities, L.KE (through its subsidiaries LG&E and KU) and WPD, 
significantly mitigate market risk. LG&E’s and KU’s rates are set to permit the recovery of  prudently incurred costs, including certain 
mechanisms for fuel, gas supply and environmental expenses. These mechanisms generally provide for timely recovery of market price and 
volumetric fluctuations associated with these expenses. LG&E and KU primarily utilized forward financial transactions to manage price risk 
associated with expected economic generation capacity in excess ofexpected load requirements. WPD does not have supply risks as it  is only in 
the distribution business. 

LG&E also utilizes over-the-counter interest rate swaps to limit exposure to market fluctuations on interest expense. WPD utilizes over-the- 
counter cross currency swaps to limit exposure to market fluctuations on interest and principal payments from foreign currency exchange rates. 
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Credit Risk 

rwdi t  risk is the potential loss PPL. and its subsidiaries may incur due to a counterparty's non-performance, including defaults on payments and 
r g y  commodity deliveries. 

PPL i s  exposed to credit risk from interest rate and foreign currency derivatives with financial institutions, as well as additional credit risk 
through certain of  its subsidiaries, as discussed below. 

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

PPL Electric is exposcd to credit risk from PPL Electric's supply agreeinents for its PLR obligation. 

L.G&E is exposed to credit risk from interest rate derivatives with financial institutions. 

The majority of PPL's and its subsidiaries' credit risk stems from PPI., 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 saine 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 went a supplier of LKE (through its subsidiaries L.G&E and KU) or PPL. Electric defaults on its 
obligation, those entities would be required to seek replacement power or replacement fuel in the market. In general, incremental costs incurred 
by these entities would be recoverable from customers in future rates. 

PPL. and its subsidiaries have credit policies to manage their credit risk, including the use of  an established credit approval process, daily 
monitoring o f  counterpar ty positions and the use of master netting agreements These agreements generally include credit mitigation provisions, 
such as margin, prepayment or ailatera1 requirements. PPL, and its subsidiaries may request the additional credit assurance, in certain 
circumstances, in the event that the counterparties' credit ratings fall below investment grade or their exposures exceed an established credit 
limit. See Note 18 for credit concentration associated with financial instruments 

M a s t e r  Netting Arrangements 

PPL and its subsidiaries have elected not to offset net derivative positions against the right to reclaim cash collateral (a receivable) or the 
ligation to return cash collateral (a payable) under master netting arrangements. 

PPL's and PPL Encrgy Supply's obligation to return counterparty cash collateral under master netting arrangements was $147 million and $338 
million at December 3 I ,  201 1 and December 3 I ,  201 0. 

PPL Electric, LKE, LG&E and K U  had no obligation to return cash collateral under master netting arrangcmcnts at December 3 1, 201 1 and 
December 3 I ,  201 0. 

PPL, Energy Supply, PPL Electric and K U  had not posted any cash collateral undcr master netting arrangements at December 31,201 1 and 
December 3 1 , 2 0  10. 

PPL, LKE and L.G&E had posted cash collateral under master netting arrangements of $29 million at December 31,201 1 and $19 million at 
December 3 1,20 10. 

Commodity Price Risk (Non-trading) 

(PPL and PPL Eiiet-gy Supply) 

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

P P L  and PPL Energy Supply enter into financial and physical derivative contracts, including forwards, futures, swaps and options, to hedge the 
pr ice  risk associated with electricity, gas, oil and other commodities. Certain contracts qualify for 
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NPNS or are non-derivatives and are therefore 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, the  monetization of 
-prtain full-requirement sales contracts in 2010 impacted both the cash flow hedge and economic activity, as discussed below. 

-- 'onefization __ ofCejta_in Full-RequirementSale_s_Contracts 

In July 2010, in order  to raise additional cash for the LIKE acquisition, PPL, Energy Supply monetized certain fdl-requirement sales contracts 
that resulted in cash proceeds of $249 million and triggered certain accounting. 

o A portion of these sales contracts had previously been accounted for as NPNS and received accrual accounting treatment. PPL, Energy 
Supply could n o  longer assert that it was probable that any contracts with these counterparties would result in physical delivery. Therefore, 
the lair value o f t h e  NPNS contracts of $160 million was recorded on the Balance Sheet in "Price risk management assets," with a 
corresponding gain of$144 million recorded to "Wholesale energy marketing ~ Realized" on the Statement of Income, and $16 million 
recorded to "Wholesale energy marketing - Unrealized economic activity," related to full-requirement sales contracts that had not been 
monetized. 

a The related purchases to supply these sales contracts were accounted for as cash flow hedges, with the effective portion o f  the change in fair 
value being recorded in AOCI and the ineffective portion recorded in "Energy purchases - Unrealized economic activity." The 
corresponding cash flow hedges were dedesignated and all amounts previously recorded in AOCI were reclassified t o  earnings. This 
resulted in a pre tax  reclassification of $( 173) million of losses from AOCI into "Energy purchases - Unrealized economic activity" on the 
Statcmcnt of Income. An additional charge of $(39) million was also recorded in "Wholesale energy marketing - Unrealized economic 
activity" on t h e  Statement of  Income to reflect the fair value of the sales contracts previously accounted for as economic activity. 

a The net result of these transactions, excluding the full-requirement sales contracts that have not been monetized, was a loss ofS(68) million, 
or $(40) million, after tax. 

The proceeds o f  $249 million from these monetizations are reflected in the Statement of  Cash Flows as a component of"Net  cash provided by 
operating activities." 

Cash ElowHedges 

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 
:lassified into earnings when the forecasted transaction occurs. The  cash flow hedges that existed at December 31, 201 1 range in maturity 

,rough 2016. A t  December 31,201 I ,  the accumulated net unrecognized after-tax gains (losses) that are expected to be reclassified into earnings 
during the next 12 months were $394 million for PPL. and PPL, Energy Supply. Cash flow hedges are discontinued if it i s  no longer probable that 
the original forecastcd transaction will occur by the end of the originally specified time periods and any amounts previously recorded in AOCI 
are reclassified into earnings once it is determined that the hedge transaction is probable of not occurring. For 201 I ,  such reclassifications were 
insignificant. For 2010 and 2009, such reclassifications were after-tax gains (losses) o f  $(89) million and $9 million. T h e  amounts recorded in 
201 0 were primarily due to the monetization of certain full-requirement sales contracts, for which the associated hedges are no longer required, 
as discussed above 

For 201 I ,  2010 and 2009, hedge ineffectivencss associated with energy derivatives was, after-tax, a loss of 3422) million, a loss of $(30) million 
and a gain of $41 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 the first quarter of2009. However, these positions were not dedesignated as 
hedges, as prospective regression analysis demonstrated that these hedges were expected to be highly effective over their term. During 2009, 
fewer power and gas cash flow hedges failed hedge effectiveness testing; therefore, a portion of the previously recognized unrealized gains 
recorded in 2008 associated with these hedges were reversed. For 2009, after-tax gains (losses) of $(215) million were recognized in earnings as 
a result of these reversals. During the first quarter of2010, after-tax gains (losses) of $(82) million were recognized in earnings as a result of 
these reversals continuing. Effective April I ,  2010, clarifying accounting guidance was issued that precludes the reversal of previously 
recognized gains/losses resulting from hedge failures. By the end of the first quarter of 2010, all previously recorded hedge ineffectiveness gains 
resulting from hedge failures were reversed; thus, the new accounting guidance did not have a significant impact at adoption on April I ,  2010. 
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Eco-n-omic-Activity 

pertain derivative contracts economically hedge the price and volumetric risk associated with electricity, gas, oil and other commodities but do 
' receive hedge accounting treatment. These derivatives hedge a portion of the economic value oFPPL and PPL Energy Supply's competitive 

_,neration assets and unregulated full-requirement and retail contracts, which are subject to changes in fair value due to market price volatility 
and volume expectations. Additionally, economic activity includes the ineffective portion of qualifying cash flow hedges (see "Cash Flow 
Hedges'' above) The derivative contracts in this category that existed at  December 31,201 I range in maturity through 2019. 

Examples of economic activity include certain purchase contracts used to supply full-requirement sales contracts; FTRs or basis swaps used to 
hedge basis risk associated with the sale of competitive generation or supplying unregulated full-requirement sales contracts; spark spreads (sale 
of electricity with the simultaneous purchase of fuel); retail electric and gas activities; and fuel oil swaps used to hedge price escalation clauses 
in coal transportation and other fuel-related contracts. PPL Energy Supply also lijes options, which include the sale of call options and the 
piirchase o f  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. 

Unrealized activity associated with monetizing certain full-requirement sales contracts was also included in economic activity during 201 1. 

The net fair value of economic positions at December 3 1,201 1 and December 3 1,  2010 was a net (asset) liability o f  $63 million and $389 
million for PPL, Energy Supply. The unrealizcd gains (losses) for economic activity are as follows. 

Operating Revenues 
Unregulated retail electric and g a s  
Wholesale energy marketing 

Fuel 
Energy purchases 

Operating Expenses 

The net gains (losses) recorded in "Wholesale energy maiketing" resulted primarily from certain full-requirement sales contracts for which PPL 
Energy Supply did not elect NPNS, from hedge ineffectiveness, including hedges that failed effectiveness testing, as discussed in "Cash Flow 
liedges" above, and from the July 201 0 monetization of certain full-requirement sales contracts. The net gains (losses) recorded in "Energy 
purchases" resulted primarily from certain purchase contracts to supply the full-requirement sales contracts noted above for which PPL Energy 
Supply did not elect hedge treatment, from hedge ineffectiveness, including hedges that failed effectiveness testing, and from purchase contracts 

at no longer hedge the full-requirement sales contracts that were monetized as discussed above in "Monetization of Certain Full-Requirement 
Jes Contracts." 

(PPL., LKE, LG&E and KU) 

L,G&E and KU primarily utilized forward financial transactions to manage price risk associated with expected economic gcneration capacity in 
excess of expected load requirements. Hedge accounting treatment was not elected for these transactions; therefore, realized and unrealized 
gains and losses are recorded in the Statements of  Income. 

The net fair value of economic positions for LKE, LG&E and KU at December 31,2010 were not significant. There are no economic positions 
at December 3 1,201 1 .  tinrealized gains (losses) for economic activity for LKE, L,G&E and KU in 201 1, 2010 and 2009 were not significant. 

(PPL and PPL Energy Supply) 

Commodity Price Risk (Trading) 

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

"PL Energy Supply currently employs four primary strategies to maximize the value of its wholesale energy portfolio. As further discussed 
low, these strategies include the sales of baseload generation, optimization of  intermediate and peaking generation, marketing activities, and 
oprietary trading activities. The tables within this section present the volumes of PPL Energy Supply's derivative activity, excluding those that 

qualify for NPNS, unless otherwise noted. 

__ Sales - of - Baseload __ Generation __ 

PPL Energy Supply has a formal hedging program for its competitive baseload generation fleet, which includes 7,252 MW of nuclear, coal and 
hydroelectric generating capacity. The objective of this program is to provide a reasonable level o f  near-term cash flow and earnings certainty 
while preserving upside potential of power price increases over the medium term. PPL Energy Supply sells its expected generation output on a 
forward basis using both derivative and non-derivative instruments. Both are included in the following tables. 

The following table presents the expected sales, in GWh, from competitive baseload generation and tolling arrangements that are included in the 
baseload portfolio based on current forecasted assumptions for 201 2-2014. These expected sales could be impacted by several factors, including 
plant availability. 

2012 2013 2014 
53,737 53,136 53,502 

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 December 3 1,201 1. 

Y c.a r 

2012 
2013 
2014 (d) 

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

85% 93% 98% 100% 
63% 71% 89% 100% 
4% 10% 62% 100% 

(a) 

1 

Excludes non-derivative contracts and contracts that qualify for NPNS. Volumes for option contracts factor in the probability of an option being exercised and may be less 
than the notional amount of the option. 
Amount represents derivative (including contracts that qualify for NPNS) and non-derivative contracts. Volumes for option contracts factor in the probability of an option 
being exercised and may be less than the notional amount oftlie option. Percentages are based on fixed-price contracts only. 
Coal and nuclear contracts receive accrual accounting treatment, as they are not derivative contracts. Percentages are based on both fixed- and variable-priced contracts. 
Volumes for derivative sales contracts that deliver in future periods total 1,541 GWh and 7.2 Bcf. Id) 

In addition to the fuel purchases above, PPL Energy Supply attempts to economically hedge the fuel price risk that is within its fuel-related and 
coal transportation contracts, which are tied to changes in crude oil or diesel prices. PPL Energy Supply has also entered into contracts to 
financially hedge the physical sale of oil. The following table presents the net volumes (in thotisands of barrels) of derivative (sales)/purchase 
contracts used in support of these strategies at December 3 I ,  20 1 1 .  

2012 2013 2014 

Oil Swaps 59 I 540 240 

Optimization of Intermniate and PeakingGeneration 

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 3,256 MW of gas and oil-fired generation. The following table presents the net volumes of 
derivative (sales)/purchase contracts used in support of this strategy at December 31,201 1. 

Units 2012 2013 2014 (a) 

Power Sales 
Fuel Purchases (b) 

GWh 
Bcf 

(a) 
(b) 

Volumes for derivative contracts used in support of these strategies that deliver in future periods are insignificant. 
Included in these volumes are non-options and exercised option contracts that converted to non-option derivative contracts. Volumes associated with option contracts are not 
significant. 
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Ma_rk_e&ngActivities 

-PL, Energy Supply's marketing portfolio is comprised of full-requirement sales contracts and their related supply contracts, retail gas and 
2tricity sales contracts and other marketing activities. T h e  full-requirement sales contracts and their related supply contracts make up a 

gnificant component of the marketing portfolio. The obligations under the full-requirement sales contracts include supplying a bundled 
product of energy, capacity, RECs, and other ancillary 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. The  following table presents the 
volurnc of (sales)/purchase contracts, excluding FTRs, RECs, basis and capacity contracts, used in support of these activities at December 3 1, 
201 1. 

Units 2612 2013 2014 

Energy sales contracts (a) 
Related energy supply contracts (a) 

Energy purchases 
Volumetric hedges (b) 
Generation supply 

Retail gas sales contracts 
Retail gas purchase contracts 

GWh ( I  6,235) (6,524) (3,681) 

GWli 
GWh 
GWh 
Bcf 
Bcf 

10,658 1,359 136 
254 I28 93 

5,389 4,462 3,259 
( I  3.5) (2 6 )  (0.7) 

13.2 2.5 0 7  

(a) 
(b) 

Includes NPNS and contracts that are not derivatives, which receive accrual accounting. 
PPL Energy Supply uses power and gas options, swaps and futures to hedge the volumetric risk associated with full-requirement sales contracts since the demand for power 
varies hourly Volumes for oprion contracts factor in the probability of an option being exercised and may be less than the notional amount of the option. 

At December 3 I ,  201 1, PPL Energy Supply's proprietary trading positions, excluding FTR, basis and capacity contract activity that is included in 
the tables below, were not significant. 

FTRs and Other Basis Posilions 

L 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 following table 
presents the net volumes of derivative FTR and basis (sales)/purchase contracts at December 31,201 1.  

Units 2012 2013 2014 

FTRs 
Power Basis Positions (:I) 
Gas Basis Positions (a) 

GWh 16,562 
GWh ( I  8,035) (8,343) (2,628) 
Bcf 11.0 (5.2) (0.9) 

(a) Net  volumes that deliver in future periods are (677) GWh and (5 I )  Bcf. 

Capacity Positions 

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 reccive 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 December 3 I ,  201 1 ~ 

Units 2012 2013 2014 (a) 

Capacity M W-months (7,797) (3, I 08) (2,578) 

(a) Volumes that deliver in future periods are 989 MW-months. 
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Interest Rate Risk 

/PPL,, PPL. Energy Szcpply, LKE and L,G&E) 

. 0 and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. PPL, and its subsidiaries utilize 
various financial derivative instruments to adjust the mix of fixed and floating interest rates in their debt portfolio, adjust the duration of their 
debt portfolio and lock in benchmark interest rates in anticipation of futrire 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 and its subsidiaries' debt 
portfolio due to changes in benchmark interest rates. 

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 and  PPL Energy Supply enter into financial interest rate swap contracts that qualify as cash flow hedges to hedge floating 
interest rate risk associated with both existing and anticipated debt issuances. For PPL, outstanding interest rate swap contracts ranged in 
maturity through 2022 and had a notional value of $ 1  50 million at December 31,201 I .  No contracts were outstanding for PPL, Energy Supply at 
December 3 1 , 2 0  1 1 I 

Through PPL, PPL. WEM holds a notional position in cross-currency interest rate swaps totaling $960 million that mature through 2021 to hedge 
the interest payments and principal of the U.S. dollar-denominated senior notes issued by PPL WEM in April 201 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 or its U S dollar-denominated senior notes. In 2010, 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 1, these swaps are no longer part of PPL. Energy Supply's business. 

Fgi LOI 1, hedge ineffectiveness associated with interest rate derivatives resulted in a net after-tax gain (loss) of $(9) million for PPL, which 
included a gain (loss) of $(4) million attributable to certain interest rate swaps that failed hedge effectiveness testing during the second quarter of 
201 I .  For 2010, hedge inefkctiveness associated with these derivatives resulted in a net after-tax gain (loss) of $(9) million for PPL and was 
insignificant for PPL Energy Supply For 2009, hedge ineffectiveness associated with these derivatives was insignificant for PPL and PPL, 
Energy Supply. 

Cash flow hedges are discontinued if i t  is no longer probable that the original forecasted transzction will occur by the end o f  the originally 
ecified time periods and any amounts previously recorded in AOCI are reclassified into earnings once it is determined that the hedged 

ansaction is probable of not occurring. PPL had no such reclassifications for 201 1. As a result of the expected net proceeds from the 
anticipated sale of certain non-core generation facilities, coupled with the monetization of certain full-requirement sales contracts, debt that had 
been planned to be  issued by PPL Energy Supply in 2010 was no longer needed. As a result, hedge accounting associated with interest rate 
swaps entered into by PPL. in anticipation of a debt issuance by PPL Energy Supply was discontinued. PPL. reclassified into earnings a net after- 
tax gain (loss) of $( 19) million in 2010 and an insignificant amount in 2009. PPL Energy Supply had no such reclassifications in 201 1,2010 and 
2009. 

At December 3 1, 2 0  1 I ,  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 $(12) million for PPL, and insignificant for PPL Energy Supply. Amounts are reclassified as the 
hedged interest payments are made. 

(PPL, and PPL Energy Supply) 

PPL and PPL Encrgy Supply are exposed to changes in the fair value o f  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 issuanccs due to changes in benchmark interest rates. At 
December 3 1, 20 1 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 December 3 1,201 1 I PPL. and PPL. Energy Supply did not recognize gains or losses resulting from the ineffective 
portion of falr value hedges or from a portion of the hedging instrument being excluded from the assessment of hedge effectiveness for 201 1, 
20 I O  and 2009. 

In 201 I ,  PPL. Electric redecmed $400 million of 7.125% Senior Secured Bonds due 2013. As a result of this redemption, PPL, recorded a gain 
(loss) of $22 million, or $14 million after tax, for 201 1 in "Other Income (Expense) - net" on the 
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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. Additionally, PPL, recognized insignificant amounts from hedges of debt that no longer qualified as fair value hedges for 2010 and 
3009. 

, PL Energy Supply) 

PPL Energy Supply did not recognize any gains or losses resulting from hedges of debt issuances that no longer qualified as fair value hedges for 
201 1,2010 and 2009. 

Eco.aomic Activity- (PPL, LKE and LG&E) 

LG&E enters into interest rate swap contracts that economically hedge interest payments on variable rate debt. Because realized &hii;s and 
losses from the swaps, including a terminated cwap rontract, are recoverable through regulated rates, any subsequent changes in fair value of 
these derivatives are included in regulatory assets or liabilities until they are realized as interest expense. Realized gains and losses are 
recognized in "Interest Expense" on  the Statements of Income when the hedged transaction occurs. At December 3 1, 20 1 1, L.G&E held 
contracts with aggregate notional amounts of$179 million that range in maturity through 2033. The rair value of these contracts were recorded 
as liabilities of  $60 million and $34 million at December 31, 201 1 and 2010, with equal offsetting amounts recorded as regulatory assets. 

Prior to the third quarter of 201 0, LG&E Predecessor accounted for these contracts as cash flow hedges and reclassified amounts previously 
recorded in AOCI to earnings in the same period during which the forecasted transaction affected earnings. 

Foreign Currency Risk 

(PPL and PPL Energy Supply) 

PPL. is cxposed to foreign currency risk, primarily through investments in bK. affiliates. In addition, PPL and its subsidiaries arc exposed to 
foreign currency risk associated with firm commitments in currencies other than the applicable functional currency. 

PPL, has adopted a foreign currency risk management program designed to hedge certain foreign currency exposures. including firm 
commitments, recognized assets or liabilities, anticipated transactions and net invcstments. In addition, PPL enters into financial instruments to 
protect against foreign currency translation risk of expected earnings. 

sh Flow H e d g e  

PPL, may enter into foreign currency derivatives associated with foreign currency-denominated debt and the exchange rate associated with firm 
commitments (including those for the purchase ofequipment) denominated in foreign currencies; however, at December 3 1,201 1, there were no 
existing contracts of this nature. Amounts previously settled and recorded in AOCI are reclassified as the hedged interest payments are made 
and as the relatcd equipment is depreciated. Insignificant amounts are expected to be  reclassified into earnings during the next 12 months 

During 201 1, 2010 and 2009, n o  cash flow hedges were discontinued because it was probable that the original forecasted transaction would not 
occur by the end ofthe originally specified time periods. 

- Fair _-. ValuEHedges 

PPL enters into foreign currency forward contracts to hcdge the exchange rate risk associated with firm commitments dcnominated in foreign 
currencies; however, at December 31, 201 1, there were no existing contracts of this nature and no gains or losscs recorded for 201 I ,  2010 and 
2009 related to hedge ineffectiveness, or from a portion of the hedging instrument being excluded from the assessment of hedge effectiveness, or 
from hedges of firm commitments that no longer qualified as fair value hedges. 

NeL!nw&-tH&es 

PPL. enters into foreign currency contracts on behalf o f a  subsidiary to protect the value of a portion of its net investment in WPD. In 2010 and 
2009, these contracts were included in PPL, Energy Supply's business. As a result o f  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. 
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The contracts outstanding at December 3 1, 201 1 had an aggregate notional amount of E92 million (approximately $150 million based on 
contracted rates). The settlement dates of these contracts range from January 2012 through September 2012. At December 31,201 1 and 2010, 
'he fair value of these positions was a net asset of $7 million. For 201 1, PPL recognized an insignificant amount of activity in the foreign 

rrency translation adjustment component af AOCI. For 2010 and 2009, PPL and PPL Energy Supply recognized insignificant amounts in the 
,reign currency translation adjustment component of AOCI. Ai December 3 1, 201 1, PPL had $19 million of accumulated net investment hedge 

after-tax gains (losses) that were included in the foreign currency translation adjustment component of AOCI. At December 31,2010, PPL, and 
PPL. Energy Supply had $15 million of accumulated net investment hedge after-tax gains (losses) that were included in the foreign currency 
translation adjustment component of AOCI. 

EcoEmic-Activi ty 

(PPL) 

In anticipation of the repayment of a portion of the GBP-denominated borrowings under the 201 1 Bridge Facility with US. dollar proceeds 
receivcd 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 economically hedge the foreign currency exchange rate risk 
related to the repayment. When these trades were settled in April 201 1, PPL recorded $55 million of pre-tax, net gains (losses) in "Other Income 
(Expense) - net" on the Statements oflncome. 

(PPL and PPL Energy Supply) 

PPL and PPL Energy Supply may enter into foreign currency contracts as an economic hedge of anticipated earnings denominated in British 
pounds sterling. In 2010 and 2009, 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. At December 3 I ,  201 1, the total exposure hedged by PPL, was E288 million and the fair value of these positions 
was a net asset of $1 1 million These contracts had termination Gates ranging from January 2012 to November 2012 For PPL. and PPL. Energy 
Supply, the net fair value ofsimilar hedging instruments outstanding at December 31,2010 was insignificant. PPL, records gains (losses) on 
these contracts, both realized and unrealized, in "Other Income (Expense) - net" on the Statements of Income. PPL. Energy Supply records gains 
(losses) on these contracts, both realized and unrealized, in "Income (L,oss) from Discontinued Operations (net of income taxes)" on the 
Statements of Income. For 201 1, PPL recorded gains (losses) of $10 million. For 2010, the amounts for PPL and PPL, Energy Supply were 
insignificant. For 2009, PPL and PPL, Energy Supply recorded gains (losses) of $(9) million. 

ccounting and Reporting 

(PPL, PPL, Energy Supply, PPL Elecrric, LKE, L G d E  and KU) 

All derivative instruments are recorded at fair value on the Balance Sheet as an asset or liability unless they qualify for NPNS. NPNS contracts 
for PPL and PPL. Energy Supply include full-requirement sales contracts, other physical sales contracts and certain retail energy and physical 
capacity contracts, and for PPL. Electric include full-requirement purchase contracts and other physical purchase contracts. Changes in the 
derivatives' fair value are recognized currently in earnings unless specific hedge accounting criteria are met, except for the changes in fair value 
of LG&E's interest rate swaps, which beginning in the third quarter of 2010, have been recognized as regulatory assets. See Note 6 for amounts 
recorded in regulatory assets at December 3 1, 201 1 and December 3 1,2010. 

See Note 1 for additional information on accounting policies related to derivative instruments. 

The following tables present the fair value and location of  derivative instruments recorded on the Balance Sheets. 

379 



\-arrent: 
Price Risk Management 

Assets/L.iabilitics (b): 
Interest rate swaps 
Cross-currency swaps 
Foreign currency 

exchange contracts 
Commodity contracts 

Total current 
Noncurrent: 

Price Risk Management 
Assets/L.iabilities (b): 

Interest rate swaps 
Cross-currency swaps 
Commodity contracts 

Toral noncurrent 
Total derivalives 

December 31,2011 
Derivatives designated as  

liedging instruments 
Derivatives not designated 
as liedginp instruments (a) 

Assets Liabilities Assets Lia bili ties 

$ 3 %  3 $ 5 
2 

7 $ I I  
872 3 1,655 1,557 

1,562 882 8 1,666- -,- 

55 
24 
42 2 854 783 
66 2 854 838 

$ 948 $ I O  $ 2,520 $ 2,400 

December 31,2010 
Derivatives desianated as Derivatives not designated 

hedging instruments as hedging instruments (a) 
Assets Liabilities Assets Liabilities 

9; I I  $ 19 $ 2 
7 9 

7 $ 4 
878 19 1,Ol I 1,095 
903 47 1.01 5 1,097 

4 32 

169 7 445 43 1 
210 7 445 463 

31 

$ 1,113 $ 54 $ 1,460 $ 1,560 

(a) 

(b) 

$237 million and $326 million of net gains associated with derivatives that were no longer designated as hedging instruments are recorded in AOCl at December 3 I ,  201 1 and 
2010. 
Represents the location on the Balance Sheet 

The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCl were $527 million, $695 million and $602 
million at December 3 I ,  20 i !, 2010 and 2009. 

The following tables present the pre-tax effect of derivative instruments recognized in income, OCI or regulatory assets 

Derivrtives in Hedged Items in Location of Cain 

Rclntionsliips Relationships i n  Income in Income on Derivative in lnconieon Related Item 
F a i r  Value Hedging Pair Valse Hedging (Loss) Recognized Cain (Loss) Recognized Cain (Loss) Recognized 

1 1  
terest rate swaps 

2010 

2009 
Interest rate swaps 

Interest rate swaps 

Fixed rate debt 

Fixed rate debt 

Fixed rate debt 

Interest expense 
Other Income - net 

interest expense 

Interest expense 
Other Income - net 

Derivative Cain 
Derivative (Loss) Recognized in 

Relationships OCI (Effective Portion) 
201 1 

Cash Flow I-ledges: 
Interest rate swaps $ 
Cross-currency swaps 

(55) 
(35) 

Commodity contracts 43 1 

Total 
Net Investment Hedges: 

Foreign excliange contracts 

$ 34 1 

$ 6 

Location of Cain (Loss) 
Recognized in Income 

Interest expense 
Interest expense 
Other income (expense) - net 
Wholesale energy marketing 
Fuel 
Depreciation 
Energy purchases 

2 %  

48 $ 

12 $ 

Cain (Loss) Reclassified 
from AOCl into Income 

(Effective Portion) 

(13) 
5 

29 
8.35 

I 
2 

(243) 

25 
22 

(6) 

29 
7 

Cain (Loss) Recognized 
in Income on Derivative 
(Inefrective Portion and 
Aniount Excluded from 
Effectiveness l'esting) 

(39) 

1 

380 



Derivative Cain 
Derivative (Loss) Recognized in 

Relationships OC1 (Effective Portion) 
2010 

Cash Flow Hedges: 
Interest rate swaps $ (145) 

Cross-currency swaps 25 

Commodity contracts 487 

Total $ 367 

Net Investment Hedges: 
Foreign exchange contracts $ 5 

Location of Cain (LOSS) 
Recognized in Income 

Interest expense 
Other income (expense) -net 
Interest expense 
Other income (expense) - net 
Wholesale energy marketing 
Fuel 
Depreciation 
Energy purchases 

2009 
Cash Flow Hedges: 

Interest rate swaps 

Cross-currency swaps 

Commodity contracts 

64 interest expense 
Other income (expense) -net 

(45) Interest expense 
Other income (expense) -net 

829 Wliolesale energy marketing 
Fuel 
Deprcciation 
Energy purchases 
Other O&M 

Total $ 848 

Net Investment Hedges: 
Foreign exchange contracts $ (9) 

C a i n  (Loss) Recognized 
in income on Derivative 
(Ineffective Portion and 
Amount  Excluded from 

Cain (Loss) Reclassified 
from AOCl into Income 

(Effective Portion) Effectiveness Testing) 

(296) 
2 

(7) 

Location of Cain (Loss) Recognized in 201 1 2010 2009 Derivatives N o t  Designated as 
Hedging instruments: Income on Derivatives 

roreign exchange COntraCtS 
Interest rale swaps 
Commodity cnntracts 

Other income (expense) - net 
Interest expense 

Unregulated retail electric and gas 
Wholesale energy marketing 
Net energy trading margins (a) 
Fuel 
Energy purcliases 
Total 

Utility 

R 65 $ 3 %  (9) 

13 
(70) 588 

12 12 

(2) 
1 1  

1 

Derivatives Nut  Designated as Location of Cain (Loss) Recognized as 
201 1 2010 2009 Hedging Instruments: Regulatory LiabilitieslAssets 

$ (26) $ ( 1  1 )  
Interest rate swaps 

(a) Differs from the Statement of Income due to intra-month transactions that PPL defines as spot activity, which is not accounted for as a derivative. 

Regulatory assets - noncurrent 

(PPL, Energy Supply) 

The following tables present the fair value and location of derivative instruments recorded on the Balance Sheets. 

December 31,201 1 December 31,2010 

Derivatives designated as Derivatives not designated Derivatives designated as Derivatives not designated 
IS hedging instruments (a) hedging instruments hedging instruments (a) 

Current: 
Price Risk Management 

$ 7 $  9 Assets/L.iabilities (b): 
Cross-cunency swaps 
Foreign currency 7 $ 4 

exchange contracts 1,655 $ 1,557 878 19 1,011 $ 1,084 
1,655 1,557 892 28 1,015 1,084 

872 $ 3 $  
872 3 

$ Commodity contracts 
Total current 
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December 31,201 I 
Derivatives designated as  

hedging instruments 
Derivatives not designated 
as hedging instruments (a) 

Assets Liabilities Assets Liabilities 
Noncurrent: 

Price Risk Management 
Assets/L.iabilities (b): 

Cross-currency swaps 
Commodity contracts 42 2 854 783 

Total noncurrent 42 2 854 783 
$ 914 $ 5 %  2,509 $ 2,340 Total derivatives 

December 31,2010 
Derivatives designated as  Derivatives not designated 

hedging instruments hedging instruments (a) 
Assets Liabilities Assets Liabilities 

37 
169 7 445 43 I 
206 I 445 43 I 

$ 1,098 $ 35 $ 1,460 $ 1,515 

(a) 

(b) 

The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCl were $605 million, $733 million and $573 
million at December 31,201 I ,  2010  and 2009. The December 31, 201 1 AOCI balance reflects the effect of PPL Energy Supply’s distribution of 
its membership interest in PPL Global to its parent, PPL, Energy Funding. See Note 9 for additional information. 

The following tables present the pre tax  effect of derivative instruments recognized in income or OCI. 

$237 million and $326 million ofnet  gains associated with derivatives t!vt wcre no longer designated as hedging instruments are recorded in AOCI at December 31, 201 1 and 
2010. 
Represents the location on the Balance Sheet. 

Derivatives in Hedged Items in 

Relationships Relationships 
Fair Value Hedging Fair  Value Hedging 

201 I 
Interest rate swaps 

2010 
Interest rate swaps 

2009 
Interest rate swaps 

Derivative 
Relationships 

201 1 
Cash Flow Hedges: 

Commodity contrxts 

Total 

2010 
Cash Flow Hedges: 

Interest rate swaps 

Cross-currency swaps 

Commodity contracts 

Total 
Net Investment Hedges: 

Foreign exchange contracts 

Fixed rate debt 

Fixed rate debt 

Fixed rate debt 

Derivative Gain 
(Loss) Recognized in 

OCI (Effective Portion) 

$ 43 1 

$ 43 1 

25 

4x7 

$ 512 

$ 5 

Location of Gain 
(Loss) Recognized Gain (Loss) Recognized Coin (Loss) Recognized 

in Income in Income on Derivative in lncomeon Related Item 

Interest expense $ 

Interest expense 

Interest expense 1 

Gain (Loss) Reclassilied 
from AOCl into Income Location of Cain (Loss) 

Recognized in Income (Effective Portion) 

Wliolesale energy marketing 
Fuel 
Depreciation 
Energy purchases 

Discontinued operations (net of 
income taxes) 
Discontinued operations (net of 
income taxes) 
Wholesale energy marketing 
Fuel 
Depreciation 
Energy purchases 

835  
I 
2 

18 
680 

2 
2 

(458) 
$ 244 

Gain (Loss) Recognized 
in Income on Derivative 
(Ineffective Portion and 
Amount Excluded from 
Effectiveness Testing) 

$ (39) 
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Derivative Cain 
Derivative (Loss) Recognized in Location of  Cain (Loss) 

Relationships OCI (Effective Portion) Recognized in Income 
2009 

Cash Flow Hedges: 
Cross-currency swaps 

Commodity contracts 

Derivatives not designated RS hedging instruments 
Assets Liabilities 

Cain (Loss) Recognized 
in Income on Derivative 
(Ineffective Portion ond 
Amount Excluded from 

Cain (Loss) Reclassified 
from AOCl into Income 

(Effective Portion) Effectiveness Testing) 

Derivatives not designated as $edging instruments 
Assets Liabilities 

Total 
Net investment Hedges: 

Foreign exchange contracts 

$ (45) Discontinued operations (net of 
income taxes) 

Fuel 
Depreciation 
Energy purchases 
Othe: O&M 

829 Wholesale energy marketing 

9; 784 

$ (9) 

(7) 

Derivatives Not Designated ns Location of Cain (Loss) Recognized in 
Hedging Instruments: Income on Derivatives 201 I 2010 2009 

Foreign exchange contracts 

Commodity contracts 

Discontinued Operations 
(net of income taxes) 
Unregulated retail electric and gas 
Wholesale energy marketing 
Net energy trading margins (a) 
Fuel 
Energy purchases 
Total 

(a) Differs from the Stntement of Income due to intra-month transactions that PPL. Energy Supply defines as spot activity, which i s  not accounted for as a derivative 

( M E  and LG&E) 

There were no derivatives designated as hedging instruments as of December 31, 201 1 and December 31,2010. The foilowing table presents the 
' i i r  value and location of derivative instruments not designated as hedging instruments recorded on the Balance Sheets: 

Current: 
Other Current Liabilities 

Assets/L.iabilities (a): 
Interest rate swaps 
Commodity contracts 

Total current 
Noncurrent: 

Price Risk Management 
Assets/Liabilities (a): 

Interest rate swaps 
Total noncurrent 

Tota I derivatives 

(a) Represents the location on the Balance Sheet. 

$ 5 

5 

$ 2 
2 
4 

55 
55 

$ 60 

32 
32 

$ 36 

The following tables present the pre-tax effect of derivative instruments recognized in income or regulatory assets for the periods ended 
December 3 1,201 1,20 10 and 2009, for the Successor and Predecessor. 
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Predecessor Successor 
Two Months Ten Months 

Year Ended Ended Ended Year Ended 
Derivatives Not Designated as Location of Gain (Loss) Recugnizcd in December 31, December 31, October 31, December 31, 

Hedging Instruments: Income on Derivatives 201 1 2010 2010 2009 

Interest rate swaps 
Commodity contracts 

(1) $ (7) $ 1 
3 9 

Interest expense $ ( 8 )  $ 
Operating revenues - retail and wholesale ( 1 )  (2) 
Total $ (9) (3) $ (4) $ 10 

Derivatives Not Designated as Location oTCain (Loss) Recognized as 
Hedging instruments: Regulatory LiabilitieslAssets December 31,2011 December 31,2010 

Interest rnte swaps Regulatory assets $ (26) $ (43) 

There were no derivatives designated as hedging instruments as of December 3 I ,  201 1 and December 31,2010. There were no after-tax 
balances of accumulated net gains (losses) in AOCl at December 3 1, 201 I and 20 IO.  The gains and losses recognized in income on derivatives 
associated with commodity contracts were not significant for the periods ended December 31,201 1,2010, and 2009. 

Credit Risk-Related Contingent Features (PPL, PPL Energy Slipply, LKE arid LG6E) 

Certain of PPL’s, PPL, Energy Supply’s, LKE‘s and LG&E‘s derivative contracts contain credit risk-related contingent provisions which, when in 
a net liability position, would permit the counterparties to require the transfer of additional collateral upon a decrease in the credit ratings of PPL, 
PPL Energy Supply, LKE, L.G&E. or certain of their subsidiaries. Most of these provisions would require PPL., PPL Energy Supply, LKE or 
L.G&E to transfer additional collateral or permit the counterparty to tenninate 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 Eitch, or Baa3 for Moody’s), and assuming no assignment to an investment grade affiliate were allowed, most of these credit 
contingent provisions require either immediate payment of the net liability as a termination payment or immediate and ongoing full 
collateralization by PPL, PPL Energy Supply, LKE or LG&E on derivative instruments in net liability positions. 

‘ditionally, ccrtain of PPL,’s, PPL, Energy Supply’s, LKE’s and LG&E‘s derivative contracts contain credit risk-related contingent provisions 
..d require PPL, PPL Energy Supply, LKE or L,G&E to provide “adequate assurance” of performance if the other party has reasonable grounds 
for insecurity regarding PPL’s, PPL. Energy Supply‘s, LKE’s or L.G&E‘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. This would typically involve negotiations among the parties. However, amounts disclosed below represent assumed 
immediate payment or immediate and ongoing full collateralization for derivative instruments in net liability positions with “adequate assurance“ 
provisions. 

At December 3 1 ,  201 1 ,  the effect o f a  decrease in credit ratings below investment grade on derivative contracts that contain crcdit contingent 
features and were in a net liability position is summarized as follows: 

Aggregate fair value of derivative instruments in a net liability 

Aggregate fair value oFcollateral posted on these derivative instruments 
Aggregate fair value of additional collateral requirements in the event of 

position with credit risk-related contingent provisions 

a credit downgrade below investment grade (a) 

I’I’L 
I’ I’ L Energy Supply LKE LG&E 

$ 156 $ 118 $ 39 $ 39 
38 9 29 29 

183 173 10 10 

(a) Includes the effect of net receivables and payables already recorded on the Balance Sheet 
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20. Goodwill and Other  Intangible Assets 

.odwill 

(PPL and PPL Energy Sicppijj) 

The changes in the carrying amount of goodwill by segment were: 

Kentucky Regulated International Regulated 
201 I 2010 201 1 2010 

PPL 
Balance at b$gisxing of p-riod (a) $ 662 $ 679 $ 715 

Goodwill recognized during the period (b) $ 662 2,391 
Allocation to discontinued operations (c) 
Effect of foreign currency exchange rates (38) (36)  

$ 662 $ 662 $ 3,032 $ 679 Balance at end of period (a) 

PEL.~.nergy_SuPP~Y 
Balance at beginning of period (a) 

Derecognition (d) 
Allocation to discontinued operations (c) 
Effect of foreign currency exchange rates 

Balance at end of period (a) 

International Regulated 
201 1 2010 

$ 679 $ 715 
(679) 

(36) 
9; $ 679 

Supply 
201 I 2010 

$ 420 $ 91 
334 

( 5 )  

$ 420 $ 420 

Supply 
201 1 2010 

$ 86 $ 91 

( 5 )  

$ 86 $ 86 

Total 
201 1 2010 

$ 1,761 $ 806 
2,391 996 

( 5 )  
( 3 8 )  ( 3 6 )  

$ 4,114 $ 1,761 

Total 
201 1 2010 

$ 765 $ 806 
(679) 

( 5 )  
(36) 

$ 86 $ 765 

(a) There were no accumulated impairment losses related to goodwill 
(b) Activity in 201 I recognized as a result of the acquisition o f  WPD Midlands. Activity in 2010 recognized as a result of the acq'kition o f  LKE. A portion of the goodwill 

related to the acquisition of LKE was allocated to th+ Supply segment. See Note 10 for additional information. 
(c) Represents goodwill allocated to certain non-core generation racilities that were held for sale in 2010 and sold in 201 I 
(d) Represents tlie amount of goodwill derecognized as a result of PPL Energy Supply's distribution of  its membership interest in PPL Global to PPL. Energy Supply's parent, PPL 

Energy Funding. See Note 9 for additional information on the distribution. Subsequent to the distribution, PPL. Energy Supply operates in a single reportable segment and 
reporting unit. 

iLKE, L,G&E and KU) 

e changes in the carrying amounts of goodwill were as follows. 
LKE LC&E KU 

Balance at December 3 I ,  2009  and October 3 1,20 IO,  Predecessor (a) 
Dispositions (b) 
Purchase accounting adjustments (c) 

Balance at December 3 I ,  20  I0  and 201 I ,  Successor (a) 

$ 837 
(837) 
996 $ 389 $ 607 

$ 996 9; 389 $ 607 

(a) 

(b) 
(c) 

The opening balances included $1.5 billion or impairment losses related to goodwill recorded in 2009. There were no accumulated impairment losses related to goodwill at 
December 3 I ,  201 0 o r  201 I .  
Predecessor goodwill was eliminated in purchase accounting at November I ,  2010. 
Recognized as a result ofthe November I ,  2010 acquisition by PPL. For L.G&E and KU,  the allocation of goodwill was based on the net asset values of the respective 
companies See Note 10 for additional information. 

(L,KE) 

For the 2009 annual impairment test, the estimated fair values of LG&E and KU were based on a combination of the income approach, which 
estimates the fair value of the reporting unit based on discounted future cash flows and the market approach, which estimates the fair value of  the 
reporting unit bascd on market coniparables. The discounted cash flows for LG&E and KU were based on discrete financial forecasts developed 
by management Tor planning purposes and consistent with those given to E.ON AG, LKE's former parent company. Cash flows beyond the 
discrete forecasts were estimated using a terminal-value calculation, which incorporated historical and forecasted financial trends for each of 
L.G&E and K U  and considered long-term earnings growth rates for publicly-traded peer companies. The level 3 income-approach valuations 
included a cash flow discount rate of  6.3% and a terminal-value growth rate of 1.1%. In addition, subsequent to 2009 but prior to the issuance of 
the 2009 financial statements, discussions were held with interested parties for the possible sale of LKE, including the regulated utilities. Data 
from this process was used for evaluating the carrying value of goodwill a t  December 3 1,2009. 

Based on information represented by bids receivcd from interested parties, including PPL, LKE completed a goodwill impairment analysis at 
December 3 1, 2009. As a result of the impairment analysis described above, LACE recorded a goodwill impairment charge of $ I  ..5 billion in 
2009 The primary factors contributing to the goodwill impairment charge in 2009 were the significant economic downturn, which caused a 

:cline in the volume of projected sales of electricity to 
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commercial customers and an increase in the implied discount rate due to higher risk premiums. In addition, a lower control premium was 
assumed. based on observable market data. 

ier Intangibles 

(PPL) 

The gross carrying amount and the accumulated amortization of other intangible assets were: 
Decembcr 31,2011 

Gross 
Carrying Accumulated 
Amount  Amortization 

Subject to amortization: I 

Contracts (a) (b) $ 611 $ I55 
Land and transmission rights (c) 263 I I O  
Emission allowanceslRECs (d) (e) (0 
L.icenses and other (g) 265 35 

20 

Total subject to amortization 1,159 300 

Not subject to amortization due to indefinite life: 
Land and transmission rights 
Easements (11) 

Total not srrbject to amortization due to indefinite life 
Total 

16 
199 
215 

$ 1,374 $ 300 

Decembcr31,2010 
Cross 

Accumulated Carrying 
Amount Amortization 

6 597 $ 49 
256 I10 

3 7 
242 30 

1,132 189 

16 
77 
93 

$ 1,225 3; I89 

Gross carrying amount for 2010 includes $394 million, which represents the fair value of contracts with terms favorable to market recognized as a result ofthe 2010 acquisition 
of LKE. Tlie weighted average amortization period of these contracts was five years at the acqu 
contrdcts, wliicli is being amortized o v e r  the Snrne weighted-average period as  the intangible assets, eliminating any income Statement impact. See Note 6 for additional 
information. 
Gross carrying amount for 201 1 includes $10 million, which represents tlie fair value ofcustomer contracts with able to market recognized as a result o f the  201 1 
acquisition of WPD Midlands Tlie weighted-average amortization period of these contracts was ten years at the date. See Note I O  for additional information. 
Gross carrying amount for 2010 includes $14 million, which represents the fair value of land and transmission rights recognized as a result of the 2010 acquisition of 
L.KE The weighted-average amortization period of these rights was 14 years at the acquisition date. An offsetting regulatory liability was recorded related to these rights, 
which is being amortized over tlie same weighted-average period as the intangible assets, eliminating any income statement impact See Note 6 for additional information 
These emission allowances/RECs are expensed when consumed or sold. Consumption expense was $1 6 million, $45 million, and $32 million in 201 I ,  2010 and 
2009. Consumption expense is expected to be insignificant in future periods 
Gross carrying amount for 2010 includes the fair value of emission allowances recognized as a result of the 2010 acquisition of LKE. An offsetting regulatory liability was 
recorded related to these emission allowances, which is being amortized as the emission allowances are consumed, eliminating any income statement impact. See Note 6 for 
additional information. The carrying amounts of these emission allowances were $5 million and $16 million as  of December 31, 201 1 and 2010. Consumpiion related to these 
emission allowances was $1 I million and $2 million for 201 1 and 2010. 
During 201 I and 2010, PPL recorded $7 million and SI 7 million of impairment charges. See Note I8 for additional information. 
"Other" includes costs for the development of licenses, the most significant of which is the C0L.A. Amortization of tliese costs begins when the related asset is placed in 
service. See Note 8 for additional information on the C0L.A. 
Gross carrying amount for 201 I includes $88 million, which represents the fair value of easements recognized as a result of the 201 1 acquisi!ion of WPD Midlands. See Note 
I O  for additional information 

on date. An offsetting regulatory liability was recorded related to these 

Current intangible assets are included in "Other current assets" and long-term intangible assets are included in "Other intangibles" in their 
respective areas on the Balance Sheets 

Amortization expense, excluding consumption of emission allowancedRECs, was as follows: 
201 I 2010 2009 

Intangible assets with no regulatory offset 
Intangible assets with regulatory offset 
Total 

$ 25 $ 24 $ 22 

$ 112 $ 35 $ 22 
81 I I  

Amortization expense for each of the next five years, excluding consumption of emission allowances/RECs, is estimated to be: 

Intangible assets with no regulatory offset 
Intangible assets with a regulatory offset 
Total 

2012 2013 2014 2015 2016 

$ 24 $ 24 $ 24 $ 24 $ 22 
46 52 46 51 27 

$ 70 $ 76 $ 70 $ 7 5  $ 49 
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(PPL Energy Sirpply) 

e gross carrying amount and the accumulated amortization of other intangible assets were: 
December 31,201 1 December 31,2010 

Gross Gross 
Carrying Accumulated Carrying Accumulated 
Amount Amortization Amount Amortization 

Subject to amortization: 
$ 203 $ 53 9; 203 9; 38 

255 30 239 29 
83 

16 
Contracts 
Land and transmission rights 17 13 19 

L.icenses and other (c) 

Emission allowances/RECs (a) (b) 15 20 

Total subject to amortization 490 96 48 I 

Not subject to amortization due to indefinite life: 

Total 
Easements (d) 71 

$ 490 $ 96 $ 558 $ 83 

(a)  

(b) 
(c) 

(d) 

Removed from the Balance Sheefs and expensed when consumed orsold. Consumption expense was $16 million, $46 million, and $32 million in 201 I ,  2010, and 
2009. Consumption expense is expected to be insignificant in  future periods. 
During 201 1 and 2010, PPL Energy Supply recorded $7 million and $16 million of impairment charges. See Note 18 for additional information. 
"Other" includes cosfs for fhe development oll i~enses,  the most significant of which i s  the C0L.A. Amortization of these costs begins when the related asset is placed in 
service See Note 8 for additional information on [he COLA. 
Easements for 2010 pertain to WPD As a result of PPL Energy Supply's January 201 1 distribution of its membership interest in PPL Global to its parent, I'PL Energy 
Funding, the assefs and liabilities of PPL Global, including WPD's easements at December 31,2010 were removed from PPL Energy Supply's balance sheet in 201 1 .  See Note 
9 for additional information. 

Current intangible assets are included in "Other current assct:" and long-term intangible assets are presented as "Other intangibles" in their 
iespective areas on the Balance Sheets. 

Amortization expense, excluding consumption of emission allowances/RECs, was as follows: 

201 1 2010 2009 

$ 20 $ 20 $ 19 Amortization expense 

,norhation expense for each of the next five years, excluding consumption of emission allowances/RECs, is estimated to be: 

2012 2013 2014 2015 201 6 

$ 20 $ 20 $ 20 $ 20 s 18 Estimated amortization expense 

(PPL, Eleclr-ic) 

The gross carrying amount and the accumulated amortization of other intangible assets were: 
December 31,2010 December 31,201 1 

Cross Gross 
Carrying Accumulated Carrying Accumulated 
Amount Amortization Amount Aniortization 

Subject to amortization: 
$ 232 $ 96 $ 222 $ 93 Land and transmission rights 

L.icenses and other 
Total subject to amortization 

Not subject to amortization due to indefinite life: 

Total 
L,and and transmission rights 

4 1 3 1 
236 97 225 94 

16 16 
$ 252 $ 91 $ 241 $ 94 

Intangible assets are shown as "Intangibles" on the  Balance Sheets. 

Amortization expense was insignificant in 201 1, 2010 and 2009, and i s  expected to be insignificant in future years. 

The gross carrying amount and the accumulated amortization of other intangible assets were: 
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December 31,201 1 December 31,2010 
Gross Gross 

Carrying Accumulated Carrying Accumulated 
Amount Amortization Amount Amortization 

$ 269 $ 89 $ 269 $ 9 

I26 9 I26 2 
$ 414 $ 99 $ 425 $ 1 1  

14 1 14 
5 16 

subject to amortization: 
Coal contracts (a) 
Land and transmission rights (b) 
Emission allowances (c) 
OVEC power purchase agreement (d) 

Total subject t o  amortization 

(a) Gross carrying amount represents tlie fair value o f  contracts with terms favorable IC market recognized as a result o f  the 2010 acquisition by PPL. An offsetting regulatory 
liability w a s  recorded relar-2 !: these extracts, which i s  being amortized over the same period as the intangible assets, eliminating any income statement impact. See Note 6 
for additional information 
Gross carrying amount represents the fair value o f  land and transmission rights recognized as an intangible asset as a result of adopting PPL's accounting policies in the 
Successor period. Amortization expense is recovered through base rates and is expected to be insignificant for future periods. 
Represents tlie fair value of emission allownnces recognized as a result of tlie 2010 acquisition by PPL.. An offsetting regulatory liability was recorded related to these emission 
allowances, which is being amortized as the emission allowances are consumed, eliminating any income svatement impact. Consumption related to these emission allowances 
was $I 1 million and $2 million for 201 I and 2010. 
Gross carrying amount represents the fair value of tlie OVEC power purchase contract recognized as a result or the 2010 acquisition by PPL. See Note 6 for additional 
information. 

(b) 

(c) 

(d) 

Current intangible assets and long-term intangible assets are presented as "Other intangibles" in their respective areas on the Balance Sheets. 

Amortization expense for the Successor, excluding consumption of emission allowances, was as follows: 

201 I 2010 

Intangible assets with no regulatory offset 
Intangible assets with regulatory ofket 
Total 

Amortization expense for each of the next f ive years, excluding consumption of emission allowances, is estimated to be: 

201 2 2013 2014 2015 2016 

ingibles with regulatory offset $ 46 $ 52 $ 46 $ 51 9; 27 

The gross carrying amount and the accuinulated amortization of other intangible assets were: 
December 31,2011 December 31,2010 

Gross Cross 
Carrying Accumulated Carrying Accurniilated 

Amortization Amount Amortization Amount 
Subject to amortizarion: 

Coal contracts (a) $ 124 $ 46 $ 124 $ 6 
Land and transniission rights (b) 6 I 6 
Emission allowances (c) 2 I 

87 6 87 I 
$ 219 $ 53 $ 224 $ I 

OVEC power purchase agreement (d) 
Total subject t o  amortization 

(a) Gross carrying iiiitotiiit represents tlie lair value of contracts with terms favorable to market recognized as a result of the 2010 acquisition by PPL,, An offsetting regulatory 
liability was recorded related to these contracts, which is being amortized over tlie same period as the intangible assets, eliminating any income statement impact. See Note 6 
for additional information. 
Gross carrying amount represents tlie fair value of land and transmission rights recognized as an intangible asset as a result of adopting PPL.'s accounting policies in the 
Successor period Amortization expense is recovered through base rates and is expected to be insignificant for future periods 
Represents the fair value of emission allowances recognized as a result of the 2010 acquisition by PPL. An offsetting regulatory liabiliv was recorded related to these emission 
allowances, which is being amortized as tlie emission allowances are consumed, eliminating any income stateinent impact. Consumption related to these emission allowances 
was $5 million and $ I  million for 201 I and 2010. 
Gross carrying amount represents tlie Fair value ofthe OVEC power purchase contract recognized as a result of tlie 2010 acquisition by PPL. See Note 6 for additional 
information. 

(b) 

(c) 

(d) 

Current intangible assets and long-term intangible assets are presented as "Other intangibles" in their respective areas on the Balance Sheets. 
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Amortization expense for the Successor, excluding consumption of emission allowances, was as fo!lows: 
201 1 2010 

ngible assets with no regulatory offset 
,,lrangible assets with regulatory offset 
Total  

$ I 
45 $ I 

$ 46 16 I 

Amortization cxpense for cach of the next five years, excluding consumption of emission allowances, is estimated to be: 

2012 2013 2014 201s 2016 

Intangibles with regulatory offset 0 22 $ 25 $ . 23 $ 24 $ 14 

The gross carrying amount and the accumulated amortization of other intangible assets were: 

Subject to amortization: 
Contracts (a) 
Land and transmission rights (b) 
Emission allowances (c) 
OVEC power purcliase agreement (d) 

Total  subject to smortization 

December 31,201 1 December 31,2010 
Gross Gross 

Accumukated Carrying Accumulated Carrying 
Amount Amortization Amount Amortization 

$ 145 $ 43 $ 145 $ 3 

39 3 39 I 

8 8 
3 9 

46 L- 201 $ 4 -- 195 $ - $ - 
(a) Gross carrying amount represents the fair value of contracts with terms favorable to market recognized as a result ol the 2010 acquisition by PPL. An offsetting regulatory 

liability was recorded related to these contracts, which is being amortized over the same period as the intangible assets, eliminating any income statement impact. See Note 6 
for additional inrormetion. 
Gross carrying amount represents the fair value of land and transmission rights recognized as an intangible asset as a result of adopting PPL's accounting policies in the 
Successor period Amortization expense is recovered through base rates and is expected to be insignificant for future periods. 
Represents the rair vnlue of emission allowances recognized as a result o f  the 2010 acquisition by PPL. An offsetting regulatory liability was recorded related to these emission 
allowances, wliich is being amortized as the emission allowances are consumed, eliminating any income statement impact. Consumption related to these emission allowances 
was $6 million and $1 million for 201 i and 2010 
Gross carrying aniount represents the fair value of the OVEC power purcliase contract recognized as a result of the 2010 acquisition by PPL See Note 6 for additional 
information. 

(b) 

(e) 

Current intangible assets and long-term intangible assets are presented as "Other intangibles" in their respective areas on the Balance Sheets. 

Amortization expense for the Successor, excluding consumption of emission allowances, was as follows: 
201 1 2010 

Intangible assets with regulatory olfset $ 42 $ 4 

Amortization expense for cach of the next five years, excluding consumption of emission allowances, is estimated to be: 

Intangibles with regulatory offset 

2012 2013 2014 201s 2016 

$ 24 $ 21 $ 23 $ 21 $ 13 

21. Asset Retirement Obligations 

( P W  

WPD has recorded conditional AROs required by U.K. law related to treated wood poles, gas-filled switchgear and fluid-filled cables. 

(PPL and PPI. Energy Supply) 

PPL Energy Supply has recorded liabilities in the financial statements to reflect various legal obligations associated with the retirement of long- 
lived assets, the most significant of which relates to the decommissioning of the Susquehanna plant. The accrued nuclear decommissioning 
obligation was $292 inillion and $270 niillion at December 3 I ,  201 1 and 20 IO, and is included in "Asset retirement obligations" on the Balance 
Sheets. The fair value of investments that are legally restricted for 
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the decommissioning of the Susquehanna nuclear plant was $640 million and $61 8 million at  December 3 1,201 1 and 2010, and is included in 
"Nuclear plant decommissioning trust funds" on the Balance Sheets. See Notes 18 and 23 for additional information on the nuclear 
+xommissioning trust funds. Other AROs recorded relate to various environmental requirements for coal piles, ash basins and other waste 

.in retirements. 

PPL Energy Supply has recorded several conditional AROs, the most significant of which related to the removal and disposal of asbestos- 
containing material. In addition to the AROs that were recorded for asbestos-containing material, PPL, Energy Supply identified other asbestos- 
related obligations, but were unable to reasonably estimate their fair values. PPL Energy Supply management was unable to reasonably estimate 
a settlement date or range of scttlement dates for the remediation of all of  the asbestos-containing material at certain of the generation plants. If 
economic events or other circumstances change that enable PPL Energy Supply to reasonably estimate the fair value of these retirement 
obligations, they will be recorded at that time. 

PPL. Energy Suppiy aiso identified legal retirement obligations associated with the retirement ofa  reservoir that could not be reasonably 
estimated due to an indeterminable settlement date. 

(PPL and PPL Elcclr-ic) 

PPL. Electric has identified legal retirement obligations for the retirement of certain transmission assets that could not be reasonably estimated 
due to indctcrminable settlement dates. These asscts are located on rights-of-way that allow the grantor to require PPL Electric to relocate or 
remove the assets. Since this option is at thc discretion of the grantor of the right-of-way, PPL, Electric is unable to determine when these events 
may occur 

(PPL, LKE, LC&E and KlJ) 

LG&E's and KU's AROs are primarily rclakd to the final retirement of  assels associated with generating units. L.G&E also has AROs related to 
natiiral gas mains and wells. L.G&E's and KU's transmission and distribut;or. lines largely operate under perpetual property easement agreements 
which do not gencrally require restoration upon removal of the property. Therefore, no material AROs are recorded for transmission and 
distribution assets. As described in Notes 1 and 6, the accretion and depreciation expense recordcd by L,G&E and KIJ is offset with a regulatory 
credit on the income statement, such that there is no earnings impact. 

(P?L,, PPL Energy Supply, M E ,  L,G&E and KU) 

e changes in the carrying amounts o f  AROs were: 

ARO at beginning of period 
Accretion expense 
Obligations assumed in acquisition of LKE 
Obligations assumed in acquisition of WPD Midlands (a) 
Derecognition (b) 
Obligations incurred 
Changes in esfimated cash flow or settlemenf dale 
Obligations settled 

ARO at end of period 

ARO ai December 3 I ,  2009, Predecessor 
Accretion expense 
Changes in estimated cash flow or settlement date 
Obligations settled 

Purchase accounting 

Accrelion expense 
Obligations incurred 
Changes in estimated cash flow or settlement date 
Obligations settled 

ARO at October 3 I ,  2010, Predecessor 

ARO at December 3 I ,  2010, Successor 

ARO at December 3 1 ,  201 I ,  Successor 

I'I'L PPL Energy Supply 
201 I 2010 201 1 2010 

$ 448 s 426 $ 345 I 426 
3 3 32 26 31 

15 

14 4 1 1  4 
5 (100) ( 1 )  ( 100) 

103 

( 5 )  

LKE LC&E KU 

$ 65 $ 31 $ 34 
4 2 2 

54 30 24 

6 
3 
7 

3 
2 
4 

9 118 $ 57 9; 61 
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(a) 
(b) 

Obligations required under U K. law related to treated wood poles, gas-tilled switchgear and fluid-filled cables. See Note IO for additional information on the acquisition 
Represents AROs derecognized as a result o f  PPI.. Energy Supply's distribution of its membership interest in PPL. Global to PPL. Energy Supply's parent, PPL Energy 
Funding. See Note 9 for additional information on the distribution. 

the third quarter of2010, PPL Susquehanna completed a site-specific study to update the estimated cost to dismantle and decommission each 
wsquehanna nuclear unit immediately following final shutdown. This estimate included decommissioning the radiological portions of the  
station and the cost of removal of non-radiological structures and materials. Based on this study, which used a methodology consistent with the 
prior site-specific study done in 2002, the decommissioning ARO liability and the associated long-lived asset were reduced by $103 
million. The primary factor for this decline was the lower estimated inflation rate assumption used in the 2010 ARO calculation. 

The classification of AROs on the Balance Sheets was as follows. 
December 31,201 1 

PPL Energy 
PPL Supply LUE LC&E KU 

Current portion (a)  
Long-term portion (b) 

Total 

Current portion (a) 
L,ong-term portion (b) 

Total 

$ I3 $ IO $ 2 $  2 
484 349 I16 55 $ 61 

$ 497 $ 359 $ 118 $ 57 $ 61 

December 31,2010 
PI'L Energy 

PPL 'supply L K E  LC& E K U  

R 13 

(a) 
(b) 

Included in "Other current liabilities 'I 

Included in "Asset retirement obligations " 

22. Variable Interest Entities 

(PPL and PPL Energy Supply) 

Dccembcr 2001, a subsidiary of PPL Energy Supply entered into a $4.55 million operating lease arrangement, as lessee, for the development, 
..onstruction and operation of a gas-fired combined-cycle generation facility located in L,ower Mt. Bethel Township, Northampton County, 
Pennsylvania. The owner/lessor of this generation facility, LMB Funding, L,P, was created to own/lease the facility and incur the related 
financing costs. The initial lease term commenced on the date of commercial operation, which occurred in May 2004, and ends in December 
2013 Under a residual value guarantee, if the generation facility is sold at the end of thc lease term and the cash proceeds from the sale are less 
than the original acquisition cost, the subsidiary of PPL. Energy Supply is obligated to pay up lo 70.52% of the original acquisition cost. This 
residual value guarantee protects the other variable interest holders from losses related to their investments. L.MB Funding, LP cannot extend or 
cancel the lease or sell the Facility without the prior consent of the PPL Energy Supply subsidiary. As a result, L.MB Funding, L,P was 
determined to be a VIE and the subsidiary of PPL, Energy Supply was considered the primary beneficiary that consolidates this VIE. 

The lease financing, which includes $437 million of "1,ong-term Debt" and $18 million of "Noncontrolling interests" at December 3 I ,  201 1 and 
December 3 I ,  20 I O ,  is secured by, among othcr things, the generation facility, the carrying amount of which is disclosed on the Balance 
Sheets. The debt matures at the end of the initial lease term As a result of the consolidation, PPL, Energy Supply has recorded interest expense 
in lieu ofrent expense. For 201 I ,  2010 and 2009, additional depreciation on the generation facility of$16 million, $16 million and $1 1 inillion 
was recorded. 

23. Available-for-Sale Securities 

(PPL, PPL Energji Supply, LKE and LG&E) 

PPL and its subsidiaries classify certain short-term investments, securities held by the NDT funds and auction rate securities as  available-for- 
sale. Available-for-sale securities are carried on the Balance Sheet at fair value. Unrealized gains and losses on these securities are reported, nct 
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. 
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The following table shows the amortized cost, the gross unrealized gains and losses recorded in AOCl and the fair value of  available-for-sale 
securities. 

IYi’L 
Short-term investments 

NDT funds: 
-municipal debt securities (a) 

Cash and cash equivalents 
Equity securities: 

U S. large-cap 
U S. mid/small-cap 

U S  Trcasury 
U.S. government sponsored 

Municipality 
Investment-grade corporate 
Other 

Debt securities: 

agency 

Receivables/p;iyables, net 
Total NDT funds 

Auction rate securilies 
Total 

._ ITL.l$nergy.Supply 
NDT funds: 

Cash and cash equivalents 
Equity securities: 

U.S. large-cap 
US. midlsmall-clip 

U S Treasury 
113. government sponsored 

Municipality 
Investment-grade corporate 
Other 

Debt securities: 

agency 

Receivables/p;iyablcs, net 
Total NDT funds 

Auction rate securities 
Total 

L K E  and. LC&E 
Short-term investments 

municipal debt securities (a) 

December 31,2011 December 31,2010 
Gross Cross Cross Cross 

Amortized Unrealized Unrc:ilized Amortized Unrealized Unrealized 
Cost Gains Losses Fair Value cost  Gains Losses Fair Value 

9; I63 $ I63 

9; I2 $ 12 10 10 

173 $ 1 I9 
67 50 

292 I80 $ 123 
I I 7  67 52 

30.3 
I I9 

76 10 86 71 4 75 

9 1 
80 4 
35 3 
2 

454 I87 

$ 479 9; I87 
25 

10 6 1 7 
$ 1 83 69 69 

38 31 2 33 
2 I I 

I I 
I 640 436 182 618 
I 24 25 25 

$ 2 $  664 $ 624 $ 182 $ 806 

$ I2 $ I2 $ 10 $ 10 

I73 $ 119 
67 50 

292 180 $ 123 
I17  67 52 

303 
I19 

76 10 86 71 4 75 

9 1 10 6 1 
80 4 s ;  I 83 69 
35 3 38 31 2 
2 2 1 

7 
69 
33 

I 
I I 

454 187 1 640 436 182 618 
20 1 19 20 20 

9; 474 $ 187 $ 2 $  659 $ 456 $ I 82  $ 638 

$ I63 $ 163 

(a) Represents tax-exempt bonds issued by L.ouisvillc/Jefferson County, Kentucky, on behalf of L.G&E. that were subsequently purchased by L.G&E. 
Such bonds were remarketed to unol‘liliated investors in January 201 I 

Tliere were n o  securities with crcdit losses at December 3 1,20 1 1 and 20 IO.  

The following tablc shows the scheduled maturity dates of debt securities held at December 3 1 ,  201 1 

r SL 
Amortized cost 
Fair va I ue 

IVL-Energy Supply  
Amortized cost 
Fair value 

Maturity 
Less Than 

1 Year 

$ 14 
14 

$ 14 
14 

Maturity 
1-5 5-10 in Excess 

of 10 Years 

Maturity Maturity 

Total Years Years 

$ 69 9; 62 $ 82 S 221 
12 67 90 243 

$ 69 9; 62 $ 77 $ 222 
72 67 85 238 
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The following table shows proceeds from and realized gains and losses on sales of available-for-sale securities. 
201 1 2010 2009 

x e d s  from sales ofNDT securities (a) 
utlier proceeds from sales 
Gross realized gains (b) 
Gross realized losses (b) 

I'PL. EnsTw.supplY 
Proceeds from sales of NDT securities (a) 
Otber proceeds from sales 
Gross realized gains (b) 
Gross realized losses (b) 

9; 156 9; 114 $ 20 I 
I63 154 
28 13 27 
16 s 20 

$ 156 $ 114 9; 20 1 
154 

28 13 21  
I6 5 20 

(a) 
(b) 

These proceeds are used to pay income taxes and fees related to managing the trust. Reinaining proceeds are reinvested in the trust 
Excludes the impact of other-than-temporary impairment charges recognized in the Statements o f  Income 

(PPL,. LKE and LS%E) 

At Dccembcr 3 1, 20 IO,  L.G&E held $ I63 million aggregate principal amount of tax-excmpt revenue bonds issued by Louisville/Jefferson 
County, Kcntucky on bchalrof  LG&E that were piirchascd from the remarketing agent in 2008. AI December 3 I ,  2010, these investments were 
rcflected in "Short-tcrm investments" on the Balance Sheet. In  201 1, LG&E rcceived $ 1  63 million for its invcstments in these bonds when they 
were rcmarketed to unaffiliated investors. No realized or Linrcalized gains (losses) were recorded on tlicse securities, as the difference between 
carrying value and Fair value was not significant. 

(PPL arid PPL Erier-gy Supply) 

In Dccembcr 2008, the PEDFA issucd $1 SO million aggregate principal amount of Exempt Facilities Rcvenue Bonds, Series 2008A and 2008B 
due 2038 (Series 2008 Bonds) on behalf of PPL Energy Supply. PPL Investment Corp. acted as the initial purchaser of the Series 2008 Bonds 
upon issuance. In Aprii 2009, PPL. lnvcstment Corp. received $ 1  SO million for its investment in the Series 2008 Bonds when they were refunded 
by the PEDFA. No rcalizcd or unrealized gains (losses) were recorded on these securities, as the difference between carrying value and fair 
due was insignificant. 

1.rD-T Funds 

Beginning in Januaiy 1999 and ending in December 2009, in accordance with the PUC Final Order, tlecommissioning costs were recovered from 
PPL. Elcc(ric's customers through the CTC over the I 1 -year life of the CTC rather than thc remaining life of the Susquehanna nuclear plant The 
recovery included a rcturn on unamortized decommissioning costs. Under the powcr stipply agreements between PPL Electric and PPL 
EncrgyPILts, these revcnues wcre passcd on to PPL, EnergyPlus. Similarly, these revenues wcre passed on to PPL Susquehanna under a power 
supply agrcement bctween PPL EnergyPlus and PPL. Susquehanna. 

Amounts collected from PPL. Electric's customers for decommissioning, less applicable taxes, were deposited in external trust funds for 
investment and can only b e  used for future dccomniissioning costs. To the extent that the actual costs for decommissioning exceed the amounts 
in the nuclear decommissioning trust funds, PPL Susquehanna would be obligated to fund 90% of thc shortfall. 

When the fair value of a sccurity is less than amortized cost, PPL and PPL, Energy Supply must make certain assertions to avoid recording an 
other-than-temporary impairment that requires a currcnt period charge to earnings. The NRC requires that nuclear decommissioning trusts be 
managed by indcpendcnt invcstnient managers, with discretion to buy and sell securities in the tnists. As a result, PPL and PPL Energy Supply 
have been unable to demonstrate the ability to hold an impairctl security until it recovers its value; therefore, unrealized losses on debt securities 
through March 3 I ,  2009 and unrealized losses on equity securities for all periods presented, represented other-than-temporary impairments that 
required a current period charge to earnings. PPL and PPL, Energy Supply recorded impairments for certain securities invested in the NDT funds 
of $6 million, $ 3  million and $18 million for 201 I ,  2010 and 2009 These impainnents are reflectcd on the Statcrnents of Income in "Other- 
Than-Temporary Impairments." 

Effective April I ,  2009, when PPL, and PPL Energy St~pply intend to sell a debt security or more likely than not will be required to sell a debt 
security before recovery, then the other-than-temporary impainnent recognized in earnings will equal 
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the entire difference between the security's amortized cost basis and its fair value. However, if there is no intent to sell a debt security and it is 
not more likely than not that they will be required to sell the security before recovery, but the security has suETcred a credit loss, the other-than- 
feniporary impairment will be separated into the credit loss component, which is recognized in earnings, and the remainder of the otlier-than- 

qporary impairment, which is recorded i n  OCI. Temporary impairments of debt securities and unrealized gains on both debt and equity 
Jurities are recorded to OCI. 

24. New Accounting Guidance Pending Adoption 

(PPL, PPL Energy Supply, PPL Eleclr-ic, LKE, LG&E and KU) 

Fa-ir._V_alue-Measurements 

Effective January I ,  2012, the Registrants will prospectively adopt accounting guidance that was iuiled to clarify existing fair value 
measurement guidance as well as enhancc fair value disclosures. The additional disclosures required by this guidance include quantitative 
information about significant unobservable inputs used for Level 3 measurements, qualitative information about the sensitivity of recurring 
Level 3 measurements, information about any transfers between Level 1 and 2 ofthe fair value hierarchy, information about when the current 
use o f 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 measurement 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 the Registrants. 

Te-stingGoodwill foclinpairment 

Effective January I ,  20 12, the Registrants 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 aqsessment, the entity deteirnms it is not 
inore likely than not the fair value of a rcporting unit is less than the carrying amount, the two-step goodwill impairment test is not 
necessary However, the first step o f t h e  impairment test is required if an entity concludes it is more likely than not the fair value ofn 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 the Registrants. 

ipro_ving Disclos_u_re~aboutOlTsetting Balance Sheet Items 

Effective January 1,  20 13, the Registrants will retrospectively adopt accounting guidance issued to enhance disclosures about financial 
instruments and derivative instruments that either ( I )  offset on the balance sheet or (2) are subject to an enforceable master netting arrangement 
or similar agreement, irrespective of whether they are offset on the balance sheet 

Upon adoption, the enhanced disclosure requirements are not expected to have a significant impact on the Registrants. 

2 5 .  Subsequent Events 

( PpL and PpL  Energy supply) 

In February 201 2 PPL. announced that its indirect wholly owned subsidiary, PPL, Generation, had entered into a definitive agreement 
(Acquisition Agreement) to acquire from AES Ironwood, Inc. , a subsidiary of The AES Corporation, all of the equity interests of AES 
Ironwood, L.L.C. and AES Prcscott, L..L.C , which together own and operate the 705 MW (winter rating) AES Ironwood combined-cycle 
natural-gas-fired power plant (Ironwood Facility) located in Lebanon, Pennsylvania. The Ironwood Facility began operation in 2001 and, since 
July I ,  2008, PPL EnergyPIus has supplied natural gas for the operation of the Ironwood Facility in  return for receiving its full electricity output 
pursuant to a tolling agreement that expires in 202 I .  

The Acquisition Agreement provides for  the sale of 100% of the issued and outstanding membership interests (collectively, the "Interests") of 
each of AES Ironwood, L..L..C. and AES Prescott, L.L.C. (collectively, the "Acquired Companies") to PPL Generation The consideration 
payable by PPL. Generation in respect o f  the acquisition is $87 million in cash, which includes approximately $4.8 million of net working capital 
of the Acquired Companies expected to be received at closing, plus the assumption at closing, through consolidation as a result of acquiring the 
Interests, of approximately $2 17 million of net outstanding project indebtedness of AES Ironwood, L.L.C. The outstanding project indebtedness 
is represented by $308.5 million aggrcgate principal amount of AES Ironwood, L L.C. 8.857% senior secured bonds due 2025, the net amount of 
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which expected to be outstanding at closing is approximately $226 million, plus $8 million ofdebt service reserve loans, less approximately $17 
million of  restricted cash reserves. The cash purchase price is subject to adjustment based on the amounts by which the actual closing date net 

orking capital and net project indebtedness vary from expected balances. 

.,S Ironwood, Inc and PPL Generation have each made customary representations, warranties and covenants in the Acquisition 
Agreement. The transaction is sub,ject to customary closing conditions, including the expiration or termination of the applicable waiting period 
under (he Hart-Scott-Rodino Antitrust Improvements Act of 1976, receipt of required regulatory approvals, including approval by the Federal 
Energy Regulatory Commission under section 203 of the Federal Power Act, and either a reaffirmation of  the current ratings of Standard & 
Poor's Rating Group and Moody's Investors Services, Inc. on the outstanding project indebtedness or consent of the holders of two-thirds of  the 
outstanding project indebtedness. 

PPL Energy Supply has agreed to guarantee PPL, Generation's obligations under the Acquisition Agreexent unti! the cash purchase price has 
been paid in full, including any post-closing adjustments Tor net working capital and projept indebtedness. 
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SCHEDULE 1 - PPL CORPORATION 
CONDENSED UNCONSOLIDATED STATEMENTS OF INCOME 
“OR THE YEARS ENDED DECEMBER 31, 

201 1 2010 2009 

$ $ $ Operating Revenues 

Operating Expenses 
Othcr operation and inaintcnance 
Total Operating Expels?? 

Operating Loss 

Other Income - net 
Equity in earnings of subsidiaries 
Other income (expense) 

Total 

Interest Expense - net 

Income Before Income Taxes 

Income Tax Expense (Bcnefit) 

Net lnconie Attributable to PPL C:orporation 

Earnings Per Share of Common Stock: 
Net Income Available to PPL Corporation Common Shareowners: 

Basic 
Diluted 

4 
4 

(4) 

1.562 1,038 378 

76 80 (39) 

1,461 894 420 

(34) (44) 13 

$ 1,495 $ 938 $ 407 

$ 2.71 $ 2.17 $ 1.08 
$ 2.70 $ 2.17 $ 1.08 
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SCHEDULE I - PPL CORPORATION 
CONDENSED UNCQNSQL,IDATED STATEMENTS O F  CASH FLOWS 
"OR THE YEARS ENDED DECEMBER 31, 

fliorls oj Df171~llT~ 

Cash Flows from Operating Activities 
Net cash provided by (used in) operating activities 

Cash Flows from Investing Activities 
Capital contributions to affiliated subsidiaries 
Acquisition of L.KE 
Return " T q i t a l  kom affiliated subsidiaries 

Net cash provided by (used in) investing aclivities 

Cash Flows from Financing Activities 
Issuance of equity, net of issuance costs 
Net increase (decrease) in short-term debt with affiliates 
Payment of common stock dividends 
Contract adjustment payment 
Other 

Net cash provided by (used in) financing activities 

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

Supplemental Disclosures of Cash Flow Information: 
Cash Dividends Received from Affiliated Subsidiaries 
Non-cash transactions: 

Reduction in "Short-term debt with affiliates" and "Affiliated companies 

Present value of contract adjustment payments 
at equity" 

201 1 2010 2009 

$ 880 $ 713 $ 995 

(827) (2,709) (642) 

549 1 so 100 
(278) 1) (542) 

(6,842) 

$ 812 $ 507 $ 717 

$ 2,784 
$ 123 157 



SCHEDULE 1 - PPL CORPORATION 
CONDENSED UNCONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
/Millioiis of Dollcir.~) 

Current Assets 
Accounts Receivable 

Other 
Affiliates 

Prepayments 
Deferred income taxes 
Price risk management assets 
Total Current Assets 

Investments 
Affiliated companies at equity 

Other Noncurrent Assets 
Total Assets 

Liabilities and Equity 

Current Liabilities 
Short-term debt with affiliates 
Accounts payable with affiliates 
Dividends 
Price risk management liabilities 
Other current liabilities 
Total Current Liabilities 

'eferred Credits and Other Noncurrent Liabilities 

*,quit y 
PPL Corporation Shareowners' Common Equity 

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

Total Liabilities and Equity 

201 1 2010 

$ 5 s  6 
25 29 
36 121 

8 1 1  
23 15 
97 182 

14,181 13,406 

80 32 
$ 14,358 $ 13,620 

$ 1,991 $ 4,062 
1,095 958 

20.3 170 
23 22 
98 55 _ I  _ _  

3,410 5,267 

120 I43 

6 5 
6,813 4,602 
4,797 4,082 

10,828 8,210 
(788) (479) 

$ 14,358 $ 13,620 

(a) 780,000 sliares authorized; 578,405 and 483,391 sliares issued and outstanding at  December 31,201 I and December 3 I ,  2010 

TIE crccompoiivirig Notes to Coridemed Uiicotiroliduletl Fhuuckil S/citeiiierits (ire ari iirfegr ol port o/ /Ire f i w i i c  i d  statenwit.r. 
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SCHEDULE I - PPL CORPORATION 
NOTES TO CONDENSED UNCONSOLIDATED FINANCIAL STATEMENTS 

Basis of Presentation 

PPL Corporation is a holding company and conducts substantially all of its business operations through its subsidiaries. Substantially all of its 
consolidated assets are hcld by such subsidiaries. Accordingly, its cash flow and its ability to meet its obligations arc largely dependent upon the 
earnings of these subsidiaries and the distribution or other payment of such earnings to it  in the form of dividends, loans or advances or 
repayment of loans and advances from it. Thcse condensed financial statements and related footnotes have been prepared in accordance with 
Reg. $2 10.12-04 of Regulation S-X These statements should be read in conjunction with the consolidated financial statcmcnts and notes thereto 
of  PPL Corporation 

PPL. Corporation indirectly or directly owns all of the ownership interests of its significant subsidiaries. PPL Corporation does not own the 
preferred securities of PPL Electric tJtilities Corporation. PPL, Corporation relies on dividends or loans from its subsidiaries to fund PPL 
Corporation's dividends to its common shareholders and to meet its other cash requirements. 

2. Commitments and Contingencies 

Sce Note 15 to PPL Corporation's consolidated financial statements for commitments and contingencies of  its subsidiaries. 

Guarantees and Other Assurances 

PPL. Corporation's subsidiaries are separate and distinct legal entities and have no obligation to pay any amounts that may bccome due under 
PPL. Corporation's giiarantees or other assiirances or to make any funds available for such payment. 

PPL. Corporatior, fully and tinconditionally gtiarantees the payment of principal, premium and interest on all of the debt scciirilies of  PPL Capital 
Funding. The estimated maximum potential amount of  future payments that could be required under the guarantees at  December 3 1,  20 I I was 
$5.2 billion. These guarantees will expire in 2067. 

PPL. Corporation has provided indemnification to the purchaser of PPL Gas Utilities and Penn Fuel Propane, L,LC for damages arising out of any 
breach of the representations, warranties and covenants under the related transaction agreement and for damages arising out of certain other 
*vatters, incliiding certain prc-closing unknown environmental liabilities relating to former manufactured gas plant properties or off-site disposal 

.demnifications at December 3 1,20 1 I was $300 million. The indemnification provisions for most representations and warranties, including tax 
and environmental matters, are capped at $4.5 million, in the aggregate, and are triggered (i) only if the individual claim exceeds $50,000, and (ii) 
only if, and only to the extent that, in the aggregate, total claims exceed $4.5 million. The indemnification provisions for most reprcsenlations 
and warranties expired on September 30, 2009 without any claims having been made. Certain representations and warranties, incliiding those 
having to do with [ransackion authorization and titie, survive indefinitely, arc capped at the purchase price and arc not subject to the above 
threshold or deductible. The indemnification provision for the tax matters representations survives for the duration of the applicable statute of 
limitation. The indemnification provision for the environmental matters representations expired on September 30, 20 i I without any claims 
having been made. Thc indemnification for covenants survives until the applicable covenant is performed and is not subjcct to any cap. 

es, if any, outside of Pennsylvania. The estimated maximum potential amount of  future payments that could be required under the 

T h e  probability of expected payment under each of the guarantees is rcmote. 
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SCHEDUL,E I - L,GSrE and KU Energy LLC 
CONDENSED UNCONSOLlDATED STATEMENTS OF’ I N C O M E  
‘ ~ i l l i o ~ l s  of Dolltu s) 

Successor 
Two Months 

Year Ended Ended 
December 31, December31, 

201 1 201 0 
Operating Revenues 

Operating Expenses 
Other operation and maintenance 
Total Operating Expenscs 

Loss on Impairment of Goodwill 

Operating Income (Loss) 

Equity in Earnings of Subsidiaries 

Other Income (Expense) - nct 

Interest Income with Affiliate 

lntcrest Expense 

Interest Expense with Affiliate 

Income (Loss) f r o m  Continiiing Operations Before Income 
Taxes 

Income Tax Expense (Benefit) 

Income (Loss) f rom Continuing Operations After Income 
Faxes 

income (Lass) from Discontinued Operations (net of 
income taxes) 

Net Income (Loss) 

Nonconlrolling Intcrest - Loss from Discontinued Operations 

Net Income (Loss) Attributable to Member 

$ 267 $ 48 

29 5 

31 4 

2 1 - 

263 48 

26.5 47 

265 47 

$ 265 $ 47 

Predecessor 
Ten Months 

Ended Year Ended 
October 31, December 31, 

201 0 2009 

47 60 

188 (1,582) 

190 ( I  ,576) 

39 

I90 (1,537) 

5 

$ 190 $ (1,542) 



SCHEDULE 1 - LG&E and K U  Energy LLC 
CONDENSED UNCONSOLI DATED STATEMENTS OF CASH FLOWS 
/M;//;i>!JS 01  doll^^, S) 

Successor 
Two Months - .  .. 

Year Ended Ended 
December 31, December 31, 

201 1 2010 

Cash Flows from Operating Activities 
Net cash provided by (used in) operating activities 

Cash Flows from Investing Activities 
Capital contributions to affiliated subsidiaries 
Net decrease (increase) in notes receivable from affiliates 

Net cash provided by (used in) investing activities 

Cash Flows from Financing Activities 
Net increase (decrease) in debt  with affiliates 
Repayment of short-term borrowings 
Retirement of long-term debt  
Issuance of long-term debt 
Debt-issuance costs 
Contribution from ineniber 
Distribution lo member 
Paynient of common stock dividends 

Net cash provid2d by (used in) financing activities 

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

:pplemental disclosures of cash flow information: 
cash Dividends Received from Affiliated Subsidiaries 

$ 346 $ 53 

$ 207 $ 

Predecessor 
Ten Months 

Ended Year Ended 
October 31, December 31, 

201 0 2009 

$ 156 $ 63 

(525) (75) 

243 803 

(?7) (49) 
156 754 

21 

$ 21 $ 

$ 10s $ 80 



SCHEDULE I - LG&E and KU Energy L L C  
CONDENSED UNCONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
IMillioirs o/ Dollcrr s) 

201 1 2010 
Assets 

Current Assets 
Cash and cash equivalents 
Accounts receivable from affiliates 
Notes receivable fro111 affiliates 
Other ciirrent assets 
Total C U I X ~ I ~  Asseis 

Investments 
Affiliated companies at equity 

Other Noncurrent Assets 
Notes receivable from affiliates 
Dcrerrcd income taxes 
Other noncurrent assets 
Total Other Noncurrent Asscts 

Total Assets 

Liabilities and Equity 

Current Liabilities 
Accounts payable to affiliates 
Other current liabilities 
Total Current Liabilities 

sng-term Debt 
_.ong-term debt 
Notes payable to affiliates 
Total Long-term Debt 

Equity 

Total Liabilities and Equity 

$ 2 $  2 
1 1  61 

1,520 787 

1,537 850 
4 

4,056 3,998 

670 
163 166 

8 6 
171 842 

$ 5,764 $ 5,690 

$ 701 $ 606 
6 7 

707 61 3 

1,120 870 
196 196 

1,316 1,066 

3,74 1 4,Ol 1 

$ 5,764 $ 5,690 



Schedule I - LG&E and K U  Energy LLC 
Notes t o  Condensed Unconsolidated Financial Statements 

Basis of Presentation 

L.G&E and K U  Energy LLC (LKE) is a holding company and conducts substantially all of its business operations through its 
subsidiarics. Substantially all of its consolidated assets are held by such subsidiaries. Accordingly, its cash flow and its ability to meet its 
obligations are largely dependent upon the carnings of these subsidiaries and the distribution or other payment of such earnings to it  in the form 
of dividends or repayment of loans and advances from the subsidiaries. These condensed financial statements and related footnotes have been 
prepared in accordance with Reg. 42 IO.  i 2-04 of Regulation S-X .  These statements should be read in conjunction with the consolidated financial 
statements and notes thereto of LKE. 

L.KE indirectly or directly owns all of the ownership interests of its significant subsidiaries. LKE relies primarily on dividends from its 
subsidiaries to fund L.KE's dividends to its member and to meet its other cash requirements. 

2. Commitments and Contingencies 

Sec Note IS to L.KE's consolidated financial statements for commitments and contingencies of its subsidiaries. 

Guarantees 

In connection with various divestitures, LKE has indeinnified/guarantced respective parties against certain liabilities that may arisc in connection 
with these transactions and business activities. The terins of  these indei.nnifications/gtiarantees vary, as do the expiration terms. LKE has issued 
direct financial guarantees to parties involved in the WKE lease termination, which occurred in July 2009. These guarantees cover the due and 
punctual payment, performance and discharge by each party of its respective present and future obligations. The most comprehensive of these 
guarantees is a guarantee covering operational, regulatory and envirc;:imcntal commitments and indemnifications made by WKE under the WKE 
Transaction Termination Agreement. This guarantce has a term of 12 years beginning on July 16, 2009 and a cumulative maximum expostire of 
$200 million. Certain items, such as non-excluded governnienr fines and penalties, fall outside the cumulative cap. Another guarantee with a 
maximum exposure of $100 million covering other indemnifications expires in 2023. Certain matters are currently under discussion among the 
parties, incliiding one matter currently in arbitration and a furthcr matter for which LKE is contesting the applicability of the indernnification 
requircment. Thc inattar in arbitration rnsy be ruled upon during early 201 2, which ruling may result in increases or decreases to the liability 
estimate LKE has currently recorded. Thc ultiinate outcome of both matters cannot be predicted at this time. See Note 9, Discontinued 

wations, for ftirther infbnnation. Additionally, L.KE has indemnified various third parties related to historical obligations for divested 
.,bsidiarics and airliates. The indcmnifications vary by entity and the maximum amounts range from being capped at the sale price to no 

specified maxinium; however, LKE is not aware of claims made by any party at this time. LKE could be required to perform on these 
indemnifications in the event of covered losses or liabilities being claimed by an indemnified party. No additional material loss is anticipated by 
reason ofsuch indemnifications. A subsidiary ofL.KE has recorded liabilities for all guarantees totaling $1 1 million with respect to which LKE 
has certain guarantee obligations. 
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QUARTERLY FINANCIAL, COMMON STOCK PRICE AND DIVIDEND DATA (Unaudited) 
PPL Corporation and Subsidiaries 
/Mi l l io i i$  o/ Dolltri s ,  erc e/>/ pei \Irciie dcilti) 

For the Quarters Ended (a) 
Dec. 31 Sept. 30 March 31 June 30 

201 1 
Operating revenues 
Operating income 
Income from continuing operations after income taxes 
inconie (loss) from discontinued operations 
Net income 
Net income attributable to PPL Corporation 
income from continuing operations after income taxes available to 

PPL Corporation common shareowners. (b) 
Basic EPS 
Diluted EPS 

Basic EPS 
Diluted EPS 

Net income available to PPL Corporation common shareowners: (b) 

Dividends declared per share of common stock (c) 
Price per common share: 

High 
L,ow 

2010 
Operating revenues 
Operating inconic 
Income from continuing operations after income taxes 
Income (loss) from discontinued opent'  ions 
Net income 
Net income attributable to PPL Corporation 
income from continuing operations after income taxes available to 

7PL Corporation common shareowners: (b) 
Basic EPS 
Diluted EPS 

Basic EPS 
Diluted EPS 

Net income available to PPL. Corporation common shareowners: (b) 

Dividends declared per share of common stock (c) 
Price per common share. 

High 
Low 

$ 2,910 $ 
805 
402 

3 
405 
401 

0.82 
0.82 

0.82 
0.82 

0.350 

$ 26.98 $ 
24.10 

$ 3,006 $ 
476 
241 

8 
255 
750 

0.64 
0.64 

0.66 
0.66 

0.350 

$ 32.71 $ 
21.41 

2,489 !$ 
595 
201 

(1) 
200 
196 

0.35 
0.35 

0.35 
0.35 

0.350 

28.38 $ 
25.23 

1,473 $ 
226 

8.5 
7 

92 
85 

0.20 
0.20 

0.22 
0.22 

0.350 

28.80 $ 
23.75 

3,120 $ 
767 
449 

449 
444 

0.76 
0.76 

0.76 
0.76 

0.350 

29.61 $ 
25.00 

2,179 $ 
522 
306 

253 
24 8 

(53) 

0.62 
0.62 

0.5 I 
0.5 1 

0,350 

28.00 $ 
24.83 

4,218 
934 
458 

458 
454 

0.78 
0.78 

0.78 
0.78 

0.350 

30.27 
27.00 

! ,863 
642 
338 

21 
3.59 
35s 

0.69 
0.69 

0.73 
0.13 

0.350 

28.14 
25.13 

(a) 

(b) 
(c) 

Quarterly results can vary depending on, among other things, weather and the forward pricing of power. In ddil ion,  earnings in 201 I and 2010 were alkcted by spccial 
items Accordingly, comparisons among quiirlers or a year inay not be indicative of overifll trends and clunges i n  operations. 
l l ie  sum 01 \lie quarterly ainoiints inay not equal annual earnings per sliare due to changes i n  the number of common shares outstanding during the year or rounding. 
PI'L 11m paid quirterly CIISII dividends on its common stock in every year since 1946. Future dividends, declared at !lie discretion of the Board o f  Directors, will be dependent 
upon future earnings, cadi Ilows, financial requirements and other hctors 
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QUARTERLY FINANCIAL DATA (Unaudited) 
OPL, Electric Utilities Corporation and Subsidiaries 

//hi: I /  Dolloi $) 

201 I 
Operating revenues 
Operating income 
Net income 
Net income available to PPL Corporation 

2010 
Operating revenues 
Operating income 
Net income 
Net income available to PPL. Corporation 

For the Quarters Ended (a) 
March 31 June 30 Sept. 30 Dec. 31 

$ 558 $ 440 $ 455 $ 439 
103 82 69 94 

56 40 32 61 
52 36 28 57 

$ 813 $ 522 $ 571 $ 549 
87 56 79 62 
42 23 40 30 
37 16 36 26 

(a) PPL Electric's business is seasonal in nature, with peak sales periods generally occurring i i i  the winter and summer montlis Accordingly, comparisons among quarters of a 
year niay not be indicative of overall trends and changes in opcrations 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS 
ON ACCOUNTING AND FINANCIAL_DISCLOSURE 

1'1, Corporation, PPL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and 
Electric Company and Kentucky Utilities Company 

None. 

I T E M A .  CONTROLS-AND PROCEDURES 

(a) 

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 

Evaluation of disclosure ccxlrols and procedures. 

The registrants' principal executive officers and principal financial officers, based on their evaluation of the registrants' disclosure 
controls and procedures (as defined in Rules 13a-15(e) or 1Scl-15(c) of the Securities Exchange Act of  1934) have concluded that, as of 
December 3 1, 20 1 I ,  the registrants' disclosure controls and procedures arc effective to ensure that material information relating to the 
registrants and their consolidated subsidiaries is recorded, processed, sriminarized and reported within the time periods specificd by the 
SEC's rules and forins, particularly during the period for which this annual report has been prepared The aforementioned principal 
officers have concludcd that the disclosure controls and procedures arc also effective to ensure that information required to be disclosed 
in reports filed under the Exchange Act is accumulated and communicated to management, including the principal cxecutive and 
principal financial officers, to allow for timely decisions regarding required disclosure. 

PPL Corporation 

PPL. acqiiired WPD Midlands on April I ,  201 I .  These companies are included in PPL's 201 1 financial statenients as of  the date of the 
acquisition, on a one-month lag. WPD Midlands accounted for approximately 9% of PPL's net income for the twelve months ended 
December 3 I ,  201 I .  WPD Midlands represented 19% and 27% of PPL's total assets and net assets at December 3 1,201 1. The internal 
control over financial reporting of WPD Midlands was 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, 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 clisclosure controls and procedures to include the 
acquired companies, and PPL. continues to assess the currcnt internal control over financial reporting at WPD Midlands. Risks related to 
the increased account balances were partially mitigated by PPL's expanded controls and PPL's existing policy of consolidating foreign 
subsidiarics 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 statenients. 

Changes in internal control over financial reporting (b) 

PPL Corporation 

PPL's principal executive officcr and principal financial officer have concluded that a recent systems migration related to the WPD 
Midlands acquisition created a matcrial change to its internal control over financial reporting Specifically, on December 1, 201 1 the use 
of legacy information technology systems at WPD Midlands was discontinued and the related data, processes and internal controls were 
migrated to the systcnis, processes and controls currently in place at PPL WW. Due to PPI .Is existing policy of consolidating foreign 
subsidiaries on a one-month tag, the system migration will primarily impact 2012 financial reporting for PPL and will likely have limited 
impact on PPL's 201 1 financial reporting. 

Risks related to the system migration were partially mitigated by PPL,'s expanded internal control over financial reporting that were 
implemented subsequent to the acquisition and PPL's existing policy of consolidating forcign subsidiaries on a one-month lag, which 
providcd managenicnt additional time for review and analysis of  WPD Midlands' results and their incorporation into PPL's consolidated 
financial statcnicnts PPL, continucs to assess the internal control over financial rcporting at WPD subsequent to the December I ,  201 1 
system migration 
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The aforenientioned 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 fourth fiscal quarter that have materially affected, or are 
reasonably likely to materially affect, the registrant's internal control over financial reporting. 

L Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLL, Louisville G a s  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' fourth fiscal quarter that have materially affected, or are reasonably likely 
to  materially affect, the registrants' internal control over financial reporting. 

Management's Report on Internal Control over Financial Reporting " .  

PPL Corporation 

PPL's management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is 
defined in Exchange Act Rule 13a-IS(f) or lSd-lS(f). PPL.'s internal control over financial reporting is a process designed to provide 
reasonable assurance to PPL's management and Board of Directors regarding the reliability of financial reporting and the preparation of 
financial statements for external ptirposcs in accordance with generally accepted accounting principles. Because of its inherent 
limitations, internal control over financial reporting may not prevent or detect misstatements. 

Under the supervision and with thc participation of our management, including our principal executive officer and principal financial 
officcr, we conductcd an evaluation of the effectiveness of our internal control over financial reporting based on the framework in 
"Internal Control - Integrated Framework" issued by the Committee of Sponsoring Organizations of the Trcadway Commission. Based 
on our evaluation under the framework in "Internal Control ~ Integrated Framework," our manageinent concluded that our internal control 
over Cirlancial reporting was effective as ofDecember 3 1, 201 I .  The effectiveness ofour internal control over financial reporting has 
been auditcd by Emst & Young LL,P, an independent registered public accounting firm, as stated in their repor", contained on page 195. 

In accordancc with SEC rules, managcment excluded WPD Midlands from its evaluation of internal control over financial reporting due 
to the significance of these companies to PPL's financial results and the migration of WPD Midlands' legacy infonnation technology 
systems, processes and controls to those at PPL WW. WPD Midlands accounted for 9% of PPL.'s net income for the year ended 
Deccmbcr 3 I ,  201 1. WPD Midlands represented 19% and 27% of PPL,'s consolidated total assets and net assets, respectively, at 
December 3 1, 201 I I As discussed above, PPL Corporation is continuing to enhance and evaluate processes, information technology 
systems and other components of internal control over financial reporting as part of its ongoing integration activities. 

PPL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville G a s  and Electric Company and 
Kentucky Utilities Company 

Managcment of PPL.'s non-accelerated filer companies, PPL. Energy Supply, PPL. Electric, L.KE, L,G&E and K U ,  are responsible for 
establishing and maintaining adequate internal control over financial reporting, as such tcnn is defined in Exchange Act Rule 13a-IS(f) or 
1 Sd-IS(f). PPL's internal control over financial rcporting is a process designed to provide rcasonablc assurance to PPL's inanageinent and 
Board of Directors rcgarding tlic reliability of financial reporting and the preparation of financial statements for external purposes in 
accordancc with gcnerally acceptcd accounting principles. Bccause of its inherent limitations, internal control over financial reporting 
may not prevent or detect niisstatemcnts. 
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Undcr the supervision and with the participation of our management, including our principal excctitive officers and principal financial 
officers, we conducted an evaluation of the effectiveness of our internal control over linancial reporting based on the framework in 
"Internal Control - Integrated Fraincwork" issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based 
on our evaluation tindcr the framework in "Internal Control - Integrated Framework," our management concluded that our  internal control 
over financial rcporting was effective as of December 3 I ,  20 I I .  This annual report docs not include an attestation report of Ernst & 
Young L.L,P, t h c  companies' independcnt registered public accounting firm regarding internal control over financial 
reporting. Management's report was not subject to attestation by the companies' registered public accounting firm pursuant to rules of the 
Securities and Exchange Coinmission that permit the coinpanies to provide only management's report in this annual report. 

ITEM 98. OTHER INFORMATION 

I'PL Corporation, P P L  Energy Supply, LL,C, PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and 
Electric Company and Kentucky Utilities Company 

None. 

PART-l I I 

ITEM lO,DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 

PPL Corporation 

Additional information for this item will be set forth in the scctions entitled "Nominees for Directors," "Board Committees - Audit Committee" 
and "Section 16(a) Bcneficial Ownership Reporting Compliance" in PPL.'s 2012 Notice of Annual Meeting and Proxy Statement, which will be 
filed with tlic SEC not  later than 120 days after Dcceinber 3 I ,  201 I ,  and which information is incorporated herein by reference. There havc bcen 
no changes to the proccduies by which shareowners may recoininend nominees to PPL's board of directors since the filing with the SEC of PPL's 
201 I Notice of Annual Meeting and Proxy Sta1,tincnt. Inforination required by this item concerning the executive officers of PPL. i s  set forth at 
the end of Part I of this report. 

PPL has adoptcd a code of ethics entitled "Standards of Integrity" that applies to all directors, managers, trustees, officers (including the principal 
executive officers, principal financial officers and principal accounting officers (each, a "principal officer")), employees arid agents of PPL and 
PPL,'s subsidiaries for which it has operating control (including PPL Encrgy Supply, PPL. Elcctric, L,KE, L,G&E and KU) The  "Standards of 

tegrity" are posted on PP1.k Internet website: w~ppIweb.coiii/about/corporate+govcrnancc . A dcscription of any amendment to the 
tandards of Integrity" (other than a technical, administrative or other non-substantive anicndmcnt) will be postcd on PPL.'s Internet website 

within four business days following the date of the amendment. In addition, if a waiver constituting a material departure from a provision of the  
"Standards of Intcgrity" is granted to one o f  the principal officers, a description of the nature of tlic waiver, the name of the person to whom the 
waiver was granted and the date of the waiver will be posted on PPL's Internet website within four business days following the date of the 
waiver 

PPL, also has adoptcd its "Guidclines for Corporate Governance," which address, among other things, director qualification standards and 
dircctor and board committcc rcsponsibilities. These guidelines, and the charters of cach of the committces of PPL.'s board of dircctors, are 
postcd on PPL.'s Inlcmct websitc: www.pplwcb.coiii/aboiil/corpordtc+govci-nance . 

PPL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and 
Kentucky Utilities Company 

Item 10 is omitted as  PPL Energy Supply, PPL Electric, L,KE, L.G&E.and KU meet the conditions set forth in General Instruction (I)(l)(a) and 
(b) of Form 10-K. 
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EXECUTIVE OFFICERS OF-THE REGISTRANTS 

Officers of the Registrants are electcd annually by their Boards of  Directors (or Board o f  Managers for PPL Energy Supply) to serve at the 
asure of the respective Boards There are no family relationships among any of the executive officers, nor is there any arrangement or 

derstanding between any executive officer and any other person pursuant to which the officer was selected. 

There have been no events under a n y  bankruptcy act, no criminal proceedings and no judgments or injunctions material to the evaluation o f t h e  
ability and integrity of any executive officer during the past five years. 

Listed below are the executive officers at December 3 I ,  20 1 1. 

PPL Corporatioil 

Name & 
James H. Miller (a) 

William H. Spcncc (b) 

Paul A. Farr 

Robert J .  Grey 

David G. DeCampli (c) 

qbert D. Gabbard (c) 

Rick L.. Klingensniith (c) 

Victor A. Slafficri (c) 

James E. Abel 

J. Matt Simmons, Jr. (c) 

Vincent Sorgi 

63 

54 

44 

61 

54 

5 2 

51 

56 

59 

46 

4 0  

Positions Held During the Past Five Years 

Chairman 
Chief Executive Officer 
President 

President and Chief Executive Officer 
President-PPL Generation 
President and Chief Operating Officer 
Executive Vice Presidcnt and Chief Operating Officer 

Executive Vice Presidcnt and Chief Financial Officer 
Senior Vice President-Financial 

Senior Vice President, General Counsel and Secretary 

President-PP1. Electric 
Senior Vice President-Transmission and Distribution 

Engineering and Operations-PPL. Electric 

President-PPL Energy Plus 
Senior Vice President-Trading-PPL Energy Plus 
Senior Vice President Merchant Trading Operations-Conecliv 

Energy 

President-PPL Global 

Chainnan of the Board, President and Chief Executive 
Officer-LICE 

Senior Vice Presidcnt-Finance and Treasurer 
Vice President-Finance and Treasurer 

Vice President-Risk Management and Chief Risk Officer 
Vice President and Controller 

Vice President and Controller 
Controller-Supply Accounting 
Controller-PPL Energy Plus 
Financial Director-Supply-PPL Generation 

Dates 

October 2006 - present 
October 2006 - November 20 1 I 
August 2005 -July 201 1 

November 201 1 - present 
June 2008 - present 
July 20 I 1 - November 20 1 I 
June 2006 -July 201 1 

April 2007 - present 
January 2006 - March 2007 

March 1996 - present 

April 2007 - present 
December 2006 - April 2007 

June 2008 - preserit 
June 2008 - June 2008 
June 2005 - May 2008 

August 2004 - present 

May 2001 - present 

August 2010 -present 
June 1999 -August 2010 

September 2009 - present 
January 2006 - March 20 I O  

March 20 10 - present 
June 2008 - March 2010 
April 2007 -June 2008 
April 2006 - April 2007 

(a) 

(b) 

(c) 

On July 22, 201 I ,  lames 1-1. Miller resigned as President. On November 17,201 I ,  lie also resigned as Chief Executive Officer. Mr. Miller has announced 
he will be retiring, effective April 1,2012. 
On July 22,201 1, William 1-1. Spence resigned as Executive Vice President and was elected President and Chief Operating Officer. On November 17, 
201 I ,  he also resigned as Chief Operating Officer and was elected President and Chief Executive Officer. 
Designated an executive officer of PPL by virtue of their respective positions at a PPL subsidiary. 
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ITEM I?. EXECUTIVE COMPENSATION 

Number of securities to be 
issued upon exercise of 

outstanding options, warrants 
and  rights (3) 

Weighted-average exercise 
price of outstanding options, 

warrants and rights (3) 
Equity compensation 
-lam approved by 4,559,845 - ICP $30.90- ICP 

ctirity holders (1) 2,9Zp,353 - ICPKE $ 3 0  28- ICPKE 
7,530,198 - Total !$ 30.65- Combined 

r 

"PL Corporation 

,formation for this item will be set forth in the sections entitled "Compensation of Directors," "Compensation Coinmiltee Interlocks and Insider 
Participation" and "Executive Compensation" in PPL's 2012 Notice of Annual Meeting and Proxy Statement, which will be filed with thc SEC 
not later than 120 days after Deccinbcr 3 I ,  201 1, and which information is incorporated herein by reference. 

I'PL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and 
Kentucky Utilities Company 

Number of securities 
remaining available for future 

issuance under cquity 
coinpensation plans (4) 

1,107,321 - ICP 
7,608,727 - ICPKE 

-- 14,452,166.- DDCP 
23,168,214 -Total 

Item 1 1 is omitted as PPL. Energy Supply, PPL, Electric, LKE, LG&E and KU meet &e conditions set forth in General Instructions (I)(l)(a) and 
(h? of Fnnn 10-K. 

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 
AND-RELAJ-ED STOCKHOLDER-MATTERS 

PPL Corporation 

Equity coinpensation 
plans not approved by 
security holders (2) 

( I )  Includes (a) the Amended and Restatcd Incentive Compensation Plan (ICP), under which stock options, restricted stock, restricted stock 
units, perforinancc units, dividend cqtiivalcnts and other stock-based awards may be awardcd to exccutive officcrs of PPL; (b) the Amended 
and Restated Incentive Compcnsation Plan for Key Einployces (ICPKE), undcr which stock options, restricted stock, restricted stock units, 
pcrformance units, dividend cquivalents and other stock-based awards inay be awarded to non-executive key employees of PPL and its 
subsidiaries; and (c) the Directors Deferred Compensation Plan (DDCP), under which stock units may be awarded to directors of PPL. See 
Note 12 to the Financial Statements for additional information. 

(2) All of PPL.'s current coinpensation plans tinder which equity securities of PPL. are authorized for issuance have been approved by PPL's 
shareowners. 

(3) Relates to coinmon stock issuable upon the  exercise of stock options awardcd under the ICP and ICPKE as of December 3 I ,  201 I .  In 
addition, as of Dccember 3 1,201 I ,  the following other securities had been awarded and are outstanding tinder the ICP, ICPKE and 
DDCP. 45,400 shares of restricted stock, 549,805 restricted stock units and 236,714 performance units under the 1CP; 24,600 shares of 
restricted stock, 1,420,230 restricted stock units and 161,894 perforinance units under the ICPKE; and 425,306 stock units under the DDCP. 
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(4) Based upon the following aggregate award limitations under the ICP, ICPKE and DDCP: (a) tinder the ICP, 15,769,431 awards (is.,  5% of 
the total PPL. coninion stock outstanding as of April 23, 1999) granted after April 23, 1999; {b) under the ICPKE, 16,573,608 awards (Le , 
5% of the total PPL coniinon stock outstanding as of January 1, 2003) granted after April 25, 2003, reduced by outstanding awards for 
which common stock was not yet issued as of such date of 2,373,812 resulting in a limit of 14,199,796; and ( c )  under the DDCP, 
15,052,856 securities In addition, each of the ICP and ICPKE includes an annual award limitalion or 2% of total PPL coininon stock 
outstanding as of January 1 of each year. 

PPL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and 
Kentucky Utilities Company 

Item ! 24s omitted as PPL. Energy Supply, PPL Electric, L,KE, LG&E and KIJ meet the conditions set forth in General instructions (I)( I)(a) and 
(b) of  Form 10°K. 

ITEM 13,CERTAIN_RELATlONSHIPS AND R_E_LATED-TFL+N-SACTIOpIS, A-ND DIRECT-OR-INDEPENDENCE 

PPL Corporation 

Information for this item will be set forth in the sections entitlcd "Transactions with Related Persons" and "Independence of Directors" in PPL's 
2012 Notice of Annual Meeting and Proxy Statement, which will be filed with the SEC not later than 120 days after December 3 1 ,  201 I ,  and is 
incorporated herein by reference. 

PPL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas  and Electric Company and 
Kentucky Utilities Company 

Item 13 is omitted a.; ?PL. Energy Supply, PPL Electric, L.KE, L.ti&E and KU meet the conditions set forth in General instructions (I)( l)(a) and 
(b) of Form 10-K. 

ITEM J4,PRINClPAL ACCOUNTING-FEES AND S-ERVICES 

PPL Corporation 

rorination for this item will be set forth in the section entitled "Fees to Independent Auditor for 201 1 and 2010" in PPL's 2012 Notice of 
inual Meeting and Proxy Statement, which will be filed with the SEC not later than 120 days after December 31, 201 1, and which inforination 

is incorporated herein by reference. 

PPL Energy Supply, LLK 

The following table presents an allocation of fees billed, including expenses, by Ernst & Young LLP (EY) to PPL, for the fiscal years ended 
December 3 I ,  20 1 1 and 20 10, for professional services rendered for the audit or PPL Energy Supply's annual financial statements and for fees 
billed for other serviccs rendered by EY. 

201 1 201 n 

Audit fees  (a) 
Audit-related fees (b) 
Tax fees (c) 
All other fees (d) 

( in thousands) 

$ 1,701 $ 2,S8 1 
9 16 

518 37s 
118 

(a) Includes estimated fees for audit of annual financial statements and rcview of financial statements included in PPL. Energy Supply's Quarterly Reports on 
Form 10-Q and for serviccs i n  connection with statutory and regulatory filings or engagements, including comfort letters and consents for financings and 
filings made with the SEC. 

(b) Fees for performance of specific agreed-upon procedures. 
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(c) Includes fees for tax advice in connection with a tax basis and earnings and profit study, a private letter ruling related to the sale of Safe Harbor, the funding 
ot the Westeni Power [Jtilitics Pension Scheme, review and consultation related to PPL,'s recognition of tax benefits resulting from IJ S. Court decisions, 
consultation and analysis rclated to non-income tax process improvements initiated by PPL and review, consultation and analysis related to investment tax 
credits and related capital expenditures on certain hydro-electric plant upgrades. 

((1) Fecs rclatcd to access to an EY online accounting research tool and an International Financial Reporting Standards diagnostic readiness assessment. 

PPL, Electric Utilities Corporation 

The following table presents an allocation of  fees billcd, including expenses, by EY to PPL for the fiscal years ended December 31,201 1 and 
2010, for professional s e ~ v i c c s  rcndeied for the audit of PPL. Electric's annual financial statements and for fees billed for other services rendercd 
by EY. 

201 1 201 0 

Audit fees (a) 
Audit-related fees (b) 
Tax fees (c) 
All other fees (d) 

( in thousands) 

$ 1,193 $ 810 
4 5 21 
19 58 

42 

( 8 )  Includes cstiniafcd fccs for audit ofannual financial statements and review of financial statements included in PPL Electric's Quarterly Reports on Form 10- 
Q and for services in connection with statutory and regulatory filings or engagements, including comfort letters and consents for financirigs and filings 
made with the SEC. 

(b) 

( c )  

Fecs for consultation on a transmission and distribution study and pcrfoniiance of specific agreed-upon procedures 

Fces for consultation and analysis related to non-income tax process improvements initiated by I'PL and ieview and consultation related to tax impacts 
resulting from U.S. Cour! decisions. 

(d) Fecs related to access to an E.Y online accounting research tool and an International Financial Reporting Standards diagnostic readiness assessment" 

LG&E and K U  Energy LLC 

,r the fiscal yea ended 201 1, EY served as LKE's independent auditor. For the fiscal year ended 2010, PricewaterhouseCoopers L.L.P (PwC) 
served as LKE's independent auditor. The following table presents an allocation of fees billed, including expenses, by EY and PwC to LICE for 
the fiscal ycars ended December 31,201 1 and 2010, for professional services rendered for the audits of LKE's annual financial statements and 
for fees billed for other services rendered by EY and PwC 

Successor Predecessor 
201 1 201 0 

( i n  thousands) 

Audit fees (a) 
Tax fees 
All other Tees 

$ 1,528 $ 1,964 
6 
2 

(a) Includes estimated fees for audit of annual financial statements and review of financial Statements included in LKE's Quarterly Reports on Form IO-Q and 
for services in connection with statutory and regulatory filings or engagemcnts, including comfort letters and consents for financings and filings made with 
the SEC. 

Louisville Gas and Electric Company 

For thc fiscal year cnded 201 1, EY served as LG&E's independent auditor. For the fiscal year ended 201 0, PwC served as LG&E's independent 
auditor. The following table prescnts an allocation of fees billed, including expenses, by EY and PwC lo LG&E for the fiscal years ended 
December 31, 201 1 and 2010, for professional setvices rendered for the audits of LG&E's annual financial stateinents and for fees billed for 
other services rendered by EY and PwC. 
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Successor Predecessor 
2011 2010 

( in thousands) 

$ 552 !$ 87 1 
1 

.udit fees (a) 
Ail other fees 

(a) Includes estimated fees for audit of annual financial statements and review of financial statements included in LG&E's Quarterly Reports on Form IO-Q and 
for services i n  connection with statutory and regulatory filings or engagements, including comfort letters and consents for financings and filings made with 
h e  SEC. 

Kentucky Utilities Company 

For the fiscal year ended 201 1, EY served as Kll's independent auditor. For the fiscal year ended 2010, PwC served as KU's independent 
auditor. Thc following table presents an allocation of fees billed, including expenses, by EY and PwC to KU for the fiscal years ended 
December 31, 201 1 and 2010, for professional services rendered for the audits of KU's annual financial statements and for fees billed for other 
services rendered by EY and PwC. 

Successor Predecessor 
201 1 201 0 

Audit rem (a) 
Tax fees 
All other fees 

( in thousands) 

$ 552 s 81 1 
6 
1 

(a) Includes estimated fees for audit of annual tinancial statements and review ot financial statements included in KU's Quarterly Reports on Form IO-Q and 
for services in connectioii with statutory and regulatory filings or engagements, including comfort letters and consents for financings and filings made wiih 
the SEC. 

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 

ZprovaLofFecs- The Audit Committee of PPL. has procediires for prc-approving audit and non-audit services to be provided by the 
tndependcnt auditor. These procedures are designed to ensure the continued independence of the independent auditor. More specifically, the use 
of the independent auditor to perform either audit or non-audit services is prohibited unless specifically approved in advance by the Audit 
Committee of PPL.. As a result of this approval process, the Audit Committee of PPL, has pre-approved specific categories of services and 
authorization levels. AI1 serviccs outside of the specified catcgories and all amounts exceeding the atithorizdtion levels are approvcd by the 
Chair of thc Audit Coininittee of PPL, who serves as the Coininittee designee to review and approve audit and non-aildit related services during 
the year. A listing of the approvcd audit and non-audit services is rcviewed with the full Audit Committee of PPL no later than its next meeting. 

The Audit Conimittec of PPL approved 100% of the 201 1 and 2010 services provided by EY 

The Audit Committee of PPL. approved 100% of  the 20 I O  services provided by PwC to LKE, LG&E and KlJ following their acquisition by 
PPI,. Prior to the Novcnibcr 20 I O  acquisition of LKE by PPL, the Audit Committee o f  L,KE, L.G&E and KU inaintained procedures for pre- 
approval of  independent auditor services and fees substantially siniilar to those described above. The LKE, LG&E and KIJ Audit Coininittee 
approved 100% of the 2010 services provided by PwC prior to the PPL acquisition. 
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PART IV 

ITEM-15. EXHIBITS,_FINANCIAL STATEMENT.SCHEDU LES 

,'L Corporation, PPL Energy Supply, LLC, P P L  Electric Utilities Corporation, LC&E and KU Energy LLC, Louisville Gas and 
Electric Company and Kentucky Utilities Company 

(a) The following documents are filed as part of this report: 

1 I 

2. 

Financial Statements - Refer to the "Table of Contents" for an index of the financial statements included in this report. 

Supplementary Data and Supplemental Financial Statement Schedule - included in response to Item 8 

Schedule I - PPL Corporation Condenscd Cr,coilselidated Financial Statements. 

Schedule I - LG&E and KU Energy L,L,C Condensed Unconsolidated Financial Statements. 

All other schedules are omitted because of the absence of the conditions under which they are  required or because the required 
information is included in the financial statements or notcs thereto. 

3. Exhibits 

See Exhibit Index immediately following the signature pages. 
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SHAREOWNER AND INVESTOR_INFORMATION 

‘nnual Meetings : The 2012 annual meeting of shareowners o f  PPL, will be held on Wednesday, May 16,2012, at the Zoellner Arts Center, on 
campus of L.ehigh University in Bethlehem, Pennsylvania, in Northampton County. 

Proxy and Information Statement Material : A proxy statement and notice of PPL.’s annual meeting is mailed to all shareowners of  record as 
of February 2 9 , 2 0  12 

PPL Annual Report : The report is published and mailed in the beginning of April to all shareowners of record. The  latest annual report can 
be accessed a t  www pplweb.com If you have more than one account, or if there is more than one investor in your household, you may call the 
PPL Shareowner lnfonnation Line to request that only one annual report be delivered to your address. Please provide account numbers for all 
duplicate mailings. 

Dividends : Subject to the declaration of dividends on PPL common stock by the PPL Board of Directors or its Executive Committee and PPL. 
Electric prefercnce stock by the PPL Electric Board of Directors, dividends are paid on the first business day of April, July, October and 
January T h e  201 2 record dates for dividends are expected to be March 9, June 8, September I O  and December 10. 

Direct Deposit of Dividends: Shareowners may choose to have their dividend checks deposited directly into their checking or savings account. 

PPL Shareowner  Information Line (1-800-345-3085): Shareowners can get detailed corporate and financial information 24 hours a day 
using thc PPL Shareowncr Information Line Thcy can hear timely recorded messages about earnings, dividends and other company news 
releases; rcquest information by fax; and request printed materials in the mail. Other PPL publications, such as the annual and quarterly reporls 
to the Securities and Exchange Commission (Forms 10-K and IO-Q) ,  will be mailed upon request, or write IO: 

Manager - PPL. Investor Services 
Two North Ninth Street (GENTW 1.3) 
Allentown, PA 18 I01 

FAX: 6 10-774-5 1 06 
Via email: invserv@pplweb com 

“PL’s Website (www.pplweb.com): Shareowners can access PPL Securities and Exchange Commission filings, corporate governance 
sterials, news releases, stock quotes and historical performance. Visitors to our website can provide their email address and indicate their 

.sire to receive future earnings or news releases automatically. 

Sliareowner Inquiries : 

PPL, Shareowncr Services 
Wells Fargo Bank, N.A. 
16 1 North Concord Exchange 
South St. P a ~ l ,  MN 55075-1 139 

Toll Free: 1-800-345-3085 
Outside US.: 651-453-2129 

www. wcl Isfargo.coin/shareownersen,ices 
FAX: 65 1-450-4085 

Online Account Access : Registered shareowners can access account information by visiting www.shareowneronline.com. 

Dividend Reinvestment and Direct Stock Purchase Plan (Plan): PPL offers its existing shareowners, employees and new investors the 
opportunity to acquire shares of PPL common stock through its Plan. Shareowners may choose to have dividends on their PPL common stock 
fully or partially reinvested in PPL common stock or can receive full payment of cash dividends by check or EFT. Participants in the Plan may 
choose to have their common stock certificates deposited into their Plan account. 

Direct Registration System: PPL participates in the Direct Registration System (DRS). Shareowners may choose to have their common stock 
certificates deposited into the DRS. 
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Listed Securities: 

New Yorlc Stock Exchange 

PPL Corporation: 
Coninion Stock (Code: PPL) 

Corporate lJnits issued 2010 (Code: PPLPRU) 

Corporate Units issued 201 I (Code: PPLPRW) 

PPL Capital Funding, Inc.: 
LOO’/ Series A Junior Subordinated Notes due 2067 (Codc: PPL/67) 

6.85% Senior Notes due 2047 (Code: PLV) 

Fiscal Agents: 

Stock Transfer Agent a n d  Registrar; Dividend Reinvestment Plan Agent 
Wells Fargo Bank, N.A. 
Shareowner Services 
161 North Concord Excliange 
Soijth St. Paul, M N  55075-1 139 

Toll Free: 1-800-345-3085 
Outside IJ.S.: 65 1-453-21 29 

Dividend Disbursing Office 
PPL Investor Services 
Two North Ninth Street (GENTW13) 
Allentown, PA 18 I O  1 

X: 610-774-5106 
ta email: inmerv@pplweb.com 

Or call the PPL Shareowner Information Line 
Toll Free: 1-800-345-3085 

1945 Mortgage Bond Trustee, Transfer and Bond Interest Paying Agent 
Deutsche Bank Trust Company Americas 
5022 Gate Parkway (Suite 200) 
Jacksonville, FL 32256 

Toll Free: 1-800-735-7777 
FAX: 615-866-3887 

Indenture Trustee 
The Bank of New York Mellon 
101 Barclay Street 
New York, N Y  10286 
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SIGNATURES 

Pursuant to the rcquireincnts of Section 1 3  or IS(d) of the Securitics Exchange Act of 1934, the Registrant has duly caused this report to be 
-:qned on its behalf by the undersigned, thereunto duly authorized. 

PPL-C-orporation 
(Registrant) 

By Is/ William H. Spence 
William H. Spence - 
Pres iden t and 
Chief Executive Officer 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the 
Registrant and in the capacities and on the date indicated. 

By Is/ William H. Spcncc 
William H. Spence - 
President and 
Chief Executive Officcr 
(Principal Exccutive Officcr) 

By is1 Paul A. Farr 
Paul A. Farr - 
Exec~ilive Vice Presitlent and 
Chief Financial Officer 
(Principal Financial Officer) 

.v Is/ Vincent Sorgi 

Vice President and Controller 
(Principal Accounting Officer) 

.ncent Sorgi - 

Directors: 

Frederick M. Bernthal Venkt 
John W. Conway 
Steven G. Elliott 
Louise K.  Goescr 
Stuart E. Graham 
Stiiart Heydt 

3 Rajamannar M 
James H. Miller 
Craig A. Rogerson 
Williain H. Spence 
Natica von Althann 
Keith H. Williamson 

dabhushi 

By l s /  William H. Spence 
William H. Spence, Attorney-in-fact Date: February 28,2012 
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SIGNATURES 

Pursuant to the rcqiiircinents of Section 1.3 or 1 S(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report 10 be 
cigned on its behalf by the undersigned, therciinto duly authorized. 

PPLEnergy-Supply, L L c  
(Registrant) 

B y  Is/ James H. Miller 
James H. Miller - 
President 

Pursuant to the rcquirenients of the Securities Exchange Act of 1434, this report has been signed below hy the following persons on behalf of the 
Registrant and in the capacities and on the date indicated. 

B y  Is /  James H. Miller 
James H. Miller - 
President 
(Principal Executive Officer) 

By Is/ Paul A. Farr 
Paul A. Farr - 
Execiitive Vice President 
(Principal Financial Officer) 

By Is/ Vincent Sorgi 
Vincent Sorgi - 
Vice President and Controllcr 
(Principal Accounting Officer) 

Vanagers: 

>I James H. Miller 
James H. Miller 

Is /  Paul A. Farr 
Paul A. Farr 

I s /  Robert J. Grey 
Robert J .  Grey 

Is /  William H.  Spence 
William H. Spence 

Date: February 28, 2012 
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SIGNATURES 

Pursuant to the requirements of Section I3 or 1 S(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be 
cigncd on its behalf by the undersigned, thereunto duly authorized. 

PPL Elec+ric-Utilities-Corppratio-n 
(Registrant) 

By /s/ David G. DeCampli 
David G DcCainpli - 
President 

Pursuant to the requirements of the Securities Exchange Act of 1934, this rcport has been signed below by the following persons on behalf UC the 
Registrant and i n  the capacities and on the date indicated. 

By Is/ David G. DeCampli 
David G. DeCampli - 
Prcsidcn t 
(Principal Executive Officer) 

By Is/ Vincent Sorgi 
Vincent Sorgi - 
Vice President and Chief Accounling Orficcr 
(Principal Finaccial and Accounting Officer) 

Directors: 

/s/ James H.  Miller 
James H. Miller 

’ Paul A. Farr 
,ul A .  Farr 

Is/ William H. Spcnce 
William H. Spence 

Is/ David G .  DeCampli 
David G. DcCainpli 

/s/ Dean A. Christiansen 
Dean a. Christiansen 

/s/  Robert J.  Grey 
Robert J. Grey 

Date: February 28, 20 12 
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SIGNATU RES 

b - s u a n t  to the requirements of Section 13 or 1 S(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be 
ned on its behalf by the undersigned, thereunto duly authorized. 

LG&E and KU Energy-LLC 
(Registrant) 

By Is/ Victor A. Staffieri 
Victor A. Staffieri - 
Chairman, Chief Executive Officer and 
President 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons o n  behalf of the 
Registrant and in the capacities and on the date indicated. 

By Is /  Victor A. Staffieri 
Victor A. Stafficri - 
Chainnan, Chief Exccutive Officer and 
President 
(Principal Executive OTficer) 

By I s /  Kent W. Blake 
Kent W. Blake ~ 

Chief Financial Officer 
(Principal Financial Officer and 
Principal Accounting Officer) 

Directors: 

/s/ Paul A. Farr 
Paul A. Farr 

Is/ Chris Hermann 
Chris Herniann Victor A. Staffieri 

Is/  John R. McCall 
John R. McCall 

I s /  William H. Spence 
William H. Spence 

Is/  Victor A. Stafficri 

Is/ Paul W. Thompson 
Paul W. Thompson 

/SI S. Bradford Rives 
S. Bradford Rives 

Date: February 28,20 12 
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SIGNATURES 

"ursuant to the requirements of Section 13 or 1 S(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be 
ned on its behalf by the undersigned, thereunto duly authorized. 

Louisville-Gas.and Electric Comp-any 
(Registrant) 

By Is /  Victor A. Staffieri 
Victor A. Staffieri - 
Chairman, Chief Executive Officer and 
Pres iden t 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the 
Registrant and in the capacities and on the date indicated. 

By Is/ Victor A. Staffieri 
Victor A. Staffieri - 
Chairman, Chief Executive Officer and 
President 
(Principal Executive Officer) 

By 1st Kent W. Blake 
Kent W. Blake - 
Chief Financial Officer 
(Principal Financial Officer and 
Principal Accounting Officer) 

Directors: 

Is/ Paul A. Farr 
Paul A. Farr 

Is/ Chris tlennann 
Chris Herinann 

Is/ John R. McCall 
John R. McCall 

Is/ S. Bradford Rives 
S. Bradford Rives 

/s/ William H. Spence 
William H. Spence 

Is/ Victor A. Staffieri 
Victor A. Staffieri 

1st Paul W. Thompson 
Paul W. Thompson 

Date: February 28, 2012 
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SIGNATU RES 

Dursuant to the requirements of Section 13 or 1 S(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be 
ned on its behalf by the undersigned, thereunto duly authorized. 

Kentucky-Utilities_ Company 
(Registrant) 

By Is/ Victor A. Staffieri 
Victor A. Staffieri - 
Chairman, Chief Executive Officer and 
President 

Pursuant 10 the requiremcnts of the Securities Exchange Act of 1934, this report has been signed below b y  the following persons on behalf of the 
Registrant and in the capacities and on the date indicated, 

B y  Is/ Victor A. Staffieri 
Victor A. Staffieri ~ 

Chainnan, Chief Executive Officer and 
President 
(Principal Executive Officer) 

B y  Is/ Kent W. Blake 
Kent W. Blake - 
Chief Financial Officer 
(Principal Financial Officer and 
Principal Accounting Officer) 

Directors: 

Is/ Paul A. Farr 
Paul A. Farr 

Is/  William H. Spence 
William H. Spence 

Is /  Chris Hennann 
Chris Hermann Victor A. Staffieri 

/s/ Victor A. Stafficri 

Is /  John R. McCall 
John R. McCall 

Is/  Paul W. Thompson 
Paul W. Thompson 

/s/ S. Bradford Rives 
S. Bradford Rives 

Date: February 28, 201 2 
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EXHIBIT INDEX 

The following Exhibits indicated by an asterisk preceding the Exhibit number are filed herewith. The balance of the Exhibits have heretofore 
'yeen filed with t h e  Commission and pursuant to Rule 12(b)-32 are incorporated herein by reference. Exhibits indicated by  a E-] are filed or 

ed pursuant t o  Item 6Ol(b)( iO)(iii) of Regulation S-K. 

3(a) 

3(b) 

S(k)-2 

3(1) 

4(a) 

4(b)- I 

Ainended and Restated Articles of Incorporation of PPL Corporation, effective as of May 2 1, 2008 (Exhibit 3(i) to PPL. 
Corporation Fonn 8-I< Report (File No. I - I 14.59) dated May 2 1,2008) 

Ainerided and Restated Articles of Incorporation of PPL Electric Utilities Corporation, effective as of May 2,2006 
(Exhibit 3(a) to PPL Electric Utilities Corporation Fonn IO-Q Report (File No. 1-905) for the quarter ended March 3 1, 
2006) 

Certificate cf F;rma!ion of PPL Energy Supply, L.L,C, effective as of November 14, 200b iExhibit 3.1 to PPL Energy 
Supply, L.L.C Form S-4 (Registration Statement No. 33.3-74794)) 

C'crlificalc 01 Aincndiiient ot'PPL. Encigy Supply, LLC7. cffcctive as ol.Novcnihcr 13. 201)2 

Amended and Restated Bylaws of PPL. Corporation, effective as of  May 19, 2010 (Exhibit 99.1 to PPL Corporation 
Form 8-K Report (File No. 1-1  1459) dated May 24,2010) 

Restated Bylaws of PPL, Electric Ut 
es Corporation Forin 8-K Report (File No. 1-905) dated March 30,2006) 

es Corporation, effective as of March 30, 2006 (Exhibit 3.2 to PPL 

L h i t c d  Leiability Company Agreement of PPL Energy Supply, LLC, effective as of March 20, 2001 (Exhibit 3.2 to PPL, 
Energy Supply, LLC Form S-4 (Registration Statement No. 33.3-74794)) 

Articles of Organization of LG&E and K U  ~ n e r g y  LLC, effective as of December 29, 2003 (Exhibit 3(a) to Registration 
Staleixnt filed on Form S-4 (File No. 333- 173665)) 

Amendcd and Restated Operating Agreeiiient ofL.G&E and K U  Energy L.LC, cffcctive as oFNoveinber I ,  2010 (Exhibit 
3(b) to Registration Statement filed on Forni S-4 (File No, 333-17366s)) 

Amended and Restated Articles of Incorporation of L.ouisville Gas and Electric Company, effective as of November 6, 
1996 (Exhibit 3(a) to Registration Statement filed on Form S-4 (File No. 333-173676)) 

Articles of  Amendment to Articles of Incorporation of L.ouisville Gas and Electric Company, effective as of April 6, 
2004 (Exhibit 3(b) to Registration Statement filed on Form S-4 (File No. 333-173676)) 

Bylaws of L.ouisville Gas and Electric Company, effective as of December 16, 2003 (Exhibit 3(c) to Registration 
Statement filed on Form S-4 (File No. 333- 173676)) 

Amentied and Restated Articles of Incorporation of Kentucky Utilities Company, effective as of December 14, 1993 
(Exhibit 3(a) to Registration Statement filed on Form S-4 (File No. 333-1 7367.5)) 

Articles of Amendment to Articles of Incorporation of Kentucky Utilities Company, effective as of April 8, 2004 
(Exhibit 3(b) to Registration Statement filed on Fonn S-4 (File No. 333-17367s)) 

Bylaws of Kentucky Utilities Company, ef'rective as of December 16,2003 (Exhibit3(c) to Registration Statement filed 
on Fonn S-4 (File No. 333-17367s)) 

Pollution Control Facilities L,oan Agreement, dated as of May I ,  1973, between PPL Electric Ut 
the L.ehigh County Industrial Development Authority (Exhibit S(z) to Registration Statement No. 2-60834) 

Amended and Restated Employee Stock Ownership Plan, dated January 12, 2007 (Exhibit 4(a) to PPL. Corporation Form 
IO-I< Report (File No. 1 - 1  1459) for the year ended December 31,2006) 

es Corporation and 
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4(b)-2 - Amcndmcnt No I to said Einployce Stock Ownership Plan, dated J~ily 2,2007 (Exhibit 4(a) to PPL. Corporation Forin 
I O - Q  Rcport (File No 1-1  14.59) for the quarter cnded September 30, 2007) 

I)-3 

4(b)-4 

4(b)-5 

4(b)-6 

4(c) 

4(d)- 1 

4(d)-2 

4(e) 

13-2 

4(0-3 

4(0-4 

4( 0-5 

4 ( 0 4  

- Ainendiiient No. 2 to said Einployce Stock Ownership Plan, dated December 13, 2007 (Exhibit 4(a)-3 to PPL. 
Corporation Form 10-K Report (File No. 1 - 1  1459) for the year ended December 3 1,2007) 

Ainendincnt No. 3 to said Employee Stock Ownership Plan, dated August 19, 2009 (Exhibit 4(a) to PPL, Corporation 
Forin IO-Q Report (File No. 1-1  1459) for the quarter ended September 30,2009) 

Ainendincnt No. 4 to said Employee Stock Ownership Plan, dated Deceinbcr 2,2009 (Exhibit 4(a)-S to PPL Corporation 
Form 10-K Report (File No. 1-1 14.59) for the year ended December 3 I ,  2009) 

Amcndment No. 5 to said Employee Stock Ownership Plan, dated November 17,2010 (Exhibit 4(b)-6 to PPL 
Corporation Form 10-K Report (File No. 1-1  14.59) for the year ended December 3 I ,  2010) 

Trust Deed constituting E150 million 9 % pcrccnt Bonds due 2020, dated November 9, 1995, between South Wales 
Electric plc and Bankers Trustee Company Lhiited (Exhibit 4(k) to PPL. Corporation Form 10-K Report (File No. 1- 
I 14.59) for thc year ended December 3 I ,  2004) 

Indcnture, dated as of November 1, 1997, among PPL. Corporation, PPL Capital Funding, Inc. and JPMorgan Chase 
Bank (formerly ‘rhe Chase Manhattan Bank), as Trtistce (Exhibit 4. I to PPL. Corporation Form 8-IC Report (File No. I - 
114.59) dated November 12, 1997) 

Supplcmcntal Indenture No. 7, dated as of July I ,  2007, to said Indenture (Exhibit 4(b) to PPL. Corporation Fonn 8-K 
Report (File No. 1 - 1  1459) dated July 16, 2007) 

Indentuie, datcd as of March 16, 2001, among WPD t!oldings UK, Bankers Trust Company, as Trustee, Principal 
Paying Agcnt, and Transfer Agent and Deutsche Bank Luxembourg, S.A., as Paying and Transfcr Agent (Exhibit 4(g) to 
PPL Corporation Form 10-K Report (File No. 1 - I  1459) for the year endcd Deccinbcr 3 I ,  2009) 

Indcnt~irc, datcd as of August I ,  2001, by PPL. Electric Utilities Corporation and JPMorgan Chase Bank (fonnerly The 
Chase Manhattan Bank), as Trustee (Exhibit 4.1 to PPL, Eleclric IJtilities Corporation Form 8-IC Report (File No. 1-905) 
dated A~igiist 2 I ,  200 1) 

Supplcmcntal lndcnture No. 4, dated as of February I ,  2005, to said Iwicntiire (Exhibit 4(g)-5 to PPL, Electric Utilities 
Corporation Form IO-K Report (File No. 1-90.5) for the year cnded December 3 I ,  2004) 

Suppleinental Indenture No. 5,  dated as of May 1, 2005, to said Indenture (Exhibit 4(b) lo PPL, Electric Utilities 
Corporation Forin 10-0 Report (File No. 1-905) for the quarter cnded June 30, 2005) 

Suppleinental Indenture No. 6, dated as of Dcccmber I ,  2005, to said Indcnture (Exhibit 4(a) to PPL. Electric Utilities 
Corporation Forin 8-K Report (File No. 1-905) dated Deccinbcr 22, ZOOS) 

Supplcincntal Indcnture No. 7, dated as of A ~ g i i ~ t  I ,  2007, to said Indcnture (Exhibit 4(b) fo PPL Electric Utilities 
Corporation Forin 8-K Report (File No. 1-905) dated August 14, 2007) 

Supplcmciital lndcnture No. 9, datcd as of October I ,  2008, to said lndenttirc (Exhibit 4(c) to PPL, Electric Utilities 
Corporation Forin 8-K Report (File No. 1-905) dated Octobci, 31, 2008) 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

4(0-7 - Suppleinental lndcnture No. I O ,  dated as of May I ,  2009, to said Indenture (Exhibit 4(b) to PPL Electric [Jtilities 
Corporation Forin 8-I< Report (File No. 1-905) datcd May 22, 2009) 
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4(h)-2 

4( i)- 1 

- Supplemental Indenture No. 1 1 ,  dated as of July I ,  201 I ,  to said Indentiire (Exhibit 4.1 to PPL, Electric [Jtilities 
Corporation Form 8-K Report (File No. 1-905) dated July 13, 201 I )  

Supplemental Indenture No. 12, dated as of Ju ly  I ,  201 1, to said Indenture (Exhibit 4(a) to PPL. Electric Utilities 
Corporation Form 8-K Report (File No. 1-905) dated July 18, 201 1) 

Supplemental Indenture No. 13, dated as of Atigiist 1, 201 1 ,  to said Indenture (Exhibit 4(a) to PPL Electric Utilities 
Corporation Fonn 8-K Report (File No. 1-905) dated August 23,20 I 1 ) 

Indenture, dated as of October I ,  2001, by PPL Energy Supply, LL.C and JPMorgan Chase Bank (formerly The Chase 
Manhattan Bank), as Trustee (Exhibit 4.1 to PPL. Energy Supply, LLC Form S-4 (Registration Statenient NO. 333- 

- 

- 

- 

74794)) 

- Supplemental Indenture No. 2, dated as of August IS, 2004, to said Indenture (Exhibit 4(h)-4 to PPL. Energy Sw;ply, 
LLC Form 10-K Report (File No. 333-74794) for the year ended December 31, 2004) 

Supplemental lntlentiire No. 3, dated as of October 15, 2005, to said Indenture (Exhibit 4(a) to PPL Energy Supply, L.LC 
Form 8-K Report (File No. 333-74794) dated October 28, 2005) 

- 

- Form of Note for PPL. Energy Supply, LLC’s $300 million aggregate principal amount of 5.70% REset Put Securities 
due 2035 (REPS SM ) (Exhibit 4(b) to PPL, Energy Supply, LLC Fonn 8-K Report (File No. 333-74794) dated October 
28,200s) 

- Supplemcntal Indenture No. 4, dated as of May I ,  2006, to said Indenture (Exhibit 4(a) to PPL Energy Supply, LLC 
Form 10-0 Report (File No. 333-74794) for the quarter ended June 30,  2006) 

Supplemental Indenture No. 6, dated as of Jtily I ,  2006, to said Indenture (Exhibit 4(c) lo PPL Energy S!,pply, LLC 
Fonn IO-Q Report (File No. 333-74794) for the quarter ended June 30,  2006) 

Supplemental Indenture No. 7, dated as of December I ,  2006, to said Indenture (Exhibit 4(r)-10 to PPL Energy Supply, 
LL.C Form 10-K. Report (File No. 333-74794) for the year ended December 3 I ,  2006) 

Stipplemental Indenture No, 8, dated as of December 1, 2007, to said Indenture (Exhibit 4(b) to PPL, Energy S~ipply, 
LLC Form 8-K Report (File No. 333-74794) dated December 20,2007) 

Supplemental Indenture No. 9, dated as o f  March I ,  2008, to said Indentiire (Exhibit 4(b) to PPL Energy Supply, L.LC 
Form 8-K Report (File No. 333-74794) dated March 14,2008) 

Suppleinental Indenture No. 10, dated as of Ju ly  1 ,  2008, to said Indenture (Exhibit 4(b) to PPL, Energy Supply, L,LC 
Form 8-K Report (File No. 1-32944) dated July 2 I ,  2008) 

S~ipplcinental lntlenture No. 1 I ,  dated as of December 1 ,  201 1 ,  to said Indenture (Exhibit 4(a) to PPL Corporation Fonil 
8°K Report (File No. 1-1 149) dated December 16,201 I )  

Trust Deed constituting €200 niillion 5.875 percent Bonds due 2027, dated March 2.5, 2003, between Western Power 
Distribution (South West) plc and J.P Morgan Corporate Trustee Services Lh i t ed  (Exhibit 4(0)-1 to PPL Corporation 
Form 10-K Report (File No. 1-1  1459) for the year ended December 31,2004) 

Supplement, dated May 27, 2003, to said Trust Deed, constituting E50 million 5.875 percent Bonds due 2027 (Exhibit 4 
(0)-2 to PPL. Corporation Form IO-K Report (File No. 1-1 1459) for the year ended Deceinber 3 I ,  2004) 

Pollution Control Facilities Loan Agreement, dated as of February I ,  200.5, between PPL Eleclric Utilities Corporation 
and the Lehigh Corinty Industrial Development Authority (Exhibit I O(f0 to PPL. Electric Utilities Corporation Form 10- 
K Report (File No. 1-905) for the year ended Deceinber 3 1,2004) 
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4(i)-2 Pollution Control Facilities L,oan Agreement, dated as of May I ,  2005, between PPL. Electric IJtilities Corporation and 
the Lehigh County Industrial Development Authority (Exhibit lO(a) to PPL. Electric Utilities Corporation Form IO-Q 
Report (File NO. 1-905) for the quarter ended June 30,2005) 

)-3 

4(1n)- I 

4(111)-2 

4(111)-3 

4( in)-4 

4(n)-1 

4(n)-2 

4(n)-3 

- Pollution Control Facilities L,oan Agreement, dated as of October I ,  2008, between Pennsylvania Econoinic 
Development Financing Authority and PPL. Electric U t  
Corporation Form 8-K Report (File No. 1-905) dated October 31, 2008) 

Trust Deed constituting El05 million 1.541 percent Index-Linked Notes due 2053, dated December 1,2006, between 
Western Power Distribution (South West) plc and HSBC Trustee (CI) Limited (Exhibit 4(i) to PPL Corporation Fonn 
IO-K Report (File No. 1 - 1  1459) for the year ended Deceniber 31,2006) 

T;rist Dccd constituting E120 inillion I541 percent Index-L,inked Notes due 2056, dated December I ,  2006, between 
Western Power Distribution (South hes t )  plc and HSBC Trustee (CI) Limited (Exhibit 4Q) to PPL, Corporation Form 
IO-K Report (File No. 1-1 1459) for the year ended December 3 I ,  2006) 

Trust Deed constituting E225 million 4.80436 percent Notcs due 2037, dated December 21,2006, between Western 
Power Distribution (South Wales) plc and HSBC Trustee (CI) Limited (Exhibit 4(k) to PPL Corporation Form 10-I< 
Report (File No. I - I  14.59) for the year ended December 3 1,2006) 

Subordinated Indenture, dated as of March I ,  2007, belween PPL. Capital Funding, Inc., PPL Corporation and The Bank 
of New York. as Trustce (Exhibit 4(a) to PPL Corporation Form 8-K Report (File No. 1-1  1459) dated March 20,2007) 

S~ipplemental Indenture No. I ,  dated as of March I, 2007, to said Subordinated Indenture (Exhibit 4(b) to PPL. 
Corporation Form 8-K Report (File No. 1 - 1  1459) dated March 20,2007) 

Supplemental Indenturc: No. 2, dated as of June 28, 2010, to said Subordinated Indenture (Exhibit 4.3 to PPL 
Corporation Form 8-K Report (File No. 1-1  1459) dated June 30, 2C10) 

Supplemental lndeiiture No. 3, dated as of April 15, 201 I ,  to said Subordinated Indenture (Exhibit 4.3 lo PPL 
Corporation Fonn 8-I< Report (File No. 1-1  1459) dated April 19, 201 I ) .  

Series 2009A Exempt Facilities Loan Agreement, dated as of April I ,  2009, between PPL Energy Supply, LLC and 
Pennsylvania Economic Development Financing Authority (Exhibit 4(a) lo PPL Energy Supply, LLC Form 8-K Report 
(File No. 1-32944) dated April 9,2009) 

Series 2009B Exempt Facilities Loan Agreement, dated as of April 1 ,  2009, between PPL Energy Supply, LLC and 
Pennsylvania Economic Development Financing Authority (Exhibit 4(b) to I’PL Energy Supply, L.L.C Form 8-K Report 
(File No. 1-32944) dated April 9,2009) 

Series 2009C Exempt Facilities L,oan Agreement, dated as of April I ,  2009, between PPL. Energy Supply, LLC and 
Pennsylvania Economic Developn~cnt Financing Authority (Exhibit 4(c) to PPL. Energy Supply, LLC Forin 8-I< Report 
(File No. 1-32944) dared April 9,2009) 

Trust Dced constituting E200 million 5.75 percent Notes due 2040, dated March 23, 2010, between Western Power 
Distribution (South Wales) plc and HSBC Corporate Trustee Company (IJK) Limited (Exhibit 4(a) to PPL, Corporation 
Form IO-Q Report (File No. 1-1 1459) for the quarter ended March 3 1, 201 0) 

Trust Deed constituting E200 million 5.75 percent Notes due 2040, dated March 23, 2010, between Western Power 
Distribution (South West) plc and HSBC Corporate Trustec Company ( U K )  Limited (Exhibit 4(b) to PPL, Corporalion 
Form !O-Q Report (File No. 1 -1  1459) for the quarter ended March 31,2010) 

Indenture, dated as of October I ,  2010, between Kentucky Utilities Company and The Bank of New York Mellon, as 
Trustee (Exhibit 4(q)-1 to PPL Corporation Form 10-K Report (File No. 1 - 1  1459) for the year ended December 31, 

es Corporation (Exhibit 4(a) to PPL Electric Utilities 
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4(r)-2 

4(r)-3 

4( s)- 1 

4(~)-2  

4(s)-3 

4(1)- I 

4(t)-2 

J)- 1 

4(v)-1 

4 ( ~ ) - 2  

4(w)-I 

4 ( ~ ) - 2  

- Supplemental Indenture No. 1, dated as ofOctober  I S ,  2010, to said Indenture (Exhibit 4(q)-2 to PPL. Corporation Fonn 
IO-IC Report (File No. 1 - I  1459) for the year ended December 3 I ,  20 10) 

Stipplemental Indenture No. 2, dated as of November 1, 2010, to said Indenture (Exhibit 4(q)-3 to  PPL Corporation 
Form 10-1< Report (File No. 1-1 1459) for the year ended December 31,2010) 

Indenture, dated as of October 1,2010, between L.ouisville Gas and Electric Company and The Bank of New York 
Mellon, as Trustee (Exhibit 4(r)-I to PPL Corporation Form 10-K Report (File No. 1 - 1  1459) for the year ended 
December 3 1, 20 I O )  

Supplemental lndenttire No. I ,  dated as of October 15, 2010, to said Indenture (Exhibit 4(r)-2 to PPL. Corporation Fonn 
IO-IC Report (File No. 1 - 1  1459) for the year ended December 31,2010) 

Supplemental Indentu,: No. 2, dated as of November 1,  2010, to said Indenture (Exhibit 4(r)-3 to  PPL Corporation Form 
IO-IC Report (File No. 1-1 1459) for the year ended December 31,2010) 

Indenture, dated as ofNovember 1,2010, between LG&E and K U  Energy L,LC and The Bank of New York Mellon, as 
Trustee (Exhibit 4(s)-1 to PPL Corporation Form 10-K Report (File No. 1-1  14.59) for the year ended December 3 I ,  

- 

- 

- 

- 

- 

20 IO) 

- Supplemental Indenture No. 1, dated as of November I ,  2010, to said Indenture (Exhibit 4(s)-2 to  PPL. Corporation Foml 
IO-K Report (File No. 1 - 1 14.59) for the year ended December 3 I ,  20 10) 

Supplemental lndenttire No. 2, dated as of September I ,  20 1 1, to said Indenture (Exhibit 4(a) to PPL Corporation Form 
8-K Report (File No. 1 - 1  1459) dated September 30,201 1) 

2002 Series A Carroll County L.oan Agreement, dated February I ,  2002, by and between Kenir.iky Utilities Company, 
and County of Carroll, Kentucky (Exhibit 4(w)-1 to PPL Corporation Form 10-K Report (File No. 1 - 1  1459) for the year 
ended December 3 1 , 20 IO)  

Amendment No. 1 dated as of September 1, 2010 to said L.oan Agreement by arid between Kentucky Utilities Company, 
and County of Carroll, Kentucky (Exhibit 4(w)-2 to PPL Corporation Form IO-K Report (File No. 1 - 1  1459) for the year 
ended December 3 1, 20 10) 

2902 Series B Carroll County Loan Agreement, dated February 1, 2002, by and between Kentucky Utilities Company, 
and County of Carroll, Kentucky (Exhibit 4(x)-1 to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year 
ended December 3 I ,  20 IO)  

Amendment No I dated as ofSeptember I ,  2010, to said Loan Agreement by and between Kentiicky Utilities Company, 
and County of Carroll, Kentucky (Exhibit 4(x)-2 to PPL Corporation Fonn IO-IC Report (File No. 1 - 1  1459) for the year 
ended December 3 1, 20 10) 

2002 Series C Carroll County Loan Agreement, dated July I ,  2002, by and between Kentucky IJtilities Company, and 
County of Carroll, Kentucky (Exhibit 4(y)-1 to PPL, Corporation Fonn 10-K Report (File No. 1 - 1  14.59) for the year 
cnded December 3 I ,  20 10) 

Aiiicndinent No. 1 dated as ofSeptember 1, 2010, to said L.oan Agreement by and between Kentucky Utilities Company, 
and County of Carroll, Kentucky (Exhibit 4(y)-2 to PPL. Corporation Form 10-K Report (File No. 1-1 1459) for the year 
ended December 3 I ,  20 10) 

2004 Series A Carroll County Loan Agreement, dated October I ,  2004 and amended and restated as of September I ,  
2008, by and between Kentucky Utilities Company, and County of Carroll, Kentucky (Exhibit 4(z)-1 io PPL, 
Corporation Form IO-K Report (File No. 1 - 1 1459) for the year ended December 3 1,201 0) 

Amendment No. I dated as of September I ,  201 0, to said Loan Agreement by and between Kentucky IJtilities Company, 
and County of Carroll, Kentiicky (Exhibit 4(z)-2 to PPL Corporation Fonn 10-I( Report (File No. 1 - 1  1459) for the year 
ended December 3 I ,  20 10) 

- 

- 

- 

- 

- 

- 

- 

- 

- 

427 



4(x)- I - 2006 Scries B Carroll County Loan Agreement, dated October I ,  2006 and amended and restated September I ,  2008, by 
and between I<entucky Utilities Cornpany, and County of Carroll, Kentucky (Exhibit 4(aa)-I to PPL Corporation Fonn 
I 0-K Report (File No I - 1 1459) for the year ended December 3 I ,  20 IO) 

X ) - 2  

4(Y)-I 

4(Y)-2 

4(2)-1 

4 ( ~ ) - 2  

4(2lkl)- 1 

4(aa)-2 

4(bb)- 1 

4(bb)-2 

4(cc)- 1 

4 ( ~ ~ ) - 2  

4(dd)- I 

4(dd)-2 

- Aniendnient No. I dated as of Scpteinbcr I ,  2010, to said L.oan Agreenient by and between Kentucky Utilities Company, 
and Coimty of Carroll, Kentucky (Exhibit 4(aa)-2 to PPL. Corporation Form 10-K Report (File No. 1 - 1  1459) for the year 
cnded December 3 I, 20 I O )  

2007 Scr-ics A Carroll County L,oan Agreement, daled March I ,  2007, by and between Kentucky [Jtilities Company and 
County of Carroll, Kentucky (Exhibit 4(bb)-I to PPL Corporation Forni IO-I< Report (File No. 1-1  1459) for the year 
cnded Deccniber 3 I ,  20 IO)  

Aniendiiienl No 1 dated September I ,  201 0, to said L.oan Agr:zincnt by and between ICentucky Ut 
County of Carroll, Kentucky (Exhibit 4(bb)-2 to PPL. Corporation Fonii 10-K Report (Fiie KO. 1-1 1459) for the year 
ended Decenibcr 3 I ,  20 I O )  

2008 Series A Carroll County Loan Agreement, dated Atigiist I ,  2008 by and between Kentucky Utilities Company, and 
County of Carroll, I<entucky (Exhibit 4(cc)-I to PPL. Corporation Forni 10-K Report (File No. 1 - 1  14.59) for the year 
ended Decenibcr 3 1,20 I O )  

- Aincnd~ncnl No. 1 dated Septcniber I ,  2010, to said Loan Agrecnient by and bctween Kentucky Utilities Company, and 
County of Carroll, Kentucky (Exhibit 4(cc)-2 to PPL. Corporation Form IO-I< Report (File No. 1 -1  1459) for the year 
cncietl December 3 1 ,  2010) 

2000 Series A Mwcer County Loan Agrcerncnt, dated May I ,  2000 and amended and restated as of Septcniber 1, 2008, 
by and bctwccn Kentucky Utilities Company, and County o f  Mercer, Kentucky (Exhibit 4(dtl)-1 to PPL. Corporation 
Form IO-K Report (File No.. 1 - 1  1459) for the year ended December 3 1,20 I O )  

Aniendmenl N o  1 dated September I ,  2010, to said Loan Agrcenient by and bctwccn Kentucky Utilities Company, and 
County of Mercer, Kentucky (Exhibit 4(dd)-2 to PPL Corporation Fonn 10-K Report (File No. 1 - 1  14.59) for the year 
ended December 3 I ,  20 IO)  

2002 Serics A Mercer County Loan Agreemcnt, dated February I ,  2002, by and bctween Kcntucky Utilities Company, 
and County of Mercer, Kentucky (Exhibit 4(ee)-I to PPL Corporation Form IO-K Report (File No. 1 - 1  14.59) for the year 
cnded Decenibcr 3 I ,  2010) 

Amentlnicnt No. I dated September I ,  201 0, to said L.oan Agrecincnt by and between Kentucky lit 
County of Mercer, Kentucky (Exhibit 4(ee)-2 to PPL Corporation Form IO-K Report (File No. 1-1 14.59) for the year 
cnded Deccnibcr 3 1,20 I O )  

2002 Scrics A Muhlcnberg County Loan Agreemcnt, dated February I ,  2002, by and betwecn Kentucky IJtilities 
Company, and County of Muhlenberg, Kcntucky (Exhibit 4(fI)-l to PPL. Corporation Forin IO-I< Report (File No. 1- 
1 14.59) for the year cnded December 3 1,20 IO)  

Ainentlnient No. 1 dated September 1, 2010, to said L.oan Agreement by and between Kentucky Utilities Company, and 
County of Muhlenberg, Kentucky (Exhibit 4(ff)-2 to PPL. Corporation Form 10-K Report (File No. 1 - 1  1459) for the year 
cndcd Decenibcr 3 I ,  20 IO)  

2007 Scrics A Triniblc County Loan Agrecmcnt, dated March I ,  2007, by and between Kentucky [Jtilities Company, 
and County olT~~inible ,  Kentucky (Exhibit 4(gg)-I to PPL. Corporation Form IO-K Report (File No. 1-1 1459) for the 
year ended December 3 1,201 0) 

Aincndnient No. 1 dated September I ,  2010, to said Loan Agreement by and between Kentucky Utilities Company, and 
Coiinty of Trimble, Kcntucky (Exhibit 4(gg)-2 to PPL Corporation Fonii 10-K Report (File No. 1 - 1  1459) for the year 
ended December 3 1 ,20  IO)  
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4(ee)- I 

4(jj)-2 

4(kk)-1 

2000 Series A L,ouisville/Jefferson County Metro Government Loan Agreement, dated May I ,  2000 and amended and 
restated as of September 1, 2008, by and bctwecn Louisville Gas and Electric Coinpany, and Louisvillellefferson 
County Metro Government, Kentucky (Exhibit 4(hh)-1 to PPL. Corporation Fonn IO-K Report (File No. 1 - 1  1459) for 
the year cndcd December 3 I ,  20 IO)  

Amendment No. 1 dated September I ,  2010, to said L,oan Agreeincnt by and between Louisville Gas and Electric 
Company, and L.ouisville/Jefferson County Metra Government, Kentucky (Exhibit 4(hh)-2 to PPL Corporation Form 10- 
IC Report (File No. 1 - 1  1459) for the year ended December 31,2010) 

Aiiic~id~nc~it KO. 2 dated as ol'Octnher I ?  701 I ,  to said Loan Agrccmeiit by and bctwecn Louisville ( 
C'oinpany, and I.,c.niisvillc: /ef'f&-soii C'otrii~y M d r o  Govci nmcnt. I<c:ntiicky 

2001 Series A Jcfferson County L.oan Agreeincnt, dated July I ,  2001, by  and between 1,ouisville Gas and Electric 
Company, i l iJ  JeXerson County, Kentucky (Exhibit 4(ii)-I to PPL, Corporation Fonn 10-K Report (File No. 1 - 1  1459) 
for the year ended December 3 I ,  20 IO)  

Amendincnt No. I dated Scpteinber I ,  20 IO, 10 said L,oan Agreement by  and between Louisville Gas and Electric 
Company, and Jefferson County, Kcntticky (Exhibit 4(ii)-2 to PPL. Corporation Form 10-K Report (File No. 1-1 1459) 
for Llic year cridcd December 3 1,2010) 

2001 Serics A Jefferson County Loan Agreement, dated November 1, 2001, by and between L.ouisville Gas and Electric 
Company, and Jefferson County, Kentucky (Exhibit 4(jJ)-1 to PPL Corporation Form 10-I< Rcport (File No. 1 - 1  14.59) 
for the ycar cndcd Deccmbcr 3 I ,  20 IO) 

Aincndmcnt No. I dated Septcmber 1, 20 10, to said L.oan Agrcernenl by  and bctween L.oLiisvillc Gas and Electric 
Company, and Jefferson County, Kentucky (Exhibit 4(jJ)-2 to PPL. Corporation Form 10-K Report (File No. 1 - 1  1459) 
fcr the ycar ended December 3 I ,  20 IO) 

2001 Series B Jefferson County Loan Agrcemcnt, dated Novcmbcr I ,  2001, by and between Louisville Gas and Electric 
Company, and Jefferson County, Kentucky (Exhibit 4(kk)-I to PPL Corporation Form 10-IC Report (File No. 1-1 1459) 
for the year ended December 3 1,20 10) 

Amendment No. 1 dated September I ,  20 IO,  to said Loan Agreement by and between L.ouisville Gas and Electric 
Company, and Jefferson County, Kcntucky (Exhibit 4(kk)-2 to PPL Corporation Form IO-K Report (File No. 1 - 1  1459) 
for the ycar cnded December 3 1,20 10) 

2003 Series A L.ouisville/Jefferson County Metro Govcrniiicnt L.oan Agreement, dated October 1, 2003, by and bctween 
L.ouisville Gas and Electric Company and L.otiisville/Jefferson County Metro Government, Kentucky (Exhibit 4(ll)- 1 to 
PPL Corporation Form 10-K Report (File No. I - 1 1459) for the year ended December 3 1,201 0) 

Aincndinent No. 1 dated September I ,  2010, to said Loan Agrccmcnt by and bctween Louisvillc Gas and Electric 
Company, and  Louisvillc/Jeffcrson County Mctro Government, ticntircky (Exhibit 4(11)-2 to PPL. Corporation Form I0- 
K Rcport (File No. 1 - I  1459) for the year cndcd Dcccniber 3 I ,  20 10) 

2005 Sci,ics A L.otiisville/Jcffcrson County Mctro Governmcnt L.oan Agrccment, dated February I ,  200.5 and amended 
and restated as of Scpteinber I ,  2008, by and between L.ouisville Gas and Electric Company, and L.ouisville/Jefferson 
County Metro Government, Kentucky (Exhibit 4(1nni)-1 lo PPL Corporation Form 10-K Report (File No. 1 -1  1459) for 
the year ended December 3 1, 20 IO)  

Amcndmcnt No. 1 dated September 1, 2010, to said Loan Agrceinent by and between 1,ouisville Gas and Electric 
Company, and L.otiisville/Jeffcrson County Metro Government, Kentucky (Exhibit 4(mm)-2 to PPL Corporation Form 
10-K Report (File No. 1 - 1  1459) for the ycar cnded December 3 1, 20 IO) 

2007 Scrics A L.ouisvillc/Jeffcrson County Metro Government L,oan Agrceinent, dated as  of March I ,  2007 and 
amcndcd and restated as of Scpteinber I ,  2008, by and bctween Louisville Gas and Electric Company, and 
L.otiisvillc/Jcfferson County Metro Government, Kentucky (Exhibit 4(nn)-I to PPL Corporation Fonn 10-K Rcport (File 
No. 1-1 1459) for the yearended Deceinber 31,2010) 
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4(kk)-2 

) 

4(mni)- 1 

4(inin)-2 

4(nn)- 1 

4(nn)-2 

4(00)- I 

4(oo)-2 

‘QP)- 1 

4(PP)-2 

4(qq)- 1 

4(qq)-2 

4(rr)- 1 

4(rr)-2 

Amendment No. I dated September I ,  2010, to said Loan Agreement by and between Lmisville Gas and Electric 
Company, and L,ouisville/Jefferson County Metro Government, Kentucky (Exhibit 4(nn)-2 to PPL Corporation Form 10- 
K Report (File No. 1 - 1  1459) for the year ended December 31,2010) 

2007 Series B L.otiisville/Jefferson County Metro Government Amended and Restated L.oan Agreement, dated 
November I ,  2010, by and between Louisville Gas and Electric Company and L.ouisville/.Jefferson County Metro 
Government, Kentucky (Exhibit ~ ( o o )  to PPL Corporation Form 10-K Report (File NO. 1-1  1459) for the year ended 
December 3 I ,  20 IO)  

2000 Serics A Triinble County Loan Agreement, dated August I ,  2000, by and between Louisville Gas and Electric 
Company, and County of Triinble, Kentucky (Exhibit 4(pp)-I to PPL, Corporation Fonn 10-K Report (File NO. 1-1 1459) 
for the year ended December 3 I ,  2 0  10) 

Amendment No. 1 dated September I ,  2010, to said L.oan Agreement by and between Louisville Gas and Electric 
Company, and County ofTrimble, Kentucky (Exhibit 4(pp)-2 to PPL Corporation F o n n  10-K Report (File NO. 1-1 1459) 
for the year erided December 3 I ,  20 IO)  

2001 Series A Triinble County L,oan Agreement, dated November 1, 2001, by and between Louisville Gas and Electric 
Company, and County of Trimble, Kentucky (Exhibit 4(qq)-I to PPL Corporation Fonn IO-K Report (File No. 1 - 1  1459) 
for the year ended December 3 1, 20 IO)  

Amendment No. I dated September I ,  2010, to said L.oan Agreement by and between Louisville Gas and Electric 
Company, and the County or’rrimble, Kentucky (Exhibit 4(qq)-2 to PPL Corporation Form 10-K Report (File No. 1 ~ 

1 1459) for the year ended December 31,201 0) 

2001 Series B Triinble County Loan Agreement, dated November I ,  2001, by and between Louisville Gas and Electric 
Company, and County of Trimble, Kentucky (Exhibit 4(rr)-I to PPL Corporation Form IO-K Report (File No. : - I  1459) 
for the year ended December 3 I ,  20 IO)  

Amcndincnt No. 1 datcd September 1, 2010, to said L.oan Agreement by and between Louisville Gas and Electric 
Company, and County ofTrimble, Kentucky (Exhibit 4(rr)-2 to PPL Corporation Fonn IO-K Report (File No. 1 - 1  1459) 
for the year ended Dcccmber 3 1,20 IO)  

2002 Series A Triinble County Loan Agreement, dated .July I ,  2002, by and between L,ouisville Gas and Electric 
Company, and County ofTriiiible, Kentucky (Exhibit 4(ss)-I to PPL Corporation Form 10-K Report (File No. 1 - 1  1459) 
for the year ended December 3 I ,  20 I O )  

Amendment No. 1 dated September 1, 2010, to said Loan Agreement by and between Louisville Gas and Electric 
Company, and County of Trimble, Kentucky (Exhibit 4(ss)-2 to PPL Corporation Form 10-K Report (File No. 1 -  I 1459) 
for the year ended December 3 1 , 2 0  IO) 

2007 Series A Triinble County Loan Agreement, dated March 1, 2007, by and between L.otiisville Gas and Electric 
Company, and County of Trimble, Kentucky (Exhibit 4(1t)-1 to PPL Corporation Form IO-K Report (File No. 1 - 1  1459) 
for the year cnded December 3 I ,  20 IO)  

Amendment No. I dated September 1, 2010, to said Loan Agreement by and between Louisville Gas and Electric 
Company, and County of Trimble, Kentucky (Exhibit 4(tl)-2 to PPL Corporation Fonn 10-K Report (File No. 1 - 1  1459) 
for the year ended December 3 I ,  201 0) 

Indenture, datcd April 21,201 1, between PPL WEM Holdings PL,C, as Issuer, and The Bank of New York Mellon, as 
Trustee (Exhibit 10.2 to PPL. Corporation Form 8-K Report (Filc No. 1-1  1459) dated April 21,201 1 )  

Supplemental Indenture No. 1, dated April 21, 201 I ,  to said Indenture (Exhibit 10.3 to PPL Corporation Fonn 8-K 
Report (File No. 1-1 1459) dated April 21,201 1) 
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Trust Deed, dated April 27, 201 I ,  by and among Western Power Distribution (East Midlands) plc and Western Power 
Distribution (West Midlands) plc, as Issuers, and HSBC Corporate Trustee Company (UK) Limited a s  Note Trustee 
(Exhibit 4.1 to PPLCorporation Form 8-K Report (File No.1-I 1459) dated May 17, 201 1) 

Final Terms of WPD West Midlands &800,000,000 5.75 per cent Notes due 2032 (Exhibit 1 I I to PPL. Corporation Fonn 
8-K Report(File No. 1 - 1  1459) dated May 17, 201 1) 

Final Terms of WPD East Midlands f600,000,000 5.2.5 per cent Notes due 202.3 (Exhibit 1.2 to PPL Corporation Form 
8-I< Report (File No. 1-1  14-59) dated May 17,201 I )  

Final Terms of WPD East Midlands &100,000,000 Index Linked Notes due 2043 (Exhibit 1 . I  to PPL. Corporation Form 
8-K Report (File No. 1-1 1459) dated June 2 ,201  1) 

Agency Agreement, dated April 27,201 1, by and among Western Power 9istcibntion (East Midlands) plc and Western 
Power Distribution (West Midlands) plc, as Issuers, and HSBC Corporate Trustee Company (IJK) L.imited and HSBC 
Bank plc (Exhibit 4.2 to PPL, Corporation Form 8-K Report (File No. 1 - 1  1459) dated May 17, 201 I )  

Registration Rights Agreement, dated September 29,201 1 ,  between L.G&E and KU Energy LL.C and the Initial 
Purchasers (Exhibit 4(b) to PPL Corporation Forni 8 -K Report (File No. 1-1  14.59) dated September 30, 201 1) 

Generation Supply Agreement, dated as of June 20, 2001, between PPL Electric Utilities Corporalion and PPL. 
EnergyPlus, LLC (Exhibit 10.5 to PPL. Energy Siipply, LL,C Form S-4 (Registration Statement No. 333-74794)) 

Master Power Purchase and Sale Agreement, dated as of October 15, 2001, between NorlhWeskrn Energy Division 
(successor in interest to The Montana Power Company) and PPL. Montana, LLC (Exhibit lO(g) to PPL. Montana, LLC 
Form IO-I< Report (File No. 333-50350) for the year ended December 31, 2001) 

Confirmaticn Letter, dated July 5,2006, between PPL, Montana, L1.C and NorthWcstcrn Corporation (PPL Corporation 
and PPL Energy Supply, LLC Form 8-K Reports (File Nos. 1-1 1459 and 333-74794) dated July 6, 2006) 

Guaranty, dated as of December 21,2001, from PPL. Energy Supply, L.LC in ravor of LMB Funding, Limited 
Partnership (Exhibit 106) to PPL Energy S~ipply, L L C  Form IO-K Report (File No. 333-74794) for the year ended 
December 3 I ,  200 1 ) 

Agreeinent for L.ease, dated as of December 2 I ,  2001, between L.MB Ftinding, Limited Partnership and Lower Mt. 
Bethel Energy, LL.C (Exhibit I O ( m )  to PPL Energy Supply, L.LC Form IO-K Report (File No. 333-74794) for the year 
ended December 3 I ,  2003) 

Amendment No. 1 to said Agreement for Lease, dated as of September 16, 2002, between L.MB Funding, Limited 
Partnership and Lower Mt. Bethel Energy, L.LC (Exhibit I O ( i n ) - I  to PPL Energy Supply, L1.C Form IO-K Report (File 
No. 333-74794) for the year ended Dcceinber 3 I ,  2003) 

L.ease Agrecment, datcd as of December 2 I ,  2001, between LMB Funding, 1,imited Partnership and L.ower Mt.  Bethel 
Energy, L.L.C (Exhibit 10(n) to PPL Energy Supply, LLC Form IO-K Report (File No. 333-74794) for the year ended 
December 3 I ,  2003) 

Amendment No. 1 to said Lease Agreement, dated as of September 16, 2002, between LMB Funding, L.imited 
Partnership and L,owcr Mt. Bethel Energy, LLC (Exhibit IO(n)-I to PPL Energy Supply, L.LC Fonn 10-K Report (File 
No. 333-74794) for the year ended December 3 I ,  2003) 

Facility L.easc Agreement (BA 1/2) between PPL Montana, LL,C and Montana OL.3, LL,C (Exhibit 4.7a to PPL Montana, 
LLC Form S-4 (Registration Statement No. 333-50350)) 
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Facility L.ease Agreement (BA 3) between PPL. Montana, LL.C and Montana OL4, LLC (Exhibit 4.8a to PPL. Montana, 
LLC Form S-4 (Registration Statcrnent No. 3.33-50350)) 

Services Agrccmcnt, dated as of July 1, 2000, among PPL. Corporation, PPL Energy Funding Corporation and its direct 
;tiid indirect subsidiaries in various tiers, PPL Capital Funding, Inc., PPL Gas IJt 
Corporation and CEP Cominerce, LLC (Exhibit 10.20 to PPL Energy Supply, L.LC Fonn S-4 (Registration Stateinent 

Asset Purchase Agreeincnt, dated as o f J ~ i n e  I ,  2004, by and between PPL Sundance Energy, L.LC, as Seller, and 
Arizona Public Scrvice Company, as Purchaser (Exhibit lO(a) to PPL, Corporation and PPL, Energy Sirpply, LAC Fonn 
IO-Q Reports (File Nos. 1 - 1  1459 and 333-74794) for the quarter endcd June 30,2004) 

Aniendnicnt No. I ,  datcd December !4, 2004. to said Asset Purchase Agreement (Exhibit 99.1 to PPL CorporAon and 
PPL Energy Supply, LLC Fonn 8-K Reports (File Nos. 1-  I 14.59 and 333-74794) dated December 15, 2004) 

Rcceivables Sale Agreement, dated as of Ailgust I ,  2004, between PPL Electric titililies Corporation, as Originator, and 
PPL Receivablcs Corporation, as Buyer (Exhibit IO(d)  to PPL. Electric Utilities Corporation Form IO-Q Report (File No. 
1-905) for the quarter ended June 30, 2004) 

Amendment No. I ,  dated as of Augiist 5 ,  2008, to said Receivables Sale Agrecmcnt, between PPL. Electric Utilities 
Corporation, as Originator, and PPL. Receivables Corporation, as Buycr (Exhibit IO@)  to PPL Electric Ut 
Corporation Fonn 8-K Rcporl (File No. 1-905) datcd Atigiist 6, 2008) 

Crcdit and Security Agreement, datcd as of A~igiist 5, 2008, ainong PPL. Rcccivables Corporation, PPL, Electric IJtilities 
Corporation, Victory Receivables Corporation, thc Liquidity Banks froin time to tiinc party thereto and The Bank of 
Tokyo-Mitsubishi UFJ, Ltd., New York Branch (Exhibit 1 O(a) to PPL Elcctric IJtilitics Corporation Form 8-K Rcport 
(Filc No .  1-905) d z l d  August 6, 2008) 

Amendment No. I ,  datcd as of July 28, 2009, to said Credit and Security Agreement (Exhibit 10(a) to PPL Electric 
lJtilities Corporation Form IO-Q Report (Filc No. 1-90.5) for the quartcr ended September 30, 2009) 

Ainendincnt No. 2, dated as of?Lily 27, 2010, to said Credit arid Security Agrecinent (Exhibit 1O(g) to PPL, Electric 
Utilities Corporation Form I O - Q  Report (File No. 1-905) for the quartcr ended June 30,2010) 

Amendment No. 3, dated as of Deccniber 23, 2010, to said Credit and Sccurity Agrecinent (Exhibit IOQ)-6 to PPL. 
Corporation Form 10-K Report (File No. 1 - 1  1459) for the year ended Dcceinbcr 31,2010) 

Aniendinent No. 4, dated as of March 3 I ,  201 I ,  to said Credit and Security Agreement (Exhibit IO(c) to PPL. 
Corporation Fonn IO-Q Report (File No. 1-1  14.59) Tor the quartcr cnded March 31. 201 !) 

Amendment No. 5 ,  dared as of July 26, 201 1, to said Crcdit and Security Agreement (Exhibit IO(c) to PPL Corporation 
Fonn IO-Q/A Report (File No. 1 - 1  1459) for the quarter cnded June 30, 201 I )  

Rcimburscment Agreement, datcd as of March 3 I ,  200.5, among PPL. Energy Supply, LLC, The Bank of Nova Scotia, as 
lssucr and Administrative Agent, and the Lenders party therclo from time to time (Exhibit 10(a) to PPL, Energy Supply, 
L.LC Form IO-Q Report (Filc No. 333-74794) for the quarter cnded March 3 I ,  2005) 

First Anicndnient, dated as of June 16, 200.5, to said Rciniburseinent Agreement (Exhibit 10(b) to PPL Energy S~ipply, 
L.L.C Form IO-Q Report (File No. 333-74794). for the quarter cndcd June 30, 200.5) 
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Second Aniendnient, dated as of September I ,  2005, to said Reiinbursernent Agreement (Exhibit lO(a) to PPL Energy 
Supply, L.L.C Form IO-Q Report (File No. 333-74794) for the quarter ended Scpteniber 30, 2005) 

Third Amendment, dated as of March 30, 2006, to said Reimbursement Agreement (Exhibit 10(a) to PPL Energy 
Supply, L,L,C Form 8-K Rcport (File No. 33.3-74794) dated April 5, 2006) 

Fourth Anicndment, dated as of April 12,2006, to said Reimbursement Agreement (Exhibit 10(b) to PPL. Energy 
Supply, LLC Form I O - Q  Report (File No. 33.3-74794) for the quarter ended September 30,2006) 

Fifth Amendment, dated as of November I ,  2006, to said Reimbursement Agreement (Exhibit 10(q)-6 to PPL. Energy 
Supply, L.L,C Form IO-I< Report (File No. 333-74794) for the year ended December 3 I ,  2006) 

Sixth Amendment, dated as of Varch 29 2007, to said Reimbursement Agreement (Exhibit 10(q)-7 to PPL Energy 
Supply, LLC Form IO-K Report (File No. 333-74794) for the yzar cndcd December 3 I ,  2007) 

Sevcnth Amendment, dated as of March 1, 2008, to said Reiniburscment Agreement (Exhibit lO(a) to PPL Energy 
Supply, L.LC Form IO-Q Report (File No. 333-74794) for the quarter ended March 3 1 ,  2008) 

Eighth Anicndment, dated as of March 30, 2009, to said Reimbursement Agreement (Exhibit 10(a) to PPL, Energy 
Supply, L.L.C Form I O - Q  Report (File No. 1-32944) for the quarter ended M a c h  3 I ,  2009) 

Ninth Amcndinent, dated as of March 3 I ,  2010, to said Rciinburscinenl Agrecinent (Exhibit 99. I to PPL Energy Supply, 
L.L.C Form 8-K Report (File No. 1-32944) dated April 6, 2010) 

l'cii[h Anicndnicnl, clntcs ;is of Fcbi wily 27: 20 12. io s i i t i  liciii1hurst:~i~cn~ Agcciiicni 

$200,000,000 Rcvolving Credit Agreement, dated as of Deceniber 3 1, 20 IO, among PPL Electric lJtilities Corporation, 
the Lxndcrs party thereto and Wells Fargo Bank, National Association, a s  Administrative Agent, Swingline Lendcr and 
Issuing Lendei (Exhibit 10.1 to PPL Elcctric Utilitics Corporation Forin 8-I< Report (File No. 1-905) datcd January 6, 
201 1 )  

Amendment No. I ,  dated as of October 19,20 I I ,  to said Revolving Credit Agreement (Exhibit 10.2 to PPL. Corporation 
Form 8-1C Report (File No. 1 - 1  14.59) dated October 25, 201 1)  

$4,000,000,000 Revolving Credit Agrecinent, dated as of October 19, 20  I O ,  among PPL Energy Supply, L.LC, the 
Lenders party thereto and Wells Fargo Bank, National Association, as Administrative Agent, Swingline Lender and 
Issuing Lender (Exhibit 10.1 to PPL Energy Supply, LLC Form 8-K Report (File No. 1-32944) dated October 21,2010) 

Notice of Reduction to said Revolving Credit Agreement, dated November 17, 20 I O ,  effective as of December I ,  201 0 
(Exhibit IO(p)-2 to PPL. Corporation Fonn IO-K Rcport (File No. 1 - 1  14.59) for the year ended December 31, 2010) 

Ainendment No. 1 ,  dated as ofOctober 19, 201 I ,  to said Rcvolving Credit Agrecinent (Exhibit 10.1 to PPL Corporation 
Form 8-K Report (File No. 1-1  1459) dated October 2.5, 201 1 )  

E I50 million Credit Agreement, dated as of January 24, 2007, among Western Power Distribution Holdings Limited and 
the banks named thercin (Exhibit lO(y) to PPL Corporation Forni IO-K Report (File No. 1 - 1  1459) for the year ended 
December 3 I ,  2006) 

E2 I O  million Multicurrency Revolving Facility Agreement, dated July 7, 2009, between Western Power Distribution 
(South West) plc and HSBC Bank plc, LIoyds TSB Bank plc and Clydesdale Bank plc (Exhibit IO(c) to PPL, 
Corporation Form IO-Q Report (File No. 1-1 14.59) for the quarter ended June 30, 2009) 
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Purchase and Sale Agreement, dated as  of  April 28, 201 0, by and bctween E.ON US lnvestinents Corp., PPL, 
Corporation and E.ON AG (Exhibit No. 99.1 to PPL. Corporation Fonii 8-K Report (File No. 1 - 1  1459) dated April 30, 
20 IO)  

$500 million Facility Agreement, dated as of May 14, 2010, among PPL. Energy Supply, L.LC, as Borrower, and Morgan 
Stanley Bank, as lsstier (Exhibit IO(b) to PPL Energy Supply, LLC Form IO-Q Report (Filc No. 1-32944) for the qiiarler 
ended June 30,20 I O )  

Purchase and Sale Agreement, dated as of September 9,2010, by and between PPL Holtwood, LLC and LSP Safe 
Harbor Holdings, LLC (Exhibit 10.1 to PPL. Corporation Form 8-K Report (File No. I -  1 1459) dated Seplember 13, 
2010) 

Purchase and Sale Agreement, dated as of September 9 , 2 0  10, by and between PPL. Generation, LLC ;in6 Harbsr Gen 
Holdings, L.LC (Exhibit 10.2 to PPL Corporation Form 8-I< Report (File No. 1-1 1459) dated September 13,2010) 

Open-End Mortgage, Security Agreement and Fixture Filing from PPL Montour, LLC to Wilmington Trust FSB, as 
Collateral Agent, datcd as ofOctober 26, 2010 (Exhibit IO(w) to PPL Corporation Form 10-K Report (File No. 1 - 1  14.59) 
for the year cndcd December 3 I ,  20 I O )  

Open-End Mortgage, Security Agreement and Fixttirc Filing from PPL Brtinner Island, LLC to Wilniington Trust FSB, 
as Collatcral Agent, dated as of October 26, 2010 (Exhibit 10(x) to PPL Corporation Forin 10-K Report (File No. I -  
11459) for the ycar ended December 31,2010) 

Guaranty of PPL. Montour, L.LC and PPL. Briinncr Island, LLC, dated as of Novenibcr 3, 2010, in favor of Wilniington 
Trust FSB, as Collateral Agent, for itself as Bcneficiary and for the Sectircd Counterpartics described thcrein (Exhibit I O  
(y) to PPL Corporation Form IO-I< Report (File No. 1 - 1  1459) for the year ended Deccmber 31,201 0) 

$400,000,000 RevJlving Credit Agrccmcnt, dated as of Noveinbcr I ,  2010, among Kcntucky Utilitics Company, the 
Lenders party thereto and Wells Fargo Bank, National Association, as Administrative Agent, Swingline Lender and 
Issuing Lcndcr (Exhibit IO. 1 to PPL. Corporation Form 8-K Report (File No. 1-1  1459) dated November 1, 2010) 

Anicndnicnt No.1, dated as of June 13, 201 I ,  to said Revolving Credit Agreenient (Exhibit IO(a) to PPL Corporation 
Form IO-Q/A Report (Filc No. 1 - 1  1459) for the quarter ended lune 30,201 1) 

Aniendnient No. 2, dated as of October 19, 20 I 1, to said Revolving Credit Agreement (Exhibit 10.4 to PPL Corporation 
Fonn 8-K Report (File No. 1 - 1  1459) dated October 25,201 I )  

$400,000,000 Revolving Credit Agreement, dated as of November I ,  2010, among L,ouisville Gas and Electric 
Company, the L.endcrs party thereto and Wells Fargo Bank, National Association, a s  Administrative Agent, Swingline 
Lendel, and Issuing Lcndcr (Exhibit 10.2 to PPL Corporation Forin 8-K Report (File No. 1 - 1  1459) dated Novenibcr I ,  
20 10) 

Amcndiiient No. I ,  dated as of June 13, 201 I ,  to said Revolving Credit Agrccmcnt (Exhibit 1 O(b) to PPL, Corporation 
Form IO-Q/A Report (File No. 1 - 1  1459) for the quarter ended June 30,201 I )  

Amcndnient No. 2, dated as of October 19, 201 1, to said Rcvolving Crcdit Agreement (Exhibit 10.3 to PPL Corporation 
Foriii 8-K Report (File No. 1 - 1  1459) dated October 25, 201 I )  

f3,600,000,000 Scnior Bridge Term Loan Credit Agreement, dated as of March 25, 201 1, among PPL. Capital Funding, 
Inc. and PPL WEM Holdings PLC (f/k/a WPD Investinent Holdings Limited), as Borrowers, PPL, as Guarantor, the 
lenders rrom tiine to time party thereto and Bank of Anierica, N.A.,  as Administrative Agent, Credit Stiisse, AG, as 
Syndication Agent, and Merrill Lynch, Pierce, Fenner & Smith Incorporation and Credit Suisse Securities (USA) LLC 
as Joint Lead Arrangers and Joint Bookrunners (Exhibit 10.1 to PPL Corporation Form 8-K Report (File No. 1 - 1  1459) 
dated March 29, 201 1) 
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- Amendment No. I ,  dated April IS, 201 I ,  to said Senior Bridge Term Loan Credit Agreement (Exhibit 10.1 to PPL 
Corporation Form 8-K Report(File No. 1 - 1  14.59) dated April 19,201 1) 

E300,0000,000 Multicurrency Revolving Credit Facility Agreement, dated April 4,201 I ,  among Western Power 
Distribution (West Midlands) plc and Royal Bank of Canada as Lead Arranger, Bank of America Securities Limited as 
Bookrunner and Facility Agent, Bank of America, N.A. as Issuing Bank and the other banks party thereto as Mandated 
Lead Arrangers (Exhibit 10.1 to PPL. Corporation Form 8-K Reporl (File No. 1 - 1  14.59) dated April 8, 201 I )  

E300,000,000 Multicurrency Revolving Credit Facility Agreement, dated April 4, 201 1, among Western Power 
Distribution (East Midlands) plc and Royal Bank of Canada as Lead Arranger, Bank of America Securities Limited as 
Bookrunner and Facility Agent, Bank ofAmerica, N.A. as Issuing Bank and the other banks party thereto as Mandated 
L.ead Arrangcrs (Exhibit 10.2 to PPL. Corporation Form 8-K Report (File No. 1-1  14.59) dated April 8, 201 1) 

$198,309,583.05 L.etter ofcredi t  Agreement, dated as of April 29, 201 I ,  among Kentucky Utilities Company, as 
Borrowers, and Banco Bilbao Vizcaya Argentaria, S.A., New York Branch, as Administrative Agent and the lenders and 
letter of credit issuing banks party thereto from time to time (Exhibit 10.1 to PPL. Corporation Fonn 8-K Report (File 
No. 1-1  14.59) dated May 2,201 I) 

Amendment No. I ,  dated as of August 2, 201 I ,  to said L.etter of Credit Agreement (Exhibit 10(d) to PPL Corporation 
Form IO-Q/A Report (File No. 1-1 14.59) for the qiiar'ter ended June 30,201 I)  

E24.5,000,000 Revolving Credit Facility Agreement, dated January 12,201 2, among Western Power Distribution (South 
West) plc, the lenders party thereto and Lloyds TSB Bank PIC and Mizuho Corporate Bank, Ltd. as Joint Coordinators 
(Exhibit 10.1 to PPL Corporation Form 8-K Report (File No. 1 -1  14.59) dated January 18,2012) 

Amcnded and Restated Directors Deferred Compensation Plan, dated June 12, 2000 (Exhibit 10(h) to PPL Corporation 
Fmn IO-K Report (File No. 1 - 1  1459) for the year ended December 31,2000) 

Amendment No. 1 to said Directors Deferred Compensation Plan, dated December 18, 2002 (Exhibit lO(ni)-l to PPL 
Corporation Form IO-K Report (File No. 1 - 1 1459) for the year ended Deceinber 3 I ,  2002) 

Amendment No. 2 to said Directors Deferred Compensation Plan, dated December 4, 2003 (Exhibit 1 O(q)-2 to PPL 
Corporation Forrii IO-IC Report (File No. 1 - I  1459) for the year ended December 3 I ,  2003) 

Amendment No. 3 to said Directors Deferred Compensation Plan, dated as of January 1,200.5 (Exhibit 1 O(cc)-4 to PPL. 
Corpora tion Form 10-IC Report (File No. 1 - 1 14.59) for the year ended December 3 1, 2005) 

Amendment No. 4 to said Directors Deferred Compensation Plan, dated as of May I ,  2008 (Exhibit IO(x)-5 to PPL 
Corporation Form 10-K Report (File No. I - 1 14.59) for the year ended December 3 1,2008) 

Amendment No. 5 to said Directors Defcrred Compensation Plan, dated May 28, 201 0 (Exhibit I O(a) to PPL 
Corporation Fomi IO-Q Report (File No. 1 - I  14.59) for the quarter ended June 30,2010) 

Trust Agreement, dated as of April I ,  2001, between PPL, Corporation and Wachovia Bank, N.A. (as successor to First 
Union National Bank), as Trustee 

Trust Agreement, dated as of March 20, 2007, between PPL, Corporation and Wacliovia Bank, N.A., as Trustee (Exhibit 
I O(c) to PPL. Corporation Form 10-Q Report (File No. 1 ~ 1 149) for the quartcr ended March 3 1, 2007) 
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Trust Agrcenicnt, dated as of March 20, 2007, between PPL Corporation and Wachovia Bank, N.A.,  as Trustee (Exhibit 
I O(d) to PPL. Corporation Forin 10-0 Report (File No. I - I 1459) for the quarter ended March 3 1 ,  2007) 

Trust Agrecinent, dated as of March 20, 2007, between PPL. Corporation and Wachovia Bank, N.A.,  as Trustee (Exhibit 
IO(e) to P P L  Corporalion Form IO-Q Report (File No. 1 - 1  1459) for the qiiartcr ended March 3 I ,  2007) 

Ainended and Restated Officers Deferred Compensation Plan, dated December 8, 2003 (Exhibit 10(r) to PPL. 
Corporation Forin IO-K Report (File No. 1 - 1  14.59) for the year ended December 31, 2003) 

Amendment No. 1 to said Officers Deferred Coinpensation Plan, dated as of January I ,  2005 (Exhibit IO(ee)-I to PPL. 
Corporation Form IO-K Report (File No. 1 - 1  1459) for the year ended December 3 I ,  2005) 

Amendmen! No. 2 to said Officers Deferred Coinpensaliun Plan, dated as of January 22,2007 (Exhibit IO(bb)-3 to  PPL 
Corporation Form 10-K Report (File No. I -: 14.59) for theyear ended December 31, 2006) 

Amcndinent No. 3 to said Officers Deferred Compensation Pian, dated as of June I ,  2008 (Exhibit 10(z)-4 to PPL 
Corporation Form IO-K Report (File No. 1 - 1 1459) for the year ended December 3 1,2008) 

Aiiiciidi~iciit KO. 1 LO said Oll'iccrs Dcfcrrctl (:oml,Cns:ilion Plan, d a r d  :IS of  Fcbrtiary 1.5; 2 0  12 

Amended and Restated Supplemental Executive Retirement Plan, dated December 8, 2003 (Exhibit I 0(s) to PPL. 
Corporation Forin IO-K Report (File No. 1-1  1459) for the year ended December 31, 2003) 

Ameiidincnt No. 1 to said Supplemental Executive Retirement Plan, dated Deccrnbcr 16, 2004 (Exhibit 99.1 to PPL. 
Corporation Fonn 8-IC Report (File No. 1 - 1  1459) dated December 17, 2004) 

Ainendmcnt  no^ 2 to said Supplemental Executive Retirement Plan, dated as orJanuary I ,  2005 (Exhibit IO(ff)-3 to PPL. 
Corporation Forin IO-K Report (File 1 - 1  1459) for the year ended December 31. 2005) 

Aniendinent No. 3 to said Suppleinental Executive Rctircinent Plan, dated as of January 22, 2007 (Exhibit 10(cc)-4 to 
PPL Corporation Form 10-K Report (File No. 1 - 1  1459) for the year ended December 31,2006) 

Amendment No. 4 to said Suppleinental Executive Retirement Plan, dated as of December 9, 2008 (Exhibit IO(aa)-S to 
PPL Corporation Form 10-IC Report (File No. 1-1  1459) for the year ended December 3 I ,  2008) 

A4ini:iidinc:~it KO. 5 Lo said Stiiiplcrnciital E,sccutivc Rclir-cinci~t Pl i i r i .  tl:ttcd :is o f  Fchiuary IS. 201 2 

Amended and Restated Incentive Coinpensation Plan, effective January I ,  200.3 (Exhibit 1 0(p) to PPL Corporation Forni 
10-K Report (File No. 1-1 1459) for the year endcd December 31,2002) 

Aincndment No. 1 to said lnccntivc Compensation Plan, dated as of January 1,2005 (Exhibit 10(gg)-2 to PPL 
Coiporation Form 10-K Report (File I - I 1459) for tile year ended Deccniber 3 I ,  2005) 

Amendment No. 2 to said Incentive Coinpensation Plan, dated as of January 26, 2007 (Exhibit IO(dd)-3 to PPL. 
Corporation Forin 10-IC Report (File No. 1 - I  1459) for the year cnded December 3 I ,  2006) 

Amendment No, 3 to said incentive Coinpensation Plan, dated as of March 21, 2007 (Exhibit lO(0 to PPL, Corporation 
Form IO-Q Report (File No. 1 - 1  1459) for the qtiartcr ended March 3 I ,  2007) 
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- Aincndincnt No. 4 to said Incentive Compensation Plan, effective December I ,  2007 (Exhibit 10(a) to PPL. Corporation 
Fonii IO-Q Report (Filc No. 1 - 1  1459) for the quarter ended September, 30, 2008) 

Ainendincnt No. 5 to said Incentive Compensation Plan, dated as of December 16,2008 (Exhibit IO(bb)-6 to PPL 
Corporation Fonn 10-K Report (File 1-1  1459) for the year ended December 3 1,2008) 

Forni of Stock Option Agreement for stock option awards under the Incentive Compensation Plan (Exhibit 1 O(a) to PPL 
Corporation Form 8-K Report (File No. 1 - 1  14.59) dated February I ,  2006) 

Fonn of Restricted Stock Uni t  Agreement for restricted stock unit awards under the Incentive Compensation Plan 
(Exhibit 10(b) to PPL Corpomtion Form 8-K Report (File No. 1-1 1459) dated February 1, 2006) 

Form of Restricted Stock [Jnit Agreeinent for restricted stock unit awards under the !ncenti\/e Compensation Plan 
pursuant to PPL Corporation Cash Incentive Premium Exchange Program (Exhibit 1 0(c) to PPL Corporation F0ri.r; 8-K 
Report (File No. 1-1 1459) dated February I ,  2006) 

Amended and Restated incentive Compensation Plan for Key Employees, effective January I ,  2003 (Schedule B to 
Proxy Statement of PPL. Corporation, dated March 17, 2003) 

Aincndincnt No. I to said Incentive Compensation Plan for Key Employees, dated as of January I ,  2005 (Exhibit (hh)-l 
to PPL Corporation Forin IO.-K Report (File I - I 1459) for the year ended December 3 I ,  2005 

Amendmenl No. 2 to said Incentive Compensation Plan for Key Employees, dated as of January 26, 2007 (Exhibit I O  
(ee)-3 to PPL Corporation Form 10-K Report (File No. 1 - 1  1459) for the year ended December 31,2006) 

Ainendincnt No. 3 to said Incentive Compensation Plan for Key Employees, dated as of March 21, 2007 (Exhibit IO(@ 
lo PPL, Corporation Fonii 10-Q Report (File No. 1 - 1 1459) for the quarter ended March 3 I ,  2007) 

Ainendinent No. 4 to said Incentive Compensation Plan for Key Employees, dated as of December 15, 2008 (Exhibit I O  
(cc)-5 to PPL Corporation Form 10-K Report (File No. 1 - 1  1459) for the year ended December 3 1,2008) 

Aincndinent No. 5 to said Incentive Compensation Plan for Key Employees, dated as of March 24, 201 1 (Exhibit 10(a) 
to PPL. Corporation Fonn IO-Q Report (File No. 1-1  1459) for the quarter ended March 31,201 1) 

Short-term lncentive Plan (Schedule A to Proxy Statement ofPPL Corporation, dated April 6, 201 1) 

Agreement, dated January IS,  2003, between PPL, Corporation and Mr. Miller regarding Suppleinental Pension Benefits 
(Exhibit IO(LI) to PPL Corporation Forin I O - K  Report (File No. 1 - 1  1459) for the year ended December 3 1, 2002) 

Einployinent letter, dated May 31, 2006, between PPL Services Corporation and William H.  Spencc (Exhibit IO(pp) to 
PPL Corporation Fonn IO-I< Report (File No. 1-1 1459) for the year ended December 3 I ,  2006) 

Aniendinents to certain coinpensation program and arrangements for Named Executive Officers of PPL. Corporation 
and PPL, Electric [Jtilities Corporation and compensation arrangement changes for non-employee Directors of PPL 
Corporation (PPL Corporation and PPL. Electric Utilities Corporation Form 8-K Reports (File Nos. 1 - 1  1459 and 1-905) 
dated November I ,  2006) 

Form of Retention Agreement entered into between PPL. Corporation and Messrs. Farr and Miller (Exhibit 1 O(h) to PPL, 
Corporation Form I O - Q  Report (File No. 1 - 1  14.59) for the quarter ended March 3 1, 2007) 
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Fonn of Severance Agreement entered into between PPL Corporation and the Named Executive Officers (Exhibit lO(i) 
to PPL Corporation Form IO-Q Report (File No. 1 - 1  14.59) for the quarter ended March 3 1, 2007) 

Amendment to said Severance Agreement (Exhibit IO(a) to PPL. Corporation Fonn IO-Q Report (File NO. 1 - 1  14.59) for 
the quarter cnded June 30,2009) 

Form of  Perforinance Unit Agreement entered into between PPL Corporation and the Naiiied Executive Officers 
(Exhibit IO(ss) to PPL. Corporation Foriii IO-K Report (File No. 1-1  1459) for the year ended Deceniber 3 1, 2007) 

Retention Agreement, effective as o f  Deceniber I ,  2010, entered into between PPL Corporation and Victor A.  Staffieri 
(Exhibit IO( r r )  to PPL. Corporation Form IO-IC Report (File No. 1 - 1  1459) for the year ended December 31,201 I )  

P vwndcd and Restated Employment and Severance Agreement, dated as of October 29, 2010, between E O N  U S .  LLC 
and Victor A. Staffieri (Exhibit IC(ss) Is PPL, Corporation Form IO-K Report (File No. 1-1 1459) for the year ended 
December 3 I ,  20 I 1 ) 
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XBRL, Instance Document for PPL. Corporation, PPL. Energy Supply, L,LC, PPL, Electric Utilities Corporation, L.G&E 
and K U  Energy L.L.C, L.ouisville Gas and Electric Company and Icentucky Utilities Company 

XBRL Taxonomy Extension Schema for PPL. Corporation, PPL Corporation, PPL Energy Supply, LLC, PPL Electric 
Utilities Corporation, L.G&E and KU Energy LLC, L,ouisville G a s  and Electric Company and Kentucky Utilities 
Company 

XBRL. Taxonomy Extension Calculation Linkbase for PPL Corporation, PPL. Corporation, PP!. Energy Supply, L.LC, 
PPL. Electric IJtilities Corporation, L.G&E and KU Energy L.L.C, L,ouisville Gas and Electric Company and Kentucky 
Utilities Coiiipany 
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CERTIFICATE OF AMENDMENT 

OF 

PPL ENERGY SUPPLY, LLC 

1 I 

2. 

The name of the limited liability company is PPL. Energy Supply, L.L.C. 

The Certificate of Formation of the limited liability company is hereby amended as follows: 

SECOND. The address of  its registered office in the State of Delaware is to be Corporation Trust Company, 1209 
Orange Street, Wilmington, County of New Castle, Delaware 19801, and its rcgistered agent at such address is Corporation 
Trust Company. 

IN WITNESS WI-IEREOF, thc undersigned has executed this Certificate of Amendment of PPL, Energy Supply, LL,C this 
day of November, 2002. 

BY __. 
Michae\ A. McGrail 
Secretary 



Exhibit 4(ee)-3 

EXECUTION COPY 

L.0U I SVI LLE/J EFFERSON COUNTY METRO GOVERNMENT, KENTlJCKY 

AND 

LOlJlSVILLE G A S  AND ELECTRIC COMPANY 

A Kentucky Coryration 

* * * * *  

AMENDMENT NO. 2 TO AMENDED AND RESTATED L.OAN AGREEMENT 
IN CONNECTION WITH POLL.LfTION CONTROL FACILJTIES 

* : E * * *  

Dated as ofOctober 1,201 1 

* * * * *  

NOTICE: The interest of the Louisville/Jefferson County Metro Government, Kentucky in and to this Amendment No. 2 to Amended 
and Restated L.oan Agreement has been assigned to The Bank of New York Mellon, as Trustee, under the Second Amended 
and Restated Indenture of Trust dated as of October 1,201 1 I 
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THIS AMENDMENT NO. 2 TO AMENDED-AND RESTATED-LOAN AGREEMENT ., dated as of October I ,  201 1 (this 
“Amendment No. 2 to Loan Agreement”), by and between tlie LOUISVILLE/JEFFERSON COU-NTY METRO-GOYE-RNM-ENT, 
KENTUCKY , the governmental successor in interest by operation of law to the County of Jefferson, Kentucky, being a public body corporate 
end politic duly created and existing a s  a de jure political subdivision under the Constitution and laws of the Commonwealth of Kentucky, and 

WISVILLE GAS AND EL.ECTRIC COMPANY , a corporation organized and existing under the laws of the Commonwealth of Kentucky. 

W I-TN E S S E T  H 

WHEREAS , the Lotiisville/Jefferson County Metro Government, Kentucky (the “Metro Government” or “Issuer”) is the governmental 
successor in interest by opelation of law to the County of Jefferson, Kentucky and constitutes a public body corporate and politic duly created 
and existing as a de jure political subdivision tinder the Constitution and laws of the Commonwealth of Kentucky, and pursuant to the provisions 
of Chapter 67C and Sections 10.3.200 to  103.285, inclusive, of the Kentucky Revised Statutes (the “Act”), the Issuer has the power to enter into 
the transactions contemplated by this Aniendment No. 2 to Loan Agreement and to carry out its obligations hereunder; and 

WHEREAS , Issuer came into legal existence on January 6, 2003, by operation of law and voter approval in accordance with laws now 
codified as Chapter 67C of the Kentucky Revised Statutes and replaced and superseded the prior governments of both the City of Louisville, 
Kentucky and the County of Jefferson, Kentucky (the “Predecessor County”) and pursuant to law has mandatorily assumed all existing contracts 
and obligations of the forrncr City and County and has been endowed with all powers of each of such former City and County; and 

WHEREAS , the Metro Government, as successor to the Predecessor County, is authorized pursuant to the Act to issue negotiable 
bonds and lend the proceeds from t h e  sale of such bonds to a utility company to finance and refinance the acquisition of “pollution control 
facilities,” as defined by the Act (“Pollution Control Facilities”), for the abatement and control of air pollution and to refund bonds o f  the 
Predecessor County which wcre previously issued for any of such purposes, and 

WHEREAS , on May 19, 2000, the Issuer, at the request of Louisville Gas and Electric Company (the “Company”), issued its Pollution 
Control Revenue Bonds, 2000 Series A (L.otiisville Gas and Electric Company Project) in the original principal amount of $25,000,000 (the 
“Bonds” or “2000 Series A Bonds”), pursuant to the Indenture of Trust dated as of May 1, 2000, with The Bank of New York Mellon, as 
Trustee, Paying Agent and Bond Registrar (the “Trustee”), which lndenttirc of Trust w a s  amended and restated pursuant to the Anienried and 
Restated Indenture of Trust dated as of September 1, 2008, between tlie Issuer and the Trustee, and has been further amended and supplemented 
pursuant to the Supplemental Indenture No 1 to Amended and Restated Indenture of Trust dated as of September I ,  2010, between the Issuer 
and the Trtistei: (collectively, “Original Indenture of Trust”), and the Issuer loaned the proceeds of the 2000 Series A Bonds to the Company 
pursuant to the Loan Agreement dated as of May 1, 2000, between the Issuer and the Company, which Loan Agreement was amended and 
restated pursuant to the Amended and Restated Loan Agreement dated as of September 1 ,  2008, between the Issuer and the Company, and has 

en further amended and supplemented pursuant to the Amendment No 1 to Loan Agreement dated as of September 1, 2010, between the 
suer and the Coinpany (collectively, the “Loan Agreement”); and 

WHEREAS , pursuant to Sect&n-13101_of the Original Indenture of Trust, the consent of the holders of the 2000 Series A Bonds is not 
required for the Issuer and the Company to enter into an amcndmcnt to the Loan Agreement in order to conform the Loan Agreement with 
changes and modifications to the Original Indenture of Trust made pursuant to Section 12.01 of the Original Indenture of Trust; and 

WHEREAS , i t  is now appropriate and necessary that the L.oan Agreement be amended pursuant to S-ectioy 13OI_of the Original 
Indenture of Trust i n  order to permit the Bonds to be converted to a mode that will allow for tlie 2000 Series A Bonds to be purchased by the 
Purchascr (as hereinafter defined) and to bear interest at the rates applicable during a “LJBOR Index Rate Period”, as more particularly described 
and provided for i n  the Second Amended and Restated Indenture of Trust dated as of October I ,  201 1,  between the Issuer and Trustee (the 
“Indenture” or “Indenture of Trust”), and 

WHEREAS , pursuant to and  i n  accordance with the provisions of the Act and an Ordinance duly adopted by the Issuer on [October 
27,] 201 I ,  and in  furtherance of t h e  purposes of the Act and at the request of the Company, the Issuer has determined to enter into this 
Amendment No 2 to Loan Agreement; and 

WHEREAS , the Issuer and the Trustee have entered into the Second Amended and Restated Indenture of Trust between the Issuer and 
the Trustee of even date (the “Indenture of Trust”) herewith pursuant to ARTICLE XI1 of the Original Indenture of Trust; and 

WHEREAS , the Company shall cause to be delivered to the Issuer and the Trustee the opinion of Bond Counsel required under 
ARTICLE Xll l  of the Indenture of Trust concurrently with the execution and delivery of this Amendment No 2 to L,oan Agreement; and 

WHEREAS , all acts, conditions and things required by the Constitution and laws of the Commonwealth of Kentucky and by the 
requirements of the Issuer to happen, exist and be performed precedent to and in the execution and delivery of this Amendment No. 2 to  Loan 
Agreement have happened, have existed and have been performed as so required in order to make this Amendment No. 2 to L.oan Agreement a 
valid and binding loan agreement for the security of the holders of the 2000 Series A Bonds and for the payment of all amounts due under the 
Loan Agreement and this Amendment No. 2 to Loan Agreement in accordance with their respective terms. 

NOW, THEREFORE, FOR-AND- IN CONSIDERATIO&-OF THE- PREMISES AND THE MUTUAL COVENANTS A-ND 
.GREEMENTS HEREINAFTER CONTAINED, THE PARTIES HERETO AGREE EACH WITH THE-OTH-ERAS-FOLLOWS : 

ARTICLE I 

AMENDMENTS TO T H E  LOAN AGREEMENT 



Section- 1 .1 .  Amendment of Section- 1.02.~lncorporationpf~Certain~Tcr1~s_by~Referen~c~e~. The following defined tenns are 
liercby added to Section 1.02 of the Loan Agreement and shall have the meanings set forth in ARTICLE I of the Indenture of Trust: 

‘r3ank” 

j o n d  Purchase and Bank Covenants Agreement” 
ase Rate” 

“Default Rate” 
“Federal Funds Open Rate” 
“Governmental Authority” 
“Initial Lihor Index Rate Period” 
“LIBOR” 
“LIBOR Applicable Rating Level” 
“LJBOR Index Rate’ 
“LIBOR Index Rate Period” 
“LIBOR Margin” 
“Margin Rate Factor” 
“Maximum Federal Corporate Tax Rate” 
“Primc Rate” 
“Purchaser” 

Sectionl,2.. Amend~n_entof_Se_ction_l.0?_Add~tiona~~cfinition~ . In addition to the terms whose definitions are incorporated 
by  reference herein ptirstiant to ARTICLE I of the  Indenture of-Trust , the following tenns shall have the meanings set forth in this Section 
unless the use or context clearly indicates otherwise: 

“ Taxable Period ” nicans, with respect to the 2000 Series A Bonds, the period which elapses from the date on which 
the intcrcst on the 2000 Series A Bonds is inclndablc in the gross incolr- of the holders thereof as a result of a Determination 
of Taxabilit;l to and including the mandatory purchase date for the 2000 Serie: A Bonds as  a result ofsuclr Determination of 
Taxa bi 1 i t  y 

“ Taxable-Rate-” means LIBOR plus the LIBOR Margin 

Sectkn-1.3.- Amendmontection-I 0.3.-Obligatio_ns_to_Prepay-Loan I SectiQn-1 O3.0f the Loan Agreement is hereby 
vended and restated to read as follows: 

Seclion 10,3- Obligations to Prepay Loan 

(a) Mandatory_Red_e_ll?p~~o~Upon__Det_erm-ination-or-~a~abi~ty-” Company shall be obligated to prepay the 
entire Loan or any part thercof, as provided bclow, prior to the reqiiircd fiill payment of thc 2000 Series A Bonds (or prior to 
making provision for paymcnt thereof in accordance with the lndcnture) on the 180th day (or such earlicr date as may be 
designated by Company), which, in every case, must be a Business Day, upon the occurrence of a Detennination of 
Taxability The lssiicr and Company shall take all actions required to mandatorily redeem the 2000 Series A Bonds at the cost 
of the Company upon the tcrnis specified in this Agrcenient and in Ar_ticle IVof the Indcnliire following the occurrence of a 
Determination of Taxability, including, but not limited to, prepaying appropriate amounts due on the 2000 Series A Bonds in 
ordcr to cffect such rcdcmption. The 2000 Series A Bonds shall be rcdeenied by the Issuer, in whole, or in such part as 
dcscribcd bclow, at a redemption price equal to 100% of the principal amount thereof, without redemption premium, plus 
accrued intercst, if any, to thc redemption date, within 180 days following a Determination o f  Taxability. For purposes ofthis 
section, a “Detcrniination of Taxability” shall mean the receipt by the Trustee of written notice from a current or former 
rcgislered owner o f a  2000 Series A Bond or from the Company or the Issuer of (i) the issuance o f a  published or private ruling 
or a tcchnical advice memorandum by the Internal Revenue Service in which the Company participated or has been given the 
opportunity to participate, and which ruling or mcinorandum the Company, in its discretion, does not contest or from which no 
furthcr right of administrative or judicial review or appeal exists, or (ii) a final determination from which no further right of 
appeal exists of any court of competent jurisdiction in the lJnited States in a proceeding in which the Company has participated 
or h3s bcen a party, or has been given the opporttinity to participate or bc a party, in each case, to the effect that as a result of a 
failure by thc Company to pcrforin or observe any covenant or agrecment or the inaccuracy of any representation contained in 
this Agreeincnt or any othcr agreement or certificate delivered in connection with the 2000 Series A Bonds, the interest on the 
2000 Series A Bonds is included in the gross income of the owners thereof for federal income tax purposes, other than with 
rcspect to a person who is a “substantial user” or a “related person” o f a  substantial user within the meaning of the  Section 147 
of Internal Revcnue Code of 1986, as amended (the “Code”); provided, however-, that no such Determination of Taxability 
shall be considered to exist as a result of the Trustee receiving notice from a current or former registered owner of a 2000 
Series A Bond or from the Issuer unless (i) the Issuer or the registered owner or former registered owner of the  2000 Series A 
Bond involved in such proceeding or action (A) gives the Company and the Trustee prompt notice of  the Commencement 
thereof, and (B) (if the Coinpany agrees to pay all expenses in connection thcrcwith) offers the Company the opportunity to 
control unconditionally the defense thereof, and (ii) either (A) the Company does not agree within 30 days of receipt of such 
offer to pay such expenses and liabilities and to control such defense, or (B) the Company shall exhaust or choose not to 
exhaust all availablc proceedings for the contest, review, appeal or rehearing of such decree, judgment or action which the 
Company determines to be appropriate. No Determination of Taxability described above will result from the inclusion of 
interest on any 2000 Scries A Bond in the  computation of minimum or indirect taxes. All of the 2000 Series A Bonds shall be 



redeemed upon a Determination of  Taxability as described above unless, in the opinion of Bond Counsel, redemption of a 
portion of the 2000 Series A Bonds of one or more series or one or more maturities would have the result that interest payable 
on the rcmaining 2000 Series A Bonds outstanding after the redemption would not be so included in any such gross income. 

In the event any of the issuer, the Company or the  Trustee has been put on notice or becomes aware of the existence 
or pendency of any inquiry, audit or other proceedings relating to the 2000 Series A Bonds being conducted by  the Internal 
Revenue Service, the party so put on notice shall give iinniediate written notice to the other parties of such matters. 

Promptly upon learning of the occurrence o f  a Determination of Taxability (whether or not the same is being 
contested), or any of the evcnts described in this S_ection-l0.3(a) , the Company shall give notice thereof to the Trustee and the 
Issuer. 

(b) in the case of the mandatory obligation of Company to prepay the Loan or any part thereof after the 
occurrence of a Determination of Taxability, pursuant t o  Sestion 10.3(a)-hereof, Company shall be obligated to preyzy such 
Lsan or such part thereof not later than I80 days after any such final determination as specified in Section 1 OJ(a)_hereof and 
to provide to Trustee for deposit in the Bond Fund an amount sufficient, together with other funds deposited with the Trustee 
and available for such purpose, to redeem such 2000 Series A Bonds at the price of 100% of the principal amount thereof in 
accordance with Section 5.1 hereof plus interest accrued and to accrue to the date of  redemption of the 2000 Series A Bonds 
and to pay all reasonable and necessary fees and expenses of Trustee and any paying agents and all other liabilities of 
Company accrued and to accrue hereunder to the date of  redeinption of the 2000 Series A Bonds 

(c) I T  a Determination of Taxability occtirs whcn all or any portion of the 2000 Series A Bonds are owned by 
the Purchaser, tlie Company hereby agrees to pay to the  Purchaser, in addition to the redemption price of the 2000 Series A 
Bonds owned by the Purchaser, the following additional amounts: 

(i) an additional amount equal to the difference between (1 )  the amount of interest paid on the 
2000 Series A Bonds during the Taxable Period and (2) tlie amount of interest that would have been paid on 
the 2000 Series k Bonds during the Taxable Pcriod had the 2000 Series A Ronds borne interest at the 
Taxable Rate; and 

(ii) an amount equal to any interest, penalties on overdue interest and additions to tax (as 
referred to in Subchapter A of Chapter 68 of  the Codc) owed by the Purchaser as a result of occurrence of a 
Determination of Taxability. 

ARTICLE I 1  

REPRESENTATIONS, WARRANTIES AND COVENANTS 

Section 2,l. Representations,-WaLranties and .Covenants by the Isstgr The Issuer represents, warrants and covenants that: 

(a) The issuer is a public body corporate and politic duly created and existing as a de jure political subdivision 
under the Constitution and laws of the Commonwcalth of  Kentucky and, pursuant to the Act, the Issuer has the power to enter into this 
Ainendmcnt No. 2 to L.oan Agrccmcnt and the lndcnture ofTrust and the transactions contemplated hereby and thcrcby and to carry out 
its obligations hereunder and thereundcr. 

(b) To its knowledge, the Issuer is not in default under or in violation of the Constitution or any of the  laws of the 
Comnionwealth of Kenkicky relevant to the consuinination of the transactions contemplated hereby, and the Issuer has becn duly 
aiithorizcd to execute and deliver this Amendment No.  2 to Loan Agreement and the Indenture of Trust. The Issuer agrees that it will 
do or cause to be done in a timely manncr all things necessary to preserve and keep in full force and effect its existence, and to carry out 
Issuer’s respective representations, warranties, covenants, agreements and obligations set forth in this Amendment No. 2 to L.oan 
Agreeinent 

Section 2.2.- Representations, Warranties andcovenants  bythexompany . The Company represents, warrants and covenants 
that: 

(a) The Company (I) is a corporation duly incorporated, validly existing and in good standing under the laws of the 
Commonwealth of Kentucky, (ii) is duly qualified, authorized and licensed to transact business in each jurisdiction wherein failure to 
qrialify wotild have a material adverse effect on the conduct of its business, and (iii) is not in violation of any provision of its Articles of 
Incorporation, its By-L,aws or any laws of the Commonwealth of Kentucky relevant to the transactions contemplated hereby. 

(b) The Company has full and complete legal power and authority to execute and deliver this Amendment No. 2 to 
Loan Agreement, and has by proper corporate action duly authorized the execution and delivery of  this Amendment No 2 to Loan 
Agreement. 

(c) No event of default, and n o  event of the type described in clauses (a) through (f) of  Sec_li0n_9~I~of the Loan 
Agreement has occurred and is continuing, and no condition exists which, with the giving of notice or the lapse of time, or both, would 
constitute an event o f d e h l t  or a default under any agreement or instrument to which the Company is a party or by which the Company 
is or may be bound or to which any of the property or assets of the Company is or may be subject which would impair in any material 



respect its ability to carry out its obligations ucder the Loan Agrcement, this Amendment No. 2 to L.oan Agrceinent or 
the transactions conternplated hereby or thereby. Neither the execution and delivery of the L,oan Agreement, this Amendment NO 2 to 
Loan Agrecment, nor the consummation of the transactions contemplated hereby or by the Indenture of Trust, nor the fulfillment of or 
compliance with the tenns and conditions hereof or thereof, conflicts with or results in a breach of  the terms, conditions or provisions of 
any corporate restriction or any agreement or instrument to which the Company is now a party or by which it is bound, or constitutes a 
default under any of the foregoing, or results in the creation or imposition of any prohibited lien, chargc or encumbrance whatsoever 
upon any of the property or assets of the Company under the terms of any instrument or agreement. 

ARTICLE I11 

MISCELLANEOUS 

Section-3. I .  Tcrm of Amendment No,2to_Loan_Agreemen_t . This Amendment No. 2 to L.oan Agreement shall remain in 
full force and effect lroni the date hereof to and including the later of May 1,  2027, or until such time as all of the ? O W  Series A Bonds shall 
?eve been fully paid (or provision made for such payment pursuant to the Indenture of Trust and any amendments thereto), whichever shall be 
later; provided, however, that the Loan Agreement, as amended pursuant to this Amendment No. 2 to Loan Agreement, may be cancelled and 
terminated prior to said date  in accordance with the provisions of Section I I . I  o f t h e  L.oan Agreement. 

Scction 3,2. Ra_tifica_tion . Except as amended and supplemented by Articles I-an&ll-hereof, the Issuer and the Company 
hereby ratify and reaffirm the terms and provisions of the Loan Agreement and their respective representations, warranties, covenants, 
agrccincnts and obligations sct forth therein. 

Scction 3.3. Effective Date-. This Amendment No. 2 to L,oan Agreement has been made and entered into as o f t h e  date first 
written above. 

Scction 3.4. Bindi-ng Effect This Amendment No. 2 to L.oan Agreement shall inure to the bencfit of and shall be binding 
upon the Issuer, the Company and thcir respective successors and assigns, subject, however, to the limitations contained in Sections-7.2, 8.1 and 
8.3 of the Loan Agreement. 

Section 3.5, Severability I In  the event any provision of th is  Amendment No. 2 to Loan Agreement shall be hcld invalid or 
iincnforceablc by any court of compctent jurisdiction, such holding shall not invalidate or rcndcr unenforceable any other provision hereof. 

Section-3,6.- Execution_in_Counterp_a&s-. This Amendment No. 2 to Loan Agreement may be simultaneously executed in 
-?vera1 counterparts, each of which shall be an original and all of which shall constitute but one and the same instrument. 

Se_c_tion3.7,- Applicable-Law-. This Amendment No. 2 to Loan Agreement shall be governed by and construed in 
accordance with thc laws o f t h e  Commonwealth of Kentucky 

Section 3.8, Captions . The captions or headings in this Amcndmcnt No. 2 to L.oan Agrccmcnt are for convenience only and 
in no way define, limit or describe the scope or intcnt of any provisions, Articles or Sections ofthis Amcndment No 2 to Loan Agreement 

Section 3.9. No Pecuniary_Liability_of_lssuer No provision, covenant or agreement containcd in this Amendincnt No. 2 to 
Loan Agreement or breach thcreof shall constitute or give rise to a pecuniary liability of the Issuer or a charge upon its gcneral credit or taxing 
powers. 

(signature page immediately follows) 



IN WITNESS WHEREOF , the Issuer and the Company have caused this Amendment No. 2 to Loan Agreement to be executed in their 
respective corporate names and their respective corporate seals to be hercunto affixed and attested by their duly authorized oficers, all of the 
Aqte first written. 

L.0lJ 1 SVI LLE/J EFFERSON COUNTY 
METRO GOVERNMENT, KENTUCKY 

(SEAL.) 

ATTEST: 

BY 
GREG FISCHER 

Mayor 

APPROVED AS TO FORM AND L.EGALITY : 

Michael J .  O’Connell 
Jcfferson County Attorney 

KATHLEEN I .  HERRON 
Mclro Council Clerk 

BY 
TERRI A. GERAGHTY 

Assistant County Attorney 

(SEAL) 

. TTEST: 

LO1JISVIL.L.E G A S  AND ELECTRIC 
COMPANY 

BY 
DANIEL K. ARBOlJGH 

Treasurer 

JOHN R. McCALL 
Secretary 
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Execution Version 

TENTH AMENDMENT TO RElMBlJRSEMENT AGREEMENT 

THIS TENTH AMENDMENT TO REIMBURSEMENT AGREEMENT, dated as of February 22 ,2012 (this “Amendment-”), to the 
Existing Reimbursement Agreement (as defined below) is made by PPL, ENERGY SUPPL,Y, LLC, a Delaware limited liability company (the 
AccJunt Pa-rty ”), and certain of  the Lenders (such capitalized term and other capitalized terms used in this preamble and the recitals below to 
have the meanings set forth in, or are defined by reference in, Article I below). 

W I.TN E S S ET-H : 

WHEREAS, the Account Party, the Lmders and The Bank of Nova Scotia, as the Issuer and as Administrative Agent, are all parties !O 
the  Reimbursement Agreement, dated as of March 3 I ,  2005 (as amended or otherwise modified prior to the date hereof, the “ Existing 
Re~mbursen~enl  AgreemenL”, and as amended by this Amendment and as the same may be further amended, supplemented, amended and 
restated or otherwise modified from time to time, the ‘‘ Rc4mbursement Agreement-”); and 

WHEREAS, the Account Party has requested that the L.enders amend certain provisions of the Existing Reimbursement Agreement and 
the  Lenders are willing to modify the Existing Reimbursement Agreement on the terms and subject to the conditions hereinafter set forth; 

NOW, THEREFORE, the parties hereto hereby covenant and agree as follows: 

ARTICLE 1 
DEFINITIONS 

SECTION 1 1. Certain-DefinitLons-. The following terms when used in this Amendment shall have the following meanings 
(such meanings to be equally applicable to the singular and plural forms thereof): 

Account-Party ” is defined in the pIeBnible . 

“ Amendment_” is defined in the pEamble_. 

“ Existing Re_ir_nbursement-Agreement-” is defined in the first-recital. 

‘‘ Rcimbtirsement agree men^" is defined in the first-&tal . 

SECTION 1 2 Other Definitions Terms for which meanings are provided in the Existing Reimbursement Agreement are, 
unless otherwise defined herein or the context otherwise requires, used in this Amendment with such meanings. 

ART1CL.E I I  
AMENDMENTS T O  THE EXISTING REIMBURSEMENT AGREEMENT 

Effective as of the date hereof, but subject to the occurrence of the satisfaction of the conditions in ArticIeIIL, the provisions of 
the Existing Reimbursement Agreement referred to below are hereby amended in accordance with this Articlel! 

SECTION 2.1. Amendment to_Sectio_nn.l-. Section 1 . I  of the Existing Reimbursement Agreement is hereby amended (a) by 
deleting the definition of “Applicable Margin”, (b) by deleting the reference to “Applicable Margin” in the definition of “Debt Rating” and (c) 
b y  amending and restating the definitions of “Applicable Commitment Fee Margin”, “Applicable Letter of Credit Margin”, “Applicable Margin” 
and “Incorporated Agreement” in their entireties as  follows. 

‘ I  Applicable_ Com-mitment Fee Margin-” from time to time, the following percentages per annum, based upon the 
Debt Rating as set forth below: 

Pricing Level Debt RatLng 

2 A- from S&P/ A3 from Moody’s 
BBB+ from S&P/ Baa 1 from Moody’s 
BBB from S&P/ Baa2 from Moody’s 
BBB- from S&P/Baa3 from Moody’s 

<BBB- from S&P/ Baa3 from Moody’s 

Applicable Commitment 
- Fee .. MargLn 

0.125% 
0.175% 
0.20% 
0.25% 
0.35% 



I‘ Applicable Letter of Credit Margin-” from time t o  time, the following percentages per annum, based upon the Debt Rating 
as set forth below: 

Pricing-Level 
1 
2 
3 
4 
5 

Debt Rating Applicable L.etter of Credit-Margin 
1.10% 
135% 
1.60% 

1.725% 
1.975% 

2 A- from S&P/ A3 from Moody’s 
BBB+ from S&P/ Baal from Moody’s 
BBB from S&P/ Baa2 from Moody’s 
BBB- from S&P/Baa3 from Moody’s 

<BBB- from S&P/ Baa3 from Moody’s 

‘“’ Inco~porated.Agreem~nt-” means the $4,000,000,000 Revolving Credit Agreement, dated as of October 19, 
2010, a.c mended by Amendment No. 1 to the Revolving Credit Agreement, dated as of October 19, 201 I ,  among the 
Account Party, the lenders from time to :;me party thereto, Wells Fargo Bank, National Association, as  administrative agent, 
issuing lender and swingline lender, certain financial institutions, as syndication agents, certain financial institutions, as lead 
arrangers, and certain financial institutions, as documentation agents, as in effect on the date hereof and without giving effect 
to any subsequent modification, supplement, amendment or waiver by the lenders under, or by other parties to, the 
Incorporated Agreement, unless the Required Lenders agree in writing that such modification, supplement, amendment or 
waiver shall apply to such provisions or schedules incorporated herein. 

SECTION 2.2. Amendment to-Sect~on.3.1.. Section 3 1 of the Existing Reimbursement Agreement is hereby amended by 
replacing the rcference therein to “the Applicable Margin” with a reference to “2%” 

ARTICLE 111 
CONDITIONS T O  EFFECTIVENLSS 

This Amendment and the amendments contained herein shall become effectivc as of the date hereof when each of the conditions set 
forth in this Articje-lJ!. shall have been fulfilled to the satisfaction of the Administrative Agent. 

SECTION 3.1 Co_unterpari& The Administrative Agent shall have received counterparts hereof executed on behalrof the 
count Party and the each of the Lenders. 

SECTION 3.2 Cg@-and_E_xpenses, e t c .  The Administrative Agent shall have received for the account o f  each Lender, all fees, 
costs and expenses due and payable pursuant to Section 10.3 o f  the Reimbursement Agreement, if  then invoiced. 

SECTION 3 3. Satisfactory L-egal Fo-nn The Administrative Agent and ils cotinsel shall have received all infoimation, and 
such counterpart originals or such certified or other copies of such lnaterials, as the Administrative Agent or its counsel may reasonably reqwst, 
and all legal inatters incident to the effcctiveness of this Amendment shall be satisfactory to the Administrative Agent and its counsel All 
documents executed or submitted pursuant hereto or in connection herewith shall be reasonably satisfactory in form and substance to the 
Administrative Agent and its counsel. 

ARTICLE IV 
M 1 SCELLANEOUS 

SECTION 4.1. Cross-References-. References in this Amendment to any Article or Section are, unless otherwise specified, to 
such Article or Section of this Amendment. 

SECTION 4.2 Loan-Document_Pursuant_to_E__xis_ting_Reiinburs_e~en~Agreement~~ This Amendment is a Loan Document 
executed pursuant to the Existing Reimbursement Agreement and shall (unless otherwise expressly indicated therein) be construed, administered 
and applied in accordance with all of the terms and provisions o f  the Existing Reimbursement Agreement, as amended hereby, including 
yrticle X thereof. 

SECTION 4 3. Successors and-Assigns . This Amendment shall be binding upon and inure to the benefit of the parties hereto and 
their respective successors and assigns. 



SECTION 4 4 Counterparts . This Amendment may be executed by  the parties hereto in several counterparts, each of which 
when executed and delivcred shall be an original and all ofwhich shall constitute together but one and the same agreement. Delivery of an 
executed counterpart of a signature page to this Amendment by facsimile shall be  effective as delivery of  a manually executed countcrpart of this 
’ mendment. 

SECTION 4.5. Gov_ernjng-Law_, THIS AMENDMENT WILL BE DEEMED TO BE A CONTRACT MADE UNDER AND 
GOVERNED BY THE INTERNAL LAWS OF THE STATE OF NEW YORK (INCLUDING FOR SUCH PURPOSE SECTIONS 5-1401 
AND 5-1402 OF THE GENERAL. 0BL.IGATIONS LAW OF THE STATE OF NEW YORK) 

SECTION 4 6. F~ll_Force_and.Effect;__L/m~ted-Am~~dme_nt . Except as  expressly amended hereby, all of the representations, 
warranties, terms, rwenants conditions and other provisions ot the Existing Reimbursement Agreement and the Loan Documents shall remain 
unchanged and shall continue to be, and shall remain, in FJ!! force and effect in accordance with their respective terms. The amendments set 
forth herein shall be limited precisely as provided for herein to the provisions expressly amended herein and shall not be deemed to be  an 
amendment to, waiver of, consent to or modification of any other term or provision of the Existing Reimbursement Agreement or any other Loan 
Document 01 of any transaction or further or future action on the part of any Obligor which would require the consent of the Lenders under the 
Exisling Reimbursement Agreement or any of the Loan Documents. 

SECTION 4 7 .  Representations.and_W_arranties.. In order to induce the Lenders to execute and deliver this Amendment, the 
Account Party hereby represents and warrants to the L.enders, on the date this Amendment becomes effective pursuant to Article_lll , that both 
before and aftcr giving effect to this Amendment, all statements set forth in clauses (a) and (b) of Section 5.2.1 of the Reimbursement Agreement 
are true and correct as of s w h  date, cxcept to the extent that any such statement expressly relates to an earlier date (in which case such statement 
was true and correct on and a s  of  such earlier date). 



IN WITNESS WHEREOF, the parties hereto have executed and delivered this Amendment as of the date first above written. 

PPL. ENERGY SUPPLY, LLC, 
as the Account Party 

By: 
Title: 

THE BANK OF NOVA SCOTIA, 
as the Administrative Agent, as the Issuer and as a Lender 

By: 
Name: James R. Trimble 

Title: Managing Director 
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AMENDMENT NO. 4 

TO 

PPL OFFICERS DEFERRED COMPENSATlON PLAN 

WHEREAS, PPL. Services Corporation ("PPL") has adopted the PPL Officers Deferred Compensation Plan ("Plan") effective July 1, 

2000; a d  

WHEREAS, the Plan was amended and restated effective November 1,2003, and subsequently amended by Amendment No. 1 , 2  and 

3; a n d  

WHEREAS, PPL desires to further amend the Plan; 

NOW, THEREFORE, the Plan is hereby amended as follows: 

I .  Effective January I ,  2012, the following sections of Articles I, 2, 3 ,  and 4 are amended lo read: 

Article I 
Purpose 

1.1 The purpose of this Executive Deferred Compensation Plan is to provide certain executive officers and senior inanagemenl employees 

PPL and other Participating Companies a financially advantageous method to defer earned income. This Plan received account balances from 

the terminated PPL. Montana Officers Deferred Compensation Plan and the terminated PPL, Global Officers Deferred Compensation Plan, 

effective November I ,  2003, by reascn o f  the merger o f  those two terminated Plans into this Plan as of that date. 

Article 11 
Definitions 

2.12 "Plan" means this Executive Deferred Compensation Plan as set forth herein and as hereafter amended from time to time. 

2 .16 " Savings Plan" means the PPL Deferred Savings Plan, PPL Subsidiary Savings Plan, or PPL Retirement Savings Plan. 

Article 111 
Eligibility 

3.1 Avy elcctcd officer or other key employee o f  PPL. or of a Participating Company who is designated as eligible in a resolution adopted 

b y  the Board of  Directors of such Participating Company and is approved for participation in this Plan by the CLC. 

As of January 1, 2012, all newly hired salaried employees in Base Pay Salary Groups 1-10 shall be eligible, and as of June I ,  2012, all salaried 

einployees hired prior to January 1,2012, who are not eligible for participation shall be eligible if they are in or attain Base Pay Salary Groups 1- 

). Any salaried employee of PPL. or a Participating Company hired after January 1, 2012, who is not in Base Pay Salary Groups 1-10 and 

whose Cash Compensation and Cash Awards for the calendar year exceed the annual income ceiling o f  Code Section 401(a)(17) shall be eligible 



for the make-up contribution of Section 4.12 only. 

Article IV 
Deferred-C-ash- Compensation and-Deferred_CasIi_Awards 

--. 1 
payroll tax amount that the Participant must legally pay without regard to any deferral election. 

4 10 

Participant shall have the right to elect to defer all, or a portion, of his Cash Compensation in excess of the estimated minimum annual 

The Account of any Participant hired prior to January I ,  20  12, with Deferred Cash Compensation and Deferred Cash Awards for the 

calendar year shall be increased by a matching contribution amount, equal to 100% of the aggregate Deferred Cash Compensation and Deferred 

Cash Awards that do not exceed 3% of  Cash Compensation, minus the maximum amount of Matching Contribuiions that could have been made 

IO Participant’s Accounts in the PPL Deferred Savings Plan and/or PPL Subsidiary Savings Plan for that calendar year if the Participant had 

made the niaximLirn employee contributions permitted. 

4.1 1 The Account of any Participant hired on or after January 1, 20 12, with Deferred Cash Compensation and Deferred Cash Awards for 

the calendar year shall be increased by a Matching Contribution and a Fixed Contribution. The Matching Contribution shall be an amount equal 

to 100% of the aggregate Deferred Cash Coinpensalion and Deferred Cash Awards that do not exceed 6% Cash Compensation, minus the 

maximum amount of Matching Contributions that could have been made to the Participant’s Accounts in the PPL Retirement Savings Plan for 

that calendar year if  the Participant made the maximum employee contributions permitted. The Fixed Contribution shall be an amount equal to 

’6 of Cash Compensation minus the amount of  the Fixed Contribution made to the Participant’s Accounts in the PPL Retirement Savings Plan 

for that calendar year. 

4.12 For each year a salaricd employee is eligible for the make-up contribution described herein, in accordance with Section 3.1, there 

shall be an Account for that cmpfoyec to which shall be credited an amount equal to 9% ofthe excess of the Cash Compensation and Cash 

Awards for the ycar over the Code Section 401 (a)( 17) annual income ceiling. Except for the absence or any deferral by the employee, this 

Account shall constitute an “Account” under this Plan and stbject to all provisions herein. 

II. Except as  provided for in this Amendment No. 4, all other provisions of the Plan shall remain in full force and effect. 

IN WITNESS WHEREOF, this Amendment No. 4 is executed this day of ,2012. 

PPL, SERVICES CORPORATION 

By: 
James E. Abel 
Senior Vice President - Finance 
and Treasurer 
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AMENDMENT NO. 5 

TO 

PPL SUPPLEMENTAL EXECIJTIVE RETIREMENT PLAN 

WHEREAS, PPL Services Corporation ("PPL.") adopted the PPL Supplemental Executive Retirement Plan (the "Plan"), effective July I ,  

2000, for ccrtain of its employees; and 

WHEREAS, the Plan w a s  amended and restated effective July I ,  2003, and subsequently amended by Amendment No. I ,  2 , 3  and 4; and 

WHEREAS, PPL desires to fiirther amend the Plan; 

NOW, THEREFORE, the  Plan is hereby amended as follows: 

Effective January I ,  20 12, the following sections of Articles 2 and 3 are amended to read as follows: I .  

ARTICLE I I  DEFINITIONS 

2 Definitions. 

The foilowing terms shall have thc same definitions as they are given in the PPL Retirement Plan: 

(a) Actuarial Equivalent. 

(b) 

(c) 

(d) PPL.. 

Affiliated Company or Affiliated Companies. 

Board of Directors (herein referred to as "Board"). 

The following terms shall have the following definitions under this PPL, Supplemental Executive Retirement Plan: 

(e) 

(0 

"Benefit" means the Benefit payable under this Plan calculated under Article 4. 

"Cause" for Participant's Termination of Employment by PPL or an Affiliated Company means 

( I )  If  a "Change in Control," as defined below, has occurred, 

(A) the willful and continued failure by Participant to substantially perform Participant's duties with PPL. or an 

Affiliated Company (other than any such failure resulting from Participant's incapacity due to physical or 

mental illness or, if applicable, any such actual or anticipated failure after the issuance of any "Notice of 

Termination for Good Reason" by the Participant pursuant to any severance agreement between Participant 

and PPL or an Affiliated Company) after a written demand for substantial performance is delivered to 

Participant by the Board, which demand specifically identifies the manner in which the Board believes that 

Participant has not substantially performed Participant's duties, or 



(B) the willful engaging by Participant in conduct which is deinonstrably and materially injurious to PPL or an 

Affiliated Company, monetarily or otherwise. 

For purposes of Subsections (A) and (B) of this definition, (A) no act, or failure to act, on Participant’s parl 

shall be dceined “willful” unless done, or omitted to be done, by Participant not in good faith and without 

reasonable belief that Participant’s act, or failure to act, was  in the best interest of PPL, or the Affiliated 

Company, and (B) in the evcnt o r a  dispute concerning the application of this provision, no claim by PPL or 

an Affiliated Company that Cause exists shall be given effect unless PPL, or the Affiliated Company 

establishes to the Board by clear and convincing evidence that Cause exists. 

(C) 

( 2 )  If a “Change in Control,” as defined below, has not occurred, “Cause” means: 

Participant’s engagement is misconduct which is materially injurious to PPL or an Affiliated Company, 

Participant’s insubordination after clear and lawful direction, 

Participant’s commission of a felony in the perforinance of duties to PPL or an Affiliated Company, 

Participant’s commission of an act or acts constituting any fralld against or embezzlement from PPL or an 

Affiliated Company, 

Participant’s material breach of any confidentiality or non-competition covenant entered into between the 

Participant and PPL, or an Affiliated Company, or 

Participant’s employment with a coinpetitoi while employed by PPL or an Affiliated Company. The 

determination of the existence of Cause shall be made by the Board in good faith, which determination shall 

be conclusive for the purpose of this Plan. 

(g) ‘‘ Change in_C.ontrol_” shall mean the occiirrence of any of the following events: 

(i) any Person or Group is or becomes the “beneficial owner” (as defined in rules 13d-3 and 13d-5 under the Securities 

Exchangc Act o f  1934, as amended) directly or indirectly of  more than 30% of  the total voting power of the voting 

stock of PPL Corporation (or any entity which controls PPL Corporation) within a 12-month period, including by way 

of merger, consolidation, tender or exchange offer, or otherwise; 

a reorganization, recapitalization, merger or consolidation (a ‘‘ Corporate-Transaction ”) involving PPL, Corporation, 

unless securities representing 70% or more o r  the coinbined voting power of the then outstanding voting securities 

entitled to vote  generally in the election of  directors of PPL Corporation or the Corporation resulting from such 

Corporate Transaction (or the parent of such corporation) are held subsequent to such transaction by the Person or 

(ii) 



(iii) 

(iv) 

Persons who were the “beneficial owners” of the outstanding voting securities entitled to vote generally in the 

election of directors of PPL Corporation immediately prior to such Corporate Transaction, in substantially the same 

proportions as their ownership immediately prior to such Corporate Transaction; 

the sale or disposition, in one or a series of related transactions, of all or substantially all, of  the assets of PPL. 

Corporation to any Person or Group; or 

during any period of 12 months, individuals who at the beginning of such period constituted the Board (together with 

any new directors whose election by such Board or whose nomination for election by the stockholders of PPL 

Corporation was approved by a vote of a majority of the directors of PPL Corporation, then still in office, who were 

either directors at the beginning of such period or whosc elcction or nomination for election was previously so 

approved) cease for any reason to constitute a majority of the Board, then in office. 

(h) “CLC” shall mean the Corporate Leadership Council of PPL Corporation. 

(i) “Early Retirement Reduction Factor” cleans the percentage that appears adjacent to the Participant’s age >elow determined 

under the appropriate column. 

(1) Column (1) shall apply to any Retiree. 

(2) Column (2) shall apply to any Tenninated Vested Participant 

Percentage of Benefit Received 
(1 )  (2) 

Age When 
Benefits Temiinated 

Start Retiree Vested 

60 
59 
58 
57 
56 
55 
54 
53 
52 
51 
50 

49 or younger 

100 
95 
90 
85 
80 
75 
70 
65 
60 
5 5 
50 

NIA 

100 
90 
80 
70 
60 
50 

NfA 
N/A 
NIA 
N/A 
NIA 
NIA 

(‘j) “Good Reason” shall mean “Good Reason” or such similar concept as defined in any employment, severance, or similar 

agreement then in effect between the Participant and any of PPL. or an Affiliated Company, or, if no such agreement containing 

a definition o f  “Good Reason” is then in effect o r  if such tenn is not defined therein, “Good Reason” shall mean without the 

Participant’s consent, (i) a change caused by PPL or an Affiliated Company in the Participant’s duties and responsibilities 



which is materially inconsistent with the Participant’s position at the applicable entity that is a inember of the Affiliated 

Companies, (ii) a material reduction in the Participant’s annual base salary, annual incentive compensation opportunity or 

other employee benefits (excluding any such reduction that i s  part of  a plan to reduce annual base salaries, annual incentive 

coinpensation opportunities or other employee benefits of comparably situated employees of any entity that is a member of the 

Affiliated Companies generally), or (iii) a relocation o f  the Participant’s cunent principle place of employment; provided that, 

notwithstanding anything to the contrary in the foregoing, the Participant shall only have “Good Reason” to terminate 

cmployment following the applicable entity’s failure to remedy the act which is alleged to constitute “Good Reason” within 

thirty (30) days following such entity’s receipt of written notice from the Participant specifying such act, so long as such notice 

is provided within sixty (60) days after such event has first occurred 

(k) “Participant” means 

(1) any elected officer or other key employee of  PPL, or of  a Participating Company who is hired prior to January I ,  

2012, is designated as cligibk in a resolution adopted by the board of  directors of such Participating Company, and is approved 

for participation in this Plan by the CLC. 

( 2 )  any individual formerly described in Paragraph ( I )  who has not yet had a Termination of Employment, or any 

individual formerly described in Paragraph ( I )  who has had a Termination of Employment and is entitled to receive benefits 

under Article 3 ofthis Plan. All Participants of this  Plan are listcd in Appendix A. 

“Participating Company” means PPL Services Corporation, PPL. Electric Utilities Corporation (prior to February 14, 2000, 

PP&L., Inc ), PPL EncrgyPlus, L.LC (prior to February 14, 2000, PP&L EnergyPlus Co , L.LC), PPL. Global, LLC, PPL 

Montana, LLC and each other Affiliated Company that is designated by the CL.C to adopt this Plan by  action of its board of 

directors or managers. 

“Plan” means this Supplemental Executive Retirement Plan, as amended from time to time. 

“PPL Corporation” means PPL Corporation (prior to February 14,2000, PP&L, Resources, Inc.). 

“Retiree” means a Participant who has a Termination of Employment after: 

(1) attaining age S.5 and completing at least I O  Years of Service, or 

(2) attaining age 60 

“Retirement Plan” means the PPL Retirement Plan, as amended from time to time. 

“Section 409A” means Section 409A of the Internal Revenue Code of 1986, as amended, and the final Treasury Regulations 

issued thereunder. 

(1) 

(m) 

(n) 

(0) 

(p) 

(4) 



(r) “Supplemental Final Average Earnings“ means the following: 

( I )  Supplemental Final Average Earnings means twelve times the average of a Participant’s “compensation” as defined in 

Paragraphs (A) through (B) below, from PPL, and/or an Affiliated Company, for the 60 highest full months in the final 

120 (or fewer) full consecutive months during which he is employed by PPL and/or an Affiliated Company. For this 

purpose, non-consecutive months interrupted by periods in which the Participant receives no “compensation” shall be 

treated as consecutive. For purposes of this Section, “compensation” shall include the followine. 

(A) the Participant’s base salary from PPL and/or any Affiliated Company prior to any deferrals to the Officers 

Deferred Compensation Plan or any other nonqualified deferred compensation plan of an Affiliated 

Company or any Internal Revenue Code section 401(k) plan by which Participant is covcred, plus 

the value of any cash grants attributable to any month used in the average, awarded to Participant pursuant to 

the cxecutive incentive awards program initially approved by the Board on October 25, 1989 or any similar 

plogram maintained by an Affiliated Company. For the final calendar year of emplcyment, “Compensation” 

shall include an amount equal to the value of any cash grant that would have been paid for service in the final 

calendar year of employment, as if 100% of target goals were achieved, but prorated by multiplying by a 

fraction equal to the number of full calendar months of service completed divided by 12. 

(B) 

(2) For the purposes of  determining the Participant’s “compensation” under Subsection (1) of this definition, the CLC 

will determine the amount of any cash grant awarded to the Participant under any incentive awards program, and 

prorate such amount over the year for which the award was granted. 

Notwithstanding the foregoing, if a Participant transfers froin a Participating Company to an Affiliated Company that 

is not a Participating Company after becoming a Participant, earnings with the Affiliated Company after the date of 

such transfer (or for the duration of each such transfer if the Participant transfers more than once) shall not count in 

the Participant’s Supplemental Final Average Earnings. 

(s) “Terminated Vested Participant” means a Participant: 

( 1 )  who has a Termination of Employment after attaining age SO but not age 5.5, and completing at least 10 Years of 

Service 

(t) “Termination of Employment” means the Participant’s separation from service (as such term is defined in Section 409A) 

from PPL and all Affiliated Companies. 

“Years of Service” means the number of full and partial years used to calculate Participant’s accrued benefit under the (u) 



Rctircmcnt Plan, or which would be used to calculate an accrued benefit if the Participant were eligible to participate in the 

Rctircmcnt Plan but ( I )  excluding years prior to Participant's attainment of age 30, and (2) including service with any 

Affiliated Company prior t o  the Participant's most recently becoining a Participant eligible under this Plan, provided such 

servicc would otherwise be  counted under the Retirement Plan, but excluding any such service with an Affiliated Company 

perfonncd bcfore the Affiliated Company bccame an Affiliated Company, and (3) including Supplemental Years or Service 

granted to the Participant as set forth in Appendix A. In the event of a "Chatige in Control," and a Termination of Employment 

by PPL, or an Affiliated Company not for Cause, or a Tcnnination of Employment for Good Reason, all Supplemental Ycars of 

Service granted to the Participant as set forth in Appendix A shall become Years of Service and Ycars of  Vesting Service 

under the Plan, on a pro rata basis, as follows: 

( 1 )  For Supplemental Years of Service rcquiring a specified number of Years of Service, by multiplying the 

maxiniuin niiinber of Supplemental Years of  Service by actual Years of Service divided by the specified number of Years of 

Service otherwise required. 

(2) For Supplcmcntal Years of Service requiring attainment of a specified age, by multiplying the maximum number 

of Supplemental Years of Service by actual Years of Service divided by the number of Years of  Service that would have been 

attained if the Participant worked to the specificd age. 

"Year(s) of Vesting Service" means (1) the nuinbcr of full years used to calculate Participant's vested interest in his accrued 

bcnefit under the Retircment Plan, or which would be used if eligible under the Retirement Plan, but excluding any such 

service with an Affiliated Company perfonned bcforc the Affiliated Company bccame an Affiliated Company, and (2) the 

n~iinber of Supplemental Ycars of Service, if any, that may have becn granted to the Participant, as set forth in Appendix A. In 

the event of a "Change in Control," and a Termination of Employment by PPL. or an Affiliated Company not for Cause, or a 

Termination of Employment for Good Reason, all Supplemental Ycars of Service granted to the Participant as set forth in 

Appendix A shall becomc Years of  Service and Years of  Vesting Service under the Plan, on a pro rata basis, as follows: 

( 1 )  For Supplemental Years of Service requiring a specified number of Years of Service, by multiplying the 

maximum number of Supplemental Years of Scrvice by actual Years of Vesting Service divided by the specified number of 

Years of Service otherwise required. 

(2) For Supplemental Years of  Service requiring attainment of a specified age, by multiplying the maximum number 

of Supplemental Years of Service by actual Years of Vesting Service divided by the number of Years of Vesting Service that 

would have been attained if the Participant worked to the spccified age. 

(v) 



ARTICLE 111 

BEN E F 1 T&LlG I B I LI TY 

Benefit Eligibility . 

(c) Notwithstanding Section 3(a), in the event of a “Change in Control,” all Participants who have a Termination of Employment 

by PPL or an Affiliated Company not for Cause, or who have a Termination of Employment for Good Reason, shall be eligible 

for a Benefit. 

11. Except as provided for in this Amendment No. 5, all other provisions of the Plan shall remain in full force and effect. 

IN WITNESS WHEREOF, this Amendment No. 5 is  cxecutcd this ___ day of ,2012 

PPL SERVICES CORPORATION 

By:-.....- 
James E. Abel 
Senior Vice President - Finance 
and Treasurer 



Exhibit 12(a) 
PPL CORPORATION A N D  SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND 
PREFERRED STOCK DIVIDENDS 

(Millioris of DolIat-s) 

Earnings, as defined: 

Income Taxes 

investments o n  a cash basis 

Income from Continuing Operations Before 

Adjustment to reflect earnings from equity method 

Total fixed charges as below 
Less: 
Capitalized interest 
Prefened security distributions of subsidiaries 

on a pre-tax basis 
Interest expense and fixed charges related to 

discontinued operations 
Total fixed charges included in Income from 

Continuing Operations Before Income Taxes 

Total earnings 

201 1 201 0 2009 2008 2007 

$ 2,201 $ 1,239 $ 538 $ 1,273 $ 1,230 

1 7 1 2 
2,202 1,246 539 1,273 1,232 

1,022 698 513 568 609 

51 30 43 57 55 

23 21 24 27 23 

12 15 16 39 

945 63 5 43 1 468 492 

$ 3,147 $ 1,881 % 970 $ 1,741 $ 1,724 

- 3 

Fixed charges, as defined: 
Interest charges (a) $ 955 $ 637 $ 446 $ SI8  $ 56.5 

Preferred securities distributions of subsidiaries 

Fixed charges of ma,jorityowned share of 50% or 

Estimated intcrest component of operating rentals 44 39 42 22 21 

on a pre-tax basis 23 21 24 27 23 

less-owned persons 1 1 1 

Total fixed charges (b) 

Ratio of earnings to fixed charges 
Ratio of earnings to combined fixed charges and 

preferred stock dividends (c) 

$ 1,022 $ 698 $ 513 $ 568 $ 609 

3.1 2.7 1.9 3.1 2.8 

3.1 2.7 I .9 3. I 2.8 

(a) 
(b) 
(c) 

includes interest on long-term and short-term debt, as well as amortization of debt discount, expense and premium - net 
Interest on unrecognized tax benefits is not included in fixed charges 
PPL, the palent holding company, does not have any preferred stock outstanding; therefore, the ratio of earnings to combined fixed charges and preferred stock dividends i s  
the same as the ratio ol’enrnings to fixed charges 



Exhibit I2(b) 
PPL, ENERGY SUPPLY, LLC AND SUBSIDIARIES 

COMPUTATION O F  RATIO OF EARNINGS TO FIXED CHARGES 
(Millions cf Dollor.?) 

201 I 2010 2009 2008 2007 
Earnings, as defined: 

Income Taxes 

investments on a cash basis 

Income (Loss) from Continuing Operations Before 

Adjustments to reflect earnings from equity method 
$ 1,212 $ 881 $ (13) $ 671 $ 785 

1 7 1 2 
1,213 888 (12) 67 1 787 

Total fixed charges as below 259 426 364 390 388 
L,ess: 

Interest expense and fixed charges related to 
Capitalized interest 47 33 44 57 54 

3 147 I02 157 217 

209 246 21 8 176 117 

discontinued operations 
Total fixed charges includcd in Income from 

Continuing Operations Berore Income Taxes 

Total earnings 

Fixed charges, as defined: 
Interest charges (a) 
Estimated interest component of operating rentals 

$ 1,422 $ 1,134 $ 206 $ 847 $ 904 

$ 223 $ 387 $ 321 $ 374 $ 374 
25 38 42 15 14 

Fixed charges ofmajority-owned share of 50% or 
Icss-owned persons 1 1 I 

$ 259 $ 426 $ 364 $ 390 $ 388 Total fixed charges (b) 

2.7 0.6 2.2 2.3 - 5.5 Ratio of earnings to fixed charges 

, 
(b) 

Includes interest on long-term and short-lenn debt, as well as amortization of debt discount, expense and premium - net 
Interest on unrecognized tax benefits is not included in fixed charges. 



Exhibit 12(c) 
PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND 
PREFERRED STOCK DIVIDENDS 

(Milliorrr oJ Dollrr~”~) 

Earnings, as defined: 
lncome Before Incoine Taxes 

201 I 2010 2009 2008 2007 

$ 257 9; 192 $ 221 $ 278 $ 246 

105 102 121 114 143 Total fixed charges as  below 

Total enrnings $ 362 $ 294 R 342 $ 392 $ 389 

Fixed charges, as defined: 
Interest charges (a) $ 102 $ 101 $ 120 $ 113 $ 139 
Estimated interest component of operating rentals 3 1 1 1 4 

$ 105 $ 102 $ 121 $ 114 $ 143 

3.4 2.9 2.8 3.4 2.7 

Total fixed charges (b) 

Ratio of earnings to fixed charges 

Preferred stock dividend requirements on a pre-tax 

Fixed charges, as above 

Ratio of zarnings lo combined fixed charges and 

basis $ 21 $ 2.3 $ 28 $ 28 $ 27 
105 102 121 114 143 

$ 126 $ 125 $ 149 $ 142 $ 170 

preferred stock dividends 2.9 2.4 2.3 2.8 2.3 

-- Total fixed charges and preferred stock dividcnds 

_.__- 

(a) 
(b) 

Includes interesl on long-term and short-term debt, 3s well as amortizalion of  debt discounl, expense and premium - ne1 
Interest on unrecognized tax benefits is not included in fixed cliarges 



Exhibit 12(d) 
LG&E AND KU ENERGY LLC AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES 
(Milliom o/ Dollars) 

Earnings, as defined: 
Income from Continuing Operations 

Adjustment to reflect earnings from 
Before Income Taxes 

equity method investments on a cash 
basis 

Loss on impairment of goodwill 
Mark t o  market impact of derivative 

instruments 

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 charges 

Ratio of earnings to fixed charges 

Successor 
Year 2Months 

Ended Ended 
Dec. 31, Dec. 31, 

201 1 2010 

$ 419 $ 70 

2 
418 72 

153 25 

$ 571 $ 97 

$ 147 $ 24 

6 1 

$ 153 $ 25 

3.7 3.9 

Predecessor 
10 Months 

Ended 
Oct. 31, 

2010 2009 2008 2007 2006 
Year Ended December 31, 

(4) 1 1  (5) (2) 
1,493 1,806 

(20) (19) 34 
276 250 304 327 308 

158 186 199 1 IO 161 

$ 434 $ 436 $ 503 $ 497 tf, 469 

153 $ 176 $ 184 $ 15.5 $ 143 $ 

4 4 5 5 5 

5 10 10 10 
1 A 

$ 158 $ 186 $ 199 $ 170 $ 161 

2.7 2.3 2.5 2.9 2.9 

(a) Includes interest on long-term and short-term debt, as well as amortization of debt discount, expense and premium - net 



Exhibit 12(e) 
LOUISVILLE GAS AND ELECTRIC COMPANY 

COMPUTATION OF RATIO OF EARNINGS T O  COMBINED FIXED CHARGES 
(Millioiu o j  Dollat s) 

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) 
Estimated interest component of 
operating rentals 
Preferred stock dividends 

Total fixed charges 

Ratio of earnings to fixed charges 

Successor 
Year 2Months  

Ended Ended 
Dec. 31, Dec. 31, 

201 1 2010 

$ 195 $ 29 

1 
195 30 

46 8 

16 241 $ 38 

s 44 $ 8 

2 

$ 46 $ 8 

5.2 4.8 

Predecessor 
10 Months 

Ended 
Oct. 31, 

2010 2009 2008 2007 2006 

$ 167 $ 142 $ 131 $ I79 $ 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 $ 50 $ 41 

2 2 2 2 2 
1 4 

$ 40 $ 46 $ 60 $ 53 L- +7 

4.7 3.7 3.8 4.4 4.8 

(a) includes interest on long-term and short-term debt, as well as amortization of debt discount, expense and premium - net 



Exhibit 12(f) 
KENTIJCKY UTlLlTlES COMPANY 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES 
(Milliom o/ Dollon) 

Earnings, as defined: 
lncome Before lncome Taxes 
Adjustment to reflect earnings from 
" equity method investments on a cash 

Mark to market impact of derivative 
basis 

instruments 

Total fixed charges as below 

Total earnings 

Fixed charges, as defined: 
Interest charges (a) 
Estimated interest comnonent of 
operating rentals 

Total fixed charges 

Ratio of  earnings lo fixed charges 

Successor 
Year 2 Months 

Ended Ended 
Dec. 31, Dec. 31, 
201 1 201 0 

$ 282 $ 55 

281 55 

73 1 1  

$ 354 $ 66 

$ 70 $ 10 

3 1 

$ 73 $ 11 

4.8 6.0 

Predecessor 
10 Months 

Ended 
Oct. 31, 

201 0 2009 2008 2007 2006 
Year Ended December 31, 

$ 218 $ 200 $ 226 $ 244 $ 226 

1 ( 1 )  
214 212 225 239 224 

71 79 77 59 41 

285 $ 291 $ 302 $ 298 $ 265 $ 

$ 69 $ 76 $ 74 $ 57 $ 39 

2 3 3 3 2 

$ 71 $ 79 $ 77 $ 59 $ 41 

4.0 3.7 3.9 5.1 6.5 

-- 

'-) Includes interest on long-term and short-term debt, as well as amortization 01 debt discount, expense and premium - net 



PPL Corporation 
Subsidiaries of the Registrant 
At  December 31,201 I 

r o m p a n y  Name 
isiness Conducted under Same Name 

L.G&E and K11 Energy LLC 

Louisville Gas and Electric Company 

Kentucky Utilities Company 

PPL Electric lltilities Corporation 

PPL Energy Funding Cc-poration 

PPL Energy Supply, LLC 

PPL Investment Corporation 

PPL EnergyPltis, LLC 

PPL Generation, LLC 

PPL, Montour, LL.C 

PPL Susquehanna, LLC 

PPL Holtwood, L,LC 

PPL Montana Holdings, LLC 

PPL Montana, LLC 

PPL Global, L,LC 

MDC International Holdings, Inc 

PPL UK Holdings, LLC 

PPL, UK Resourccs Limited 

PPL WW Holdings L h i t e d  

Western Power Distribution L.LP 

Western Power Distribution (South West) PIC 

Western Power Distribution (South Wales) plc 

PPL. UK Investments L h i t e d  

PPL WEM Holdings plc 

Exhibit 21 

State  o r  Jurisdiction of 
IncorporationlFormation 

Kent iicky 

Kentucky 

Kentucky and Virginia 

Pennsylvania 

Pennsylvania 

Delaware 

Delaware 

Pennsylvania 

Delaware 

Delaware 

Delaware 

Uelaware 

Delaware 

Delaware 

Delaware 

Delaware 

Dclaware 

llnited Kingdom 

United Kingdom 

llnited Kingdom 

United Kingdom 

United Kingdom 

United Kingdom 

United Kingdom 



Exhibit 23(a) 

Consent of Independent Registered Public Accounting Firm 

We consent to the incorporation by reference in PPL, Corporation’s Registration Statement on Form S-3 No. 333-158200, the Registration 
Statement on Form S-3D No 333-161826, and the Registratio? Statements on Form S-8 (Nos. 333-02003, 333-1 12453, 333-1 10372,333-9596‘1, 
333-144047, and 333-175680) of our reports dated February 28, 2012; with respect to the csn;diciz:ed financial statements and schedule of PPL 
Corporation and the effectiveness of internal control ovcr financial reporting of PPL Corporation, included in this Annual Report (Form 10-K) 
for the  year ended December 3 1,201 1 .  

Is/ Ernst & Young L,L,P 

Philadelphia, Pennsylvania 
February 28,2012 



Ex hi bit 23( b) 

Consent of Independent Registered Public Accounting Firm 

WC consent to the incorporation by reference in PPL Energy Supply, LLC’s Registration Statement on Form S-3 No. 333-1.58200-02 of our 
report dated February 28 ,  2012, with respect to the consolidated financial statements of PPL Energy Supply, LLC, included in this Annual 
Report (Form IO-K) for the year ended December 3 I ,  201 I ~ 

Is/  Emst  & Young L,LP 

Philadelphia, Pennsylvania 
February 28,2012 



Exhibit 23(c) 

Consent of Independent Registered Public Accounting Firm 

We consent to the incorporation by reference in PPL Electric Utilities Corporation’s Registration Statement on Form S-3 No. 333-1.58200-01 of 
our report dated February 28, 201 2, with respect to the consolidated financial statements of PPL Electric Utilities Corporation, included in this 
Annual Report (Form 10-K) for the year  ended December 31,201 1. 

I s /  Ernst & Young L.LP 

Philadelphia, Pennsylvania 
February 28,20 I2 



Exhibit 23(d) 

Consent of Independent Registered Public Accounting Firm 

We hcreby consent to the incorporation by reference in PPL Corporation's Registration Statement on Form S-3 No. 333-158200, the Registration 
Statement on Form S-3D NO 333-161 826, and the Registration Statements on Form S-8 (Nos. 333-02003, 333-1 12453, 333-1 10372, 333-95967, 
333-144047, and 333-1 7.5680) of our reports dated February 2.5, 201 I ,  relating to the consolidated financial statements and financial statement 
schedule of L.G&E and KU Energy LLC, which appears in this Fonn 10-K. 

I s /  PricewaterhoiiseCoopers L.LP 

PriccwaterhouseCoopers LL.P 
L,oui sv i Ile, I< ent uc ky 
February 28.20 I2 



Exhibit 24 

PPL CORPORATION 

201 1 ANNUAL. REPORT 
TO THE SECURITIES AND EXCHANGE COMMISSION 

ON FORM 10-K 

PO-W E R O F  A-TZO-RN-EY 

The undersigned dircctors of PPL Corporation, a Pennsylvania corporation, that is to file with the Securities and Exchange 
Commission, Washington, D.C , under the provisions of the Securities Exchange Act of 1934, as amended, its Annual Report on Form 10-K for 
the year ended December 31, 201 1 ("Form 10-K Report"), d o  hereby appoint each of William H Spence, Paul A. Farr, Robert J.  Grey and 
Michael A. McGrail, and each of them, their true and lawful attorney, with power to act without the other and with full powcr of substitution and 
rerbstitution, to execute for them and in their names the Fonn 10-K Report and any and all amendments thereto, whether said amendments add 
to, delete from or otherwise alter the Form 10-K Report, or add or withdraw any exhibits or schedules to be filed therewith and any and all 
instruments in connection therewith. The undersigned hereby grant to each said attorney full power and authority to d o  and perform in the name 
of and on behalf of the undersigned, and in any and all capacities, any act and thing whatsoever required or necessary to be done in and about the 
premises, as fully and to all intents and purposes as the undersigned might do, hereby ratifying and approving the acts of each of the said 
attorneys. 

IN WITNESS WHEREOF, the undersigned have hereunto set their hands this day of February, 2012 

Is/ Frederick M. Bernthal 
Frederick M. Bernthal 

Is/ John W. Conway 
John W. Conway 

Is/ Steven G.  Elliott 
Steven G. Elliott 

Is/ Louise K. Goeser 
I ouise K. Goescr 

, Stuart E. Graham 
Stuart E. Graham 

Is/ Stuart Heydt 
Stuart Heydt 

/ S I  Venkata Ra.jamannar Madabhushi 
Venkata Rajamannar Madabhushi 

Is/ James 14. Miller 
James H. Miller 

Is/ Craig A. Rogerson 
Craig A. Rogerson 

Is/ William H.  Spence 
William H. Spence 

/ S I  Natica von Althann 
Natica von Althann 

- 

Is/ Keith H .  Williamson 
Keith H. Williamson 



Exhibit 3 I(a) 

CERTIFICATION 

1. WILLJAM H. SPENCE, certify that: 

I have reviewed this annual rcport on Form IO-K of PPL Corporation (the "registrant") Tor the year ended December 3 1, 20 1 1; 

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; 

Based on my knowledge, the financial statcments, 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 rcsponsitk for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a- 1 S(c) and 1 Sd-1 S(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a- I 5 ( f )  and 1 Sd- 15(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, t o  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 causcd 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 o f  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 pcriod covcrcd 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 rcport) that has materially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

b. 

c. 

d. 

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
functions): 

a All significant deficiencies and material weaknesses in the design or operation of internal 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 employees who have a significant role in thc registrant's 
internal control over financial reporting. 

b. 

Date: February 28, 20 1 2 /s/ William 1-1. Spencc 
William H. Spence 
President and Chief Executive Officer 
PPL Corporation 



Exhibit 3 1 (b) 

CERTl FICATION 

' PAUL A. FARR, certify that: 

I have reviewed this annual report on Form 10-K of PPL, Corporation (the "registrant") for the year ended December 3 1, 20 I 1, 

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; 

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 registrantk other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 1 3a- I S(e) and 1 Sd- I S(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-1 S( f )  and I 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 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 siich 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 acccpted 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 rn4 of the period covered by this report base2 vn such 
evaluation, and 

Disclosed in this report a n y  change in the registrant's internal control over financial reporting that occurrcd 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 reporling which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial infonnation; 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: February 28, 201 2 fsf Paul A. Farr 
Paul A. Farr 
Executive Vice President and Chief Financial Officer 
PPL Corporation 



Exhibit 3 I(c) 

CERTI FlCATlON 

JAMES H, MIL.LER, certify that 

I have reviewed this annual report on Form 10-K of PPL, Energy Supply, LLC (the "registrant") for the year ended December 3 I ,  201 I ;  

Based on my knowledge, this report does not contain any untrue statement of a inaterial fact or omit to state a material fact necessary to 
make the stateiiicnts made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this repoi t; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, restilts ofoperations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer and I a re  responsible for establishing and maintaining disclosure controls and prxedwes  (as 
defined in Exchange Act Rules 13a-I5(e) and 1 Sd- 1 S(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-IS(f) and 15d-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 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 intemal 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; 

Evaluatcd the effectiveness of the rcgistrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosuri: 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 
inost recent fiscal quarter (the registrant's fourth liscal 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 iegistrant's other certifying officer and 1 have disclosed, based on our most recent evaluation of intemal 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 liaud, whether or not material, that involves nianageinent or other employees who have a significant role in the registrant's 
intei nal control over financial reporting. 

b 

Date: February 28, 201 2 /s/ James H. Miller 
Jaincs H. Miller 
President 
PPL Energy Supply, L L C  



Exhibit 31(d) 

CERTIFICATION 

PAUL A. FARR, certify that: 

I have reviewed this annual report on Form 10-K of PPL Encrgy Supply, L.LC (the "registrant") for the year ended December 3 1,  201 1 ;  

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; 

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 peiiods presented in this report; 

The registrant's other certifying office; snd 1 are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-15(e) and I5d-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. 

Dcsigned such disclosure controls and procedures, or caused such disclosure controls and procedures to b e  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 inlernal control over financial reporting to be designed under 
o u r  supervision, to provide reasonable assitrance 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 
thc  effectiveness of the disclosure controls and procedures, ~r of tile 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. 

r; 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 over financial reporting. 

b 

Date: February 28, 201 2 Is/ Paul A. Farr 
Paul A. Farr 
Executive Vice President 
PPL Energy Supply, L.LC 



Exhibit 3 l{e) 

CERTIFICA-TION 

1 DAVID G. DECAMPLJ, certify that: 

I have reviewed this annual report on Form IO-K of  PPL Electric Utilities Corporation (the "registrant") for the year ended December 31, 
2011, 

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 a11 material 
respects the financial condition, results of operations and cash flows of the reListrarrt as of, and for, the periods presented in this report; 

2 

3 

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act  Rules 13a-I 5(e) and 15d- 15(e)) and internal control over financial reporting (as defined in Exchznge Act Rules 
13a-I5(f) and 15d-IS(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 inade known to 
us by others within those entities, particrilarly 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 prepaiation of  financial 
statements for external purposes in accordance with generally accepted accounting principles; 

Evaluated the ef'fectivcncss 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 ecaluation 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 con!rol over financial reporting which arc 
leasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

Any fratid, 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: February 28, 2012 /s/ David G. DeCampli 
David G. DeCampli 
Presiden t 
PPL. Electric Utilities Corporation 



Exhibit .31(f) 

CERTIFICATION 

"INCENT SORGI, certify that. 

1 I I have reviewed this annual report o n  Form 10°K of PPL Electric Utilities Corporation (the "registrant") for the year ended December 3 1, 
201 1 ;  

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 o f  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 inform2tion included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows ofthe registrant a s  of, and for, :be 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 I3a-I S(e) and 15d-I5(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. 

2 

3. 

4. 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supcrvision, 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 supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external piirposcs in accordance with generally accepted accounting principles; 

Evaliiated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions aboral 
the effectiveness or 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 o f  directors (or persons performing the equivalent 
functions): 

a. All significant deficicncics 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 information; and 

Any fraud, whether 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: February 28, 201 2 Is/ Vincent Sorgi 
Vincent Sorgi 
Vice President and Chief Accounting Officer 
PPL Electric Utilities Corporation 



Exhibit 31(g) 

CERTl FICATION 

1 VICTOR A.  STAFFIERI, certify that: 

I have reviewed this annual report on Form 10-K o f  L,G&E and KU Energy LLC (the "registrant") for the year ended December 3 I ,  201 I ;  

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 I Sd-I5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-I S(f) and 1 Sd-l 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 tinder 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 supervision, to provide rcasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements 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 contrd. and procedures, as of the end of the peri%! Lovered 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 rcpott) that has materially affected, or is 
reasonably likely to materially affect, the registrant's intcrnal 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 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 managenicnt or other employees who have a significant role in the registrant's 
internal control over financial reporting. 

b. 

Date: February 28, 201 2 Is/ Victor A. Staffieri 
Victor A. Staffieri 
Chairman, Presidcnt and Chief Executive Officer 
LG&E and K U  Energy LL,C 



Exhibit 3 I(h) 

CERTIFICATION 

1. KENT W. BLAKE, certify that: 

I have reviewed this annual report on Form IO-K of L.G&E and KU Energy LLC (the "registrant") for the year ended December 3 I ,  201 1; 

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 stateincnts 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 
respccts 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 maintairii.lg disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-IS(e) and 1 Sd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-I5(f) and lSd-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 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; 

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 generally accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presentcd in this report our conclusions about 
thc effcctivcncss of the disclosure controls and procedures, as of the end of h e  period covered by this report bawd on such 
evaluation: and 

0. 

c. 

d. Disclosed in this report any change in the rcgistrant's internal control over financial reporting that occurred during thc registrant's 
most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the rcgistrant's auditors and the audit committee of the rcgistrant's board of directors (or persons performing the equivalent 
functions). 

a. All significant deficiencies and material wcaknesses 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: February 28, 2012 /SI Kent W. Blake 
Kent W. Blake 
Chief Financial Officer 
LG&E and KLJ Energy L.LC 



Exhibit 31(i) 

CERTIFICATION 

I.  VICTOR A .  STAEFIERI, certify that: 

I have reviewed this annual report on Form 10-K of Louisville Gas and Electric Company (the "registrant") for the year ended 
December 3 1,20 1 1 ; 

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; 

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 ofoperations 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 15d-IS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-l5(f) and I5d- 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 e n s w e  that inaterial 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, t o  provide reasonable assurance regarding the reliability of  financial reporting and the preparation of financial 
slatemenls for external purposes in accordance with generally accepted accounting principles; 

Evaluated the effectiveness of  !ks registrant's disclosiire controls and procedures and presented in this report our conclusions about 
the effectiveness o f  the disclosure contids 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. 

i 

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 over  financial reporting. 

b. 

Date: February 28, 2012 Is1 Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 
L,ouisville Gas and Electric Company 



Exhibit 3 l(i) 

CEJRTIF!C-ATION 

I KENT W. BL.AKE, certify that: 

I have reviewed this annual report on Form IO-K of L.ouisville Gas and Electric Company (the "registrant") for the year ended 
Deceinber 3 I ,  20 1 1 ; 

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 statcinents 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 niv knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results ofo?era!ions and cash flows of  the registrant as  of, and for, the periods presentL.6 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- I S(e) and 1 Sd- 1 S(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 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 intcrnal 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 cffectiverless of the registrant's disclosure controls dnd procedures and presented in this report our conclusions about 
the effcctivencss of the disclcsure 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 
niost recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has inaterially 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 o f  directors (or persons performing the equivalent 
functions): 

a All significant deficiencies and material weaknesses in the design or operation o f  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, whcthcr or not material, ih31 involves inanageinent or othcr einployees who have a significant role in the registrant's 
internal control over financial reporting. 

b 

Date: February 28, 201 2 /s/ Kent W. Blake 
Kent W. Blake 
Chief Financial Officer 
L.ouisville Gas and Electric Company 



Exhibit 3 I(k) 

CERTIFICATION 

f VICTOR A. STAFFIERI, certify that: 

I have reviewed this annual report on Form 10-K of Kentucky Utilities Company (the "registrant") for the year ended December 31, 
201 I ;  

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 tinder 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, resul:; ofoperetions 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 I3a- 1 S(e) and I Sd- 1 5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-15(f) and ISd-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 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 
evalualion, 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 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 performing the equivalent 
functions): 

a. All significant deficiencies and material weaknesses in the design or operation ofintcrnal 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 
intei nal control over financial reporting 

b. 

Date: February 28, 201 2 / s /  Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 

' Kentucky Utilities Company 



Exhibit 31(1) 

CERTIFICATION 

' KENT W. BL.AKE, certify that: 

I have reviewed this annual report on Form 10-K of Kentucky Utilities Company (the "registrant") for the year ended December 3 1, 
201 1 ;  

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 perio.2 presented in this report; 

The registrants other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act R~iles 13a-1 S(e) and I Sd- I5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-I5(f) a n d  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 
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 
statemcnls for external purposes in accordance with generally accepted accounting principles; 

Evaluated tlip effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions Aout  
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 are 
reasonably likely to adversely affect the registrant's ability to record, proccss, 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: February 28, 201 2 Is/ Kent W. Blake 
Kent W. Blake 
Chief Financial Officer 
Kentucky IJtilitics Company 



Exhibit 32(a) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL CORPORATION'S FORM IO-K FOR THE YEAR ENDED DECEMBER 3 I ,  201 1 

In connection with the annual report on Form 10-K of PPL Corporation (the "Company") for the year ended December 31,201 I ,  as 
..red with the Securities and Exchange Commission on the date hereof (the "Covercd Report"), I ,  the principal executive officer of the Company, 
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 ofthe Sarbanes-Oxley Act of2002, hereby certify that: 

o The Covered Report fully complies with the requirements of Section 13(a) or lS(d) of the Securities Exchange Act of 

m 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: February 28, 2012 /s/ William H. Spence 
William H. Spence 
President and Chief Executive 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 Secilrities and Exchange Commission or its staff upon request. 



Exhibit 32(b) 
CERTIFICATE PURSlJANT TO 18 U.S.C. SECTION 1350 

FOR PPL CORPORATION'S FORM 10-K FOR THE YEAR ENDED DECEMBER 3 1,201 I 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the annual report o n  Form 10-K of PPL Corporation (the "Company") for the year ended December 3 I ,  201 I ,  as 
,ded 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 o f  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 

o 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: February 28, 2012 Is/ 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 furnished to the Securities and Exchange Commission or its sxaff upon request. 



Exhibit 32(c) 
CERTIFICATE PURSUANT TO I8 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT O F  2002 
FOR PPL. ENERGY SUPPLY, LL,C'S FORM 10-K FOR THE YEAR ENDED DECEMBER 31,201 1 

In connection with the annual report on Form 10-K of PPL Energy Supply, LLC (the "Company") for the year ended December 31, 
.JI 1, a s  filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I,  the principal executive officer of the 
Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

e 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 

The information contained in the Covered Report fairly presents, in all material respects, the financial condition and 
results of operations of the Company. 

o 

Date: February 28, 2012 /s/ James H. Miller 
Jaines H. Miller 
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 furnishcd to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(d) 
CERTIFICATE PURSUANT TO I8 US C. SECTION 13.50 

AS ADOPTED PURSlJANT TO SECTION 906 OF THE SARBANES-OXL.EY ACT OF 2002 
FOR PPL, ENERGY SUPPLY, L.L,C'S FORM IO-K FOR THE YEAR ENDED DECEMBER 31,201 I 

In connection with the annual report on Form IO-K of PPL Energy Supply, LL,C (the "Company") for the year ended December 31, 
11, as filed with the Securities and Exchange Commission on the date hereof(the "Covered Report"), 1, the principal financial officer of the 

Company, pursuant to 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 15(d) of the Securities Exchange Act of 
1934, as amended; and 

6) The information contained in the Covered Report fairly presents, in all material respects, the financial condition and 
results of operations of the Company. 

Date: February 28, 2012 Is1 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 PURSUANT TO 18 U.S.C. SECTION 13.50 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXL,EY ACT O F  2002 
FOR PPL EL.ECTRIC UTIL,ITIES CORPORATION'S FORM 10-K FOR THE YEAR ENDED DECEMBER 3 I, 201 I 

In connection with the annual report on Form 10-K of PPL Electric Utilities Corporation (the "Company") for the year ended 
;cember 3 1, 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 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 IS(d) of the Securities Exchange Act of  
1934, as amended; and 

e The information c o n t a i i d  in the Covered Report fairly presents, in all material respects, the financial condition and 
results of operations of the Company. 

Date: February 28,2012 /s/ David G. DeCarnpli 
David G .  DeCampli 
President 
PPL, Electric IJtilities 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(f) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PlJRSIJANT TO SECTION 906 O F  THE SARBANES-OXL,EY ACT OF 2002 
FOR PPL. ELECTRIC UTILITIES CORPORATION'S FORM 10-K FOR THE YEAR ENDED DECEMBER 3 1,201 I 

In connection with the annual report on Form 10-K of PPL Electric Utilities Corporation (the "Company") for the year ended 
Jecember 31,201 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: 

e The Covered Report fully complies with the requirements of Section 13(a) or 1S(d) of the Securities Exchange Act of 
1934, as amended; and 

e The information contained in the Covered Report fairly presents, in all material respects, the fhmcial  cmdition and 
results of operations o f  the Company. 

Date: February 28,2012 Is/ Vincent Sorgi 
Vincent Sorgi 
Vice President and Chief Accounting Officer 
PPL Electric Utilities Corporation 

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the 
Company and furnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(g) 
CERTIFICATE PURSIJANT TO 18 U.S.C. SECTION 1350 

FOR L.G&E AND KU ENERGY LL,C'S FORM 10-K FOR THE YEAR ENDED DECEMBER 31,201 1 
AS ADOPTED PURSUANT TO SECTION 906 O F  THE SARBANES-OXLEY ACT OF 2002 

In connection with the annual report on Form 10-K of LG&E and K U  Energy LLC (the "Company") for  the year ended December 31, 
-,JI 1 ,  as filed with the Securities and Exchange Commission o n  the date hereof (the "Covered Report"), 1, the principal executive officer of the 
Company, pursuant to I8 [J.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 IS(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 operatiuns of ;he Company. 

Date: February 28, 201 2 Is/ 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 furnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32th) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

F O R  LG&E AND KCJ ENERGY LLC'S FORM IO-K FOR THE YEAR ENDED DECEMBER 31,201 1 
AS ADOPTED PURSUANT TO SECTION 906 O F  THE SARBANES-OXLEY ACT OF 2002 

In connection with the annual report on Form 10-K of LG&E and KU Energy LLC (the "Company") for the year ended December 3 I ,  
Ld 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: 

The Covered Report fully complies with the requirements of Section I3(a) or 1 5(d) of the Securities Exchange Act o f  
1934, as amended; and 

o The information contained in the Covered Report fairly presents, in all material respects, the financial condition and 
resuits o f  operations of the Company. 

Date: February 28, 201 2 Is/ Kent W. Blake 
Kent W. Blake 
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 PlJRSUANT TO 18 U.S.C. SECTION 1350 

FOR LOUISVILLE GAS AND ELECTRIC COMPANY'S FORM 10-K FOR THE YEAR ENDED DECEMBER 3 1,201 1 

In connection with the annual report on Form IO-K of  Louisville Gas and Electric Company (the "Company") for the year ended 
,cember 31, 201 I ,  as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I ,  the principal executive 

AS ADOPTED PlJRSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

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 15(d) ofthe Securities Exchange Act of 

o The information contained in the Covered Report fairly presents, in all m a t x i d  respects, the financial condition and 

1934, as amended; and 

results of operations of the Company. 

Date: February 28,201 2 Is/  Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief Executive Officer 
Louisville Gas and Electric Company 

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the 
Company and furnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32G) 
CERTlFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

FOR LOUISVILLE GAS AND ELECTRIC COMPANY'S FORM 10-K FOR THE YEAR ENDED DECEMBER 31,201 1 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the annual report on Form 10-K of Louisville Gas and Electric Company (the "Company") for the year ended 
ecernber 3 I ,  201 I ,  as filed with the Securities and  Exchange Commission on the date hereof (the "Covered Report"), 1, the principal financial 

officer of  the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 o f  the Sarbanes-Oxley Act o f  2002, hereby 
certify that: 

e The Covered Report fully complies with the requirements of Section 13(a) or 1S(d) of the Securities Exchange Act of 
1934, as amended; and 

" 0  The-information contained in the Covered Report fairly presents, in all material respects, the financial condition and 
results of operations o f  the Company. 

Date: February 28, 2012 1st Kent W. Blake 
Kent W. Blake 
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 furnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(k) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PIJRSUANT TO SECTiON 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR KENTUCKY UTILITIES COMPANY'S FORM 10-K FOR THE YEAR ENDED DECEMBER 31,2011 

In connection with the annual report on Form 10-K of  Kentucky Utilities Company (the "Company") for the year ended December 31, 
, ~ 1 1 ,  as filed with [he Securilies and Exchange Commission on the date hereof (the "Covered Report"), 1, 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: 

b 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 

s The information contained in the Covered Report fairly presents, in all material respects, the financial condition and 
results of  operations of the Company. 

Date: February 28,2012 /s/ Victor A. Staffieri 
Victor A. Staffieri 
Chairman, President and Chief Executive O f i c e r  
Kentucky {Jtilities 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 rurnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(1) 
CERTIFICATE PURSUANT T O  18 U.S.C. SECTION 1.3.50 

FOR KENTIJCKY IJTlLlTlES COMPANY’S FORM 10-K FOR THE YEAR ENDED DECEMBER 31,201 1 
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the annual report on Form 10-K of Kentucky {Jtilities Company (the “Company”) for the year ended December 31, 
-dl 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 LJ.S.C. Section 1.350, 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 

s The information contained in the Covered Report fairly presents, in all material respects, the financial condition and 
results of operations of the Company. 

Date: February 28, 201 2 Is/ Kent W. Blake 
Kent W. Blake 
Chief Financial Oficer  
Kentucky [Jtilities 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. 





In 201 1, Louisville Gas and Electric Company (LG&E) transferred a transformer to Kentucky 
Utilities (KU) with a value of $157,494.05. Also in 2011, KU transferred construction 
equipment to LG&E with a value of $12,678.93. 





s 

Monthly invoices are prepared for reimbursement of non-fuel related expenses incurred by 
LG&E or KU for L,G&E, KU, LG&E and KU Services Company (LKS), LG&E and KU 
Energy LL,C (LICE) and subsidiaries. The invoices are provided to LKS, LKE, and subsidiaries 
by the business day of the subsequent month with payment due by the 13'h business day of 
the month. The invoices and cash disbursement requests related to fuel and fuel-related 
products are paid throughout the month whenever cumulative unreimbursed amounts of 
invoices exceed $1 million. All billings between the regulated utilities (LG&E/KU) and non- 
regulated entities (LKSLKE) are billed and settled on a net basis. 

In addition to the invoices, summary transaction listings are provided as supporting 
documentation of the expenses on each billing. A system-generated process from the Oracle 
General Ledger system provides the summary of the transactions that resulted in automatic 
intercompany transactions among companies. For fuel and fuel-related product transactions, a 
report fiom FueIworx, the Fuels Management System, provides a summary of the transactions 
that resulted in automatic intercompany transactions between the Companies. Monthly 
reconciliation and balancing procedures are performed for all entities receiving and providing 
intercompany charges to ensure the accuracy of such transactions. 

In addition, a monthly summary of charges fiom PPL Corporation and its subsidiaries is 
received by LKS. Certain of these transactions which are directly attributable to LG&E and KU 
are charged to LG&E and KU, but are billed and settled through LKS. In addition, LG&E and 
KU have service agreements in place to provide mutual assistance services and rental of data 
center facilities to subsidiaries of PPL Corporation. Mutual assistance services are billed by 
LG&E and KU to PPL, Electric Utilities, Inc. and settled through LKS. Data center rental is 
billed and settled by LKS on behalf of LG&E and KU to PPL, Services Corporation via PPL 
Energy Funding Corporation. 





s 

Monthly journal entries are prepared for off-system sales, off-system and native load purchases, 
and intercompany power sales and purchases between LG&E and KU. The After-the-Fact 
Billing system (AFR) is used to stack hourly energy, which allocates energy sources (generation 
and purchased power) to energy sinks (KU native load, LG&E native load and off-system sales 
(OSS)). The stacking is performed based on the energy cost where lowest cost energy is 
allocated to native load and highest cost energy is allocated to  OSS, consistent with the 
companies’ Power Supply System Agreement. 

Outputs from the AFB program (queries) are used as inputs into an Excel spreadsheet. The 
spreadsheet calculates the allocation of third party and intercompany purchases between LG&E 
and KTJ. It also calculates the split between native load and off-system purchases, and uses the 
generation expenses for both companies to calculate the allocation of OSS between the 
companies. 





Until November 20 11, LG&E and KU participated in the purchase of forward financial power 
transactions. As these transactions were either settled or re-valued throughout the month, the 
margin collateral requirements changed accordingly. At the end of each month, the increase or 
decrease to the Margin Cash Account (as well as the expense and income) was split between the 
two companies. The  settled swap portion of the Margin Cash Account was allocated based on 
the split of the generation expenses for LG&E and KTJ, as determined by AFB (After-the-Fact 
Billing). AFR is the system used to stack hourly energy, which allocates energy sources 
(generation and purchased power) to energy sinks (KU native load, LG&E native load, and off- 
system sales (OS$)). The stacking is performed based on the energy cost where lowest cost 
energy is allocated to native load and highest cost energy is allocated to OSS. The unsettled 
swap portion of the  Margin Cash Account (or Mark-to-Market) was allocated based on the 
forward 12 month rolling forecasted average of the split of the generation expenses for LG&E 
and KU. LG&E and KU no longer purchase forward financial power transactions and at 
December 3 1,20 1 1, there were no margin account balances. 





LG&E and KU constructed a 732 MW summer capacity coal-fired unit, TC2, which is jointly 
owned by LG&E (14.25%) and KU (60.75%), together with the Illinois Municipal Electric 
Agency and the Indiana Municipal Power Agency (combined 25%). With limited exceptions, 
LG&E and KU took care, custody and control of TC2 in January 201 1.The charges for the 
construction of Trimble County Unit 2 (TC2) are allocated among the joint owners according to 
their respective ownership percentages. IMEA and IMPA are billed 25% of the amounts 
allocated to both KU and LG&E in the current month. The actual capital costs for TC2 are 
booked in the current month through either the Accounts Payable system or manual accruals, 
depending on the timing of the invoices submitted. TC2 accruals are received from the Project 
Engineering department, posted and reversed in the subsequent month. True-ups of actual costs 
are performed on a quarterly basis to ensure that all allocation percentages are correct. 

Capital costs, fuel, and operating and maintenance expenses incurred only for use at TC2 are 
allocated according to the 19% LG&E, 81% KU gross ownership split. Capital costs, fueI and 
operating and maintenance expenses incurred for both TC2 and Trimble County Unit 1 (TCl), 
the existing coal-fired generating unit at the Trirnble County facility, are allocated based on the 
respective nameplate ratings (52% to LG&E and 48% to KU). Charges allocated to TCl are 
recorded 100% to LG&E. 





Expenses incurred for renting a portion of the LG&E Center are billed to affiliates of Louisville Gas 
and Electric for the occupation of office space by employees of LG&E and KU Services Company. 

The montMy allocation of rent expense for the LG&E Center (comprised of a portion of the 
basement, a portion of the first floor, the second floor, floors four through sixteen, the twenty-third 
floor, and common areas for which LG&E is billed) is based on the Number of Employees ratio as 
described in the Cost Allocation Manual and as calculated annually for the LG&E Center. Charges 
are allocated to L,G&E, KU and LG&E and K1J Capital LLC. The operation and maintenance 
portion of the accrual is based on a monthly charge which is billed to LG&E by Louisville Financial 
Associates, LLC. 





s 

LG&E and KU jointly own ten combustion turbines (CT) located at the Paddy’s Run facility, 
Trimble County Generating Station, and E. W. Brown facility. All operations and maintenance 
expenses attributable to the Paddy’s Run, Trimble County, and E.W. Brown CTs are accumulated 
and billed according to the percentage of ownership. The percentage of ownership and megawatt 
capacity is listed in the table below (capacity based on net summer capability). 

Facility MWCapacity LG&E KU 

Paddy’s Run 13 
Triinble County 6 
Trirnble County 7 
Trimble County 8 
Trimble County 9 
Trimble County 10 
E.W. Brown 5 
E.W. Brown 6 
E.W. Brown 7 

147 
I57 
157 
157 
157 
157 
112 
I46 
146 

53% 
29% 
3 7% 
37% 
37% 
37% 
53% 
3 8% 
38% 

47% 
71% 
63% 
63% 

63% 
47% 
62% 
62% 

63% 

Automated allocations are processed in the Oracle General Ledger system and generate 
intercompany transactions between LG&E and KU. All transactions flow through the intercompany 
receivable account. The costs for the Paddy’s Run and Trimble County CTs are accumulated in 
LG&E and transferred to KU per the ownership percentage. The costs for the E.W. Brown CTs are 
accumulated in KU and transferred to LG&E per the ownership percentage. 

When costs are accumulated in LG&E and transferred to KU, an intercompany receivable is debited 
and the appropriate expense is credited. KU debits the appropriate expense account and credits an 
intercompany receivable. When costs are accumulated in KU and transferred to LG&E, an 
intercompany receivable is debited and the appropriate expense is credited. LG&E debits the 
appropriate expense account and credits an intercompany receivable. The amounts are then netted 
to establish an intercompany receivable for KU or LG&E and an intercompany payable for LG&E 
or KU. 

Additionally, manual journal entries are prepared each month for the applicable portion of the 
gas used by the CTs. The journal entries split the gas cost between L,G&E and KU based on the 
percentage of ownership. 





AS 

For the convenience of our suppliers and customers for purchased power and off system sales, and 
due to generating units being jointly dispatched, KU and LG&E have combined their billing and 
payments. This gives the appearance of one company to customers and suppliers. 

Internally, sales and purchases are split between KU and LG&E and each company records its 
payable and receivable to  the appropriate account. This split i s  documented on a monthly 
spreadsheet from the Revenue Accounting and Analysis department. 

As LG&E makes payments to various vendors for purchased power, the disbursement request is 
split into the appropriate portions applicable to each company. L,G&E issues the payment through 
its Accounts Payable Department and bills KU for the expenditures made on behalf of KU. The 
Oracle General Ledger system automatically creates the Intercompany payable and receivable as 
transactions are posted. The amount KU owes L,G&E is included on the Intercompany billing from 
LG&E. 

As LG&E receives payments for power sales, the money received is split into the appropriate 
amounts for each company and a monthly journal entry for the cash received on behalf of KU is 
recorded to create a payable to KTJ. 

As payments are received by L,G&E (KTJ) for off system sales, some of the same customers may 
have sold power to LG&E (KU). For the customers’ convenience, when the contract allows, the 
payments are netted. Netted payments are booked by each utility as the gross amount of the 
receivable and payable so that cash received by LG&E (KU) reflects what was owed as both an 
Intercompany receivable and an Intercompany payable. 

In addition, certain other receivables and payables which benefit both LG&E and KU are processed 
through only one of the companies for convenience or efficiency. The cash received and 
disbursement requests are split into the appropriate portions applicable to each company. 

Intercompany receivables and payables are billed on the normal billing to the respective company 
and settled on the 13‘” business day of the month following the transaction. See Tab 3 for a 
description of the intercompany monthly invoices. 

Intercompany interest is calculated for these transactions that are paidheld and settled through 
Intercompany in compliance with service agreements. Interest is calculated on a daily-accumulated 
balance of monies received and paid by LG&E on behalf of KU, and vice versa. Interest is 
calculated from the day the money is received or paid through the day of the Intercompany cash 



settlement. The interest rate is a 360-day Goldnian Sachs rate, which is supplied by Treasury. A 
monthly journal entry is created to book the interest receivable/payable from this calculation. 
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PUHCA 2005 states that centralized service companies must maintain and make available to the 
FERC their books, accounts and other records in the specific manner and preserve them for the 
required periods as the FERC prescribes in Title 18 Code of Federal Regulations Part 368 of the 
FERC TJniform System of Accounts. These records must be in sufficient detail to permit 
examination, audit, and verification, as necessary and appropriate for the p oiectioii of utility 
customers with respect to jurisdictional rates. The purpose of this CAM is to document the 
methods, policies and procedures that Servco will follow in performing certain services for 
affiliate companies. In developing this CAM the overriding goal was to protect investors and 
consumers by ensuring the methods, policies and procedures contained in this CAM were 
PTJHCA 2005 compliant so that Servco costs are fully segregated, and fairly and equitably 
allocated among the affiliate companies. Servco was authorized to conduct business as a service 
company for LKE and its various subsidiaries and affiliates by order of the SEC on December 6, 
2000, and coinnienced operations January 1,2001. L,KE is a Kentucky limitcd liability company 
and the parent of KU and L,G&E. KU and L,G&.E are subject to tlie jurisdiction of and oversight 
by the KPSC. In addition, KIJ is sub.ject to the jurisdiction of and oversiglit by the VSCC and 
the Tcnnessee Regulatory Authority. Under Kentucky regulatory law, KU and LG&E are 
required to have a cost allocation manual on file with the KPSC. KTJ is required to have a 
services agreement for any affiliate transaction approved by the VSCC prior to the transaction. 

Periodic changes to the CAM may be necessary due to hture  management decisions, changes in 
the law, interpretations by state or federal regulatory bodies, changes in structure or activities of 
affiliates, or other internal procedures. 

11. CORP RGANIZATION 

OVERVIEW 

L,KE is an indirect wholly-owned subsidiary of PPL,, headquartered in Allentown, Pennsylvania. 
LKE has five direct subsidiaries: LG&,E, KU, LKC, LEM, and Servco. LKE has an affiliate 
relationship with L,KE Foundation due to overseeing all operations of the foundation. 

LKE and its utility subsidiaries are engaged principally in the generation, transmission, 
distribution and sale of electricity. LG&E is also engaged in the storage, distribution, and sale of 
natural gas. L,KE and its subsidiaries are subject to the regulatory provisions of PUHCA 2005. 
LGRrE and K1J are subject to regulation by the FERC and tlie KPSC. KU is also subject to 
regulation by state utility commissions in Virginia and Tennessee. 

UTILITY OPERATIONS 

LG&E, incorporated in Kentucky in 1913, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the storage, distribution and sale of 
natural gas. L,G&E is a wholly-owned subsidiary of LKE. LG&E supplies electricity and 
natural gas to customers in L,ouisville and adjacent areas in Kentucky. LG&E’s electric service 
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and KU Services Compa 

area covers approximately 700 square miles in 9 counties in Kentucky and its natural gas service 
area covers the same area and an additional 8 counties in Kentucky. 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. KU is a wholly-owned subsidiary of LKE. KU provides electricity to 
customers in 77 counties in central, southeastern and western Kentucky, to customers in 5 
counties in southwestern Virginia and io fewer than 5 customers in Tennessee. 

SERVICE COMPANY 

Servco, a Kentucky corporation, is a centralized service company registered under PUHCA 2005 
and is authorized to conduct business as a service company for LKE and its various subsidiaries 
and affiliates by order of the SEC dated December 6,2000, and conimencing operation January 
1 , 2001. Servco is the service company for affiliated entities, including L,KE, LG&E, KU, LKC, 
and LEM and provides a variety of administrative, management, engineering, construction, 
environmental and support services. Servco provides its services at cost, as permitted under 
PIJHCA 2005. 

Development of the Servco organization was predicated on the fact that if the employee 
performed activities benefiting more than one affiliate, that employee would become a part of the 
Servco organization. In many respects, employees working in typical finance, administrative and 
general, management and other support departments are fully subject to Servco organizational 
placement. 

Many operational employees dedicated to providing a service to just one affiliate, by definition, 
arc not subject to Servco placement. However management and support staff overseeing the 
business activities of more tlian one of these operational groups are subject to Servco placement. 

On September 30,20 10, Servco changed its legal name to LG&E and KU Services Company 
from E.ON U S .  Services Inc. 

OTHER BTJSINESS OPERATIONS 

LKE Foundation, a charitable foundation exempt from federal income tax under Section 
SO1 (c)(3) of the Internal Revenue Code, makes charitable contributions to qualified entities. 

L,KC is a holding company for other L,KE non-utility businesses which are generally inactive 
from an operational standpoint, but have certain remaining support or contingent business 
obligations. 

LEM is an inactive non-utility company. 

Servco transacts business for LKE Foundation, L,KC, LEM and PPL and its affiliates on behalf 
of LKE. 
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OVERVIEW 

LKE formed Servco, as a service company to provide services for affiliated companies. Servco 
and affiliated companies (or their parent entities) may enter into service agreements, which may 
establish the general terms and conditions for providing those sen  ices, including those 
mentioned in Section IV of the CAM. 

At formation certain LG&E, KU and LKE employees became employees of Servco and such 
employees continued to provide services to the regulated and non-regulated entities. 

Regulated affiliates receive serviccs at cost, pursuant to the service agreements. Non-regulated 
affiliates generally receive services at cost; however, certain services may permit pricing at fair- 
market value. The provisions included in contracts or service agreements govern transactions 
between Servco and the regulated and non-regulated affiliates. 

KU and LG&E are required by the KPSC and the VSCC to use the “stand alone” method for 
allocating their respective tax liabilities (or tax benefits) so that such tax liabilities (or tax 
benefits) will not exceed the tax liabilities (or tax benefits) each would incur if i t  filed its tax 
returns separately from the consolidated returns filed by PPL, Corporation. KU and L,G&E have 
filed a separate PPL, Corporation and Subsidiaries tax allocation agreement with the KPSC and 
the VSCC. The allocation of the respective tax liabilities (or tax benefits) of KTJ and LG&E 
therefore are not within the scope of this CAM. 

Definitions of Cost 

TurifjrRcite - The price charged to customers under applicable tariffs on file with federal 
or state regulatory commissions. 
Fair Market Value - The price held out by a providing entity to the general public in the 
normal course of business ( i s .  the price at which a reasonable buyer and a reasonable 
seller are willing to transact in the normal course of business). 
Cost - The charge used for transactions with affiliates for wliich no tariff rate or fair 
market value is applicable. Servco follows the definition of cost defined in PIJHCA 
2 00s I 

TV. DESC IPTION OF SERVICES 

The following table provides service descriptions along with the frequency of services provided 
and the primary affiliate receiving the services. See below for definitions of frequency and 
primary affiliates. The table also contains the cost assignment methods used to allocate costs for 
these services when necessary. Detailed descriptions of cost assignment methods are provided in 
Section V. 
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Definitions of Frequency 

Ongoing - Provided on a prearranged, continuous basis ( i s . ,  daily) 
Frequent - Provided as requested on a regular basis (ix., several times per month) 
Infrequent - Provided as requested on an irregular basis (ix., several times per year) 

Definitions of Primary Affiliates 

All charges by Servco to affiliated entities follow the principle of fully distributed cost. 
Primary affiliates receiving the service are designated below as: 

R - Regulated (LG&E and KU) 
NR - Non-regulated (LKC, L,EM and L,KE Foundation) 
A -  All 
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OVERVIEW 

The costs of services provided by Servco will be directly assigned, distributed or allocated by activity, 
project, program, work order or other appropriate basis. The primary basis for charges to affiliates is the 
direct charge method (see section VI for time reporting procedures). The methodologies listed below 
pertain to all other costs which are not directly assigned but which make up the h l ly  distributed cost of 
providing the service. 

Directly Assignable - Expenses incurred for activities and services exclusively for the benefit of 
one affiliate. In many respects, these types of expenses relate to non-Servco employees that 
perform dedicated services to one affiliate, although Servco employees also directly report where 
feasible. 

Directly Attributable - Expenses incurred for activities and services that benefit more than one 
affiliate and which can be apportioned using direct measures of costs causation. 

Indirectly Attributable - Expenses incurred for activities and services that benefit more than one 
affiliate and which can be apportioned using general measures of cost causation. 

Unattributable - Expenses or portions thereof incurred for activities and services that have been 
determined as not appropriate for apportionment. The unattributable portions of these costs relate 
primarily to activities such as corporate diversification, political or philanthropic endeavors and, 
as such, may be charged, in whole or in part, to L,KC. 
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Servco will allocate the costs of service among the affiliated companies using one of several methods 
that most accurately distributes the costs. The method of cost allocation varies based on the department 
rendering the service. Any of the methods may be adjusted for any known and reasonably quantifiable 
events, or at such time as may be required due to  significant changes in the business, but are generally 
determined annually. The assignment methods used by Sexvco are as follows: 

Contract Ratio - Based on the sum of the physical amount (Le. tons of coal, cubic feet of natural gas) 
of the contract for both coal and natural gas for the immediately preceding twelve consecutive calendar 
months, the numerator of which is for an operating company or an affected affiliate company and the 
denominator of which is for all operating companies and affected affiliate companies. This ratio is 
calculated on an annual basis. Any changes in the ratio will be determined no later than May 1 of the 
following calendar year, and charges to date will be reallocated for any significant changes in the ratio 
from that used in the prior year. 

Departmental Charge Ratio - A specific Servco department ratio based upon various factors. The 
departmental charge ratio typically applies to indirectly attributable costs such as departmental 
administrative, support, and/or material and supply costs that benefit more than one affiliate and that 
require allocation using general measures of cost causation. Methods for assignment are department- 
specific depending on the type of service being performed and are documented and monitored by the 
Budget Coordinators for each department. The numerator and denominator vary by department. The 
ratio is based upon various factors such as labor hours, labor dollars, departmental or entity headcount, 
capital expenditures, operations & maintenance costs, retail energy sales, charitable contributions, 
generating plant sites, average allocation of direct reports, net book value of utility plant, total line of 
business assets, electric capital expenditures, substation assets and transformer assets. These ratios are 
calculated on an annual basis. Any changes in these ratios will be determined no later than May 1 St of 
the following calendar ycar, and charges to date will be reallocated for any significant changes in any of 
these ratios from that used in the prior year. 

Electric Peak Load Ratio - Based on the slim of the monthly electric maximum system demands for 
the inimediately preceding twelve consecutive calendar months, the numerator of which is for an 
operating company and the denominator of which is for all operating companies. This ratio is calculated 
on an annual basis. Any changes in the ratio will be determined no later than May 1" of the following 
calendar year, and charges to date will be reallocated for any significant changes in the ratio from that 
used in the prior year. 

Energy Marketing Ratio - Based on the absolute value of megawatt hours purchased and sold for the 
immediately preceding twelve consecutive calendar months, the numerator of which is for an operating 
company or an affiliate and the denominator of which is for all operating companies and affected 
affiliate companies. This ratio is calculated on an annual basis. Any changes in the ratio will be 
determined no later than May 1'' of the following calendar year, and charges to date will be reallocated 
for any significant changes in the ratio from that used in the prior year. 
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and KU Services Corn 
Cost Allocation 

Generation Ratio - Based on the annual forecast of megawatt hours, the numerator of which is for an 
operating company or an affiliate and the denominator of which is for all operating companies and 
affected affiliate companies. This ratio is calculated on an annual basis. Any changes in the ratio will 
be determined no  later than May Is' of the following calendar year, and charges to date will be 
reallocated for any significant changes in the ratio from that used in the prior year. 

Non-Fuel Material and Services Expenditures - Based on non-he1 material and services 
expenditures, net of reimbursements, for the immediately preceding twelve consecutive calendar 
months. The numerator is equal to such expenditures for a specific entity and/or line-of-business as 
appropriate and the denominator is equal to such expenditures for all applicable entities. This ratio is 
calculated on an annual basis. Any changes in the ratio will be determined no later than May 1" of the 
following calendar year, and charges to date will be reallocated for any significant changes in the ratio 
from that used in the prior year. 

Number of Customers Ratio - Based on the number of retail electric and/or gas customers. This ratio 
will be determined based on the actual number of customers at the end of the previous calendar year. Zn 
some cases, the ratio may be calculated based on the type of customer ciass being served (i.e. 
Residential, Commercial or Industrial). The numerator is the total number of each Company's retail 
customers. The denominator is the total number of retail customers for both L,G&E and KU. This ratio 
is calculated on an annual basis, Any changes in the ratio will be determined no later than May 1 of the 
following calendar year, and charges to date will be reallocated for any significant changes in the ratio 
from that used in the prior year. 

Number of Employees Ratio - Based on the number of employees benefiting from the performance of 
a service. This ratio will be determined based on actual counts of applicable employees at the end of the 
previous calendar year. A two-step assignment methodology is utilized to properly allocate Servco 
employee costs to  the proper legal entity. The numerator for the first step of this ratio is the total 
number of employees for each specific company, and the denominator is the total number of employees 
for all companies in which an allocator is assigned (i.e. LG&E, K1J and Servco). For tlie second step, 
the ratio of Servco to total employees will then be allocated to tlie other companies (LG&E, KIJ and 
LKC) based on each company's ratio of labor dollars to total labor dollars. (LKC has no employees, but 
non-utility related labor is charged to it.) This ratio is calculated on an annual basis. Any changes in the 
ratio will be determined no later than May 1'' of the following calendar year, and charges to date will be 
reallocated for any significant changes in the ratio from that used in the prior year. 

Number of Meters Ratio - Based on the number or types of meters being utilized by all levels of 
cuscomer classes within the system for the immediately preceding twelve consecutive calendar months. 
The numerator is equal to the number of meters for each utility and the denominator is equal to the total 
meters for K.U and L,G&E. This ratio is calculated on an annual basis. Any changes in the ratio will be 
determined no later than May 1'' of the following calendar year, and charges to date will be reallocated 
for any significant changes in the ratio from that used in the prior year. 

Number of Transactions Ratio - Based on the sum of transactions occurring in the immediately 
preceding twelve consecutive calendar months, the numerator of which is for an operating company or 
an affected affiliate company and the denominator of which is for all operating companies and affected 
affiliate companies. For example, services pertaining to Materials Logistics would define the 
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transaction as the number of items ordered, picked and disbursed out of the warehouse. Services 
pertaining to Accounts Payable would define the transaction as the number of invoices processed. The 
Controller's organization is responsible for maintaining and monitoring specific product/service 
methodology documentation for actual transactions related to Servco billings. This ratio is calculated on 
an annual basis. Any changes in the ratio will be determined no later than May 1" of the following 
calendar year, and charges to date will be reallocated for any significant changes in the ratio from that 
used in the prior year. 

Project Ratio - Based on the total costs for any departmental or affiliate project for the immediately 
preceding twelve consecutive calendar months, the numerator of which is for an operating company or 
an affected affiliate company and the denominator of which is for all operating companies and affected 
affiliate companies. This ratio is calculated on an annual basis. Any changes in the ratio will be 
determined no later than May 1 of the following calendar year, and charges to date will be reallocated 
for any significant changes in the ratio from that used in the prior year. 

Retail Revenue Ratio - Based on utility revenues, excluding energy marketing revenues, for the 
immediately preceding twelve consecutive calendar months, the numerator of which is for an operating 
company or an affiliate and the denominator of which is for all operating companies and affected 
affiliate companies. This ratio is calculated on an annual basis. Any changes in the ratio will be 
determined no later than May 1 '' of the following calendar year, and charges to date will be reallocated 
for any significant changes in the ratio from that used in the prior year. 

Revenue Ratio - Based on the sum of the revenue for the immediately preceding twelve consecutive 
calendar montlis, the numerator of which is for an operating company or an affected affiliate company 
and the denominator of which is for all operating companies and affected affiliate companies. This ratio 
is calculated on an annual basis. Any changes in the ratio will be determined no later than May 1" of the 
following calendar year, and charges to date will be reallocated for any significant changes in the ratio 
from that used in the prior year. 

Revenue, Total Assets and Number of Employees Ratio - Based on an average of the revenue, total 
assets and number of employees ratios. This ratio is independently calculated for LG&E and KU. The 
numerator is the sum of Revenue Ratio, Total Assets Ratio and Number of Employees Ratio for the 
specific company. The denominator is three - the number of ratios being averaged. This ratio is 
calculated 011 an annual basis. Any changes in the ratio will be determined no later than May 1" of the 
following calendar year, and charges to date will be reallocated for any significant changes in the ratio 
from that used in the prior year. 

Total Assets Ratio - Based on the total assets at year end for the preceding year. In the event of joint 
ownership of a specific asset, asset ownership percentages are utilized to assign costs. The numerator is 
the total assets for each specific company at the end of the preceding year. The denominator is the sum 
of total assets for each company in which an allocator is assigned (LG&,E, KU and L,KC). This ratio is 
calculated on an annual basis. Any changes in the ratio will be determined no later than May 1" of the 
following calendar year, and charges to date will be reallocated for any significant changes in the ratio 
from that used in the prior year. 
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lant Assets Ratio - Based on the total utility plant assets at year end for the preceding 
year, the numerator of which is for an operating company or affected affiliate company and the 
denominator of which is for all operating Companies and affected affiliate companies. In the event of 
joint ownership of a specific asset, ownership percentages are utilized to assign costs. This ratio is 
calculated on an annual basis. Any changes in the ratio will be determined no later than May 1'' of the 
following calendar year, and charges to date will be reallocated for any significant changes in the ratio 
from that used in the prior year. 

Transportation Resource Management System Chargeback Ratio - Based on the costs associated 
with providing and operating transportation fleet for all affiliated companies including developing fleet 
policy, administering regulatory compliance programs, managing repair and maintenance of vehicles 
and procuring vehicles. Such rates are applied based on the specific equipment employment and the 
measured usage of services by the various company entities. This ratio is calculated monthly based on 
the actual transportation charges from the previous month. The numerator is the department labor 
charged to a specific company. The denominator is the total labor costs for the specific department. 
The ratio is then multiplied by the total transportation costs to determine the amount charged to each 
company. 

Utility Ownership Percentages - Based on the contractual ownership percentages of jointly-owned 
generating units. This ratio is updated as a result of a new jointly-owned generating unit, and is based on 
the total forecasted energy needs. The numerator is the specific company's forecasted incremental 
capacity and/or energy needs. The denominator is the total incremental capacity andor energy needs of 
all companies. 
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OVERVIEW 

Servco utilizes Oracle or other financial systems in which projecthask combinations are set up to 
equhie to services. In some cases, departments have set up many projects/tasks that map to 
services. In many cases, there is a one to one relationship between the project/task and the 
service. The Oracle system also automatically captures the home company (providing the 
service) and the charge company (receiving the service). Regardless of the method of reporting, 
charges related to specific services reside on the company receiving the service and therefore can 
be identified for billing purposes as well as for preparation of Servco financial statements. This 
ensures that: 

1 .  Separation of costs between regulated and non-regulated affiliates will be 
maintained 

2. Intercompariy transactions and related billings are structured so that non- 
regulated activities are not subsidized by regulated affiliates 

3. Adequate audit trails exist on the books and records 

BILLING POLICIES 

Billings for transactions between Servco and affiliates are issued on a timely basis with 
documentation sufficient to provide the receiving party with enough detail to understand the 
nature of the billing, the relevant components, and other information as required by affiliates. 
Financial settlements for transactions are made within 30 days. Interest charges, which are based 
011 market rates for similar maturities of similarly rated entities as of the date of the loan, may 
apply. 

ASSET TRANSFERS 

Unless otherwise permitted by regulatory authority or exception, (i) transfers or sales of assets 
from regulated affiliates to non-regulated affiliates will be priced at the greater of cost or fair 
market value; (ii) transfers or sales of assets from non-regulated affiliates to regulated affiliates 
will be priced at the lower of cost or fair market value and (iii) transfers of assets between 
regulated affiIiates shall be priced at no more than cost less depreciation. Settlement of liabilities 
will be treated in the same manner. 
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Servco has three methods of distribution to record employee salaries and wages while providing 
services for the affiliated entities: Positive time reporting, allocation time reporting and 
exception time reporting. Each department’s job activities will dictate the time reporting method 
used. 

Positive Time Reporting 

Positive time reporting or direct time reporting requires all employees in a department to track all 
chargeable hours every day. Time may be charged to the nearest quarter hour. 

Departments that have positive time reporting have labor-based activities that are easily trackable 
given the proj ect/task code combinations noted above. All employees are given appropriate 
project numbers that are associated with the service that is being provided. The proper coding 
for direct assignment of costs is on various source documents, including the Virtual Online Time 
System (VOL,TS) and disbursement requests. Each department or project manager is responsible 
for ensuring employees charge the appropriate charge codes for the services perfomikd. This 
form of time reporting is documented in the VOLTS, which upon completion, is approved by the 
employees’ immediate supervisor. 

Allocation Time Reporting 

Allocation time reporting allows for certain departments to set up a predefined aillocation 
percentage t o  affiliated company projecthsks. This is typically the case when the department is 
transaction-based, therefore, performing routine, similar tasks benefiting multiple affiliates. 
Each department will use its ratio (see ratio assignment listing in section V) that was assigned by 
its Budget Coordinator to allocate the appropriate time to individual charge numbers that are 
associated to that department’s services. Unless otherwise permitted by regulatory authority or 
exception, the selection of ratios and the calculation of allocation percentages should be derived 
from or bear relationship to an empirical analysis of a prior representative period. These 
a1 location percentages are reviewed on an annual basis to update to actual allocation percentages 
when needed. 

Exception Time Reporting 

If an employee was working on a completely new project that had not been defined within the 
monthly or annual allocation process, then the employee would be given the new allocation with 
projecthsk code, update his/her time allocation accordingly and get hidher manager’s approval. 
If an allocation from a previous pay period needs to be adjusted then that correction can be 
entered into the VOL,TS by using the “in and out’’ function. 
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a PPL company 

Mr. Joel H. Peck, Clerk 
Virginia State Corporation Commission 
Document Control Center 
1300 East Main Street 
Tyler Building - First Floor 
Riclmoml, Virginia 232 19 

April 3 0,20 12 

Old Dominion Power 
Company 
State Regulation and Rates 
220 West Maln Street 
PO Box 32010 
Louisvllle, Kentucky 40232 
www.fgeku .corn 

Rick E. Lovekamp 
Manager - Regulatory Affalrs 
T 502-627-3780 
F 502-627-3213 
rlck.fovekamp@lge-ku.com 

RE: Joint Petition of PPL Corporation, EON AG, E,ON US Iiivestinerits 
Corp., E O N  XJ.& 1,LC aticl Kentucky TJtiIities Csdpany d/b/a Old 
Doniinion Power Company for Appi-ovpl of an Acqiiisitioii of 
Control of Utilities (Cwe No. PUE-2010-00060) 

Kentucky Utilities Company, d/b/a. Old Domi~iion Power, For 
Approval of Affiliate ”raiisactions in Coiiiiection with Transfer of 
Otvnersliip and Control and Restructuring and Refinancing of Debt 
Pursuant to Chapter 4 of Title 56 of the Code of Virginia (Cnse No. 

. 

ai1B 

PUE-2010-00094) 

Dear Mr. Peck: 

Pursuant to Commission’s Orders in the aforeinentioned cases, Kentucky 
UtiIities Company (“KIJ”), d/b/a Old Dominion Power Company, (“ODP”), 
(collectively “the Companies”) hereby enclose an original and two (2) copies o f  
KI J’s, Annrrnl Report of AfJiliute ~*ansactions for the calendar year January 1, 
201 1 through December 3 1, 2011 as specifically mentioned in Ordering 
Paragraph No. 15 o f  the Comission’s Order, dated October 19, 2010, in Case 
No. PUE-20 10..00060. Also, enclosed are Annual Detailed Reconciliations as 
specifically mentioned in Paragraph No. 10 of the Commission’s Order, dated 
October 19, 2010 in Case No. PUE-2010-00094 for the 2010 tax year. The 

mailto:rlck.fovekamp@lge-ku.com


Mr. Joel H. Peck 
April 30,20 12 

Companies consider confidential the inforniation in the Annual Detuiled 
Reconcilintions and asks that this information be withheld fiom public 
disclosure. and be afforded the same protections afforded confidential 
information in formal proceedings. The inforniation for which KV is seeking 
confidential treatment is not known outside of the Company, and it is not 
disseminated within KU except to those employees with a legitimate business 
need l o  know the information. 

The Companies are simultaneously submitting a copy of this Annual Report of 
Afllictfe Dni~,~actioizs to the Commission’s Director of Public Utility 
Accounting. 

Please confirm your receipt of this filing by placing the File Stamp of your 
office on the enclosed extra copy and returning it to KT3 in the enclosed, self- 
addressed envelope, If you have any questions, please contact me or contact 
Don Harris at (502) 627-2021. 

Sincerely, 

Rick E. Lovekamp 

cc: Susan D. Larsen, Director, VSCC Division of Public IJtility 
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KENTUCKY UTiuriEs carmw 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LOUISVILLE GAS AND ELECTRIC COMPANY 

January 1,2011 -Dacernbar31,2011 

Kentucky Uliris Company, d/b/afOM Domlnbn Power Company, shaU file an Annual Raport of Aff i i te  Transacllons 
undartakon uith Louisvlb Gas and Electric fhmpany and LG&E and KU Solvlcos Company wih tho Dfreclor of 
Publlc Utilily AccounUng of the Commlsslon by no lalar than May 1 of each year, for the precedlng calendar year, 
beglnnlng May I, 1999. Such report shoukl Include he fobwlng Information: 
1) a$rale’s name; 
2) doscrlption of aach alllala arrangamenVegreamanl; 
3) dates of each elmiale arrangemenVagraemenI; 
4) lolal doltar amounl 01 each alfiliila errangemanVagreamenl; 
6) component cosls of aach arrangemanVagreamant whare services are provlded Io an elfillale 0.9.. diraclfiiCuect 

labor, fringe benelils, Iravelrhouslng, malerials, suppbs, Indlract rnlscellanaous expenses, eqUlpmenVlaCaitleS 
charges, and overheads); 

componenl Is delermhed; 

No. 10 

6) profit cornponenl of each arrangemanVagreamenlwhera selvlces are provMed lo an affillala and how such 

7) comparablo markot valuw and documenlalbn related to each arrangamenVegreemenl; 
8) parwnVdollar amount of each affiliate arrangarnenVagreamen1 charged to expanse andlor capital occounls; 
9) allocation basadfactors for allocaled cosls; 
10) llst and descrlpllon of each uliMy asset transfer over $250,000; and 
11) l i i t  by funcUonal group 01 ulility assols translots valuod loss than S250,OM). 

Exhibft NO. VASCC-IA 

RESPONSES; 
Loulsvilta Qas and Electrlc Company 

201 1 Utiiii Moniry Pool Agraamenl, Case Numbar: PUE-2011-00110 
Amended and Reslaled UliCty Seivlcas Agreement, Case Number: PUE-2Oll-OoO95 

Rccsmber!,2011B Dscembarff,2011, respecWely 

s 110,487,762.02 

Component cosls are: 

Dlracl - lndirecl Labor 
Fringe BenefifdOverheads 
EqulpmenVFacllitles 
Materia WFuels 
OulsMe Selvlcss 
Indirect Mscalkneous Expenses (Vouchers) 
Capltal Expenditures 
Powor Sc WPurchasos 

$ 886,994.92 
$ 1,011,019.62 
$ 346,132.66 
$ 3,054,537.50 
$ 456,634.95 
$ 62,104,474.88 
$ 10,225,974.97 
$ 32,401,992.52 
$ 110,487,762.02 

LGBE’s e n d  KU’s cos1 aliocalion pollcles are to usa at-cost pdclng lor aflliile transacUons. without any prom componenl. 

Transfers or sales of assals, goods or sarvlces belwean KU and LG&E are pk-ed al cosl, whkh approx’mates 
market valva. 

Ail wsls chargod lo LGBE are chargod lo Intercompany accounts. lhc breakdown of sonrlcLs provldcd by KU for 
LGBE consists 01 9.26% CapHal axpsnsa with a cost of $10,225,974.97 and 90.74% O&M expense with a cos1 of 
$foO,26 1,707.05. 

Allocalion parcanlages lor overhead calculaalionson hbor as appllcablo In 2011 are as follows: 
Part-lime Labor 1 1O.Wh 
Temporary Labor 16.96% 
FuE-Time Labor I10.00% 

AllocaUon percanlagas for overhead calcubllons on malarial lssued from Inventory In 201 1 are as follows: 
Slores, Fralghl & Handllng - T & D 25.QO% 

26.90% Stores, FrelghIB Handling - PrcducUon 

AUocation parcnnlagas on labor and non-labor for capital proJocls In 2011 ara as lollows: 
Chslructlon Overheads - DklribuUon 12.76% 
Conswcllon Overheads - Producton 0.13% 
Conswclion Ovarhaads - Transmlssbn 12.26% 
Adrnlnlstratha and General 1.73% 

Allocation purcnn(ages for ovorhaad calculallons on all hbor from deparlmenls lo whlch a vehlcle Is asslgned for201 1 are as fobws: 

There were no asset transfers over $250,000. 

Transfer of equlpment from K U  lo LGBE for Sf2.678.93 

TRMS 13.01% 



KENTUCKY OTILITIES COhlPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KO SERVICES COMPANY 
Jonuary 1,2011 - December 31,2011 

Kenlucky Ulllllles Campany, Wd Old Domidon P o w  ampany, shall file an Annual Report of AIfiliale Transaclions 
undeltaken wl'Au, Loulsvllle Gas and Elearic Company and LGBE and KU Services Company wilh (he Director of PubllC 
lllilily Accounllng of the Commlsston by no taler than May 1 of each year, for Ihe preceding calendar year, beglnnlng 
May 1,1891). Such report should Indude tho fdlovdng Informallon: 
1) slllale'e name; 
2) descriplion 01 each affiliate arrangemenVagreemenl; 
3) dslessf each alfiliale arr8ngemenVagreement; 
4) total dollar amounl of each allilialo errangemenUagrecmenl; 
5) componenl casts of each errangemenVagreemen! vrtwre SBMW are provided to an alfillale (Le., diredlindirecl 

labor, fringe beneli~s, travelhousing, malerials, supplies, Indirect miscellaneous ekpenses, eqvipmenUfadliUes 
dwrges, and overheads); 

6) prolit component of each anangemenVagreemsnt vhere services ere provided to an affiliate and how Such 
component Is delermined; 

7) comparable markel values and domentalion related lo  each arrangemenVagreement; 
8) percenVdoliar amount of each affiliate arrangomenVagreement charged to epenseand/or mpila! amunls; 
9) allocaUon basedladors for ellocaled costs; 
10) list and description of each ulilily asset transfer over $250,OOO; and 
11) list by funclionsl grow of utility assels transfers valued lcss lhan $250,000. 

No. 10 

\ 

RESPONSES 

ExHbl! No. VASCC-16 

1 

- 
LGBE and KU Senices Company 

2011 Utilily Money Pool Agreemenl, Case Number: PUE-2011~00110 
Amended and Reslated l l l l l i l y  Servlces Agreemenl, Case Number: PUE.2011-WO9S 

December 1,201 1 & Decernbor 8, 201 I, respectively 

$ 181,322,129.73 

Ccinponenl costs are: 

Direcl - Indirect hbor 
Fdnge BenafilsfOverheads 
EqulpmenUFadlities 
MalerialslFuttls 
OutSldQ SeMWS 
lndirecl tvliscellaneous Expenses (Vouchers) 
Capilal Expendilures 

$ 119,414.15 
$ 925,01049 

5 192,937.66 

$ 480,083,080.26 

$ 

s 
$ 1,627.17 

' $ 481,322,129.73 

KUs wsl allocaliw polides are lo use al-cos1 pr!dng for affiliale lransactlons, twlhoul 
any profit component. 

Transfers orsales of asseIs, gwds orsewices between KU and LG&E and KU Services Company are priced al ml, wNch 
ep+rodmales market value. 

All m l s  charged l o  LGBE and KU Sedces Company are charged lo  lnlercompany acGoun1s. The breakdown of services 
provided by KtJ for LG&E and KU Services Cwnpanyconslsls of .ooo3% Capllal expense with a wsl of $1,627.17 and 
99.9997% O&M emnse wllh a cost of $181,320,502.56. 

Atlocalion percenlages for overhead calmfalions on labor as applicable In 2011 are as follows: 
Ped-Time Labor 110.00% 
Temporary Labor 16.88% 
Full-Time Labor 1 10.00% 

Atlocalion prcenlages for overhead calculetions on material Issued from lnvenlery In 201 1 are as fdlo\vs: 
Slores, Frelght & Handling - T & D 
Sloros, Freighl& Handllng - Production 

Allocation percentages on labor and non-labor for capltat projecls In2010 are asfoilows: 
Conslrudlon Overheads - Dislribulion 12.75% 
Conslrucllon Overheads - Prcducllon 0.13% 
Conslruclion Overheads -Transmlsslon . 12.25% 
Adrnlnl<lrelive and General 1.73075 

25.90% 
25.90% 

Allocation perccnlagcs for 
TRMS 

' oveihead calculalions on all labor 

There were no ulllily asset transfers over $250,000. 

There were WJ utilily asset franslen less than $250,000. 

from depadmonls lo cNch a veMde 
13.91% 

is  assigned for 2011 are as follows: 



KENTUCKY UTILITIES COMPANY 
Exhibit No. VASCC-IC 

ANNUAL. REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KU SERVICES COMPANY (WESTERN KENTUCKY ENERGY CORP.) 

January 1,2011 -December 31,2011 

No. f I KentucKy Ulilities Conipany, Wal Old Dornlnlon Power Company, shall file an Annual Report ol Affillate Transacllons 
IndlrecUy undertaken for tho benefit of non-regulated afflllates vdth Ihe Dlrector of Public Ulilify Accounling 
of the C~mmlsslon by no later than May 1 of each year, for the preceding calendar year, beginning May 1,1999. 
Such report should Include the lollodng information: 
i )  non-regulated afiiliale's name; 
2) descdptlon of each tpe of servlce prodded; 
3) dates that each me of service was provided; 
4) total dollar value (cost for each lype of service provided); 
5)  component casls of each type of service provided (la, dirwUindlrect labor, lringe benefits, travelhouslng, matedals, 

supplies. lndlrect mlscellaneous expenses, equlpmenVfaclIilles charges. and ovaheads); 
6) profit component of each tlpe of service and how prolil component Is determined; and 
7) comparable market values and supportlng documenlalion for each type of service provided. 

RESPONSES 
1) LGBE end KU Services Company (Western Kentucky Energy Corp.) 

Arnended and Restated Ulility Services Agreement, Case Number: PlJE-2011-Oo095 

3) I HR Services (Medicare Subsidy Tme-up) Dec-11 

HR Servlces (Medicare Subsldy True-up) 
2) 

4) HR Services (Medicaro Substdy Two-up) 

5) Componon! costs are: 

DIrect - Indirect Labor 
Frlnge BenefitdOvertieads 
Equlpment/FaciliVqs 
MalerialdFuels 
Outslde Servlces 
lndirect Miscellaneous Expenses (Vouchers) 
Capital Expenditures 

s 40.42 
$ 10.42 

6) LGBE and KU Setvices Companys cost allocation policles are to use at-cost pricing for alfiliale transactlons, without 

Transfers or sales of assets, goods or services between KU and LGBE and KU Services Company are pdced al cos\, vrhlch 
approximates market value. 

, any prolit componenl. 

7) 



KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KU SERVICES COMPANY (LOW AND KlJ CAPITAL LLC) 

January 1,2011 - December 31,2011 

Exhibit No. VASCC-ID 

No. 11 Kenlucky Utilities Company, d/b/a/Old Domlnlon Power Chnpany, shall file an Annual Report of Affiliate Transactions 
indlrectly undertaken for the benefit of non-regulated afflllales with the Dlreclor of Public Ulfllly Accounling of 
the Commission by no laler than May 1 of eacb year, for tho preceding calendar year, beglnnlng May 1,1999. ~ 

Such report should lncludo tho following Information: 
1) non-regulated affiliate's name: 
2) descripllon of each type of servico provlded; 
3) dales that each type of service was provided; 
4)  lolal dollar value (cost for each type of service provided); 
5 )  component cosls of each type ol servlce provlded (Le., direcUindirect labor, fringo benoflls, travel/houslng, materials, 

supplies, indirecl miscellaneous expenses, equipmentnacllilles charges. and overheads): 
6) profil component of each type of service and how profit componenl Is delermlned; and 
7) comparable market values and supporllng documenlalion for each lype o i  service provided. 

RESPONSES: 
LG&E and KU Servlces Company (CG&E and KU Capltal LCC) 

Amended and Reslaled Ulilily Services Agreemenl, Case Number: PUE-2011-00095 
Compliance, Legal, and Envlronmental Affalrs Services 
l?istribullon Operetlons Servlces 
Corporate Finance and Treasury Setvices 
Energy Services 
HR Servlces 
ir Services 
Operating Services 
Rogulatory Affialrs and Govornemonl Aflalrs Managoment Services 
Transportation Sorvlces 

Compliance, Legal, and Environmental Affairs Services 
Dlstribution Operalions Services 
Corporate Finance and Treasury Servlces 
Energy Services 
HR Services 
IT Services 
Operallng Services 
Regulatory Ailialrs and Governement Aifairs Management Services 
Transportation Services 

Compliance, Legal, and Envlronmental Aflalrs Services 
Dlstnbulion Operalions Services 
Energy Services 
Corporate Flnance and Treasury Services 
f-IR Servlces 
IT Services 
Operaling Sorvices 
Regulatory Affiairs and Governemenl Affairs Managomonl Servlces 
Transportallon Services 

Componenl cosls are: 

Direct - lndirecl Labor 
Fringe Benelils/Overheads 
EqulpmenVFacllllies 
MaterialslFuels 
Outside Services 
lndirecl Miscellaneous Expenses (Vouchers) 
Capilal Expenditures 

December 201 1 
April, August, September, November 2011 
AprflJuly, September-November 201 1 
January - December 201 1 
January - December 201 1 
January- December 201 1 
July, December 201 I 
February, April, July, September, Novermber, December 201 1 
January, February, April, May201 1 

$ 73,600.00 
$ 7.35 
$ 45,026.1 1 
$ 26.60 
$ 36,042.84 
$ 1,004.85 
$ 385.92 
$ 252.4 1 

- $  12,639.71 
$ 168,985.89 

$ 13,928.50 
$ 45,279.82 
$ 6,363.62 

. $  40.56 
$ 84,756.11 
$ 18,435.98 

181.30- - $ 
$ 168,985.89 

LG&E and KU Servlces Company's cost allwallon pollcles are to use at-cost priclng for afflllale lransacllons, wlthoul 
any profit component. 

Transfers or sales of assets, goods or services belween KU and LG&E and KU Services Company are priced at cost, vrhlch 
approximales market value. 



KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KII SERVICES COMPANY (LG&E AND KlJ ENERGY LLC) 

January 1,2011 - December 31,2011 
’ 

Exhlbll NO. VASCC-1E 

No. 11 Kentucky lllililies Company, d / b M  Old Domlnlon Power Company, shall llle an Annual Report of Afliliale Transactions 
lndlreclly undertaken for Ihe benefit of non-regulated affiliates with Ihe Director of Public Ullllty Accounllng of 
(he CBrnrnisslon by no later than May 1 of each year, for the preceding calendar year, beglnnlng May 1,1999. 
Such report should Include Ihe following Informalion: 
1) non-regulated alflllale’s name; 
2) description of each lype of service provided; 
3) dates lhal each lype of service was provided; 
4) tolal dollar value (cos1 for each type of servlca provided); 
5 )  component cosls of each lype of service provided (Le., direcVindirecl labor, fringe beneli6, Iravahouslng, maledah 

supplles, Indirect miscellaneous expenses. equlpmenWacllitles charges, and overheads); 
6) profit component of each type 01 service and how prollt component Is determlned; end 
7) comparable market values end supportlng documentallon for each type of service provided. 

RESPONSES: 
LG&E and KlI Services Company (LG&E and KU EnerDy LLC) 

Money Pool transacllons are not Included In lhis filing but are Included in Case No. PUE.2009-00104 filed with VSCC on February29,2012. 

PPL and Consenllng Mombors of 11s ConsolIdaled Group Agreement for Flllng Consoildated Income Tax Returns and for Allocalion 
of Consalidaled Income Tex Llabllllles and Benetits, Case Number PUE-2010-00094 

Amended and Restaled LJlility Services Agreement, Case Number: PUE-2011-00095 
Corporate Tax and Payroll Organization Sorvices 

Corporate Finance end Treacury Services 
Energy Services 

Corporale Tax and Payroll Qrganlzatlon Services 
Corporale Finance and Treasury Servlces 
EnerOy Services 

June, September, Oclober-December 201 1 
January, Aprll, May, July 201 1 
September 201 1 

Corporate Taxand Payioll Organization Services 
Corporate Finance and Treasury Servlces 
Energy Servlces 

Component costs are: 

Direct - Indlrecl Labor 
Fringe BenslilslOverheads 
EquipmenVFecllltles 
Matorials/Fuels 
Oulside Services 
Indirect Mlscellaneous Expenses (Vouchers) 
Capllal Expendilures 

$ 16,299,670.00 
$ 534,902.50 
$ 0.20 
$ 15,834,572.70 ’ 

$ 
$ 
$ 
$ 
$ 
$ 15,834,572.70 

LG&E and KU Services Company’s cos1 allocation policles are lo  use al-cost pricing for affiliate transaclions, without 
any profit componenl. 

Translers or sales of assels, goods or services belween KU and LG&E and KU Services Company are priced at cost, which 
approximates market value. 



Exhibit No. VASCCIF 
KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
PPL ELECTRIC UTiLiTIES CORPORATION 

Janusty1,2011 -Decombor31,2011 

No. I O  Kentucky UliiUes Company, d/b/al Old Dornlnlon Power Company, shall file an Annual Report of M l l a k  TrsnsacUons 
undortaken viiul PPL. Electric UliliUes Corporallon with tho Dlrector of 
Public Ulllily Accounting of the Commlsslon by no laler lhan May 1 of each year, for Ihe preceding calendar year, 
beglnnhg May 1,201 1. Such report should hdude the folbdng Information: 
1) afSHate's name; 
2) desulplion of each aHfilale arrang~menVaureemenl; 
3) dales of each affiliate arrarlosmenVagreemen1: 
4) lolal dollar amounl of each affiliate armngemenVagreemenl: 
5) component cosls of each arrangamenVagrearnent %bere senke-s are. provlded lo 81  aflillale (Le., direcUindirecl 

labor, fringe benefils, IraveVhouslng. maledais. supplles. Indirect rnlscollaneous expenses, equlprnenVlaciEties 
diargas, and overheads); 

0) profit component of each arrangemenVagreament vhere services are provided lo an sifilale end h V  Such 
component Is determlned; 

7) comparable market values and documentallon relaled lo each arrangemenVagreemen1; 
8) percenVdollar amount of each allillale arrengornenUagreement charged lo expense andlor capital amunls; 
0) allocation basesllacfors fw allwaled wsls; 
IO) lis1 and desulpllon of each utility asset Lranster over $250,000; and 
11) llsl by funcljonal group of utility assels lmnsfers vdued less than $250,000. 

1 

PESPONSES: 
PPL Enorgy Funding Corporation, on behalf 01 PPL Eleclric ULliUes CorporaUon 

Mutual Asslslance Senrlce Agreement Case Numbei: PUE-2011-00095 (Ponding approval by the Pennsytvanla Public utility Commlsslon) 

November l+, 201 I 

s ~33.038.02 

Component wsis ere: 

Dlrecl - lndirecl Labor 
EqulprnenV Facilities 
Fringe Benefild Overheads 
Indirect Mlscollaneous Expenses (Vouchers) 
Malarfalsl Fuels 

$ 155,125.96 
s 34,217.70 
$ 35,166.19 
$ 2,716.22 
s 6,612.55 
$ 233,638.62 

KUs cost aliocsUon polldes are Io use al-cost pridng lor alfiflale Iransacllons, vAlhoui 
any profit componenl. 

Transfers or sa!es of assels, goods or servlms behveen KU and PPL Elecllc UtiliUes CocporaUon ere prioed al cod, wt1lch 
approxfrnales market value. 

All costs diarged to PPL Electric Ulililles Corprallon are charged io Intermnipany accounts. There ara no ws1s charged lo Cspilal or O8M expense. 

AllocaUon percenlages for overfiead calcolaUons on labor as appncable In 201 1 are as follorvs: 
Part-Tlnie Labor 110.00;5 
Temporary Labor 18 08% 
Full.Tlrne Labor I10.00% 

Abcatlon percenlages for overhead calculaUons on all labor from departments lo \vblch a vehlcle Is asslgned for 2011 are as foUows: 
TRMS t3,0i% 

There were no ulilily assel lransfars over $260,000. 

Them wero no utility asset lranslors less than $250,000. 



Exhlblt NO. VASCC-1G 
KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LOUISVILLE GAS AND ELECTRIC COMPANY (PPL EL.ECTRfC UTILITIES CORPORATION) 

January1,2011 -December 31,2011 

No, 10 Kentucky lllllitles Company, dlblal Old Domlnlon Povrer Company, shall llle an Annual Report ol Affiliate Transacllons 
undertaken vhlh Loulsvilla Gas and Electric Company and LG&E and KU Sewices Companyvrith the Dlreclorof 
Public Ulilily Accounllng of Ihe Comrnlsslon by no later than May 1 of each year, for the precedlng calendar year, 
beglnnlng May 1, 1099. Such report should Include the follovdng Informallon: 
1) alfiliale's name; 
2) dascriptlon of each alflllale arrangemenVagreernent; 
3) dates of each affillale arrangemenVagreemen!; 
4) total dollar amount of each alfiliale arrangemenVagreemenl; 
5) component costs of each arrangemenb'agreemenl where servlces are provlded lo an alfiliate (Le., direcVindlrect 

labor, fringe benefils, traveflhousing, materials, supplles, Indirect miscellaneous expenses, equlpmenVfacllilies 
charges, and overheads); 

6) prolit component of each arrangemenVagreernen1 where services are provided to an affiliete and how Such 
cornponenl is delermlned; 

7) comparable market values and c!ocumenlatlon related to each arrangemenVagraernenl; 
8) porcenlldollar amount of each ellillate arrangemenVagreernent charged to expanse and/orcapQal accounls: 
9) allocalion basadfactors lor allocaled costs; 
10) list and descn'ptlon of each ulillly asset lransler ovar $250,000; and 
11) list by funclional group of utility ossets lransfors valuod loss than $260,000. 

RESPONSES: 
1) Louisville Gas and Elec!n'c Company (PPL EnerQy Funding Corporation, on behalf of PPL Electric Ulililies CDrporallon) 

2) Mutual Asslstence Service Agreeman!, Case Number: PlJE-2011-00095 (Pending approval by the Pennsylvania Public Utility GommlSSiOn) 
Amended and Restated Utility Servfces Agreement, Case Number: PUE-2011-00095 

November 14,201 1 & December 9,201 1, respectively 3) 

4) $ 304.72 

5) Component costs are: 

Direct - Indirect Labor 
EqulprnenV Facilll,ias 
Frfnge Benelils/ Overheads 
Indirect Mlscelianeous Expenses (Vouchers) 
Maletialsl Fuels 

$ 

$ 
$ 
$ 

$ 304.72 

$ 304.72 

6) LG&E's and KU's cost allocallon pollcles are lo use at-cost pricing for allillate transacllons. without 
any profit ccmponenl. 

Transfers or sales 01 assels, goods or servlces batween KU and LG&E are prlced at cost, vlhlch 
approxlmates market value. 

7) 

8) All costs chargod to LG&E are charged lo Intercompany accounls. There are no cosls charged to Capital or O&M expense. 

Allocatlon percentages for ovorhoad calculatlons on all labor from departments to whlch a vehlcle Is asslgned lor 201 1 are as lollovvs: 
TRMS 13.91% 

9) 

10) 

11) 

There were no ullllly assel transfers over $250,000. 

There were no ufiiityasset Iranslers less then $250,000. 



Exhiblt No. VASCC-1H 
KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KU SERVICES COMPANY (PPL SERVICES CORPORATION) 

Januaryl,2011 -December31,2011 

No. 1 1 Kentucky Utlllties Company. W/a fOld  Domlnion Power Company, shall llle an Annual Report of Afliliate Transaclfons 
lndlreclly undertaken for the benefit of non-regulated efflllates with the Rlreclor of Public Utility Accounllng 
of the Commlssion byno laler than May 1 of each year, for the precedlng calendar year, beginning May 1,1999. 
Such report should lnolude the following information: 
1) non-regulated affiliate‘s name; 
2) deSCdpfiOn of each type ol servlce provlded; 
3) dates that each type 01 servlce was provided; 
4) total dollar value (cost for each type of service provlded); 
5) component costs of each fype of service provided @.e., dlrecthndlrecl labor, fringe henelits, travelhousing, materials, 

supplies, Indirect mlscellaneous expenses, equlpmenVfacllities charges, and overheads): 
6) profit component of each type of service and how profit component Is deferrnfned; and 
7) comparable rnarkel values and supporting documenlalion for each type 01 service provided. 

j7ESPONSES; 
1) LG&E and KU Servlces Company (PPL Energy Funding Corporalton, on behalf of PPI. Services Corporation) 

2) Hosting Services Agreement PPL Alternate Data Center, Case Number: PUE-2011-00095 
IT Sorvicos 

IT Servlces December 2C11 
3)* 

4) IT Services 

6 )  Component costs are: 

Direcl - lndirecl Labor 
EqulpmenV Facilities 
Fringe Benefits/ Overheads 
Indirect Miscellaneous Expenses (Vouchers) 
MblQi’falSl Fuels 

$ 874.95 
$ 874.95 

$ 1,987.61 

5 (1,112.69) 
s 

$ 
$ 874.95 

6) KU’s cost allocation policies are to use et-cost pricing for affiliate transactions, without 
any profit component. 

Transfers or sales 01 assets, goods or servlces between K U  and LG&E and KIJ Servlces Company are pn’ced at cost, whlch 
approximates market value. 

7) 



KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KU SERVICES COMPANY (PPL POWER INSURANCE, LTD.) 

danuaryl,  2011 -December 31,2011 

Exhlblt NO. VASCC-11 

No. 11 Kentucky UtilltleS Company, d/b/a/ Old Domlnlon Power Company, shall file an Annual Report of Afllllate Transactlons 
lndireclly undertaken for the bonefit of non-regulaled affilfates $*ifth the Director of Public Ulilily Accounting 
of tho Commission by no later then May 1 of each year, for the preceding calendar year, beglnning May 1, 1999. 
Such report should Include the following Inlormallon: 
11 non-regulated afflllate's name; 
2) descriptlon of each type of servlce provided; 
3) dales that each type of service was provided; 
4) total dollar value (cost for each type 01 servlce provlded); 
5 )  component cosls of each type of service provided (Le., direclhndirect labor, fringe benetits, travellhouslng, materials, 

supplies, indirect mlscellaneous expenses, equlpmentnacililles charges, and overheads); 
6) profit component of each type of servlce and how proflt component Is determlned; and 
7) comparable market values and supporting documenlalion for each type of sewlc6 provlded. 

L08E and KU Services Company (PPL Energy Funding Corporatlon, on behalf of PPL Power Insurance, Ltd.) 

Insurance Service Agreement, Case Number PUE-2010.00094 
Corporate Finance and Treasury Servlces (Insurance Refund: 

Corporate Ffnarice and TreasurvServIces (Insurance Refund: 

PESPONSES: 
1) 

2) 

November 201 1 

$ 44,591.67 
s 44,591 -67 

3) 

4) Corporate Finance and Treasury Sewices (Insurance Refund: -- 

5) Component costs are: 

Direct - Indirect Labor $ 
Equipment/ Facllltles $ 
Fringe Benefltsl Overheads $ 

Materlalsl Fuels $ 
Indirect Miscellaneous Expenses (Vouchers) $ 44,591.67 

$ 44,591.67 

6) KU's cost sllocatlon pollcles are to use at-cost pricing for afiiliate transactions, vhthoul 
any profit component. 

Transfers or seles of assels, goods or servlces between KU and LG&E and KU Services Company are priced at cost, which 
approximates market value. 

-4 



c 



KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFfLIATE TRANSACTIONS WITH 
LOUISVILLE GAS AND ELECTRIC COMPANY 

Januory 1,2011 - Dooember 31,2011 

Exhlblt No. VASCELA 

No. 10 Kentucky Utilities Company, cUb/dOld Domlnlon Power Company, shall file an Annual Report of Affillale Transaclions 
undertaken vhth Loulsvllle Gas end EtectdcCornpany and LG&E and KU Servlces Company vdth the Dlreclor of Public Ulillly 
Amunling of the Commlsslon by no later than May 1 of each year, for lhe preceding calendar year, beglnnlng May 1,1999.- 
Such report should Include the following information: 
1) atfiliate's name: 
zj description of each alfiliate arrangemenVagreement; 
3) dates of each affiliate arranbJnent'ag:cement; 
4) total dollar amounf of each afliiiate arrangemenVagreement; 
5) component costs of each arrangemenVagreement where services are provided to an efllllale (Le., direcllindirect labor, fringe 

benelils, travellhouslng, materials, supplies, Indlrect mfsceilaneous expenses, equIpmonVlacililies charges, and overheads); 
6) prolit component of each arrengernenVagreement whore services aie provldad to an alfiliale and how such component Is determlned; 
7) comparablo markot valuos and documentallon related lo each arrangemenl/sgreement; 
8) percenVdollar amount of each affiliate arrangemenVagreemonl charged to expense and/or capital amunts; 
9) ellocatlon basesffactors for allocated cosls; 
10) lis1 and desctipllon of each utility asset transfer over $250,000; and 
11) list by funcllonal group of utility assets transfers valued less than $250,000. 

RESPONSES. 
1) , Louisville Gas and Eleclrlc Company 

Amended and Restated Ulilily Services Agreement, Case Number; PUE-201100095 

December 9.2011 

$262,765,646.76 

component costs are: 

Direct - lndlrect Labor 
Fringe BenefitdOverheads 
EqulpmenllFaclllties 
Materials/Fuels 
Oulside Services 
Indirect Miscellaneous Expenses (Vouchers) 
Capild Expenditures 
Power SalesfPurchases 

$ 5,189,537.64 
$ 2,891,959.48 
$ 3,037,817.70 
$ 87,203,031.89 
$ 4,449,144.02 
$ 58,192,528.68 
$ 10,413,065.45 
$ 82,380,461.89 
$ 262,765.MG.75 

LG&E and KUs cost allocation policies ara to us0 at-cpst pricing for effiitale transactions, without any profit component. 

Transfers orsates of assets. goods or services between KU and LG&E are priced at cost, whlch approxlmatw 
mqtket value. 

NI costs received from LG&E are charged to the appropriate awpense or capllal account depending on the secvlce 
performed for KU. Total Capital expense was 7.39% with a cost of $19,413,065.45 and total O&M expense was 92.61% 
with a cost ofS243,352,481.30. 

Allocation percentages for overhead calculaUons on labor as applfcable In 201 1 are es follows: 
Part-Time Labar 111.29% 
Temporary Labor 1G.9096 
Full-Time Labor 111.29% 

Allocation percentages for oveihead calculalions on materlal Issued from Inventory In 201 1 are as follo~vs: 
Slores, Frelght & Handling - T & D 
Stores, Freight & Handling - Production 

Aliocallon percentagos on labor and non-labor for capllal proJecls in 2011 are as follows: 
Constmcficn Overheads - Dlslrib~lion 14.60% 
Conslructlon Overheads - Productlon 0.62% 
Conslructlon Overheads - Transmlsslon 22.50% 
Admintslrative and General 1.10% 

Allocation percentaga for overhead calculations on ell labor from departments lo h l c h  a vehlcle IS assigned for 201 1 are as follows: 
TRMS 7.45% 

There were no asset lranslers overS250,OOO. 

Transfer of transformer from LG&E to KIJ for $157,494.05 

16.00% 
16.00% 



KENTUCKY UTILITIES COMPANY 
Exhlblt NO. VASGG-2B 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KII SERVICES COMPANY 
January 1,2011 - I)ecember31,2011 

No. 10 Kentucky Utllllies Company, dib/a/Old Oomlnlon Power Company, shall file an Annual Report of Afllllate Transaclions 
undertaken with Louisville Gas and Eleclfic Company and LG&E and KU Services Company vhth the Director Of Public ullllty 
Accounling of the Commlsslon by no later than May 1 of each year, for the preceding calendar year, beglnnlng May 1, 1999. 
Such report should Include the lollowing Information: 
1) afliliate's name; 
2) descriplfon 0: ssch afrl%Ie arrangementlagreement; 
3) dales of each afliliate arrangementlagreemen1; 
4) tolal dollar amount of each affillate arrengemenVagreement; 
5) component cosls of each arrangementlagreement where services are provided to an afliliate (I& direcVindirec1 labor, fringe 

banelits, travelhousing, materials, supplies, Indlrecf mlscelfaneous expenses. equiprnenUfacllilies charges, and overheads); 
6) prolit component of each arrangementlagreement where services are provided to an allillale and how such component Is delermlned: 
7) comparable market values and documentation related lo each arrangementlagreemenl; 
8) percenVdoItar amounl of each alliliale arrangementlagreement charged to expense and/or capilal accounts; 
9) allocation basesllactors for allocaled costs; 
10) list and description of each ulllilyassel lransler over $250,000; and 
11) list by lunclional group of utilily assels transfers valued less then $250,000. 

RESPONSES: 
LG&E and KU Setvlces Company 

Amended and Rostalod lltlllty Sorvlces Agreemenl, Case Number. PUE-2011-00095 
Ullllly Services Agreemenl for Thlrd-Pnrly Vend31 iosls, Case Numbor: PlJE-2011-00095 

December 9,201 1 & December 6,201 I,  respectively 

$666,798,317.83 

Component cosls are: 

Direct - Indlrect Labor $ 47,106,850.63 
Chari!able/Community Contributions $ 776,911.29 
FringP BenelildOverheads $ 53,258,952.71 
EquiprnenVFacllltles $ 17,285,702.21 
MaterialdFueIs $ 476,452,851.34 
Outslde Services $ 27,262,624.85 
Indirect Miscellaneous Expenses (Vouchers) $ 14,251,416.'44 
Capllal Expenditures $ 30,403,008.36 

$ 666,798,317.83 

LG&E and KIJ Services Companys cost allocation policies are to use at-cost pricing for alfllia!e transacllons, without 
any prolit component. 

Transfers or sales 01 assets, goods or services between KU and LG&E and KU Services Company are priced at cost, which 
approxlmales market value. 

All cosls received from LG&E and KU Setvlces Company are charged to the appropdate expense or caplfaf account depending on Ihe 
service performed for KU. Tolal Capilal expense was 4.56% with a cost of $30,403,008.36 and total O&M expense was 95.44% 
with a cost of $636,395,309.47. 

Allocation percontages for overhoad calculallons on labor as applicable In 2011 are as lollows: 
Part-Time Labor 85.7 1 % 
TQmpOraly Labor 20.51% 
Full-Tlme Labor 65.71% 

Allocation percentages for overhead calculations on all labor from departments to which a vehlcle Is assigned for 201 1 are as follov~s: 
TRMS 3.08% 

There were no utility asset transfers over $250,000. 

There were no ullllty asset transfers under $250,000. 



KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KU SERVICES COMPANY (LG&E AND KU CAPlTAL LLC) 

January I, 2011 . December 31,2011 

Exhlblt NO. VASCC-2C 

No. 1 1  Kentucky Ulilities Company, d/b/a/Old Domlnlon Povmr Company, shall file an Annual Reporf of Afiiffate Transactions 
lndlrcclly undertaken for the benefit of non-regulaled affiliates 14th Ihe Dlreotor of Publlc Utility Accountlng 
of the CXmmission by no later than May 1 of each year, for the preceding calendar year, beglnnlng May 1,1099. 
Such report should Include the following Informallon: 
1) non-regulated ailillale's name; 
2) dascriptlon of each type ol service provided; 

4) total dollar value (cost for each t p e  of service prohded); 
5) component cosls 01 each lypa 01 service provlded (Le.. dlrecthdlrecl labor, fringe benelils, IraveVhouslng, materials, 

supplles, Indirect miscellaneous expenses, equipmenVlaci!ities charges, and overhaads); ~ 

6) profit component of each type of service and how prolil component Is delermined; and 
7) comparable market valu'as and supportlng documentatlon for each we 01 service provlded. 

3) dales that each type of service was pmvided; " .  

RESPONSES: 
1) LG&E and M J  Servlces Company (LCIBE and KU Capllal LLC) 

Amended and Restated [Jtility Services Agreement, Case Number: PUE-2011-00095 
Complianco, Legal, and Enviconmenlal Aflalrs Servlces 
Corporate Finance and Treasury Services 
Energy Services 
IT Servicas 

.Regulatory Alfalrs and Government Aiialrs Management Services 
Retail Buslness Servlces 

Chnpliance, Legal, and Environmental Affalrs Servlces 
Corporate Flnance and Treasury Services 
Energy Senrices 
IT Seivices 
Regulatory Aflairs and Government Affair6 Management Services 
Relall Buslness Sen&& 
Controller Organlzation Servlces 

Compliance. Legal, and Envjronmenlal Affalrs Services 
Corporate Finance and Treasury Servlces 
Energy Services 
IT Servicxs 
Regulatory Affairs and Government Alfalrs Management Services 
Relall Business Sarvices 
Controller Organlzallon Servlces 

Component cosls are: 

DIrect - Indirect Labor 
Fringe BenefiIslOverheads 
EquiprnenVFacttilles 
MaterialdFuels 
Outside Services 
lndlrect Miscellaneous Expenses (Vouchers) 
Capllal Expenditures 

January, MayDecember 201 1 
January, April, June, July, August 201 1 
September 2011 
May2011 
January-April, July-December 201 1 
February, March 201 1 
October 201 1 

5 76,974.59 
5 114,465.80 
$ 8.91 
$ 1IS.M 
$ 2,576.20 
s 152.83 
s 210.25 
.$ 194,507.62 
I_-- 

$ 8.91 
s 
s 
$ 150.83 
$ 76,200.00 s 119,099.58 
$ 48.30- 
$ 194,507.62 

LG&E and KU Services Company's cost allocation policies are lo use at-cost pricing for eiiiliate transactions, wilhoul 
any profit componenl. 

Transfers o r  sales 01 essels, goods or services bekreen KU and LG&E end KU Services Company are pdced at cost, whlch 
approximates market value. 



Exhlblf No. VASCC-2D 
KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KU SERVICES COMPANY (LG&E AND KU ENERGY LLC) 

January 1,2011 - December 31,2011 

Kentucky lJlllilies Cmmpany, d/b/a/Old Dominlon Power Ckxnpany, shall file an Annual Report 01 AflilleteTransacllons 
indirecliy underteken for the bonefil of non-regulated aflillales s i lh  the Director of Public Utillly Accounting 
of the C>ommlsslon by no later than May 1 of each year, for the preceding calendar year, beglnnlng May 1,1999. 
Such report should include Ihe following Informallon: 
1) non-regulated efliilale's name; 
2) dsscdption of each fype of service provided; 
3) dales that each type 01 servlce was pmvtded, 
4) total dollar value (cost for each type of service provided); 
5) component costs of each lype of servlce provlded (I.o., direcfindlrecl labor, fringe benellls, lrave(/houslng, malen'als, 

supplies, Indirect rnfscellaneous expenses, equlpmenUfacilities charges, and overheads); 
6) prollt component of each type of service and how prollt componenl Is deterrnlned; and 
7) comparable rnarkel values and supporting documonlalion for each type 01 service provlded. 

No. 11 

RESPONSES: 
LG&E and KU Sorvicos Campany (LG&E and KU Enorgy LLC) 

Amended and Restated lll i l i ly Servlces Agreemenl. Case Number: PUE-2011-00095 

PPL. and Consenting Mombers of Its Consolidated Group Agreement lor Filing Consolldaled Income Tax Returns and for Allocalion 
of Consolldaled Income Tax Llabililles end Benefifs, Case Number PlJE-2010-00094 

Corporate Flnaqcs and Treaou!)' Services 

Corporale Tax and Payroll Organization SelLices 

Corporate Finance and Treasury Servlces 
Corporate Tax and Payroll Organlzellon Servlces 

Corporale'Flnance and Treasury Services 
Corporate Tax and Payroll Organlzetlon Servlces 

Component costs are: 

Direct - lndlrect Labor 
Fringe BenefildOverheads ' 

EquipmenVFacliltlos 
MaledaldFuels 
Oulslde Services 
lndirecl Mlscellaneous Expenses (Vouchers) 
Tax Selllemenls 
Capltal Expenditures 

January, May201I 
March, April, June, September, October, December 2011 

S 191,473.44 
$ 3f,739;410.00 
$ 31,930,883.44 ' 

$ 
$ 
$ 
$ 
$ 

$ 
$ 

$ 31,930,883.44 

$ 31,930,883.44 ' 
LG&E end KU Servlces Company's cast ellocallon pollcles are to use al.cost pricing for alliliate transactions, viithout 
any profit component. 

Translers or sales of assets, goods or servlces between KU and LG&E and I<U SeMces Company are priced at cost, whlch 
approxlmates rnarhef value. 

--__I ' Money Pool transactions are not Included In thls filing but are Included In Case No. PUE-ZM)9-00104 flied with VSCC on February 29,2012. 



KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KU SERVICES COMPANY (PPL SERVICES CORPORATION) 

January 1,2011 -December 31,201 1 

Exhibit No. VASCC.BE 

No. 11 Kentucky Utilities Company, dlblalOld Domlnlon Power Company, shall file an Annual Report of Affiliate Transacttons 
lndlreclly undertaken for Ihe benefit of non-regulaled afliliates with the Director of Publlc Utllily Accounting 
of the Commlsslon by no laler than May 1 01 each year, for the precedlng calendar year, beginning May 1, 1999. 
Such reporl should Include the following Inforrnatlon: 
1) non-regulated Gillate's name: 
2) description of each type of servlce provided: 
3) dates that each type of service was provided; 
4) total dollar value (cost for each type of servlce provided); 
6) component cosls 01 each type 01 service provided (lee., dlrecVindlrect labor, fringe benefits, Iravellhouslng, materials, 

supplies, Indirect mlscellaneous expenses, equlpmenUlacllities charges, and overheads): 
6) profit component 01 each lype of service and how profit component Is dotermlned; and 
7) comparable marhet values ond supporting documentation for each type of servlce provided. 

B E S P O N S m  
1) LG&E and KU Services Company (PPL Energy Funding Carporallon, on behalf of PPL Services Corporation) 

Amended and Restated Utllity Services Agreemenl, Case Number. PUE-2011-00095 

Utility Services Agreement for Third-party Vendor Costs, Case Number: PUE-2011-OOC95 
Corporate Finance and Treasury Services 

Executlve Management Services 

2) 

Corporate Finance and Treasury Servlces 
Executive Management Servlces 

Corporate Finance and Treasury Services 
Executlve Management Servlces 

March - October 201 I 
January - December 201 1 

$ 591,966.61 
$ 335,411.74 
$ 927,370.35 

5) Component costs are: 

Credit Services $ 27,55582 
EEI Dues $ 335,411.74 

$ 564,410.79 Flnanclng Costs 
$ 927,378,35 
----_I 

6) LG&E and KLJ Services Company's cost eilocatlon policies are to use at-cost pricing for allillate transacllons, wilhoul 
any prolll component. 

Translers or sales of assets, goods or servlces between KU and LG&E and KU Servlces Company are priced at cost, which 
approxlmates market value. 

7) 

. r.. 



Exhlblt No. VASCG2F 
KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KU SERVICES COMPANY (PPL ENERGY SUPPLY, LLC) 

January 1,2011 -December 31,2011 

Kentucky lllilitles Company, d/b/a/ Old Domlnlon Power Company, shall flle an Annual Reporl of Affillate Transacllons 
lndireclly undertaken lor h e  benellt of nomregulaled allillales with lhe Dlrecior of Publlc Ulilily Accounting 
of Ihe Commtssion by nolater than May i of each year, for the precedlng calendar year, beglnnlng May 1,1999. 
Such report should include Ihe following Informallon: 
I )  non-regulated alflllate's name; 
2) descriptlon of each type of servlce provided; 
3) dabs  that each type of service was provided; 
4) total dollar value (cos! for each type of service provlded); 
5) componenl costs of each type 01 service provlded (Le., dlrecfindirecl labor, fringe benolils, Iravellhouslng, maletlals, 

supplies, lndlrect mlscellanoous expenses, equlpmenVlacllitles charges, and overheads); 
6) profit componenl of each type of servlce and how profit component Is deterrnlned; and 
7) comparable market values and supporflng documentation for each type of servlce provided. 

No. 11 

RESPONSES: 
1) LG&E and KU Servicos Company (PPL Energy Supply, LLC) 

2) CBrporate Flnance and Treasury Servlces 

January - December 201 1 3) Corporate Flnanca and Treasury Services 

4) Corporals Finance and Treasury Senrlces 

5) Component costs are: 

Letter of Credit Fees 

4,228.32 $ 
$ 4,228.32 

6) LG&E and KlJ Services Company's cost allocation pollcles are lo use atcost priclng for afflllate lransacllons. without 
any prof11 component. 

Transfers or sales of assets, goods or services between KU and LGBE and KU Servlces Company are priced at cost, which 
approximates market value. 

7) ~ 

- ' Money Pool transactions are not Included In this filing but are included In Case No. PUE-2001)-00104 Oled with VSCC on February 29,2012. 



Exhlbit No. VASCC.2G 
KENTUCKY UTILITIES COMPANY 

ANNUAL REPORT OF AFFILIATE TRANSACTIONS WITH 
LG&E AND KO SERVICES COMPANY (PPL POWER INSURANCE, LTD.) 

Januaryl,  2011 -December 31,2011 

No. 1 1 Kenlucky Ulilltles Company, &/d Old Dominlon Power Company, shall file an Annual Report of Affiliate Transacllons 
lndlreclly undertaken lor the benefit of non.regulated afliliales with the Director of Public Utility Accounting 
01 the Commlsslon by no laler than May 1 01 each year, for the preceding calendar year, beglnnlng May 1, 1999. 
Such report should Include the following Information: 
1) non-regulated affiliate's name; 
2) descriplion of each lype of service provided; 
3) dates that each type 01 servlce was provlded; 
4) total dollar value (cost for each type of service provlded); 
5) component costs of each type of service provided (Le., direcVindlrect labor, fringe benefits, IraveVhousIng, rnaterlals, 

supplies, Indirect rnlscellaneous expenses, equlpmenUlacliities charges, and overheads); 
6) profit component of each lype of service end how proflt component Is determtned; and 
7) comparable market values and supporting documenlation for each type of service provlded. 

LG&E and KU Services Company (PPL Energy Funding Corporalion, on behalf of RPL Power Insurance, Ltd.) 

Insurance Service Agreement, Case Number PUE-20i0-00094 

RESPONSES; 
1) 

2) 

. 

Corporate Flnance and Treasury Services 

3) Corporate Finance and Treasury Services January, March, June2011 

4) 

5) Componen: costs are: 

Corporate F!nance and Treasury Services 

insurance Premiums 

$ 1,957,985.31 
$ 1,957,985.31 

$ 1,957,985.31 
$ 1,957,985.31 

6) LG&E and KU Servlces Companyls cost allocation pdlcles are to use a!-cost prlclng for alfillate transactions, without 
any profil cornponenl. 

Transfers or sales of assets, goods orservices between KU and LG&E and KU Services Company are priced at cost, which 
approximates market value. 

7)  







There were no entity changes in 20 1 1. 





I THIS FILING IS I 

Exact Legal Name of Respondent (Company) 

LG&E and KU Services Company 

Item 1: An Initial (Original) 
Submission 

Year of Report 

OR a Resubmission No. ~ 

Form 60 Approved 

Expires 03/31/2013 
OMB NO. 1902-021 5 

0: 
ic ompanies 

This report is mandatory under the Public Utility Holding Company Act of 2005, Section 1270, 
Section 309 of the Federal Power Act and 18 C.F.R. 3 366.23. Failure lo report may result in 
criminal fines, civil penalties, and other sanctions as provided by law. The Federal Energy 
Regulatory Commission does not consider this report to be of a confidenIial nature. - --- --- -1 

FERC FORM NO. 60 (12-06) 



GENERAL INSTRUCTIONS FOR FILING FERC FORM NO. 60 

1. Purpose 

Form No. 60 is an annual regulatory support requirement under 18 CFR 369.1 for centralized service companies. The 
report is designed to collect financial information from centralized service companies subject to the jurisdiction of the 
Federal Energy Regulatory Commission. The report is considered to be a non-confidential public use form. 

11. Who Must Submit 

lJnless the holding company systani is exempted or granted a waiver by Commission rule or order pursuant to $0 18 CFR 
366.3 and 366.4 of this chapter, every centralized service cornpmy (see 9 367.2) in a holding company system must 
prepare and file electronically with the Comniission the FERC Form No. 60 then in effect pursuant to the General 
Instructions set out in this form. 

1111. How to Submit 

Submit FERC Form No. 6 0  electronically through the Forni No. 60 Submission Software. Retain one 
copy of each report for your files. For any resubmissions, submit the filing using the Form No. 60 
Submission Software including a justification. Respondents must submit the Corporate Officer 
Certification electronically. 

1V. When to Submit 

Submit FERC Form No. 6 0  according to the filing date contained (i 18 CFR 369.1 of the Commission's 
regulations. 

V. Preparation 

Prepare this report in conforniity with the Uniform System of Accounts ( 1  8 CFR 367) (USof A). Interpret 
all accounting words and phrases in accordance with the LJSof A. 

VI. Time Period 

This report covers the entire calendar year. 

VI]. Whole Dollar Usage 

Enter in whole numbers (dollars) only, except where otherwise noted. The amounts shown on all supporting pages must 
agree with the amounts entered on the statements that they support. When applying thresholds to determine significance 
for reporting purposes, use for balance sheet accounts the balances at the end of the current reporting period, and use for 
statement of income accounts the current year's amounts. 

V111. Accurateness 

Complete each question fiilly and accurately, even if i t  has been answered in a previous report. Enter the word "None" 
where it tnily and completely states the fact. 

1X. Applicability 

For any page(s) that is not applicable to the respondent, enter "NONE," or "Not Applicable" in column (c) on the List of 
Schedules, page 2. 

1 





X. Date Format 

Enter the month, day, and year for all dates. Use customary abbreviations. The "Resubmission Date" included in the 
header of each page is to be completed only for resubmissions (see Ill.  above). 

XI. Number Format 

Generally, except for certain schedules, all numbers, whether they are expected to be debits or credits, must be reported as 
positive. Numbers having a sign that is different from the expected sign must be reported by use of a minus sign. 

X11. Required Entries 

Do not make references to reports of previous years or to othes reports instead of required *Wries, except as specifically 
authorized. 

XIII. Prior Year References 

Wherever (schedule) pages refer to figures from a previous year, the figures reported must be based upon those shown by 
the report of the previous year, or an appropriate explanation given as to why the different figures were used. 

XIV. Where to Send Comments on Public Reporting Burden 

The public reporting burden for the Form No. 60 collection of information is estimated to average 7.5 hours per response, 
including 

* the time for reviewing instructions, searching existing data sources, 
* gathering and maintaining the data-needed, and 

completing and reviewing the collection of information. 

Send comments regarding these burden estimates or any aspect of this collection of information, including suggestions for 
reducing burden, to: 

Federal Energy Regulatory Commission, 
888 First Street N E  
Washington, DC 20426 
(Attention: Mr. h4ichael Miller, ED-33); 

And to: 

Office of Information and Regulatory Affairs, 
Office of Management and Budget, Washington, DC 20.503 (Attention: Desk Officer for the Federal 
Energy Regulatory Commission). 

N o  person shall be sub,ject to any penalty if any collection of information does not display a valid control number (44 
1J.S.C. 3512(a)). 

DEFINITIONS 
I. Respondent -- The person, corporation, or other legal entity in whose behalf the report is made. 

11 



FERC FORM NO. 60 
ANNUAL REPORT FOR SERVICE COMPANIES 

IDENTIFICATION 

01 Exact Legal Name of Rgspondent 02 Year of Report 

;&E and KU Services Company Dec31,  2011 I 
)3 Previous Name (If name changed during the year) 

I5 Address of Principal Off ice at End of Year 

220 West Main Street, Louisville, KY 40202 

(Street, City, State, Zip Code) 

. ._ 

I7 Title of Contact Person 

Manager Regulatory Accounting and Reporting 

I9 Telephone Number of Contact Person 

(502) 627-3426 

11 This Report is. 

(1 )  An Original 
(2) A Resubmission 

04 Date of Name Change 

06 Name of Contact Person 

Eric Raible 

~ _ _  
08 Address of Contact Person 

220 West  Main Street, Louisville, KY 40202 

I 0  E-mail Address of Contact Person 

eric.raible@lge-ku corn 

12 Resubmission Date 
(Month, Day, Year) 

/ I  

13 Date of Incorporation 

06/02/2000 

14 If Not Incorporated, Date of Organization I I 1  

15 State or Sovereign Power  Under Which Incorporated or Organized 

KENTUCKY 

5 Name of Principal Holding Company Under Which Reporting Company is Organized: 

PPL Corporation 

CORPORATE OFFICER CERTIFICATION 
The undersigned officer certifies that: 

I have examined this report and to the best of my knowledge, information, and belief all statements of fact contained in 
this report are correct statements of the business affairs of the respondent and the financial statements, and other 
financial information contained in this report, conform in all material respects to the Uniform System of Accounts. 

17 Name of Signing Officer 

Kent W Blake 

19 Signature of Signing Officer 

18 Title of Signing Officer ------I Kent W. Blake 

20 Date Signed 
(Month, Day, Year) 

04/30/2012 

Chief Financial Off icer I I 

FERC FORM NO. 60 (REVISED 12-07) Page 1 



Resubmission Date 
(Mo, Da, Yr)  

I 1  LG&E and KU Services Company 

YearlPeriod of Repor 

Dec31, 2011 

FERC FORM NO. 60 (REVISED 12-07) Page 2 

Description Page Reference 
(a) (b) 

- -- 
schedule I - Compara;ive Ealance Sheet I O  I -I 02 
jchedule II -Service Company Property 103 
schedule 111 - Accumulated Provision fozepreciation and Amorlization of Service Company Property 104 

105 khedule IV - Investments 

schedule V - Accounts Receivable from Associate Companies 106 
khedule VI - Fuel Stock Expenses Undistributed 107 
schedule VI1 - Stores Expense Undistributed 108 
khedule Vlll - Miscellaneous Current and Accrued Assets 109 
schedule IX - Miscellaneous Deferred Debits 110 
jchedule X . Research, Development, or Demonstration Expenditures 111 

20 1 schedule XI - Proprietary Capital 

202 jchedule XI1 - LongTerm Debt 

203 %edule Xlll ”Current and Accrued Liabilities 
;chedu!e XIV Notes to Financial Staiements 204 

_I - 
- 

-_l___l_)-- 

”---- 

- --I 

- 
-.- 
schedule XV - Comparative Income Statement 

schedule XVI -Analysis of Charges for Service - Associate and Nonassociate Companies 

301-302 
303-306 

307 
308 
307 
40 I 
402 

schedule XVll - Analysis of Billing -Associate Companies (Account 457) 
schedule XVlll - Analysis of Billing - Non-Associate Companies (Account 458) 

ichedule XIX - Miscellaneous General Expenses - Account 030.2 

jchedule XX - Orgaiiization Chart 

jchedule XXI -Methods of Allocation 

-- 
~. 

.- 

Remarks 

(c) 

None 

None 

None 

None 
None 

None 

None 

_. 



N a m e  of Respondent This Re ort Is: Resubmission Date 

L G & E  and KU Services Company (2) m A  Resubmission I I  
(1) d A n  Original (Mo, Da, Yr) 

Schedule I -Comparative Balance Sheet 

1. Give batance sheet of the Company as of December 31 of the current and prior year. 

Yeadperiod of Report 

Dec 31, 2011 

Account 
Number 

(a) 

Description 

(b) 

Reference As of Dec 31 As of Oec 31 
Page No. Current Prior 

(4  (d) (4 

106 Completed Construction Not Classified 
107 Construction Work In Progress 103 1,512,328 679,518 

2,956,452 Tolal Prooertv ffotalO1 Lines 2-5) 4,412.458 

Provision for Depreciation of Service Company Property 104 I 1,029,857 I 548,921 

Provision for Amortization of Service Comoanv Prooertv I I I 

134 IOther Soecial Deoosiis I I I I 

154 Materials And Supplies 
163 Stores Expense Undistributed 108 

165 Preoavments 7,065,654 5,855,627 

171 lnlerest And Dividends Receivable 

172 Rents Receivable *- 173 Accrued Revenues 

174 
175 Derivative Instrument Assets 109 

176 

Miscellaneous Current and Accrued Assets 

Derivative Instrument Assets - Hedaes 
- 

181 Unamortized Debt Expense 

182.3 Other Regulatory Assets 

183 Preliminanr Survev And lnvesliaation Charaes 
184 IClearing Accounts 4,152 

185 ITemoorarv Facilities 
I I I 

186 Miscellaneous Deferred Debits 
188 Research, Development, or Dernonstraiion Expenditures 110 

189 Unamortized loss on reacouired debt 111 

TOTAL ASSETS AND OTHER DEBITS (TOTAL OF LINES 9,14,35 and 46) 294,267,457 297,806,328 

FERC FORM NO. 60 (REVISED 12-07) Page 101 



__ 
85 

86 
87  

88 

89 

_.- 

- 
- 
- 
- 

257 

282 

283 

- Unamortized Gain on Reacquired Debt 

Accumulated deferred income taxes-0ther properly 

Accumulated deferred income taxes-Other 
.- 

This Re ort Is: Resubmission Date YeadPeriod of Repor 
(1) $An Original (Mo, Da, Yr) 

LG&E and KU Services Company (2) n A  Resubmission / /  D e c 3 1 ,  2011 
Schedule I - Compara t ive  Balance Sheet (continued) 

As of Dec 31 
Current 

( 4  

Description 

(b) 

qeference 
Page No, 

(c) 

As of Dec 31 
Prior 

(4 

Account 
Number 

Proprietary Capital 

Line 
No 

- 
48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 
61 

62 
63 

64 

65 

".6 

- 
- 
- 

- 
- 
- 
__. 

_. 

- 
- 
- 
- 
- 
- 
_. 

- 

- 

201 201 Common Stock Issued 

204 Preferred Stock Issued 

21 1 Miscellaneous Paid-In-Capitat 
-- -^--- 

201 

201 5,457, 5,457,13( 

- 215 IAppropriated Retained Earnings 

216 (Unappropriated Retained Earnings 

20 1 

399,956 

4,327,229 

20 1 

201 

55,87d 

5,339,50t 219 1 Accumulated Olher Comprehensive Income 

- I 
ILonq-Term Debt 

Total Proprietaly Capital (Total of Lines 49-54) 20,184,415 20,852,601 

202 

202 .~ 

226 Less: Unamortized Discount on Long-Term Debt.Debit 

Other Non-current Liabilities 
-- - Total Long-Term Debt (Total of Lines 57-60) 

227 Obligations Under Capital Leases-Nonarrent 

228.2 Accumulated Provision for Injuries and Damages 

228.3 Accumulated Provision For Pensions and Benefits 7,405,05C 1 1,373,70( 

230 ]Asset Retirement Obligations 

I Total Other Noncurrent Liabilities (Total of Lines 63-66) 187,405,05C 

ICurrent and Accrued Liabilities 

231 Notes Payable + 232 Accounts Payable 37,069,796 

10,340,09€ 

37,734,641 

233 INotes Pavable to Associate Companies 203 

234 1 Accounls Payable to Associate Companies 

236 ITaxes Accrued 

203 8,116,061 

( 12,811,619 5,385,432 - 
237 I Interest Accrued 

~ 

241 ]Tax Collections Payable 

242 /Miscellaneous Current and Accrued Liabilities 

327,36 1 

15,488,681 
_____- 596,50: 

14,806,181 203 

243 (Oblioations Under CaDital Leases - Current 

I 
]Deferred Credits 

Total Current and Accrued Liabilities (Total of Lines 69-79) 68.61 1.371 48.441.78; 

253 lother Deferred Credits 

254 lother Regulatory Liabilities 

255 1 Accumulated Deferred Investment Tax Credits 

104.38 

Total Deferred Credits (Total of Lines 82-87) + TOTAL LIABILITIES AND PROPRIETARY CAPITAL (TOTAL OF LINES 55,61,67,80, AND 88) 

18,066,611 

294,267,45; 

17,138,22 

297,806,32 
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'Name of Respondent This Report is: Resubmission Date Year of Report 
(1) X An Original (Mo, Da, Yr) 

LG&E and KU Services Company (2) _ _ A  Resubmission ! I  201 1 
FOOTNOTE DATA -- 

. 

F j e P a q e :  701 Line No.: 20 Column: d - ~ _ I  ~- 
$100,150,587 is Notes Receivable From Associate Companies - Account 145. Account 145 is not included in the balance 
sheet so the amount was reported as Account 141 - Notes Receivable. 
!Schedule Page: 701 . . . .  Line No.: 20 Column: e .... . . .. - . _.-.  - --_____ ___-- . 

$100,127,427 is Notes Receivable Frotn Associate Companies -Account 145. Account 145 is not included in the balance 
sheet so the amount was reported as Account 141 - . Notes ~.. keceivabie. ._____ . -. - _..,.._ -. ... - _ _  
!Schedule Page: 701 Line No,: 24 Column: _Î d . .. . .- _ _ _ _  - . -- - -  .-..I. ..- - .-. 
Accounts Receivable from Associate Companies (146) $ 107,476,859 
Purchase Accounting Adjustment (8,391,859) 
Total for Accounts Receivable from Associate Companies (146) $ 99,085,000- 

- 
~ _._, .. . . . -. . .. . . . . .. . .~ . ... . ~ , .  ~ _ _ _ _ _  ... . - ~. 

.,... 

._ . 
-__I__ 1 I--._ . - . - ... , - 

. __  . . . __- -. . .̂  

/Schedule Page: 707 Line No.: 45 Column: d I 
The balance in Accumulated Deferred Income Taxes (190) was adjusted due to the purchase of LG&E 
and I(U Services Company's (''LKS'I) parent by PPL in November 2010. The purchase accounting 
adjustment was to reflect the deferred income tax impact of purchase accounting adjustments related 
to pensions as of the acquisition date. The following reflects the purchase accounting adjustment: 

Accumulated Deferred Income Taxes (190) Without Purchase Accounting $ 84,278,256 
Purchase Accounting Adjustment '1 Pension and postretirement benefits 160,152 
Total for Accumulated Deferred Income Taxes (190) $ 84,438,408 

kchedute L .. Page: 107 Line No.: 45 Coluinn: e J 
The balance in Accumulated Deferred Income Taxes (190) was adjusted due to the purchase of LKS' 
parent by PPL in November 2010. The purchase accounting adjustment was to reflect the deferred 
income tax impact of purchase accounting adjustments related to pensions as of the acquisition date. 
The following reflects the purchase accounting adjustment: 

Accumulated Deferred Income Taxes (190) Without: Purchase Accounting $ 82,202,022 
Purchase Accounting Adjustment - Pension and postretirement benefits (2,734,032) 
Total for Accumulated Deferred lncotne Taxes (1.90) $ 79,467,990 

/Schedule Page: I01 Line No.: 57 Column: d- - - - - - - - I 
The balance in Miscellaneous Paid-In-Capital (211) was adjusted due to the purchase of LKS' parent by 
PPL. in November 2010. The balance also includes elimination of Other Comprehensive Income and 
Retained Earnings. In addition, the Other Comprehensive Income balance transferred was adjusted to 
reflect the fair value for pensions net of deferred taxes. The following reflects the purchase 
accounting adjustment: 

Miscellaneous Paid-In-Capital (211) Without Purchase Accounting $ 100,000,900 
Purchase Accounting Adjustment - Elimination of OCI relating to pension and other 

postretirement benefits (138,405,489) 

. FERG -. FORM NO. 60 (NEW 12-05) Footnotes.1 - 3 



Name of Respondent This Report is: Resubmission Date 
(1) &An Original (Mo, Da, Yr) 

LG&E and KU Services Company (2) __A Resubmission I I  

Purchase Accounting Adjustment -Tax on OCI relating to pension and other 
postretirement benefits 53,839,736 

21,983 Purchase Accounting Adjustment - Prior retained earnings 
Total for Miscellaneous Paid-in-Capital (211) $ 15,457,130 

- 
-. 

[Schedule Page: I01 Line No.: 51 Column: e -1 _- 
The balance in Miscellaneous Paid-In-Capital (211) was adjusted due to the purchase of LKS' parent by 
PPL in November 2010. The balance also includes elimination of Other Comprehensive Income and 
Retained Earnings. In addition, t h e  Other Comprehensive Income balance transferred was adjusted to 
reflect the fair value far pensions net of deferred taxes. The following reflects the purchase 
accounting adjust men t : 

Year of Report 

201 1 

Miscellaneous Paid-In-Capital (211) Without Purchase Accounting $ 100,000,900 
Purchase Accounting Adjustment - Elimination of OCI relating to pension and other 
postretirement benefits ( 138,405,489) 

Purchase Accounting Adjustment -Tax ofI  OCI relating to pension and other 
postretirement benefits 53,839,736 

Purchase Accounting Adjustment - Prior retained earnings 21,983 
Total for Miscellaneous Paid-In-Capital (211) $ 15,457,130 

-- _I) bchedirfe- - - . __-. Page: 707 Line No.: 53 Colirinn: l__l_ d __". - I -_  -- - _- -. .- -- - -- 
. - . _. -. __.- -__  - - .  -- - 

The balance in Unappropriated Retained Earnings (216) was adjusted due to the purchase of LKS' 
parent by PPL in November 2010. The following reflects the purchase accounting adjustment: 

Unappropriated Retained Earnings (216) Without Purchase Accounting $ 421,939 
Purchase Accounting Adjustment (21,983) 
Total for Unappropriated Retained Earnings (216) $ 399,956 

\Schedule Page: 707 Line No.: 53 Column: e _ _  - - -- -- . ____ --I - - _ _  __ - 

The balance in unappropriated Retained Earnings (216) was adjusted due to the purchase of LKS' 
parent by PPL in November 2010. The following reflects the purchase accounting adjustment: 

Unappropriated Retained Earnings (216) Without Purchase Accounting $ 77,857 
Purchase Accounting Adjustment (2 1,983) 
Total for Unappropriated Retained Earnings (216) $ 55,874 

bchedule Page: 101 Line No.: 54 Column: d -. -. _I 
The balance in Accumulated Other Comprehensive Income (219) was adjusted due to the-purchase of 
LKS' parent by PPL Corporation in November 2010. The following reflects the purchase accounting 
adjustment: 

[FERC FORM NO. 60 (NEW 12-05) Footnotes2 -7 .~ 



Name of Respondent This Report is: Resubmission Date 
(1) X An Original (Mo, Da, Yr) 

LG&E and KU Services Company (2) _ _ A  Resubmission I t  

Other Comprehensive Income (219) Without Purchase Accounting 
Purchase Accounting Adjustment - Pension and postretirement 

Year of Report 

201 I 

$ (83,678,427) 
137,373,935 

Purchase Accounting Adjustment - Pension and postretirement - deferred 
taxes (53,438,461) 

2010 Purchase Accounting Amortization - Pension and postretirement 8,059,914 
2010 Purchase Accounting Amortization - Pensiot? x d  postretirement - deferred 
taxes (3,135,306) 

2011 Purchase Accounting Amortization - Pension and postretirement (1,398,406) 
2011 Purchase Accounting Amortization - Pension and postretirement - deferred 
taxes 

Total for Accumulated Other Comprehensive Income (219) 
543,980 

$ 4,327,229 

FhF<Page:?Ol  . -  Line No.: 54 Column: e 
The balance in Accumulated Other Comprehensive Income (219) was adjusted due to the purchase of 
LKS' parent by PPL Corporation in November 2010. The following reflects the purchase accounting 
adjustment: 

Other Comprehensive Income (219) Without Purchase Accounting $ (83,520,577) 
137,373,935 

Purchase Accounting Adjustment - Pension and postretirement - deferred 
taxes (53,438,461) 

2010 Purchase Accounting Amortization - Pension and Postretirement 8,059,914 
2010 Purchase Accounting Amortization - Pension and postretirement - deferred 
taxes (3,135,306) 

Total for Accumulated Other Comprehensive Income (219) $ 5,339,505 

Purchase Accounting Adjustment - Pension and postretirement 

1 I - _- __ __.- __ - - _- -- - -- - - - - - _ _  - - - - 
- __ _ _  __ __ I&hedule Page: 101 Line No.: 65 Column: d _- -_ ~ . - - - -- 

The balance in Accumulated Provision For Pensions and Benefits (228.3) was adjusted due to the 
purchase of LKS' parent by PPL in November 2010. Adjustments were made to record pension assets 
a t  fair value and remeasure pension and postretirement benefit obligations a t  current discount rates. 
The following reflects the purchase accounting adjustment: 

Accumulated Provision For Pensions and Benefits (228.3) Without 

Purchase Accounting Adjustment 
Total far Accumulated Provision For Pensions and Benefits (228.3) 

Purchase Accounting $ 197,147,747 
(9,742,697) 

$ 187,405,050 
-- 

- -1 bchedule 1- . Page: 101 Line No.: 65 Column: e ___ - - __ - ._. ___I_ - __ - 

--____I--- -- --- -- 

The balance in Accumulated Provision For Pensions and Benefits (228.3) was adjusted due to the 
purchase of LKS' parent by PPL in November 2010. Adjustments were made to record pension assets 
a t  fair value and remeasure pension and postretirement benefit obligations at  current discount rates. 
The following reflects the purchase accounting adjustment: 

Accumulated Provision For Pensions and Benefits (228.3) Without 
L K C  FORM NO. 60 (NEW 12-05) Footnotes.3 i -.. 
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Name of Respondent This Report is: Resubmission Date Year of Report 

(1) &An Original (Mo, Da, Yr) 
LG&E and KU Services Company (2) - A Resubmission I t  201 1 

__ FOOTNOTE DATA __" 

Purchase Accounting 
Purchase Accounting Adjustment 
Total for Accumulated Provision For Pensions and Benefits (228,3) 

$ 218,402,066 
(7,028,360) 

$ 211,373,706 

- - -  
b e d u / e  Page: ?Of Line No.: 72 - _  ~ Column: - d I_ _ _  
Accounts Payable to Associate Companiec (734! $ 18,731,957 
Purchase Accounting Ad just me nt 
Total for Accounts Payable to Associate Companies (234) 

(8,391,859) 
$ 10,340,098 

- - 3 [Schedule Page: . I01 .. . .___ Line No.: 73 Column: e - .  .__ --- -.-__ . . --- 
- - . __. .. ... - .- - . - _-_ . 

Balance due to timing of estimated federal tax payments made in 2010. At the end of 2010, LKS 
overpaid the estimated tax liability. 

'--'-I .-- -.- 
----- - ] FERC FORM NO. 60 (NEW 12-05) Footnotes.4 



Name of Respondent This Re ort Is: Resubmission Date (Mo, Da, Yr) 
1 1  LG&E ar id KU Services Company 

(1) $An Original 
YearlPeriod of Reporl 

Dec31,  2011 

Balance at Beginning Additions Retirements or Sales Other Changes Title of Account 
(0 Acct 

of Year ( 4  (e) ine # (b) 

vo (a) ( 4  

Balance at End of Year 

(9) 

Title of Account Retirements or Sales Other Changes 4-1 Balanc;;;:;ynning ( 4  Additions ( 4  (e) (0 

vo. (a) 

. . .  

11 396 Power Operated Equi;;niWt 

12 397 Communications Equipment 

13 398 Miscellaneous Equipment 

14 399 Other Tangible Property 

5 399.1 Asset Retirement Costs 

~ 

J Total Service Company Property (Total 

of Lines 1-15) 

- 17 107 Construction Work in Progress: 

18 Office Furniture and Equipment 

19 

20 

21 

-- 
- 

Balance at End of Year 

(9) 

26 

27 

28 

29 

30 

31 

__- 

- 
Total Account 107 (Total of Lines 14-30) 

1 301 

2 30a 

3 306 

4 389 
- 

FERC FORM NO. 60 (REVISED 12-07) 

Organization 

Miscellaneous Intangible Plant 

Leasehold Improvements 

Land and Land Rights 

I 
I 1 

1 301 

2 30a 

3 306 

4 389 
- 

I I I I 

Page 103 

Organization 

Miscellaneous Intangible Plant 

Leasehold Improvements 

Land and Land Rights 

5 

6 

7 

390 Structures and Improvements 

391 Office Furniture and Equipment 2,276,934 

392 Transportation Equipment 

679,028 55,832 2,900,13 
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.G&E and KU Services Company (2) - A  Resubmission 

/Schedule Page: 103 Line No.: 18 Column: f 1 
$679,028 was transferred from Construction Work in Process to Service Company Property. 

Resubmission Date . 
(Mo, Da, Yr) 

Year of Report 

I l  201 1 

.I - I FERC FORM NO. 60 (NEW 12-05) Footnotes.1 
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LG&E and KlJ Services Chnpany 
(Mo. Da, Yr) 

I 1  Dec31 ,  2011 
(1) 6 A n  Original 
(2) n A  Resubmission 

Schedule 111 - Accumulated P r o v i s i o n  for Depreciation and Amortization of Service Company Property 

I 1. P r o v i d e  an explanation of O t h e r  Charges in Column (f) considered material in a foo tno te .  

Description 

(b) 

Balance at Beginning 
of Year 

( 4  

Addilions Charged 
To Account 
403-403 1 
404-405 

(d) 

Retirements 

(e 1 

Other Changes 
Additions 

(Deductions) 

(0 

Balance at 
Close of Year 

Line 
NO. 

Irganization 

Aiscellaneous Intangible Plant 

easehold Improvements 

.and and Land Rights 

-- 
-. 

- 

90 Xructures and Improvements 

6 91 Iffice Furniture and Equipment 548,921 536,766 55,832 1,029,857 

7 92 'ransportation Equipment 

8 93 

94 

95 

96 

97 

- 
I_ 

~ 

- 

Xores eouiment 

9 ools, Shop and Garage Equipment 

aboratory Equrpment 

lower Operated Equ'ment 
-- 10 

11 

12 

- 
_. 

:ommunications Equipment 

13 38 liscellaneous Equipment 

99 Xher Tangible Property 

isset Retirement Costs 

'otal 
- - 

1,029,857 536,766 55,832 548,921 - 
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Name of Respondent 
LG&E and KlJ Services Company 

_ _  . I- I \-, , I I I Schedule IV - Investments 

Yeadperiod of Rep0 

Dec 31, 2011 

~- 

F . E r T h e r  investments (Account 124) and other special funds (Accountl28), in a footnote state each investment separately, with 

24 

28 

36 

' lescription including the name of issuing company, number of shares held or principal investment amount. 
I .  For temporary cash investments (Account 136), list each investment separately in a footnote. 
3. Investments less than $50,000 may be grouped, showing the number of items in each group. 

--- Other Investments 

Other Special Funds 

Temporary Cash Investments 

(Total of Lines 1-4) 

I 

Title of Account 

(b) 

23 Ilnvestrnent In Associate Companies 

Balance at Beginning 
of Year 

tc) 

--- 
Balance at Close of 

Year 
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Tr,’” R e & t  Is: Resubmission Date YearIPeriod of Repc 
(Mo, Da, Yr) n Original 

LG&E and KU Services Company (2) n A  Resubmission I 1  Dec 31, 2011 

Schedule V - Accounts Receivable from Assoc ia te  companies 

1.  List the accounts receivable from each associate company. 
2. If the service company has provided accommodation or convenience payments for associate companies, provide in a separate 
otnote a listing of total payments for each associate company. 

I 
Title of Account 

(b) 

Accounts Receivable From Associate Companies 

Associate Company: 

PPL Cor,m:ion 

LG&E and KU Capital LLC 

Balance at Beginning of Year 

(c) 

Balance at Close of Year 

(dl 

64,589,61C 

Louisville Gas and Electric Company 

Kentucky Utilities Company 

19,944,791 

23,249,986 

Western Kentucky Energy Corp. 

FCD LLC 

LG&E Energy Marketing Inc. 

205,907 

30C 

LG&E International Inc. 

LG&E and KU Energy LLC 

76E 

Analysis of Accomodation or Convenience Payments - see footnote 

109,655,51: 
.~ 

57,702,281 

17,126,758 

19,650,64’ 

372.59 

301 
321 

4.232,09 

99,085,0( 
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(1) &An Original (Mo, Da, Yr) 
(2) - A  Resubmission ! I  

- 
Bchedule cage 
Convenience payments represent payments such as benefits, outside legal, 
and consulting paid by LKS to outside vendors and others on behalf of 
associate companies. 

Year of Report 

201 1 

Analysis of convenience or accomodation payments: 

Associate Company 
LGBE Home Services, Inc. 
LG&E and KU Capital LLC 
Louisville Gas & Electric Company 
Kentucky Utilities 
Western Kentucky Energy Corp. 
FCD LLC 
lG&E Energy Marketing Inc. 
LG&E International Inc. 
LG&E and KU Energy LLC 
Total 

Amount 
$ 1,072 

1,896,551. 
447,776,275 
5 11,111,403 
5,277,864 

2,500 
1,978 
2,944 

7.7 90.202 
$ 973,860,789 

convenience payments resulted primarily from the following: 

Description 
Capital Expenditures 
Charitable Contributions 
Direct-Indirect Labor 
Equipment and Facilities 
Office and Administrative Services 
Materials and Fuels Purchases 
Outside Services 
Total 

Amount 
$ 2,287,639 

2,957,381 
21,498,301 
18,636,727 
27,566,057 

17,930,556 
$ 973,860,789 

ag2,984,128 

-____ 
Footnotes.1 I-- [FERC FORM NO. 60 (NEW 12-05) --_-_-__-__-- I 
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LG&E and KU Services Company 
(2) n A  Resubmission I I  Dec31, 2011 
(1) d A n  Original (Mo, Da, Yr) 

I Schedule VI - Fuel Stock ExDenses Undistributed 

I 1. List the amount of labor in Column (c) and expenses in Column (d) incurred with respect to fuel stock expenses during the year and 
.dicate amount attributable to each associate company. 

In a separate footnote, describe in a narrative the fuel functions performed by the service company 

Title of Account Labor Expenses 

(a 

Tolal 

(e) 

Account 
Number 

(8) 

I52 

. _. I . - . . . . . , 

-- None 0 

-t 

I 

Total 
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(1) X An Original (Ma, Da, Yr) 
l(2) 5 A Resbbrnission l I  201 1 I ’ I .G&E and KU Services Company -- 

FOOTNOTE DATA 

Year of Report 

\Schedule Page: 107 Line No.: 3 Column: d 
Fuel functions provided are primarily accounted for as convenience payments or internal labor, showing up in the 
respective FERC accounts of the affiliates. These include the following which are largely provided by LKS as an 
administrative agent, paying agent or other representative capacity, for the respective affiliate(s): 

_ .  

Prdcurement of coal, fuel oil, scrubber reagent, ammonia, and SO3 mitigation chemicals 

Transportation service to move these commodities from the loading point to the power plant 

Monitoring of quality, inventory level, and forecasted requirements 

Making purchases as needed on a timely basis 

Preparing bid solicitation for coal, and other commodities, as necessary, and evaluating those bids 

Negotiating and writing the contracts and purchase orders 

Contract administration 

I FERC FORM NO. 60 (NEW 12-05) Footnotes.1 --- .___________1 



Schedule VI1 - Stores Expense Undistributed 

1. List the amount of labor in Column (c) and expenses in Column (d) incurred with respect to stores expense during the year and 
-dicate amount attributable to each associate company 

23 

35 

40 

Account Title of Account 
Number 

(a) (b) 

I63 I Stores Expense Undistributed 
I Associate Company 
I None 

I_____- 

Total 

Labor 

----t:=-- 
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(1) &An Original (Mo, Da, Yr) 

LG&E and KU Services Company (2) __A Resubmission t i  

.. _. - 
!Schedule Page: 108 LjneNo.: 3 Column: d I 
Stores Expense was fully distributed for 2011. 

Year of Report 

2011 

Associate Company Expenses 
LG&E and KU Capital LLC $ 2,297 
Kentucky Utilities Company 67,902 
Louisville Gas and Electric Company - 71,900 

-- FOOTNOTE DATA .-___- 

Total $ 142,099 

I FERC FORM NO. 60 (NEW 12-05) Foolnow, L 
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40 

I Schedule Vill - Miscel laneous Current and Accrued Assets 

Tota l  

-~ 1 1. Provide detail of items in this account .  Items less than $50,000 may be grouped, showing the number of items in each group 

Account Title of Account 
Line Number 
No. (a) (b) 

1 174 Miscellaneous Current and Accrued Assets 

2 Item List: 

3 None 
4 

I 

I 

10 I 
11 I 

112 I 

- I  

22 

23 

24 

25 
1_ 

2 6  
27 

28  

29 

30 

31 
32 

33 
34 

35 
36 

37 
- 

38 
39 I 

Balance at Beginning of Year 
(c) 

Balance at Close of Year 

( 4  
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(Ma, Da, Yr) 
/ I  Dec 31, 2011 

This Re ort Is. 
(1) $An Original 
(2) n A  Resubmission 

LG&E and KU Services Company 

Schedule IX - Miscellaneous Deferred Debits 

1. Provide detail of items in this account. items less than $5fl,flflfl may be grouped, showing the number of items in each group. t- 
Account Title of Account 
Number 

(a) (b) 

I 
i86 I Miscellaneous Deferred Debits 

1 items List: 
1 None 

Balance at Beginning of Year 

(c) 

Balance at Close of Year 

(d ) 

Total 

FERC FORM NO. 60 (REVISED 12-07) Page 110 
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LG&E and KU Services Company 

I 1. Describe each material research, development, or demonstration project that incurred costs by the service corporation during the 
“cjar. Items less than $50,000 may be grouped, showing the number of items in each group. 

This Re ort Is: Resubmission Date YearlPeriod of Report 
( $ 1  $An Original 
(2) n A  Resubmission / I  Dec 31, 2011 

(Mo, Da, Yr) 

- 
Line 

16 

- 
- 

24 

27 

39 

Account Title of Account Amount 

Number (4 

1 None I 

I 
I 

I 
I 

‘- I 

Total 
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Dec 31, 2011 
This Re ort Is: 
(1) $An Original (Mo, Da, Yr) 

LG&E and KU Services Company (2) n A Resubmission I I  

Schedule XI - Proprietary Capital 

1. For miscellaneous paid-in capital (Account 21 1) and appropriate retained earnings (Account 215), classify amounts in each account, 

For the unappropriated retained earnings (Account 216), in a footnote, give particulars concerning net inmme or (loss) during the 
4th a brief explanation, disclosing the general nature of transactions which give rise to the reported amounts. 

year, distinguishing between compensation for the use of capital owed or net loss remaining from servicing nonassociates per the I General Instructions of the Uniform System of Accounts. For dividends paid during the year in cash or otherwise, provide rate 

Line 

~ 2 I 14 

15 

L 

percentaqes, amount of dividend, date declared and date paid. 
"I t- Account 

Number 

11 
15 
19 
16 

Description I Title of Account Amount 

1,000 -- 

I 0 0  
1 nn 
- 

15,457,130 

,327,229 

344,082 
55,874 

399.956 

FERC FORM NO. 60 (REVISED 12-07) Page 201 
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!Schedule Page: 201 Line No.: 9 Colum~; d ___  -- J 
The balance in Miscellaneous Pald-ln-Capital(211) was adjusted due to the purchase of LKS' parent by 
PPL in November 2010, The balance also includes elimination of Other Comprehensive Income and 
Retained Earnings. In addition, the Other Comprehensive Income balance transferred was adjusted to 
reflect the fair value for penjions tiel of deferred taxes, The following reflects the purchase 
accounting adjustment: 

Year of Report 

201 1 

Miscellaneous Paid-ln-Capital(211) Without Purchase Accounting $ 100,000,900 
Purchase Accounting Adjustment I Elimination of OCI relating to pension and other 

Purchase Accounting Adjustment - Tax on OCI relating to pension and other 
postretirement benefits (138,405,489) 

postretirement benefits 53,839,736 
21,983 

Total for Miscellaneous Paid-ln-Capital(211) $ 15,457,130 
Purchase Accounting Adjustment - Prior retained earnings 

_I--.- 

E&le&i>%l- Line - No.: - __ ____ 17-  C&irnn: d 
The balance inAccumulated Other Comprehensive Income (219) was adjusted due to the purchase of 
LKS' parent by PPL Corporation in November 2010. The following reflects the purchase accounting 
adjustment: 

Other Com prehe nsive Income (219) Without Purchase Accounting $ 
Purchase Accocrnting Adjustment - Elimination of OCI relating to  pension and other 
postretirement benefits 

2010 OCI - Pension and other postretirement benefits 
2010 Deferred tax on QCI 
2011 OCI - Pension and other postretirement benefits 
2011 Deferred tax on OCI - 
Total for Accumulated Other Comprehensive Income (219) $ 

(83,520,578) 

82,666,151 
8,738,960 

(258,345) 
100,496 

4,327,229 

(3,399,455) 

!Schedule Page: 201 Line No.: 75 Column: d -___ . I 
The balance in Unappropriated Retained Earnings (216) was adjusted due to the purchase of LKS' 
parent by PPL in November 2010. The following reflects the purchase accounting adjustment: 

Unappropriated Retained Earnings (21.6) Without Purchase Accounting $ 421,939 
Purchase Accounting Adjustment (2 1,983) 
Total for Unappropriated Retained Earnings (216) $ 399,956 

I FERC FORM NO. 60 (NEW 12-05) Foolnotes.1 I 



This Re ort Is: Resubmission Date YearlPeriod of Repor 
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LG&E and KU Services Company (2) l l A  Resubmission I 1  Dec31, 2011 
I I . ,  - 

Schedule XI1 ll_ Long Term Debt 

1. For the advances from associate companies (Account 223), describe in a footnote the advances on notes and advances on open 
-:counts. Names of associate companies from which advances were received shall be shown under the class and series of obligation 

L. For the deductions in Column (h), please give an explanation in a footnote 
3. For other long-term debt (Account 224). list the name of the creditor company or organization in Column (b). 

Column (c). 

Tille 01 Accounl 

4 

5 

6 

7 

8 

9 

List Creditor: 

l7 I I 

19 

20 

27 

28 TOTAL 

FERC FORM NO. 60 (REVISED 12-07) 
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LG&E and KU Services Company 
(2) n A  Resubmission i1 
(1) &An  Original (Ma, Da, Yr) 

Title of Account - ' - - - T i L Z i i e ~ i ~  

YearIPeriod of Repor 

Dec 31, 2011 

of Year Year 

- 
1 233 Notes Payable to r,ssuciates Cbinpanies 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
'9 

- 

~ 

--- 

-..-.-.---- -- ~ - 

- 

2 3  
24 
2 5  
26 
27 
2 8  
2 9  
3n 

.- ___ 
234 Accounts Payable to Associate Companies 

PPL Corporation 2,998,747 184,797 
PPL Energy Supply 903 
LG&E and KU Capital LLC 10,154,398 
LG&E and KU Energy LLC 
LG&E Energy Marketing Inc. 

5,116,810 
51 1 

-- 
31  
32 
33 
34 
35 
36 
37 
38 
39 
40  
41 
4 2  
43 
44  r 45  

1 

48  
49 
50 

J 

-- 

--pppp-p___I__- 

- 242 Miscellaneous Current and Accrued Liabilities 
Accrued Short Term Incentive 3,395,927 2,802,086 
Miscellaneous Liability - Vested Vacation 8,470,568 9,490,050 
Pension Payable SERP Current 2,425,759 2,518,266 
Retirement Income Liability 513,934 678,285 

~ -. 

- 
(Total) 22,922,256 25,828,785 



Name of Respondent This Report is: Resubmission Date 
(1) XAn Original (Mo, Da, Yr) 

LG&E and KU Services Company (2) - A  Resubmission I I  

1. Use the space below for important notes regardlng the financlai statements or any account thereof. 
2. Furnish particulars as l o  any significant contingent assets or liabilities exisling at the end of the year. 
3. Furnish particulars as to any significant increase in services rendered or expenses incurred during the year. 
4. Furnish particulars as to any amounts recorded in Account 434, Extraordinary Income, or Account 435, Extraordinary Deductions. 
5. Notes relating to financial slatements shown elsewhere in this report may be indicated here b y  reference. 
6. Describe the annual Statement supplied to each associate service company In support of Ihe amount of inlerest on borrowed capital and 
compensation for use of capilal bllled during the calendar year. Sta le  the basis for bllling of Merest to each assoclate company. If a ratio, 
describe in detail how ratio is computed. If more than one ratio explain the calculation. Report the amount of interest borrowed andlor 

comoensation for use of caoital billed to each associate comoanv. 

Year of Report 

201 1 

Note 1 -Organization of LG&E and KU Services Company 

LG&E and KU Services Company (“LKS” or the “Company”) (farmerly E.ON U.S. Services Inc.), a Kentucky corporation, is 
a wholly-owned subsidiary of LG&E and KU Energy LLC (“LKE”) and a centralized service company under the Public 
Utility Holding Company Act af 2005 (“PUHCA 2005”). LKE, in turn, is a wholly-owned subsidiary of PPL Corporation 
(“PPL”) and LKS became an indirect, wholly-owned subsidiary of PPL when PPL acquired all the limited liability company 
interests of LKE from E.ON US Investments Corp. on November 1,2010. On December 1,2010, PPL and certain 
subsidiaries, including LKE, filed a notification of holding company status with the Federal Energy Regulatory 
Commission (“FERC”) under PUHCA 2005. LKE had previously been party to such a notification filed on June 15, 2006 by 
E.ON AG, its former parent. LKS originally was authorized to conduct business as a service company for E.ON 0 . S .  LLC 
(formerly LG&E Energy LLC) and i ts  various subsidiaries and affiliates by order of the Securities and Exchange 
Commission dated December 6,2000, and commenced operations January 1,2001. 

LKS provides certain services to affiliated entities, including LKE, LG&E and KU Capital LLC (“LKC”), LG&E Energy 
Marketing Inc. (“LEM”), Louisville Gas and Electric Company (“LG&E”), Kentucky Utilities Company (“KU”), Western 
Kentucky Energy Corp., and LG&E International Inc., at cost. LKS is organized along functional lines to accomplish its 
purpose of providing management, administrative, and technical services. ‘These services are priced so that LKS 
operates on a break-even basis. 

Note 2 -Summary of Significant Accounting Policies 

Effective January 1,2008, LKS transitioned to the FERC Uniform System of Accounts for Centralized Service Companies 
Subject to the Provisions of PUHCA 2005. The accompanying financial statements were prepared in accordance with 
the accounting requirements set forth in the Uniform System of Accounts and published accounting releases of the 
FERC, which is a comprehensive basis of accounting other than GAAP. 

Property. Property, plant and equipment includes property that is in use and under construction, and is reported a t  
cost. PP&E was not recorded a t  fair value as of the PPL acquisition for FERC-reporting purposes. 

Depreciation and Arnortfzatlon, Depreciation is computed on a straight-line basis. Office furniture is  depreciated over 
30 years and personal computers are depreciated over 3 years. 

Income Taxes. Deferred tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax 
bases, as measured by enacted tax rates that are expected to be in effect in the periods when the deferred tax assets 
and liabilities are expected to be settled or realized. Significant management judgment is required in developing the 
provision for income taxes, primarily due to the uncertainty related to tax positions taken or expected to be taken in tax 
returns and determination of deferred tax assets and liabilities and valuation allowances. Accounting standards 
prescribe a recognition threshold and measurement attribute for the financial statement recognition and measurement 

I FERC FORM 60 (NEW 12-05} 204.1 1 
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(1) X An Original 
(2) - A  Resubmission LG&E and KU Services Company 

of a tax position taken or expected to be taken in a tax return. Uncertain tax positions are analyzed periodically and 
adjustments are made when events occur to warrant a change. Tax contingencies are analyzed periodically and 
adjustments are made when events occur to warrant a change. See also Note 6, Income Taxes, for additional tax 
information. 

Resubmission Date Year of Report 
(Mol Da, Yr) 

I 1  201 1 

Accumulated Deferred income Taxes. Deferred income taxes reflect the net future tax effects of temperary differences 
between the carrying amounls of assets and liabilities for accounting purposes and their basis for income tax purposes, 
as well as the tax effects of net operating losses and tax credit carryforwards. See Note 6, Income Taxes. 

Use of Estimates, The preparation of financial statements in conformity with GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent 
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from those estimates. 

Note 3 -Acquisition by PPL 

On November 1, 2010, PPL completed its acquisition ef LKE and its subsidiaries. The acquisition was accounted for using 
'the purchase method of accounting in accordance with GAAP, and the applicable effects were "pushed down" or 
reflected on the financial statements of the subsidiaries as of the acquisition date. Accordingly, the financial statements 
were presented showing the predecessor and successor accounting periods. 

The push-down basis of accounting was used to record the fair value adjustments of assets and liabilities on LKE and its 
subsidiaries a t  the acquisition date. The fair value of the consideration was paid by PPL to E.ON AG. Adjustments on 
November 1,2Q10 were made to record pension assets at  fair value, re-measure pension and postretirement benefit 
obligations a t  current discount rates and eliminate accumulated other comprehensive income (loss). 

Note 4 - Related Party Transactions 

Provisions of Services 

LKS engages in transactions in the normal course of business with other LKE subsidiaries. These transactions are 
primarily composed of services received and/or rendered. 

LKS provides the subsidiaries of LKE with a variety of centralized administrative, management and support services. 
Charges for these services include labor and burdens of LKS employees performing services for the subsidiaries of LKE 
and vouchers paid by LKS on behalf of the subsidiaries of LKE. The cost of these services is directly charged or, for 
general costs which cannot by directly attributed, charged based on predetermined allocation factors, including the 
ratios discussed in Methods of Allocations on pages 402.1 -402.4. 

Intercompany billings from LKS are listed on page 307, Analysis o f  Billing -Associate Companies (Account 457). These 
billings do not include convenience payments which are shown as a footnote to page 106, line 39, column b. 

Note 5 -Pension and Other Postretirement Benefit Plans 

Although LKS does not directly sponsor any defined benefit plans, it is allocated a portion of the funded status and costs 
- 
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Schedule XIV- Notes to Flnanclal Staternenk! 

Year of Report 

of plans sponsored by LKE based on i t s  participation in those plans, which management believes are reasonable. The 
defined benefit pension plans o f  LKE and i t s  subsidiaries were closed to new employees hired after December 31,2005. 
Employees hired after December 31,2005 receive additional company contributions above the standard matching 
contributions to their savings plans. The actuarially determined obligations of current active employees and retired 
employees of LKS are used as a basis to allocate total plan activity, including active and retiree costs and obligations. 
LKS‘s allocated share of the funded status of the pension plans resulted in a liability of $181 million and $204 million a t  
December 31,2011 and 2010. LKS’s allocated share of other postretirement benefits was a liability of $7 million and $8 
million a t  December 31,2011 and 2010. 

Contributions 

LKS made contributions to the defined benefit pension plan of $38 million and $9 million in 2011 and 2010, respectively. 
Contributions to Supplemental Executive Retirement Plan payments totaled $2 million in both 2011 and 2010. In 
January 2012, LKS made a contribution of $16 million to the pension plan. 

LKS is not required to make contributions to the other postretirement benefit plan in which it participates in but has 
historically funded this plan in amounts equal to the postretirement benefit costs. LKS funded this plan $4 million and 
$5 million in 2011 and 2010, respectively. 

Savings Plans 

Substantially a l l  of LKS’s employees are eligible to participate in deferred savings plans (401(k)s). Employer 
contributions to the plans were as follows. 

(in millions) 
Year Ended Year Ended 

Decetnber 31,2011 December 31,2010 
$ 4 $ 5 

Health Care Reforg 

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

Beginning in 2013, provisions within Health Care Reform eliminate 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. LKS will continue to monitor the potential impact of any changes to the existing provisions 
and implementation guidance related to Health Care Reform on its benefit programs. 

Note 6 - Income Taxes 

LKS’s federal income tax return i s  included in a United States consolidated income tax return filed by LKS’s direct paren 
Prior to October 31,2010, the return was included in the consolidated return of E.ON 1J.S. Investments Corp. Due to the 
acquisition by PPL; the return will be Included in the consolidated PPL return beginning November 1,2010. Each 
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Schedule XIV- Notes to Financial Statements --."-----~ 

subsidiary of the consolidated tax group calculates its separate income tax for each period. The resulting 
separate-return tax cost or benefit is paid to or received from the parent company or its designee. The Company also 
files income tax returns in various state jurisdictions. The tax years 2008, 2009, and ten months ending October 31, 
2010, remain open under the standard three year statute of limitations; however, the IRS has completed the audit of 
these periods under the Compliance Assurance Process, effectivelv closing them to audit adjustments, No issues remain 
outstanding. 

Components of income tax expense are shown in the table below for the year ended December 31: 
2011 olQ 

(in millions) 
Current -federal $ 3  $ ( 5 )  
Current - state 2 1 
Deferred -federal - net (3) 5 
Deferred -state - net 00 
Total income tax expense - $ -  --- $ -  

Deferred tax assets and liabilities which are mainly of a long-term nature are summarized below as of December 31: 
- 2011 2010 

Pensions and similar obligations $ 78 $ 75 
Liabilities and other I-- ~ _ _ _  

$ 84 $ 7 9 .  

(in millions) 
Deferred tax assets: 

6 4 
Net deferred income tax asset (current and noncurrent) 

Balance sheet classification: 
Cur rent 
Non current 

Net deferred income tax asset 

$ 3  $ 3  

$ 84 $ 79 
81 76 --. 

Note 7 -Accumulated Other Comprehensive income (Loss) 

Accumulated other comprehensive income consisted of the following: 

Funded Status of Pension 
and Postretirement Plans 
Pretax - Tax - Net 

(in millions) 
Balance at December 31,2009 

Change in funded status of pension and postretirement 

Effect of PPL. acquisition 137 (53) 84 
Change in funded status of pension and postretirement 

plans - pre-acquisition (31) 12 (19) 

plans - post-acquisition 9 (4) 5 

-1 -. ----. 
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Resubmission Date Year of Report 
(Mo, Da, Yr) 

This Report is: 
(I) X An Original 
(2) - A  Resubmission 

Schedule XIV- Notes to Financial Statements ~- 

Balance at  December 31,2010 $ 9 $ ( 4 ) $ 5  

Change in funded status of 
pension and postretirement plans 2 (1) 1 

Balance a t  December 31,2011 $ 7 $ ( 3 ) $  4 

I .- 
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Name of Respondent 

LG&E and KU Services Company (2) n A  Resubmission 

T:,iS R T r t  Is: 
X A n  Original 

Resubmission Date Yeadperiod of Report 

I /  Oec 31, a 
(Mo, Da, Yr) 

I No" 

, Account Title of Account 

(a) I 
Current Year Prior Year 

/ 2 1400 /Service Company Operating Revenues I 295,706,755 1 326,982,028 I 

402 

403 

403.1 

404 

I 4 1401 89nzratinn I Frnensns 1 186,934,289 1 185,458,788 I 
29,542,940 25,622,139 Maintenance Expenses 

Depreciation Expenses 536,768 467,896 

Depreciation Expense for Asset Retirement Costs 

Amortization of Limited-Term Property 

i- 

5 

25 

26 

27 

28 

29 

_I 

6 

418.1 

419 Interest and Dividend Income 563,145 127,427 

419.1 

421 Miscellaneous Income or Loss 

421.1 Gain on Disposition of Property 

Equity in Earnings of Subsidiary Companies 

- 
Allowance for Other Funds Used During Construction 

7 

36 

O7 

39 

8 

9 
_I 

426.3 Penalties 457 ( 161) 

426.4 Expenditures for Certain Civic, Political and Related Activities 2,701,672 2,463,531 

426.5 Other Deductions 12,33 1,139 18,168,109 

TOTAL OTHER INCOME DEDUCTIONS [Total of Lines 32-38) 15,594,032 23,304,619 
~ 

10 1407.3 ]Regulatory Debits 

1 11 1407.4 (Regulatory Credits I I I 
12 408.1 Taxes Other Than Income Taxes, Operating Income 7,809,401 I 7,851,795 

13 409.1 Income Taxes, Operating I n m i e  10,496,399 [ 4,270,130) 

27,518,247 14 410.1 Provision for Deferred Income Taxes, Operating Income 9,949,174 

15 41 1 I 1 Provision for Deferred Income Taxes - Credit , Operating h o m e  ( 14,379,495) ( 23,198,547) 

- 

16 141 1.4 1 Investment Tax Credit. Service Companv Property I I 
r ~~ 

]411.6 ]Gains from D i s p o z n  of ServYCompany Plant 

- 41 1.7 

41 1 .IO Accretion Expense 

412 Costs and Expenses of Construction or Other Services 55,289,325 84,274,390 

416 

Losses from Disposition of Service Company Plant 

- Costs and Expenses of Merchandising, Jobbing, and Contract Work 

TOTAL SERVICE COMPANY OPERATING EXPENSES (Total of Lines 4-21) 286,178,801 303,724,578 

/NET SERVICE COMPANY OPERATING INCOME notal of Lines 2 less 22) I 9,527,954 I 23,257,450 

I 32 1421 2 ILoss on Disposition of Property I I I 
I 33 1425 IMiscellaneous Amortization I I I 

I 560,764 I 2,673,140 I 
I35 1426.2 /Life lnwrance 1 I I 
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N a m e  of Respondent 

LG&E and KU Services Company 

This Re oil Is. 
(1) d A n  Original 
(2) n A  Resubmission ~- 

Resubmission Date Yeadperiod of Repor 

/ I  Oec31,  2011 
(Mo, Da, Yr) 

Title of Account 

(bl 

~i~~ 

1 41 1408.2 ITaxes Other Than Income Taxes. Other Income and Deductions 

Account 
Number 

fa) 

42 409.2 Income Taxes, Other Income and Dedudions 

43 410 2 

44 41 1.2 

45 41 1.5 Investment Tax Credit, Other Income Deductions 

- 
Provision for Deferred Income Taxes, Other Income and Deductions 

Provision for Deferred Income Taxes - Credit, Other Income and Deductions 
-~ 

- 

i9 

io 

K l - -  ITOTAL TAXES APPLICABLE TO OTHER INCOME AND DEDUCTIONS (Total of Lines 41-45) 

Net Extraordinary Items (Line 57 less Line 58) 

409.4 (less) Income Taxes, Extraordinary 

147 I (INTEREST CHARGES 

i2 

1 48 1427 I Interest on Long-Term Debt 

NET INCOME OR LOSSKOST OF SERVICE (Total o f  Lines 55-61) 

I 49 1428 IAmortization of Debt Discount and Expense 

50 429 (less) Amortization of Premium on Debt- Credit 

51 430 Interest on Debt to Associate Companies 

52 431 Other Interest Expense 

r i d 4 3 2  1 (less) Allowance for Borrowed Funds Used During Construction-Credit 

b4 I ITOTAL INTEREST CHARGES (Total of Lines 48-53) 

1 55 1 INET INCOME BEFORE EXTRAORDINARY ITEMS (Total of Lines 23,30, minus 39,46, and 54) 

156 I IEXTRAORDINARY ITEMS 

I /Extraordinary Items After Taxes (Line 59 less Line 60) 

Current Year 

( 5,847,015 

( 5,847,015 

344,08: 

344,08: 

Prior Year 

( 4  

2,400 

2,400 

77,85E 

77,85t 

FERC FORM NO. 60 (REVISED 12-07) Page 302 



5 

13 

7 
8 411 6 Gain from Disposition of Service Company Plant 

409 1-m 3 Income Taxes 

410 1-41 1 z Provision for Deferred Taxes 

411 1-411 z Provision for Deferred Taxes - Credit 

' g 411 7 

10 411 4-411 5 Investment Taxcredit Adjustment 

11 411 i o  Accretion Expense 

Losses from Disposition of Service Company Plan 

412 Costs and Expenses of Construction or Other 

Services 

Costs and Expenses of Merchandising, Jobbing, 

and Contract Work far .Issocialed Companies 

- 12 
416 

13 

14 

15 

16 

'7 

19 

20 

21 

418 Non-operating Redal Income 

418 t 

419 Interest and Dividend Income 

419 I 

Equity in Earnings of Subsidiary Companies 

Allowance for Other Funds Used During 

Construction - 
421 Miscellaneous ~ncorne or Loss 

421 I Gain on Disposition of Property 

421 2 Loss on Disposition Of Property 

425 Miscellaneous Amortization 

23 

24 

25 

26 

27 

28 

29 

30 

4262 Life Insurance 

4263 Penalties 

4264 Expenditures for Certain Civic, Political and 

Related Activities 

426 5 Other Deductions 

627 Interest On Long-Term Debt 

428 

429 

430 

Amortization of Debt Discount and Expense 

Amortization of Premium on Debt -Credit 

Interest on Debt to Associate Companies 

31 

32 

33 

34 

431 Other Interest Expense 

432 Allowance for Borrowed Funds Used During 

Cmstruction 

Total Steam Power Generation Operation 

Expenses 

Total Steam Power Generation Maintenance 

Expenses 

5w-509 

- 
m . 5 1 5  

Name of Respondent 

LG&E and KU Services Company Dec31, 2011 (2) n A  Resubmission 

Schedule XVI- Analysis of Charges for Service- Associate and Non-Associate Companies +- 1 .  Total cost of service will equal for associate and nonassociate companies the total amount billed under their separate analysis of 
' ' h a  schedtlles 

Title of Accounl Associale Company 
Direcl Cos1 

ssociale Company 
Indirecl Cosl 

issociate Company 
Total Cosl 

Nonassociate 
mPanY 
Total Cos1 

(h) 

Account 
Number Company Company 

flirecl Cost lndirecl Cost Line 

536,768 536,761 

408 1-408 z ]Taxes Other Than Income Taxes 1,458,811 6,350,591 ----t---- 7,809,40 

4,649,38 

9.949,17 

4,649,388 

9.949. t 7. 

14,379,49! 14,379.49 + 55,289.32 55,289,32 

563,14 563.14 

122 1426 1 IDonations 558.93 1,83 560.76 

45 45 

695.47 Z.W6,19! 2.701,67 

12,077,62 12,331,l: I 253,511 

- 

6,172,27( 

182,77: 

Page 303 

I__- 

- 
1,586.93 7,759,21 

3,99377 4,1765: 
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Dec 31, 2011 
?)is Reg$ Is: 

(2) n A Resubmission 
n Original 

I I  LG&E and KU Services Company 

1 
Account 
Number 

Line 

No (4 

1 403403 1 

2 d o 4 a  

3 '407 3.107 4 

4 408 1-4088 

5 409 1.109 3 

6 410 1-111 2 

7 411 1-411 2 

8 411 6 

9 411 7 

10 411 4411 s 

11 411 10 

412 

12 

416 

13 

14 418 

15 418 1 
~ 

16 419 

419 1 

17 

421 

19 421 1 

20 421 2 

21 425 

22 4261 

23 4262 

24 4263 

4264 

25 

26 4265 

27 427 

28 428 

29 429 

30 430 

31 431 

432 

32 

sw so9 

33 

510 515 

34 

1 
FERC FORM 

I Schedule XVI- Analvsis of Charaes for Service- Associate and Non-Associate Comoan ies  [continued) 

Title of Account Tolal Charges for Services Total Charges lor Services Tolal Charges tor SeNlWs 

Direcl Cos1 Indirect Cos1 Tolal Cos1 

(b) (1) (I) (k) 

536,761 -- Depreciation Expense 536,768 

Amortization Expense 

Regulatory DebitdCredits - Net 

Taxes Other Than Income Taxes 1,458 810 6,350,591 7,809.40 

4,649,381 Income Taxes 4,649,384 

9,949,17' Provision for Deferred Taxes 9,949,174 

Provision for Deferred Taxes-Credit 14,379,495 14,379,49' 

- _____ 

-- 
I 

Gain from Disposition of Service Company Plant 

Losses from Disposition of Service Company Plant 

Investment Tax Credit Adjustment 

Accretion Expense 

Costs and Expenses of Construction or Other 

Costs and Expenses of Merchandising, Jobbing, 

and Contract Work for Associated Companies 

Non operating Rental Income 

Equity in Earnings of Subsidiary Companies 

Allowance for Other Funds Used During 

Construction 

Miscellaneous Income or Loss 

Gain on Disposition of Property 

Loss on Disp3sition Of Property 

Miscellaneous Amortization 

- 

Services 55289,325 55.289,32' 

- 
__ ~ I 

Interest and Dividend Income 563,145 563,14 

- 

Donations 558,933 1,831 560,76 

Life Insurance 

Penalties 457 45 

Expenditures for Certain Civic, Polilical and 

- 

Related Activities 695,477 2,006,195 2.701,67 

Other Deductions 12 077,623 253,516 12,331,13 

Interest On Long-Term Debt 

Amortization of Debt Discount and Expense 

Amortization of Premium on Debt - Credit 

Interest on Debt to Associate Companies 

Other Interest Expense 

Allowance for Borrowed Funds Used During 

Construction 

Total Sleam Power Generation Operation 

Expenses 1,586,936 6,172,276 7,759,21 

Total Sleam Power Generalion Maintenance 

Expenses 3,993,778 182,772 4,176,55 
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(2) n A  Resubmission 

Name of Respondent 

LG&E and KU Services Company 

Resubmission Date 
(Mo, Da, Yr) 

/ I  Dec 31, 2011 

142 1 5 ~ )  loperation Supervision and Engineering I 106,501 2,110,4191 2,216,9261 I I I 

Line 
NO. 

35 

36 

37 - 

38 

39 

40 

Accounl Title of Account Associate Company Associate Company Associate Company Nonassociate Nonassociate Nonassociate 
Number Direct Cos1 lndirecl Cost ' Tolal Cost Company Company Company 

Direcl Cost lndirecl Cos1 Total Cost 
(a) (b) (C) (d) (4 (1) (9) (h) 

517-525 Total Nuclear Power Generation Operation 

Expenses 

Total Nuclear Power Generalion Maintenance 

Expenses 

535-540 1 Total Hydraulic Power Generalion Operation 

Expenses 3,205 3,205 
541-545 1 Total Hydraulic Power Generation Maintenance 

528632 

. -  

- 

Expenses 24,672 24,672 
546.550 1 Total Other Power Generalion Operation 

5%-554 i Total Olher Power Generation Maintenance 
Expenses ( 11,418) ( 11,418) 

Expenses 1 1,254 11,254 

41 /555-557 /Total Other Power Supply Operation Expenses I 85.94 3,428,1611 3,514,1051 I 

160 1569 IMaintenance of Structures (Major Only) I I I I I I I 

I I 

43 

44 

45 

46 
_I 

561 1 Load Disoc!ch-Reliability 118,555 3,201,931 3,320.486 
561 2 Load Dispatch-Monitor and Operate Transmission 

Syslem 

Load Dispatch Transmission Service and 

Scheduling 

Scheduling, System Control and Dispatch Services 

561 3 

- ~ 

561 4 - 
561 5 Reliability Planning and Standards Development 1,168,622 1,168,622 

FERC FORM NO. 60 (REVISED 42-07) Page 304 
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49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

561 6 Transmission Service Studies 46,891 46,891 

561 7 Generation Interconnection Studies 

561 8 Reliability Planning and Standards Development 

Services 

562 Station Expenses (Major Only) 29,698 29,698 

563 Overhead Line Expenses (Major Only) 150,182 8,351 158,533 

564 

565 

566 Miscellaneous Transmission Expenses (Major 

567 Rents 

567 1 

Underground Line Expenses (Major Only) 

Transmission of Eleclricily by Others (Major Only) 

Only) 1,789,982 1,893,548 3,683,530 

Operation Supplies and Expenses (Nonmajor 

Only) 

Total Transmission Operation Expenses 2,241,81L -8,382,871i 10,624,686i i i 1 
568 Maintenance Supervision and Engineering (Major 

Only) 

61 

62 

63 

569 1 

569 2 

569 3 

Maintenance of Compuler Hardware 

Maintenance of Computer Software 

Maintenance of Communicalion Equipment 
- 

64 

65 

569 4 Maintenance of Miscellaneous Regional 

Transmission Plant 

570 Maintenance of Station Equipment (Major Only) 477,w 477,340 

571 Maintenance of Overhead Lines (Major Only) 236,22@ 236,228 ,:; i~aintenance of Underground Lines (Major Only) 

Maintenance of Miscellaneous Transmission Plant 

(Major Only) 55,483 55,483 



Name of Respondent Re& is: 

LG&E and KU Services Company n Original 
(2) n A  Resubmission 

Total Cost 
Total Charges lor Services 

Direct Cost Indirect Cosl 
Title of Account 

Number 1 Line 

Resubmission Date YearlPeriod of Report 

I I  D e c 3 1 ,  2011 
(Mo, Da. Yr) 

50 Services 

29,698 .- 51 562 Station Expenses (Major Only) 29,698 

52 563 Overhead Line Expenses (Major Only) 150,182 8,351 158,533 

53 564 Underground Line Expenses (Major Only) 

156: L Load Dispatch-Monitor and Operate Transmission 

144 I (System 

~~ 

54 565 Transmission of Electricity by Others (Major Only) 

5% Miscellaneous Transmission Expenses (Major 

55 Only) 1,789,982 1893,548 3,683,530 

56 567 Rents 

567 i Operation Supplies and Expenses (Nonmajor 

57 Only) 
58 Total Transmission Operation Expenses 2,241,815 8,382,871 10,624,686 - 

568 Maintenance Supervision and Engineering (Major 

-- 59 Only) 
60 569 Maintenance of Structures (Major Only) 

61 569 1 Maintenance of Computer Hardware 

I Load Dispatch-Transmission Service and 

146 1 Scheduling 

_ _ _  
-"- 62 %P Maintenance of Computer Software 

63 5693 Maintenance of Communication Equipment 

64 Transmission Plant 

- 
569 4 Maintenance of Miscellaneous Regional 

65 570 Maintenance of Station Equipment (Major Only) 477,340 477,340 

571 Maintenance of Overhead Lines (Major Only) 236,228 236,228 --- 
, 572 Maintenance of Underqround Lines (Malor Only) - 1  I 

f i  I I ~ - -  . .. 

573 ]Maintenance of Miscellaneous Transmission Plant I 

b 9  1561 7 /Generation Interconnection Studies I I 

68 (Major Only) 55,483 55,483 

I 1561 8 lReliabilily Planning and Standards Development I I I 

~~ 

35 

36 

37 

38 

39 

40 
41 
42 

43 

- 
517 5% Total Nuclear Power Generalion Operation 

Expenses 

Total Nuclear Power Generation Maintenance 

Expenses 

535 540 1 Total Hydraulic Power Generation Operation 

541 545 i Total Hydraulic Power Generation Maintenance 

546 550 1 Total Other Power Generation Operation 

551 554 1 Total Other Power Generation Maintenance 

Expenses 11,254 11,254 

555 557 Total Other Power Supply Operation Expenses 85.944 3,428,161 3,514,105 

560 Operation Supervision and Engineering 106,507 2,110,419 2,216,926 

561 1 Load Dispatch-Reliability 118,555 3,201,931 3,320,486 

528 532 

- -  --- 

Expenses 3,205 3,205 

Expenses 24,672 24,672 

Expenses ( 11.418) ( 11,418) 

I46 561 4 Scheduling, System Control and Dispatch Services 

561 5 Reliability Planning and Standards Development 1,168,622 1,168,622 

561 6 Transmission Service Studies 46.891 46,891 

~ 
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T:,'s Rg;P% Is: Resubmission Date YearIPeriod of Reporl 
n Original (Ma, Da, Yr) 

LG&E and KU Services Company (2) f l A  Resubmission I 1  O e c 3 1 ,  2011 

Account Title 01 Account 
Number 

Line 

NO. (a) (b) 

574 Maintenance of Transmission Plant (Nonmajor 

69 -Only) 
70 Total Transmission Maintenance Expenses 

71 575 1-5758 Total Reg;aiiaI Maritel Gperation Expenses 

72 576 1.5765 Total Regional Market Maintenance Expenses 

73 580-589 Total Distribution Operation Expenses 

74 ,590-598 Total Distribution Maintenance Expenses 

Total Electric Operation and Maintenance 

75 Expenses 

Production Expenses (Provide selected accounts 

76 in a footnote) 

77 8 ~ 8 1 3  Total Other Gas Supply Operation Expenses 

78 814.826 Total Underground Storage Operation Expenses 

7w-798 

83-837 Total Underground Storage Maintenance 

79 Expenses 

80 840-8423 Total Other Storage Operation Expenses 

81 

82 Processing Operation Expenses 

843 1-8439 Total Other Storage Maintenance Expenses 

844 18462 Total Liquefied Natural Gas Terminaling and 

847 1-8478 Total Liquefied Natural Gas Terminaling and 

Processing Maintenance Expenses 

, 850 Operation Supervision and Engineering 

85 851 System Control and Load Dispatching. 

86 852 Communication System Expenses 

87 853 Compressor Station Labor and Expenses 

88 854 Gas for Compressor Station Fuel 
89 855 Other Fuel and Power for Compressor Stations 

go 856 Mains Expenses 

91 857 Measuring and Regulating Station Expenses 

'92 858 Transmission and Compression of Gas By OthG 

193 1859 ]Other Expenses 

94 860 Rents 

95 

96 861 Maintenance Supervision and Engineering 

Total Gas Transmission Operation Expenses 

197 I862 IMaintenance of Structures and Improvements 

98 863 Maintenance of Mains 

99 864 MGintenance of Compressor Stalion Equipment 

100 Equipment 

101 866 Maintenance of Communication Equipment 

102 867 Maintenance of Other Equipment 

103 

104 870881 Total Distribution Operation Expenses 

865 Maintenance of Measuring And Regulating Statio 

Total Gas Transmission Maintenance Expenses 

FERC FORM NO. 60 (REVISED 12-07) 

Associale Company Associate Company Associate Company Nonassociale Nonassociale 

Direct Cast Indirect Cas1 
Direct Cost lndirecl Cost Company Company Total Cos1 

(c) ( 4  (e) (1) (9) 
-- 

769,051 769,051 

- I__. 

6,114,399 2,127,333 8,241,726 

363,629 363,629 

85,456,57C 28,905,546 114,362,116 

52,21L 82,215 

89,832 89,833 
--- 

5,632 5,632 

- 

6,052 6,059 

2,204 2.204 

8,263 8,263 

153,068 153.068 

- 

153,0fE 153,068 

1,199,455 1 18,666 1,318,155 

Page 305 . 

Nonassociale 
Company 
Total Cost 

(h) 



Name of Respondent 

LG&E and KU Services Company 

Schedule XVI- Analysis of Charges for Service- Associate and Non-Associate Companies (continued) 

This Re rt Is: Resubmission Date YearlPeriod of Report 
(1) &n Original 
(2) n A  Rcsubmission 

(Mo, Da. Yr) 
I 1  Dec31 ,  2011 

Account I Number I I Line 

Tolal Charges lor Services 
Direct C a l  

(i) 
I 

(b) 

574 Maintenance of Transmission Plant (Nonmajor 

69 Only) 
70 Total Transmission Maintenance Expenses 769,051 

71 575 1-575 8 Total Regional Market Operation Expenses 

72 .576 1-5765 Total Regional Market Maintenance Expenses 

Tille of Accounl Total Charges lor Services Total Charges for Services 
Indirect Cos1 Total Cos1 

(i) (k) 
~I 

769,051 
. .  - 

74 

75 

76 

77 

I 73 1580.589 ITotal Distribution Operation Expenses I 6,114,3931 2,127,333 I 8,241,726 

590.598 Total Distribution Maintenance Expenses 363,629 363,629 - 
Total Electric Operation and Maintenance 

114,362,116 Expenses 85.456.570 28,905,546 
7w-798 Production Expenses (Provide selected accounts 

in a footnote) 

8w.813 Total Other Gas Supply Operalion Expenses 82.215 82,215 

81 

82 

Total Underground Storage Maintenance 

Expenses 

843 18439 Total Other Storage Maintenance Expenses 

844 18462 Total Liquefied Natural Gas Terminaling and 

Processing Operation Expenses 

847 18478 Total Liquefied Natural Gas Terminating and 

Processino Maintenance Exoenses 

- 

-- 

5,632 I 

ISystem Control and Load Dispatching. 

5,632 

6,059) I 6,059 

I80 18408423 ]Total Other Storage Operation Expenses I I I 

87 

88 

89 

853 

854 

855 

Compressor Station Labor and Expenses 

Gas for Compressor Station Fuel 

Other Fuel and Power for compressor Stations 

94 

95 

96 

I86 1852 ]Communication System Expenses I I I 

860 Rents 

Total Gas Transmission Operalion Expenses 8.263 8,263 

861 Maintenance Supervision and Engineering 

98 

99 

100 

101 

I90 1856 IMains Exoenses I 2 2041 I 7 704 

863 Maintenance of Mains 153.068 153,068 

864 

865 

Maintenance of Compressor Station Equipment 

Maintenance of Measuring And Regulating Station 

Equipment 

866 Maintenance of Communication Equipment 

I 
1 

.- 91 ]Measuring and Regulating Station Expenses I 
92 1858 /Transmission and Compression of Gas By Others 1 

Total Gas Transmission Maintenance Expenses 153,068 

1,199,489 

I93 1859 lother Expenses I I I 

153,068 

1 18,666 1,318.155 
- 

I97 1862 IMaintenance of Structures and Improvements I I I 

1102 1867 IMaintenance of Other Equipment I I I 
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Name of Respondent ;)is Regirt Is: 
n Original 

Tille of Accounl 

Resubmission Date Yeadperiod of Repor! 
(Mo, Wa, Yr) 

Associale Company 
Indirect Cos1 

i LG&E and KU Services Company 

Associate Company 
Direcl Cos1 

(2) n A  Resubmission I I  Dec31, 2011 

bssociale Company 
Tolal Cos1 

(8) 

38,136 

1,695,302 

3.812.761 

Accounl 
Number 

Nonassociale Nonassociale Nonassociale 
Company Company Company 
Direct Cost lndirecl C M  Total T h l  

(f) (9) (h) 

Line 
No. 

105 
- 
- 

'106 

107 

108 

109 

110 

111 

112 

113 

114 

- 
- 
- 
- 
- 
- 
- 

- 

115 - 

116 
_I 

117 

118 

119 

120 

_. 

- 
_. 

I 

i!j894 

)I 

12 

Total Distribution Maintenance Expenses 38,131 

Total Natural Gas Operation and Maintenance 

Expenses 1,576,631 

Supervisio,, 3,173,31! 

Meter reading expenses 272.32! 
- - . . - - ~ -  

438,324 

6,049,605 

60,648 -- 

52,250 

6,600,827 ..-- - 
- 

VI 

B 

IO 

i i  

12  

Customer assistance expenses 5,470,25! 

Informational And Instructional Advertising 

Miscellaneous Customer Service And 
Expenses 60,641 

Informational Expenses 5,49: 
Total Service and Informational Operation 

Accounts 5,629,53' 

Supervision 

Demonstrating and Selling Expenses 

!o 

!I 

!3 

!4 

Administrative and General Salaries 6,201,79 

Office Supplies and Expenses 3,355,87: 

Outside Services Employed 8.970,43; 

Property Insurance 

'5 

'6 

injuries and Damages ( 284,412 

Employee Pensions and Benefits 15,396.52 

'8 Regulatory Commission Expenses 282.28 
ul I 

ulz 

)I 

35 

General Advertising Expenses 37758 

Miscellaneous General Expenses 112,18' 

Rents 

Total AdminisIralive and General Operation 

Expenses 34,412,28 

Maintenance of Structures and Equipment 956,30 

Total AdminisIralive and General Maintenance 

Expenses 

Total Cost of Service 
50.320,88 

137.354,09, 

118,E 

639.44 

272,329 I 
)3 ICustomer records and collection expenses I 4,504,87! 8,549.17 

I I 
13,054,057 

14 lhcollectible accounts I 
15 /Miscellaneous customer accounts expenses 1.372.25 

16 ]Total Customer Accounts Operation Expenses f 9,322,75 9'188,62 18,511,381 I I 
17 Isupervision I 93.13! 345,18 

579.34 
-- 

46,75 

971,28 

13 IAdvertisins Expenses I 
Miscellaneous Sales Expenses I 

37,827,25 44,029,0531 I I 
11,557,245 8,20137 

7,628.83 

( 247,807) 

42,981,199 

282.282 

36.60 

27.584.67 

68,671 44621 0 I I I 
I 

14,544,644 14,432,45 

I 
95,779,81 

23,044.64 

130,192,098 

24,000,949 

128.984,36 

158,008,58 
~ _ _ _  

-- 
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YearlPeriod of Repor 

Title 01 Account 

(b) 

Total Chzrges lor Services 
Drrect Cost 

Total Charges lor Services 
Indirect Cost 

Total Charges lor Services 
Tolal Cos1 

1 Line 
No. 

113 

(i) 

15-894 olal Dislribulion Mainlenance Expenses 38,12 38,lX 
I 

1.695,30; 

otal Natural Gas Operalion and Maintenance 

xpenses 118,666 1,576,62 

11 

12 

13 

___ 

- 
639.446 upervision 

G r e a d i n g  expenses 

:uslomer records and collection expenses 

3812.761 

272,325 

13,054,057 

- --_ 3,173,31 

272.3; 

4,504.87 8,549.178 

14 Incolleclible accounls 

15 

16 

17 

- 
- 

liscellaneous customer accounts expenses 

olal Customer Accounls Operation Expenses 

1,372,25 

18.511.38' 
--_. 1,3722: 

9,322,71 

93.12 

9.188.624 

upervision 345,185 438,321 

18 uslomer assistance expenses 5,4702 579,346 6,049.60! 

I9 iformalional And Instructional Advertising 

xpenses 60.641 60.e 

IO liscellaneous Cuslomer Service And 

iformalional Expenses 52,251 5,42 46,757 

olal Service and fnformalional Operation 

ccounts 6,600.82; 5,629,5: 971,288 

11 upervision 

12 

13 
- emonslraling and Selling Expenses 

dverlising Expenses - 

LL 

23 

24 

25 

26 
27 
28 
29 

30 
31 

32 

_I_ 

_I 

__. 

- 
- 
- 
- 
-- 
_I 

- 
- 

33 

34 
- 
- 

35 

36 
I 

- 

16 liscellaneous Sales Expenses 

olal Sales Operation Expenses 

dministralive and General Salaries 37,827.25E 44.029.05: 6.201.72 

!l iffice Supplies and Expenses 3,355,81 8,201,372 11,557,24! 

!3 iulside Services Emoloved 7,628,834 16.599.271 8,970,4: 

!4 

!5 
- roperty Insurance 

ijuries and Damages ( 284,411 ( 247,807 

mployee Pensions and Benefils 15,3965; 27,584,672 42.981,19! 

!8 

301 
- egulatory Commission Expenses 

eneral Advertising Expenses 

282,28: 

446.211 
- 282.2L 

3 7 7 s  
- - - 

68.621 

30 2 liscellaneous General Expenses llZ,l€ 14,432,451 14,544.64. 

31 ents 

olal Administrative and General Operation 

xpenses 34,4122f 95,779,ElC 

35 
I__ 

laintenance of Structures and Equipment 

otal Administrative and General Maintenance 

xpenses 

23,044,642 24.000.94' 956,3[ 

50,320,8€ 128,984,365 179.305,25! 

olal Cost of Service 137,354,OC 158,008,581 - 295,362,67 .- 
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FOOTNOTE DATA 1 

Resubmission Date Year of Repart 
(Mo, Da, Yr) 

bchedule Page: 304 Line No.: 127 Column: c 
Balance due to insurance reimbursement from Aegis. 
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Name of Respondent This Re ort Is: Resubmission Date YearlPeriod of Report 
(1) $An Original 

LG&E and KU Services Company / I  Dec31, 2011 (2) m A  Resubmission : 

(Mo, Da, Yr) 

~ 

Schedule XVll -Analysis of Billing - Associate Comaanies ( A c c o u n t  457) 

I 1 For services rendered to associate companies (Account 457), list all of the associate companies. 

Accounl457.1 
Direct Casts Charged 

Account 457.2 
Indirect Costs Charged 

Account 457.3 Total Amount Billed 
Compens;;;ForUse ~ 

(e)  ~ 

of Capital 

32,048,790 

Name of Associate Company 
Line 

LG&E and KU Capital LLC 
(b) 
15,064,951 

(c) 
16,983,836 

210.04 

2,77; 

2 3; 

64.877,53 1 51,042,22: 

67,944,14( 

3,433,79! 

76,142,755 

4,459 

I i a  I 

13 I 

~ 

17 

18 

$9 

L1 I 
22 

23 

24 

27 

28 

2 9  

39 I 
40 I Total 158,008,581 137,698,17, 
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Name af Respondent This Re ort is: Resubmission Date 
LG&E and KU Services Company ( 1  ) &An Original 

(2) r l A  Resubmission 
(Mo, Da, Yr) 

I I  

Schedule XVlll -Analysis of Billing - Non-Associate Companies (Account 458) 

1. For services rendered to nanassociate campanies (Account 458), fist all of the nonassociate carnpanies. In a footnote, describe 

Yeadperiod of Report 

Dec31, 201!. 

' ' le services rendered to each respective nonassociate company. 

rota1 Amount Billed -1 - 
Account 458 3 

Compensation For 
Use of Caoifal 

Account 458.1 Account 458.2 
Direct Cosls Indirect Costs 

Charged Charged 

Account 458.4 
xcess or Deficiency 01 

ervicing Nan-associatr 
Utility Companies 

(e) l d )  

+- 
+ 9 

10 I 
11 

12 

13 

14 

-- 

- 22 

23 

24 r-tr 25 

26 

27 

28 

29 

30 

31 

32 

33 

39  1 
Total 

~.~ FERC FORM NO. 60 (REVISED 12-07) 
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' Name af Respondent I This Reoort Is: 1 Resubmission Date 1 Yeadper iod of Reooi 

LG&E and KU Services Company (2) 1 1 A  Resubmission I I  1 D e c 3 1 ,  2011 ' 
(1 ) a An Original I 

Title of Account 

(a) 

Association Dues 

Schedule XIX - Miscellaneous General Expenses - Account 930.2 

1 I Provide a listing af the amount included in Account 930.2, "Miscellaneous General Expenses" classifying such expenses according 
their nature. Amounts less than $50,000 may be grouped showing the number of items and the total for the group. 
Payments and expenses permitted by Section 321 (b)(2) of the Federal Election Campaign Act, as amended by Public Law 94-283 in 

1976 (2 U.S.C. 441(b)(2)) shall be separately classified. I 
Amount 

(b) 

10,84' 
Research and Development 

Business License Fees 

Kcxeci l t ive Manaaement 

.. - 659,79 

i05,a4' - 
1.285,39 

PPL Environment Management 

- %External Affairs 

PPL Financial 

I 2,469,79' PPL Legal 

PPL Services. Inc. 4,312,53 

116,53i 

1,265,69: 

3.325,75; 

PPL Risk Management 

Other Miscellaneous General Expenses - 3 items less than $50,000 each ~- 
-- - 

14,544,64 - ~ 

Total 

962,611 

63: 
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Name of Respandent This Report is: 
(1 ) & An Original 

LG&E and KU Services Company (2) __ A Resubmission 

The following were officers of LKS as of December 31, 201 l : 

Resubmission Date Year of Report 
(Mo, Da, Yr) 

I 1  2011 

Victor A. Staffieri -- Chairman of the Board, Chief Executive Officer and President 

John R. McCall -- Executive Vice President, General Counsel, Corporate Secretary and Chief 
Compliance Officer 

Paula H. Pottinger -- Senior Vice President, Human Resources 
Michael S. Beer -- Vice President, Federal Regulation and Policy 
Lonnie E. Bellar -- Vice President, State Regulation and Rates 
Laura G. Douglas -- Vice President, Corporate Responsibility and Community Affairs 
R.W. “Chip” Keeling -- Vice President, Communications 
Dorothy E. O’Brien -- Vice President and Deputy General Counsel, Legal and 
E Ti\, ironmental Affairs 
George R. Siemens -- Vice President, External Affairs 

S. Bradford Rives -- Chief Financial Officer 
Kent W. Blake -- Vice President, Corporate Planning and Development 
Daniel K. Arboiigh -- 
Treasurer 
Valerie L. Scott -- Controller 
Eric Slavinsky -- Chief Information Officer 

Paul W. Thompson -- Senior Vice President, Energy Services 
D. Ralph Bowling -- Vice President, Power Production 
David S. Sinclair -- Vice President, Energy Marketing 
John N. Voyles, Jr. -- Vice President, Transmission and Generation 
Services 
Edwin R. Staton -- Vice President, Transmission 

Chris Hermann -- Senior Vice President, Energy Delivery 
John P. ltlalloy -- Vice President, Energy Delivery, Retail Business 
P. Greg Thomas -- Vice President, Energy Delivery, Distribution 
Operations 

S. Bradford Rives was named Chief Administrative Officer, effective February 1, 2012. 

Kent W. Blake was named Chief Financial Officer, effective February 1, 2012. 

John R. McCall’s title was changed to Executive Vice President, effective March 19, 2012. Mr. 
McCall announced his retirement, effective June 30, 2012. 

I FERC FORM 60 (NEW 12-05) 401 .I -I 



Name of Respondent This Report is: Resiibmission Date 
(1) X An Oriainal (Mo, Da, Yr) 
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Schedule XX -Organization Chart 

Year of Report 

Gerald A. Reynolds was named General Counsel, Corporate Secretary and Chief Compliance 
Officer, effective March 19, 2022. 

- I FERC FORM 60 (NEW 12-05) 401.2 I 



Name of Respondent This Report is: 
(1) &An Original 

LG&E and KU Services Company (2) - A  Resubmission 

1. Indicate the service department or function and the basis for allocation used when employees render services to more than one department or 
functional group. If a ratio, include the numerator and denominator. 

2. Include anv other allocation methods used to allocate costs 

Resubmission Date Year of Report 
(Mo, Da, Yr) 

! I  201 1 

Service Department or Function 

Customer Sei vice 
Sales and Marketing 
Economic Development and Major Accounts 
Meter Reading 
Meter Operations 
Meter Asset Management 
Cash Remittance 
Billing Integrity 
Energy Efficiency 
CCS Retail Business 
Project Engineering 
System Laboratory 
Generation 
Fuel Procurement 
Transmission Strategy and Planning 
Transmission Protection and Substation 
Transmission Line 
Transmission Reliability and Compliance 
Transmission System Operations 
Transmission EMS 
Transmission Policy & Tariffs 
Transmission Balancing Authority 
Project Development 
Energy Marketing 
Market Forecasting 
Load Forecasting 
Generation Planning and Analysis 
Network Trouble and Dispatch 
Mapping and Records Management 
Electric Engineering 
Distribution Asset Management 
Substation Construction and Maintenance 
Budgeting 
Financial Planning 
Financial Systems 
Internal Financial and Management Reporting 
External Financial Reporting 
Accounting and Reporting 
Sundry Billing 
Property Accounting 
Energy Marketing Accounting 
Revenue Accounting 
Sarbanes-Qxley Compliance 
Payroll 

FERC FORM 60 (NEW 12-05) 
, 

Basis of Allocation 
~ 

Number of Customers Ratios 
Departmental Charge Ratio 
Number of Customers Ratio 
Departmental Charge Ratio 
Number of Meters Ratio 
Number of Meters Ratio 
Revenue Ratio 
Number of Customers Ratios 
Number of Customers Ratios 
Number of customers Ratios 
Total Assets Ratio 
Departmental Charge Ratio 
Total Utility Plant Asset Ratio 
Contract Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Generation Ratio 
Generation Ratio 
Generation Ratio 
Electric Peak Load Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Total Assets Ratio 
Departmental Charge Ratio 
Revenue, Total Assets and Number of Employees Ratio 
Revenue, Total Assets and Number of Employees Ratio 
Number of Employees Ratio 
Revenue, Total Assets and Number of Employees Ratio 
Revenue, Total Assets and Number of Employees Ratio 
Revenue, Total Assets and Number of Employees Ratio 
Revenue, Total Assets and Number of Employees Ratio 
Total Utility Piant Assets Ratio 
Energy Marketing Ratio 
Retail Revenue Ratio 
Departmental Charge Ratio 
Number of Employees Ratio 

102.1 ~ . .  I 



Name of Respondent 

LG&E and KU Services Company 

Tax Accounting, Compliance and Reporting 
Tax Planning 
Tax Special Projects 
Audit Services 
Cash Management and Investment 
Corporate Finance 
Risk Management 
Credit Administration 
Energy Marketing Trading Controls 
Energy Marketing Contract Administration 
Procurement and Major Contracts 
Strategic Sourcing 
Materials Logistics 
Sourcing Support 
Accounts Payable 
Supplier Diversity 
IT Corporate Functions 
IT Security and Administrative 
IT  Enhancements 
IT Applications 
I T  Client 
IT Platform 
Legal 
Compliance 
Environmental Affairs 
Regulatory Affairs 
Govern m e n t Aff a i rs Man age m e n t 
Internal Corn m unicat ions 
External and Brand Communications 
Public Affairs Management 
Facilities and Buildings 
Security 
Production Mail 
Docu m e n t 
Rig ht-of-Way 
Transportation 
HR compensation 
HR Benefits 
HR Employee Diversity 
HR Health and Safety 
HR Organization Development and Training 
HR 
Technical and Safety Training 
Industrial Relations Management 
Executive Management 

This Report is: Resubmission Date Year of Report 
(1 ) 3 An Original (Ma, Da, Yr) 
(2) __ A Resubmission / I  201 1 

Revenue, Total Assets and Number of Employees Ratio 
Revenue, Total Assets and Number of Employees Ratio 
Revenue, Total Assets and Number of Employees Ratio 
Project Ratio 
Revenue, Total Assets and Number of Employees Ratio 
Revenue, Total Assets ar;d Number of Employees Ratio 
Total Utility Plant Assets Ratio 
Generation Ratio 
Generation Ratio 
Generation Ratio 
Non-Fuel Material and Services Expenditures Ratio 
Non-Fuel Material and Services Expenditures Ratio 
Non-Fuel Material and Services Expenditures Ratio 
Non-Fuel Material and Services Expenditures Ratio 
Number of Transactions Ratio 
Non-Fuel Material and Services Expenditures Ratio 
Number of Employees Ratio 
Number of Emplovees Ratio 
Number of Employees Ratio 
Number of Employees Ratio 
Number of Employees Ratio 
Number of Employees Ratio 
Departmental Charge Ratio 
Number of Employees Ratio 
Electric Peak Load Ratio 
Revenue Ratio 
Departmental Charge Ratio 
Number of Employees Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Number of Customers Ratio 
Number of Employees Ratio 
Number of Customers Ratio 
.Transportation Resource Management System Chargeback Rai 
Number of Employees Ratio 
Number of Employees Ratio 
Departmental Charge Ratio 
Number of Employees Ratio 
Number of Employees Ratio 
Number of Employees Ratio 
Number of Employees Ratio 
Number of Employees Ratio 
Departmental Charge Ratio 

Contract Ratio - Based on the sum of the physical amount (i.e. tons of coal, cubic feet of natural gas) of the 
contract for both coal and natural gas for the immediately preceding twelve consecutive calendar months, the 
numerator of which is for an operating company or an affected affiliate company and the denominator of which 

I FERC FORM 60 (NEW 12-05) 402.2 I 



-I 

is for all operating companies and affected affiliate companies 

This Report is: Resubmission Date Year of Report 
(1) X An Original (Mo,  Da, Yr) 
(2) __ A Resubmission I 1  2011 

Departmental Charge Ratio - A specific Servco department ratio based upon various factors. The 
departmental charge ratio typically applies to indirectly attributable costs such a s  departmental administrative, 
support, and/or material and supply costs that benefit more than one affiliate and that require allocation using 
general measures of cost causation. Methods for assignment care department-specific depending on the type 
of service being performed and are documented and monitored by the Budget Coordinators for each 
department. The numerator and denominator vary by department. The ratio is based upon various factors 
such as labor hours, labor dollars, departmental or entity headcount, capital expenditures, operations & 
maintenance costs, retail energy sales, charitable contributions, generating plant sites, average allocation of 
direct reports, net book value of utility plant, total line of business assets, electric capital expenditures, 
substation assets and transformer assets. 

Electric Peak Load Ratio - Based on the sum of the monthly electric maximum system demands for the 
immediately preceding twelve consecutive calendar months, the numerator of which is for an operating 
company and the denominator of which is for all operatirig companies. 

Energy Marketing Ratio - Based o n  the absolute value of megawatt hours purchased and sold for the 
immediately preceding twelve consecutive calendar months, the numerator of which is for an operating 
company or an affiliate and the denominator of which is for all operating companies and affected affiliate 
companies. 

Generation Ratio - Based on the annual forecast of megawatt hours, the numerator of which is for an 
operating company or an affiliate and the denominator of which is for all operating Companies and affected 
affiliate Companies. 

Non-Fuel Material and Services Expenditures - Based on non-fuel material and services expenditures, net 
of reimbursements, for the immediately preceding twelve consecutive calendar months. The numerator is 
equal to such expenditures for a specific entity and/or line-of-business as appropriate and the denominator is 
equal to such expenditures for all applicable entities. 

Number of Customers Ratio - Based on the number of retail electric and/or gas customers. This ratio will be 
determined based on the actual number of customers at the end of the previous calendar year. In some 
cases, the ratio may be calculated based on the type of customer class being served (i.e. Residential, 
Commercial or Industrial). The numerator is the total number of each Company's retail customers. The 
denominator is the total number of retail customers for both LG&E and KU. 

Number of Employees Ratio - Based on the number of employees benefiting from the performance of a 
service. This ratio will be determined based on actual counts of applicable employees at the end of the 
previous calendar year. A two-step assignment methodology is utilized to properly allocate Servco employee 
costs to the proper legal entity. The numerator for the first step of this ratio is the total number of employees 
for each specific company, and the denominator is the total number of employees for all companies in which 
an allocator is assigned (i.e. LG&E, K U  and Servco). For the second step, the ratio of Servco to total 
employees will then be allocated to the other companies (LGBE, KU and LKC) based on each company's ratio 
of labor dollars to total labor dollars. (LKC has no employees, but non-utility related labor is charged to it.) 

[FERC FORM 60 (NEW 12-05) 402.3 I 
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LG&E and KU Services Company (2) __ A Resubmission I I  

Number of Meters Ratio - Based on the number or types of meters being utilized by all levels of customer 
classes within the system for the immediately preceding twelve consecutive calendar months. The numerator 
is equal to the number of meters for each utility and the denominator is equal to the total meters for KU and 
LG&E. 

Number of Transactions Ratio - Based on the sum of transactions occurring in the immediately preceding 
twelve consecutive calendar months, the numerator of which is for an operating company or an affected 
affiliate company and the denominator of which is for all operating companies and affected affiliate companies. 
For example, services pertaining to Materials Logistics would define the transaction as the number of items 

ordered, picked and disbursed out of the warehouse. Services pertaining to Accounts Payable would define 
the transaction as the number of invoices processed. The Controller’s organization is responsible for 
maintaining and monitoring specific product/service methodology documentation for actual transactions 
related to Servco billings. 

Year of Report 

201 1 

Project Ratio - Based on the total costs for any departmental or affiliate project for the immediately preceding 
twelve consecutive calendar months, the ncirirerator of which is for an operating company or an affected 
affiliate company and the denominator of which is for all operating companies and affected affiliate companies. 

Retail Revenue Ratio - Based on utility revenues, excluding energy marketing revenues, for the immediately 
preceding twelve consecutive calendar months, the numerator of which is for an operating company or an 
affiliate and the denominator of which is for all operating companies and affected affiliate companies. 

Revenue Ratio - Based on the sum of the revenue for the immediately preceding twelve consecutive 
calendar months, the numerator of which is for an operating company or an affected affiliate company and the 
denominator of which is for all operating companies and affected affiliate companies. 

Revenue, Total Assets and Number of Employees Ratio - Based on an average of the revenue, total 
assets and number of employees ratios. This ratio is independently calculated for LG&E and KU. The 
numerator is the sum of Revenue Ratio, Total Assets Ratio and Number of Employees Ratio for the specific 
company. The denominator is three - the number of ratios being averaged. 

Total Assets Ratio - Based on the total assets at year end for the preceding year. in the event of joint 
ownership of a specific asset, asset ownership percentages are utilized to assign costs. The numerator is the 
total assets for each specific company at the end of the preceding year. The denominator is the sum of total 
assets for each company in which an allocator is assigned (LG&E, KU and LKC). 

Total Utility Plant Assets Ratio - Based on the total utility plant assets at year end for the preceding year, 
the numerator of which is for an operating company or affected affiliate company and the denominator of 
which is for all operating companies and affected affiliate companies. In the event of joint ownership of a 
specific asset, ownership percentages are utilized to assign costs. 

Transportation Resource Management System Chargeback Ratio - Based on the costs associated with 
providing and operating transportation fleet for all affiliated companies including developing fleet policy, 

I FERC FORM 60 (NEW 12-05) 402.4 _3 
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administering regulatory compliance programs, managing repair and maintenance of vehicles and procuring 
vehicles. Such rates are applied based on the specific equipment employment and the measured usage of 
services by the various company entities. This ratio is calculated monthly based on the actual transportation 
charges from the previous month. The numerator is the department labor charged to a specific company. The 
denominator is the total labor costs for the specific department. The ratio is then multiplied by the total 
transportation costs to determine the amount charged to each company. 

Utility Ownership Percentages - Based on the contractual ownership percentages of jointly-owned 
generating units. This ratio is updated as a result of a new jointly-owned generating unit, and is based on the 
total forecasted energy needs. The numerator is the specific company's forecasted incremental capacity 
and/or energy needs. The denominator is the total incremental capacity and/or energy needs of all 
companies. 

Year of Report 

I 

LG&E and KU Services Company 
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Name 
Baker,Diana R 
Ballinger,William T 
Beeler,Lisa G 
Birchel1,Brent E 
Bohannon,Susan L 
Bottom, Edwa rd Alan 
Bowman,Keysha Larea 
Bryant,William L 
Burns,Kyle W 
Byrd,Katherine M 
Casper,Judy 
Clark,Darlene L 
Cocanougher,Joseph M 
Collett,Trisha L 
Cunni ng h a m, M a rti n a Carol 
Davidson, Lea h 
Dennis,Lucy S 
Deyo,Britney M 
Dixon,Gerald K 
Donahue,Rebecca Anne 
Dorman,Susan Jean 
Douglas,Rachelle Nicole 
English,Deborah P 
Evans,CrystaI Janae 
Farish,Tonya D 
Freibert,Diana Q 
Fulton,Pamela J 
Gabhart,Laura B 
Goldey,Lisa Lynn 
H aas h i i m,Ta ma ra D ion ne 
Head,Jaime L 
Hesse,Sharon L 
Higdon,Karen S 
Hobbs,Karen Ann 
Jackson,Glenda Ellen 
Jackson,Sherita E 
Jennings,Heather A 
Jones,Myla Elizabeth 
Kanatza r, Michele Frances 
Krebs,Susan Marie 
Kr ug e r , Cynthia G ai I 
Lacy,Joy Rebecca 
Lemons,Tracey L 
Lindsey,Gregory D 
Maddox,Alisa R 
McBride,Beth A 

NewCompany 
LG&E and KU Services 1 

LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 1 

LG&E and KU Services 1 

LG&E and KU Services I 
LG&E and KU Services 1 

LG&E and KU Services 1 

LG&E and KU Services 1 

LG&E and KU Services 1 

LG&E and KU Services I 
LG&E and KU Services 1 

LG&E and KU Services 1 

LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
IG&E and KU Services I 

LG&E and KU Services 
LG&E and KU Services 1 

LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
lG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 
LG&E and KU Services 

Eff Date 
20 11-05-09 
2011-10-03 
20 11-05-09 
2 0 1  11-07-1 
2011-05-09 
20 11-05-09 
2011-05-09 
2011-08-08 
2Q 11-09-05 
2011-05-09 
20 11-05-09 
2011-05-09 
2011-10-17 
2011-05-09 
2011-05-09 
201 1-05-09 
2011-05-09 
2011-05-09 
2011-09-19 
2011-05-09 
2011-05-09 
2011-05-09 
2011-05-09 
2011-05-09 
2011-05-09 
2011-10-17 
2011-05-09 
2011 -05-09 
2011-05-09 
2011-05-09 
2011-05-09 
2011-05-09 
2011-05-09 
2011-05-09 
2011 -05-09 
2011-05-09 
2011-05-09 
2011-05-09 
20 11-05-09 
201 1-05-09 
2011-05-09 
2011-05-09 
2011-05-09 
2011-10-03 
2011-05-09 
20 11-05-09 



McCutchen,Kristy Michelle 
McDonald,Kathlyn L 
Meadway,Robert W 
Metcalf,Eleene Kaye 
Meyer,Benita G 
Miller,Jeremy W 
Miller,Waldren Blake 
Monroe,Rhoda Lane 
Moody,Va nessa lnett a 
Napier,Leigh Ann 
Nea1,Deborah L 
OwensfPatricia R 
Palas, Michel le Lynn 
Patrick,Bonnie A 
Payne’Sharon K 
Porter,Clarisa Wallace 
Powers,Sa brina 
Radcliffe,Robin A 
Rash,Hannah Lee 
Reed-Ernst, Pamela G 
Russell,Kelli R 
Sachleben,Shirley Suzanne 
Schneider,Jeffrey William 
Seay,Sohn W 
Sexton,Aaron Todd 
Shultz,Elaine G 
Sleet,Dackoma H 
Smith,Andrea Leah 
Smith,Cody Ryan 
Thiemann,Sarah Jean 
Thompson,Shelia Darlene 
Todd, Rita Ann 
Tompkins,Mary E 
Tucker,Vivia n Sherry 
Turner,Amy H 
Va nS h ii re n, J ul ie 
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