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Mr. Jeff DeRouen

Executive Director

Kentucky Public Service Commission
211 Sower Boulevard

P.O. Box 615

Frankfort, Kentucky 40602-0615

June 30, 2015

Re: Joint Application of PPL Corporation, E.ON AG, E.ON US
Investments Corp., E.ON U.S. LLC, Louisville Gas and Electric
Company, and Kentucky Utilities Company for Approval of an
Acquisition of Ownership and Control of Utilities
Case No. 2010-00204

t Dear Mr. DeRouen:

Pursuant to the Commission’s Order dated September 30, 2010 in the
aforementioned case, Louisville Gas and Electric Company (“LG&E”™) and
Kentucky Utilities Company (“KU”), (collectively, the “Companies™) submit
an original and one (1) copy of the Companies’ Annual Accounting
Information Filing in compliance with the reporting requirements specified in
Appendix C, Commitment No. 1.

Please confirm your receipt of this filing by placing the File Stamp of your
Office with date received on the extra copy. Should you have any questions
regarding the information filed herewith, please call me or Don Harris at (502)
627-2021.

Sincerely,

(B S Ehdranp

Rick E. Lovekamp
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QUARTERLY AND ANNUAL FINANCIAL REPORTS FOR 2014

During 2014 and 2015, the Companies filed the 2014 PPL Corporation Annual Report and all of
the Securities and Exchange Commission (“SEC”) Form 10-Q’s and 10-K reports as they were
completed. The details of the filings are as follows:

Securities Kentucky Public
Exchange Service
Commiission Filing | Commission Filing
Financial Report Period Ending Date Date
SEC Form 10-Q March 31, 2014 May 2, 2014 May 6, 2014

SEC Form 10-Q

June 30, 2014

July 31, 2014

August 4, 2014

SEC Form 10-Q

September 30, 2014

November 7, 2014

November 10, 2014

SEC Form 10-K

December 31, 2014

February 23, 2015

February 24, 2015

PPL Corporation Annual Report

December 31, 2014

N/A

April 24,2014
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

iX] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934 for the guarterly period ended March 31, 2014

OR

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

Commission File
Number

1-11459

1-32944

1-905

333173665

1-2893

1-3464

ppl10g_3-14_Final As Filed.docx

Registrant; State of Incorporation;
Address and Telephone Number

PPL Corporation

{Exact name of Registrant as specified in its charter)
{Pennsylvania)

Two North Ninth Street

Allentown, PA 18101-1179

(610) 774-5151

PPL Energy Supply, LLC

(Exact name of Registrant as specified in its charter)
(Delaware)

Two North Ninth Street

Alleniown, PA 18101-1179

(610) 774-5151

PPL Electric Utilities Corporation

(Exact name of Registrant as specified in its charter)
(Pennsylvania)

TFwo North Ninth Street

Allentown, PA (18101-1179

(610) 774-5151

LG&E and KU Energy LLC

(Exact name of Registrant as specified in its charter)
(Kentucky)

220 West Main Street

Louisville, KY 40202-1377

(502) 627-2000

Louisville Gas and Electric Company

(Exact name of Registrant as specified in its charter)
(Kentucky)

220 West Main Street

Louisville, KY 40202-1377

(502) 627-2000

Kentucky Utilities Company

{Exact name of Registrant as specificd in its charter)
{Kentucky and Virginia)

One Quality Street

Lexinglon, KY 40507-1462

{502) 627-2000

IRS Employer
Identification No.

23-2758192

23-3074920

23-0959590

20-0523163

61-0264150

61-0247570




Indicate by check mark whether the registrants (1) have filed all reports required to be filed by Section 13 or 15(d) of the
Securitics Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrants were required
to file such reports), and {2) have been subject to such filing requirements for the past 90 days.

PPL Corporation Yes X No__
Q PPL Energy Supply, LLC Yes X_ No __
PPL Electric Utilities Corporation . Yes X No__
LG&E and KU Energy LLC Yes_X_ No_
Louisville Gas and Electric Company Yes X No_
Kentucky Utilities Company Yes X No_

Indicate by check mark whether the registrants have submitted electronically and posted on their corporatc Web site, if any,
cvery Interactive Data File required 10 be submitted and posted pursuant 1o Rule 405 of Regulation S-T (§232.405 of this
chapter) during the preceding 12 months (or for such shorter period that the regisirants were required to submit and post such

files).
PPL Corporation Yes X No_
PPL Energy Supply, LLC Yes X No_
PPL Electric Ustities Corporation Yes X No_
LLG&E and KU Energy LLC Yes X No__
Louisville Gas and Electric Company Yes X No__
Kentucky Utilities Company Yes X No_

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

Large accelerated Accelerated Non-accelerated  Smaller reporting
filer filer fler company
PPL Corporation X1 ]

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

[

[
[]
L]
]
Kentucky Utilities Company {1

[N SR W S S —}

[
[
|
[
[
[

e e et e

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

PPL Corporation Yes No X
PPL Encrgy Supply, LLC Yes No X
PPL Electric Utilities Corporation Yes No X
LG&E and KU Energy LLC Yes_ No X
Louisville Gas and Electric Company Yes No X
Kentucky Ulilities Company Yes __ No X

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

PPL Corporation Common stock, $0.01 par value, 631,744,500 shares outstanding at April 25,
2014.
PPL Energy Supply, LLC PPL Corporation indirecily holds all of the membership interests in PPL

Energy Supply, LLC.

PPL Electric Utilities Corporation Common stock, no par value, 66,368,056 shares outstanding and all held by
PPL Corporation at April 25, 2014,

LG&E and KU Energy LLC PPL Corporation directly holds all of the membership inierests in LG&E and
KU Energy LLC.

Louisville Gas and Eleciric Company Common stock, no par value, 21,294,223 shares outstanding and all held by
LG&E and KU Energy LLC at April 25, 2014,

Kentucky Utilities Company Common stock, no par value, 37,817,878 shares outstanding and all held by
Q LG&E and KU Energy LLC at April 25, 2014,

This document is available free of charge at the Investor Center on PPL Corporation's website at www,pplweb.com.
However, information on this website does not constitute a part of this Form 10-Q.
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PPL CORPCRATION
PPL ENERGY SUPPLY, LLC
PPL ELECTRIC UTILITIES CORPORATION
LG&E AND KU ENERGY LLC
LOUISVILLE GAS AND ELECTRIC COMPANY
KENTUCKY UTILITIES COMPANY

FORM 10-Q
FOR THE QUARTER ENDED MARCH 31, 2014
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This combined Form 10-Q is separately filed by the following Registrants in their individual capacity: PPL Corporation, PPL
Energy Supply, LLC, PPL Elcctric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company
and Kentucky Utilities Company. Information contained herein relating to any individual Registrant is filed by such Registrant
solely on its own behalf, and no Registrant makes any representation as 10 information relating to any other Registrant, excepl
that information under "Forward-Looking Information” relating 10 subsidiaries of PPL Corporation is also attributed to PPL
Corporation and information relating to the subsidiaries of LG&E and KU Energy LLC is also atiributed to LG&E and KU
Energy LLC,

Unless otherwise specified, references in this Report, individually, 10 PPL Corporation, PPL Energy Supply, LLC, PPL Electric
Utlitics Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and Kentucky Utililiecs Company are
refcrences to such entities directly or to one or more of their subsidiaries, as the case may be, the financial results of which
subsidiaries are consolidated into such Registrants in accordance with GAAP. This presentation has been applied where
identification of particular subsidiaries is not material to the matter being disclosed, and to conform narrative disclosures to the
presentation of financial information on a conselidated basis.
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GLOSSARY OF TERMS AND ABBREVIATIONS

PPL Corporation and its subsidiaries

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

?

LG&E - Louisville Gas and Electric Company, a public utitity subsidiary of LKE engaged in the regulated generation,
transmission, distribution and sale of electricity and the distribution and salc of natural gas in Kentucky.

LKE - LG&E and KU Energy LLC, a subsidiary of PPL and the parent of LG&E, KU and other subsidiarics.
LKS - LG&E and KU Services Company, a subsidiary of LKE that provides services to LKE and its subsidiaries.

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

PPL Brunner Island - PPL Brunner Island, LLC, a subsidiary of PPL Generation that owns gcnerating operations in
Pennsylvania.

PPL Capital Funding - PPL Capital Funding, Inc., a financing subsidiary of PPL that provides financing for the operations
of PPL and certain subsidiaries. Debt issued by PPL Capital Funding is guaranteed as to payment by PPL,

PPL Electric - PPL Elcciric Utilities Corporation, a public utility subsidiary of PPL engaged in the regulated transmission
and distribution of electricity in its Pennsylvania service arca and that provides electricity supply to its retail customers in this

area as a PLR.

PPL Energy Funding - PPL Energy Funding Corporation, a subsidiary of PPL and the parent holding company of PPL
Energy Supply, PPL Global and other subsidiaries.

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

PPL Energy Supply - PPL Encrgy Supply, LLC, a subsidiary of PPL Encrgy Funding and the parent company of PPL
Generalion, PPL EnergyPlus and other subsidiaries.

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

PPL Global - PPL Global, LLC, a subsidiary of PPL Energy Funding that, primarily through its subsidiaries, owns and
operates WPD, PPL's regulated electricity distribution businesses in the U.K.

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

PPL Montour - PPL. Montour, LLC, a subsidiary of PPL Generation that owns generating operations in Pennsylvania.
PPL Services - PPL Services Corporation, a subsidiary of PPL that provides services to PPL and its subsidiarics.

PPL Susquehanna - PPL Susquchanna, LLC, a subsidiary of PPL Gencration that owns a nuclear-powered generating
station,

PPL WEM - PPL WEM Holdings Limited (formerly PPL WEM Holdings plc), an indirect U.K. subsidiary of PPL. Global.
PPL WEM indirccily owns both WPD (East Midlands) and WPD (West Midiands).

PPL WW - PPL WW Holdings Limited, an indirect U.K. subsidiary of PPL Global. PPL WW Holdings indirectly owns
WPD (South Wales) and WPD (South West).

Registrant(s) - refers 1o the Regisirants named on the cover of this Report (each a "Registrant” and colleclively, the
"Registrants").

ppl10g_3-14_Final As Filed.docx i




Subsidiary Registrant(s) - Registrants thal are dircct or indirect wholly owned subsidiaries of PPL: PPL Energy Supply,
PPL Electric, LKE, LG&E and KU.

WPD - refers to PPL WW and PPL. WEM and their subsidiaries.

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

WPD Midlands - refers to WPD (East Midlands) and WPD (West Midlands), collectively.

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

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

WPD {West Midlands) - Western Power Distribution (West Midlands) ple, a British regional ¢lectricity distribution utility
company.,

WKE - Western Kentucky Energy Corp., a subsidiary of LKE thai leased certain non-utility gencrating plants in western

Kentucky until July 2009.

Other terms and abbreviations
£ - British pound sterting.
2010 Equity Unit(s) - a PPL equity unit, issued in June 2010, consisting of a 2010 Purchase Contract and, initially, a 5.0%

undivided beneficial ownership interest in $1,000 principal amount of PPL Capital Funding 4.625% Junior Subordinated
Notes due 2018.

2010 Purchase Contraci(s)- a contract that is a component of a 2010 Equity Unit requiring holders to purchase shares of
PPL common stock on or prior 1o July 1, 2013,

2011 Equity Unit(s) - a PPL equity unit, issued in April 2011, consisting of a 2011 Purchase Contract and, initially, a 5.0%

undivided beneficial ownership interest in $1.000 principal amount of PPL Capital Funding 4.32% Junior Subordinated
Notes due 2019.

2011 Purchase Contract(s} - a coniract that is a component of a 201 1 Equity Unit requiring holders to purchase sharcs of
PPL common stock on or prior to May [, 2014.

2013 Form 10-K - Annual Report to the SEC on Form 10-X for the year ended December 31, 2013.

Act 17- Act 11 of 2012 that became effective on April 16, 2012. The Pennsylvania legislation authorizes the PUC (o
approve two specilic ralemaking mechanisms: the usc of a fully projected future test year in base rate proceedings and,
subject (o certain conditions, a DSIC,

Act 129 - Act 129 of 2008 1hat 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 reguirements, adopts new PLR
clectricity supply procurement rules, provides remedies for market misconduct and changes to the AEPS.

AEPS - Alwernative Energy Portfolio Standard.

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

AQOC! - accumulated other comprehensive income or loss,
ARO - assct retirement obligation.

Baseload generation - includes the output provided by PPL's nuclear, coal, hydroelectric and qualifying facilities.
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Basis - when used in the context of derivatives and commodity trading, the commodity price differcntial between two
locations, products or time periods.

CAIR - the EPA's Clean Air Interstate Rule.

Cane Run Unit 7 - a natural gas combined-cycle unit under construction in Kentucky, jointly owned by LG&E and KU,
which is expected to provide additional clectric generating capacity of 640 MW (141 MW and 499 MW to LG&E and KU) in
2015.

CCR - Coal Combustion Residuals. CCRs include fly ash, bottom ash and sulfur dioxide scrubber wasies.

Clean Air Act - federal legislation enacted Lo address ceriain environmental issues related 1o air emissions, including acid
rain, ozone and loxic air ¢cmissions.

CPCN - Certificate of Public Convenience and Necessity. Authority granted by the KPSC pursuant to Kentucky Revised
Statute 278.020 10 provide utility service to or for the public or the construction of certain plant, equipment, property or
facility for the furnishing of utility service to the public.

CSAPH - Cross-Siate Air Poliution Rule,

Customer Choice Act - the Pennsylvania Electricity Generation Customer Choice and Competition Act, legislation
enacted to restructure the state's clectric utility industry 1o create retail access to a competitive market for generation of
clectricity. .

Depreciation not normalized - ihe flow-through income tax impact related to the state regulatory treatment of
depreciation-related 1iming differences.

DNO - Distribution Neiwork Operator.

DPCRA4 - Distribution Price Control Review 4, the U.K. 5-year rate review period applicable 1o WPD that commenced
April 1, 2005,

DPCRS - Distribution Price Control Review 5, the U.K. 5-year rate review period applicable to WPD that commenced
April 1, 2010.

DRIP - Dividend Reinvestment and Dircct Stock Purchase Plan.,

DSIC - the distribution system improvement charge authorized under Act 11, which is an alternative ratemaking mechanism
providing more-limely cost recovery of qualifying distribution sysiem capital expenditures.

DSM - Demand Side Management. Pursuant 1o Kentucky Revised Statute 278.285, the KPSC may determine the
reasonableness of DSM plans proposed by any utility under its jurisdiction. Proposed DSM mechanisms may seck full
recovery of costs and revenues lost by implementing DSM programs and/or incentives designed to provide financial rewards
1o the utility for implementing cost-effective DSM programs. The cost of such programs shall be assigned only to the class
or classes of customers which benefit from the programs.

ECR - Environmental Cost Recovery. Pursuant to Kentucky Revised Statute 278.183, Kentucky clectric 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 requircments that apply to coal combustion wasies and by-products from the production of energy from coal.

EE! - Eleciric Energy, Inc., owns and operates a coal-fired plant and a natural gas facility in southern Hlinois. KU's 20%
ownership interest in EE] is accounted for as an equity method investmenl.

EPA - Environmental Protection Agency, a U.S. government agency,
EPS - earnings per share.
Equity Units - refers collectively to the 2011 and 2010 Equity Units.

ESOP - Employce Stock Ownership Plan.
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FERC - Federal Energy Regulatory Commission, the U.S. federal agency that regulates, among other things, interstate
transmission and wholesale sales of electricity, hydroelectric power projects and rclated matters.

Fitch - Fich, Inc., a credit raling agency.

FTRs - financial transmission rights, which are financial instruments established 1o manage price risk related to electricity
transmission congestion that 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 between two pricing locations, known as source and
sink.

GAAP - Generally Accepted Accounting Principles in the U.S.

GBP - British pound sterling.

GHG - greenhouse gas(es).

GLT - Gas Line Tracker. The KPSC approved LG&E's recovery of costs associated with gas service lines, gas risers, leak
mitigation, and gas main replacements. Rate recovery became effective on January 1, 2013,

IBEW - International Brotherhood of Electrical Workers.

if-Converted Method - A method applied o calculate diluted EPS for a company with outstanding convertible debt. The
method is applied as follows: Interest charges (afier tax) applicable 10 the convertible debt are added back to net income and
the converlible debt is assumed to have been converted to equity at the beginning of the period, and the resulting common
shares are trealed as outstanding shares. Both adjusiments are made only for purposes of caleulating diluted EPS. This
method was applied in 2013 to PPL's Equity Units prier to settlcment.

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

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

ISO - Independent Sysiem Operator.

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

LIBOR - London Interbank Offered Rate.

LTHP - Long Term Infrastructurc Improvement Plan.

MATS - Mcrcury and Air Toxics Standards.

MDEQ - Montana Department of Environmental Quality.

MEIC - Montana Environmental Information Center.

MMBtu - One million British Thermal Units.

Montana Power - The Montana Power Company, a Montana-based company that sold its gencrating assets 1o PPL
Montana in December 1999. Through a series of transactions consummated during the first quarter of 2002, Mentana Power
sold its electricity delivery business to NorthWestern.

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

MW - megawatt, one thousand kilowatts.

MWh - megawaui-hour, one thousand kilowati-hours.

NDT - PPL Susquehanna's nuclear plant decommissioning trust.
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NERC - North American Eleciric Reliability Corporation,
NGCC - Nawral gas-fired combined-cycle generating plant.

NorthWestern - NorihWestern Corporalion, 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,

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

NRC - Nuclear Regulatory Commission, the U.S. federal agency that regulates nuclear power facilities.
OCI - other comprehensive income or loss.

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

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

OVEC - Ohio Valley Electric Corporation, located in Piketon, Ohio, an entity in which LKE indirectly owns an 8.13%
interest (consists of LG&E's 5.63% and KU's 2.50% interests), which is accounted for as a cost-method invesiment. OVEC
owns and operates twe coal-fired power plants, the Kyger Creck plant in Ohio and the Clifiy Creek plant in Indiana, with
combined summer rating capacities of 2,120 MW,

PADEP - \he Pennsylvania Department of Environmental Proteclion, a stale government agency,

PJM - PIM Interconnection, L.L.C., operator of the clectricity transmission network and clectricity energy market in all or
parts of Dclaware, Hlinois, Indiana, Kentucky, Maryland, Michigan, New Jersey, North Carolina, Ohio, Pennsylvania,
Tennessce, Virginia, West Virginia and the District of Columbia.

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

PP&E - property, plant and equipment.

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

Purchase Contract(s}- refers collectively to the 2010 and 2011 Purchase Contracts, which are components of the 2010
and 201 | Equity Units.

RAV - regulatory asset value. This term, used within the U.K. regulatory environment, is also commonly known as RAB or
regulatory assel base. RAV is based on historical investment costs at time of privatization, plus subsequent allowed additions
less annual regulatory depreciation, and represents the value on which DNOs earn a return in accordance with the regulatory
cost of capital. RAV is indexed to Retail Price Index in order to allow for the effects of inflation. Since the beginning of
DPCR3S in April 2010, RAYV additions have been based an a percentage of annual 1otal expenditures.

RCRA - Resource Conservation and Recovery Act of 1976,

RECSs - rencwable energy credits.

Regional Transmission Line Expansion Plan - PIJM conducts a long-range Regional Transmission Expansion
Planning process that identifics changes and additions to the grid necessary 1o ensure future needs are met for both the
reliability and 1the economic performance of the grid. Under PJM agreements, transmission owners are obligated to build

transmission projects assigned 1o them by the PIM Board.

Regulation S-X - SEC regulation governing the form and content of and requirements for financial statements required to
be filed pursuant o the federal securities laws.
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RFC - ReliabilityFirst Corporation, one of eight regional entities with dclegated authority from NERC that work to
safeguard the reliability of the bulk power systems throughout North America.

RIIO-EDT - RIIO represents "Revenues = Incentive + Innovation + Oulputs - Electricity Distribution.” RIIQ-ED] refers to
the initial eight-year rate review period applicable to WPD commencing April 1, 2015.

RMC - Risk Management Committee.
S&P - Standard & Poor's Ratings Services, a credit raling 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,

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

SEC - the U S. Securities and Exchange Commission, a U.S. government agency primarily responsible to protect investors
and maintain the integrity of the securities markets.

SERC - SERC Reliability Corporation, one of eight regional entities with delegated authority from NERC that work to
safeguard the reliability of the bulk power systems throughout North America.

SIFMA Index - the Sccurities Indusiry and Financial Markets Association Municipal Swap Index.
Smart meter - an electric meter that utilizes smart metering technology.
Smart metering technology - wechnology 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 has the potential 1o
strengthen network retiability.

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

Spark Spread - a measure of gross margin representing the price of power on a per MWH basis less Lhe equivalent measure
of the natural gas cost 1o produce that power. This measure is used (o describe the gross margin of PPL and its subsidiaries'
competitive natural gas-fired generating fleet. This term is aiso used to describe a derivative contract in which PPL and its
subsidiarics sell power and buy natural gas on a forward basis in the same coniract.

Superfund - federal environmental statuie that addresses remediation of contaminated sites; states also have similar statutcs.

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

Tolling agreement - agreement whereby Lhe owner of an clectricity generating facility agrees (o use that facility to convert
fuel provided by a third party into electricity for delivery back to the third party.

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

Treasury Stock Method - A method applied to calculate diluted EPS that assumes any proceeds that could be obtained
upon exercise of options and warrants (and their equivalents) would be used to purchase common stock at the average market

pricc during the relevant period.

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

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

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

Statements contained in this Form 10-Q concerning expectations, beliefs, plans, objectives, goals, strategies, fulure events or
performance and underlying assumptions and other statements that arc other than statements of historical fact are "forward-
looking statements” within the meaning of the federal securities laws. Although the Registrants believe that the expectations
and assumptions reflccted in these statements arc reasonable, there can be no assurance that these expectations will prove to
be correct. Forward-looking statements are subject 10 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 each Registrant's
2013 Form 10-K and in "Item 2. Combined Management's Discussion and Analysis of Financial Condition and Results of
Operations” in this Form 10-Q, the following are among the important factors that could cause actual results o differ
maltenally from the forward-looking statements.

fuel supply cost and availability;

continuing ability to recover fuel costs and environmental expenditures in a timely manner at LG&E and KU, and natural
gas supply costs at LG&E;

wceather conditions affecting generation, customer energy use and operaling costs;

operation, availability and operating costs of existing generation facilities;

the duration of and cost, including lost revenue, associated with scheduled and unscheduled outages at our generaling
facilites;

transmission and distribution system conditions and operating costs;

cxpansion of alternative sources of electricity generation;

laws or regulations to reduce emissions of "greenhouse” gases or the physical effects of climate change;

collective labor bargaining negotialions;

the outcome of litigation against the Registranis and their subsidiaries;

potential effects of threatened or actual terrorism, war or other hostilities, cyber-based intrusions or natural disasters;
the commitments and liabilities of the Registrants and their subsidiaries;

volatility in market demand and prices for energy, capacity, ransmission services, emission allowances and RECs;
competition in retail and wholesale power and natural gas markets;

liquidity of whotesale power markets;

defaults by counterparties under energy, {uel or other power product contracls;

market prices of commodily inputs for ongoing capital expendilures;

capilal market conditions, including the availability of capital or credit, changes in interest rates and certain economic
indices, and decisions regarding capilal structure;

stock price performance of PPL;

volalility 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, nuclear decommissioning liabilities and interest payable on
certain debt securities;

volatility in or the impact of other changes in financial or commodity markets and ecenomic conditions;

new accounting requirements or new interprelations or applications of cxisting requirements;

changes in securities and credit ratings;

changes in foreign currency exchange rates for British pound sterling;

current and future environmental conditions, regulations and other requirements and the related costs of compliance,
including cnvironmental capital expenditures, emission allowance costs and other expenses;

legal, regulatory, political, market or other reactions to the 2011 incident at the nuclear generating facility at Fukushima,
Japan, including additional NRC requirements;

changes in political, regulatory or cconomic conditions in states, regions or countries where the Registrants or their
subsidiaries conduct business;

receipt of necessary governmental permils, approvals and rate relief;

new state, federal or forcign legislation or regulatory developments;

the outcome of any rate cases or other cost recovery or revenue filings by PPL Eleciric, LG&E, KU or WPD;

the impact of any slate, 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

business dispositions or acquisitions and our ability to successfully operale acquired busincsses and realize expected
benefits from business acquisitions,
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Any such forward-looking statements should be considercd in light of such important factors and in conjunction with other
documents of the Registrants on file with the SEC.

New factors that could cause actual results to differ materially from those deseribed in forward-looking statements cmerge

from lime to lime, and it 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 from those contained in any forward-looking statement. Any

forward-looking statement speaks only as of the date on which such statement is made, and the Registrants undertake no
obligation (o updatc the information contained in such statement 1o reflect subsequent developments or information.

Q
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PART |. FINANCIAL INFORMATION
ITEM 1. Financial Statements

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
Q PPL Corporation and Subsidiaries

(Unaudited)
(Millions of Dollurs, except share duta)

Three Months Ended March 31,

2014 2013
Operating Revenues
UHETILY ettt bbbt e e e e e e ememen $ 2,162 3 1,950
Unregulated WholeSale 8NEIEY ...ttt eee et vevess s seneans (1,429) 143
Unregulated Fetail ENEIEY ..ottt ettt et ee e 349 237
ERergy-related BUSINESSES ..ot st st see et rsesearans 141 127
Total Operating REVENUES .....c.cucviiiieieeiee ettt 1,223 2,457
Operating Expenses
Operation
FUBL ..ottt e bbb et ettt emeeeene e nesen 758 529
ERErgy PUICRASES ..ot ettt sttt ettt ee et eerese s (1,494) 57
Other operation and MEINENANCE .....c.oooerris ettt ee e et et s seere e reresasasraens 697 676
DIEPIECIAION ..ottt bt e e et eene e nerer e 305 284
Taxes, OLNCT LRAN INCOINE L.o.oi.oiiiieeecce e ettt e et ee e eee et eer e s e e e sees e e 104 96
Encrgy-related BUSINESSES ...t 138 122
Total Operaling EXPEnSes ...t ves s e e ee e enan 508 1,764
OPErating INCOMC......oviivieiecrerescrmrsesersssesssssstsmessssssssssesesssssssrsasnsssrsrsssess s e sssasasannsemmmnmne 715 693
Other InComME (EXPENSE) - DNCL....vivieeereeietieeeie et ese e eme et et nes e aesssese s ee e eeseseeenen (23) 122
INLEFESE EXPLNISE oottt ettt et et e et s st b e e emem e eneeaemn e e ee 264 251
Income Before INCome TaxesS. i ecrercecnrsrnssinnesessssssssssssssssorsssssrsrrsrsessssens 428 564
O INCOME TAKES .ot es st b sttt ee e eee e 112 151
Net Income Attributable to PPL ShAr@0whers ....vvvccecccecennsnsrsssrsssssesssssesssssssssssseses $ 316 $ 413
Earnings Per Share of Common Stock:
BaSIC oo e ettt b $ 050 $ 0.70
DB ..ottt n ettt eeneens $ 049 $ 0.65
Dividends Declared Per Share of Common SLocK ....vcecrccnnvnernreresesremsssssssssssssssnes $ 03725 % 0.3675
Weighted-Average Shares of Common Stock Qutstanding (in thousands)
BaSiC o ettt ee e 630,749 582,640
DITIEEE Lot r s bttt s e ee e e e e enes 663,939 657,020

The accompanying Notes to Condensed Financial Statements are an imtegral part of the financial switemens.

Q
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CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

PPL Corporation and Subsidiaries

{Unaudited)
{Millionx of Dollars)

NEE INCOIME tiiiireeerernserrrerrranecseneresseeransseresssmasmmnsssnnsssns s snssssnsssss

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

Foreign currency translation adjustments, net of tax of $1, (36) .c.cvveeeeveennns
Available-Tor-sale securities, net of tax of ($6), (325) o ereeeeeeeeeeeeveveens
Qualifying derivatives, net of tax of $25, (820)....co oo

Reclassifications from AOCI - (gains) losses, net of tax expense (beneft):

Available-for-sale securities, net of ax of $1, Bl oo
Qualifying derivatives, net of tax of ($4), 335

Defined benefit plans:

Prior service costs, net of tax of (31), (31) it
Net actuarial 1oss, net of tax of ($9), ($13) it

Total other comprehensive income (loss) attributable to PPL Shareowners

Comprehensive income (loss) attributable to PPL Shareowners

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

Three Months Ended March 31,

2014 2013

$ 316 $ 413
131 (245)

5 23

(46) 62
(n (n
19 (80)

1 1

27 4
136 (206)

$ 452 § 207

The uccompanying Notes to Condensed Financial Statements are an integral part of the financial statemenis.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

PPL Corporation and Subsidiaries
(Unaudited)
(Millioms of Dollars)

Cash Flows from Operating Activities

NELIMCOME.....oeoe ettt et e s ra b bbb et eme e ne e ae et eee e meseesraes
Adjustments to reconcile net income to net cash provided by (used in) operating activities
DIEPICCTRILON .. ettt ettt e et et s b ettt e e er e ees et eeeereens
AMOHZANON ciciice e e
Defined benefit plans - cxpense .. -
Deferred income 1axes and mvestmem 1ax crcdns ...................................
Unrealized (gains) losses on derivatives. and other hedging activities.....
Adjustmcnl 10 WPD line loss accrual.........coerinciricnsineee e
Other ...

Change in current assels and current Ilabnlmes
Accounts receivable ..
Accounts payable
Unbilled revenues
Fuel, materials and supplics
Prepayments...
Counterparty collalcra]
Taxcs payable....
Olhu operating activitics
Defined benefil plans fundlng ...........
Other assets ..
Other Imbllmcs .
Net cash prowdcd by (used 1n) opcrnnng activities..
Cash Flows from Investing Activities
Expenditures for property, plant and cquipment..,

Purchases of nuclear plant decommissioning (rusl lnvcstmcms
Proceeds from the sale of nuclear plant decommissioning trust investments

Proceeds from the receipt of grants...
Net (increase) decrease in restricted cash and cash eqmvalf,nts

Other investing activities .. .
Net cash provided by (uscd in) i mvcsnng activilies ..
Cash Flows from Financing Activilies
15508NCE OF 1ONZ-LETM AEDL. ..ot e be sttt e e ees e enee e
Retirement of TONR-1EMM AEDL.....ooo ittt et e tee st eneeeseme s e e e
Payment of common Stock dividents ..o e e e
Net increcase (decrease) in short-term debt
Other financing activities.. "
Net cash provided by (uscd in) fi f'nancmg BCUVILIES .vivrs et s et r e
Effect of Exchange Rates on Cash and Cash Equivalents........... threresuvareanasratssReassassnsnaen sRsane semnas
Net Increase (Decrease) in Cash and Cash Equivalents.....covneecrvinininnes

Cash and Cash Equivalents at Beginning of Period...........ccoovvovioveoeeeoseest e eee e eeenenan
Cash and Cash Equivalents at End oF PEHOU. . ..ccuvuieueereecee et eeeseesee st eom e seesseseesaesasesssesanes

Three Months Ended March 31,

2014

$ 316 § 413
305 284
60 64
21 51
(26) 80
241 93

65
33 30
(185) (187)
93 (138)
(33) 137
96 55
(70) (117)
2 (64)
126 122
(51) (129)
(135) (429)
3 33
76 {59
931 244
(892) (828)
(32) (28)
27 24
56 1
(334) (52)
(8) (16)
(1,183) (899)
450
(239) (8)
(234) (210)
878 416
(13) (27)
392 621
14 (14)
154 (48)
1,102 901
1,256 $ 853

-

The uccompunying Notes to Condensed Financial Stalemenis are an integral pant of the financial statements.
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CONDENSED CONSOLIDATED BALANCE SHEETS

PPL Corporation and Subsidiaries
(Unaudited)
(Millions of Daollars, shares in thousands)

Assets

Current Assets
Cash and cash eQUIVAIENTS ........oceeirii st
Restricted cash and cash equivalents ...
Accounts receivable (less reserve: 2014, $66; 2013, $64)
CUBLOMICT ettt ettt ettt er et e er e as e b e ae e e b e R b e b e st s b ettt et e e et et e aneneeeeemeeneesreane

Fuel, materials and supplics ... e
PrEPayMENIS ..ottt b ettt e e e ee s e sr e s
DEfermed 1AXES ..coooicee e et s e
Price risk Managemenl A8SSCLS . ...ttt e
REGUIALOTY ASSEIS...ciiiiiitiicitci e e e et bbbt b e
OLNET CUTTENE ASSCIS .1vouivrucueiieticreseie e e s et nasassbss s s e rssb et e bs st s b s s b s e eenee

Investments
Nuclear plant decommissioning (rust funds ..o
OMNET IMVESUTIEIIS 1. ooeiiei it isirriss i s e s e e s et ste et ebe e b e sttt e enes e et eeeeeneeeeeseeresreaneereeans
TOUA] TNVESHMIENES 1euvvveviieiieiieceeee et c ettt e e et eeneeeeeeeete st eseeameeeeasessanseereasesnssrenasssrnnss

Property, Plant and Equipment
Regulated Uity Plant ...t et
Less: accumulated depreciation - regulaied utidity plant...........ocoeivvveciesesiecs e
Regulated utility plant, el ..ottt
Non-regulated property, plant and equipment
GEREIAION L.ttt e bbb E e bt s st e s

Less: accumulated depreciation - non-regulated property, plant and equipment ..............

Non-regulated property, plant and eqUIPMIEDL, NEL...vvvccvececiiicc e
Consiruction WOTK N PrOZIESS ...ccooivvieieieeeieeee e ceete e te st ass ettt ta e ee e eeeee e seeee s
Property, Plant and EQUIPMENT, DL, ... ieeisineeeesiseee e

Other Noncurrent Assets
REBUIAIOTY ASSEIS...cuiiiiiiieiciiicicii ittt et asesn
GOOAWII oottt se st ae bbbt et b s b ssasasnin
Other INANZIDIES ..ottt bt ar e banan
Price risk Managemenl ASSC1S.......oorrreseieiec e e ssesssnsrsssrsrerarer st sessasasasns
OIher MONCUITETIL ASSELS ....cvveieieeeeee e et vesssaresssnsssrersresasssssss s e ra e se e e e e e sa st s s b s s ensenen
Total Other NONCUITENE ASSCIS....covvivirrererirrrreirrererrariresesesesaeessssssesesasbessesesesessessasesnesiens

TOLAD ASSELS ceeeeeererercrcrrrcsteereneresseeranerensrssaseasan s s s sans e se e aa e LA O 600004655 00804 0408 bbrennns ersmnesnmsesnnesan

March 31, December 31,

2014 2013
1,256 $ 1,102
416 83
1,108 923
103 97
874 835
607 702
224 153
342 246
1,087 942
32 a3
45 37
6,094 5,153
879 864
39 43
918 907
28,616 27,755
5,108 4,873
23,508 22,882
11,818 11,881
712 591
854 834
6,283 6,172
7,101 7,134
3,165 3,071
33,774 33,087
1,245 1,246
4,298 4,225
943 947
344 REY)
357 357
7,187 7,112
47,973 § 46,259

The accompanying Notes to Condensed Financial Statemenis are un imtegral part of the financial siatements.

ppl10g_3-t4_Final As Filed.docx 6




CONDENSED CONSOLIDATED BALANCE SHEETS
PPL Corporation and Subsidiaries

(Unaudited)

{Miilions of Dollurs, shares in thousands)

Liabilities and Equity

Current Liabilities

Short-term debu.................

Long-term debt due within ONE YEar ......occvvvverire ettt

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

Price risk management Rabilities ..o e

Regulatory liabilities..........
Other current liabilities ...

Long-term Debt .................

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

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

Deferred Credits and Other Noncurrent Liabilities

Deflerred income taxes.......
Investment tax credits .......

Price risk management Habilities ..ot e rererar et ni————
Accrued pension obligations . ...
Assel retirement obligations ...

Regulatory liabilitics .........

Other deferred credits and nOnCUrFEnt TabilUES ..oov oo e r e e e erserssneeseas
Total Deferred Credits and Other Noncurrenl LIabilileS. ..o ieeeeee e vovversrervssessersssseesens

Q Commitments and Contingent Liabilities (Notes 6 and 10)

Q

Equity

Common stock - $O.0T par value () ....coc.oooeeecees et

Additional paid-in capital
Earnings reinvesied........

Accumulated other comprehensive 1085 ...

Total Equity ..ooooiveeeens

Total Liabilities and EQUILY .. sessscssscasssssssasssssssrssnsresressans

March 31, December 31,

2014 2013

1,579 $ 701
304 315
1,345 1,308
240 114
358 325
236 232
1,302 829
80 90
932 998
6,376 4912
20,514 20,592
4,096 3,928
281 342
450 415
1,159 1,286
701 687
1,037 1,048
642 583
8,366 8,289
6 6
8,352 8,316
5,788 5,709
(1,429) (1,565)
12,717 12,466
47973 $ 46,259

(a) 780,000 shares authorized: 631.417 and 630.321 shares issucd and outstanding at March 31, 2014 and December 31, 2013.

The accompanying Notes 1o Condensed Financial Statements are an inmtegral part of the financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF EQUITY

PPL Corporation and Subsidiaries

(Unaudined)
{Millions of Dollars)}

PPL Shareowners
Common

stock Accumulated
shures Additional other Non-
outstunding  Commeon paid-in Earnings comprehensive  controlling
()} stock capital reinvested loss interests Total

December 31, 2013........ccccvvvvenrennen 630,321 $ 6 3 8,316 § 5709 § (1,565) $ 12,466
Common stock issued (b)................ 1,096 30 30
Stock-based compensation (¢)......... 6 6
NCtiNCOME ovvvivvervcr s 316 316
Dividends and dividend

equivalents (d)......ocooeeeieeiiien, (237) (237D
Other comprehensive

INCOME (l0SS8) cvvvverieir e 136 136
March 31,2014 ... 631,417 % 6 3% 8,352 § 5,788 % (1,429) $ 12,717
December 31, 2012............. 581944 § 6% 6,936 % 5478 % (1,940) § 18 $ 10498
Common stock issued (b) 1,270 7 37
Stock-based compensation (¢)......... 15 15
Net income ..o 413 413
Dividends, dividend equivalenls

and distributions (d} .....c..coceeernvenne. (215) 215)
Other comprehensive

income (loss) ..... (206) (206)
March 31,2013 ... 583.214 $ 6 3% 6,988 $ 5.676 $ (2,146) $ 18 $ 10542

{a} Shares in thousands. Each share entitles the holder to one voie on any question presented al any sharcowners’ meeting,

(b} Each peried inctudes shares of common stock issued through various stock and incentive compensation plans.

{c} The threc months ended March 31, 2014 and 2013 include 327 million and $28 million of stock-based compensalion expense related to new and
existing unvested equity awards. These periods also include $(21) willion and $(13) million related primarily (o the reclassification from ~Stock-based
compensation” o "Common stock issued” for the issuance of common stock afier applicable equity award vesting periods and tax adjustments relaied
10 stock-based compensation.

(d) "Eamings reinvested” includes dividends and dividend equivalents on PPL common stock and restricted stock units.

The accompanying Notes 1o Condensed Financial Stutements are an integral part of the financial statements,

@
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME
PPL Energy Supply, LLC and Subsidiaries

{Unaudited)
(Millions of Dullars)

Operating Revenues
Unrcgulated wholesale energy
Unregulated wholesale energy to affiliate
Unregulated retail energy
Energy-related businesses
Total Operating Revenuces

Operating Expenses

Operation

FUEH e s
Energy purchases
Other operation and mainienance
Depreciation ..........cccoocivnvninnensinie s
Taxes, other than income
Energy-related businesscs
Total Operating Expenscs

Operating Income {Loss)

Other Income (Expense) - net

Interest Expense

Income (Loss) Before Income Taxes

[RCOME TAXES .oiiirrvreeeeeieesiee ittt eeeeeeeens

Net Income (Loss) Attributable to PPL Energy Supply Member

ppl10g_3-14_Final As Filed.docx

Three Months Ended March 31,

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

2014
$ (1,429) $ 143
27 14
351 238
125 113
(926) 508
482 298
(1,804) (199)
258 235
80 78
21 17
124 110
(839) 539
(87) 3n
6 4
34 46
(115) (713)
(49) (35)
$ {66) 3 (38)

The accompunying Notes 1o Condensed Financial Stutements are un integral part of the financial statements.




Q

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

PPL Energy Supply, LLC and Subsidiaries
Unaudited
:Mih‘irm.[s nf) Dollars)

Three Months Ended March 31,

2014
Net income (1058} ccvveveerceeeeseereessesssersnan - $ (66) $ (3%)
Other comprehensive income (loss):
Amounts arising during the peried - gains (losses), nel of tax (expense) benefit:
Available-for-sale securities, net of 1ax 6 {36), (325 5 23
Reclassifications from AOCI - (gains) losses, net of tax expense (bencfit):
Available-for-salc securities, net 0f 12X 0T ST, $1 oo oo §))] (n
Qualifying derivalives, net of tax oF $4, 321 oo e (5) (30
Defined benefit plans:
Prior service costs, net of tax of ($1), (S1) it eeeeeeeeeveesesee e es st | 1
Net actuarial 10ss, net 0f 1a% 0F (510, (52) it ee et e e, 1 4
Total other comprehensive income (loss) attributable to PPL Energy Supply
Member.....cocevrueun. rereerrerresssssssesssssesseNtebetarasesatntt e abreaenteeishtiesebhne e s snat e e nenerernn 1 3
Comprehensive income (loss) attributable to PPL Energy Supply Member......... $ (65) $ (41)

The accompanying Notes to Condensed Financial Sturements are an integral part of ihe financiol stuiements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
PPL Energy Supply, LLC and Subsidiaries

(Unaudited)
(Millioms of Dollurs)

Cash Flows from Operating Activities

NEUINCOME (OS5 vttt eea e e e esaees e st e e et e sense e e e e e e e e e ee s es e eee e see e

Adjusiments to reconcile net income (loss) to nel cash provided (used in) by operating

aclivilies
DICPTECIFION L. oottt et s sr bbb bt e s s ee st esnenenenr st
AMOITIZALION. 11ttt b s st s e s et s en et en b ee s
Defined benefit plans - expense...
Deferred income taxes and invesiment tax Cl‘CdIl‘i
IMPAIFMENT OF ASSCIS....oittiaceiicc e st es et ee st e ee st ees st ne s e s sens
Unrealized (gains) losses on derivatives, and other hedging activities.......ou..veveeveeorceeeennn..
OIRET .ttt ettt ettt eee ettt st se e et eneeee e

Change in current assets and current liabilities
ACCOUNLS TECEIVADIC. ...ttt st eeees et es e s rer s
ACCOUNES PAYABIE ..ot et e et e e st
UNBIIE FEVENUES ..ottt st bt et an e ne s
Fuel, materials and SUPPHES.........oooricimrve ittt rens e ene e
Counterparty COlALEral ...ttt ettt et
Other...

Cther opualmg activities

Defined benefl plans fundmg ..............................................................................................
Other hdblllllCS .......................................................................................................................

Net cash provided by (uscd in) Operating activities co.v.o.ov oo
Cash Flows from Investing Activities

Expenditures for property, plant and equipment...
Purchases of nuclear plant decommissioning trust investments., ST
Proceeds from the sale of nuclear plant decommissioning Lrust investments..............c..oco......
Proceeds from the 1eceipt OF BraNLS ... ..ottt n e et eeen e
Net (increase) decrease in restricied cash and cash equivalents...........co.ooeoiviircerecnceesesennn,
OURET INVESTINE GCHVILIES ...oo.versetee et et en et sttt et bbbt bbb bt sb et ssee e s

Net cash provided by (used in) iNveSUNE aCIVILIES ... ovvevevreeeeiieeceste st et seeens

Cash Flows from Financing Actlivities
DiSIABULIONS 10 MEMBET.........oiiiii ettt es st s s e st erens
Net increase (decrease) in ShOT-(erm deDl.....vieic et ee e s v s s e e esvesessaenns
Other financing activities...
Net cash provided by (uch m) ﬁnancmg aclivities .. v
Net Increase (Decrease) in Cash and Cash Equwalcnls .........................................................
Cash and Cash Equivalents at Beginning of Period ..o e

Cash and Cash Equivalents at End of PErOd .......cocoioiuiiimiceeeec v ee s s

Three Months Ended March 31,

2014 2013
$ (66) % (38)
80 78
44 44
8 12
(121 @2n
18
229 214
5 5
(15) 71
153 (94)
92) 123
43 11
(10) (104)
53 37
2 (64)
(22) (14)
30) (105)
(5) 44
2 (74)
276 125
(88) (124)
(32) (28)
27 24
56
(344) (59)
(8) {(8)
(389) (195)
{654) (313)
970 125
1) (8)
315 (196)
202 (266)
239 413
$ 441 $ 147

The accompanying Notes 1o Condensed Financial Siatements are un integral part of the financial statements,
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CONDENSED CONSOLIDATED BALANCE SHEETS
PPL Energy Supply, LLC and Subsidiaries

(Unaudited)
(Millions of Doliars)

March 31, December 31,

2014 2013
Assets
Current Assets
Cash and cash €QUIVAIENIS ...ttt e ees s e e s s $ 441 $ 239
Restricted cash and cash equivalents ..o e 412 68
Accounts receivable (less reserve: 2014, $21; 2013, $21)
CUSIOMET ...t bttt et et en s 232 233
OHRET ottt e 92 97
Accounts reccivable from affiliates. ..o 66 45
UnBIIEd FEVENUES .......cociviriceeiciriis ettt ettt seene e 378 286
Fuel, materials and SUPPLIES ......oooiiviviieteceete et 315 358
PrEPAYMICIS .oooiii ettt ettt en s et r e 30 20
DIEEITEA LAKES ..ottt ettt ee e ee et rer s 87
Price risk Management a88C1S........cccvereiioeecee s e evse s e eeee 1,080 860
OUNCE CUITEIIL ASSELS . ..oeeecveeesceir it et se e es s esne et eessrtee e e s eeeetasessssnse s sos 30 27
TOLAN CUIMENT ASBEIS ... sveveetiie ettt et e e e e e e eeeeeseeeeseteseeas e s e s e oo et eeeeesees 3,163 2,233
Investments :
Nuclear plant decommissioning trust fUNAS ..ove. .o, 879 864
OhEr INVESIMENLS ..ot st e e eeeae et s et es e s e seeeae s 34 7
TOtal INVESIMENLS .......o.oivriierciict ettt et sttt e eee e en s e 913 901
Property, Plant and Equipment
Non-regulated property, plant and equipment
GENMEIATION 1.ttt ettt ettt ettt et e e e ereeee et et s et ee e e e et e e ee e 11,826 11,891
INUCIEAT FUET L.ttt ee st et ss et ee s e erenee 712 591
OURET e e ta st e s s s es et et s e eeeeee e e s et et e e e e eeenen 290 288
Less: accumulated depreciation - non-regulated property, plant and equipment .............. 6,141 6,046
Non-regulated property, plant and equipment, REL ... eeenas 6,687 6,724
Construction WOrK il PIOGIESS .......c.cveveeeererrerenrercseerrmsssssamssss s esss s omeesemeseseeseeneseesasmses 369 450
Property, Plant and EQUIPMENT, NEL.o.i.ooiieieeceeee e eeeeeeeee e e tate s, 7,056 7,174
Other Noncurrent Assets
GOOAWIID ottt ettt ettt et eeeeeenennan 86 86
Oher INANZIBIES ....cooviec ettt en ettt 266 266
Price risk Managemenl GSSCIS ......ouvveriiieiveeriieeecee e eeeecenss e eee e eee st et en e eee e e 337 328
OhEr NONCUITERL ASSCES ....cvvvvieiiiii ettt ettt eeeerase e ee e eeeesneesees e s s eeeeeeeenenen 82 86
Total Other NODBCUITENT ASSELS......vviiectiiemitieeecei et es st seses s s se st st e e e eens 771 766
Total Assets...iinicmnenininniirnesns RS sReLeNeS s e rnananraen e s eane e neans e nmeans $ 11,903 § 11,074

The accompanying Netes 1o Condensed Financial Statements are an integral part of the financial statemenns,
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CONDENSED CONSOLIDATED BALANCE SHEETS
PPL Energy Supply, LLC and Subsidiaries

(Unaudited)
{Millions of Dollars}

Liabilities and Equity

Current Liabilities
SROT-EIM EDE ...ttt eeet et et aeass s s s s ees s sann
Long-term debt due wWithin ONE YU ..ot ee st e eeseearas e e s e eereses s
ACCOUNIS PAYADIE ..ottt

FEIESE.coioe et ea et et ee e e e et e sree b e eremeeseeaesene bt esna e e en s emensemeassens
Price risk management Habilities ...o.oi vttt
Other Currenl BaBilIEES «...oveveveoeiccieictee ettt eeeeeeeeetasoss

Long-term Debt ... iiiieeeeecssmssensninsssesssnsssssssssnsssossssnsasssens

Deferred Credits and Other Noncurrent Liabilities
DElerred INCOME LAXES......vieeceieeteieaest et e e s e e eeeeessens et ese s ereseeeesesesesrerens
INVESIMENT LAX CTCAIIS 1ottt et ettt ettt sb e s e e e e e ee e eeee e seseremes
Price risk management liabilities ..o
Accrued pension Obligations ...ttt eenes
ASSEL TEtiTemMENL OB BAIONS ... sttt een e eeee e eranaenaneaean
Other deferred credits and noncurrent Habililies ....o.ooveeoeeeeeeee oo e

Commitments and Contingent Liabilities (Note 10)
MemDber's EQUILY coiiiicrninininissmssneessssseseresesssesevesasssssssssssssssssssensassesessssesssssassese

Total Liabilities and EQUItY .. rsscessesssssssesssssssemsmssssssssssssssssssssssies

March 31, December 31,
2014 2013
970
g $ 304
490 393
33 4
84 31
43 22
1,211 750
239 278
3,374 1,782
2,220 2,221
1,154 1,114
145 205
316 320
84 111
400 393
131 130
2,230 2,273
4,079 4,798
11,903 § 11,074

The accompanying Notes 1o Condensed Financial Statermenis are an integral part of the financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF EQUITY
PPL Energy Supply, LLC and Subsidiaries

{Unaudited)
{Millions of Dollars)

O Non-

Member's controlling
equity interests Total
December 31, 201 3.....iviincrininiimcisinescsssseemmesnsrmsisssessesssssssssereesassesmsns $ 4,798 3 4,798
NEEINCOME (JOSS).euiiveirieieis i ettt sae et e e e eeemee e eesseese e e ea e st e ans (66) (66)
Other comprehensive iNCOME (10SS) ..viivieoeee e e e e eeesnens l |
DISEFIDUEIONS ..ottt ettt et e et are e e e eneatesesesesaseserans (654) (654)
March 31, 2014 ... errrercsesesassssisineenseenssnssesnesesnen $ 4,079 3 4,079
December 31, 201 2.......vvieveeresneresnossssessssemsmssssssssesesesssesesarsnssesmssnsns $ 3,830 % 18 $ 3,848
NELINCOME (JOSSY..oiiiiicri ittt sttt eee e eve st e serersrersseenns (38) (38)
Other comprehensive inCOME (JOSS) cuoviueireeeeeeeccreeererese e reeeeseee e 3 3)
DiISIFBULIONS ..ottt v e eaesee e s e e et et et e eneenasenee {313) (313)
March 31, 2013 ... crcrririnississsesssssssesesesosssessssesssesssssessssessaesnsns $ 3476 % 18 3 3,494

The accompanying Notes to Condensed Finuncial Siatemens are an imegral part of the financicl sustements.

Q
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME
PPL Electric Utilities Corporation and Subsidiaries

(Unaudited)
(Millions of Dollars})
Q Three Months Ended March 31,
2014 2013
OPErating REVEINUES ...ccoviiiisitiniiennnssessssnss s ssssassesssssssssssssemsmesesssssssssssssesessasssesssssssaes $ 592 § 513
Operating Expenses
Operation
ENEIZY PURCRASES .....cvcviieicccc ettt eeeseseeen s s s s s et 189 172
Encrgy purchases from affiliale .........coovioinieecccceeee et 27 14
Other operation and MAaiNICNANCE ......cciivevieeccecee et eesee e eeeeeeeeens 134 133
DEPreCiBlON ...t et 45 43
Taxes, oLher than ICOME ..ottt eee et eeas et e resaeees s e e eee e e eeemss e 32 a0
Total Operaling EXPENSES ......cvoreereeieeeeeeiecririisnssssss eesesmsisisssateseseseseneseeesee s erensesesesesesses 427 392
Operating INCOME.....ommisismisnsrininsrsrmreesssessnssssssssssssrsssssnsnsens 165 i2i
O1her INCOME {EXPENSEY = NEL....eneeeeeeecieeeeeeeee et e et ee e e oo e e eesesesesenanas 2 i
TNEFES EXPEIISE <ot rats s ettt e e e 29 25
Income Before INCoME TaXes. . niiernienesesessssssssssssssmsasseessessmsmssssesesssssssesssssssssans 138 97
INCOME TAXES cuvvniiiici sttt ettt et et ee e eeeeeees e et e et anesnearenan 53 33
INet INCOME (@).vrrevriirrireerrrersannsasssesssessssssssseassssssrssstssssenaresasessses $ 85 § 64
{a} Netincome approximates comprehensive income.
O The uccompanying Noies to Condensed Finunciul Stelementis are un integral part of the financial siatements.

Q
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

PPL Electric Utilities Corporation and Subsidiaries
{(Unaudited)
{Millions of Dollars)

Three Months Ended March 31,

2014 2013
Cash Flows from Operating Activities
NETIMCOME 1ottt e ettt et e et e e e eese s s e ememee e eeeeesreaen $ 85 % 64
Adjustments 1o reconcile net income to net cash provided by (used in) operating activilies
D PIECIAtION. ...ttt st ee et erae e aeas 45 43
AMOTTIZALION ...ttt eteat st e e e cae et s e et seeme et eses e een e sessesseseeseeeseessteresrsssreses 4 5
Defined benefil Plans - @XPENSE . .ocewovocreiecee ittt seee e eeeeeeeesesesesessssseranns 3 7
Deferred income 1axes and investment tax credilS. ..o v e 25 45
ORET ..ottt bttt et e ettt ee et et et ee et et 14) (3
Change in current assets and current liabilities
ACCOUNTS TECEIVADIE ..ot e e er e e e e e s st 107 87
ACCOUNS PAYADIE .ot 22 (34)
PrEPAYIMEIILS. ..ottt et eee e eea e e e e e se e e s et emnmeeee e e (61) (28)
OHRET .t ettt e ee e en e e st er s e e e 1) (6)
Other operating activities
Defined benefit plans « TUNAINE ..ot (19) (88)
ONEI ASSELS. ...ttt et es et e e et et et eeeneseeeee e er et 4 8
OUIET TADIHUES -..oococvrce ettt e e e et e e et et e ee e ee e eroos 10 (3)
Net cash provided by (uscd in) 0peraling activities..........o.oovveeveeeeeeeeeeeeeeeeeeeeeeerenn, 4) (77)
Cash Flows from Investing Activities
Expenditures for properly, plant and eqUIPMENT.......ooivsiececeeiesisstssre oo e eeeeessesssesseas (201) (189)
Net (increase) decrease in notes receivable rom affiliates ..o.ooeveereeeeeeeeeeeeees e 150
OLher INVESHNE ACHVIIES......oiviiitiitiiieeeeeeeeeeeeeeseeee e eesesteeenteeeme e eeemees e seeseeeeeees et ese e 9 (3)
Net cash provided by {used in) investing aCtivities . .o.vcveececeieece e (42) {192}
Cash Flows from Financing Activities
Relirement of 10NZ-term dEBl.......ccooviiiiiviic sttt et ee e st e e se et aeas (10)
Contributions frOM PAPENL.......ccciiis it e e e e ae 65 60
Payment of common stock dividends 10 parenl.........cooeceeecececece e (32) (25)
Net increase (decrease) in SHOT-ErM dEDl........oveeveeeeeeeeee e eer st e see s e eeesaas 40 125
Net cash provided by (used in} financing aclivilIES. .o 63 160
Net Increase (Decrease) in Cash and Cash Equivalents.....eee s sessssssessssesens 17 (109)
Cash and Cash Equivalents at Beginning of Period ..........coooiioooeeeeee oo eeeeeeeeeernrnn 25 140
Cash and Cash Equivalenis at End of Period......ooviiiiciieeeeeeeeee e eeeeeeeeae 3 42 3 31

The accompanying Notes 1o Condensed Financial Statements are an integral part of the finuncial statements.
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CONDENSED CONSOLIDATED BALANCE SHEETS

PPL Electric Utilities Corporation and Subsidiaries
(Unaudited)
{Millions of Dollars, shares in thousands)

Q March 31, December 31,

2014 2013
Assets
Current Assets
Cash and cash eqUIVAIENLS ...t ee s s $ 42 3 25
Accounts receivable (less reserve: 2014, $17; 2013, $18)
CUSLOITIET .ottt b ee e e ere s e e et et et et e se et ese e ee e e e esees e reemsos 387 284
OBET .ttt b bt e e e vaneme e st e e se e s et ssee e eeeeee e es e e e e e 9 5
Accounts receivable from affIAES. ..o eee e 4 4
Notes receivable from affiliate ... te e 150
UNDIHCA FEVENUES 1ovoeeeriiisiccieit ettt ee ettt eeeereseeee et on e ee s et e e e s sese 105 116
Materials and SUPPIES.........ccoiiri et e 34 35
PrEPAYMENIS ..ottt ettt es et ee s s s e 101 40
Deferred INCOME LAXES..cvveveveeeeceeeeeee et s e e s st 82 85
OHRET CUITCNE ASSEIS ..ottt e et ee et ee e e e ee s snsns s s eseseese oo 10 22
TOlal CUTTENE ASSELS...ev et raeeeeas s e srs st et e sttt eea et et e eoeems e emeas e e sesesesses et e oeeeees 774 766
Property, Plant and Equipment
Regulated tility PIant ...ttt 6,998 6,886
Less: accumulated depreciation - regulated utility plant......ooooooeciiioneeeeeeeeeee 2,454 2,417
Regulated utility plant, MEl.........cooociee et seaaec e e eeee et ee e renan 4,544 4,469
OURCE, MEL. ettt e e esena e eaeas e et e s anese e eeesee e s eee e et oseseeees s 1 2
Construction WOrk in PIOBIESS ....ceucecrereererrirr ettt s st eeee e seeeseses 684 591
Property, Plant and EGUIPIMCNL, REL.......ocoiiiiieieriiiie it ee e eesesese e esesesenas 5,229 5,062
Q Other Noncurrent Assets
REBUIALOTY ASSELS.....ciiiiiiiiiii et ettt e eeeeeee e e eeese et rerere e 770 772
INEANEIBIES c..eee ettt e e eeee e vn e e e s 214 211
OURCT NMONCUITENT ASSELS ... vees e s s tese s e ee e eeeeeeeeeeees e s seses e s e s seeesesen 35 a5
Total Other NONCUITERL ASSEIS.....ovviviiieeiris ettt ese e ee e eeee e ee e et e eressesssessesesessssseasanns 1,019 1,018
TOLAL ASSELS uevresiememerecearcrtrrnerereenssmsmsnasissiassssnssssssoncensnsnesnsessansanesesnsses - $ 7022 § 6,846

The accompanying Notes 1o Condensed Financial Statements are an integral part of the financial statemenis.
anying
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CONDENSED CONSOLIDATED BALANCE SHEETS
PPL Electric Utilities Corporation and Subsidiaries

(Unaudited)
{Millions of Dollars. shares in thousands)

Liabilities and Equity

Current Liabilities

March 31,

December 31,

Short-term debt ... e . 1 60 3 20
Long-term debt due Within ONe YEar ...t s st e eeeanes 10
ACCOUNES PAYADIE ...t ettt et e et eetanen 300 295
Accounts payable 1o alfiliates ... 88 37
XS et ettt et et ettt e re e e ettt et et eeeeneeesreresereanann 39 51
IILETEST oottt ettt e e e s ea et e st es e er s st b e sr s e e b e sR st ate s et et b emeennee e e naen 23 34
Regulatory Habililies . ..o e b e e 68 76
Other currenl HabilitIes .......ccoiiiiieeeceeeee e et eeen 83 82
Total Current LIabilties .....oc.ooviiririeieesiie ettt e ea et s e e e are e sen 661 625
Long-term Debt ... st st stsnensesassssssasasnsssssesens 2,306 2,305
Deferred Credits and Other Noncurrent Liabilities
DT INCOME LAKES 1eeveeeeeeie ettt e e e eee e e e eas e eeseeeaeastestnssre s e e e emneeeeeerereseneon 1,439 1,399
Accrucd pension oblIZAlIONS ...t ettt ees 78 96
Regulatory Babilities ..... ..ot eti ettt ee e ee e ettt eeereneeeerees 13 15
Other deferred credits and noncurrent Babilities .......c.ovevoeiieeeceee e 58 57
Total Deferred Credits and Other Noncurrent Liabilities. .........coooooveveeeiiive e 1,588 1,567
Commitments and Contingent Liabilities (Notes ¢ and 10)
Stockholder's Equity
Common s1ock - NO PAT VAINE () c.ovviiieieiiiiccee ettt e e e e eenaes 364 364
Additional paid-in Capital..... ... 1,405 1,340
Earnings reiNVESIEA .......cocoirieiiiiiieiee e e b et st 698 645
TOLAl EQUILY ©ooii vttt 2,467 2,349
Total Liabilities and EQUILY v iiricnirceccssieneneessesesesssesersemsssssesssessssssarsssssssssseresesnsas 3 7,022 $ 6,846

(ay 170.000 sharcs authorized: 66,368 shares issued and outstanding at March 31. 2014 and December 31, 2013,

The accompanying Notes 10 Condensed Financicl Statements are an inmtegral part of the finuncial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

PPL Electric Utilities Corporation and Subsidiaries
(Unaudited)
{Millivns of Doilars)

Common
stock
shares Additional
outstanding Common paid-in  Earnings
(a} stock capital reinvested Total

December 31, 2013 e nrerarinsssissesssssssessinssessnssrrones 66,368 3% 364 § 1,340 $ 645 $§ 2,349
NELINCOME ittt e te et enme e 85 85
Capital contributions from PPL ........c.c.cooevviiiniiireeernn, 65 65
Cash dividends declared on common stock.....cvevveveceennns (32) (32)
March 31,2014 ......... 66,368 $ 364 & 1,405 $ 698 $ 2,467
December 31, 2012.........oovvvenrinnrirssirsersersssacsnes 66,368 3 64 § 1,135 § 563 § 2,062
NELINCOME coiieieieeceeceeeececs et se e e s r e srearan 64 64
Capital contributions from PPL............cccoovrvvrvvvverce s 60 60
Cash dividends declared on common stock......ccooeeeevreeeee. (25) (25)
March 31, 2013 .....vieirmrenrecsessesssesssstssnessossessessassesseensaneen 66,368 $ 364 § 1,195 § 602 $ 2,161

(a) Shares in theusands. All common shares of PPL Electric stock are owned by PPL.

The accompanying Notes to Condensed Finuncial Stutemenis are an integral part of the financial siatements.
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME
LG&E and KU Energy LLC and Subsidiaries

{Unaudited)
{Millions of Dollars)

Three Months Ended March 31,

2014 2013
OPErating REVENUES w...eceneeecerrstsissimncnsessssessssssssssssssastssssssssstestessessssaessesssstsssessssasens $ 934 § 800
Operating Expenses
Operalion
FUCK .ttt b sttt e ee e s e eoeoe et seenes e res s 2n 231
ENCIZY PUTCRASES ...ttt ettt e et eeee s ee et 124 86
Other operation and MAINIENANCE .......vuiveeesiereriiie e eese e ees s e eeean 206 197
DEPICCIAION ..ottt ettt e ettt e e eeee e et ee e s e eens 86 82
Taxes, other than IRCOME ...t e 13 12
Total Operating EXPERSCS .......cvvviiieiiisie et st e sesas b e e e e e 706 608
Operating INCOME......ovnierienrsrnecnririnrene ettt s sase 228 192
Other INEOME (EXPENSE) = DEL. ... . .eecreeeteeee et eeeeeeeee e e e st e s sses s s eneseeee e 2) (2)
INLETESE EXPENSE ..co.vriicecicicicrr st ec e enie st s s s se s s ss e en e eres e e st et et ee s eeeeeemen e 42 37
Income Before INComME Taxes. .o cccceeesrsrrrirrsnssssnsesessssssssnsssssmsssssssssesosenssasasssssasns 184 153
INCOME TAXES «.v.eoiviiii i e ettt s eaeseee s et e s seseasesas 69 57
Net InCOmE (@) .eeeverirnnecrrierseorsersmsssssnessens et ieresesseseere e sas s st e e sanssabesasesssnsrsns $ 115 § 96

{a) Net income approximates comprehensive income.

The accompanying Notes 1o Condensed Financial Sutements are an integral part of the financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
LG&E and KU Energy LLC and Subsidiaries

(Unaudited)
(Millions of Dollars)

Q Three Months Ended March 31,
2014 2013
Cash Flows from Operating Activities
INETENCOIMIC ..ot re e ettt bt te e se v et s anesenneaeeseens s eeesaasesesenseeesnaen $ 115 $ 96
Adjusiments 1o reconcile net income to net cash provided by operaling activities
DEPrECIALION ...ttt ettt e e e ee s eanae e 86 82
AMOTUZALION 1.ttt et et asesa s e rs st et e b s bast e s ee e e e eee s eeres e sresemeasanan 6 7
Defined benefil PlanS - CXPENSC ..ocvvivirreerce ettt e vee e e re e ses s s sennas 8 17
Deferred income Laxes and investment (ax CredilS.......oovviuiveeomeeeeeeeeeeecsreeenesrssesesssesnens 74 45
OTRET 1t sttt eee e oot e e e ee s e arasenesseeeeenrasanes (1) I
Change in current assets and current liabilities
ACCOUNIS TECCIVADIE .....ooiiiiiieir ettt ee e eeee et eeae e e saneense s e asesesasssenes (50) (78)
ACCOUNTS PAYablC ... 22 3]
Accounts payable 10 affTIALES ..o ettt e et e saens ]
Unbilled reVENUES ..ottt ee e 36
Fuel, materials and SUPPIIES......ccoovvriviriiiee e et 53 47
ACCTUE INIETESE ...ttt e s bbb bbb et e ene e 36 30
TTAKES. ..ttt ettt et e et ettt ee e eeenna et ettt eetn et et e sa e e et eee et e e e e en e e enen (14) (2)
OMRET .ttt e ee et e at e es s oe et oot o es s s aes e s s s s e e e e e ee s eeeeen s eren 24) (29}
Other operating activities
Defined benefit plans - TUNAING ..ot ee e v e nean (38) (154}
OHRET A8SCES 1ottt ettt e e st s e ss e e e st s s se st e e e emeeeeeeeeaeeeseseeaserererenn 2
ORET TIADIHHES c.eeiveeeeeeee ettt e e e e e e e e ets s e eeeeees e eseeeseeeeems o s oaen (an
Nel cash provided by operating activilieS.......cvivivcoiieiiiori e 309 85
Cash Flows from Investing Activities
Expenditures for property, plant and egQuipment ..o e, (272) (271)
Q Net (increase) decrease in notes receivable from aflliates ..o 66
Net (increase) decrease in restricted cash and cash equivalents...............coovveeeeeevniineecnn. 1 4
Net cash provided by (used 1n) INVESURE ACHVITIES c.o.voiviieierrec s (205) (267)
Cash Flows from Financing Activities
Net increase (decrease) in notes payable with affiliates......oo.vvveevveeececceccneiiceeee. 60
Net increase (decrease) in ShOr-1Crm debl. et e (d5) 60
DS BULIONS L0 MEIMIDET ..ttt e e e e eeeaaeasssrereeessreeesaasesssasessssannan e (104) (4)
Contribitions fTOM MEMBCE .cv.ovveeiceccececee ettt er et eee 40 75
Net cash provided by (used in) financing aCtvities.....ccoooevviineciee v (109) 191
Net Increase (Decrease) in Cash and Cash Equivalents........cvveececesrvernsnreersrarnsessenns (5) 9
Cash and Cash Equivalents at Beginning of Period ........oovevevivieiiee e 35 43
Cash and Cash Equivalents at End of Period.......ccocooiieniiecieceeeeee e s $ 33 52

The accompanying Notes 1o Condensed Finunciel Statements are an integral pan of the financial stutermenis.
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CONDENSED CONSOLIDATED BALANCE SHEETS
LG&E and KU Energy LLC and Subsidiaries

{Unauditcd)
(Millions of Dollurs})

March 31, December 31,
2014 2013
Assets
Current Assets
Cash and cash CQUEVAIENLS. .......cooeriiiicceeeice e e eeee s seees e sasas s e $ 0 3 35
Accounts receivable (less reserve: 2014, $26; 2013, $22)
CUSLOIMIET ..ottt ettt eee e e e e e et e e e e e et e s ess et e e e e eeeneee e e eee et ere e 265 224
OBET ..ottt ettt e seerare et eeneese e e st esesseeesseseserneseesresssars 27 20
UnDbilled TEVEMUES ...ttt et e e e e te st sneee s oo e eneeeeesssesssrssseeesses 144 180
Fuel, materials and SUPPHIES ....coeviiicircceee sttt ee e 225 278
PIEPAYIMIENLS ..ottt ettt ss st bttt e e esesensas s seen 22 21
Notes receivable fTom affTHAIES oot ssre s eee st e enaneas 4 70
DEMCrred INCOME LAXES. ....oioceeeieveeeeereee et ettt et eeee e ee e eeter s esesesesseessasasssia 139 159
REGUIALOIY ASSCUS ...ttt bbbttt e e s ee et ee s e e e e eee et eeasseeeseesesmenenns 31 27
OLhET CUMTEML DSSEIS ...o.eeeicieriiiseeiseeete s ettt e seseeeeeeeeeseesesesaeseasasesaesesseasaseseseeeseeaes 3 3
TOUAl CUITENT ASSELIS ..o itrrvririrereeseesesse e st e e ee e ee et e eeeeeeesessesreaesesasesesssessessonseesseeseeees 890 1,017
Property, Plant and Equipment
Regulated utility PIANt ........ooiviiieccee ettt s e oo 8,683 8,526
Less: accumulated depreciation - regulated utility plant .. ... 849 778
Regulated Utility Plant, DL ... oiccieiiic ettt e e ee et et ee e eeeen 7,83 7,748
OMREE, NBL.c.cirviviitiieieei ettt ettt em et eee e e e e et s eneasesnsnensmeas et et s esesn e ee e e e 3 3
ConsIruction WOTK I PEOBIESS ...c.eveiiieiirteeeiec e ase s sttt st ettt et eeesesaeaeresenens 1,868 1,793
Property, Plant and EQUIPMENT, DEL oot 9,705 9,544
@ Other Noncurrent Assets
REGUIALOIY BSSEIS. .ottt ettt e et et eeeeeeasteseeeresesarenaseeensesnssses 475 474
GOOAWIIL Lottt e e et s e et et e e se e e et esessens 996 996
Oher INANZIDIES «......c.ovviviriir et ettt et s e ee e 209 221
OHRCT NONCUITENL ASSCIS . .ocvevrivieis i et st sesssesbe e reet e e e eeeeeeeeeteseeseesssrsssesssesasssesesanas 96 98
Total Other NONCUITENT ASSELS......ceei et astisestist e eeeeeeneeveressessereseereeseresseesaseeseas 1,776 1,789
TOUAl ASSEES c.oceeeceeceereeercrrmrrersasisesseestseseosbssseesasessssasssas s sasesnsansasers serssersssansrsssronnesnnessnren $ 12,371 § 12,350

Q

The accompanying Notes 10 Condensed Financial Statements are an integral pant of the financial statements.
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CONDENSED CONSOLIDATED BALANCE SHEETS
LG&E and KU Energy LLC and Subsidiaries

{Unaudited)
(Millions of Dollars)

March 31, December 31,

2014 2013
Liabilities and Equity
Current Liabilities
SROM-LEIM EDI ..ottt ee e ses e essr s et rs e nenesereesreranares D 200 $ 245
ACCOUNS PAYADIE ..ot e sttt 341 346
Accounts payable (0 affIlIAtes ..o e 3 3
CUSLOMIET EPOSIS .oucuviiiiiiiiiitiee ettt es e ss e e st st s et sa e bt s bt e emeeeeeeeneeeeemenneors 50 50
TAXES 1t ettt et et ee bbb R b RE b e e bt e ettt e ene et e en et eteeneae 25 39
Price risk management Habilities ... 4 4
ReBUIAOEY TADHIHIES . ..o v bbbttt 12 14
FIETES .ttt et e et ettt 05 b see e e eenae s e ear et ereene e e renrnan 59 23
Other current HabiliIEs ........ccoeooinecnr et e e e 87 111
Total Current LiabiliIes ... b s bas 781 835
LONG-AEIIN DIEDE oceecrrirssscriin st s seaseesnssesessns sesessma s snssm sasa s Lo e b0 040 b4 08 bhmrmrmmane 4,565 4,565
Deferred Credits and Other Noncurrent Liabilities
Deferred INCOME LAKES.......oveiieieeeereveee et et et e s eee e st et sat et e eeee e e e ee e seeeeeeeseeermrs s eesermeans 1,021 965
INVESIMENT LAX CTEAILS ...ttt a et eemes et ee et eeen et st et s e eneneaserees 134 135
Accrued pension 0BlZALIONS ..ot 119 152
Asset retirement obliZations.........c.occeriiiiie 251 245
Regulatory Habiliies ......c.coovuiiiiicciiii ettt 1,024 1,033
Price risk management Babilities ..ot 36 32
Other deferred credits and noncurrent Habililies ..........oocooooveiecee e 240 238
Total Deferred Credits and Other Noncurrent Liabilities. ..o 2,825 2,800
Commitments and Contingent Liabilities (Notes 6 and 10)
MEMDEE'S EQUILY .creneieeiesesinsineestsecesassisasisssststssebtsisnesssssssensssssssensssesesaossassnssesesvnssrnnss 4,200 4,150
Total Liabilities and EQUItY ... ennesssriseserssesirtmmssistenssasssssssssossenessons $ 12,371 3 12,350

The accompanying Notes to Condensed Finuncial Statements are an integral part of the financial statemens.
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CONDENSED CONSOLIDATED STATEMENTS OF EQUITY
LG&E and KU Energy LLC and Subsidiaries

{Unaudited)
(Millions of Dollars)

Q Member's

Eguit!
December 31, 2013....... 3 4,150
INEL IMCOITIE c.oioieiii i e s be e s ss e saesb e be e b e ems e e e et e sa ettt et eenenseen e teemtesee et een e sera et esreereeasenenaenseenseses 115
CONMEBULIONS TTOM MIEIMDET ...ttt ettt et et et e e et e ee e et e eeteae e e ereaeeseenrese e tesasasesasesesaseseenssseas 40
DiSIFIDULIONS 10 MIEMIBET ....oivviiise et sa ettt et et et e et et e et et e ese et e et e e e es e e et eeenteseansesresreanesaesaenseensesns (104)
Other compPrehensive INCOME (LOSS) ...ovcviiiiriririe i et eeeee e oo e et et e et eeeee e e tesessesseasesreansesesssesressesasesesssssesnsssssns (n
IMAFCh 31, 201 et icertcereesae st s sssessbesabessness b se e sreeerea s bt ssnass sesesanssanssansannesmne msennea shna sesa e en s sans $ 4,200
DecemMBEr 31, 200 2......eeeececerceerceeseerreerseestesseesmrensesnsssesensrsssassassesssesesssssessstssnesnsssmesseen eas sessssssnssesssnssssssssnsn $ 3,786
INEL INCOMIE 1ot ettt e et e b et e st et eemeeeeeeae e eae e se e et e e st e easesbesteemes sreseeeneeesenesesaesaansaansesnsesssessras 96
CONITI DULIONS TTOM IMEITIDET L.ttt e e e e e e eee e s et e s e s reerasaeasesasstasaransssssassesssssenssrss 75
DIISITIDULIONS 10 MIBIMDET .ottt e teeaae e et e st e s tesresesseeasesstes s esereeenasaanseassesstesnessnens (4)
Other comPrehensive NCOME (JOSS) .....c.oiiiiiiereeeee et te e s et e ereeteses s neeaeeeaeeseensneessessssssesrans (1)
March 31, 2003 . ecercctrcrresraestesteereo e e v b e veberarrss e am s sR s bR R SR SRR e S0 be a0 besenesen srssonsassansnsa st s baa et e b e s be s e s0be 3 3,952

The acconnpunying Notes to Condensed Financial Statements are an integrol part of the financial statements.
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CONDENSED STATEMENTS OF INCOME

Louisville Gas and Electric Company
(Unaudited)
(Millions of Dollars)

Operating Revenues

Retail and WHOIEBSAIE ..ottt e e e et ve e st e e e sssea st esesssesaessssnsssnssssmnsns s

Operating Expenses
Operation

FUEL e ettt e e e e et e te e e ese s sttt e eersataeeeneeseeesaneserenssens
ENErgy PUICHASES ..ottt ettt st et eb bt
Energy purchases from affiliale .....ooovoeeeieeececceee et
Other operation and MAINENANCE ...........ocoovvivveeeeeeeiie e ee e et ee e eeeeen
DIEPLECTALION ..ottt sttt et ee e s s s e e e s s s s bes sttt e s e e e senenenena
Taxes, 0ther than INCOME c.c.vieiieeee ettt b et eeeeeeee e e
Total Operating EXPENSES .....c.cciierieienenrseseses st ssssssts e e ass s seseseses

Operating Income......cccnvvnirarivnrrscerenns

Three Months Ended March 31,

Other INCOmE (EXPENSE) - NBL..oviiiiiiiii ettt eee et eeee et eeeeeeesearesseesesanssesssssssssesseasessenes e

Interest Expense

Income Before Income Taxes

INCOME THXES (oot sttt e e e e e e e e e e et e et e eet e eeeesaeeseeessssessas

Net Income (a)

(a) Netincome equals comprehensive income,

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

2014 2013
$ 442 § 369
37 21
479 390
117 96
118 80
6 1
98 9]
38 36
6 6
383 310
96 80
(2) (n
12 10
82 69
30 25
$ 52 % 44

The accompanying Notes to Condensed Financial Statements are an imtegral part of the financial statements.
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CONDENSED STATEMENTS OF CASH FLOWS

Louisville Gas and Electric Company
{Unaudited)
(Millions of Dollurs)

Cash Flows from Operating Activities
INELIMCOIMIC <ottt st st e st st ese e se et et 4 s 2ottt em et e eneeeeeeeeeneeeeneenemeons
Adjustments to reconcile net income to net cash provided by operating activitics

DIEPTECIALION. ...t itvie i er et et s s st es e sae et e eaeasessenerser e ereneeresrsasssrsann
AMOTHZAION 1o erereeinicrmeasete st et etea e rs e s s s nsesse s esessentes e eresbesranssasbesassssbesasnsnseaas
Defined benefit plans - XPEnSe. ..o s
Deferred income taxes and investment tax credits

Change in current assets and current liabilities
Accounts receivable
ACCOUNIS PAYADIC. ..ottt et et e g
Accounts payable to affiliates ... b
Unbilled revenues

Other operating activities
Defined benefit plans - funding
Oher HHabilitIEs ......oveeeiieii et ettt en e enas s s

Net cash provided by operating activities
Cash Flows from Investing Activities
Expenditures for property, plant and eqQUIPMERt .........ovvivivre s
Nel (increase) decrease in restricted cash and cash equivalents
Net cash provided by (used in) investing activitics
Cash Flows from Financing Activities

Net increase (decrease) in ShOrt-1erm debl.........oeeeeeeceeeeeee et e

Payment of common stock dividends to parent

Contributions [TOM PArENL........covvei i e es ettt ee st eneen

Net cash provided by (used in) financing activitics........cooeecevieveeceeieceecce e
Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period
Cash and Cash Equivalents at End of Period

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

Three Months Ended March 31,

2014

$ 52 % a4
38 36

3 3

2 6

6 11
(5) (5)
(40) (37

14 9

7N )]

22 1

44 37

21 17

5 11

)] (43)

2 2

148 85

(116) (98)

1 4

(115) (594)

(5) 15

(27) (19)

25

(32) 21

1 12

8 22

$ 9 3 34

The accompanying Notes 10 Condensed Financial Swtements are an integrat part of the financial stutements.
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CONDENSED BALANCE SHEETS

Louisville Gas and Electric Company
(Unaudited)
(Millions of Dollurs. shares in thousands)

Assets

Current Assets

Cash and cash CQUIVAIENIS ..ottt es et

Accounts reccivable (less reserve: 2014, 32; 2013, $2)

CUSEOMIET ... etreerae ittt e ettt et et e et e e e e e e e e e ee e ee et e

Fuel, materials and SUPPIES .........cocoooovimnmnieriitice e e
PrePAYMEDLS ..ottt ettt b e e s

Property, Plant and Equipment

Regulated UlIILY PLANL......ooiiiieccec et ee e v ese st s et

Less: accumulated depreciation - regulated utility plant

Regulated utility PIant, NEl...........ococovvviiiminieieiieeeeeee ettt
Construction WOrk if PIOBIESS .e..c.overririrrieieieteetetscteteeee e eeeeseee s s eseseee s s
Property, Plant and EQUIPMENT NEL......oovuiiieii it

Other Noncurrent Assets

REBUIAIOTY GSSEIS........omeiiiri et ettt eeeeee e erer e
GOOUWIIL ettt e rer e,

Total Other NONCUITENE ASSCS...overeeeeeeeeeeeereseee s srs i

TOtal ASSELS uevrerrerrrerreenerererarsosseressoesmrssnsnase

March 31, December 31,
2014 2013

9 3 8
118 102
8 9
63 85

23
110 154
7 7
22 17
5 3
365 385
3,475 3,383
364 332
3,111 3,051
680 651
3,791 3,702
303 303
389 389
114 120
33 35
839 347
4,995 § 4,934

The uccompanying Neies o Condensed Financial Statements are an integral part of the financial stutements.
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CONDENSED BALANCE SHEETS

Louisville Gas and Electric Company
{Unaudited)
(Millions of Dollars, shares in thousands)

Liabilities and Equity

Current Liabilities

Short-term debl ...t eare e
ACCOUNIS Payable ... e et ees
Accounts payable 10 affilI1es ..ot
CUSLOMICT BEPOSTIS ..ot eteee s e et s s s st en s em et st ee e eenaeeesseteeeeesesesereemrns

Price risk management Habililies ..ot
Regulatory Habilies ...ttt e et seae s e e
IIETES ettt bbb e eee e eeen e et e e e rene

Long-term Debt .......eeriiniiscnininnissrnrenns

Deferred Credits and Other Noncurrent Liabilities

DElerred INCOME IAKES....coiiiiiiiicririicrriescs sttt et et e et neneeeneneatans
INvestmENnt 13X Credils ...ttt e eee e e e anans
Accrued pension obligalions ... e
ASSELTelrement OBLLEAIONS . .......cccoiiiir ettt
Regulatory JIabiliies ... ... et
Price risk management labilities .....ooveeeeiee ettt es s
Other deferred credits and noncurrent abilities oo oo WOTR

Commitments and Contingent Liabilities (Notes 6 and 10)

Stockholder’s Equity

Common S1OCK = RO PAT VAINE () cveoiieieiiiiieiiti e e e e ae et e st eat e s eeaeseesesansas
Additional paid-in capital. ...
Earnings reinvested ... L OO U VU POV VRV
TOAL EQUILY oottt et s b st ee et et e e e

Total Liabilities and EQUILY ... cicecierenenenrererreresssssessssssssesssseseseressssssssssssssesssssssssssssesans

{a} 75.000 shares authonized: 21,294 shares issued and outstanding at March 31, 2014 and December 31, 2013,

March 31, December 31,
2014 2013
15 § 20
189 166
17 24
24 24
32 11
| 4
9 9
15 6
26 32
331 296
1,353 1,353
590 582
38 38
10 19
70 68
477 482
36 32
105 104
1,326 1,325
424 424
1,364 1,364
197 172
1,985 1,960
4,995 § 4,934

The accompanying Notes 1o Condensed Financial Statements are an integral parnt of the financial statements.
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CONDENSED STATEMENTS OF EQUITY

Louisville Gas and Electric Company
(Unaudited)
(Millions of Dollars)

December 31, 2013.......cccoceveermrrennns
NEUINCOME ..ottt eeee e seesesane s s enteseenena

December 31, 2012, eeeecererteertecnreceressessssssasessmesnnes
NELINCOME Lot st e e
Capital contributions from LKE ...,
Cash dividends declared on common s10¢K......c..covvvevveennnn..
March 31,2013 ...

Common
stock
shares Additional
ouvtstanding Common paid-in Earnings
{a) stock capital reinvested  Total
21,294 § 424 § 1,364 § 172 3§ 1,960
52 52
(27) (27
21,294 % 424 § 1,364 3 197 $ 1,985
21,294 § 424 % 1,278 § 108 § 1,810
44 44
25 25
(9 (19)
21,294 § 424 § 1,303 § 133 § 1,860

(2)  Shares in thousands. All common shares of LG&E stock are owned by LKE,

The accompanying Nates 10 Condensed Financial Statements are an integral part of the financial statemenis.
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CONDENSED STATEMENTS OF INCOME

Kentucky Utilities Company
(Unaudited)
{Millions of Dollars)

Operating Revenues
Retail and wholesale

Operating Expenses
Operation
Fuel
Energy purchases
Energy purchases from affiliate
Other operation and maintenance
Depreciation
Taxes, other than income
Total Operating Expenses

OPErating INCOME......oveisssisisrmrererenermenssesenscassssresssssssssseserssesssensmsmsssassssonssossssssesssssessssses

Oiher Income (Expense) - net
Interest Expense

Income Before Income Taxes....covurereresrnnn

Income Taxes

(a) Net income approximates comprehensive income.

Three Months Ended March 31,

2014
$ 492 § 431
6 i
498 432
160 135
6 6
37 21
98 97
48 46
7 6
356 311
142 121
(1)
19 17
123 103
46 39
$ 77 % 64

The accompanying Notes 1o Condensed Financial Sittemenis are an integral pant of the financial statements,
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CONDENSED STATEMENTS OF CASH FLOWS

Kentucky Utilities Company
(Unaudited)
{Millions of Dellars)

Three Months Ended March 31,

2014 2013
Cash Flows from Operating Activities
INEUIMCOIMIE .ttt eb bbbttt et et $ 77 § 64
Adjusiments to reconcile net income to net cash provided by operating aclivities
DIEPICCIALION. ..ot r ettt ettt meesesee e seemssbersrsssresbrsssbasba e s ssnn 48 46
AMOTHZALION ...ttt et sttt ettt et e e e e et e e e omsana e sessanessasabebesbetantasbaseran 3 4
Defined benefil plans - XPERSE. .o e rreses s ensrestsbeten 2 3
Deferred income laxes and investment 1ax credils....c.ooviereccveviisiiiese e 34 35
OIBET 1ottt et er ettt e e e e ee e e bbb s esa e e bes e e e es e bt ee st s enessab e eneeeeenn 2 9
Change in current assets and current liabilities
ACCOUNLS TECEIVADIE et sttt s eeeeeeeeee et eneaeen (24) an
ACCOUNIS PAYADIE ...ttt e e et 15 32
Accounts payable 10 affiliates ... —————— 16 8
UNDIIEU FEVEMUES ...ttt ettt et e e e e e e eeeeee e e e e e ereremeen 14 ()
Fuel, materials and SUPPHES......ooovviiiveiice ettt 9 10
T XS ettt ettt e e et st e st e st e st e et e be b ete s n et e e e e e e e eeeeeee et eerteer e e re e eereartens (12) (17
ACCTUCH IRLCTESE cociuiiiiieiir ittt ettt e et ae e et e e e eaeeveve s e saneresresraerenanan 18 15.
HRET e ettt e ettt e re e e e ee e e ee et et e st e et e e atete s re st esetenes (9 (20)
Other operaling activilies
Defined benefit plans - FURGING (oo et eeereaene 3) (60)
ONET GSSCIS ...ttt et e ettt e et s s es st ee et et ess s s sssm e e sr st e s e snee e s anaen !
OIRET HABIIIIIES 1vveeeeeee ettt et ee et aemeeeaean e st e e e e sseesesstesaesessesssnnmnnn 1 (135)
Net cash provided by operaling aCUVIHES ......ocoorvvieceir et 191 85
Cash Flows from Investing Activities
Expenditures for property, plant and €qUIPMERL........couviiiieriineieee it (154) (172)
Net cash provided by (used in) investing aclivilies ......oeereecnier e, (154) (172)
Cash Flows from Financing Activities
Net increase (decrease) in Short-term debl .. ..ot eereres 40) 45
Payment of common stock dividends (0 parent...........ocooooiecioceeieeeceeeeeeeeee e, 37 (13)
ContribUlions FOM PATENL.........c.viieireeresiisr it iese e ete e eeessseessseeseeemans e s e eneaeaseres 40 50
Net cash provided by {used in) financing activities.......ocooveveieieee e (37) 82
Net Increase (Decrease) in Cash and Cash Equivalents . (5)
Cash and Cash Equivalents at Beginning of PEriod .........o.oooovoeovveveeiececeeeeeeeeeecnieiean 21 21
Cash and Cash Equivalents at End of Period.......cooeceiieciciineicie e $ 21 3 16

The accompanying Netes w0 Condensed Finuncial Statements are an integral part of the financial statements.
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CONDENSED BALANCE SHEETS

Kentucky Utilities Company
(Unaudited)
{(Millions of Dollars. shares in thousunds)

Q March 31, December 31,

2014 2013
Assets
Current Assets
Cash and cash equivalents................ SO VTR OOR TR 21 § 21
Accounts receivable (less reserve: 20!4 $4 20H $4)
CUSEOMIET ...ttt ceem et e e e st b st e s 525158 st st et e s s s ma e s et sem s reeenenenes 147 122
OUBET et sttt et ettt et seees et amasanavasaeasasernnes 7 9
UNBIIEA FEVENUES ..ottt ee et steseanesesseesneanasenes 81 95
Fuel, Materials and SUPPIES ..ottt se s eeenenen e eeeneneraresesas 115 124
PrEPAYMEILS ....ooooiiieiceet ettt ettt bbb e e et et et et et es e e s st se sttt eteae s s et eene 5 4
REBUIALOMY BSSEIS....ooiiviiiiititiree ettt et st en et ee e s eeee e 9 10
OUNET CUMMENTASSCHS 1.cetreieiiititiii sttt e e e s er et e e s es et e s st eb ettt en e e eeeeeeeeen 12 6
TO1a] CUMMENL ASSEIS...eeeeeeeeceereiiitit ittt eeee s ersr s e et et e st sseb et et ee e s en e rere e reen 397 391
Property, Plant and Equipment
Regulated uiility plant... 5,208 5,143
Less: accumulated dcprccmuon regu]alcd uuhly plam .................................................... 485 446
Regulated utility plant, NEl.... ..ot rasas s erns 4,723 4,697
OMREE, NEL. et sttt bt b ettt ees et e s ene e e s sesasasaras 1 |
ConSIruCtion WOrk N PIOBTESS .....vivurvirvereris ettt eeetsesr e eeees e se st e et s eeeeeeseneesees 1,185 1,139
Property, Plant and EQUIPMENT, DEL.....couiiiiieeeiei ettt s 5,909 5,837
Other Noncurrent Assets
REEUIMOTY ASSBLS....c.oviveeiiieeiietct ettt ettt sttt sas e e s e e e eeeene 172 171
Q GOOUWITL Lt er et s ettt ee st et es e e e en 607 607
Oher INLARZIDIES ..ottt ettt s e seenenes 95 101
OUNCT NONCUITEI ASSE1S ... cveueriivevereitetesiiteseeseeeeeesceseseeeseeeeeesssestorereresremeseeansnessnsesessssseeseas 56 56
Total Other NONCUMEIL ASSEUS...coveiermieieieieeeeeceeeeeieee e sessse e s e ss s sttt eneneneees 930 935
TOUAD ASSELS canreereecieccrrernrierssernesrir s sassssssssesseessesesessssosmssnntsssesaessesa bees bt o besrresrasssnssemsssnssnns $ 7,236 $ 7,163

The accompanying Nutes 1o Condensed Financial Statements are an imtegral part of the financial statements.

Q
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CONDENSED BALANCE SHEETS

Kentucky Utilities Company
{Unaudited)
{Millions of Dollurs, shares in thousands)

Liabilities and Equity

Current Liabilities
Short-lerm debt ........ovcoveeieiriiiniciene
Accounts payable ...
Accounts payable to affiliates .....................
Customer deposits ........ooeeeveeeeeeeeeeecrenn,

Regulatory liabilities ..........c.ccccoceivnnnnnnn,
INEEIESE .o vrrre e e eeeean
Other current habilities ........coooocoeivvninennn,

TOtAl CUPTENU LiabiliIeS ...vvvveeerieeie et eees sttt es e e s e se e e e s s e e e sseeseessteete e

Long-term Debt ....ccovvnrieiicinininnieninnnen

Deferred Credits and Other Noncurrent Liabilities

Deferred inCOME AXES..ooocvvviveerisneeienens
Invesiment tax crediis .o vvvvennrcinincennae
Accrued pension obligations ...
Asset retirement obligalions........c.ccoeue..o
Regulatory liabilities ......oovvvvvrrvenninicnnne,
Other deferred credits and noncurrent iabil

FHES oot bbb sas e

Commitments and Contingent Liabilities (Notes 6 and 10)

Stockholder's Equity

Common StOCK = NO PAL VAIUC (U} .1eneneereeieeeeeeee et eeee e eeenete e es s s nerenessesseneanaes

Additional paid-in capital...........cccccvreeen.

Accumulated other comprehensive income

Earnings reinvested ... iceevenceeeeeenns
Total EQUIty .ot

Total Liabilities and Equity.....

(a) 80.000 shares authorized; 37.818 shares issued and cutstanding at March 31, 2014 and December 31, 2013,

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

March 31, December 31,
2014 2013
110 § 150
140 159
41 25
26 26
21 33
3 5
29 I
30 36
400 445
2,091 2,091
699 658
96 97
9 11
181 177
547 551
90 89
1,622 1,583
308 308
2,545 2,505
i
270 230
3,123 3,044
7,236 $ 7,163

The accompanying Notes 10 Condensed Finuncial Statements are an integral pan of the financial siatements.
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CONDENSED STATEMENTS OF EQUITY

Kentucky Utilities Company

(Unaudited)
(Millions of Dollars)

December 31, 2013...cuimeeeecevnerevsrernnens
NELIRCOME 1ovveeeciec e
Capital contributions from LKE...............

Cash dividends declared on common

Other comprehensive income (loss) ........
March 31, 2014 ....eeeeerereeeetearecereranns

December 31, 2012......ccccoviinvicceenenne
NELINCOME .ot
Capital contributions from LKE ..............

Cash dividends declared on common

Common Accumulated
stock ' other
shares Additional comprehensive
outstanding Common  paid-in Earnings income
(a) stock capital reinvested (loss) Total
37818 $ 308 8 2505 % 230 % 13 3,044
77 77
40 40
(37) (37)
(t) ()
37818 § 308 3 2545 § 270 § $ 3,123
37818 $ 3083 2348 § 126 § 1§ 2,783
64 64
50 50
(13) (3
37,818 3% 3088 2398 % 177 % 1 $ 2884

(2) Shares in thousands. All common shares of KU stock are owned by LKE,

The accompanying Notes o Condensed Financial Suntemenss are an integral pant of the Sfinancial statements.
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Combined Notes to Condensed Financial Statements (Unaudited)

1. Interim Financial Statements
(All Registrants)

Capitalized terms and abbreviations appearing in the unaudited combined notes to condensed financial statements are defined
in the glossary. Dollars are in millions, except per share data, unless otherwise noted. The specific Registrant to which
disclosures are applicable is identified in parenthetical headings in italics above the applicable disclosure or within the
applicable disclosure for their related activities and disclosures. Within combined disclosures, amounts are disclosed for any
Registrant when significant.

The accompanying unaudited condensed financial statements have been prepared in accordance with GAAP for interim
financial information and with the instructions to Form 10-Q and Article 10 of Regulation S$-X and, therefore, do not include
all of the information and footnotes required by GAAP for complete financial statements. In the opinion of management, all
adjustments considered necessary for a fair presentation in accordance with GAAP are reflected in the condensed financial
statcments. All adjustments are of a normal recurring nature, except as otherwise disclosed. Each Registrant's Balance Sheet
at December 31, 2013 is derived from that Registrant’s 2013 audited Balance Sheet. The financial statements and noles
thereto should be read in conjunction with the linancial statements and notes contained in cach Registrant's 2013 Form 10-K.
The results of operations for the three months ended March 31, 2014, are not nccessarily indicative of the resulis 1o be
expected for the full year ending December 31, 2014, or other future periods, because results for interim periods can be
disproportionately influenced by various factors, developments and seasonal variations.

The classification of certain prior period amounts has been changed 10 conform 1o the presentation in the March 31, 2014
financial stalements.

2. Summary of Significant Accounting Policies
{All Registrants)

The following accounting policy disclosures represent updales to Note | in each Registrant's 2013 Form 10-K and should be
read in conjunclion with those disclosures.

Accounts Receivable (PPL, PPL Energy Supply and PPL Electric)

In accordance with a PUC-approved purchase of accounts receivable program, PPL Electric purchases certain accounts
receivable from alternative supplicrs (including PPL EncrgyPlus) at a discount, which reflects a provision for uncollectible
accounts. The aliernative suppliers have no continuing involvement or intcrest in the purchased accounts receivable. The
purchased accounts receivable are initially recorded at fair value using a market approach based on the purchase price paid
and are classificd as Level 2 in the fair value hierarchy. During the three months ended March 31, 2014, PPL Electric
purchased $362 million of accounts receivable from unaffiliated third parties and $105 million from PPL EnergyPlus.
During the three months ended March 31, 2013, PPL Electric purchased $259 million of accounts receivable from
unaffiliated third parties and $77 million from PPL EnergyPlus.

New Accounting Guidance Adopted (All Registrants)

Accounting for Obligations Resulting from Joint and Several Liability Arrangements

Effective January 1, 2014, the Registrants retrospectively adopted accounting guidance for the recognition, measurement and
disclosure of certain obligations resulting from joimt and several liability arrangements when the amount of the obligation is
fixed at the reporting date. If the obligation is determined to be in the scope of this guidance, it will be measured as the sum
of the amount the reporting cntity agreed (o pay on the basis of its arrangements among its co-obligors and any additional
amount the reporting entity expects to pay on behalf of its co-obligers. This guidance also requires additional disclosures for
these obligations.

The adoption of this guidance did not have a significant impact on the Registrants.
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Accounting for the Cumulative Translation Adjustment upon Derecognition of Certain Subsidiaries or Groups of
Assets within a Foreign Entity or of an Investment in a Foreign Entily

Effective January 1, 2014, PPL prospectively adopted accounting guidance thai requires a cumulative translation adjustment
to be released inlo earnings when an entity ceases to have a controlling financial interest in a subsidiary or group of assets

Q within a consolidated foreign entity and the sale or transicr results in the complete or substantially complete liquidation of the
foreign entity. For the step acquisition of previously held equity methed investments that arc foreign entities, this guidance
clarifies that the amount of accumulated other comprechensive income that is reclassified and included in the calculation of a
gain or loss shall include any foreign currency translation adjustment related to that previously held investment.

The initial adoption of this guidance did not have a significant impact on PPL; however, the impact in future periods could be
material,

Presentation of Unrecoanized Tax Benefits When Net Operating Loss Carryvforwards, Similar Tax Losses, or Tax

Credit Carryforwards Exist

Effective January 1, 2014, the Registrants prospectively adopted accounting guidance that requires an unrecognized tax
benefit, or a partion of an unrecognized tax benefil, to be presented in the financial statlements as a reduction to a deferred tax
assel for a net operating loss carryforward, a similar tax loss, or a tax credit carryforward. To the exient a net operating loss
carryforward, a similar tax loss, or a tax credit carryforward is not available at the reporting date under the tax law of the
applicable jurisdiction to settle any additional income taxes that would result from the disallowance of a tax position, or the
tax law of the applicable jurisdiction does nol require the entity 1o use, and the entity does not intend to use, the deferred tax
assel for such purpose, the unrccognized tax benefit should be presented in the financial statements as a liability and should
not be combined with deferred 1ax assets.

The adoption of this guidance did not have a significant impact on the Registrants,
3. Segment and Related Information
(PPL)
O Sec Note 2 in PPL's 2013 Form 10-K for a discussion of reportable segments and related information.

Financial data for the scgments and reconciliation to PPL's consolidated results for the periods ended March 31 are:

Three Months
2014 2013

Incorne Stutement Data
Revenues from external customers

U.K. Regulated 3 648 S 648

Kentucky Regulated 934 800

Pennsylvania Regulated 591 32

Supply () (953) 494

Corporate and Other 3 3
Total 3$ 1.223 8 2457
Intersegment electric revenues

Supply $ 27 § 14
Net Income Attributable to PPL Sharcowners

U.K. Regulated 5 206 § 313

Kentucky Regulated 107 85

Pennsylvania Regulated 85 64

Supply (a) (5) (46)

Corporate and Other &2 (&)
Total 3 36 5 413

@
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March 31, December 31,

2014 2013
Balunce Sheet Data
Assels
UK. Regulated b 16,535 3 15.895
Kentucky Regutated 12,037 12,016
Pennsylvania Regulated 7.022 6,845
Supply 12,237 11.408
Corporate and Other {(b) 142 94
Total asscls 3 47973 § 46.259

(a) Includes unrealized gains and losses from economic activity. Sce Note 14 for additional information.
(b) Primarily consists of unallocated items. including cash, PP&E and the elimination of inter-scgmenl Lransactions,

4. Earnings Per Share
{PPL)

Basic EPS is computed by dividing income available to PPL common sharcowners by the weighted-average number of
common shares outstanding during the applicable period. Diluted EPS is computed by dividing income available te PPL
common sharcowners by the weighted-average number of common shares outsianding, increased by incremental shares that
would be outstanding if potentially dilutive non-participaling securities were converted to common shares as calculated using
the Treasury Stock method or the If-Converted Method, as applicable. Incremental non-participaling securities that have a
dilutive impact are dctailed in the tabie below.

Reconciliations of the amounts of income and shares of PPL common stock (in thousands) for the periods ended March 31
used in the EPS calculation are:

Three Months
2014 2013

Income (Numerator)
Net income atiributable 1o PPL shareowners 3 36 8 413
Less amounts allocated 1o panticipating securities 2 2
Net incomwe available to PPL common sharcowners - Basic 314 411
Plus intcrest charges (net of tax) related 10 Equity Units (a) 9 15
Net income available to PPL common shareowners - Diluted $ 323 8§ 426
Shares of Commaon Stock (Dencminator)
Weighted-average shares - Basic EPS 630.749 382.640
Add incremental non-panicipating securitics:

Sharc-based payment awards 1.511 810

Equity Units (a) 31,679 71,950

Forward sale agreements 1.580
Weighted-average shares - Diluled EPS 663.939 657.020
Basic EPS

Net Income Available to PPL common sharcowners $ 050 % 0.70
Diluted EPS

Net Income Available 1o PPL common sharcowners $ 049 3§ 0.65

{a) The I-Converted Mcthod has been applied to the Equity Units prior to settlement. See Note 7 lor additional information on the 2011 Equity Units,
including the issuance of PPL common stock on May 1. 2014 1o settke the 2011 Purchase Contracts.

For ihe periods ended March 31, PPL issued common stock related to stock-based compensation plans, ESOP and DRIP as
follows (in thousands):

Three Meonths
2014 2013
Stock-based compensation plans (a) 1.096 446
ESQP 275
DRIP ’ 549

{a) Includes stock options excreised, vesting of resiricted stock and restricted stock units and eonversion of stock units granted to directors.
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For the periods ended March 31, the following shares (in thousands) were excluded from the computations of diluted EPS

because the effect would have been antidilutive,

Stock oplions
Performance units
Restricled stock units

5. Income Taxes

Reconciliations of income taxes for the periods ended March 31 are:

{PPL)

Federal income 1ax on Income Before Income Taxes at statutory tax rale - 35%

Increase {decrease) due to:
State income taxes. net of federal income tax benefil
Inipact of lower U.K. income tax rates
U.S. income 1ax on forcign eamnings - net of foreign tax credir
Federal income tax credits. excluding foreign tax credil
Amortization of investmeni tax credit
Depreciation not normatized
Other
Total increase (decrease)
Total income 1axes

{PPL Energy Supply)

Federal income tax on Income (Loss) Before Income Taxes at stalutory tax rate - 35%

Increase (decrease) due to:
State income laxes, nel of lederal income 1ax benefit
Federal income tax credits
Qther
Total increase (decrease)
Tolal income taxes

{PPL Electric)

Federal income tax on Income Before Income Taxes ai statutory tax ralc - 35%

Increase (decrease) due 10:
State income taxes. net of federal income tax benefil
Federal and state 1ax reserve adjustments
Depreciation not normalized
Other
Total increase (decrease)
Total income taxes

(LKE)

Federal inceme tax on Income Before Income Taxes at statutory tax raic - 35%

Increase (decrease) due to:
State income taxes, net of federal income tax benefit
Other
Total increase (decrease)
Total income 1axes
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Three Months

2014 2013
2.540 6.589
206
i23 116
Three Months
2014 2013
150§ 197
2 3
(45) (18)
11 2
(n 1)
() )
(2) (&)
(1) 3)
(38) (46)
112§ 151
Three Months
2014 2013
(40) 8 (26)
9 %)
n 3)
1
(9) (9)
(49) § (35)
Three Months
2014 2013
48 § 34
8 5
(2}
(2) (3)
m n
5 ()
53§ 33
Three Months
2014 2013
64 S 54
7 5
(2) (2)
5 3
69 S 57




{LG&E)

Three Months

2014 2013
Federal income Lax on Income Before Income Taxes at stztutory ax rate - 35% 3 29 3§ 24
Increase (decrease) due to;
State income taxes, net of federal income ax benefit 3 3
Other (2) (2)
Total increase (decrease) | |
Total income laxes 3 30 S 25
(KU)
Three Months
2014 2013
Federal income 1ax on Income Before Income Taxes al statutory tax rate - 35% 3 43 5 36
Increase (decrease) due (o:
State income taxes. net of federal income tax benefil 4 4
Other () (i)
Total increase {decrease) 3 3
Tota! income taxes 5 6 5 39
6. Utility Rate Regulation
(All Registrants except PPL Energy Supply)
The following table provides information about the regulatory assets and liabilities of cost-based rate-regulated uiility
operations.
PPL PPL Electric
March 31, December 3, March 31, December 31,
2014 2013 2014 2013
Q Cunrent Regulatory Assets:
Environmental cost recovery $ 7
Gas supply clausc S 19 10
Fuel adjustment clause 10 2
Demand side management 1 8
Other 2 6 § 1 3 6
Total current regulatory asscis $ 32 S 33 3 1§ 6
Noncurrent Regulatory Assets:
Defined benefit plang s 503 8§ 509 3% 255 % 257
Taxes recoverable through future rates 307 306 307 306
Storm costs 141 147 51 53
Unamortized loss on deb 82 8s 54 57
Interesi rale swaps 48 44
Accumulated cost of removal of utility plan 101 98 101 98
AROs A | 44
Other 12 13 2 1
Total noncurrent regulatory assets $ 1,245 § 1.246 3 710 5 772
Current Regulatory Liabitities:
Gencration supply charge $ 25§ 23 3 25 3§ 23
Environmental cost recovery 3
Gas supply clause 2 3
Transmission service charge 10 8 10 B
Fucl adjustment clause 4
Transmission formula rate 27 20 27 20
Universal service rider 5 10 5 10
Storm damage expense 14 14
Gas line tracker 7 6
Other | 2 | 1
Total current regulatory lizhilitics $ 80 S 90 3 68 S 76

O
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PPL PPL. Eleclric

March 31, December 31, March 31, December 3,

2014 2013 2014 2013
Noncurrent Regulatory Liabilities:
Accumulated cost of removal of utility plani $ 692§ 688
Coal contracts (a) 88 98
Power purchase agreement - OVEC (a) 98 100
Net deferred tax assets 30 30
Act 129 compliznce rider 13 15 3 13 8 15
Defined benefin plans 26 26
interest rate swaps 86 86
Other 4 5
Tolal noncurrent regulatory liabilities 5 1.037 § 1048 5 13 § 15
LKE LG&E KU
March 31, December 31, March 31, December 31, March 31, December 3,
2014 2013 2014 2013 2014 2013
Current Regulatory Assets;
Environmental cost recovery $ 7 $ 2 3 5
Gas supply clause b 19 ¢ s 19 10
Fuel adjusiment clause 10 2 2 2 3 8
Demand side management 1 8 | 3 5
Other 1 |
Total current regulatory assets $ 3l 3 27 3 22 3 17§ 9 S 10
Noncurrent Regulalory Assets:
Defined benefit plans 3 248 8§ 252 s 161§ 164 § g7 S 83
Storm costs 90 94 49 51 4] 43
Unamortized loss on debi 28 28 18 18 10 10
Interest rate swaps 438 44 48 44
AROs 51 44 23 21 28 23
Other 10 12 4 5 6 7
Total noncuerrent regulatory assels 3 475 8 474 3 33 8 303 3§ 172§ 17
Current Regulatory Liabilities:
Environmental cost recovery $ 3 S 3
Gas supply clause 2 3 3 5 2 3 3
Fuel adjustment clause 4 5 4
Gas linc tracker 7 6 7 6
Other i 1
Total current regulatory hiabitities S 12 3 14 3 9 3 g 3 3 3 3
Noncurrent Regulatory Liabilities:
Accumulated cost of removal
of utility plani 3 692 3 688 S ol 3 299§ 91 s 389
Coal contracts (a) 88 98 38 43 50 55
Power purchase agreement - OVEC (a) o8 100 038 &9 30 31
Net deferred tax assets 30 30 25 26 5 4
Defined benefit plans 26 26 26 26
Interest rate swaps 86 86 43 43 43 43
Onher 4 5 2 2 2 3
Toual noncurrent regulatory liabilities S 1024 3§ 1033 § 477 8 482 § 547 3 551

{a) Thesc liabilities were recorded as offseis to certain intangible assets that were recorded at lair value upon the acguisition of LKE by PPL,
Regulatory Matters

U.K. Activilies (PPL)

Ofgem Review of Line Loss Calculation

In March 2014, Gfgem issucd its final decision on the DPCR4 line loss incentives and penalties mechanism. As a result,
WPFD increased its existing liability by $65 million for over-recovery of line losses with a reduction 1o “Utility” revenue on
the Statement of Income. The total recorded liability at March 31, 2014 was $115 million, nearly all of which will be

rcfunded to customers from April 1, 2015 through March 31, 2019. The recorded liability at December 31, 2013 was $74
miilion. Other activity impacting the liability included reductions in the liability that have been included in tariffs during the
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first quarter of 2014 and foreign exchange movements. PPL is considering what, if any, recourse may be available to seek
review of the final decision.

Kentucky Activities (PPL, LKE, LG&E and KU)

CPCN Fifings

In January 2014, LG&E and KU filed an application for a CPCN with the KPSC requesting approval to build a NGCC
generating unit at KU's Green River generating site and a solar generating facility at the E. W. Brown gencerating site. The
proceeding is currently in the discovery phase and a hearing is scheduled for July 2044, In April 2014, LG&E and KU filed a
motion to hold further proceedings in abeyance for up to 90 days in order 1o altow the companies 1o assess the potential
impact of certain events on their future capacity needs, including the recent receipt of termination notices Lo be generally
effective in 2019 from certain KU municipal wholesale customers. Sce "Federal Matters - FERC Formula Rates” below for
additional information relating 1o the municipal wholesale customers.

Pennsylvania Activities (PPL and PPL Electric)

Storm Damage Expense Rider

In its December 28, 2012 final rate case order, the PUC directed PPL Electric to file a proposed Storm Damage Expense
Rider (SDER}. In March 2013, PPL Electric filed its proposed SDER with the PUC and, as part of that filing, requested
recovery of the 2012 qualifying storm costs related to Hurricane Sandy. PPL Electric proposed that the SDER become
cflective January 1, 2013 at a zero rate with qualifying storm costs incurred in 2013 and the 2012 Hurricane Sandy costs
included in rates effective Janvary 1, 2014. As of December 31, 2013, PPL Electric had a $14 million regulatory liability
balance for amounts expected to be refunded 1o customers for revenues collected 1o cover storm costs in excess of actual
storm costs incurred during 2013. On April 3, 2014, the PUC issued a final order approving the SDER. The SDER will be
effective January 1, 2015 and will initially include actual storm costs compared to collections from December 2013 through
November 2014, As a result of the order, PPL Electric reduced its regulatory liability by $12 million. Also, as part of the
order, PPL Electric can recover Hurricane Sandy storm damage costs through the SDER over a three-year period beginning
January 2015. See "Storm Costs" below for additional information on Hurricane Sandy costs.

Storm Costs

In February 2013, PPL Electric received an order from the PUC granting permission to defer qualifying costs in excess of
insurance recoveries associated with Hurricane Sandy. At March 31, 2014 and December 31, 2013, $29 million was included
on the Balance Sheets as a regulatory assct.

Act 129

Act 129 requires Pennsylvania Eleciric Distribution Companies (EDCs) 1o meet specified goals for reduction in customer
electricity usage and peak demand by specificd dates. EDCs not meeting the requirements of Act 129 are subject to
significant penalies.

Under Act 129, EDCs must file an cnergy 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. EDCs are able to recover the costs (capped at
2.0% of the EDC's 2006 revenuc) of implementing their EE&C Plans. In October 2009, the PUC approved PPL Electric's
Phase 1 EE&C Plan ending May 31, 2013,

Phase 1 of Act 129 required EDCs to reduce overall electricity consumption by 1.0% by May 2011 and by 3.0% by May
2013, and reduce peak demand by 4.5% by May 2013. The overatl consumption reduction is measured against PUC-
forecasted consumpltion for the twelve months ended May 31, 2010. The peak demand reduction was required 1o occur for
the 100 hours of highest demand, which is determined by actual demand reduction during the June 2012 through September
2012 period. The PUC issued an Order on March 20, 2014 determining that PPL Electric met all of its Phase ] EE&C
compliance requirements.

Under Act 129 the PUC was required 1o evaluate the costs and benefits of the EE&C program by November 30, 2013 and
adopt additional reductions if the benefits of the program exceed the costs. In August 2012, after receiving input from
stakeholders, the PUC issued a Final Implementation Order establishing a three-year Phase 11 program, ending May 31, 2016,
with individuat consumption reduction targets for each EDC. PPL Electric's Phase Il reduction target is 2.1% of the tolal
energy consumption forecasted by the PUC for the twelve months ended May 31, 2010. The PUC did not establish demand
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reduction targets for the Phase [l program, PPL Electric began its PUC-approved Phase I Plan implementation on June 1,
2013. In November 2013, PPL. Electric filed 40 modifications to its Phase 11 Plan which contains programs designed to meet
PPL Electric’s 1arget of reducing total energy consumption by 2.1%. On March 6, 2014, the PUC issued an order approving
the revised EE&C Plan with minor modifications related 1o training.

Act 129 also requires Default Service Providers (DSP) to provide clectricity generation supply service to customers pursuant
10 a PUC-approved default service procurement plan through auctions, requests for proposal and bilateral contracts at the sole
discretion of the DSP. Act 129 requires a mix of spot market purchases, short-term contracts and long-term contracts {4 (o 20
years), with long-term contracts limited to 25% of load unless otherwise approved by the PUC. A DSP is able to recover the
costs associated with its default service procurement plan.

In January 2013, the PUC approved PPL Electric's DSP procurement plan for the period June 1, 2013 through May 31, 2015.
On April 18, 2014, PPL Electric filed a new DSP procurcment plan with the PUC for the period June 1, 2015 through
May 31, 2017, This filing is pending before the PUC.,

Smart Meter Rider

Act 129 also requires installation of smart meters for new construction, upon the request of consumers and at their cost, or on
a depreciation schedule not exceeding 15 years. Under Act 129, EDCs arc able 10 recover the costs of providing smart
meiering technology. All of PPL Eleciric's metered customers currently have advanced meters installed at their service
locations capable of many of the functions required under Act 129. PPL Electric continues to conduct pilot projects 1o
evaluate additional applications of its current advanced metering technology pursuant to the requirements of Act 129. PPL
Elcctric recovers the cost of its pilot projects through a cost recovery mechanism, the Smart Meter Rider (SMR). In August
2013, PPL Electric filed with the PUC an annual report describing the actions it was taking under its Smart Meter Plan during
2013 and its planned actions for 2014. PPL Electric also submitied revised SMR charges that became effective January |,
2014, PPL Electric will submit its final Smart Meter Plan by Junc 30, 2014,

Distribution System Improvement Charge

Act 11 authorizes the PUC to approve two specific ratemaking mechanisms: the use of a fully projected future test year in
base rate proceedings and, subject to certain conditions, the use of a DSIC. Such alernative ratemaking procedures and
mechanisms provide opportunity for accelerated cost-recovery and, therefore, are important to PPL Eleclric as it begins a
period of significant capital investment 10 maintain and enhance the reliability of its delivery system, including the
replacement of aging distribution assets. In August 2012, the PUC issucd a Final Implementation Order adopting procedures,
guidelines and a model LarifT {or the implementation of Act 1. Act 11 requires utilities 1o file an LTHP as a prercquisite (o
filing for recovery through the DSIC. The LTIIP is mandated to be a five- to ten-year plan describing projecis eligible for
inclusion in the DSIC.

In September 2012, PPL Electric filed its LTIIP describing projects cligible for inclusion in the DSIC and in an order entered
on May 23, 2013, the PUC approved PPL Electric's proposed DSIC with an initial rate effective July 1, 2013, subject to
refund after hearings. The PUC also assigned four technical recovery calculation issues to the Office of Administrative Law
Judge for hearing and preparation of a recommended decision. The case remains pending before the PUC.

Federal Matters
FERC Formula Rates {PPL and PPL Electric)

Transmission rates are regulated by the FERC. PPL Elcctric'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 formula rate is
calculated, in part, based on financial results as reported in PPL Electric's annual FERC Form ] filed under the FERC's
Uniform System of Accounts.

PPL Electric initiated its formula rate 2012, 2011 and 2010 Annual Updates. Each update was subsequently challenged by a
group of municipal customers, whose chalienges were opposed by PPL Electric. Between 2011 and 2013, numerous hearings
before the FERC and settlement conferences were convened in an attempt (o resolve these matters. Beginning in the second
half of 2013, PPL. Electric and the group of municipal customers exchanged confidential settlement proposals. PPL and PPL
Electric cannot predict the outcome of the foregoing proccedings, which remain pending before the FERC.
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FERC Formula Rates (LKE and KU)

In September 2013, KU filed an application with the FERC to adjust the formula rate under which KU provides wholesale
requirements power salcs to 12 municipal customers. Among other changes, the application requests an amended formula
whereby KU would charge cost-based rates with a subsequent true-up 10 actual costs, replacing the current formula which
does not includce a true-up. KU's application proposed an authorized return on equity of 10.7%. Certain clements, including
the new formula rate, became effective April 23, 2014 subject to refund. In April 2014, FERC accepted a motion filed by
KU requesting a delay uniil mid-June of the effectiveness of other elements, including updated termination notice periods,
new credit and uncollectible charge provisions. Alsoe in April 2014, nine municipalities submitted notices of termination,
undcr the original notice period provisions, to ccase Laking power under the wholesale requirements contracts, such
lerminations to be effective in 2019, except in the case of one municipality with a conditional 2017 effective date. The
parties are continving scttlement negotiations. KU cannot currently predict the outcome of the proceeding or related matters.

7. Financing Activities
Credit Arrangements and Short-term Debt

(Al Registrants)

The Registrants maintain credit facilities to enhance liquidity, provide credit support and provide a backstop to commercial
paper programs. For reporting purposes, on a consolidated basis, the credit facilities and commercial paper programs of PPL
Energy Supply, PPL Electric, LKE, LG&E and KU also apply to PPL and the credit facilities and commercial paper
programs of LG&E and KU also apply to LKE. The amounts borrowed below are recorded as "Short-term debt™ on the
Balance Sheets. The following credit facilities were in place at:

March 31, 2014 December 31, 2013
Letters of Letters of
Credit Credit
and and
Commercial Commercial
Expiration Paper Unused Paper
Date Cupacity Borrowed Issued Capacity Rorrowed Issued
PPL
UK.
PPL WW Syndicated
Credit Facility Dec. 2016 £ 210 £ 98 £ 12 £ 103
WPD (South West)
Syndicated Credit Facility Jan. 2017 245 245
WPD (East Midlands)
Syndicated Credit Facility Apr. 2016 300 300
WPD (West Midlands)
Syndicated Credit Facility Apr. 2016 00 300
Uncommiited Credit Facilitics 83 £ 5 83 £ 5
Total U.K. Credit Facilities (a) £ 1,143 £ 98 £ 5 £ 1.040 £ 103 £ 5
U.S.
PPL Capital Funding
Syndicaed Credit Facility (b) Nov. 2018 3§ o s 185 5 115 % 270
Bilateral Credit Facility Mar. 2015 150 150
Total PPL. Capital Funding Credit Facilities 3 450 § 185 3 265 3 270
PPL. Encrgy Supply
Syndicated Credit Facility (b} Nov. 2017 § 3000 s 350 8 730 3 1,920 5 29
Letter of Credit Facility Mar. 2015 150 91 59 138
Uncommitted Credit Facilitics 175 77 98 717
Total PPL Energy Supply Credit Facilities 3 3325 5 350§ 898 § 2.077 3 244
PPL Electric
Syndicated Credit Facility Oct. 2017 3 300 ) 61 S 239 5 21
LKE
Syndicated Credit Facility (b) Oct. 2018 § 75 § 75 3 75
LG&E
Syndicated Credit Facility Nov. 2017 $ 500 3 15 8 485 3 20
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March 31, 2014 December 31, 2013

Letters of Letters of
Credit Credit
and and

Commercial Commercial

Expiration Paper Unused Paper

Date Capacity Borrowed Issued Capacily Borrowed Issued

KU

Syndicated Credit Facility Nov. 2017 % 400 3 1o s 290 3 150
Letter of Credit Facility May 2016 198 198 198
Total KU Credit Facilitics 3 598 $ 308 $ 290 3 348

(a)  PPL WW's amounis borrowed at March 31, 2014 and December 31, 2013 were USD-denominated borrowings of $164 million and $166 million,
which equated 1o £98 million and £103 million a1 the time of borrowings and bore interest at 1.86% and 1.87%. At March 31, 2014, the vnused
capacity under the U.K. credit fucilities was $1,7 billion,

(b) At March 31, 2014, interest rates on outstanding borrowings were 1.79% for PPL Capilal Funding and 1,66% for PPL Energy Supply and LKE. At
December 31. 2013, interest rates on outstanding bormrowings were 1.79% for PPL Capital Funding and 1.67% for LKE.

PPL Energy Supply, PPL Electric, LG&E and KU maintain commercial paper programs to provide an additional financing
source to fund short-term liquidity nceds, as necessary. Commercial paper issuances, included in "Short-term debt” on the
Balance Sheets, are supported by the respective Registrant’s Syndicated Credit Facility. The following commercial paper
programs were in place at:

March 31, 2014 December 31, 2013
Weighted - Commercial Weighted - Commercial
Average Paper Unused Avcrage Paper
Ioterest Rate Capacity Issuances Capacity Interest Rate Issuances
PPL Energy Supply 0.48% 5 750 $ 620 § 130
PPL Electric 0.33% 300 60 240 0.23% s 20
LG&E 0.27% as0 : 15 i35 0.29% 20
KU 0.29% 350 110 240 0.32% 150
Toual 3 1.750 § 805 $ 945 S 190
—_—rree——————————

(PPL and PPL Energy Supply)

PPL Energy Supply maintains a $500 million Facility Agreement expiring June 2017, that provides PPL Energy Supply the
ability 1o request up 10 $500 million of commitied letter of credit capacity at fees Lo be agreed upon at the time of each
request, based on certain market conditions. At March 31, 2014, PPL Energy Supply had noi requested any capacity for the
issuance of letters of credit under this arrangement.

PPL Energy Supply, PPL EnergyPlus, PPL Montour and PPL Brunner Island maintain an $800 million secured cnergy
marketing and trading facility, whereby PPL EnergyPlus will receive credit to be applied to satisfy collateral posting
obligations related 1o its energy marketing and trading activities with counterparties participating in the facility. The credit
amounlt is guaranteed by PPL Energy Supply, PPL Montour and PPL Brunner Island. PPL Montour and PPL Brunner Island
have granted liens on their respective generating facilities to secure any amount they may owe under their guarantees. The
facility expires in November 2018, but is subject 10 automatic one-year renewals under certain conditions. There were no
sccured obligations outstanding under this facility at March 31, 2014.

{PPL Electric and LKE)

See Note 11 for discussion of intercompany borrowings.

Long-term Debt and Equity Securities (PPL)

2011 Equity Units

In March 2014, PPL Capital Funding remarketed $978 million of 4.32% Junior Subordinated Notes due 2019 that were
originally issued in April 2011 as a component of PPL's 2011 Equity Units. 1n connection with the remarketing, PPL Capital ~
Funding retired $228 million of the 4.32% Junior Subordinated Notes due 2019 and issued $350 miilion of 2.189% Junior
Subordinated Notes due 2017 and $400 million of 3.184% Junior Subordinated Notes due 2019. Simultaneously, the newly
issued notes were exchanged for $350 million of 3.95% Scnior Notes due 2024 and $400 million of 5.00% Senior Notes due

2044. The transaction was accounted for as a debt extinguishment, resulting in a $(9) million gain (loss) on extinguishment
of the Junior Subordinated Noles, recorded to "Interest Expense” on the Statement of Income. Except for the $228 million
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retiremenl of the 4.32% Junior Subordinated Notes and fees related Lo the transactions, the activity was non-cash and was
excluded from the Statement of Cash Flows for the three months ended March 31, 2014. Addijtionally, on May 1, 2014, PPL
issued 31.7 million shares of common stock at $30.86 per share to settle the 2011 Purchase Contracts. PPL received net cash
proceeds of $978 million, which will be used 10 repay short-term debt and for general corporate purposes.

Distributions (PPL)

In February 2014, PPL declared its quarterly common stock dividend, payable April 1, 2014, at 37.25 cents per share
(equivalcnt 10 $1.49 per annum). Future dividends, declared at the discretion of the Board of Directors, will be dependent
upon fulure earnings, cash flows, financial and legal requirements and other factors.

8. Acquisitions, Development and Divestitures

{All Registrants)

The Registrants from time to time ¢valuate opporiunities for potential acquisitions, divestitures and development projects.
Development projects arc recxamined based on market conditions and other factors 1o determine whether to proceed with the
projects, scll, cancel or expand them, cxecute tolling agreements or pursuc other options. Any resulling transactions may
impact future financial results. Sce Note 8 in the 2013 Form 10-K for additional information.

Development

Hydroelectric Expansion Project (PPL and PPL Energy Supply)

In January 2014, the U.S. Department of Treasury awarded $56 million for Specificd Energy Property in Lieu of Tax Credits
for the Rainbow hydroclectric redevelopment project in Great Falls, Montana. PPL Energy Supply accepted and accounted
for the receipt of the grant in 2014. PPL Energy Supply was required (o recapture $60 million of investment tax credits
previously recorded related to the Rainbow project as a result of the grant receipl. The impact on the financial statcments of
accounting for the grant receipt and recapiure of investment tax credils was not significant for the three months ended March
31, 2014, and will not be significant in future periods.

Regional Transmission Line Expansion Plan (PPL and PPL Electric)

Susquehanna-Roseland Project

PPL Electric’s construction activitics have been underway on the 101-mile Pennsylvania transmission line project since 2012,
The line is expected to be completed before the peak summer demand period of 2015. At March 31, 2014, PPL Electric's
estimaltc of the project costs was $630 million. At March 31, 2014 and December 31, 2013, $458 million and $377 million of
costs were capitalized and are included on the Balance Shects primarily in "Construction work in progress.”

Other (PPL and PPL Energy Supply)

Montana Hydro Sale Agreement

In September 2013, PPL Montana excculed a definitive agreement to sell to NorthWestern its hydroclectric generating
facilitics located in Montana (with a generation capacity of 633 MW) for $900 million in cash, subjcct to certain adjustments.
The sale, which is not expected to close before the second half of 2014, includes 11 hydroclectric power facilities and related
assels. In April 2014, the U.S. Department of Justice and Federal Trade Commission granted carly termination of PPL
Montana's and NorthWestern's notifications under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, The sale
remains subject to closing conditions, including receipt of regulatory approvals by the FERC and the Montana Public Service
Commission and certain third-party consents. Due 1o the uncertainties related to certain of these conditions as of March 31,
2014, the sale did not mect the applicable accounting criteria for the assets and liabilities included in the transaction (o be
classified as held for sale on the balance sheet.

9. Defined Benefits
(All Registrants except PPL Electric and KU)
Certain net periodic defined benefit costs are applied (0 accounts that are further distributed between capital and expense,

including certain costs allocated to applicable subsidiaries for plans sponsored by PPL Services and LKE. Following are the
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net periodic defined benefit costs (credits) of the plans sponsored by PPL, PPL Energy Supply, LKE and LG&E for the
periods ended March 31. The U.K. pension benefits apply to PPL only.

Pension Benefits Other Postretirement Benefits
U.S. U.K.
Three Months
2014 2013 2014 2013 2014 2013

PPL
Service cosl s 2% % n s g s 18 8 3 8§ 4
Interest cost 59 34 38 81 8 7
Expected retum on plan assets e5))] (74} (130} (118) (6) (6}
Amortization of:

Prior service cost 5 6

Actuarial (gain) loss 7 20 33 38 |
Net periodic defined benefit costs (credits)  § 23 3 37 8 9 $ 19 3 5 3 6
PPL Encegy Supply
Service cost M [ 2
Interest cost 2 2
Expected return on plan assets {2) (3)
Amortization of:

Acluarial (gain) loss |
Net penodic defined benefit costs (credits)  $ 1 § 2
LKE
Service cosl $ 6 § 7 S 1§ |
Interest cost 17 16 2 2
Expectled retumn on plan asscis (20) (21) n (H
Amortization of:

Prior service cost | i l |

Actuarial {gain) toss 3 8
Net periodic defined benefit costs (eredits)  § 7 8 11 $ 3 3 3
LG&E
Service cost 3 1
Interest cost $ 4 3
Expected return on plan assets [&))] {5)
Amortization of:

Prior service cost 1 1

Actuarial {gain) loss ] 3
Net periodic defined benefit costs (credits)  § i 5 3

{All Registrants except PPL)

In addition to the specific plans they sponsor, PPL Energy Supply subsidiaries are also allocated costs of defined benefit
plans sponsored by PPL Services, and LG&E is allocated costs of defined benefit plans sponsored by LKE bascd on their
participation in those plans, which management believes are reasonable. PPL Electric and KU do not directly sponsor any
defined benefit plans. PPL Electric is allocated costs of defined benefit plans sponsored by PPL Services, and KU is
allocated costs of defined benefit plans sponsored by LKE based on their participation in those plans, which management
believes arc reasonable. For the periods ended March 31, PPL Services allocated the following net periodic defined benefit
costs to PPL Energy Supply subsidiaries and PPL Electric, and LKE allocated the following net periodic defined bencefit costs
to LG&E and KU.

Three Months
2014 2013
PPL Energy Supply b 7 3 H
PPL Electric - S 9
LG&E 2 3
KU 3 4

10. Commitments and Contingencies

Energy Purchase Commitments

{PPL Electric)

Sec Note 11 for information on the power supply agreements between PPL. EnergyPlus and PPL Electric.
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Legal Matters
{All Registrants)
PPL and iis subsidiarics 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

otherwisc noted.

WKE Indemnificalion (PPL and LKE)

See footnote (h) to the Lable in "Guarantees and Other Assurances” below for information on an LKE indemnity relating to its
former WKE lease, including related legal proceedings.

(PPL and PPL Energy Supply)

Sierra Club Litigation

On March 6, 2013, the Sierra Club and the Montana Environmemtal Information Center (MEIC) filed a complaint in the U.S.
District Court, Diistrict of Montana, Billings Division against PPL Montana and the other Colstrip Steam Electric Station
{Colstrip) co-owners: Avista Corporation, Puget Sound Energy, Portland General Electric Company, Northwestern Energy
and Pacific Corp. PPL Montana operates Colstrip on behalfl of the co-owners. The suit alleges certain violations of the Clean
Air Act, including New Source Review, Title V and opacity requirements and listed 39 separate claims for relief. The
complaint requests injunctive relief and civil penallics on average of $36,000 per day per violation, including a request that
the owners remediate environmenial damage and that $100,000 of the civil penalties be used for beneficial mitigation
projecis.

On July 27, 2013, the Sierra Club and MEIC filed an additional Notice, identifying additional plant projects that are alleged
not 10 be in compliance with the Clean Air Act. On September 27, 2013, the plaintiffs filed an amended complaint. This
amended complaint drops all claims regarding pre-2001 plant projects, as well as the plaintiffs’ Title V and opacity claims. It
does, however, add claims with respect 10 a number of post-2000 plant projects, which effectively increased the number of
projects subject 1o the litigation by about 40. PPL Montana and the other Colstrip Owners filed a motion to dismiss the
amended complaint on October 11, 2013. The court has not yet ruled on this motion. In April 2014, trial as o liability in this
maiter was re-scheduled (o June 2015. A irial date with respect Lo remedies, if there is a finding of liability, has not been
scheduled. PPL Montana believes it and the other co-owners have numerous defenses to the allegations set forth in this
complaint and will vigorously assert the same. PPL Monltana cannot predict the ultimate outcome of this matier ai this time.

(PPL, LKE and LG&E)

Cane Run Environmental Claims

On December 16, 2013, six residents, on behalf of themselves and others similarly situated, filed a class action complaint
against LG&E and PPL in the U.S. District Court for the Weslern District of Kentucky for alleged violations of the Clean Air
Act and RCRA. In addition, these plaintilfs assert common law claims of nuisance, trespass, and negligence. These
plaintiffs scek injunctive relief and civil penalties that would accrue (o governmental agencies, plus costs and attorney fecs,
for the alleged statutory violations. Under the common law claims, these plaintiffs seek monetary compensation and punitive
damages [or property damage and diminished property values for a class consisting of residents within four miles of the
plant. In their individual capacitics, these plaintiffs seck compensation for alleged adverse health effects. During 2014, PPL,
LKE and LG&E have filed certain motions to dismiss that are pending before the court. PPL, LKE and LG&E cannot predict
the outcome of this matler or the potential impact on operations of the Cane Run plant. LG&E has previously announced that
it anticipates retiring the coal-fired units at Cane Run before the end of 2015.

Mill Creek Environmental Claims

In March 2014, LG&E reccived a notice of intent from the Sierra Club informing various federal and state agencies of its
intent to file a citizen suit for alleged violations of the Clean Water Act. The claimants allege that various discharges at the
Mill Creck plant constitute permil violations and state that it will seek civil penaltics, injunctive reliel and attorney's fecs.
PPL, LKE and LG&E cannot predict the outcome of this matier or the potential impact on the operations of the Mill Creek
plant.
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Regulatory Issues
(All Registrants except PPL Energy Supply)
See Note 6 for information on regulalory matters related to utility rate regulation.

{(PPL, PPL Energy Supply and PPL Electric)

New Jersey Capacity Legislation

In January 2011, New Jersey enacted a law that intervenes in the wholesale capacity market exclusively regulated by the
FERC (the Act). To create incentives for the development of new, in-state electricity generation facilities, the Act
implements a long-term capacity agreement pilot program (LCAPP). The Act requires New Jersey ulilitics to pay a
guarantced fixed price for wholesale capacity, imposed by the New Jersey Board of Public Ulilitics (BPU), to certain new
generators participaling in PJM, with the ultimate costs of that guarantee 1o 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 revenuces, and harm the long-term ability of the PIM capacity
markel (0 cncourage nccessary generation investment throughout PIM.

In February 2011, PPL and several other generating companies and utilities filed a complaint in U.S. District Court in New
Jersey chatlenging the Act on the grounds that it violates well-esiabtlished principles under the Supremacy and Commerce
clauses of the U.S. Constitution and requesting declaratory and injunctive relief barring implementation of the Act by the
BPU Commissioners. In October 2013, the U.S. District Court in New Jersey issued a decision finding the Act
unconstitutional under the Supremacy Clause on the grounds that it infringes upon the FERC's exclusive authority 1o regulate
the wholesale sale of electricity in interstate commerce. The decision has been appealed 1o the U.S. Court of Appeals for the
Third Circuit by CPV Power Development, Inc., Hess Newark, LLC and the State of New Jersey and oral argument was held
on March 27, 2014. PPL, PPL Energy Supply and PPL Electric cannot predict the outcome of this proceedmg or the
cconomic impact on their businesses or operations, or the markets in which they transact business.

Maryland Capacity Order

In April 2012, the Maryland Public Service Commission (MD PSC) ordered three electric utilities in Maryland 10 enter into
long-ierm coniracts to supporl the construction of new electricity generating lacilities in Maryland, specifically a 661 MW
natural gas-fired combined-cycle generating facility 10 be owned by CPV Maryland, LLC. PPL believes the intent and efiect
of the aclion by the MD PSC is to encourage the construction of new generation in Maryland even when, under the FERC-
approved PIM economic model, such new generation would not be economic. The MD PSC action could depress capacity
prices in PIM in the shorl term, impacting PPL Encrgy Supply's revenues, and harm the long-term ability of the PJM capacity
market to encourage necessary generation investment throughout PIM.

In April 2012, PPL and several other generating companies filed a complaint in U.S. District Court in Maryland challenging
the MD PSC order on the grounds that it vielates well-established principles under the Supremacy and Commerce clauses of
the U.S. Constitution, and requested declaratory and injunctive relief barring implementation of the order by the MD PSC
Commissioners. In September 2013, the U.S. District Court in Maryland issued a decision finding the MD PSC order
unconstitutional under the Supremacy Clause on the grounds that it infringes upon the FERC's exclusive authority to regulate
the wholesale sale of electricity in interstale commerce. The decision has been appealed to the U.S. Court of Appeals for the
Fourth Circuit by CPV Power Development, Inc. and the Siate of Maryland. Oral argument has been scheduled for May 13,
2014. PPL, PPL Encrgy 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 Markets (PPL and PPL Energy Supply)

Through its subsidiarics, PPL Encrgy Supply made spot market bilateral sales of power in the Pacific Northwest during the
period from December 2000 through June 2001. Scveral parties subsequently claimed refunds at FERC as a result of these
sales. In June 2003, the FERC terminated procecdings 1o consider whether (o 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 200t.
In August 2007, the U.S. Court of Appeals for the Ninth Circuit reversed the FERC's decision and ordered the FERC 10
consider additional evidence. In October 201 1, FERC initiated proceedings to consider addilional evidence. In July 2012,
PPL Montana and the City of Tacoma, one of the two partics claiming refunds at FERC, reached a setlement whereby PPL
Montana paid $75 thousand to resolve the City of Tacoma's $23 million claim. The settlement does not resolve the
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remaining claim outstanding at March 31, 2014 by the City of Seattle for approximately $50 million. Hearings before a
FERC Administrative Law Judge rcgarding the City of Scattle's refund claims were completed in October 2013 and briefing
was completed in January 2014, On March 28, 2014, the Administrative Law Judgc issued an extensive opinion denying the
City of Seattle’s complaint against PPL Montana. The Administrative Law Judge's opinion will be reviewed by FERC.

Although PPL. and its subsidiarics believe they have not engaged in any improper trading or marketing practices affecting the
Pacific Northwest markets, PPL and PPL Encrgy 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 losscs, if
any, related Lo this maller.

{All Registrants)

FERC Market-Based Rate Authorily

In 1998, the FERC authorized LG&E, KU and PPL EncrgyPlus to make wholesale sales of electricity and related products at
market-based rates. In those orders, the FERC dirccted LG&E, KU and PPL. EnergyPlus, respectively, 10 file an updaled
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, KU, PPL EnergyPlus, PPL Eleciric, PPL. Montana and most of PPL
Generation's subsidiaries. In December 2013, PPL and these subsidiaries filed market-based rate updates for the Eastern and
Wesltern regions. PPL cannot predict the ultimaie outcome of these update filings at this time.

Electricity - Reliability Standards

The NERC is responsible for establishing and cnforcing 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 cffect of law and apply to certain users of the bulk power electricity system,
including electric utility companies, generators and marketers. Under the Federal Power Act, the FERC may assess civil
penaltics of up to $1 million per day, per violation, for certain violalions.

LG&E, KU, 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 miligation plans, as required. The resolution of a number of polential violations is pending. Any Regicnal
Reliability Entity (including RFC or SERC) determination concerning the resolution of violations of the Reliability Standards
remains subject (o the approval of the NERC and the FERC.

In the course of implementing their programs to ensure compliance with the Reliability Standards by those PPL affiliates
subject to the standards, certain other insiances of potential non-compliance may be identified from time to time. The
Registrants cannot predict the outcome of these matters, and cannot estimate a range of reasonably possible losses, il any.

As previausly reported, in Oclober 2012, the FERC iniliated its consideration of proposed changes to Reliability Standards to
address the impacts of Geomagnetic Disturbances on the reliable operation of the bulk-power system, which might, among
other things, lead 10 a requirement to install equipment that blocks geomagnetically induced currents on implicated
transformers. On May 16, 2013, FERC issued Order No. 779, requiring NERC to submit two types of Reliability Standards
for FERC's approval. The first typc would require certain owners and operators of the nation’s clectricity infrastructure, such
as the Registrants, to develop and implement operational procedures to mitigate the effects of Geomagnetic Disturbances on
the bulk-power system. This NERC proposed standard was fited by NERC with FERC for approval in January 2014, with a
comment duc date of March 24, 2014. The second type is to require owners and operators of the bulk-power system (o assess
ceriain Geomagnetic Disturbance events and develop and implement plans to protect the bulk-power system from those
events and must be filed by NERC with FERC for approval by lanuary 22, 2015. The Registrants may be required 1o make
significant expenditures in new equipment or modifications to their facilities 1o comply with the new requirements. The
Regisirants are unable to predict the amount of any expenditures that may be reqmred as a result of the adopuon of any
Reliability Standards for Geomagnetic Disturbances,
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Environmental Matters - Domestic
{All Registrants}

Due to the environmental issues discussed below or other environmental matters, it may be necessary for the Registrants to
modify, curtail, replace or cease operation of certain facilities or performance of certain operations to comply with siatutes,
regulations and other requirements of regulatory bodies or courts. 1n addition, legal challenges to new environmental permits
or rules add to the uncertainty of estimating the future cost impact of these permits and rules.

LG&E and KU are entitled to recover, through the ECR mechanism, certain costs of complying with the Clean Air Act, as
amended, and those federal, state or local environmental requirements which are applicable to coal combustion wastes and
by-products lrom facilitics that gencrate electricity from coal in accordance with approved compliance plans. Cosis not
covered by the ECR mechanism for LG&E and KU and all such costs for PPL Electric are subject to rate recovery before the
companics' respective stale regulalory authorities, or the FERC, if applicable. Because PPL Electric does not own any
generating plants, its exposure (o related environmental compliance costs is reduced. As PPL Energy Supply is not a rate-
regulated cnlity, it cannol scek to recover eavironmental compliance costs through the mechanism of rate recovery. PPL,
PPL Electric, LKE, LG&E and KU can provide no assurances as 10 the ultimate outcome of future environmental or rate
proceedings before regulatory authorities.

(All Registranis except PPL Electric)
Air
CSAPR (formerly Clean Air Transport Rule} and CAIR

In July 2011, the EPA adopted the CSAPR. The CSAPR replaced the EPA's previous CAIR which was invalidated in July
2008 by the U.S. Court of Appeals for the District of Columbia Circuit {(D.C. Circuit Court). CAIR subsequently was
cffectively reinstated by the D.C. Circuit Court in December 2008, pending finalization of the CSAPR. Like CAIR, CSAPR

targeted sources in the eastern U.S. and would have required reductions in sulfur dioxide and nitrogen oxides in two phases
{2012 and 2014).

In December 201 1, the D.C. Circuil Court stayed implementation of the CSAPR and left CAIR in effect pending a final
decision on the validity of the rule. [n August 2012, the D.C. Circuit Court issued a ruling invalidating CSAPR, remanding
the rule to the EPA Tor lurther action, and leaving CAIR in place during the imerim. In June 2013, the U.S. Supreme Court
granted the EPA’s petition for review of the D.C. Circuit Court's August 2012 decision. On April 29, 2014, the U.S. Supreme
Court reversed and remanded the D.C. Circuit Court’s August 2012 decision which may result in new or revised emission
reduction requirements, including the possible replacement of the CAIR program with CSAPR, depending on future
determinations by the EPA and the courts. PPL, PPL Energy Supply, LKE, LG&E and KU cannot currently predict the
outcome of further regulatory and legal proceedings.

The Kentucky fossil-fueled generating plants meet the CAIR sulfur dioxide emission requircments by utilizing sulfur dioxide
allowances (including banked allowances and oplimizing cxisting controls). To meet the CAIR standards for nitrogen oxide

under the CAIR, the Kentucky companies will need to buy allowances andfor make operational changes. LG&E and KU do

not currently anticipate that the costs of meeting these reinstated CAIR standards will be significant.

PPL Encrgy Supply's Pennsylvania fossil-fucled generating plants meet the CAIR sulfur dioxide emission requirements with
the existing scrubbers that were placed in service in 2008 and 2009. To meet the CAIR standards for nitrogen oxides, PPL
Energy Supply will need 1o buy allowances and/or make operational changes, the costs of which are not anticipated 1o be
significant.

National Ambient Air Quality Standards

In 2008, the EPA revised the National Ambient Air Quality Standard for ozone. As a result of EPA's new ozene standard,
stales in the ozone transport region {(OTRY), including Pennsylvania, are required by the Clean Air Act to impose additional
reductions in nitrogen oxide emissions based upon reasonably available control technologies. The PADEP has issued a draft
rule requiring reasonable reductions. However, Lhe proposal is being challenged as too lenient by other OTR states and
environmental groups. The PADEP may impose more stringent cmission limits than those set forth in the proposed rule
which could have a significant impact on PPL Energy Supply's Pennsylvania coal plants.

In December 2012, the EPA issued final rules that strengthen the fine particulate standards. Under the final rules, states and
the EPA have until 2015 10 identify non-autainment areas, and states have until 2020 (o achieve attainment for those areas.
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In 2010, the EPA finalized a new onc-hour standard lor sulfur dioxide and required siates to identify areas that meet those
standards and areas that are in non-attainment. In July 2013, the EPA finalized non-attainment designations for parts of the
country, including pari of Yellowstone County in Monlana (Billings area) and part of Jefferson County in Kentucky.
Autainmenl must be achieved by 2018. Statcs are working on designations for other areas. PPL, PPL Energy Supply, LKE,
LG&E and KU anticipate that some of the measures required for compliance with the CAIR, or the MATS, or the Regional
Haze requirements (as discussed below), such as upgraded or new sulfur dioxide scrubbers at cerain planis and, in the case
of LG&E and KU, the previously announced retirement of coat-fired generating units at the Canc Run, Green River and
Tyrone plants, will help to achieve compliance with the new one-hour sulfur dioxide standard. 1f additional reductions were
to be required, the financial impact could be significant. The short-term impact on the Corette plant from the EPA's final
designation of part of Yellowstone Counly in Montana as non-attainment (as noted above) is not expected 10 be significan,
as PPL Energy Supply previously announced its intent to place the plant in long-term reserve status beginniag in April 2015.

Until final non-attainment designations and consequent compliance plans for sulfur dioxide and particulate matier arc
developed by the EPA and statc or local agencies, PPL, PPL Energy Supply, LKE, LG&E and KU cannot predict the impacl
of the new standards.

MATS

In May 2011, the EPA published a proposed regulation requiring stringent reductions of mercury and other hazardous air
pollutants from power planis. In February 2012, the EPA published the final rule, known as the MATS, with an effective
date of April 2012. The rule, which was challenged by industry groups and states, was upheld by the D.C. Circuit Court in
April 2014. The rule provides for a three-year compliance deadline with the polential for a one-year extension as provided
under the statute, LG&E, KU and PPL Energy Supply have received compliance exiensions for certain plants and are
considering cxtension requests for other plants as well.

At the time the MATS rule was proposed. LG&E and KU filed requests with the KPSC for environmental cost recovery
based on their expecied need to install environmental controls including chemical additive and fabric-filier baghouses to
remove air pollutants. Recovery of the cost of certain controls was granted by the KPSC in December 201 1. LG&E's and
KU's anticipated retirement of certain coal-fired electricity generating units located at Cane Run and Green River is in
response to MATS and other environmental regulations. LG&E and KU are continuing to assess whether any revisions of
their approved compliance plans will be necessary.

With respect to PPL Energy Supply's Pennsylvania plants, PPL Energy Supply believes that installation of chemical additive
systems may be necessary al certain coal-fired plants, the capital cost of which is not expected to be significant. PPL Energy
Supply continues (o analyze the potential impact of MATS on operating costs. With respect to PPL. Energy Supply's
Montana plants, modifications 1o the air pollution controls installed on Colstrip may be required, the cost of which is not
expected Lo be significant, For the Corette plant, PPL Encrgy Supply announced in September 2012 its intention, beginning
in April 2015, to place the plant in long-term rescrve slatus, suspending the plant's operation due to expected market
conditions and the costs to comply with the MATS requirements. The Coretle plant was determined to be impaired in
December 2013. See Note 18 in PPL's and PPL. Energy Supply's 2013 Form 10-K for additional information.

PPL. Energy Supply, LG&E and KU are conlinuing to conduct in-depth reviews of the MATS, including the potenial
implications to scrubber wastewaler discharges. Sce the discussion of effluent limitations guidelines and standards below.

Regional Haze and Visibility

The EPA's regional haze programs were developed under the Clean Air Act to eliminate man-made visibility degradalion by
2064. Under the programs, states are required t0 make reasonable progress every decade, through the application, among
other things, of Best Available Retrofit Technology (BART) on power plants commissioned between 1962 and 1977.

The primary power plant emissions affecting visibility are sulfur dioxide, nitrogen oxides and particulates. To date, the focus
of regional haze activily has becn the western U.S. because the EPA had determined that the regional trading program in the
eastern U.S. under CSAPR satisfies BART requircments to reduce sulfur dioxide and nitrogen oxides. Although the D.C.
Circuit Court’s August 2012 decision 1o vacate and remand CSAPR has been reversed by the U.S. Supreme Court, Tuture
decisions by EPA and the courts will determine whether power plants located in the eastern U.S., including PPL’s plants in
Pennsylvania and Kentucky, will be subject to additional reductions in sulfur dioxide and nitrogen oxides as required by
BART. In addition, LG&E's Mill Creck Units 3 and 4 arc required 10 reduce sulfuric acid mist emissions because they were
determined to have a significant regional haze impact. These reductions are required in the regional haze siate
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implementation plan that the Kentucky Division for Air Quality submitted to the EPA. LG&E is currently installing sorbent
injection technology 10 comply with these reductions, the costs of which arc not expected to be significant.

In Montana, the EPA Region 8 developed Lhe regional haze plan as the MDEQ declined 10 develop a BART state
implementation plan. The EPA finalized the Federal Implementation Plan (FIP) for Montana in September 2012. The final
FIP assumed no additional controls for Corette or Colstrip Units 3 and 4, but proposed tighter limits for Corette and Colstrip
Units | and 2. PPL Energy Supply expects to meet these tighter permit limits a1 Corette without any significant changes 1o
operations, although other requirements have led (o the planned suspension of operations al Coretle beginning in April 2015
(scc "MATS" discussion above). Under the {final FIP, Colstrip Units 1 and 2 may require additional controls, including the
possible installation of an SNCR and other technology, to meet more stringent nitrogen oxides and sulfur dioxide limits. The
cost of these potential additional controls, if required, could be significant. Both PPL and environmental groups have
appealed the final FIP 1o the U.S. Court of Appeals for the Ninth Circuit,

New Source Review (NSR)

The EPA has continued s NSR enforcement efforts targeting coal-fired generating plants. The EPA has asserted that
modification of these planis has increased their emissions and, consequently, that they are subject to stringent NSR
requirements under the Clean Air Act. 1n April 2009, PPL received EPA information requests for its Montour and Brunner
Island plants, and PPL and the EPA have exchanged certain information regarding this matter. 1n January 2009, PPL, PPL
Energy Supply 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. In May and November 2012,
PPL Montana received information requests from the EPA regarding projects undertaken during a Spring 2012 maintcnance
outage at Colstrip Unit 1. In September 2012, PPL Montana received an information requesi from the MDEQ regarding
Colstrip Unit | and other projects. These matters remain open. PPL and PPL Encrgy Supply cannot predict the outcome of
these matters, and cannot estimate a range of reasonably possible losses, if any,

In August 2007, LG&E received information requests for the Mill Creck and Trimble County plants, and KU received
requests for the Ghent plant, but they have received no further communications from the EPA since providing their
responses. PPL, LKE, LG&E and KU cannot predict the cutcome of these matters, and cannot estimate a range of rcasonably
possible losses, if any.

States and environmental groups also have commenced litigation alleging violations of the NSR regulations by coal-fired
generating plants across the nation. See "Legal Matiers” above for information on a lawsuit filed by environmental groups in
March 2013 against PPL Montana and other owners of Colstrip.

If PPL subsidiaries are found (o have violated NSR regulations by significantly increasing pollutants through a major plant
modification, PPL, PPL Energy Supply, LKE, LG&E and KU would, among other things, be required to meet stringent
permit limits reflecting Best Available Control Technology (BACT) for pollutants meeting the National Ambient Air Quality
Standards (NAAQS) in the arca and reflecting Lowest Achicvable Emission Rates for pollutants not meeting the NAAQS in
the arca. The costs to meet such limits, including installation of 1cchnology at certain units, could be significant.

TC2 Air Permit (PPL, LKE, LG&E and KU)

The Sierra Club and other environmental groups petitioned the Kentucky Environmental and Public Protection Cabinet 1o
overturn the air permit issued for the TC2 baseload coal-fired generating unit, but the agency upheld the permit in an order
issucd in September 2007. In response 10 subsequent petitions by environmental groups, the EPA ordered certain non-
matcrial changes 1o the permit which, in January 2010, were incorporated into a final revised permit issued by the Kentucky
Department for Air Quality. In March 2010, the environmental groups petitioned the EPA 10 object to the revised state
permit. Until the EPA issues a linal ruling on the pending petition and all available appeals are exhausted, PPL, LKE, LG&E
and KU cannot predict the outcome of this matter or the potential impact on plant operations, including increased capital
cosis, if any.

(All Registrants)

Climate Change

As a result of the April 2007 U.S. Supreme Court decision that the EPA has authority under the Clean Air Act to regulate
GHG emissions from new motor vehicles, in April 2010, the EPA and the U.S. Department of Transportation issued new

light-duty vehicle emissions standards that applied beginning with 2012 model year vehicles. The EPA also clarified that this
standard, beginning in 2011, authorized regulation of GHG emissions {rom stationary sources under the NSR and Title V
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operating permit provisions of the Clean Air Act. As a result, any new sources or major modifications to existing GHG
sources causing a net significant emissions increase now require adherence to the BACT permit limits for GHGs. The rules
were challenged and, in June 2012, the D.C. Circuit Court upheld the EPA's regulations. In December 2012, the D.C. Circuit
Court denied petitions for rehearing pertaining 1o its June 2012 opinion. On October 15, 2013, the U.S. Supreme Court
granted certiorari for several petitions 1o decide whether the NSR provisions of the Clean Air Act require the EPA 1o regulate
GHG emissions from stationary sources, such as power plants, The oral argument was held on February 24, 2014, and the
decision is pending.

In June 2013, President Obama released his Climate Action Plan that reiierates the goal of reducing greenhouse gas
emissions in the U.S. "in the range of" 17% betow 2005 levels by 2020 through such actions as regulating power plant
emissions, promoting increased usc of renewables and clean energy technology, and establishing tighter energy efficiency
standards. Also, by Presidential Memorandum, the EPA was direcied 10 issue a revised proposal for new power plants (a
prior proposal was issued in 2012) by Scptember 20, 2013, with a final rule in a timely fashion thercafter, and to issue
proposed standards for existing plants by Junc 1, 2014 with a final rule 10 be issued by June 1, 2015. The EPA was further
direcled 1o require that states develop implementation plans for cxisting plants by June 2016. Regulation of GHG emissions
from existing plants could have a significant industry-wide impact depending on the structure and stringency of the final rule
and the state implementation plans. The Adminisiration's increasc in its estimate of the "social cost of carbon™ (which is used
1o calculate benefits associated with proposed regulations) from $23.80 to $38 per meltric ton in 2015 may also lead 1o more
cosily regulatory requirements; the White House Office of Management and Budget has opened this issuc for public
commenlt. Additionally, the Climate Action Plan requirements relaied 10 preparing the U.S. for the impacis of climate change
could affect PPL and others in the industry as modifications 10 electricity delivery systems 10 improve the ability 1o withstand
major storms may be needed in order to meel those requirements.

The EPA issued its revised proposal for new sources on September 20, 2013 as directed by the White House. This proposal
was published in the Federal Register on January 8, 2014. The comment period on the proposal closes on May 9, 2014,
Unlike the EPA's prior proposal, the EPA's revised proposal established separate emission standards for coal and gas units
based on the application of different technologies. The coal standard is based on the application of partial carbon capture and
sequestration technology, but because this technology is not presently commercially available, the revised proposal
cfiectively precludes the construction of new coal plants. The standard for NGCC power plants is the same as the EPA
proposed in 2012 and is nol continuously achievable.

At the regional level, ten northeastern stales have been participating in a cap-and-trade program called the Regional
Greenhouse Gas Initiative (RGGI). The program commenced in January 2009 and covers electric power plants greater than
25 MW, The program calls for a 10% reduction in carbon dioxide emissions from these plants by 2019 compared to 2005
levels. Pennsylvania has not stated an intention to join the RGGI, but enactled the Pennsylvania Climate Change Act of 2008
{(PCCA). The PCCA established a Climate Change Advisory Commiuee to advise the PADEP on the develepment of a
Climate Change Action Plan. In December 2013, the Advisory Commitiee issued an updated Climate Change Action Report
and identified specific actions that could result in reducing GHG emissions by 30% by 2020. The report recognized some
legislative initiatives that were enacted since 2009 that facilitated reductions in GHG emissions and made a number of
legislalive recommendations that include amending the PA AEPS Act to include additional waste-to-energy facilities,
providing incentives for coal mine methane usage, providing incentives for alternative fuel vehicles and addressing the long-
term viability issues ol carbon caplure and sequestration.

The PADEP submitied to the EPA a GHG white paper on April 10, 2014 regarding the regulation of carbon dioxide
emissions under Section 111{d) of the Clean Air Act. The PADEP expects to achieve reductions required under the EPA's
expected rules by increasing efficiency at existing planis and/or reducing generation. The PADEP specifically excludes
energy efficiency projects not associated with existing sources (such as DSM and Act 129 programs) from consideration for
crediting toward the program. The PADEP also suggests an exemption for burning waste coal and coal bed methane.

In November 2008, the Governor of Kentucky issued a comprehensive encrgy plan including non-binding targets aimed at
promoting improved energy efficicncy, development of alternative energy, development of carbon capture and sequestration
projects, and other actions to reduce GHG emissions. In December 2009, the Kentucky Climate Action Plan Council was
established 10 develop an action plan addressing potential GHG reductions and relaied measures. In November 2011, the
Council issued a final report to the Secretary of Kentucky's Energy and Environment Cabinet for his consideration. The final
report acknowledged that the recommendations would require additional review and analysis prior to implementation, and
that many of the recommendations would likely require, in part, further legislative or regulatory actions. The impact of any
such plan is not now determinable, but the costs to comply with the plan could be significant.

A number of lawsuits have been filed asserting common law claims including nuisance, trespass and negligence against
various companies with GHG emiuing plants and, although the decided cases to date have nol sustained claims brought on
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the basis of these theories of liability, the law remains unsettled on these claims. [n September 2009, the U.5. Court of
Appeals for the Second Circuit in the case of AEP v. Connecticut reversed a federal district court's decision and ruled that
several states and public interest groups, as well as the City of New York, could suc five electric utility companies under
federal common law for allegedly causing a public nuisance as a result of their emissions of GHGs. In June 2011, the U.S.
Supreme Court overturned the Second Circuit and held that such federal common law claims were displaced by the Clean Air
Act and regulatory actions of the EPA. In addition, in Comer v. Murphy Qil (Comer case), the U.S. Court of Appeals for the
Fifth Circuit (Fifth Circuit) declined to overturn a district court ruling that plaintiffs did not have standing to pursue state
common law claims against companies that emit GHGs. The complaint in the Comer case named the previous indirecl parent
of LKE as a defendant based upon emissions from the Kentucky plants. In January 2011, the Supreme Court denied a
petition to reverse the Fifth Circuit's ruling. In May 2011, the plaintiffs in the Comer casc filed a substantially similar
complaint in lederal district court in Mississippi against 87 companies, including KU and three other indirect subsidiaries of
LKE, under a Mississippi statute that allows the re-filing of an action in certain circumstances. In March 2012, the
Mississippi federal district court granted defendants’ motions 10 dismiss the state common law claims. Plaintiffs appealed 10
the U.S. Court of Appeals for the Fifth Circuit, and in May 2013, the Fifth Circuit affirmed the district court's dismissal of the
case. Additional litigation in federal and state courts over such issues is continuing. PPL, LKE and KU cannol predict the
outcome of these lawsuits or estimale a range of reasonably possible losses, if any.

Renewable Energy Legislation

There has been interest in rencwable energy legislation at both the state and federal levels. Federal legislation on renewable
energy is not expecled 10 be enacled this year. In Pennsylvania, bills were introduced calling for an increase in Aliernative
Energy Porifolio Standard (AEPS) Tier | obligations and to create a $25 million permanent funding program for solar
generation. Bills (SB 1171 and HB 100) were also introduced to add natural gas as a qualified AEPS resource, and another
bill (HB 1912} would repeal the AEPS Actentirely. All these bills remain in committee and are unlikely (o advance. A bill
adding new hydropower 10 Montana's rencwable portfolio standard was cnacled with an effective date of Ociober 1, 2013,
An interim legislative committec in Monlana is reviewing the state's Renewable Portfolio Standard (RPS). PPL and PPL
Energy Supply cannot predict at this Lime whether the committee will reccommend any changes to existing laws. In
Maryland, bills have been introduced in the 2014 session 1o double the state's RPS requirement from 20% to 40% and
provide exceptions for specific types of cnergy sources. In New Jersey, a bill (S-1475) has been introduced to increase the
current RPS standard to 30% from Class I sources by 2020. PPL and PPL Encrgy Supply are unable to predict 1the outcome
of this legislation at this lime.

The Registranis believe there are financial, regulatory and logistical uncertainties related to the implementation of renewable
energy mandales that will need 1o be resolved before the impact of such requirements on them can be estimated. Such
uncertaintics, among others, include the need to provide back-up supply lo augment intermittent renewable generation,
potential generation over-supply and downward pressure on energy prices that could result from such rencwable generation
and back-up, impacts to PJM's capacity markel and the need for substantial changes to transmission and disiribution systems
1o accommodale renewable energy sources. These uncertaintics are not directly addressed by proposed legislation, PPL and
PPL Energy Supply cannol predict at this time the effect on their compelitive plants’ future competitive position, results of
operation, cash flows and financial position of renewable energy mandates that may be adopted, although the costs to
implement and comply with any such requirements could be significant.

Water/Waste
Coal Combustion Residuals (CCRS) (All Registrants except PPL Electric)

In Junc 2010, the EPA proposed two approaches Lo regulating the disposal and management of CCRs (as either hazardous or
non-hazardous) under the RCRA. CCRs include fly ash, bottom ash and sulfur dioxide scrubber wastes. Regulating CCRs as
a hazardous waste under Subiitle C of the RCRA would materially increase costs and result in early retirements of many
coal-fired plants, as it would require plants to retrofit their operations to comply with full hazardous waste requirements for
the generation of CCRs and associated waste waters through generation, transportation and disposal. This would also have a
negative impact on the beneficial use of CCRs and could eliminate existing markets for CCRs. The EPA's proposed
approach to regulate CCRs as non-hazardous waste under Subtitle D of the RCRA 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 EPA's proposed non-hazardous waste regulations, as Lthese plants are using surface impoundmenis for management
and disposal of CCRs.

The EPA has issued information requests on CCR management practices at numerous plants throughout the power industry
as il considers whether or not (o regulale CCRs as hazardous wasle. PPL has provided information on CCR management
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praclices al most of its plants in response 10 the EPA’s requests. In addition, the EPA has conducted follow-up inspections 1o
cvaluate the structural stability of CCR management facilities at several PPL plants and PPL has implemented or is
implementing certain actions in response to recommendations from these inspections.

The EPA is continuing 10 evaluate the unprecedented number of comments it received on its June 2010 proposed regulations.
In October 2011, the EPA issued a Notice of Data Availability (NODA) requesting comments on selected documents it
received during the comment period for the proposed regulations. On September 20, 2013, in response to the proposed
Effluent Limitation Guidelines, PPL submiuted comments on the proposed CCR regulations. Also, on September 3, 2013,
PPL commented on a sccond CCR NODA secking comment on additional information related to the EPA’s proposal.

A coalition of environmental groups and two CCR recycling companies have filed lawsuits against the EPA seeking a
deadline for final rulemaking and, in scttlement of that litigation, the EPA has agreed to issuc its final rulemaking on the
Subtitle D option addressed above by the end of 2014,

In July 2013, the U.S. House of Representatives passed House Bill H.R. 2218, the Coal Residuals and Reuse Management
Act of 2013, which would preempt the EPA from issuing final CCR regulations and would set non-hazardous CCR standards
under RCRA and authorize state permit programs. 11 remains uncertain whether similar legislation will be passed by the U.S,
Senate. PPL, PPL Energy Supply, LKE, LG&E and KU cannot predict at this lime the final requirements of the EPA’s CCR
regulations or potentiat changes (o the RCRA and what impact they would have on their {acilities, but the financial and
operational impact is expected to be material if CCRs are regulated as hazardous waste and significant if regulated as non-
hazardous.

Trimble County Landfill Permit (PPL, LKE, LG &E and KU}

In May 2011, LG&E submitted an application for a special waste landfill permit to handle coal combustion residuals
generated at the Trimble County plant. After extensive review of the permit application in May 2013, the Kentucky Division
of Waste Management denied the permit application on the grounds that the proposed facility would violate the Kentucky
Cave Protection Act because it would eliminate an on-site karst feature considered (o be a cave. Alier assessing addilional
options for managing coal combustion residuals, in January 2014, LG&E submilted to the Kentucky Division of Wastc
Management a landfill permit application for an allernate site adjacent (o the plant. PPL, LKE, LG&E and KU are unable o
determine the potential impact of this matter until a landfill permit is issued and any resulting legal challenges are concluded.

Seepages and Groundwater Infiltration - Pennsylvania, Montana and Kentucky
(All Registrants except PPL Electric)

Seepages or groundwater infiliration have been detecied at active and retired wastewater basins and landfills at various PPL,
PPL Encrgy Supply, LKE, LG&E and KU plants. PPL, PPL Encrgy Supply, LKE, LG&E and KU have completed or are
compleling assessments of secpages or groundwater infiltration at various facilities and have completed or arc working with
agencies Lo respond 1o notices of violations and implement assessment or abatement measures, where required or applicable.
A range of rcasonably possible losses cannot currently be estimated.

{PPL and PPL Energy Supply)

In August 2012, PPL Montana entered into an Administrative Order on Consent (AOC) with the MDEQ which establishes a
comprehensive process 10 invesligale and remediate groundwater scepage impacts related to the wastewater facilities at the
Colstrip power plant. The AOC requires that within five years, PPL Montana provide financial assurance to the MDEQ for
the costs associated with ¢losure and future monitoring of the waste-water treatment facilities. PPL Montana cannot predict
at this time if the actions required under the AQC will create the need 1o adjust the existing ARO related to these facilities.

In September 2012, Earthjustice filed an affidavit pursuant 10 Montana's Major Facility Siting Act (MFSA) that sought
review of the AOC by Montana's Board of Environmental Review (BER) on behalf of the Sierra Club, the MEIC, and the
National Wildlife Federation. In September 2012, PPL Montana filed an election with the BER 1o have this proceeding
conducied in Montana stale district court as contemplated by the MFSA. In October 2012, Earthjustice filed a petition for
review of the AQC in the Moniana state district court in Rosebud County. This matter was stayed in December 2012, In
April 2014, Earthjustice filed a motion for leave 10 amend the petition for review and to lift the stay.
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{All Registrants except PPL Electric)
Clean Water Act

The EPA published its proposed rule under 316(b) for existing facilities in April 2011. The EPA has been evaluating the
comments it received 1o the proposed rule and meeting with industry groups to discuss options. The proposed rule contains
(wo requircments 1o reduce impacl to aquatic organisms at cooling water intake structures. The first requires all existing
facilities to meet standards for the reduction of mortality of aquatic organisms that become trapped against water intake
screens (impingement) regardless of the levels of mortality aciually occurring or the cost 10 achieve the standards. The
second requirement is o determine and install the best technology available to reduce mortality of aqualic organisms pulled
through a plant's cooling watcr system (entrainment). A form of cost-benefit analysis is allowed for this second requirement
involving a site-specific evaluation based on ninc factors, including impacts to energy delivery reliability and the remaining
useful life of the plant. The final rule is expected by May 16, 2014, Until the final rule is issued, PPL, PPL. Energy Supply,
LKE, LG&E and KU cannot estimate a range of reasonably possible costs, if any, that would be required to comply with such
aregulation.

Effluent Limitations Guidelines (ELGs) and Standards

In June 2013, the EPA published proposed regulations o rcvisc'discharga limitations for steam electric generation
wastewater permits. The proposed limitations are bascd on the EPA revicw of available treaiment lechnologies and their
capacity for reducing pollutants and include new requirements for fly ash and bottom ash transport water and metal clcaning
waste watcrs, as well as new limits for scrubber wastewater and landfill leachate. The EPA's proposed ELG regulations
contain requirements that would affect the inspection and operation of CCR facilities, if finalized. The EPA has indicated
that it will coordinate these regulations with the regulation of CCRs discussed above. The proposal contains allernative
approaches, some of which could significantly impact PPL’s coal-fired plants. PPL, PPL Energy Supply, LKE, LG&E and
KU worked with industry groups 1o comment on the proposed regulation on September 20, 2013. The EPA has agreed 10 a
new deadline for the final rule of Seplember 30, 2015. Al the present time, PPL, PPL Energy Supply, LKE, LG&E and KU
are unable to predict the outcome of this matter or estimate a range of reasonably possible costs, but the costs could be
significant. Pending finalization of the ELGs, certain states (including Pennsylvania and Kentucky) and environmenial
groups are proposing more stringent technology-based limits in permit renewals. Depending on the final limits imposed, the
cosls of compliance could be significant and costs could be imposed ahead of federal timelines.

Other Issues
(All Registranis)

The EPA is rcassessing its polychlorinated biphenyls (PCB) regulations under the Toxic Substance Control Act, which
currenily allow certain PCB articles to remain in use. In April 2010, the EPA issued an Advanced Notice of Proposed
Rulemaking for changes 10 these regulations. This rulemaking could lead 1o a phasc-out of all or some PCB-containing
cquipment. The EPA is planning to propose the revised regulations in November 2014. PCBs are found, in varying degrees,
in all of the Registrants' operations. The Registrants 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.

On April 21, 2014, the EPA and the U.S. Army Corps of Engineers (Army Corps) published the proposed rule defining
waters of the United States (WOTUS) that could significantly expand the federal government's interpretation of what
constitutes WOTUS subject to regulation under the Clean Water Act. The comment deadline is July 21, 2014. If the
definition is cxpanded as proposed by the EPA and the Army Corps, permits and other regulatory requirements may be
imposed for many matters presently not covered (including vegetation management for transmission lines and activitics
affecting storm water conveyances and wetlands), the implications of which could be significant. Any cventual expansion of
this interpretation cannot reliably be estimated at this time but would not be cxpected 1o have a material financial impact on
the registrants.

{PPL and PPL Energy Supply)

A subsidiaty of PPL Energy Supply has investigated alternatives to exclude fish from the discharge channel at its Brunner
Island plant. In June 2012, a Consent Order and Agreement (COA) was signed allowing the subsidiary 1o study a change in a
cooling tower operational method that may keep fish from cniering the channel. The COA required a retrofit of impingement
control technology at the intakes to the cooling towers, at a cost that would have been significant. Based on the results of the
first year of study, the PADEP has suggested closing the COA and writing a new COA to resolve the issue. PPL is in
ncgotiations with the agency at this time. PPL and PPL Energy Supply cannot predict at this time the outcome of the
proposed new COA and what impact, if any, it would have on their facilities, but the costs could be significant,
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{PPL, LKE, LG&E and KU)

In May 2010, the Kentucky Waterways Alliance and other environmental groups filed a petition with the Kentucky Energy
and Environment Cabinet challenging the Kentucky Pollutant Discharge Elimination System permit issued in April 2010,
which covers water discharges from the Trimble County plant. In November 2010, the Cabinel issued a final order
upholding the permit. In December 2010, the envirenmental groups appealed the order to the Trimble Circuit Court, but the
case was subsequently transferred 10 the Franklin Circuit Court. In September 2013, the court reversed the Cabinet order
upholding the permit and remanded the permit 1o the agency for further proceedings. In October 2013, LG&E filed a notice
of appeal with the Kentucky Court of Appeals. PPL, LKE, LG&E and KU arc unable to predict the outcome of this maiter or
cstimate a range of reasonably possible losses, if any.

Superfund and Other Remediation (All Registrants)

PPL Elecctric is potentially responsible for costs 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 toe PPL Electric. However, should the EPA
require different or additional measures in the future, or should PPL Electric's share of costs at multi-party sites increasc
substantially more than currently expected, the costs could be significant.

PPL Electric, L.G&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 KU may be liable for remediation.
These include a number of former coal gas manufacturing plants in Pennsylvania and Kentucky previously owned or
operaled or currently owned by predecessors or affiliales of PPL Electric, LG&E and KU. There arc additional sites,
formerly owned or operated by PPL Electric, LG&E and KU predecessors or affiliates, for which PPL Electric, LG&E and
KU lack information on current sile conditions and are therefore unable to predict what, if any, potential liability they may
have.

Depending on the outcome of investigations at sites where investigations have not begun or been completed or developments
at sites for which PPL Electric, LG&E and KU currently lack information, the cosis of remediation and other liabilities could
be material. PPL, PPL Electric, LKE, LG&E and KU cannot estimate a range of reasonably possible losses, if any, related 1o
these malters.

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 1ake more extensive assessment and remedial actions
at former coal gas manufacturing plants. PPL, PPL Electric, LKE, LG&E and KU cannot estimale a rangc of reasonably
possible losses, il any, relaled 10 these maltters.

From time to time, PPL Encrgy Supply, PPL Electric, LG&E and KU undertake remedial action in response to notices of
violations, spills or other releases at various on-site and off-site locations, negotiate with the EPA and state and local agencies
regarding actions necessary for compliance with applicable requirements, negotiate with property owners and other third
partics alleging impacts from PPL's operations and undertake similar actions necessary 1o resolve environmental maticrs
which arisc in the coursc of normal operations. Based on analyses 10 date, resolution of these environmental matters is not
expected (o have a significant adverse impact on these Registrants’ operations.

Future cleanup or remediation work at siles currently under review, or at siles not currently identified, may result in
significant additional costs for the Registrants.

Environmental Matters - WPD (PPL)

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

Other

Nuclear Insurance (PPL and PPL Energy Supply)

The Price-Anderson Act is a United States Federal law which governs liability-related issues and ensures the availability of
funds for public liability claims arising from an incident at any of the U.S. licensed nuclear facilities. Tt also seeks to limit the
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liability of nuclear reactor owners for such claims from any single incident. Effective September 10, 2013, the lability limit per
incident is $13.6 billion for such claims which is funded by insurance coverage from American Nuclear Insurers and an industry
assessmenl program.

Under the industry assessment program, in the event of a nuclear incident at any of the reactors covered by The Price-Anderson
Act as amended, PPL Susquehanna could be assessed up to $255 million per incident, payable at $38 million per year.

Additionally, PPL Susquehanna purchases property insurance programs from NEIL, an industry mutual insurance company of
which PPL Susquehanna is a member. Effective April 1, 2014, facilities at the Susquehanna plant are insured against property
damage losses up 10 $2.0 billion. PPL Susquehanna also purchases an insurance program that provides coverage for the cost of
replacement power during prolonged outages of nuclear units caused by certain specified conditions.

Under the NEIL property and replacement power insurance programs, PPL Susquehanna could be assessed retrospective
premiums in the event of the insurers' adverse loss expericnee. This maximum assessment is $46 million.

Pennsylvania Coal Plants (PPL and PPL Energy Supply)

PPL Encrgy Supply belicves its competitive coal-fired gencration asscts in Pennsylvania are well positioned to meet current
environmental requirements based on prior and planned investments. However, the current levels of energy and capacity
prices in PJM, as wel! as management's forward view of these prices using its fundamental pricing models, continue 10
challenge the recoverability of PPL Energy Supply’s investment in its Pennsylvania coal-fired generation assets. In the fourth
quarter of 2013, management tested the Brunner Island and Montour plants for impairment and concluded neither was
impaired as of December 31, 2013, The recoverability test was very sensitive to forward energy and capacity price
assumptions, as well as forecasted operation and maintenance and capital spending. Therefore, a further decline in forecasted
long-term energy or capacity prices or changes in environmental laws requiring additional capital or operation and
maintenance expenditures, could negatively impact PPL Encrgy Supply's operations of these facilities and potentially result
in future impairment charges for some or all of the carrying valuc of these plants. There were no events or changes in
circumslances that indicaled a recoverability test was required in the first quarter of 2014. However, PPL Energy Supply will
be closcly monitoring the PIM capacity auction results in May 2014, which could require a recoverability test 1o be
performed in the second quarter of 2014. The carrying value of the Pennsylvania coal-fired generation assets was $2.6
billion as of March 31, 2014 ($1.4 billion for Brunner island and $1.2 billion for Montour).

Labor Unions (PPL, PPL Energy Supply and PPL Electric)

On May 11, 2014, PPL’s, PPL Energy Supply's and PPL Electric's bargaining agreement with its largest IBEW local expires.
The agreemeni covers approximately 209 of PPL's, 24% of PPL Energy Supply's and 63% of PPL Elcctric's total workforce.
Negoliations on a new agreement commenced in Janvary 2014 and are continuing. PPL, PPL Energy Supply and PPL
Electric cannot predict the outcome of these negoliations. If there were to be a work stoppage, a significant disruption of
operations could occur which could have an adverse linancial impact. To help mitigate such risks, PPL, PPL Energy Supply
and PPL Electric have been making preparations to mainlain critical services.

Guarantees and Other Assurances

(All Registrants)

In the normal course of busincss, the Registrants enter into agreements that provide financial performance assurance 1o third
partics on behalf of certain subsidiarics. Such agreements include, for cxample, guaranices, stand-by letters of credit issucd
by financial institutions and surety bonds issued by insurance companies. These agreements are entered into primarily 1o
support or cnhance the creditworthiness atiributed 1o a subsidiary on a stand-alone basis or to facilitate the commercial
activitics in which these subsidiaries engage.

{PPL)
PPL fully and unconditionally guarantees all of the debt securities of PPL Capital Funding.
(All Registrants)

The table below details guarantees provided as of March 31, 2014. "Exposure™ represents the estimated maximum potential
amount of future paymens that could be required (0 be made under the guarantce. The probability of expected

payment/performance under cach of these guarantees is remote except for "WPD guarantee of pension and other obligations
of unconsolidated entities” and "Indemnification of lease lermination and other divestires." The total recorded liability at
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March 31, 2014 and December 31, 2013, was $26 million for PPL and $19 million for LKE. For reporting purposes, on a
consolidated basis, all guarantees of PPL Energy Supply {other than the leiters of credit), PPL Electric, LKE, LG&E and KU
also apply to PPL, and all guarantees of LG&E and KU also apply to LKE.

Exposure at Expiration
March 31, 2014 Date

PPL
Indemnifications related to the WPD Midlands acquisition (a)
WPD indemnifications lor entities in liquidation and sales of assets $ 12 (b) 2017 - 2018
WPD guaraniec of pension and other obligations of unconsolidated entities 128 (c)
PPL Encrgy Supply
Letters of credit issued on behalf of affiliales 30 (d) 2014 - 2015
Indemnifications for sales of assels 250 (e} 2025
Guarantee of a portion of a divested unconsolidated entity's debt 22 (0 2018
PPL Electric
Guarantee of inventory value 32 (g) 2007
LKE
Indemnification of lease termination and other divestitures 301 ¢h) 2021 - 2023
LG&E and KUJ
LG&E and KU guarantee of shontfall related 1o OVEC (i)

(a) Indemnifications related 1o cerain liabilities. including a specific unresolved tax issue and those relating to properties and assets owned by the selier
that were transferred to WPD Midlands in connection with the acquisition. A cross indemnity has been received from the seller on the tax issuc. The
maximum exposure and expiration of these indemnifications cannot be estimated because the maximum potential liability is not capped and the
expiration date is not specified in the transaction documents.

() Indemnification to the liguidators and certain others for existing liabilities or expenses or liabilities arising during the liguidation process. The
indemnifications are limited to distributions made from the subsidiary (o its parent either prior or subsequent o liquidation or is not explicilly stated in
the agreements. The indemnifications generally expire two to seven years subsequent 1o the date of dissolution of the entitics. The exposure noted
only includes those cases where the agreements provide for specific limits,

In connection with their sales of various businesses, WPD and its affiliates have provided the purchasers with indemnifications that are standard for
such transactions, including indemnifications for certain pre-existing liabilities and environmental and tax mauers or have agreed 10 coniinue their
obligations under existing third-party gearantees, either for 2 sct period of time lollowing the transaciions or upon the condition that the purchasers
make reasonable efforts to terminate the guaraniees. Finally, WPD and its affiliates remain secondarily responsible for lease payments under certain
leases that they have assigned to third panties.

(¢)  Relates to cenain obligalions of discontinued or modified clectric associations that were guaranteed at the time of privatization by the participating
members. Costs are allocated to the members and can be reallocated if an existing member becomes insolvent. At March 31, 2014, WPD has
recorded an estimaied discounted liability for which the expected payment/performance is probable. Neither the expiration daic nor the maximum
amount of potential payments lor certain obligations is explicitly stated in the related agreements, and as a resull, the exposure has been estimated.

(d)  Standby letter of credit arrangements under PPL Encrgy Supply's eredit facilitics for the purposes of protecting various third parics against
nonperformance by PPL. This is not a guarantee by PPL on a consolidated basis.

() Indemnifications are govemed by the specific sales agreement and include breach of the represeniations. warranties and covenants, and Kabilities for
cenain other matters, PPL Energy Supply's maximum exposurc with respect to centain indemnifications and the expiration of the indemnifications
cannot be estimated because the maximum potential lability is not capped by the transaction documents and the expiration date is based on the
applicable statuie of limitations. The exposure and expiration date noted is based on those cascs in which the agreements provide for specific Timits.

() Relaies 10 a guarantee of one-third of the divested entity’s debt. The purchaser provided a cross-indemnity. secured by a lien on the purchaser's stock
of the divested entity. The exposure noted reflects principal only.

(g) A third panty logistics firm provides inventory procurement and fulfillment services. The logistics firm has title to the inventory, however, upon
termination of the contracts, PPL. Electric has guaranteed to purchase any remaining inventory that has not been used or sold.

(h)  LKE provides certain indemnifications. the most significant of which relate 1o the termination of the WKE lease in July 2009. These guarantees cover
the due and punctual payment, performance and discharge by cach party of its respective present and future obligations. The most comprehensive of
these guarantees is the LKE guarantee covering operational, regulatory and environmental commitmenis and indemnifications made by WKE under
the WKE Transaction Termination Agreement. This guarantee has a term of 12 years ending July 2021, and a cumulative maximum exposure of $200
million. Cenain items such as govemnment fines and penalties fall outside the cumulative cap. LKE has contested the applicability of the
indemnification requirement relating 1o one matter presented by a counterparty under this guarantee. Anether guarantee with a maximum exposure of
$100 million covering other indemmnifications expires in 2023. In May 2012, LKE's indemnitee received an arbitration panel's decision affecting this
manter, which granted LKE's indemnitee certain rights of first refusal 10 purchase cxcess power al a market-based price rather than at an absolute fixed
price. In January 2013, LKE's indemnitee commenced a proceeding in the Kentucky Court of Appeals appealing the December 2012 order of the
Henderson Circuit Count. confirming the arbitration award. A decision in the appeHate mauer may occur during 2014, LKE believes its
indemnification obligations in this matter remain subject to various unceraintics. including potential for additional legal challenges regarding the
arbitration decision as well as fulure prices. availabilily and demand for the subject excess power. LKE continues 1o evaluate various legal and
commercial options with respect to this indemnification matter. The uttimate oulcomes of the WKE iermination-related indemnifications cannot be
predicied at this time. Additionally, LKE has indemnified various third panties related 1o historical obligations for other divested subsidiarics and
affiliales. The indemnifications vary by entity and the maximum exposures range from being capped at the sale price to no specified maximum;
however, LKE is not aware of formal claims under such indemnities made by any party at this lime. LKE could be required to perform on these
indemnifications in the event of covered losses or liabilities being claimed by an indemnified party. LKE cannot predict the ultimate outcomes of such
indemnification circumstances, but does not currently expect such outcomes to result in significant losses above Lthe amounts recerded.
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(i) Pursuant to the OVEC power purchase contract. LG&E and KU are obligated 1o pay for their share of OVEC's excess debt service, post-retirement and
decommissioning costs, as well as any shonfall from amounts currenily included within a demand charge designed and currently expected to cover
these costs over the term of the contract. The maximum cxposure and the expiration daic of these potential obligalions are not presently determinable.
See "Encrgy Purchase Commitments” and “Guarantees and Other Assurances” in Note 15 in PPL's, LKE's, LG&E's and KU's 2013 Foem 10-K for
additional information on the OVEC power purchase contract.

The Registrants provide other misceliancous guarantees through contracts entered into in the normal course of business.
These guaraniees are primarily in the form of indemnification or warranties related to services or cquipment and vary in
duration. The amounts of these guaranices often are not explicitly stated, and the overall maximum amount of the obligation
under such guaraniees cannot be reasonably estimated. Historically, no significant payments have been made with respect to
thesc types of guarantees and the probability of payment/performance under these guarantecs is remote.

PPL, on behalf of itself and certain of its subsidiaries, maintains insurance that covers liability assumed under contract for
bodily injury and property damage. The coverage provides maximum aggregate coverage of $225 million. This insurance
may be applicable 1o obligations under certain of these contractual arrangemens.

11. Related Party Transactions
PLR Contracts/Purchase of Accounts Receivable (PPL Energy Supply and PPL Electric)

PPL Electric holds competitive solicitations for PLR generation supply. PPL EnergyPlus has been awarded a portion of the
PLR generation supply through these competitive solicitations. The sales and purchases between PPL EnergyPlus and PPL
Electric are included in the Statements of Income as "Unregulated wholesale energy to affiliate” by PPL Encrgy Supply and
as "Energy purchases from affiliate” by PPL Elcclric.

Under the standard Default Service Supply Master Agreement for the solicitation process, PPL Electric requires all suppliers
10 post collateral once credit exposures exceed defined credit limits. PPL EnergyPlus is required 1o post collateral with PPL
Electric: {a) when the market price of electricity 10 be delivered by PPL EnergyPlus exceeds the conltract 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 raling of PPL Energy Supply, as guarantor, PPL EnergyPlus’ credit limit was $20 million a1 March 31,
2014. In no instance is PPL Elcctric required 10 post collateral to suppliers under these supply contracts.

PPL Electric's customers may choose an alternative supplier for their generation supply. See Note 2 for additional
information regarding PPL Electric’s purchases of accounts receivable from alternative supplicrs, including PPL EnergyPlus.

At March 31, 2014, PPL Encrgy Supply had a net credit exposure of $29 million from PPL Electric from its commitment as a
PLR supplicr and from the sale of its accounts receivable 1o PPL Electric.

Supponrt Costs (All Registrants except PPL)

Both PPL Services and LKS provide the respective PPL and LKE subsidiaries with administrative, management and support
services. Where applicable, the costs of these services are charged to the respective subsidiaries as direct support costs.
General costs that cannot be directly antributed to a specific subsidiary are allocated and charged 10 the respective subsidiarics
as indirect support costs. PPL Services uses a three-factor methodology that includes the subsidiaries' invested capital,
operation and maintenance expenses and number of employees 10 allocate indirect costs. LKS bases its indireci allocations
on the subsidiaries’ number of employces, tolal assels, revenues, number of customers and/or other statistical information.
PPL Scrvices and LKS charged the following amounts for the periods ended March 31, and believe these amounts are
reasonable, including amounts applied to accounts that arc lurther distributed between capilal and expense.

Three Months
2014 2013
PPL Energy Supply from PPL Services $ 58 § 57
PPL Elcctric from PPL Services 41 38
LKE from PPL Services 4 4
LG&E from LKS 48 10
KU from LKS 53 66

LG&E and KU also provide services to each other and 1o LKS. Billings between LG&E and KU relate to labor and
overheads associated with union and hourly employees performing work for the other company, charges related to jointly-
owned generating units and other miscellaneous charges. Tax settiements between LKE and LG&E and KU are reimbursed
through LKS.
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Intercompany Borrowings
(PPL Electric)

A PPL Electric subsidiary periodically holds revolving demand notes from certain affiliates. A1 March 31, 2014, there was
no balance cutstanding. At December 31, 2013, $150 million was outstanding and was reflected in "Notes receivable from
affiliate” on the Balance Sheet. The interest rates on borrowings are equal to one-month LIBOR plus a spread. The interest
ratc on the outstanding borrowing at December 31, 2013, was 1.92%. Interest earned on these revolving facilities was not
significant for the three months ended March 31, 2014 and 2013.

{LKE)

LKE maintains a $225 million revolving line of credit with a PPL Enérgy Funding subsidiary whereby LKE can borrow
funds on a short-term basis at markct-based rates. The interest rate on borrowings is equal to one-month LIBOR plus a
spread. There were no balances outstanding at March 31, 2014 and December 31, 2013,

LKE maintains an agrcement with a PPL affiliate that has a $300 million berrowing limit whereby LKE can loan funds on a
shori-term basis at markel-based rates. At March 31, 2014 and December 31, 2013, $4 million and $70 million were
oulstanding and were reflected in "Notes receivable from affiliates” on the Balance Sheets. The interest rate on the loan
based on the PPL affiliate’s credit rating is currently equal to one-month LIBOR plus a spread. The interest rates on the
outstanding borrowing at March 31, 2014 and December 31, 2013 were 2.16% and 2.17%. Interest income on this note was
nol significant for the three months ended March 31, 2014 and 2013.

Other {All Registranis except PPL and LKE)

See Note 9 for discussions regarding intercompany allocations associated with deflined benefs.

12. Other Income {Expense} - net
{All Registranis)

The breakdown of "Other Income {Expense) - nei” for the periods ended March 31 was:

Three Months
2014 2013
PPL
Other Income
Eamings on securities in NDT funds $ 6 S 5
Interest income ! |
AFUDC - equity componeni 3 3
Miscellzneous - Domeslic 2 2
Miscellaneous - UK. 1
Total Other Income 12 12
Other Expense
Economic foreign currency exchange contracts (Note 14) 24 (o
Charitable contributions 7 4
Miscellancous - Domestic 3 4
Miscellaneous - UK. t ] 1
Total Other Expense 35 {110}
Orher Income (Expense) - net $ 23) $ 122

The components of "Other Income (Expense) - net” for the three months ¢nded March 31, 2014 and 2013 for PPL Energy
Supply. PPL Electric, LKE, LG&E and KU were not significant.

13. Fair Value Measurements and Credit Concentration

{All Registrants)

Fair value is the price that would be received to sell an assel or paid to transfer a liability in an orderly transaction belwecn
markel participanis at the measurement date (an cxit price). A market approach (generally, data from markel transactions), an
income approach (generally, present value techniques and option-pricing models), and/or a cost approach (generally,

replacement cost) are used Lo measure the fair value of an asset or liability, as appropriate. These valuation approaches
incorporale inputs such as observable, independent market data and/or unobservable data that management believes are
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predicated on the assumptions markel participants would use to price an asset or liability. These inputs may incorporate, as
applicable, certain risks such as nenperformance risk, which includes credit risk. The fair value of a group of linancial asscts
and liabilities is measured on a nel basis. Transfers between levels are recognized at end-of-reporting-period values. During

the three menths ended March 31, 2014 and 2013, there were no transfers between Level | and Level 2. See Note | in each
Registrant's 2013 Form 10-K for information on the levels in the fair value hierarchy.

Recurring Fair Value Measurements

The assets and liabilities measured at fair value were:

March 31, 2014 December 31, 2013
Total Level ! Level 2 Level 3 Total Level 1 Level 2 Level 3
PPL
Assels
Cash and cash equivalents 5 125 § 1256 S L1025 1102
Restricted cash and cash equivalents (a) 491 491 156 156
Price risk management assets:

Energy commodilies 1417 28 1330 85 1,188 38 123 8 62

Interest rate swaps 9 9 ]l 91

Foreign currency contracis 5 5
Total price risk management assets 1431 2 1,344 85 1.279 3 1.214 62
NDT funds:

Cash and cash equivalents 13 13 14 14

Equity securities

U.S. large-cap 556 415 141 547 409 138
U.S. midfsmall-cap 83 k2! 49 81 33 48
Debt securities

U.S. Treasury 95 95 a5 95

U.S. government sponsored agency 6 6 6 6
Municipality 80 30 ” 77
Invesiment-grade corporate 4] 41 38 38
Other 4 4 5 5

Receivables (payables). net 1 (n 2 ] (1) 2
Total NDT funds §79 556 323 864 550 314
Auction rate securities (b) 16 16 19 19

Toual assets $§ 4073 5 2305 5 1.667 101 § 3420 53 1811 5§ 1528 % 81
Liabilities
Price risk managemen liabilities:

Energy commoditics S 1527 % I § 1458 68 $§ 1070 § 4 5§ 1028 8 38

Interest rate swaps 47 47 36 36

Foreign currency contracts 123 123 106 106

Cross-curmency swaps 55 55 32 32
Total price risk management liabilities $ 1752 % 1 8 1.683 68 § 1344 § 4 § 1202 § 38

Asseis
Cash and cash equivalents $ 441 § 441 5 239 § 239
Restricied cash and cash equivalents (a) 429 429 85 B85
Price risk management asscts:

Encrgy commodilies 1417 28 133 85 1.188 3§ 1423 3§ 62
Total price risk managenkent assets 1.417 2 1.330 85 1,188 3 1.123 62
NDT funds:

Cash and cash equivalents 13 13 14 14

Equity securities

U.S. large-cap 556 415 141 547 409 138
U.S. mid/small-cap 83 34 49 81 33 48
Debt securities

U.S. Treasury 95 95 a5 95

U.S. govermment spensored agency 6 6 6 6
Municipality : 80 80 77 77
Invesiment-grade corporate 41 41 38 38
Other 4 4 5 5

Reccivables (payables). net 1 (1) 2 | () 2
Tetal NDT funds §719 556 323 864 550 314
Auction re securitics (b) 13 13 16 16

Tolal assets $ 3179 % 1428 § 1653 98 S 2392 § 877 § 1437 § 78
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March 31, 2014 December 31, 2013

Total Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3
Liabililies
Price risk management liabilities:
Energy commodilies § 1527 3 1 § 1458 3 68 § 1070 3 4 § 1028 8§ 38
Q Total price risk management liabiiities $ 1.527 8 1 § 1458 § 68 § 1070 3 4 $ 1028 3 38
PPL Electric
Asscls
Cash and cash eguivalents s 42 3 42 5 25 5 25
Restnicted cash and cash equivalenis (c) I 1 12 12
Total assets s 43 5 43 $ 375 37
LKE
Assets
Cash and cash equivalenis 3 05 30 s 5 8 a5
Restricted cash and cash equivalents (d) 21 21 22 22
Total assets 3 51§ 51 S 7 8 57
Liabilities
Price risk managemeni labilities:
Inilerest rate swaps 3 40 3 40 $ 36 § 36
Total price risk management liabilities 3 40 S 40 b 36 S 36
LGRE
Assels
Cash and cash equivalents 3 v 8 9 s 8 5 8
Restricted cash and cash equivalents (d} 21 21 22 22
Total asscis 3 i0 3 30 5 30 3 o
Liabilities
Price risk management liabilities:
Interest rate swaps $ 40 $ 40 S 36 S 36
Total price risk management liabilities 5 40 $ 40 $ 36 $ 36
KU
Assets
Cash and cash equivalents S 21 § 21 S 21 3 21
Q Total assets 3 21 8§ 21 S 2l § 21
(a) Current portion is included in "Restricted cash and cash equivalents” and long-term portion is included in "Cither noncurrent assets” on the Balance
Sheets.

) Included in "Other invesumenis ™ on the Balance Sheels.
(¢) Cument portion is included in "Other current assets™ and long-term portion ts included in "Other noncument asscts”™ on the Balance Sheets.
(d) Included in "Other noncumrent assets™ on the Balance Sheets.

A reconciliation of net assets and liabilities classified as Level 3 for the three months ended March 31 is as follows:

Fair Value Measurements Using Sipnificant Unobservable Inputs (Level 3}

2014 2013
Energy Auction Cross. Energy Auction Cross-
Commodities, Rate Currency Commuoditics, Rute Currency
nel Securitics Swaps Total net Securities Swaps Total
PPL
Balznce at beginning of
period 3 24§ 19 3 43 3 22 8 16 % 13 39
Total realized/unrcalized
gains (losscs)
Included in earnings (135) (135) (8) 3]
Included in OCI (a) b (1} (1) 3 3
Sales 3) 3)
Scttlements 128 128 ()] ()]
Transfers into Level 3 1 1
Transfers out of Level 3 1 [ (4) 4
Balance at end of period 3 17 $ 16 $ 3 333 14 16 $ 3 30

Q
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Fair Value Measurements Using Significant Unobservable Inputs (Level 3)

PPL Energy Supply
Balance at beginning of

period
Total realized/unrealized
gains (losscs)
Included in camings
Sales
Seutlements
Transfers into Level 3

Balance at end of period

(a)

" Available-for-sale securities™ on the Siatements of Comprehensive [ncome.

2014 2013
Energy Auction Cross- Energy Auction Cross-
Commiodities, Rate Currency Commuodilties, Rate Currency
nct Securities Swaps Total net Securities Swaps Total
5 24 S 16 § 40 § 22 % i3 b 35
{135) (135) (8) 3]
3) &)
128 128 n h
1 1
$ 17 § 13 S 0 3 14 3 13 3 27

“Encrgy Commodities. net™ and "Cross-Curmency Swaps™ are included in “Qualifying derivatives™ and "Auction Rate Securities™ are included in

The significant unobservable inputs used in and quantitative information about the fair value measurement of assets and
liabilities classified as Level 3 are as follows:

PPL
Energy commodities

Natural gas contracts (b)

Power sales coniracts {C)

FTR purchase contracts {d}

Heat rate options {e}

Auction rale securities ()

PPL Encrgy Supply
Encrgy commoditics

Natural gas contracts (b)

Power sales contracis (¢)

FTR purchase contracts (d)

Heat rate options (e)

Auction rate securities (N
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March 31, 2014
Fair Value, net Range
Asset Valuation Unohservable (Weighted
{Liability) Technique Input(s) Average) (a)

(43)

(43)

Discounted cash flow

Discounted cash Now

Discounted cash Now

Discounted cash flow

Discounted cash ow

Discounted cash Now

Discounted cash flow

Discounted cash flow

Discounted cash flow

Discounted cash flow

69

Proprictary model used o
calculate forward prices

Proprictary model used 1o
calculate forward prices

Historical settled prices used to
model forward prices

Proprietary model used to
calculate forward prices

Modcled from SIFMA Index

Proprictary modei used to
calculate forward prices

Proprietary model used 1o
calculate forward prices

Historical settled prices used to
model forward prices

Proprictary model used to
calculate forward prices

Muodeted from SIFMA Index

11% - 100% (73%)

11% - 100% (83%:)

100% (100%)

23% - 59% (44%)

61% - 78% (70%)

11% - 100% (73%)

i1% - 100% (83%)

100% (100%)

23% - 59% (44%)

63% - 78% (71%)




December 31, 2013

Fair Value, net Range
Asset Valuation Unobservable (Weighted
{Liability) Technique | Input(s) Averuge) (u)

PPL
Energy commodities
Proprictary model used to

Natural gas contracts (b) $ 36  Discounted cash flow calcutate forward prices 10% - 100% (86%)
Proprietary model used to
Power sales contracis (¢} (12)  Discounted cash Mow calculate forward prices 100% (100%:)
Auction rate securities () 19 Discounted cash Mow Modeled from SIFMA Index 10% - 80% (63%)

PPL Energy Supply
Energy commodities

Propriclary model used o

Natural gas contracis (b) b 36 Discounted cash flow calculate forward prices 10% - 100% (86%:)
Proprietary model used 1o
Power sales contracts (c) (12) Discounted cash flow calculate lorward prices 100% (100%)
Auclion rate securities () 16 Discounted cash flow Modeled from SIFMA Index 10% - 80% (63%)

(a) Forcnergy commodities and auction rate securities, the range and weighted average represent the percentage of (air value derived from the
unobservable inpuls.

(b)  As the forward price of naeral gas increases/{decreases), the fair value of the contracts (decreases)fincreases.

(c)  As forward market prices increase/(decrease). the fair value of contracis (decreases)increases. As volumeltric assumptions for contracts in a gain
position increase/{decrease), the Tair value of contracts increasesf/(decreases). As volumetric assumptions lor contracts in a loss position
tncrease/(decrease), the (air value of the coniracis (decreases)increases.,

(d) As the forward implied spread increases/(decreases), the fair value of the coniracts increasesf{decreases).

{e) The proprictary model used to caleulate fair value incorporates market heat rates, comrelations and volatilitics. As the market implied heat rate
increases/(decreases), the fair value of the contracts increases/(decreases).

(f) The model used 1o calculate fair value incorporates an assumption that the auctions will continue to fail. As the modeled lorward rates of the SIFMA
Index increase/(decrease). the fair value of the securities increases/{decreases).

Net gains and losses on assets and liabilitics classified as Level 3 and included in carnings for the periods ended March 31 are
reported in the Statements of Income as follows:

Three Months

Encrgy Commaedities, nct

Unregulated Unreguluted Encrgy
Wholesale Energy Retail Enerpy Purchases
2014 2013 2014 2013 2014 2013
PPL nnd PPL Energy Supply
Tolal gains (losses) included in camings $ (89} $ (2) $ (63) $ M s 17 8 1
Change in unrealized gains (losscs) relaling (o
positions still held at the reponing date (t3) 2) (33) N | 1

Price Risk Management Assets/Liabilities - Energy Commodities (PPL and PPL Energy Supply)

Energy commodity contracts are generally valued using the income approach, except for exchange-iraded derivative
contracts, which are valued using the markel approach and are classificd as Level 1. Level 2 contracts are valued using
inputs which may include quotes obtained from an exchange (where there is insuflicicnt market liquidity to warrant inclusion
in Level 1), binding and non-binding broker quotes, prices posted by 1SOs or published 1ariff rates. Furthermore,
independent quotes are obtained from the market to validate the forward price curves. Energy commodity contracts include
forwards, futures, swaps, options and structured transactions 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. En certain instances, these contracts may be valued using models, including standard
option valuation models and standard industry models. When the lowest level inputs that are significant to the fair value
measurement of a contract are observable, the contract is classified as Level 2.

When unobservable inputs are significant to the fair value measurement, a contract is classified as Level 3. Level 3 contracts
are valued using PPL proprictary models which may include significant unobservable inputs such as delivery at a location
where pricing is unobservable, delivery dates that arc beyond the dates for which independent quotes are available,
volumetric assumptions, implied volatilities, implied correlations and market implied heat rates. Forward transactions,
including forward transactions classified as Level 3, arc analyzed by PPL's Risk Management department, which rcports to
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the Chief Financial Officer (CFO). Accounting personnel, who also report to the CFO, interpret the analysis quarterly to
appropriately classify the forward transactions in the fair value hicrarchy. Valuation techniques are evaluated periodically.
Additionally, Level 2 and Level 3 fair value measurements include adjusiments for credit risk based on PPL's own
creditworthiness (for nei liabilities) and its counterparties’ creditworthiness (for net assets). PPL's credit depariment assesses
all reasonably available market information which is used by accounting personnel 1o calculate the credit valuation
adjustment.

In certain instances, energy commodity contracts are transferred between Level 2 and Level 3. The primary reasons for the
transfers during 2013 were changes in the availability ol market information and changes in the significance of the
unobservable inputs utilized in the valuation of the contract. As the delivery period of a contract becomes closer, market
information may become available, When this occurs, the model's unobservable inputs are replaced with observable market
information,

Price Risk Management Assets/Liabilities - Interest Rate Swaps/Foreign Currency Contracts/Cross-Currency
Swaps (PPL. LKE, LG&E and KU)

To manage interest rate risk, PPL, LKE, LG&E and KU use interest rale contracts such as forward-starting swaps, floating-
1o-fixed swaps and fixed-to-Moating swaps. To manage foreign currency exchange risk, PPL uses foreign currency contracts
such as forwards, options and cross-currency swaps that contain characierisiics of both interest ralc and foreign currency
contracts. An income approach is used 1o measure the fair value of these coniracts, utilizing readily observable inputs, such
as forward interesl rates (¢.g., LIBOR and government sccurity rates) and forward foreign currency exchange rates (e.g.,
GBP), as well as inputs that may not be observable, such as credit valuation adjustments. In certain cases, market
information cannot practicably be obtained 1o value credit risk and therefore internal models are relied upon. These models
use projected probabilitics of default and estimated recovery rates based on historical observances. When the credit valuation
adjustment is significant to the overall valuation, the contracts are classified as Level 3. For PPL, the primary reason for the
transfers during 2014 and 2013 was the change in the signilicance of the credit valuation adjustment. Cross-currency swaps
classified as Level 3 are valued by PPL's Treasury department, which reports to the CFO. Accounting personnel, who also
report to the CFQ, interpret analysis quarterly to classify the contracts in the fair value hierarchy. Valuation techniques are
evaluated periodically.

{PPL and PPL Energy Supply)

NDT Funds

The market approach is used 10 measure the fair value of equity securitics held in the NDT funds.

e The fair value measurements of equity securitics classified as Level ) are based on quoted prices in active markets.

e The lair value measurements of investmenis in commingled equity {funds are classified as Level 2. These fair value
measurcinents are based on firm quotes of net asset values per share, which are not obtained from a quoted price in an
active markel.

The fair value of debt securilies is generally measured using a market approach, including the use of pricing models, which

incorporate obscrvable inputs. Common inputs include benchmark yields, reported trades, broker/dealer bidfask prices,

benchmark securitics and credit valuation adjustments. When necessary, the fair value of debi sccuritics is measured using
the income approach, which incorporates similar observable inputs as well as monthly payment data, future predicted cash

flows, collatcral performance and new issue data.

Auction Rate Securities

Auclion rale securities include Federal Family Education Loan Program guaranteed student loan revenue bonds, as well as
various municipal bond issues. The probability of realizing losses on these securities is not significant.

The fair value of auction rate sccurities is estimaled using an income approach that includes readily observable inputs, such
as principal payments and discount curves for bonds with credit ratings and maturities similar to the securities, and
unobservable inputs, such as future interest rates that arc estimated based on the SIFMA Index, creditworthiness, and
liquidity assumptions driven by the impact of auction [ailures. When the present valuc of future interest payments is
significant 1o the overall valuation, the auction rale sceurities are classified as Level 3.
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Auction rate securitics are valued by PPL's Treasury department, which reporis to the CFO. Accounting personnel, who also
report Lo the CFO, interpret the analysis quarterly to classify the contracts in the fair value hierarchy. Valuation techniques
are evaluated periodically.

Nonrecurring Fair Value Measurements (PPL and PPL Energy Supply)

The following nonrecurring fair value measurement occurred during the three months ended March 31, 2014, resulting in an
assel impairment:

Carrying Fair Value Measurement Using
Amount (o) Level 3 Loss (b)
PPL and PPL Energy Supply
Kerr Dam Project 3 47 3 29 3 18

(a) Represents carrying value before fair value measurement.
(b) The loss on the Kerr Dam Project was recorded in the Supply segnient and included in "Other operation and maintenance™ on PPL's and PPL Energy
Supply's Suatement of [ncome,

The significant unobservable inputs used in and the quantitative information about the nonrecurring fair value measurement
of asseis and liabilitics classified as Level 3 are as follows:

Fair Value, net Significant Range
Assct Valuation Uncbservable (Weighted
{Liability) Technigue Inpui(s) Average)(a)

PPL and PPL Encrgy Supply
Kerr Dam Project

March 31, 2014 b1 29 Iiscounted cash llow Proprietary model used 10 38% (38%)
calculae plant value

{a) The range and weighted average represent the percentage of fair value derived from the unobservable inputs.

Kerr Dam Project

As disclosed in Note 11 in PPL's and PPL Energy Supply's 2013 Form 10-K, PPL Montana holds a joint operating license
issued for the Kerr Dam Project. The license extends until 2035 and, between 2015 and 2025, the Confederated Salish and
Kootenai Tribes of the Flathead Nation (the Tribes) have the oplion to purchase, hold and operate the Kerr Dam Project. The
parties submitted the issue of the appropriale amount of the conveyance price to arbitration in February 2013, In March
2014, the arbitration panel issued its final decision holding that the conveyance price payable by the Tribes 10 PPL Mentana
is $18 million. As a resull of the decision, PPL Energy Supply performed a recoverability test on the Kerr Dam Project and
recorded an impairment charge. PPL Energy Supply performed an internal analysis using an income approach based on
discounted cash flows (a propriciary PPL model) 1o assess the fair value of the Kerr Dam Projecl. Assumplions used in the
PPL proprietary model were the conveyance price, forward energy price curves, forecasted generation, and forecasted
operation and maintenance expenditures that were consistent with assumptions used in the business planning process and a
markel parlicipant discount rate. Through this analysis, PPL Energy Supply determined the fair value of the Kerr Dam
Project to be $29 million.

The assets were valued by the PPL Energy Supply Financial Department, which reports to the President of PPL Encrgy
Supply. Accounting personncl, who report 1o the CFO interpreted the analysis to appropriately classify the assets in the fair
value hierarchy.

Financial Instruments Not Recorded at Fair Value (All Registranis)

The carrying amounts of contract adjustment payments related to the 2011 Purchase Contract component of the 2011 Equity
Units and long-term debt on the Balance Sheets and their estimated fair values are set forth below. The fair values of these
instruments were estimated using an income approach by discounting fuiure cash flows at estimated current cost of funding
rales, which incorporate the credit risk of the Registrants. These instrumenis arc classified as Level 2. The effect of third-
party credit enhancements is nol included in the fair value measurement.
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March 31, 2014 December 31, 2013

Carrying Carrying
Amount Fauir Yalue Amount Fair Value
PPL
Contract adjustment payments (a) 3 3 1M 3 21 3 22
Long-term debt 20.818 22350 20.907 22,177
PPL Encrgy Supply
Long-tcrm debt 2.524 2,680 2,525 2,658
PPL Electric
Long-term debt 2306 2.555 2,315 2,483
LKE
Long-term debt 4,565 4.807 4,565 4,672
LG&E
Long-term debt 1,353 1413 1.353 1,372
KU
Long-term debi 2,091 2,238 2.091 2.155

(a) Included in "Other current liabilitics”™ on the Balance Sheets,

The carrying value of shori-term debt {including notes between affiliates), when outstanding, approximates fair value due 10
the variable interest rales associated with the short-term debt and is classified as Level 2.

Credit Concentration Associated with Financial Instruments
{All Registrants)

Contracts arc entercd into with many entities for the purchasc and sale of encrgy. When NPNS is elected, the fair value of
these contracts is nol reflected in the financial statements. However, the fair value of these coniracts is considered when
commilting 10 new business lrom a credit perspective. See Note 4 for information on credit policies used to manage credit
risk, including master nelling arrangements and collateral requirements.

(PPL and PPL Energy Supply)

At March 31, 2014, PPL and PPL Energy Supply had credit exposure of $997 million from energy trading partners,
excluding exposure from related parties (PPL Energy Supply only) and the cifects of netling arrangements, reserves and
collateral. As a result of netting arrangements, reserves and collateral, PPL's credit exposure was reduced to $372 million
and PPL Energy Supply's credit exposure was reduced to $371 million. The top len counterparties accounted for $212
million, or 57%, of these exposures., Nine of these counterparties had an investment grade credit rating from S&P or
Moody's and accounted for 94% of the top ten exposures. The remaining counterparty has not been rated by S&P or
Moody's, bul is current on its obligations. See Noic 11 for information regarding PPL Energy Supply's related party credit
exposure.

(PPL Electric)

PPL Electric is exposed 10 credit risk under energy supply contracts (including its supply contracts with PPL EnergyPlus);
however, its PUC-approved recovery mechanism is anticipated to substantially climinate this exposure.

(LKE, LG&E and KU}

AtMarch 31, 2014, LKE's, LG&E's and KU's credit exposure was not significant.

14. Derivative Instruments and Hedging Activities

Risk Management Objectives

(All Registrants)

PPL has a risk management policy approved by the Board of Directors 10 manage market risk associated with commoditics,
interest rates on debt issuances and foreign exchange (including price, liquidity and volumetric risk) and credit risk (including
non-performance risk and payment default risk). The RMC, comprised of senior management and chaired by the Chief Risk

Officer, oversees the risk management function. Key risk control activities designed to ensure compliance with the risk
policy and detailed programs include, but are not limited (o, credit review and approval, validation of transactions and market
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prices, verification of risk and transaction limits, VaR analyscs, portfolio stress tests, gross margin at risk analyses, sensitivity
analyscs and daily portfolio reporting, including open positions, determinations of fair value, and other risk management
metrics.

Market Risk

Market risk includes the potential loss that may be incurred as a result of price changes associated with a particular financial
or commodity instrument as well as market liquidity and volumetric risks. Forward contracts, futures contracts, options,
swaps and structured transactions are utilized 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, interesi rates
andfor foreign currency exchange rates. Many of the contracts meet the definition of a derivative. All derivatives are
recognized on the Balance Sheets at their fair value, unless NPNS is electled.

The table below summarizes the market risks that affect PPL and its Subsidiary Registrants.

PPL PPL
PPL Energy Supply Electric LKE LG&E KU

Commaodity price risk (including basis and

volumetric risk} X X M M M M
Interest rate risk:
Debt issuances X X M M M M
Defined benefit plans X X M M M M
NDT securities X X
Equily securitics price risk:
Defined benefit plans X X M M M M
NDT securities X X
Future stock iransactions X
Foreign currency risk - WP investment and
eamings X

X = PPL and PPL Energy Supply actively mitigate market risks through their risk management programs described above.
M = The regulatory environmenis (or PPL's regulated entities, by definition, significanily mitigime market risk.

Commodity price risk

PPL is exposed o commodity price risk through ils domestic subsidiaries as described below. Volumeiric risk is
significanlly mitigated at WPD as a result of the method of regulation in the U.K.

« PPL Energy Supply is exposed to commodity price risk for energy and energy-related products associated with the sale of
clectricity from its generating asscts and other electricity and gas marketing activities and the purchase of fuel and fucl-
related commodities for generating assets, as well as lor proprielary trading aclivitics.

» PPL Electric is exposed to commodity price risk from its obligation as PLR; however, its PUC-approved cost recovery
mechanism substantially eliminates its exposure to this risk. PPL Electric also mitigales its exposure 1o volumetric risk by
cntering into full-requirement supply agreements to serve its PLR customers. These supply agreements transfer the
volumetric risk associated with the PLR obligation 1o the energy suppliers.

o LG&E's and KU's rates include certain mechanisms for fuel, gas supply and environmental cxpenses. Thesc mechanisms
generally provide for timely recovery of market price and volumetric fluctuations associaled with these expenses.

Interest rate risk

= PPL and its subsidiaries are exposed 10 inicrest rate risk associated with forecasled fixed-rate and existing floating-rate
debt issuances. WPD holds over-the-counter cross currency swaps to limit exposure to market fluctuations on interest and
principal payments from changes in foreign currency exchange rates and interest rates, LG&E ulilizes over-the-counter
interest rate swaps (o limit exposure to market fluctuations on floating-rate debt and LG&E and KU utilize forward starting
interest rate swaps to hedge changes in benchmark interest rates, when appropriate, in connection with future debt
issuances. This risk for PPL Electric, LG&E and KU is significantly mitigated duc to recovery mechanisms in place.

¢ PPL and its subsidiarics are exposed to interest rate risk associated with debt securities held by defined benefit plans. This
risk is significantly mitigated 1o the extent that the plans are sponsored at, or sponsored on behalf of, the regulated
domestic utilities and for certain plans at WPD due to the recovery mechanisms in place. Additionally, PPL Energy
Supply is exposed to imcrest rate risk associated with debt securities held by the NDT.
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Equity securities price risk

¢ PPL and its subsidiarics are exposed (o equity securitics price risk associated with defined benefit plans. This risk is
significantly mitigaled at the regulated domestic utilities and for certain plans at WPD due o the recovery mechanisms in
place. Additionally, PPL Energy Supply is exposed to equity securities price risk in the NDT funds.

s PPL is exposed to cquity securities price risk from {uture stock sales and/or purchases.

Foreign currency risk

s PPL is exposed to forcign currency exchange risk primarily associated with its investments and earnings in U.K. affiliates.

Credit Risk
Credil risk is the polcntial loss that may be incurred due to a counterparty's non-performance.

PPL is exposed to credit risk from “in-the-money” 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 "in-the-money” commodity derivatives with its energy trading partners,
which include other energy companies, fuel supplicrs, financial institutions, other wholesale customers and retail customers,

The majority of PPL and PPL Energy Supply's credit risk stems from commodity derivatives for mulii-year contracts for
energy sales and purchases. Il PPL Encrgy Supply's counterparties fail to perform their obligations under such contracts and
PPL Energy Supply could not replace the sales or purchases at the same or better prices as those under the defaulied
conlracts, PPL Energy Supply would incur financial losses. Thosc iosses would be recognized immediately or through lower
revenues or higher costs in Tuture years, depending on the accounting reatment for the defaulied contracts. In the event a
supplier of LKE (through its subsidiaries LG&E and KU) or PPL Electric defaults on its obligation, those entitics would be
required 1o seek replacement power or replacement fuel in the market. In general, incremenial costs incurred by these entities
would be recoverable from customers in future rates, thus mitigating the financiat risk for these entities.

PPL and its subsidiaries have credit policies in place 1o manage credii risk, including the use of an established credit approval
process, daily monitoring of counterparty positions and the use of master netting agreements or provisions. These
agreements generally include credit mitigation provisions, such as margin, prepayment or collateral requirements. PPL and
its subsidiaries may request additional credit assurance, in certain circumstances, in the event that the counterpartics' credit
ratings fall below investment grade, their 1angible net worth falls below specified percentages or their cxposures exceed an
established credit limil. See Note |3 lor credit concentration associated with energy trading pariners.

Master Netting Arrangements

Net derivative positions on the balance sheets are not offsct against the right to reclaim cash collateral (a receivabie) or the
obligation (o return cash collateral {a payable) under master netting arrangements,

PPL's and PPL Energy Supply's abligation 1o relurn counterparty cash collateral under master netting arrangements was $10
million and $9 miliion at March 31, 2014 and December 31, 2013,

PPL Eleciric, LKE and LG&E had no obligation to return cash collateral under master netting arrangements at March 31,
2014 and December 31, 2013,

PPL, LKE and LG&E had posied cash collateral under master netting arrangements of $21 million and $22 million at
March 31, 2014 and December 31, 2013,

PPL Energy Supply, PPL Eleciric and KU had not posted any cash collateral under master netting arrangements at March 31,
2014 and December 31, 2013,

See "Offsetting Derivative Investments” below for a summary of derivative positions presented in the balance sheets where a
right of sctoff exists under these arrangemenits.
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(PPL and PPL Energy Supply)
Commaodity Price Risk (Non-trading)

Commodity price risk, including basis and volumetric risk, is among PPL's and PPL Energy Supply’s most significant risks
due to the level of invesiment that PPL and PPL Energy Supply maintain in their compelitive generation assets, as well as the
extent of their marketing activitics. Scveral factors influence price levels and volatilities. These Tactors include, but are nol
limited to, seasonal changes in demand, weather conditions, available gencrating 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.

PPL Energy Supply maximizes the value of its unregulated wholesale and unregulated retail energy portfolios through the
use of non-trading strategies that include sales of competitive baseload generation, optimization of competitive intermediate
and peaking generation and marketing activities.

PPL Encrgy Supply has a formal hedging program 1o economically hedge the forecasted purchase and sale of electricity and
related fuels for its compeltitive baseload generation fleet, which includes 7,369 MW (summer rating) of nuclear, coal and
hydroelectric generating capacity. PPL Energy Supply allempts to oplimize the overall value of its competitive intermediate
and peaking fleet, which includes 3,309 MW (summer rating) of natural gas and oil-fired generation. PPL Energy Supply's
marketing portfolio is comprised of fuli-requirement sales contracts and related supply contracts, retail natural gas and
electricily sales contracts and other markeling activities. The strategics that PPL Encrgy Supply uses o hedge its full-
requirement sales contracts include purchasing energy {at a liquid trading hub or directly at the load delivery zone), capacity
and RECs in the market and/or supplying the encrgy, capacity and RECs from ils gencration assets.

PPL and PPL Enecrgy Supply enter into financial and physical derivalive contracts, including forwards, futures, swaps and
options, to hedge the price risk associated with clectricity, natural gas, oil and other commeodities. Certain contracts arc non-
derivatives or NPNS is elecled and thercfore they are not reflected in the financial statements until delivery. PPL and PPL
Energy Supply segregate their non-trading activities into two categories: cash flow hedges and economic activity as
discussed below.

Cash Flow Hedges

Certain derivative contracts have qualified for hedge accounting so that the effective portion of a derivative’s gain or loss is
deferred in AOCI and reclassified into earnings when the forecasled transaction occurs. There were no active cash flow
hedges during the three months ended March 31, 2014. At March 31, 2014, the accumulated net unrecognized afler-fax gains
(losses) that are expected to be reclassified into carnings during the next 12 months were $24 million for PPL and PPL
Energy Supply. Cash flow hedges are discontinued if it is no longer probable that the original forecasted transaction will
occur by the end of the originally specified time periods and any amounis previously recorded in AOQCI are reclassified into
earnings once it is determined that the hedge transaction is probable of not occurring. There were no such reclassifications
for the three months ended March 31, 2014 and 2013.

For the three months ended March 31, 2014 and 2013, there was no hedge ineffectiveness associated with energy derivalives.

Economic Activity

Many derivative contracts economically hedge the commodity price risk associated with eleciricity, natural gas, oil and other
commodities but do not receive hedge accounting treatment because they were not eligible for hedge accounting or because
hedge accounting was nol elected. These derivatives hedge a portion of the economic value of PPL Energy Supply's
competitive generation assets and unregulated full-requirement and retail contracts, which are subject to changes in fair value
due 1o market price volatility and volume expectations. Additionally, economic activity also includes the neffective portion
of qualifying cash flow hedges (sec "Cash Flow Hedges” above). The derivative contracts in this category that existed at
March 31, 2014 range in maturity through 2019,

Exampies of economic activity may include hedges on sales of baseload generation, certain purchase contracts used 10 supply
full-requirement sales contracts, FTRs or basis swaps used to hedge basis risk associated with the sale of competitive
generation or supplying full-requirement sales coniracts, Spark Spread hedging contracts, retail clectric and natural gas
aclivities, and [uel oil swaps used 10 hedge price escalation clauses in coal transportation and other fuel-related contracts.
PPL Encrgy Supply also uses options, which include the sale of call options and the purchasc of put options tied to a
particular generating unit. Since the physical gencraling capacity is owned, price exposure is generally capped at the price at
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which the generating unit would be dispatched and therefore does not expose PPL Energy Supply 1o uncovered market price
risk.

The unrealized gains (losscs) for cconomic activity for the periods ended March 31 were as follows.

Three Months

2014 2013
Operating Revenues
Unregulated wholesale energy $ (789 3 (822)
Unregulated retail encrgy (26} (8)
Operating Expenscs
Fuel (1) n
Energy purchases R 580 634

Commodity Price Risk (Trading)

PPL Encrgy Supply has a proprictary trading strategy which is utilized to 1ake advantage of market opportunities, Asa
result, PPL Energy Supply may at times create a net open position in its portfolio that could result in losses if prices do not
meve in the manner or direction anticipaled. Nel energy trading margins, which are included in "Unregulated wholesale
cnergy” on the Statements of Income, were insignificant for the three months ended March 31, 2014 and 2013.

Commodity Volumes

Al March 31, 2014, the net volumes of derivalive (sales)/purchase contracts used in support of the various strategies
discussed above were as Tollows.

Yolumes (a)

Commodity Unit of Measure 2014 (b) 2015 2016 Thereaflter
Power MWh {27.112.584) (28.794.377) 3.496,447 14,130,735
Capacity MW.-Month (§4.918) (5.120) 501 9
Gas MMBiu 63.248.020 14,120.116 57.884.707 25.814.197
Coal Tons 25.000

FTRs MW.Month 4,734 1,705

Qil Barrcls 156.000 436,233 331,258 279.060

{a) Volumes for option contracts factor in the probability of an option being exercised and may be less than the notional amount of the option.
(b) Represents balance of the current year.

Interest Rate Risk
(PPL, LKE, LG&FE and KU)

PPL. and its subsidiaries issue debt 1o finance their operations, which exposes them to interest rate risk. Various financial
derivative instruments are utilized (o adjust the mix of fixed and floating interest rates in their debt portfolio, adjust the
duration of the debt portfolio and lock in benchmark interest rates in anticipation of future financing, when appropriate. Risk
limits under PPL's risk management program arc designed 1o balance risk exposure 10 volatility in interest expense and
changes in the fair value of the debt portfolio due to changes in benchmark interest rales.

Cash Flow Hedges

(PPL)

Interest rate risks include exposure to adverse interest rale movements for cutstanding variable rate debt and for fuiure
anticipated linancings. Financial interest rate swap contracts that qualify as cash flow hedges may be entered into to hedge
Moating interest rate risk associated with both existing and anticipated debt issuances. At March 31, 2014, outstanding
interest rale swap contracls range in maturity through 2025 for PPL's domestic interest rate swaps. These swaps had an
aggregate notional value of $500 million at March 31, 2014.

At March 31, 2014, PPL held a notional position in cross-currency interest rate swaps totaling $1.3 billion that range in maturity
through 2028 to hedge the interest payments and principal of WPD's U.S. dollar-denominated senior notes.
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For the threc months ended March 31, 2014 and 2013, hedge ineflectiveness associated with interest rate derivatives was
insignificant.

Cash flow hedges are discontinued if it is no longer probable that the original forecasted transaction will occur by the end of
the originally specified time period and any amounts previously recorded in AOCI are reclassified into earnings once it is
determined that the hedged transaction is probable of not occurring. PPL had an insignificant amount reclassi{ied for the
three months ended March 31, 2014 associated with discontinued cash flow hedges and no such reclassifications for the three
months ended March 31, 2013,

Al March 31, 2014, the accumulated net unrecognized afier-tax gains (losscs) on qualifying derivatives that arec expected lo
be reclassified into earnings during the next 12 months were $(12) million. Amounts are reclassified as the hedged intcrest

payments are made.

Economic Activity (PPL, LKE and LG&E)

LG&E cnters into interest rate swap contracts that economically hedge interest payments on variable rate debl. Because
realized gains and tosses from the swaps, including a lerminated swap contract, are recoverable through regulated rales, any
subsequent changes in fair value of these derivatives are included in regulatory asscls or liabilitics until they are realized as
interest expense. Realized gains and losses are recognized in "Interest Expense” on the Statements of Income when the
underlying intcrest expense is recorded. At March 31, 2014, LG&E held contracts with a notional amount of $179 million
that range in maturity through 2033,

Foreign Currency Risk

(PPL)

PPL is exposed to foreign currency risk, primarily through investments in and earnings ol U.K. affiliaies. 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 investments. In addition, PPL enters into

financial instrumenis (o prolect against forcign currency transiation risk of expected carnings.

Net Investment Hedges

PPL cnlers inlo foreign currency contracls on behalf of a subsidiary to protect the value of a portion of its net investment in
WPD. The contracts outstanding at March 31, 2014 had a notional amount of £345 million (approximately $549 million
based on conltracted rates). The settlement dates of these contracts range from May 2014 through December 2015.

Additonally, a PPL Glebal subsidiary that has a U.S. dollar functional currency entered into GBP intercompany loans
payable with PPL WEM subsidiaries that have GBP functional currency. The loans qualify as a nel investment hedge for the
PPL Global subsidiary. As such, the foreign currency gains and losses on the intercompany loans for the PPL Global
subsidiary arc recorded to the foreign currency translation adjustment component of OCIL. At March 31, 2014, the
outstanding balances of the intercompany loans were £40 million (approximalcly $67 million based on spot rates). For the
three months ended March 31, 2014 and 2013, PPL recognized an insignificant amount and $5 million of net investment
hedge gains (losses) on the intercompany loans in the foreign currency translation adjustment component of OCI.

AtMarch 31, 2014, PPL had $(5) million of accumulated net investment hedge after-1ax gains {losses) that were included in
the foreign currency translation adjustment component of AOCI, compared 1o an insignificant amount at December 31, 2013.

Economic Activity

PPL enters into foreign currency contracts on behalfl of a subsidiary to economically hedge GBP-denominated anticipated
earnings. At March 31, 2014, the 1otal exposure hedged by PPL was approximately £1.8 billion (approximately $3.0 billion
based on contracted rates). These contracts had termination dates ranging from April 2014 through October 2016.
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Accounting and Reporting

{All Registranis)

All denivalive instruments are recorded at fair value on the Balance Sheet as an asset or liability unless NPNS is elected.
NPNS contracls for PPL and PPL Energy Supply include certain {ull-requirement sales contracts, other physical purchase and
sales contracts and certain retail energy and physical capacity contracts, and for PPL Electric include certain full-requirement
purchase contracts and other physical purchase contracts. Changes in the fair value of derivatives not designated as NPNS
are recognized currently in earnings unless specific hedge accounting criteria are met and designated as such, except for the
changes in fair values of LG&E's interest rale swaps that are recognized as regulatory assets. See Note 6 for amounts
recorded in regulatory assets and regulatory liabilitics at March 31, 2014 and December 31, 2013, PPL and PPL. Energy
Supply have many physical and financial commodily purchases and sales contracts that economically hedge commodity price
risk but do not receive hedge accounting treatment. As such, realized and unrealized gains (losses) on these contracts are
recorded currently in earnings. Generally each contract is considered a unit of account and PPL and PPL Energy Supply
present gains (losses) on physical and financial commodity sales contracts in "Unrcgulaled wholesale energy™ or
"Unregulated retail energy” and (gains) losses on physical and financial commodily purchase contracts in "Fuel” or "Encrgy
purchases™ on the Statements of Income. Certain of the cconomic hedging strategics employed by PPL Energy Supply ulilize
a combination of_financial purchases and sales contracts which are similarly reported gross as an expense and revenue,
respectively, on the Statements of Income. PPL Energy Supply records realized hourly net sales or purchases of physical
power with PIM in its Statements of Income as "Unregulated wholesale cnergy™ if in a net sales position and "Energy
purchases” if in a nel purchase position.

See Notes 1 and 19 in each Registrant's 2013 Form 10-K for additional information on accounting policies related to
derivative instrumenis.

{PPL}

The following 1able presents the fair value and location of derivative instruments recorded on the Balance Shects.

March 31, 2014 December 31, 2013
Derivatives designated as  Derivatives not designated  Derivatives designated us - Derivatives not designated
hedging instruments as hedging instruments hedging instruments us hedging instruments
Assets Liubilitics Assels Liabilitics Assets Liabilities Assets Liabilities
Current:
Price Risk Management
Assels/Liabilities (a):
Interest rate swaps (b) A3 78 3 s 4 3 82 $ 4
Cross-currency swaps (b) 4 3 4
Forcign currency
contracts 18 62 16 55
Commodity contricts p] 1.080 1.211 3 860 750
Total current 7 25 1.080 1.277 82 20 860 809
Noncurrent:
Price Risk Management
Assers/Liabilines (a):
Interesi rate swaps (b} 2 4 36 9 32
Cross-currency swaps (b) 51 28
Foreign currency
conlracts 6 5 37 q 31
Commodily contracts 337 316 328 320
Total noncurrent 2 6l 342 389 9 32 328 383
Total derivaiives 3 g 3 8 3 1422 § 1.666 $ 91 3 52 8 1,188 § 1,192

(a) Represents the location on the Balance Sheets.
(b) Excludes accrued interest. if applicable.

The following tables present the pre-tax effect of derivative instruments recognized in income, OCI or regulatory assets and
regulatory liabilities for the three months ended March 31.
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2014 2013
Gain (Loss) Guin (Loss)
Recognized Recognized
in Income in Income
on Derivative on Derivative
Guin (Loss) (Incffective Gain (Loss) (Incffective
Location of Reclassified Portion and Reclassified Portion and
Derivative Cain Gain (Loss) from AOCI Amount from AOCI Amount
{Loss) Recognized in Recopnized into [ncome  Excluded from  into Income  Excluded lrom
Derivative OCI {EfTective Portion) in lncome (Effective Effectiveness (Effective Effectiveness
Relationships 2014 2013 on Derivative Portion) Testing) Portion) Testing)
Cash Flow Hedges:
Interest rale swaps 3 {46) $ 9 Interesl expense $ 5 $ 2% (5)
Cross-currency swaps (25) 73 Other income
(expense) - net (29) 69
Commodity contracts Unregulated
wholesale energy 1 67 § 1
Energy purchases 7 (16)
Depreciation 1
Total $ ns 82 3 (25} $ 23 115 8 1
Net [nvestment Hedges:
Foreign cumrency
contracls $ 48 16
Derivatives Not Designated as Leocation of Gain (Loss) Recognized in
Hedging Instruments Income on Derivative 2014 2013
Foreign currency contracts Other income (expense) - net b3 (24) $ 19
Inlerest rate swaps Inierest expense () 2)
Commodity contracts Unregulaled wholesale energy (a) {3.044) (706)
Unregulated retail energy (64) N
Fuel . ) |
Energy purchases (b} 2,364 586
Toal 3 (77 8 (9)
Derivatives Not Designated as Location of Gain (Loss) Recognized ns
Hedging Instruments Regulatory Liabilities/Assets 2014 2013
Interes! ratc swaps Regulatery assets - noncurrent 3 4 S 4
Derivatives Designated ns Location of Guin (Loss) Recognized us
Cash Flow Hedges Repulatory Linbilities/Assets 2014 2013
Interest rate swaps Regulatory liabilities - noncurrent 3 10

(a)

2014 inclodes significant realized and unrealized losses on physical and financial commodity sales contracts due to the unusually cold weather.

(b) 2014 inctudes significant realized and unrcalized gains on physical and financial commodity purchase contracts due (o the unusually cold weather.

(PPL Energy Supply)

The following table presents the fair value and location of derivative instruments recorded on the Balance Sheets.

Current:
Price Risk Management
Assets/Liabilities {(a):
Commodity contracts
Tolal current
Noncurrent:
Price Risk Management
Assets/Liabilities (a):
Commodity contracts
Total nopcurrent
Total derivatives

(a)
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March 31, 2014

December 31,2013

Derivatives not designated  Derivatives not desighated

as hedging instruments as hedging instruments
Assets Liabilities Assets Liabilities

3 1.080 § 1211 $ 860 $ 750
1,080 1.211 860 750

a7 316 328 320

337 316 328 320

§ 1417 § 1,527 § 1.188 3§ 1.070

Represents the location on the Balance Sheets.
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The following tables present the pre-lax effect of derivative instruments recognized in income or OCI for the three months
ended March 31.

2014 2013
Gain (Loss) Gain (Loss)
Recognized Recopnized
in Income in Income
on Derivative on Derivative
Gain (Loss) (Ineffective Gain (Loss) (Incffective
Location of Reclassilied Portion and Reclassified Portion und
Derivative Gain Gains (Losses) from AQCI Amount from AQCI Amount
(Loss) Recognized in Recognized into Income  Excluded from  into Income  Excluded from
Derivative QCI (Effective Portion) in Income (Effective Effectiveness {EfTective Effectiveness
Relationships 2014 2013 on Derivative Portion) Testing) Portion) Testing)
Cash Flow Hedges:
Commodity contracts Unregulated
wholesale energy 3 | 3 67 3§ 1
Encrgy purchascs 7 (16)
Depreciation |
Total 5 9 3 51 % [
Derivatives Not Designated os Location of Gain (Loss) Recognized in
Hedging Instruments Income on Derivatives 2014 2013
Commodity contracis Unregulated wholesale encrgy {(a) 3 (3.044) 5 (706)
Unregulated retail energy {64) )]
Fuel n 1
Energy purchases (b) 2,364 586
Total $ (745) § (126)

(a) 2014 includes significant realized and unrealized losses on physical and financial commodity sales contracts due to the unuseally cold weather.
{b) 2014 includes significant realized and unrealized gains on physiczal and financial commodity purchase contracts due 1o the unusually cold weather.

({LKE)

The following table presents the pre-1ax effect of derivative instruments designated as cash flow hedges that are recognized in
regulatory liabilities for the three months ended March 31,

Derivatives Instruments Location of Gain (Loss) 2014 2013

Interest rate swaps Regulatory liabilities - noncurrent $ 10

{LG&E)

The following table presents the pre-tax effect of derivative instruments designated as cash flow hedges that are recognized in
regulatory liabilities for the three months ended March 31,

Derivative Instruments Location of Gain (Loss) 2014 2Nl

Interest ralc swaps Regulatory liabilities - noncurrent 3 h]

(KU}

The following table presents the pre-tax effect of derivative instruments designated as cash flow hedges that are recognized in
regulatory liabilities for the three months ended March 31,

Derivative Instruments Location of Gain {(Loss} 2014 2013

Interest rate swaps Regulatory liabilities - noncurrent $ 3
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(LKE and LG&E)

The following table presents the fair value and the location on the Balance Sheets of derivatives not designated as hedging
instruments.

March 31, 2014 December 31, 2013
Assets Linbilities Assets Liabilities
Current:
Price Risk Management
Asscis/Liabilivies (a):
Interest rate swaps 3 4 5 4
Total current 4 4
Noncurrent:
Price Risk Management
Assels/Liabilities (a):
Interesi rate swaps 36 32
Toial noncurrent 36 32
Total derivatives $ 40 3 36

(a) Represents the location on the Balance Sheets.

The following tables present the pre-tax effect of derivatives not designated as cash flow hedges thai are recognized in
income or regulatory assets for the three months ended March 31.

Derivative Instruments Location of Gain (Loss) 2014 2013

Interest rate swaps Interest cxpensc 5 (2) § (2)
Derivaltive Instruments Locution of Gain (Loss) 2014 2013

Interest rate swaps Regulatory assets - noncurrent 5 (4) $ 4

{All Registrants except PPL Electric and KU)
Offsetting Derivative Instruments

PPL, PPL. Energy Supply, LKE, LG&E and KU or certain of their subsidiaries have master nelting arrangements or similar
agreements in place including derivative clearing agreements with futures commission merchants (FCMs) to permit the
trading of cleared derivative products on one or more futures exchanges. The clearing arrangements permit an FCM 10 use
and apply any property in ils possession as a set off to pay amounts or discharge obligations owed by a customer upon defauh
of the customer and typically do not place any restrictions on the FCM’s use of collateral posted by the customer. PPL, PPL
Energy Supply, LKE, LG&E and KU and their subsidiaries also enter into agreemenis pursuant to which they trade certain
energy and other products. Under the agreements, upon termination of the agreement as a result of a default or other
termination event, the non-defaulting party typically would have a right to setoff amounts owed under the agreement against
any other obligations arising between the two partics (whether under the agreement or not), whether matured or contingent
and irrespective of the currency, place of payment or place of booking of the obligation.

PPL, PPL Energy Supply, LKE, LG&E and KU have elected not to offset derivative assets and liabilitics and not to offscl net
derivative positions against the right (o reclaim cash collateral pledged (an assct} or the obligation 10 return cash collateral
received {a liability) under derivatives agreements. The table below summarizes the derivative positions presented in the
balance sheets where a right of setoff ¢xists under these arrangements and related cash collaieral received or pledged.

Asscts Liabilitics
Eligible for Offset Eligible for Offset
Cash Cash
Derivative  Collateral Derivative  Collateral
Gross Instruments  Received Net Gross Instruments  Pledged Net
March 31, 2014 ’
rPL
Energy Commaodities 3 1417 $ 1.268 § 8 5 141§ 1.527 § 1.268 % 94 3 165
Treasury Derivatives 14 14 225 14 24 187
Total 3 1,431 S 1.282 § 8 8 141 $ 1752 § 1,282 8 118 $ 352
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Assets Liabilities

Eligible for Offsct Eligible for Offset
Cash Cash
Derivative  Collateral Derivative  Collateral
Gross Instruments  Received Net Gross Instruments  Pledged Net

PPL Energy Supply

Energy Commoditics $ 1417 § 1.268 § 8§ s 141 § 1,527 5 1,268 $ 94 3 165
LKE

Treasury Derivatives 3 40 3 20 § 20
LG&E

Treasury Derivatives $ 40 3 20 8 20
December 31, 2013
PPL

Energy Commeoditics $ 1.I1I88 § 912 3 73 269 3 1.070 % 912§ 1 8 157

Treasury Derivatives 91 61 30 174 61 23 90
Total $ 1,279 § 973 § 78 299 § 1.244 5 973 3§ 24 8 247
PPL Energy Supply

Energy Commaodities 3 1.188 § 912 § 7 5 269 3 1.070 $ 912 % 135 157
LKE

Treasury Derivatives 3 36 3 20 3 16
LG&E

Treasury Derivalives $ 6 3 20 S 16

Credit Risk-Related Contingent Features

Ceriain derivative contracts contain credit risk-related contingent features which, when in a net liability position, would
permit the counterparties to require the ransfer of additional collateral upon a decrease in the credit ratings of PPL, PPL
Encrgy Supply, LKE, LG&E and KU or certain of their subsidiaries. Most of these features would require the transfer of
additional collateral or permit the counterparty to terminate the contract if the applicable credit rating were to fall below
investment grade. Some of these features also would allow the counterparty to require additional coltateral upon cach
downgrade in the credit rating at levels that remain above investment grade. In cither case, if the applicable credit rating
were 1o fall below investment grade (i.c., below BBB- for S&P or Fitch, or Baa3 for Moody's), and assuming no assignment
to an invesiment grade affiliate were allowed, most of these credit contingent features require either immediate payment of
the net liability as a termination payment or immediate and ongoing full coltaleralization on derivative instruments in net
liability positions.

Additionally, certain derivative contracts contain credit risk-related contingent features that require adequate assurance of
performance be provided if the other party has reasonable concerns regarding the performance of PPL's obligation under the
contract. A counterparty demanding adequate assurance could require a transfer of additional collateral or other security,
including leters of credit, cash and guarantees from a creditworthy entity. This would typically involve negotiations among
the partics. However, amounts disclosed below represent assumed immediate payment or immediate and ongoing [ull
collateratization for derivative instruments in net liability positions with "adequate assurance” features.

At March 31, 2014, the effect of a decrease in credit ratings below investment grade on derivative contracts that conlain
credit risk-related contingent features and were in a net liability position is summarized as follows:

PPL
PPL Energy Supply LKE LG&E
Aggregate fair vatue of derivative instruments in a net liability
position with credit risk-related contingent features S 339 3§ 168 % 27 3 7
Aggregate fair value of collateral posied on these derivative insiruments 57 36 21 2t
Aggregalc [air value of additional collateral requirements in the cvent of
a credit downgrade below invesunent grade (a) 363 200 7 7

(a) Includes the effect of net receivables and payables already recorded on the Balance Sheet,
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15. Goodwill
(PPL)

The change in the carrying amount of goodwill for the three months ended March 31, 2014 was due to the effect of foreign
currency cxchange rates on the U.K. Regulated segment.

16. Asset Retirement Obligations
{All Registrants except PPL Electric)

The changes in the carrying amounts of AROs were as follows,

PPL
PPL Energy Supply LKE LG&E KU
Balance a1t December 31, 2013 3 705 0§ 404 3 252§ 4§ 178
Accretion expense 1 8 3 1 2
Changes in estimated cash flow or scilement date 4 4 1 3
Effect of foreign curmency exchange rates i
Obligations seuled (3) (2) {1) (n
Balance at March 31, 2014 : 3 718 S 410 3 258 8§ 75 S 183

Substantially all of the ARO balances are classified as noncurrent at March 31, 2014 and December 31, 2013.

(PPL and PPL Energy Supply}

The most significant ARQ recorded by PPL Energy Supply relates to the decommissioning of the Susquehanna nuclear plant.
Assels in the NDT funds are legally restricted for purposes of setiling this ARQ. Sec Notes 13 and 17 for additional
information on these assels.

(PPL, LKE, LG&E and KU)

LG&E's and KU's accretion and depreciation expensc are recorded as a regulatory assel, such that there is no net earnings
impact.

17. Available-for-Sale Securities

{PPL and PPL Energy Supply)

Securitics held by the NDT funds and auction rate securities are classified as available-for-sale. Available-for-sale securitics
are carricd on the Balance Sheets at fair value. Unrealized gains and losses on these securities are reported, net of tax, in OCI
or arc recognized currently in carnings when a decline in fair value is determined to be other-than-temporary. The specific
identification method is uscd to calculale realized gains and losses.

The following 1able shows the amortized cost, the gross unrealized gains and losses recorded in AOCI and the fair valuc of
available-lor-sale securities.

March 31, 2014 December 31, 2013
Gross Gross Gross Gross
Amortized Unrealized Unrealized Amortized Unrealized Unrealized
Cost Gains Losses Fair Value Cost Gains Losses Fair Value
NDT funds;
PPL and PPL Encrgy Supply
Cash and cash equivalents 3 13 3 13 3 14 13 14
Equity sccurities 271 s 368 639 265 % 363 628
Debt sccurities 218 9 3 1 226 217 78 3 221
Receivables/payables, net 1 ! 1 1
Total NDT lunds $ 503 $ 377 1 § 879 § 497 § 370 $ 3 35 864
Auction rate securities:
PPL $ 17 3 138 16 § 20 $ (-3 19
PPL Energy Supply 14 1 13 17 | 16

ppl 10q_3- 14_Final As Filed.docx 84




See Note 13 for details on the securitics held by the NDT funds

There were no sccurities with credit losses at March 31, 2014 and December 31, 2013,

The following table shows the scheduled maturity dales of debt securitics held at March 31, 2014,

Maturity Maturity Maturity Maturity
Less Than 1-5 6-10 in Excess
1 Yeur Years Years of 10 Years Tatal

PPL
Amontized cost $ 1m s g8 S 57 % 79 235
Fair value 11 90 59 82 242
PPL Encrgy Supply
Amortized cost 3 I3 8 3 51 % 76 232
Fair value 1 90 59 79 239

The following table shows proceeds from and realized gains and losses on sales of available-for-sale securities for the periods

ended March 31.

Three Months
2014 2013
PPL and PPL Encrgy Supply
Proceeds from sales of NDT securitics (a) $ 27 24
Other proceeds from sales 3
Gross realized gains (b) 3 4
Gross rcalized losses (b) | 2
(a) Thesc procecds are used 1o pay income taxes and fees related to managing the trust. Remaining proceeds are reinvested in the trust.
(b) Excludes the impact of other-than-temporary impairment charges recognized on the Statements of Income.
18. Accumulated Other Comprehensive Income (Loss)
(PPL and PPL Energy Supply)
The after-tax changes in AOCI by component for the three months ended March 31 were as follows.
Foreign Unrealized pains (losses) Defined benefit plans
currency Available- Equity Prior Actuarial  Transition
trunstution for-sale Qualifying investees' service guin asset
adjustments securitics derivatives AQCI costs (loss) {obligation) Total

PPL
December 31, 2012 3 (149) $ 112 38 132§ 1§ (14) § {2023) S5 3 (1.940)
Amounts arising during the period (245) 23 62 (160)
Reclassifications from AOCI (1) (80) | 34 (46)
Net OCI during the period (245) 22 (18) I M (206)
March 31, 2013 $ (394) $ 134 35 114 3 | 8 (13) 3 (198 § (2,146)
December 31, 2013 $ (11) § 173 % 94 3 1 § 6 3 (817 S (1.565)
Amounis arising during the period 131 5 (46) S0
Reclassifications from AOCI {1 19 1 27 46
Net OCI during the period 131 4 (27 | 27 136
March 31,2014 3 120 § 177§ 67 $ 1 3 (5) 3 (1.790) $ (1.429)
PPL Energy Supply
December 31,2012 $ 12 % 211 $ (10 S (265) 48
Amounts arising during the period 23 23
Reclassifications from AOC] (1) (30) | 4 (26)
Net OCI during the period 22 (30) t 4 (%))
March 31,2013 $ 134 § 181 3 @ § (261) 45
December 31, 2013 $ 173 8 88 s {4) $ {180) 3 77
Amounts arising during the period ] 5
Reclassifications from AQCI (1)) (5) i | (4)
Net OCI during the period 4 (5) i 1 1
March 31, 2014 3 177 % 83 b (3) $ (179) 78
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The following tabie presents the gains (losses) and related income taxes for reclassifications from AOCI for the three months
ended March 31. The defined benefit plan components of AQCI are not reflected in their entirety in the statement of income
during the period; rather, they are included in the computation of net periodic defined benefit costs (credits). See Note 9 for

additional information.

2014
Affected Line Item on the Statements of Income
Other
Unregulated Income
Wholesale Energy Interest (Expensce), Total Income Total
Details about AQCI energy purchases Expense net Other Pre-tnx Taxes Aflter-lnx
PPL
Available-for-sale sccurities S 2 $ 2 8 (1) § 1
Qualifying derivatives
Interest rate swaps $ 3) (3} 2 (1)
Cross-currency swaps 29 (29) 6 (23)
Energy Commoditics 3 P $ 7 3 1 g {4) 5
Total S 1§ 7 3 3) 3 {29y $ 1 (23) 4 (19)
Defined benefit plans
Prior scrvice costs (2 1 n
Nel actuarial loss {36} 9 (27)
Total s (38) $ 10 (28)
Total reclassifications 3 (46)
PPL Encrgy Supply
Available-for-sale sccuritics 3 2 $ 2 % (1 3 1
Qualifying derivatives
Energy Commodities $ 13 7 $ 1 9 {4) 5
Defined benefit plans )
Pricr service costs (2) 1 (1)
Net actuarial loss (2) i n
Total $ ) 3 2 (2)
Total reclassifications 5 4
2013
Affected Line Item on the Statements of Income
Other
Unregulated Income
Wholesale Energy Interest {Expense), Total Income Totul
Details about AQCI encrgy purchases Expense nel Other Pre-tax Taxes Alter-tax
PPL
Available-for-sale securities 3 2 $ 2§ (1) 3 1
Qualifying dervatives
[nterest rale swaps 5 (5) (5) 2 (3
Cross-currency swaps 69 69 (7N 52
Energy Commoditics S 67 S (16) 51 (20) 31
Tolal $ 67 3 (16) 3 {(5) § 69 115 {35) 80
Defined benefit plans
Prior service costs - (2) 1 (1)
Nel actuarial loss @7n 13 (34)
‘Total $ (49) $ 14 (35)
Total rectassifications % 46
PPL, Energy Supply
Available-lor-sale securities $ 2 s 2 3% {n § |
Qualifying derivalives
Encrgy Commodities 3 67 § (16) 51 {21) 30
Defined benefit plans
Prior service costs (2) | [4)]
Nel actuarial loss (6) 2 (4)
Total $ (8) 8 3 (5)
Total reclassifications $ 26
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19. New Accounting Guidance Pending Adoption
(All Registrants)

Reporting of Discontinued Operations

In April 2014, the Financial Accounting Standards Board issued accounling guidance that changes the criteria for
determining what should be classified as a discontinued operation and also changes the rclated presentation and disclosure
requirements. A discontinued operation may include a component of an cntity or a group of components of an entity, or a
business activity.

A disposal of a component of an entity ot a group of components of an entity is required 1o be reported in discontinued
operations if the disposal represents a strategic shift that has (or will have) a major effect on the entity's operations and
financial resulls when any of the following occurs: (1) The components of an enlity or group of componcnts of an entity
meets the crileria 1o be classifed as held for sale, (2) The component of an entity or group of components of an entity is
disposed of by sale, or (3) The component of an entity or group of components of an entity is disposed of other than by sale
(for example, by abandonment or in a distribution 10 owners in a spinofT).

For public business cntilies, this guidance should be applicd prospectively Lo all disposals (or classifications as held for sale)
of components of an entity that occur within the annual periods beginning on or after December 15, 2014, and interim periods

within those years. Early adoption is permitted.

The Registrants are assessing in which period they will adopt this new guidance. The new guidance will impact the amounts
presenied as discontinued operations on the Siatements of Income and will enhance the related disclosure requirements.
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Item 2. Combined Management's Discussion and Analysis of Financial Condition and Results of
Cperations

(All Registrants)

This Item 2. "Combincd Management's Discussion and Analysis of Financial Condition and Results of Operations” is separatcly
filed by PPL Corporation and cach of its Subsidiary Registrants. Information contained herein relating to any individual
Registrant is filed by such Registrant solely on its own behalf, and no Registrant makes any representation as (o information
relating to any other Registrant. The specific Registrant to which disclosures are applicable is identified in parcnthetical
headings in italics abovce the applicable disclasure or within the applicable disclosure for each Registrant’s related activities and
disclosures. Within combined disclosures, amounts are disclosed for any Registrant when significant.

The following should be read in conjunction with the Registrants’ Condensed Consotidated Financial Statements and the
accompanying Notes and with the Registrants’ 2013 Form 10-K. Capilalized terms and abbreviations are defined in the
glossary. Dollars are in millions, except per share data, unless otherwise noted,

"Management’s Discussion and Analysis of Financial Condition and Results of Operations” includes the following
information:

e "QOvervicw" provides a description of each Registrant's business strategy, a summary of PPL's earnings, a
P 4 ¥ 2

description of key factors expected to impact future earnings and a discussion of important financial and operational
developments.

¢ "Results of Operations” for PPL provides a more detailed analysis of earnings by segment, and for the Subsidiary
Registranis includes a summary of earnings. For all Registrants, "Margins” provides explanations of non-GAAP
financial measurcs and "Statement of Income Analysis” addresses significant changes in principal items on the
Statements of Income, comparing the three months ended March 31, 2014 with 2013.

e “Financial Condition - Liquidity and Capital Resources” provides an analysis of the Registrants' liquidity positions
and credit profiles. This section also includes a discussion of raling agency actions.

s "Financial Condition - Risk Management” provides an explanation of the Registrants’ risk management programs
relating to market and credit risk.

Overview
Introduction

(PPL)

PPL., headquartered in Allentown, Pennsylvania, is an energy and utility holding company. Through subsidiarics, PPL
delivers electricity to customers in the UK., Pennsylvania, Kentucky, Virginia and Tennessce; delivers natural gas to
customers in Kentucky; generates electricity from power plants in the northeastern, northwestern and southcastern U.S.; and
markets wholesale or retail energy primarily in the northeastern and northwestern portions of the U.S,
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PPL's principal subsidiaries are shown below (* denotes an SEC registrant):

PPL Corporation*

PPL Capital Funding

| 1 | 1

PPL Global LKE* PPL Electric* PPL Energy Supply*
» Engages in the ® Engages in the

regulated distabution regulated

of electricity in the transmission and

UK, distribution of
electicity in
Pennsylvania

| : 1
| : 1 : | : 1
LG&E* : KuU* : PPL EnergyPlus : PPL Generation
* Engages in the : * Engages in the « | * Performs energy ' & Engages in the

regulated ganeration,
transmission,
distribution and sale of

regulated generation, H marketing and trading : competilive generation
lransmission, ' activities of eleciricity, primadily in
distribution and sale of \ | » Purchases iuel Pennsylvania and

alectricity, and electricity, primarity in Montana
distribution and sale of Kentucky .
: natural gas in Kentucky '
U.K. Regulated Kentucky Regulated Pennsylvania Supply
Segment Segment Reguiated Segment Segment

PPL's reportable segments’ results primarily represent the resulis of its related Subsidiary Registrants, except that the
reportable segments are also allocated certain corporate level financing and other costs that are not included in the results of
the applicable Subsidiary Registrants. The U.K. Regulated segment does not have a related Subsidiary Registrant.

(PPL Energy Supply)

PPL Energy Supply, headquartered in Allentown, Pennsylvania, is an indircct wholly owned subsidiary of PPL and is an
energy company that through its principal subsidiaries is primarily engaged in the competitive generation and marketing of
electricity in two key markets: Lhe northeastern and northwestern U.S. PPL Energy Supply's principal subsidiaries are PPL
EnergyPlus, its marketing and trading subsidiary, and PPL Generation, the owner of ils generating facilities in Pennsylvania
and Montana.

(PPL Elecrric)

PPL Eleclric, headquartered in Allentown, Pennsylvania, is a direct wholly owned subsidiary of PPL and a regulated public
utility that is an electricity transmission and ciistribution service provider in eastern and central Pennsylvania. PPL Electric is
subject to regulation as a public utility by the PUC, and certain of its transmission activitics are subject 1o the jurisdiction of
FERC under the Federal Power Act. PPL Electric delivers electricity in its Pennsylvania service area and provides electricity
supply to retail customers in that arca as a PLR under the Customer Choice Act.

(LKE)

LKE, headquartered in Louisville, Kentucky, is a wholly owned subsidiary of PPL and a holding company that owns
regulated utility operations through its subsidiaries, LG&E and KU, which constitute substantially all of LKE’s assets.
LG&E and KU are engaged in the generation, transmission, distribution and sale of efectricity. LG&E also engages in the
distribution and sale of natural gas. LG&E and KU maintain their separate corporale identitics and scrve customers in
Kentucky under their respective names. KU also serves customers in Virginia under the Old Dominion Power name and in
Tennessee under the KU name.

(LG&E)

LG&E, headquartered in Louisville, Kentucky, is a wholly owned subsidiary of LKE and a regulated utility engaged in the
generation, transmission, distribution and sale of electricity and distribution and salc of natural gas in Kentucky. LG&E is

ppl10q_3-14_Final As Filed.docx 89




subject to regulation as a public utility by the KPSC, and certain of its transmission aclivities are subject to the jurisdiction of
the FERC under the Federal Power Act.

(KU)

KU, headquartered in Lexinglon, Kentucky, is a wholly owned subsidiary of LKE and a regulated utility engaged in the
generation, transmission, distribution and sale of electricity in Kentucky, Virginia and Tennessee. KU is subject to regulation
as a public utility by the KPSC, the VSCC and the TRA, and certain of its transmission and wholcsale power aclivilies are
subject to the jurisdiction of the FERC under the Federal Power Act. KU serves its Virginia customers under the Old
Dominion Power name and its Kentucky and Tennessce customers under the KU name.

Business Strategy
(All Registrants except PPL Energy Supply)

The strategy for the regulated businesses of WPD, PPL Elcetric, LKE, LG&E and KU is to provide cfficient, reliable and safe
operations and sirong customer service, maintain constructive regulatory relationships and achicve timely recovery of costs.
These regulated businesses also focus on providing competitively priced energy to customers and achieving stable, long-term
growth in earnings and rate base, or RAV, as applicable. Both rate base and RAV are expected to grow for the foreseeable
future as a result of significant capilal expenditure programs to maintain existing assets and 10 improve sysiem reliability and,
for LKE, LG&E and KU, 10 comply with federal and state environmental regulations related to electricity generalion
facilities. Future RAV for WPD will also be affected by RIIO-ED1, effective Apnl 1, 20135, as the recovery period for asscts
placed in service afier that date will be extended from 20 10 45 years. See "Other Financial and Operational Developmenis -
RIIO-ED1 - Fast Tracking" below for addilional information.

Recovery of capilal project costs is attained through various rate-making mechanisms, including periodic base rale case
proceedings, FERC formula ratc mechanisms, and other regulatory agency-approved recovery mechanisms, In Kentucky, the
KPSC has adopted a series of regulatory mechanisms (ECR, DSM, GLT, fuel adjusiment clause, gas supply clause and
recovery on cerlain construction work-in-progress) that reduce regulatory lag and provide for timely recovery of prudently
incurred costs. In Pennsylvania, the FERC transmission formula rate, DSIC mechanism and other recovery mechanisms are
in place to reduce regulatory lag and provide for timely recovery of prudently incurred costs. Sce "ltem 1. Business -
Segment Information - U.K. Regulated Segment - Revenues and Regulation” in PPL's 2013 Form 10-K for changes to the
regulatory framework in the UK. applicable 1o WPD beginning in April 2015.

(PPL and PPL Energy Supply)

The strategy lor PPL Energy Supply is to optimize the value from its competitive generation asset and marketing portfolios
while mitigating near-term volatility in both cash flows and earnings. PPL Encrgy Supply endeavors 1o do this by maiching
energy supply with load, or customer demand, under contracis of varying duralions with creditworthy counterparties (o
capture profits while effectively managing exposure to energy and fuel price volalility, counterparty credit risk and
operational risk. PPL Energy Supply is focused on maintaining profitability during the current and projecied period of low
energy and capacity prices. See "Financial and Operational Developments - Economic and Markel Conditions™ below for
additicnal information.

(PPL)

Earnings gencraled by PPL's U K. subsidiaries are subject to foreign currency translation risk. The U.K. subsidiaries also
have currency exposure to the U.S. dollar 1o the extent they have U.S. dollar denominated debt. To manage these risks, PPL
generally uses contracts such as forwards, options and cross currency swaps that contain characteristics of both interest rate
and foreign currency exchange contracis.

(All Registrants)

To manage linancing costs and access to credit markets, and 1o fund capital expenditures, a key objective of the Registrants is
10 maintain targeied credit profiles and liquidity positions. In addition, the Registrants have financial and operational risk
management programs that, among other things, are designed 10 monitor and manage exposure to carnings and cash flow
volatility related to, as applicable, changes in energy and fuel pricces, intcrest rates, counterparty credit quality and the
operating performance of generating units. To manage these risks, PPL gencerally uses contracts such as forwards, options
and swaps.
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Financial and Operational Developments

Earnings (PPL)

PPL’s carnings by reportable segment for the period ended March 31 were as follows.

Three Months
2014 2013 % Change
U.K, Regulaed $ 206 3§ 313 (34)
Kentucky Regulated 107 85 26
Pennsylvania Regulated 85 64 33
Supply (15) (45) 63
Corporatc and Other (a) (7 (3) 133
Net Income Anributable 10 PPL Shareowners S 316§ 413 {23)
EPS - basic 5 050 § 0.70 (29}
EPS - diluted (b) 5 049 3 0.65 (25}

{a) Primarily represents financing and certain other costs incurred at the corporale level that have not been allocated or assigned to the segments, which are
presented 1o recencile segment information o PPL's consolidated results.
{b) See 2011 Equity Units” below and Note 4 10 the Financial Statements for information on the Equity Units” impact on the calculation of diluted EPS.

The following alier-1ax gains (losses), in total, which management considers special items, impacted PPL’s reportable
segments' results for the period ended March 31. Sec PPL's "Results of Operations - Segment Earnings” for details of these

special items.

Three Months

2014 2013
UK. Regulaed 5 (58) § 75
Kentucky Regulated 1
Supply (149) (17
Total PPL 5 207 § {41)

The changes in PPL's reportable segments results for the three months ended March 31, 2014 compared with 2013, excluding
the impact of special items, were due (o the Tollowing factors {on an afier-1ax basis):

e Increase at the U.K. Regulated segment primarily due 10 higher utility revenues driven by an April 1, 2013 price increase,
and lower pension expense, partially offsel by lower sales volumes due to weather, and higher depreciation.

® Increase atl the Kentucky Regulated segment primarily due (o higher sales volumes due to unusually cold weather and
returns from additional environmental capital investments, partialty offset by higher operation and maintenance expense.

® Increase al the Pennsylvania Regulated segment primarily due to higher transmission margins from additional capital
investments, higher distribution margins due to unusually cold weather, and a benefit from a change in estimate of a
regulalory liability.

& Relatively flat at the Supply segment primarily due o higher capacity prices, net benefits from unusually cold weather
and lower interest cxpense, offset by lower baseload energy prices and the timing of a planned outage at the Susquehanna
nuclcar power plant.

See “Results of Operations” below for further discussion of PPL's reportable scgments and analysis of results of operations.

2014 Outlook
(PPL)

Excluding special itcms, lower carnings are expected in 2014 compared with 2013. The factors underlying these projections
by segmeni and Subsidiary Registrant are discussed below (on an after-lax basis).

{PPL’s U.K. Regulated Segmeni)
Excluding special items, higher earnings are projected in 2014 compared with 2013, primarily driven by higher electricity

delivery revenue and lower pension expense, partially offset by higher income taxes, higher depreciation and higher
linancing cosls.
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(PPL's Kentucky Regulated Segment and LKE, LG&EE and KU)

Excluding special items, lower carnings are projected in 2014 compared with 2013, primarily driven by higher operation and
maintenance expense, higher depreciation and higher (inancing costs, partially offsct by returns on additional environmental
capital investments and increased sales volumes.

(PPL's Pennsylvania Regulated Segment and PPL Electric)

Excluding special items, higher earnings are projected in 2014 compared with 2013, primarily driven by higher transmission
margins and returns on disiribution improvement capital spending, partially offset by higher financing costs and higher
income taxes.

(PPL's Supply Segment and PPL Energy Supply)

Excluding special itcms, lower earnings are projected in 2014 compared with 2013, primarily driven by lower encrgy and
capacily prices, partially offset by the net realized benefits from unusually cold winter weather, lower financing costs and
lower income laxcs.

(All Registranis)

Earnings in fulure periods are subjeclt to various risks and uncertainties. See "Forward-Looking Information,” the rest of this
Item 2, Notes 6 and 10 to the Financial Siatements in this Form 10-Q (as applicable) and "ltem |. Business™ and "ltem 1A.
Risk Factors” in the Registrants' 2013 Form 10-K for a discussion of the risks, uncertaintics and factors that may impact
future carnings.

QOther Financial and Operational Developments

Economic and Market Conditions
(PPL and PPL Energy Supply)

Over the last few years, depressed wholesale market prices for eleciricity and natural gas have resulied from general weak
economic conditions and other factors, including the impact of expanded domestic shale gas development and additional
renewable energy sources. During the first quarter of 2014, the PJM region experienced unusually cold weather conditions,
higher demand and congestion patlerns that increased naturat gas and electricity prices in spot and near-term forward
markels.

See "Margins - Changes in Non-GAAP Financial Measures - Unregulated Gross Encrgy Margins” below for additional
information on encrgy margins. Full year 2014 energy margins are still projected 10 be lower compared with 2013 due to a
higher average hedge price in 2013, partially offset by higher pricing on unhedged generation. PPL Energy Supply continues
to review its business and operational plans, including capital and operation and maintenance expenditures, its hedging
strategies and potential plant modifications 10 burn lower cost fuels.

{All Registrants except PPL Electric)

The businesses of PPL Energy Supply, LKE, LG&E and KU are subject 1o extensive federal, state and Jocal environmental
laws, rulcs and regulations, including those pertaining to coal combustion residuals, GHG, effluent limitation guidelines and
MATS. Sce "Financial Condition - Environmental Matters” below for additional information on these requirements. These
and other stringent environmental requirements, combined with low encrgy margins for competitive generation, have led
several cnergy companies, including PPL, PPL Energy Supply, LKE, LG&E and KU, to announce plans to either temporarily
or permanently close, or place in long-term reserve status, and/or impair certain of their coal-fired generating plants during
2012 and 2013.

(PPL and PPL Energy Supply)
In September 2013, PPL Montana executed a definitive agreement 1o sell to NorthWestern 633 MW of hydroclectric
generation facilities located in Montana for $900 million in cash, subjcct to certain adjustments. In April 2014, the U.S.

Department of Justice and Federal Trade Commission granted early termination of PPL Montana's and NorthWestern's
notifications under the Hart-Scott-Rodino Antitrust Improvements Act of 1976. The sale remains subject to closing
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conditions, including receipt of regulatory approvals by the FERC and the Montana Public Service Commission and certain
third-party consents. The salc is not expected 1o close before the second halfl of 2014.

PPL Encrgy Supply believes its competitive coal-fired generation assets in Pennsylvania are well positioned to meet current
environmental requirements based on prior and planned investments. However, the current levels of energy and capacity
prices in PIM, as well as management's forward view of these prices using its fundamental pricing models, continue 1o
challenge the recoverability of PPL Energy Supply's investment in its Pennsylvania coal-fired generation assets. In the fourth
quarter of 2013, management tested the Brunner Island and Montour plants for impairment and concluded neither was
impaired as of December 31, 2013, The recoverability test was very sensitive Lo forward energy and capacity price
assumptions, as well as forecasted operation and maintenance and capital spending. Therefore, a further decline in forecasted
long-term energy or capacily prices or changes in environmental laws requiring additional capital or operation and
maintenance e¢xpenditures, could negatively impact PPL Energy Supply’s operations of these facilities and potentially result
in future impairment charges for some or all of the carrying value of these plants. There were no events or changes in
circumstances that indicatled a recoverability test was required in the first quarter of 2014. However, PPL Encrgy Supply will
be closely monitoring the PIM capacity auction results in May 2014, which could require a recoverability lest to be
performed in the second quarter of 2014. The carrying value of the Pennsylvania coal-fired generation assets was $2.6
billion as of March 31, 2014 ($!.4 billion for Brunner Island and $1.2 billion for Montour). '

{All Regisiranis)

The Registrants cannot predict the impact that future economic and market conditions and regulatory requirements may have
on their financial condition or results of operations.

(PPL)
Ofgem Review of Line Loss Calculation

In March 2014, Ofgem issued its final decision on the methodology to be used by all network operators to calculate the final
line loss incentives and penaltics for the DPCR4, which cnded in March 2010. As a result, WPD recorded an increase of $65
million 1o its existing liability with a reduction te "Utility" revenue on the Statement of Income. WPD's total recorded
liability at March 31, 2014 was $115 million, ncarly all of which will be refunded to customers beginning April 1, 2015
through March 31, 2019. See Note 6 1o the Financial Statements for additional information.

RIO-ED1 - Fast Tracking

In February 2014, WPD elected 1o accept the decision of Ofgem to sct the real cost of equity to be used during the RIIO-ED1
period at 6.4% compared 10 6.7% proposed by WPD, and remain in the fast-track process. The change in the cost of cquity is
not expected (o have a significant impact on the results of operations for PPL. Also, in February 2014, Ofgem published
formal confirmation that WPD's Business Plans submitted by its four DNOs have been accepied as submitied, or "fast-
tracked,” for the 8-year price control period starting April 1, 2015. Fast tracking affords several benefits to the WPD DNOs
including the ability 1o collect additional revenue equivalent to 2.5% of total annual expenditure during the 8-year price
control period, or approximately $35 million annually, greater revenue certainty and a higher level of cost savings retention.
Sec "Item 1. Business - Segment Information - U.K. Regulated Segment” of PPL's 2013 Form 10-K for additional
information on RHO-EDI.

2011 Equity Units

In March 2014, PPL Capital Funding remarketed $978 million of 4.32% Junior Subordinated Notes due 2019 that were
originally issued in April 2011 as a component of PPL's 2011 Equity Units. In connection with the remarketing, PPL. Capital
Funding retired $228 million of the 4.32% Junior Subordinated Notes duec 2019 and issued $350 million of 2.189% Junior
Subordinated Notes due 2017 and $400 million 3.184% of Junior Subordinated Notes due 2019. Simultancously the newly
issued notes were exchanged for $350 million of 3.95% Scnior Notes due 2024 and $400 million of 5.00% Senior Notes due
2044. Additionally, on May 1, 2014, PPL issued 31.7 milfion shares of common stock at $30.86 per share 1o seitle the 2011
Purchase Contracts. PPL received net cash proceeds of $978 mitlion, which will be used 10 repay shori-term debt and for
general corporate purposes.

Kerr Dam Project Arbitration Decision and Impairment {PPL Energy Supply)
PPL. Montana holds a joint operating license issued for the Kerr Dam Project. The license extends until 2035 and, between

2015 and 2025, the Confederated Salish and Kootenai Tribes of the Flathead Nation (the Tribes) have the option 10 purchase,
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hold and operate the Kerr Dam Project. The parties submitied the issue of the appropriate amount of the conveyance price to
arbitration in February 2013. In March 2014, the arbitration panel issucd its final decision holding that the conveyance price
payable by ihe Tribes 10 PPL Montana is $18 million. As a result of the decision, PPL Energy Supply performed a
recoverabilily test on the Kerr Dam Project and recorded an impairment charge of $18 million (810 million after-tax} to
reduce the carrying amount 1o its fair value of $29 million. See Note 13 to the Financial Statements for additional
information.

Susquehanna Turbine Blade Inspection (PPL and PPL Energy Supply)

PPL Susquchanna continues 10 make modifications to address the causes of wurbine blade cracking at the PPL Susquehanna
nuclear plant that was first identified in 2011. In March 2014, Unit 2 completed its planned wrbine inspection outage 10
replace blades. Unit | began ils planned refucling and turbine inspection outage in April 2014, Similar blade replacements
are planned and modifications will also be implemented (0 reduce the likelihood of blade cracking, including the installation
of shorter last stage blades on one of the LP turbines. PPL Susquehanna will continue to monitor blade performance and
work with the wrbine manufacturer to identily and resolve the issues causing the blade cracking.

Storm Damage Expense Rider (SDER) (PPL Electric)

In its December 28, 2012 final rate case order, the PUC directed PPL Electric 1o file a proposcd SDER. In March 2013, PPL
Electric filed its proposed SDER with the PUC and, as part of that filing, requested recovery of the 2012 qualifying storm
costs related to Hurricane Sandy. On April 3, 2014, the PUC issued a lnal order approving the SDER. The SDER will be
effective January 1, 2015 and will initially include actual storm costs compared to collections from December 2013 through
November 2014. As a result of the order, PPL Electric reduced its regulatory liability by $12 million related to collections in
excess of costs incurred from January 1, 2013 to November 30, 2013 that are not required to be refunded 1o cusiomers. Also,
as part of the order, PPL Electric can recover Hurricane Sandy storm damage costs through the SDER over a three-year
period beginning January 2015. See "Pennsylvania Activities - Storm Damage Expense Rider” in Note 6 10 the Financial
Statements for additional informaltion.

FERC Formula Rates (LKE and KU}

In September 2013, KU filed an application with the FERC to adjust the formula rate under which KU provides wholesale
requirements power sales 10 12 municipal customers. Among other changes, the application requests an amended formula
whereby KU would charge cost-based rates with a subsequent true-up to actual costs, replacing the current formula which
docs not include a true-up. KU's application proposed an authorized return on equity of 10.7%. Certain clements, including
the new lormula rate, became effcctive April 23, 2014 subject to refund. In April 2014, FERC accepted a motion filed by
KU requesting a delay unti! mid-June of the effectiveness of other elements, including updated termination notice periods,
new credit and uncoliectible charge provisions. Also in April 2014, ninc municipalities submiticd notices of termination,
under the original notice period provisions, to cease taking power under the wholesale requirements contracts, such
terminations to be cffective in 2019, except in the case of one municipality with a conditional 2017 effective date. The
partics are continuing scttlement negotiations. KU cannot currently predict the outcome of the proceeding or related matters.

Results of Operations

{PPL)

The discussion for PPL provides a review of results by reportable segment. The "Margins” discussion provides explanations
of non-GAAP financial measurcs (Kentucky Gross Margins, Pennsylvania Gross Delivery Margins and Unregulated Gross
Energy Margins) and a reconciliation of non-GAAP financial measures to "Operating Income.” The "Statement of Income
Analysis" discussion addresses significant changes in principal line items on PPL's Statements of Income, comparing the
three months ended March 31, 2014 with 2013, "Segment Earnings, Margins and Statement of Income Analysis” is
presenied separately for PPL.

Tables analyzing changes in amounts between periods within "Segment Earnings™ and "Statement of Income Analysis™ are
presented on a constant U.K. forcign currency exchange rate basis, where applicable, in order to isolate the impact of the
change in the exchange rate on the ilem being explained. Results compuied on a constant U.K. forcign currency exchange
rate basis are calculated by translating current year results at the prior year weighted-average U.K. foreign currency exchange
rate.
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{Subsidiary Registranis)

The discussion for cach of PPL Energy Supply, PPL Electric, LKE, LG&E and KU provides a summary of earnings. The
"Margins" discussion includes a reconciliation of non-GAAP financial measures to "Operating Income” and "Statement of
Income Analysis” addresses significant changes in principal line items on the Statements of Income comparing the three
months ended March 31, 2014 with 2013. "Earnings, Margins and Statlement of Income Analysis” ar¢ prescnled separately
for PPL Energy Supply, PPL Electric, LKE, LG&E and KU.

{All Registrants)

The results for interim periods can be disproportionately influenced by numerous factors and developments and by seasonal
variations. As such, the results of operations for interim periods do not necessarily indicate results or trends for the year or
future periods.

PPL Segment Earnings, Margins and Statement of Income Analysis

Segment Earnings

U.K. Requlated Segment

The U.K. Regulated segment consists of PPL Global which primarily includes WPD's regulated clectricity distribution
operations and ceriain cosls, such as U.S. income taxes, administrative costs and allocated financing costs. The U.K.
Regulated segment represents 65% of Net Income Attributable to PPL Sharcowners for the three months ended March 31,
2014 and 34% of PPL's asscts at March 31, 2014,

Net Income Altributable 1o PPL Shareowners for the periods ended March 31 includes the following results:

Three Months
2014 2013 % Chunge

Utility revenues 5 637 3 638
Energy-related businesses 11 i0 10

Total operating revenues 648 648
Other operation and maintenance 108 17 (8)
Depreciation 83 74 12
Taxes. other than income 38 37 3
Energy-relaled businesses 7 7

Total operating cxpenses 236 235
Other Income {Expense} - net (24) 120 (120)
Interest Expense 122 107 14
Income Taxes 60 113 an
Nel Income Atiributable to PPL Sharcowners S 206 3 313 (34)

The changes in the resulls of the U.K. Regulated segment between these periods were due to the factors set forth below,

which reflect certain items that management considers special and effects of foreign currency exchange on scparate lines
within the table and not in their respective Statement of Income line items.: See below for additional detail of the special
items.

Three Months

U.K.
Unility revenucs $ 40
Other operation and maintenance 7
Depreciation (6)
Intercst expense (4)
Other (3)
Income taxes {3
u.s.
Inierest expense and other 3)
Income taxes )
Forcign currency exchange, afier-tax 2
Special items, after-tax (133)
Total 3 (107)
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» Higher utility revenues were primarily due 1o a $68 miliion impact from the April |, 2013 price increase, partially offset
by $24 miilion of lower volume due primarily to weather.

Q « Lower other operation and maintenance was primarily due to $9 million of lower pension expense and $6 million of lower
cngincering management expense, partially offset by $9 million of higher network maintenance expense.

e Higher depreciation expense was primarily due to PP&E additions.

The foltowing after-tax gains (losses), which management considers special ilems, also impacted the U.K. Regulated
segmenl's resulls during the periods ended March 31.

Income Statement Three Months
Line ltem 2014 2013

Forcign currency-related economic hedges. net of 1ax of $3, ($42) (a) Other Income (Expense) - net $ ©) $ 78
WPD Midtands acquisition-related adjustments:

Separation benefits, net of 1ax of $0, 51 Other operation and mainicnance (n

Other acquisition-related adjustments, net of 1ax of $0, 30 Other operation and maimenance 2
QOther:

Change in WPD line loss accrual. net of tax of $13. $0(h) Utility {52)
Total s 58) § 75

(2) Represents unrealized gains (losses) on contracts that cconomically hedge anticipated GBP-denominated eamnings.
{b) In March 2014, Ofgem issued its final decision on the DPCR4 linc toss incentives and penalties mechanism. As a result, WPD increased its existing
liability by $65 million for over-recovery of line losses. See Nolte 6 to the Financial Siatements for additional information.

Kentucky Requlated Segment

The Kentucky Regulated scgment consists primarily of LKE's regulated electricity generation, ransmission and distribution
operations of LG&E and KU, as well as LG&E's regulated distribution and sale of natural gas in Kentucky. In addition,
certain financing costs are allocated (o the Kentucky Regulated segment. The Kentucky Regulated segment represents 34%

O of Net Income Attributable 1o PPL Sharcowners for the three months ended March 31, 2014 and 25% of PPL's assets at
March 31, 2014.

Net Income Attributable to PPL Shareowners for the periods ended March 31 includes the following results:

Three Months

2014 2013 %o Change
Uhility revenues $ 934 3 800 17
Fuet 271 231 20
Energy purchases 124 86 44
Other operation and maintenance 206 197 5
Depreciation 86 82 5
Taxes, other than income 13 12 8
Tolal operating expenses 706 608 16
nher Income (Expense) - net [¥3] 2)
Interest Expensc 55 55
Income Taxcs 64 50 28
Net Income Attributable 1o PPL Shareowners § 107 $ 85 26

The changes in the results of the Kentucky Regulated segment between these periods were due Lo the factors set forth below,
which reflect amounts classified as Kentucky Gross Margins and a certain item that management considers special on
separate lines within the table and not in their respective Statement of Income line items.

Q
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Three Months

Kentucky Gross Margins $ 50
Other operation and maintcnance (11}
Depreciation (2)
Taxes, other than income ()]
Onher Income (Expense) - net |

Income Taxes (14)
Special item - EEI adjustments, afier-tax (1)
Total 5 22

e Sce "Margins - Changes in Non-GAAP Financial Mcasurcs” for an explanation of Kentucky Gross Margins.

» Higher other operation and mainlenance primarily due to $5 million of higher costs due to the timing and scope of
scheduled coal plant maintenance outages and $5 million of higher storm ¢xpenses.

s Higher income taxes primarily due to higher pre-tax income.

* During the three months ended March 31, 2013, the Kentucky Regulated segment classified an after-tax gain related to its
EEI investment that was recorded in "Other Income (Expense) - net” on the Statement of Income as a special item.

Pennsylvania Requlated Segment

The Pennsylvania Regulated segment includes the regulated electricity transmission and distribution operations of PPL
Electric. In addition, certain financing costs are allocated to the Pennsylvania Regulated segment. The Pennsylvania
Regulated segment represents 27% of Net Income Altributable to PPL Shareowners for the three months ended March 31,
2014 and 15% of PPL's asscis at March 31, 2014.

Net Income Attributable to PPL Shareowners for the periods ended March 31 includes the following results:

Three Months

2014 2013 % Change
Utility revenues $ 592§ 513 15
Energy purchascs
External 189 172 10
Intersegment 27 14 93
Other operation and maintenance 134 133 1
Depreciation 45 43 3
Taxes, other than income 32 30 7
Totlal operating expenses 427 392 9
Other Income (Expense) - nel 2 1 100
Interest Expense 29 25 16
Income Taxcs 53 33 6l
Net Income Attributable 10 PPL Sharcowners $ 85 § 64 i3

The changes in the components of the Pennsylvania Regulated segment's results between these periods were due to the
factors set lorth betow, which reflect amounts classified as Pennsylvania Gross Delivery Margins on a separate line and not
in their respective Statement of Income line items.

Three Months
Pennsylvania Gross Delivery Margins b3 45
Depreciztion (2)
Interest Expense 4
Other 1
Income Taxes {9
Total $ 2]

* Secc "Margins - Changes in Non-GAAP Financial Measures™ for an explanation of Pennsylvania Gross Delivery Margins.
+ Higher interest expensc due to a debt issuance in July 2013,

e Higher income 1axes primarily due to higher pre-tax income.

ppl10q_3-14_Final As Filed.docx 98




Supply Segment

The Supply scgment primarily consists of PPL Energy Supply's wholesale, retail, marketing and trading activitics, as well as
its competilive generation operations. In addition, certain financing and other costs are allocated 10 the Supply segment. The
Supply segment represents negative 24% of Net Income Auributable to PP Sharcowners for the three months ended

March 31, 2014 and 26% of PPL's assets at March 31, 2014.

Net Income Atiributable to PPL Shareowners for the periods ended March 31 includes the following results:

Three Months

2014 2013 %% Change
Enecrgy revenucs
Extemnal (a) (b} ] (1.078) § 381 (383)
Intersegment 27 i4 93
Energy-related businesses 123 113 11
Total operating revenucs (926) 508 (282)
Fuel (a) 482 298 62
Energy purchascs (2) (€) (1.804) (199) 807
Other operation and mainienance 258 235 10
Depreciation &0 78 3
Taxes. other than income 2 17 24
Energy-retated businesses 124 110 3
Total operiting cxpenses (839) 539 (256)
Other Income (Expense) - net [{] 4 50
Interest Expense 48 60 20
Income Taxes (54) (41) 32
Net Income Attributable to PPL Sharcowners 3 (75) $ (46) 63

{a) Includes the impact from energy-related cconomic activity. See "Commeodity Price Risk (Non-trading) - Economic Activity™ in Note 14 to the
Financial Statemenis for additional information,

(b} 2014 inctudes significant realized and unrealized losses on physical and financial commaodity sales contracts duc Lo the unusually cold weather.

{c) 2014 includes significant realized and unrealized gains on physical and Ninancial commodity purchase contracis due 10 the unusually cold weather,

The changes in the results of the Supply segment between these periods were due to the factors set forth below, which reflect
amoums classified as Unregulaled Gross Energy Margins and certain items that management considers special on separate
lines within the table and not in their respective Stalement of Income line items. See below for additionat detail of the special
ltems.

Three Months
Unregulated Gross Energy Margins s 7
Cther operation and maintenance 3
Depreciation (2)
Inicrest Expense 12
Income Taxes (1)
Special iems. after-1ax (32)
Total s (29)

¢ See "Margins - Changes in Non-GAAP Financial Measures” for an cxplanation of Unregulated Gross Energy Margins.
» Lower inlerest expense primarily due to the retirement of debt in December 2013.
e Highcr income taxes primarily due 1o higher pre-tax income.

The following after-tax gains (losses), which management considers special items, also impacted the Supply segment’s results
during the periods ended March 31.

Income Statement Three Months
Ling liem 2014 2013
Adjusted energy-related economic activily, net, net of 1ax of $95, $79 (a) LS (139 $ (1
Kerr Dam Project impairmenk. net of tax of $8, 50 (b) Other operation and nuintcnance (10}
Total $ (149) $ (117)

(a} Represents unrcalized gains (losses), afler-tax, on economic activity. See "Commaxdity Price Risk (Non-trading) - Economic Activity” in Note 14 10
the Financial Statements for additional information. Amounts have been adjusted for option premiums of $2 million and $1 million.
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(b) Sece Note 13 to the Financial Statements for additional information.
Margins

Non-GAAP Financial Measures

Management utilizes the following non-GAAP financial measures as indicators of performance for its businesscs.

¢ "Kentucky Gross Margins” is a single financial performance measure of the Kentucky Regulated segment’s, LKE's,
LG&E's and KU's electricity generation, transmission and distribution operalions as well as LKE's and LG&E'’s
distribution and sale of natural gas. In calculating this measure, fuel, energy purchases and certain variable costs of
production (recorded as “Other operation and maintenance” on the Statements of Income) are deducted from revenues. In
addition, certain other cxpenses, recorded as "Other operation and maintenance” and "Depreciation” on the Statements of
Income, associated with approved cost recovery mechanisms are offsel against the recovery of those expenses, which are
included in revenues. These mechanisms allow for direct recovery of these expenses and, in some cases, relurns on
capital investments and performance incentives. As a result, this measure represents the net revenues from the electricity
and gas operations.

* "Pcnnsylvania Gross Delivery Margins” is a single financial performance measure of the Pennsylvania Regulated
segment's and PPL Electric's electricity delivery operations, which includes transmission and distribution activities. In
calculating this measure, ulility revenues and expenses associaled with approved recovery mechanisms, including energy
provided as a PLR, are offsel with minimal impact on carnings. Costs associated with these mechanisms are recorded in
“Energy purchases,” "Other operation and maintenance,” which is primarily Act 129 costs, and "Taxes, other than
income,” which is primarily gross receipts tax. This performance measure includes PLR encrgy purchases by PPL
Elcctric from PPL EncrgyPlus, which are reflected in "PLR intersegment utility revenue (expense)” in the reconciliation
table below (in "Energy purchases from affiliate” in PPL Electric's reconciliation table). As a result, this measure
represents the net revenues from the Pennsylvania Regulated segment’'s and PPL Electric’s electricity delivery operations.

s "Unrcgulated Gross Energy Margins” is a single linancial performance measure of the Supply segment's and PPL Encrgy
Supply's competitive energy activities, which are managed on a geographic basis. In calculaling this measure, energy
revenues, including operating revenues associated with certain businesses classified as discontinued operations, are offset
by the cost of fucl, energy purchases, certain other operation and maintenance expenses, primarily ancillary charges, gross
receipts tax, recorded in "Taxes, other than income,” and operating expenses associated with certain businesses classificd
as discontinucd operations. This performance measure is relevant due to the volaiility in the individual revenue and
expense lincs on the Statements of Income that comprise "Unregulated Gross Energy Margins.” This volatility stems
from a number of factors, including the required netling of certain transactions with ISOs and significant fluctuations in
unrcalized gains and losses. Such factors could result in gains or losses being recorded in either "Unregulated wholesale
energy”, "Unregulated retail energy” or "Energy purchases” on the Stalements of Income. This performance measure
includes PLR revenues from energy sales to PPL Electric by PPL EnergyPlus, which are reflecied in "PLR intersegment
utility revenue (expense)” in the reconciliation table below (in "Unregulated wholesale energy 1o affiliaie” in PPL Encrgy
Supply's reconciliation table). "Unregulated Gross Energy Margins” excludes adjusled energy-related economic activity,
which includes the changes in fair value of positions used (o economically hedge a portion of the economic value of the
compelitive 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., fucl and power) prior to the
delivery period that was hedged. Adjusted encrgy-related economic activity includes the ineffective portion of qualifying
cash flow hedges and premium amortization associated with options. This cconomic activity is deferred and included in
"Unregulated Gross Energy Margins” over the delivery period that was hedged or upon realization.

These measures are not intended to replace "Operating Income,” which is delermined in accordance with GAAP, as an
indicator of overall operating performance. Other companies may use different measures to analyze and report their resulis
of their operations. Management belicves these measures provide additional useful criteria to make investment decisions.
These performance measures are uscd, in conjunction with other information, by senior management and PPL's Board of
Directors to manage the operations, analyze actual results compared with budget and, in certain cascs, to measure cerlain
corporate financial goals used to determine variable compensation.

Reconciliation of Non-GAAP Financial Measures

The following table contains the components from the Statement of Income that are included in the non-GAAP financial
measures and a rcconciliation to PPL's "Operating Income” for the periods ended March 31.
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2014 Three Months 2013 Three Months

Unregulated Unregulated
Kentucky PA Gross Gross Kentucky PA Gross Gross
Gross Delivery  Energy Operating ~ Gross Delivery Energy Operating
Margins Maurgins Maorpins Other (a)  Income (b) Marging  Margins  Margins Other (a)  Income (b}
Q Operating Revenues
Utility ) 934 % 592 3 636 (c) $ 2,162 § 800 3 513 s 637 () § 1.950
PLR intersegment utility
revenue (expense) (d) 2n s 2 (14 $ 14
Unregulated wholesale energy (637) (792) (e) (1.429) 966 (823) (c) 143
Unregulated retail energy 378 (291 {e) 349 246 (%) {e) 237
Energy-relaied businesses 141 141 127 127
Total Operaing Revenues 934 565 {232) (44) 1,223 800 499 1,226 (68) 2457
Operuting Expenses
Fuel 277 481 758 231 297 1 (e} 529
Energy purchases 124 189 (1.219} (588) () (1.494) 86 172 437 (638) (e} 57
Other operation and
maintenance 23 25 7 642 697 25 22 5 624 676
Depreciation 2 303 305 284 284
Taxes, other than income 29 13 62 104 28 8 60 96
Energy-related businesses 2 136 138 2 120 122
Total Operating Expenses 426 243 (716) 555 508 342 222 749 451 1,764
Total $ 508 % 322 § 484 §  (599) $ 715 8 458 S 277§ 477 $ (519 $ 693

(a) Represents amounts excluded from Margins.

(b} As reported on the Statements of Income.

(c) Primarily represents WPD's utility revenue.

(d) Primarily related to PLR supply sold by PPL EnergyPlus to PPL. Electric.

(e} Includes energy-related economic activity, which is subject to fluctuations in value due 10 market price volatility. See "Commodily Price Risk (Non-
rading) - Economic Activity” in Note 14 to the Financial Statements.

Changes in Non-GAAP Financial Measures

The following table shows the non-GAAP financial measures by PPL's reportable segment and by component, as applicable,
for the periods ended March 31 as well as the change between periods. The factors that gave rise to the changes are

Q described following the table.

Three Months

2014 2013 Chunge
Kentucky Regulated
Kentucky Gross Margins
LG&E S 226 3§ 202 3% 24
KU 282 256 26
LKE 3 508 % 458 S S0
Pennsylvania Regulated
Pennsylvania Gross Delivery Margins
Distribution $ 249 § 224 3 25
Transmission 73 53 20
Total 5 322§ 217 3 45
Supply
Unregulated Gross Energy Margins
Easten U.S. S 435 8 420 S 15
Western U.S. 49 57 (8)
Total 3 484 3§ 477 5 7

Kentucky Gross Margins
Kentucky Gross Margins increased primarily due to higher volumes of $20 million ($5 million at LG&E and $15 million at
KU), returns from additional environmental capital investments of $13 million (35 million at LG&E and $8 million at KU),

higher demand revenue of $8 million ($4 million at both LG&E and KU) and higher off-system sales at LG&E of §7 million.
The change in volumes was primarily atiributable to unusually cold weather conditions.

Q
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Pennsyivania Gross Delivery Margins
Distribution

Distribution margins increased primarily due (o a $12 million favorable effect of unusually cold weather in 2014 and a 812
million effect due to a change in estimate of a regulatory liability. See “Pennsylvania Acltivitics - Storm Damage Expense
Rider” in Note 6 to the Financial Statements for additional information.

Transmission

Transmission margins increased primarily due to increascd investment in plant and the recevery of additional costs through
the FERC formula-based rates.

Unregulated Gross Energy Margins
Eastern U.S.

During the first quarter of 2014, the PIJM region experienced unusually cold weather conditions, higher demand and
congestion patterns that increased natural gas and electricity prices in spot and near-term forward markets. Duc to these
market conditions, PPL Energy Supply capiured opportunities on unhedged generation, which were primanly offset by under
hedged full-requirement sales contracts and retail electric. The net benefit of $38 million due to the aforementioned weather
and related market dynamics along with $74 million of higher capacity prices was offset by $82 million from lower hedge
prices on baseload energy and $32 million driven by lower output from PPL Susquehanna due to the timing of cutages.

Western U.S.

Western margins decreasced primarily due (o lower availability of coal and hydroelectric units.
Statement of Income Analysis --

Utility Revenues

The increase (decrease) in utility revenues for the period ended March 31, 2014 compared with 2013 was due to:

Three Months

Domestic:
PPL Electric (a) $ 79
LKE (b) 134
Total Domestic 213
UK.
Price (c) 68
Forcign currency exchange rates 26
Volume (d} (24)
Line loss accrual adjustments () (65)
Other (&)
Total U.K. (1)
Total hY 212

(a) See "Pennsylvania Gross Delivery Margins™ for further information.

(b} Sce "Kentucky Gross Margins™ for further information.

(c) Due to price increases elfective April 1, 2013.

{d) The decrease was primarily due 1o the unfavorable effect of weather.

(e} Adjustments in 2014 based on Ofgem's final decision on the DPCR4 line loss incentives and penaliies.

Certain Operating Revenues and Expenses Included in "Margins”

The following Statement of Income line items and their related increase {decrease) during the period ended March 31, 2014
compared with 2013 are included above within "Margins" and are not discussed separaely.
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_Three Months

Unregulated wholesale energy (a) S (1.572})
Unregulated retail energy 112
Fuc) 229
Energy purchases (b} (1.551)

{a) 2014 includes significant realized and unrealized losses on physical and financial commodity sales contracts due to the unusually cold weather.
{b) 2014 includes significant realized and unreatized gains on physical and financial commodity purchase coniracts due to the unusually celd weather.

Other Operation and Maintenance

The increase (decrease) in other operation and maintenance for the period ended March 31, 2014 compared with 2013 was
duc to:

Three Months
Domestic:
PPL Energy Supply fossil and hydroelectric plants (a) $ 20
PPL Electric PUC-reporntable storms 9
PPL Susquehanna 7
LKE coal plams 5
LKE storm expenses 5
LKE adjustments to regulatory asscts and liabilities 4
PPL Electric Act 129 C))]
Other (%)
U.K.:
Network maintenance (b) 9
Foreign currency exchange rales 4
Pension (9
Engineering management (6)
Scparation bencefuts 3)
Other (4)
Toial b 21

{a} During 2014, PPL Moniana determined the Kerr Dam Project was impaired and recorded a charge of 318 million. See Note 13 to the Financial
Siatements for additional information.

{(b) The increase was primarily due to vegeiation management and faull repair due to increased 2014 storm activity.

Depreciation

The increasc (decrease) in depreciation for the period ended March 31, 2014 compared with 2013 was due to:

Three Months

Additions to PP&E, net s 18
Other 3
Total S 21

Taxes, Other Than Income

Taxes, other than income increased by $8 million for the three months cnded March 31, 2014 compared with 2013, primarily
duc 10 higher Pennsylvania gross receipts tax expensc as a result of an increase in retail electric revenues. This tax is
included in "Unregulaied Gross Energy Margins” and “Pennsylvania Gross Delivery Margins.”

Other Income {Expense) - net

The $145 million decrease in other income (expense) - net for the three months ended March 31, 2014 compared with 2013
was primarily due 10 an increase of $143 million from realized and unrealized losses on foreign currency contracts (0

economically hedge GBP denominated carnings from WPD.

Sce Note 12 1o the Financial Statements for additional information.
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Interest Expense

The increase (decrease) in interest expense for the period ended March 31, 2014 compared with 2013 was duc (o:

Three Months
Loss on extinguishment of debi (a) b 9
Capitalized interest (b) 5
Other (1}
Total 3 13

(2) In March 2014, PPL Capital Funding remarketed and exchanged junior subordinated notcs that were originally issued in April 2011 as a componcnt of
PPL's 2011 Equity Uniis. Sex Note 7 to the Financial Statemenis for additional information.
(b) Includes interest on the debt component of AFUDC,

Income Taxes
The increase {decrease) in income taxes for the period ended March 31, 2014 compared with 2013 was due (o:

Three Months

Change in pre-tax income at current period tax rates 3 57
Federal income tax credits, excluding foreign tax credit 3
U.S. income 1ax on foreign camings net of foreign tax credit 9
Other 6
Total $ (39)

See Note 5 to the Financial Stailements for additional information.

PPL Energy Supply: Earnings, Margins and Statement of Income Analysis

Earnings
Three Months Ended
March 31,
2014 2013
Net Income (Loss} Attributable to PPL Encrgy Supply Member $ 66) 3 (38)
Special items, gains (losses), afier-tax (149) (7

Excluding special itcms, pre-tax carnings for the threc-month period in 2014 compared with 2013 were relatively fat,
primarily due to higher capacity prices, net benefits from unusually cold weather and lower interest expense, offset by lower
baseload energy prices and the liming of a planned ouwlage at the Susquehanna nuclear power plant.

The table below quantifies the changes in the components of Net Income (Loss} Attributable 1o PPL Energy Supply Member
between these periods, which reflect amounts classified as Unregulated Gross Energy Margins and certain ilems that
management considers special on separaie lines within the 1able and not in their respective Statement of [ncome line items.
See PPL's "Results of Operations - Segment Earnings - Supply Segment” for the details of special ilems.

Three Months

Unregulated Gross Encrgy Margins S 7
Other operation and maintenance (3)
Depreciation (2)
Interest Expense 12
Income Taxes (10)
Special items, after-tax (32)
Tolal 3 (28}
Margins

“Unregulated Gross Energy Margins” is a non-GAAP financial performance measure that management utilizes as an
indicator of the performance of its business. Sec PPL's "Resulis of Operations - Margins” for information on why
management believes this measure is useful and for explanations of the underlying drivers of the changes between periods.
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The foltowing table contains the components from the Statements of Income that are included in this non-GAAP financial
measure and a reconciliation to "Operating Income” for the periods ended March 31.

2014 Three Months 2013 Three Months
Linregulated Unregulated
Gross Energy Operating Gross Energy Operating
Margins Other {a) Income (b) Margins Other (a) Income (b)
Operating Revenues
Unregulated wholesale energy $ (637) S (79 {c} $ (1.429) 3 %6 S (823){c¢) $ 143
Unregulated wholesale energy
1o affiliate 27 27 14 14
Unregulated rewail energy 378 (27 (©) 351 246 {8) () 238
Energy-related businesses 125 125 113 113
Total Operating Revenues (232) (694) (926} 1.226 {718) 508
Operating Expenses
Fuel 481 1 (c) 482 297 I (c) 208
Encrgy purchases (1.219) {583) (¢} (1.804) 437 (636) (c) (199
Orher operation and maintenance 7 251t 258 5 230 235
Depreciation 80 80 78 78
Taxes, other than income 13 8 21 8 9 17
Energy-related businesses 2 122 124 2 108 110
Total Operating Expenses (716) (123) (839) 749 (210) 539
Toial 5 484 8 {571) $ (87) 3 477 § (508) $ (3

(a) Represems amounts excluded from Margins.

(b)  As reported on the Statements of Income.

{c) Includes energy-refated economic activity, which is subject 1o fluctuations in vatue due to markel price volatility. See "Commaxity Price Risk (Non-
trading) - Economic Activity™ within Note 14 1o the Financial Statemenis.

Statement of Income Analysis --

Certain Operating Revenues and Expenses Included in "Unregulated Gross Energy Margins”

The following Statemeni of Income line items and their related increase (decrcase) during the period ended March 31, 2014
compared with 2013 are included above within "Unregulated Gross Energy Margins” and are not discussed scparately.

Three Months

Unregutated wholesale energy (a) $ (1.572)
Unregulated wholesale energy 1o affiliate 13
Unregulated retail energy 13
Fuel 184
Energy purchases (b) (1.605)

{a) 2014 includes significant realized and unrealized losses on physical and financial commodity sales contracts due (o the unusually cold weather,
(b} 2014 includes significant realized and unrealized gains on physical and financial commodity purchase contracts duc (0 the unusually cold weather.

Other Operation and Maintenance

The increase (decreasc) in other operation and maintenance for the period ended March 31, 2014 compared with 2013 was
due to:

Threc Months

Fossil and hydroelectric plants (3} $ 20
PPL Susquehanna 7
Other 4)
Total 3 23

(a) During 2014, PPL Montana determined the Kerr Dam was impaired and recorded a charge of $18 million. See Note 13 for further information.
Taxes, Other Than Income
Taxes, other than income increased by $4 million for the three months ended March 31, 2014 compared with 2013, primarily

due to higher Pennsylvania gross receipis lax expense as a result of an increase in retail electric revenues. This tax is
included in "Unregulated Gross Energy Margins.”
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Interest Expense

The increase (decrease) in inicrest expense for the period ended March 31, 2014 compared with 2013 was due 10:

Three Months
Long-lerm debt interest expense (a) 3 (14)
(nher 2
Total 3 {12)
(a) The decrease was due 10 debt maturities in July and December 2013,
Income Taxes
The increase (decrease) in income taxes for the period ended March 31, 2014 compared with 2013 was due fo:
Three Months
Change in pre-tax income af current period tax rates 5 (18)
Federal income lax credits 2
Other 2
Tolal s (14}
Seec Nole 5 o the Financial Statements for additional information.
PPL Electric: Earnings, Margins and Statement of Income Analysis
Earnings
Three Months Ended
March 31,
2014 2013
Net Income $ 85 s 64

Pre-tax carnings for the three-month period in 2014 compared with 2013 increased primarily due 10 higher transmission
margins from additional capital invesiments, higher distribution margins due to unusually cold weather, and a benefit from a
change in estimate of a regulatory liability.

The table below quantifies the changes in the compenents of Net Income between these periods, which reflect amounts
classificd as Pennsylvania Gross Delivery Margins on a separate line within the table and not in their respective Statement of

Income line items.

Three Months

Pennsylvania Gross Delivery Margins 5 45

Depreciation (2)
Interest Expense (4)
Other 1

Income Taxes B
Toal $ 21

Margins

"Pennsylvania Gross Delivery Margins” is a non-GAAP financial performance measure that management utilizes as an
indicator of the performance of its business. See PPL’s "Results of Operations - Margins” for information on why
management believes this measure is useful and for explanations of the underlying drivers of the changes between periods.

The following table contains the components from the Stalements of Income that are included in this non-GAAP financial
measure and a reconciliation to "Operating Income” for the periods ended March 31.
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2014 Three Months 2013 Three Months

PA Gross PA Gross
Delivery Operating Delivery Operating
Margins Other {a) Income (b} Margins Other (a) Income (b)
Opecrating Revenues 3 592 ) 592§ 513 s 513
Operating Expenses
Energy purchases 189 189 172 172
Energy purchases from afTiliate 27 27 14 14
Other operation and maintenance PAT 109 134 8 11 133
Depreciation 45 45 43 43
Taxes, other than income 29 3 32 28 2 30
Total Operating Expenscs 270 157 427 236 156 392
Total S 22 8 (157) § 165 § 277 8 (156) $ 121

(a) Represents amounts excluded from Margins.
(b) As reponcd on the Statements of Income.

Statement of Income Analysis --

Certain Operating Revenues and Expenses Included in "Pennsylvania Gross Delivery Margins"

The following Statcment of Income line items and their related increase (decrease) during the period ended March 31, 2014
compared with 2013 arc included above within "Pennsylvania Gross Delivery Margins” and are not discussed separately.

Three Months
Operating revenues $ 79
Energy purchascs 17
Energy purchases from affiliate 13

Other Operation and Maintenance

The increase (decrease) in other operation and maintenance for the period ended March 31, 2014 compared with 2013 was
due to:

Three Months
PUC-repenable storms 3 9
Vegetation management 3
Acl 129 (4)
Payroll-related costs (3)
Other 4)
Tolal 3 1

Interest Expense

Interest expense increased by $4 million for the three months ended March 31, 2014, compared with 2013, primarily duc to a
debt issuance in July 2013.

Income Taxes

The increase (decrease) in income laxes for the period ended March 31, 2014 compared with 2013 was due Lo:

Three Months
Change in pre-tax income at current period tax rates b 17
Other 3
Total 3 20

Sec Note 5 (0 the Financial Statements for additional information.
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LKE: Earnings, Margins and Statement of Income Analysis

Earnings
Three Months Ended
March 31,
2014 2013
Nei Income 3 15 8 96

Special items, gains (losses), after-lax

Excluding special items, carnings for the three-moanth period in 2014 compared with 2013 increased primarily due to higher
volumes, returns from additional environmental capital investments, demand revenue and off-system sales. The change in
volumes was primarily atiributable to unusually cold weather conditions.

The table below quantifies the changes in the components of Net Income between these periods, which reflect amounts
classified as Margins and a certain item that management considers special on separate lines within the table and not in their
respective Stalement of Income line items. See PPL's "Results of Operations - Segment Earnings - Kentucky Regulated
segment” for details of the special item.

Three Months
Margins 5 50
Other operation and maintenance ()
Depreciation (2)
Taxes. other than income (N
Onher Income (Expense) - nel |
Interest Expense (5)
Income Taxcs (12)
Special item - EE| adjustments, after-tax (1}
Total S 19
Margins

"Margins" is a non-GAAP financial performance measure that management utilizes as an indicator of the performance of its
business. See PPL's "Results of Operations - Margins” for an explanation of why management believes this measure is useful
and the underlying drivers of the changes between periods. Within PPL's discussion, LKE's Margins are referred 10 as
"Kentucky Gross Margins.”

The following tables contain the components from the Statements of Income that are inctuded in this non-GAAP financial
measure and a reconciliation to "Operating Income” for the periods ended March 31.

2014 Three Months 2013 Three Months

Operating Operating

Margins Other (a) Income (b) Margins Other {a) Income (b)
Operating Revenues 3 934 Y 934 3 800 s 800

Operating Expenscs

Fuel 277 277 231 231
Encrgy purchases 124 124 86 86
Other operation and maintenance 23 3 183 206 25 3 172 197
Depreciation 2 84 86 82 82
Taxes, other than income 13 13 12 12
Total Operating Expenses 426 280 706 342 266 608
Total 5 508 § (280) $ 228 S 458 § (266) S 192

{2) Represents amounts excluded from Margins.
(b} As reported on the Sutements of Income.

Statement of Income Analysis --

Certain Operating Revenues and Expenses Included in "Margins”

The following Statement of Income line items and their related increase (decrease) during the period ended March 31, 2014
compared with 2013 are included above within "Margins" and are not discussed separatcly.

ppl10g_3-14_Final As Filed.docx 108




Three Months

Operating Revenues 5 134
Fuel 46
Encrgy purchascs 38

Other Operation and Maintenance

The increase (decrcase) in other operation and maintenance expense for the period ended March 31, 2014 compared with
2013 was due to:

Three Months

Coal plants $ 5
Storm expenses 5
Adjustments 1o regulatory assets and liabilities 4)
Bad debt expense 3
Tolal 3 9

Interest Expense
The increase {decrease) in interest expense for the period ended March 31, 2014, compared with 2013, was due to:

Three Months

Issuance of $500 million First Mongage Bonds during the fourth quarter of 2013 s 6
Other (i)
Total s 3

Income Taxes

Income taxes increased by $12 million for the three months ended March 31, 2014 compared with 2013 primarity due 10
higher pre-tax income.

See Note 5 10 the Financial Statements for additional information,

LG&E: Earnings, Margins and Statement of Income Analysis

Earnings
Three Months Ended
March 31,
2014 2013
Nel Income 3 52 8 44

Earnings for the three-month period in 2014 compared with 2013 increased primarily due to higher volumes, returns from
additional environmental capital investments, demand revenue and off-system sales. The change in volumes was primarily
attributable 1o unusuatly cold weather conditions.

The 1able below quantifies the changes in the components of Net Income between these periods, which reflect amounts
classified as Margins on a separatc line within the table and not in their respective Statement of Income line items.

Three Months
Marging 5 24
Other operation and maintenance : : M
Depreciation (B
Cther Income {Expense) - net )
Interest Expense (2)
Income Taxes (5)
Tolal S 8
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Margins

"Margins” is a non-GAAP financial performance measure that management utilizes as an indicator of the performance of its
business. See PPL's "Results of Operations - Margins” for an explanation of why management believes this measurc is uscful
and the underlying drivers of the changes betwecn periods. Within PPL's discussion, LG&E's Margins are included in
"Kentucky Gross Margins.”

The following tables contain the components from the Statements of Income that are included in this non-GAAP financial
measure and a reconciliation to "Operating Income” for the periods ended March 31.

2014 Three Months 2013 Three Months

Operuting Operating

Margins Other (u) Income {(h) Margins Other (a) Income (b}
Operating Revenues S 479 5 479 3 390 s 390

Operating Expenses )

Fuel 117 117 96 96
Encrgy purchascs. including affiliate 124 124 81 81
Other operation and maintenance 1nm 3§ 87 98 11 8 80 g1
Depreciation 1 37 ag 36 36
Taxes, other than income 6 6 6 6
‘Total Operating Expenses 253 130 383 188 122 310
Total 3 226 8 (130) $ 9% 3 202 § (122 § 80

{a) Represents amounts excluded from Margins.
(b)  As reported on the Stuements of Income,

Statement of Income Analysis --

Certain Operating Revenues and Expenses Included in "Margins"

The following Statement of Income line items and their related increase (decrease) during the period ended March 31, 2014
compared with 2013 are included above within "Margins” and are nol discussed separately.

Three Months

Retail and wholesale $ 73
Electric revenue from affiliate 16
Fucl 21
Energy purchases g
Energy purchases from affiliate 5

Other Operation and Maintenance

The increase (decrease) in other operation and maintenance expense for the period cnded March 31, 2014 compared with
2013 was due to:

_Three Months

Coal plants 3 2
Slorm expenses 4
Other |
Total S 7

Income Taxes

Income taxcs increased by $5 million for the three months ended March 31, 2014 compared with 2013 primarily due to
higher pre-lax income.

See Note 5 to the Financial Statements for additienal information.
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KU: Earnings, Margins and Statement of Income Analysis

Earnings
Three Months Ended
March 31,
2014 2013
Net Income $ 77 S 64

Special items. gains (losses). after-tax |

Excluding special items, carnings for the three-month period in 2014 compared with 2013 increased primarily due to higher
volumes, returns from additional environmental capital investments and demand revenue. The change in volomes was
primarily altributable to unusually cold weather conditions.

The table below quantifies the changes in the components of Net Income between these periods, which reflect amounts
classified as Margins and a certain item that management considers special on separate lines within the table and not in their
respective Statement of Income line items. See PPL's "Resulis of Operations - Scgment Earnings - Kentucky Regulated
segment” for details of the special item.

Three Months
Margins 5 26
Other operation and maintenance (&)}
Depreciation (1)
Taxes, other than income (1)
Other Income (Expensc) - net 2
interest Expensc 2)
Income Taxes (N
Special item - EET adjusiments, afier-tax {1}
Toal 3 13
Margins

"Margins” is a non-GAAP financial performance measure that management utilizes as an indicator of the performance of its
business. Sce PPL's "Resulls of Operations - Margins” for an explanation of why management believes this measure is useful
and the underlying drivers of the changes between periods. Within PPL's discussion, KU's Margins arc included in
"Kentucky Gross Margins.”

The following tables contain the components from the Statements of Income that arc included in this non-GAAP financial
measure and a reconciliation o "Operating Income” for the periods ended March 31,

2014 Three Months 2013 Three Months

Operuting Operunting

Margins Other (a) Income {h) Margins Other (a) Income (b)
Operating Revenues S 498 3 498 S 432 $ 432

Operating Expenses .

Fuel 160 160 135 135
Energy purchases, including affiliate 43 43 27 27
Other operation and maintenance 12 % 86 98 14 3 83 97
Depreciation 1 47 48 46 46
Taxes. other than income 7 7 i 6
Total Operating Expenses 216 140 356 176 135 311
Tolal $ 282 3 (140) S 142 8 256 $ {135y & 121

{a) Represents amounts excluded from Margins,
(b) As reported on the Statements of Income.

Statement of Income Analysis --

Certain Operating Revenues and Expenses Included in "Margins”

The following Statement of Income line items and their related increase (decrease) during the period ended March 31, 2014
compared with 2013 are included above within "Margins” and are not discussed separately.
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Three Months

Reutl and wholesale b 61
Electric revenue from affiliate 5
Fuel 25
Energy purchases from affiliate 16

tncome Taxes

Income 1axes increased by $7 million for the three months ended March 31, 2014 compared with 2013 primarily due to
higher pre-tax income.

See Note 5 to the Financial Statements for additional information.

Financial Condition

The remainder of this liem 2 in this Form 10-Q is presented on a combined basis, providing information, as applicable,
for all Registrants.

Liquidity and Capital Resources

(All Registranis)
The Registrants had the following at:
PPL

PPL (a) Energy Supply  PPL Electric LLKE LG&E KU
March 31, 2014
Cash and cash equivalents S 1,256 § 41 8 42 3 o s 9 3 21
Notes reccivable from affiliates 4
Short-term debt 1.5719 970 60 200 15 110
December 31, 2013
Cash and cash equivalents b3 1,102 $ 239 8§ 25 5 358 £ s 21
Notes receivable from affiliates 150 70
Short-term detn 701 20 245 20 150

(a) Al March 31, 2014, 5688 million of cash and cash equivalents were denominated in GBP. If these amounts would be remitted as dividends, PPL may
be subject 10 additional U.S. taxes, net of allowable forcign tax credits. Historically, dividends paid by foreign subsidiaries have been limited to
distributions of the current year's eamings. See Note 5 to the Financial Statements in PPL's 2013 Form 10-K for additional information on
undistributed eamings of WPD.

Net cash provided by (used in) operating, investing and financing aclivitics for the three-month periods ended March 31, and
the changes between periods were as follows.

PPL Energy

PPL Supply PPL Electric LKE LG&E KU
2014
Operating activities 3 931 % 276§ 4 35 309 8 148 3§ 191
Investing activities (1.183) (389) (42) (205) (115) (154)
Financing aclivitics 392 315 63 {109} (32) 3an
2013
Operating activities b 244 3 125§ an s 8 S 85 § 85
Invesling aclivities (899) (195) (192) (267) (94) (172)
Financing activilies 621 {196) 160 191 21 82
Change - Cash Provided (Used):
Operating activities 3 687 § 151 3% 7308 224 % 63 § 106
Investing activities (284) (194} 150 62 [4))] 18
Financing aclivities {229) 511 9N (300) (53) (19

Operating Activities

The components of the change in cash provided by (used in} operating activities for the three months ended March 31, 2014
compared with 2013 were as follows.
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PPL Encrgy

PPL Supply PPL Electric LKE LG&E KU
Change - Cash Provided (Used):

Nel income 5 97 3 28) § 21 8 19 3 8§ § 13

Non-cash components 92 (69) (34) 21 Q) (10}

Working capital 299 146 8 59 28 31

Defincd benefit funding 294 75 69 116 34 57

Other operating activilies o9 27 9 9 15
Total 3 687 3 151 $ 73 3 24 % 63 S 106

(PPL)

PPL's changes in non-cash components of net income included non-cash hedging losses of $143 million and a $65 million
charge in 2014 10 adjust WPD's line loss accrual. These non-cash charges were partially offset by $106 million of deferred
income tax benefits. The increase in cash from changes in components of working capital was primarily due to an increase of
$231 million in accounts payable (partially duc to increases in power swap payables); along with positive changes totaling
$154 million in counterparty collateral, fuel, material and supplies, and prepayments. These positive impacts on cash were
partially offset by an increase of $170 million in unbilled revenue (primarity related (o increases in power swap sales).

(PPL Energy Supply)

PPL. Encrgy Supply's changes in non-cash components of net income included $100 million of deferred income tax benefits.
The increasc in cash from changes in components of working capital was primarily due to an increase of $247 miilion in
accounts payable (partially due 10 increases in power swap payables) and a reduction of $66 mitlion in returns of counterparty
collateral, partially offsel by increases of $215 million in unbilled revenue {primarily related to increases in power swap
sales).

{(PPL Electric) !

PPL Elcctric's changes in non-cash components of net income included $20 million of deferred income tax benefits. The
small increase in cash from changes in components of working capital was primarily due to an increasc of $56 million in
accounts payable, partially offset by an increase of $33 million in prepayments and a decrease of $24 million in taxes
payable.

(LKE)

LKE's non-cash components of net income included a $29 million increase in deferred income taxes primarily duc to
utilization of nct operating losses. The increase in cash from changes in components of working capital was driven primarily
by the change in accounts receivables and unbilled revenues due 1o weather and rate changes.

(LG&E)

LG&E's increase in cash from changes in componeats of working capilal was driven primarily by the change in accounts
receivables and unbilled revenues due to weather and rate changes and lower fuel inventory and gas storage inventory due (0
the unusually cold weather in 2014.

(KU)

KU's increase in cash from changes in components of working capital was driven primarily by the change in accounts
receivables and unbilled revenues due to weather and rate changes.

(All Registranis)

Investing Activities

Expenditures for Property, Plant and Equipment

The primary use of cash within investing activities is expenditures for PP&E. The change in these expenditures for the three
months ended March 31, 2014 compared with 2013 was as follows.
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PPL Encrgy
PPL Supply PPL Electric LKE LG&E KU

(Increase) Decrease b3 64) 3 % s {(12) 3 {y % (18) $ 18

The increase in expenditures for PP&E for PPL was primarily due to system reliability projects at WPD. The decrease in
expenditurcs at PPL Energy Supply was partially due to expenditures made in 2013 for the Holtwood hydroelectric
expansion project. The increase in expenditures for LG&E was primarily due to environmental air projects at LG&E's Mill
Creck plant and gas scrvice riser projects, partially offset by lower expenditures for the construction of Cane Run Unit 7.
The decrease in expenditures for KU was related to lower expenditures for the construction of Cane Run Unit 7 and coal
combustion residuals projects at KU's Ghenl and E.W. Brown plants.

Other Significant Changes in Components of Investing Activities

For PPL and PPL Encrgy Supply, the change in cash provided by (used in) investing activities for the three months ended
March 31, 2014 compared with 2013 was negatively impacted primarily by increases of $282 million and $285 millicn in
restricted cash and cash equivalenls. These changes were primarily related to increased cash collateral requirements in 2014
to support PPL Energy Supply's commodity hedging program primarily due to an increasc in 2014 in forward prices. PPL
Energy Supply's restricted cash and cash equivalents for collateral deposits increased by $343 million in 2014, To fund these
increased collateral requirements, PPL Energy Supply borrowed under its short-term credit facilities.

For PPL Electric, the change in cash provided by (used in) investing activities for the three months ended March 31, 2014
compared with 2013 was positively impacted primarily from a $150 million repayment in 2014 of noles receivable from

affiliates.

For LKE, the change in cash provided by (used in} investing aclivitics for the three months ended March 31, 2014 compared
with 2013 was positively impacted primarily from a $66 million repayment in 2014 of notes receivable from affiliates.

Financing Activities

The components of the change in cash provided by (used in) financing activities for the three months ended March 31, 2014
compared with 2013 was as follows.

PPL Energy

PPL. Supply PPL Elcctric LKE LG&E KU
Change - Cash Provided (Used):
Long-term debt issuances/retirements, net . $ (681) S (10)
Dividends (24) €] 3 8 S (24)
Capital contnibutiong/distributions, net $ 341) 5 8 (135) (25) o
Change in short-term debt. nel 462 845 (85} (165) (20) (85)
Other financing activitics 14 7
Total $ {229y $ 511 % 97y § (300) $§ (53 § (119

The cash provided by changes in short-term debit for PPL and PPL Energy Supply was partially due to borrowings in 2014 by
PPL. Energy Supply to satis{y cash collateral requircments to support its commodity hedging program (as described in
"Investing Activities” abovc) and $228 million that funded the principal reduction associated with the remarketing of the
2011 Equity Units. PPL expects to use a portion of the proceeds from the settlement of the 2011 Purchase Contracis to repay
outstanding short-term debt in the second quarter of 2014.

See Note 7 1o the Financial Statements for information on 2014 short and long-term debt activity, equity transactions and
dividends. See the Registrants’ 2013 Form 10-K for information on 2013 activity.

Credit Facilities
The Registrants maintain credit facilities 1o enhance liquidity, provide credit support and provide a backstop to commercial
paper programs. Amounts borrowed under these credit facilities are reflected in "Short-term debt” on the Balance Sheets. At

March 31, 2014, the total commilted borrowing capacity and the use of that capacity under these credit facilities was as
follows.
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External (All Registrants)

Letters of
Credit
) and
Commitied Commercial Unused
Capacily Borrowed Paper [ssued Capuacity
PPL Capital Funding Credit Facilities S 450 3§ 185 s 265
PPL Encrgy Supply Credit Facilitics 3150 350 $ 821 1,979
PPL Electric Credit Facility 300 61 239
LKE Credit Facility 75 75
LG&E Crudit Facility 500 15 485
KU Credit Facilities 598 308 290
Towal LKE R 1.173 75 323 775
Total U.8. Credit Facilities {a) 3 5073 8 610 § 1.205 % 3.258
Total UK. Credin Facilities (b} £ 1.055 £ 98 £ 957
(a) The commitmenis under the U.S. eredit facilities are provided by a diverse bank group. with no onc bank and its affiliates providing an aggregate

{b)

commitment of more than the following percentages of the total commitied capacity: PPL - 10%, PPL Energy Supply - 10%. PPL Electric - 6%, LKE -
12%. LG&E - 6% and KU - 22%.

The amount borrowed at March 31, 2014 was a USD-denominated borrowing of $164 million. At March 31, 2014, the USD equivalent of unused
capacity under the U.K. committed credin facilities was $1.6 billion,

The commitments under the UK, credit lacilities are provided by a diverse bank group with no one bank providing more than 13% of the lotal
commined capacity.

See Note 7 to the Financial Statements for further discussion of the Registrants’ credit facilitics.

Intercompany (All Registrants except PPL)

Committed Unused

Capacity Borrowed Capacity
PPL Encrgy Supply Credit Facility 3 200 3 200
PPL Eleciric Credit Facility 100 100
LKE Credit Facility 225 225
LG&E Moncy Pool (a) 500 500
KU Moncy Pool (a) 500 500

(a)

LG&E and KU participate in an intcrcompany agreement whereby LKE, LG&E and/or KU make available funds up to $500 million at an interest rate
based on 4 market index of commercial paper issucs.

Sec Note 11 to the Financial Statements for further discussion of intercompany credit {acilities.

Commercial Paper (All Registranis)

PPL Encrgy Supply, PPL Electric, LG&E and KU maintain commercial paper programs to provide an additional financing
source to fund their short-term liguidity needs, as necessary. Commercial paper issuances are supported by the respeclive
Registrant’s Syndicated Credit Facility.

Outstanding commercial paper issuances are reflected in "Short-term debt” on the Balance Sheets. At March 31, 2014, the

available capacity and the use of that capacity was as follows:

Commercial

Paper " Unused
Capacity Issuances Capucity
PPL Enecrgy Supply 3 750 % 620 S 130
PPL Electric 300 60 240
LG&E 350 15 335
KU 350 1o 240
Total LKE 700 125 575
Total PPL $ 1750 3 805 § 945
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Long-term Debt and Equity Securities (PPL and PPL Eleciric)

The long-term debt and equity securities activity through March 31, 2014 was:

Debt Net Stock
Issuances (a) Retirements Issuances
PPL $ 239§ 15
PPL Electnic 10
Non-cash Transactions:
PPL (b) 3 50 % 750

(a) Issuances arc net of pricing discounts, where applicable and exclude the impact of debt issuance costs.
(b) Represents the remarketing of Junior Suberdinated Notes that were issued as a component of PPL's 2011 Equity Units.

Common Stock Dividends (PPL)

In February 2014, PPL declared its quarterly common stack dividend, payable April 1, 2014, at 37.25 cents per share
(equivalent 10 $1.49 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 flactors.

Rating Agency Actions

(All Registrants)

Moody's, S&P and Fiich periadically review the credii ratings on the debt of the Registramis and their subsidiaries. Based on
their respective independent revicws, the raling agencies may make certain ratings revisions or ratings affirmations,

A credit rating reflects an assessment by the raling agency of the creditworthiness associated with an issuer and particular
securitics that it issues. The credit ratings of the Registrants and their subsidiaries are based on information provided by the
Registranis and other sources. The ratings of Moody's, S&P and Fitch are not a recommendation 1o buy, sell or hold any
securilies of the Registrants or their subsidiaries. Such ralings 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 1o the securities,
The credit ratings of the Registrants and their subsidiaries affect their liquidity, access 1o capital markets and cost of
borrowing under their credit facilities.

The rating agencies have taken the following actions related o the Registrants and their subsidiaries during 2014:

(PPL)

In January 2014, Moody's affirmed its ratings and revised its outlook to stable for PPL.

In March 2014, Moody's, S&P and Fiich assigned ratings of Baa3, BBB- and BBB 10 PPL Capital Funding's $350 million
3.95% Senior Notes due 2024 and $400 million 5.00% Senior Notes due 2044. Fitch also assigned a stable outlook to these

notes.

In April 2014, Moody's affirmed the following ratings with a stable outlook:

e the long-term issuer ratings for WPD (East Midlands), WPD (West Midlands), PPL WW and WPD (South West),
e the senior unsecured ratings for PPL WEM, WPD (East Midlands), WPD (West Midlands), PPL WW, WPD (South
Wales) and WPD (South West);

* the commercial paper rating for WPD (South West); and
» the short-lerm issuer ratings for WPD (East Midlands) and WPD (South West).

In April 2014, Fitch affirmed the following ratings with a stable outlook:

s the long-term and short-term issuer default ratings for PPL and PPL Capital Funding; and
s the senior unsecured rating and junior subordinated rating for PPL Capital Funding.

{PPL and PPL Energy Supply)

In April 2014, Fitch affirmed its long-term issucr default rating, short-term issuer default rating, senior unsecured rating and
commercial paper rating with a negative cutlook for PPL Energy Supply.
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(PPL and PPL Electric)

In January 2014, Moody's upgraded its long-term issuer rating and senior unsecured rating, from Baa2 to Baal, and senior
secured rating, from A3 to A2, affirmed its commercial paper rating and revised its outlook to stable for PPL Electric.

In April 2014, Fitch affirmed its long-term issucr default rating, short-term issuer default rating, secured rating and
commercial paper rating with a stable outlook for PPL Electric.

(PPL, LKE, LG&E and KU)
In January 2014, Moody's affirmed its ratings and revised its outlook to stable for LKE.

In January 2014, Moody's upgraded its long-term issuer ratings and senior unsccured ratings, from Baal 10 A3, and senior
secured ratings, from A2 to Al, affirmed its commercial paper ratings and revised its outlook to stable for LG&E and KU.

In February 2014, Moody's affirmed its ratings for KU's 2000 Series A Solid Waste Disposal Facility Revenue Bonds, KU's
2004 Series A and 2008 Series A Environmental Facililies Revenue Bonds and KU's 2006 Series B Environmental Facilities
Revenue Refunding Bonds.

In April 2014, Fitch affirmed the following ratings with a stable outlook:

o the long-term and short-term issuer default ratings for LKE, LG&E and KU;
e the senior unsecured debt ratings for LKE, LG&E and KU; and

e the securcd debt and commercial paper ratings for LG&E and KU.

Ratings Triggers

(All Registrants except PPL Electric)

Various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity and fuel,
commodity transportation and storage, interest rate and forcign currency instruments (for PPL), contain provisions that
require the posting of additional collateral, or permilt the counterparly to terminate the contract, if PPL's, PPL Energy
Supply's, LKE's, LG&E's or KU's or their subsidiaries' credit rating, as applicable, were Lo fall below invesiment grade. Sec
Nole 14 1o 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

March 31, 2014.

(All Registrants)

For additional information on the Registrants' liquidily and capital resources, see "liem 7. Combined Management's
Discussion and Analysis of Financial Condition and Results of Operations,” in the Registrants’ 2013 Form 10-K.

Risk Management
Market Risk
(All Registrants)

Sce Notes 13 and 14 to the Financial Statements for information about the Registrants’ risk management objectives, valuation
techniques and accounting designations.

The forward-looking information presented below provides cstimates of what may occur in the future, assuming certain
adverse market conditions and model assumptions. Actual future resulls may differ materially from those presented. These
disclosures are not precise indicators of expected futurc losses, but only indicators of possible losscs under normal market
conditions at a given confidence level,
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Commuodity Price Risk (Non-trading)
(PPL, LKE, LG&E and KU)

LG&E's and KU's retail electric and natural gas rates and municipal wholesale electric rales are sel by regulatory
commissions and the fuel costs incurred are directly recoverable from customers. As a result, LG&E and KU are subject 1o
commodity price risk for only a small portion of on-going business operations. L.G&E and KU sell cxcess economic
generation to maximize the value of the physical assets at times when the assets are not required Lo serve LG&E's or KU's
customers. Sce Noie 14 1o the Financial Statements for additional information.

{PPL and PPL Electric})

PPL Electric is exposed 1o market price and volumetric risks from its obligation as PLR. The PUC has approved a cost
recovery mechanism that allows PPL Electric 1o pass through to customers the cost associated with fulfilling its PLR
obligation. This cost recovery mechanism subslantially eliminates PPL Elcctric’s cxposurc to market price risk. PPL Elcctric
also mitigates its exposure to volumetric risk by entering into full-requirement encrgy supply contracts lor the majority ol its
PLR obligations. These supply contracts transfer the volumetric risk associated with the PLR obligation lo the cnergy
suppliers.

(PPL and PPL Energy Supply)

PPL Energy Supply segregales its non-trading activities tnto 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, bul were not eligible for hedge accounting or for which hedge accounting
was nol elected. This activity includes the changes in [air 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 1o changes in fair value due to markel price volatility of the input and output commodities (e.g., fuel and power).
Alithough they do not receive hedge accounting treatment, these transactions are considered non-trading activity. See Note 14
to the Financial Statements for additional information.

To hedge the impact of market price volatility on PPL Energy Supply's energy-related assets, liabilities and other contraciual
arrangements, PPL Energy Supply both sells and purchases physical energy at the wholesale level under FERC market-based
tarifTs throughout the U.S. and cniers into financial exchange-traded and over-the-counter contracts. PPL Energy Supply's
non-trading commodity defivalive contracis range in maturity through 2019,

The following tables sets forth the changes in the net fair value of non-trading commodity derivative contracts for the periods
ended March 31. See Notes 13 and 14 to the Financial Stalements for additional information.

{ains (Losses)
Three Manths

2014 2013
Fair valuc of contracts outstanding at the beginning of the period 5 107 5 473
Contracts realized or atherwise settled during the period 505 {137
Fair value of new contracts entered into during the period (a) (16} 9
Other changes in fair value (737) (116)
Fair value of contracts outstanding a1 the end of the period $ (41 3 229

(a) Represents the fair value of contracis at the end of the quanter of their inception.

The following table segregates the net fair value of non-trading commodity derivative contracts at March 31, 2014, based on
the observability of the informalion used o determine the fair value.

Net Asset (Liahility)

Maturity Maturity
Less Than Maturity Moaturity in Excess Total Fair
1 Year 1-3 Years 4-5 Years of 5§ Years Value
Source of Fuir Value
Prices based on significamt observable inputs (Level 2) 3 (103) $ {34) § 8 § 3 3 {126)
Prices based on significant unobservable inputs (Level 3) (30) 12 3 {15)
Fair value of contracts outsianding at the end of the period 3 (133} § (22) S 11 3 3 3 [{E1)]
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PPL Energy Supply sells electricity, capacity and related services and buys fuel on a forward basis to hedge the value of
energy rom its generation assets. 1T PPL Energy Supply were unable 1o deliver firm capacity and energy or to accept the
delivery of fuel under its agreements, under certain circumstances it could be required to pay liquidating damages. These
damages would be based on the difference between the markel 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 (or their counterparties) with which it has
energy coniracts and other factors could affect PPL Energy Supply's ability to mect its obligations, or cause significant
increases in the market price of replacement energy. Although PPL Energy Supply attempts to mitigate these risks, there can
be no assurance that it will be able to [ully meet its firm obligations, that it will not be requircd to pay damages for failure 10
perform, or that it will not experience counterparly nonperformance in the future,

Commodity Price Risk (Trading)
PPL Energy Supply's trading commodity derivative contracts range in maturity through 2020. The following table sets forth

changes in the net fair value of trading commodity derivative contracts for the periods ended March 31, See Notes 13 and 14
10 the Financial Stalements for additional information.

Gains (Losses)
Three Months
2014 2013
Fair valuc of contracts outstanding at the beginaing of the period $ 1 s 29
Contracts realized or otherwise settled during the period (2)
Fair value of new coniracts entered into during the period (a) (13) (12)
Other changes in fair vatue 33
Fair value of contracts outstanding at the end of the period 3 il 3 15

(a) Represents the fair value of contracts at the end of the quarter of their inception,

The following table segregates the net fair valee of rading commodily derivative contracts at March 31, 2014, based on the
observability of the information used to determine the fair value.

Net Asset (Liability)

Maturity Maturity
Less Than Maturity Maturity in Excess Totu! Fair
1 Year 1-3 Years 4-5 Years of § Years Value

Source of Fair Value
Prices quoted in active markets for identical instrumenis (Level 1) $ 1 $ 1
Priccs based on significant observable inputs (Level 2} 1y 8§ 3 3 1% 1 (2)
Prices based on significant unobservable inputs (Level 3) 3 16 8 5 32
Fair value of contracis outstanding at the cnd of the period 3 3 5 13 8 9 8 6 3§ 3l

VaR Models

A VaR model is utilized to measure commodity price risk in unregulated gross energy margins for the non-trading and
trading portfolios. VaR is a statistical model that atlempls 1o estimate the value of potential loss over a given holding period
under normal market conditions at a given confidence level. VaR is calculated using a Monte Carlo simulation technique
based on a five-day helding period at a 95% confidence level. Given the company's disciplined hedging program, the non-
trading VaR cxposure is expected (o be limited in the short-term. The VaR for portlolios using end-of-month results for the
three months ended March 31, 2014 was as follows.

Trading VaR Non-Trading VaR

95% Confidence Level. Five-Day Holding Period
Period End 5 8§ S 8
Average for the Period 8 7
High 9 8
Low 8 5

The trading portfolio includes all proprietary trading positions, regardless of the delivery period. All positions not considered
proprictary trading are considered non-trading. The non-trading portfolio includes the entire portfolio, including generation,
with delivery periods through the next 12 months, Both the trading and non-trading VaR computations exclude FTRs due 10
the absence of reliable spot and forward markets, The fair value of the non-trading and trading FTR posilions was
insignilicant at March 31, 2014,
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Interest Rate Risk (All Registrants)

The Registrants and their subsidiaries issue debt 1o finance their operations, which exposes them 1o interest rate risk. The
Registrants and their subsidiaries ulilize various financial derivative instruments 1o adjust the mix of fixed and floating
interest rates in their debt portfolios, adjust the duration of their debi portfolios 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 1o volatility in interest expense and changes in the fair value of the debt portfolios due to changes in the
absolute level of interest rates.

The following interest rate hedges were oultstanding at March 31, 2014,

Effect of a
Fair Value, 10% Adverse Maturities
Exposure Net - Asset Movement Ranging
Hedped (Liability) (a) in Rates (b) Through
PPL
Cash flow hedges
Interest rate swaps (c) 3 500 $ 1 3 (15) 2025
Cross-currency swaps (d) 1,262 57 (179 2028
Economic hedges
Interest rate swaps {¢) 179 (40) 3 2033
LKE and LG&E
Economic hedges
Interest rate swaps (e) 179 (40} 3) 2033

(a) Includes accrued interest, if applicable.

(b) Effects of adverse movements decrease assets or increase liabilities, as applicable, which could resultin an asset becoming a liability. Sensitivities
represent a 10% adverse movement in interest rates, except for cross-currency swaps which also includes loreign currency exchange rates.

{c) Changes in the fair value of such cash Now hedges are recorded in equity or as regulatory assets or regulatory liabilities, if recoverable through
regulated rates and reclassified inlo eamings in the same period during which the item being hedged alfects eamings,

(d) Cross-currency swaps are ulilized to hedge the principal and interest payments of WPD's U.S. dollar-denominated senior notes. Changes in the fair
value of these instruments are recorded in equily and reclassified into camings in the same period during which the item being hedged affects camings.

(e) Realized changes in the fair value of such economic hedges are recoverable through regulated rates and any subsequent changes in fair value of these
dernivatives are included in regulatory assels or regulatory liabilites.

The Registrants are exposed 10 a potential increase in interest expense and to changes in the fair value of their debt portfolios.
The estimated impact of a 10% adverse movement in interest rates at March 31, 2014 is shown below.

PPL Encrgy PPL
PPL Supply Electric LKE LG&E KU
Increase to interest expense of 10% Not Not Not Not Nol Not
increase in interest rates Significant Significant Significant Significant Significant Significant
Increase in fair value of 10% decrease
in interest rates $ 762§ 43 3 T s 144 § 45 8 84

Foreign Currency Risk (PPL)

PPL is cxposed to foreign currency risk, primarily through investiments in U.K, affiliates. In addition, PPL's domestic
operations may make purchases of equipment in currencies other than U.S. dollars,

PPL. has adopied a forcign currency risk management program designed to hedge certain foreign currency cxposurcs,
including firm commitments, recognized assets or liabilities, anticipated transactions and net investments. In addiion, PPL

enters into financial instruments to protect against foreign currency translation risk of expected earnings.

The following foreign currency hedges were outstanding at March 31, 2014,

Effect of a
10%
Adverse
Movement
in Foreign
Fair Value, Currency Maturities
Exposure Net - Asset Exchange Ranging
Hedged (Liability) Rates (a) Through
O Nelt investment hedges (b} £ 45 5 24y § [&X3) 2015
Economic hedges (c) 1.840 (94) (291) 2016
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{(a) Effects of adverse movements decrease assets or increase liabilities, as applicable, which could result in an asset becoming a liability,

{b) To protect the value of a portion of its net investment in WPD, PPL executes forward contracts to sell GBP. The posilions outstanding exclude the
amount of imercompany loans classificd as net invesiment hedges. See Note 14 1o the Financial Statements for additional information,

(¢) ‘To economically hedge the translation of expected carnings denominated in GBP to U.S. doflars. PPL enters into a combination of average raic
forwards and average rate options to s¢ll GBP.

NDT Funds - Securities Price Risk (PPL and PPL Energy Supply)

In connection with certain NRC requirements, PPL Susquchanna maintains trust funds to fund certain cosis of
decommissioning the PPL Susquchanna nuclear plant {Susquchanna). At March 31, 2014, these {unds were invested
primarily in domestic equity sccurities and fixed-rate, fixed-income securities and are reflected at fair value on the 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 equily securities included in the trusts are
exposed Lo price fluctuation in equity markelts, and the values of fixed-rate, fixed-income securitics are primarily exposed to
changes in interest rates. PPL actively monitors the investment performance and periodically reviews assel allocation in
accordance with its nuclear decommissioning trust policy statement. At March 31, 2014, a hypothetical 10% increase in
interest rates and a 10% decrease in equity prices would have resulted in an estimated $67 million reduction in the fair valuc
of the trust assets. Sec Notes 13 and 17 to the Financial Stalements for additional information regarding the NDT funds.

Credit Risk {All Registranis)

Sece Notes 13 and 14 1o the Financial Statements in this Form 10-Q and "Risk Management - Credit Risk” in the Registrants’
2013 Form 10-K for additional information.

Foreign Currency Translation (PPL)

The value of the British pound sterling fluctuates in relation to the U.S. dollar. Changes in this exchange rate resulted in a
foreign currency translation gain of $135 million for the three months ended March 31, 2014, which primarily reflected a
$334 million increase to PP&E and goodwill offset by an increase of $199 million to net liabilitics. Changes in this exchange
rate resulted in a foreign currency translation loss of $256 million for the three months ended March 31, 2013, which
primarily reflecled a $696 million decrease to PP&E and goodwill offset by a decrease of $440 million to net liabilities. The
impact of foreign currency translation is recorded in AOCI.

Related Party Transactions (Ail Registrants)

The Registrants are not aware of any material ownership interests or operating responsibility by senior management in
outside parinerships, including leasing transactions with variable interest entilies, or other entities doing business with the
Registrants. Sce Note 11 to the Financial Staiements for additional information on related party transactions for PPL Energy
Supply, PPL Electric, LKE, LG&E and KU.

Acquisitions, Development and Divestitures (All Registrants)

The Registrants from time to time evaluate opportunitics for potential acquisitions, divestitures and development projects.
Development projects are reexamined based on market conditions and other faclors to determine whether to proceed with the
projects, scll, cancel or expand them, execute tolling agreements or pursue other options. See Note 8 to the Financial
Statements for information on the more significant aclivilies.

Environmental Matters
(All Registrants)

Exiensive federal, state and local environmental laws and regulations arc applicable to PPL's, PPL Energy Supply's, LKE's,
LG&E's and KU's air cmissions, water discharges and the management of hazardous and solid waste, as well as other aspecis
of the Registrants' businesses. The cost of compliance or alleged non-compliance cannot be predicied with certainty but
could be material. In addition, costs may increase significantly if the requircments or scope of environmental laws or
regulations, or similar rules, are expanded or changed. Cosls may take the form of increased capital expenditures or
operating and maintenance expenses, monetary fines, penalties or other restrictions. Many of these environmental taw
considerations are also applicable 10 the operations of key suppliers, or customers, such as coal producers and industrial
power users, and may impact the cost for their products or their demand for the Registrants’ services.
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The following is a discussion of the more significant environmenial matters. See Note 10 1o the Financial Statements in this
Form 10-Q and "Item 1. Business - Environmental Matters™ in the Registrants’ 2013 Form 10-K for additional information on
environmental matters.

Climate Change

Physical effccts associated with climate change could include the impact of changes in weather patterns, such as storm
frequency and intensity, and the resultant potential damage, as applicable, to the Registrants’ generation assets, electricity
transmission and delivery syslems, as well as impacts on the Registrants' customers. In addition, changed weather patterns
could potentially reduce annual rainfall in areas where PPL, PPL Encrgy Supply, LKE, LG&E and KU have hydroelectric
generating facilities or where river water is used to cool their fossil and nuclear (as applicable) powered generators. The
Registrants cannot currenily predict whether their businesses will experience thesc potential risks or estimate the cost of their
related consequences.

In June 2013, President Obama released his Climate Action Plan which reiterates the goal of reducing greenhouse gas
emissions in the U.S, "in the range of” 17% below 2005 levels by 2020 through such actions as regulating power plant
emissions, promoting increased use of renewables and clean energy technology, and establishing tighter energy efficicncy
standards. Also, by Presidential Memorandum, the EPA was directed to issue a revised proposal for new power plants (a
prior proposal was issued in 2012) by September 20, 2013, with a final rule to be issued in a timely fashion thereafier, and to
issue proposed standards for existing power plants by June 1, 2014 with a final rule by June 1, 2015. The EPA was further
direcied 10 require that states develop implementation plans for existing plants by Junc 2016.

The EPA’s revised proposal for new sources was published in the Federal Register on January 8, 2014, with comments due on
May 9, 2014, The proposcd limits for coal plants can only be achieved through capture and sequestration, a technology that
is not presently commercially viable and, therefore, effectively preclude the construction of new coal plants. The proposed
standards for new gas plants may also not be continuously achicvable. Regulation of GHG emissions from existing plants
could have a significant industry-wide impact depending on the structure and stringency of the final rule and state
implementation plans.

The Administration’s increasc in its estimale of the "social cost of carbon” (which is used to calculate benefits associated with
proposed regulations) from $23.80 to $38 per metric ton in 2015 may lead to more cosily regulatory requirements. The
White House Office of Management and Budget has opened this issue for public comment.

Additionally, the Climate Action Plan goal 1o prepare the U.S. for the impacts of climate change could affect PPL, PPL
Electric, LKE, LG&E and KU and others in the industry as it could result in requirements to modify clectricity generating,
ransmission and delivery systems (o improve the ability to withstand major storms and substantial capital investment may be
needed 10 meet those requirements.

{All Registrants except PPL Electric)

Coal Combustion Residuals {CCRs)

1n Junc 2010, the EPA proposed (wo approaches to regulating the disposal and management of CCRs (as cither hazardous or
non-hazardous waste) under RCRA. Under a litigation scttlement agreemeni involving certain environmental groups, the
EPA has agreed 1o issue its final rulemaking by the end of 2014. Regulations could impact handling, disposal and/or
beneficial use of CCRs. The financial and operational impact is expected 10 be material if CCRs are regulated as hazardous
waste, and significant if regulated as non-hazardous.

In July 2013, the U.S. House of Representatives passed House Bill H.R. 2218, the Coal Residuals and Reuse Management
Act of 2013, which would preempt the EPA from regulating CCRs under RCRA and set rules governing state programs. [t
remains uncertain whether similar legislation will be passed by the U.S, Scnate. Recent ash spills that have occurred within
the utility industry may precipitate more stringent regulation of both active and legacy CCR sites.

Effluent Limitation Guidelings (ELGs)

In June 2013, the EPA published proposed regulations to revise discharge limitations for steam electric gencration
wastewaler permits. The proposed limitations are based on the EPA review of available treatment technologies and their
capacity for reducing pollutants and include new requirements for fly ash and bottom ash transport water and metal cleaning
waste waters, as well as new limits for scrubber wastewater and landfill leachate. The EPA's proposed ELG regulations also
contain some requirements that would affect the inspection and operation of CCR facilities, if finalized. The proposal
contains several alternative approaches, some of which could significantly impact PPL's, PPL Encrgy Supply's, LKE's,
LG&E's and KU's coal-fired plants. The final regulation is expected to be issued in September 2015. At the present time,
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PPL, PPL Energy Supply, LKE, LG&E and KU are unable to predict the outcome of this matter or estimate a range of
reasonably possible costs, but the costs could be significant.

Clean Water Act

In April 2011, the EPA published a draft regulation under Scetion 316(b) of the Clean Water Act, which regulates cooling
water intakes for power plants. The draft rule has two provisions: requiring installation of Best Technology Available (BTA)
to reduce mortality of aquatic organisms that are pulled into the plant cooling water system (entrainment), and imposing
standards for reduction of mortality of aquatic organisms trapped on water intake screens (impingement). The final rule is
now expected by May 16, 2014, The proposed regulation would apply 10 nearly all PPL-owned sicam eleciric gencration
plants in Pennsylvania, Kentucky, and Montana, potentially even including those equipped with closed-cycle cooling
systems. PPL's, PPL Energy Supply's, LKE's, LG&E's and KU's compliance costs could be significant, especially if the final
rule requires closed-cycle systems at planis that do not currently have them or conversions of once-through systems Lo
closed-cycle.

MATS

[n February 2012, the EPA finalized MATS requiring fossil-fuel fired plants to reduce emissions of mercury and other
hazardous air pollutanis by April 16, 2015, The rule, which was challenged by industry groups and states, was upheid by the
D.C. Circuit Court in April 2014, The EPA has subscquently proposcd changes 1o the rule with respect Lo new sources (o
address the concern that the rule effectively precludes construction of any new coal-lired plants. PPL, PPL Energy Supply,
LKE, LG&E and KU arc generally well-positioned 1o comply with MATS, primarily due to recent investments in
environmental controls at PPL Energy Supply and approved ECR plans to install additional controls at somc of LG&E's and
KU's Kentucky plants. Additionally, PPL Encrgy Supply is evaluating chemical additive sysiems for mercury control at
Brunner [sland, and modifications to existing controls at Colstrip for improved particulale matier reductions, In September
2012, PPL Energy Supply announced its intention 1o place its Corette plant in long-term reserve stalus beginning in April
2015 due 10 expected market conditions and costs lo comply with MATS. The Coretie plant asset group was determined 10
be impaired in December 2013. See "Application of Critical Accounting Policies - Asset Impairment (Excluding
Investments)” in PPL's and PPL Energy Supply’s 2013 Form 10-K for additional information. Also, LG&E, KU and PPL
Energy Supply have received compliance extensions for certain plants in Kentucky and Pennsylvania and are considering
extension requeslts for other plants as well.

L.G&E's and KU's anticipated retirements of gencrating units at the Cane Run and Green River plants are in response 1o
MATS and other environmental regulations.

CSAPR and CAIR

In 2011, the EPA finalized its CSAPR regulating emissions of nitrogen oxides and sulfur dioxide through new allowance
trading programs which were 10 be implemented in two phases (2012 and 2014). Like its predecessor, the CAIR, CSAPR
targeted sources in the eastern U.S, In December 2011, the U.S. District Court for the District of Celumbia Circuit {(D.C.
Circuit Court) stayed implementation of CSAPR, leaving CAIR in place. Subsequently, in August 2012, the D. C. Circuit
Court vacated CSAPR and remanded it back to the EPA for {urther rulemaking, again leaving CAIR in place in the interim.
In June 2013, the U.S. Supreme Court granted the EPA’s petition for review of the D.C. Circuit Court's decision to vacate
CSAPR. On April 29, 2014, the U.S. Supreme Court reversed and remanded the D.C. Circuit Court's August 2012 decision
which will likely result in the CSAPR replacing the CAIR program. PPL, PPL Encrgy Supply, LKE, LG&E and KU do not
currently anticipate that the costs of meeting CSAPR requirements will be significant.

PPL, PPL Energy Supply, LKE, LG&E and KU plants in Pennsylvania and Kentucky will continue to comply with CAIR
through optimization of existing controls, balanced with emission allowance purchases. The D. C. Circuit Court’s August
2012 decision leaves plants in CSAPR-affected states potentially exposed 1o more siringent emission reductions for nitrogen
oxides and sulfur dioxide due to regional haze implementation (see "Regional Haze" discussion below), andfor petitions to
thc EPA by downwind states under Section 126 of the Clean Air Act requesting the EPA 1o require plants that allegedly
contribule to downwind non-attainment 10 take aclion to reduce emissions.

Regional Haze
Under the EPA's regional haze programs (developed to climinate man-made visibility degradation by 2064), states arc

required to make rcasonable progress every decade through the application, among other things, of Best Available Retrofit
Technology (BART) on power plants commissioned between 1962 and 1977, For the eastern U.S., the EPA had determined
that region-wide reductions under the CSAPR trading program could be utilized by state programs to satisly BART
requirements for sulfur dioxide and nitrogen oxides. However, atthough the August 2012 decision by the D.C. Circuit Court
to vacate and remand CSAPR has been reversed by the U.S. Supreme Court, future decisions by EPA and the courts will
determine whether power planis tocated in the eastern U.S,, including PPL Encrgy Supply's plants in Pennsylvania and
LG&E's and KU's plants in Kentucky, will be subject to further reductions in those pollutants in accordance with BART
requirements.
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The EPA signed its final Federal Implementation Plan (FiP) of the Regional Haze Rules for Montana in Scptember 2012,
with tighter cmissions limits for PPL Energy Supply’s Colstrip Units 1 & 2 based on the installation of new controls (no
fimits or additional controls were specified for PPL Energy Supply's Colstrip Units 3 & 4), and tighter emission limits for
PPL Energy Supply's Corette plant (which arc not based on additional controls). The cost of the potential additional controls
for Colstrip Units | & 2, if required, could be significant. PPL Energy Supply expects to meet the tighter permit limits a
Corette withoui any significant changes to operations, although other requircments have led to the planned suspension of
operations at Corelte beginning in April 2015 (see "MATS" discussion above). Both PPL and cnvironmental groups have
appealed the final FIP 1o the U.S. Court of Appeals for the Ninth Circuil.

Naticnal Ambient Air Quality Standards

In 2008, the EPA revised 1he National Ambient Air Quality Standard for ozone. As a result of EPA's new ozone standard,
states in the ozone transport region (OTRY), including Pennsylvania, are required by the Clean Air Act to impose additional
reductions in nitrogen oxide emissions based upon reasonably available control technologies. The PADEP has issued a draf
rule requiring reasonable reductions. However, the propasal is being challenged as too lenient by other OTR states and
environmental groups. The PADEP may impose more stringent cmission limits than those set forth in the proposed rule
which could have a significant impact on PPL Energy Supply’s Pennsylvania coal plants.

During 2010 and 2012, the EPA issued new ambient air standards for sulfur dioxide and particulates, respectively. In 2013,
the EPA preliminarily designated Jefferson County, Kentucky, as a partial non-attainment arca for sulfur dioxide. Final
designations of non-attainment areas may occur in 2014. Existing environmenital plans for LG&E's and KU's Kentucky
plants, including announced retirements of certain plams and ECR-approved new or upgraded scrubbers or baghouses at
other plants, may aid in achievement of eventual ambicnt air requirements. However, depending upon the specifics of final
non-atlainment designations and consequent compliance plans, additional controls may be required, the financial impact of
which could be significant.

New Accounting Guidance (All Registrants)

Sece Noles 2 and 19 10 the Financial Statements for a discussion of new accounting guidance adopted and pending adoplion.

Application of Critical Accounting Policies (All Registranis)

Financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application
of critical accounting policies. The following table summarizes the accounting policies by Registrant that are particularly
important to an understanding of the reported financial condition or results of operations, and requirc management to make
estimaltes or other judgments of matters that are inherently uncertain. See "ltiem 7. Combined Management's Discussion and
Analysis of Financial Condition and Results of Operations” in the Registranis’ 2013 Form 10-K for a discussion of cach
critical accounling policy.

PPL PPL

PPL, Energy Supply Electric LKE LG&E KU
Defined Benefits X X X X X X
Loss Accruals X X X X X X
Income Taxes X X X X X X
Asset Impairments (Excluding Invesiments)} X X X X X
AROs X X X X X
Price Risk Management X X X X X
Regulatory Asscts and Linbilities X X X X X
Revenue Recognition - unbilled revenue X X X X
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PPL Corporation
PPL Energy Supply, LLC
PPL Electric Utilities Corporation
LG&E and KU Energy LLC
Louisville Gas and Electric Company
Kentucky Utilities Company

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Reference is made to "Risk Management” in "Ttem 2. Combined Management's Discussion and Analysis of Financial
Condition and Results of Operations.”

Item 4. Controls and Procedures

{a) Evaluation of disclosure controls and procedures.

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

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 15d-15(e) of the Securities
Exchange Act of 1934) have concluded that, as of March 31, 2014, the Registrants’ disclosure controls and
procedures are effective to ensure that material information relating to the Registrants and their conselidated
subsidiaries is recorded, processed, summarized and reported within the time periods specified by the SEC’s rules
and forms, particularly during the period for which this quarterty report has been prepared. The aforementioned
principal officers have concluded that the disclosure controls and procedures are also effective to ensure that
information reguired 1o be disclosed in reports filed under the Exchange Act is accumulated and communicated to
management, including the principal executive and principal financial officers, to allow for timely decisions
regarding required disclosure.

(b) Change in internal controls over financial reporting.

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

The Registrants’ principal execulive officers and principal financial officers have concluded that there were no
changes in the Registrants’ internal control over financial reporting during the Registrants' first fiscal quarier that
have materially affccied, or are reasonably likely 10 materially affect, the Registrants' internal control over financial
reporting.

PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

For additional information regarding pending administrative and judicial proceedings involving regulatory, environmenial
and other matiers, which information is incorporated by relerence into this Part 11, sce:

s "ltem 3. Legal Proceedings” in each Registrant’s 2013 Form 10-K; and
¢ Notes 6 and 10 to the Financial Statements.

Item 1A. Risk Factors

There have been no material changes in the Registranis' risk factors from those disclosed in "Item 1A, Risk Factors” of the
2013 Form 10-K.

Item 4. Mine Safety Disclosures

Not applicable.
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1tem 6. Exhibits

The following Exhibits indicated by an asterisk preceding the Exhibit number are filed herewith. The balance of the Exhibits
have herelofore been filed with the Commission and pursuant 10 Rule 12(b)-32 are incorporated herein by reference,
Exhibits indicated by a [_] are (iled or lisied pursuant to ltem 6Q1(b)(10)(iii} of Regulation 5-K.

1(a) - Securities Purchase and Registration Rights Agreement, dated March 5, 2014, among PPL Capital
Funding, Inc., PPL Corporalion, and the several purchasers named in Schedule B thereio (Exhibit 1.1 10
PPL Corporation Form 8-K Report (File No. 1-11459) dated March 10, 2014)

4(a) - Supplemental Indenture No. 13, dated as of March 10, 2014, among PPL Capilal Funding, Inc,, PPL
Corporation and The Bank of New York Mellon (formerly known as The Bank of New York), as
Trustee (Exhibit 4.2 to PPL Corporation Form 8-K Reporl (File No, 1-11459) dated March 10, 2014)

4(b) - Supplemental Indenture No. 14, dated as of March 10, 2014, among PPL Capital Funding, Inc., PPL
Corporation and The Bank of New York Mellon {(formerly known as The Bank of New York), as
Trustee (Exhibit 4.3 to PPL Corporation Form 8-K Report (File No. 1-11459) dated March 10, 2014)

10{a) - $150,000,000 Revolving Credit Agrecment, dated as of March 26, 2014, among PPL Capital Funding,
Inc., as Borrower, PPL Corporation, as Guarantor and The Bank of Nova Scotia, as Administrative
Agent, Issuing Lender and Lender (Exhibit 10.1 1o PPL Corporation Form 8-K Report (File No. 1-
11459} dated April 1, 2014)

10(h) - Twelfth Amendment, dated as of March 19, 2014, 10 Reimbursement Agrecement, dated as of March 31,
2003, among PPL Energy Supply, LLC and The Bank of Nova Scotia, as [ssuer and Adminisirative
Agent (Exhibit 10.2 1o PPL Energy Supply, LLC Form 8-K Report (File No. 1-32944) dated April 1,

2014)

*12(a) - PPL Coerporaticn and Subsidiaries Computation of Ratic of Earnings t¢ Combined Fixed Charges and
Preferred Stock Dividends

*12(b) - PPL Energy Supply, LLC and Subsidiarics Computation of Ratio of Earnings 1o Fixed Charges

*12(c) - PPL Electric Utilities Corporation and Subsidiaries Computation of Ratio of Earnings 10 Combined
Fixed Charges and Preferred Stock Dividends

*12(d) - LG&E and KU Energy LLC and Subsidiaries Computation of Ratio of Earnings 1o Fixed Charges

*12(e) - Louisville Gas and Electric Company Computation of Ratio of Earnings to Fixed Charges

*12(H) - Kentucky Utilities Company Computation of Ratio of Earnings 1o Fixed Charges

Certifications pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, for the quarterly period ended March 31,
2014, fled by the following officers for the lollowing companies:

*31{a) - PPL Corporation's principal exccutive officer
*31(b) - PPL Corporation's principal financial officer
*31{c) - PPL Encrgy Supply, LLC's principal executive officer
*3{d) - PPL Energy Supply, LLC's principal Nnancial officer
BY »upply princip
*31{e) - PPL Electric Utilities Corporation’s principal executive officer
*31(N0 - PPL Elcctric Utilities Corporation’s principal financial officer
*3l(g) - LG&E and KU Ene}gy LLC's principal executive officer
*31(h) - LG&E and KU Energy LLC's principal financial officer
*31(3) - Louisville Gas and Electric Company's principal executive officer
panys p
*31() - Louisville Gas and Eleciric Company's principal financial officer
*31(k) - Kentucky Utilities Company's principal executive officer
*31(0) - Kentucky Utilities Company's principal financial officer
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Certifications pursuani 1o Section 906 of the Sarbanes-Oxley Act of 2002, for the quarterly period ended March 31,

2014, furnished by the following officers for the following companies:

*32(a)
*32(b)
*32(c)
*32(d)
*12(e)
*32(N

101.INS

101.5CH

101.CAL

101.DEF

101.LAB

101.PRE

PPL Corporation's principal executive officer and principal financial officer

PPL Energy Supply, LLC's principal executive officer and principal financial officer

PPL Electric Utilities Corporation's principal executive officer and principal financial officer
LG&E and KU Energy LLC's principal executive officer and principal financial officer
Louisville Gas and Electric Company's principal executive officer and principal financial officer

Kentucky Utilities Company's principal executive officer and principal financial officer

XBRL Instance Document for PPL Corporation, PPL Energy Supply, LLC, PPL Electric Ulilities
Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and Kentucky Utilities
Company

XBRL Taxonomy Extension Schema for PPL Corporation, PPL Encrgy Supply, LLC, PPL Electric
Utilitics Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and Kentucky
Utilities Company

XBRL Taxonomy Extension Calculation Linkbase for PPL Corporation, PPL Energy Supply, LLC,
PPL Electric Utilitics Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company
and Kentucky Utilities Company

XBRL Taxonomy Extension Definition Linkbase for PPL Corporation, PPL Energy Supply, LLC, PPL
Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and
Kentucky Utilitics Company

XBRL Taxonomy Extension Label Linkbase for PPL Corporation, PPL Energy Supply, LLC, PPL
Eleciric Unlities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and
Kentucky Ulilitics Company

XBRL Taxonomy Extension Presentation Linkbase for PPL Corporation, PPL Energy Supply, LLC,
PPL Electric Ulilities Corporation, LG&E and KU Encrgy LLC, Louisville Gas and Electric Company
and Kentucky Utilities Company
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SIGNATURES

Pursuant 10 the requircments of the Securities Exchange Act of 1934, the Registrants have duly caused this report to be
signed on their behalf by the undersigned thereunto duly authorized. The signature for each undersigned company shall be
Q deemed to relate only to matters having reference 10 such company or its subsidiaries.

PPL Corporation
(Registrant)

PPL Energy Supply, LLC
{Registrant)

Date: May 1, 2014 /s/ Vincent Sorgi
Vincent Sorgi
Vice President and Controller
(Principal Accounting Officer)

PPL Electric Utilities Corporation
(Registrant)

Date: May 1, 2014 /s/ Dennis A. Urban, Jr.
Dennis A. Urban, Ir.
Controller
(Principal Financial Officer and Principal

: Accounting Officer)

LG&E and KU Energy LLC
{Registrant)

Louisville Gas and Electric Company
(Registrant)

Kentucky Utilities Company
(Registrant)

Date: May I, 2014 /s/ Kent W. Blake
- Kent W, Blake
Chief Financial Officer
{Principal Financial Officer and Principal
Accounting Officer)

©
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Exhibit 12{(a)
PPL CORPORATION AND SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND

PREFERRED STOCK DIVIDENDS
Q {Millions of Dollars)

3 Months
Ended
March 31, Years Ended December 31,
2014 2013 2012 2011 2010 2009
Earnings, as defined:
Income from Continuing Operations Before
Income Taxes (@), ..o iessessrssnsssesrisesississians $ 428 § 1,309 § 2082 § 2201 § 1,239 § 538
Adjustment 1o reflect earnings from equity method
investments on a cash basis (b) ...oovoveerieeeeeeeees 34 | 7 ]
428 1,309 2,116 2,202 1,246 539
Total fixed charges as below .....coovviiiinienvnninnen. 277 1,096 1,065 1,022 698 513
Less:
Capitalized interest ... 8 47 53 51 30 43
Preferred security distributions of subsidiaries
0N 8 pre-1ax basis .o 5 23 21 24
Interest expense and fixed charges related 10
discontinued operations .........cccoccoiviernnennn, 3 12 15
Total lxed charges included in Income from
Continuing Operations Before Income Taxes .......... 269 1,049 1,007 045 635 431
Tolal CArNINGS cooveiviieriieceriireraerineeeetereereereesenes $ 697 § 2358 % 3,023 % 3,147 $ 1881 § 970
Fixed charges, as defined:
Interest charges {€) .oooovvvineeereceercreeeccceeeene s $ 274 3 1058 % 1,019 § 955 & 637 % 446
Q Estimated interest component of operating rentals..... 3 38 4] 44 39 42
Preferred security distributions of subsidiaries
ON & Pre-1aX DASIS .oooveviirerrrei e ene e ereceesre e 5 23 21 24
Fixed charges of majority-owned share of 50% or
1£55-0Wned PETSONS ..cc.ooviirirrerre e reeeenenens 1 !
Total fixed charges (d) .....coveeveeivcenieeeeeeeeen $ 277 $ 1,096 § 1065 § 1022 § 698 § 513
Ratio of carnings to fixed charges ..., 2.5 2.2 2.9 3.1 2.7 1.9
Ralio of carnings to combined fixed charges and
preferred stock dividends (€) oo, 2.5 2.2 2.9 3.1 2.7 1.9

{n) In September 2013, PPL Montana executed a dehnitive agreement to sell cerain hydroelectric generating facilitics. The sale is not expected 10
¢lose beflore the second half of 2014, To facilitate the sale, in December 2013, PPL Montana terminated a lease agrecment which resulied in a 3697
million charge. Sce Note 8 to the Financial Statements in PPL’s 2013 Form 10-K for additional information.

(d)  Includes other-than-temporary impairment loss of $25 million in 2012.

(c) Includes interest on long-term and short-term debi, as weil as amortization of debk discount, expense and premium - net.

(d) Interest on unrecognized tax benefits is not included in fixed charges.

(e}  PPL. the paremt holding company, does not have any prefermed stock custanding; therefore, the ratio of eamings 1o combined lixed charges and
preferred stock dividends is the same as the ratio of earnings to lixed charges.

@
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Exhibit 12(b)
PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(Millions of Dollurs}

3 Months
Ended
March 31, Years Ended December 31,
2014 2013 2012 2011 2010 2009
Earnings, as defined:
Income (Loss) from Continuing Operations Before
InComME Taxes (A)......cooovvviisniiieiirnrnrrrsisisraceseesennes $ a1y s 31H s 738 § 1,212 % 881 § (13
Adjustments to reflect earnings from equity method
investments on a cash basis. ... 1 7 1
(115) (371) 738 1,213 888 {12)
Total fixed charges as below .....cocvinninenciceeninne. 42 226 238 259 426 364
Less:
Capitalized INlerest ... 6 36 47 47 i3 44
Interest expense and fixed charges related 1o
discontinued OPErations.........coo v, 3 147 102
Total fixed charges included in Income (Loss) from
Continuing Operations Before Income Taxes .......... 36 190 19t 209 246 218
Tolal CarNINES .oooveier e $ TN s (181) $ 020 § 1422 § 1,134 § 206
Fixed charges, as defined:
Interest charges (D) vovvvcivvirieeseenermsresesneeceeneeens $ 41 $ 207 § 214 $ 223 % 387 § 321
Estimated interest component of operating reatals..... 1 19 24 36 38 42
Fixed charges of majority-owned share of 50% or
1e5S-0WNed PEISORS ..ocvvviicireerreerrerrrercree e sresiens [ 1
Total fixed charges (€) .oovoveveveeereeerereree e $ 42 $ 226 § 238 § 259§ 426 § 364
Ralio of carnings to fixed charges (d).....ocooovvnicencnnenns (1.9) (0.8) 3.9 55 2.7 0.6

(a) In Sepiember 2013, PPL Momana executed a definitive agreement 1o sell cenain hydroelectric generating facilities. The sale is not expected to
close before the second half of 2014. To facilitate the sale, in December 2013, PPL Montana terminated a lease agreement which resulied in a $697
million charge. See Note 8 to the Financial Statements in PPL Encrgy Supply’s 2013 Form 10-K for additional information.

(b} Includcs interest on long-term and shor-term debl, as well as amortization of debi discount, expense and premium - net.

(¢) Interest on unrecognized tax benefits is not included in fixed charges.

(d} For the three months ended March 31, 2014, there was less than one-lo-one coverage. The amount of the deficicney, or the amount of fixed charges
in excess of eamings, was 5121 million.

2013 carnings were fower as a resull of the PPL Montana lease termination referred to in (a) above, which resulted in less than one-to-one coverage.
The amount of the deficiency. or the amount of fixed charges in excess of camings, was $407 million.

As a resull of PPL Energy Supply's 2011 distribution of its interest in PPL Global 1o PPL Energy Funding and related reclassification of PPL.

Global's operating results as Discontinued Operations, eamings for 2009 were lower, which resulied in less than one-to-one coverage, The amount
of the deficiency, or the amount of fixed charges in excess of carnings, was 5158 million,
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Exhibit $2(c)
PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND

PREFERRED STOCK DIVIDENDS
O {Millions of Dollars)

3 Months
Ended
March 31, Years Ended December 31,
2014 2013 2012 2011 2010 2009
Earnings, as defined:
Income Before Income Taxes...ooocoveveveiecieieconnnnn, $ 138 % 317§ 204 %8 257 % 192 § 221
Total fixed charges as below ... 31 117 107 105 102 121
Tolal CArNINGS c.veeeeeeeeeeer e $ 169 § 434 3 311 % 362 % 294 3 342
Fixcd charges, as delined:
Interest charges (a) o B 30 3 113 3§ 104 § 102 % 101 $ 120
Estimated interest component of operating rentals ... 1 4 3 3 ] ]
Total fixed charges (b)..cvieeveverrerneir s $ 31 8 117 & 107 § 105 § 102 § 121
Ratio of carnings 1o fixed charges .o, 5.5 3.7 2.9 14 2.9 2.8
Preferred stock dividend requirements on a pre-tax
BASIS 1o e 3 6 8 21 % 23 % 28
Fixed charges, as above ... $ 31 $ 117 107 105 102 121
Total fixed charges and preferred siock dividends ..... § ) I 117 § 113 % 126 $ 125 § 149
Ratio of carnings to combined fixed charges and
preferred stock dividends ..o 5.5 3.7 2.8 2.9 2.4 2.3

{a) Includes inerest on long-1erm and shor-term debi, as well as amortization of debt discount, expense and premium - net,
{b) Interest on unrecognized tax benedits is not included in ixed charges.

Q

ppl10q_3-14_Final As Filed.docx 131




©

LG&E AND KU ENERGY LLC AND SUBSIDIARIES

COMPUTATICN OF RATIO OF EARNINGS TO FIXED CHARGES

Earnings, as defined:

Income from Continuing Operations
Before Income Taxes

Adjustment to reflect earnings from
equity method investments on a cash
basis (¢}

Loss on impairment of goodwill
Mark 10 market impact of derivative
instruments

Total fixed charges as below
Total carnings

Fixed charges, as defined:
Interest charges (d) (e)
Estimated interest component of
operaling rentals
Estimated discontinued operations
inlercst component of rental expense

Total Nxed charges

Ratio of earnings to fixed charges

{Millions of Daollars)

Successor (a)

Exhibit 12(d)

Predecessor (b)

10

3Months  Year Year Year 2 Months | Months Year
Ended Ended Ended Ended Ended Ended Ended
Mar, 31, Dec.31, Dec.31, Dec.31, Dec.31, | Oct.31, Dec. 31,
2014 2013 2012 2011 2010 2010 2009
$ 184 % 551 % 331 $ 419 $ 70 300 $ (1,235)
n (n (4) 11
1,493
2 20) (19)
184 551 364 418 72 276 250
43 151 157 153 25 158 186
$ 227 § 702 % 521 § 571 % 97 434 % 436
$ 42 3 145 § 151 § 147 % 24 |% 153 % 176
1 6 6 6 1 5 5
5
$ 43 8 151 § 157 % 153 § 25 1% 158 % 186
5.3 4.6 33 37 39 2.7 23

(a)  Post-acquisition activity covering the time period after October 31, 2010.

{b)  Pre-acquisition activity covering the time period prior 10 November 1, 2010,

(¢} Includes other-than-temporary impairment loss of $25 million in 2012,

{d) Includes interest on long-1erm and shon-term debt, as well as amortization of debt discount. expense and premium - net.
(e} Includes a credit for amortization of a fair market value adjusiment of $7 million in 2013.
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LOUISVILLE GAS AND ELECTRIC COMPANY

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
{Millions of Dodlars)

Earnings, as defined:
Income Before Income Taxcs
Mark to market impact of derivative
instruments

Total fixed charges as below
Total earnings

Fixed charges, as defined:
Interest charges (c) (d)
Estimated interest component of
operaling rentals

Total fixed charges

Ratio of earnings fixed charges

Successor (a)

Exhibit 12(¢)

Predecessor (b)

10

3Months  Year Year Year 2 Months | Months Year
Ended Ended Ended Ended Ended Ended Ended
Mar. 31, Dec.31, Dec.31, Dec.31, Dec.31, | Oct.31, Dec. 31,
2014 2013 2012 2011 2010 2010 2009
3 82 3 257 % 192 § 195 § 29 1% 167 $ 142
1 (20) 20)
82 257 192 195 30 147 122
13 36 44 46 8 40 46
$ 95 % 293 % 236 § 241 § 38 135 187 % 168
$ 12 % 34 S 42 % 44 $ 813 38 $ 44
1 2 2 2 2 2
$ 13 $ 36 % 44 3% 46 3 g13% 40 3% 46
7.3 8.1 54 52 4.8 4.7 3.7

{a) Post-acquisition activity covering the time period after October 31, 2010,

{b) Pre-acquisition aclivity covering the time period prior to November 1, 2010.
(¢} Includes interest on long-term and short-term debt, as well as amontization of debt discount, expense and premium - net.
(d) Includes a credit for amontization of a fair market value adjustment of 37 miltion in 2013,
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Exhibit 12(f)
KENTUCKY UTILITIES COMPANY

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

(Millions of Doliars)
Q Successor (a) Predecessor (b)

10

3Months  Year Year Year 2 Months | Months Year
Ended Ended Ended Ended Ended Ended Ended

Mar. 31, Deec.31, Dec.31, Dec.31, Dec. 31, | Oct.31, Dec. 31,
2014 2013 2012 2011 2010 2010 2009

Earnings, as defined:
Income Before Income Taxes $ 123 § 360 § 215 % 282 $ 55 3 218 % 200
Adjusiment 10 reflect earnings from

equity method investments on a cash

basis (¢) 33 (n 4) 11
Mark to market impact of derivative
instruments I
123 360 248 28] 55 214 212
Total fixed charges as below 20 73 72 73 11 71 79
Total carnings $ 143 $ 433 § 320 $ 354 § 66 |3 285 § 291
Fixed charges, as defined:
Interest charges (d) $ 19 § 70 % 69 3 70 % 10 1% 69 $ 76
Estimaled interest component of
operating rentals 1 3 3 3 | 2 3
Total fixed charges $ 20§ 73 % 72 § 73 % 11 1% 71 3 79
Q Ratio of carnings to fixed charges 7.2 5.9 4.4 4.8 6.0 4.0 3.7

(a)  Post-acquisition activity covering the time period after October 31, 2010,

(b}  Pre-acquisition activity covering the lime period prior to November 1, 2010,

(¢) Includes other-than-temporary impairment loss of $25 million in 2012,

(d) Includes interest on long-term and short-lerm debt, as well as amonization of debt discount, expense and premium - pet.

©
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Exhibit 31(a)

CERTIFICATION

I, WILLIAM H. SPENCE, certily that:
1. I have reviewed this quarterly report on Form 10-Q of PPL Corporation (the "registrant”);

2. Bascd on my knowledge, this report does not conlain any untrue statement of a material fact or omit to state a material
fact neeessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect 10 the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the regisirant as of, and for, the
periods presenicd in this report;

4. The registrant’s other certifying officer and | are responsible for eslablishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(M}) for the registrant and have:

a. Designed such disclesure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, 1o ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known 1o us by others within those entitics, particularly during the period in which this report is
being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting 1o 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 gencrally accepled accounting
principles;

¢. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during
the registrant’s most recent liscal quarter (the registrant's fourth fiscal quarter in the case of an annual report} thal has
matcerially aficcied, or is reasonably likely to materially affect, the registrant's internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit commitice of the registrant’s board of directors (or persons
performing the equivalent functions):

a.  All significam 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
repori financiat information; and

b.  Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over financial reporting.

Date: May I, 2014 /s William H. Spence
William H. Spence .
Chairman, President and Chief Executive Officer
(Principal Executive Officer)
PPL Corporation
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Exhibit 31(b)

CERTIFICATION

I, PAUL A. FARR, cenify that:

[ have reviewed this gquarterly report on Form 10-Q of PPL Corporation (the "registrant™);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3.  Based on my knowledge, the financial statements, and other linancial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer and 1 are responsible for establishing and matntaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(¢)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15()} for the registrant and have:

a. Decsigned such disclosurc controls and procedures, or caused such disclosure controls and procedures to be designed
under our supcrvision, to ensurc that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide rcasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

c. Evaluated the cffectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectivencss of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during
the registrant's most recent {iscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially afTected, or is reasonably likely to materially affect, the registrant's internal control over financial
reporting; and

5. The registrant's other certifying officer and 1 have disclosed, based on our most recent evaluation of internal control over
financial reporting, 10 the registrant's auditors and the audit commitiee of the registrant's board of dircctors (or persons
performing the equivalent functions):

a.  All significant deficicncies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely 10 adversely affect the registrant’s ability o record, process, summarize and
report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's inlernal control over financial reporting.

Date: May I, 2014 fs/ Paul A. Farr

Paul A. Farr

Executive Vice President and Chief Financial Officer
(Principal Financial Officer)

PPL Corporation
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Exhibit 31(c)

CERTIFICATION

[, DAVID G. DECAMPLI, certify that:

I have reviewed this quarterly report on Form 10-QQ of PPL Energy Supply, LLC (the "registrant);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit 1o state a matcrial
fact nccessary 1o make the stalements made, in light of the circumstances under which such statements were made, not
misleading with rcspect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other linancial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report;

4, The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d- 15(e)} and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(F) and 15d-15(f}) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including ils
consolidated subsidiarics, is made known 10 us by others within those entities, particularly during the period in
which this report is being prepared;

b.  Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

¢. Evalualed the effectiveness of the registrant's disclosure controls and procedures and presenied in this report our
conclusions about the elfectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’'s most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) thal
has materially affected, or is reasonably likely 1o materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant's auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability 1o record, process, summarize and
report financial information; and

b. Any fraud, whether or nol matcerial, that involves management or other employees who have 2 significant role in
the registrant’s intcrnal control over financial reporting.

Date: May 1, 2014 /s/ David G. DeCampli

David G. DeCampli
President

(Principal Executive Officer)
PPL Energy Supply, LLC
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Exhibit 31(d)

CERTIFICATION

I, PAUL A. FARR, certify that:

1 have reviewed this quarterly report on Form 10-Q of PPL Energy Supply, LLC (ihe "registrant”);

2. Based on my knowledge, this report does not coniain any untruc siatcment of a material fact or omit to state a matcerial
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in alt material respects the financial condition, results of operations and cash flows of the regisirant as of, and
for, the periods presented in this report;

4. The registrant's other certifying officer and 1 are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(¢e) and 15d-15(e)) and internal control over financial reporting
{as defined in Exchange Act Rules 13a-15(f) and {5d-15(1}) for the registrant and have:

a. Dcsigned such disclosure controls and procedurcs, or caused such disclosure controls and procedures to be
designed under our supervision, 1o ensure that material information relating to the registrant, including its
consolidated subsidiarics, is made known 1o us by others within those entities, particularly during the period in
which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of lnancial reporting
and the preparation of financial statements for cxlernal 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 elfectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrani's most recent fiscal quarier {the registrant’s fourth fiscal quarter in the case of an annual report) that
has maierially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, 1o the registrant's auditors and the avdit 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 10 adversely affect the registrant's ability 1o record, process, summarize and
report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant's internal control over financial reporting.

Date: May 1, 2014 /s/ Paul A, Farr

Paul A. Farr

Exccutive Vice President
(Principal Financial Officer)
PPL Energy Supply, LLC
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Exhibit 3i(e)

CERTIFICATION

I, GREGORY N. DUDKIN, certify that:
1. 1 have reviewed this quarterly report on Form 10-Q of PPL Electric Utilities Corporation (the "registrant”);

2. Based on my knowledge, this report does not contain any untruc stalement of a malerial facl or omit to state a material
fact necessary 10 make the statements made, in light of the circumsiances under which such slalements were made, not
misleading with respect 1o the period covered by this report;

3. Bascd on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report;

4.  The regisirant’s other certifying officer and [ are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e)} and 15d-15(¢)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(1)) 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, 10 ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting 1o
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for exiernal purposes in accordance with generally accepted
accounting principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant's mosl recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report} that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, 10 the registrant’s auditors and the audit committee of the registrant's board of directors (or
persons performing the equivalent funclions):

a.  All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely 1o adversely affect the registrant’s ability to record, process, summarize and
report Nnancial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: May 1, 2014 fs/ Gregory N. Dudkin
Gregory N. Dudkin
President
(Principal Executive Officer)
PPL Electric Utilities Corporation
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Exhibit 31(1

CERTIFICATION

I, DENNIS A. URBAN, JR,, certify that:

I have reviewed this quarterly report on Form 10-Q of PPL Electric Utilities Corporation (the "registrant”),

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, resulis of operations and cash flows of the regisirant as of, and
for, the periods presented in this report;

The registrant's other certifying officer and [ are responsible for establishing and maintaining disclosure controis and
procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)} and internal contro! over financial reporting
{as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b. Designed such internal control aver financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and prescnted in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this repori based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report} thal
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 | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant's auditors and the audit commiltee of the registirant’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 abilily to record, process, summarize and
report financial information; and

b.  Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Daic: May 1, 2014 /s/ Dennis A. Urban, Jr.

Dennis A. Urban, Jr.

Controller

(Principal Financial Officer and Principal Accounting
Officer)

PPL Elcciric Utilities Corporation
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Exhibit 31(g)

CERTIFICATION

I, VICTOR A, STAFFIERLI, certify that:

I have reviewed this quarterly report on Form 10-Q of LG&E and KU Energy LLC (the "registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit 1o state a material
fact necessary 10 make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer and [ are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known o us by others within those entities, particularly during the period in which this report is
being prepared;

b. Designed such internal control over financial reporting, or caused such imernal contrel over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the cffectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting thal occurred during
the registrant's most recent fiscal guarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to matenally affect, the registrant’s internal control over financial
reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, 1o the registrant’s auditors and the audit committee ol the registrant's board of directors {or persons
performing the equivalent functions):

a. Al significant deficiencics and material weaknesses in the design or operation of internal control over financial
reporting which arc reasonably likely o adversely affect the registrant's ability te record, process, summarize and
report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: May 1, 2014 /s/ Victor A. Stafficri

Victlor A. Staffien

Chairman of the Board, Chief Executive Officer and
President

{Principal Executive Officer)

LG&E and KU Energy LLC
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Exhibit 31(h)

CERTIFICATION

I, KENT W. BLAKE, certify that:

I have reviewed this quarterly report on Form 10-Q of LG&E and KU Energy LLC (the "registram™);

2. Based on my knowledge, this repert does not contain any untrue statement of a matcrial fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Bascd on my knowledge, the financial statements, and other financial information included in this repor, fairly present in
all material respects the financial condition, results of operations and cash Mows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures {(as defined in Exchange Act Rules |3a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(F) and 15d-15(D) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures (o be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

b, Designed such internal control over financial reporting, or caused such internal control over financial reporting 1o be
designed under our supervision, 1o 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 cffectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) thal has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s audiors and the audit commiitec 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 10 adversely affect the registrant’s ability 1o record, process, summarize and
report financial information; and

b. Any fraud, whether or not material, that invelves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: May 1, 2014 /s/ Kent W. Blake

Kent W. Blake

Chief Financial Officer

(Principal Financial Officer and Principal Accounting
Officer)

LG&E and KU Energy LLC
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Exhibit 31(i)

CERTIFICATION

I, VICTOR A. STAFFIERI, certify that:
1. T have reviewed this quarterly report on Form 10-Q of Louisville Gas and Electric Company (the "registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
facl necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Bascd on my knowledge, the financial statements, and other financial information included in this report, fairly present in
¢ all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The regisirant's other certifying officer and [ are responsible for establishing and maintaining disclosure conirols and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internal control over financial reperting {(as
delined in Exchange Act Rules 13a-15(f) and 15d-15(f))} for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosurc controls and procedures to be designed
under our supervision, (o ensure that muterial information relating to the registrani, including its consolidated
subsidiarics, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

¢.  Evaiuated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during
Lthe registrant's mosl recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affecled, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, 1o the registrant’s auditors and the audit committee of the registrant's board of directors (or persons
performing the equivalent functions):

a.  All significant deficiencics and malerial weaknesscs in the design or operation of internal control over financial
reporting which are reasonably likely (o adversely affect the registrant's ability 1o record, process, summarize and
report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the
regisirant’s internal control over financial reporting.

Date: May 1, 2014 fsf Victor A. Siafficri
Victor A. Staffieri
Chairman of the Board, Chief Executive Officer and
President
(Principal Executive Officer)
Louisville Gas and Electric Company
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Exhibit 31()

CERTIFICATION

I, KENT W. BLAKE, certify that;

1.

I have reviewed this quarterly report on Form 10-Q of Louisville Gas and Electric Company (the "registrant”);

2. Based on my knowledge, this report does not contain any untrue staicment of a material fact or omit o state a material
fact necessary to make the statements madc, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statcments, 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 prescnted in this report;

4. The registrant's other certifying officer and [ are responsible for establishing and maintaining disclosure controls and
procedures {as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules |3a-15(f) and 15d-15(f)) for the registrant and have:

a.  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
uncler our supervision, (o ensure that material information relating to the regisirant, including its consolidated
subsidiaries, s made known 10 us by others within those entities, particutarly during the period in which this report is
being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporiing and
the preparation of financial statements for external purposes in accordance with generally accepled accounting
principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrani’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 intcrnal control over fnancial
reporting; and

5.  The registrant’s other certifying officer and [ have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committce of the regisirant’s board of directors (or persons
performing the equivalent functions):

a.  All significant deficiencies and maierial weaknesses in the design or operation of internal control over financial
reporting which are rcasonably likely 10 adversely affect the registrant's ability to record, process, summarize and
report financial information; and

b.  Any fraud, whether or not material, that involves management or other employees who have a significant role in the
rcgistrant’s internal control over financial reporting,

Date: May 1,2014 /s/ Kent W. Blake

Kent W. Blake

Chiefl Financial Officer

(Principal Financial Officer and Principal Accounting
Officer)

Louisville Gas and Electric Company
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Exhibit 31(k)

CERTIFICATION

I, VICTOR A. STAFFIERI, certify that:

I have reviewed this quarterly report on Form 10-Q of Kentucky Utilities Company (the "registram”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omil io 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 Lo the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the [inancial condition, results of operations and cash flows of the regisirant as of, and for, the
periods presented in this report;

4. The registrant's other certifying officer and I arc responsible for cstablishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules |3a-15(c) and 15d-15(¢)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(0)) for the registrant and have:

a.  Designed such disclosure controls and procedurcs, 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 1o us by others within those entities, particularly during the period in which this report is
being prepared;

b. Designed such internal conirol over financial reporting, or caused such internal control over financial reporting 10 be
designed under our supcrvision, 1o provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for exiernal purposes in accordance with generally accepled accounting
principles;

¢. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the cffectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial
reporting; and

5. The registrant's other certifying officer and | 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. Al significant deficiencics and material weaknesses in the design or operation of internal controt over financial
reporting which are reasonably likely to adverscly affect the registrant’s ability 10 record, process, summarize and
report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over financial reporting.

Date: May 1, 2014 fs/ Victor A. Staffieri

Victor A. Stafficri

Chairman of the Board, Chief Executive Officer and
President

(Principal Executive Officer)

Kentucky Utilitics Company
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Exhibit 31(1)

CERTIFICATION

I, KENT W. BLAKE, centify that:

I have reviewed this quarterly report on Form 10-Q of Kentucky Utilities Company (the "registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit 10 state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
mislcading with respect to the period covered by this repori;

3. Based on my knowledge, the financial statcments, and other linancial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4, The registrant's other certifying officer and I are responsible for establishing and maimaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures 10 be designed
under our supervision, 1o ensure that maicrial information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entitics, particularly during the period in which this report is
being prepared;

b. Designed such iniernal coniro! over financial reporting, or caused such internal control over financial reporting (o be
designed under our supcrvision, to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepled accounting
principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the cffectiveness of the disclosure controls and procedures, as of the end of the period covered by
this reporl based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal conirol over financial reporting that occurred during
the registrant’s most recenl fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial
reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a. Al significant deficiencies and material weaknesses in the design or operation of internal control over linancial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and
report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: May 1, 2014 /s/ Kent W. Blake

Kent W. Blake

Chief Financial Officer

{Principal Financial Officer and Principal Accounting
Officer)

Kentucky Ulilities Company
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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 10-Q FOR THE QUARTER ENDED MARCH 31, 2014

@ In connection with the quarterly report on Form 10-Q of PPL Corporation (the "Company") for the quarter ended
March 31, 2014, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report™), we,
William H. Spence, the Principal Executive Officer of the Company, and Paul A, Farr, the Principal Financial Officer of the

Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant 1o Section 906 of the Sarbanes-Oxley Act of 2002,
hereby certify that:

+ The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended; and

e The information contained in the Covered Report fairly presents, in all material respects, the financial
condition and resulis of operations of the Company.

Date: May 1,2014 fs/ William H. Spence
William H. Spence
Chairman, President and Chief Executive Officer
(Principal Exccutive Officer)
PPL Corporation

/s/ Paul A, Farr

Paul A. Farr

Executive Vice President and Chief Financial Officer
(Principal Financial Officer)

PPL Corporation

A signed original of this written statement required by Seciion 906 has been provided to the Company and will be
retained by the Company and furnished to the Securitics and Exchange Commission or its stafl upon request.

Q
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Exhibit 32(b)
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
FOR PPL ENERGY SUPPLY, LLC'S FORM 10-Q FOR THE QUARTER ENDED MARCH 31, 2014

Q In connection with the quarterly report on Form 10-Q of PPL Energy Supply, LL.C (the "Company”) for the quarter
ended March 31, 2014, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Reporl"), we,
David G. DeCampli, the Principal Executive Officer of the Company, and Paul A. Farr, the Principal Financial Officer of the

Company, pursuant to 18 U.S.C. Section 1350, as adopied pursuant 1o Section 906 of the Sarbanes-Oxicy Act of 2002,
hereby certify that:

« The Covered Report fully complics with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended; and

o The information contained in the Covered Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: May 1,2014 fs/ David G. DeCampli
David G. DeCampli
President
(Principal Exccutive Officer)
PPL Energy Supply, LLC

/s/ Paul A, Farr

Paul A. Farr

Executive Vice President
(Principal Financial Officer)
PPL Energy Supply, LLC

Q

A signed original of this written stalement required by Section 906 has been provided to the Company and will be
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.

@
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Exhibit 32(c)
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
FOR PPL ELECTRIC UTILITIES CORPORATION'S FORM 10-Q FOR THE QUARTER ENDED MARCH 31,

Q 2014

In connection with the quarterly report on Form 10-Q of PPL Electric Uilities Corporation (the "Company") for the
quarter ended March 31, 2014, as filed with the Securities and Exchange Commission on the date hereof (the "Covered
Report”), we, Gregory N. Dudkin, the Principal Executive Officer of the Company, and Dennis A. Urban, Jr., the Principal
Financial and Accounting 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 thai:

¢ The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securitics
Exchange Act of 1934, as amended; and

o The information contained in the Covered Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: May 1,2014 s/ Gregory N. Dudkin
Gregory N. Dudkin
President
(Principal Executive QfTicer)
PPL Electric Utilities Corporation

/s/ Dennis A. Urban, Jr.
Decnnis A. Urban, JIr.

Controller
{Principal Financial Officer and Principal 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 Securitics and Exchange Commission or its siaff upon request.

@
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Exhibit 32(d)
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
FOR LG&E AND KU ENERGY LLC'S FORM 10-Q FOR THE QUARTER ENDED MARCH 31, 2014

Q In connection with the quarterly report on Form 10-Q of LG&E and KU Energy LLC (the "Company") for the
quarter ended March 31, 2014, as filed with the Sccurilies and Exchange Commission on the date hereof (the "Covered
Report™), we, Victor A. Staffieri, the Principal Exccutive Officer of the Company, and Kent W. Blake, the Principal Financial

Officer of the Company, pursuant (o 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002, hereby certify that:

» The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended; and

+ The information contained in the Covered Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: May 1, 2014 s/ Victor A. Staflieri
Victor A. Staffieri
Chairman of the Board, Chief Executive Officer and President
{Principal Executive Officer)
LG&E and KU Energy LLC

/s/ Kent W. Blake

Kenl W. Blake

Chief Financial Officer

(Principal Financial Officer and Principal Accounting Officer)
LG&E and KU Energy LI.C

@

A signed original of this wrilten statement required by Section 906 has been provided to the Company and will be
retained by the Company and furnished to the Sccuritics and Exchange Commission or its staff upon request.

Q
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Exhibit 32(e)
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
FOR LOUISVILLE GAS AND ELECTRIC COMPANY'S FORM 10-Q FOR THE QUARTER ENDED MARCH 31,

O 2014

In connection with the quarterly report on Form 10-Q of Louisville Gas and Electric Company (the "Company") for
the quarter ended March 31, 2014, as filed with the Securities and Exchange Commission on the date hereof (the "Covered
Repon™), we, Victor A. Stafficri, the Principal Executive Officer of the Company, and Kent W. Blake, the Principat Financial
Officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant 1o Section 906 of the Sarbanes-Oxley Act
of 2002, hereby certify that:

o The Covered Report fully complics with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended; and

o The information contained in the Covered Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: May I, 2014 /s/ Victor A, Staffien
Victor A. SiafTieri
Chairman of the Board, Chiel Execulive Officer and President
(Principal Executive Officer)
Louisville Gas and Electric Company

/s/ Kent W. Blake

Kent W, Blake

Chief Financial OfTicer

(Principal Financial Officer and Principal Accounting Officer)
Q Louisville Gas and Electric Company

A signed original of this written statement required by Section 906 has been provided 1o the Company and will be
retained by the Company and furnished 1o the Sccurities and Exchange Commission or its staff upon request.

@
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Exhibit 32(f)
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
FOR KENTUCKY UTILITIES COMPANY'S FORM 10-Q FOR THE QUARTER ENDED MARCH 31, 2014

@ In connection with the quarterly report on Form 10-Q of Kentucky Utilitics Company (the "Company”} for the
quarter ended March 31, 2014, as filed with the Securitics and Exchange Commission on the date hereof (the "Covered
Report™), we, Victor A. Stafficri, the Principal Executive Officer of the Company, and Kent W, Blake, the Principal Financial

Officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopied pursuant to Section 906 of the Sarbancs-Oxley Act
of 2002, hereby certify that:

s The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended: and

 The information contained in the Covered Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: May 1, 2014 /s/ Victor A. Sualfieri
Victor A. Siafficri
Chairman of the Board, Chiel Executive Officer and President
(Principal Executive Officer)
Kentucky Utilities Company

fs/ Kent W. Blake

Kent W. Blake

Chief Financial Oflicer

(Principal Financial Officer and Principal Accounting Officer)
Kentucky Utilities Company

@

A signed original of this written stalement required by Section 906 has been provided to the Company and will be
rctained by the Company and furnished to the Sccurities and Exchange Commission or its staff upon request,

Q
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

[X]  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934 for the quarterly period ended June 30, 2014

OR

l ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934 for the transition period from 10

Commission Filg

Number

1-11458

1-32044

1-905

333-173665

1-2893

1-3464

ppli0q_6-14_Final As Filed.docx

Registrant; Statc of Incorporation;
Address and Telephone Number

PPL Corporation

(Exact name of Registrant as specilied in its charter)
(Pennsylvania)

Two North Ninth Sireet

Allentown, PA 18101-1179

(610) 774-5151

PPL Energy Supply, LLC

(Exact name of Registrant as specified in its charter)
(Delaware) .
Two North Ninth Street

Allentown, PA 18101-1179

(610) 774-5151

PPL Electric Utilities Corporation

(Exact name of Registrant as specified in its charter)
(Pennsylvania)

Two North Ninth Streel

Allentown, PA 18101-1179

(610) 774-5151

LG&E and KU Energy LLC

{Exact name of Registrant as specified in its charter)
{Kentucky)

220 West Main Sireet

Louisville, KY 40202-1377

(502) 627-2000

Louisville Gas and Electric Company

(Exact name of Registrant as specified in its charter)
(Kentucky)

220 West Main Street

Louisville, KY 40202-1377

{502) 627-2000

Kentucky Utilities Company

(Exact name of Registrant as specified in its charter)
(Kentucky and Virginia)

One Quality Street

Lexington, KY 40507-1462

(502) 627-2000

IRS Employer
Identification No.

23-2758192

23-3074920

23-0959590

20-0523163

61-0264150

61-0247570
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@

Indicate by check mark whether the registrants (1) have filed al} reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrants were required
to file such reports), and (2) have been subject 1o such filing requirements for the past 90 days.

PPL Corporation Yes X No_
PPL Energy Supply, LLC Yes X No____
PPL Electric Utilities Corporation Yes X No__
LG&E and KU Energy LLC Yes_X No__
Louisville Gas and Electric Company Yes X No_
Kentucky Utilitics Company Yes X No_

Indicate by check mark whether the registrants have submitted electronically and posted on their corporate Web site, if any,
every Interactive Data File required to be submitted and posted pursuant 1o Rule 405 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 Yes X No_
PPL Energy Supply, LLC Yes X No__
PPL Electric Utiliiies Corporation Yes X __ No__
LG&E and KU Energy LL.C Yes X No
Louisville Gas and Eleciric Company Yes X No_
Kentucky Utilities Company Yes X No_

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

Large accelerated Accelerated Non-accelerated  Smaller reporting
liler filer filer company
PPL Corporation [ X1} [ ] {1 [ 1]
PPL Energy Supply, LLC [ 1 [ ] | X} [ 1
PPL Electric Utilities Corporalion [ [ 1] [ X} [ ]
LG&E and KU Energy LL.C [ 1 [ ] | X] [ 1]
Louisville Gas and Electric Company [ 1 [ ] [ X] [ 1
Kentueky Utilities Company [ 1] [ 1 | X] [ ]

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

PPL Corporation Yes No X
PPL Energy Supply, LLC Yes No X
PPL Electric Utilites Corporation Yes No X
LG&E and KU Energy LLC Yes _ No X
Louisville Gas and Electric Company Yes No X __
Kentucky Utilities Company Yes No X

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

PPL Corporation Common stock, $0.01 par value, 664,381,143 shares outstanding at July 25,
2014.
PPL Encrgy Supply, LLC PPL Corporation indircctly holds all of the membership interests in PPL

Energy Supply, LLC.

PPL Elcctric Uhilities Corporation Common stock, no par value, 66,368,056 shares outstanding and all held by
PPL Corporation at July 25, 2014,

LG&E and KU Energy LLC PPL Corpoeration dircctly holds all of the membership interests in LG&E and
KU Energy LLC.

Louisville Gas and Electric Company Common stock, no par value, 21,294,223 shares outstanding and all held by
LG&LE and KU Energy LLC at July 25, 2014,

Kentucky Utilitics Company Common stock, no par value, 37,817,878 shares outstanding and all held by
LG&E and KU Energy LLC at July 25, 2014.

This document is available free of charge at the Investor Center on PPL Corporation's website at www,pplweb.com.
However, information on this website does not constitute a part of this Form 10-Q.
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This combined Form 10-Q is separately filed by the following Registrants in their individual capacily: 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 any individual Registrant is filed by such Registrant
solely on its own behalf, and no Registrant makes any representation as to informalion relating to any other Registrant, except
that information under "Forward-Looking Information” relating to subsidiaries of PPL Corporation is also attributed to PPL
Corporation and information relating 1o the subsidiaries of LG&E and KU Energy LLC is also atiributed to LG&E and KU
Energy LLC.

Unless otherwise specificd, references in this Report, individually, to 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 are
references to such entities directly or to one or more of their subsidiaries, as the casc may be, the financiat results of which
subsidiaries are consolidated into such Registrants in accordance with GAAP. This presentation has been applied where
identification of particular subsidiarics is not material to the matter being disclosed, and to conform narrative disclosures (o the
presentation of financial information on a consolidated basis,
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GLOSSARY OF TERMS AND ABBREVIATIONS

PPL Corporation and its subsidiaries

KU - Kentucky Utilities Company, a pubtic utility subsidiary of LKE engaged in the regulated generation, transmission,
distribution and sale of electricity, primarily in Kentucky.

LG&E - Louisville Gas and Electric Company, a public utility subsidiary of LKE engaged in the regulated generation,
transmission, distribution and sale of clectricity and the distribution and sale of natural gas in Kentucky.

LKE - LG&E and KU Energy LLC, a subsidiary of PPL and the parent of LG&E, KU and other subsidiarics.
LKS - LG&E and KU Scrvices Company, a subsidiary of LKE that provides services 1o LKE and its subsidiaries.

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

FPL Brunner Island - PPL Brunner Island, LLC, a subsidiary of PPL Generation that owns generating operations in
Pennsylvania.

PPL Capital Funding - PPL Capital Funding, Inc., a financing subsidiary of PPL that provides financing for the operations
of PPL and certain subsidiaries. Debt issued by PPL Capital Funding is guaranteed as to payment by PPL.

PPL Electric - PPL Electric Utilities Corporation, a public utility subsidiary of PPL engaged in the regulated transmission
and distribution of electricity in its Pennsylvania service area and that provides clectricity supply 1o its retail customers in this

area as a PLR.

PPL Energy Funding - PPL Energy Funding Corporation, a subsidiary of PPL and the parent holding company of PPL.
Encrgy Supply, PPL Global and other subsidiaries.

PPL EnergyPlus - PPL EnergyPlus, LLC, a subsidiary of PPL Energy Supply that markets and (rades wholesale and retail
clectricity and gas, and supplies energy and energy services in compelitive markets.

PPL Energy Supply - PPL Energy Supply, LL.C, a subsidiary of PPL Energy Funding and the parent company of PPL
Generation, PPL EnergyPlus and other subsidiaries.

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

PPL Global - PPL Global, LLC, a subsidiary of PPL Energy Funding that, primarily through its subsidiarics, owns and
operates WPD, PPL's regulated electricity distribution businesses in the UK.

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

PPL Montour - PPL. Montour, LLC, a subsidiary of PPL Generation that owns generaling operations in Pennsylvania.
PPL Services - PPL Services Corporation, a subsidiary of PPL that provides services to PPL and its subsidiaries.

PPL Susquehanna - PPL Susquehanna, LLC, a subsidiary of PPL Generation that owns a nuclear-powered generating
slation.

PPL WEM - PPL WEM Holdings Limited, an indirect U.K. subsidiary of PPL Global. PPL WEM indirectly owns both
WPD (East Midlands) and WPD (West Midlands).

PPL WW - PPL WW Holdings Limited, an indirect U.K. subsidiary of PPL Global. PPL WW Holdings indirectly owns
WPD (South Wales) and WPD (South West).

Registrani(s) - rciers to the Registrants named on the cover of this Report (cach a "Registrant” and collectively, the
"Registrants™).
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Subsidiary Registrant(s) - Registrants that are dircct or indirect wholly owned subsidiaries of PPL: PPL Energy Supply,
PPL Electric, LKE, LG&E and KU.

WPD - rcfers 1o PPL WW and PPL WEM and their subsidiaries.

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

WPD Midlands - refers 10 WPD (East Midlands) and WPD (West Midlands), collectively.

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

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

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

WKE - Western Kentucky Energy Corp., a subsidiary of LKE that leased cerlain non-utility generating plants in western
Kentucky until July 2009.

QOther terms and abbreviations

£ - British pound sterling.

2010 Equity Unit(s) - a PPL cquily 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 2018.

2010 Purchase Contract(s) - a contract that is a component of a 2010 Equity Unit requiring holders to purchase shares of
PPL commeon stock on or prior to July |, 2013.

2011 Equity Unit(s) - a PPL cquity uni, issued in April 2011, consisting of a 2011 Purchase Contract and, initially, a 5.0%
undivided beneficial ownership interest in $1,000 principal amount of PPL. Capital Funding 4.32% Junior Subordinaed
Notes due 2019.

2011 Purchase Contract(s) - a contract that is a component of a 2011 Equity Unit requiring holders to purchase shares of
PPL common stock on or prior to May 1, 2014.

2013 Form 10-K - Annual Report 10 the SEC on Form 10-K for the year ended December 31, 2013,

Act 17 - Act 11 of 2012 that became effective on April 16, 2012. The Pennsylvania legislation authorizes the PUC to
approve two specific ratemaking mechanisms: the use of a fully projected future test year in basc rate proceedings and,
subject 10 certain conditions, a DSIC.

Act 129 - Act 129 of 2008 that became effective in October 2008, The law amends the Pennsylvania Public Uuility Code
and creates an energy efficiency and conservalion program and smarl metering technology requircments, adopts new PLR
electricity supply procurement rules, provides remedies for market misconduct and changes (o the AEPS.

AEPS - Alternative Energy Portlolio Siandard,

AFUDC - Allowance for Funds Used During Construction, the cost of equily and debt funds used (o finance construction
projects of regulated businesses, which is capitalized as part of construction costs.

AOCI - accumulated other comprehensive income or loss.

ARO - assct retirement obligation.
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Baseload generation - includes the output provided by PPL's nuclear, coal, hydroelectric and qualifying facilities.

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

CAIR - the EPA's Clean Air Interstate Rule,

Cane Run Unit 7 - a natural gas combined-cycle unit under construction in Kentucky, jointly owned by LG&E and KU,
which is ¢xpected to provide additional electric generating capacity of 640 MW (141 MW and 499 MW (0 LG&E and KU) in
2015, :

CCR - Coal Combustion Residuals. CCRs include 1y ash, bottom ash and sulfur dioxide scrubber wastes.

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

COBRA - Consolidated Omnibus Budget Reconciliation Act, which provides individuals the option to tcmporarily continue
employer group health insurance coverage after termination of employment.

CPCN - Certificate of Public Convenicnce and Necessity. Authority granted by the KPSC pursuant to Kentucky Revised
Statuie 278.020 1o provide utility service to or for the public or the construction of certain planl, equipment, property or
faciliy for the furnishing of utility service to the public.

CSAPR - Cross-State Air Pollution Rule.

Customer Choice Act - the Pennsylvania Electricity Generation Customer Choice and Competition Act, legistation
enacted to restructure the state's electric utility indusiry to create retail aceess 1o a competitive market for gencration of
clectricity.

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

DNO - Distribution Network Operator.
DOJ - U.S. Department of Justice,

DPCR4 - Distribution Price Control Review 4, the U.K. five-year rate review period applicable to WPD that commenced
April 1, 2005.

DPCRS5 - Distribution Price Control Review 5, the UK. five-year rate review period applicable to WPD that commenced
April 1, 2010.

DRIP - Dividend Reinvestment and Direct Stock Purchasc Plan.

DSIC - (he distribution system improvement charge authorized under Act 11, which is an aliernative ralemaking mechanism
providing more-timely cost recovery of qualifying distribution system capttal cxpenditures.

DSM - Demand Side Management. Pursuant to Kentucky Revised Statuie 278,285, the KPSC may detcrmine the
rcasonableness of DSM plans proposed by any utility under its jurisdiction, Proposed DSM mechanisms may seek full
recovery of costs and revenues lost by implementing DSM programs and/or incentives designed to provide financial rewards
1o the utility for implementing cosi-eflective DSM programs. The cost of such programs shall be assigned only to the class
or classes ol customers which benefit [rom the programs.

ECR - Environmental Cost Recovery. Pursuant to Kentucky Revised Statule 278.183, Kentucky electric utilities are entitled
to the current recovery of costs of complying with the Clean Air Act, as amended, and those {ederal, state or local

environmental requirements that apply Lo coal combustion wasles and by-products from the production of energy from coal.

EE! - Elcctric Energy, Inc., owns and operates a coal-fired plant and a natural gas facility in southern llinois. KU's 20%
ownership interest in EEL is accounted for as an equity method investment.
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EPA - Environmental Protection Agency, a U.S. government agency.
EPS - earnings per share.
Equity Units - refers collectively to the 201 1 and 2010 Equity Units.

ERCOT - ihe Electric Reliability Council of Texas, operator of the electricity transmission network and electricity energy
market in most of Texas.

ESOP - Employee Stock Ownership Plan.

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

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

FTRs - financial transmission rights, which are financial instruments established to manage price risk related to etectricity
transmission congestion that entitle the holder to receive compensation or require the holder to remit payment for cerlain
congestion-related transmission charges based on the level of congestion between two pricing locations, known as source and
sink.

GAAP - Generally Accepted Accounting Principles in the U S,

GBP - British pound sterling.

GHG - greenhouse gas(cs).

GLT - Gas Line Tracker. The KPSC approved LG&E's recovery of costs associaled with gas service lines, gas risers, leak
mitigation, and gas main replacements. Rate recovery hecame effective on January 1, 2013,

Green River Unit 5 - a natural gas combined-cycle unit proposed 1o be built in Kentucky, jointly owned by LG&E and KU,
which is expected to provide additional electric generating capacity of 700MW (280 MW and 420 MW of LG&E and KU,
respeclively).

IBEW - Intcrnational Brotherhood of Electrical Workers,

if-Converted Method - A methed applied to calculate diluted EPS for a company with oulstanding convertible debt. The
method is applied as follows: Interest charges (after tax) applicable to the convertible debt are added back 10 net income and
the convertible debt is assumed (o have been converted to equity at the beginning of the peried, and the resulting common
shares are treated as outstanding shares. Both adjusiments are made only for purposes of calculating diluted EPS. This
method was applied in 2013 and 2014 10 PPL's Equity Units prior to settlement.

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

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

IS0 - Independent System Operator.

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

LIBOR - London Interbank Offcred Rate.
LTHP - Long Term Infrastructure Improvement Plan.
MATS - Mercury and Air Toxics Standards.

MDEQ - Montana Department of Environmental Quality.
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MEIC - Montana Environmental Information Center.

MMBtu - One million British Thermal Units.

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

Moody's - Moody's Investors Service, Inc., a credil raling agency.,

MPSC - Montana Public Service Commission.

MW - megawalti, one thousand kilowalls.

MWh - megawaltl-hour, onc thousand kilowati-hours.

NDT - PPL Susquchanna’s nuclear plant decommissioning trust.

NERC - North American Electric Reliabitity Corporation.

NGCC - Natural gas-fired combined-cycle generating plant.

NorthWestern - NorthWestern Corporation, a Delaware corporation, and successor in interest 1o Montana Power's
clectricity delivery business, including Montana Power's rights and obligations under contracts with PPL Montana.

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

NRC - Nuclear Regulatory Commission, the U.S. federal agency that regulates nuclear power lacilities.
OC! - other comprehensive income or loss.

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

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

QVEC - Ohio Valley Electric Corporation, located in Pikelon, Ohio, an entity in which LKE indircctly owns an 8.13%
interest {consists of LG&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 Ohic and the Clifty Creek plant in Indiana, with
combined summer rating capacities of 2,§20 MW,

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

PJM - PIM Interconnection, L.L.C., operator of the clectricity transmission network and electricity energy market in all or
parts of Dclaware, Illinois, Indiana, Kentucky, Maryland, Michigan, New Jersey, North Carolina, Ohio, Pennsylvania,

Tennessce, Virginia, West Virginia and the District of Columbia.

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

PP&E - property, plant and equipment.

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

Purchase Contract(s) - rclers collectively to the 2010 and 2011 Purchase Contracts, which are components of the 2010
and 201 | Equity Units.
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RAYV - regulatory asset value. This term, used within the U.K. regulatory environment, is also commonly known as RAB or
regulatory asset base. RAV is based on historical investment costs at lime of privalization, plus subsequent allowed additions
less annual regulatory deprcciation, and represents the value on which DNOs carn a return in accordance with the regulatory
cost of capital. RAV is indexed 10 Retail Price Index in order 10 atlow for the effects of inflation. Since the beginning of
DPCRS3 in April 2010, RAV additions have been based on a percentage of annual total expenditures.

RCRA - Resource Conservation and Recovery Act ol 1976.

RECs - renewable energy credits.

Regional Transmission Expansion Plan - PJM conducts a long-range Regional Transmission Expansion Planning
process that identifies changes and additions to the grid necessary io ensure future needs are met for both the reliability and
the economic performance of the grid. Under PIM agreements, transmission owners are obligated to build transmission

projects assigned to them by the PJM Board.

Regulation S-X - SEC regulation governing the form and conient of and requirements for financial statements required 10
be filed pursuani 10 the federal securities laws.

RFC - ReliabilityFirsr Corporation, on¢ of cight regional entities with delegated authority from NERC that work to
safeguard the reliability of the bulk power systems throughout North America.

RIIO-ED1 - RIIO represents "Revenues = Incentive + Innovation + Quiputs - Electricity Distribution.” RIIO-EDI refers to
the initial cight-year rate review period applicable 10 WPD commencing April 1, 2015.

Riverstone - Riversione Holdings LLC, a Delaware limited liability company and ultimate parent company of the cntitics
that own the electricity generating assets to be contributed to Talen Energy other than those assets to be contributed by virtue
of the spinoff of PPL Energy Supply.

RJS Power - RJS Power Holdings LLC, a Delaware limited liability company conlrolled by Riverstone, currently expected
to hold the competitive generation assets 1o be contributed 1o Talen Energy other than those assels (o be contributed by virtue
of the spinoff of PPL Energy Supply.

RMC - Risk Management Commilttee.

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

Sarbanes-Oxley - Sarbanes-Oxley Act of 2002, which sets requirements for management's assessment of internal controls
for financial reporting. 11 also requires an independent auditor to make its own assessment.

Scrubber - an air pollution control device that can remove particulates and/or gases (primarily sulfur dioxide) from exhaust
gascs,

SEC - the U.S. Sccurities and Exchange Commission, a U.S. government agency primarily responsible to protect investors
and maintain the integrily of the securities markets.

SERC - SERC Reliability Corporation, one of eight regional entities with delegated authority from NERC that work to
safcguard the reliability of the bulk power systems throughout North America.

SIFMA Index - the Sccurities Industry and Financial Markets Association Municipat Swap Index.

Smart meter - an electric meter that ulilizes smarl metering technology.

Smart metering technology - technology that can measure, among other things, time of electricity consumption o permit
offering rate incentives for usage during lower cost or demand intervals. The use of this iechnology also has the potential to

strengthen network reliability.

SNCR - selective non-catalytic reduction, a pollution control process for the removal of nitrogen oxide from exhaust gases
using ammaonia,
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Spark Spread - a measure of gross margin representing the price of power on a per MWh basis less the equivalent measure
of the natural gas cost to produce that power. This measure is used to describe the gross margin of PPL and its subsidiaries’
compelitive natural gas-fired gencrating fleet. This term is also used to describe a derivative contract in which PPL and its
subsidiaries scll power and buy natural gas on a forward basis in the same contract.

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

Talen Energy - Talen Energy Corporation, the Delaware corporation formed to be the publicly traded company and owner
of the competitive generation assets of PPL Energy Supply and certain affiliates of Riversione.

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

Tolling agreement - agreement whereby the owner of an clectricity generating facility agrees to use that facility to convert
fuel provided by a third party into electricity for delivery back 1o the third party.

TRA - Tennessec Regulatory Authority, the state agency that has jurisdiction over the regulation of rates and service of
utilitics in Tennessce.

Treasury Stock Method - A method applied 10 calculate diluted EPS that assumes any procceds that could be obtained
upon exercise of options and warrants (and their equivalents) would be used to purchase common stock at the average markct

price during the relevant period.

VaR - valuc-at-risk, a statistical model that attempts to cstimate the value of potential loss over a given holding period under
normal markel conditions al a given cenfidence level.

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

VSCC - Virginia State Corporation Commission, the state agency that has jurisdiction over the regulation of Virginia
corporalions, inctuding utilities.
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FORWARD-LOCKING INFORMATION

Statements contained in this Form 10-Q concerning expectations, beliefs, plans, objectives, goals, slrategies, future cvents or
performance and underlying assumptions and other statements thal are other than statements of historical fact are "forward-
looking statements” within the meaning of the federal sccurilies laws. Although the Registrants believe that the expectalions
and assumptions reflected in these statements are reasonable, there can be no assurance that these expectations will prove to
be correct. Forward-looking statements are subject to many risks and uncertainties, and actual results may differ malerially
from the results discussed in forward-looking statements. In addition to the specific factors discussed in each Registrant's
2013 Form 10-K and in "licm 2. Combined Management’s Discussion and Analysis of Financial Condition and Results of
Operations" in this Form 10-Q, the following are among the important factors that could cause actual results to differ
materially from the forward-looking statements.

¢ fucl supply cost and availability;

e conlinuing ability to recover fuel costs and environmental expenditures in a timely manner at LG&E and KU, and natural
gas supply costs at LG&E;

*» weather conditions affecting generation, customer energy use and operating coss;

¢ operation, availability and operating costs of existing gencration facilities;

* the duration of and cost, including lost revenue, associated with scheduled and unscheduled outages at our generating
facilities;

¢ (ransmission and distribution system conditions and operaling costs;

¢ cxpansion of aliernative sources of electricily generation;

* laws or regulations to reducc 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;

» polential effects of threatened or actual terrorism, war or other hostilitics, cyber-based intrusions or natural disasters;
¢ the commitments and liabilities of the Registrants and their subsidiaries;

* volatility in market demand and prices for energy, capacity, transmission services, emission allowances and RECs:
+ competition in retail and wholesale power and natural gas markets;

¢ liguidity of wholesale power markets;

¢ dcfaults by counterparties under encrgy, fucl or other power product contracts;

¢ market prices of commodily inputs for ongoing capital cxpenditures;

capital market conditions, including the availability of capital or credit, changes in interest rates and certain economic

indices, and decisions regarding capital structure;

s stock price performance of PPL;

» volatility in the fair value of debt and equity securities and its impaci on the value of assets in the NDT funds and in
defined benefit plans, and the potential cash funding requirements if fair valuc declines:;

* interest rates and their cffect on pension, retiree medical, nuclear decommissioning liabilities and interest payable on

certain debt securities;

volatility in or the impact of other changes in financial or commodily markets and ecconomic conditions;

new accounting requircments or new interpretations or applications of existing requirements;

changes in sccurities and credit ratings;

» changes in foreign currency exchange rates for British pound sterling;

¢ current and future environmental conditions, regulations and other requirements and the related costs of compliance,
including cnvironmental capital expenditures, emission allowance costs and other expenses;

e legal, regulatory, political, market or other reactions to the 2011 incident at the nuclear generating lacility at Fukushima,
Japan, including additional NRC requirements;

* changes in political, regulatory or cconomic condilions in states, regions or countrics where the Registrants or their
subsidiaries conduct business;

¢ receipt of necessary governmental permits, approvals and rate relief;

* new slale, federal or foreign legislation or regulatory developments;

¢ the outcome of any rale cases or other cost recovery or revenue filings by PPL Electric, LG&E, KU or WPD;

the impact of any siale, federal or foreign investigations applicable to the Registrants and their subsidiarics and the energy

industry;

the effect of any business or industry restructuring;

development of new projects, markets and technelogics;

performance of new ventures; and

business dispositions or acquisitions, including the PPL Energy Supply spinoff transaction with Riverstone and the

anticipated formatian of Talen Energy and our ability 1o realize expected benefits from such business transactions.
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Any such forward-looking statements should be considered in light of such important factors and in conjunction with other
documents of the Registrants on file with the SEC.

New factors that could cause actual results to differ materially from those described in forward-looking statements cmerge
from time to time, and it 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 from those contained in any forward-looking statement. Any
forward-looking statement speaks only as of the date on which such slatement is made, and the Registrants undertake no
obligation (o update the information contained in such statement to reflect subsequent developments or information.
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PART I. FINANCIAL INFORMATION
ITEM 1. Financial Statements

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

PPL Corporation and Subsidiaries
(Unaudited)
(Millions of Dollars, except share duta)

Three Months Ended

Six Months Ended

June 30, June 30,
2014 2013 2014 2013
Operaling Revenues
Utility ... e e et bt b e mene e e erees et eereranaenrene B 1,830 % 1,655 $ 3992 § 3,605
Unregulaled \xholesale cncrgy 591 1.401 (838) 1,544
Unregulated retail energy .. 280 257 629 494
Energy-related busincsses . 173 137 314 264
Total Operating REVENUES ...........oiirrrierrese e st eees e 2,874 3.450 4,097 5,907
Operating Expenses
Opcration
FUCLo it 49 441 1,249 970
Energy purchases 351 1,051 {1,143) 1,108
Other operation and maintenance 741 698 1,438 1.374
Depreciation ... e 312 286 617 570
Taxes, other lhan income.. 93 86 197 182
Energy-related busmcsscs 168 130 306 252
Total Operating EXPenses.... oot ees s s ressastossreees 2,156 2,692 2,664 4456
Operating Income.....ooreccrereenersrecesrenses rt s e e srereenenran 718 758 1,433 1.45t
Other INCOME (EXPENSEY = N18h.cvcvveeiiveeeier ettt e e mene e see e (82) 13 (105) 135
INIETESL EXPENSC 11ttt et rs st 258 258 522 509
Income from Conltinuing Operations Before Income Taxes Rt 513 806 1.077
Income TAXES ..o 149 109 261 260
Income from Continuing Operations After Income Taxes .....ceeeererrncsnennes 229 404 545 817
Income (Loss) from Discontinued Operations (net of income taxes) ................ | |
Net Income Attributable to PPL Shareowners ......vveeeeeviesnneanes w § 229 §$ 405 % 545 § 818
Amounts Attributable to PPL Shareowners:
Income lrom Continuing Operations Afler Income Taxes ......o.oovveeveeecene. $ 229 § 404 % 545 $ 817
Income (Loss) from Discontinued Operations (net of income laxcs) ............. | |
NETTRCOME ...cciii sttt ss st ten s seeeneens B 229 § 405 % 545 $ 818
Earnings Per Share of Common Stock:
Income from Continuing Operations Afer Income Taxes Available to PPL
Commen Sharcowners:
BaSIC . ot et s bt s 035 § 0.68 % 084 $ 1.39
Dnluled R SESUSRUSUNUIUIURIV. 034 $ 063 $% 083 § 1.28
Net II‘ICOI'HL Avallablc o PPL Common Shareownerr;
BaSIC i ettt e ettt nes e e eneane 035 % 068 $ 084 3 .39
Dllul(,d .. £ 034 § 063 % 083 § 1.28
Dividends Det].xred Per Share ol' Common Stock $ 03725 § 0.3675 % 0.7450 $ 0.7350
Weighted- A\emge Shares of Common Stock Outsmndmg (in thousands)
Basic... ettt bbb anan e e 653,132 589.834 642,002 586,683
Diluted... 665,792 664.615 664,927 661,263

The accompunying Notes io Condensed Financiut Statements are an integral part of the financial statements.

ppi10g_6-14_Final As Filed.docx 3




Q

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

PPL Corporation and Subsidiaries
{Unaudited)
(Millions of Dollars)

Three Months Ended Six Months Ended

June 30, June 30,
2014 2013 2014 2013
INEL INCOMIE s cuisissssisssnnit st bbb nnssassssasssssesssusnsmersasaesenersessassasabsbne $ 229 3 405 $ 545 % 818
Other comprehensive income (loss):
Amounts arising during the period - gains (losses), nel of tax (expense)
benefit:
Foreign currency translation adjustments, net of tax of $5, ($1), $6, (837)..... 3) D 128 (252)
Available-for-sale securitics, nct of tax of ($15), (32, ($21), ($327)eveveeene.... 14 2 19 25
Qualifying derivalives, net of 1ax of $4, (323), $29, ($43) oo (0 24 47 86
Defined benefit plans:
Net actuarial gain (loss), net of tax of $2, $0, $2, $0...o oo (2) 2)
Reclassifications from AQCI - (gains) losses, net of tax expense (benefit):
Available-for-sale securitics, net of 1ax of $1, 50, 32, $1 oo eceeereeeeren (1) (1} (2) (2)
Qualifying derivatives, net of tax of $5, $22, 51, 857 coeoeeeeeeeeeeeveevereeen (5) (36) 14 (116)
Defined benefit plans:
Prior service costs, net of tax of ($1), ($1), (32), (32) et 1 2 2 3
Net actuarial loss, nel of tax of (38), (312), (317), (325)ceecvvvvevreevrerrnn, 28 34 55 68
Total other comprehensive income (loss) attributable to PPL
SR EOWIIES c.ceeeeerereeereeereesrerrerserassesnessssssessesssssseossessseranesmassnesnsssasesasasasanes 31 18 167 (188)
Comprehensive income (loss) attributable to PPL Shareowners ... $ 260 % 423 $ 712 % 630

The accompanying Notes i Condensed Financial Statements are an integral part of the financial sictemenis.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

PPL Corporation and Subsidiaries
(Unaudited)
{Millions of Dollars)

Six Months Ended June 30,

2014 2013
Cash Flows from Operaling Activities
Ncet income.,, e ——— 8 545 § 818
Adjusun(,ms o rcconc:le net income lo nct cash prowdcd by opcr:mng acu\ules
DIEPTECHILION ...ttt ettt s e eem s e r st s s 617 570
Amortization .. . 112 113
Defined bcnef'! pians expcnsc 59 91
Deferred income taxes and investment tax crcdns 133 291
Unrealized (gains) losses on derivalives. and other hcdgmg ACHIVITIES cvrvivicee e vsrersreevaneaes 301 (on
Adjustment to WPD line loss accrual... 65 24
OMBET oo s b ettt e e et oSt eee e oo s s 51 26
Change in current assets and current liabilities
Accounts receivable .o e (73) (189)
Accounts payable ..o, 99) (75)
Unbilted revenues . T 161 144
Fuel, materials and supphcs 52 29
Prepayments ..ot s 35) (64)
COURLETPArTY CONBETAl.....oceeieeeert et ceeee et e s e e s st b bt e s eose et eee et (15) 61)
TaRES PAYADIE ...ttt e sttt seeee ettt st 51 128
UNCEMTIN (X POSIIIONS . con ettt ettt st st ee e et ee et e e s et eees oo eee et (98)
Accrued interesi ............... e b e b e te e eeeeateae et are s rares s e et st e eernreeran (107) 19
Other .o (32) {(142)
Oiher operating acuvmes
Deftned benefit plans ~ fUNGING........o.ocoivio ettt ettt e e (218) {468)
OLher a85218 .vvviiiiiiieeeeeereereenereenns {64)
Other HabiHUES .. cvee e 64 4
Net cash provided by OPErating ACTIVIIIES ... cve.ce et et 1,583 947
Cash Flows from Investing Activities
Expenditures for property. plant and Lqmpmenl (1,854) (1.797)
Expenditures for intangible assets.. - (48) 40y
Purchases of nuclear plant dccommmsnomng tru51 mvcsmcnls 13 (66)
Proceeds from the sale of nuclear plant decommissioning trust iNVESIMENS .o eevvveereveeveeeeees 65 59
Proceeds from 1he receipt Of Srants. ..o .ot e e 56 4
Net (increase) decrease in restricted cash and cash equivalents... (251) 7
OIhEr MIVESHING BCUVIHES ...ocovvveeeieiceeeeies et e e st see et eeeeeeee e e s, 2 23
Net cash provided by {used in) investing activities oo oo eeeeee e eer e, (2,103) (1.834)
Cash Flows from Financing Activities
Issuance of 1ong-erm dEbi......... ettt e e r e 296 450
Relirement of long-lerm debt...... (239) ¢)]
Repurchase of common stock..... (28)
Issuance of common siock ... 1,017 259
Payment of common stock dwldcnds (470) (426)
Contract adjustment payments... . 2D (48)
Net increase (decrease) tn shon -term dcbl 107 563
Other financing aclivilies.. w (19 (51)
Nct cash provided by (used in} ﬁnancmg activities.. 671 710
Effect of Exchange Rates on Cash and Cush Equna]ents .............................. 16 (13)
Net Increase (Decrease) in Cash and Cash Equivalents ...uoeereeeeene. 167 (190)
Cash and Cash Equivalents a1 Beginning 0f PErO. ... eesvers e onssassesss e 1,102 901
Cash and Cash Equivalents 2t End of Period..........co.coveuieiineeiiii it oo see s eeeseene e eens s sares $ 1,269 $ 711

The accompanying Notes to Condensed Financial Sustemenis are an integral part of the financial sttements.
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CONDENSED CONSOLIDATED BALANCE SHEETS

PPL Corporation and Subsidiaries
{Unaudited)
(Millions of Dollars, shares in thousands)

Assets

Current Assets
Cash and cash eqUIVAIENIS ...ocovviieee e e e et en
Restricted cash and cash cquivalentS ...
Accounts reccivable (less reserve: 2014, $47; 2013, $64)
CUSLOMIET ..ottt ee e e e e et s e e e s e bt e e ar e e s e e e e e e e eee e

Fuel, materials and SUPPHES..........cccoviiiiii sttt eesesens
PrEPAYMENLS ...ttt ettt e ee e se e e eeeensenss
Deferred inCOME LAXES ....c..v.iececeienrensseine st en st e et ees st eeee e ssen
Price risk management fSSEIS ......ovviveoi e v
REZUIALOTY ASSEIS ouvvvieecicicirr vttt em et een s e
OLNET CUTTENE ASSELS ..ot eere et et st reneeeeneneeen

Investments
Nuclear plant decommissioning rust fUNdS.........cocev. e
OUBCT INVESIMENLS 1...vvveveeveviet et eee et e e eeeaees b et eeseeeseeseseseesererenes
TOLAl INVESTMENILS 1. ettt sttt et s e e e e e e eee et e este e seee s

Property, Plant and Equipment
Regulated Uity PIARL. ..ot enaes
Less: accumulated depreciation - regulated utility plant ...........ococooeevvvvereeeennn,
Regulated ulility Planl, MEL....ccooorrr et eeeseseensees
Non-regulated property, plant and equipment
GEMEIALION 1.ttt et ee et a e s sttt et ererennenananens

Less: accumulated depreciation - non-regulated property, plant and eguipment....

Non-regulated property, plant and equipment, NEL.......ooovvvveeeeeeeeeeeeveveeeen
ConsIruction WOork in PrOBIESS.......ovviriureiceeceeeeeeeeteverersne e st st se v et s e ee e
Property, Plant and EQUIPMICNL RC..ooiiiiiiiiiieceecs e e

Other Noncurrent Assets
Regulatory aSSeLS .....uiuiiiiiicccre ettt
GOOAWIIL....o.i e et st e eeeaeneon
Other INMANGIDIES ..o es s esenane
Price risk Managemenl ASSELS ......o.virimrnrrirriesisieeretesemem s memasssesessresesene
OLNEN NONCUITETL ASSELS «.e.vvivvvirerrrrrrsrsssssssstessnsssssessssomememssssaseamememoratesesenssssssssens

June 30, December 31,
2014 2013
$ 1,269 % 1,102
i 83
981 923
115 97
680 835
651 702
160 153
317 246
0954 942
29 33
49 37
5,537 5,153
911 864
39 43
950 907
29,473 27,755
5,291 4,873
24,182 22,882
11,858 11,881
624 591
864 834
6,294 6,172
7,052 7,134
3,197 3,071
34,431 33,087
1,242 1,246
4,301 4,225
952 947
423 337
357 357
7,275 7,112
$ 48,193 3 46,259

The accompanying Notes to Condensed Finuncial Statements are an imtegral part of the financial stasements.
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CONDENSED CONSOLIDATED BALANCE SHEETS

PPL Corporation and Subsidiaries
{Unaudited)
{(Millions of Dollurs, shares in thousands)

Q June 30, December 31,
2014 2013

Liabilities and Equity

Current Liabilities

SROTEIEIM AEDE ...ttt et et e e e e e e e s % 808 § 701
Long-term debt due within One YEar..........ooveeeiii it e e s 304 315
Accounts payable...... e 1,178 1,308
TBXCS oottt e et e ettt e e et ettt et e eee et e e e e e e earenmer e et e eeetesees 124 114
IIEETEEL 1.ttt ettt e ettt ee et e eeeete et eeee et et e e e ane et entesteareeens 223 325
DIVIAENUS ettt ettt e et e e e ee e s e s e e et et s 248 232
Price risk management Habilithes. .......o.oveieiiiiiicececeeee e 1,259 829
Regulatory Habilitics ..ot 82 90
Other current JabillICS ovve.veviiiece e s e se e n e en e er et oo 930 998
Total Current LiaDilitCs ..cveeeeeirieeeciire e cines e e et 5,156 4912
LORE-1EEM DD oot rrrteiesessrsasstesaesne e s e srss st senssnessssmss sesemesesnnerasane 20,819 20,592
Deferred Credits and Other Noncurrent Liabilities
DelCrred INCOME LAXES oot et e et e e e e e eeeees e e e s e ees 4,261 3,928
INveStMENE LAX CREAIIS ...ooeeeiieie ettt ettt e e e e aaes 278 342
Price risk management Babililies ....cocovvviviviiiniiiiccieii e 498 415
Accrued pension 0DHZALONS ..o 1,080 1,286
Assel relirement OblIZations ... 712 687
Regulatory Habilifies ... et 1,026 1,048
Other delerred credits and noncurrent 1abilities oo 628 583
Total Deferred Credits and Other Noncurrent Liabilities v eeeeeeee oo, 8,483 8,289

Q Commitments and Contingent Liabilities (Notes 6 and 10)

Equity
Common S10ck - $0.01 par value (2) vt 7 6
Additional paid-in capital ..ot 9,358 8,316
Eariings reInVESICU ....o.ooveeeeeeeeeeecreree ettt et e st et e et e sme e eeae e eneeeae 5,768 5,700
Accumulated other comprehensive 108S .....ovivicciiiisiii it (1,398} {1,565)
Total EQUILY .. ettt eeee s 13,735 12,466
Total Liabilities and Equity ......coceeencencnse, $ 48,193 3 46,259

(a) 780.000 sharcs authorized: 664.018 and 630.32) shares issued and outstanding at June 30, 2014 znd December 31, 2013,

The accempanying Notes io Condensed Financial Statements are an integral part of the financial siatements.
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CONDENSED CONSOLIDATED STATEMENTS OF EQUITY
PPL Corporation and Subsidiaries

(Urnauditcd)
{Millions of Dellars)

March 31, 2014 ...ueneererrerereeenersaene
Common stock issued (b) .................
Stock-based compensation (c)..........
Net INCOME ...oovveeeviieteeee e
Dividends and dividend

equivalents (d) .cc.coocevvverieiniieneens
Other comprehensive

income (1088) c.ocovvvicricvninieiennennen.
June 30, 2014

December 31, 2013.........ccorrvvrvrrrenee
Common stock issued (b).................
Stock-bascd compcnsalion () JOU——
Net income .
Dividends and dmdcnd

equivalents (d) .oc.cooovevvreeien i
Other comprehensive

INCOME (JOSS) wevvereeeiieeeereeceiene
June 30, 2014.....ccvvrereeceerecrenrnens

March 31, 2013 coooerreeeerevneernnes
Commeoen stock issued (b)......
Common slock repurchased
Cash settlement of equity forward

agreements .,
Stock-based compensanon (c) ..........
Nelincome .....ooovevieeiieee e
Dividends and dividend

equivalents (d) ...ocoeorveeeieeiee
Other comprehensive

income (lo8S) ..oevvveeieieeieeeiee e,
June 30, 2013,

December 31, 2012....coovvvverrirrieenns
Common stock issued (b) .................
Common stock repurchased..............
Cash settlement of equity forward

agreements .,
Stock-based compensauon (c) ..........
Net income , -
Dividends .md dmdend

cquivalents {d) co.oooeieininnie
Other comprehensive

INCOME (1085) wveeeeeieieeieiee e
June 30, 2013.....rrrreerernenine

PPL. Shareowners

Common
stock Accumulated
shures Additional other Non.
outstanding Common paid-in Earnings comprechensive  controlling
{n) stock capital reinvested loss inlcrests Total
631,417 § 6 3 8352 % 5788 % (1,429 $ 12,717
32,601 } 997 998
9 9
229 229
(249) (249)
31 31
664,018 % 7% 9,358 § 5,768 § (1,398) $ 13,735
630,321 § 6 % 8316 % 5709 § (1,565) $ 12,466
33,697 l 1,027 1,028
15 15
545 545
(486) (486)
167 167
664.018 $ 7% 9,358 % 5,768 3 (1,398) $ 13,735
583,214 § 6 3 6,988 §$ 5,676 $ (2,146) % 18 $ 10,542
9,338 245 245
(930 (28) (28)
(13) (H)
3

405 405
(218) (218)
18 18
591,622 % 6 3% 7,195 % 5863 % (2,128 $ 18 $ 10,954
581,944 § 6 % 6,936 § 5478 % {1,940y § 18 § 10,498
10,608 282 282
(930) (28) (28)
(13) (13)
18 18
818 818
433) (433)
(188) (183)
591,622 % 6 % 7,195 § 5863 $ (2,128) § 18 § 10,954

{a) Shares in thousands. Each share entitles the holder 1o one vote on any question presented at any sharcowners' meeting.
(b) Each period includes shares of common stock issued through various stock and incentive compensation plans. The 2014 pertods include the May
issuance of shares of common stock (o settle the 201 | Purchase Contracts. See Note 7 for additional information. The 2013 periods include the April
issuance of shares of common stock 1o settle the forward sales agreements,
(c) The three and six months ended June 30, 2014 include $12 million and $39 million and the three and six months ended June 30, 2013 include $8
million and 336 million of stock-based compensation expense related to new and existing unvested equity awards. The three and six months ended
June 30, 2014 include $(3) milkion and $(24) million and the three and six months ended June 30, 2013 include 3(5) million and ${i8) million related
primarily to the reclassification from "Stock-based compensation™ to "Common siock issucd” for the issuance of common stock after applicable equity
award vesting periods and tax adjustments related to stock-based compensation.
(d) Includes dividends and dividend equivalents on PPL commen stock and restricted stock units.

The accompanying Nutes o Condensed Financial Statements are an imtegral part of the financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME
PPL Energy Supply, LLC and Subsidiaries

(Unaudited}
(Millions of Dollars)
Q Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2414 2013
Operating Revenues
Unregulated wholesale energy .....ocoovcveivieirecicece e $ 591 % 1,401 % (838) § 1,544
Unregulated wholesale energy to affiliate .......occoooeeiviiivninniceicnen, 21 12 48 26
Unregulated retail ERErgy. ..o ereeceeeeeee e smeeri e e 281 257 632 495
Encrgy-related BUSINESSES. ..o sessrne e 155 122 280 235
Total Operating REVENUES ...ooovoveiiiieee e s 1,048 £,792 122 2,300
Operating Expenses
Operation
FURL e ee e e et e s 259 224 741 522
ENergy pUrChases ......ocvvvveirvieiieiienieineieieianee e eee e e e eee s 203 898 (1,601) 699
Other operation and MaiNENANCE .....occeevrever e 296 270 554 505
DIEPIECIALION ... ctet ettt v e n e sae b e e 82 79 162 157
Taxes, other (hanm INCOME ... 16 16 37 33
Energy-related BUuSinesses ... 155 i18 279 228
Total Operating EXPENSEs ..........cciviviivircninnreeeecneicsieieeest s 1,011 1,605 172 2,144
Operating Income {L05S) couvcoiccericnnnicnisrsnrssserssssersrsssessessessessesssesens 37 187 (50) 156
Other Income (EXPENSE) - NEL...ocvvivieeeireeei et esre e eeenan 8 12 14 16
INLCrESt EXPENSE Lotioten ettt eveesns e e 35 46 69 92
Income (Loss) Before Income Taxes ...vreveveeereeerererrvsrevsmsresssees 10 153 (105) 80
Q INCOME TAXES criiieeiieieent e et e ee e s e eamaennesaesebessnn e e e neearenn J) 67 (52) 32
Net Income (Loss) Attributable to PPL Energy Supply Member.... $ 13 § 86 $ 53) § 48

The accompanying Netes 1o Condensed Financial Suniemenis are an integral part of the financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
PPL Energy Supply, LLC and Subsidiaries

(Unaudited)
{Millions of Dollars)

Three Months Ended  Six Months Ended

June 30, June 30,
2014 2013 2014 2013
Net income (1055} uuninieerinersmmersmsnsseesssnes $ 13 § 86 $ 53 % 48
Other comprehensive income (loss):
Amounts arising during the period - gains (losses), net of tax (expense)
benefit:
Available-for-sale sccurities, net of tax of ($15), (82), (321), ($27)......... 14 2 19 25
Reclassifications from AQCI - (gains) losses, net of 1ax expense (benchit):
Available-for-sale securilies, net of tax of §1, $0, $2, 81 oo, (n () (2) (2)
Qualifying derivatives, net of 1ax of $5, $23,39, $44 ..., 8) 37 (13) o7
Defined benefit plans:
Prior service costs, net of tax of $0, 30, (S1), (51) oo ] 1 2
Net actuanial loss, net of tax of ($1), ($3), (32), (35) vvvveveovreevieereeeennn 2 4 3 8
Total other comprehensive income {loss) attributable to
PPL Energy Supply Member........cccccevceeernanes 7 (3D 8 (34)
Comprehensive income (loss) atiributable to PPL Energy
Supply Member.. e sssannens $ 20 $ 55 § 45) 3 14

The accompanying Notes to Condensed Financial Statements are an integral part of the financial siatemenis.

ppl10g_6-14_Final As Filed.docx 10




@

Q

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

PPL Energy Supply, LLC and Subsidiaries
fﬂ?ﬁiﬂ:?ﬁ} Dollers)

Cash Flows from Operating Activities

NELINCOME (JOBEY cuurrieeiieieiiiici et ier ettt bttt e st e e e e et et et neems e st e smesesseeseasesanssasasessraatenneeraes

Adjustments to reconcile net income (loss) to net cash provided by operating activilies
DICPIECIIION oottt e r e e sr et e s b et s basbases e ab s sbebbaseasensteessnsnneas
AMOFLZAON v enritsiis it s et ot b st sb st e e e cat e ee e e s e et s onsame et saesnasee s et esnsnnras
Defined benefit plans - cxpense
Deferred income Laxes and investment 11X CTeditS... ... viveoveresesieriesinreneneseseesreseeneas
Impairment of assels.. TR
Unrt_alm,d (gams) Iosses on dcnvauvcs and Olhcr hedglng ACUVILIES oo

Changc in current asscts and current lmblhlles
Accounls receivable..,
Unbilled revenues
Counterparty collalcral ..........................................................................................................
Price risk managcmcm assets and liabilities
Other...

Other operaung aclivilics
Defined benefit plans fundmg
Other assets.. e
Other !mbnlnu.s ......................................................................................................................

Net cash provided by operaling activities ....

Cash Flows from Investing Activitics

Expenditures for propeny, plant and SQUIPIMENE ..o rsre s srs e rsessesnerss
Expenditures for intangible assets..
Purchases of nuclear plant dl.comamssmnmg lrust mvc%lmc.nle b e
Procceds from the sale of nuclear plant decommissioning trust invesiments. ........coocooeeveeee..
Proceeds from the receipl OF SrantS. .. ..o e raa e enrans
Net (increase) decrease in restricted cash and cash equivalents
OUher INVESHNE ACHVILIES 1ovvevereiriveerer it s rersesrresstereersersr e s s eresssereeesmrente s b e sressas e tesssasesssassasenes

Net cash provided by (used in} INVESUNG ACLVILES ..ot e aeas

Cash Flows (rom Financing Activities

CONtHBULIONS [TOM MEIMDBEE ..ottt et et ettt et ee e e e ra e aesan e e s snsansanssnsesn
DHSLODULIONS 1O MIEIMIDET ..ot e et e e e e e e ee s e e e ne e enseme e e anenenean
Nel increase (decrease) in SHOM-tErM dEDL. ..o oo vse e e rrerene s rensnes
OUher TINANCINE ACHVIIIES crociie e st e s e sre e s sbesb e eee st es s s nte e s e eaesaesab et s assansansassreas

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

Net Increase (Decrease) in Cash and Cash EQUivaAlCnES ..o rvveceerearecrsrecrenecrmeenerseesasesseareess

Cash and Cash Equivalents at Beginning of Period ..o vesee s
Cash and Cash Equivalents at End of PEROd ...

Six Months Ended June 30,

2014 2013
(53) $ 48
162 157
77 71
32 26
(120) 98
18
232 91
10 5
25 6
(55) (62)
67 96
(16) (67)
(15) (61)
(33) (2)
(20 (135)
(32) (106)
(1) (38)
12 (20)
290 227
(176) 241)
(24) (23)
73 (66)
65 59
56 3
(258) (24)
7 10
(403) (282)
730 105
(914) (408)
324 219
(2) 9
138 (93)
25 (148)
239 413
264 $ 265

The accompanying Notes to Condensed Financial Stutements are an integral part of the financial statements.
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CONDENSED CONSOLIDATED BALANCE SHEETS

PPL Energy Supply, LLC and Subsidiaries
Unaudited
}Mil’linn.:' uj)' Duotlars)

Assets

Current Assets
Cash and cash equivalents ...
Restricted cash and cash equivalents ...
Accounts receivable (Yess reserve: 2014, $2; 2013, $21)
CUSLOIMIET .uvuveriieisieisrirreierassaresaessssasssasasssesssssnsnsasasassansanseseeassanssansmnnenseessssnnnseenens

Fuel, materials and SUPPHES......coiiiiiiiiie e et s
PrepaymEnIs .o ittt s s s a e s s a1
DEICrTed INCOME LAXES ..oooeeieee ettt st s e e e s s seeas
Pricc risk management @8SE1S ..coooiiiciiriieere i s
OUREr CUITENL OSSELS o..veivveievieieesieteisssssasssereesssasseassassseesessesarssarssanssmessrssineonnesnnsns
TOtal CUMTENLU ASSEIS .ouveeeiieieeceecteeereessssseseeiee e sbeesas e sressrn s s ssessans et e s e s s e e rsnns

Investments
Nuclear plant decommissioning trust {Unds..... .o
OLhET IMVESIMETIES 1.uveeierriirisiiraisrsssteeesseesteerrerrssrrcrnersssesessesamssessaessusaessaessonsessessmansn
Total INVESUMENIS ....oovivevirireriicrcicics s css s s

Property, Plant and Equipment
Non-rcgulated property, plant and equipment
GENCTALION 1oeveerieieeene e eee e oo s s s e s e s e s e cmmem o emcene o s e e s eee bt bs skt sabssasseasarasaaas
INUCTEAT TUET 1. ettt e e e em e e eme s sas s s s sr i

Less: accumulated depreciation - non-regulated property, plant and equipment...

Non-regulated property, plant and equipment, Nel ...
Construction WOrk in PrOZIESS........cuumriiimeericiiiciiesiecs e ses s eess an s eana e
Property, Plant and EQuipment, Nel......cocooviicieci et

Other Noncurrent Assets
GOOAWIlc.eiieiieieriire e eesreteesteeaeemee e e ete et ee et e e besseseesreeenee st esstebtsessansasarennrenns
OUNET IMANEIDIES 1.vivrirereree et e
Price risk management ASSCIS ......covveiiiirc et
OUhEr NONCUTTENE ASSCIS 1.vvveviieeiiieieeieeseeesaereeesseeresereeaseeasssste st asssanssenssssssesssersnesenas
Total Other NONCUITENL ASSELS ....oiiiiecciereeeeeeeceaeesrrreseee e sssasasssssssasssessassenssseseses

Total ASSELS cvvvrvrmrrrsnrrrrsssrssannnn rereeseseresesereserereranareaniass

June 30, December 31,
2014 2013
264 % 239
326 68
206 233
102 97
42 45
219 286
349 358
36 20
105
954 860
31 27
2,634 2,233
911 864
34 37
945 901
11,866 11,891
624 591
291 288
6,139 6,046
6,642 6,724
186 450
7,028 7,174
86 86
267 266
420 328
79 86
8§52 766
11,459 $ 11,074

The accompanying Notes 1o Condensed Financiul Statemenis are an imtegral part of the financial statements.
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CONDENSED CONSOLIDATED BALANCE SHEETS
PPL Energy Supply, LLC and Subsidiaries

{(Unaudited)
{Miltions of Dollars)

Liabilities and Equity

Current Liabilities
ShOM-LEIM EDL ... e e e e r ettt b e
Long-term debt due within 0ne Year..........ccov i
ACCOUNS PAYADIC....ciiit ittt st sttt s
Accounts payable (0 affillales. ..o vieeeeriicriniii e
TAKES 1.viiisitisiieiiiii sttt ee e e et ee e s et eme et
TRIETES L. ottt cm et e e e e
Price risk management Habilities ..ot
Other current Habilities .........ooooveeeeeee e
Total Current LIabilitics ..oocoi ittt rte e cotesee s e e ame e s e sameeenres

LOng-term Debt ettt s s s sanes

Deferred Credits and Other Noncurrent Liabilities
Delerred INCOMIE LIXES c.oiie ettt eee e e e et e sme e e e e are s ern e beensaenseneas
INVESTMENT LAX CTEALLS ..ot e e e e e e e e aeesae e e eeeeae s e eaaaeseean
Price risk management Babilities. .....oooo i eeeee
Accrued pension OBIIZAtIONS ..o eeee
Asset retirement OBIZALIONS ..o e eaeeee
Other deferred credits and noncurrent liabilities ............ooooeeeiiiiiiecee e
Total Deferred Credits and Other Noncurrent Liabilities ...

Commitments and Contingent Liabilities (Note 10)

Member's EQUELY v s scessssssesssssossssssssssman sisssnse st st sasssasnasanss

Total Liabilities and EQUILY it ssssssess

The accompanying Netes to Condensed Financial Sttemenis are an integral pari of the financial statemenis.
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June 30, December 31,
2014 2013
324
304 304
3y 393
2 4
30 3l
22 22
1,133 750
229 278
2,353 1,782
2,219 2,221
1,183 1,114
144 205
347 320
104 111
406 393
134 130
2,318 2,273
4,569 4,798
1459 3 11,074




@

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

(Unaudited)
{Millions of Dollars)

Non-
Member's controlling
equity interests Total
March 31, 2004 .......oovieivinnnrisnvsninrisniesssimsstrsrnssssrssesssssstsesastsernssnns $ 4,079 4,079
INELINCOME (JOS5)..1vieieririerrrieinirreeisinireriereisisisresessaessersssssssssssssssssnsasren 13 13
Other comiprehensive income (1088) .ot 7 7
Contributions from member ..o e snree s 730 730
DUSIFIDULIONS 1o veiivtereresiersrre s e e e rerrerrr e e s e e esress e ne e srr e snsesssrssnessnne (260) (260)
JUNE 30, 2014.........eeeeeeeeeeeeceeecmnresnenseressensnas e sasesanssesanesans s sanesanns 3 4,569 4,569
December 31, 2013 ....ciiiiiiiiimiismmsrermesmsnsesssserssnmmsrssasstssserrrsrosssssssnns 3 4,798 4,798
NELINCOME (JOSS). oottt e eaeeeteeeeaee e (53) (53)
Other comprehensive inCoOme {1088} ......cocoovirivnriniinrorriss e ersesens 8 8
Contnbutions from Member .........cc.oooveeeieieee e 730 730
DHSIIDULIONS oo er e oot r s e rean (914) 914)
June 30, 2014......cccvnvvrereeen - .- $ 4,569 4,569
March 31,2013 ... 3 3476 % 18 3,494
NELINCOME ©otiettiietiecee e et ceee e e e e s e eeeseeetseeeteeasesesneeenseeesneeentessanseses 86 86
Other comprehensive income ([OSS) ...oovvoeieeeeeieeeeceeeeeceeece e 3y @3n
Contributions from Member ..o eeeeeaean 105 105
DASIABULIONS .oiiiiiiiiiiin e er e e et e e (95) (95)
June 30, 2013 itssnssssrssasanrere e 3 3541 § 18 3,559
December 31, 2012.......crceerreeceeernneerenesennens . 3 3830 $ 18 3,848
NETINMCOMIC 1otevoererrerrr e escses e ss s essssssesssssssssssssssesssssstessrataenie 48 48
Other comprehensive income (J0S8) ...ooeiivcccoiiiicic e (34) (34)
Contributions from MEmMbBEE .....cvvvviiiie ettt 105 105
DHSITTBULIONS 1ot e e e e s s b eer e er et et et et e eeeemesenes {408) (408)
JUNE 30, 201 3..... ettt e s ans s sas s asas s se s anssnss s s b e s $ 3541 3% 18 3,559

The accompunying Notes to Condensed Financial Statemenis are an integral part of the financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME
PPL Electric Utilities Corporation and Subsidiaries

(Unaudited)
@ tMillions of Dollars)
Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Operating Revenues ......uvmnnieienmncrssmssenns tasssssssssisssiens $ 449 3 414 % 1,041 % 927
Operating Expenses
Operation
Encrgy purchases .......cooooiiiiiieeeeee e et 114 120 303 292
Encrgy purchases from affiliate .....ocoooeovivinvmicicseeieenreeee e, 21 12 48 26
Other operation and MAINENANCE ..o e 135 124 269 257
DEPrecialion... ..o e 45 44 9% 87
Taxes, other Than INCOME ........o..oovv it eee e eerar s 23 22 55 52
Total Operaling EXpenses.....oviiiencieeienee e et e 338 322 765 714
Operating Income . cecrecenccenenenrerenrarn 111 92 276 213
Other Income (EXPENSE) - NET..vvrererer v cceiessan i ce e e anes 1 2 3 3
IRIErest EXPENSe ..ooooiimi et 29 25 58 50
Income Before INCOmMe Taxes..... s sesesssesesesnsnesenns 83 69 221 166
INCOME TAXES ...t sr ettt es s sae e 3 24 84 57
NEt INCOME (A)11uiiiirriesiisiansssersssessesseesesssmssssssssssssssesssssssmsssaensssssenssssss $ 52 § 45 3% 137 § 109

Q (a) Nelincome approximates comprehensive income.

The uccompanying Notes 1o Condensed Financial Statements are an integral part of the financial statements.

Q
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

PPL Electric Utilities Corporation and Subsidiaries

(Unaudited)
{Miltions of Dollars)

Cash Flows from Operating Activities
NELINCOME .o

Adjustments to reconcile nel income to nel cash provided by operating activities

Deprecialion ......cccvvvcenniine s,
AMOTtZAloN ..o
Defined benefit plans - expense............

Deferred income taxes and investment tax credits

Change in current assets and current liabilities

Accounts receivable ...
Accounts payable ..o
Unbilled revenues ...,
Prepayments ...
Taxes payable ..o
OMhET .

Other operating activilies

Defined benefit plans - funding .............
OMher A8SEIS covvvvrc e e
Other Nabilitics coovevviniinic,

Net cash provided by operaling activities

Cash Flows from Investing Activities

Expenditures for property, plunt and eguipment
Expenditures for intangible assels.............

Net (increase) decrease in notes receivable from affiliales ..o,

Other investing activilies.......c.eeveveeereeerenees
Net cash provided by {used in) investing activitics

Cash Flows from Financing Activities

Issuance of long-termdebt.......................

Retirement of long-term debt...................
Contributions from parent ........c.cccoeeenees

Payment of common stock dividends 10 parent

Net increase (decrease) in shori-term debt

Other financing aclivilies ...........ccocoeeeee
Net cash provided by (used in) linancing aclivities

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

Cash and Cash Equivalents at End of Pcriod

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

Six Months Ended

June 30,
2014 2013
137 % 109
90 87
9 10
11 10
44 81
17 (5)
(80} (56)
(33} (37)
34 36
(40) (18)
8 18
2 (38)

(19) (88)
5

(3) 6

148 115
(436) (451)
(22) a3
150
13 9
(295) (455)
296
(10)

95 205
87) (66)
(20) 85

(3)

271 224
124 (116)

25 140

149 § 24

The accompunying Notes 1o Condensed Financial Staremeints are an integral part of the financial statements.
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CONDENSED CONSOLIDATED BALANCE SHEETS

PPL Electric Utilities Corporation and Subsidiaries
{Unaudited)
{Millions of Dollars, shares in thousands)

O June 30, December 31,

2014 2013
Assets
Current Assets
Cash and cash eqUIVALENTS ..o g 149 % 25
Accounis receivable (less reserve: 2014, $17; 2013, $18)
CUSIOITIET vviiiiiiieteiiinreeeiiessveiateeeststsaes bbeeasssseessteesasssseeaaneneesasseaesenseseensnsesssasneerann 361 284
OHRET 1.ttt s s s e s raee s s e st e eene s s b seesmne st e e sne e saraesanee s 8 5
Accounts receivable from affIlAtES ..o 4 4
Notes receivable from affiIate ........coconiiiniii e e 150
UNDINEA TEVEIUES ..ottt e e bbbt e s ba e s s ba et e esba s sb b s e aba e sbees 82 116
Materials and SUPPHES ..o s 35 35
PIEPAYIMENLS 1...veevveseeeeieeee e eeeeeaietetess e seaesseneseene s et ebe s s seseesese s s seasesesesessabennesns 51 40
DEferred INCOME LAXES .oveoeiieeeeee e et sts b s bs e s asb e e e srs b e e sbreennnens 84 85
(NET CUITENE ASSCLS .oovvietiiieetieiieesiaisteeneereresssseesseessesasasssnssnesnsesstesseesssesssesessseasianns 13 22
TOtal CUITENE ASSCES ...ooitiiieiieitierieeeieeeie e reee e ee st e e teessesseesseesseeenneenssnesteasassseassenns 787 766
Property, Plant and Equipment
Regulated UtHLY PIANL ... s e e oo 7,168 6,886
Less: accumulated depreciation - regulaled utility plant ... 2,488 2,417
Regulated utility plant, Bl 4,680 4,469
OB, MEL.eivieiiiieeciieee s e ciee e ettt e s s sbeeeesesteessssseesassneesrnteee s tnsesrssteesarsnsesssatesensansneneannen 2 2
CoOnSruction WOrK if PrOZICSS ... v oot erest e essrevns s vneeressseseessnnnas 744 591
Property, Plant and EQUIPMENL NCE..oioiviiiiiviniimisninisnin s smssssinss s eresiennes 5,426 5,062
Other Noncurrent Assets
Regulatory ASSeLS ..o oot e e 7N 772
IANGIDLES .o e 233 211
OLhET MONCUITENL ASSCLS ...vveieeeieireieieeceteeeeemeessesteserstesetesessbssasbsaassseabbsasneesasssannnnssres 35 35
Total Other NONCUITENT ASSEIS ....oeeeeeeeeeeeeeeeeeetttevtseetitassssasisaassseattsasssneassnanssneres 1,039 1,018
TOLAL ASSCLS tueererrcriernrsscssessessesisseornerasssssanssassssnsssusssssassmssss nsase rarareessesnsstnsssa bt snesessnes $ 7,252 3% 6,846

The accompanying Notes 1o Condensed Financial Statemenis are an integral par of the financial statements.

-
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CONDENSED CONSOLIDATED BALANCE SHEETS
PPL Electric Utilities Corporation and Subsidiaries

(Unaudited)
{Millions of Doltars, shares in thousands)

The uccompunying Noies o Condensed Financial Siutemenis are an integral part of the financial statements,
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June 30, December 31,
2014 2013
Liabilities and Equity
Current Liabilities
Ny o A TR CeTa 114 (=] oL RUTOTUUT ORI $ 20
Long term debt due within 0ne year....... e 10
ACCOUNLS PAYEDIE. ..o s 292 295
Accounts payable to alliHates. ... 50 57
XS ettt e ettt eseeeeeaeeesesasetssnsntree e seeeeeasee e smenensseseernnntesbsbsaeabsssrenmreenarneeaas 15 510
TILEICSE oeeeeeseeteeeetee e st eeseee e eesseatsansmtesaamsemmeeamsee s ssmeeanansnseesnnnsesatsssneaassssresssssnnarnseenn 34 34
Regulatory Habilities .ot 72 76
Other CurrenL aBilitIES .ooieereveerer et e eeeci e e eeee e eeeeeceee e resrnrarssaessesneneneesee e 75 82
Total Currenl LIaBilTES ..ot sene e s s stbe e e s are e s srrrre e s snnaessrnreessrneeas 538 625
Long-term Debt .....cvnecenrvnvinns 2,602 2,305
Deferred Credits and Other Noncurrent Liabilities
DETEITEd TNCOMIE LAXES .oevvviiriereerrrrirssieserernresseasmssessseeeeasaessssmsenerssssnsasnsaesssassnsssnres 1,463 1,399
Accrued pension OblZUHONS .....ov i 85 96
Regulatory Habililies ..o 12 15
Other delerred credits and noncurrent Habilies ovvvecee e 58 57
Total Deferred Crediis and Other Noncurrent Liabilities oo, 1,618 1,567
Commitments and Contingent Liabilities (Notes 6 and 10)
Stockholder's Equity
Common S1Ock - NO Par valUE (@) coovverenrrieiiiniiciiinnin e e 364 364
Additional paid-in capilal ... 1,435 1,340
Earnings reinvested .o 695 645
TOUL EQUILY oo sveesmeseseeeeseeeeeeeseseseeeeeessessssss e ssssssssss s s rass s 2,494 2,349
Total Liabilities and EQUILY «.ccoviimimnns s sesissiossrsmsssstisis st sssssesseneas 7,252 % 6,846
(a) 170,000 shares authorized: 66,368 shares issued and outstanding at June 30. 2014 and December 31. 2013,
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CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

PPL Electric Utilities Corporation and Subsidiaries
{Unaudited}
{Millicns of Dollars)

Common
stock
shares Additional
outstanding Common paid-in  Earnings
(a) stock capital reinvested  Total
March 31, 2014 .....ccommiemmensniisisisiismmrmirere s 66,368 % i6d § 1,405 % 698 § 2,467
NELINCOME oot s e e et e eeanes 52 52
Capital contributions from PPL.....cccovvvvvevcevr e 30 30
Cash dividends declared on common stock .....civininnvinnins (55) (55)
JURE 30, 2014......eeeeesresnseaeenne e e e b aans 66,368 3 364 $ 1,435 § 695 $§ 2,494
December 31, 2013 . iiriirecireercercirirsseresssssnninssnsssasesssssssas 66,368 3 364 § 1,340 § 645 § 2,349
NELINCOME ooiiiiiiireevirenssee s sssere s e s rsreresssrams e e assssrassssaanas 137 137
Capital contributions from PPL......cc.cccoovvvrrrnrvreresverciiens 05 95
Cash dividends declared on common Stock.....ooveevveevveennee, (87) (87)
JUNE 30, 2014, rrecerecsnecssessaessrnsasseesnnsansssnsnnas 66,368 3 364 $ 1,435 §$ 695 $ 2,494
March 31, 2013 .......ervernserresreessasrrasrsesasstosssersnmvsnrsonss 66,368 3 364 3 1,195 % 602 2,161
NELINCOME ..ooiieeee et e e e e e e sve e s e s s v es s raesesres 45 45
Capital contributions from PPL..............ccoovvoiveecrierreienn, 145 145
Cash dividends declared on common SIocK....vvevvnevevevevenee. {41) 41
JUNE 30, 2013t rrr e ceee s e reesres s e esaesanesanennas 66,368 $ 364 § 1,340 % 606 $ 2,310
December 31, 201 2. eiininirsrssressserassrssnstssssersosersesserss 66,368 § 364 3 1,135 8§ 563 $ 2,062
NEUINCOME i iinresiesssersinrs e teeeeeseeessemamessssnnnessean 109 109
Capital contributions from PPL ... 205 205
Cash dividends declared on common stock.......ccccoeveeeeeee.. {66) (66)
JUNE 30, 200 3....ceeierrecrreresressvessassssssnisssssssssessssssessaessnes 66,368 $ 364 § 1,340 % 606 3 2310

(a} Shares in thousands. All common shares of PPL Electric stock are owned by PPL.

The accompunying Notes ro Condensed Financial Suntements are an integral part of the financial sieiements.
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME
LG&E and KU Energy LLC and Subsidiaries

{Unaudited)
{Millions of Dollars)
O Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
OPerating ReVENUES c....ocourvireresrernnr s sssnrsmssissssssssrsssssssssmrssrsnsssssas $ 722 % 682 §$ 1,656 $ 1,482
Operating Expenses
Operation
FUEL o e abr s aa s e s 231 216 508 447
Energy purchases.......ccccovveiiiiiiiiineccess e e 36 37 160 123
Other operation and MAINIENANCE ...cocovieiiiiieirincesence et 206 197 412 394
DEPreciation ...t 87 83 173 165
Taxes, OLher Than INCOME ..ot ee s e s e e e e eereesaens 13 12 26 24
Total Operating EXPEnsSes ..o e 573 545 1,279 1,153
Operating INCOME.......ccivririsessssssssssrssssssssrosssossssssssasssssssssssssesssrosens 149 137 k1x) 329
Other Income (EXPENSe) - DELuiiicrereivrseesinesseerrrrrrnresrrresneessserssnsesnees (2) (4) (2)
INErest EXPENSE .oovviiieeivieicicicriciiic it 41 36 83 13
Interest Expense with Affiliate ... 1 ]
Income from Continuing Operations Before Income Taxes............. 106 100 290 253
INCOME TAXES ..oeiiriiriiir et rean 41 37 110 94
Income from Continuing Operations After Income Taxes ............... 65 63 180 159
Income (Loss) from Discontinued Operations (net of income taxes}..... | ]
INEt INCOME (@) 1rrerriresreresrsrsrresserersrsesserssnseserssnersrssssessersssesserssnseserssnseserers $ 65 3 64 $ 180 § 160

Q (a) Nel income approximates comprehensive income.

The accompanying Notes 10 Condensed Financial Statements are an imtegral part of the finuncial statements.
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CONDENSED CONSOLIDATED

STATEMENTS OF CASH FLOWS

LG&E and KU Energy LLC and Subsidiaries

(Unaudited)
{Millions of Dollars)

Cash Flows from Operating Activities

NNEL IICORIE c.rivriseeeteieeeetereeseeee et s em e e e emeeet et e s b s sd st eh s a et s b T s R s TS AT bR R BT rm e eme e s e se st e et e e ens
Adjustments to reconcile net income to net cash provided by operaling activitics

Depreciation ..o iinisninisrineescece s
AMOTUZAUON ..ot rnr e cnanns
Delined benefit plans - expense .............

Deferred income taxes and invesiment 12X CTEAIS .....o.vvvivriieiiiiiireeciresirersesineeeesrreeeeaee

Change in current assets and cutrent liabilities

Accounts receivable ..o,
Accounts payable ...,
Accounls payable to affiliates ................
Unbtlled revenues ..ooooeeeeecviinivceceneens

Other operaling aclivilies
Defined benefit plans - funding .............
OMher AS8C1S ceeeeueecee e cssssnens
Other Habilties oo
Nei cash provided by operating activit
Cash Flows from Investing Activities

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

LB triiranieeir s srrrerrrrrrer e nrrrre e e eeannrraaeaan e neneee

Expenditures for property, plant and eqQuUIPMENL ...
Nel (increase) decrease in notes receivable from affiliates ...,
Net (increase) decrease in restricted cash and cash cquivalents.....cvcrcsrnisieineeen.

Other investing acivIties. ..o,
Nel cash provided by (used in}) investi
Cash Flows from Financing Activities

NZ ACHVILES oo i

Nel increase (decrease) in notes payable with affiliates..........oii,

Net increase (decrease) in short-term debt
Distributions (0 member........ccoevievernvennne
Contributions from member.........c.oceeeeee.

Net cash provided by (used in) financi

Net Increase (Decrease) in Cash and Cash Equivalents

NE ACHVILIES i,

Cash and Cash Equivalents al Beginning of Period ..o

Cash and Cash Equivalents at End of Period

Six Months Ended June 30,

2014 2013
180 § - 160
173 165
12 14
12 27
149 95
1 (6)
(24) (62)
(5) 36
(2}
27 (2)
43 25
(10)
1 2
(40) (156)
3 3
2 2
516 297
(556) (579)
54
1 10
|
(501) (568)
47
75 127
(221) (69)
119 146
2N 251
(12) (20)
35 43
$ 23 $ 23

The accompanying Notes 1o Condensed Financial Statements are un integral part of the financial statements.
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CONDENSED CONSOLIDATED BALANCE SHEETS
LG&E and KU Energy LLC and Subsidiaries

(Unauditcd)
{Millicens of Dollars)

Assels

Current Assets ‘
Cash and cash equIvaIENLS ..c.c.ooviiiiecr e e

Accounts receivable (less reserve: 2014, $26; 2013, $22)
CUSIOIMIBT eeeiieiesieeiitescteesttesisssesss s e s ernee s rerrasessabe et bsea bt eeisssassbeasbasassbeasbansssbestranass

Fucl, materials and supplies.......oieieeieniiciiiieciene e s
PrOPaymMIEIS (vt eetee st et s te e e sr e sre e b e be et e e b e s e nne e e ennas
Notes receivable from affilates. ...
Deferred INCOME LAXES .....oeiveeeeeeeee ettt e e et eeeee e st e e e e e st eenaee s sataenneean
ReEUIALONY @SSELS ..ottt
OMRET CUITENT ASSELS ...ttt st ee e st e et se e e e st e ete st eae e st eenessesenetesanereeneeanen
TOIAl CUFTENTL ASSEIS ..ottt s eetre e e et ee s i et e srantesesmnteessntesnannes

Property, Plant and Equipment
Regulated Utility Plant .....ocvvive oo rsresessssrssessssssssresssssssssesssssessesssnsesnee
Less: accumulated depreciation - regulated utility plant ..o
Regulated utility plant, NEL.....oovciirrinee e
OHREE, MEL oo cerer s et er e neen e ene s s e eneanenen
Construction WOTK IN PrOBFESS....cciviirraireaer ettt e es
Property, Plant and EQUIPMENL, NEL.....oiviiriieees et e

Other Noncurrent Assets
] ET U LTl K
GOOAWITT ..ot ce et e et e et e et e eesae e sneeeneanesnneenn e seaeseenrenns
OURET INANGIBIES ..ot
OUhEr NONCUITENE @SSELS ..veeeeeeirieeeeeeeieceeeeeseeereeesseeeesesesseeessessasseessnsseseensessssesnseses
Total Other NONCUIMTENT ASSEIS c..veieeeeeeeieeeeeeeeeeeceie et eeseeesteeeaeeeesteeaaneeereesanesenees

TOtal ASSCIS ciiiiiiirirrceeeeerssreiee s sresss st assrsssesasassaasssnanessnnsanas

The accompanying Notes to Condensed Finuncial Statements are an integral part of the financial statements.
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June 30, December 31,
2014 2013
$ 23§ 35
238 224
23 20
153 180
235 278
27 21
16 70
108 159
27 27
4 3
854 1,017
9,036 8,526
922 778
8,114 7.748
3 3
1,809 1,793
9,926 9,544
471 474
996 996
197 221
101 98
1,765 1,789
$ 12,545 % 12,350




Q

Q

CONDENSED CONSOLIDATED BALANCE SHEETS
LG&E and KU Energy LLC and Subsidiaries

(Unaudited)
(Millions of Dullars)

Liabilities and Equity

Current Liabilities

ShOT-tErM debl....eiceerreree e e
ACCOUNS PAYADIE......eoieeiieeeccc
Accounts payable (0 affiliates....ee oo
CUSIOMET AEPOSILS ..eoovireeiriereererrcre sttt sts b ba st s
TEAKES crotiiiiieieecr e e e e et s b s s e ne e e s e Rt e e s s bR e a et e e e s ren
Price risk management Habilitics. .....ooviiiin e
Regulatory Habilities ...o.oovvvrervrieiiimiiicciee e s
1o o OO OO VOO OO PP
Other current Habillies ......ovee e ne e
Tolal Current Liabilities ..o s v s e eees e

Long-term DEbU ....vvrirnvnrisnsisrinsirisnsinssisinimessess s st sas st snss s smssase e

Deferred Credits and Other Noncurrent Liabilities

Deferred INCOME LAXCS ..oivieeriersereeirrtriemreereeeieraeserreeeeaeneesemeeeeaesnessetasesssaieasenss
INVESIMENE 1AX CTEAIIS covvrririiieiviviriss s rrernrmseeeesmeeeeaeaaaeaameeeeeeeesae s meeneeesenabaeaes
Accrued pension ObIZALIONS ...
Asset retirement Obligations ... vceeeeeie s s
Regulatory Habililies ...
Price risk management Nabiltics. ...
Other deferred credits and noncurrent Jabilifies ...
Total Deferred Credits and Other Noncurrent Liabilities ...

Commitments and Contingent Liabilities (Notes 6 and 10)

MEMDET'S CQUILY ceoueieiieecertnecsestiis sttt s sersm s s e e neres s rsns st ra b b bR bebes s A b AR s b natn

Total Liabilities and Equity

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

June 30, December 31,
2014 2013
$ 320 $ 245
335 346
1 3
50 50
29 39
4 4
10 14
23 23
121 111
893 835
4,566 4,565
1,065 965
133 135
114 152
255 245
1,014 1,033
38 32
242 238
2,861 2,800
4,225 4,150
$ 12545 § 12,350

The accompanying Notes to Condensed Financial Statements are an integral part of the financial sigtements.
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CONDENSED CONSOLIDATED STATEMENTS OF EQUITY
LG&E and KU Energy LLC and Subsidiaries

{Unaudited)
{Millions of Dollars)

Q Member's

Equity
IMAECR 31, 2004 oo cerecer e retsresssessses s b s sosssasssasssassonsssnssssssssssstsonsantssssssanssnmsssisssssais st issrnssbassbasssessessrers $ 4,200
INCL ITICOIMIC 1vevieeeeeeeeeeeesaeessemersssrretaaammsaneessssemmmssseaeseseseaseessssneeeeenbsbssesassesaasssseesassseannmnnesarnreanare s spabesesnrassans 65
CONINIDULIONS TTOM MICIIDET 1oiieiiiierei e e ies et rreeseeeeeatesateesteeeseeesasssseseeseesssabesabssasessserssarnennnanseensennreenreenseeness 79
DISITIBULIONS 1O MIEITIDEE 1.uvevvieeereeeiemrrseseseeeeeemeeeesseeeeeseeeeeseeeeeesemeeeessseeeebmesassbtassas ssressssrerassseeasareeesannrenesnrnnssss (7
Other comprehensive iNCOME {I0S8) ....vi vt eb e e e (2)
JUNE B0, 2014, ceeeverieecisneresnesserssseessasessseesansenaressaessnat v bess o400 00 bERSEEHHHESA 44 4E F2 R8RS Aaah ERRRER AR RS e bn e nansebanesnnnsobtnsnn $ 4,225
December 31, 2013 rinininsnsisossnersnisns Eeestesessssssssssssesessteseestutsesntsesennatsasensntar nnas iR s e nennn $ 4,150
IN BT ITICOIIE 1oioveieieeeeeseinereeieretseseeeeeeeeeeeimeeeeeeseeeeaamseeeaesneeeeaasesesesnsstemetsssraabesesebsssae sasaenaesnrasnsnnenssarnnnnsnnrnsssnnnne 180
CONIE DL ONS FTOM TN ITIDEE oo eett ettt e e et e et e e ettt e e e e e e ee e seeeeeamente s tsbsaesabeserenssssnabaanananrssnnnnnns 119
D ESITTBULIONS 10 MIEMIDET .veiiicieiee i cetierceiieirirrree it eeseresaersrensasensssaaaansseen sesasansnmeeaaseaeeemeeeeansneeeebabetssobabasasataassans (221)
Other comprehensive 1nCOME {(JOSS} ...ooovriiiiin et e et s st ssaba st e (3)
JURE 30, 2004 receraccstisiasesssssssssssnsssssnsss sassassastames ss m soteacaner st antssesan e shntbEssatssssbesonssesnssnsssstssnasnantats $ 4,225
IMArch 31, 2003 ...oiiiiiriirieinneneresammasasssassssssssesssssssossessassnassesssssssssessasssarsans 11s st aest 4808800004 080080 00001 RRREPERsSassnsisaren $ 3,952
INCLITICOINC ciiiiceteiee et i e e se e e et eee s e m e et aesassasntneeeseeensebababetsaeseterabas e s sea s sasnssbe s s eeaesabbbabaansasaarrranrranenesasrarnren 64
@0 1o 1 LT oTTLETo Tl A 1014110 11 (o3 11102 (O OO OO OO U PPt 71
DI ISITIDULIONS 10 MIEITIDIET 1 o teiiii et ecieeeeeeieeetee et eete e s teesanee s s eesanmeeeseeetntesaseonbseesubesebseeoubaaessb e e baename s eabeanaaenrares (653)
JUNE 30, 2003 ceeetes s e e sasassasssasesa s e e - 5 4,022
DeCemMBEr 31, 2012t st st s be st s e e b s b 04 020400000400 048EERREERRERR SRR SR e AR SRR R F RS SRR SRR SRR R SRR R RS $ 3,786
INEUINMCOMIE ...ooeieeee e e e ee et e e etabss et etetsseabeesestabesesbtaea s s bse e e sk basea e smbeea ek sbbeeashbmsaas abesaasssessnsssnsensneeenasnnnrmrrraans 160
CONFIDULONS TFOM MEIMBET Loveeiiieeciiee s certtr e s ee e e st e e e essmee e s s an e e e e s s reersanreessraneessaneeeeerssnessarannessssantacnan 146
DIiSIFIDULIONS 1O MEIMIDET ... teiisteierieiire et i e et e e i esie e e sttt a et teeeessseessssneeeaanteeesasnseessasner e snreesaransnerasrnseesnateesannns (69)
© Other comprehensive INCOME (LOS8) cvivuiueririiiiiiniiiiiniieint ettt s s e (1)
June 30, 2013, e . 3 4,022

The uccompunying Notes to Condensed Financial Statements are an integral part of the financial siatements,
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CONDENSED STATEMENTS OF INCOME

Louisville Gas and Electric Company
(Unaudited)
(Miltions of Dollars)

Operating Revenues

Retail and Wholesale ..o e
Electric revenue from affilHate. . ..o
Total Operaling REVENUES........cciovviviviriiricirecessrenonasssssnessneesneens

Operating Expenses
Operation

FUCT Lt
Energy purchaSes ..o.ooovoeeceee et et e
Encrgy purchases from affiliate ...,
Other operation and MaiMIENANCE .......coovevieeceineeieeeiee e eeeeeeee s
DePreCialioN c.coveiiicieee ettt n e e beens
Taxes, OIher TRAN IMCOME «...eeoeee et e e e e et eeeeveearneeeeeeeaan
Total Operating EXPenses ...oooo o1 iaens

Operating Income.......cecicnvninninnsnnes

Other [ncome (EXPENSE) - NCL...iiiiiieeeie et
INEEFESE EXPENSE ©oueeieieiiiieeeeeeeeeeeeee e nenese s s e e emeees
Income Before Income Taxes.....niinniiiiniiniecesnes

INCOME TAXES 1oiiivriirereieiesstee s eeeee e e sse e srerres s sbr e s bt e s sstte s e s ssbaesstasseesraneens

Net Income (a)}.........

(a) Net income equals comprehensive income.

-----------------------------------------------

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
320 % 302 % 762 $ 671
24 14 61 35
344 316 823 706
104 88 221 184
29 K1l 147 111
2 3 8 4
94 94 192 185
39 37 77 73
7 6 13 12
275 259 658 569
69 57 165 137
(1) (n 3) (2)
i2 10 24 20
56 46 138 115
21 17 51 42
5 3 29 $ 87 S 73

The accompanying Notes to Condensed Financial Statemenis are an integrof part of the financial siatements.
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CONDENSED STATEMENTS OF CASH FLOWS
Louisville Gas and Electric Company

{Unaudited)
{Millions of Dollars)
O Six Months Ended June 30,
2014 2013
Cash Flows from Operating Activities
NNEEINCOME c.eoeiieiieieee et eeetet et s st e s b se s e e e s b a s s s s besmesa s e e s s n s e en e s s ss s ss e e seserraemreasrbsabas $ 87 3% 73
Adjustments to reconcile nel income to net cash provided by operating activities
DIEPTECTATION 1111ttt bbb e R e TR R e TR 77 73
AINOTUZAION ..ot eeee e e ee e eeeeee s st sssts s s st e b s s s s e b s sseb s s st ensenesesses et asrsrerenesnns 6 6
Defined benefit plans - CXPONSE ..o s s 5 9
Deferred income taxes and investment 1aX CredilS . e earesreesre e esneeneens 20 21
071 T U OO O T OO U T OO TP PO PTOTRRRN (4)
Change in current assels and current liabilitics
ACCOUNTS TECETVADBIE .oveinieitieeeie ettt s e e e ns s sra s sananaeean (25) 9)
ACCOUNTS PAYADIE ..ttt e s e n e e oo (5) 13
Accounts payable 10 affIates ... (4) (2)
UNDITEU FEVEIUBS ..eveeiveseeirecaeese e s aeseesesees e reeeeeeseesese s easeeeeseses e ene s nseseeasesesnesnaesnesnnaes 19 2
Fuel, materials and supplics ......covvvvvnivmrrnniciermi e 44 25
Taxes PAYADIE ..o e s 2 12
OREE .ottt ettt e st e e s babesa e s ve s st re s ne s s R e rnesae e e s rana R e st £ e e ns e euees (4) 6
Other operating activities
Defined benefil plans - fUnding ..o e (10) (44)
L0 1T g 7Tt 1O OO OO PP UTRUT RSP (2) m
Oher TABILLIES .o e et s s en 4) 2
Net cash provided by Operating aCHVIIES ......coo e s 202 186
Cash Flows from Investing Activities
Expenditures for property, plant and cquipment ..., (249) (236)
Nel (increase) decrease in restricted cash and cash equivalents.. .o 1 10
Q Net cash provided by (used in) INVESHNE BCUVILIES coveveeieininiiineesne s scsieens (248) (226)
Cash Flows from Financing Activities
Net increase (decrease) in short-lerm debl ... 50 25
Payment of common stock dividends 1o parenl......ooooov e (60) (48)
Conributions frOmM PArENT ... ..ottt st s 53 54
Net cash provided by (used in) financing aCtiVIlIES ..o 43 31
Net Increase (Decrease) in Cash and Cash Equivalents......ccovnaes (3) (N
Cash and Cash Equivalents at Beginning of Period ... 8 22
Cash and Cash Equivalents at End of Period......ccecveiiinniiiiiiscinnn $ 5 % 13

The accompanying Notes 1o Condensed Financial Statements are an integrat part of the financial statements,

Q
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CONDENSED BALANCE SHEETS
Louisville Gas and Electric Company

(Unaudited)

(Mitlions of Dollars, shares in thousands)

Assets

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

Accounts receivable (less reserve: 2014, $2; 2013, $2)

Unbilled revenues.....ocoeveeneenn,

Accounts receivable Trom alfillates . ...ttt b a b rararnes

Fuel, materials and supplies.....
Prepayments .......ccoeevvsiiveirnns

ReGUIALOTY 8SSCLS ....cvviiiiiiiinii i reccscs e cneavenssnasassarn s ns e se e e s e e e sennes

Other current 2sSetS ......ccoveeunen.
Total Current AssetS........ooeen.

Property, Plant and Equipment

Regulated wiility plant .............

Less: accumulated depreciation - regulated uiility plant .....cmimrrcrnncenn.

Regulated utility plant, nel....
Construction work in progress.

Property, Plant and EqUIpmEnt, Nl ..o

Other Noncurrent Assets

Regulalory asseis........ocoveenne.
Goodwill oo

Other noncurrent assels ...........
Tetal Other Noncurrent Assets

Total ASSELS covveeiricinmrrrrisssmmnenns

The accompunying Notes to Condensed Financial Statemenis are an integral part of the financial siatements.
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June 30, December 31,
2014 2013

5 3 8
102 102
14 9
66 85

17
110 154
9 7
24 17
3 3
350 a8s
3,564 3,383
397 332
3,167 3,051
750 651
3,917 3,702
K1) 303
389 329
108 120
35 35
838 847
5105 % 4,934
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CONDENSED BALANCE SHEETS
Louisville Gas and Electric Company

(Unaudited)

(Millions of Dollars, shares in thousands)

Liabilities and Equity

Current Liabilities

Short-term debt

ACCOUNIS PAYAble....o e
Accounts payable to affINates. ..o

Customer deposits
Taxes ..oooeeenne

Price risk management labilities. ... e
Regulatory Habilities ......oocoiveeiiniiirincninccinin e

Interest.ann....

Other COrrenl HaBIlIES ..ottt sttt ettt st ss bbb e e e e s e s rababss s s s sassiabans
Total Current LIaDITIUES «.cooorien e escessitiis et crsabii st s s st siaba b s e e aaas s bbb r e s ss s s bababasa s

Long-term Debt

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

Deferred Credits and Other Noncurrent Liabilities

Deferred INCOMEC LAXES oeviiiciiieciee e et e e e e s
INVESIMENL 10X CTEUAMS cecriii e
Accrued pension obligalions ...
Assel relirement ObHZAONS ..o

Regulatory liabilitics ...oooiinernnnens

Price risk management HabiliGes .
Other deferred credits and noncurrent Habilities ..o
Total Deferred Credits and Other Noncurrent Liabilities v,

Common stock

Commitments and Contingent Liabilities (Notes 6 and 10)

Stockholder's Equity

= O Par Value (@) ..o e

Additional paid-in capital ..o -
Earnings relnvested oo

Total Equity.....

Total Liabilities and EQUItY ........crtiiinnsiienissnsssassns

(a)  75.000 shares authorized; 21.294 shares issued and outstanding at June 30, 2014 and December 31, 2013.

June 30, December 31,
2014 2013

70 3 20
200 166
20 24
24 24
13 11
4 4
9 9
6 6

30 32
376 296
1,353 1,353
603 582
Ky 38
10 19
70 68
472 482
38 32
106 104
1,336 1,325
424 424
1,417 1,364
199 172
2,040 1,960
5105 § 4,934

The accompanying Notes to Condensed Financial Statements are an integrul part of the financial statements.
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CONDENSED STATEMENTS OF EQUITY

Louisville Gas and Electric Company
{Unaudied)
{Millions of Dollars)

Common
stock
shares Additional
outstanding Common paid-in Earnings
(a) stock capital reinvested Total
March 31, 2014 ..........iiniinnisninriaisssisssisssosssssssissns 21,294 % 424 § 1,364 § 197 $ 1985
INELINCOME oo i rreree e e esretsises s reesinessnessrngessseesrnaesnne 35 35
Capital contributions from LKE ... 53 53
Cash dividends declared on common stock.......cccececvnnnneen. (33) (33)
June 30, 2014 ... e renne s nsesaresnsesnsees 21,294 § 424 § 1,417 % 199 § 2,040
December 31, 201 3. 21,294 § 424 3% 1,364 3 172 § 1,960
INEUINCOME Looeeivricercen e e e e eeesressressreesreessesierasssnrasnnssnnses 87 87
Capital contributions from LKE ... 53 53
Cash dividends declared on commion stock.....ooevvvveeeevveieennee (60} (60)
June 30, 2014, eeereeeecrerreeenercreesnneesressaseerssresmassenaans 21,294 § 424 § 1,417 § 199 $§ 2,040
March 31, 2003 ... ercercsacssns e sane e nesraseasns 21,294 § 424 § 1,303 § 133 § 1,860
NELINCOME oot e e e e e e e e e e rmr e e e e e e aas 29 29
Capital contributions from LKE ..., 29 29
Cash dividends declared on common stock...conivncnnen, (29) (29)
June 30, 2013, 21,294 % 424 § 1,332 § 133 § 1,889
December 31, 201 2........oieieeccrrrrreerncr e s ssessssasssssssnns 21,294 § 424 § 1,278 § 108 $ 1,810
INELINCONIC oot aee et aaes s ts s s assassratsseras 73 73
Capilal contributions from LKE ......cocooiiiiiiniinin, 54 54
Cash dividends declared on common stock.....veveevvnenenenn. (48) (48)
June 30, 2013..... et e rannes 21,294 § 424 % 1,332 § 133 § 1,889

(a) Shares in thousands. All common shares of LG&E stock are owned by LKE.

The accompanying Notes 1o Condensed Financial Statements ure an integral part of the financial siatements.

ppliOq_6-14_Final As Filed.docx 32




(THIS PAGE LEFT BLANK INTENTIONALLY.)

@

ppl10g_6-14_Final As Filed.docx 33




@

CONDENSED STATEMENTS OF INCOME
Kentucky Utilities Company

{Unaudited)
{Millions of Dollars)

Operating Revenues

Retail and wholesale ... e
Electric revenue from affiliate.......ooooveeeieeeeeeee e
Total Operaling REVENUES .........covvirinermienimenmener e ersinsssorsenes

Operating Expenses
Opcration

FUCT e s
Energy purchases ...
Energy purchascs from allilia1e .o
Other operation and MaiNtENANCe .......ovvvecvreeererer e e
DePrecialion .....oooie e e e
Taxcs, olher than INCOME ... e
Total Operating EXpenses ...,

Operating Income . mvvrveersrnrenans

Other Income (EXPEnse) - NCL...ooieiiieiiieieicese et cen s
TRIETEST EXPEINISE (oiiiviiiiiiiiiiiciiesresseess s asssassasssssss sesesesararesssseansesssenses
Income Before Income Taxes. ..o
INCOMIE TAKES ceeveeeeicirerreiree s srinreeeriresesineessneeesnsrere s rnass asensarannesssosnnens

Net Income (a).......

(a) Nel income approximates comprehensive income.

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

2014 2013 2014 2013

462 $ 380 894 § 811

2 3 8 4

404 383 902 815

127 128 287 263

7 6 13 12

24 14 61 35

107 98 205 195

47 46 95 92

6 6 13 12

318 298 674 609

86 85 228 206

2 ]

20 17 39 34

66 70 189 173

26 26 72 65

40 3 44 117 § 108

The accompanying Notes 1w Condensed Financial Statements are an integral part of the finuncial stutements.
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CONDENSED STATEMENTS OF CASH FLOWS

Kentucky Utilities Company
{Unauditcd)
{Millions of Dollars}

Cash Flows from Operating Activities

INCL INCOMIE ooeeeeiieerete e e e e e et ee et se s s et s eeesssesttetaeeseesasatnsesasseesanatnrnssbaassasararsssbssssasasntasssanasasaan

Adjustments (o reconcile net income Lo nel cash provided by operating activities

DIEPIECIAION oot et e e e e e es
AMOTHZALION oot ccceee s ee s rrr e e e e s es bt s o ae e e e aa st e e s ae e e s sre e e e e st e e s ann e nmeeeeesane
Defined beneflit plans - €XPeNSe ...occv v s
Deferred income taxes and investment tax Credils ..

Change in current assets and current liabilities

AccoUnLS reCeivable i
ACCOURLS PAYADIC .ooviitiiiiis s et
Accounts payable 10 affTHIIES e seee e e s resare e rre e ee
UBBINEA FEVEMUES «.eeieiiiiieieite ettt ettt es st s et esb e s eaen
Fuel, materials and SUPPHES ..ottt ettt e
OIRET Lttt sas s e sas bt saeabea

Other operating activities

Defined benelit plans - Tunding ..o
OUDET GSSELS ... eceieece et e
Other RAbHIIES ...cco.oiiiiiiie et

Nel cash provided by operating aClIVILIES ....ocooovieie e

Cash Flows from Investing Activities

Expenditures for property, plant and eqUIPMENE ..ooooii i
OUher INVESHING GUIVILIES .+...eteete ettt ee et e e te e see e e eaceenteseeseemcesneseaneasnneasnaneas
Nel cash provided by (used in) investling activilies ........ocoereriiieicii v e

Cash Flows from Financing Activities

Net increase (decrcase) in Short-1erm debl .. ..o ressseesiesssnecsnes
Payment of common stock dividends 10 PArent.......oeevivnciorirnreeenererereesreesnesnns

Contributions from parent......c..cc.o....

Net cash provided by (used in) fiNancing aCliVILICS ...ooeeveriirieriecenniree e
Net Increase (Decrease) in Cash and Cash Equivalents.... i,
Cash and Cash Equivalents at Beginning of Period ...
Cash and Cash Equivalents at End of Period............oo

Six Months Erded June 30,

2014 2013

117 3 108
95 92

4 7

2 12

89 72
5 2
(44) (39)
10 33
13 %)
8 {4)

(1)

a9 (10)
16 5
3 (61)
1) &)
6 (13)
297 190
(305) (341)
l
(305) (340)
25 102
(86) (55)
66 92

5 139
(3) (n
21 2i
18 § 10

The accompanying Notes to Condensed Financial Statements are an imtegral part of the financial starements.
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CONDENSED BALANCE SHEETS

Kentucky Utilities Company

(Unaudited)

(Millions of Dollars, shares in thousunds)

Assets

Current Assets

Cash and cash equivalents

Customer

Unbilled revenues
Fuel, materials and supplics
Prepayments

Regulatory

Other current assets

Property, Plant and Equipment
Regulated utility plant

Other Noncurrent Assets

Regulalory

Total Assets

ppl10q_6-14_Final As Filed.docx

BTy LU
GOOAWIll ..t rnnsnnnnnn
Other intangibles
Other noncurrent asseis
Total Other Noncurrent Asscts

The accompanying Notes 1o Condensed Financial Statements are an integral part of the financial statemenis.

--------------------

Accounts receivable (less reserve: 2014, $4; 2013, $4)

R S S

Total Current Assels

Less: accumulated depreciation - regulated utility plant

Regulated utility plant, NEL...oieee e s
L Tt R 1 T S PSP
Construction work in progress

Property, Plamt and Equipment, net

36

June 30, December 31,
2014 2013

18 21
136 122
34 9
87 95
125 124
8 4
3 10
5 6
456 391
5472 5,143
525 446
4,947 4,697
1 1
1,055 1,139
6,003 5,837
165 171
607 607
89 101
59 56
920 935
7,339 7.163




CONDENSED BALANCE SHEETS
Kentucky Utilities Company

{Unaudited)

(Millions of Dollurs. shares in thousands)

Liabilities and Equity

Current Liabilities
Short-term deblt.....oo.neee.
Accounts payable................

Accounts payable 10 affIHALES.....cocvrviriv s

Customer deposits ...
TaXES oeeiiieiiriier e ieneeeanns
Regulatory liabilitics ..........
Interest ... .ccooovvereeeeiorinrinnn.
Other current liabilities.......
Total Current Liabilities .....

Long-term Debt ...................

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

Deferred Credits and Other Noncurrent Liabilities

Deferred income taxes........
Investment tax credits.........

Accrucd pension OBIZALONS ..ot en e
Asset retirement OBHZAHONS .....coovciierr et e e

Regulatory habtlitics ..........
Other deferred credits and noncurrent liabilitics

Total Deferred Credits and Other Noncurrent Liabilities ..o

@ Commitments and Contingent Liabilities (Notes 6 and 10)

@

Stockholder's Equity

Common $tock - 10 par VAIIE (@) .ot e

Additional paid-in capital ...

Accumulated other comprehensive 1InCome (T08S) ...oo.evviriiiiicnecn s

Earnings reinvested ............
Total Equity ..oocoeovereneee

Total Liabilities and Equity

(a) B80.000 shares authorized; 37.818 shares issued and outstanding ar June 30, 2014 and December 31, 2013,

The accompanying Notes 1o Condensed Financial Stetements are an imtegral part of the financial statements,
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June 30, December 31,
2014 2013

175 150
125 159
38 25
26 26
14 33
1 5
11 1
58 36
448 445
2,091 2,091
747 658
926 97
2 11
185 177
542 551
88 89
1,660 1,583
308 308
2,571 2,505
1
261 230
3,140 3,044
7,339 7,163
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CONDENSED STATEMENTS OF EQUITY
Kentucky Utilities Company

(Unaudited)
{Mittions of Dollars)

Common Accumulated

stock other
shares Additional comprehensive
outstanding Common paid-in Earnings income
(a) stock capital reinvested (loss) Total
March 31,2014 ........oooveeecrreccrierrssensenenes 37,818 § 308 §$ 2,545 § 270 $ 3,123
NELINCOME weoviiiiviieriee e e resescevasnenes 40 40
Capital contributions from LKE ................. 26 26
Cash dividends declarcd on common stock (49) (49)
June 30, 2014........eercnreee e 37,818 § 308 % 2,571 § 261 $ 3,140
December 31, 2013, eeeeeeeeceeeneennaeens 37,818 $ 308 % 2,505 3% 230 $ I % 3,044
NELINCOME .ooiiiirreeiriiir i 117 117
Capital contributions from LKE................ 66 66
Cash dividends declared on common stock (86) (86)
Other comprehensive income {loss) ........... (1) (N
June 30, 2014 ... 37,818 $ 08 % 2,571 § 261 § 3 3,140
March 31, 2013 ... 37818 $ 308 $ 2,398 § 177 § 1 $ 2,884
NELINCOME oo 44 44
Capital contributions from LKE................ 42 42
Cash dividends declared on common stock (42) (42)
June 30, 2013......eeeeeeereeneeenaesneesaenene 37818 § 308 § 2,440 § 179 % 1 $ 2,928
December 31, 2012.........cccvininicieccrnasrenanens 37818 % 308 3 2,348 % 126 % 1 $ 2,783
NELIRCOME wovvvieiciveeiseeccrsiarssciirerarecreeeneeas 108 108
Capital contributions from LKE ................. 92 92
Cash dividends declared on common stock (55) (55)
June 30, 201 3..... et 37818 % 308 $ 2,440 $ 179 § 1 $ 2,928
{a) Shares in thousands. All common shares of KU stock are owned by LKE.

The accompanying Notes to Condensed Financial Statements are an integral part of the financial staremenis.
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Combined Notes to Condensed Financial Statements (Unaudited}

1. Interim Financial Statements
{All Registrants)

Capitalized terms and abbreviations appearing in the unaudited combined notes Lo condensed financial statements are defined
in the glossary. Dollars are in millions, except per share dala, unless otherwise noted. The specific Registrant to which
disclosures are applicable is identified in parenthetical headings in i1alics above the applicable disclosure or within the
applicable disclosure for their related activities and disclosures. Within combined disclosures, amounts are disclosed for any
Registrant when sigaificant.

The accompanying unaudited condensed financial statements have been prepared in accordance with GAAP for interim
financial information and with the instructions to Form 10-Q and Article 10 of Regulation §-X and, therefore, do not include
all of the information and footnotes required by GAAP for complete financial statements. In the opinion of management, all
adjustments considered necessary lor a fair presentation in accordance with GAAP are reflecied in the condensed financial
statements. All adjustiments are of a normal recurring nature, except as otherwise disclosed. Each Registrant’s Balance Sheet
at December 31, 2013 is derived from that Registrant’s 2013 audiled Balance Sheet. The financial statements and notes
thereto should be read in conjunction with the financial statements and notes contained in each Registrant's 2013 Form 10-K.
The results ol operations for the three and six months ended June 30, 2014 are not necessarily indicative of the results to be
expected for the full year ending December 31, 2014 or other future periods, because results for interim periods can be
disproportionately influenced by various factors, developments and seasonal variations.

The classification of certain pricr period amounts has been changed to conform to the presentation in the June 30, 2014
financial statements.

2. Summary of Significant Accounting Policies
{All Registranis)

The following accounting policy disclosures represent updates to Note 1 in cach Registrant’s 2013 Form 10-K and should be
read in conjunction with those disclosures.

Accounts Receivable (PPL, PPL Energy Supply and PPL Electric)

In accordance with a PUC-approved purchase of accounts receivable program designed 1o facilitate competitive markets for
electricity in Pennsylvania, PPL Electric purchases certain accounts receivable from allernative electricity suppliers
{including PPL EnergyPlus) at a discount, which reflects a provision for uncollectible accounts. The aliernative electricity
suppliers have no continuing involvement or interest in the purchased accounts receivable, The purchased accounts
reccivable are initially recorded ad fair value using a market approach based on the purchase price paid and are classified as
Level 2 in the fair value hierarchy. During the three and six months ended June 30, 2014, PPL Electric purchased $253
million and $614 million of accounts receivable from unaffiiialed third partics and $79 million and $184 miltion from PPL
EnergyPlus. During the three and six months ended June 30, 2013, PPL Electric purchased $220 million and $479 million of
accounts receivable from unaffiliated third parties and $70 million and $147 million rom PPL EncrgyPlus.

New Accounting Guidance Adopted {All Registrants)

Accounting for Obligations Resulting from Joint and Several Liability Arrangements

Effective January 1, 2014, the Regisirants retrospectively adopied accounting guidance for the recognition, measurement and
disclosurc of certain obligations resulting from joint and several liability arrangements when the amount of the obligation is
fixed a1 the reporting date. 1f the obligation is determined to be in the scope ol this guidance, it will be measured as the sum
of the amount the reporting enlily agreed to pay on the basis of ils arrangements among its co-obligors and any additional
amounl the reporting entity expects o pay on behalfl of its co-obligors. This guidance also requires additional disclosures for
these obligations.

The adoption of this guidance did not have a significant impact on the Registrants.
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Accounting for the Cumulative Translation Adjustment upon Derecognition of Certain Subsidiaries or Groups of
Assets within a Foreign Entity or of an Investment in a Foreign Entity

Effective January 1, 2014, PPL prospectively adopted accounting guidance that requires a cumulative translation adjustment
to be released into earnings when an enlity ceases (o have a controlling financial interest in a subsidiary or group of assels
within a consolidated foreign entity and the sale or transfer results in the complete or substantially complete liquidation of the
foreign entity. For the step acquisition of previously held equity method investments that are foreign entities, this guidance
clarifies that the amount of accumulated other comprehensive income that is reclassified and included in the calculation of a
zain or loss shall include any foreign currency translation adjusiment related to that previously held investment,

The initial adoption of this guidance did not have a significant impact on PPL; however, the impact in future periods could be
material.

Presentation of Unrecognized Tax Benefits When Net Operating Loss Carryforwards, Similar Tax Losses, or Tax
Credit Carrvforwards Exist

Effective January t, 2014, the Registrants prospectively adopted accounting guidance that requires an unrecognized tax
benefit, or a portion of an unrecognized tax benefit, 1o be presented in the financial statements as a reduction to a deferred (ax
asset for a net operating loss carryforward, a similar tax loss, or a tax credit carryforward. To the exlent a net operating loss
carryforward, a similar 1ax loss, or a tax credit carryforward is not available at the reporting date under the tax law of the
applicable jurisdiction 1o seitle any additional income Laxes that would result from the disallowance of a tax position, or the
tax law of the applicable jurisdiction does not require the entity Lo use, and the entity does not intend 10 use, the deferred tax
assel for such purpose, the unrecognized 1ax benefil should be presented in the financial statements as a liability and should
not be combined with deferred lax assets.

The adoption of this guidance did nol have a significant impact on the Registrants,

3. Segment and Related Information

{PPL)

See Notc 2 in PPL's 2013 Form 10-K for a discussion of reportable segments and related information.

In Junc 2014, PPL and PPL Energy Supply, which primarily represents PPL's Supply segment, executed definitive
agreements with affiliates of Riverstone to combine their compeltitive power generation businesses into a new, stand-alone,
publicly traded, independent power producer named Talen Energy. Upon completion of this transaction, PPL will no longer

have a Supply segment. Sce Note 8 for additional information.

Financial data for the segments and reconciliation o PPL's consolidated results for the periods ended June 30 are:

Three Months Six Months
2014 2113 2014 2013

Income Statement Data
Revenues from external customers

U.K. Regulated $ 612 § 572 % 1320 $ 1,220

Kentucky Regulated 722 682 1,656 1.482

Pennsylvania Regulated 448 413 1.039 925

Supply (a) 1,027 1.780 74 2,274

Corporate and Other 5 3 8 6
Total 3 2874 $ 3450 § 4097 $ 5,907
Intersegment electric revenues

Supply $ 21§ 12 3 48 S 26
Nel Income Attributable to PPL Sharcowners

U.K. Regulated {a) $ 187 % 245 % 93 0§ 558

Kentucky Regulated 58 49 165 134

Pennsylvania Regulated 52 45 137 109

Supply (a) 5 77 70 34

Corporate and Other (¢} (73) (n (80) (14)
Total $ 229 % 405 3 545  § 818
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June 30, December 31,

2014 2013
Balance Sheet Data
Assels
U.K. Regulated % 16496 $ 15.895
Kentucky Regulated 12,211 12.016
Pennsylvania Regulaed 7.252 6,846
Supply 11,793 11,408
Corporzte and Other (b) 441 94
Total assets $ 48.193 § 46,259

(a) Inctudes unrealized gains and losses from economic activity, See Note 14 for additional information.

(b} Primarily consists of unallocated items, including cash, PP&E and the elimination of inter-segment transactions.

(¢) 2014 includes certain costs related 10 the anticipated spinolf of PPL Energy Supply, including deferred income tax expense and third panty costs. See
Note 8 for additional information.

4, Earnings Per Share
{PPL)

Basic EPS is computed by dividing income available to PPL common sharcowners by the weighted-average number of
common shares outstanding during the applicable period. Diluted EPS is computed by dividing income available to PPL
common shareowners by the weighted-average number of common shares culstanding, increased by incremental shares thal
would be outstanding if potentially dilutive non-participating sccurities were converted to common shares as calculated using
the Treasury Stock method or the 1f-Converted Method, as applicable. Incremental non-participating securities that have a
dilutive impact are detailed in the table below.

Reconciliations of the amounts of income and shares ol PPL common stock (in thousands) for the periods ended June 30 used
in the EPS caiculation are:

Three Months X Six Months
2014 2013 2014 2013
Income (Nurmerator)
Income from continuing operalions after income taxes attributable 1o PPL
sharcowners $ 229 8 404 3 545 $ 817
Less amounts allocated to panticipating sccurities 1 2 3 4
Income from continuing operations after income taxes availabie to PPL
common sharcowners - Basic 228 402 542 813
Plus interest charges {net of 1ax) related to Equity Units (a) 15 9 30
Income from continuing operations afier income taxes available to PPL
common sharcowners - Diluted $ 228§ 417 § 551§ 843
Income (loss)} from discontinued operations {ne1 of income taxes) available
10 PPL. common sharcowners - Basic and Diluted s $ 13 $ |
Net income auributable 1o PPL shareowners $ 229 3 405 5 545 S 818
Less amounts allocated 1o participating securities | 2 3 4
Net income available to PPL common sharcowners - Basic 228 403 542 §14
Plus intercst charges (net of tax) related to Equity Units (a) 15 9 30
Net income available to PPL common sharcowners - Diluted $ 228 $ 418 § 551 8§ 844
Shares of Common Stock (Denominator)
Weighted-average shares - Basic EPS 653.132 589.834 642,002 586,683
Add incremental non-participating securitics:
Share-based payment awards 2,100 1133 1.806 971
Equity Units (a) 10.560 73,388 20,119 72,689
Forward sale agreements 260 920
Weighted-average shares - Diluted EPS 605,792 664615 664,927 661,263
Basic EPS
Net Income Available 1o PPL common sharcowners 3 035 3 068 § 084 S 1.39
Diluted EPS
Net Income Available to PPL common sharcowners $ 034 3§ 063 3 083 3 1.28

(a) The If-Converted Mcthod was applied 1o the Equity Units prior (o seulement. See Note 7 for additional information on the 2011 Equity Units,
including the issuance of PPL common stock on May 1, 2014 to settle the 2011 Purchase Contracts.
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For the periods ended June 30, PPL issued common stock related to stock-based compensation plans, ESOP and DRIP as
follows (in thousands):

Three Months Six Months
2014 2013 2014 2013
Stock-based compensation plans (a) 922 9338 2018 1,384
ESOP 275
DRIP 549
(2} Includcs stock options cxcrciscd. vesting of restricted stock and restricted stock units and conversion of stock units granted to directors.
For the periods ended June 30, the following shares (in thousands) were excluded from the computations of diluted EPS
because the effect would have been antidilutive.
Three Months Six Months
2014 2013 2014 2013
Stock oplions 790 2,192 2,060 5486
Performance units | 5 1 108
Resiricted stock units 61 58
5. Income Taxes
Reconciliations of income taxes for the periods ¢nded June 30 are:
(PPL)
Three Months Six Months
2014 2013 2014 2013

Federal income tax on Income from Conlinuing Operations Before
Income Taxes al statulory tax rate - 35% 5 132§ 180 § 282§ an
Increase (decrease) due to:

State income laxes, net of federal income tax benefil (7 14 (5} 17
State valuation allowance adjustments (a) 46 46
Impact of lower U.K. income tax rates (3n (25) (76) (63)
U.S. income tax on foreign camings - net of foreign 1ax credit (b) 10 7 21 (5)
Federal and state tax reserve adjusiments (c) (39) (40)
Federal income tax credits (1) (2) 2) (5)
Amortization of invesiment lax credit (1) (2) (3) (5)
Depreciation not normalized 2 (4)] {4) (4)
Staie deferred tax rate change 3 3
Other (9 (1) (12)
Total increase (decrease) 17 {71) 20 (117)
Totat income 1axes s 149 § 109 $ 261§ 260
(a) As aresull of the spinoff announcement, PPL recorded deferred income 1ax expense during the three and six months ended June 30, 2014 10 adjust
valuation allowances on deferred 1ax assets primarily for state net operating loss carryforwards that were previously supported by the future carings of
PPL Energy Supply. See Note 8 for additional information on the anticipated spinofT,
{b) During the three and six months ended June 30, 2014, PPL recorded income 1ax expense primarily attributable to the expeeted taxable amount of cash
repatriation in 2014,
During the three and six months ended June 30, 2013, PPL recorded a $14 million increase 10 income tax expense primarily aitributable to a revision in
the expected taxable amount of cash repatriation in 2013 offset by a $19 million income tax benelit associated with a ruling obtained from the IRS
impacling the recalculation of 2010 UK. eamings and profits that was reflected on amended 2010 U.S. 1ax returns,
(€) In 1997, the U.K. imposed a Windfall Profits Tax (WPT) on privatized utilities, including WPD. PPL filed its 1ax returns (or years subsequent to its

1997 and 1998 claims for refund on the basis that the U.K. WPT was creditable. In September 2010, the U.S. Tax Court (Tax Count) ruled in PPL's
favor in a dispute with the IRS, concluding that the UK. WPT is a creditable tax for U.S. tax purposes. In January 2011, the IRS appealed the Tax
Court's decision to the U.S. Coun of Appeals for the Third Circuit (Third Circuit). In December 2011, the Third Circuit issued its opinion reversing
the Tax Court's decision. holding that the U.K. WPT is not a creditable 1ax. As a result of the Third Circuit's adverse determination, PPL recorded a
$39 million expense in 2011, In June 2012, the U.S. Court of Appeals for the Fifth Circuit issued a contrary opinion in an identical case involving
another company. In July 2012, PPL filed a petition for a writ of cenioran seeking U.S. Supreme Court review of the Third Circuit’s opinion. The
Supreme Coun granted PPL's petition and oral argumen| was held in February 2013, In May 2013, the Supreme Court reversed the Third Circuit's
opinion and ruted thai the WPT is a credilable tax. As a result of the Supreme Court ruling. PPL recorded a tax benefit of $44 million during the three
and six months ended June 30, 2013, of which $19 million relates to interest.
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{PPL Energy Supply)

Three Months Six Months
2014 2013 2014 2013
Federal income tax on Income (Loss) Before Income Taxes at statutory
1ax rate - 35% $ 4 3 54 3 (3 $ 28
Increase {(decrease) due to:
State income taxes, net of federal income tax benefit (a) [\ 9 {18} 3
Federal and state ax reserve adjusuncins 1 7 | 6
Federal income tax credits (1) 3
Suate deferred tax rate change 3 3
Other (2) (3) (2}
Total increase (decrease) (7) 13 (15) 4
Total income taxes $ (3) § 67 3 (52) $ 32

(a) During the second quarter of 2014, PPL Energy Supply recorded a $9 million credit 1o income 1ax expense. comprised of a $4 million credit to income
lax expense recorded in 2013 and a $5 millien credii related to an adjustment to the annual estimated effective income ax rate utilized to calculate
income tax expense for the three months ended March 31, 2014, The adjusiment to the annual estimated effeciive income tax mate had no impact on
income tax expense for the six months ended June 30, 2014, The adjusiment related to 2013 is not material 10 previously-issued financial swatements
and is not expected 10 be material to the full year results for 2014,

(PPL Eleciric)
Three Months Six Months
2014 2013 2014 2013
Federal income tax on Income Before Income Taxes al statutory
tax rale - 35% 3 29 3 24§ 77 8 58
Increase {decrease) due 10}
Siate income taxes. net of federal income tax benefin 4 3 12 8
Federal and state 1ax reserve adjustments (1) 2) {1 4)
Depreciation not normalized [4))] (1} (3) (4)
Other (1) {n
Total increase (decrease) 2 7 ()
Total income Laxes S S 24 3 84 3 57
(LKE)
Three Months Six Months
2014 2013 2014 2013
Federal income tax on Income from Continuing Operations Belore
Income Taxes al stafulory tax rate - 35% 5 7 3 KA 102§ 89
Increase {decrease) due to:
Stawe income laxes, net of federal income tax benefit 4 3 10 g
Other () (2) 3
Total increase (decreasc) 4 2 8 5
Total income taxes from continuing operations S 41 § 37 3 110 § 94
(LG&E)
‘I'hree Months Six Months
2014 2013 2014 2013
Federal income 1ax on Income Before Income Taxes al statutory
1ax raic - 35% $ 20 § 16 3 48 S 40
Increase (decrease) due o
Statc income taxes, net of federal income tax benefit 2 1 5 4
Other (1) (2) (2)
Total increase (decrease) | 1 3 2
Total income laxcs 3 21§ 17 3 51 3% 42
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(KU)

Federal income tax on Income Before Income Taxes at statutory
lax rate - 35%
Increase (decrease) due 1o:
State income taxes. net of federal income tax benefit
Other
Total increase {decrease)
Total income taxes

6. Utility Rate Regulation

{All Registrants except PPL Energy Supply)

The following table provides information about the regulatory asscts and lizbilities of cost-based rate-regulated utility

operations.

Current Regulatory Assets:
Environmental cost recovery
Gas supply clausc
Fuel adjusiment clause
Demand side management
Other

Tolal current regulatory assets

Noncurrent Regulatory Assets;
Defined benefit plans
Taxes recoverable through future rates
Storm costs
Unamontized loss on debt
Interest rate swaps
Accumulated cost of removal of utility plant
AROs
Other
Total noncurrent regulatory assels

Current Regulatory Liabilities:
Generation supply charge
Environmental cost recovery
Gas supply clause
Transmission service charge
Fuel adjustment clause
Transmission formula rate
Universal service rider
Storm damage expense
Gas linc tracker
Other

Total current regulatory liabilities

Noncurrent Regulatory Liabilities:
Accumulated cost of removal of utility plant
Coal contracts (a)

Power purchase agreement - OVEC (a)
Net deferred tax assels

Act 129 compliance rider

Defined benefit plans

Interest rate swaps

Other

Total noncurrent regulatory liabilities
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Three Months Six Months
2014 2013 2014
3 23§ 25 3 66 3 61
2 2 7 6
| i ) (2)
3 ] 6 4
$ WS 2% 3 72 3 65

PPL.

PPL Electric

June 30, December 31, June 30, December 31,
2014 2013 2014
3 [ 7
20 10
2
3 8
5 6 § 2 5 6
3 29 § 33 § 2 8 6
3 493 3 509 S8 252 8 257
312 306 312 306
135 147 49 53
80 85 53 57
51 44
105 98 105 98
58 44
8 13 1
$ 1242 § 1246 $ 771 % 172
S 3o s 23 5 30 s 23
|
2 k)
6 8 6 8
4
32 20 32 20
10 10
2 14 2 14
7 6
2 2 2 ]
s 82 3 90 S 72 8 76
$ 694 $ 688
78 98
96 100
28 30
12 15 8 12§ 15
28 26
84 36
6 5
$ 1026 $ 1.048 S 12§ 15

44




LKE LG&E KU

June 30, December 3, June 30, December 31, June 30, December 31,
2014 2013 2014 2013 2014 2013
Current Regutatory Assels:
Environmental cost recovery $ 18 7 S I3 2 s 5
Gas supply clause 20 10 20 10
Fuel adjustment clause 2 2
Demand side management 3 8 2 38 1 5
Other 3 I 2
Total current regulatory assets 3 21§ 27 8 24 % 17§ 3 s 10
Noncurrent Regulatory Assels:
Defined benefit plans 5 241§ 252§ 162§ 164§ 9 S 88
Stormn costs 86 94 47 51 39 43
Unamenized loss on debi 27 28 18 18 9 10
Interest rate swaps 51 44 51 44
AROs 58 44 25 21 13 23
Other 8 12 3 5 5 7
Total noncurrent regulatory asscis 5 471 3 474§ 306 8 03 3§ 165 § 171
Current Regulatory Liabilivies:
Environmental cost recovery $ 1 3 1
Gas supply clause 2 3 3 % 2 35 3
Fuel adjustment clause 4 S 4
Gas line iracker 7 6 7 6
Other 1 1
Total current regulatory liabilities 3 10 3 14 S 9 3 g 3 1§ 5
Noncurrent Regulatory Liabilities:
Accumulated cost of removal
of utility plan $ 694 3 688 5 303 % 299 0§ 3t B 389
Coal coniracts (a} 78 98 34 43 44 55
Power purchase agreement - QVEC (a) 9% 100 66 69 30 3t
Nel deferred tax asscts 28 30 25 26 3 4
Defined benefit plans 28 26 28 26
Interest rate swaps 84 86 4?2 43 42 43
Other 6 5 2 2 4 3
Total noncurrent regulatory liabilities S 1,014 § 1033 5 472§ 482 3§ 542 S 551

(@) These liabilites were recorded as offsets to centatn intangible assets thal were recorded at lair value upon the acquisition of LKE by PPL.
Regulatory Matters

U. K. Activities (PPL)

Ofgem Review of Line Loss Calculation

In March 2014, Ofgem issued its final decision on the DPCR4 line loss incentives and penalties mechanism. As a result,
during the first quarter of 2014 WPD increased its existing liability by $65 million for over-recovery of line losses with a
reduction 1o "Utility” revenues on the Statement of Income. The total recorded liability at June 30, 2014 was $106 million,
all of which will be refunded 1o customers from April 1, 2015 through March 31, 2019, The recorded liability at December
31, 2013 was $74 million. Qiher activity impacting the liability included reductions in the liability that have been included in
tariffs during the first half of 2014 and foreign exchange movements. [n June 2014, WPD applicd for judicial review of
certain of Ofgem's decisions related o closing out the DPCR4 line loss mechanism. The primary reliel sought is for Ofgem
to reconsider the overall proportionality of penalties imposed on WPD. The entire process could last through the second
quarter of 2015. PPL cannot predict the outcome of this matter.

Kentucky Activities (PPL, LKE, LG&E and KU/}

CPCN Filings

In January 2014, LG&E and KU filed an application for a CPCN with the KPSC requesting approval to build a NGCC
generating unit at KU's Green River generating site and a solar generating facility at the E. W. Brown generating site. In
Aptil 2014, LG&E and KU filed a motion to hold further proceedings in abeyance for up to 90 days in order to allow the
companies 10 assess the potential impact of certain cvents on their future capacity needs, including the receipt of termination
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notices 1o be generally effective in 2019 from certain KU municipal wholesale customers. In May 2014, the KPSC granted
that request and scheduled an informal conference for August 2014, LG&E and KU continue to evaluate their future capacity
requirements, with the possibility thai reduced or delayed capacity needs may result in adjustments to the CPCN filing. See
"Federal Maters - FERC Formula Rates” below for additional information relating to the municipal wholesale customers.

Pennsylvania Activities (PPL and PPL Electric)

Storm Damage Expense Rider

In its December 28, 2012 final rate case order, the PUC directed PPL Electric to file a proposed Storm Damage Expense
Rider (SDER). In March 2013, PPL Electric filed its proposed SDER with the PUC and, as pant of that filing, requested
recovery of the 2012 qualifying storm costs related to Hurricane Sandy. PPL Eleciric proposed that the SDER become
effective January |, 2013 at a zero rate with qualifying storm costs incurred in 2013 and the 2012 Hurricane Sandy costs
included in rates effective January 1, 2014, As of December 31, 2013, PPL Eleciric had a $14 million regulatory liability
balance for amounts expected to be refunded to customers for revenucs collected lo cover slorm costs in cxcess of actual
storm costs incurred during 2013. On April 3, 2014, the PUC issued a final order approving the SDER. The SDER will be
cffective January 1, 2015 and will initially include actual storm costs compared 10 collections from December 2013 through
November 2014. As a result of the order, PPL Eleciric reduced its regulatory liability by $12 million. Also, as part of the
order, PPL Electric can recover Hurricane Sandy storm damage costs through the SDER over a three-year period beginning
January 2015. On June 20, 2014, the Office of Consumer Advocate filed a petition for review of the April 2014 order with
the Commonwealth Court of Pennsylvania. The case remains pending. Sce "Storm Costs" below Tor additional information
on Hurricane Sandy costs.

Storm Cosls

In February 2013, PPL Electric received an order from the PUC granting permission to defer qualifying costs in excess of
insurance recoveries associated with Hurricane Sandy. At June 30, 2014 and December 31, 2013, $29 million was included
on the Balance Sheels as a regulatory assel.

Act 129

Act 129 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 subject to
significant penaliies.

Act 129 requires Default Service Providers (DSP) o provide electricity generation supply service (o customers pursuant (0 a
PUC-approved defaull service procurement plan through auctions, requests for proposal and bilateral contracts at the sole
discretion of the DSP. Act 129 requires a mix of spot market purchases, short-term contracts and long-term contracts (4 10 20
years), wilh long-lerm contracts limited to 25% of load unless otherwise approved by the PUC. A DSP is able 1o recover the
coslts associated with iis default service procurement plan.

In January 2013, the PUC approved PPL Electric's DSP procurement plan for the period June 1, 2013 through May 31, 2015.
In April 2014, PPL Eleciric filed a new DSP procurement plan with the PUC for the period June 1, 2015 through May 31,
2017. Hearings before the PUC are scheduled for August 2014, PPL Electric cannot predict the oulcome of this proceeding,
which remains pending before the PUC.

Smart Meter Rider

Act 129 also requires installation of smart meters for new construction, upon the request of consumers and at their cost, or on
a depreciation schedule not exceeding 15 years. Under Act 129, EDCs are able Lo recover the costs of providing smart
metering technology. All of PPL Electric's metered customers currently have advanced melers installed at their service
locations capable of many of the functions required under Act 129. PPL Electric conducted pilot projects and technical
evaluations of its current advanced metering technology and concluded that the current technology does not meet all of the
Act 129 requirements. PPL Electric recovered the cost of its evaluations through a cost recovery mechanism, the Smart
Meter Rider (SMR). In August 2013, PPL Electric filed with the PUC an annual report describing the actions 1t was taking
under i1s Smart Meter Plan during 2013 and its planned actions for 2014. PPL Electric also submitted revised SMR charges
that became effective January 1, 2014, On June 30, 2014, PPL Electric filed its final Smart Meter Plan with thc PUC. In thal
plan, PPL Electric proposcs to replace all of its current meters with advanced meters thal mect the Act 129 requirements.

Full deployment of the new meters is expected to be complete by the end of 2019. The total cost of the project is cstimated (o
be approximately $450 million. PPL Electric proposcs to recover these costs through the SMR which the PUC previously
has approved for recovery of such costs. PPL Electric cannot predicl the outcome of this proceeding.
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Distribution System Improvement Charge

Act 11 authorizes the PUC to approve two specific ratemaking mechanisms: the use of a fully projected future test year in
base rate proceedings and, subjecl to certain conditions, the usc of a DSIC. Such alternative ratemaking procedures and
mechanisms provide opportunity for accelerated cost-recovery and, therefore, arc important to PPL Electric as it begins a
period of significant capital investment to maintain and enhance the reliability of its delivery system, including the
replacement of aging distribution assets. In August 2012, the PUC issued a Final Implementation Order adopting procedures,
guidelincs and a model tariff for the implemeniation of Act 11. Act 11 requires utilities to file an LTIIP as a prerequisite to
filing for recovery through the DSIC. The LTIIP is mandated 1o be a five- 10 ten-year plan describing projects eligible for
inclusion in the DSIC.

In September 2012, PPL Electric filed its LTIIP describing projects eligible for inclusion in the DSIC and in an order entered
on May 23, 2013, the PUC approved PPL Electric's proposed DSIC with an initial rate effective July 1, 2013, subject 1o
refund after hearings. The PUC also assigned four technical recovery calculation issues to the Office of Administrative Law
Judge for hearing and preparation of a recommended decision. The case remains pending before the PUC.

Federal Matters
FERC Formula Rates (PPL and PPL Electric)

Transmission rates are regulaled by the FERC. PPL Electric's iransmission revenues are billed in accordance with a FERC-
approved PJM open access transmission tariff that utilizes a formula-based rate recovery mechanism. The formula rate is
calculated, in part, based on financial results as reported in PPL Electric's annual FERC Form 1 filed under the FERC's
Uniform System ol Accounls.

PPL Eleciric initiated its formula rate 2012, 2011 and 2010 Annual Updates. Each update was subsequently challenged by a
group of municipal customers, whose challenges were opposed by PPL Electric. Between 2011 and 2013, numerous hearings
before the FERC and settlement conferences were convened in an attempl to resolve these matters. Beginning in the sccond
half of 2013, PPL Electric and the group of municipal cusiomers exchanged confidential settlement proposals. PPL and PPL
Electric cannot predict the outcome of the foregoing proceedings, which remain pending before the FERC.

FERC Wholesale Formula Rates (LKE and KU)

In September 2013, KU filed an application with the FERC 1o adjust the formula rate under which KU provides wholcsale
requirements power salcs Lo 12 municipal customers. Among other changes, the application requests an amended formula
whereby KU would charge cost-based rates with a subsequent true-up to actual costs, replacing the current formula which
does not include a true-up. KU's application proposed an authorized rcturn on equity of 10.7%. Certain clements, including
the new formula rate, became eflective April 23, 2014 subject (o refund. In April 2014, nine municipalitics submitted nolices
of termination, under the original notice period provisions, to cease taking power under the wholesale requirements contracts,
such terminations 1o be effective in 2019, except in the case of one municipality with a 2017 effective date. In July 2014, KU
agreed on scltlement terms with the Lwo municipal customers that did not provide lermination notices and filed the settlement
proposal with the FERC for its approval. If approved, the settlement agreement will resolve the rate case with respect to
these two municipalitics, including an authorized return on equity of 10% or the return on equity awarded to other parties in
this case, whichever is lower. Also in July 2014, KU made a contractually required filing with the FERC that addressed
certain rate recovery matiers aflccting the nine terminaling municipalities during the remaining term of their contracts. KU
cannot currently predict the outcome of its FERC applications regarding its wholesale power agreements with the
municipalities.

7. Financing Activities

Credit Arrangements and Short-term Debt

(All Registrants)

The Registrants maintain credit facilities 1o enhance liquidity, provide credit support and provide a backstop to commercial
paper programs, For reporling purposes, on a consolidated basis, the credit facilities and commercial paper programs of PPL
Energy Supply, PPL Elcciric, LKE, LG&E and KU also apply to PPL and the credit facilitics and commercial paper

programs of LG&E and KU also apply to LKE. The amounts borrowed below are recorded as "Short-term debt” on the
Balance Sheets. The following credit lacilitics were in place at:
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June 30, 2014 December 31, 2013

Letters of Letters of
Credit Credit
and und
Commercial Commercinl
Expiration Paper Unused Puper
Date Capacity Borrowed Issued Capacity Borrowed Issucd
PPL
UK,
PPL WW Syndicated
Credit Facility Dec. 2016 £ 210 £ 97 £ 113 £ 103
WPD (South West)
Syndicated Credii Facility (c) Jan. 2017 245 245
WPD (East Midlands)
Syndicated Credit Facitity (c) Apr. 2016 300 300
WPD (West Midlands) .
Syndicated Credit Facility {c) Apr. 2016 300 300
Uncommitted Credit Facilities 105 £ 5 100 £ 5
Total U.K. Credit Facilities (a) £ 1,160 £ 97 £ 5 £ 1058 £ 103 £ 5
us.
PPL Capital Funding
Syndicated Credit Facility (b) Nov, 2018 3 300 s 300 % 270
Bilateral Credit Facility Mar. 2015 150 3 11 139
Total PPL Capital Funding Credit Facilities $ 450 3 13 439 3§ 270
PPL Encrgy Supply
Syndicated Credit Facility (b) Nov. 2017 § 3000 § 175 8§ 264 5 2.561 3 29
Lener of Credit Facility Mar. 2015 150 143 7 138
Uncommitted Credit Facilities (c) 175 77 98 77
Total PPL Energy Supply Credit Facilities $ 3325 S5 175 8 484 3 2.666 b 244
PPL Electric
Syndicated Credit Facility (c) Oct. 2017  § 300 3 i 5 209 5 21
Syndicated Credit Facility (b) Oc1.2018 3 75 8 75 $ 75
LC&E
Syndicated Credit Facility (c) Nov. 2017 3§ 500 3 70§ 430 $ 20
KU
Syndicated Credit Facility (¢} Nov. 2017 $ 400 $ 175 & 225 $ 150
Letter of Credit Facility May 2016 198 198 198
Total KU Credin Facilities S 598 3 3 s 225 5 348

(a) PPL WW's amoumts borrowed at June 30, 2014 and December 31, 2013 were USD-denominated borrowings of $164 million and $166 million, which
bore interest at 1.85% and 1.87%. At june 30, 2014, the unused capacity under the U K. credit facilities was $1.8 billion.

(b)  AvJune 30, 2014, intcrest rates on cutstanding berrowings were 2.04% for PPL Energy Supply and 1.65% for LKE. At December 31, 2013, interest
rates on outstanding borrowings were 1.79% for PPL Capital Funding and 1,67% for LLKE,

(c) InJuly 2014, the expiration datcs for the WPD (South West), WPD (East Midlands). WPD (West Midlands). LG&E and KU syndicated credit facilitics
were exiended to July 2019 and the PPL Electric syndicated credit facility was extended 10 October 2018, Also, in July 2014, PPL Energy Supply
extended the expiration date for its uncommitted ceedit facility 1o July 2015,

In July 2014, PPL Capital Funding entered into an additional $300 million credit facility expiring in July 2019, The credit
agreement allows for borrowings al markel-based rates plus a spread, which is based upon PPL Capital Funding’s senior
unsecured long-term debt rating. 1n addition, PPL Capital Funding may request certain lenders under the credit agreement to
issuc letiers of credit, which issuances reduce available borrowing capacity. PPL Capital Funding intends to use this credit
facility for gencral corporale purposes of PPL and its affiliates, including for making investments in or loans to affiliates to
supporl infrastructure investments by PPL's operating companies. PPL Capital Funding will pay customary commitment and
letter of credit issuance fees under the credit agreement.,

The credit agreemeni contains a financial covenant requiring PPL Capital Funding's debt to total capitalization not o exceed
70% (as calculated pursuani to the credit agreement), and other customary covenants. Failure 1o meet the covenants beyond
applicable grace periods and certain other events, including the occurrence of a Change of Control (as defined in the credit
agreement), could resull in acceleration of due dates of any borrowings, cash collateralization of outstanding letters of credit
and/or termination of the credit agreement. The credit agreement also contains certain customary representations and
warrantics that must be made and certain other conditions that must be met for PPL Capital Funding to borrow or to cause the
issuing lender to issue letlers of credit.
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PPL Energy Supply, PPL Eleciric, LG&E and KU maintain commercial paper programs to providc an additional financing
source to fund short-term liquidity needs, as necessary. Commercial paper issuances, included in "Short-term debt” on the
Balance Sheets, are supported by the respective Registrant's Syndicated Credit Facility. The following commercial paper
programs were in place al:

June 30, 2014 December 31, 2013
Weighted - Commercial Weighted - Commercinl
Avcrage Paper Unused Avcrage Paper
Interest Rate Capacity Issuances Capacity Intcrest Rate Issuances

PPL. Encrgy Suppty 0.75% $ 750 149§ 601
PPL Eleciric 300 300 0.23% $ 20
LG&E 0.29% 350 70 280 0.29% 20
KU 0.29% 350 175 175 0.32% 150

Tonal S 1.750 § 94 3 1,356 3 190

(PPL and PPL Energy Supply)

PPL Encrgy Supply maintaing a $500 million Facility Agreement expiring June 2017, which provides PPL Energy Supply the
ability to request up to $500 million of committed letter of credit capacity at fees 1o be agreed upon at the time of each
request, based on certain market conditions. At June 30, 2014, PPL Energy Supply had not requested any capacity for the
issuance of letiers of credil under this arrangement,

PPL Energy Supply, PPL EnergyPlus, PPL Montour and PPL Brunner Island maintain an $800 million sccured encrgy
marketing and trading facility, whereby PPL EncrgyPlus will receive credit to be applied to satisfy collateral posting
obligations related Lo ils cnergy marketing and trading aclivities with counterparties participating in the facility. The credit
amount is guaranteed by PPL Energy Supply, PPL Montour and PPL Brunner Island. PPL Montour and PPL Brunner Island
have granted liens on their respective generating facilities to secure any amount they may owe under their guarantees. The
facility expires in November 2018, but is subject 1o automatic one-year renewals under certain conditions. There were $41
million of secured obligations oulstanding under this facility at June 30, 2014,

(PPL Electric and LKE)

See Note 11 for discussion of intercompany borrowings.
Leng-term Debt and Equity Securities

{PPL)}

In March 2014, PPL Capital Funding remarketed $978 million of 4.32% Junior Subordinated Noltes due 2019 that were
originally issued in April 2011 as a component of PPL's 2011 Equity Units. In connection with the remarketing, PPL Capital
Funding retired $228 million of the 4.32% Junior Subordinated Notes due 2019 and issued $350 million of 2.189% Juniot
Subordinated Notes due 2017 and $400 million of 3.184% lunior Subordinated Notes due 2019. Simultaneously, the newly
issued Junior Subordinated Noles were exchanged for $350 million of 3.95% Senior Notes due 2024 and $400 million of
5.00% Senior Notes due 2044, The transaction was accounted for as a debt extinguishment, resulting in a $(9) million gain
{loss) on extinguishment of the Junior Subordinated Notes, recorded 1o "Interest Expense” on the Statement of Income.
Except for the $228 million retirement of the 4.32% Junior Subordinated Notes and fees related 10 the 'lrarnsaciions, the
activity was non-cash and was excluded from the Statement of Cash Flows for the six months ended June 30, 2014, In May
2014, PPL issued 31.7 million shares of common stock at $30.86 per share to settle the 2011 Purchase Contracts. PPL
received net cash proceeds of $978 million, which were used to repay short-term debt and for general corporate purposes.

{PPL and PPL Electric)
In June 2014, PPL Electric issued $300 million of 4.125% First Morigage Bonds due 2044, PPL Electric received procceds

of $254 million, net of a discount and underwriting fees, which will be used for capital expenditures, io repay short-lerm debt
and for general corporate purposcs. ’
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Distributions (PPL)

In May 2014, PPL declared its quarterly common stock dividend, payable July 1, 2014, at 37.25 cents per share (equivalent
1o $1.49 per annum). Future dividends, declared at the discretion of the Board of Directors, will be dependent upon future
carnings, cash flows, financial and legal requirements and other factors.

8. Acquisitions, Development and Divestitures

{All Registranis)

The Registrants from time to time cvaluaic opportunitics for potential acquisitions, divestiturcs and development projects.
Developmeni projects are 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 resulling transactions may
impact future hinancial results. See Nolte 8 in the 2013 Form 10-K for additional information,

Divestitures

Anticipated Spinoff of PPL Energy Supply

(PPL and PPL Energy Supply)

In June 2014, PPL and PPL Energy Supply executed definitive agreements with affiliates of Riversione to combine their
compelitive power generation businesses into a new, stand-alone, publicly traded, independent power producer named Talen
Energy. Under the terms of the agreements, at closing, PPL will spin off PPL Energy Supply to PPL shareowners and
simultancously combine that business with RIS Power. Upon closing, PPL shareowners will own 65% of Talen Energy and
affiliates ol Riverstone will own 35%. PPL will have no continuing ownership interest in, control of, or affiliation with Talen
Energy and PPL's shareowners will receive a number of Talen Energy shares at closing based on the number of PPL shares
owned as of the spinoff record date. The spinofT will have no effect on the number of PPL common shares owned by PPL
sharcowners or the number of shares of PPL common stock outstanding. The transaction is intended to be 1ax-free 10 PPL and
its sharcowners for U.S. federal income tax purposes and 1s subject to customary closing conditions, including receipt of certain
regulatory approvals by the NRC, the FERC, the DQJ and the PUC. In addition, there must be available, subject to certain
conditions, at least $1 billion of undrawn capacity after excluding any letters of credit or other credit support measures posted
in conncction with energy marketing and trading transactions then outstanding, under a Talen Encrgy (or its subsidiaries)
revolving credit or similar facility. The transaclion is expected 1o close in the first or second quarter of 2015.

(PPL, PPL Energy Supply and PPL Electric)

Following the announcement of the transaction to form Talen Energy, efforts have been indiated to identify the appropriate
stafling for Talen Energy and for PPL and its subsidiaries following complction of the spinoff. Organizational plans are
expecled to be completed by the end of 2014. As a result, charges for employee separation and related costs are anticipated
to be recorded in future periods. The separation costs to be incurred include cash severance compensation, lump sum
COBRA reimbursemenl payments, accelerated slock-based compensation vesung, pro-rated performance-based cash
incentive and stock-based compensation awards and outplacement services. At present, there is considerable uncertainty as
to the range of costs that will be incurred and when those costs will be recognized, as the amount of cach category of costs
will depend on the number of employees leaving the company, current position and compensation level, years of service and
expected separation dale. Additionally, certain of these cosls are expected to be reimbursed 1o PPL by Talen Energy upon
closing of the transaction. As a result, a range of the separation costs associated with the spinoff transaction and the timing of
when those costs will be recognized cannot be reasonably estimated at this time but could be material.

(PPL)

As a result of the spinoff announcement, PPL recorded $46 million of deferred income tax expense during the three and six
months ended June 30, 2014 to adjust valuation allowances on deferred tax assets primarily for state net operating loss
carryforwards that were previously supported by the future earnings of PPL Energy Supply.

In addition, PPL recorded $16 million of third-party costs during the three and six months ended June 30, 2014 related to this
transaction in "Other income (Expense) - net” on the Statement of Income, primarily for investment bank advisory, legal,
consulting and accounting fecs. PPL cannot currently estimate a range of total third-party costs that will ultimately be
incurred; however, additional costs of at least $26 million will be recognized upon closing of the transaction.
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The assels and liabilities of PPL Energy Supply will continue to be classified as "held and vsed” on PPL's Balance Sheet until
the closing of the transaction. The spinoff announcement was evaluated and determined nol 1o be an event or a change in
circumstance that required a recoverability Lest or a goodwill impairment assessment. However, an impairment loss could be
recognized by PPL ai the spinoff date if the aggregalte carrying amoum of PPL Energy Supply's assets and liabilities exceeds
its aggregate fair value at that date. PPL cannot currently predict whether an impairment loss will be recorded at the spinoff
date.

(PPL Energy Supply)

PPL Energy Supply will treat the combination with RJS Power as an acquisition, as PPL Energy Supply will be considered
the accounting acquirer in accordance with business combination accounting guidance.

Montana Hydro Sale Agreement (PPL and PPL Energy Supply)

In September 2013, PPL Montana executed a definitive agreement to sell to NorthWestern its hydroelectric generating
facilities localed in Montana {with a generation capacity of 633 MW} for $900 million in cash, subject to certain adjustments.
The sale, which is not expected (o close before the fourth quarter of 2014, includes 11 hydroelectric power facilities and
related assets. In April 2014, the DOJ and Federal Trade Commission granled carly termination of PPL Montana's and
NorthWestcrn's notifications under the Hari-Scott-Redine Antitrust Improvements Act of 1976. The sale remains subject to
closing conditions, including reccipt of regulatory approvals by the FERC and the MPSC and certain third-party consents.
Due 10 the uncertainties related to certain of these conditions as of June 30, 2014, the sale did not meet the applicable
accounting criteria for the assets and liabilities included in the ransaction to be classified as held for sale on the balance
sheet.

Development

Hydroelectric Expansion Projects (PPL and PPL Energy Supply)

In January 2014, the U.S. Department of Treasury awarded $56 million for Specified Energy Property in Licu of Tax Credits
for the Rainbow hydroelectric redevelopment project in Great Falls, Montana. PPL Encrgy Supply accepted and accounted
for the receipt of the grant in the first quarier of 2014. PPL Energy Supply is required to recapture $60 million of investment
tax credits previously recorded related 10 the Rainbow project as a result of the grant receipt. The impact on the financial
statements for the grant receipt and recapture of investment tax credits was not significant for ihe three and six months ended
June 30, 2014, and will not be significant in future periods.

In July 2014, the U.S. Department of Treasury awarded 3108 million for Specified Energy Property in Licu of Tax Credits
for the Holtwood hydroelectric project in Holtwood, Pennsylvania. PPL Energy Supply accepted and will account for the
receipt of the grant in the third quarter of 2014. PPL Energy Supply is required to recapture $117 million of investment Lax
credits previously recorded related to the Holtwood project as a result of the grant receipt. The impact on the financial
statements lor the grant reccipt and recapiure of investment 1ax credits is not expected to be significant in 2014 or future
periods.

Future Capacity Needs (PPL, LKE, LG&E and KU)

Construction activily continucs on the previously announced NGCC unit, Cane Run Unit 7, scheduled to be operational in
May 2015. In Oclober 2013, LG&E and KU announced plans to build a second NGCC unit, Green River Unit 5, at KU's
Green River generating site. Subject 1o finalizing details, regulatory applications, permitting and construction schedules, the
facility would have approximately 700 MW of capacity and cost $700 million and was originally planned to be operational in
2018. Al the same lime, LG&E and KU also announced plans for a 10 MW solar generation facility to be operational in
2016 and to cost approximately $36 million. As a result of developing uncertainty as to the need for the new capacity, in
April 2014 LG&E and KU asked the KPSC 10 held the related CPCN casc in abeyance for 90 days. In May 2014, the KPSC
granted that request and scheduled an informal conference for August 2014, LG&E and KU conlinug to ¢valuate their future
capacily requirements, with the possibility that reduced or delayed capacity necds may result in adjustments to the timing of
previously estimaled capacity construction.
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9. Defined Benefits

(PPL, PPL Energy Supply and PPL Electric)

Effective July 1, 2014, PPL's primary defined benefit pension plan and postretirement medical plan were closed to newly
hired IBEW Local 1600 employees. As such, the majority of PPL's defined benefit pension plans are now closed to newly
hired employees.

(All Registrants excep! PPL Electric and KU)

Certain nel periodic defined benefit cosis are applied 10 accounts that are further distributed between capital and expense,
including certain costs allocated to applicable subsidiaries for plans sponsored by PPL Services and LKE. Following are the

net periodic delined benefit costs (credits) of the plans sponsored by PPL, PPL Energy Supply, LKE and LG&E for the
periods ended June 30:

Pension Bencfits

Threce Months Six Months
U.S. U.K. U.S. U.K.
2014 2013 2014 2013 2014 2013 2014 2013
PPL,
Service cosl $ 25 3 32 % 18 8 16 3% 51§ 63 S 6 S 34
Interest cosl 58 53 90 78 17 107 178 159
Expected return on plan assets (75} (X))} (132) (113) (149) (147) (262) (231)
Amortization ol
Prior service cost 5 5 10 1
Actuarial (gain) loss 8 20 33 37 15 40 66 75
Net periodic defined benefin
coslts (credits) prior to
termination benefits 21 37 9 18 4 74 18 37
Termination benefits (a) 20 20
Net periodic defined benefit
costs (credits) s 4] § 37 8§ 9 § 18 § 64 S 74 S 18 8 37
Pension Benefits
Three Months Six Months
2014 2013 2014 2013

PPL Encrgy Supply

Service cost $ 2 8 2 % 3 08 4
Interest cost 2 2 4 4
Expected return on plan assels 3 2) {5) (5)
Amortization of:

Actuarial (gain) loss I | 1
Net periodic defined benefit costs (credits) S 2 S 2 5 3 8 4
LKE
Service cosl b 5 8§ 6 3 I3 13
Interest cost 16 £S5 a3 3
Expected retum on plan assets 21) 20) (41) “n

! Amortization ol

Prior service cost 1 1 2 2

Actuarial (gain} loss 3 9 6 17
Net periodic defined benefit costs (credits) S 4 8 I3 1S 22
LG&E
Service cost s 1 s 1 S 1
Interest cost 3 5 4 7 7
Expected return on plan assels (5) (5} (10) (10}
Amortization of:

Prior service cost | |

Actuarial {gain} loss 2 4 3 7
Net periodic defined benefit costs {credits) S 1 s 38 2 5 6

(a) Sec Note 10 lor details of a one-time voluntary retirement window offered to ceriain bargaining unit employees.

Q
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Other Postretirement Bencefits

Three Months Six Months
2014 2013 2014 2013

PPL
Service cost $ 3 3 i3 6 3 7
Interest cost 8 7 16 14
Expected rctum on plan assets )] (6) {13 (12)
Amornization of:

Actuarial {gain) loss 2 3
Net periodic defined benefin costs (credits) $ 4 8 6 § 9 3 12
LKE
Service cost 3 1 S 1 $ 25 2
Intcrest cost 3 2 5 4
Expected retum on plan assets (2) (1) (3) (2)
Amortization of:

Prior scrvice cost 1 1
Net periodic defined benefil cosis (credits) 5 2 8 2 3 5 8 5

{All Registrants excep! PPL}

In addition to the specific plans they sponsor, PPL Energy Supply subsidiaries are also allocated costs of defined benefit
plans sponsored by PPL Services, and LG&E is allocated cosls of defined benefit plans sponsored by LKE based on their
participation in those plans, which management believes are reasonable. PPL Eleciric and KU do not directly sponsor any
defincd benefit plans. PPL Electric is allocated costs of defined benefit plans sponsored by PPL Services and KU is allocated
cosis of defined berefit plans sponsored by LKE based on their participation in those plans, which management believes are
reasonable. For the periods ended June 30, PPL Services allocated the following net periodic defined benefil costs to PPL
Encrgy Supply subsidiaries and PPL Electric, and LKE allocated the following net periodic defined benelit costs to LG&E
and KU.

Three Months Six Months
2014 2013 2014 2013
PPL Encrgy Supply (a) 3 23 s 12 3 30 35 23
PPL Electric (a) 10 9 15 18
LG&E 2 3 4 6
KU | 5 4 9

(2) The three and six menths ended June 30. 2014 include $16 million and $4 million of termination benefits for PPL. Energy Supply and PPL Electric
related 10 a one-time voluntary retirement window offered to certain bargaining unil employees. See Note 10 for additional information.

10. Commitments and Contingencies

Energy Purchase Commitments

(PPL Electric)

See Note 11 for information on the power supply agreements between PPL EnergyPlus and PPL Electric,

Legal Matters

{All Registrants)

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 maiters, or whether such matters may result in material liabilities, unless

otherwise noted.

WKE Indemnification (PPL and LKE)

Sec footnote (h) to the table in "Guarantees and Other Assurances” below for information on an LKE indemnity relating to its
former WKE lease, including related legal proceedings.
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(PPL and PPL Energy Supply)

Sierra Club Litigation

On March 6, 2013, the Sierra Club and the MEIC filed a complaint in the U.S. District Court, District of Montana, Billings
Division against PPL Monlana and the other Colstrip Steam Electric Station (Colstrip) co-owners: Avista Corporation, Puget
Sound Energy, Portland General Electric Company, Northwestern Energy and Pacific Corp. PPL Montana operates Colstrip
on behalf of the co-owners. The suit alleges certain violations of the Clean Air Act, including New Source Review, Title V
and opacity requirements and listed 39 separate claims for relicf. The complaint requests injunctive relief and civil penaltics
on average of $36,000 per day per violation, including a request that the owners remediate environmental damage and that
$100,000 of the civil penalties be used for beneficial mitigation projects.

On July 27, 2013, the Sierra Ciub and MEIC filed an additional Notice, identifying additional plant projects that are alleged
nol to be in compliance with the Clean Air Act. In Scptember 2013, the plaintifls filed an amended complaini. This
amended complaint drops all claims regarding pre-2001 plant projects, as well as the plaintiffs' Title V and opacity claims. It
does, however, add claims with respect (o a number of post-2000 plant projects, which cffectively increased the number of
projects subject (o the litigation by about 40. PPL Montana and the other Colstrip owners filed a motion to dismiss the
amended complaint in Oclober 2013. On May 22, 2014, the court dismissed the plaintiffs' independent Best Available
Control Technology claims and their Prevention of Significant Deterioration (PSD) claims for three projects, but denied the
owners' motion to dismiss the plaintiffs’ other PSD claims on statute of limitation grounds. In April 2014, trial as to liability
in this matter was re-scheduled to June 2015, A trial daie with respect 1o remedies, if there is a finding of liability, has not
been scheduled. PPL Montana belicves it and the other co-owners have numerous defenses to the allegations set forth in this
complaint and will vigorously asserl the same. PPL Montana cannot predict the ultimate outcome of this matier at this time.

(PPL. LKE and LG &E)

Cane Run Environmental Claims

On December 16, 2013, six residents, on behall of themselves and others similarly situated, filed a class action complaint
agatnst LG&E and PPL in the U.S. District Court for the Western District of Kentucky for alleged viclations of the Clean Air
Act and RCRA. In addition, these plaintiffs assert common law claims of nuisance, irespass and negligence. These plainiiffs
scek injunctive relief and civil penalties, plus costs and atiorney fecs, for the alleged statutory violations. Under the common
law claims, these plaintifls scek monetary compensation and punitive damages for property damage and diminished property
values lor a class consisting of residents within four miles of the plant. In their individual capacities, these plaintiffs seek
compensaiion for alleged adverse health effects. In response to a motion to dismiss filed by PPL and LG&E, on July 17,
2014 the court dismissed the plaintiffs' RCRA claims and all but one of its Clean Air Act claims, but declined to dismiss their
common law tort claims. PPL, LKE and LG&E cannot predici the outcome of this matter or the potenlial impact on
operations of the Cane Run plant. LG&E has previously announced that it anticipates retiring the coal-fired units at Cane
Run before the end of 2015.

Mill Creek Environmental Claims

On May 28, 2014, the Sicrra Club filed a citizen suit against LG&E in the U.S. District Court for the Western District of
Kenlucky for alleged violations of the Clean Water Act. The Sierra Club alleges that various discharges at the Mill Creek
plant constilute violations of the plant’s water discharge permit. The Sierra Club seeks civil penalties, injunctive relief, plus
costs and attorney’s fees. PPL, LKE and LG&E cannot predict the outcome of this matier or the potential impact on the
operations of the Mill Creek plant but believe the plant is operating in compliance with the permits.

Regulatory Issues

(All Registrants except PPL Energy Supply)

See Note 6 lor information on regulatory matters related to utility rate regulation.
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(PPL, PPL Energy Supply and PPL Electric)

New Jersey Capacity Legislation

In January 2011, New Jersey enacted a law that intervenes in the wholesale capacity market exclusively regulated by the
FERC (the Act). To create incentives for the development of new, in-state electricity generalion flacililics, the Act
implements a long-term capacity agrecment pilot program (LCAPP). The Act requires New Jersey utilities 1o pay a
guaranteed fixed price for wholesale capacity, imposed by the New Jersey Board of Public Utilities (BPU), 10 certain new
generators parlicipating in PJM, with the ultimate costs of that guaranice (o be borne by New Iersey ratepayers. PPL belicves
the intent and cffect of the LCAPP is to encourage the construction of new generation in New Jersey even when, under the
FERC-approved PJIM economic model, such new generation would not be cconomic. The Act could depress capacity prices
in PJM in the short term, impacting PPL Energy Supply's revenucs, and harm the long-term ability of the PIM capacity

markel 1o encourage necessary generation investment throughout PIM,

In February 201 1, PPL and several other generating companies and utilities filed a complaint in U.S. District Court in New
Jersey challenging the Act on the grounds that it violales well-eslablished principles under the Supremacy and Commerce
clauscs of the U.S. Constitution and requesting declaratory and injunctive relief barring implementation of the Act by the
BPU Commissioners. In October 2013, the U.S. District Court in New Jersey issued a decision finding the Act
unconstitutional under the Supremacy Clause on the grounds that it infringes upon the FERC's exclusive authority to regulate
the wholesale sale of clectricity in interstate commerce. The decision has been appealed to the U.S. Court of Appeals for the
Third Circuit by CPV Power Development, Inc., Hess Newark, LLC and the State of New Jerscy and oral argument was held
on March 27, 2014, PPL, PPL Encrgy Supply and PPL Electric cannot predict the outcome of this proceeding or the
economic impact on their businesses or operalions, or the markets in which they transact business.

Maryland Capacity Order

In April 2012, the Maryland Public Service Commission (MD PSC) ordered three electric utilities in Maryland 10 enter into
long-lerm contracts to support the construction of new electricity generating facilities in Maryland, specifically a 661 MW
natural gas-fired combined-cycle generating facility to be owned by CPV Maryland, LLC. PPL believes the intent and efTcct
of the action by the MD PSC is 10 encourage the construction of new gencration in Maryland even when, under the FERC-
approved PJM economic model, such new generation would not be economic. The MD PSC action could depress capacity
prices in PJM in the short term, impacting PPL Energy Supply's revenues, and harm the tong-term ability of the PJIM capacity
market to encourage nccessary generation investment throughout PIM,

In April 2012, PPL and several other generating companies filed a complaint in U.S. District Court in Maryland (District
Court) challenging the MD PSC order on the grounds that it violates well-established principles under the Supremacy and
Commerce clauses of the U.S. Constitution, and requested declaratory and injunctive relief barring implementation of the
order by the MD PSC Commissioners. In September 2013, the District Court tssued a decision finding the MD PSC order
unconstitutional under the Supremacy Clause on the grounds that it infringes upon the FERC's exclusive authority to regulale
the wholesale sate of electricity in interstate commerce. The decision was appealed to the U.S. Court of Appeals for the
Fourth Circuit (Fourth Circuit) by CPV Power Development, Inc. and the State of Maryland. In June 2014, the Fourth
Circuil affirmed the District Court's opinion and subsequently denied the appellants’ motion for rehearing.

Pacific Northwest Markets (PPL and PPL Energy Supply)

Through its subsidiaries, PPL Encrgy Supply made spol 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 Lo consider whether to order relunds for spot market bilateral sales
made in the Pacific Northwest, including sales made by PPL Montana, during the period December 2000 through June 2001.
In August 2007, the U.S. Court of Appeals for the Ninth Circuit reversed the FERC's decision and ordered the FERC 10
consider additionat evidence. In Oclober 2011, the FERC iniliated proceedings to consider additional evidence. In July
2012, PPL. Montana and the City of Tacoma, one of the two parties claiming refunds at FERC, reached a settlement whereby
PPL Montana paid $75 thousand to resolve the City of Tacoma's $23 million claim. The settlement does not resolve the
remaining claim outstanding at June 30, 2014 by the City of Seaule for approximately $50 million. Hearings before a FERC
Administrative Law Judge (ALJ) regarding the City of Scatile's refund claims were completed in Ociober 2013 and briefing
was completed in January 2014, In March 2014, the ALJ issued an initial decision denying the City of Seattle’s complaini
against PPL Montana. The initial decision is pending review by the FERC.

Although PPL and its subsidiarics believe they have not engaged in any improper trading or marketing practices affecling the
Pacific Northwest markets, PPL and PPL Energy Supply cannot predict the outcome of the above-described proceedings or
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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.

{All Registrants)

FERC Market-Based Rate Authority

In 1998, the FERC authorized LG&E, KU and PPL EncrgyPlus to make wholesale sales of electricity and related products at
market-based rates. In those orders, the FERC directed LG&E, KU and PPL EnergyPlus, respectively, to file an updated
market analysis within three years after the order, and every three years thercafter. Since then, periodic market-based rate
filings with the FERC have been made by LG&E, KU, PPL EnergyPlus, PPL Elcctric, PPL Montana and most of PPL
Generation's subsidiaries. In December 2013, PPL and these subsidiarics filed market-based rate updates for the Eastern and
Western regions. In June 2014, the FERC accepted PPL and its subsidiaries’ updated market power analysis finding that they
qualify for continued market-based rate authority in the Western region, which acceptance became final in July 2014. The
filings for the Eastern region remain pending before the FERC. The Registrants cannot predict the uhimate outcome of the
update filings for the Eastern region at this time.

Electricity - Reliability Standards

The NERC is responsible for establishing and enforcing mandatory reliability standards (Reliability Standards) regarding the
bulk power system. The FERC oversees this process and independently enforces the Reliability Standards.

The Reliability Standards have the force and effect of law and apply to certain users of the bulk power electricity system,
including electric utility companies, generators and marketers. Under the Federal Power Act, the FERC may assess civil
penaliies of up to $1 million per day, per violation, for certain violations.

LG&E, KU, 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 mitigaiion plans, as required. The resolution of a number of potential violations is pending. Any Regional
Reliability Entity (including RFC or SERC) determination concerning the resolution of violations of the Reliability Standards
remains subject to the approval of the NERC and the FERC.

In the course of implementing their programs to cnsurc compliance with the Reliability Standards by those PPL affiliates
subject 10 the standards, certain other instances of potential non-compliance may be identified from time 1o time. The
Registrants cannot predict the outcome of these maiters, and cannot eslimate a range of reasonably possible losses, if any.

As previously reported, in Oclober 2012, the FERC iniliated its consideration of proposed changes to Reliability Standards 1o
address the impacts of geomagnetic disturbances on the reliable operation of the bulk-power system, which might, among
other things, lead to a requirement to install equipment that blocks geomagnetically induced currents on implicated
transformers. On May 16, 2013, FERC issued Order No. 779, requiring NERC 1o submit two types of Reliability Siandards
for FERC's approval. The first type would require certain owners and operators of the nation's electricity infrastructure, such
as the Registrants, Lo develop and implement operational procedures to mitigate the effects of geomagnetic disturbances on
the bulk-power system. This NERC-proposed standard was filed by NERC with FERC for approval in January 2014 and was
approved on June 19, 2014, The second type is Lo require owners and operators of the bulk-power system to assess cerlain
geomagnclic disturbance cvents and develop and implement plans 1o protect the bulk-power system from those events and
must be liled by NERC with FERC for approval by January 22, 2015. The Registranls may be required to make significant
expendilures in new equipment or modifications to their lacilities to comply with the new requirements. The Registrants are
unable to predict the amount of any expenditures that may be required as a result of the adoption of any Reliability Standards
for geomagnetic disturbances.

Environmental Matters - Domestic

{All Registrants)

Due 1o the environmental issues discussed below or other environmental matters, it may be neccssary for the Registrants lo
modify, curtail, replace or cease operation of certain facilities or performance of certain operations to comply with statutcs,

regulations and other requirements of regulatory bodies or courts. In addition, legal challenges to new environmental permis
or rules add 10 the uncertainty of estimating the future cost impact of these permits and rules.
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LG&E and KU are entitled 1o recover, through the ECR mechanism, certain costs of complying with the Clean Air Act, as
amended, and those federal, state or local environmenlal requirements which are applicable to coal combustion wastes and
by-products from facilities that generaie electricity from coal in accordance with approved compliance plans. Costs not
covered by the ECR mechanism for LG&E and KU and all such costs for PPL Electric are subject 1o rate recovery before the
companies' respective state regulatory authorities, or the FERC, if applicable. Because PPL Electric does not own any
generating plants, ils exposure to related environmental compliance costs is reduced. As PPL Energy Supply is not a rate-
rcgulated entity, it cannot seek Lo recover environmental compliance costs through the mechanism of rate recovery. PPL,
PPL Electric, LKE, LG&E and KU can provide no assurances as 1o the ultimate outcome of future environmental or rate
proceedings before regulatory authorities.

(All Registrants except PPL Electric)
Air
CSAPR (formerly Clean Air Transport Rule) and CAIR

In July 2011, the EPA adopted the CSAPR. The CSAPR replaced the EPA's previous CAIR which was invalidated in July
2008 by the U.S. Court of Appeals for the District of Columbia Circuit (D.C. Circuit Court). CAIR subsequently was
cffectively reinstated by the D.C. Circuit Court in December 2008, pending finalization of the CSAPR. Like CAIR, CSAPR
targeted sources in the eastern U.S. and would have required reductions in sulfur dioxide and nilrogen oxides in two phases
(2012 and 2014).

In December 2011, the D.C. Circuit Court stayed implementation of the CSAPR and left CAIR in effect pending a final
decision on the validity of the rule. In August 2012, the D.C. Circuit Court issued a ruling invalidating CSAPR, remanding
the rule to the EPA for further action, and leaving CAIR in place during the interim. In April 2014, the U.S. Supreme Court
reversed and remanded the D.C. Circuit Court’s August 2012 decision, which may result in new or revised emission reduction
requirements, including the possible replacement of the CAIR program with CSAPR, depending on future determinations by
the EPA and the courts. On June 26, 2014, the DOJ filed a motion requesting the D.C. Circuit Court 10 lilt the stay on
CSAPR. The CAIR program remains in place. PPL, PPL Energy Supply, LKE, LG&E and KU cannot predict the outcome
of further regulatory and legal proceedings.

The Kentucky fossil-fueled generating plants meet the CAIR sulfur dioxide emission requirements by utilizing sulfur dioxide
allowances (including banked allowances) and optimizing existing controls. To meet the CAIR standards for nitrogen oxide

under the CAIR, the Kentucky companies will need to buy allowances and/or make operational changes. LG&E and KU do

not currently anticipate that the costs of meeting these reinstaled CAIR standards will be significant.

PPL Energy Supply's Pennsylvania fossil-fucled generating plants meet the CAIR sulfur dioxide emission requirements with
the existing scrubbers that were placed in service in 2008 and 2009. To meet the CAIR standards for nitrogen oxides, PPL
Energy Supply will need to buy allowances and/or make operational changcs, the costs of which are not anticipated to be
significant,

National Ambient Air Quality Standards

In 2008, the EPA revised the National Ambient Air Quality Standard for ozone. As a result, states in the ozone transport
region {(OTR), including Pennsylvania, are required by the Clean Air Act to impose additional reductions in nmitrogen oxide
emissions based wpon reasonably available conirol technologies. The PADEP has issued a draft rule requiring reasonable
reductions. However, the proposal is being questioned as too lenient by the EPA, other OTR slates and environmental
groups. The PADEP may imposc more stringent emission limits than those set [orth in the proposed rule which could have a
significant impact on PPL Energy Supply's Pennsylvania coal plants. The EPA is cxpecled to further tighten the ozone
standard in the near term, which may require further nitrogen oxide controls, particularly within the OTR.

In December 2012, the EPA issued final rules that tighten the National Ambient Air Quality Standard for fine particulates.
The rules were challenged by industry groups, and on May 9, 2014 the D.C. Circuit Court upheld them. Under the final
rules, states and the EPA have until 2015 to identify non-attainment areas, and states have until 2020 to achieve attainment
for those areas.

In 2010, the EPA finalized a new National Ambient Air Quality Standard for sulfur dioxide and required states to identify
areas that meet those siandards and areas that are in non-attainment. In July 2013, the EPA finalized nen-atlainment
designations for parts of the country, including pari of Yellowstone County in Montana (Billings arca) and part of lefferson
County in Kentucky. Altainment must be achicved by 2018. Siates are working on designations for other arcas. On
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April 17, 2014 the EPA proposed timeframes for completing these designations. PPL, PPL Energy Supply, LKE, LG&E and
KU anticipate that some of the measures required for compliance with the CAIR or CSAPR (as discussed above), or the
MATS, or the Regional Haze requirements (as discussed below), such as upgraded or new sulfur dioxide scrubbers at certain
plants and, in the case of LG&E and KU, the previously announced retirement of coal-fired generaling units at the Cane Run,
Green River and Tyrone plants, will help to achieve compliance with the new sulfur dioxide standard. If additional
reductions were to be required, the financial impact could be significant. The short-term impact on the Corette plant from the
EPA's final designation of part of Yellowstone County in Monlana as non-attainment {as noted above) is not expected o be
significant, as PPL Energy Supply previously announced its intent to place the plant in long-term reserve status beginning in
April 2015.

Until final rules are promulgaled, non-attainment designations are finalized and staic compliance plans are developed, PPL,
PPL Energy Supply, LKE, LG&E and KU cannol predict the ultimate outcome of the new National Ambient Air Quality
standards for ozone, sulfur dioxide and paniculale matter.

MATS

in May 2011, the EPA published a proposed regulation requiring stringent reductions of mercury and other hazardous air
pollutants from power plants. In February 2012, the EPA published the final rule, known as the MATS, with an effcctive
datc of April 2012. The rule, which was challenged by industry groups and states, was upheld by the D.C. Circuit Court in
April 2014. On July 14, 2014, a coalition of 23 states filed a petition seeking Supreme Court review of this decision. The
rule provides for a three-year compliance deadline with the potential for a one-year extension as provided under the statule.
LG&E, KU and PPL Energy Supply have received compliance extensions for certain plants and are considering extension
requests [or additional plants.

At the time the MATS rule was proposed, LG&E and KU filed requests with the KPSC for environmental cost recovery
based on their expected need Lo install environmental controls including chemical additive and fabric-filier baghouses 1o
remove air pollutants. Recovery of the cost of certain controls was granted by the KPSC in December 2011. LG&E's and
KU's anticipated retirement of certain coal-fired electricity generating units located at Cane Run and Green River is in
response to MATS and other environmental regulations. LG&E and KU are continuing to asscss whether any revisions of
their approved compliance plans will be necessary.

With respect 1o PPL Energy Supply's Pennsylvania plants, PPL Energy Supply believes that installation of chemical additive
syslems may be necessary at cerlain coal-fired plants, the capital cost of which is not expected to be significant. PPL Encrgy
Supply conlinues 1o analyze the potential impact of MATS on operating costs. With respect to PPL Energy Supply's
Montana plants, modifications 1o the air pollution controls installed on Colstrip may be required, the cost of which is not
expected to be significant. For the Corette plant, PPL Encrgy Supply announced in Seplember 2012 its intention, beginning
in April 2015, to place the plant in long-term rescrve status, suspending the plant's operation due to expected market
conditions and the costs to comply with the MATS requirements. The Coreule plant was determined to be impaired in
December 2013, Sce Note 18 in PPL's and PPL Energy Supply's 2013 Form 10-K for additional information.

PPL Encrgy Supply, LG&E and KU are continuing to conduci in-depth reviews of the MATS, including the potential
implications 10 scrubber wastewater discharges. See the discussion of effluent limitations guidelines and standards below.

Regional Haze and Visibility

The EPA's regional haze programs were developed under the Clean Air Act to climinate man-made visibility degradation by
2064. Under the programs, slates arc required (o make reasonable progress every decade, through the application, among
other things, of Best Available Retroflit Technology (BART) on power plants commissioned between 1962 and 1977.

The primary power plant emissions affecting visibility are sulfur dioxide, nitrogen oxides and particulates. To date, the focus
of regional haze activity has been the weslern U.S. because the EPA had determined that the regional trading program in the
eastern U.S. under the CSAPR satisfics BART requirements to reduce sulfur dioxide and nitrogen oxides. Although the D.C.
Circuil Court's August 2012 decision to vacate and remand the CSAPR has been reversed by the U.S. Supreme Court, future
decisions by the EPA and the courts will determine whether power planis located in the eastern U.S,, including PPL's plants
in Pennsylvania and Kentucky, will be subject 10 additional reductions in sulfur dioxide and nitrogen oxides as required by
BART. In addition, LG&E's Mill Creek Units 2 and 4 are required to reduce sulfuric acid mist emissions because they were
determined to have a signilicant regional haze impact. These reductions arc required in the regional haze slate
implementation plan that the Kentucky Division for Air Quality submiited to the EPA. LG&E is currently installing sorbent
injection lechnology to comply with these reductions, the costs of which are not expected to be significant.
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In Montana, the EPA Region 8 developed the regional haze plan as the MDEQ declined 1o do so. The EPA finalized the
Fedcral Implementation Plan (FIP) for Montana in September 2012. The final FIP assumed no additional controls for Coretie
or Colstrip Units 3 and 4, but proposed tighter limits for Corette and Colstrip Units | and 2. PPL Encrgy Supply expects to
meel these tighter permit limits at Coretle without any significamt changes to operations, although other requirements have
led to the planned suspension of operations at Corette beginning in April 2015 (see "MATS" discussion above). Under the
final FIP, Colstrip Units | and 2 may require additional controls, including the possible installation of an SNCR and other
echnology, lo meet more stringent nitrogen oxides and sulfur dioxide limits. The cost of these potential additional controls,
if required, could be significant. Both PPL and environmental groups have appealed the final FIP to the U.S. Court of
Appeals for the Ninth Circuit. Oral arguments were held on May 16, 2014.

New Source Review (NSR}

The EPA has continued its NSR enforcement efforts targeting coal-fired generating plants. The EPA has asserted that
modification of thesc plants has increased their emissions and, consequently, that they are subject to stringent NSR
requircments under the Clean Air Act. In April 2009, PPL received EPA information requests for its Montour and Brunner
Island plants, bul they have received no further communications from the EPA since providing their responses. In January
2009, PPL., PPL Energy Supply and other companies that own or operate the Keystone plant in Pennsylvania received a
nolice of violation from the EPA alleging that certain projects were undertaken without proper NSR compliance. In May and
November 2012, PPL Moentana received information requests from the EPA regarding projects undertaken during a Spring
2012 maintenance owtage at Colstrip Unit 1. In September 2012, PPL Montana received an information request from the
MDEQ regarding Colstrip Unil 1 and other projects. MDEQ formally suspended this request on June 6, 2014, in
consideration of pending litigation. The EPA request remains an open maiter. PPL and PPL Energy Supply cannot predict
the outcome of these matlers, and cannot cstimale a range of reasonably possible losses, if any.

In August 2007, LG&E received information requests for the Mill Creek and Trimble County plants, and KU received
requests Tor the Ghent plant, but they have received no further communications from the EPA since providing their
responses. PPL, LKE, LG&E and KU cannot predict the outcome of these matters, and cannol estimate a range of reasonably
possible losses, if any.

States and environmental groups also have commenced litigation alleging violations of the NSR regulations by coal-fired
generating plants across the nation. See "Legal Matters” above for information on a lawsuit filed by environmental groups in
March 2013 against PPL Montana and other owners of Colstrip.

If PPL subsidiaries are found 1o have viclated NSR regulalions by significanily increasing pollutants through a major plant
modification, PPL, PPL Energy Supply, LKE, LG&E and KU would, among other things, be required to meet siringent
permit limits reflecting Best Available Control Technology (BACT) for pollutants meeting the National Ambient Air Quality
Standards (NAAQS) in the area and reflecting Lowest Achievable Emission Rates for pollutants not meeting the NAAQS in
the arca. The costs to meet such limils, including installation of technology at certain units, could be material.

TC2 Air Permit (PPL, LKE, LG&E and KU)

The Sicrra Club and other environmental groups petitioned the Kentucky Environmental and Public Protection Cabinet (o
overturn the air permit issued for the TC2 bascload coal-fired gencrating unit, but the agency upheld the permit in an order
issucd in September 2007, In response 10 subscequent petitions by environmental groups, the EPA ordered certain non-
material changes 10 the permit which, in January 2010, were incorporaled into a final revised permit issued by the Kentucky
Division for Air Quality. In March 2010, the environmental groups petitioned Lhe EPA to object to the revised state permil.
Until the EPA issues a final ruling on the pending petition and all available appeals are exhausted, PPL, LKE, LG&E and KU
cannot predict the outcome of this matter or the polential impact on plant operations, including increased capital costs, if any,

Climate Change
{All Registrants)

As aresult of the April 2007 U.S. Supreme Court decision that the EPA has authority under the Clean Air Act to regulate
GHG emissions from ncw molor vehicles, in April 2010, the EPA and the U.S. Department of Transportation issued new
light-duty vehicle emissions standards that applied beginning with 2012 model year vehicles. The EPA also clarified that this
standard, beginning in 2011, authorized regulation of GHG emissions from stationary sources under the NSR and Title V
operaling permil provisions of the Clean Air Act. The EPA's rules werc challenged in court and on June 23, 2014 the U.S.
Supreme Court ruled that the EPA has the authority to regulate GHG emissions under these provisions of the Clean Air Act
but only for stationary sources that would otherwise have been subject 10 these provisions due to significant increases in
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cmissions of other poliutants. As a result, any new sources or major modifications to an existing GHG source causing a net
significant increase in GHG emissions must comply with BACT permit limits for GHGs if it would otherwise be subject (o
BACT or lowest achievable emissions rate limits due to significant increases in other pollutants,

In June 2013, President Obama released his Climate Action Plan that reiterates the goal of reducing greenhouse gas
emissions in the U.S. "in the range of” 17% below 2005 levels by 2020 through such actions as regulating power plant
emissions, promoting increased use of rencwables and clean energy technology, and establishing tighter energy efficiency
standards. Also, by Presidential Memorandum, the EPA was directed to issue a revised proposal for new power plants (a
prior proposal was issucd in 2012) by Septcmber 20, 2013, with a final rule in a timely fashion thereaficr, and 1o issue
proposed slandards for existing plants by June 1, 2014 with a final rule to be issued by June 1, 2015. The EPA was further
directed to require that states develop implementation plans for existing plants by June 30, 2016. The Administration's
increase in its estimate of the "social cost of carbon” (which is used 10 calculate benefits associated with proposed
regulations) from $23.80 to $38 per metric ton in 2015 may also lead 1o more costly regulatory requircments; the White
House Officc of Management and Budget opened this issuc for public comment and PPL submitted comments. Additionally,
the Climate Action Plan requirements related to preparing the U.S. for the impacts of climate change couid affect PPL. and
others in the industry as modifications to electricity delivery systems lo improve the ability to withstand major storms may be
needed in order Lo meet those requirements.

The EPA issued its revised proposal for new sources on September 20, 2013 as directed by the White House. This proposal
was published in the Federal Register on January 8, 2014. The comment period closed on May 9, 2014, Unlike the EPA's
prior proposal, the EPA’s revised proposal established scparate emission standards for coal and gas units based on the
application of different technologics. The coal standard is based on the application of partial carbon capiure and
scquestration technology, but because this lechnology is not presently commercially available, the revised proposal
effectively precludes the construction of new coal plants. The standard for NGCC power planis is the same as the EPA
proposed in 2012 and is not continuously achievable.

The EPA's proposed regulation addressing GHG emissions from existing sources was published in the Federal Register on
June 18, 2014. The proposal contains state-specific rate-based reduction goals and guidelines for the development,
submission, and implementation of state plans to achieve the stale goals. Stale-specific goals were calculated from 2012 data
by applying EPA's very broad interpretation and definition of the Best System of Emission Reduction resulting in very
stringent targelts to be met in two phases (2020-2029 and 2030 and beyond). The EPA believes it has offered some flexibility
to the states as (o how state compliance plans can be crafied, including the option to demonstrate compliance on a mass basis
and through multi-state collaborations, The EPA is also proposing potential state plan extensions based on the plan {iled
(single or multi-state). PPL is analyzing the proposal and potential impacts in preparation for submilting comments o the
EPA by the October 16, 2014 deadline. The regulation of GHG cmissions from existing plants could have a significant
industry-wide impact depending on the structure and siringency of the final rule and state implementation plans.

(PPL and PPL Energy Supply)

The PADEP submitted to the EPA a GHG white paper on April 10, 2014 regarding the regulation of carbon dioxide
emissions under Section 111(d) of the Clcan Air Act. The PADEP expects Lo achieve reductions required under the EPA's
proposed rule by increasing efficiency at existing fossil-fuel plants and/or reducing generation. The PADEP specifically
excludes demand-side cnergy efficiency projects (such as DSM and Act 129 programs) from consideration under the
program, which makes it more difficult for Pennsylvania to achieve the reduction levels proposed for Pennsylvania by the
EPA, as the EPA assumed significant reductions due to demand-side energy efficiency. On July |, 2014, a bill passcd the
Pennsylvania House of Representatives (HB 2354) requiring the PADEP 10 obtain General Assembly approval of any state
plan addressing GHG emissions under the EPA's rules for existing plants. The legistation, which will next be considered by
the Pennsylvania Scnate, includes provisions to minimize the exposure 10 a federal implementation plan duc to legislative
delay.

(PPL, LKE. LG&E and KU)

In November 2008, the Governor of Kentucky issued a comprehensive encrgy plan including non-binding targets aimed at
promoling improved energy efficiency, development of alternative energy, development of carbon capture and sequestration
projects, and other actions to reduce GHG emissions. In December 2009, the Kentucky Climate Action Plan Council was
established to develop an action plan addressing potential GHG reductions and related measures. In November 201 i, the
Council issued a final report to the Secretary of Kentucky's Energy and Environment Cabinet for consideration. The final
report acknowledged that the recommendations would require additional review and analysis prior to implementation, and
that many of the recommendations would likely require, in part, further legislative or regulalory actions. The impaci of any
such plan is not now determinable, but the costs to comply with the plan could be significant. In April 2014, the Kentucky
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General Assembly passed legislation which limits the measures which the Encrgy and Environment Cabinet may consider in
setting performance standards to comply with the EPA's regulations governing GHG emissions from existing sources. The
legislation provides that such state GHG performance standards shall be based on emission reductions, efficiency measures,
and other improvements available at each power plant, rather than renewable cnergy, end-use energy efficiency, fuel
switching and re-dispatch. These statutory restrictions will make it more difiicult for Kentucky to achieve the GHG
reduction levels which the EPA has proposed for Kentucky.

(All Registrants except PPL Electric)

A number of lawsuits have been filed asserting common law claims including nuisance, trespass and negligence against
various companies with GHG emitting plants and, although the decided cascs 1o dale have not sustained claims broughit on
the basis of these theorics of liability, the law remains unsettled on these claims. In September 2009, the U.S. Court of
Appeals for the Second Circuit in the case of AEP v. Connecticut reversed a federal district court's decision and ruled that
several states and public interest groups, as well as the City of New York, could sue five electric utility companties under
federal common law for allegedly causing a public nuisance as a result of their emissions of GHGs. In June 201 1, the U.S,
Supreme Court overturned the Sccond Circuit and held that such federal common law claims were displaced by 1he Clean Air
Act and regulatory actions of the EPA. In addition, in Comer v. Murphy Qil (Comer case), the U.S. Court of Appeals for the
Fifth Circuit (Fifth Circuit) declined to overturn a district court ruling that plaintiffs did not have standing to pursue slate
common law claims against companies that emit GHGs. The complaint in the Comer case named the previous indirect parent
of LKE as a defendant based upon emissions from the Kentucky planis. In January 2011, the Supreme Court denied a
petition to reverse the Fifth Circuit's ruling. In May 2011, the plaintiffs in the Comer case filed a substantially similar
complaint in federal district court in Mississippi against 87 companics, including KU and three other indirect subsidiarics of
LKE, under a Mississippi statute that allows the re-filing of an action in certain circumstances. In March 2012, the
Mississippi federal district court granted defendanis’ motions to dismiss the state common law claims. Plaintiffs appealed 10
the U.S. Court of Appeals for the Fifth Circuit and in May 2013, the Fifth Circuit affirmed the district court’s dismissal of the
case. Additional litigation in federal and state courts over such issues is continuing. The Registrants cannot predict the
outcome of these tawsuits or estimate a range of reasonably possible losses, if any.

Renewable Energy Legislation
{All Registiranis)

There has becn interest in renewable energy legislation at both the state and federal levels; however, no legislation is
expecied to become taw in 2014 at cither the federal or statc levels.

(PPL, PPL Energy Supply and PPL Electric)

[n Pennsylvania, bills were introduced calling for an increasc in Alternative Encrgy Porfolio Standard (AEPS) Tier |
obligations and to create a $25 million permanent funding program for solar generation. Bills (SB 1171 and HB 100) were
also introduced (o add natural gas as a qualified AEPS resource, and another bill (HB 1912) would repeal the AEPS Aci
entirely. All these bills remain in commitiee and arc unlikely to advance. An interim legislative committee in Montana is
reviewing the state’s Rencwable Portfolio Standard (RPS). PPL and PPL Energy Supply cannot predict at this time whether
the committec wilt recommend any changes to existing laws. In New Jersey, a bill (S-1475) has been introduced (o increase
the current RPS standard 10 30% from Class | sources by 2020. The chairman of the Senate Environmental Committee has
convened a workgroup to look at further changes to New Jersey's RPS law to cnable New Jersey to meet emissions goals
established in the state’s Global Warming Response Act. PPL and PPL Energy Supply are unable to predict the outcome of
this legislation at this tlime,

The Registrants believe there are inancial, regulatory and operational uncertainties related to the implementation of
rencwable energy mandates that will need to be resolved before the impact of such requirements on them can be estimated.
Such uncertainties, among others, include the need 1o provide back-up supply 10 augment intermitient renewable gencration,
potential generation over-supply and downward pressure on energy prices that could result from such renewable generation
and back-up, impacts 1o PIM's capacity markel and the need for substantial changes to transmission and distribution systems
to accommodalte renewable energy sources. These uncertainties are not direcily addressed by proposed legislation. PPL and
PPL Energy Supply cannot predict at this time the effect on their competitive plants’ future competilive position, results of
operation, cash flows and financial position of renewable encrgy mandates that may be adopted, although the costs to
implement and comply with any such requirements could be significant.
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Water/Waste
Coal Combustion Residuals (CCRSs) (All Registrants except PPL Eleciric)

In June 2010, the EPA proposed two approaches 1o regulating the disposal and management of CCRs (as either hazardous or
non-hazardous) under the RCRA. CCRs include fly ash, bottom ash and sulfur dioxide scrubber wastes, Regutating CCRs as
a hazardous waste under Subtitle C of the RCRA would materially increase costs and result in carly retirements of many
coal-fired plants, as it would require planis to retrofit their operations to comply with full hazardous waste requirements for
the generation of CCRs and associaled waste walers through genceration, transportation and disposal. This would also have a
negative impact on the beneficial use of CCRs and could eliminaie existing markels for CCRs. The EPA's proposed
approach to regulate CCRs as non-hazardous waste under Subtitle D of the RCRA 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. Currenily, PPL expects that several of its plants in Kentucky and Montana could be significantly impacted
by the EPA's proposed non-hazardous waslie regulations, as these plants are using surface impoundments for management
and disposal of CCRs.

The EPA has issucd information requests on CCR management practices al numerous plants throughout the power indusiry
as it considers whether or not to regulate CCRs as hazardous waste. PPL has provided information on CCR management
practices at most of its planis in response 10 the EPA's requests. In addition, the EPA has conducted follow-up inspections to
cvaluate the structural stability of CCR management facilities at several PPL plants and PPL has implemented or is
implemenling certain actions in response to recommendations from these inspections.

The EPA is continuing 10 evaluate the unprecedenied number of comments it received on its June 2010 proposed regulations.
In October 2011, the EPA issucd a Notice of Data Availability (NODA) requesling comments on selected documents it
received during the comment period for the proposed regulations. On September 20, 2013, in response to the proposed
Efftuent Limitation Guidelines, PPL submitted comments on the proposed CCR regulations.  Also, on September 3, 2013,
PPL commented on a second CCR NODA seeking comment on additional information related 1o the EPA's proposal,

A coalition of cnvironmental groups and two CCR recycling companies have filed lawsuits against the EPA seeking a
deadling for final rulemaking and, in seulement of that litigation, the EPA has agreed 1o issue its final rulemaking on the
Subtitle D option addressed above by December 19, 2014,

In July 2013, the U.S. House of Representatives passed House Bill H.R. 2218, the Coal Residuals and Reuse Management
Act of 2013, which would preempt the EPA from issuing final CCR regulations and would sct non-hazardous CCR standards
under RCRA and authorize state permil programs, It remains uncertain whether similar legislation will be passed by the U.S.
Senate. 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 Lo the RCRA and what impact they would have on their facilities, but the financial and
operational impact is expected 10 be material if CCRs are regulated as hazardous waste and significant if regulated as non-
hazardous.

Trimble County Landfill Permit (PPL, LKE, LC&E and KU)

In May 2011, LG&E submitted an application for a special waste landfill permit to handle coal combustion residuals
generated at the Trimble County plant. Afier extensive review of the permit application in May 2013, the Kentucky Division
of Waste Management denicd the permit application on the grounds that the proposed facility would violate the Kentucky
Cave Protection Act because it would eliminate an on-site karst feature considered to be a cave. After asscssing additional
options for managing coal combustion residuals, in January 2014, LG&E submitted to the Kentucky Division of Waste
Management a landfill permit application for an alternate site adjacent Lo the plant. PPL, LKE, LG&E and KU are unable to
determine the potential impact of this matter until a landf{ill permit is issued and any resulting legal challenges are concluded.

Seepages and Groundwater Infiltration - Pennsylvania, Montana and Kentucky

(All Registrants except PPL Electric)

Seepages or groundwater infiliration have been detccted at active and retired wastewater basins and landfills at various PPL,
PPL Encrgy Supply, LKE, LG&E and KU plants. PPL, PPL Energy Supply, LKE, LG&E and KU have completed or are
completing assessments of secpages or groundwater infiliration al various facilities and have completed or are working with

agencics to respond 1o notices of violations and implement assessment or abaterment measures, where required or applicable.
A range of reasonably possible losses cannot currently be estimaled.
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(PPL and PPL Energy Supply)

In August 2012, PPL Montana ¢ntered into an Administrative Order on Consent (AOC) with the MDEQ which establishes a
comprehensive process to investigate and remediate groundwater secpuge impacts related to the wastewater facilities at the
Colstrip power plant. The AQC requires that within five years PPL Montana provide financial assurance 1o the MDEQ for
the costs associated with closurc and future monitoring of the waste-water treatment facilities. PPL Montana cannot predict
at this time if the actions required under the AQC will create the need to adjust the existing ARO related to these facilities.

In Scptember 2012, Earihjustice filed an affidavit pursuant to Montana's Major Facility Siting Act (MFSA) that sought
revicw of the AQOC by Montana's Board of Environmenital Review (BER) on behalf of the Sierra Club, the MEIC, and the
National Wildlife Federation. In September 2012, PPL. Montana filed an election with the BER to have this proceeding
conducted in Montana state district court as contemplated by the MFSA. In October 2012, Earthjustice filed a petition for
review of the AOC in the Montana state district court in Roscbud County. This matter was stayed in December 2012, In
April 2014, Earthjustice filed a motion for leave to amend the petition for review and 10 lift the stay which was granted by the

court in May 2014. PPL Montana and MDEQ responded to the amended petition and filed partial motions 1o dismiss in July
2014,

{All Registrants except PPL Electric)
Clean Water Act/316(b)

The EPA's final rule under 316(b) was issued on May 16, 2014, The rule contains two requirements to reduce impact 1o
aquatic organisms at cooling water intake structures. The first requires all existing facilities to meet standards for the
reduction of mortality of aquatic organisms that become trapped against water intake screens (impingement) regardless of the
levels of mortality actually occurring or the cost to achieve the standards. The second requirement is 10 determine and install
the best technology available to reduce mortality of aquatic organisms pulled through a plant's cooling water system
(entrainment). A form of cost-benefit analysis is allowed for this second requirement involving a site-specific evaluation
based on nine factors, including impacts to encrgy delivery reliability and the remaining vseful life of the plant. PPL, PPL
Energy Supply, LKE, LG&E and KU are evaluating compliance stralegies but do not presently expect the compliance costs
to be material.

Effiuent Limitations Guidelines (ELGs) and Standards

In June 2013, the EPA published proposed regulations to revise discharge limitations for steam clectric generation
wastewater permils. The proposed limitations are based on the EPA review of available trealment technologies and their
capacity for reducing pollutants and include new requirements for fly ash and botiom ash transport water and metal cleaning
wasle waters, as well as new limits for scrubber wastewater and landfill leachate, The EPA's proposed ELG regulations
contain requircments that would affect the inspection and operation of CCR facilities, if finalized. The EPA has indicated
that it will coordinate these regulations with the regulation of CCRs discussed above. The proposal contains alternative
approaches, some of which could significantly impact PPL's coal-fired plants. PPL, PPL Energy Supply, LKE, LG&E and
KU worked with industry groups to comment on the proposed regulation on September 20, 2013. The EPA has agreed to a
new deadline for the final rule of September 30, 2015 which is contingent upon the EPA mecting its deadline of December
19, 2014 for issuing its final CCR regulations. Al the present time, PPL, PPL Energy Supply, LKE, LG&E and KU are
unable to predict the outcome of this matter or estimate a range of reasonably possible costs, bul the costs could be
significanl. Pending finalization of the ELGs, certain states (including Pennsylvania and Kentucky) and environmental
groups arc proposing more stringent technology-based limits in permit renewals. Depending on the final limits imposed, the
costs of compliance could be significant and costs could be imposed ahcad of federal timelines.

{All Registrants)
Waters of the United States (WOTUS)

On April 21, 2014, the EPA and the U.S. Army Corps of Engineers (Army Corps) published the proposed rule defining
Waters of the Uniled States (WOTUS) that could significantly expand the federal government's interpretation of what
constitutes WOTUS subject 1o regulation under the Clean Water Act. The comment deadline is October 20, 2014, If the
definition is cxpanded as proposed by the EPA and the Army Corps, permits and other regulatory requircments may be
imposed for many matiers presently not covered (including vegetation management for transmission lines and activitics
affecting storm water conveyances and wetlands), the implications of which could be significant. The U.S. House and Senale
are considering legislation 1o block these regulations.
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Other Issues

The EPA is reassessing its polychlorinated biphenyls (PCB) regulations under the Toxic Substance Control Act, which
currently allow certain PCB arlicles 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 of all or some PCB-containing
equipment. The EPA is planning to propose the revised regulations in November 2014, PCBs are found, in varying degrees,
in all of the Registrants' operations. The Registrants 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,

(PPL and PPL Energy Supply)

A subsidiary of PPL Energy Supply has invesligated alternatives to exclude fish from the discharge channel at its Brunner
Island plant. In June 2012, a Consent Order and Agreement (COA) was signed allowing the subsidiary to study a change in a
cooling tower operational method that may kecp fish from entering the channel. The COA required a retrofit of impingement
control technology at the inlakes to the cooling towers, al a cost that would have been significant. Based on the results of the
first year of study, the PADEP has suggested closing the COA and writing a new COA to resolve the issue. PPL is in
ncgotiations with the agency at this time. PPL and PPL Encrgy Supply cannot predict at this time the outcome of the
proposed new COA and what impact, if any, it would have on their facilities, but the costs could be significant.

(PPL, LKE, LG&E and KU)

[n May 2010, the Kentucky Waterways Alliance and other environmental groups filed a petition with the Kentucky Energy
and Environment Cabinct challenging the Kentucky Pollutam Discharge Elimination System permit issued in April 2010,
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 environmenlal groups appealed the order 1o the Trimble Circuit Court, but the
case was subsequently transferred 1o the Franklin Circuit Court. In September 2013, the court reversed the Cabinet order
upholding the permit and remanded the permit to the agency for further proceedings. In October 2013, LG&E filed a notice
of appeal with the Kentucky Court of Appeals. PPL, LKE, LG&E and KU are unable 1o predict the outcome of this maiter or
estimate a range of reasonably possible losses, if any.

Superfund and Other Remediation (All Registrants}

PPL Electric is potentially responsible for costs at several sites lisied by the EPA under the federal Superfund program,
including the Columbia Gas Plant site, the Metal Bank sile and the Ward Transformer site. Clean-up actions have been or arc
being undertaken at all of these sites, the costs of which have nol been significant 1o PPL Elcctric. However, should the EPA
require different or additional measures in the future, or should PPL Eleciric’s share of costs at multi-party sites increase
substantially more than currenily expected, the costs could be significant.

PPL Electric, LG&E and KU are remediating or have completed the remediation of several sites that were nol addressed
under a regulatory program such as Superfund, but for which PPL Electric, LG&E and KU may be liable for remediation.
These include a number of former coal gas manufacturing plants in Pennsylvania and Kentucky previously owned or
operated or currently owned by predecessors or affiliates of PPL Electric, LG&E and KU. There arc additional sites,
formerly owned or operated by PPL Electric, LG&E and KU predecessors or affiliates, for which PPL Eleciric, LG&E and
KU lack information on current site conditions and are therefore unable to predict what, if any, potential liability they may
have.

Depending on the outcome of investigations al sites where investigations have not begun or been completed or developments
at sites for which PPL Electric, LG&E and KU currently lack information, the costs of remediation and other liabilities could
be material. PPL, PPL Electric, LKE, LG&E and KU cannot estimate a range of reasonably possible losses, if any, related to
these matlers,

The EPA is cvaluating 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 stales may establish stricier standards for water
quality and soil cleanup. This could require several PPL subsidiarics 1o take more extensive assessment and remedial actions
al former coal gas manufacturing plants. PPL, PPL Electric, LKE, LG&E and KU cannot estimate a range of reasonably
possible losses, if any, related to these matiers.

From time (o time, PPL Energy Supply, PPL Eleciric, LG&E and KU undertake remedial action in response to notices of

violations, spills or other releases at various on-site and off-site locations, ncgotiate with the EPA and state and local agencics
regarding actions necessary for compliance with applicable requirements, negoliate with property owners and other third
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parties alleging impacts from PPL's operations and undertake similar actions necessary to resolve environmental matters
which arise in the course of normal operations. Bascd on analyses to date, resolution of these environmental matters is not
expecled to have a significant adverse impact on these Registrants' operations.

Fulure cleanup or remediation work at sites currently under review, or at sites nol currently identified, may result in
significant additional costs for the Registrants.

Environmental Matters - WPD (PPL)
WPD's distribution businesses are subject to environmentai regulatory and statutory requircments. PPL believes that WPD

has taken and continues 10 take measures to comply with the applicable laws and governmenial regulations for the protection
of the environment.

QOther

Nuclear Insurance (PPL and PPL Energy Supply)

The Price-Anderson Act is a United States Federal law which governs liability-related issues and ensures the availability of
funds for public liability claims arising from an incident at any of the U.S. licensed nuclear facitities. 1t also seeks to limil the
liability of nuclear reactor owners for such claims from any single incident. Effective Sepiember 10, 2013, the liability limit per
incident is $13.6 billion for such claims which is funded by insurance coverage from American Nuclear [nsurers and an industry
assessmenl program.

Under the indusiry assessment program, in the cvent of a nuclear incident at any of the reactors covered by The Price-Anderson
Act, as amended, PPL Susquehanna could be assessed up to $255 million per incident, payable at $38 million per year.

Additionally, PPL Susquehanna purchases property insurance programs from NEIL, an industry mutual insurance company of
which PPL Susquehanna is a member. Effective April 1, 2014, facilitics at the Susquchanna plant are insured against propertly
damage losses up to $2.0 billion. PPL Susquehanna also purchases an insurance program that provides coverage for the cost of
replacement power during prolonged outages of nuclear units caused by certain specified conditions.

Under the NEIL property and replacement power insurance programs, PPL Susquchanna could be assessed retrospective
premiums in the event of the insurers' adverse loss experience. This maximum asscssment is $46 million.

Pennsylvania Coal Plants (PPL and PPL Energy Supply)

In the fourth quarter of 2013, management tested the Brunner Island and Monltour plants for impairment and concluded
neither was impaired as of December 31, 2013, There were no events or changes in circumstances that indicated a
recoverabilily test was required to be performed in 2014, The carrying value of the Pennsylvania coal-fired gencration assets
was $2.5 billion as of Junc 30, 2014 ($1.3 billion for Brunner Island and $1.2 billion for Moeontour).

Labor Unions (PPL, PPL Energy Supply and PPL Electric)

In May 2014, PPL's, PPL Encrgy Supply's and PPL Electric's bargaining agreement with its largest IBEW local expired.
PPL, PPL Encrgy Supply and PPL Electric finalized a new three-year labor agreement with the IBEW local in May 2014 and
the agreement was ratified in early June 2014,

As part of cfforts 10 reduce operations and maintenance expenses, the new agreement offered a one-time voluntary retirement
window (0 certain bargaining unit employees. The benefits offered under this provision are consistent with the standard
separation program benefits for bargaining unit cmployees. As a result, for the three and six months ended June 30, 2014, the
following cstimated separation benefits were recorded:

PPL Epergy PPL
PPL Supply Electric
Pension Benelits 5 20 8 16 $ 4
Severance Compensation 9 7 2
Total Separation Benefits $ 29 3 23§ 6
Number of Employees 155 124 30
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The separation benefits were recorded in “Other operation and maintenance” on the Statement of Income. The pension
benefits are accrued in "Accrued pension obligations™ and the severance compensation is accrued in "Other current liabilitics”
on the Balance Sheet at June 30, 2014. Substantially all of the severance compensation will be paid in the third and fourth
quarters of 2014, The remaining terms of the new labor agreement are not expected to have a significant impact on the
financial results of PPL, PPL Energy Supply or PPL Electric.

Guarantees and Other Assurances

(All Registrants)

In the normal coursc of business, the Registranis cnter inlo agreements that provide financial performance assurance to third
partics 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
supporl or enhance the creditworthiness altributed 10 a subsidiary on a stand-alone basis or to facilitate the commercial
activitics in which thesc subsidiarics engage.

{PPL)
PPL fully and unconditionally guarantees all of the debt securities of PPL Capital Funding.
(All Registranis)

The table below details guaraniecs provided as of Junc 30, 2014. "Exposure” represents the estimated maximum potential
amount of future payments that could be required 10 be made under the guarantee. The probability of expected
payment/performance under cach of these guaraniees is remote except for "WPD guarantee of pension and other obligations
of unconsolidated entitics” and "Indemnification of lease termination and other divestitures.” The total recorded liability at
June 30, 2014 and December 31, 2013, was $25 million and $26 million for PPL and $19 million {or both periods for LKE,
For reporting purposes, on a consolidated basis, all guaraniees of PPL Energy Supply (other than the letters of credit), PPL
Electric, LKE. LG&E and KU also apply to PPL, and all guarantees of LG&E and KU also apply to LKE.

Expasure ut Expiration

June 30, 2014 Date
PPL
Indemnifications related to the WPD Midlands acquisition {a)
WPD indemnifications for entities in liquidation and sales of assets s 12 {b) 2017 - 2018
WPD guarantee of pension and other obligations of unconsolidated entities 131 {c)
PPL Energy Supply
Letiers of credit issued on behall of affiliates 45 {d) 2014 - 2015
Indemnifications (or sales of asscls 250 (e} 2025
Guaraniee of a ponion of a divested unconsolidated entity’s debt 22 (D 2018
PP Electric
Guarantee of inventory value 38 (g) 2017
LKE
Indemnification of lease tlermination and other divestitures 301 (h) 2021 - 2023
LG&E und KU
LG&E and KU guarantee of shortfall related 1o QVEC (i)

(a) Indemnifications related to certain liabilities, including a specific unresolved tax issue and those relating to properties and assets owned by the seller
that were transferred 1o WPD Midlands in connection with the acquisition. A cross indemnity has been received from the seller on the tax issue. The
maximum cxposure and expiration of these indemnifications cannot be estimated because the maximum potentiat liability is not capped and the
expiration date is not specified in the transaction documents.

(b)  Indemnification o the liquidators and cerain others for cxisting liabilities or expenses or Habilities arising during the liquidation process. The
indemnifications are limited Lo disiributions made from the subsidiary 1o its parent either prior or subsequent to liquidation or are not explicitly stated
in the agreements. The indemnifications generally expire two 10 seven years subsequent Lo the date of dissolution of the entities. The exposure noted
only includes those cases where the agreements provide for specific limits.

1n connectlion with their sales of various businesses, WPD and its affiliates have provided ihe purchasers with indemnifications that are standard for
such transactions. including indemnifications for certain pre-existing liabilitics and environmental and tax matters or have agreed to continue their
obligations under existing third-party guarantees, either for 2 set period of time following the transactions or upon the condition that the purchasers
make reasonable effornis 1o werminae the guarantees. Finally, WPD and its affiliates remain sccondarily responsible for lease payments under certain
leases that they have assigned Lo third parties.
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(¢} Relates to certain obligations of discontinued or modified eleciric associations that were guaranteed at the time of privatization by the panticipating
members. Cosls are allocated to the members and can be reallocated if an existing member becomes insolvent. At June 30, 2014, WPD has recorded
an estimated discounted liability for which the expected payment/performance is probable. Neither the expiration date nor thé maximum amount of
potential payments for certain obligations is explicitly stated in the retated agreements. and as a result. the exposure has been estimated,

{d) Swandby letter of credit amangements 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,

(¢) Indemnifications arc governed by the specific sales agreement and include breach of the representations, warranties and covenants., and Habilities for
certain other matters. PPL Energy Supply's maximum exposure with respect to centain indemnifications and the expiration of the indemnifications
cannot be estimated because the maximum potential Hability is not capped by the transaction documents and the expiration date is based on the
applicable statute of iimitations. The exposure and expiration date noted is based on those cases in which the agreements provide for specific limits.

(N Relates to a guarantee of onc-third of the divested cnlity's debt. The purchaser provided a cross-indemnity, secured by a lien on the purchaser's stock
of the divested entity. The exposure noted reflects principal only.

(g) A third panty logistics firm provides inventory procurement and fulfillment services. The logistics firm has title 1o the inventory, however, upon
terminztion of the contracts, PPL. Electric has guaranteed to purchase any remaining inventory that has not been used or sold.

(h)  LKE provides certain indemnifications, the most significant of which relate to the iermination of the WKE lease in July 2009, These guamaniees cover
the due and punctual payment, performance and discharge by cach party of its respective present and future obligations. The most comprehensive of
these guarantees is the LKE guaranice covering operational, regulatory and environmental commitments and indemnificalions made by WKE under the
WKE Transaction Termination Agreement. This guarantee has a term of 12 years ending July 2021. and a cumuiative maximum exposure of $200
million. Cenain items such as government fines and penalties fall outside the cumulative cap. LKE has contesled the applicability of the
indemnification requirement relating to one mater presented by a counterpanty under this guarantee. Another guaranice with 2 maximum exposure of
3100 million covering other indemnificarions expires in 2023, In May 2012, LKE's indemnitee received an arbitration panel's decision affecting this
matter, which granted LKE's indemnitee centain rights of first refusal to purchase excess power at a markel-bascd price rather than at an absolute fixed
pricc. In January 2013, LKE'’s indemnitee commenced a proceeding in the Kentucky Court of Appeals appealing the December 2012 order of the
Henderson Circuit Coun, confirming the arbitration award. On May 30, 2014, the Count of Appeals issued an opinion affirming the lower court
decision, but LKE's indemnitee has filed a Petition for Rehearing with the Court of Appeals. LKE belicves its indemnification obligations in this
mauer remain subject to various uncertainties, including potential for additional legal challenges regarding the arbitration decision as well as future
prices, availability and demand for the subject excess power. LKE continues to evaluate various legal and commercial options with respect (o this
indemnification matier. The ultimate outcomes of the WKE termination-related indemnifications cannot be predicted at this time, Additionally, LKE
has indemnified various third partics related 10 historical obligations for other divested subsidiaries and affiliates, The indemnifications vary by entity
and the maximum exposures range from being capped a1 the sale price 10 no specified maximum: however, LKE is nol aware of formal claims under
such indemnnitics made by any party at this lime, LKE could be required 1o perform on these indemnifications in the event of covered losses or
linbilitics being claimed by an indemnified party. LKE cannot predict the ultimate outcomes of such indemnification circumstances, but docs not
currently expect such outcomes Lo result in significant losses above the amounts recorded.

(iY  Pursuant to the OVEC power purchase contract. LG&E and KU are obligated 1o pay for their share of OVEC's excess debt service, post-retirement and
decommissioning costs, as well as any shortfall from amounts currently included within a demand charge designed and currently expecied to cover
these costs over the term of the contract. The maximum exposurc and the expiration date of these potential ebligations are not presently determinable,
Sce "Encrgy Purchase Commitments™ and "Guarantees and Other Assurances” in Note 15 in PPL's. LKE's, LG&FE's and KU's 2013 Form 10-K for
additional information on the OVEC power purchase contract,

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 (0 services or equipment and vary in
duration. The amounts of these guarantees ofien arc 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 1o
these types of guarantees and the probability of payment/performance under these guaranlees is remote.

PPL, on behalf of itself and certain of its subsidiaries, maintains insurance that covers liability assumed under contract for
bodily injury and property damage. The coverage provides maximum aggregale coverage of $225 million. This insurance
may be applicable to obligations under certain of these contractual arrangements.

11. Related Party Transactions
PLR Contracts/Purchase of Accounts Receivable (PPL Energy Supply and PPL Electric)

PPL Elcetric holds competitive solicitations for PLR generation supply. PPL EnergyPlus has been awarded a portion of the
PLR gencration supply through these competitive solicitations. The sates and purchases between PPL EnergyPlus and PPL.
Electric arc included in the Statements of Income as "Unregulated wholcsale energy to affiliaie” by PPL Energy Supply and
as "Energy purchascs from affiliate” by PPL Electric.

Under the standard Defaul Service Supply Master Agreement for the solicitation process, PPL Electric requires all suppliers
10 posl collateral once credit exposures exceed defined credit limits. PPL EnergyPius is required to post collateral with PPL
Electric when: (a) the market price of electricity 1o be delivered by PPL EnergyPlus exceeds the contract price for the
forecasted quantity of electricity o be delivercd; and (b} this market price exposure exceeds a contractual credit limit.
During the second quarter of 2014, PPL Energy Supply experienced a downgrade in its corporale credit ratings 1o below
investment grade. As a result of the downgrade of PPL Energy Supply, as guarantor, PPL EnergyPlus no longer has an
established credit limit and was required to post an insignificant amount of collateral at June 30, 2014. In no instance is PPL
Electric required 10 post collateral to suppliers under these supply contracts.
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PPL Electric's cusiomers may choose an allernative supplier for their generation supply. See Note 2 for additional
information regarding PPL Electric's purchases of accounts receivable from alternative suppliers, including PPL EnergyPlus.

AtJune 30, 2014, PPL Energy Supply had a net credit exposure of $24 million from PPL Electric from its commitment as a
PLR supplicr and from the salc of its accounis receivable to PPL Electric.

Support Costs (All Registrants except PPL)

Bolh PPL Services and LKS provide the respective PPL and LKE subsidiaries with administrative, management and support
services, Where applicable, the costs of these services are charged to the respective subsidiaries as direct support costs.
General costs that cannot be dircctly attributed to a specific subsidiary are allocated and charged to the respective subsidiarics
as indirect support costs. PPL Services uses a three-faclor methodology that includes the subsidiaries' invested capital,
operation and maintenance expenses and number of employces to allocate indirect costs. LKS bases its indirect allocations
on the subsidiaries’ number of employees, 10tal assets, revenues, number of customers and/or other statistical information.
PPL Services and LKS charged the following amounts for the periods ended June 30, and believe these amounts arc
reasonable, including amounts applicd (o accounts that are further distributed between capital and cxpensc.

Three Months Six Months
2014 2013 2014 2013
PPL Energy Supply from PPL Services 3 54 8§ 52 3 12 3 109
PPL Electric from PPL Services 38 34 79 72
LKE from PPL Services 4 4 8 8
LG&E from LKS 57 67 105 106
KU from LKS 59 44 112 110

LG&E and KU also provide services to each other and 1o LKS. Billings between LG&E and KU relate to labor and
overheads associated with union and hourly employees performing work for the other company, charges related 1o jointly-
owned generating units and oiher miscellaneous charges. Tax settlements between LKE and LG&E and LKE and KU are
reimbursed through LKS.

Intercompany Borrowings (PPL Electric and LKE)

A PPL Electric subsidiary periodically holds revolving demand notes from certain affiliates. At June 30, 2014, there was no
balance outstanding. At December 31, 2013, $150 million was outstanding and was reflected in "Notes receivable from
affiliate” on the Balance Sheet. The interest rates on borrowings are equal to one-month LIBOR plus a spread. The interest
ratc on the outstanding borrowing at December 31, 2013, was 1.92%. [nlerest carned on these revolving facilities was not
significant for the three and six months ended June 30, 2014 and 2013,

LKE maintains a $225 million revolving line of credit with a PPL Energy Funding subsidiary whereby LKE can borrow
funds on a short-term basis at markei-based rates. The inlerest rate on borrowings is cqual to one-month LIBOR plus a
spread. There were no balances outstanding at June 30, 2014 and December 31, 2013.

[LKE maintains an agreement with a PPL affiliaie that has a $300 million borrowing limit whereby LKE can loan funds on a
short-term basis at markei-based rates. At June 30, 2014 and December 31, 2013, $16 million and $70 millicn were
outstanding and were reflected in "Notes receivable from affiliates™ on the Balance Sheets. The interest rate on the loan
based on the PPL affiliate’s credit rating is currently equal to one-month LIBOR plus a spread. The interest rates on the
outstanding borrowing at June 30, 2014 and December 31, 2013 were 2.15% and 2.17%. Interest income on this note was
not significant for the three and six months ended June 30, 2014 and 2013.

Other {All Registrants except PPL and LKE)

See Note 9 for discussions regarding intercompany allocations associated with defined benefits.

12. Other Income (Expense) - net

{All Registrants)

The components of "Other Income (Expense} - net” for the periods ended June 30 was:
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PPL
Other Income
Eamings on securities in NDT funds
Interest income
AFUDC - equity component
Miscellaneous - Domestic
Miscellaneous - UK.
Total Other Income
Qther Expense
Economic forcign curmency exchange contracts (Note 14)
Charilable contributions
Spinoff of PPL Energy Supply transaction costs (Note 8)
Miscellaneous - Domestic
Miscellancous - UK.
Total Other Expense
Other Income {Expense} - net

Three Months Six Months
2014 2013 2014 2013
$ 6 3 5 12 8 10
3 4 1
2 2 5 5
2 7 4 9
1
13 14 25 26
72 (4) 96 (123)
2 4 9 8
16 16
5 1 8 5
| |
95 I 130 (109)
$ (82) $ i3 (105) $ 135

"Other Income (Expense) - net” for the three and six months ended June 30, 2014 and 2013 for PPL Energy Supply is
primarily the earnings on securities in NDT funds. The components of "Other Income (Expense) - net” for the three and six

months ended June 30, 2014 and 2013 for PPL Eleciric, LKE, LG&E and KU are not significant.

13. Fair Value Measurements and Credit Concentration

(All Registrants)

Fair vatue is the price that would be reccived to scll an asset or paid to transfer a liability in an orderly (ransaction between
market participants at the measurement date (an exit price). 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) are used 10 measure the fair value of an asset or liability, as appropriate. These valuation approaches
incorporate inputs such as observable, independent market data and/or uncbservable data that management belicves are
predicated on the assumpiions markel participants would use to price an asset or liability. These inpuls may incorporale, as

applicable, certain risks such as nonperformance risk, which includes credit risk. The fair value of a group of financial assets
and liabilitics is measured on a net basis. Transfers between levels are recognized at end-of-reporting-period values. During
the three and six months ended June 30, 2014 and 2013, there were no transfers between Level 1 and Level 2. See Note 1in
cach Registrant’s 2013 Form 10-K for information on the levels in the fair value hierarchy.

Recurring Fair Value Measurements

The asscis and liabilities measured at fair value were:

June 30, 2014 December 31, 2013
Total Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3
PPL
Assels
Cash and cash equivalents 5 1269 § 1.269 $ 1.102 §  1.102
Restricied cash and cash equivalents (a) 408 408 156 156
Price risk management assets:
Energy commodities 1.374 25 1206 $ 166 1,188 38 1423 3§ 62
Interest rate swaps 1 1 g1 91
Foreign currency contracts 2 2
Total price risk management asscts 1.377 2 1.209 166 1.279 3 1.214 62
NDT lunds:
Cash and cash equivalents 16 16 14 14
Equity securilies
U.S. large-cap 580 432 148 547 409 138
U.S. mid/small-cap 85 a5 50 8l 33 43
Debt securities
U.S. Treasury 97 97 95 95
U.S. government sponsored agency 6 6 6 6
Municipality 78 78 77 e
Invesiment-grade corporale 41 41 38 33
Other 6 6 5 5
Receivables (payables). net 2 2 | (1) 2
Total NDT funds 911 580 33 864 550 314
Auction rate securitics (b) 16 16 19 19
Total asscis $ 3981 $§ 225 § 1540 § 182 § 3420 § 1811 § 1528 § g1
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Liabilities
Price risk management liabilitics:
Energy commodities
Interest rate swaps
Foreign currency contracts
Cross-currency swaps
Total price risk management liabilities

PPL Energy Supply

Assels
Cash and cash cquivalents
Restricted cash and cash equivalents (a)
Price risk management assets:
Encrgy commodities
Total price risk management assets
NDT funds:
Cash and cash equivalents
Equity securnities
U.S, large-cap
U.S, mid/small-cap
Debi securitics
U.S. Treasury
U.S. government sponsored agency
Municipality
Invesiment-grade corporale
Other
Receivables {payables), net
Total NDT funds
Auction rate securitics (b)
Toual assels

Liabilities
Price risk management Habilities;
Energy commodities
Total price risk management liabilities

PPL Electric
Assels

Cash and cash equivalents

Restricted cash and cash equivalents (c)
Total assels

LKE
Assels

Cash and cash equivalents

Restricted cash and cash equivalents (d)
Total assets

Liabilities
Price risk management liabilities:
Interest rale swaps
Total price risk management liabilitics

LG&E
Assetls

Cash and cash equivalents

Restricted cash and cash equivalents (d)
Total assels

Liabilitics
Price risk management liabilities:
Interest rate swaps
Total price risk managementi liabilities

KU
AssCts

Cash and cash equivalents
Tolal assets
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June 30, 2014

December 31, 2013

Total Level 1 Level 2 Level 3 Total Level | Level 2 Level 3
$ 1480 $ 25 1386 3 922 § 1070 $ 4 % 1028 3 8
54 54 36 36
176 176 106 106
47 47 32 32
§ 1757 3% 25 1663 § 92 § 1144 3§ 4 35 1202 % 38
3 264 3 264 5 239 3 239
M3 343 85 85
1.374 25 1206 3% 166 1.188 338 123 8 62
1374 2 1.206 166 1.188 3 1,123 62
16 16 14 14
580 432 148 547 409 138
85 35 50 81 33 48
97 97 95 95
6 6 6 6
78 78 77 77
41 4] 38 38
6 6 5 5
2 2 i [} 2
911 580 331 864 350 314
13 i3 16 16
5 2905 5 1189 § 1537 § 179 § 2392 5§ 877 § 1437 § 78
$ 1480 3 25 138 3 92 5§ 1070 § 4 § 1028 3§ 38
$ 1480 5 2 5 138 3§ 92 8 1070 § 4 3 1028 5 38
S 149 5 149 3 25 8 25
3 3 12 12
$ 152 3 152 $ 37 8 37
5 23 s 23 3 358 a5
21 21 22 2
3 44 3 44 3 57 5 57
$ 42 5 42 $ 36 3 36
$ 42 5 42 $ 36 $ 36
s 58 3 s 8 5 8
21 21 22 22
3 26 § 26 $ 30 3 30
H 42 5 42 - 16 s 36
5 42 $ 42 ] 36 $ 36
S 13 § 18 $ 21 3 21
$ 18 3 18 $ 21§ 21
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(a} Current portion is included in "Restricted cash and cash equivalents” and long-term portion is included in “Other noncurrent asseis” on the Balance
Sheets.

{b) Included in "Other invcstments™ on the Balance Sheets.

(¢}  Current portion is included in "Other current assets” and long-term portion is included in "Other noncurrent assels”™ on the Balance Sheets.
{d) Included in "Other noncurrent assets” on the Balance Sheets.

A reconciliation of net assets and liabilities classificd as Level 3 for the periods ended June 30, 2014 is as follows:

Fair Value Measurements Using Significant Unobservable Inputs (Level 3)

Three Months Six Months
Energy Auction Cross- Encrgy Auction Cross-
Commoditics, Rate Currency Commodities, Rate Currency
net Securities Swaps Total net Securitics Swaps Total
PPL
Balance at beginning of
period S 17 5 16 $ 33 % 24§ 19 $ 43
Total realized/unrealized
gains (losses)
Included in camings 72 72 (63 (63)
included in OCI (a) s (1) e}
Purchascs (6) (6) (6) {6)
Sales 3) 3)
Seitlements (9) (9 119 119
Transfers out of Level 3 1 1
Balance at ¢nd of period $ 74 3 16 5 90 $ 74§ 16 3 $ 90

PPL Energy Supply
Balance at beginning of
period 3 17 3 13 b 30 % 24 3 16 $ 40
Total realized/unrealized
gains (losses)

Included in eamings 72 72 (63} (63)
Purchases {6) (6) {6) {6)
Sales 3} 3)
Seilements (9) ()] 119 119

Balance a1 end of period 3 4§ 13 $ 87 § 7485 13 3 87

{a) "Energy Commoditics, net” and "Cross-Currency Swaps” arc included in "Qualifying derivatives” and "Auction Rate Securities™ are included in
"Available-for-sale securities™ on the Statements of Comprehensive Income.,

A reconciliation of net assets and liabilities classified as Level 3 for the periods ended June 30, 2013 is as follows:

Fair Value Meusurements Using Significant Unohservable Inputs (Level 3)

Three Months Six Months
Encrgy Auction Cross- Energy Auction Cross-
Commodities, Rate Currency Commadities, Rate Currency
net Sccurities Swaps Total net Securities Swups Total

PPL

Balance at beginning of

period 3 14 5 16 s 0 s 22 5 16 % 1§ 39
Total realized/unrealized
gains (losses)

Included in camings 14 14 6 6

Included in OCI (a) 3 3
Sales 2) (2 ) (2)
Setilements 4 4 3 3
Transfers into Level 3 6 3 s 3 12 7 3 3 13
Transfers out of Level 3 4 4 4 (4)

Balance at end of period $ 40 8 19 $ 38 62 3 40 $ 19 % 3 8 62
PPL Encrgy Supply
Balance at beginning of
period s 14 5 13 S 27 % 22 5 13 $ 35
Total realized/unrealized
gains (losses)

Included in eamings 14 14 6 6
Sales ) (2) (2} (2)
Setllements 4 4 3 3
Transfers into Level 3 6 3 9 7 3 10
Transfers out of Level 3 ] 4 4 4

Balance ai end of period $ 40 § 16 5 56 $ 40 3 16 $ 56
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{a) "Encrgy Commodities, net” and "Cross-Currency Swaps” are included in "Qualifying derivatives™ and "Auction Rate Securities™ are included in
“Available-for-sale securities™ on the Statements of Comprehensive Income.

The significant unobservable inputs used in and quantitative information about the fair value measurement of assets and
liabilities classifted as Level 3 are as follows:

PPL,
Energy commoditics

Natural gas contracts (b)

Power sales contracts (c)

FTR purchase contracts (d)

Heat rate options (¢)

Auction rale securities (f)

PPL Encrgy Supply
Energy commodilies

Natural gas contracts (b)

Power sales contracis (¢)

FTR purchase contracts (d)

Heat rate options (¢)

Auction rale securities (1)

-

P

Energy commoditics
Naiural gas contracis (b)

Power sales contracts (c)

Auction rale securities ()

PPL Encrgy Supply
Energy commodities

Natural gas contracts (b)

Power sales contracts (c)

Auction rate securities ()

June 30, 2014
Fair Value, net Range
Asscl Vnluation Unobservable (Weighted
(Liability) Technique Input(s) Average) (a)
Proprietary model used 10
$ 7 Discounted cash flow calculate forward prices 14% - 100% (35%)
Proprietary model used 1o
(63)  Discounted cash flow calculate forward prices 14% - 100% (79%)
Historical setiled prices used to
6  Discounted cash flow model forward prices 100% (100%)
Proprietary mode! used 1o
124 Discounted cash flow calculate forward prices 22% - 100% (44%)
16 Discounted cash flow Modeled from SIFMA Index 58% - 5% (67%)
Proprietary model used 1o
3 7 Discounted cash flow calculate forward prices 14% - 100% (35%)
Preprietary model used o
(63)  Discounted cash flow calculate forward prices 14% - 100% (79%)
Historical senled prices used 1o .
6  Discounted cash Now model forward prices 100% (100%)
Propriciary model used 10
124 Discounted cash flow calculate forward prices 22% - 100% (44%)
13 Discounted cash Now Modeled from SIFMA Index 59% - 715% (68%)

December 31, 2013

Fair Vulue, nct Range
Asset Valuation Unobservable (Weighted
(Liubility) Technigue Inpui(s) Averuge) (u)
Proprietary model used 10
3 36  Discounted cash flow calculate forward prices 1% - 100% (86%)
Proprictary model used 1o
{12)  Discounted cash flow calculate forward prices 100% - 100% (100%)
19 Discounted cash Mow Modeled from SIFMA Index 10% - 80% (63%)
Proprictary model used to
3 36 Discounted cash flow calculate lorward prices 10% - 100% (86%)
Proprietary model uscd to
(12)  Discounted cash Mow calculate forward prices 100% - 100% (100%)
16 Discounted cash Mow Modeled from SIFMA Index 10% - 80% (63%)

{a}  For encrgy commodities and auction rate securities, the range and weighted average represent the percentage of fair value derived from the

unobservable inputs.

(b)  As the forward price of natural gas increases/{decreases). the fair value of purchase contracts increases/{(decreases), As the forward price of natural gas
increases/(decreases). the fair valuc of sales contracts (decreases)fincreases.
(c} As forward markel prices increase/(decrease), the fair value of contracts (decreases)increases, As volumetric assumptions for contracts in a gain
position increase/{decrease), the fair value of contracts increases/{decreases). As volumetric assumptions for contracts in a loss position
increase/(decrease). the fair value of the contracts {decreases)/increases.
(d)  As the forward implied spread increases/(decreases), the fair value of the contracts increases/(decreases).
{¢) The proprictary medel used te calculate fair value incorporates markes heat rates, comelations and volatilities. As the market implied heat rate
increases/(decreases), the fair value of the contracts increases/(decreases).
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() The model used to calculate fair value incorporates an assumption that the auctions will continue to fail. As the modeled forward rates of the SIFMA
Index increase/(decrease). the fair value of the securities increases/(decreases).

Net gains and losses on asscts and liabilities classified as Level 3 and included in carnings for the periods ended June 30 are
reported in the Statements of Income as follows:

Three Months
Encrgy Commodities, net
Unregutated Unregulated Energy
Wholesale Energy Retail Energy Purchases
2014 2013 2014 2013 2014 2013
PPL and PPPL Energy Supply
Tolal gains (losses} included in eamings 3 58 3 (M 3 12 35 22 5 2 8 (1}
Change in unrealized gains (losses) relating
10 positions still held at the reperting date 47 (7} 10 22 {4) 1
Six Months
Encrgy Commoditics, net
Unregulated Unregulated Encrgy
Wholesale Encrgy Retail Energy Purchases
2014 2013 2014 2013 2014 2013
PPL and PPL Energy Supply
Total gains (losses) included in camings s (€D 9 s (81) § 15 5 19
Change in unrealized gains (losses) relating
10 positions still held at the reporting date 44 &) 2n 17 3 s 2

Price Risk Management Assets/Liabilities - Energy Commodities {(PPL and PPL Energy Supply)

Energy commodity contracts are generally valued using the income approach, cxcept for exchange-traded derivative
contracts, which are valued using the market approach and are classified as Level 1. Level 2 contracts are valued using
inputs which may include quotes oblained from an exchange (where therc is insufficient market liquidity o warrant inclusion
in Level 1), binding and non-binding broker quotes, prices posted by 150s or published tariff rates. Furthermore,
independent quotes are obtained from the market to validate the forward price curves. Energy commodity contracts include
forwards, futures, swaps, options and structured transaclions and may be offsct with similar positions in exchange-traded
markets. To the exient possible, fair value measurements utilize various inputs that include quoted prices for similar
contracts or market-corroborated inputs. In certain instances, these contracts may be valued using models, including standard
option valuation models and other standard industry models. When the lowest level inputs that are significant to the fair
value measurement of a contract are obscrvable, the contract is classified as Level 2.

When unobservable inputs are significant to the fair value measurement, a contract is classified as Level 3. Level 3 contracts
are valued using PPL proprictary models which may include significani unobservable inputs such as delivery at a location
where pricing is unobservable, delivery dates that are beyond the dates for which independent quotes arc available,
volumetric assumptions, implied volatilities, implied correlations, and market implied heat rates. Forward (ransactions,
including forward transactions classificd as Level 3, are analyzed by PPL's Risk Management department, which reports to
the Chief Financial Officer (CFO). Accounting personnel, who also report 1o the CFO, interpret the analysis quarterly 1o
appropriately classify the forward transactions in the fair value hicrarchy. Valuation techniques are evaluated periodically.
Additionaliy, 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 depariment asscsses
all reasonably available market information which is used by accounting personnel 1o calculate the credit valuation
adjustment.

In certain instances, energy commodity contracts are transferred between Level 2 and Level 3. The primary reasons for the
transfers during 2013 were changes in the availability of market information and changes in the significance of the
unobservable inputs utilized in the valuation of the contracl. As the delivery period of a contract becomes closer, market
information may become available. When this occurs, the model's unobservable inpuis are replaced with observable market
information.

Price Risk Management Assets/Liabilities - Interest Rate Swaps/Foreign_ Currency Contracts/Cross-Currency
Swaps (PPL, LKE, LG&E and KU)

To manage interest rate risk, PPL, LKE, LG&E and KU use interest rate contracts such as forward-starting swaps, floating-
to-fixed swaps and fixed-1o-floating swaps. To manage foreign currency exchange risk, PPL uses foreign currency contracts
such as forwards, options and cross-currency swaps that contain characteristics of both interest rate and foreign currency
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contracts. An income approach is used to measure the fair value of these contracts, utilizing readily observable inputs, such
as forward interest rates (e.g.. LIBOR and governmeni security rates) and forward foreign currency cxchange rales (e.g.,
GBP), as well as inputs that may not be observable, such as credit valuation adjustments. In cerlain cases, market
information cannot practicably be obtained to value credit risk and therefore internal models are relicd upon. Thesc models
use projected probabilities of default and estimated recovery rates based on historical observances. When the credit valuation
adjustment is significant to the overall valuation, the contracts are classified as Level 3. For PPL., the primary reason for the
transfers between Level 2 and Level 3 during 2014 and 2013 was the change in the significance of the credit valuation
adjustment. Cross-currency swaps are valued by PPL's Treasury department, which reports 1o the CFO. Accounting
personncl, who also report to the CFO, interpret analysis quarterly (o classify the contracts in the fair value hierarchy.
Valuation techniques are evaluated periodically,

(PPL and PPL Energy Supply)

NDT Funds

The markel approach is used to measure the fair value of equity securities held in the NDT funds.

¢ The fair value measurements of equity securitics classified as Level | are based on quoled prices in active markets.,

* The fair value measurements of investments in commingled equity funds arc classified as Level 2. These fair value
measurements are based on lirm quoles of net asset values per share, which arc not obtained from a quoted price in an
aclive market.

The fair value of debt securities is generally measured using a markel approach, including the use of pricing models which

incorporate observable inputs. Common inputs include benchmark yiclds, reported trades, 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 maonthly payment daita, future predicted cash

flows, collateral performance and new issue data.

Auction Rate Securities

Auction rate securities include Federal Family Education Loan Program guaranteed student loan revenue bonds, as well as
various municipal bond issucs. The probability of rcalizing losses on these securities is not significant,

The fair value of auction rate sccurities is estimated using an income approach that includes readily observable inputs, such
as principal payments and discount curves for bonds with credit ratings and maturitics similar to the sccurities, and
unobservable inputs, such as future interest rates (hat are estimated based on the SIFMA Index, creditworthiness, and
liquidity assumptions driven by the impact of auction lailures. When the present value of future interest payments is
significant to the overall valuation, the auction rate sccuritics are classified as Level 3. The primary rcason for the transfers
during 2013 was the change in discount rates and SIFMA Index.

Auction rate securities arc valued by PPL's Treasury department, which reports (o the CFO. Accounting personnel, who also
report (o the CFO, interpret the analysis quarterly 1o classily the contracts in the fair value hierarchy. Valuation techniques
arc evaluated periodically.

Nonrecurring Fair Value Measurements (PPL and PPL Energy Supply)

The following nonrecurring fair value measurcment occurred during the six months ended June 30, 2014, resulting in an asset
impairment:

Cuarrying Fair Value Measurement Using
Amount {n} Level 3 Loss {(b)
PPL and PPL Encrgy Supply
Kerr Dam Project 3 47 3 29 5 18

{a) Represems carrying value before fair value measurement.
{b) The loss on the Kerr Dam Project was recorded in the Supply segment and included in "Other operalion and maintenance” on PPL's and PPL Encrgy
Supply's Statement of Income.
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The significant unobservable inputs used in and the quanititative information about the nonrecurring fair value measurement
of assets and liabilities classified as Level 3 are as follows:

Fair Value, net Significant Range
Assel Yaluation Unobservable (Weighted
{Liability) Technique Input(s) Average)(a)

PPL and PPL Energy Supply

Kerr Dam Project
March 31,2014 3 29 Discounted cash flow Proprietary model used to 18% (38%)
calculate plant value

{a} The range and weighied average represcnt the percentage of fair value derived from the unobservable inputs,

Kerr Dam Project

As disclosed in Note |1 in PPL's and PPL Energy Supply's 2013 Form 10-K, PPL Montana holds a joint operating license
issued for the Kerr Dam Project. The license extends until 2035 and, between 2015 and 2025, the Confederated Salish and
Kootenai Tribes of the Flathead Nation (the Tribes) have the option 1o purchase, hold and operate the Kerr Dam Project. The
partics submitted the issue of the appropriate amount of the conveyance price 1o arbitration in February 2013, In March
2014, the arbitration panel issued its final decision holding that the conveyance price payable by the Tribes to PPL Montana
is $18 million. As a result of the decision, PPL Energy Supply performed a recoverability test on the Kerr Dam Project and
recorded an impairment charge. PPL Energy Supply performed an internal analysis using an income approach based on
discounted cash flows (a proprielary PPL model) 10 assess the fair value of the Kerr Dam Project. Assumptions used in the
PPL proprictary model were the conveyance price, forward energy price curves, forecasted gencration, and forecasted
operation and maintenance expendilures that were consistent with assumptions used in the business planning process and a
market participant discount rate. Through this analysis, PPL Energy Supply determined the fair value of the Kerr Dam
Project to be $29 million at March 31, 2014.

The asscts werc valued by the PPL Energy Supply Financial Department, which reports 10 the President of PPL Energy
Supply. Accounting personnel, who report 10 the CFO, interpreted the analysis to appropriately classily the assets in the fair
value hierarchy.

Financial Instruments Not Recorded at Fair Value (All Registranis)

The carrying amounts of contract adjustment payments related (o the 2011 Purchase Contract component of the 2011 Equity
Units and long-term debt on the Balance Sheets 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, which incorporate the credit risk of the Registrants. These instruments are classified as Level 2. The effect of third-
party credit enhancements is not included in the fair value measurement.

June M), 2014 December 31, 2013
Carrying Carrying
Amount Fair Value Amount Fair Value
Contract adjustment payments {n}
PPL 3 21 s 22
Long-term debt
PPL S 21123 3 22,958 20,907 2177
PPL Energy Supply 2,523 2,630 2,525 2,658
PPL Electric 2.602 2915 2315 2,433
LKE 4,566 4,879 4,565 4,672
LG&E 1,353 1.428 1.353 1,372
KU 2091 2,264 2.091 2,158

(a) Included in "Other current liabilities” on the Balance Sheels.

The carrying value of short-term dcebt (including notes between affiliates), when outstanding, approximates fair value duc 1o
the variable interest rates associated with the short-term debt and is classificd as Level 2.
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Credit Concentration Associated with Financial Instruments
(All Registranis)

Contracts are entered inlo with many cntities for the purchase and sale of energy. When NPNS is elected, the fair value of
thesc contracts is not reflected in the financial stalements, However, the fair value of these contracts is considered when
committing to new business from a credit perspective. See Note 14 for information on credit policies used to manage credit
risk, including mastcr newting arrangements and collateral requirements.

(PPL and PPL Energy Supply)

At Junc 30, 2014, PPL and PPL Energy Supply had credit exposure of $805 million from energy trading partners, excluding
exposure from related partics (PPL Energy Supply only) and the effects of neting arrangements, reserves and collateral. As a
result of netling arrangements, reserves and collateral, PPL and PPL Energy Supply's credil exposure was reduced to $340
million. The top ten counterparties including their affiliates accounted for $192 million, or 56%, of thesc cxposures. Seven
of these counterpartics had an investment grade credit rating from S&P or Moody's and accounted for 65% of the top ten
exposures. The remaining counterpartics are below invesiment grade or have not been rated by S&P or Moody's, but are
current on their obligations. Sec Naie 11 for information regarding PPL Energy Supply's related party credit exposure.

{PPL Electric})

PPL Electric is exposed to credit risk under energy supply contracts (including its supply contracts with PPL EnergyPlus);
however, its PUC-approved recovery mechanism is anticipated 1o substantially mitigate this exposure.

(LKE, LG&E and KU)

At June 30, 2014, LKE's, LG&E's and KU's credit exposure was not significant.
14. Derivative Instruments and Hedging Activities

Risk Management Objectives

(All Registrants)

PPL has a risk management policy approved by the Board of Directors lo manage market risk associated with commodities,
interest rates on debt issuances and foreign exchange (including price, liguidity and volumetric risk) and credit risk (including
non-performance risk and payment default risk). The RMC, comprised of sentor management and chaired by the Chief Risk
Officer, oversces the risk management function. Key risk control activities designed to casure 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 lests, gross margin at risk analyses, sensitivily
analyses and daily portfolio reporting, including open positions, determinations of fair value, and other risk management
metrics.

Market Risk

Market risk includes the potential loss that may be incurred as a result of price changes associated with a particular financial
or commodity instrument as well as market liquidity and volumetric risks. Forward contracts, futures contracts, options,
swaps and structured transactions are utilized as part of risk management stratcgies to minimize unanticipated fluctuations in
earnings causcd by changes in commodity prices, volumes of full-requirement sales contracts, basis exposure, interest rates
and/or foreign currency exchange rates. Many of the contracts meet the definition of a derivative. All derivatives are
recognized on the Balance Sheets at their fair value, unless NPNS is elected.

The table below summarizes the market risks that affect PPL and its Subsidiary Registranis.
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PPL PPL
PPL. Encrgy Supply Electric LKE LG&E KU

Commodity price risk (including basis and
volumetric risk)
Interest rate risk:
Debt issuances
Defined benefit plans
NDT sccurities
Equity sceurities price risk:
Defined benefin plans
NDT securities
Future stock transactions
Foreign currency risk - WPD investment and
eamings X

>

X M

M
M

> = =
ZZ X
K4
22 Z

MM M
o

X =PPL and PPL Energy Supply actively mitigate market risks through their risk management programs described above.
M = The regulatory environments for PPL's regulated entitics, by definition, significantly mitigate market risk.

Commodity price risk

* PPL is cxposed 1o commodity price risk through its domestic subsidiarics as described below. Volumetric risk is
significantly mitigated at WPD as a result of the method of regulation in the U.K.

» PPL Energy Supply is exposed to commodity price risk for cnergy and encrgy-related products associated with the sale of
cleciricity from its generating assets and other electricity and gas marketing activities and the purchase of fucl and fucl-
rclated commodities for generating assets, as well as for proprietary trading activilies.

* PPL Electric is exposed lo commedity price risk from its obligation as PLR; however, ils PUC-approved cost recovery
mechanism substantially climinates its exposure 1o this risk. PPL Electric also mitigates its exposure to volumetric risk
by entering into full-requirement supply agreements to serve its PLR customers. These supply agreements transfer the
volumetric risk associated with the PLR obligation to the encrgy suppliers.

* LG&E's and KU's rates include certain mechanisms for fuel, gas supply and environmental expenses. These mechanisms
generally provide for timely recovery of market price and volumetric fluctuations associaled with these €XPLNnses.

Interest rate risk

= PPL and its subsidiaries are exposed to interest rate risk associated with forecasted fixed-rate and existing foating-rate
debt issuances. WPD holds over-the-counter cross currency swaps 1o limit exposure to market Muctuations on interest
and principal payments from changes in foreign currency exchange rates and interest rates. LG&E utilizes over-the-
counter interest ratc swaps 1o limit exposure 1o market fluctuations on floating-rate debt and LG&E and KU utilize
forward starting intcrest rate swaps to hedge changes in benchmark interest rates, when appropriate, in connection with
future debt issuances. This risk for PPL Electric, LG&E and KU is significantly mitigated due (o recovery mechanisms in
place.

s PPL and its subsidiaries are exposed 1o interest rate risk associated with debt securities held by defined benefit plans.
This risk is significantly mitigated 10 the extent that the plans are sponsored at, or sponsorced on behalf of, the regulated
domestic utilities and for certain plans at WPD due to the recovery mechanisms in place. Additionally, PPL Encrgy
Supply is cxposed to intercsl rate risk associated with debt securities held by the NDT.

Equity securities price risk

* PPL and its subsidiaries arc exposed to equity sccurities price risk associated with defined benefit plans. This risk is
significantly mitigated at the regulated domestic utilities and for certain plans at WPD dug to the recovery mechanisms in

place. Additionally, PPL and PPL Encrgy Supply are exposed to equity securities price risk in the NDT funds.

¢ PPL is exposed to equity securilies price risk from future stock sales and/or purchases.
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Foreign currency risk

* PPL is cxposed to foreign currency exchange risk primarily associated with its investments and earnings in UK.
affiliates,

Credit Risk
Credit risk is the potential loss that may be incurred duc to a counlerparty's non-performance,

PPL is exposed to credit risk from "in-the-money” interest rate and foreign currency derivalives with financial institutions, as
well as additional credil risk through certain of its subsidiaries, as discussed below.

PPL Energy Supply is cxposed to credit risk from "in-the-money" commodity derivatives with its encrgy trading partncrs,
which include other crergy companies, fuel supplicrs, financial institutions, other wholesale customers and retail cuslomers.

The majority of PPL and PPL Energy Supply's credit risk stems from commodity derivatives for muiti-year contracts for
energy sales and purchases. 1f PPL Encrgy Supply’s counterparties fail to perform their obligations under such contracts and
PPL Energy Supply could not replace the sales or purchases at the same or betier prices as those under the defaulted _
contracts, PPL Energy Supply would incur financial losses. Those Josses would be recognized immediately or through lower
revenues or higher costs in future ycars, depending on the accounting treatment for the defaulied coniracts. In the event a
supplier of LKE (through its subsidiaries LG&E and KU) or PPL Electric defaults on its obligation, those entities would be
required to seck replacement power or replacement fuel in the market. In gencral, incremental costs incurred by these cnlities
would be recoverable from customers in future rates, thus mitigaling the financial risk for these entitics.

PPL and its subsidiarics have credit policies in place (o manage credit risk, including the use of an established credit approval
process, daily monitoring of counterparty positions and the use of master netiing agreements or provisions. These
agreements generally include credit mitigation provisions, such as margin, prepayment or collateral requirements. PPL and
its subsidiaries may request additional credit assurance, in certain circumstances, in the event that the counterparties’ credil
ratings fall below investment grade, their tangible net worth falls below specified percentages or Lheir exposures exceed an
established credit limil, See Note 13 for credit concentration associated with energy trading partners.

Master Netting Arrangements

Net derivative positions on the balance sheets are not offset against the right to reclaim cash collateral (a receivable) or the
obligation to return cash collateral (a payable) under master netting arrangements.

PPL's and PPL Energy Supply’s obligation to return counierparty cash collateral under master nelling arrangements was $13
million and $9 million a1 June 30, 2014 and December 31, 2013.

PPL Electric, LKE and LG&E had no obligation 1o return cash coliateral under master netling arrangements at Junc 30, 2014
and December 31, 2013,

PPL posted $25 million and LKE and LG&E posied $21 million of cash collateral under masier netting arrangements at

June 30, 2014. PPL, LKE and LG&E had posted $22 million of cash collateral under master nelting arrangements at
December 31, 2013.

PPL Encrgy Supply posted an insignificant amount of cash collateral under master nelting arrangements at June 30, 2014 and
did not post any cash collateral at December 31, 2013. PPL Electric and KU did not post any cash collateral under master

netling arrangemenis at June 30, 2014 and December 31, 2013.

See "Offsctuing Derivative Investments” below for a summary of derivative positions presented in the balance sheets where a
right of seloff exists under these arrangements.

(PPL and PPL Energy Supply)
Commodity Price Risk (Non-trading)
Commodity price risk, including basis and volumetric risk, is among PPL's and PPL Energy Supply’s most significant risks

due to the level of invesiment that PPL and PPL Energy Supply maintain in their competitive generation assets, as well as the
extent of their markeling activities. Scveral factors influence price levels and volatilities. These factors include, but are not
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limited (o, 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.

PPL Energy Supply maximizes the value of its unregulated wholesale and unregulated retail energy portfolios through the
use of non-trading strategies that include sales of competitive baseload generation, optimization of competitive intermediate
and peaking generation and marketing activities,

PPL Energy Supply has a formal hedging program to economically hedge the forecasted purchase and sale of electricity and
related fuels for its competitive bascload generation fleet, which includes 7,369 MW (summer rating) of nuclear, coal and
hydroclectric generating capacity. PPL Energy Supply attempts to optimize the overall value of its competitive intermediate
and peaking fleet, which includes 3,309 MW (summer rating) of natural gas and oil-fired generation. PPL. Energy Supply's
markcting portfolio is comprised of full-requirement sales contracts and related supply contracts, retail natural gas and
electricity sales contracts and other marketing activitics. The strategies that PPL Energy Supply uses (o hedge its full-
requirement sales contracts include purchasing encrgy (at a liquid trading hub or directly at the load delivery zone), capacity
and RECs in the market andfor supplying the energy, capacity and RECs from its generation asscts.

PPL and PPL Energy Supply enter into financial and physical derivative contracts, including forwards, futures, swaps and
options, 1o hedge the price risk associated with electricity, natural gas, oil and other commodities. Certain contracts are non-
derivatives or NPNS is clected and therefore they are not reflected in the financial statements until delivery. PPL and PPL
Energy Supply segregate their non-trading activities into two categories: cash flow hedges and economic activity as
discussed below.

Cash Flow Hedges

Cerain derivative contracts have qualified for hedge accounting so that the effective portion of a derivative's gain or loss is
deferred in AOCI and reclassified into earnings when the forecasted transaction occurs. There were no aclive cash flow
hedges during the three and six months ended June 30, 2014. At June 30, 2014, the accumulated net unrecognized afler-tax
gains (losses) that are expected to be reclassified into carnings during the next 12 months were $22 million for PPL and PPL
Encrgy Supply. Cash flow hedges are discontinued if it is no longer probable that the original forecasted transaction will
occur by the end of the originally specified time periods and any amounts previously recorded in AOCI arc reclassified into
carnings once it is determined that the hedge transaction is probable of not occurring. There were no such reclassifications
for the three and six months ended June 30, 2014 and 2013,

For the three and six months ended June 30, 2014 and 2013, hedge ineffectiveness associated with energy derivatives was
insignificant.

Economic Activity

Many derivalive contracis economically hedge the commodity price risk associated with electricity, natural gas, oil and other
commodities but do not receive hedge accounting treatment because they were not eligible for hedge accounting or because
hedge accounting was not elected. These derivatives hedge a portion of the economic value of PPL Energy Suppiy's
competitive generation asscts and unrcgulated full-requirement and retail contracts, which are subject to changes in fair value
due 1o market price volatility and volume expectations. Additionally, economic activity also includes the ineffective portion
of qualifying cash flow hedges (sce "Cash Flow Hedges" above). The derivative contracts in this category that existed at
June 30, 2014 range in maturity through 2019.

Examples of cconomic activity may include hedges on sales of baseload generation, certain purchase contracts used (o supply
full-requirement sales contracis, FTRs or basis swaps used to hedge basis risk associated with the sale of compeltitive
generation or supplying full-requircment sales contracts, Spark Spread hedging contracts, retail eleciric and natural gas
activities, and fuel oil swaps used 1o hedge price escalation clauses in coal transportation and other fuel-related contracts.
PPL Energy Supply also uses options, which include the sale of call options and the purchase of put options tied 10 a
particular generating unit. Since the physical generating capacity is owned, price exposure is generally capped at the price at
which the generating unit would be dispatched and therefore does not expose PPL Energy Supply to uncovered market price
risk.

The unrealized gains (losses) for economic activity for the periods ended June 30 were as follows,
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Three Months Six Months

2014 2013 2014 2013
Operating Revenues
Unregulated wholesale encrgy $ ©iy $ 590 S (880 % (232)
Unregulated retail energy 4 20 (22) 12
Operating Expenses
Fuel 7 4) 6 (5
Encrgy purchases K3 47%) 619 155

Commodity Price Risk (Trading)

PPL Encrgy Supply has a propriciary trading strategy which is utilized to take advantage of markel opportunitics primarily in
its geographic footprint. As a result, PPL Energy Supply may at times create a net open position in its portfolio that could
result in losses if prices do not move in the manner or dircction anticipated. Net cnergy trading margins, which are included
in "Unrcgulated wholesale energy” on the Statements of Income, were $44 million and $58 million for the three and six
months ended June 30, 2014 and werc insignificant for the same periods in 2013,

Commodity Volumes

At June 30, 2014, the net volumes of derivative (sales)/purchase contracts used in support of the various strategies discusscd
above were as follows,

Volumes (n)
Commodity Unit of Measure 2014 (b) 2015 2016 Thereafter
Power MWh (20.439.732) (26.034.375) (2,187,13]) 12,845,473
Capacity MW-Month (8.589) (5.1200 501 9
Gas MMBiu 66.064.719 40.183,723 55.354.593 37,786,174
Coal Tons 45000
FTRs MW-Maonth 4,283 3.364
Qil Barrels 68.966 363.660 322777 269.438

(a)  Volumes for oplion contracts factor in the probability of an option being exercised and may be less than the notional amount of the option,
(b) Represents balance of the current year,

Interest Rate Risk

(PPL, LKE, LG&E and KU)

PPL and its subsidiaries issue debt to finance their operations, which exposes them to interest rate risk. Various financia
derivalive instruments are utilized 1o adjust the mix of fixed and floating interest rates in their debt portiolio, adjust the
duration of the debi portfolio and lock in benchmark interest rates in anticipation of future financing, when appropriate. Risk

limits under PPL's risk management program are designed to balance risk exposure to volatility in interest expense and
changes in the fair value of the debt portfolio due 10 changes in benchmark interest rates.

Cash Flow Hedges

(PPL)

Interest rate risks include exposure to adverse interest rate movements for outstanding variable rate debt and for future
anticipated financings. Financial interest rate swap contracts that qualify as cash flow hedges may be entered into to hedge
foating interest rate risk associaled with both existing and anticipated debt issuances. Al June 30, 2014, outstanding interest
rate swap contracts range in maturity through 2026 for PPL's domestic interest rate swaps. These swaps had an aggregate
notional value of $475 million at June 30, 2014,

Al June 30, 2014, PPL held a notional position in cross-currency interest rate swaps totaling $1.3 billion that range in maturity
through 2028 to hedge the interest payments and principal of WPD's U.S. dollar-denominated senior notes.

For the three months ended June 30, 2014, PPL had no hedge ineffectiveness associated with interest rate derivatives. There

were insignificant amounts of hedge ineffectiveness associated with interest rale derivatives for the six months ended
June 30, 2014 and three and six months ended June 30, 2013.
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Cash flow hedges are discontinued if it is no longer probable that the original forecasted transaction will occur by the end of
the originally specified time period and any amounts previously recorded in AOCI are reclassified inlo earnings once it is
determined that the hedged transaction is probable of not occurring. For the'six months ended June 30, 2014, PPL had an
insignificant amount reclassified associated with discontinued cash flow hedges. There were no such reclassifications for the
three months ended June 30, 2014 and the three and six months ended June 30, 2013,

AtJunc 30, 2014, the accumulated net unrecognized after-tax gains (losses) on qualifying derivatives thal are expected 10 be
reclassified into earnings during the next 12 months were $(13) miltion. Amounts arc reclassified as the hedged intcrest

payments are made.

Econcmic Activity (PPL, LKE and LG&E)

LG&E enters into intercst rate swap contracts that economically hedge interest payments on variable rate debt. Becausc
realized gains and losses from the swaps, including a terminated swap contract, arc recoverable through regulated rates, any
subsequent changes in fair value of these derivatives arc 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
underlying hedged interest expense is recorded. At Junc 30, 2014, LG&E held contracts with a notional amount of $179
million that range in maturity through 2033,

Foreign Currency Risk (PPL)

PPL is exposed to foreign currency risk, primarily through investments in and earnings of U.K. affiliatcs. PPL has adopted a
foreign currency risk management program designed to hedge certain foreign currency exposures, inctuding firm
commilments, recognized assets or liabilities, anticipated transactions and net invesiments. In addition, PPL enters into

financial instruments to protect against foreign currency translation risk of expected earnings.

Net Investment Hedges

PPL enters into foreign currency contracts on behalf of a subsidiary to protect the value of a portion of its net investment in
WPD. The contracts outstanding at June 30, 2014 had a notional amount of £306 million (approximatcly $494 million based
on conltracted rates). The scttlement dates of these contracts range from November 2014 through June 2016.

Additionally, a PPL Global subsidiary that has a U.S. dollar functional currency entered into GBP intercompany loans
payable with PPL WEM subsidiaries that have GBP functional currency. The loans qualify as a net investment hedge for the
PPL Global subsidiary. As such, the foreign currency gains and losses on the intercompany loans for the PPL Giobal
subsidiary are recorded to the foreign currency transtation adjustment component of OCI. At June 30, 2014, the outstanding
balances of the intcrcompany loans were £38 million (approximatcly $64 million based on spot rates). For the three and six
months ended June 30, 2014, PPL recognized an insignificant amount of net investment hedge gains (losses) on the
intercompany loans in the foreign currency translation adjustment component of OCI. For the three and six months ended
June 30, 2013, PPL recognized an insignificant amount and $6 million of nel investment hedge gains {losscs) on the
intercompany loans in the foreign currency translation adjustment componcnt of OCI.

At June 30, 2014, PPL had $(16) million of accumulated net investment hedge after 1ax gains (losses) that were included in
the foreign currency translation adjustment component of AOCI, compared (o an insignificant amount at December 31, 2013.

Economic Activity

PPL enters into foreign currency contracts on behalf of a subsidiary 10 economically hedge GBP-denominated anticipated
carnings. At June 30, 2014, the total exposure hedged by PPL was approximately £1.7 billion (approximately $2.8 billion
based on contracted rates). These contracts had termination dates ranging from July 2014 through December 2016,

Accounting and Reporting

(Al Registrants)

All derivalive instruments are recorded at fair value on the Balance Sheel as an asset or liability unless NPNS is elecled.
NPNS contracts for PPL and PPL Energy Supply include certain full-requirement sales contracts, olher physical purchase and
sales contracts and certain retail energy and physical capacily contracts, and for PPL Eleciric include certain full-requirement

purchase contracts and other physical purchase contracts. Changes in the air value of derivalives not designated as NPNS
arc recognized currently in carnings unless specific hedge accounting criteria are met and designated as such, except for the
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changes in fair values of LG&E's interest rate swaps that are recognized as regulatory assets. See Note 6 for amounts
recorded in rcgulatory assets and regulatory liabilities at June 30, 2014 and December 31, 2013. PPL and PPL Energy
Suppiy have many physical and Mnancial commodity purchases and sales contracts thal economically hedge commodity price
risk but do not receive hedge accounting treatment. As such, realized and unrealized gains (losses) on these contracts are

Q recorded currently in earnings. Generally each contract is considered a unit of account and PPL and PPL Energy Supply
present gains (losses) on physical and financial commodity sales contracts in "Unregulated wholesale energy” or
“Unregulated retail energy” and (gains) losses on physical and financial commodity purchase contracts in "Fuel” or "Energy
purchases” on the Statements of Income. Certain of the economic hedging strategies employed by PPL Energy Supply utilize
a combination of financial purchases and sales contracts which are similarly reported gross as an expense and revenue,
respectively, on the Statements of Income. PPL Energy Supply records realized hourly net sales or purchases of physical
power with PIM in its Siatements of Income as "Unregulated wholesale energy” if in a net sales position and "Energy
purchases” il in a net purchase position.

Sce Notes 1 and 19 in each Registrant’s 2013 Form 10-K for additional information on accounting policies related 1o
derivative instruments.

{PPL)

The following table presents the fair value and location of derivative instruments recorded on the Balance Sheets.

June 30, 2014 December 31, 2013
Derivatives not Derivatives not
Derivutives designated us designated Derivatives designated as designated
hedging instruments as hedging instruments hedging instrements as hedging instruments
Assets Liabilities Asscts Liabilitics Assets Liabilities Assels Liabilities
Current:
Price Risk Management
Assets/Liabilities (a):
[nterest rate swaps (b) $ 4 3 82 $ 4
Cross-currency swaps (b) $ 5 s 4
Foreign currency
contracts 22 95 16 35
Commaodity contracts 3 954 1.133 3 860 750
Total current 27 954 1,232 82 20 860 809
Noncurrent:
Price Risk Management
Asscts/Liabtlivies (a):
Interest rate swaps (b) 3 | 12 38 9 32
Cross-currency swaps (b) 42 28
Forcign currency
contracts 5 2 54 4 3
Commodity contracis 420 347 328 320
Total noncurrent 1 59 422 439 9 32 328 383
Total denvatives $ 1 5 86 S 1,376 § 1671 § 91 % 52 % 1,188 § 1,192

{a) Represents the location on the Balance Sheets.
(b} Excludes accrued interest. if apphicable.

The following tables present the pre-tax effect of derivative instruments recognized in income, OCI or regulatory assets and
regulatory liabilities for the periods ended June 30, 2014,

Three Months Six Months
Guain (Laoss) Gain (Loss)
Recognized Recognized
in Income in Income
on Derivative  Gain(Loss)  on Derivative
Gain {Loss) (InefTective Reclassified (InefTective
Laocation of Reclassified  Portionand  from AQCI Portion and
Derivative Gain Gain (Loss) from AQCI Amount into Amount
(Loss) Recognized in Recognized into Income  Excluded from Income Excluded from
Derivative QCI (Elfective Portion) in Income (Effective Effectivencss (Effective Effectiveness
Relationships Three Months  Six Months on Derivative Portion) Testing) Portion) Testing)
Cash Flow Hedges:
Interest rate swaps s (14) $ (60) Intcrest expense s {4) $ s 2
Cross-curmency swaps 9 (16) Inierest expense | 1
Other income
(expense) - net ) 29)
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Three Months

Six Months

Gain (Loss) Gain (Loss)
Recognized Recognized
in Income in Income
on Derivative  Gain(Loss)  on Derivative
Gain (Loss) {IncMTective Reclassified (InefTective
Location of Reclassified Portion and from AQCI Portion and
Derivative Gain Gain (Loss) from AOCI Amount into Amount
{Loss) Recognized in Recognized into Income  Excluded from Income Excluded from
Derivative OCI (Effective Portion) in Income (Effective Effectiveness (Effective Effectivencss
Relationships Three Months  Six Months an Derivative Portion) Testing) Portion) Testing)
Commodity contracis Unregulated wholesale
energy 5 6
Energy purchases 8 15
Depreciation |
Total 3 (5) 8 (76) $ 10 $ (15) § 2
Net Investment Hedges:
Forcign currency
contracts S (14) % {18)

Derivatives Not Designated as
Hedging Instruments

Location of Gain (Loss) Recognized in

Income on Derivative

Three Months

Six Months

Forctgn curmency contracis Other income (expense) - net M 72y s (96)
interest rate swaps Interest expense (2} {4)
Commadity contracts Unregulated wholesale energy (a) “9n 3,135
Unregulated retail energy 12 (52)
Fuel 8 7
Energy purchases (b) 78 2,443
Totat $ (67) % (838)
Derivatives Not Designated as Location of Guain (Loss) Recognized as
Hedging Instruments Regulutory Liabilities/Assets Three Months Six Months
Interest rate swaps Regulatory assels - noncurment s 2y § (6)

(a)

1o the unusually cold weather expericnced in the first quarter of 2014,

(b}

due o the unusually cold weather experienced in the first quarter of 2014.

The six-month period ended June 30, 2014 includes significant realized and unrealized losscs on physical and financial commedity sales coniracts due

The six-month period ended June 30, 2014 includes significant realized and unrealized gains on physical and financial commodity purchase contracts

The following tables present the pre-1ax effect of derivative instruments recognized in income, OCI, or regulatory assets and

regulatory liabilities for the periods ended June 30, 2013.
Three Months Six Months
Guin (Loss) Gain (Loss)
Recognized Recognized
in Income in Income
on Derivative  Gain(Loss)  on Derivative
Gain (Loss) (InefTective Reclassified (Ineflective
Location of Reclassified Portion and from AOCI Portion and
Derivative Gain Gain (lLoss) from AQCI Amount into Amount
(Loss) Recognized in Recognized into Income  Excluded from Income Excluded from
Derivative OCI (Elfective Portion) in Income (Effective Effectiveness (Effective Effectiveness
Relutionships Three Months  Six Months on Derivative Portion) Testing) Portion) Testing)
Cash Flow Hedges:
Interest ratc swaps S 68 § 77 Interest expense $ (4) 5 9}
Cross-currency swaps 1) 52 Interest expense 1 |
Other income
(expense) - nel | 70
Commoadity contracts Unregulated
wholcsale energy 73 140 § 1
Energy purchascs {14) (30)
Depreciation | 1
Total 5 47 s 129 $ 58 $ 173 $§ 1
Net Investment Hedges:
Forcign currency contracts $ | 8 17
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Derivatives Not Designated us

Location of Gain (Loss) Recognized in

Hedging Instruments Income on Derivative Three Months Six Months
Foreign currency contracts Other income (expense) - net $ 4 s 123
Interest rate swaps Interest expense (2} (4)
Commodity contracts Unregulated wholesale energy 740 34
Unregutated retail energy 22 15
Fuel 3) (2)
Energy purchases {599} (t3)
Total 5 162 $ 153
Derivatives Not Designated as Lecation of Gain (Loss} Recognized ns
Hedging Instruments Regulatory Liabilitics/Assets Three Months Six Months
Interest rate swaps Regulatory assets - noncurrent $ 11 s 15
Derivatives Designated us Location of Gain (Loss) Recognized as
Hedging Instruments Regulatory Liabilities/Asscts Three Months Six Months
Interest rate swaps Regulatory liabilities - noncurment s 48 [ 58
{PPL Energy Supply)
The following table presents the fair value and location of derivative instruments recorded on the Balance Sheets.
June 30, 2014 December 31, 2013

Current;
Price Risk Management
Assets/Liabilities (a):
Commaodity contracts
Total current
Noncurrent:
Price Risk Management
Assels/Liabilites (a):
Commodity contracls
Total noncurrent
Toual derivatives

(a) Represents the location on the Balance Sheets.

Derivatives not designated
as hedging instruments

Derivatives not designated
as hedging instruments

Assets Liabilitics Assels Liabilities
S 954 % 1.133 3 860 3 750
954 1.133 860 750
420 347 328 320
420 347 328 320
5 1374 § 1480 § 1,188 $ 1.070

The following tables present the pre-tax effect of derivative instruments recognized in income or OCI for the periods ended

June 30, 2014.

Three Months

Six Months

Gain (Loss) Gain (Loss)
Recognized Recognized
in Income in Income
on Derivative on Derivative
Guin (Loss) (InefTective Guin (Loss) (InefTective
Location of Reclassified Portion and Reclassified Portion and
Derivative Gain Gains (Losses) from AOCI1 Amount from AQCI Amount
(Loss) Recognized in Recognized into Income  Excluded from  into Income  Excluded from
Derivative QCI (Effective Portion) in Income {EfTective Effectiveness (Effective Effectivencss
Relutionships Three Months  Six Months on Derivative Portion) Testing) Portion) Testing}
Cash Flow Hedges:
Unregulated
Commedity contracts wholesale
cnergy $ 5 $ 6
Energy purchascs 8 15
Depreciation 1
Total $ 13 $ 22
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Derivatives Not Designated as Location of Gain (Loss) Recognized in

Hedging Instruments Income on Derivative Three Months Six Months
Commedity contracts Unrcgulated wholesale energy (a) 3 91) $ (3.135)
Unregulated retail energy 12 (52)
Fuel 8 7
Encrgy purchases (b) 78 2,442
Total 3 7 8 (738)

(2) The six-month period ended June 30. 2014 includes significant realized and unrealized losses on physical and Nnancial commodity sales contracis due
to the unusually cold weather experienced in the first quarter of 2014.

(b) The six-month period ended June 30, 2014 includes significant realized and wnrealized gains on physical and financial commeodity purchase contracts
due 10 the unusually cold weather experienced in the first quarter of 2014,

The following tables present the pre-lax effect of derivative instruments recognized in income or OCI for the periods ended
June 30, 2013.

Three Months Six Months
Gain (Loss) Gain (Loss)
Recognized Recognized
in Income in Income
on Derivative on Derivative
Guin (Loss) {Ineffective Gain (Loss) (InefTective
Location of Reclassified Portion and Reclassified Portion und
Derivative Gain Guoins (Losses) from AQCI Amount from AQCI Amount
(Loss) Recognized in Recognized into Income  Excluded from  into Income  Excluded from
Derivative OCI (Effective Portion) in Income (EfTective Effectivencss (Effective Effectivencss
Relationships Three Months  Six Months on Derivative Portinn) Testing) Portion) Testing)
Cash Flow Hedges:
Unregulated
Commodity contracts wholcsale energy  § 73 $ 140 $ 1
Energy purchases (14) (30)
BPepreciation } |
Total $ 60 3 il 3 |
Derivatives Not Designated ns Location of Gain (Loss) Recognized in
Hedging Instruments Income on Derivative Three Months Six Months
Commaodity contracts Unregulated wholesale energy M 740 3 M
Unregulated retail encrgy 22 15
Fuel (3 {2)
Energy purchases (599) (13)
Total $ 160 $ 34

(LKE)

The following table presents the pre-tax effect of derivative instruments designaied as cash flow hedges that are recognized in
regulatory liabilities for the periods ended June 30, 2013,

Derivative Instruments Location of Gain (Loss) Three Months Six Months

Interest rate swaps Regulatory liabilitics - noncurrent 3 48 3 58

(LG&E)

The foliowing table presents the pre-tax cffect of derivative instruments designated as cash flow hedges that are recognized in
regulatory liabilitics for the periods ended June 30, 2013.

Derivative Instruments Location of Gain (Loss) Three Months Six Months

[nterest rate swaps Regulatory liabilities - noncurrenu $ 24 5 29

(KU}

The following table presents the pre-tax effect of derivative instruments designated as cash flow hedges that are recognized in
regulatory liabilities for the periods ended June 30, 2013.
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Derivative Instruments Location of Gain (Loss) Three Months Six Months

Interest rate swaps Regulatory liabilities - noncurrent § 24§ 29

(LKE and LG&E)

The following table presents the fair value and the tocation on the Balance Sheets of derivatives not designated as hedging
instruments.

June 30, 2014 December 31,2013
Asscls Liabilities Assets Liabilitics
Current:
Price Risk Managemeni
Asscets/Liabilities (a):
Interest rate swaps $ 4 3 4
Total curment 4 4
Noncurrent:
Price Risk Management
Assets/Liabilities {a):
Interest rate swaps 38 32
Total noncurrent a8 32
Total derivatives 8 42 3 36

(a} Represenis the location on the Balance Sheets,

The lollowing 1ables present the pre-tax effect of derivatives not designated as hedging instruments recognized in income or
regulatory assets for the periods ended June 30, 2014,

Location of Gain (Loss) Recognized in
Derivative Instruments Income on Derivatives Three Months Six Months

Interest rate swaps Interest expense 3 (2) § (1)

Location of Gain (Loss) Recognized in
Derivative Instruments Regulatory Asscts Three Months Six Months

Interest rate swaps Regulatory assets - noncurrent 5 (2y § (6)

The lollowing tables present the pre-tax effect of derivatives not designated as hedging instruments recognized in income or
regulatory assets for the periods ended June 30, 2013,

Location of Goin (Loss) Recognized in
Derivative Instruments Income on Derivatives Three Months Six Months

Interest rate swaps Interest expense $ (2) 8 {4)

Locution of Gain (Loss) Recognized in
Derivative Instruments Regulatory Assets Three Months Six Months

Interest rate swaps Regulatory assels - noncurrent $ 11§ 15

{All Registramts except PPL Electric)
Offsetting Derivative Instruments

PPL, PPL Energy Supply, LKE, LG&E and KU or certain of their subsidiaries have master netling arrangements or similar
agreements in place including derivative clearing agreements with fulurcs commission merchants (FCMs) to permit the
trading of cleared derivalive products on one or more futures exchanges. The clearing arrangements permit an FCM 10 use
and apply any property in its possession as a set off 1o pay amounts or discharge obligations owed by a customer upon default
of the customer and typically do not place any restrictions on the FCM's use of collateral posted by the customer. PPL, PPL
Energy Supply, LKE, LG&E and KU and their subsidiaries aiso enter into agreements pursuant to which they trade certain
energy and other products. Under the agreements, upon termination of the agrecment as a result of a default or other
termination cvent, the non-defaulting party typically would have a right to sctoff amounts owed under the agreement against
any other obligations arising between the two parties (whether under the agreement or not), whether matured or contingent
and irrespective of the currency, place of payment or place of booking of the obligation.
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PPL, PPL Energy Supply, LKE, LG&E and KU have elecied not to offset derivative assets and labilities and not (o offset net
derivative positions against the right to reclaim cash collateral pledged (an asset) or the obligation to return cash collateral
received (a liability) under derivatives agreements. The tabice below summarizes the derivative positions presented in the
balance sheets where a right of setoff exists under these arrangements and related cash collateral received or pledged.

Assets Liabilities
Eligible for Offset Eligible for Offset
Cash Cash
Derivative  Collateral Derivative  Collateral
Gross Instruments  Received Net Gross Instruments Pledged Net

June 30, 2014
PPL

Energy Commodilies 3 1374 § 1176 $ iz 3 186 § 1480 3% 1,176 & 148 § 156
Treasury Derivatives 3 3 277 3 55 219
Total $ 1377 $ .179 % 12§ i86 § 1,757 § 1.179 § 203 5 175

PPL Energy Supply
Energy Commodities $ 1,374 % 1,176 § 12 8 186 $ 1480 S 1.176 $ 148 § 156

LKE

Treasury Derivatives 3 42 3 21 3 21

o]

LG&E
Treasury Derivatives $ 42 $ 28 21

December 31, 2013
PPL

Encrgy Commodities 3 118§ § 92 8 73 269 3 1.070 3 912 3 1 5 157
Treasury Derivatives 91 61 30 174 6l 23 90
Total 3 1.279 § 973 § 78 299 § 1244 $ 9713 3 24 § 247

PPL Energy Supply
Energy Commodities $ 1,188 § 212 § 75 269 $ 1.070 § 912 § 1 5 157

LKE
Treasury Denvatives $ 36 $ 20 5 16

LG&E
Treasury Derivatives 5 36 $ 20 8 16

Credit Risk-Related Contingent Features

Certain derivative contracts contain credit risk-related contingent features which, when in a net liability position, would
permit the counterparties to require the transfer of additional collateral upon a decrease in the credit ralings of PPL, PPL
Energy Supply, LKE, LG&E and KU or certain of their subsidiaries. Most of these features would require the transfer of
additional collaterat or permil the counterparty to terminate the contract if the applicable credit rating were to fall below
investment grade. Some of these features also would allow the counterparty Lo require additional collateral upon each
downgradc in the credit rating at levels that remain above investment grade. In either case, if the applicable credit rating
were o fall below investment grade (i.c., below BBB- for S&P or Fitch, or Baa3 for Moody's), and assuming no assignmenl
to an invesiment grade affiliaie were allowed, most of these credit contingent features require either immediate payment of
the net liability as a termination payment or immediate and ongoing fuil collateralization on derivative instruments in net
liability positions.

Additionally, certain derivative contracts contain credit risk-related contingent features that require adequate assurance of
performance be provided if the other party has reasonable concerns regarding the performance of PPL's obligation under the
contracl. A counterparty demanding adequale 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 partics. However, amounts disclosed below represent assumed immediate payment or immediate and ongoing full
collateralization for derivative instruments in net liability positions with "adequate assurance” features.
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{All Registranis except PPL Electric and KU)

At June 30, 2014, derivative contracts in a net liability position that contain credit risk-related contingent fealures, collateral
posted on those positions and the related effect of a decrease in credit ratings below invesimenl grade are summarized as
follows:

PPL
PPL Energy Supply LKE LG&E
Aggregate fair value of derivative instruments in a net fiability
position with credit risk-related contingent features M s 155 3 28 3 28
Aggregate fair value of collateral posted on these derivative instruments 155 134 21 21
Aggregate fair value of additional collateral requirements in the event of
a credit downgrade below investment grade (a) 265 {b) 68 (h) 8 8

{a) Includes the effect of net receivables and payables already recorded on the Balance Shecl
(b} During the sccond quarter of 2014, PPL Energy Supply cxperienced a downgrade in its corporate credit ratings to below investment grade. Amounts
related 1o PPL Energy Supply represent net liability positions subject to further adequate assurance features.

15. Goodwill
(PPL)

The change in the carrying amount of goodwill for the six months ¢nded June 30, 2014 was due 1o the cffect of foreign
currency exchange rates on the U.K. Regulated segment.

16. Asset Retirement Obligations

(All Registranis except PPL Electric)

The changes in the carrying amounts of AROs were as follows.

PPL
IPPL Energy Supply LKE LG&E KU
Balance at December 31, 2013 $ 705 § 404 5§ 252§ 74 8 178
Accretion expense 22 15 6 2 4
Obligations incurred 1 ] |
Changes in cstimated cash flow or sctilement date 4 4 | 3
Effect of foreign currency exchange rates ]
Obligations settled (5) (3) {2) (2)
Balance at June 30, 2014 $ 728 5 416§ 261§ 5 S 186

Substantially all of the ARO balances are classified as noncurrent at June 30, 2014 and December 31, 2013,

(PPL and PPL Energy Supply)

The most significant ARO recorded by PPL Energy Supply relates (o the decommissioning of the Susquehanna nuclear piant,
Assets in the NDT funds are legally restricted for purposes of seutling this ARQ. See Notes 13 and 17 for additional
information on these assels.

(PPL. LKE, LG&E and KU)

LG&E's and KU's accretion and depreciation cxpense are recorded as a regulatory asset, such that there is no net earnings
impact.

17. Available-for-Sale Securities

{PPL and PPL Energy Supply)

Securities held by the NDT funds and auction rate securities are classified as available-for-sale. Available-for-sale securities
are carried on the Balance Sheets at fair value. Unrealized gains and losses on these securities are reported, net of tax, in OCI

or arc recognized currently in carnings when a decline in fair value is determined 1o 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 unrcalized gains and losses recorded in AOCI and the fair value of
available-for-sale securities.

June 30, 2014 December 31, 2013
Gross Gross Gross Gross
Amertized Unrealized Unrealized Amortized Unrcalized Unrealized
Cost Gains Losses Fair Value Cost Guins Losses Fuir Value
NDT funds;
PPL and PPL Energy Supply
Cash and cash equivalents S 16 3 16 8 14 3 14
Equity securities 272 8 393 665 65 § 363 628
Debt securities 28 I 3 | 228 217 78 3 221
Receivables/payables, nel 2 2 1 ]
Total NDT funds 3 508 $ 404 % 1 § 911 § 497 § 370 % 3 3 864
Auction rafc securities:
PPL $ 17 b 1 $ 16 % 20 S 1 3 i9
PPL Encrgy Supply 14 l 13 17 1 16
See Note 13 for details on the securities held by the NDT funds.
There were no securities with credit losses at June 30, 2014 and December 31, 2013,
The following table shows the scheduled maturity dates of debt securities held at June 30, 2014.
Maturity Maturity Maturity Maturity
Less Than 1.5 6-10 in Excess
1 Year Yeurs Years of 10 Yeuars Total
PPL
Amortized cost $ 8 5 89 s 60 3 7 5 235
Fair value 8 91 63 82 244
PPL Encrgy Supply
Amonized cost 3 g8 5 89 3 60 3 i35 8 Co232
Fair value 8 91 63 79 241

The following table shows proceeds from and realized gains and losses on sales of available-for-sale securities for the periods
ended June 30.

Three Months Six Months
2014 2013 2014 2013
PPL and PPL Energy Supply
Proceeds from sales of NDT securities (a) Y B s 35 % 65 3 59
Other proceeds from sales 3
Gross realized gains (b) 5 8 7
Gross realized losses (b) 3 2 4 4
{a) These proceeds are used to pay income: taxes and fees related 1o managing the trust. Remaining proceeds arc reinvested in the trust.
(b) Excludes the impact of other-than-temperary impairment charges recognized on the Statements of Income.
18. Accumulated Other Comprehensive Income (Loss)
(PPL and PPL Energy Supply)
The afier-1ax changes in AOCI by component for the periods ended June 30 were as follows.
Foreign Unrealized guins (losses) Defined benefit plans
currency Available- Equity Prior Actuarial  Trunsition
translation for-sale Qualifying investees' service gain asset
adjustments  securitics derivatives AOCI Costs {loss) (obligation) Total
PPL
March 31, 2014 3 120 $ 177 § 67 S 1 3 (58 (1.790) & 1§  (1.429)
Amounts ansing during the period (3} 14 n (2} 8
Reclassifications from AOCI (n {5) 1 28 23
Net OCI during the period (3) 13 (0) i 26 31
June 30, 2014 $ 117 § 190 3 61 § 13 4) §  (1.764) $ 1§  (1.398)
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December 31, 2013

Amounts arising during the period
Reclassifications from AQC!

Net OCI during the period

June 30, 2014

March 31, 2013

Amounts arising during the period
Reclassifications from AQCI

Net OCl during the period

June 30, 2013

December 31, 2012

Amounts arising during the period
Reclassifications from AQOCI

Net OCI during the period

June 30, 2013

PPL Encrgy Supply
March 31, 2014

Amounts arising during the period
Reclassifications from AQCI

Net OCI during the period

June 30, 2014

December 31, 2013

Amounts arising during the period
Reclassifications from AOCI

Net OC! during the period

June 30, 2014

March 31, 2013

Amounts ansing during the period
Reclassifications from AQCI

Net OCH during the period

June 30,2013

December 31, 2012

Amounts arising during the period
Reclassifications from AQCI

Net OCI during the period

June 30, 2013

Foreign

Unrealized gains (losses)

Defined benefit plans

currency Available- Equity Prior Actuarial  Transition
translation for-sale Qualifying investees' service gain assct
_adjustments securities derivatives AQCI costs (loss) {obligation) Total
3 (3 173 § 94 § 1 5 6) 5 (181D § I % (1,565)
128 19 (47 (2) 98
(2) 14 2 55 69
128 17 (33) 2 53 167
$ 17§ 190 3 6l § 1§ (4) 5  (1.764) § 1§ (1.398)
3 (394) S 134 3 114§ i s (3§ (1989 1§  (2,148)
N 2 24 19
(1) {36} 2 34 (1)
(7) ] (12) 2 34 18
$ (401) § 135 § 102§ 1§ (I1y $§ (1955 § 1§ (2.128)
5 (149) $ 112§ 132 3§ 1§ (14) 3§ (2.021 8 I 3  (1.940)
(252) 25 86 (141)
(2) (116) 3 68 47
(252) 23 (30) 3 68 (188)
$ (400 § 135 § 102§ 1 8§ (1) 8§ (1955) % 1 3 (2128
S 177 & 83 3 3) s (79 $ 78
14 14
() (8) 2 )]
13 (&) 2 7
5 190 3§ 75 b 33 (177 p) 85
S 173§ 88 S 4) 5 (180) $ 7
19 19
(2) (13) 1 3 {11)
17 (13) 1 3 8
5 190 3 75 3 3) § (77 5 85
$ 134§ 181 5 %) 8 (261) $ 45
2 2
(1) (37) i 4 (33)
1 (37) [ 4 @an
S 135§ 144 3 (8) 8 (257) s 14
3 112§ 211 3 (10 3 (265) S 48
25 25
(2) (67) 2 8 (59)
23 (67) 2 8 (34)
5 135 § 144 $ (8) $ {257) s 14

The following table presents the gains (losses) and related income taxes for reclassifications from AQCI for the periods
ended June 30. The defined benefit plan components of AOCI are not reflected in their cntirety in the statement of income
during the periods; rather, they are included in the computation of net periodic defined benefit costs (credits). Sce Note 9 for

additional information.

Three Months

PPL PPL Enerpy Supply AfTected Line Item on the
Details about AQCI 2014 2013 2014 2013 Statements of Income
Available-for-sale securities 3 2 5 1§ 2§ 1 Other Income (Expense) - net
Total Pre-tax 2 1 2 |
Income Taxcs (1) (1)
Tolal Afier-tax 1 i | 1
Qualifying derivatives
Interest rate swaps (4) (4) Interest Expense
Cross-currency swaps 1 Other Income (Expense) - net
1 | Interest Expense
Energy commaodities 5 73 5 73 Unregulated wholesale energy
8 (4) 8 (14} Encrgy purchases
i i Other
Total Pre-tax 10 58 13 60
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Three Months

PPL PPL Energy Supply Affected Line Item on the
Details about AQCI 2014 2013 2014 2013 Statements of Income
Income Taxes (5) (22) (5) (23)
Total Afler-1ax 5 36 3 37
Defined benefit plans
Prior service costs (2) {3) [4)]
Net acwanal loss (36) (46) (3 (€3]
Total Pre-tax {38) 49) (3 (8)
Income Taxcs 9 13 | 3
Total Alter-tax (29) (36) (2) {5)
Total reclassifications during the pertod 3 23) § 1 S 7 5 33
Six Months
PPL PPL Energy Supply Aflfected Line Item on the
Details about AQCI 2014 2013 2014 2013 Statements of Income
Available-for-sale securities 3 4 3 3 8 4 3 3 Other Income (Expense) - net
Total Pre-1ax 4 3 4 3
Income Taxes (2) (1) (2} [{}]
Total After-tax 2 2 2 2
Qualifying derivatives
Interest rate swaps (€3] 9) Inerest Expense
Cross-currency swaps (29 70 Other Income (Expense) - net
| 1 Interest Expense
Energy commodities 6 140 6 140 Unregulated wholesale encrgy
15 (30} 15 (30) Energy purchases
| 1 1 1 Other
Total Pre-1ax 13) 173 22 111
Income Taxes () (57) (%) (44)
Total Afler-tax {14) 116 13 67
Defined benefit plans
Prior scrvice costs (4) (5) ) 3)
Net actuarial loss (72) (93) (5) {13)
Total Pre-tax (76) (98) 7 (16)
Income Taxes 19 27 3 6
Total After-tax {57) 1) 4 (o
Total reclassifications during the period 3 (69) 3 47 3 1§ 59

19, New Accounting Guidance Pending Adoption
(All Registranis)

Reporting of Discontinued Operations

In April 2014, the Financial Accounting Standards Board (FASB) issued accounting guidance that changes the criteria for
determining what should be classificd as a discontinued operation and also changes Lhe related presentation and disclosure
requirements. A discontinued operation may include a component of an entity or a group of components of an entily, or a
business activity.

A disposal of a component of an entity or a group of components of an entity is required to be reported in discontinued
operations if Lthe disposal represents a strategic shift that has (or will have) a major effect on the cntity's operations and
financial results when any of the following occurs: (i) The components of an entity or group of components of an entity
meets the criteria to be classified as heid for sale, (2) The component of an entity or group of components of an entity is
disposed of by sale, or (3) The component of an entity or group of components of an entity is disposed of other than by saie
(for example, by abandonment or in a distribution to owners in a spinoff).

For public business cntities, this guidance should be applied prospectively 1o all disposals (or classifications as held for sale)

of components of an entity that occur within the annual periods beginning on or afier December 15, 2014, and interim periods
within those years. Early adoption is permitted.
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The Registrants are assessing in which period they will adopt this new guidance. The new guidance will impact the amounts
presented as discontinued operations on the Statements of Income and will enhance the related disclosure requirements.

Accounting for Revenue from Contracis with Customers

In May 2014, the FASB issucd accounting guidance that establishes a comprehensive new model for the recognition of
revenue from contracts with customers. This model is based on the core principle that revenue should be recognized 1o
depict the transfer of promised goods or services 10 customers in an amount that reflects the consideration to which the entity
cxpecis to be centitled in exchange for those goods or scrvices.

For public business entitics, this guidance can be applied using either a full retrospective or modified retrospective transition
method, beginning in annual reporting periods beginning after December 15, 2016 and interim periods within those ycars.
Early adoption is not permitied. The Registrants will adopt this guidance effective January 1, 2017.

The Registranis are currently assessing the impact of adopling this guidance, as well as the transition method they will use.
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ltem 2. Combined Management's Discussion and Analysis of Financial Condition and Results of
Operations

{All Registranis)

This "lItem 2. Combined Management's Discussion and Analysis of Financial Condition and Results of Operations” is separately
filed by PPL Corpaoration and each of its Subsidiary Registranis. Information contained herein relating to any individual
Registrant is filed by such Registrant solely on its own behalf, and no Registrant makes any representation as to information
relating to any other Registrant. The specific Registrant to which disclosures are applicable is identifted in parenthetical
headings in italics above the applicable disclosure or within the applicable disclosure for each Registrant's related activities and
disclosures. Within combined disclosures, amounts are disclosed for any Registrant when signilicant.

The following should be read in conjunction with the Registrants’ Condensed Consolidated Financial Statements and the
accompanying Notes and with the Registrants' 2013 Form 10-K. Capitatized terms and abbreviations arc defined in the
glossary. Dollars are in millions, except per share data, unless otherwise noted.

"Management’s Discussion and Analysis of Financial Condition and Results of Operations” includes the following
information:

* "Overview" provides a description of each Registrant's business strategy, a summary of PPL's carnings, a
description of key factors expected 10 impact future earnings and a discussion of important financial and operational
developments.

*  "Results of Operations™ for PPL provides a more detailed analysis of carnings by segment, and for the Subsidiary
Registrants includes a summary of earnings. For al) Registrants, "Margins” provides explanations of non-GAAP
financial measures and "Statement of Income Analysis" addresses significant changes in principal line items on the
Statements of Income, comparing the three and six months ended June 30, 2014 with the same periods in 2013,

¢ "Financial Condition - Liquidity and Capital Resources” provides an analysis of the Registrants’ liquidity positions
and credil profiles. This section also includes a discussion of raling agency actions.

* "Financial Condition - Risk Management” provides an cxplanation of the Registranis’ risk management programs
relating 1o markel and credit risk.

Overview
Intreduction
{PPL)
PPL, headquaricred in Allentown, Pennsylvania, is an energy and wility holding company. Through subsidiaries, PPL
delivers clectricity to customers in the U.K., Pennsylvania, Kentucky, Virginia and Tennessee; delivers natural 2as o

customers in Kentucky; generates electricity from power plants in the northeastern, northwestern and southeastern U.S.; and
markets wholesale or retail energy primarily in the northeastern and northwestern portions of the U.S.

ppli0g_6-14_Final As Filed.docx 94




Q

PPL’s principal subsidiaries are shown below (* denotes an SEC registrant):

PPL Corporation*

PPL Capital Funding

i 1 I 1
PPL Global LKE* PPL Eiectric* PPL Energy Supply®
# Engages in the ® Engagss in the

regulaled distribution requlated

of electricity in the transmission and

UK. distribution of

electricity in
Pennsytvania
: I ‘ 1
: I : 1 : f : 1
LG&E* Ku* . PPL EnergyPlus i PPL Generation
' | # Engages in the » | Engagesin the i |» Pedorms engigy : ® Engages in the
! regulated generation, ! regulated genaralion, ' marketing and trading ' compelitive generation
H transmission, H ransmission, : activities ' of electricity, primarily in
. distribution and sale of . distiibution and sale ol . | ® Purchases fuel N Pennsylvania and
. electricity and N electricity, pamaiily in . : Montana
! distribution and sale of . Kenlucky , ,
. natural gas in Kentucky . . .
U.K. Regulated Kentucky Pennsylvania Supply
Segment Regulated Segment Regulated Segment Segment

PPL’s reportable segments' results primarily represent the results of its reiated Subsidiary Registranis, except that the
reportable segments are also allocated certain corporate level financing and other costs that are not included in the results of
the applicable Subsidiary Registrants. The U.K. Regulated segment does not have a related Subsidiary Registrant.

(PPL and PPL Energy Supply)

In June 2014, PPL and PPL Energy Supply executed deflinitive agreements with affiliales ol Riverstone 1o combine their
competitive power generation businesses inlo a new, stand-alone, publicly traded, independent power producer named Talen
Encrgy. See "Business Stratcgy" and "Financial and Operational Developments - Other Financial and Operational
Developments - Anticipated Spinoff of PPL Energy Supply” below for additional information.

(PPL Energy Supply)

PPL Encrgy Supply, headquartered in Allentown, Pennsylvania is an indirect wholly owned subsidiary of PPL and is an
cnergy company that through its principal subsidiaries is primarily engaged in the competitive generation and marketing of
clectricity in two key markets - the northeastern and northwestern U.S. PPL Energy Supply’s principal subsidiaries are PPL
EnergyPlus, its marketing and trading subsidiary, and PPL Generation, the owner of its generaling facilities in Pennsylvania
and Montana.

{PPL Electric)

PPL, Electric, headquartered in Allentown, Pennsylvania, is a direct wholly owned subsidiary of PPL and a regulaied public
utility that is an clectricity transmission and distribution service provider in castern and central Pennsylvania. PPL Electric is
subject to regulation as a public utility by the PUC, and certain of its transmission aclivities are subject to the jurisdiction of
FERC under the Federal Power Act. PPL Electric delivers electricity in its Pennsylvania service arca and provides electricity
supply 1o retail customers in thal area as a PLR under the Customer Choice Act.

{LKE)

LKE, headquartered in Louisville, Kentucky, is a wholly owned subsidiary of PPL and a holding company that owns
regulated utility operations through its subsidiaries, LG&E and KU, which constitute substantially ali of LKE's assets.
LG&E and KU are engaged in the generation, transmission, distribution and salc of elecricity. LG&E also engages in the
distribution and salc of natural gas. LG&E and KU mainain their scparate corporate identitics and serve customers in
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Kentucky under their respective names. KU also serves customers in Virginia under the Oid Dominion Power name and in
Tennessee under the KU name.

(LG&E)

LG&E, headquartcred in Louisvilic, Kentucky, is a wholly owned subsidiary of LKE and a regulated utility engaged in the
generation, transmission, distribution and sale of clectricity and distribution and sale of natural gas in Kentucky. LG&E is
subject Lo regulation as a public utility by the KPSC, and certain of its transmission activities are subject to the jurisdiction of
the FERC under the Federal Power Act.

(KU)

KU, headquartcred in Lexington, Kentucky, is a wholly owned subsidiary of LKE and a regulated utility engaged in the
generation, transmission, distribution and sale of clectricity in Kentucky, Virginia and Tennessee. KU is subject to regulation
as a public utility by the KPSC, the VSCC and the TRA, and certain of ils transmission and wholesale power activities are
subject to the jurisdiction of the FERC under the Federal Power Act. KU serves its Virginia customers under the Old
Dominion Power name and its Kentucky and Tennessce customers under the KU name.

Business Strategy
(PPL and PPL Energy Supply)

In recognition of the dramatic changes in the wholesale power markets, PPL performed an in-depth analysis of its business
mix to delermine the best available opportunitics 1o maximize the valuc of its compelitive generation business for
sharcowners. As a result, in June 2014, PPL and PPL Encrgy Supply executed definitive agreements with affiliates of
Riverstone to combine their competitive power generation businesses into a new, stand-alone, publicly traded, independent
power producer named Talen Energy. Under the terms of the agreements, at closing, PPL will spin off PPL Encrgy Supply 10
PPL shareowners and simullanecusly combine that business with RIS Power. Upon closing, PPL sharcowners will own 65%
of Talen Energy and affiliates of Riverstone will own 35%. PPL will have no continuing ownership interest in, control of, or
affiliation with Talen Energy and PPL's sharcowners will receive a number of Talen Energy shares at closing based on the
number of PPL shares owned as of the spinoff record datc. The spinoff will have no effect on the number of PPL common
shares owned by PPL shareowners or the number of shares of PPL common stock outstanding. The transaction is intended 1o
be tax-free 1o PPL and its shareowners for U.S. federal income tax purposes and is subject to customary closing conditions,
including reccipt of cerain regulatory approvals by the NRC, the FERC, the DOJ and the PUC. In addition, there must be
available, subject to certain conditions, at least $1 billion of undrawn capacity after excluding any letters of credit or other
credit support measures posted in connection with energy marketing and trading transactions then cutstanding, under a Talen
Encrgy (or its subsidiarics) revolving credit or similar facility. The transaction is expected (o closc in the first or second
quarter of 2015. Talen Energy will own and operate a diverse mix of approximately 14,000 MW (after proposed divestitures
to meet FERC market power tests) of generating capacity in certain U.S. competitive cnergy markets primarily in PJM and
ERCOT.

Following the transaction, PPL will focus solely on its regulated utilities businesses in the U.K., Kentucky and Pennsylvania,
serving more than [0 million customers. PPL intends to maintain a strong balance sheet and (o manage i1s linances
consistent with maintaining invesiment grade credit ratings and providing a compelitive total shareowner return, including an
attractive dividend. In connection with the transaction, and following any required transition services period, PPL is
targeting to reduce its annual corporate support costs by an estimated $185 million. This includes $110 million of corporate
support costs 1o be transferred 1o Talen Energy and $75 million from workforce reduction and other corporate cost savings.

Sce "Financial and Operational Developments - Other Financial and Operational Developments - Anticipated Spinoff of PPL
Energy Supply” and "Part II. Other Information - ltem 1A. Risk Factors" below for additional information.

The strategy for PPL Energy Supply is to optimize the value from its compelitive gencration asset and marketing portfolios
while mitigaling near-term volatility in both cash flows and earnings. PPL Energy Supply endeavors to do this by matching
energy supply with load, or customer demand, under contracis of varying durations with creditworthy counterparties to
capture profits while effectively managing exposure to energy and fuel price volatility, counterparty credit risk and
operational risk. PPL Energy Supply is focused on maintaining profitability and positive cash Now during this current period
of low energy and capacity prices.

(All Registrants except PPL Energy Supply)

The strategy for the regulated businesses of WPD, PPL Electric, LKE, LG&E and KU is 1o provide efficient, reliable and safe
operations and strong cuslomer scrvice, maintain constructive regulatory relationships and achieve timely recovery of costs,
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These regulated busincsses also focus on providing competitively priced cnergy Lo customers and achieving stable, long-lerm
growth in earnings and rate basc, or RAV, as applicable. Both rate base and RAV arc cxpecied to grow for the foresccable
future as a result of significant capital expenditure programs to maintain cxisting assets and 1o improve system reliability and,
for LKE, LG&E and KU, 10 comply with federal and state environmental reguiations related 1o electricity generation
facilities. Future RAV for WPD will also be affected by RIIO-ED]1, effective April 1, 2015, as the recovery period lor assets
placed in service after that date will be extended from 20 to 45 years. In addition, incentive largets have been adjusted in
RIIO-EDI, resulting in lower overall incentive revenues available to be earned. See "Financial and Operational
Developments - Other Financial and Operational Developments - RIIQ-EDI - Fast Tracking” below for additionai
information,

Recovery of capital project costs is attained through various rate-making mechanisms, including periodic base rate case
proccedings, FERC formula rate mechanisms, and other regulatory agency-approved recovery mechanisms. In Kentucky, the
KPSC has adopted a series of regulatory mechanisms (ECR, DSM, GLT, fuel adjustment clause, gas supply clause and
recovery on certain construction work-in-progress) that reduce regulatory lag and provide for timely recovery of and a return
on, as appropriate, prudently incurred costs. In Pennsylvania, the FERC transmission formula raic, DSIC mechanism and
other recovery mechanisms are in place (o reduce regulatory lag and provide for timely recovery of and a return on, as
appropriate, prudently incurred costs. See "liem 1. Business - Segment Information - U.K. Regulated Segment - Revenues
and Regulation™ in PPL's 2013 Form 10-K for changes 1o the regutatory framework in the U.K. applicablc to WPD beginning
in April 2015,

{PPL)

Earnings generated by PPL's U.K. subsidiaries are subject to foreign currency translation risk. The U.K. subsidiaries also
have currency exposure 1o the U.S. dollar 1o the extent they have U.S. dollar denominated debt. To manage these risks, PPL
generally uses contracts such as forwards, options and cross currency swaps that contain characteristics of both interest rate
and foreign currency exchange contracts.

(All Registranis)

To manage financing costs and access 10 credit markets, and to fund capital expenditures, a key objective of the Registrants is
to maintain targeted credit profiles and liquidity positions. In addition, the Registrants have financial and operational risk
managemenl programs that, among other things, are designed to monitor and manage exposure (10 earnings and cash flow
volatility related to, as applicabie, changes in energy and fucl prices, interest rates, counterparty credit quality and the
operating performance of generating units. To manage these risks, PPL gencrally uses contracts such as forwards, options,
swaps and insurance conlracis.

Financial and Operational Developments

Earnings (PPL)

PPL's carnings by reportabic scgments for the periods ended June 30 were as follows.

Three Months Six Months
2014 2013 % Change 2014 2013 % Change

U.K. Regulated S 187 $ 245 (29) § 93 8 558 (30)
Kentucky Regulated 58 49 18 165 134 23
Pennsylvania Regulated 52 45 16 137 109 26
Supply 5 77 94) (70) 31 (326)
Corporate and Other (a) (73) [{13] 564 (80) (14) 471
Net Income Attributable 1o

PPL Sharcowners $ 229 405 43 3 545 3 818 (33)
EPS - basic 3 035 3 0.68 (49) $ 034 $ 1.39 (40}
EPS - diluted (b) 3 034 S 0.63 (46) S 083 3 1.28 (35)

(@) Primarily represents financing and certain other costs incurred at the corporale level that have not been attocated or assigned to the segments, which are
presenied to reconcile segment information to PPL's consolidated results. 2014 includes certain costs related 1o the anticipated spinoff of PPL Encrgy
Supply. Sec the following table of special items for additional information.

{b)  Sec "2011 Equity Units” below and Note 4 to the Financial Statements for tnformation on the Equity Units’ impact on the calculation of diluted EPS.
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The following afler-tax gains (losses), in total, which management considers special items, impacted the results of PPL's
reportable scgments for the periods ended June 30. See PPL's "Results of Opcrations - Scgment Earnings” for details of each
segment's special items.

Three Months Six Months
2014 2013 Change 2014 2013 Change
U.K. Regulated $ am s 19 5 (52) 8§ 91 $ 94 5 {185)
Kentucky Regulated | | 1 2 (i)
Pennsylvania Regulated 4) (4) 4y 4
Supply (36) 74 (110 {185) 43) (142
Corporate and Other (a) (56) (56) (56) (56)
Total PPL 3 (128) § 9 8 (222) % (335) § 33 (3188)

{a)  Includes 346 million of deferred income tax expense to adjust valuation allowances on deferred tax assets for state net operating loss carryforwards and
510 million, after-tax. of transactions cosls related to the anticipated spinoff of PPL Energy Supply. Sec Note 8 to the Financial Statements for
additional information,

The changes in PPL's reportable segments results for the three and six-months ended June 30, 2014 compared with 2013,
excluding the impact of special items, were due to the following factors (on an afler-tax basis):

* Decrease at the U K. Regulated segment for the three-month period was primarily due 10 higher U.S. income taxes due 1o
a 2013 favorable tax ruling and the adverse impact of weather on utility revenues, partially offset by higher utility
revenues from the April 1, 2014 and 2013 price increases and lower pension expensc. Increase for the six-month period
was primarily due 1o higher utility revenues from the April 1, 2014 and 2013 price increases, lower pension expense and
lower UK, income taxes, partially offset by the adverse impact of weather on utility revenues, higher U.S. income taxes
duc 10 a 2013 favorable tax ruling, higher network maintenance and higher depreciation expense.

* Increasc at the Kentucky Regulated segment for the three-month period was primarily due (o returns on additional
environmental capilal invesiments, partiaily offset by higher operation and maintenance expense. Increase for the six-
month period was primarily due to returns on additional capital investments and higher sales volumes due (o unusually
cold weather in the first quarter of 2014, partially offsct by higher operation and maintenance cxpense driven by storm-
related expenscs and timing of’ generation maintenance outages.

* Increases at the Pennsylvania Regulated segment for the three and six-month periods were primarily due 1o higher
transmission margins from returns on additional capital investments and the recovery of additional costs through FERC
formula bascd rates, partially offsct by higher interest expense. Increase for the six-month period also includes higher
distribution margins primarily duc to unusually cold weather in the first quarter of 2014, returns on additional distribution
improvement capital investments and a berefit from a change in estimate of a regulatory liability.

* Increases at the Supply segment for the threc and six-month periods were primarily due to unrealized gains on certain
commodity positions, higher Eastern margins from higher capacity prices, improved availability of baseload powcer plants
and lower interest expense, partially offset by lower bascload energy prices. Earnings for the six-month period were also
favorably impacted by nct benefits from unusually cold weather in the first quarter of 2014, partially offset by lower
western U.S. margins.

See "Resulis of Operations” below for further discussion of PPL's reportable segments and analysis of results of operations.
2014 Qutlook

(PPL)

Excluding special itlems, lower earnings are expected in 2014 compared with 2013, primarily due 1o lower energy margins in
the Supply segment. The factors underlying these projections by segment and Subsidiary Registrant are discussed below (on
an after-tax basis).

{PPL's UK. Regulated Segment)

Excluding special items, higher carnings are projected in 2014 compared with 2013, primarily driven by higher electricity
delivery revenue and lower pension expense, partially offset by higher income taxes, higher depreciation and higher
financing cosis.

(PPL’s Kentucky Regulated Segment and LKE, LG&E and KU)

Excluding special items, lower carnings are projected in 2014 compared wilh 2013, primarily driven by higher operation and
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maintenance expense, higher depreciation and higher financing costs, partially offset by returns on additional environmental
capital investments and increased sales volumes.

(PPL’s Pennsylvania Regulated Segment and PPL Electric)

Excluding special items, higher carnings are projected in 2014 compared with 2013, primarily driven by higher transmission
margins, returns on distribution improvement capital investments and a benefit from a change in estimate of a regulatory
Hability, partially offset by higher financing costs and higher income taxes.

(PPL's Supply Segment and PPL Energy Supply)

Excluding special items, lower earnings are projected in 2014 compared with 2013, primarily driven by lower energy and
capacity prices, partially offset by the net benefits due to unusually cold weather in the first quarter of 2014, lower financing
costs and lower income taxes.

{All Registrants)

Earnings in future periods are subject (o various risks and uncertainties. Sce "Forward-Looking Information,” the rest of this
ltem 2, Notes 6 and 10 10 the Financial Statements in this Form 10-Q (as applicable) and "ltem 1. Business” and "ltem 1A.
Risk Factors™ in the Registrants’ 2013 Form 10-K for a discussion of the risks, uncertainties and factors that may impact

future carnings.

Other Financial and Operational Developments

Economic and Market Conditions
(All Registranis except PPL Electric)

The busincsses of PPL Energy Supply, LKE, LG&E and KU are subject to extensive federal, state and local environmental
laws, rules and reguiations, including those pertaining to coal combustion residuals, GHG, effluent limitation guidelines and
MATS. Sce "Financial Condition - Environmental Matters” below for additional information on these requirements, These
and other stringent environmental requirements, combined with low energy margins for compelitive generation, have led
several cnergy companes, including PPL, PPL Encrgy Supply, LKE, LG&E und KU, 10 announce plans 1o either temporarily
or permanently close, or place in long-term rescrve status, and/or impair certain of their coal-fired gencrating plants,

(PPL and PPL Energy Supply)

In the fourth quarier of 2013, management tested the Brunner Island and Montour plants for impairment and concluded
acither was impaired as of December 31, 2013. There were no events or changes in circumstances that indicated a
recoverability test was required to be performed in 2014, The carrying value of the Pennsylvania coal-fired generation assets
was $2.5 billion as of June 30, 2014 (51.3 biltion for Brunner Island and $1.2 billion for Monlour).

As aresull of current cconomic and market conditions, the announced transaction with affiliates of Riverstone to form Talen
Energy, PPL Energy Supply's current sub-investment grade credit rating and Talen Energy’s expected sub-investment grade
credit rating, PPL Encrgy Supply is reviewing its business and operational plans. This review includes capital and operation
and maintenance expenditures, its hedging strategies and potential plant modilications to burn fower cost fucls, See "Margins
- Changes in Non-GAAP Financial Measures - Unregulated Gross Energy Margins” below lor additional information on
energy margins. Full-year 2014 cnergy marging are projected 10 be tower compared 10 2013 duc o a higher average hedge
price in 2013, partially offset by higher pricing on unhedged gencration.

(All Registrants)

The Registranis cannot predict the impact that fulure economic and markel conditions and regulatory requirements may have
on their financial condition or results of operations.
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Anticipated Spinoff of PPL Energy Supply
(PPL, PPL Energy Supply and PPL Electric)

Following the announcement of the transaciion to form Talen Energy as discussed in "Business Strategy" above, efforts have
been imitiated to identify the appropriate staffing for Talen Energy and for PPL and its subsidiaries following completion of
the spinoff. Organizational plans are cxpected to be completed by the cnd of 2014. As a result, charges for employce
separation and rclated costs are anticipated 10 be recorded in future periods. The separation costs Lo be incurred include cash
severance compensation, lump sum COBRA reimbursement payments, accelerated stock-based compensation vesting, pro-
rated performance-based cash incentive and stock-based compensation awards and oulplacement services. At present, there
is considerable uncertainty as to the range of cosis that will be incurred and when those costs will be recognized, as the
amount of cach category of costs will depend on the number of employees leaving the company, current position and
compensation level, ycars of service and expected separation date. Additionally, certain of these costs are expected to be
reimburscd 1o PPL by Talen Energy upon closing of the transaction. As a result, a range of the scparation costs associated
with the spinoff transaction and the timing of when those costs will be recognized cannot be reasonably estimated at this time
but could be material.

(PPL)

As a result of the spinofl announcement, PPL recorded $46 million of deferred income 1ax cxpense during the three and six
months ended June 30, 2014 10 adjust valuation allowances on deferred tax assets primarily for state net operating loss
carryforwards that were previously supported by the future earnings of PPL Encrgy Supply.

In addition, PPL recorded $16 million of third-party costs during the three and six months ended June 30, 2014 related to this
transaction in "Other Income (Expense) - net” on the Statement of Income, primarily for invesiment bank advisory, legal,
consulting and accounting fees. PPL cannot currently estimate a range of total third-party costs that will ultimately be
incurred; however, additional costs of at least $26 million will be recognized upon closing of the transaction.

The assets and liabilities of PPL Energy Supply will continue to be classified as "held and used” on PPL's Balance Sheet until
the closing of the transaction. The spinoff announcement was evaluated and determined not to be an event or a change in
circumstance that required a recoverability test or a goodwill impairment assessment. However, an impairment loss could be
recognized by PPL at the spinoff date if the aggregate carrying amount of PPL Energy Supply's assels and liabilities exceeds
its aggregate fair value at that date. PPL cannot currently predict whether an impairment loss will be recorded at the spinoff
date.

(PPL Energy Supply)

PPL Energy Supply will treat the combination with RJS Power as an acquisition, as PPL Energy Supply will be considered
the accounting acquirer in accordance with business combination accounting guidance.

Montana Hydro Sale Agreement (PPL and PPL Energy Supply)

In September 2013, PPL Monltana executed a definitive agreement to sell to NorthWestern 633 MW of hydroelectric
generating facilities located in Montana for $900 million in cash, subject 1o certain adjusiments. In April 2014, the DOJ and
Federal Trade Commission granted early termination of PPL Montana's and NorthWestern's notifications under the Hart-
Scoti-Rodino Antitrust Improvements Act of 1976. The sale remains subject 1o closing condilions, including receipt of
reguatory approvals by the FERC and thc MPSC and certain third-parly consents. The sale is not expected to close before
the fourth quarter of 2014,

(PPL)
Ofgern Review of Line Loss Calculation

In March 2014, Ofgem issued its final decision on the methodology to be used by all network operators Lo calculate the final
line loss incentives and penalties for the DPCR4, which ended in March 2010. As a result, in the first quarter of 2014 WPD
recorded an increase of $65 million to its existing liability with a reduction to "Ulility" revenues on the Statement of Income.
In June 2014, WPD applied for judicial review of certain of Ofgem'’s decisions rclated to closing oul the DPCR4 ling loss
mechanism. The primary relief sought is for Ofgem to reconsider the overall proportionality of penaliies imposed on WPD.
The entire process could last through the second guarter of 2015. WPD's total recorded liability at June 30, 2014 was $106
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million, all of which will be refunded Lo customers beginning April |, 2015 through March 31, 2019. See Note 6 to the
Financial Statements for additional information.

RIIO-ED1 - Fast Tracking

In February 2014, WPD clected to accept the decision of Ofgem to set the real cost of equity to be used during the RIIO-ED|
period at 6.4% compared 10 6.7% proposed by WPD, and remain in the fast-track process. The change in the cost of equity is
not expected 1o have a significant impact on the results of operations for PPL. Also, in February 2014, Ofgem published
formal confirmation that WPD's Business Plans submitted by its four DNOs have been accepted as submitted, or "fast-
tracked,” for the eight-year price control period starling April 1, 2015, Fast tracking affords several benefits o the WPD
DNOs including the ability 1o collect additional revenue equivalent to 2.5% of lotal annual expenditure duri ng the cight-year
price control period, or approximately $35 million annually, greater revenue ceriainty and a higher level of cost savings
retention. The deadline 1o challenge the fast tracking occurred in June 2014 and no third parties have filed objections. Sce
“ltem 1. Business - Segment Information - U.K. Regulated Scgment” of PPL's 2013 Form 10-K for additional information on
RIIO-EDI.

Distribution Revenue Reduction

As discussed in PPL's 2013 Form 10-K, in December 2013, WPD and other U.K. DNQs announced agreements with the
U.K. Department of Energy and Climate Change and Ofgem to a reduction of £5 per residential customer of electricity
distribution revenues that otherwise would have been collected in the regulatory year beginning April t, 2014, Full recovery
of the revenue reduction, together with the associated carrying cost, was expected 10 oceur during the regulatory year
beginning April 1, 2015 for threc of the WPD DNOs, and over the cight year RIIO-EDI regulatory period for the fourth
DNO. However, in July 2014, Ofgem decided that full recovery will occur for all WPD DNOs in the regulalory year
beginning April 1, 2016, PPL projects that, as a result of this change and changes in foreign exchange rate assumptions,
2014 and 2015 earnings for its U.K. Regulated scgment will now be adversely affected by $31 million and $16 million,
respectively, and carnings for 2016 will be positively affected by $33 million with the remainder to be recovered in later
periods.

2011 Equity Units

In March 2014, PPL Capital Funding remarketed $978 million of 4.32% Junior Subordinated Notes due 2019 that were
originally issued in April 2011 as a component of PPL's 2011 Equity Units. In connection with the remarketing, PPL Capital
Funding retired $228 million of the 4.32% Junior Subordinated Notes due 2019 and issued $350 million of 2.189% Junior
Subordinaled Notes due 2017 and $400 million 3.184% of Junior Subordinated Notes due 2019. Simultancously the newly
issued Junior Subordinated Notes were exchanged for $350 miliion of 3.95% Senior Notes duc 2024 and $400 million of
5.00% Senior Notes due 2044. In May 2014, PPL. issued 31.7 million shares of common stock at $30.86 per share to settle
the 2011 Purchase Contracts. PPL received net cash proceeds of $978 million, which were used to repay shaort-term debt and
for gencral corporate purposes.

Kerr Dam Project Arbitration Decision and Impairment (PPL Energy Supply)

PPL Montana holds a joint operaling license issued for the Kerr Dam Project. The license extends until 2035 and, between
2015 and 2025, the Confederated Salish and Kootenai Tribes of the Flathead Nation (the Tribes) have the option to purchase,
hold and operate the Kerr Dam Project. The parties submitted the issue of the appropriate amount of the conveyance price to
arbitration in February 2013. In March 2014, the arbitration panel issued its inal decision holding that the conveyance price
payable by the Tribes 1o PPL Montana is $18 million. As a result of the decision, in the firsi quartcr of 2014 PPL Encrgy
Supply performed a recoverability test on the Kerr Dam Project and recorded an impairment charge of $18 million ($10
million afler-tax) to reduce the carrying amount to its fair value, at that time, of $29 miilion. Sec Note 13 o the Financial
Statements for additional information.

Susquehanna Turbine Blade Inspection (PPL and PPL Energy Supply)

PPL Susquchanna continues to make modifications 10 address the causes of wrbine blade cracking at the PPL Susquehanna
nuclear plant that was first identificd in 201 1. In March 2014, Unit 2 completed its planned turbine inspection outage to
replace blades. Unit | completed its planned refucling and turbine inspection outage in June 2014, Similar blade
replacements were completed and modifications will also be implemented 1o reduce the likelihood of blade cracking,
including the installation of shorter last stage blades on one of the low pressurc turbines, In June 2014, Unit 2 was shut down
for blade inspection and replacement, as well as additional maintenance. Unit 2 returned to service in carly July and the
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financial impact of the Unit 2 outage was not material. PPL Susquehanna will continue to monitor blade performance and
work with the turbine manufacturer to identify and resolve the issues causing the blade cracking.

Regional Transmission Expansion Plan (PPL and PPL Electric)

On July 31, 2014, PPL Eleciric announced that it had submitied a proposal to PIM 1o build a new regional transmission line
pursuant (o the competitive solicitation process authorized by FERC Order 1000. The proposed line would run from western
Pennsylvania into New York and New Jersey and also south inlo Maryland, covering approximately 725 miles. The line
would help ensure adequate supplics of electricity 1o replace existing coal-fired power plants that are expected to retire. As
proposcd, the project would begin in 2017 and the line would be in operation between 2023 and 2025. The project is
estimated to cost $4 billion 10 $6 billion.

Storm Damage Expense Rider (SDER) (PPL Electric}

In its December 28, 2012 final rate case order, the PUC directed PPL Electric to file a proposed SDER. In March 2013, PPL
Electric filed its proposed SDER with the PUC and, as part of that filing, requested recovery of the 2012 qualifying storm
costs related to Hurricane Sandy. On April 3, 2014, the PUC issued a final order approving the SDER. The SDER will be
effective January 1, 2015 and will initially include actual storm costs compared to collections from December 2013 through
November 2014. As a result of the order, PPL Electric reduced its regulatory liability by $12 million related to collections in
cxcess of costs incurred from January 1, 2013 10 November 30, 2013 that are not required to be refunded (o customers. Also,
as part ol the order, PPL Electric can recover Hurricane Sandy storm damage costs through the SDER over a three-year
period beginning January 2015. On June 20, 2014, the Office of Consumer Advocate filed a petition for review of the April
2014 order with the Commonwealth Court of Pennsylvania. The case remains pending. See "Pennsylvania Activities - Storm
Damage Expense Rider" in Note 6 1o the Financial Statements for additional information.

FERC Wholesale Formula Rates (LKE and KU)

in September 2013, KU filed an application with the FERC to adjust the formula rate under which KU provides wholesale
requirements power sales to 12 municipal customers. Among other changes, the application requests an amended formula
whereby KU would charge cost-based rates with a subsequent true-up (o actual costs, replacing the current formula which
docs not include a truc-up. KU's application propesed an authorized return on equity of 10.7%. Certain clements, including
the new formula rate, became effective April 23, 2014 subject to refund. In April 2014, nine municipalities submitted notices
of termination, under the original notice period provisions, to cease taking power under the wholesale requirements contracts,
such terminations to be effective in 2019, except in the case of one municipality with a 2017 cffective date. In July 2014, KU
agreed on settlement terms with the two municipal customers that did not provide termination notices and filed the seitlement
proposal with the FERC for its approvai. If approved, the settlement agreement will resolve the rate case with respect o
these two municipalities, including an authorized return on equity of 10% or the return on equity awarded 10 other parties in
this case, whichever is lower. Also in July 2014, KU made a contraciually required filing with the FERC that addressed
certain rate recovery matiers affecting the nine terminating municipalities during the remaining term of their contracts. KU
cannol currently predict the outcome of its FERC applications regarding its wholesale power agrcecments with the
municipalilies.

Results of Operations

(PPL)

The discussion for PPL provides a review of results by reportable scgmenl. The "Margins” discussion provides explanations
of non-GAAP financial measures (Kentucky Gross Margins, Pennsylvania Gross Delivery Margins and Unregulated Gross
Energy Margins) and a reconciliation of non-GAAP financial measures (o "Operating Encome." The "Statement of Income
Analysis” discussion addresses significant changes in principal line items on PPL's Statements of Income, comparing the
three and six months ended June 30, 2014 with the same periods in 2013. "Segment Earnings, Margins and Statement of
Income Analysis™ is presenicd separately for PPL.

Tables analyzing changes in amounts between periods within "Segment Earnings” and "Statement of Income Analysis” are
presented on a constant U.K. foreign currency exchange ralc basis, where applicable, in order 1o isolate the impact of the
change in the exchange rate on the item being explained. Results computed on a constant U.K. foreign currency exchange
rate basis are calculated by translating current year results at the prior year weighted-average U.K. forcign currency exchange
rale,
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(Subsidiary Registrants)

The discussion for each of PPL Energy Supply, PPL Electric, LKE, LG&E and KU provides a summary of earnings. The
"Margins” discussion includes a reconciliation of non-GAAP financial measures (o "Operating Income” and "Statement of
Income Analysis” addresses significant changes in principal line items on the Statements of [ncome comparing the three and
six months ended June 30, 2014 with the same periods in 2013. "Earnings, Margins and Statement of Income Analysis” are
presented scparately for PPL Encrgy Supply, PPL. Electric, LKE, LG&E and KU,

{All Registrants)

The results for interim periods can be disproportionately influenced by numerous factors and developments and by seasonal

variations. As such, the results of operations for interim periods do not necessarily indicate results or trends for the year or
future periods.

PPL: Segment Earnings, Margins and Statement of Income Analysis

Segment Earnings

U.K. Regulated Segment

The U.K. Regulated segment consists of PPL Global, which primarily includes WPD's regulaied electricity distribution
operations and certain costs, such as U.S. income laxes, administrative costs and allocated financing costs. The U.K.
Regulated segment represents 72% of Net Income Autributable to PPL Sharcowners for the six months ended June 30, 2014
and 34% of PPL's assets at June 30, 20i4.

Net Income Autributable 10 PPL Shareowners for the periods ended June 30 includes the following results:

Three Months Six Months
2014 2013 % Change 2014 2013 % Chunge

Lhility revenues b 659 S 559 18 5 1,296 § 1.197 8
Energy-related businesses 13 13 24 23 4

Total operating revenues 672 572 17 1.320 1.220 8
Other operation and maintenance 17 112 4 225 229 (2)
Depreciation 87 72 21 170 146 16
Taxes. other than income 40 36 1 78 73 7
Energy-related businesses 8 7 4 15 14 7

Toral eperating expenses 252 227 I 488 462 6
Other Income {Expensce) - net {72) 4 {1.900) {96) 124 (77
Interest Expense 115 104 11 237 211 12
Income Taxes 46 n/a 106 113 (6)
Net Income Atribuiable to PPL Shareowners s 187 § 245 24y S 93 5 558 (30)

The changes in the results of the U.K. Regulated segment between these periods were duc 1o the factors sct forth below,

which reflect certain items that management considers special and effects of loreign currency exchange on separate lines
within the table and not in their respective Stalement of Income line items. Sce below for additional detail of the special
items.

Three Months Six Months

U.K.
Utility revenues 3 4 3 54
Orther operation and maintenance 6 13
Depreciation (7 (13)
Interest expense (5) 9)
Other (3
Income 1axes 3
us.
Interesi expense and other 1 ()]
Income laxes (18) zn
Foreign currency exchange, after-tax 3 5
Special items, alter-tax (52) (i85}
Tolal 3 (58 $ (165)
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¢ Higher utility revenues for the threc-month period primarily due to a $52 million impact from the April 1, 2014 and 2013
price increases, partially offset by $33 million of lower volume due primarily to weather.

Higher utility revenues for the six-month period primarily due to a $120 million impact from the April 1, 2014 and 2013

price increases, partiatly offset by $56 million of lower volume duc primarily 1o weather and $7 million from adverse
cuslomer mix,

¢ Lower other operation and maintenance for the six-month period primarily due to $17 million of lower pension expense
and $9 million of lower engineering management expense, partially offsct by $16 million of higher network maintenance
cxpense.

*  Higher depreciation expense for the three and six-month periods primarily due to PP&E additions.

* Higher interest expense for the three and six-month periods primarily due to the October 2013 deb issuance.

u.s.

*  Higher income taxes for the three and six-month periods primarily duc to a $19 million 2013 adjustment related to a
ruling obtained from the 1RS impacting the recalcuiation of 2010 U.K. earnings and profits.

The following after-tax gains (losses), which management considers special items, also impacted the U.K. Regulated
scgment’s resulis during the periods ended June 30.

Income Siatement Threc Months Six Months
Ling litm 2014 2013 2014 2013
Other Income
Foreign currency-related economic hedges, net of tax of $18, $3. $21. ($39) (a) (Expense)-net $ (3 s 5) 8 (39 s 7

WPD Midlands acquisition-related adjustments:
Other Operation

Secparation benefits, net of tax of $0. $0. $0, $1 and Maintenance (1) -
Other Operation
Other acquisition-related adjustments, net of tax of $0. 0, $0, $0 and Maintenance (2)
Other:
Windfall Profits Tax litigation (b} Income Taxes 43 43
Change in WPD line loss accrual. net of tax of $0, $5. $13. 85 () _Uiility Revenues (19 {(52) {19}
Total 3 (33) § 19 3 @D s 94

{a)  Represents unrealized gains (losses) on contracts that cconomically hedge anticipated eamings denominated in GBP.

{(b) In May 2013, the U.S. Supreme Court reversed the December 2011 ruling, by the U.S, Coun of Appeals for the Third Cireuit, conceming the
creditability for income tax purposes of the U.K, Windfall Profits Tax. As a result of the U.S. Supreme Court ruling, PPL recorded an income tax
benelin during the three and six months ended fune 30, 2013. See Note 5 to the Financial Statements for additional information.

(c)  WPD Midlands recorded an adjustment 1o its line loss accrual in June 2013 based on information provided by Ofgem regarding the calculation of line
loss incentive/penalty for all network operators related 1o DPCRA4, a price control period that ended prior to PPL's acquisition of WPD Midlands. In
March 2014, Ofgem issucd its final decision on the DPCRA line loss incentives and penaltivs mechanism. As a result, WPD increased its existing
liability by $65 million for over-recovery of line losses. Sce Note 6 10 the Financial Statements for additional information.

Kentucky Requlated Segment

The Kentucky Regulated segment consists primarily of LKE's regulated electricity generation, transmission and distribution
operations of LG&E and KU, as well as LG&E'’s regulated distribution and sale of natural gas in Kentucky. In addition,
certain financing costs are allocated to the Kentucky Regulated segment. The Kentucky Regulated segment represents 30%
of Net [ncome Attributable to PPL Shareowners for the six months ended Junc 30, 2014 and 25% of PPL's asscis at June 30,
2014.

Net Income Attributable to PPL Sharcowners for the periods ended June 30 includes the following results:
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Three Months Six Months

2014 2013 %e Change 2014 2013 %o Chunge

Utility revenues $ 722 % 682 5 5§ 1,656 § 1,482 12
Fuel 231 216 7 508 447 14
Energy purchases 36 37 (3) 160 123 30
Other operation and maintenance 206 197 5 412 394 5
Depreciation 87 83 5 173 165 5
Taxes. other than income 13 12 8 26 24 8
Total operating expenses 573 545 5 1,279 1,153 il
Other Income (Expense) - net (2) nfa (4) 2) 100
Interest Expense 53 61 (13) 108 16 (N
Income Taxes 35 28 29 100 78 28
Income (Loss) from Discontinued Operations | (100) I (100)
Net Income Atiribulable 1o PPL Shareowners $ 58 % 49 18 38 165 3§ 134 23

The changes in the resuls of the Kentucky Regulated segment between these periods were duc 1o the factors set forth below,
which reflect amounts classified as Kentucky Gross Margins and certain items that management considers special on separate
lincs within the table and not in their respective Statement of Income line items. Sce below for additional detail of these
spectal items.

Three Months Six Months

Kentucky Gross Margins 3 4 3 74
Other operation and maintenance ) (18)
Depreciation ) (N
Interest expense 8 8
Other (4) 3)
Income taxes (8) (22)
Special items, alter-tax (1)
Total 5 9 5 3l

* Sec "Margins - Changes in Non-GAAP Financial Measures” for an explanation of Kentucky Gross Margins.

*  Higher other operation and maintenance for the three month period primarily duc to $3 million of higher costs due 10 the
timing and scope of scheduled generation maintenance outages and higher storm expenses of $3 million.

*  Higher other operation and maintenance for the six month period primarily due to $6 million of higher costs due 10 the
liming and scope of scheduled generation maintenance outages and higher storm expenses of $9 million.

*  Higher depreciation expense for the threc and six month periods primarily due (o PP&E additions, net.
¢ Lower interest expense for the three and six month periods primarily due (o the remarketing of the PPL Capital Funding

Junior Subordinated Notes component of the 2010 Equity Units and simultaneous exchange into Senior Notes in the

second quarter of 2013 partially offset by increased expense due 1o the issuance of $500 million First Mortgage Bonds in
November 2013.

* Higher income taxes for the three and six month periods primarily due to higher pre-tax income.

The loliowing after-tax gains (losses), which management considers special items, also impacted the Kentucky Regulated
scgment's results during ihe periods ended June 30.

Income Statement Three Months Six Months
Line ltiem 2014 2013 2014 2013
EEI adjustments, net of ax of $0, $0, 30, S0 (a) Other Income (Expense)-net L 1 s 1§ i
LKE disconlinued opcrations Discontinued Operations 3 [ 1
Total 3 1 3 1 3 1§ 2

(a)  Impact recorded at KU,
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Pennsylvania Requlated Segment

The Pennsylvania Regulated scgment includes the regulated clectricity transmission and distribution operations of PPL
Electric. In addition, certain financing costs arc allocated to the Pennsylvania Regulated segment. The Pennsylvania
Regulated segment represents 25% of Net Income Attributable to PPL Sharcowners for the six months ended June 30, 2014
and 5% of PPL's asscts al June 30, 2014.

Net Income Auributable to PPL Shareowners for the periods ended June 30 includes the following resulis:

Three Months Six Months
2014 2013 % Chunge 2014 2013 % Chunge

Utility revenues S 49 3 414 8 3 1041 S 927 12
Encrgy purchases

External 114 120 (5) 303 292 4

Intersegment 2] 12 75 48 26 85
Other operation and naintenance 135 124 9 269 257 §
Depreciation 45 44 2 90 87 3
Taxes, other than income 23 22 5 55 52 6

Toual operaling expenses 338 322 5 765 714 7
Other income (Expense) - net 1 2 (50} 3 3
Inierest Expense 29 25 16 58 50 16
Income Taxes 31 24 29 84 57 47
Net Income Attributable to PPL Sharcowners $ 32 8§ 45 16 $ 137 § 109 26
The changes in the components of the Pennsylvania Regulated segment's results between these periods were due to the
factors set forth below, which reflect amounts classified as Pennsylvania Gross Delivery Margins and a certain item that
management considers special on separate lines and not in their respective Statement of Income line items. See below for
additional delail of the special item.

Three Months Six Months

Pennsylvania Gross Delivery Margins 3 2 S 3
Depreciation 2) (4)
Interest expense ) (8)
Gther a)
Income taxes (o (29
Special item. alter-tax “ 4)
Total 3 7 3 28

* Sec "Margins - Changes in Non-GAAP Financial Measures” for an explanation of Pennsylvania Gross Delivery Margins.

* Higher interest expense for the three and six-month periods primarily due 1o the issuance of first mortgage bonds in July
2013.

* Higher income taxes for the three and six-month periods primarily due to higher pre-tax income.

The following after-tax gains (losses), which management considers a special item, also impacted the Pennsylvania
Regulated segment’s results during the periods ended June 30.

Income Statement  Three Months Six Months
Ling liem 2014 2013 2014 2013
OGther Operation
Separation benefits, net of tax of $2. $0. $2. 50 (2) and Maintenance  $ 4) $ @)

{a}  In June 2014, PPL Elccrric's largest IBEW local ratified a new three-year labor agreement. In connection with the new agreement, estimated
bargaining unit one-time voluntary retirement benefits were recorded. See Note 10 to the Financial Statements for additional information.

Supply Segment

The Supply segment primarily consists of PPL Energy Supply's wholesale, retail, marketing and trading activitics, as well as
its compelitive generation operations. In addition, certain financing and other costs arc allocated (o the Supply segment. The
Supply scgment represents negative 13% of Net Income Auributable 1o PPL Shareowners for the six months ended June a0,
2014 and 25% of PPL's assets at June 30, 2014, !
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In June 2014, PPL and PPL Energy Supply. which primarily represents PPL's Supply segment, executed definitive
agreements with affiliates of Riverstone 1o combine their competitive power gencration busincsscs into a new, stand-alone,
publicly traded, independent power producer named Talen Encrgy. Upon complction of this transaction, PPL will no longer
have a Supply segment. See Nole 8 10 the Financial Statements for additional information.

Q Net Income Auributable to PPL Shareowners for the periods cnded June 30 inciudes the following results:

Three Months Six Months
2014 2013 % Change 2014 2013 %o Change

Encrgy revenues

External (a) {(b) $ 872 % 1.658 47 3 206y $ 2,039 (110)

Intersegment 21 12 75 438 26 85
Encrgy-related businesses 155 122 27 280 235 19

Teual operating revenucs 1.048 1.792 {42) 122 2.300 95)
Fuel (a) 259 224 16 741 522 42
Energy purchascs (a) (c) 203 898 an (1.601) 699 (329)
Other operation and mzintenance 296 270 10 554 505 10
Depreciation 82 79 4 162 157 3
Taxes, other than income 16 16 37 3 12
Energy-related businesses 155 118 N 279 228 22

Total operating expenses 1.011 1.605 37 172 2,144 (92)
Other Income (Expense) - net 8 12 (33) 14 16 (13)
Interest Expense 50 60 [43] o3 120 (18)
Income Taxcs (10) 62 (116) (64} 21 (405)
Net Income Aitributable 10 PPL Sharcowners 5 5 0§ 77 94) S {70) $ 31 (326)

(a)  Includes the impact from energy-related economic activity. See "Commodity Price Risk {Non-rading) - Economic Activity” in Note 14 to the
Financial Staicments for additional information.

(b)  The six-month period ended June 30, 2014 includes significant realized and unrealized losses on physical and financial commodity sales contracis due
to the unusually cold weather experienced in the first quarter of 2014,

{e) The six-month period ended June 30, 2014 includes significant realized and unrealized gains on physical and financial commodity purchase coniracls
due to the unusually cold weather experienced in the first quarter of 2014,

The changes in the results of the Supply segment between these periods were due to the factors set forth below, which reflect
amounts classificd as Unregulated Gross Energy Margins and certain items that management considers special on separaie

Q lincs within the table and not in their respective Statement of income line items. Sec below for additional detail of these
special items.

Three Months Six Months

Unregulated Gross Energy Margins 3 41 8 54
Other operation and maintenance [&)]
Depreciation (&)} (5)
Interest expense I 23
Other (8) (8)
Income 1axes %) (20}
Special items, after-tax (110} (142)
Total § 7 s (101)

¢ Scc "Margins - Changes in Non-GAAP Financial Measures™ for an explanation of Unregulated Gross Energy Margins.

¢ Lower interest expensc for the three and six-month periods primarily due 1o the repayment of debt in July and December
2013,

* Higher income taxes for the three and six-month periods primarily due 1o higher pre-lax income.

The following after-tax gains (losscs), which management considers special items, also impacted the Supply segment's results
during the periods ended June 30.

@
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Income Statement Three Months Six Months

Line ltem 2014 2013 2014 2013
Adjusted cncrgy-related cconomie activity - net. net of 1ax of $16, (351), 5111,5828 (a) 5 2»H s 7% S (162) § (41
Other Operation
Kerr Dam Project impairment, net of tax of $0, $0. $7, $0 (b) and Maintenance {10)
Other:
Change in tax accounting method related 10 repairs Income Taxes (&) (3)
Other Operation
Counterparty bankruptey. net of wx of $0, ($1). $0. ($1) and Mainlenance 1 1
Other Operation
Separation benefits, net of tax of $9, $0, $9. $0 (c) and Mainienance {13) (13)
Total $ (36) 3 74 S (185) 3 (43)
(2) Represents unrealized gains (losses), afier-tax. on economic activity, Sce "Commodity Price Risk (Non-trading} - Economic Activity” in Note 14 to

the Financial Statements for additional information. Amounts have been adjusted for option premiums of $2 million, $0. $4 million and $1 million,

(b} Sce Note 13 1o the Financial Statements for additional information,

(¢} InJunc 2014, PPL Energy Supply's largest IBEW local ratified a ncw three-year labor agreement. In connection with the new agreement, estimated
bargaining unil onc-fime veluniary retirement benefits were recorded. See Note 10 10 the Financial Stalements for additional information.

Margins

Non-GAAP Financial Measures

Management utilizes the following non-GAAP financial measures as indicators of performance for its businesses.

“Kentucky Gross Margins” is a single financial performance measure of the Kentucky Regulated segment's, LKE's,
LG&E's and KU's electricity generation, transmission and disiribution operations as well as LKE's and LG&E’s
distribution and sale of natural gas. In calculating this measure, fuel, energy purchases and certain variable costs of
production (recorded as "Other operation and maintenance” on the Stalements of Income) are deducted from revenues. In
addition, certain other expenses, recorded as "Other operation and maintenance” and "Depreciation” on the Statements of
Income, associated with approved cost recovery mechanisms are offset against the recovery of those expenses, which are
included in revenues, These mechanisms allow for direct recovery of these expenses and, in some cascs, relurns on
capital investments and performance incentives. As a result, this measure represents the net revenues from the electricity
and gas operations,

"Pennsylvania Gross Delivery Margins” is a single financial performance measure of the Pennsylvania Regulated
segment’s and PPL Electric’s electricity delivery operations, which includes transmission and distribution activities. In
calculating this measure, utility revenues and expenses associated with approved recovery mechanisms, including encrgy
provided as a PLR, are offsct with minimal impact on carnings. Costs associated with these mechanisms are recorded in
“Energy purchases,” "Other operation and maintenance,” which is primarily Act 129 costs, and "Taxes, other than
income,” which is primarily gross receipts tax. This performance measure includes PLR energy purchases by PPL
Electric from PPL EnergyPlus, which are reflected in "PLR intersegment utility revenue (expense)” in the reconciliation
table below (in "Encrgy purchases from affiliate” in PPL Electric’s reconciliation table). As a result, this measure
represents the net revenues from the Pennsylvania Regulated segment’s and PPL Electric's clectricity delivery operations.

"Unregulated Gross Energy Margins” is a single financial performance measure of the Supply segment’s and PPL Energy
Supply's competitive energy aclivities, which are managed on a geographic basis. In calculating this measure, energy
revenues, including operating revenues associated with certain businesses classified as discontinued operations, are offset
by the cost of fuel, energy purchases, certain other operation and maintenance expenses, primarily ancillary charges, gross
receipts tax, recorded in "Taxes, other than income," and opcraling expenscs associated with certain businesses classified
as discontinued operations. This performance measure is relevant 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 nelting of certain transactions with 1SOs and significant fluctuations in
unrealized gains and losses. Such factors could result in gains or losses being recorded in either "Unregulated wholesale
cnergy”, "Unregulated retail encrgy” or "Energy purchases” on the Statements of Income. This performance measure
includes PLR revenues from energy sales 1o PPL Eleciric by PPL EnergyPlus, which are reflected in "PLR intersegment
utility revenue (expense)” in the reconciliation 1able below (in "Unregulated wholesale energy to affiliate” in PPL Encrgy
Supply's reconciliation table). "Unregulated Gross Energy Margins” excludes adjusted energy-related cconomic activity,
which includes the changes in fair value of positions used to cconomically hedge a portion of the economic value of the
competitive generation assets, full-requirement sales contracts and retail activities. This economic valuc is subject 1o
changes in fair.value due to market price volatility of the input and output commedities (e.g., fuel and power) prior (o the
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delivery period that was hedged. Adjusted energy-related economic activity includes the ineffective portion of qualifying
cash flow hedges and premium amortization associated with options. Unrealized gains and losses related to this activily

are deferred and inciuded in "Unrcgulated Gross Energy Margins” over the delivery period of the item that was hedged or
upon realization.

These measures are not intended to replace "Operating Income,” which is determined in accordance with GAAP, as an

indicator of overall operating performance. Other companics may use different measures to analyze and report their results
of operations. Management belicves these measures provide additional useful criteria to make investment decisions. These
performance measures are used, in conjunction with other information, by senior management and PPL's Board of Dircctors

to manage the operations, analyze actual results compared with budget and, in certain cases, to measure certain corporate
financial goals used (o determine variable compensation.

Reconciliation of Non-GAAP Financial Measures

The following table contains the components from the Statement of Income that are included in the non-GAAP financial
measures and a reconciliation to PPL's "Operating Income” for the periods ended June 30.

2014 Three Months 2013 Three Months
Unregulnted Unregulated
Kentucky PA Gross Gross Kentucky PA Gross Gross
Gross Delivery Energy Operating Gross Delivery Energy Operating
Margins  Margins  Margins Other () Income (b}  Margins Margins  Margins  Other (a)  Income (b)
Operating Revenues
Uiility s 722 % 449 $§ 659 S 1.830 § 682 § 414 $ 559 S 1655
PLR intersegment utility
revenue {cxpense) () 21 s 21 (12) $ 12
Unreguiated wholesale
energy 684 (93 (e) 591 812 589 (e) 1.401
Unregulated retail energy 277 3 (e) 280 237 20 (e} 257
Energy-related businesses 173 173 137 137
Total Operating Revenucs 722 428 982 742 2.874 682 402 1.061 1.305 3450
Operating Expenses
Fuel 234 266 {6)(e) 491 216 223 2 {e) 441
Energy purchases 36 114 246 {45)(e) 351 37 120 420 474 (e) 1051
Other operation and
mainienance 25 px) 6 687 741 23 21 3 651 698
Depreciation 2 310 32 2 284 286
Taxes, other than income 21 10 62 93 19 10 51 86
Energy-related businesses 2 166 168 130 130
Total Operming Expenses 294 158 530 1,174 2.156 278 160 656 1,598 2.692
Tolal $ 428 § 270 § 452 $  {432) $ 718 § 404 5 242 § 405 §  (293) 5 758
2014 Six Months 2013 Six Months
Unregutated Unregulated
Kentucky  PA Gross Gross Kentucky PA Gross Gross
Gross Delivery Energy Cperating Gross Delivery Energy Operuting
Margins Margins  Margins Other (a)  Income (b)  Murgins  Margins Margins Other (a)  Income (b)
Operating Revenues
Uridity § 1.656 $ 1041 $ 1295¢) § 3992 % 1482 § 927 5 L196¢(c) §  3.605
PLR intersegment utility
revenue (cxpense) (d) 48) § 48 {26} § 26
Unregulated wholesale
energy 47 (885) (e) (838) 1,778 (234) () 1.544
Unregulated retail energy 655 (26)(c) 629 483 H (e 494
Energy-related businesses 34 34 264 264
Total Operating Revenues 1.656 993 750 698 4.097 1.482 901 2.287 1.237 5.907
Operating Expenses
Fuel 508 747 (6)(¢) 1,249 447 522 b ey 970
Energy purchases 160 303 (973) {633) (e) (1.143) 123 292 857 {164) (e} 1.108
Other operation and
mainlenance 48 48 13 1.32¢ 1,438 48 43 8 1.275 1.374
Depreciation 3 614 617 2 568 570
Taxes. other than income 1 50 23 123 197 47 18 7 182
Energy-related businesses 4 302 306 252 252
Total Operating Expenses 720 401 (186) 1729 2,664 620 382 1.405 2,049 4.456
Total S 936 $ 592 § 936 § (1.031) $ 1433 § 862 § 519 § 882 § (812) $ 1451
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{a) Represents amounts excluded from Margins.

(b) As reported on the Statements of Income.

{c) Primarily represents WPD's utility revenue.

(d) Primarily related to PLR supply sotd by PPL EncrgyPlus to PPL Electric.

(¢) Includes cnergy-related economic activity, which is subject (o fluctuations in value due to markel price volatility, Sec "Commodity Price Risk (Non-
Q trading) - Economic Activity™ in Notc 14 to the Financial Statements.

Changes in Non-GAAP Financial Measures

The following table shows the non-GAAP financial measures by PPL's reportable segment and by component, as applicable,
for the periods ended Junc 30 as well as the change between periods. The factors that gave rise (o the changes are described
following the table.

Three Months Six Months
2014 2013 Change 2014 2013 Change

Kentucky Regulated
Kentucky Gross Margins

LG&E s 196 $ 183 3% 13 5 422 3 385 3 3

KU 232 221 11 314 477 37
LKE M 428 3 404 3 24§ 916 3 862 3 74
Pennsylvania Regulated
Pennsylvania Gross Delivery Margins

Distribution s 189 3 183 3 6 3 438 § 407 § 5n

Transmission 81 59 22 154 112 42
Total 5 270§ 242 % 22 5 592 3§ 519§ 73
Supply
Unregulated Gross Energy Margins

Eastern U.S. S 400 3§ 349 3 51§ Bis 3§ 769 S 66

Westemn U.S. 52 56 (4) 101 113 (12)
Total $ 452 § 405 3 47 8 936 3 882 3§ 54

Kentucky Gross Margins

Kentucky Gross Margins increased for the three months ended June 30, 2014 compared with 2013 primarily due 1o returns on
additional environmental capital investments of $14 million ($6 million at LG&E and $8 million at KU), and higher volumes
of 85 million at LG&E. The change in volumes was primarily attributable to favorable weather conditions in 2014,

Kentucky Gross Margins increased for the six months ended June 30, 2014 compared with 2013 primarily due to returns on
additional cnvironmental capital investments of $27 million ($11 million at LG&E and $16 million at KU}, higher volumes
of $25 million (37 million at LG&E and $18 million a1 KU), higher demand revenue of $9 miliion (35 million at LG&E and
$4 million a1 KU} and higher oiT-sysiem sales at LG&E of $7 mitlion. The changes in volumes and demand revenue were
primarily atiributable to unusually cold weather conditions in the first quarter of 2014,

Pennsylvania Gross Delivery Margins

Distribution

Margins increased for the six months ended June 30, 2014 compared with 2013 primarily due (0 a $12 million benefit from a
change in estimatc of a regulatory liability, a $10 million favorable effect of unusually cold weather in the first quarter of
2014 and a $9 million favorable effect of distribution improvement capital invesiments. See "Pennsylvania Activities - Storm
Damage Expense Rider” in Note 6 to the Financial Siatements for additional information,

Transmission

Margins increased for the three and six months ended June 30, 2014 compared with 2013 primarily due (o increased
investment in plant and the recovery of additional costs through the FERC formula based rates.

Q
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Unregulated Gross Energy Margins
Eastern U.S.

Eastern margins increased for the three months ended June 30, 2014 compared with 2013 primarily due to favorable asset
availability of $76 million, unrealized gains on certain commodity positions of $42 million and higher capacity prices of $27
million, partially offset by lower baseload energy prices of $109 million.

Eastern margins increased for the six months ended June 30, 2014 compared with 2013 primarily due to higher capacity
prices of $101 million, unrealized gains on certain commodity positions of $60 million and favorable assct availability of $50
million, partially offset by lower bascload energy prices of $20F million.

During the first quarter of 2014, the PIM region expericnced unusually cold weather conditions, higher demand and
congestion pailerns, causing rising natural gas and electricity prices in spot and near-term forward markets. Due to these
market dynamics, PPL Energy Supply captured opportunitics on unhedged generation, which were primarity offset by under-
hedged full-requirement sales contracts and retail electric. The net benefit, due to the aforementioned weather and related
market dynamics, was $38 million {or the six months ended June 30, 2014 compared with 2013.

Wesiern U.S.

Western margins decreased for the six months ended June 30, 2014 compared with 2013 primarily due to lower availability
of coal units.

Statement of Income Analysis --
Utility Revenues

The increase (decrease) in utility revenues for the periods ended June 30, 2014 compared with 2013 was due to:

Three Months Six Months

Domestic:
PPL Eleciric (a) $ 35 s 114
LKE {b} . 40 174
Total Domeslic 75 288
UK.
Price (¢) 52 120
Foreign currency exchange rates 59 85
Volume (d) (€X)} (56)
Line loss accrual adjustments (g) 24 1)
Other (2) {9
Total UK. 100 99
Total $ 175§ 387

(a) Sece "Pennsylvania Gross Delivery Margins™ for further information,

(b} See "Kentucky Gross Margins™ for further information,

(c) Thethree and six-month periods were impacted by price increases cffective April 1, 2014 and Apnl 1, 2013,

(d) The deercase for the three and six-month periods was primarily duc to the unusually cold weather in 2013,

(e}  The three and six-month periods were impacted by unfavorable accrual adjusiments in 2013 based on Ofgem'’s consullation documents on the DPCR4
line loss incentives and penalties, The six-month period was also impacted by unfavorable accrual adjustments in 2014 based on Ofgem's final
decision on this matter in March 2014. See Noie 6 1o the Financial Statements for additional information.

Certain Operating Revenues and Expenses Included in "Margins"

The following Siatement of Income line ilems and their related increase (decrease) during the periods ended June 30, 2014
compared with 2013 are inciuded above within "Margins" and are not discussed separately.

Three Months Six Months

Unregulated wholesale energy (a) $ 81y % (2.382)
Unregulated retail energy 3 135
Fuel 50 279
Energy purchases (b) {700} (2,251)

(a)  The six-month period ended June 30. 2014 includes significant realized and unrealized losses on physical and financial commodity sales contracts due
10 the unusually cold weather experienced in the first quarter of 2014,
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(b) The six-month period ended June 30, 2014 includes significant realized and unrealized gains on physical and financial commodity purchase contracts
due to the unusually cold weather experienced in the first quarter of 2014,

Other Operation and Maintenance

The increase (decrease) in other operation and maintenance for the periods ended June 30, 2014 compared with 2013 was
due to:

Three Months Six Months

Domestic:
PPL Susquehanna (a) $ [N 18
PPL Encrgy Supply fossil and hydroclectric planis (b) (9) 1
PPL Electric PUC-reportable storms 1 10
PPL Eleciric payroll-related costs (5) 3]
LKE generation maintenance outages 3 6
LLKE storm expense 3 9
Separation benefits (c) 29 29
Other 6 (6)

UK.
Network maintenance {d) 7 16
Foreign currency exchange rates 10 14
Pension (8) (k)]
Engincering management 3 ()]
Separation benefits (3)
Other 2) (6)

Total $ 43 8 64

{a) 'The increase for the three- and six-month periods was primarily due to refueling outage costs.

{b)  The decrease for the three-month period was primarily due to the elimination of rent expense associated with the Colstrip lease which was terminated
in December 2013, The increase for the six-month period was due to the Kerr Dam Project impairment of $18 million recorded in March 2014,
partiaily offset by the elimination of rent expense associated with the Colsirip lease termination of $10 million. See Note 13 10 the Financial
Statements for additional informatien on the Kerr Dam Project impairment.

()  Bargaining unit one-time voluntary retirement benefits were recorded as a result of the ratification of the IBEW Local 1600 three year |abor agreement
in June 2014. See Note 1010 the Financial Statements for additional information.

{d) The increase for the three-and six-month periods was primarily due to vegetation management and fault repair due 10 increased 2014 siorm activity.
Depreciation

Depreciation increased by $26 million and $47 million for the three and six months ended June 30, 2014 compared with
2013, primarily due 1o additions 10 PP&E, net.

Taxes, Other Than Income

The increase (decrease) in taxes, other than income for the periods ended June 30, 2014 compared with 2013 was due Lo

Threc Months Six Months

Pennsylvania gross receipts tax (a) s 3 5 9
Foreign currency exchange rales 4 k]
Domestic property tax 1
Toual $ 7 5 15

(2}  The increase for the three- and six-month periods is primarily due 1o higher retail electric revenues. This tax is included in "Unregulated Gross Energy
Margins” and "Pennsylvania Gross Dclivery Margins.”

Cther Income (Expense) - net

Other income (expense) - nel decreased by $95 mitlion and $240 million for the three and six months ended June 30, 2014
compared with 2013, primarily due 10 an increase of $76 million and $219 million from realized and unrealized losses on
foreign currency contracts to economically hedge GBP denominated earnings from WPD. The three and six months ended
June 30, 2014 were also impacted by $16 million of transaction costs related (o the anticipated spinoff of PPL Energy Supply.

See Note 12 1o the Financial Statements for additional information.
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Interest Expense

The increase (decrease) in interest expense for the periods ended June 30, 2014 compared with 2013 was due to:

Three Months Six Months

Loss on extinguishment of debt (a) $ (g s (N
Net amortization of debt discounts, premiums and issuance cosis 4)
Capitalized interest and debt component of AFUDC (b) 4 9
Foreign currency exchange rates 9 13
Other (3) (4)
Tolat 3 S 13

(a) In March 2014, a 59 million loss was recorded related 1o PPL Capital Funding's remarketing and debt exchange of the junior subordinated notes issued
as a component of the 201 1 Equity Units compared with a 310 million loss recorded in May 2013 related to a similar transaction for the 2010 Equity
Units.

(b} Primarily due 10 the Holtwood hydroelectric expansion project placed in service in November 2013,

income Taxes

The increase (decrease) in income taxes for the periods ended June 30, 2014 compared with 2013 was duc to:

Three Months Six Months

Change in pre-1ax income at current period tax rates $ 68 S (120}
Staie valuation allowance adjusuments (a) 46 46
Federal income 1ax credis 2 5
Federal and state ax reserve adjustments {(b) 19 40
U.S. income tax on loreign camings - net of foreign tax credit (c) 17 26
Foreign lax retum adjusiments 4 4
State deferred tax rate change 3 3
Impact of lower UK income tax rates )] &
Other 5
Total 3 40 3 ]

(a) As a result of the spinoff announcement, PPL recorded deferred income tax expense during the three and six months ended June 30, 2014 1o adjust
valualion allowances on deferred tax assels pamanly for state net operating loss carrylorwards that were previously supported by the future eamings of
PPL Encrgy Supply.

{b) In May 2013, the U.S. Suprenw Court reversed the December 2011 ruling by the U.S. Court of Appeals for the Third Circuit, concerning the
creditability, for income 1ax purposes, of the UK. Windfall Profits Tax. As a result of this decision, PPL recorded a tax benefit of $44 million during
the three and six months ended June 30, 2013, See Note 5 to the Financial Siatements for additional information.

(¢) During the three and six months ended June 30, 2013, PPL recorded a tax benefit of 519 million associated with a reling obtained from the IRS
impacting the recalculation of 2010 U.K. eamings and profits.

Sec Note 5 1o the Financial Staiements for additional information.

PPL Energy Supply: Earnings, Margins and Statement of Income Analysis

Earnings
Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net Income (Loss) Auributable to PPL Encrgy Supply Member 3 13 8 86 3 53 3 48
Special items, gains (losses). after-tax (36) 74 (185) 43)

Excluding special items, earnings for the three and six-month periods in 2014 compared with 2013 were higher, primarily
due to unrealized gains on certain commodity positions, higher Eastern margins {rom higher capacity prices, favorable asset
availability and lower interest expense, partially offset by lower baseload energy prices and higher income taxes. Earnings
for the six-month period were also favorably impacted by net benefits from unusually cold weather in the first quarter of
2014, partially offset by lower western U.S. margins.

The table below quantifies the changes in the components of Net Income (Loss) Atiributable to PPL Energy Supply Member
between these periods, which reflect amounts classified as Unregulated Gross Energy Margins and certain items that
managemenl considers special on separate lines within the table and not in their respective Statement of Income line items.
See PPL's "Resulis of Operations - Scgment Earnings - Supply Segment” for details of the special itcms.
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Unreguiated Gross Energy Margins
Other operation and maintenance
Depreciation

Interest expense

Other

Income taxes

Special items, after-tax

Toual

Margins

Three Months Six Months
5 47§ 54
(3)
(3) (5)
1 23
®) (8)
(10 20
(110) (142)
$ 7 s (101}

"Unregulated Gross Energy Margins” is a non-GAAP financial performance measure that management utilizes as an

indicator of the performance of its business. See PPL's "Resulls of Operations - Margins” for information on why

management believes this measure is useful and for explanations of the underlying drivers of the changes between periods.

The following tables contain the components from the Statements of Income that arc included in this non-GAAP financial
measure and a reconciliation 1o "Operating Income" for the periods ended June 30.

2014 Three Months

2013 Three Months

Unregulated Unregulated
Gross Energy Operalting Gross Energy Operating
Margins Other (a) Income (b} Margins Other (a) Income {b)
Operating Revenues
Unregulated wholcsale energy 3 684 S (93}(c) S 591 % Bi2 3§ 589 () § 1.401
Unregulated wholesale energy
te affiliale 21 21 12 12
Unregulated retail energy 277 4 {c) 281 237 20 (c) 257
Energy-related businesses 155 155 122 122
Total Operating Revenuces 982 66 1,048 1.061 731 1,792
Operating Expenses
Fuel 266 (N () 259 223 1 {c} 224
Energy purchases 246 (43)(c) 203 420 478 (c) 898
Other operation and maintenance 6 290 296 3 267 210
Depreciation 82 82 79 79
Taxes, other than income 10 6 16 10 6 16
Energy-related businesses 2 153 153 118 118
Total Operating Expenses 530 481 1.011 656 949 1.605
Total 3 452 8 (415) 3 37 03 405 $ (218) 3 187
2014 Six Months 2013 Six Months
Unregulated Unregulated
Gross Energy Operating Gross Energy Cperuting
Margins Other (a) Income (b) Margins Other (a) Income {(b)
Operating Revenues
Unregulated wholesale energy $ 47 3 (885)(c) $ (838) $ 1778 $ (23){c) $ 1.544
Unregulated wholesale energy
to affiliate 48 48 26 26
Unregulated retail energy 655 (23} (c) 632 4383 12 (c) 495
Encrgy-related businesses 280 280 235 235
Total Operating Revenucs 750 (628) 122 2.287 13 2,300
Opecrating Expenses
Fuel 747 (6) (c) 741 522 {c) 522
Energy purchases (973) (628) () (1.601) 857 (158) {c) 699
Other operation and mainienance 13 51 354 8 497 505
Depreciation 162 162 157 157
Taxes, other than income 23 14 37 18 15 33
Energy-rclated businesses 4 275 279 228 228
Total Operating Expenses (186) 358 172 1,405 739 2,144
Total $ 9316 3 (986) S (50) § 882 § (726) 5 156
(2) Represents amounts excluded lrom Margins,

(b)
(<}

As reported on the Statements of Income,
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Includes energy-related economic activity, which is subject to fluctuations in value due (o market price volatility. See "Commuodity Price Risk (Non-
trading) - Economic Activity” within Note 14 to the Financial Statements.




Statement of Income Analysis --

Certain Operating Revenues and Expenses Included in “Margins"

The following Statement of Income line items and their related increase (decrease) during the periods ended June 30, 2014
compared with 2013 are included above within "Margins” and arc not discussed separately.

Three Months Six Months

Unregulated wholesale energy (a) $ 810) S (2,382)
Unregulated wholesale energy 10 affiliate 9 22
Unregulated retail cnergy 24 137
Fuel 35 219
Energy purchases (b) (695) (2.300)

(a) The six-month period ended June 30. 2014 includes significant realized and varealized losses on physical and financial commodity sales contracts due
to the unusually cold weather experienced in the first quaner of 2014,

(b) The six-month period ended June 30, 2014 includes significant realized and uarealized gains on physical and financial commodity purchase contracts
due to the unusually cold weather experienced in the first quaner of 2014,

Other Operation and Maintenance

The increase {decrease) in other operation and maintenance for the periods ended June 30, 2014 compared with 2013 was
due 10:

Three Months Six Months

PPL Susquchanna (a) $ 1 s 18
Fossil hydroclectric plants (b} [¢)) 1

PPL EncrgyPlus 4 4
Separation benefits (¢) 23 23
Other 3) N
Total $ 26 S 49

(a) The increase for the three and six-month periods is primarily due 10 refeeling oulage cosls.

(b) The decreasce for the three-month period is pamarily due 1o the elimination of rent expense associated with the Colstrip lease which was terminated in
December 2013, The increase for the six-month period is pimarily due to the Kerr Dam Project impairment of $18 million, recorded in March 2014,
partially offsex by the climination of rent expense associated with the Colstrip lease termination of $10 million. Sec Note 13 to the Financial
Statemens for additional information on the Kerr Dam Project impairment.

{c) Bargaining unit one-time voluntary retirenent benefits were recorded as a result of the ratification of the IBEW Local 1600 three year labor agrecmen
in June 2014. See Note 10 1o the Financial Statements for additional information.

Interest Expense

The increase (decreasc) in interest expense for the periods ended June 30, 2014 compared with 2013 was duc to:

Three Months Six Months

Long-term debt interest expense (a) h (4 s Z8)
Capitalized interest (b) 4 8
Other [{)] {3)
Total $ () 3 “(23)

(a) The decrease was primarily due to the repayment of debt in July and December 2013,
(b} The increase was primarily due to the Holtwood hydroelectric expansion project placed in service in November 2013.

Income Taxes

The increase (decrease) in income taxes for the periods ended June 30, 2014 compared with 2013 was duc to:

Three Months Six Months

Change in pre-1ax income at current period lax rales 3 68) 3% (86)
Federal and state 1ax reserve adjustments ()] (5
Swate deferred 1ax rate change 3 3
Other 1 4
Total $ 70 $ (84)

Sce Nole 5 to the Financial Stalements for additional information.
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PPL Electric: Earnings, Margins and Statement of Income Analysis

Earnings
Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net Income $ 52 s 45 3 137§ 109
Special ilem. gains (losses). after-tax (4) )}

Excluding a special item, earnings for the three and six-month periods in 2014 compared with 2013 increased, primarily duc
10 higher transmission margins {rom returns on additional capital investments and the recovery of additional costs through

FERC formula based rates, partially offset by higher intcrest expense. Earnings for the six-month period in 20

14 compared

with 2013 also include higher distribution margins primarily duc to unusually cold weather in the first quarter of 2014,
rewurns on additional distribution improvement capital investments and a benefit from a change in estimate of a regulatory

liability,

The table below quantifies the changes in the components of Net Income between these periods, which reflects amounts
classified as Pennsylvania Gross Delivery Margins and a certain item that management considers special on separate lines
within the table and not in their respective Statement of Income line items. See PPL's Resulis of Operations - Segment

Earnings - Pennsylvania Regulated Segment” for details of the special item,

Six Months

Three Months
Pennsylvania Gross Delivery Margins s 28 3 73
Depreciation (2) )
Interest expense (4) (8)
Other (L)
Income taxes (10} 29
Special item, afier-tax (4) (4)
Tolal 3 7 3 28
Margins

"Pennsylvania Gross Delivery Margins” is a non-GAAP financial performance measure that management utilizes as an
indicator of the performance of its business. See PPL's "Results of Operations - Margins” for informalion on why
managemenl belicves this measure is useful and for explanations of the underlying drivers of the changes between periods.

The following tables contain the components from the Stalements of Income that are included in this non-GAAP financial

measure and a reconciliation to "Operating Income” for the periods ended June 30.

2014 Three Months 2013 Three Months
PA Gross PA Gross
Delivery Operating Delivery Operating
Margins Other (v) Income (h) Margins Other (a) Income (h}
Operating Revenues § 449 b3 449 414 $ 414
Operating Expenses
Energy purchascs 114 114 120 120
Encrgy purchases from affiliate 21 21 12 12
Other operation and mainienance 23 3 12 135 21 % 103 124
Depreciation 45 45 44 44
Taxes, other than income 24 2 23 19 3 22
Total Operating Expenses 179 159 338 172 150 322
Total 3 20 3 {159y $ 11 3% 242§ (150) $ 92
ppl10q_6-14_Final As Filed.docx 116




2014 Six Months 2013 Six Months

PA Gross PA Gross
Delivery Operuting Delivery Operating
Margins Other (a) Income (h) Margins Other (a) Income (b)
Operating Revenues 5 1.041 S 1,041 § 927 $ 927
Operating Expenses
Energy purchascs 303 303 292 292
Energy purchases from affiliate 43 48 26 26
Other operation and maintenance 48 3 221 269 43 3 214 257
Depreciation 20 90 87 87
Taxes. other than income 50 5 55 47 5 52
Tolal Operating Expenses 449 316 765 408 306 714
Total $ 592 § (316) 3 276 8 519 % (306) S 213

(a) Represenis amounts excluded from Margins.
{b) As reported on the Siatements of Income.

Statement of Income Analysis --
Certain Operating Revenues and Expenses Included in "Margins"

The following Statement of Income line items and their related increase {(decrease)} during the periods ended June 30, 2014
compared with 2013 are included above within "Margins” and are not discussed separately.

Three Months Six Months

Operating revenues $ 5 8§ 114
Energy purchases (6} 1
Encrgy purchases from affiliate 9 22

Other Operation and Maintenance

The increase (decrease) in other operation and maintenance for the periods ended June 30, 2014 compared with 2013 was
due to:

Three Months Six Months

Payroll-related cosis 3 (£
Vegelation management

PUC-reportable storms

Act 129

Separation benefits (a}

Other

Total $

i
—
&

(8
5

10

hH
6

— b O —

3 12

{a) Bargaining unit one-time voluntary relirement benefits were recorded as a result of the ratification of the IBEW Local 1600 three year labor agreement
in June 2014, See Note 10 10 the Financial Statements for additional information.

Interest Expense

Interest expense increased by $4 million and $8 million for the three and six months ended June 30, 2014 compared with
2013, primarily duc to a debt issuance in July 2013.

Income Taxes

Income taxes increased by $7 million and $27 million for the three and six months ended June 30, 2014 compared with 2013,
primarily due to the change in pre-tax income at current period tax rates.

See Note 5 to the Financial Statements for additional information.
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LKE: Earnings, Margins and Statement of Income Analysis

Earnings
Three Months Ended Six Months Ended
@ June 30, June 30,
2014 2013 2014 2013
Net Income 3 65 § 64 3 180§ 160
Special items, gains (losses). after-1ax | 1 1 2

Excluding special items, earnings increased for the three-month period in 2014 compared with 2013 primarily due 1o returns
on additional environmentat capital investments and higher sales volumes due to lavorable weather conditions. Earnings
increased [or the six-month period in 2014 compared with 2013 primarily due (o returns on additional environmenial capital
investments, higher sales volumes, higher demand revenue and higher off-system sales, partially offsct by higher operation
and maintenance expensc driven by storm-related expenses and timing of generation maintenance oulages. The changes in
volumes and demand revenuc were primarily due to unusually cold weather conditions during the first quarter of 2014,

The table below quantifics the changes in components of Net Income between these perieds, which reflect amounts classified
as Margins and certain items that management considers special on separate lines within the table and not in their respective
Statement of Income linc items. Sec PPL's "Results of Operations - Segment Earnings - Kentucky Regulated Segment” for
details of the special items.

Threc Months Six Months

Margins 5 24 5 74
Other operation and maintenance (¥)] (18}
Depreciation (4) 7
Interest expense (@) (9)
Other 4) )
Income Laxes - 4) (16)
Special iems, afier-tax (1))
Total 3 [ 20

Q Margins

"Margins” is a non-GAAP financial performance measure that management utilizes as an indicator of the performance of its
business. Sce PPL's "Results of Operations - Margins” lor an explanation of why management belicves this measure is usclul
and the underlying drivers of the changes between periods. Within PPL's discussion, LKE's Margins are referred (o as
"Kentucky Gross Margins.”

The following tables contain the components from the Stalements of Income that are included in this non-GAAP financial
measure and a reconciliation to "Operating Income” for the periods ended June 30.

2014 Three Months 2013 Three Months

Operating Operating

Margins Other (a) Income (b} Margins Other {(a) Income {b)
Operating Revenues 3 722 s 722 8 682 S 682

Operating Expenses

Fuel 23 231 216 216
Encrgy purchases 36 36 7 37
Other operation and maintenance PATIE 181 206 23 3 174 197
Depreciation 2 8s 87 2 81 83
Taxes. other than income 13 13 12 12
Total Operating Expenscs 294 279 573 278 267 545
Total 3 428 3 (279) $ 149  § 404 $ (267) $ 137

Q
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2014 Six Months 2013 Six Months

Operating Operanting

Margins Other (a) Income (b) Margins Other (a) Income (b)
Operating Revenues 3 1.656 S 1,656 3§ 1.482 S 1,482
Fuel 508 508 447 447
Energy purchascs 160 160 123 123
Other operation and maintenance 48 3 364 412 48 3 346 394
Depreciation 3 170 173 2 163 165
‘Taxes, other than income | 25 26 24 24
Total Operating Expenses 720 559 1,279 620 533 1,153
Total 3 936 8 (559) $§ 377 8 862 § (533 § 329

(a) Represents amounts excluded from Margins.
(b} As reponed on the Swatements of Income.

Statement of Income Analysis --

Certain Operating Revenues and Expenses included in "Margins"

The following Statement of Income line items and their related increase (decrease) during the periods ended June 30, 2014
compared with 2013 are included above within "Margins” and are not discussed separately.

Three Months Six Months

Operating revenues $ 40 5 174
Fuel 15 61
Encrgy purchases [4)] 37

Other Operation and Maintenance

The increase {decrease) in other operation and maintenance expense for the periods ended June 30, 2014 compared with
2013 was due to:

Three Months Six Months

Timing and scope of generation maintenance oulages b3 I3 6
Storm expenses 3 9
Cther 3 3
Total $ 2 35 18
Depreciation

Depreciation increased by $4 million and $8 million for the three and six months ended June 30, 2014 compared with 2013
primaniy due to additions 10 PP&E, nel.

Interest Expense

Interest expense increased by $5 million and $10 million for the three and six months ended June 30, 2014 compared with
2013 primarily due to the issuance of $500 million First Morigage Bonds in November 2013.

Income Taxes

Income taxcs increased by $4 million and $16 million for the three and six months ended June 30, 2014 compared with 2013
primarily due to the change in pre-tax income at current period tax rates.
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LG&E: Earnings, Margins and Statement of income Analysis

Earnings
Three Menths Ended Six Months Ended
Junc 30, June 30,
2014 2013 2014 2013
Net Income $ KR 29 5% 87 $ 73

Earnings increased for the three-month period in 2014 compared with 2013 primarily due 10 returns from additional
environmenlal capital investments and higher sales volumes due to favorable weather conditions. Earnings increased for the
six-month period in 2014 compared with 2013 primarily due to returns from additional environmental capital investments,
higher sales volume, higher demand revenue and higher off-system sales partially offset by increased operation and
mainienance expense driven by storm-related expenses. The changes in volumes and demand revenue were primarily
attributable 1o unusually cold weather conditions during the first quarter of 2014.

The table below quantifies the changes in the components of Net Income between these periods, which reflect amounts
classificd as Margins on a separate line within the table and not in their respective Statement of Income line items.

Three Months Six Months

Margins b 13 8 37
Other operation and maintenance 2 4)
Depreciation 2) (4)
Interest expense (2) @)
Other 1)) (63}
Income taxes {4) 9)
Toial 5 6 $ 14
Margins

"Margins" is a non-GAAP financial performance measure that management utifizes as an indicator of the performance of its
business. Sce PPL's "Results of Operations - Margins” for an explanation of why management believes this measure is useful
and the underlying drivers of the changes between periods. Within PPL's discussion, LG&E's Margins are included in
"Kentucky Gross Margins."

The following tables contain the components from the Statements of Income that are inctuded in this non-GAAP financial
measure and a reconciliation to "Operating Income” for the periods ended June 30.

2014 Three Months 2013 Three Months

Operating Operating

Marpins Other (a) Income (bh) Murgins Other (a) Income (h)
Operating Revenues 5 344 5 344 5 316 5 36

Operating Expenses
Fuel 104 104 88 88
Energy purchases, including affiliate 31 31 34 34
Other operation and maintenance 12 3 82 94 10 3 84 94
Depreciation 1 38 39 | 36 37
Taxes. other than income 7 7 6 6
Total Operating Expenses 148 127 275 133 126 259
Totat $ 196 $ (127 § 69 S 183 § {126) 3 57
2014 Six Months 2013 Six Months

Operating Operuting

Margins Other {n) Income (b) Margins Other (a) Incoeme (h)
Operating Revenues S 823 3 8§23 § 706 s 706

Cperating Expenses

Fuel 221 221 184 184
Energy purchases, including affiliate 155 i35 115 115
Other operation and mainlenance 24§ 168 162 21§ 164 185
Depreciation | 76 77 | 72 73
Taxes, other than income 13 13 12 12
Total Operating Expenses 401 257 658 321 248 569
Total 3 422 % (257) 5 165 5 385 8 (248) 3 137
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(a) Reprcsents amounts excluded from Margins.
(b} Asreported on the Statements of Income.

Statement of Income Analysis --
Certain Operating Revenues and Expenses included in "Margins"

The following Siatement of Income line items and their related increase (decrease) during the periods ended June 30, 2014
compared with 2013 are included above within "Margins” and are not discussed separately.

Three Months Six Months

Retail and wholesale $ 18 5 91
Electric revenue from affiliate 10 26
Fuel 16 37
Energy purchases 2) kL
Energy purchases from affiliate nH 4

Other Operation and Maintenance

Other operation and maintenance expense increascd by $7 million for the six months ended June 30, 2014 compared with
2013 primarily due (o slorm expenses.

Depreciation

Depreciation increased by $2 million and $4 million for the three and six months ended June 30, 2014 compared with 2013
primarily due 1o additions to PP&E, net.

Interest Expense

Interest expense increascd by $2 million and $4 million for the three and six months ended June 30, 2014 compared with
2013 primarily duc to the issuance of $250 million First Mortgage Bonds in November 2013,

Income Taxes
Income taxes increased by $4 million and $9 million for the three and six months ended June 30, 2014 compared with 2013

primarily due to the change in pre-lax income at current period 1ax rates,

KU: Earnings, Margins and Statement of Income Analysis

Earnings
Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net Income % 40 3 44 § 17 s 108

Special item, gains (losses), after-tax 1 1 1 1

Excluding a special item, carnings increased for the three-month period in 2014 compared with 2013 primarily due to returns
on addilional environmental capital investments. Earnings increased for the six-monih period in 2014 compared with 2013
primarily due to returns on additional environmental capital investments, higher sales volumes and higher demand revenue
partially offsel by other operation and maintenance expense driven by the timing of generation maintenance outages. The
changes in volumes and demand revenue were primarily attributable 10 unusually cold weather conditions during the first
quarter of 2014.

The table below quantifies the changes in the components of Net Income between these periods, which reflect amounts

classified as Margins and a certain item that management considers special on separate lines within the table and not in their
respective Statement of Income line items.
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Three Months Six Months

Margins 5 (I n
Other operation and maintenance 9} (13
Depreciation (1) (2)
Interest expense (3) [8))
Other 3) )
Income 1axes N
Special item - EEI adjustments, after-tax |

Total $ 4 $ 9
Margins

"Margins" is a non-GAAP financial performance measure thal management utilizes as an indicator of the performance of its
business. See PPL's "Resulis of Operations - Margins” for an explanation of why management believes this measure is useful
and the underlying drivers of the changes between periods. Within PPL's discussion, KU's Margins are included in
"Kentucky Gross Margins.”

The following tables contain the components from the Statements of Income that are included in this non-GAAP financial
measure and a reconctlialion to "Operating Income” for the periods ended June 30.

2014 Three Months 2013 Three Months

Operating Operating

Margins Other (a) Income {b) Margins Other (a) Income (h)
Operating Revenues $ 404 $ 404 8 383 $ 383

Operating Expenses
Fuel 127 127 128 128
Energy purchascs. including affiliate 31 3 20 20
Other operation and mainenance 13 3 94 107 13 3 85 98
Depreciation 1 46 47 1 45 46
Taxes. other than income 6 6 6 [
Total Operating Expenses 172 146 318 162 136 298
Tolal $ 232§ (146) 3 86 3 221§ (136) S 85
2014 Six Months 2013 Six Months

Operating Operating

Margins Other (u) Income (b) Murgins Other {u) Income (bh)
Cperating Revenues 5 902 s 902 $ 815 3 8i5

Operating Expensces

Fuel 287 287 263 263
Energy purchases. including affiliate 74 74 47 47
Other operation and maintenance 24 S 181 208 278 168 195
Depreciation 2 93 95 | gl 92
Taxes. other than income | 12 13 12 12
Total Operating Expenses 388 286 674 338 271 609
Toial $ 514§ (286) S 28 8 477 & (271y § 206

{a) Represents amounts excluded from Margins.
(b) As reporicd on the Statements of Income,

Statement of Income Analysis --
Certain Operating Revenues and Expenses included in “Margins"

The following Statement of Income line items and their related increase (decrease) during the periods ended June 30, 2014
compared with 2013 are included above within "Margins” and are nol discussed separately.

Three Months Six Months

Retail and wholesale $ 22 35 83
Electric revenue from affiliate (1) 4
Fuel (4] 24
Encrgy purchases l 1
Energy purchases rom affiliate 10 26
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Other Operation and Maintenance

The increase {decrease) in other operation and maintenance expense for the periods ended June 30, 2014 compared with
2013 was due to:

Three Months Six Months

Timing and scope of generation mainienance oulages $ 4 3 7
Stonm expenses 2 2
Other 3 1
Total $ 9 3 10

Interest Expense

knlerest expense increased by $3 million and $5 million for the threc and six months ended June 30, 2014 compared with
2013 primarily due 10 the issuance ol $250 million First Morigage Bonds in November 2013.

Income Taxes

Income taxes increased by 37 million for the six months ended June 30, 2014 compared with 2013 primarily due 1o the
change in pre-tax income at current period tax rates.

Financial Condition

The remainder of this Ttem 2 in this Form 10-Q is presented on a combined basis, providing information, as applicable, Tor
all Registrants.

Liquidity and Capital Resources

{All Regisirants)
The Registrants had the following at:
PPL

PPL {a) Energy Supply  PPL Electric LKE LG&E KU
June M, 2014
Cash and cash equivalents $ 1.269 § 264 § 149 3 233 58 18
Noles receivable from affiliates 16
Shen-term debt 808 324 326 70 175
December 31, 2013
Cash and cash equivalents b 1102 3§ 239 § 25 S 5 8 8 5 21
Notes receivable from affiliates 150 70
Shornt-term debi 761 20 245 20 150

(a)  AtJune 30, 2014, 5462 million of cash and cash equivalenis were denominated in GBP. [If these amounts would be remitted as dividends, PPL may be
subject to additional U.S. taxes, net of allowable foreign income tax credits, Ristorically, dividends paid by forcign subsidiaries have been limited to
distributions of the curremt year's earnings. See Note 5 to the Financial Statements in PPL's 2013 Form 10-K for additional information on
undistributed eamings of WPD,

Nct cash provided by (used in) opcraling, investing and financing activities for the six-month periods ended June 30, and the
changes between periods were as follows,

PPL Energy
PPL Supply PPL Electric LKE LG&E KU

2014

Operating activities 3 1583 § %9 § 148 3§ 516§ 202 S 297
Investing activities (2.103) (403) (295) (501} (248) (305)
Financing activities 671 138 271 {27} 43 5
2013

Operating activities 3 947 3§ 27 S 115 s 297 % 186 3 190
Invesling activities (1.834) (282) (455) (568) (226) (340}
Financing activitics 710 (93) 224 251 31 139
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PPL Energy

PPL Supply PPL Electric LKE LG&E KU
Change - Cash Provided (Used)
Opcrating activitics $ 636 $ 6} § s 219§ 16 5 167
Investing activities (269) (121) 160 67 (22) 35
Financing activities (39) 231 47 (278) 12 (134)

Cperating Activities

The componenits of the change in cash provided by {used in) operating activitics for the six months ended June 30, 2014
compared with 2013 were as follows.

PPL Encrgy
PPL Supply PPL Electric LKE LG&E KU
Change - Cash Provided {Used)
Net income 5 2713) 35 aon s 28 3 20 3% 14 8 9
Non-cash components 234 3N (46) 52 (5) 14
Working capilal 300 58 (14) 31 (20) 5
Defined benefit funding 250 74 69 116 34 58
Other operaling activitics 125 69 (d} [¥)] 21
Toal 3 636 § 63 S 3§ 29 3 6 3 107

(PPL})

The increase in cash from changes in componenis of working capital was partially due to a decrease in customer and other
accounts receivable (primarily due to changes in customer rates and changes in income 1ax receivables) and a reduction in
collateral returned to counterpartics,

{PPL Energy Supply)

The increase in cash from changes in components of working capital was primarily due 10 a decrcasc in prepayments
(primanly due to higher federal income tax payments in 2013) and a reduction in collateral relurned to counierparties,
partially offset by an increase in net cash paid related to power options. The change in cash from other operating aclivilies
was partially duc to cash payments made in 2013 on PPL Montana's operating lease arrangement related to partial interests in
Units 1, 2 and 3 of the Colstrip coal-fired electric generating facility that was terminated in December 2013,

{(PPL Electric)

The decrease in non-cash components of net income primarily consisted of deferred income tax benefits.
(LKE)

LKE's non-cash components of net income included a $54 million increase in deferred income taxes primarily due to
utilization of nel operating losses. The increase in cash [rom changes in components of working capital was driven primarily
by the change in accounts receivable and unbilled revenues due to weather and higher rates, and lowcer fuel inventory due to
weather, offset by a decreasc in accounts payable due to timing of fuel purchases.

(LG&E) '

. LG&E's increase in cash from changes in components of working capital was driven primarily by the change in accounts

receivable and unbilled revenues due to weather and higher rates, offset by a decrease in accounts payable due to timing of
fuel purchases.

(KU)

KU's non-cash components of nct income included a $17 million increase in deferred income taxes primarily due to
ulilization of nct operating losscs.
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Investing Activities

Expenditures for Property, Plant and Equipment

The primary use of cash within investing activities is expenditures for PP&E. The change in these expenditures for the six
months ended June 30, 2014 compared with 2013 was as follows.

PPL Energy
PPL Supply PPL Electric LKE LG&E KU

(Increase) Decrease 3 (57 3 65 S 15 8 23 8 (13 s 36

The increase in expenditures for PP&E for PPL was primarily due to higher project costs to enhance system reliability at
WPD and the changes in project expenditures at PPL Energy Supply, LG&E and KU. The decrcase in cxpenditures at PPL
Energy Supply was partially due to expenditures made in 2013 for the Holtwood hydroclectric expansion project. The
increase in expenditures for LG&E was primarily due to environmental air projects al LG&E's Mill Creek plant and GLT
projects, partially offset by lower expenditures for the construction of Cane Run Unit 7. The decrease in expenditures for KU
was related to lower expenditures for the construction of Cane Run Unit 7 and environmental CCR projects at KU's Ghent
and E.W. Brown plants, partially offset by higher expenditures for environmental air projects at KU's Ghent and E.W. Brown
plants.

Other Significant Changes in Components of Investing Activities

For PPL and PPL Energy Supply, the change in investing activities for the six months ended June 30, 2014 compared with
2013 reflects increases of $234 million in restricted cash and cash equivalents. These changes were primarily related to
increased cash collateral requirements in 2014 of $257 million 1o support PPL Energy Supply's commodity hedging program
primarily due to higher forward prices. PPL Energy Supply borrowed under its short-term credit facilities to help fund these
increased collateral requirements.

For PPL Electric, the change in investing activitics was primarily due to cash received for notes receivable from affiliates of
$150 million.

Financing Activities

The components of the change in cash provided by (used in) financing activities for the six months ended June 30, 2014
compared with 2013 was as follows.

PPL Energy
PPL Supply PPL Electric LKE LG&E KU
Change - Cash Provided (Used)
Long-term debt issuances/reirements, net S (384) $ 286
Stock issuances/redemptions, net 786
Dividends (44) (21) $ (12y s (k1))
Capital contributions/distributions, net 3 119 (11 s {179) 1) (26)
Change in short-term debt. net (456) 105 (105) (52) 25 (77}
Other financing activities 59 7 {3) [C))
Total 3 (39 $ 231§ 47 % {278) $ 12 8 (134)

For LKE, the change in Other financing activities for the six months ended June 30, 2014 compared with 2013 was duc to a
£47 million borrowing in 2013 included in notes payable with affiliates.

See Noie 7 1o the Financial Siatemenis in this Form 10-Q for information on 2014 short and long-term debt activity, cquily
transactions and dividends. Sce the Registrants' 2013 Form 10-K for information on 2013 aciivity,
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Credit Facilities

The Registranis maintain credit facilities to enhance liquidity, provide credit support and provide a backstop o commercial
paper programs. Amounts borrowed under these credit facilities are reflected in "Short-term debt” on the Balance Sheets. At
June 30, 2014, the total committed borrowing capacity and the usc of that capacity under these credit facilities was as
follows.

External (All Registrants)

Letters of
Credit
and

Committed Commercial Unused

Capacity Borrowed Paper Issued Capucity
PPL. Capital Funding Credit Facilitics b3 450 $ ir 3 439
PPL Energy Supply Credit Facilitics 3150 § 175 407 2.568
PPL Electric Credit Facility 300 1 299

LKE Credit Facility 75 75

LG&E Credit Faciliy 500 70 430
KU Credit Facitities 598 373 225
Total LKE 1,173 75 443 655
Total U.S. Credit Facilities (a) $ 5073 3 250 3 862 S 3.961
Total U.K. Credil Eacilities (b) £ 1055 £ 97 £ 958

{a) The commitments under the U.S. credit facilities are provided by a diverse bank group. with no one bank and its affiliates providing an aggregate
commitment of more than the following percentages of the total committed capacity: PPL - 10%. PPL Energy Supply - 10%. PPL Electric - 6%, LKE -
12%. LG&E - 6% and KU - 22%.

{b} The amoumt borrowed at June 30, 2014 was a USD-denominated borrowing of $164 million. At June 30, 2014, the USD equivalent of unused capacity
under the UK. committed credit lacilitics was $1.6 billion.

The commitments under the U.K. credit facilities are provided by a diverse bank group, with no one bank providing more than 13% of the wotal
committed capacity.

As a result of the proposed spinofT transaction, PPL Energy Supply is in the process of syndicating a $1.85 biilion credit
facility which is currently fully committed. This syndicated credit facility will replace the existing $3 billion PPL Energy
Supply syndicated credit facility and will be effective upon closing of the spinoff transaction. See "Overview - Business
Strategy” and "Financial and Operational Developments — Other Financial and Operational Developmenis - Anticipated
Spinoff of PPL Energy Supply” above for additional information.

During the second quarter of 2014, PPL Energy Supply's corporate credit rating was lowered to below investment grade. At
Junc 30, 2014, the additional collateral posted as a resull of the downgrade was $176 million. PPL Energy Supply primarily
issued letters of credit under its credit facilitics noled above to post the required collateral. PPL Encrgy Supply continucs to
have adequate access to the capital markets and adequate capacity under its credit facilities and does not expect a maierial
change in its financing costs as a result of the downgrade.

See Note 7 to the Financial Statements for further discussion of the Registrants' credit facilities.

Intercompany (All Registrants except PPL)

Committed Unused
Capucity Borrowed Cupacity
PPL Encrgy Supply Credit Facility b3 200 5 200
PPL Electric Credit Facility 100 100
LKE Credit Facility 225 225
LG&E Money Pool (a) 500 500
KU Money Pool (a} 500 500

(a) LG&E and KU participate in an intercompany money pool agreement whereby LKE, LG&E and/or KU make available funds up to $500 million at an
interest rate based on a market index of commercial paper issucs.

Sec Note 11 to the Financial Staiements for further discussion of intercompany credit facilities.
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Commercial Paper (All Registrants)

PPL Energy Supply, PPL Electric, LG&E and KU maintain commercial paper programs to provide an additional financing
source to lund their short-term Jiquidity necds, as necessary. Commercial paper issuances are supported by the respective
Registrant's Syndicated Credit Facility. ’

Outstanding commercial paper issuances are reflected in "Short-term debt" on the Balance Sheets. At June 30, 2014, the
available capacity and the use of that capacity was as follows:

Commercial

Paper Unused
Capacity Issuances Capacity
PPL Encrgy Supply 3 750§ 149 § 601
PPL Eleciric 300 300
LG&E 350 70 280
KU 350 175 175
Total LKE 700 245 455
Total PPL $ 1750 % 394 3 1,356
Long-term Debt and Equity Securities (PPL and PPL Electric)
The long-term debt and equity securities activity through June 30, 2014 was:
Debt Net Stock
Issuances (a) Retirements Issuances
PPL 3 209 % 239 3 1,017
PPL Electric 206 10
Non-cash Transactions:
PPL (b) s 750 S 750

(a) Issuances are net of pricing discounts. where applicable and exclude the impact of debi issuance costs.
(b} Represents the remarketing of Junior Subordinated Notes that were issued as a component of PPL's 2011 Equity Units.

Commeon Stock Dividends (PPL)

In May 2014, PPL declared ils quarlerly common stock dividend, payable July 1, 2014, at 37.25 cenis per share {equivalent
1o $1.49 per annum). Future dividends, declared at the discretion of the Board of Directors, will be dependent upon future
carnings, cash flows, financial and legal requirements and other faclors.

Rating Agency Actions

{All Registrants)

Moody's, S&P and Fitch periedically review the credit ratings on the debt of the Registrants and their subsidiaries. Based on
their respective independcent reviews, the rating agencies may make cerlain ralings 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 il issues. The credit ratings of the Registrants and their subsidiaries arc based on information provided by the
Registrants and other sources. The ratings of Moody's, S&P and Fitch are not a recommendation to buy, sell or hold any
securities of the Registrants or their subsidiaries. Such ratings may be subjecl to revisions or withdrawal by the agencies at
any lime and should be evaluated independently of each other and any other rating that may be assigned 10 the securities.
The credit ratings of the Registrants and their subsidiaries affect their liquidity, access to capital markets and cost of
borrowing under their credil facilities.

The rating agencics have taken the following actions related to the Regisirants and their subsidiaries during 2014:
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{PPL)

In January 2014, Moody's affirmed its ratings and revised its outlook 1o stable for PPL.

In March 2014, Moody's, S&P and Fitch assigned ratings of Baa3, BBB- and BBB, respectively, 1o PPL Capital Funding's
$350 million 3.93% Senior Notes due 2024 and $400 million 5.00% Senior Notes due 2044. Fitch also assigned a stable

outlook to these noles.

In April 2014, Moody's affirmed its ratings with a stable outlook for PPL. WEM, WPD (East Midlands), WPD (Wesl
Midlands), PPL WW, WPD (South Wales) and WPD (South West).

In April 2014, Fitch affirmed its ratings with a stable outlook for PPL and PPL Capital Funding.

In June 2014, Moody's affirmed its ratings and revised its outlook 1o positive for PPL and PPL Capital Funding,

In June 2014, S&P affirmed its ratings for PPL, PPL Capital Funding, PPL WEM, WPD (East Midlands), WPD (West
Midlands), PPL WW, WPD (South Wales) and WPD (South Wesi) and placed the issuers on CreditWatch with positive
implications.

In June 2014, Fitch affirmed its ratings with a stable outlook for PPL and PPL Capitat Funding.

(PPL and PPL Energy Supply)

In April 2014, Fitch affirmed its ratings with a negative outlook for PPL Energy Supply.

In May 2014, S&P lowered its long-term issuer rating and senior unsecured rating from BBB to BB+ and its commercial
paper rating and short-ierm issuer rating from A-2 1o A-3 with a stable outlook for PPL Energy Supply.

In June 2014, Moody's lowered its senior unsecured rating from Baa2 (o Bal and its commercial paper rating and short-tecrm
issuer rating from P-2 to Not Prime with a negative outlook for PPL Encrgy Supply. Moody's also ussigned a Corporate
Family Rating of Bal, a Probability of Default Rating of Bal-PD and a Speculative Grade Liquidity rating of SGL-1 to PPL
Energy Supply.

In June 2014, S&P lowered its long-term issuer rating and senior unsecured rating from BB+ 10 BB and its commercial paper
rating and short-term issuer rating from A-3 10 B for PPL Energy Supply and placed the issuer on CreditWaich with negative
implications.

In June 2014, Fitch lowered its long-term issuer default rating and senior unsecured debi rating from BBB- (o BB and its
commercial paper rating and short-lerm issuer default rating from F3 to B for PPL Energy Supply und placed the issuer on
Rating Watch Negative.

(PPL and PPL Eleciric)

In January 2014, Moody's upgraded its long-lerm issucr rating and senior unsecured rating from Baa2 1o Baal and senior
sccured rating from A3 10 A2, affirmed its commercial paper rating and revised its outlook 10 stable lor PPL Electric.

In April 2014, Fitch affirmed its ratings with a stable outlook for PPL Electric.
In Junc 2014, S&P affirmed its ratings for PPL Electric and placed the issuer on CreditWatch with positive implications.

In Junc 2014, Moody's, $&P, and Fitch assigned ratings of A2, A- and A-, respectively, to PPL Electric's $300 million
4.125% First Mortgage Bonds due 2044. Fiich also assigned a stable outlook to these notes.

{PPL, LKE, LG&E and KU)

In January 2014, Moody's affirmed its ratings and revised its outlook to slable for LKE.
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In January 2014, Moody's upgraded its long-term issuer ratings and senior unsecured ratings from Baal to A3 and senior
secured ratings from A2 1o Al, affirmed its commercial paper ratings and revised ils outtook to stable for LG&E and KU.

In February 2014, Moody's affirmed its ratings for KU's 2000 Series A Solid Waste Disposal Facility Revenue Bonds, KU's
2004 Scries A and 2008 Series A Environmental Facilities Revenue Bonds and KU's 2006 Series B Environmental Facilities
Revenuc Refunding Bonds.

In April 2014, Fitch affirmed its ratings with a siable outlook for LKE, LG&E and KU.

In Junc 2014, S&P affirmed its ratings for LKE, LG&E and KU and placed the issuers on CreditWatch with positive
implications.

In June 2014, Moody's affirmed its ratings and revised its outlook to positive for LKE.

In June 2014, S&P affirmed its ratings for KU's 2000 Scries A Solid Waste Disposal Facility Revenue Bonds, KU's 2004
Series A and 2008 Series A Environmental Facililies Revenue Bonds and KU's 2006 Series B Environmental Facilities
Revenue Refunding Bonds and placed them on CreditWatch with positive implications.

Ratings Triggers

(All Registrants except PPL Electric)

Various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity and fuel,
commodity transportation and storage, interest rate and foreign currency instruments (for PPL), contain provisions that
require the posting of additional collateral or permit the counterparty Lo terminate the contract, if PPL's, PPL Encrgy
Supply's, LKE's, LG&E's or KU's or their subsidiarics’ credil rating, as applicable, were 10 fall below investment grade. Sce
Note 14 to the Financial Statements for a discussion of "Credit Risk-Related Contingent Features,” including a discussion of
the potential additional collateral requiremenis for PPL, PPL Energy Supply, LKE and LG&E for derivalive contracls in a net
liability position at June 30, 2014.

Capital Expenditures

{PPL)

Capilal expenditure plans are revised peniodically to reflect changes in operational, market and regulatory conditions. In the
second quarter of 2014, PPL increased its projected capital spending for the period 2014 through 20138 related to distnibution
facilities by approximately $0.3 billion from the previously disclosed $1.9 billion projection included in PPL's 2013

Form 10-K. The increased projected capital spending results from a change in the forecasted foreign currency exchange rale
for WPD expenditures that increased each yearly estimate by approximately $70 million.

(PPL, LKE, LG&FE and KU)

LG&E and KU continue 10 evaluate their future capacity requirements with the possibility that reduced or delayed capacity
needs may result in adjusiments to the timing of previously estimated capacity construction at KU's Green River generating
sitc. Sce Note 8 to the Financial Statements for additional information.

{All Registrants)

For additional information on the Registrants’ liquidity and capital resources, see "ltem 7. Combined Management's
Discussion and Anatysis of Financial Condition and Resuhts of Operations,” in the Registrants' 2013 Form 10-K.

Risk Management
Market Risk
(All Registrants)

See Notes 13 and 14 10 the Financial Statements for information about the Registrants’ risk management objectives, valuation
technigues and accounting designations.
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The forward-locking 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 materiatly 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-irading)

(PPL. LKE, LG&E and KU)

LG&E's and KU's retail electric and natural gas rates and municipal wholesale electric rates are set by regulatory
commissions and the fuel costs incurred are directy recoverable from customers. As a resuli, LG&E and KU are subject to
commodity price risk for only a small portion of on-going business operations. LG&E and KU selt excess economic
generalion 1o maximize the value of the physical assets at times when the assels are not required to serve LG&E's or KU's
customers. See Note 14 to the Financial Statements for additional information.

(PPL and PPL Electric)

PPL. Eleciric is exposed to markel price and volumetric risks from its obligation as PLR. The PUC has approved a cost
recovery mechanism that allows PPL Electric 10 pass through to customers the cost associated with fulfilling its PLR
obligation. This coslt recovery mechanism subsiantially eliminates PPL Electric’s exposure 1o market price risk. PPL Electric
also miligates its exposure 10 volumetric risk by entering into full-requirement energy supply coniracts for the majority of its
PLR obligations. Thesc supply contracis transfer the volumetric risk associated with the PLR obligation to the energy
suppliers,

{PPL and PPL Energy Supply)

PPL Encrgy Supply segregales its non-trading activities into two calegories: hedge activity and economic activity.
Transactions thal arc accounted for as hedge activity qualify for hedge accounting treatment. The economic activity calegory
includes transactions that address a specific risk, bul were not eligible for hedge accounting or for which hedge accounting
was not clected. This activity includes the changes in fair value of positions used 10 hedge a portion of the economic valuc of
PPL Encrgy Supply's competitive generation assets and full-requirement sales and retail contracts. This economic activity is
subject lo changes in fair value due 10 market price volalility of the input and output commodities (e.g., fuel and power).
Although they do nol receive hedge accounting treatment, these transactions are considered non-trading activity. See Note 14
1o the Financial Statemenis for additional information.

To hedge the impact of markel price volatility on PPL Energy Supply's energy-related assets, liabilities and other coniraciual
arrangemenis, PPL Energy Supply both sclis and purchases physical energy at the wholesale level under FERC market-based
tariffs throughout the U.S. and enters into financial cxchange-wraded and over-the-counter contracts, PPL Energy Supply's
non-trading commodity derivative contracts range in maturily through 2019,

The lollowing lables scts forth the changes in the net fair value of non-trading commodity derivative contracts for the periods
ended June 30. Sec Notes 13 and 14 1o the Financial Stalements for additional information.

Gains (Losses)

Three Months Six Months
2014 2013 2014 2013
Fair value of cpntracts outstanding at the beginning of the period 5 (141) 5 228 8 107§ 473
Contracts realized or otherwise seitled during the period (20) (100) a85 (237
Fair valug of new contracts entered into during the period {a) 19 37 3 46
Other changes in fair value (36) 119 {(713) 3
Fair value of contracts outstanding al the end of the period $ (178) % 285 8 {178} $ 285

{a} Represents the fair value of contrcts at the end of the quarter of their incepiion.
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The following table segregates the net fair value of non-trading commodity derivative conlracts at June 30, 2014, based on
the observability of the information used 10 determine the fair value.

Net Asset (Liability)

Maturity Maturity
Less Than Maturity Matority in Excess Total Fair
1 Year 1-3 Years 4-5 Years of 5 Years Vulue
Source of Fair Value
Prices based on significant observable inputs (Level 2) s (59 § (1) s 8 3 | . (162)
Prices based on significant unobservable inputs (Level 3} 2h 4 1 (16}
Fair value of contracts outsianding at the end of the period $ (180) S 8 3 g 3 1§ (178)

PPL Energy Supply sclls electricity, capacity and related services and buys fuel on a forward basis to hedge the value of
cncrgy [rom its generation assets. If PPL Energy Supply were unable o deliver firm capacity and energy or o accept the
delivery of fuel under its agreements, under certain circumstances it could be required (o pay liquidating damages. These
damages would be based on the dilference between the market price and the contract price of the commedity. Depending on
price changes in the wholesale encrgy markets, such damages could be significant. Extreme weather conditions, unplanned
power plant oulages, transmission disruptions, nonperformance by counterparties {or their counterparties) with which it has
energy contracts and other factors could affect PPL Energy Supply's ability to meet its obligations, or cause significant
increases in the market price of replacement energy. Although PPL Energy Supply auempts to mitigaie these risks, there can
be no assurance that it will be able 1o fully meet its firm obligations, that it will not be required 10 pay damages for failure to
perform, or that it will not experience counterparty nonperformance in the future.

Commodity Price Risk (Trading)
PPL Energy Supply's trading commodity derivative contracts range in maturity through 2020. The following table sets forth
changes in the net fair value of (rading commodity derivalive contracts for the periods ended Junc 30. Sce Notes 13 and 14 1o

the Financial Statements for additional information.

Gains (Losses)

Three Months Six Months
2014 2013 2014 2013
Fair value of contracts outstanding at the beginning of the period S 3t s 15§ 11 3 29
Contmcets realized or otherwise scutled during the period (&)} 3 (2)
Fair value of new contracts entered into during the period {a) (5 4) (18) (16)
Orher changes in fair value 49 7 82 7
Fair value of contracts outstanding at the end of the period 3 725 15 3 72§ 18

(a) Represents the fair value of contracts at the end of the quarter of their inception.

The following lable segregates the net fair value of rading commodity derivative contracts at June 30, 2014, based on the
observability of the information used to determine the fair value.

Net Asset (Liability)

Maturity Maturity
Less Than Maturity Matority in Excess Total Fair
1 Year 1-3 Years 4-5 Years of 5§ Years Value

Source of Fair Value
Prices based on significant observable inpuis (Level 2) S 2 $ (19 $ 3 5 (18)
Prices based on significant unobservable inputs {Leved 3) 4 29 S 36 21 X%
Fair value of contracts outstanding at the end of the period 3 2 3 ([ 36 S 24 3 72
VaR Models

A VaR model is utilized to measure commodity price risk in unregutated gross energy margins for the non-trading and
trading portfolios. VaR is a statistical medel that attempts to estimate the value of potential loss over a given holding period
under normal market conditions at a given confidence level. VaR is calculated using a Monte Carlo simulation technique
based on a five-day holding period at a 