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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 for the fiscal year
ended December 31, 2011

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

Commission File Registrant; State of Incorporation; IRS Employer
Number Address and Telephone Number Identification No.
1-11459 PPL Corporation 23-2758192

(Exact name of Registrant as specified in its charter)

(Pennsylvania)

Two North Ninth Street
Allentown, PA 18101-1179
(610) 774-5151

1-32944 PPL. Energy Supply, LLC 23-3074920
(Exact name of Registrant as specified in its charter)
(Delaware)
Two North Ninth Street
Allentown, PA 18101-1179
(610) 774-5151

1-905 PPL Electric Utilities Corporation 23-0959590
(Exact name of Registrant as specified in its charter)
(Pennsylvania)
Two North Ninth Street
Allentown, PA 18101-1179
(610) 774-5151

333-173665 LG&E and KU Energy LLC 20-0523163
(Exact name of Registrant as specified in its charter)
(Kentucky)
220 West Main Street
Louisville, Kentucky 40202-1377
(502) 627-2000

1-2893 Louisville Gas and Electric Company 61-0264150
(Exact name of Registrant as specified in its charter)
(Kentucky)
220 West Main Street
Louisville, Kentucky 40202-1377
(502) 627-2000

1-3464 Kentucky Utilities Company 61-0247570
(Exact name of Registrant as specified in its charter)
(Kentucky and Virginia)
One Quality Street
Lexington, Kentucky 40507-1462
(502) 627-2000




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

Title of each class Name of each exchange on which registered
Common Stock of PPL Corporation New York Stock Exchange
Corporate Units issued 2011 of PPL Corporation New York Stock Exchange
Corporate Units issued 2010 of PPL. Corporation New York Stock Exchange

Junior Subordinated Notes of PPL Capital Funding, Inc,
2007 Series A due 2067 New York Stock Exchange

Senior Notes of PPL Capital Funding, Inc.
6.85% due 2047 New York Stock Exchange

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

Common Stock of PPL Electric Utilities Corporation

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

PPL Corporation Yes X No ___
PPL Energy 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 Utilities Company Yes No X

Indicate by check mark if the registrants are not required to file reports pursuant to Section 13 or Section 15(d) of the Act.

PPL Corporation Yes No X
PPL Energy 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 Utilities Company Yes _ . No X

Indicate by check mark whether the registrants (1) have filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 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
PPL Energy Supply, LL.C Yes X No
PPL Efiectric 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 corporate Web site, if any, every Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 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 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 if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrants' knowledge, in definitive proxy or information statements incorporated by reference in Part [II of this Form
10-K or any amendment to this Form 10-K.

PPL Corporation

PPL Energy Supply, LLC

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

PP e e

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

Large accelerated Accelerated Non-accelerated Smaller reporting
filer filer filer company
PPL Corporation [X] [ ] [ ] [ ]
PPL Energy Supply, LLC [ ] [ ] [X] [ ]
PPL Electric Utilities Corporation [ ] [ ] [X] [ ]
LG&E and KU Energy LLC [ 1] [ ] [X] [ ]
Louisville Gas and Electric Company [ 1 [ ] [X] [ 1]
Kentucky Utilities Company [ ] [ 1 [X] [ ]

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

PPL Corporation Yes No X
PPL Energy 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 Utilities Company Yes No X

As of June 30, 2011, PPL Corporation had 577,265,119 shares of its $.01 par value Common Stock outstanding. The aggregate market value of
these common shares (based upon the closing price of these shares on the New York Stock Exchange on that date) held by non-affiliates was
$16,065,288,262. As of January 31,2012, PPL Corporation had 579,234,837 shares of its $.01 par value Common Stock outstanding.

As of January 31, 2012, PPL Corporation held all 66,368,056 outstanding common shares, no par value, of PPL. Electric Utilities Corporation.
PPL Corporation indirectly holds all of the membership interests in PPL Energy Supply, LLC.
PPL Corporation directly holds all of the membership interests in LG&E and KU Energy LLC.

As of January 31, 2012, LG&E and KU Energy LLC held all 21,294,223 outstanding common shares, no par value, of Louisville Gas and
Electric Company.

As of January 31, 2012, LG&E and KU Energy LLC held all 37,817,878 outstanding common shares, no par value, of Kentucky Utilities
Company.

PPL. Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and
Kentucky Utilities Company meet the conditions set forth in General Instructions (I)(1)(a) and (b) of Form 10-K and are therefore filing
this form with the reduced disclosure format.

Documents incorporated by reference:
PPL Corporation has incorporated herein by reference certain sections of PPL Corporation's 2012 Notice of Annual Meeting and Proxy

Statement, which will be filed with the Securities and Exchange Commission not later than 120 days afier December 31, 2011. Such Statements
will provide the information required by Part III of this Report.
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This combined Form 10-K is separately filed by PPL Corporation, PPL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU

Energy LLC, Louisville Gas and Electric Company and Kentucky Utilities Company. Information contained herein relating to PPL Energy
Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy LLC, Louisville Gas and Electric Company and Kentucky Utilities

Company is filed by PPL Corporation and separately by PPL Energy Supply, LLC, PPL Electric Utilities Corporation, LG&E and KU Energy
LLC, Louisville Gas and Electric Company and Kentucky Utilities Company on their own behalf. No registrant makes any representation as to

information relating to any other registrant, except that information relating to the five PPL Corporation subsidiaries is also attributed to PPL

Corporation and the information relating to Louisville Gas and Electric Company and Kentucky Utilities Company is also attributed to LG&E

and KU Energy LLC.
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GLOSSARY OF TERMS AND ABBREVIATIONS

Central Networks - collectively Central Networks East plc, Central Networks Limited and certain other related assets and liabilities. On April 1,
2011, PPL WEM Holdings plc (formerly WPD Investment Holdings Limited) purchased all of the outstanding ordinary share capital of these
companies from E.ON AG subsidiaries. Central Networks West plc (subsequently renamed Western Power Distribution (West Midlands) plc),
wholly owned by Central Networks Limited (subsequently renamed WPD Midlands Holdings Limited), and Central Networks East plc
(subsequently renamed Western Power Distribution (East Midlands) plc) are British regional electricity distribution utility companies.

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

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

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

LKS - LG&E and KU Services Company, a subsidiary of LKE that provides services for LKE and its subsidiaries. The subsidiary was acquired
by PPL through the acquisition of LKE in November 2010.

PPL - PPL Corporation, the parent holding company of PPL Electric, PPL Energy Funding, LKE and other subsidiaries.
PPL Capital Funding - PPL Capital Funding, Inc., a wholly owned financing subsidiary of PPL.

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

PPL Energy Funding - PPL Energy Funding Corporation, a subsidiary of PPL and the parent holding company of PPL Energy Supply, PPL
Global (effective January 2011) and other subsidiaries.

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

PPL Energy Supply - PPL Energy Supply, LLC, a subsidiary of PPL. Energy Funding and the parent company of PPL Generation, PPL
EnergyPlus and other subsidiaries. In January 2011, PPL Energy Supply distributed its membership interest in PPL Global, representing 100%
of the outstanding membership interests of PPL Global, to PPL Energy Supply's parent, PPL Energy Funding.

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

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

PPL Global - PPL Global, LLC, a subsidiary of PPL Energy Funding that primarily owns and operates a business in the U.K., WPD, that is
focused on the regulated distribution of electricity. In January 2011, PPL Energy Supply, PPL Global's former parent, distributed its
membership interest in PPL Global, representing 100% of the outstanding membership interest of PPL Global, to its parent, PPL. Energy
Funding.

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

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




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

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

PPL Services - PPL Services Corporation, a subsidiary of PPL that provides services for PPL and its subsidiaries.
PPL Susquehanna - PPL Susquehanna, LLC, the nuclear generating subsidiary of PPL Generation.

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

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

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

WPD (East Midlands) - Western Power Distribution (East Midlands) plc, a British regional electricity distribution utility company. The
company (formerly Central Networks East plc) was acquired and renamed in April 2011.

WPD Midlands - refers to Central Networks, which was renamed after the acquisition.
WPD (South Wales) - Western Power Distribution (South Wales) plc, a British regional electricity distribution utility company.
WPD (South West) - Western Power Distribution (South West) plc, a British regional electricity distribution utility company.

WPD (West Midlands) - Western Power Distribution (West Midlands) plc, a British regional electricity distribution utility company. The
company (formerly Central Networks West plc) was acquired and renamed in April 2011,

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

Other terms and abbreviations

£ - British pound sterling.

1945 First Mortgage Bond Indenture - PPL Electric's Mortgage and Deed of Trust, dated as of October 1, 1945, to Deutsche Bank Trust
Company Americas, as trustee, as supplemented.

2001 Morigage Indenture - PPL Electric's Indenture, dated as of August 1, 2001, to The Bank of New York Mellon (as successor to JPMorgan
Chase Bank), as trustee, as supplemented.

2010 Bridge Facility - an up to $6.5 billion Senior Bridge Term Loan Credit Agreement between PPL. Capital Funding, as borrower, and PPL, as
guarantor, and a group of banks syndicated in June 2010, to serve as a funding backstop in the event alternative financing was not available prior
to the closing of PPL's acquisition of E.ON U.S. LLC.

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

2011 Bridge Facility - the £3.6 billion Senior Bridge Term Loan Credit Agreement between PPL Capital Funding and PPL WEM, as borrowers,
and PPL, as guarantor, and lenders party thereto, used to fund the April 1, 2011 acquisition of Central Networks, as amended by Amendment No.
1 thereto dated April 15,2011.




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 contract that is a component of a 2011 Equity Unit that requires holders to purchase shares of PPL. common stock
on or prior to May 1, 2014.

2011 Registration Statement(s) - refers to the registration statements on Form S-4 filed with the SEC by each of LKE (Registration No. 333-
173665) on April 21, 2011, LG&E (Registration No 333-173676) on April 22, 2011 and KU (Registration No. 333-173675) on April 22, 2011,
each as amended by Amendment No. 1 filed with the SEC on May 26, 2011 and effective June 1, 2011.

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

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

Act 129 - became effective in October 2008. The law amends the Pennsylvania Public Utility Code and creates an energy efficiency and
conservation program and smart metering technology requirements, adopts new PLR electricity supply procurement rules, provides remedies for
market misconduct and makes changes to the existing Alternative Energy Portfolio Standard.

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

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

AOCI - accumulated other comprehensive income or loss.

ARO - asset retirement obligation.

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

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

Bcf - billion cubic feet.

Black Lung Trust - a trust account maintained under federal and state Black Lung legislation for the payment of claims related to disability or
death due to pneumoconiosis.

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

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

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

CAIR - the EPA's Clean Air Interstate Rule.

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

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

iii




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

CSAPR - Cross-State Air Pollution Rule, the CSAPR implements Clean Air Act requirements concerning the transport of air poliution from
power plants across state boundaries. The CSAPR replaces the 2005 CAIR, which the U.S. Court of Appeals for the D.C. Circuit ordered the
EPA to revise in 2008. The court has granted a stay allowing CAIR to remain in place pending a ruling on the legal challenges to the CSAPR.
CTC - competitive transition charge on customer bills to recover allowable transition costs under the Customer Choice Act.

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

DDCP - Directors Deferred Compensation Plan.

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

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

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

DPCR4 - Distribution Price Control Review 4, the U.K. 5-year rate review period applicable to 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 Direct Stock Purchase Plan.

DSM - Demand Side Management. Pursuant to Kentucky Revised Statute 278.285, the KPSC may determine the reasonableness of DSM plans
proposed by any utility under its jurisdiction. Proposed DSM mechanisms may seek full recovery of DSM programs and revenues lost by
implementing those programs and/or incentives designed to provide financial rewards to the utility for implementing cost-effective DSM

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

DUoS - Distribution Use of Systemn. This forms the majority of WPD's revenues and is the charge to electricity suppliers who are WPD's
customers and use WPD's network to transmit electricity.

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

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

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

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

EMF - electric and magnetic fields.

E.ON AG - a German corporation and the parent of E.ON UK plc, the former parent of Central Networks, and the indirect parent of E.ON US
Investments Corp., the former parent of LKE.

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 - Employee Stock Ownership Plan.

Euro - the basic monetary unit among participating members of the European Union.
EWG - exempt wholesale generator.

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

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

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

Fundamental Change - as it relates to the terms of the 2011 and 2010 Equity Units, will be deemed to have occurred if any of the following
occurs with respect to PPL, subject to certain exceptions: (i) a change of control; (ii) a consolidation with or merger into any other entity; (iii)
common stock ceases to be listed or quoted; or (iv) a liquidation, dissolution or termination.

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

GBP - British pound sterling.

GHG - greenhouse gas(es).

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

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

IBEW - International Brotherhood of Electrical Workers.

ICP - Incentive Compensation Plan.

ICPKE - Incentive Compensation Plan for Key Employees.

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

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

IRP - Integrated Resource Plan, Pursuant to Kentucky Administrative Regulation 807 5:058, Kentucky electric utilities are required to file
triennially an IRP with the KPSC. The filing is to provide the utilities' load forecasts and resource plans to meet future demand with an adequate
and reliable supply of electricity at the lowest possible cost for all customers while satisfying all related state and federal laws and regulations.

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

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

IS0 - Independent System Operator.

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




KU 2010 Mortgage Indenture - KU's Indenture dated as of October 1, 2010, to The Bank of New York Mellon, as trustee, as supplemented.
kVA - kilovolt-ampere.

kWh - kilowatt-hour, basic unit of electrical energy.

LCIDA - Lehigh County Industrial Development Authority.

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

LIBOR - London Interbank Offered Rate,

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

MACT - maximum achievable control technology.

MATS - Mercury and Air Toxics Standards.

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

MMBtu - One million British Thermal Units.

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

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

MW - megawatt, one thousand kilowatts.

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

NDT - PPL Susquehanna's nuclear plant decommissioning trust.

NERC - North American Electric Reliability Corporation.

NGCC - Natural gas-fired combined-cycle turbine.

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

NPDES - National Pollutant Discharge Elimination System.

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

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

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

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

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

OVEC - Ohio Valley Electric Corporation, located in Piketon, Ohio, an entity in which 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 investment. OVEC owns and operates two coal-fired power
plants, the Kyger Creek Plant in Ohio and the Clifty Creek Plant in Indiana, with combined nameplate capacities of 2,390 MW,

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

PEDFA - Pennsylvania Economic Development Financing Authority.

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

District of Columbia.

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

PP&E - property, plant and equipment.
Predecessor - refers to the LKE, LG&E and KU pre-acquisition activity covering the time period prior to November 1, 2010.

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

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

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

Purchase Contracts - refers collectively to the 2010 and 2011 Purchase Contracts.

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

PURTA - The Pennsylvania Public Utility Realty Tax Act.

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

RECs - renewable energy credits.

Regional Transmission Expansion Plan - PJM conducts a long-range Regional Transmission Expansion Planning process that identifies what
changes and additions to the grid are needed to ensure future needs are met for both the reliability and the economic performance of the

grid. Under PJM agreements, transmission owners are obligated to build transmission projects that are needed to maintain reliability standards
and that are reviewed and approved by the PJM Board.

Registrants - PPL, PPL Energy Supply, PPL Electric, LKE, LG&E and KU, collectively.

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

Rev. Proc(s). - Revenue Procedure(s), an official published statement by the IRS of a matter of procedural importance to both taxpayers and the
IRS concerning administration of the tax laws.
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RMC - Risk Management Committee.
RTO - Regional Transmission Organization.
S&P - Standard & Poor's Ratings Services, a credit rating agency.

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

SCR - selective catalytic reduction, a pollution control process for the removal of nitrogen oxide from exhaust gases.
Scrubber - an air pollution control device that can remove particulates and/or gases (such as sulfur dioxide) from exhaust gases.

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

Securities Act of 1933 - the Securities Act of 1933, 15 U.S. Code, Sections 77a-77aa, as amended.
SIFMA Index - the Securities Industry and Financial Markets Association Municipal Swap Index.
Smart meter - an electric meter that utilizes smart metering technology.

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

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

Successor - refers to the LKE, LG&E and KU post-acquisition activity covering the time period after October 31, 2010.
Superfund - federal environmental legislation that addresses remediation of contaminated sites; states also have similar statutes.

TC2 - Trimble County Unit 2, a coal-fired plant located in Kentucky with a 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 electric generating facility agrees to use that facility to convert fuel provided by a
third party into electricity for delivery back to the third party.

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

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

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

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

VIE - variable interest entity.

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

VWAP - as it relates to the 2011 and 2010 Equity Units issued by PPL, the per share volume-weighted-average price as displayed under the
heading Bloomberg VWAP on Bloomberg page "PPL <EQUITY> AQR" (or its equivalent successor if such page is not available) in respect of
the period from the scheduled open of trading on the relevant trading day until the scheduled close of trading on the relevant trading day (or if
such volume-weighted-average price is unavailable, the market price of one share of PPL common stock on such trading day determined, using a
volume-weighted-average method, by a nationally recognized independent investment banking firm retained for this purpose by PPL).
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FORWARD -LOOKING INFORMATION

Statements contained in this Form 10-K concerning expectations, beliefs, plans, objectives, goals, strategies, future events or performance and
underlying assumptions and other statements which are other than statements of historical fact are "forward-looking statements" within the
meaning of the federal securities laws. Although the Registrants believe that the expectations and assumptions reflected in these statements are
reasonable, there can be no assurance that these expectations will prove to be correct. Forward-looking statements are subject to many risks and
uncertainties, and actual results may differ materially from the results discussed in forward-looking statements. In addition to the specific factors
discussed in "Item 1A. Risk Factors” and in "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations"
in this Form 10-K report, the following are among the important factors that could cause actual results to differ materially 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;

weather conditions affecting generation, customer energy use and operating costs;

operation, availability and operating costs of existing generation facilities;

the length of scheduled and unscheduled outages at our generating facilities;

transmission and distribution system conditions and operating costs;

potential expansion of alternative sources of electricity generation;

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

collective labor bargaining negotiations;

the outcome of litigation against the Registrants and their subsidiaries;

potential effects of threatened or actual terrorism, war or other hostilities, or natural disasters;

the commitments and liabilities of the Registrants and their subsidiaries;

market demand and prices for energy, capacity, transmission services, emission allowances, RECs and delivered fuel;

competition in retail and wholesale power and natural gas markets;

liquidity of wholesale power markets;

defaults by counterparties under energy, fuel or other power product contracts;

market prices of commodity inputs for ongoing capital expenditures;

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

stock price performance of PPL; .

volatility in the fair value of debt and equity securities and its impact on the value of assets in the NDT funds and in defined benefit plans,
and the potential cash funding requirements if fair value declines;

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

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

the profitability and liquidity, including access to capital markets and credit facilities, of the Registrants and their subsidiaries;

new accounting requirements or new interpretations or applications of existing requirements;

changes in securities and credit ratings;

foreign currency exchange rates;

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

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

political, regulatory or economic conditions in states, regions or countries where the Registrants or their subsidiaries conduct business;
receipt of necessary governmental permits, approvals and rate relief;

new state, federal or foreign legislation, including new tax, environmental, healthcare or pension-related legislation;

state, federal and foreign regulatory developments;

the outcome of any rate cases by PPL Electric at the PUC or the FERC, by LG&E at the KPSC; by KU at the KPSC, VSCC, TRA or the
FERC, or by WPD at Ofgem in the UK;

the impact of any state, federal or foreign investigations applicable to the Registrants and their subsidiaries and the energy industry;

the effect of any business or industry restructuring;

development of new projects, markets and technologies;

performance of new ventures; and




e business dispositions or acquisitions and our ability to successfully operate such acquired businesses and realize expected benefits from
business acquisitions, including PPL's 2011 acquisition of WPD Midlands and 2010 acquisition of LKE.

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

New factors that could cause actual results to differ materially from those described in forward-looking statements emerge from time to time,
and it is not possible for 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 to update the information contained in such statement to reflect
subsequent developments or information.




BACKGROUND

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

In 2011 and 2010, PPL completed two acquisitions:

e On April 1,2011, PPL, through its indirect, wholly owned subsidiary, PPL. WEM, completed its acquisition of all the outstanding
ordinary share capital of Central Networks East plc and Central Networks Limited, the sole owner of Central Networks West plc,
together with certain other related assets and liabilities (collectively referred to as Central Networks and subsequently renamed WPD
Midlands), from subsidiaries of E.ON AG. The consideration for the acquisition consisted of cash of $5.8 billion, including the
repayment of $1.7 billion of affiliate indebtedness owed to subsidiaries of E.ON AG and $800 million of long-term debt assumed
through consolidation. WPD Midlands operates two regulated distribution networks that serve five million end-users in the Midlands
area of England.

e On November 1, 2010, PPL acquired all of the limited liability company interests of E.ON U.S. LLC from a wholly owned subsidiary
of E.ON AG. Upon completion of the acquisition, E.ON U.S. LLC was renamed LG&E and KU Energy LLC (LKE). LKE is engaged
in regulated utility operations through its subsidiaries, LG&E and KU. The consideration for the acquisition consisted of cash of $6.8
billion, including the repayment of $4.3 billion of affiliate indebtedness owed to subsidiaries of E.ON AG, and $800 million of debt
assumed through consolidation.

e See Note 10 to the Financial Statements for additional information on both acquisitions.

The acquisitions of WPD Midlands and LKE: (1) substantially reapportion the mix of PPL's regulated and competitive businesses by increasing
the regulated portion of its business; (2) strengthen PPL's credit profile; and (3) enhance rate-regulated growth opportunities as the regulated
businesses make investments to meet environmental compliance requirements and improve infrastructure and customer reliability. The
investment in regulated assets also provides earnings stability through regulated returns and the ability to recover prudently incurred capital
investments, in contrast to the competitive supply business where earnings and cash flows are subject to market conditions. At December 31,
2011, PPL had:

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

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

e  Approximately 19,000 MW of generation

e Approximately 18,000 full-time employees
In January 2011, PPL Energy Supply distributed its 100% membership interest in PPL Global to its parent, PPL Energy Funding (the parent
holding company of PPL Energy Supply and PPL Global with no other material operations), to better align PPL's organizational structure with
the manner in which it manages its businesses and reports segment information in its consolidated financial statements. The distribution
separated the U.S.-based competitive energy marketing and supply business from the U.K.-based regulated electricity distribution business. See

Note 9 to the Financial Statements for additional information,

At December 31, 2011 PPL's principal subsidiaries are shown below (* denotes an SEC registrant; LKE, LG&E and KU became SEC registrants
effective June 1, 2011):




PPL Corporation*

PPL Global PPL Energy Supply*
» Engages in the regulated
operations of electricity

distributicn businasses in
the U.K.

PPL Electric*

« Engages in the regulated
transmission and

distribution of electricky in
Pennsyhrania

PPL EnergyPlus PPL Generation o LG&E* et | Ku* |
« Performs marketing and . ; weoo | - Engages In the reguiate | - Engages in the regulated
trading activities s ;ﬁ:ﬁirgxizmﬁme generation, transmission, | generation, transmission,

« Purchases fuel primarily in Pennsyhania
and ontana

distribution and sale of | distribution and sale of
electricity in Kentucky, and | | electricity primarily in
distribution and sale of - Kentucky

natural gas in Kentuclky -

In addition to PPL Corporation, the other SEC registrants included in this filing are:

PPL Energy Supply, LLC , headquartered in Allentown, Pennsylvania, is an indirect wholly owned subsidiary of PPL formed in 2000 and is an
energy company engaged through its subsidiaries in the generation and marketing of electricity, primarily in the northeastern and northwestern
power markets of the U.S. PPL Energy Supply's major operating subsidiaries are PPL EnergyPlus and PPL, Generation. As noted above, in
January 2011, PPL Energy Supply distributed its 100% membership interest in PPL Global to its parent, PPL Energy Funding. For 2010 and
2009, the operating results of PPL. Global, which represents the International Regulated segment, are classified as Discontinued Operations. At
December 31, 2011, PPL Energy Supply owned or controlled 10,508 MW of electric power generation capacity and is implementing capital
projects at certain of its existing generation facilities in Pennsylvania and Montana to provide 191 MW of additional generating capacity by the
end of 2013.

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

LG&E and KU Energy LLC, headquartered in Louisville, Kentucky, is a holding company with regulated utility operations through its
subsidiaries, LG&E and KU, and is a wholly owned subsidiary of PPL. LKE, formed in 2003, is the successor to a Kentucky entity incorporated
in 1989.

Louisville Gas and Electric Company, headquartered in Louisville, Kentucky, is a regulated utility engaged in the generation, transmission,
distribution and sale of electricity and the distribution and sale of natural gas in Kentucky. LG&E was incorporated in Kentucky in 1913. At
December 31, 2011, LG&E owned 3,352 MW of electric power generation capacity and, subject to certain regulatory approvals, is implementing
capital projects at certain of its existing generation facilities to provide 483 MW of additional generating capacity by 2016. LG&E also
anticipates retiring 563 MW of generating capacity by the end of 2015 to meet certain environmental regulations. LG&E and KU jointly
dispatch their generation units with the lowest cost generation used to serve their retail native load.

Kentucky Utilities Company, headquartered in Lexington, Kentucky, is a regulated utility engaged in the generation, transmission, distribution
and sale of electricity in Kentucky, Virginia and Tennessee. KU was incorporated in Kentucky in 1912 and Virginia in 1991. KU serves its
Virginia customers under the Old Dominion Power name while its Kentucky and Tennessee customers are served under the KU name. At
December 31, 2011, KU owned 4,833 MW of electric power generation capacity and, subject to certain regulatory approvals, is implementing
capital projects at certain of its existing generation facilities to provide 652 MW of additional generating capacity by 2016. KU also anticipates
retiring 234 MW of generating capacity by the end of 2015 to meet certain environmental regulations. KU and LG&E jointly dispatch their
generation units with the lowest cost generation used to serve their retail native load.

PPL's utility subsidiaries, and to a lesser extent, certain of its competitive supply subsidiaries, are subject to extensive regulation by the FERC
including: wholesale sales of power and related transactions, electric transmission service, accounting practices, issuances and sales of
securities, acquisitions and sales of utility properties and payments of dividends. PPL and LKE are subject to certain FERC regulations as
holding companies under PUHCA and the Federal Power Act,




including with respect to accounting and record-keeping, inter-system sales of non-power goods and services and acquisitions of securities in, or
mergers with, certain types of electric utility companies.

Successor and Predecessor Financial Presentation (LKE, LG& E and KU)

LKE's, LG&E's and KU's Financial Statements and related financial and operating data include the periods before and after PPL's acquisition of
LKE on November 1, 2010 and have been segregated to present pre-acquisition activity as the Predecessor and post-acquisition activity as the
Successor. Predecessor activity covers the time period prior to November 1, 2010. Successor activity covers the time period after October 31,
2010. Certain accounting and presentation methods were changed to acceptable alternatives to conform to PPL's accounting policies, and the
cost bases of certain assets and liabilities were changed as of November 1, 2010 as a result of the application of push-down

accounting. Consequently, the financial position, results of operations and cash flows for the Successor periods are not comparable to the
Predecessor periods; however, the core operations of LKE, LG&E and KU have not changed as a result of the acquisition.

Segment Information
(PPL)

Following the November 1, 2010 acquisition of LKE, PPL is organized into four reportable segments: Kentucky Regulated, International
Regulated, Pennsylvania Regulated and Supply. There were no changes to reportable segments in 2011.

(PPL Energy Supply)

In 2011, PPL. Energy Supply operated in a single reportable segment. Prior to 2011, PPL Energy Supply's segments consisted of Supply and
International Regulated. In January 2011, PPL Energy Supply distributed its 100% membership interest in PPL Global to its parent, PPL Energy
Funding, to better align PPL's organizational structure with the manner in which it manages its businesses and reports segment information in its
consolidated financial statements. For 2010 and 2009, the operating results of PPL Global, which represent the International Regulated segment,
are classified as discontinued operations.

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

PPL Electric, LKE, LG&E and KU each operate in a single reportable segment.

(PPL and PPL Energy Supply)

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

° Kentucky Regulated Segment (PPL)

Consists of the operations of LKE, which owns and operates regulated public utilities engaged in the generation, transmission, distribution
and sale of electricity and the distribution and sale of natural gas, representing primarily the activities of LG&E and KU. The Kentucky
Regulated segment also includes interest expense related to the 2010 Equity Units that were issued to partially finance the acquisition of
LKE.

(PPL, LKE, LG&E and KU)

LKE became a wholly owned subsidiary of PPL, on November 1, 2010. LG&E and KU are engaged in the regulated generation, transmission,
distribution and sale of electricity in Kentucky and, in KU's case, Virginia and Tennessee. LG&E also engages in the distribution and sale of
natural gas in Kentucky. LG&E provides electric service to approximately 394,000 customers in Louisville and adjacent areas in Kentucky,
covering approximately 700 square miles in 9 counties. LG&E provides natural gas service to approximately 319,000 customers in its electric
service area and 7 additional counties in Kentucky. KU provides electric service to approximately 512,000 customers in 77 counties in central,
southeastern and western Kentucky; approximately 29,000 customers in 5 counties in southwestern Virginia; and fewer than 10 customers in
Tennessee, covering approximately 4,800 non-contiguous square miles. KU also sells wholesale electricity to 12 municipalities in Kentucky
under load following contracts. In Virginia, KU operates under the name Old Dominion Power Company.




Acquisition by PPL

In September 2010, the KPSC approved a settlement agreement among PPL and all of the intervening parties to PPL's joint application to the
KPSC for approval of its acquisition of ownership and control of LKE. In the settlement agreement, the parties agreed that LG&E and KU
would commit that no base rate increases would take effect before January 1, 2013. The rate increases for LG&E and KU that took effect on
August 1, 2010 (as described below) are not impacted by the settlement. Under the terms of the settlement, LG&E and KU retain the right to
seek approval for the deferral of "extraordinary and uncontrollable costs." Interim rate adjustments will continue to be permissible during that
period through existing fuel, environmental and demand side management recovery mechanisms. The agreement also substitutes an acquisition
savings shared deferral mechanism for the previous commitment that LG&E and KU file a synergies plan with the KPSC post-closing. This
mechanism, which will be in place until the earlier of five years or the first day of the year in which a base rate increase becomes effective,
permits LG&E and KU to each earn up to a 10.75% return on equity. Any earnings above a 10.75% return on equity will be shared with
customers on a 50%/50% basis. The KPSC Order and the settlement agreement contained a number of other commitments by LG&E and KU
with regard to operations, workforce, community involvement and other matters.

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

Also in October 2010, the FERC approved the application for the transfer of control of the utilities. The approval includes various conditional
commitments, such as a continuation of certain existing undertakings with intervenors in prior cases, an agreement not to terminate certain KU
municipal customer contracts prior to January 2017, an exclusion of any transaction-related costs from wholesale energy and tariff customer
rates to the extent that LG&E and KU have agreed not to seek recovery of the same transaction-related cost from retail customers and
agreements to coordinate with intervenors in certain open or ongoing matters.

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

Franchises and Licenses

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

There are currently no other electric public utilities operating within the electric service areas of LKE. Neither the Kentucky General Assembly
nor the KPSC has adopted or approved a plan or timetable for retail electric industry competition in Kentucky. The nature or timing of any
legislative or regulatory actions regarding industry restructuring and their impact on LKE, which may be significant, cannot currently be
predicted. Virginia, formerly a deregulated jurisdiction, has enacted legislation which implemented a hybrid model of cost-based

regulation. KU's operations in Virginia have been and remain regulated.

Alternative energy sources such as electricity, oil, propane and other fuels provide indirect competition for natural gas revenues of

LKE. Marketers may also compete to sell natural gas to certain large end-users. LG&E's natural gas tariffs include gas price pass-through
mechanisms relating to its sale of natural gas as a commodity; therefore, customer natural gas purchases from alternative suppliers do not
generally impact profitability. However, some large industrial and commercial customers may physically bypass LG&E's facilities and seek
delivery service directly from interstate pipelines or other natural gas distribution systems.

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




LG&E serves approximately 394,000 electricity customers, and its electric transmission and distribution system territory covers more than 700
square miles in 9 counties, KU serves approximately 541,000 electricity customers, and its transmission and distribution system territory covers
more than 4,800 non-contiguous square miles in 82 counties. LG&E purchases, transports, distributes or stores natural gas for approximately
319,000 customers in Kentucky. LG&E's natural gas service area covers more than 3,600 square miles in 16 counties. In 2011, 27% of LG&E's
annual natural gas throughput was purchased by large commercial and industrial customers directly from alternate suppliers for delivery through
LG&E's distribution system.

(PPL)

Details of operating revenues for the Kentucky Regulated segment by customer class for the year ended December 31, 2011 and the two months
ended December 31, 2010 are shown below.

2011 2010
% of % of
Revenue Revenue Revenue Revenue
Industrial and commercial $ 1,252 45 % 209 42
Residential 1,087 39 219 44
Retail - other 269 9 42 9
Wholesale - municipal 104 4 15 3
Wholesale - other 81 3 8 2
Total $ 2,793 100 $ 493 100
(LKE, LG&E and KU)
Details of operating revenues by customer class are shown below.
Successor Predecessor
Year Ended Two Months Ended Ten Months Ended Year Ended
December 31, 2011 December 31, 2010 October 31, 2010 December 31, 2009
% of % of % of % of
Revenue Revenue Revenue Revenue Revenue Revenue Revenue Revenue
LKE
Industrial and commercial $ 1,252 45 $ 209 42 | $ 997 45 % 1,112 44
Residential 1,087 39 219 44 886 40 1,020 41
Retail - other 269 9 43 9 212 10 227 9
Wholesale - municipal 104 4 15 3 88 4 91 4
Wholesale - other (a) 81 3 8 2 31 1 51 2
Total $ 2,793 100 $ 494 100 | $ 2,214 100 $ 2,501 100
LG&E
Industrial and commercial $ 524 33 3 92 36 |'$ 409 39 % 475 37
Residential 561 41 113 44 446 42 540 42
Retail - other 130 10 22 9 98 9 109 9
Wholesale - other (a) (b) 149 11 27 11 104 10 148 12
Total $ 1,364 100§ 254 100 | $ 1,057 100 § 1,272 100
KU
Industrial and commercial $ 728 47 $ 117 4 1 $ 588 47 % 637 47
Residential 526 34 106 40 440 35 480 35
Retail - other 139 9 21 8 114 9 118 9
Wholesale - municipal 104 7 5 6 88 7 91 7
Wholesale - other (a) (b) 31 3 4 2 18 2 29 2
Total $ 1,548 100§ 263 100 | $ 1,248 100 $ 1,355 100
(a) Includes wholesale and transmission revenues.

()

Includes intercompany power sales and transmission revenues, which are eliminated upon consolidation at LKE.




(PPL, LKE, LG&E and KU)

Power Supply
At December 31, 2011, LKE owned, controlled or had an ownership interest in generating capacity (summer rating) of 8,185 MW, of which
3,352 MW related to LG&E and 4,833 MW related to KU, in Kentucky, Indiana, and Ohio. See "Item 2. Properties - Kentucky Regulated

Segment" for a complete list of LKE's generating facilities.

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

During 2011, LKE's power plants generated the following amounts of electricity.

Thousands of MWhs
LKE LG&E KU

Fuel Source Southeastern Midwestern Southeastern Midwestern Southeastern Midwestern

Coal (a) 33,897 1,132 15,291 783 18,606 349
0il / Gas 497 175 322

Hydro 290 208 82

Total 34,684 1,132 15,674 783 19,010 349
Overall total (b) 35.816 16,457 19,359

(a) The Midwestern generation represents power generated by and purchased from OVEC.
(b) This generation represents a 1% increase for LKE, a 7% decrease for LG&E and an 8% increase for KU from 2010 output.

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

LG&E and KU jointly dispatch their generation units with the lowest cost generation used to serve their retail native load. When LG&E has
excess generation capacity after serving its own retail native load and its generation cost is lower than that of KU, KU purchases electricity from
LG&E. When KU has excess generation capacity after serving its own retail native load and its generation cost is lower than that of LG&E,
LG&E purchases electricity from KU.

See "Item 2. Properties - Kentucky Regulated Segment” for additional information regarding LG&E's and KU's plans for capital projects, subject
to certain regulatory approvals, that are expected to provide 483 MW and 652 MW of additional electric generating capacity by 2016. LG&E
and KU also anticipate retiring 563 MW and 234 MW of generating capacity by the end of 2015 to meet certain environmental regulations.

Fuel Supply

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

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

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

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




(PPL, LKE and LG&E)

Natural Gas Supply

Five underground natural gas storage fields, with a current working natural gas capacity of approximately 15 Bcf, are used in providing natural
gas service to LG&E's firm sales customers. By using natural gas storage facilities, LG&E avoids the costs typically associated with more
expensive pipeline transportation capacity to serve peak winter heating loads. Natural gas is stored during the summer season for withdrawal
during the following winter heating season. Without this storage capacity, LG&E would be required to purchase additional natural gas and
pipeline transportation services during winter months when customer demand increases and the prices for natural gas supply and transportation
services are typically at their highest. Several suppliers under contracts of varying duration provide competitively priced natural gas. At
December 31, 2011, LG&E had an 11 Bef inventory balance of natural gas stored underground with a carrying value of $53 million.

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

LG&E purchases natural gas supply transportation services from two pipelines. LG&E has contracts with one pipeline that are subject to
termination by LG&E between 2013 and 2018. Total winter capacity under these contracts is 195,000 MMBtu/day and summer capacity is
88,000 MMBtu/day. L.G&E has a contract with the other pipeline that expires in October 2012. Total winter and summer capacity under this
contract is 51,000 MMBtu/day during both seasons. That contract has been renegotiated through 2014 for a total capacity of 20,000 MMBtu/day
during both the winter and summer seasons beginning in November 2012.

(PPL, LKE, LG&E and KU)

Rates and Regulation

LG&E is subject to the jurisdiction of the KPSC and the FERC, and KU is subject to the jurisdiction of the KPSC, the FERC, the VSCC and the
TRA. LG&E and KU operate under a FERC-approved open access transmission tariff. LG&E and KU contract with the Tennessee Valley
Authority, to act as their transmission reliability coordinator, and Southwest Power Pool, Inc. (SPP), to function as their independent
transmission operator, pursuant to FERC requirements. The contract with SPP expires on August 31, 2012. LG&E and KU have received
FERC approval to transfer from SPP to TranServ International, Inc. as their independent transmission operator beginning September 1,

2012. Approval from the KPSC is also required, and an application requesting approval was filed in January 2012.

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

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

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

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

Kentucky Rate Case

In January 2010, LG&E and KU filed applications with the KPSC requesting increases in electric base rates of approximately 12%, or $95
million for LG&E and $135 million for KU annually. In addition, LG&E requested an increase in its natural gas base rates of approximately
8%, or $23 million annually. In June 2010, LG&E and KU and all of the intervenors, except the Attorney General, agreed to a stipulation
providing for increases in LG&E's electric base rates of $74 million annually, LG&E's natural gas base rates of $17 million annually and KU's
electric base rates of $98 million annually. All parties, except the Attorney General, jointly filed a request with the KPSC to approve such
stipulation. An Order in the proceeding




was issued in July 2010, approving all of the provisions in the stipulation. The KPSC Order determined a return on equity range of 9.75% to
10.75% to be reasonable and noted that the stipulation was within such range. The new rates became effective on August 1, 2010.

(PPL, LKE and KU)

In April 2011, KU filed an application with the VSCC requesting an increase in electric base rates for its Virginia jurisdictional customers of $9
million annually, or 14%. In September 2011, a settlement stipulation was reached between KU and the VSCC Staff and filed with the VSCC
for consideration. In October 2011, the VSCC approved the stipulation with two modifications that were accepted by KU. The VSCC issued an
Order closing the proceeding in October 2011. The approved revenue increase was $7 million annually, based on a return on equity of 10.3%,
with new base rates effective November 1, 2011.

FERC Wholesale Rate Case

In September 2008, KU filed an application with the FERC for increases in electric base rates applicable to wholesale power sales contracts or
interchange agreements involving, collectively, 12 Kentucky municipalities. The application requested a shift from an all-in stated unit charge
rate to an unbundled formula rate. This application was approved by the FERC, and annual adjustments are made to the rates charged to the
Kentucky municipalities with applications being submitted each May and revised rates taking effect on July 1. In May 2011, KU submitted to
the FERC the annual adjustments to the formula rate which incorporated certain proposed decreases. These rates became effective as of July 1,
2011, with no issues raised by the wholesale requirements customers or the FERC.

e International Regulated Segment (PPL)
Includes WPD, a regulated electricity distribution company in the UK.

WPD, through indirect wholly owned subsidiaries, operates four of the 15 distribution networks providing electricity service in the U.K. With

the April 2011 acquisition of WPD Midlands, the total number of end-users served has more than doubled totaling 7.8 million across 21,585

square miles in Wales, southwest and central England. See Note 10 to the Financial Statements for additional information on the acquisition.

Details of revenue by category for the years ended December 31 are shown below.

2011 2010 2009
Revenue % of Revenue - Revenue % of Revenue Revenue % of Revenue
Utility revenues (a) $ 1,618 98 % 727 9% 3 684 96
Energy-related businesses 33 2 34 4 32 4
Total $ 1,653 100§ 761 100 $ 716 100

(a) The amounts for 2011 are not comparable to 2010 or 2009 as WPD Midlands was acquired in April 2011. 2011 includes eight months of activity as WPD Midlands' results are
recorded on a one-month lag

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

Franchise and Licenses

WPD is authorized by Ofgem to provide electric distribution services within its concession areas and service territories, subject to certain
conditions and obligations. For instance, WPD is subject to Ofgem regulation of the prices it can charge and the quality of service it must
provide, and WPD can be fined or have its licenses revoked if it does not meet the mandated standard of service.
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Competition
Although WPD operates in non-exclusive concession areas in the U.K., it currently faces little competition with respect to end-users connected
to its network. WPD's four distribution businesses, WPD (South West), WPD (South Wales), WPD (West Midlands) and WPD (East Midlands),
are thus regulated monopolies which operate under regulatory price controls.

Revenue and Regulation

The operations of WPD (South West), WPD (South Wales), WPD (East Midlands) and WPD (West Midlands) are regulated by Ofgem under the
direction of the Gas and Electricity Markets Authority. The Electricity Act 1989 provides the fundamental legal framework of electricity
companies and established licenses that required each of the Distribution Network Operators (DNOs) to develop, maintain and operate efficient
distribution networks. Ofgem has established a price control mechanism that restricts the amount of revenue that can be earned by regulated
business and provides for an increase or reduction in revenues based on incentives or penalties for exceeding or underperforming against pre-
established targets.

This regulatory structure is an incentive-based regulatory structure in comparison to the U.S. utility businesses which operate under a cost-based
regulatory framework. Under the UK regulatory structure, electricity distribution revenues are currently set every five years, but extending to
eight years in the next price control period beginning in April 2015. The revenue that DNOs can earn in each of the five years is the sum of: i)
the regulator's view of efficient operating costs, ii) a return on the capital from the RAV plus an annual adjustment for the inflation determined
by Retail Price Index (RPI) for the prior calendar year, iii) a return of capital from the RAV (i.e. depreciation), and iv) certain pass-through costs
over which the DNO has no control. Additionally, incentives are provided for a range of activities including exceeding certain reliability and
customer service targets.

WPD is currently operating under DPCRS which was completed in December 2009 and is effective for the period from April 1, 2010 through
March 31,2015, Ofgem allowed WPD (South West) and WPD (South Wales) an average increase in total revenues, before inflationary
adjustments, of 6.9% in each of the five years and WPD Midlands an average increase in total revenues, before inflationary adjustments, of 4.5%
in each of the five years. The revenue increase includes reimbursement for higher operating and capital costs to be incurred driven by additional
requirements. In DPCRS, Ofgem decoupled WPD's allowed revenue from volume delivered over the five-year price control period. However,
in any fiscal period WPD's revenue could be negatively affected if its tariffs and the volume delivered do not fully recover the allowed revenue
for a given period. Any under recovery would be recovered in the next regulatory year, but would not be recorded as a receivable in the current '
period. Any over recovery would be reflected in the current period as a liability and would not be included in revenue.

In addition to providing a base revenue allowance, Ofgem has established incentive mechanisms to provide significant opportunities to enhance
overall returns by improving network efficiency, reliability and customer service. Some of the more significant incentive mechanisms under
DPCRS include:

o Interruptions Incentive Scheme (IIS) - This incentive has two major components: 1) Customer interruptions and 2) Customer minutes lost
and is designed to incentivize the DNOs to invest and operate their networks to manage and reduce both the frequency and duration of
power outages experienced by customers. The target for each DNO is based on an average of the data from the prior price control period.

Beginning April 1, 2012, an additional customer satisfaction incentive mechanism will be implemented that will include a customer
satisfaction survey, a complaints metric and a measure of stakeholder engagement. This incentive will replace the customer response
telephone performance incentive that was effective April 1, 2010.

e Line Loss Incentive - This incentive existed in the prior price control review and is designed to incentivize DNOs to invest in lower loss
equipment, to change the way they operate their systems to reduce losses, and to detect theft and unregistered meters. The targets for each
of WPD's four DNOs are set based on their performance during DPCR4. In DPCRS5, Ofgem introduced a two year lag in reporting losses to
allow for all settlement data to be received. WPD has a $170 million liability recorded at December 31, 2011, calculated in accordance with
an accepted methodology, related to the close-out of line losses for the prior price control period, DPCR4. Ofgem is currently consulting on
the methodology used to calculate the final line loss incentive/penalty for DPCR4. In October 2011, Ofgem issued a consultation paper
citing two potential changes to the methodology, both of which would result in a reduction of the liability; however, it is uncertain at this
time whether any changes will be made. Ofgem is expected to make a decision before the end of 2012.
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o Information Quality Incentive (IQI) - The IQI is designed to incentivize the DNOs to provide good quality information when they submit
their business plans to Ofgem during the price control process and to execute the plan they submitted. The QI eliminates the distinction
between capital expenditure and operating expense and instead looks at total expenditure. Total expenditure is allocated 85% to "slow pot”
which is added to RAV and recovered over 20 years through the regulatory depreciation of the RAV and 15% to "fast pot" which is
recovered during the current price control review period. The IQI then provides for incentives or penalties at the end of DPCRS5 based on
the ratio of actual expenditures to the expenditures submitted to Ofgem that were the basis for the revenues allowed during the five-year
price control review period.

At the beginning of DPCR35, WPD was awarded $301 million in incentive revenue of which $222 million will be included in revenue throughout
the current price control period with the balance recovered over subsequent price control periods. Additional incentive revenue primarily from
the IIS of $30 million related to performance for the regulatory year ended March 31, 2011 and will be included in revenues for the 2012-2013
regulatory year.

In October 2010, Ofgem announced a new pricing model that will be effective for the U.K. electricity distribution sector, including WPD,
beginning April 2015. The model, known as RIIO (Revenues = Incentives + Innovation + Qutputs), is intended to encourage investment in
regulated infrastructure. Key components of the model are: an extension of the price review period to eight years, increased emphasis on outputs
and incentives, enhanced stakeholder engagement including network customers, a stronger incentive framework to encourage more efficient
investment and innovation, expansion of the current Low Carbon Network Fund to stimulate innovation and continued use of a single weighted
average cost of capital. Ofgem has also indicated that the depreciation of the RAV for RAV additions after April 1, 2015 will change from 20
years to 45 years. At this time, management does not expect the effect of RIIO to be significant to WPD's financial results. See "Item 1A. Risk
Factors - Risks Related to International Regulated Segment."

The majority of WPD's revenue is known as DUoS and is derived from charging energy suppliers for the delivery of electricity to end-users and
thus its customers are the suppliers to those end-users. Ofgem requires that all licensed electricity distributors and suppliers become parties to
the Distribution Connection and Use of System Agreement. This agreement sets out how creditworthiness will be determined and, as a result,
whether the supplier needs to provide collateral.

o Pennsylvania Regulated Segment (PPL)
Includes the regulated electric delivery operations of PPL Electric.

(PPL and PPL Electric)

PPL Electric is subject to regulation as a public utility by the PUC, and certain of its transmission activities are subject to the jurisdiction of the

FERC under the Federal Power Act. PPL Electric delivers electricity to approximately 1.4 million customers in a 10,000-square mile territory in

29 counties of eastern and central Pennsylvania. PPL Electric also provides electricity supply in this territory as a PLR.

Details of electric revenues by customer class for the years ended December 31, are shown below.

2011 2010 2009
Revenue % of Revenue Revenue % of Revenue Revenue % of Revenue
Residential $ 1,266 67 $ 1,469 60 $ 1,473 45
Industrial 62 3 123 5 519 16
Commercial 431 23 588 24 1,173 35
Total $ 1,892 100§ 2455 100 $ 3,292 100

(a) Includes regulatory over- or under-recovery reconciliation mechanisms, pole attachment revenues, street lighting and net transmission revenues
(b) Included in these amounts for 2011, 2010 and 2009 are $11 million, $7 million and $74 million of retail and wholesale electric to affiliate revenue which is eliminated in
consolidation for PPL.

Franchise, Licenses and Other Regulations

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

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

Rates and Regulation

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

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

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

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

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

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

PLR

The Customer Choice Act requires electric distribution companies, including PPL. Electric, to act as a PLR of electricity supply and provides that
electricity supply costs will be recovered by such companies pursuant to regulations established by the PUC. As part of the PUC Final Order,
PPL Electric agreed to supply this electricity at predetermined capped rates through 2009. To mitigate the risk that PPL Electric would not be
able to obtain adequate energy supply at the "capped" rates, PPL Electric entered into full-requirement energy supply contracts with PPL
EnergyPlus sufficient for PPL Electric to meet its PLR obligation through the end of 2009. Under these contracts, PPL. EnergyPlus supplied PPL
Electric's entire PLR load at predetermined prices equal to the capped generation rates that PPL Electric was authorized to charge its

customers. Prior to the expiration of the rate caps, PPL Electric's customers had limited incentive to purchase generation supply from other
providers because the contracts between PPL Electric and PPL EnergyPlus provided a below-market price for these customers. As a result, a
limited amount of "shopping" occurred. Since the expiration of the rate caps, shopping has increased and at December 31, 2011, the following
percentages of PPL Electric's customer load were shopping: 43% of residential, 82% of small commercial and industrial and 99% of large
commercial and industrial customers. The PUC continues to be interested in the competitive market for electricity. See "Regulatory Matters -
Pennsylvania Activities" in Note 6 to the Financial Statements for additional information.
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PPL Electric's PLR obligation after 2009 is governed by the PUC pursuant to the Public Utility Code as amended by Act 129, PLR regulations
and a policy statement regarding interpretation and implementation of those regulations. Effective January 1, 2010, PPL Electric's cost of
electric generation is based on a competitive solicitation process. The PUC has approved PPL Electric's default service plan for the period
January 2011 through May 2013, which includes 14 solicitations for supply beginning January 1, 2011 with a portion extending beyond May
2013. Pursuant to this plan, PPL Electric contracts for all of the electricity supply for residential, small commercial and small industrial
customers, large commercial and large industrial customers who elect to take that service from PPL Electric. These solicitations include a mix
of spot market purchases and long-term and short-term purchases ranging from five months to ten years to fulfill PPL, Electric's obligation to
provide customer supply as a PLR. To date, PPL Electric has conducted ten of its 14 planned competitive solicitations. See "Energy Purchase
Commitments" in Note 15 to the Financial Statements for additional information regarding PPL Electric's solicitations for 2011 and its actions to
provide default electricity supply for periods after 2011.

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

2010 Rate Case

In March 2010, PPL Electric filed a request with the PUC to increase distribution rates by approximately $115 million or approximately 2.4%
over PPL Electric's projected 2010 revenues, to be effective January 1, 2011. In December 2010, the PUC approved a settlement filed by the
parties that provides for a rate increase of $77.5 million, or 1.6%, over PPL Electric's projected 2010 revenues. The approved rates became
effective for service rendered on and after January 1, 2011. In January 2011, the PP&L Industrial Customers Alliance (PPLICA) filed a Petition
for Reconsideration of the PUC's order regarding PPLICA's proposal for a special rate schedule for certain large commercial and industrial
customers. The PUC granted reconsideration and assigned the case to an Administrative Law Judge. Hearings were held in September 2011. In
January 2012, the Administrative Law Judge issued a recommended decision that the PUC deny PPLICA's proposal. PPLICA filed exceptions
to the recommended decision. PPL Electric will file reply exceptions.

FERC Formula Rates

In March 2012, PPL Electric plans to file a request with the FERC seeking recovery, over a 34-year period beginning in June 2012, of its
unrecovered regulatory asset related to the deferred state tax liability that existed at the time of the transition from the flow-through treatment of
state income taxes to full normalization. This change in tax treatment occurred in 2008 as a result of prior FERC initiatives which transferred
regulatory jurisdiction of certain transmission assets from the PUC to the FERC. A regulatory asset of $51 million related to this transition,
classified as taxes recoverable through future rates, is included in "Other Noncurrent Assets - Regulatory assets" on the Balance Sheet. PPL

" Electric believes recoverability of this regulatory asset is probable based on FERC precedent in similar cases; however, it is reasonably possible
that the FERC may limit the recovery of all or part of the claimed asset.

See Note 6 to the Financial Statements for additional information on rate mechanisms.
(PPL and PPL Energy Supply)

o Supply Segment
Owns and operates competitive domestic power plants to generate electricity; markets and trades this electricity, purchased power, and
other energy-related products to competitive wholesale and retail markets; and acquires and develops competitive domestic generation
projects. Consists primarily of the activities of PPL Generation and PPL EnergyPlus.

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

Details of revenue by category for the years ended December 31, are shown below.
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2011 2010 2009

Revenue % of Revenue Revenue % of Revenue Revenue % of Revenue

Energy

Wholesale (a) $ 5,240 82 3 4,347 85 % 4,761 90

Retail 727 11 415 8 152 3

Trading (2) 2 17

Total energy 5,965 93 4,764 93 4,930 93
Energy-related businesses (b) 464 7 364 7 379 7
Total b 6,429 100 § 5,128 100 § 5,309 100

(@) Included in these amounts for 2011, 2010, and 2009 are $26 million, $320 million and $1.8 billion of wholesale electric sales to an affiliate which are eliminated in
consolidation for PPL.
(b) Energy-related businesses revenues include activities that primarily support the generation, marketing and trading businesses. These activities include developing renewable

energy projects and providing energy-related products and services to commercial and industrial customers through its mechanical contracting and services subsidiaries. In
addition to these amounts, for 2011, 2010, and 2009, PPL has $8 million, $11 million and $12 million of revenue which is not applicable to PPL Energy Supply.

Power Supply

PPL. Energy Supply owned or controlled generating capacity (summer rating) of 10,508 MW at December 31, 2011. The system capacity of
PPL Energy Supply's owned or controlled generation is based upon a number of factors, including the operating experience and physical
condition of the units, and may be revised periodically to reflect changes in circumstances. Generating capacity controlled by PPL Generation
and other PPL Energy Supply subsidiaries includes power obtained through PPL EnergyPlus' tolling or power purchase agreements (including
Ironwood and other facilities that consist of NUGs, wind farms and landfill gas facilities). See "Item 2. Properties - Supply Segment" for a
complete listing of PPL Energy Supply's generating capacity.

During 2011, PPL Energy Supply's power plants, excluding renewable facilities that are discussed separately below, generated the following
amounts of electricity.

Thousands of MWhs
Fuel Source Northeastern Northwestern Total
Nuclear ' 15,627 15,627
Oil / Gas (a) 9,033 9,033
Coal 21,612 3,842 25,454
Hydro (a) 682 3,697 4,379
Total (b) ‘ 46,954 - 7,539 54493

(a) Northeastern includes generation from certain non-core generation facilities that were sold in March 2011, See Note 9 to the Financial Statements for additional information.
(b) This generation represents a 4% decrease from 2010 output, largely attributable to PPL Susquehanna's dual-unit turbine blade replacement outages and economic reductions in
coal unit output in the western U.S. in 2011,

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

See Note 9 to the Financial Statements for information on the 2011 sale of certain non-core generation facilities consisting of natural gas-fired
facilities in Wallingford, Connecticut and University Park, Illinois and an equity interest in Safe Harbor Water Power Corporation, which owns a
hydroelectric facility in Conestoga, Pennsylvania, the 2010 sale of the Long Island Generation business, consisting of plants in New York and
the 2010 and 2009 sales of hydroelectric facilities located in Maine.

Substantially all of PPL Energy Supply's total expected generation in 2012 is anticipated to be used to meet its committed contractual sales. PPL
Energy Supply has also entered into commitments of varying quantities and terms for the years 2013 and beyond. PPL EnergyPlus purchases the
capacity, energy and RECs from two wind farms in Pennsylvania with a combined installed capacity of 50 MW. These contracts extend through
2027.
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PPL Energy Supply subsidiaries own or control renewable energy projects located in Pennsylvania, New Jersey, Vermont, Connecticut and New
Hampshire with a generating capacity (summer rating) of 65 MW. PPL EnergyPlus sells the energy, capacity and RECs produced by these
plants into the wholesale market as well as to commercial, industrial and institutional customers. During 2011, the projects owned and operated
by these PPL Energy Supply subsidiaries generated 166,000 MWhs.

See "ltem 2. Properties - Supply Segment" for additional information regarding PPL Generation's plans for capital projects in Pennsylvania,
Montana, and New Jersey that are expected to provide 191 MW of additional electric generating capacity by 2013.

Fuel Supply
PPL EnergyPlus acts as agent for PPL Generation to procure and optimize its various fuels.
Coal
Pennsylvania

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

During 2011, PPL Generation purchased 7.1 million tons of coal required for its wholly owned Pennsylvania plants under short-term and long-
term contracts. Contracts currently in piace are expected to provide 7.9 million tons of coal in 2012. The amount of coal in inventory varies
from time to time depending on market conditions and plant operations.

PPL Generation, by and through its agent PPL EnergyPlus, has agreements in place that will provide more than 31 million tons of PPL
Generation's projected annual coal needs for the Pennsylvania power plants from 2012 through 2018.

A PPL Generation subsidiary owns a 12.34% interest in the Keystone plant and a 16.25% interest in the Conemaugh plant. PPL Generation
owns a 12.34% interest in Keystone Fuels, LLC and a 16.25% interest in Conemaugh Fuels, LLC. The Keystone plant contracts with Keystone
Fuels, LLC for its coal requirements, which provided 4.4 million tons of coal to the Keystone plant in 2011. The Conemaugh plant requirements
are purchased under contract from Conemaugh Fuels, LLC, which provided 4.5 million tons of coal to the Conemaugh plant in 2011.

All PPL Generation Pennsylvania coal plants have scrubbers installed. Limestone is necessary to operate the scrubbers. Acting as agent for PPL
Brunner Island, LLC and PPL Montour, LLC, PPL EnergyPlus has entered into long-term contracts with limestone suppliers that will provide for
those plants' limestone requirements through 2014. During 2011, 529,000 tons of limestone were delivered to Brunner Island and Montour
under long-term contracts. Annual limestone requirements approximate 600,000 tons.

Montana

PPL Montana has a 50% leasehold interest in Colstrip Units 1 and 2, and a 30% leasehold interest in Colstrip Unit 3. NorthWestern owns a 30%
leasehold interest in Colstrip Unit 4. PPL Montana and NorthWestern have a sharing agreement to govern each party's responsibilities regarding
the operation of Colstrip Units 3 and 4, and each party is responsible for 15% of the respective operating and construction costs, regardless of
whether a particular cost is specified to Colstrip Unit 3 or 4. However, each party is responsible for its own fuel-related costs. PPL Montana,
along with the other owners, is party to contracts to purchase 100% of its coal requirements with defined coal quality characteristics and
specifications. PPL Montana, along with the other owners, has a long-term purchase and supply agreement with the current supplier for Units 1
and 2, which provides these units 100% of their coal requirements through December 2014, and at least 85% of such requirements from January
2015 through December 2019. The coal supply contract for Unit 3's requirements is in effect through December 2019.

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

Coal supply contracts are in place to purchase low-sulfur coal with defined quality characteristics and specifications for PPL. Montana's Corette

plant. The contracts covered 100% of the plant's coal requirements in 2011, and similar contracts are in place to supply 100% of the expected
coal requirements through 2012.
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Pennsylvania

PPL Generation's Martins Creek Units 3 and 4 burn both oil and natural gas. During 2011, 100% of the physical gas requirements for the
Martins Creek units were purchased on the spot market while oil requirements were supplied from inventory. At December 31, 2011, there were
no long-term agreements for oil or natural gas for these units.

Short-term and long-term gas transportation contracts are in place for approximately 38% of the maximum daily requirements of the Lower Mt.
Bethel facility. During 2011, 100% of the physical gas requirements for Lower Mt. Bethel were purchased on the spot market.

In 2008, PPL EnergyPlus acquired the rights to an existing long-term tolling agreement associated with the capacity and energy of the Ironwood
facility. PPL EnergyPlus has long-term transportation contracts to serve approximately 25% of Ironwood's maximum daily requirements, which
began in the fourth quarter of 2010. Ironwood will be served through a combination of transportation capacity release transactions and delivered
supply to the plant. PPL EnergyPlus currently has no long-term physical supply agreements to purchase natural gas for Ironwood. During 2011,
100% of the physical gas requirements for Ironwood were purchased on the spot market.

Nuclear

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

PPL Susquehanna has a portfolio of supply contracts, with varying expiration dates, for nuclear fuel materials and services. These contracts are
expected to provide sufficient fuel to permit Unit 1 to operate into the first quarter of 2016 and Unit 2 to operate into the first quarter of
2017. PPL Susquehanna anticipates entering into additional contracts to ensure continued operation of the nuclear units.

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

In 1996, the U.S. Court of Appeals for the District of Columbia Circuit (D.C. Circuit Court) ruled that the Nuclear Waste Policy Act imposed on
the DOE an unconditional obligation to begin accepting spent nuclear fuel on or before January 31, 1998. In 1997, the D.C. Circuit Court ruled
that the contracts between the utilities and the DOE provide a potentially adequate remedy if the DOE failed to begin accepting spent nuclear
fuel by January 31, 1998. The DOE did not, in fact, begin to accept spent nuclear fuel by that date. The DOE continues to contest claims that its
breach of contract resulted in recoverable damages. In January 2004, PPL Susquehanna filed suit in the U.S. Court of Federal Claims for
unspecified damages suffered as a result of the DOE's breach of its contract to accept and dispose of spent nuclear fuel. In May 2011, the parties
entered into a settlement agreement which resolved all claims of PPL Susquehanna through December 2013. Under the settlement agreement,
PPL Susquehanna received $50 million for its share of claims to recover costs to store spent nuclear fuel at the Susquehanna plant through
September 30, 2009, and recognized a credit to "Fuel” expense in the Statement of Income in the second quarter of 2011, PPL Susquehanna also
will be eligible to receive payment of annual claims for allowed costs, as set forth in the settlement agreement, that are incurred thereafter
through the December 31, 2013 termination date of the settlement agreement. In exchange, PPL Susquehanna has waived any claims against the
United States government for costs paid or injuries sustained related to storing spent nuclear fuel at the Susquehanna plant through December 31,
2013.




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

Purchases and sales at the wholesale level are made at competitive prices under FERC market-based prices. PPL EnergyPlus is licensed to
provide retail electric supply to customers in Delaware, Maryland, Montana, New Jersey and Pennsylvania and provides retail natural gas supply
to customers in Pennsylvania, New Jersey, Delaware and Maryland. Within the constraints of its hedging policy, PPL EnergyPlus actively
manages its portfolios of energy and energy-related products to optimize their value and to limit exposure to price fluctuations. See "Commodity
Volumetric Activity" in Note 19 to the Financial Statements for the strategies PPL, Energy Supply employs to optimize the value of its wholesale
and retail energy portfolio.

Competition

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

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

Franchise and Licenses

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

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

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

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

In 2010, PPL Holtwood owned one-third of the capital stock of Safe Harbor Water Power Corporation (Safe Harbor), which held a project
license that would extend operation of its hydroelectric generating plant until 2030. In March 2011, PPL. Energy Supply subsidiaries completed
the sale of their ownership interests in Safe Harbor and two other non-core generating facilities. See Note 9 to the Financial Statements for
additional information.
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The 11 hydroelectric facilities and one storage reservoir in Montana are licensed by the FERC. The Thompson Falls and Kerr licenses expire in
2025 and 2035, the licenses for the nine Missouri-Madison facilities expire in 2040, and the license for the Mystic facility expires in 2050.

In connection with the relicensing of these generating facilities, applicable law permits the FERC to relicense the original licensee or license a
new licensee or allow the U.S. government to take over the facility. If the original licensee is not relicensed, it is compensated for its net
investment in the facility, not to exceed the fair value of the property taken, plus reasonable damages to other property affected by the lack of
relicensing. See Note 15 to the Financial Statements for additional information on the Kerr Dam license.

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

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

FINANCIAL CONDITION
See the Registrant's "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations" for this information.
CAPITAL EXPENDITURE REQUIREMENTS

See "Financial Condition - Liquidity and Capital Resources - Forecasted Uses of Cash - Capital Expenditures” in the Registrants' "Item 7.
Management's Discussion and Analysis of Financial Condition and Results of Operations" for information concerning projected capital
expenditure requirements for 2012 through 2016. See Note 15 to the Financial Statements for additional information concerning the potential
impact on capital expenditures from environmental matters.

ENVIRONMENTAL MATTERS

The Registrants are subject to certain existing and developing federal, regional, state and local laws and regulations with respect to air and water
quality, land use and other environmental matters. The EPA is in the process of proposing and finalizing an unprecedented number of
environmental regulations that will directly affect the electric industry. These initiatives cover air, water and waste. See PPL's, PPL Energy
Supply's, EKE's, LG&E's and KU's "Financial Condition - Liquidity and Capital Resources" in "ltem 7. Management's Discussion and Analysis
of Financial Condition and Results of Operations - Forecasted Uses of Cash - Capital Expenditures” for information concerning environmental
capital expenditures during 2011 and projected environmental capital expenditures for the years 2012-2016. Also, see "Environmental Matters"
in Note 15 to the Financial Statements for additional information. To comply with primarily air-related environmental requirements, PPL's
forecast for capital expenditures reflects a best estimate projection of expenditures that may be required within the next five years. Such
projections are $1.6 billion for LG&E, $1.5 billion for KU and $130 million for PPL Energy Supply. Actual costs (including capital, allowance
purchases and operational modifications) may be significantly lower or higher depending on the final requirements and market

conditions. Environmental compliance costs incurred by LG&E and KU are subject to recovery through a rate recovery mechanism. See Note 6
to the Financial Statements for additional information.

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

EMPLOYEE RELATIONS

At December 31, 2011, PPL and its subsidiaries had the following full-time employees.
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PPL. Energy Supply

PPL Generation 2,812
PPL EnergyPlus (a) 1,864
Total PPL Energy Supply 4,676
PPL Electric 2,304
LKE
KU 940
LG&E 966
LKS 1,285
Total LKE 3,191
PPL Global (primarily WPD) 6,264
PPL Services and other 1,287
Total PPL 1122

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

Approximately 5,600 employees, or 49%, of PPL's domestic workforce are members of labor unions, with four International Brotherhood of
Electrical Workers (IBEW) labor unions representing approximately 4,300 employees. The bargaining agreement with the largest IBEW labor
union, which expires in May 2014, covers approximately 1,500 PPL Electric, 1,600 PPL Energy Supply and 400 other

employees. Approximately 700 employees of LG&E and 70 employees of KU are represented by an IBEW labor union. Both LG&E and KU
have three-year labor agreements with the IBEW, which expire in November 2014 and August 2012. KU's agreement includes annual wage
reopeners. Approximately 80 employees of KU are represented by a United Steeiworkers of America (USWA) labor union, KU and the USWA
have agreed in principle on a labor agreement effective through August 2014, which was ratified by the members in February 2012. PPL
Montana's largest bargaining unit, an IBEW labor union, represents approximately 270 employees at the Colstrip plant. The four-year labor
agreement expires in April 2012, PPL Montana's second largest bargaining unit, also an IBEW labor union, represents approximately 80
employees at hydroelectric facilities and the Corette plant. In 2011, this four-year labor agreement was extended one year and expires in April
2013.

Approximately 4,100 or 65%, of PPL's U.K. workforce are members of labor unions. WPD recognizes four unions, the largest of which
represents 26% of its union workforce. WPD's Electricity Business Agreement, which covers approximately 4,000 union employees, may be
amended by agreement between WPD and the unions and is terminable’with 12 months notice by either side.

See "Separation Benefits - International Regulated Segment" int Note 10 to the Financial Statements for information on a 2011 reorganization
designed to transition the WPD Midlands companies to the same operating structure as WPD (South West) and WPD (South Wales). See
"Separation Benefits" in Note 13 to the Financial Statements for information on a 2009 cost reduction initiative, which resulted in the elimination
of approximately 200 domestic management and staff positions at PPL.

AVAILABLE INFORMATION

PPL's Internet website is www.pplweb.com. On the Investor Center page of that website, PPL provides access to all SEC filings of the
Registrants (including annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to these
reports filed or furnished pursuant to Section 13(d) or 15(d)) free of charge, as soon as reasonably practicable after filing with the

SEC. Additionally, the Registrants' filings are available at the SEC's website (www.sec.gov) and at the SEC's Public Reference Room at 100 F
Street, NE, Washington, DC 20549, or by calling 1-800-SEC-0330.
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ITEM 1A. RISK FACTORS

The Registrants face various risks associated with their businesses. Our businesses, financial condition, cash flows or results of operations could
be materially adversely affected by any of these risks. In addition, this report also contains forward-looking and other statements about our
businesses that are subject to numerous risks and uncertainties. See "Forward-Looking Information," "Item 1. Business," "Item 7. Management's
Discussion and Analysis of Financial Condition and Results of Operations" and Note 15 to the Financial Statements for more information
concerning the risks described below and for other risks, uncertainties and factors that could impact our businesses and financial results.

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

Risks Related to All Segments
( PPL, PPL Energy Supply, PPL Electric, LKE, LG&E and KU')

We plan to selectively pursue growth of generation, transmission and distribution capacity, which involves a number of uncertainties and
may not achieve the desired financial results.

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

Adverse conditions in the economic and financial markets in which we operate could adversely affect our financial condition and results of
operations.

Adverse conditions in the financial markets during 2008 and the associated contraction of liquidity in the wholesale energy markets contributed
significantly to declines in wholesale energy prices, significantly impacting our earnings during the second half of 2008 and the first half of
2009. The breadth and depth of these negative economic conditions had a wide-ranging impact on the U.S. and international business
environment, including our businesses. As a result of the economic downturn, demand for energy commodities has declined significantly. This
reduced demand will continue to impact the key domestic wholesale energy markets we serve (such as PYM) and our Pennsylvania and Kentucky
utility businesses. The combination of lower demand for power and natural gas and other fuels has put downward price pressure on wholesale
energy markets in general, further impacting our energy marketing results. In general, current economic and commodity market conditions will
continue to challenge predictability regarding our unhedged future energy margins, liquidity and overall financial condition.

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

1
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contract such as banks or other counterparties, or simply result in increased costs to conduct our business or access sources of capital and
liquidity upon which the conduct of our businesses is dependent.

Our operating revenues could fluctuate on a seasonal basis, especially as a result of extreme weather conditions.

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

Operating expenses could be affected by weather conditions, including storms, as well as by significant man-made or accidental
disturbances, including terrorism or natural disasters.

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

Our businesses are subject to physical, market and economic risks relating to potential effects of climate change.

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

We cannot predict the outcome of the legal proceedings and investigations currently being conducted with respect to our current and past
business activities. An adverse determination could have a material adverse effect on our financial condition, results of operations or cash
flows.

We are involved in legal proceedings, claims and litigation and subject to ongoing state and federal investigations arising out of our business
operations, the most significant of which are summarized in "Legal Matters," "Regulatory Issues" and "Environmental Matters - Domestic" in
Note 15 to the Financial Statements. We cannot predict the ultimate outcome of these matters, nor can we reasonably estimate the costs or
liabilities that could potentially result from a negative outcome in each case.

We could be negatively affected by rising interest rates, downgrades to our bond credit ratings or other negative developments in our ability
to access capital markets.

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

A downgrade in our credit ratings could negatively affect our ability to access capital and increase the cost of maintaining our credit
facilities and any new debt.

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

Significant increases in our operation and maintenance expenses, including health care and pension costs, could adversely affect our future
earnings and liquidity.

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

We may be required to record impairment charges in the future for certain of our investments, which could adversely affect our earnings.

Under GAAP, we are required to test our recorded goodwill for impairment on an annual basis, or more frequently if events or circumstances
indicate that these assets may be impaired. Although no goodwill impairments were recorded based on our annual review in the fourth quarter of
2011, we are unable to predict whether future impairment charges may be necessary.

We also review our long-lived assets, including equity investments, for impairment when events or circumstances indicate that the carrying value
of these assets may not be recoverable. See Notes 9 and 18 to the Financial Statements for additional information on impairment charges taken
during the reporting periods. We are unable to predict whether impairment charges, or other losses on sales of other assets or businesses, may
occur in future years. '

We may incur liabilities in connection with discontinued operations.

In connection with various divestitures, we have indemnified or guaranteed parties against certain liabilities and with respect to certain
transactions. These indemnities and guarantees relate to, among other things, liabilities which may arise with respect to the period during which
we or our subsidiaries operated the divested business, and to certain ongoing contractual relationships and entitlements with respect to which we
or our subsidiaries made commitments in connection with the divestiture.

We are subject to liability risks relating to our generation, transmission and distribution businesses.

The conduct of our physical and commercial operations subjects us to many risks, including risks of potential physical injury, property damage
or other financial liability, caused to or caused by employees, customers, contractors, vendors, contractual or financial counterparties and other
third parties.

Qur facilities may not operate as planned, which may increase our expenses or decrease our revenues and, thus, have an adverse effect on
our financial performance.

Operation of power plants, transmission and distribution facilities, information technology systems and other assets and activities subjects us to a
variety of risks, including the breakdown or failure of equipment, accidents, security breaches, viruses or outages affecting information
technology systems, labor disputes, obsolescence, delivery/transportation problems and disruptions of fuel supply and performance below
expected levels. These events may impact our ability to conduct our businesses efficiently or lead to increased costs, expenses or

losses. Operation of our delivery systems below our expectations may result in lost revenue or increased expense, including higher maintenance
costs which may not be recoverable from customers. Planned and unplanned outages at our power plants may require us to purchase power at
then-current market prices to satisfy our commitments or, in the alternative, pay penalties and damages for failure to satisfy them.
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Although we maintain customary insurance coverage for certain of these risks, no assurance can be given that such insurance coverage will be
sufficient to compensate us fully in the event losses occur.

The operation of our businesses is subject to cyber-based security and integrity risk.

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

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

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

We are subject to the risk that our workforce and its knowledge base may become depleted in coming years.

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

(PPL, PPL Energy Supply and LKE)
Risk Related to Registrant Holding Companies

PPL's, PPL Energy Supply’s and LKE's cash flows and ability to meet their obligations with respect to indebtedness and under guarantees,
and PPL's ability to pay dividends, largely depends on the financial performance of their subsidiaries and, as a result, is effectively
subordinated to all existing and future liabilities of those subsidiaries.

PPL, PPL Energy Supply and LKE are holding companies and conduct their operations primarily through subsidiaries. Substantially all of the
consolidated assets of these Registrants are held by such subsidiaries. Accordingly, their cash flows and ability to meet their debt and guaranty
obligations, as well as PPL's ability to pay dividends, are largely dependent upon the earnings of those subsidiaries and the distribution or other
payment of such earnings in the form of dividends, distributions, loans or advances or repayment of loans and advances. The subsidiaries are
separate and distinct legal entities and have no obligation to pay any amounts due from their parents or to make any funds available for such a
payment. The ability of the subsidiaries of the Registrants to pay dividends or distributions to such Registrants in the future will depend on the
subsidiaries' future earnings and cash flows and the needs of their businesses, and may be restricted by their obligations to holders of their
outstanding debt and other creditors, as well as any contractual or legal restrictions in effect at such time, including the requirements of state
corporate law applicable to payment of dividends and distributions, and regulatory requirements, including restrictions on the ability of PPL
Electric, LG&E and KU to pay dividends under Section 305(a) of the Federal Power Act.

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

(PPL, PPL Electric, LKE, LG&E and KU)
Risks Related to Domestic Regulated Utility Operations

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

Our profitability is highly dependent on our ability to recover the costs of providing energy and utility services to our customers and earn an
adequate return on our capital investments. Regulators may not approve the rates we request.

We currently provide services to our utility customers at rates approved by one or more federal or state regulatory commissions, including those
commissions referred to below. While such regulation is generally premised on the recovery of prudently incurred costs and a reasonable rate of
return on invested capital, the rates that we may charge our regulated generation, transmission and distribution customers are subject to
authorization of the applicable regulatory authorities. There can be no assurance that such regulatory authorities will consider all of our costs to
have been prudently incurred or that the regulatory process by which rates are determined will always result in rates that achieve full recovery of
our costs or an adequate return on our capital investments. While our rates are generally regulated based on an analysis of our costs incurred in a
base year, the rates we are allowed to charge may or may not match our costs at any given time. With respect to PPL's November 1, 2010
acquisition of LKE, each of LG&E and KU has agreed with the KPSC, subject to certain limited exceptions such as fuel and environmental cost
recoveries, that no base rate increases would take effect for their Kentucky retail customers before January 1, 2013. Our regulated utility
businesses are subject to substantial capital expenditure requirements over the next several years, which will require rate increase requests to the
regulators. If our costs are not adequately recovered through rates, it could have an adverse affect on our business, results of operations, cash
flows or financial condition.

Qur domestic utility businesses are subject to significant and complex governmental regulation.

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

the rates that we may charge and the terms and conditions of our service and operations;
financial and capital structure matters; ‘
siting, construction and operation of facilities;

mandatory reliability and safety standards and other standards of conduct;

accounting, depreciation and cost allocation methodologies;

tax matters;

affiliate restrictions;

acquisition and disposal of utility assets and securities; and

various other matters.

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

We could be subject to higher costs and/or penalties related to mandatory reliability standards.

Under the Energy Policy Act of 2005, owners and operators of the bulk power transmission system are now subject to mandatory reliability
standards promulgated by the NERC and enforced by the FERC. Compliance with reliability standards may subject us to higher operating costs
and/or increased capital expenditures, and violations of these standards could result in substantial penalties which may not be recoverable from
customers.

Changes in transmission and wholesale power market structures could increase costs or reduce revenues.

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

Our domestic regulated businesses undertake significant capital projects and these activities are subject to unforeseen costs, delays or
failures, as well as risk of inadequate recovery of resulting costs.

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

approval, licensing and permitting;

land acquisition and the availability of suitable land;

skilled labor or equipment shortages;

construction problems or delays, including disputes with third party intervenors;
increases in commodity prices or labor rates;

contractor performance;

environmental considerations and regulations;

weather and geological issues; and

political, labor and regulatory developments.

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

Risks Specific to Kentucky Regulated Segment
( PPL, LKE, LG&E and KU')
The costs of compliance with, and liabilities under, environmental laws are significant and are subject to continuing changes.

Extensive federal, state and local environmental laws and regulations are applicable to LG&E's and KU's generation business, including its air
emissions, water discharges and the management of hazardous and solid waste, among other business-related activities; and the costs of
compliance or alleged non-compliance cannot be predicted but could be material. In addition, our costs may increase significantly if the
requirements or scope of environmental laws, regulations or similar rules are expanded or changed. Costs may take the form of increased capital
or operating and maintenance expenses, monetary fines, penalties or forfeitures or other restrictions. Many of these environmental law
considerations are also applicable to the operations of our key suppliers, or customers, such as coal producers and industrial power users, and
may impact the costs of their products or demand for our services.

On-going changes in environmental regulations or their implementation requirements and our compliance strategies relating thereto entail a
number of uncertainties.

The environmental standards governing LG&E's and KU's businesses, particularly as applicable to coal-fired generation and related activities,
continue to be subject to uncertainties due to ongoing rulemakings and other regulatory developments, legislative activities, and litigation. The
uncertainties associated with these developments introduce risks to our management of operations and regulatory compliance. Environmental
developments, including revisions to applicable standards, changes in compliance deadlines, and invalidation of rules on appeal may require
major changes in compliance strategies, operations or assets or adjustments to prior plans. Depending on the extent, frequency and timing of
such changes, the companies may be subject to inconsistent requirements under multiple regulatory programs, compressed windows for
decision-making and short compliance deadlines that may require aggressive schedules for construction, permitting, and other regulatory
approvals. Under such circumstances, the companies may face higher risks of unsuccessful implementation of environmental-related business
plans, noncompliance with applicable environmental rules, or increased costs of implementation.
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Risks Specific to Pennsylvania Regulated Segment
( PPL and PPL Electric )
We may be subject to higher transmission costs and other risks as a result of PJM's regional transmission expansion plan (RTEP) process.

PIM and the FERC have the authority to require upgrades or expansion of the regional transmission grid, which can result in substantial
expenditures for transmission owners. As discussed in Note 8 to the Financial Statements, we expect to make substantial expenditures to
construct the Susquehanna-Roseland transmission line that PJM has determined is necessary for the reliability of the regional transmission

grid. Although the FERC has granted our request for incentive rate treatment of such facilities, we cannot be certain that all costs that we may
incur will be recoverable. In addition, the date when these facilities will be in service, which can be significantly impacted by delays related to
public opposition or other factors, is subject to the outcome of future events that are not all within our control. As a result, we cannot predict the
ultimate financial or operational impact of this project or other RTEP projects on PPL Electric.

We could be subject to higher costs and/or penalties related to Pennsylvania Conservation and Energy Efficiency Programs.

Act 129 became effective in October 2008. This law created requirements for energy efficiency and conservation programs and for the use of
smart metering technology, imposed new PLR electricity supply procurement rules, provided remedies for market misconduct, and made
changes to the existing Alternative Energy Portfolio Standard. The law also requires electric utilities to meet specified goals for reduction in
customer electricity usage and peak demand by specified dates (2011 and 2013). Utilities not meeting these requirements of Act 129 are subject
to significant penalties that cannot be recovered in rates. Numerous factors outside of our control could prevent compliance with these
requirements and result in penalties to us. See "Regulatory Issues - Energy Policy Act of 2005 - Reliability Standards" in Note 15 to the
Financial Statements for additional information.

Cost recovery remains subject to political risks.

Although prior initiatives have not resulted in the enactment of such legislation, the possibility remains that certain Pennsylvania legislators
could introduce legislation to reinstate generation rate caps or otherwise limit cost recovery through rates for Pennsylvania utilities. If such
legislation were introduced and ultimately enacted, PPL Electric could face severe financial consequences including operating losses and
significant cash flow shortfalls. In addition, continuing uncertainty regarding PPL Electric's ability to recover its market supply and other costs
of operating its business could adversely affect its credit quality, financing costs and availability of credit facilities necessary to operate its
business.

(PPL)
Risks Related to International Regulated Segment
Our U.K. delivery business is subject to risks with respect to rate regulation and operational performance.

Our U.K. delivery business is rate regulated and operates under an incentive-based regulatory framework. In addition, its ability to manage
operational risk is critical to its financial performance. Disruption to the distribution network could reduce profitability both directly through the
higher costs for network restoration and also through the system of penalties and rewards that Ofgem has in place relating to customer service
levels.

In December 2009, Ofgem completed its rate review for the five-year period from April 1, 2010 through March 31, 2015, thus reducing
regulatory rate risk in the International Regulated segment until the next rate review which will be effective April 1, 2015. The regulated income
of the International Regulated segment and also the RAV are to some extent linked to movements in the Retail Price Index (RPI). Reductions
in the RPI would adversely impact revenues and the debt/RAV ratio.

Our U.K. distribution business exposes us to risks related to U.K. laws and regulations, taxes, economic conditions, foreign currency

exchange rate fluctuations, and political conditions and policies of the U.K. government. These risks may reduce the results of operations
from our U.K. distribution business.
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The acquisition, financing, development and operation of projects in the U.K. entail significant financial risks including:

changes in laws or regulations relating to U.K. operations, including tax laws and regulations;

changes in government policies, personnel or approval requirements;

changes in general economic conditions affecting the U.K.;

regulatory reviews of tariffs for distribution companies;

severe weather and natural disaster impacts on the electric sector and our assets;

changes in labor relations;

limitations on foreign investment or ownership of projects and returns or distributions to foreign investors;

limitations on the ability of foreign companies to borrow money from foreign lenders and lack of local capital or loans;
fluctuations in foreign currency exchange rates and in converting U.K. revenues to U.S. dollars, which can increase our expenses and/or
impair our ability to meet such expenses, and difficulty moving funds out of the country in which the funds were earned; and
o compliance with U.S. foreign corrupt practices laws.

©®¢ © © ¢ & ° ¢ © ©

The WPD Midlands acquisition may not achieve its intended results, including anticipated cost savings, efficiencies and other benefits.

Although we completed the WPD Midlands acquisition with the expectation that it will result in various benefits, including a significant amount
of cost savings and other financial and operational benefits, there can be no assurance regarding the extent to which we will be able to realize
these cost-savings or other benefits. Achieving the anticipated benefits, including cost savings, is subject to a number of uncertainties, including
whether the businesses acquired can be operated in the manner we intend. Events outside of our control, including but not limited to regulatory
changes or developments in the U.K., could also adversely affect our ability to realize the anticipated benefits from the WPD Midlands
acquisition. Thus, the integration process may be unpredictable, subject to delays or changed circumstances, and we can give no assurance that
the acquired businesses will perform in accordance with our expectations. Additional unanticipated costs may also arise during the integration
process. The integration of the WPD (East Midlands) and WPD (West Midlands) businesses may place an additional burden on our
management and internal resources, and the diversion of management's attention during the integration and restructuring process could have an
adverse effect on our business, financial condition and expected operating results.

The WPD Midlands acquisition exposes us to additional risks and uncertainties with respect to the acquired businesses and their operations.

The WPD Midlands acquisition will rebalance our business mix to a greater percentage of regulated operations. While we believe this should
help mitigate our exposure to downturns in the wholesale power markets, it will increase our dependence on rate-of-return reguiation. Although
we are already exposed to risks relating to rate-of-return regulation, the WPD Midlands acquisition will increase these risks.

The acquired businesses will generally be subject to risks similar to those to which we are subject to in our pre-acquisition U.K.
businesses. These include:

e  There are various changes being contemplated by Ofgem to the current electricity distribution, gas transmission and gas distribution
regulatory frameworks in the U.K. and there can be no assurance as to the effects such changes will have on our U.K. regulated
businesses in the future, including the acquired businesses. In particular, in October 2010, Ofgem announced a new regulatory framework
that is expected to become effective in April 2015 for the electricity distribution sector in the U.K. The framework, known as RIIO
(Revenues = Incentives + Innovation + Qutputs), focuses on sustainability, environmental-focused output measures, promotion of low
carbon energy networks and financing of new investments. The new regulatory framework is expected to have a wide-ranging effect on
electricity distribution companies operating in the U.K., including changes to price controls and price review periods. Our U.K. regulated
businesses' compliance with this new regulatory framework may result in significant additional capital expenditures, increases in
operating and compliance costs and adjustments to our pricing models.

e  Ofgem has formal powers to propose modifications to each distribution license. We are not currently aware of any planned modification
to any of our U.K. regulated businesses distribution licenses that would result in a material adverse change to the U.K. regulated
businesses and PPL. There can, however, be no assurance that a restrictive modification will not be introduced in the future, which could
have an adverse effect on the operations and financial condition of the U K. regulated businesses and PPL.
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e A failure to operate our U.K. networks properly could lead to compensation payments or penalties, or a failure to make capital
expenditures in line with agreed investment programs could lead to deterioration of the network. While our U.K. regulated businesses'
investment programs are targeted to maintain asset conditions over a five-year period and reduce customer interruptions and customer
minutes lost over that period, no assurance can be provided that these regulatory requirements will be met.

e A failure by any of our U.K. regulated businesses to comply with the terms of a distribution license may lead to the issuance of an
enforcement order by Ofgem that could have an adverse impact on PPL. Ofgem has powers to levy fines of up to 10 percent of revenue
for any breach of a distribution license or, in certain circumstances, such as insolvency, the distribution license itself may be
revoked. Unless terminated in the circumstances mentioned above, a distribution license continues indefinitely until revoked by Ofgem
following no less than 25 years' written notice.

e  We will be subject to increased foreign currency exchange rate risks because a greater portion of our cash flows and reported earnings
will be generated by our U.K. business operations. These risks relate primarily to changes in the relative value of the British pound
sterling and the U.S. dollar between the time we initially invest U.S. dollars in our U.K. businesses and the time that cash is repatriated to
the U.S. from the U.K., including cash flows from our U.K. businesses that may be distributed as future dividends to our shareholders. In
addition, our consolidated reported earnings on a U.S. GAAP basis may be subject to increased earnings translation risk, which is the
result of the conversion of earnings as reported in our U.K. businesses on a British pound sterling basis to a U.S. dollar basis in
accordance with U.S. GAAP requirements.

e Environmental costs and liabilities associated with aspects of the acquired businesses may differ from those of our existing business.

Risks Related to Supply Segment
( PPL and PPL Energy Supply )
We face intense competition in our energy supply business, which may adversely affect our ability to operate profitably.

Unlike our regulated utility businesses, our energy supply business is dependent on our ability to operate in a competitive environment and is not
. assured of any rate of return on capital investments through a predetermined rate structure. Competition is impacted by electricity and fuel
prices, new market entrants, construction by others of generating assets and transmission capacity, technological advances in power generation,
the actions of environmental and other regulatory authorities and other factors. These competitive factors may negatively impact our ability to
sell electricity and related products and services, as well as the prices that we may charge for such products and services, which could adversely
affect our results of operations and our ability to grow our business.

We sell our available energy and capacity into the competitive wholesale markets through contracts of varying duration. Competition in the
wholesale power markets occurs principally on the basis of the price of products and, to a lesser extent, on the basis of reliability and
availability. We believe that the commencement of commercial operation of new electric facilities in the regional markets where we own or
control generation capacity and the evolution of demand side management resources will continue to increase competition in the wholesale
electricity market in those regions, which could have an adverse effect on the prices we receive for electricity.

We also face competition in the wholesale markets for electricity capacity and ancillary services. We primarily compete with other electricity
suppliers based on our ability to aggregate supplies at competitive prices from different sources and to efficiently utilize transportation from
third-party pipelines and transmission from electric utilities and ISOs. We also compete against other energy marketers on the basis of relative
financial condition and access to credit sources, and our competitors may have greater financial resources than we have.

Competitors in the wholesale power markets in which PPL. Generation subsidiaries and PPL EnergyPlus operate include regulated utilities,
industrial companies, non-utility generators and competitive subsidiaries of regulated utilities. In the past, the PUHCA significantly restricted
mergers and acquisitions and other investments in the electric utility sector. Entirely new competitors, including financial institutions, have
entered the energy markets as a result of the repeal of the original PUHCA in 2006. The repeal of the original PUHCA also may lead to
consolidation in our industry, resulting in competitors with significantly greater financial resources than we have.
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Adverse changes in commodity prices and related costs may decrease our future energy margins, which could adversely affect our earnings
and cash flows.

Our energy margins, or the amount by which our revenues from the sale of power exceed our costs to supply power, are impacted by changes in
market prices for electricity, fuel, fuel transportation, emission allowances, RECs, electricity transmission and related congestion charges and
other costs. Unlike most commodities, the limited ability to store electric power requires that it must be consumed at the time of production. As
a result, wholesale market prices for electricity may fluctuate substantially over relatively short periods of time and can be

unpredictable. Among the factors that influence such prices are:

supply and demand for electricity available from current or new generation resources;

variable production costs, primarily fuel (and the associated fuel transportation costs) and emission allowance expense for the generation
resources used to meet the demand for electricity;

transmission capacity and service into, or out of, markets served;

changes in the regulatory framework for wholesale power markets;

liquidity in the wholesale electricity market, as well as general creditworthiness of key participants in the market; and

weather and economic conditions impacting demand for or the price of electricity or the facilities necessary to deliver electricity.

We do not always hedge against risks associated with electricity and fuel price volatility.

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

We are exposed to operational, price and credit risks associated with selling and marketing products in the wholesale and retail electricity
markets.

We purchase and sell electricity in wholesale markets under market-based tariffs authorized by FERC throughout the U.S. and also enter into
short-term agreements to market available electricity and capacity from our generation assets with the expectation of profiting from market price
fluctuations. If we are unable to deliver firm capacity and electricity under these agreements, we could be required to pay damages. These
damages would generally be based on the difference between the market price to acquire replacement capacity or electricity and the contract
price of any undelivered capacity or electricity. Depending on price volatility in the wholesale electricity markets, such damages could be
significant. Extreme weather conditions, unplanned generation facility outages, environmental compliance costs, transmission disruptions, and
other factors could affect our ability to meet our obligations, or cause significant increases in the market price of replacement capacity and
electricity.

Our wholesale power agreements typically include provisions requiring us to post collateral for the benefit of our counterparties if the market
price of energy varies from the contract prices in excess of certain pre-determined amounts. We currently believe that we have sufficient credit
to fulfill our potential collateral obligations under these power contracts. Our obligation to post collateral could exceed the amount of our
facilities or our ability to increase our facilities could be limited by financial markets or other factors. See Note 7 to the Financial Statements for
a discussion of PPL's credit facilities.

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

The load following contracts that PPL EnergyPlus is awarded do not provide for specific levels of load and actual load significantly below or
above our forecasts could adversely affect our energy margins.
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We generally hedge our load following obligations with energy purchases from third parties, and to a lesser extent with our own generation. If
the actual load is significantly lower than the expected load, we may be required to resell power at a lower price than was contracted for to
supply the load obligation, resulting in a financial loss. Alternatively, a significant increase in load could adversely affect our energy margins
because we are required under the terms of the load following contracts to provide the energy necessary to fulfill increased demand at the
contract price, which could be lower than the cost to procure additional energy on the open market. Therefore, any significant decrease or
increase in load compared with our forecasts could have a material adverse effect on our results of operations or financial position.

We may experience disruptions in our fuel supply, which could adversely affect our ability to operate our generation facilities.

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

Qur risk management policy and programs relating to electricity and fuel prices, interest rates, foreign currency and counterparty credit and
non-performance risks may not work as planned, and we may suffer economic losses despite such programs.

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

In addition, our trading, marketing and hedging activities are exposed to counterparty credit risk and market liquidity risk. We have adopted a
credit risk management policy and program to evaluate counterparty credit risk. However, if counterparties fail to perform, the risk of which has
increased due to the economic downturn, we may be forced to enter into alternative arrangements at then-current market prices. In that event,
our financial results are likely to be adversely affected.

Our costs to comply with existing and new environmental laws are expected to continue to be significant, and we plan to incur significant
capital expenditures for pollution control improvements that, if delayed, would adversely affect our profitability and liquidity.

Our business is subject to extensive federal, state and local statutes, rules and regulations relating to environmental protection. To comply with
existing and future environmental requirements and as a result of voluntary pollution control measures we may take, we have spent and expect to
spend substantial amounts in the future on environmental control and compliance.

In order to comply with existing and proposed federal and state environmental laws and regulations primarily governing air emissions from coal-
fired plants, in 2005 PPL began a program to install scrubbers and other pollution control equipment (primarily aimed at sulfur dioxide,
particulate matter and nitrogen oxides with co-benefits for mercury emissions reduction). The cost to install this equipment was approximately
$1.6 billion. The scrubbers at our Montour and Brunner Island plants are now in service. Many states and environmental groups have
challenged certain federal laws and regulations relating to air emissions as not being sufficiently strict. As a result, it is possible that state and
federal regulations will be adopted that would impose more stringent restrictions than are currently in effect, which could require us to
significantly increase capital expenditures for additional pollution control equipment.

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

For more information regarding environmental matters, including existing and proposed federal, state and local statutes, rules and regulations to
which we are subject, see "Environmental Matters - Domestic" in Note 15 to the Financial Statements.

We rely on transmission and distribution assets that we do not own or control to deliver our wholesale electricity. If transmission is
disrupted, or not operated efficiently, or if capacity is inadequate, our ability to sell and deliver power may be hindered.

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

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

Despite federal and state deregulation initiatives, our supply business is still subject to extensive regulation, which may increase our costs,
reduce our revenues, or prevent or delay operation of our facilities.

Our generation subsidiaries sell electricity into the wholesale market. Generally, our generation subsidiaries and our marketing subsidiaries are
subject to regulation by the FERC. The FERC has authorized us to sell generation from our facilities and power from our marketing subsidiaries
at market-based prices. The FERC retains the authority to modify or withdraw our market-based rate authority and to impose "cost of service"
rates if it determines that the market is not competitive, that we possess market power or that we are not charging just and reasonable rates. Any
reduction by the FERC in the rates we may receive or any unfavorable regulation of our business by state regulators could materially adversely
affect our results of operations. See "FERC Market-Based Rate Authority" in Note 15 to the Financial Statements for information regarding
recent court decisions that could impact the FERC's market-based rate authority program.

In addition, the acquisition, construction, ownership and operation of electricity generation facilities require numerous permits, approvals,
licenses and certificates from federal, state and local governmental agencies. We may not be able to obtain or maintain all required regulatory
approvals. If there is a delay in obtaining any required regulatory approvals or if we fail to obtain or maintain any required approval or fail to
comply with any applicable law or regulation, the operation of our assets and our sales of electricity could be prevented or delayed or become
subject to additional costs.

If market deregulation is reversed or discontinued, our business prospects and financial condition could be materially adversely affected.

In some markets, state legislators, government agencies and other interested parties have made proposals to change the use of market-based
pricing, re-regulate areas of these markets that have previously been competitive or permit electricity delivery companies to construct or acquire
generating facilities. The ISOs that oversee the transmission systems in certain wholesale electricity markets have from time to time been
authorized to impose price limitations and other mechanisms to address extremely high prices in the power markets. These types of price
limitations and other mechanisms may reduce profits that our wholesale power marketing and trading business would have realized under
competitive market conditions absent such limitations and mechanisms. Although we generally expect electricity markets to continue to be
competitive, other proposals to re-regulate our industry may be made, and legislative or other actions affecting the electric power restructuring
process may cause the process to be delayed, discontinued or reversed in states in which we currently, or may in the future, operate. See "New
Jersey Capacity Legislation” in Note 15 to the Financial Statements.

Changes in technology may negatively impact the value of our power plants.

A basic premise of our generation business is that generating electricity at central power plants achieves economies of scale and produces
electricity at relatively low prices. There are alternate technologies to produce electricity, most notably fuel
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cells, micro turbines, windmills and photovoltaic (solar) cells, the development of which has been expanded due to global climate change
concerns. Research and development activities are ongoing to seek improvements in alternate technologies. It is possible that advances will
reduce the cost of alternate methods of electricity production to a level that is equal to or below that of certain central station production. Also,
as new technologies are developed and become available, the quantity and pattern of electricity usage (the "demand") by customers could
decline, with a corresponding decline in revenues derived by generators. These alternative energy sources could result in a decline to the
dispatch and capacity factors of our plants. As a result of all of these factors, the value of our generation facilities could be significantly reduced.

We are subject to certain risks associated with nuclear generation, including the risk that our Susquehanna nuclear plant could becone
subject to increased security or safety requirements that would increase capital and operating expenditures, uncertainties regarding spent
nuclear fuel, and uncertainties associated with decommissioning our plant at the end of its licensed life.

Nuclear generation accounted for about 28% of our 2011 generation output. The risks of nuclear generation generally include:

e the potential harmful effects on the environment and human health from the operation of nuclear facilities and the storage, handling and
disposal of radioactive materials;

e limitations on the amounts and types of insurance commercially available to cover losses and liabilities that might arise in connection with
nuclear operations; and

¢ uncertainties with respect to the technological and financial aspects of decommissioning nuclear plants at the end of their licensed
lives. The licenses for our two nuclear units expire in 2042 and 2044. See Note 21 to the Financial Statements for additional information on
the ARO related to the decommissioning.

The NRC has broad authority under federal law to impose licensing requirements, including security, safety and employee-related requirements
for the operation of nuclear generation facilities. In the event of noncompliance, the NRC has authority to impose fines or shut down a unit, or
both, depending upon its assessment of the severity of the situation, until compliance is achieved. In addition, revised security or safety
requirements promulgated by the NRC could necessitate substantial capital or operating expenditures at our Susquehanna nuclear plant. There
also remains substantial uncertainty regarding the temporary storage and permanent disposal of spent nuclear fuel, which could result in
substantial additional costs to PPL that cannot be predicted. In addition, although we have no reason to anticipate a serious nuclear incident at
our Susquehanna plant, if an incident did occur, any resulting operational loss, damages and injuries could have a material adverse effect on our
results of operations, cash flows or financial condition. See Note 15 to the Financial Statements for a discussion of nuclear insurance.

ITEM 1B. UNRESOLVED STAFF COMMENTS

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 '

None.
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ITEM 2. PROPERTIES

(PPL, LKE, LG&E and KU)

Kentucky Regulated Segment

LG&E's and KU's properties consist primarily of regulated generation facilities, electric transmission and distribution assets and natural gas
transmission and distribution assets in Kentucky. The electric generating capacity at December 31, 2011 was:

LKE LG&E KU
Total MW Ownership or Ownership or Ownership or
Capacity (b) Lease Interest Lease Interest Lease Interest
Primary Fuel/Plant (a) Summer in MW % Ownership in MW % Ownership in MW
Coal
Ghent 1,932 1,932 100.00 1,932
Mill Creek 1,472 1,472 100 .00 1,472
E.W. Brown - Units 1-3 684 684 100.00 684
Cane Run - Units 4-6 563 563 100.00 563
Trimble County - Unit 1 (c) 511 383 75.00 383
Trimble County - Unit 2 (c)(d) 732 549 14.25 104 60.75 445
Green River 163 163 100.00 163
OVEC - Clifty Creek (e) 1,304 106 563 73 2.50 33
OVEC - Kyger Creek (e) 1,086 88 5.63 61 2.50 27
Tyrone 71 71 100.00 71
8,518 6,011 2,656 3,355
Natural Gas/Oil
Trimble County Units 7-10 628 628 37.00 232 63.00 396
E.W. Brown Units 8-11 (g) 486 486 100.00 486
E.W. Brown Units 6-7 (f) 292 292 38.00 11 62.00 181
Trimble County Units 5-6 314 314 29.00 91 71.00 223
Paddy's Run Unit 13 147 147 53.00 78 47.00 69
-E.W. Brown Unit 5 (f)(g) 132 132 53.00 69 47.00 63
Paddy's Run Units 11-12 35 35 100.00 35
Haefling 36 36 100.00 36
Zorn 14 14 100.00 14
Cane Run Unit 11 14 14 100.00 14
: 2,098 2,098 644 1,454
Hydro
Ohio Falls 52 52 100.00 52
Dix Dam 24 24 100.00 24
76 76 52 24
Total 10,692 8,185 3,352 4,833
(a) LG&E and KU's properties are primarily located in Kentucky, with the exception of the units owned by OVEC. Clifty Creek is focated in Indiana and Kyger Creek is located

®)
©
@
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®
(g)

in Ohio.

The capacity of generation units is based on a number of factors, including the operating experience and physical conditions of the units, and may be revised periodically to
reflect changed circumstances.

TC1 and TC2 are jointly owned with Illinois Municipal Electric Agency and Indiana Municipal Power Agency. Each owner is entitled to its proportionate share of the units'
total output and funds its proportionate share of capital, fuel and other operating costs. See Note 14 to the Financial Statements for additional information.

LKE took care, custody and control of TC2 on January 22, 2011, and has dispatched the unit fo meet customer demand since that date. See Note 15 to the Financial Statements
for additional information.

This unit is owned by OVEC. LKE has a power purchase agreement that entitles LKE to its proportionate share of the unit's total output and LKE funds its proportionate share
of fuel and other operating costs. See Note 15 to the Financial Statements for additional information.

Includes a leasehold interest. See Note 11 to the Financial Statements for additional information.

There is an inlet air cooling system attributable to these units. This inlet air cooling systemn is not jointly owned; however, it is used to increase production on the units to
which it relates, resulting in an additional 10 MW of capacity for LG&E and an additional 88 MW of capacity for KU.

For a description of LG&E's and KU's service areas, see "Item 1. Business - Background." At December 31, 2011, LG&E's transmission system
included in the aggregate, 45 substations (32 of which are shared with the distribution system) with a total capacity of 7 million kVA and 916
circuit miles of lines. The distribution system included 97 substations (32 of which are shared with the transmission system) with a total
capacity of 5 million kVA, 3,887 miles of overhead lines and 2,371 miles of underground wires. KU's transmission system included 133
substations (55 of which are shared with the distribution system) with a total capacity of 13 million kVA and 4,078 circuit miles of lines. The
distribution system included 478
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substations (55 of which are shared with the transmission system) with transformer capacity of 7 million kVA, 14,112 miles of overhead lines
and 2,265 miles of underground conduit.

LG&E's natural gas transmission system includes 4,290 miles of gas distribution mains and 386 miles of gas transmission mains, consisting of
254 miles of gas transmission pipeline, 123 miles of gas transmission storage lines, 6 miles of gas combustion turbine lines, and 3 miles of gas
transmission pipeline in regulator facilities. Five underground natural gas storage fields, with a total working natural gas capacity of
approximately 15 Bef, are used in providing natural gas service to ultimate consumers. KU's service area includes an additional 11 miles of gas
transmission pipeline providing gas supply to natural gas combustion turbine electrical generating units.

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

LG&E and KU continuously reexamine development projects based on market conditions and other factors to determine whether to proceed with
the projects, sell, cancel or expand them or pursue other options. At December 31, 2011, LG&E and KU planned to implement the following
incremental capacity increases and decreases at the following plants located in Kentucky.

LG&E KU
Total Net Date of
Summer MW Incremental
Capacity Ownership or Ownership or Capacity
Increase / Lease Interest Lease Interest Increase /
Primary Fuel/Plant (Decrease) (a) % Ownership in MW % Ownership in MW Decrease (b)
Coal
Cane Run - Units 4-6 - (c) (563) 1060.00 (563) 2015
Green River - (c) (163) 100.00 (163) 2015
Tyrone - (c) 7 100.00 ay 2015
Total Capacity Decreases (797 ———(563) — 234
Natural Gas/Oil
Cane Run - Unit 7 (d) 640 22.00 C 141 78.00 499 2016
Bluegrass CTs () 495 6900 342 31.00 153 2012
Total Capacity Increases 1,135 — 483 — 652
“Total 338 (80 ‘ 418

(a) The capacity of generating units is based on a number of factors, including the operating experience and physical condition of the units, and may be revised periodically to
reflect changed circumstances.

(b) The expected in-service dates are subject to receipt of required approvals, permits and other contingencies.

(c) LG&E and KU anticipate retiring these units at the end of 2015. See Notes 8 and 135 to the Financial Statements for additional information.

(d) In September 2011, LG&E and KU requested approval to build this unit at the existing Cane Run site. See Note 8 to the Financial Statements for additional information.

(e) In September 2011, LG&E and KU requested approval to purchase three existing natural gas combustion units. See Note 8 to the Financial Statements for additional
information.

(PPL)

For a description of WPD's service territory, see "ltem 1. Business - Background.” At December 31, 2011, WPD had electric distribution lines
in public streets and highways pursuant to legislation and rights-of-way secured from property owners. WPD's distribution system in the U.K.
includes 1,602 substations with a total capacity of 61 million kVA, 57,472 circuit miles of overhead lines and 79,755 cable miles of underground
conductors.

(PPL and PPL Electric)

Pennsylvania Regulated Segment

For a description of PPL Electric's service territory, see "Item 1. Business - Background." At December 31, 2011, PPL Electric had electric
transmission and distribution lines in public streets and highways pursuant to franchises and rights-of-
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way secured from property owners. PPL Electric's transmission system included 60 substations with a total capacity of 17 million kVA and
6,727 pole miles. PPL Electric's distribution system included 321 substations with a total capacity of 15 million kVA, 33,145 circuit miles of
overhead lines and 7,407 cable miles of underground conductors. All of PPL Electric's facilities are located in Pennsylvania. Substantially all of
PPL Electric's distribution properties and certain transmission properties are subject to the lien of the PPL Electric 2001 Mortgage Indenture.

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

(PPL and PPL Energy Supply)

Supply Segment

PPL Energy Supply's electric generating capacity (summer rating) at December 31, 2011 was:

PPL Energy Supply's
Ownership or

Primary Fuel/Plant Total MW Capacity (a) % Ownership Lease Interest in MW (a) Location
Natural Gas/Oil
Martins Creek 1,685 100.00 1,685 Pennsylvania
Ironwood (b) 657 100.00 657 Pennsylvania
Lower Mt. Bethel 552 100.00 552  Pennsylvania
Combustion turbines 362 100.00 362 pennsylvania
3,256 3,256
Coal
Montour 1,515 100.00 1,515 Pennsylvania
Brunner Island 1,445 100.00 1,445 Pennsylvania
Colstrip Units 1 & 2 (c) 614 50.00 307 Montana
Conemaugh (d) 1,717 16.25 279 Pennsylvania
Colstrip Unit 3 (c) 740 30.00 222 Montana
Keystone (d) 1,717 12.34 212 Pennsylvania
Corette 153 100.00 153 Montana
7,901 4,133
Nuclear
Susquehanna (d) 2,528 90.00 2.275  Pennsylvania
Hydro .
Various ’ 604 100.00 604 Montana
Various 175 100.00 175 Pennsylvania
779 779
Qualifying Facilities
Renewables (e) 57 100.00 57 Pennsylvania
Renewables 8 100.00 8  Various
65 65
Total 14,529 10,508

(a) The capacity of generation units is based on a number of factors, including the operating experience and physical conditions of the units, and may be revised periodically to
reflect changed circumstances

(b) Facility not owned by PPL Energy Supply, but there is a tolling agreement in place through 2021.

(c) Represents the leasehold interest held by PPL. Montana. See Note 11 to the Financial Statements for additional information.

(d) This unit is jointly owned. Each owner is entitled to their proportionate share of the unit's total output and funds their proportionate share of fuel and other operating costs. See
Note 14 to the Financial Statements for additional information.

(e) Includes facilities owned, controlled or for which PPL. Energy Supply has the rights to the output.

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

PPL Energy Supply continuously reexamines development projects based on market conditions and other factors to determine whether to

proceed with the projects, sell, cancel or expand them, execute tolling agreements or pursue other options. At December 31, 2011, PPL Energy
Supply subsidiaries planned to implement the following incremental capacity increases.
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PPL Energy Supply Expected

Total MW Ownership or Lease In-Service
Primary Fuel/Plant Location Capacity (a) Interest in MW Date (b)

Hydro

Holtwood (c) Pennsylvania 128 128 (100%) 2012 -2013

Lower Mt. Bethel (d) Pennsylvania 33 33 {100%) 2012

Great Falls (e) Montana 28 28 (100%) 2012
Solar

Warren County New Jersey 2 2 (100%) 2012
Total 191 191

(a) The capacity of generating units is based on a number of factors, including the operating experience and physical condition of the units, and may be revised periodically to
reflect changed circumstances.

(b) The expected in-service dates are subject to receipt of required approvals, permits and other contingencies.

(c) This project includes installation of two additional large turbine-generators and the replacement of four existing runners.

(d) This project includes installation of enhanced compressor and turbine hardware and control logic optimization that will increase output and improve heat rate.

(e) This project involves the reconstruction of a powerhouse

See Notes 5, 6 and 15 to the Financial Statements for information regarding legal, tax litigation, regulatory and environmental proceedings and
matters.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.
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PART 1l

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

See "ltem 7. Management's Discussion and Analysis of Financial Condition and Results of Operations - Financial Condition ~ Liquidity and
Capital Resources - Forecasted Uses of Cash" for information regarding certain restrictions on the ability to pay dividends for PPL, PPL Electric,
LKE, LG&E and KU.

PPL Corporation

Additional information for this item is set forth in the sections entitled "Quarterly Financial, Common Stock Price and Dividend Data," "lItem 12.
Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters" and "Shareowner and Investor
Information" of this report. At January 31, 2012, there were 68,702 common stock shareowners of record.

In 2011, PPL terminated the program to repurchase its common stock in open market purchases, pre-arranged trading plans or privately
negotiated transactions. There were no purchases by PPL of its common stock during the fourth quarter of 2011,

PPL Energy Supply, LLC

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

PPL Energy Supply made cash distributions to PPL Energy Funding of $316 million in 2011 and $4.7 billion in 2010. In 2010, PPL Energy
Supply received cash contributions of $3.6 billion and distributed $4.7 billion to PPL Energy Funding. The cash contributions received from its
parent related primarily to the funds received by PPL in June 2010 from the issuance of common stock and 2010 Equity Units. These funds
were invested by a subsidiary of PPL Energy Supply until they were returned to PPL Energy Funding in October 2010 to be available to partially
fund PPL's acquisition of LKE and pay certain acquisition-rélated fees and expenses. See Note 9 to the Financial Statements regarding the
distribution, including $325 miilion of cash, of PPL Energy Supply's membership interests in PPL Global to PPL Energy Funding in January
2011.

PPL Electric Utilities Corporation

There is no established public trading market for PPL Electric's common stock, as PPL owns 100% of the outstanding common

shares. Dividends paid to PPL on those common shares are determined by PPL, Electric's Board of Directors. PPL Electric paid common stock
dividends to PPL of $92 million in 2011 and $71 million in 2010.

LG&E and KU Energy LLC

There is no established public trading market for LKE's membership interests. PPL owns all of LKE's outstanding membership

interests. Distributions on the membership interests will be paid as determined by LKE's Board of Directors. LKE made cash distributions to
PPL of $533 million in 2011 (including $248 million from the proceeds of a note issuance) and $100 million in 2010. LKE made cash
distributions to E.ON US Investments Corp. of $87 million in 2010.

Louisville Gas and Electric Company

There is no established public trading market for LG&E's common stock, as LKE owns 100% of the outstanding common shares. Dividends
paid to LKE on those common shares are determined by LG&E's Board of Directors. LG&E paid common stock dividends to LKE of $83
million in 2011 and $55 million in 2010.

Kentucky Utilities Company

There is no established public trading market for KU's common stock, as LKE owns 100% of the outstanding common shares. Dividends paid to

LKE on those common shares are determined by KU's Board of Directors. KU paid common stock dividends to LKE of $124 million in 2011
and $50 million in 2010.
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ITEM 6. SELECTED FINANCJAL AND OPERATING DATA

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

Item 6 is omitted as PPL Energy Supply, PPL Electric, LKE, LG&E and KU meet the conditions set forth in General Instructions (I)(1)(a) and
(b) of Form 10-K.
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ITEM 6. SELECTED FINANCIAL AND OPERATING DATA

PPL Corporation (a) (b) 2011 (¢) 2010 (c) 2009 2008 2007
Income Items - millions
Operating revenues $ 12,737 § 8521 § 7449 $ 7,857 $ 6,327
Operating income 3,101 1,866 896 1,703 1,606
Income from continuing operations after income taxes
attributable to PPL 1,493 955 414 857 973
Net income attributable to PPL 1,495 938 407 930 1,288
Balance Sheet Items - millions (d)
Total assets 42,648 32,837 22,165 21,405 19,972
Short-term debt 578 694 639 679 92
Long-term debt (e) 17,993 12,663 7,143 7,838 7,568
Noncontrolling interests 268 268 319 319 320
Common equity 10,828 8,210 5,496 5,077 5,556
Total capitalization (e) 29,667 21,835 13,597 13,913 13,536
Financial Ratios
Return on average common equity - % 14.93 13.26 7.48 16.88 24.47
Ratio of earnings to fixed charges (f) 3.1 2.7 1.9 3.1 2.8
Common Stock Data
Number of shares outstanding - Basic (in thousands)
Year-end 578,405 483,391 377,183 374,581 373,271
Weighted-average 550,395 431,345 376,082 373,626 380,563
Income from continuing operations after income taxes

available to PPL common shareowners - Basic EPS $ 2.70 § 221 § 1.10 § 228 § 2.53
Income from continuing operations after income taxes

available to PPL common shareowners - Diluted EPS $ 270 $ 220 § 1.10 § 228 §$ 2.51
Net income available to PPL. common shareowners -

Basic EPS $ 271§ 2.17 § 1.08 $ 248 § 3.37
Net income available to PPL common shareowners - :

Diluted EPS $ 2.70 $ 217 $ 1.08 $ 247 § 3.34
Dividends declared per share of common stock $ 140 $ 140 § 1.38 § 134 § 1.22
Book value per share (d) $ 18.72 § 1698 $ 1457 § 13.55 § 14.88
Market price per share (d) $ 2942 § 2632 $ 3231 $ 30.69 $ 52.09
Dividend payout ratio - % (g) 52 65 128 54 37
Dividend yield - % (h) 4.76 5.32 4.27 4.37 2.34
Price earnings ratio (g) (h) 10.89 12.13 29.92 12.43 15.60

Sales Data - GWh
Domestic - Electric energy supplied - retail (i) 40,147 14,595 38,912 40,374 40,074
Domestic - Electric energy supplied - wholesale (i) (j) 65,681 75,489 38,988 42,712 33,515
Domestic - Electric energy delivered (i) 68,063 42,341 36,717 38,058 37,950
International - Electric energy delivered (k) 58,245 26,820 26,358 27,724 31,652

(a)  The earnings each year were affected by several items that management considers special. See "Results of Operations - Segment Results” in "Item 7. Management's
Discussion and Analysis of Financial Condition and Results of Operations" for a description of special items in 2011, 2010 and 2009

(b)  See "Item 1A. Risk Factors" and Notes 6 and 15 to the Financial Statements for a discussion of uncertainties that could affect PPL's future financial condition. Also see Note
9 to the Financial Statements for a discussion of discontinued operations for activity recorded in 2011, 2010 and 2009. In addition, years 2008 and 2007 were also impacted

by the sales of the Latin American and gas and propane businesses

(¢) Includes WPD Midlands activity since its April 1, 2011 acquisition date. Includes LKE activity since its November 1, 2010 acquisition date

(d)  Asof each respective year-end

(e)  Year 2007 excludes amounts related to PPL's natural gas distribution and propane businesses that had been classified as held for sale at December 31, 2007.
()  Computed using earnings and fixed charges of PPL and its subsidiaries. Fixed charges consist of interest on short- and long-term debt, amortization of debt discount, expense
and premiun - net, other interest charges, the estimated interest component of operating rentals and preferred securities distributions of subsidiaries. See Exhibit 12(a) for

additional information
(g) Based on diluted EPS.
(h)  Based on year-end market prices.

(i)  The domestic trends for 2010 reflect the expiration of the PLR contract between PPL, EnergyPlus and PPL Electric as of December 31, 2009. See Note 16 to the Financial

Statements for additional information.

(i)  GWh are included until the transaction closing for facilities that were sold.

k)

Year 2007 includes the deliveries associated with the Latin American businesses, until the date of their sale in 2007. Year 2011 includes eight months of deliveries associated
with the acquisition of WPD Midlands as volumes are reported on a one-month lag

40




PPL. CORPORATION AND SUBSIDIARIES

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

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

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

e "Overview" provides a description of PPL and its business strategy. "Financial and Operational Developments" includes a review of
Net Income Attributable to PPL Corporation and discusses certain events that are important to understanding PPL's results of operations
and financial condition.

e "Results of Operations" provides a summary of PPL's earnings, a review of results by reportable segment and a description of key
factors by segment expected to impact future earnings. This section ends with "Statement of Income Analysis," which includes
explanations of significant changes in principal items on PPL's Statements of Income, comparing 2011, 2010 and 2009.

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

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

e "Application of Critical Accounting Policies" provides an overview of the accounting policies that are particularly important to the
results of operations and financial condition of PPL and that require its management to make significant estimates, assumptions and
other judgments of matters inherently uncertain.

Overview

Introduction

PPL is an energy and utility holding company with headquarters in Allentown, Pennsylvania. Through subsidiaries, PPL generates electricity
from power plants in the northeastern, northwestern and southeastern U.S., markets wholesale and retail energy primarily in the northeastern and
northwestern portions of the U.S., delivers electricity to customers in Pennsylvania, Kentucky, Virginia, Tennessee and the U.K. and delivers
natural gas to customers in Kentucky.

In2011 and 2010, PPL completed two acquisitions.

* On April 1, 2011, PPL, through its indirect, wholly owned subsidiary PPL WEM, completed its acquisition of all of the outstanding ordinary
share capital of Central Networks East plc and Central Networks Limited, the sole owner of Central Networks West plc, together with certain
other related assets and liabilities (collectively referred to as Central Networks and subsequently renamed WPD Midlands), from subsidiaries of
E.ON AG. The consideration for the acquisition consisted of cash of $5.8 billion, including the repayment of $1.7 billion of affiliate
indebtedness owed to subsidiaries of E.ON AG, and $800 million of long-term debt assumed through consolidation. WPD Midlands operates
two regulated distribution networks that serve five million end-users in the Midlands area of England.

* On November 1, 2010, PPL completed the acquisition of all of the limited liability company interests of E.ON U.S. LL.C from a wholly owned
subsidiary of E.ON AG. Upon completion of the acquisition, E.ON U.S. LLC was renamed LG&E and KU Energy LLC (LKE). LKE is
engaged in regulated utility operations through its subsidiaries, LG&E and KU. The consideration for the acquisition consisted of cash of $6.8

billion, including the repayment of $4.3 billion of affiliate indebtedness owed to subsidiaries of E.ON AG, and $800 million of debt assumed
through consolidation.

See Note 10 to the Financial Statements for additional information on the acquisitions.

At December 31, 2011, PPL had:
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$12.7 billion in operating revenues (including eight months from WPD Midlands, which are recorded on a one-month lag)
10.5 million end-users of its utility services (including five million end-users served by the WPD Midlands companies)
Approximately 19,000 MW of generation

Approximately 18,000 full-time employees

In January 2011, PPL Energy Supply distributed its 100% membership interest in PPL Global to its parent, PPL Energy Funding (the parent
holding company of PPL Energy Supply and PPL Global with no other material operations), to better align PPL's organizational structure with
the manner in which it manages its businesses and reports segment information in its consolidated financial statements. The distribution
separated the U.S.-based competitive energy marketing and supply business from the U.K.-based regulated electricity distribution business.

PPL's principal subsidiaries are shown below (* denotes an SEC registrant; LKE, LG&E and KU became SEC registrants effective June 1,
2011):

PPL Corporation*

PPL. Energy Supply* .

PPL Electric*
« Engages in the regulated
transmission and

PPL Global
« Engages in the regulated
operations of eledricity

distribution of electricty in
Pennsylvania

distribution businesses in
the UK

LG&E*

| » Engages in the reguiated
generation, transmission,
distribution and sale of
electricity in Kentucky,
and distribution and sale
of natural gas in Kentucly

PPL Generation
= Engages in the
competitive generation of
electricity, pimarily in
Pennsyhrania and
hontana

|
PPL EnergyPlus

|

|

I » Performs rarketing and
' trading activities

| » Purchases fuel
|

|

Ku*

« Engades in the regulated
generation, transmission,
distribution and sale of
electricity primarily in
Kentueky

R -

*
H
[l
.
.
.
H
»
H
i
.
’
*
.

- International , o B Pennsylvania Kentucky
Regulated Segment Supply Segment. Regulated Segment Regulated Segment

Business Strategy

PPL's overall strategy is to achieve stable, long-term growth in its regulated electricity delivery businesses through efficient operations and
strong customer and regulatory relations, and disciplined optimization of energy supply margins while mitigating volatility in both cash flows
and earnings. In pursuing this strategy, PPL acquired LKE in November 2010 and WPD Midlands in April 2011. These acquisitions have
reduced PPL's overall business risk profile and reapportioned the mix of PPL's regulated and competitive businesses by increasing the regulated
portion of its business and enhancing rate-regulated growth opportunities as the regulated businesses make investments to improve infrastructure
and customer reliability.

The increase in regulated assets is expected to provide earnings stability through regulated returns and the ability to recover costs of capital
investments, in contrast to the competitive energy supply business where earnings and cash flows are subject to commodity market

volatility. Following the LKE and WPD Midlands acquisitions, approximately 70% of PPL's assets are in its regulated businesses. The pro
forma impacts of the acquisitions of LKE and WPD Midlands on income from continuing operations (after income taxes) attributable to PPL for
2011 and 2010 are as follows.
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2011 2010

Pro forma Actual Pro forma Actual
Regulated $ 1,027 57% $ 912 54% § 831 57% $ 398 39%
Competitive —_— T3 43% 773 46% 631 3% 63l 61%
$ 1,800 $ 1,685 $ 1,462 $ 1,029

Note: Pro forma and actual amounts exclude non-recurring items identified in Note 10 to the Financial Statements.

Results for periods prior to the acquisitions of LKE and WPD Midlands are not comparable with, or indicative of, results for periods subsequent
to the acquisitions.

With the purchase of WPD Midlands and the related growth of the portion of PPL's overall earnings translated from British pounds sterling, the
related foreign currency risk is more substantial. The U.K. subsidiaries also have currency exposure to the U.S. dollar to the extent they have
U.S. dollar denominated debt. To manage these risks, PPL. generally uses contracts such as forwards, options and cross currency swaps that
contain characteristics of both interest rate and foreign currency exchange contracts.

PPL's strategy for its competitive energy supply business is to optimize the value from its unregulated generation and marketing portfolio. PPL
endeavors to do this by matching energy supply with load, or customer demand, under contracts of varying durations with creditworthy
counterparties to capture profits while effectively managing exposure to energy and fuel price volatility, counterparty credit risk and operational
risk.

To manage financing costs and access to credit markets, a key objective of PPL's business strategy is to maintain a strong credit profile. PPL
continually focuses on maintaining an appropriate capital structure and liquidity position. In addition, PPL has adopted financial and operational

risk management programs that, among other things, are designed to monitor and manage its exposure to earnings and cash flow volatility
related to changes in energy and fuel prices, interest rates, counterparty credit quality and the operating performance of its generating units.

Financial and Operational Developments

Net Income Attributable to PPL Corporation

Net Income Attributable to PPL Corporation for 2011, 2010 and '2009 was $1.5 billion, $938 million and $407 million. Earnings in 2011
increased 59% over 2010 and earnings in 2010 increased 130% over 2009. These changes reflect the following after-tax impacts by segment:

2011 vs. 2010 2010 vs. 2009

Kentucky Regulated Segment earnings $ 195 % 26
International Regulated Segment

WPD Midlands earnings 281

WPD Midlands acquisition-related costs (192)

Reduction in U K. tax rate related to PPL WW 16 18
Pennsylvania Regulated Segment

Distribution base rate increase effective January 2011 40
Supply Segment

Net unrealized gains/(losses) on energy-related economic activity 193 104

Losses on the monetization of certain full-requirement sales contracts in 2010 125 (125)

Litigation settlement in 2011 related to spent nuclear fuel 33

LKE acquisition-related costs (a) 96 (98)

State valuation allowance adjustments (101) 52

Change in "Unregulated Gross Energy Margins" (b) (240) 608
Unallocated costs - LKE acquisition-related costs in 2010 76 (76)
Other 35 22

3 557 §$ 531

(a) Primarily consists of an impairment charge recorded related to the sale of certain non-core generation facilities and discontinued cash flow hedges and ineffectiveness.
(b) See "Statement of Income Analysis - Margins" for additional information, including a reconciliation of this non-GAAP financial measure to operating income.

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

On April 1,2011, PPL completed its acquisition of WPD Midlands. The service territories of PPL. WW and WPD Midlands are contiguous and
cost savings, efficiencies and other benefits are expected from the combined operation of these entities.

The cash consideration of $5.8 billion was primarily funded by borrowings under the 2011 Bridge Facility. Permanent financing was completed
in the second quarter of 2011 to repay 2011 Bridge Facility borrowings, pay certain acquisition-related fees and raise additional capital for
gerneral corporate purposes. See Note 7 to the Financial Statements for additional information related to the financings.

Pursuant to WPD's previously described intention to combine the operations of PPL WW and WPD Midlands, approximately 740 employees of
WPD Midlands will receive separation benefits from the companies as a new regional structure is implemented. The total separation benefits
payable in connection with the reorganization are $104 million, including $58 million of severance compensation, $45 million of early
retirement deficiency costs (ERDC) and $1 million in outplacement services.

In connection with the reorganization, WPD Midlands recorded $93 million of the total separation benefits in 2011, of which $48 million relates
to severance compensation and $45 million relates to ERDC. Based on the expected timing of when employees will separate from the
companies, WPD Midlands expects to record the remaining portion of severance compensation in 2012. The separation benefits recorded in
2011 are included in "Other operation and maintenance" on the Statement of Income. Severance compensation costs of $21 million are accrued
in "Other current liabilities" and ERDC costs of $45 million reduced "Other noncurrent assets" on the Balance Sheet at December 31, 2011,

Goodwill of $2.4 billion was recorded as a result of the purchase price allocation. PPL incurred acquisition-related costs of $258 million, pre-
tax, for 2011 which includes, among other items, the separation benefits discussed above, employee relocation costs, contract termination costs,
advisory, accounting and legal fees, taxes and certain financing costs, including gains on hedges and foreign currency losses on the 2011 Bridge
Facility.

See Note 10 to the Financial Statements for additional information related to the acquisition.

In April 2011, during the PPL Susquehanna Unit 2 refueling and generation uprate outage, a planned inspection of the Unit 2 turbine revealed
cracks in certain of its low pressure turbine blades. Replacement of these blades was required, but was not anticipated as part of the original
scope of this outage. The necessary replacement work extended the Unit 2 outage by six weeks. As a precaution, PPL Susquehanna also took
Unit 1 out of service in mid-May to inspect the turbine blades in that unit. This inspection revealed cracks in blades similar to those found in
Unit 2. The duration of the Unit 1 outage, in which turbine blades were replaced, was also about six weeks. The after-tax earnings impact,
including reduced energy-sales margins and repair expense for both units, was $63 million.

Spent Nugclear Fuel Litigation

In May 2011, PPL Susquehanna entered into a settlement agreement with the U.S. Government relating to PPL Susquehanna's lawsuit, seeking
damages for the Department of Energy's failure to accept spent nuclear fuel from the PPL Susquehanna plant. Under the settlement agreement,
PPL Susquehanna received $50 million, pre-tax, for its share of claims to partially offset its expenses incurred to store spent nuclear fuel at the
Susquehanna plant through September 2009, and recognized a credit to "Fuel” expense in 2011. PPL Susquehanna also will be eligible to
receive payment of annual claims for allowed costs that are incurred through the December 2013 termination of the settlement agreement. In
exchange, PPL Susquehanna has waived any claims against the U.S. Government for costs paid or injuries sustained related to storing spent
nuclear fuel at the Susquehanna plant through December 31, 2013. See Note 15 to the Financial Statements for additional information.

Tax Rate Change
In July 2011, the U.K.'s Finance Act of 2011 was enacted. The most significant change to the law was a reduction in the U.K.'s statutory income
tax rate. The statutory tax rate was changed from 27% to 26%, effective April 1, 2011 and from 26% to 25%, effective April 1, 2012. Asa
result of these changes, in 2011, PPL reduced its net deferred tax liabilities and recognized a $69 million deferred tax benefit to reflect both rate
decreases.
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Bankruptcy of SMGT

In Qctober 2011, SMGT, a Montana cooperative and purchaser of electricity under a long-term supply contract with PPL. EnergyPlus expiring in
June 2019 (SMGT Contract), filed for protection under Chapter 11 of the U.S. Bankruptcy Code in the U.S. Bankruptcy Court in Montana. At
December 31, 2011, damages related to SMGT accepting less power than provided in the SMGT Contract totaled approximately $11 million, all
of which has been fully reserved. No assurance can be given as to the collectability of these damages.

The SMGT Contract provides for fixed volume purchases on a monthly basis at established prices. A trustee has been appointed for SMGT's
estate in the bankruptcy proceeding and PPL EnergyPlus has been involved in preliminary discussions with the trustee concerning possibie
modifications to the SMGT Contract as part of the bankruptcy reorganization. Pursuant to a stipulation entered into by SMGT and PPL
EnergyPlus, since the date of its Chapter 11 filing through January 2012, SMGT has continued to purchase electricity from PPL EnergyPlus at
the price specified in the SMGT Contract, and has made timely payments for such purchases, but at lower volumes than as prescribed in the
SMGT Contract. In January 2012, the trustee notified PPL EnergyPlus that SMGT would not purchase electricity under the SMGT Contract for
the month of February. In addition, the trustee requested PPL EnergyPlus to leave the SMGT Contract in place to permit SMGT to purchase
electricity in the event its requirements were not met by third-party providers from whom the trustee intends to purchase power on behalf of
SMGT, at prices more favorable than under the SMGT Contract, for future periods. PPL EnergyPlus is evaluating the trustee's request.

At the present time, PPL cannot predict whether SMGT will be successful in its attempts to reorganize its business under Chapter 11 of the U.S.
Bankruptey Code or the extent to which the SMGT Contract may be modified as part of a successful Chapter 11 reorganization and, in either
case, PPL cannot presently predict the extent to which it will be able to market to third parties any amount of power that SMGT ultimately does
not continue to purchase from PPL EnergyPlus.

Storm Recovery

PPL Electric experienced several PUC-reportable storms during 2011 resulting in total restoration costs of $84 million, of which $54 million
were recorded in "Other operation and maintenance" on the Statement of Income. However, a PPL subsidiary has a $10 million reinsurance
policy with a third party insurer, for which a receivable was recorded with an offsetting credit to "Other operation and maintenance" on the
Statement of Income. In December 2011, PPL Electric received orders from the PUC granting permission to defer qualifying storm costs in
excess of insurance recoveries associated with Hurricane Irene and a late October snowstorm. Based on the PUC orders, PPL Electric recorded a
regulatory asset of $25 million in December 2011. PPL Electric will seek recovery of these costs in its next general base rate proceeding.

In 1997, the U.K. imposed a Windfall Profits Tax (WPT) on privatized utilities, including WPD. PPL filed its tax returns for years subsequent to
its 1997 and 1998 claims for refund on the basis that the U.K. WPT was creditable. In September 2010, the U.S. Tax Court (Tax Court) ruled in
PPL's favor in a dispute with the IRS, concluding that the U.K. WPT is a creditable tax for U.S. tax purposes. As aresult and with the
finalization of other issues, PPL recorded a $42 million tax benefit in 2010. In January 2011, the IRS appealed the Tax Court's decision to the
U.S. Court of Appeals for the Third Circuit (Third Circuit). In December 2011, the Third Circuit issued its opinion reversing the Tax Court's
decision and holding that the U.K. WPT is not a creditable tax. As a result of the Third Circuit's adverse determination, PPL recorded a $39
million expense in 2011. On February 27, 2012, PPL filed with the Third Circuit a petition for rehearing of its opinion on this matter.

In July 2011, the EPA signed the CSAPR, which finalizes and renames the Clean Air Transport Rule (Transport Rule) proposed in August 2010,
and made revisions to the rule on February 7, 2012. This rule applies to PPL's Pennsylvania and Kentucky coal plants. The CSAPR is meant to
facilitate attainment of ambient air quality standards for ozone and fine particulates by requiring reductions in sulfur dioxide and nitrogen oxide
emissions.

In December 2011, the U.S. Court of Appeals for the District of Columbia (Court) stayed implementation of the CSAPR and left CAIR in effect

pending a final resolution on the merits of the validity of the rule. Oral argument on the various challenges to the CSAPR is scheduled for April
2012, and a final decision on the validity of the rule could be issued as early as May 2012.
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With respect to the Kentucky coal-fired generating plants, the stay of the CSAPR will initially only impact the unit dispatch order. With the
return of the CAIR and the Kentucky companies' significant number of sulfur dioxide allowances, those units will be dispatched with lower
operating cost, but slightly higher sulfur dioxide and nitrogen oxide emissions. However, a key component of the Court's final decision, even if
the CSAPR is upheld, will be whether the ruling delays the implementation of the CSAPR by one year for both Phases I and I, or instead still
requires the significant sulfur dioxide and nitrogen oxide reductions associated with Phase II to begin in 2014. LG&E's and KU's CSAPR
compliance strategy is based on over-compliance during Phase I to generate allowances sufficient to cover the expected shortage during the first
two years of Phase 11 (2014 and 2015) when additional pollution control equipment will be installed. Should Phase I of the CSAPR be shortened
to one year, it will be more difficult and costly to provide enough excess allowances in one year to meet the shortage projected for 2014 and
2015.

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

See Note 15 to the Financial Statements for additional information on the CSAPR,

Pending Bluegrass CTs Acquisition and NGCC Construction

In September 2011, LG&E and KU filed a CPCN with the KPSC requesting approval to build a 640 MW NGCC at the existing Cane Run plant
site. In conjunction with this request and to meet new, stricter EPA regulations, LG&E and KU anticipate retiring six older coal-fired electric
generating units. These units are located at the Cane Run, Green River and Tyrone plants, which have a combined summer rating of 797

MW. LG&E and KU also requested approval to purchase the Bluegrass CTs, which are expected to provide up to 495 MW of peak generation

supply.

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

ECR Filing - Environmental Upgrades

In June 2011, in order to achieve compliance with new and pending mandated federal EPA regulations, LG&E and KU filed ECR plans with the
KPSC requesting approval to install environmental upgrades for certain of their coal-fired plants and for recovery of the expected $2.5 billion in
associated capital costs, as well as operating expenses incurred. The ECR plans detailed upgrades that will be made to certain of their coal-fired
generating plants to continue to be compliant with EPA regulations. In November 2011, LG&E and KU filed a unanimous settlement
agreement, stipulation, and recommendation with the KPSC. In December 2011, LG&E and KU received KPSC approval in their proceedings
relating to the ECR plans. The KPSC Order approved the terms of the November 2011 settlement agreement entered into between LG&E and
KU and the parties to the ECR proceedings. The KPSC Order authorized the installation of environmental upgrades at certain plants during
2012-2016 representing approximate capital costs of $2.3 billion. In connection with the approved projects, the KPSC Order allowed recovery
through the ECR rate mechanism of the capital costs and operating expenses of the projects and granted CPCNs for their construction. The
KPSC Order also confirmed an existing 10.63% authorized return on equity for projects remaining from earlier ECR plans and provided for an
authorized return on equity of 10.10% for the approved projects in the 2011 ECR proceedings. The KPSC Order noted KU's consent to defer the
requested approval for certain environmental upgrades at its E.W. Brown generating plant, which represented approximately $200 million in
capital costs. KU retained the right to operate and dispatch the E.W. Brown generating plant in accordance with applicable environmental
standards and the right to request approval of the deferred projects and related costs in future regulatory proceedings. See Note 6 to the Financial
Statements for additional information.

Legislation - Regulatory Procedures and Mechanisms
In June 2011, the Pennsylvania House Consumer Affairs Committee approved legislation that would authorize the PUC to approve regulatory
procedures and mechanisms to provide for more timely recovery of a utility's costs. Such alternative ratemaking procedures and mechanisms are
important to PPL Electric as it begins a period of significant increasing capital investment related to the asset optimization program focused on
the replacement of aging distribution assets. Those procedures and mechanisms include, but are not limited to, the use of a fully projected future
test year and an automatic
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adjustment clause to recover certain capita! costs and related operating expenses. In October 2011, the legislation was passed by the
Pennsylvania House of Representatives (Pennsylvania House). In January 2012, the Senate Consumer Affairs Committee adopted significant
amendments to the legislation. The amended legislation authorizes the PUC to approve only two specific ratemaking mechanisms -- a fully
projected future test year and a distribution system improvement charge. In addition, the amendments impose a number of conditions on the use
of such a charge. In January 2012, the Pennsylvania Senate passed the amended legislation and in February 2012, the Pennsylvania House
agreed to those amendments. The Governor signed the bill (Act 11 of 2012), which will become effective April 14, 2012. Utilities cannot file a
petition with the PUC before January 1, 2013 requesting permission to establish the charge.

FERC Formula Rates

In March 2012, PPL Electric plans to file a request with the FERC seeking recovery, over a 34-year period beginning in June 2012, of its
unrecovered regulatory asset related to the deferred state tax liability that existed at the time of the transition from the flow-through treatment of
state income taxes to full normalization. This change in tax treatment occurred in 2008 as a result of prior FERC initiatives that transferred
regulatory jurisdiction of certain transmission assets from the PUC to the FERC. A regulatory asset of $51 million related to this transition,
classified as taxes recoverable through future rates, is included in "Other Noncurrent Assets - Regulatory assets" on the Balance Sheet. PPL
Electric believes recoverability of this regulatory asset is probable based on FERC precedent in similar cases; however, it is reasonably possible
that the FERC may limit the recovery of all or part of the claimed asset.

Montana Hydroelectric Litigation

In June 2011, the U.S. Supreme Court granted PPL. Montana's petition to review the March 2010 Montana Supreme Court decision, which
substantially affirmed the June 2008 Montana District Court decision to award the State of Montana retroactive compensation for PPL Montana's
hydroelectric facilities' use and occupancy of certain Montana riverbeds. Oral argument was held in December 2011. On February 22, 2012, the
U.S. Supreme Court issued a decision overturning the Montana Supreme Court decision and remanded the case to the Montana Supreme Court
for further proceedings consistent with the U.S. Supreme Court's opinion. As a result, PPL. Montana reversed its total loss accrual of $89
million, which had been recorded prior to the U.S. Supreme Court decision. PPL Montana believes the U.S. Supreme Court decision resolves
certain questions of liability in this case in favor of PPL Montana and leaves open for reconsideration by Montana courts, consistent with the
findings of the U.S. Supreme Court, certain other questions. The State of Montana has 30 days from February 22, 2012 to petition the U.S.
Supreme Court for a rehearing. PPL Montana has concluded it is no ionger probable, but it remains reasonably possible, that a loss has been
incurred. While unable to estimate a range of loss, PPL. Montana believes that any such amount would not be material. Sée Note 15 to the
Financial Statements for additional information.

Ofgem Pricing Model

In October 2010, Ofgem announced a pricing model that will be effective for the U.K. electricity distribution sector, including WPD, beginning
April 2015. The model, known as R1IO (Revenues = Incentives + Innovation + Outputs), is intended to encourage investment in regulated
infrastructure. Key components of the model are: an extension of the price review period from five to eight years, increased emphasis on
outputs and incentives, enhanced stakeholder engagement including network customers, a stronger incentive framework to encourage more
efficient investment and innovation, expansion of the current Low Carbon Network Fund to stimulate innovation and continued use of a single
weighted average cost of capital. At this time, management does not expect the impact of this pricing model to be significant to WPD's
operating results.

WPD has a $170 million liability recorded at December 31, 2011, calculated in accordance with an accepted methodology, related to the close-
out of line losses for the prior price control period, DPCR4. Ofgem is currently consulting on the methodology used to calculate the final line
loss incentive/penalty for the DPCR4. In October 2011, Ofgem issued a consultation paper citing two potential changes to the methodology,
both of which would result in a reduction of the liability; however, it is uncertain at this time whether any changes will be made. Ofgem is
expected to make a decision before the end of 2012.

Results of Operations

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

On April 1,2011, PPL completed its acquisition of WPD Midlands. As PPL is consolidating WPD Midlands on a one-month lag, consistent

with its accounting policy on consolidation of foreign subsidiaries, eight months of WPD Midlands' results of operations are included in PPL's
results for 2011, with no comparable amounts for 2010. When discussing PPL's resuits of

47




operations for 2011 compared with 2010, the results of WPD Midlands are isolated for purposes of comparability. WPD Midlands' results are
included within "Segment Results - International Regulated Segment.” See Note 10 to the Financial Statements for additional information
regarding the acquisition.

On November 1, 2010, PPL completed its acquisition of LKE. LKE's results of operations are included in PPL's results for the full year of 2011,
while 2010 includes LKE's operating results for the two months ended December 31, 2010. When discussing PPL's results of operations for
2011 compared with 2010 and 2010 compared with 2009, the results of LKE are isolated for purposes of comparability. LKE's results are shown
separately within "Segment Results - Kentucky Regulated Segment." See Note 10 to the Financial Statements for additional information
regarding the acquisition.

Tables analyzing changes in amounts between periods within “Segment Results” and "Statement of Income Analysis" are presented on a
constant U K. foreign currency exchange rate basis, where applicable, in order to isolate the impact of the change in the exchange rate on the
item being explained. Results computed on a constant U.K. foreign currency exchange rate basis are calculated by translating current year
results at the prior year weighted-average U.K. foreign currency exchange rate.

When comparing 2011 and 2010 with 2009, certain line items on PPL's financial statements were impacted by the Customer Choice Act, Act
129 and other related issues. Overall, the expiration at the end of 2009 of generation rate caps and the PLR contracts between PPL EnergyPlus
and PPL Electric had a significant positive impact on PPL's 2010 results of operations, financial condition and cash flows.

The primary impacts of the expiration of the generation rate caps and the PLR contracts are reflected in PPL's Unregulated Gross Energy
Margins. See "Statement of Income Analysis ~ Margins - Non-GAAP Financial Measures” for an explanation of this non-GAAP financial
measure. In 2010, PPL sold the majority of its generation supply to unaffiliated parties under various wholesale and retail contracts at prevailing
market rates at the time the contracts were executed. In 2009, the majority of generation produced by PPL's generation plants was sold to PPL
Electric as PLR supply under predetermined capped rates.

Regarding PPL's Pennsylvania regulated electric delivery operations, the expiration of generation rate caps, the resulting competitive
solicitations for power supply, the migration of customers to alternative suppliers, the Customer Choice Act and Act 129 had minimal impact on
Pennsylvania Gross Delivery Margins, as approved recovery mechanisms allow for cost recovery of associated expenses, including the cost of
energy provided as a PLR. However, PPL Electric's 2010 Pennsylvania Gross Delivery Margins were negatively impacted by the expiration of
CTC recovery in December 2009. PPL Electric remains the delivery provider for all customers in its service territory and charges a regulated
rate for its electricity delivery service. See "Statement of Income Analysis - Margins - Reconciliation of Non-GAAP Financial Measures" for
additional information.

Earnings

2011 2010 2009
Net Income Attributable to PPL Corporation $ 1,495 §$ 938 § 407
EPS - basic $ 271 % 217 % 1.08
EPS - diluted $ 270 % 2.17 § 1.08

The changes in Net Income Attributable to PPL Corporation from year to year were, in part, attributable to the acquisition of LKE and WPD
Midlands and certain items that management considers special. Details of these special items are provided within the review of each segment's
earnings.

Segment Results

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

2011 2010 2009
Kentucky Regulated (a) $ 221 % 26
International Regulated (b) 325 261§ 243
Pennsylvania Regulated 173 115 124
Supply 776 612 40
Unallocated Costs (c) (76)
Total $ 1495 §$ 938 § 407

(a) As aresult of the LKE acquisition on November 1, 2010, the Kentucky Regulated segment includes two months of results in 2010.
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(b) As aresult of the WPD Midlands acquisition on April 1, 2011, the International Regulated segment includes eight months of WPD Midlands' results in 2011. Similar to PPL

WW, WPD Midlands' results are recorded on a one-month lag

(c) 2010 includes $22 million, after tax ($31 million, pre-tax), of certain third-party acquisition-related costs, including advisory, accounting, and legal fees associated with the
acquisition of LKE that are recorded in "Other Income (Expense) - net" on the Statement of Income. 2010 also includes $52 million, after tax ($80 million, pre-tax), of 2010
Bridge Facility costs that are recorded in "Interest Expense” on the Statement of Income. These costs are considered special items by management. See Notes 7 and 10 to the

Financial Statements for additional information on the acquisition and related financing.

Kentucky Regulated Segment

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

distribution and sale of natural gas in Kentucky.

Net Income Attributable to PPL Corporation includes the following results:

2011 2010 (a)

Operating revenues $ 2,793 § 493
Fuel and energy purchases 1,104 207
Other operation and maintenance 751 139
Depreciation 334 49
Taxes, other than income 37 2

Total operating expenses 2.226 397
Other Income (Expense) - net 0y (1
Interest Expense (b) 217 55
Income Taxes 127 16
Income (Loss) from Discontinued Operations (1 2
Net Income Attributable to PPL Corporation ] 26
(a) Represents the results of operations for the two-month period from acquisition through December 31, 2010.
(b) Includes interest expense of $70 million in 2011 and $31 million in 2010, pre-tax, related to the 2010 Equity Units and certain interest rate swaps
The following after-tax amounts, which management considers special items, also impacted the Kentucky Regulated segment's results.

Income Statement
Line Item 2011 2010

Special items gains (losses), net of tax benefit (expense): :
Adjusted energy-related economic activity, net, net of tax of ($1), $1 Utility Revenues $ I $ )
Other:

LKE discontinued operations, net of tax of $1, (32) Disc. Operations (1) 2
Total $ $ 1

2012 Outlook

Excluding special items, PPL projects lower segment earnings in 2012 compared with 2011, primarily driven by higher operation and

maintenance expense and higher depreciation, which are expected to be partially offset by higher margins.

Earnings beyond 2011 are subject to various risks and uncertainties. See "Forward-Looking Information," "Item 1. Business," "ltem 1A. Risk
Factors," the rest of this ltem 7 and Notes 6 and 15 to the Financial Statements for a discussion of the risks, uncertainties and factors that may

impact future earnings.

International Regulated Segment

The International Regulated segment consists primarily of the electric distribution operations in the U.K. As a result of the WPD Midlands
acquisition on April 1, 2011, the International Regulated segment includes eight months of WPD Midlands' results in 2011. Similar to PPL

WW, WPD Midlands' results are recorded on a one-month lag.

Net Income Attributable to PPL Corporation includes the following results:
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2011 2010 % Change 2010 2009 Y Change

Utility revenues $ 828 § 727 14§ 727 % 684 6
Energy-related businesses 35 34 3 34 32 6
Total operating revenues 863 761 13 761 716 6
Other operation and maintenance 198 182 9 182 140 30
Depreciation 122 117 4 117 115 2
Taxes, other than income 53 52 2 52 57 9
Energy-related businesses 17 17 17 16 6
Total operating expenses 390 368 6 368 328 12
Other Income (Expense) - net 12 3 300 3 () (127)
Interest Expense (a) 193 135 43 135 87 55
Income Taxes 56 n/a 20 (100)
WPD Midlands, net of tax (b) 281 n/a n/a
WPD Midlands acquisition-related costs, net of tax (192) n/a n/a
Income (Loss) from Discontinued Operations n/a (27) (100)
Net Income Attributable to PPL Corporation $ s 8 2l 2508 201 % 243 7

(a) 2011 includes allocated interest expense of $38 million (pre-tax) related primarily to the 2011 Equity Units.
(b) Represents the operations of WPD Midlands since the acquisition date, recorded on a one-month lag, including revenue from external customers of $790 million (pre-
tax). This amount excludes acquisition-related costs incurred by WPD Midlands.

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

2011 vs. 2010 2010 vs. 2009

PPL WW
Utility revenues $ 77 % 42
Other operation and maintenance (10) 47)
Interest expense (14) (50)
Other 3 6
Income taxes ’ (55) 26
WPD Midlands, after-tax 240
U.s.
Interest expense and other (41) (1)
Income taxes 37 (32)
Foreign currency exchange rates, after-tax ’ 15 14
Special items, after-tax (188) 60
Total $ 64 % 18
PPL WW

e Utility revenues increased in 2011 compared with 2010, primarily reflecting the impact of the April 2011 and 2010 price increases that
resulted in $76 million of additional revenue.

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

o  Other operation and maintenance expense increased in 2011 compared with 2010, primarily due to $10 million of higher pension expense
resulting from an increase in amortization of actuarial losses and $9 million of higher network maintenance expense, partially offset by $8
million of internal PPL WW costs billed to WPD Midlands.

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

o Interest expense increased in 2011 compared with 2010, primarily due to $11 million of higher interest expense arising from a March 2010
debt issuance and $5 million of higher interest expense related to higher inflation rates on index-linked Senior Unsecured Notes.
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Interest expense increased in 2010 compared with 2009, primarily due to $25 million of higher interest expense arising from a March 2010
debt issuance and $23 million of higher interest expense related to higher inflation rates on index-linked Senior Unsecured Notes.

Income taxes increased in 2011 compared with 2010, primarily due to a $46 million benefit recorded in 2010 for realized capital losses that
offset a gain relating to a business activity sold in 1999 and $15 million due to higher pre-tax income.

Income taxes decreased in 2010 compared with 2009, primarily due to $46 million of realized capital losses that offset a gain relating to a
business activity sold in 1999 and $14 million of lower income taxes due to lower pre-tax income, partially offset by a $29 million foreign
tax benefit related to the resolution of a tax dispute and foreign currency exchange losses.

U.S.

o Interest expense increased in 2011 compared with 2010, due to $34 million of interest expense on the 2011 Equity Units and $4 million on
the 2011 Bridge Facility.

e Income taxes decreased in 2011 compared with 2010, primarily due to a $41 million tax benefit resulting from changes in the taxable

amount of planned U.K. cash repatriations, a tax benefit of $28 million from U.K. pension plan contributions and lower income taxes due to
lower pre-tax income. These tax benefits were partially offset by $24 million of favorable 2010 adjustments to uncertain tax benefits
primarily related to Windfall Profits Tax and $11 million of higher income taxes on interest income related to acquisition financing.

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

Foreign Currency Exchange Rates

Changes in foreign currency exchange rates positively impacted the segment's earnings for 2011 compared with 2010 and 2010 compared

[ ]
with 2009. The weighted-average exchange rates for the British pound sterling, including the effects of currency hedges, were
approximately $1.60 in 2011, $1.57 in 2010 and $1.49 in 2009.

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

Income Statement

Line ltem 2011 2010 2009

Special items gains (losses), net of tax benefit (expense):
Foreign currency-related economic hedges, net of tax of ($2), $0, $0 (a) Other Income-net $ 5 % I $ 1
Sales of assets:

Latin American business Disc. Operations 27
Impairments:

Other asset impairments, net of tax of $0, $0, $1 Other O&M ()]
WPD Midlands acquisition-related costs:

2011 Bridge Facility costs, net of tax of $14, $0, $0 (b) Interest Expense 30)

Foreign currency loss on 2011 Bridge Facility, net of tax of $19, $0, $0 (c) Other Income-net (38)

Net hedge gains, net of tax of (§17), $0, $0 (c) Other Income-net 38

Hedge ineffectiveness, net of tax of $3, $0, $0 (d) Interest Expense 9)

U K. stamp duty tax, net of tax of $0, $0, $0 (e) Other Income-net 2D

Separation benefits, net of tax of $26, $0, $0 () Other O&M (75)

Other acquisition-related costs, net of tax of $20, $0, $0 (g) (57)
Workforce reduction, net of tax of $0, $0, $1 (h) Other O&M 2)
Other:

Change in U K. tax rate (i) Income Taxes 69 18

Windfall profits tax litigation (j) Income Taxes (39) i2

Total

(a)
®
(©)

$ (55 31 8§ (29

Represents unrealized gains (losses) on contracts that economically hedge anticipated earnings denominated in GBP.

Represents fees incurred in connection with establishing the 2011 Bridge Facility. See Note 7 to the Financial Statements for additional information.

Represents the foreign currency loss on the repayment of the 2011 Bridge Facility, including a pre-tax foreign currency loss of $15 million associated with proceeds received
on the U.S. dollar-denominated senior notes issued by PPL. WEM in April 2011 that were used to repay a portion of PPL WEM's borrowing under the 2011 Bridge

Facility. The foreign currency risk was economically hedged with forward contracts to purchase GBP, which resulted in pre-tax gains of $55 million
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Represents a combination of ineffectiveness associated with closed out interest rate swaps and a charge recorded as a result of certain interest rate swaps failing hedge
effectiveness testing.

Tax on the transfer of ownership of property in the U K., which is not tax deductible for income tax purposes.

Primarily represents severance compensation, early retirement deficiency costs and outplacement services for employees separating from the WPD Midlands companies as a
result of a reorganization to transition the WPD Midlands companies to the same operating structure as WPD (South West) and WPD (South Wales). Also includes severance
compensation and early retirement deficiency costs associated with certain employees who separated from the WPD Midlands companies, but were not part of the
reorganization.

Includes $34 million, pre-tax, of advisory, accounting and legal fees which are reflected in "Other Income (Expense) - net” on the Statements of Income. Includes $37 million,
pre-tax, of costs, primarily related to the termination of certain contracts, rebranding costs and relocation costs that were recorded to "Other operation and maintenance”
expense on the Statements of Income, and $6 million, pre-tax, of costs associated with the integration of certain information technology assets, that were recorded in
“Depreciation” on the Statements of Income.

Relates primarily to enhanced pension and severance benefits as a result of a 2009 workforce reduction.

The U.K 's Finance Act of 2011, enacted in July 2011, reduced the U K. statutory income tax rate from 27% to 26% retroactive to April 1, 2011 and will further reduce the rate
from 26% to 25% effective April 1,2012. As a result, PPL reduced its net deferred tax labilities and recognized a deferred tax benefit during 2011 related to both rate
decreases. WPD Midlands' portion of the deferred tax benefit is $35 million. The U.K.'s Finance Act of 2010, enacted in July 2010, reduced the U K. statutory income tax rate
from 28% to 27% effective April 1,2011. As a result, WPD reduced its net deferred tax liabilities and recognized a deferred tax benefit during 2010.

In 2010, the U.S. Tax Court ruled in PPL’s favor in a pending dispute with the IRS concluding that the 1997 U K. Windfall Profits Tax (WPT) imposed on all U K. privatized
utilities, including PPL's U.K. subsidiary, is a creditable tax for U.S. Federal income tax purposes. As a result, PPL recorded an income tax benefit in 2010. In January 2011,
the IRS appealed the U S. Tax Court's decision to the Court of Appeals for the Third Circuit (Third Circuit). In December 2011, the Third Circuit issued its opinion reversing
the Tax Court's decision and holding that the WPT is not a creditable tax. As a result of the Third Circuit's adverse determination, PPL recorded a $39 million expense in

2011. On February 27, 2012, PPL filed with the Third Circuit a petition for rehearing of its opinion on this matter.

2012 Outlook

Excluding special items, PPL projects higher segment earnings in 2012 compared with 2011, primarily driven by a full year of earnings from
WPD Midlands and higher electricity delivery revenue. Partially offsetting these positive earnings factors are higher income taxes, higher
operation and maintenance expense, higher depreciation, higher financing costs and a less favorable currency exchange rate.

Earnings beyond 2011 are subject to various risks and uncertainties. See "Forward-Looking Information," "Item 1. Business," "Item 1A. Risk
Factors," the rest of this Item 7 and Notes 6 and 15 to the Financial Statements for a discussion of the risks, uncertainties and factors that may
impact future earnings.

Pennsylvania Regulated Segment

The Pennsylvania Regulated segment includes the regulated electric delivery operations of PPL Electric.

Net Income Attributable to PPL Corporatjon includes the following results:

2011 2010 % Change 2010 2009 % Change

Operating revenues

External $ 1,881 § 2,448 23) % 2,448 § 3218 (24)

Intersegment 11 7 57 7 74 91

Total operating revenues 1,892 2,455 (23) 2455 3,292 (25)
Energy purchases

External 738 1,075 a3n 1,075 114 843

Intersegment 26 320 (92) 320 1,806 (82)
Other operation and maintenance 530 502 6 502 417 20
Amortization of recoverable transition costs n/a 304 (100)
Depreciation 146 136 7 136 128 6
Taxes, other than income 104 138 (25) 138 194 (29)

Total operating expenses 1,544 2,171 29 2,171 2,963 27
Other Income (Expense) - net 7 7 7 10 30)
Interest Expense 98 99 [¢)) 99 118 (16)
Income Taxes 68 57 19 57 79 (28)
Net Income 189 135 40 135 142 )
Net Income Attributable to Noncontrolling Interests (Note 3) 16 20 (20) 20 18 11
Net Income Attributable to PPL Corporation $ 1 s s 08 s s 124 ()

The changes in the components of the Pennsylvania Regulated segment's results between these periods were due to the following factors. The
segment's results are adjusted for certain items that management considers special. See additional detail of these special items in the table below.
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2011 vs. 2010 2010 vs. 2009

Pennsylvania gross delivery margins $ 66 $ 3
Other operation and maintenance 4 (49)
Depreciation (10) (8)
Interest Expense 1 19
Other 4 4)
Income Taxes (1 23
Noncontrolling Interests 4 2)
Special Items, after-tax 9
Total $ 58 § [C)]

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

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

e Depreciation was higher in 2011 compared with 2010 and 2010 compared with 2009, primarily due to PP&E additions as a part of ongoing
efforts to replace aging infrastructure,

o Interest expense decreased in 2010 compared with 2009, primarily due to a $16 million reduction driven by lower average debt balances in
2010 compared with 2009.

e Income taxes were higher in 2011 compared with 2010, due to the $26 million impact of higher pre-tax income, partially offset by a $14
million tax benefit related to the impact of flow-through regulated tax depreciation that is primarily related to the Pennsylvania Department

of Revenue interpretive guidance regarding 100% bonus depreciation.

Income taxes were lower in 2010 compared with 2009, due to the $14 million impact of lower pre-tax income and a $7 million tax benefit
relating to a favorable 2010 U.S. Tax Court ruling regarding street lighting assets.

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

Income Statement

Line Jtem 2009
Special items gains (losses), net of tax benefit (expense):
Impairments:

Other asset impairments, net of tax of $1 Other O&M $ )
Workforce reduction, net of tax of $3 (a) Other O&M %)
Other:

Change in tax accounting method related to repairs (b) Income Taxes 3)
Total $ 9

(a) Charge related to a workforce reduction, mainly consisting of enhanced pension and severance benefits.

(b) During 2009, PPL. Electric received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL Electric deducted the resulting
IRC Sec. 481 amount on its 2008 federal income tax return and recorded a $3 million adjustment to federal and state income tax expense resulting from the reversal of prior
years' state income tax benefits related to regulated depreciation.

2012 Outlook

Excluding special items, PPL projects lower segment earnings in 2012 compared with 2011, primarily driven by higher operation and
maintenance expenses, higher income taxes, and higher depreciation, which are expected to be partially offset by higher delivery revenue.

In late March 2012, PPL Electric expects to file a request with the PUC seeking an increase in its distribution rates beginning in January
2013. PPL Electric cannot predict the outcome of this matter.

Earnings beyond 2011 are subject to various risks and uncertainties. See "Forward-Looking Information,” "Item 1. Business,” "Item 1A. Risk

Factors," the rest of this Item 7 and Notes 6 and 15 to the Financial Statements for a discussion of the risks, uncertainties and factors that may
impact future earnings.
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The Supply segment primarily consists of the energy marketing and trading activities, as well as the competitive generation and development
operations of PPL Energy Supply. In 2011, 2010 and 2009, PPL Energy Supply subsidiaries completed the sale of several businesses, which
have been classified as Discontinued Operations. See Note 9 to the Financial Statements for additional information.

Net Income Attributable to PPL Corporation includes the following results:

2011 2010 % Change 2010 2009 % Change

Energy revenues

External (a) $ 5938 § 4,444 34 3 4444 § 3,124 42

Intersegment 26 320 (92) 320 1,806 (82)
Energy-related businesses 472 375 26 375 391 4

Total operating revenues 6.436 5,139 25 5,139 5321 3)
Fuel and energy purchases

External (a) 3,357 2,440 38 2,440 3,586 (32)

Intersegment 4 3 33 3 70 (96)
Other operation and maintenance 882 934 6) 934 865 8
Depreciation 262 254 3 254 212 20
Taxes, other than income 72 46 57 46 29 59
Energy-related businesses 467 366 28 366 380 4)

Total operating expenses 5,044 4,043 25 4,043 5,142 (21)
Other Income (Expense) - net 43 9) (578) 9) 48 (119)
Other-Than-Temporary Impairments 6 3 100 3 18 (83)
Interest Expense 192 224 (14) 224 182 23
Income Taxes 463 228 103 228 6 3,700
Income (Loss) from Discontinued Operations 3 (19 (116) (19 20 (195)
Net Income 777 613 27 613 4] 1,395
Net Income Attributable to Noncontrolling Interests 1 1 1 1
Net Income Attributable to PPL Corporation $ 76 s 612 278 612§ 40 1430

(a) Includes the impact from energy-related economic activity. See "Commodity Price Risk (Non-trading) - Economic Activity" in Note 19 to the Financial Statements for
additional information.

The changes in the components of the Supply segment's results between these periods were due to the following factors. The segment's results
are adjusted for certain items that management considers special. See additional detail of these special items in the table below.

2011 vs. 2010 2010 vs. 2009

Unregulated gross energy margins h) (405) § 1,039
Other operation and maintenance (63) (55)
Depreciation (8) (42)
Taxes other than income (10) (2)
Other Income (Expense) - net 25 (15)
Interest Expense (12) (8)
Other 7N 3)
Income Taxes 107 (270)
Discontinued operations, after-tax - excluding certain revenues and expenses included in margins 17 13
Special items, after-tax 520 (85)
Total $ 164 § 572

e See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of Unregulated Gross
Energy Margins.

e  Other operation and maintenance increased in 2011 compared with 2010, primarily due to higher costs at PPL Susquehanna of $27 million,
largely due to unplanned outages, the refueling outage and payroll, higher costs at eastern fossil and hydro units of $23 million, largely due
to outages, and higher costs at western fossil and hydro units of $12 million, largely resulting from insurance recoveries received in 2010.

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

e Depreciation increased in 2010 compared with 2009, primarily due to the $21 million impact from environmental equipment at Brunner
Isiand that was placed in service in 2009 and early 2010.
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o  Other income (expense) - net was higher in 2011 compared with 2010, due to a $22 million gain on the accelerated amortization of the fair
value adjustment to the debt recorded in connection with previously settled fair value hedges. The accelerated amortization was the result of
the July 2011 redemption of Senior Secured Bonds.

Other income (expense) - net was lower in 2010 compared with 2009, due to a $29 million gain recognized in 2009 related to the tender
offers to purchase debt that resulted from reclassifying net gains on related cash flow hedges from AOCI into earnings, partially offset by a
$15 million decrease in other-than-temporary impairment charges, primarily due to stronger returns on investments in NDT funds in 2010.

e Income taxes decreased in 2011 compared with 2010, primarily due to the $204 million impact of lower pre-tax income and a $26 million
reduction in deferred tax liabilities related to a change in the Pennsylvania estimated state tax rate. These decreases were partially offset by
$101 million in Pennsylvania net operating loss valuation allowance adjustments, primarily related to lower projected future taxable income,
driven in part by the impact of bonus depreciation, $16 million in favorable adjustments to uncertain tax benefits recorded in 2010 and an
$11 million decrease in the domestic manufacturing deduction tax benefit resulting from revised bonus depreciation estimates.

Income taxes increased in 2010 compared with 2009, primarily due to the $348 million impact of higher pre-tax income, partially offset by a
$52 million in Pennsylvania net operating loss valuation allowance adjustments, primarily related to higher projected future taxable income,

$10 million in investment tax credits associated with the Holtwood and Rainbow projects, $11 million in favorable adjustments to uncertain

tax benefits recorded in 2010 and $8 million of higher tax benefits from the domestic manufacturing deduction.

The following after-tax amounts, which management considers special items, also impacted the Supply segment's resuits.

Income Statement
Line Item 2011 2010 2009

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

Adjusted energy-related economic activity, net, net of tax of ($52), $85, $158 (a) 72 % (121) $ (225)
Sales of assets:

Maine hydroelectric generation business, net of tax of $0, (89), ($16) (b) Disc. Operations 15 22

Sundance indemnification, net of tax of $0, $0, $0 Other Income-net 1

Long Island generation business, net of tax of $0, $0, $19 (c) Disc. Operations 33

Interest in Wyman Unit 4, net of tax of $0, $0, $2 Disc. Operations 4)
Impairments:

Emission allowances, net of tax of $1, $6, $14 (d) Other O&M (1) (10) (19)

Renewable energy credits, net of tax of $2, $0, $0 (Note 13) Other O&M 3)

Other asset impairments, net of tax of $1, $0, $2 Other O&M “)
Workforce reduction, net of tax of $0, $0, $4 (e) Other Q&M 6)
LKE acquisition-related costs:

Monetization of certain full-requirement sales contracts, net of tax of $0, $89, $0 6] (125)

Sale of certain non-core generation facilities, net of tax of $0, $37, $0 (c) Disc. Operations (2) (64)

Discontinued cash flow hedges and ineffectiveness, net of tax of $0, $15, $0 (g) Other Income-net (28)

Reduction of credit facility, net of tax of $0, $4, $0 (h) Interest Expense 6)

Other:

Montana hydroelectric fitigation, net of tax of ($30), $22, $2 @) 45 (34) 3)

Litigation settlement - spent nuclear fuel storage, net of tax of ($24), $0, $0 (j) Fuel 33

Health care reform - tax impact (k) Income Taxes %)

Montana basin seepage litigation, net of tax of $0, ($1), $0 Other O&M 2

Change in tax accounting method related to repairs (1) Income Taxes 21

Counterparty bankruptcy, net of tax of $5, $0, $0 (m) Other O&M (6)

Wholesale supply cost reimbursement, net of tax of ($3), $0, $0 (n) 4
Total 5 142§ (378) $ (293)
(a) See "Reconciliation of Economic Activity" below.

(b) Gains recorded on the sale of the Maine hydroelectric generation business. See Note 9 to the Financial Statements for additional information.

(c) Consists primarily of the initial impairment charge recorded when the business was classified as held for sale. See Note 9 to the Financial Statements for additional
information.

(d) Primarily represents impairment charges of sulfur dioxide emission allowances.

(e) Relates primarily to enhanced pension and severance benefits as a result of a 2009 workforce reduction.

63) In July 2010, in order to raise additional cash for the LKE acquisition, certain full-requirement sales contracts were monetized that resulted in cash proceeds of $249

million. See "Monetization of Certain Full-Requirement Sales Contracts" in Note 19 to the Financial Statements for additional information. $343 million of pre-tax gains
were recorded to "Wholesale energy marketing” and $557 million of pre-tax losses were recorded to "Energy purchases" on the Statements of Income.

(&) As a result of the expected net proceeds from the anticipated sale of certain non-core generation facilities, coupled with the monetization of certain full-requirement sales
contracts, debt that had been planned to be issued by PPL Energy Supply in 2010 was no longer needed. As a result, hedge accounting associated with interest rate swaps
entered into by PPL in anticipation of a debt issuance by PPL Energy Supply was discontinued.
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In Qctober 2010, PPL Energy Supply made borrowings under its Syndicated Credit Facility in order to enable a subsidiary to make loans to certain affiliates to provide
interim financing of amounts required by PPL to partially fund PPL's acquisition of LKE. Subsequent to the repayment of such borrowing, the capacity was reduced, and as
a result, PPL Energy Supply wrote off deferred fees in 2010.

In 2009, PPL Montana adjusted its previously recorded accrual related to hydroelectric litigation, of which $5 million, pre-tax, related to prior periods. In March 2010, the
Montana Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use of certain Montana streambeds. In 2010,
PPL Montana recorded a pre-tax charge of $56 million, representing estimated rental compensation for years prior to 2010, including interest. Of this total charge $47
million, pre-tax, was recorded to "Other operation and maintenance” and $9 million, pre-tax, was recorded to "Interest Expense" on the Statements of Income. In August
2010, PPL Montana filed a petition for a writ of certiorari with the U.S. Supreme Court requesting the Court's review of this matter. In June 2011, the U.S. Supreme Court
granted PPL Montana's petition. In February 2012, the U.S. Supreme Court overturned the Montana Supreme Court decision and remanded the case to the Montana
Supreme Court for further proceedings consistent with the U.S. Supreme Court's opinion. Prior to the U.S. Supreme Court decision, $4 million, pre-tax, of interest expense
on the rental compensation covered by the court decision was accrued in 2011. As a result of the U.S. Supreme Court decision, PPL. Montana reversed its total pre-tax loss
accrual of $89 million, which had been recorded prior to the U.S. Supreme Court decision, of which $79 million pre-tax is considered a special item because it represented
$65 million of rent for periods prior to 2011 and $14 million of interest accrued on the portion covered by the prior court decision. These amounts were credited to "Other
operation and maintenance” and "Interest Expense" on the Statement of Income.

In May 2011, PPL Susquehanna entered into a settlement agreement with the U.S. Government relating to PPL Susquehanna's lawsuit, seeking damages for the Department
of Energy's failure to accept spent nuclear fuel from the PPL Susquehanna plant. PPL Susquehanna recorded credits to fuel expense to recognize recovery, under the
settlement agreement, of certain costs (o store spent nuclear fuel at the Susquehanna plant. This special item represents amounts recorded in 2011 to cover the costs incurred
from 1998 through December 2010.

Represents income tax expense recorded as a result of the provisions within Heaith Care Reform which eliminated the tax deductibility of retiree health care costs to the
extent of federal subsidies received by plan sponsors that provide retiree prescription drug benefits equivalent to Medicare Part D Coverage.

During 2009, PPL Energy Supply received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL, Energy Supply deducted
the resulting IRC Sec. 481 amount on its 2008 federal income tax return and recorded a $21 million adjustment to federal and state income tax expense resulting from the
reduction in federal income tax benefits related to the domestic manufacturing deduction and certain state tax benefits related to state net operating losses.

In October 2011, a wholesale customer, SMGT, filed for bankruptcy protection under Chapter 11 of the U.S. Bankruptcy code. The customer has continued to purchase
electricity at the price specified in the supply contract, and has made timely payments for such purchases, but at lower volumes than as prescribed in the contract. As of
December 31, 2011, the damage claim totaled $11 million pre-tax, which was fully reserved.

In January 2012, PPL received $7 million pre-tax, related to electricity delivered to a wholesale customer in 2008 and 2009, recorded in "Wholesale energy marketing-
Realized." The additional revenue results from several transmission projects approved at PJM for recovery that were not initially anticipated at the time of the electricity
auctions and therefore were not included in the auction pricing. A FERC order was issued in 2011 approving the disbursement of these supply costs by the wholesale
customer to the suppliers, therefore, PPL accrued its share of this additional revenue in 201 1.

Reconciliation of Economic Activity

The following table reconciles unrealized pre-tax gains (losses) from the table within "Commodity Price Risk (Non-trading) - Economic
Activity" in Note 19 to the Financial Statements to the special item identified as "Adjusted energy-related economic activity, net."

2011 2010 2009
Operating Revenues
Unregulated retail electric and gas $ it % 1 3 6
Wholesale energy marketing . : 1,407 (805) (229)
Operating Expenses
Fuel 6 29 49
Energy Purchases (1,123 286 (155)
Energy-related economic activity (a) 321 (489) (329)
Option premiums (b) 19 32 (54)
Adjusted energy-related economic activity 340 (457) (383)
Less: Unrealized economic activity associated with the monetization of certain
full-requirement sales contracts in 2010 (c) (251)
Less: Economic activity realized, associated with the monetization of certain
full-requirement sales contracts in 2010 216
Adjusted energy-related economic activity, net, pre-tax 3 124 (206) $ (383)
Adjusted energy-related economic activity, net, after-tax $ 72 3 (21 $ (229)

(a)
®

©)

See Note 19 to the Financial Statements for additional information.

Adjustment for the net deferral and amortization of option premiwms over the delivery period of the item that was hedged or upon realization. Option premiums are recorded in
"Wholesale energy marketing - Realized" and "Energy purchases - Realized" on the Statements of Income

See "Components of Monetization of Certain Full-Requirement Sales Contracts” below

Components of Monetization of Certain Full-Requirement Sales Contracts

The following table provides the components of the "Monetization of Certain Full-Requirement Sales Contracts" special item.

2010
Full-requirement sales contracts monetized (a) $ (68)
Economic activity related to the full-requirement sales contracts monetized (146)
Monetization of certain full-requirement sales contracts, pre-tax (b) 3 (214)
Monetization of certain full-requirement sales contracts, after-tax $ (125)
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(a) See "Commodity Price Risk (Non-trading) - Monetization of Certain Full-Requirement Sales Contracts" in Note 19 to the Financial Statements for additional information.

(b) Includes unrealized losses of $251 million, which are reflected in "Wholesale energy marketing - Unrealized economic activity" and "Energy purchases - Unrealized economic
activity" on the Statement of Income. Also includes net realized gains of $37 million, which are reflected in "Wholesale energy marketing - Realized" and "Energy purchases -
Realized" on the Statement of Income. This economic activity will continue to be realized through May 2013

2012 Outlook

Excluding special items, PPL projects lower segment earnings in 2012 compared with 2011. The decrease is primarily driven by lower energy
margins as a result of further declines in energy and capacity prices and higher fuel costs, higher operation and maintenance expenses and higher
depreciation, which are partially offset by higher baseload generation.

Earnings beyond 2011 are subject to various risks and uncertainties. See "Forward-Looking Information," "ltem 1. Business," "ltem 1A. Risk
Factors," the rest of this Item 7 and Note 15 to the Financial Statements for a discussion of the risks, uncertainties and factors that may impact
future earnings.

Statement of Income Analysis --

Margins

The following discussion includes financial information prepared in accordance with GAAP, as well as three non-GAAP financial

measures: "Kentucky Gross Margins," "Pennsylvania Gross Delivery Margins" and "Unregulated Gross Energy Margins." These measures are
not intended to replace "Operating Income," which is determined in accordance with GAAP, as an indicator of overall operating

performance. Other companies may use different measures to analyze and to report on the results of their operations. PPL believes that these
measures provide additional criteria to make investment decisions. These performance measures are used, in conjunction with other information,
internally by senior management and the Board of Directors to manage the Kentucky Regulated, Pennsylvania Regulated and Supply segment
operations, analyze each respective segment's actual results compared with budget and, in certain cases, to measure certain corporate financial
goals used in determining variable compensation.

PPL's three non-GAAP financial measures include:

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

e "Pennsylvania Gross Delivery Margins" is a single financial performance measure of the Pennsylvania Regulated segment's electric delivery
operations, which includes transmission and distribution activities. In calculating this measure, utility revenues and expenses associated
with approved recovery mechanisms, including energy provided as a PLR, are offset with minimal impact on earnings. Costs associated
with these mechanisms are recorded in "Energy purchases,” "Other operation and maintenance-" expense, which is primarily Act 129 costs,
and in "Taxes, other than income," which is primarily gross receipts tax. These mechanisms allow for recovery of certain expenses;
therefore, certain expenses and revenues offset with minimal impact on earnings. This performance measure includes PLR energy
purchases by PPL. Electric from PPL EnergyPlus, which are reflected in "PLR intersegment Utility revenue (expense)" in the table
below. As a result, this measure represents the net revenues from the Pennsylvania Regulated segment's electric delivery operations.

e "Unregulated Gross Energy Margins" is a single financial performance measure of the Supply segment's competitive energy non-trading and
trading activities. In calculating this measure, the Supply segment's energy revenues, which include operating revenues associated with
certain Supply segment businesses that are classified as discontinued operations, are offset by the cost of fuel, energy purchases, certain
other operation and maintenance expenses, primarily ancillary charges, gross receipts tax, which is recorded in "Taxes, other than income,"
and operating expenses associated with certain Supply segment businesses that are classified as discontinued operations. This performance
measure is relevant to PPL due to the volatility in the individual revenue and expense lines on the Statements of Income that
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comprise "Unregulated Gross Energy Margins." This volatility stems from a number of factors, including the required netting of certain
transactions with [SOs and significant swings in unrealized gains and losses. Such factors could result in gains or losses being recorded in
either "Wholesale energy marketing” or "Energy purchases" on the Statements of Income. This performance measure includes PLR
revenues from energy sales to PPL Electric by PPL EnergyPlus, which are reflected in "PLR intersegment Utility revenue (expense)” in the
table below. PPL excludes from "Unregulated Gross Energy Margins" the Supply segment's energy-related economic activity, which
includes the changes in fair value of positions used to economically hedge a portion of the economic value of PPL's competitive generation
assets, full-requirement sales contracts and retail activities. This economic value is subject to changes in fair value due to market price
volatility of the input and output commodities (e.g., fuel and power) prior to the delivery period that was hedged. Also included in this
energy-related economic activity is the ineffective portion of qualifying cash flow hedges, the monetization of certain full-requirement saies
contracts and premium amortization associated with options. This economic activity is deferred, with the exception of the full-requirement
sales contracts that were monetized, and included in unregulated gross energy margins over the delivery period that was hedged or upon
realization.

Reconciliation of Non-GAAP Financial Measures

The following tables reconcile "Operating Income" to PPL's three non-GAAP financial measures.
2011 2010
Unregulated Unregulated
Kentucky PA Gross Gross Kentucky PA Gross Gross
Gross Delivery Energy Operating Gross Delivery Energy Operating
Margins Margins Margins ___Other (a) Income (b) Margins (¢) Margins Margins Other (a) Income (b)
Operating Revenues
Utility $ 2791 $ 1,881 $ 1,620(d) % 6,292 § 2,448 $ 1220 § 3,668
PLR intersegment Utility
revenue (expense) (e) 26) $ 26 (320) % 320
Unregulated retail
electric and gas 696 30 726 414 1 415
Wholesale energy marketing
Realized 3,745 62 (f) 3,807 4,511 321 (H 4,832
Unrealized economic ,
activity 1,407 (g) 1,407 (805)(g) (805)
Net energy trading margins 2) 2) 2 2
Energy-related businesses 507 507 409 409
Total Operating Revenues 2,791 1,855 4,465 3,626 12,737 2,128 5,247 1,146 8,521

Operating Expenses
Fuel 866 1,151 (1)) 1,946 1,132 103 (h) 1,235
Energy purchases

Realized 238 738 912 242 () 2,130 1,075 1,389 309 () 2,773
Unrealized economic
activity 1,123 (g) 1,123 (286) (g) (286)
Other operation and
maintenance 90 108 16 2,453 2,667 76 23 1,657 1,756
Depreciation 49 911 960 556 556
Taxes, other than income 99 30 197 326 129 i4 95 238
Energy-related businesses 484 484 383 383
Intercompany eliminations an 3 8 (7 3 4
Total Operating Expenses 1,243 934 2,112 5,347 9,636 1273 2,561 2,821 6,655
Discontinued operations 12 (12) () 84 (84) (i)
Total $ 1548 § 921 % 2,365 $§ (1,733) 3,101 $ 855 % 2770 $ _(1,759) $ 1,866

. . e R e T e e et
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2009

Unregulated
PA Gross Gross
Delivery Energy Operating
Margins Margins Other (a) Income (b)

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

revenue (expense) (¢) (1,806) $ 1,806
Unregulated retail
electric and gas 146 6 152
Wholesale energy marketing
Realized 3,235 [C23063) 3,184
Unrealized economic
activity (229) (&) (229)
Net energy trading margins 17 17
Energy-related businesses 423 423
Total Operating Revenues 1.412 5,204 833 7,449

Operating Expenses
Fuel 977 (57) (h) 920
Energy purchases

Realized 114 2,509 2 () 2,625
Unrealized economic
activity 155 (g) 155
Other operation and
maintenance 30 30 1,358 1,418
Amortization of recoverable
transition costs 304 304
Depreciation 455 455
Taxes, other than income 186 94 280
Energy-related businesses 396 396
Intercompany eliminations a4 70 4
Total Operating Expenses 560 3,586 2,407 6,553
Discontinued operations - 113 (113) (i)
Total $ 852 § 1,731 $  (1,687) $ 896
(a) Represents amounts excluded from Margins.
(b) As reported on the Statement of Income.
(¢) LKE was acquired on November 1,2010. Kentucky Gross Margins were not used to measure the financial performance of the Kentucky Regulated segment in 2010.
(d) Primarily represents WPD)'s utility revenue. 2010 also includes LKE's utility revenues for the two-month period subsequent to the November 1, 2010 acquisition.
(e) Primarily related to PLR supply sold by PPL EnergyPlus to PPL Electric.
(f) Represents energy-related economic activity, as described in "Commodity Price Risk (Non-trading) - Economic Activity" within Note 19 to the Financial Statements. For
2011, "Wholesale energy marketing - Realized" and "Energy purchases - Realized" include a net pre-tax gain of $19 million related to the amortization of option premiums and
a net pre-tax loss of $216 million related to the monetization of certain full-requirement sales contracts. 2010 includes a net pre-tax gain of $32 million related to the
amortization of option premiums and a net pre-tax gam of $37 million related to the monetization of certain full-requirement sales contracts. 2009 includes a net pre-tax loss of
$54 million related to the amortization of option premiums.
(g) Represents energy-related economic activity, which is subject to wide swings in value due to market price volatility, as described in "Commodity Price Risk (Non-trading) -
Economic Activity" within Note 19 to the Financial Statements.
(h) Includes economic activity related to fuel. 2011 includes credits of $57 million for the spent nuclear fuel litigation settlement.
(i) Represents the net of certain revenues and expenses associated with certain businesses that are classified as discontinued operations. These revenues and expenses are not

reflected in "Operating Income" on the Statements of Income.

Changes in Non-GAAP Financial Measures

The following table shows PPL's three non-GAAP financial measures, as well as the change between periods. The factors that gave rise to the
changes are described below the table.
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2011 2010 Change 2010 2009 Change

Kentucky Gross Margins (a) $ 1,548 3 1,548
PA Gross Delivery Margins by Component
Distribution 3 741§ 679 $ 62 % 679 § 702 % (23)
Transmission 180 176 4 176 150 26
Total § s w55 66§ ®s gy ®w§ 3
Unregulated Gross Energy Margins by Region
Non-trading
Eastern U S. $ 20i8 § 2429 § 411y $ 2429 § 1,391 §$ 1,038
Western U.S. 349 339 10 339 323 16
Net energy trading (2) 2 (4) 2 17 (15)
Tota T o5 5 270§ @) § 270§ ImBL S 10

e e e e et Do —————

(@) LKE was acquired on November 1, 2010. Kentucky Gross Margins were not used to measure the financial performance of the Kentucky Regulated segment in 2010,
Kentucky Gross Margins
PPL acquired LKE on November 1, 2010. Margins for 2011 are included in PPL's results without comparable amounts for 2010.

Pennsylvania Gross Delivery Margins

The PPL Electric distribution rate case increased rates by approximately 1.6% effective January 1, 2011, which improved residential distribution
margins by $68 million. Residential volume variances increased margins by an additional $4 million for 2011, compared with the same period
in 2010. Weather had a $3 million unfavorable impact for residential customers for 2011 compared with 2010. Weather-related variances for
PPL Electric are calculated based on a ten-year historical average. Lastly, lower demand charges and increased efficiency as a result of Act 129
programs resulted in a $5 million decrease in margins for commercial and industrial customers. "

The decrease in 2010 compared with 2009 was primarily due to margins realized in 2009 related to the collection of CTC that ended in
December 2009 of $37 million, partially offset by favorable recovery mechanisms for certain energy-related costs of $16 million.

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

Unregulated Gross Energy Margins
Eastern U.S.

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

2011 vs, 2010 2010 vs. 2009

Baseload energy, capacity and ancillaries (a) $ (199) % 1,143
Coal and hydroelectric generation volume (b) (72) 21
Impact of non-core generation facilities sold in the first quarter of 2011 (48)
Monetization of certain deals that rebalanced the business and portfolio 1) (48)
Higher coal prices (40) (38)
Margins on the intermediate and peaking units (¢) (34) 17
Nuclear generation volume (d) 29) (32)
Higher nuclear fuel prices (10) 8)
Retail electric business (@) 23
Full-requirement sales contracts (e) 70 (46)
Other ) 6
$ (41D $ 1,038

(a) Baseload energy and capacity prices were lower in 2011 than 2010; however, prices in 2010 for baseload generation were significantly higher than prices realized under the
PLR contract with PPL Electric that expired at the end of 2009.
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(b) Volumes were lower in 2011 compared with 2010 as a result of unplanned outages, economic reductions in coal unit output and the sale of our interest in Safe Harbor Water

Power Corporation. Volumes were higher in 2010 compared with 2009 as a result of planned overhauls.

(c) Lower margins in 2011 compared with 2010 were driven by lower capacity prices, partially offset by higher generation volumes in the first half of 2011. Higher margins in

20610 compared with 2009 were due to higher energy and capacity prices.

(d) Volumes were lower in 2011 compared with 2010 primarily as a result of the dual-unit turbine blade replacement outages beginning in May 2011. Volumes were lower in

2010 compared with 2009 primarily due to an unplanned outage in July 2010.

(e) Higher margins in 2011 compared with 2010 were driven by contracts monetized in 2010 and lower customer migration to alternative suppliers in 2011. Lower margins in

2010 compared with 2009 were driven by lower customer demand and higher customer migration to alternative suppliers.

Western U.S.

Western U.S. non-trading margins were higher in 2011 compared with 2010, due to higher net wholesale prices of $58 miliion, partially offset

by lower wholesale volumes of $45 million, primarily due to economic reductions in coal unit output.

Western U.S. non-trading margins were higher in 2010 compared with 2009, primarily due to higher net wholesale prices of $11 million and

higher wholesale volumes of $14 million, due to unplanned outages in 2009.

Net Energy Trading Margins

Net energy trading margins decreased during 2011 compared with 2010, as a result of lower margins on power positions of $16 million, partially

offset by higher margins on gas positions of $12 million.

Net energy trading margins decreased during 2010 compared with 2009, as a result of lower margins on power and gas positions of $40 million,

partially offset by higher trading margins related to FTRs of $22 million.

Utility Revenues
The changes in utility revenues were due to:

Domestic:
PPL Electric
Revenue related to delivery (a)
Revenue related to PLR energy supply (b)
Total PPL Electric
LKE (c)
Total Domestic

UK.
PPL WW
Price (d)
Volume (e)
Recovery of allowed revenues (f)
Foreign currency exchange rates
Other
Total PPL, WW
WPD Midlands (g)
Total UK.
Total

2011 vs. 2010

2010 vs. 2009

738 3)
(640) (767)
(567) (770)

2,300 493

1.733 Q77)

76 52

(15) 7

7 an

25 2

8 (1)

101 43
790

891 43

2,624 $ (234)

(a) The increase in 2011 compared with 2010 is primarily due to the January 1, 2011 increase in distribution rates. See "Pennsylvania Gross Delivery Margins” for further

information.

(b) These changes in revenue had a minimal impact on earnings as the cost of supplying this energy as a PLR is passed through to the customer with no additional mark-up. These

revenues are offset primarily with energy purchases in "Pennsylvania Gross Delivery Margins."
(c) Amounts in each period are not comparable. 2010 includes two months of activity as LKE was acquired in November 2010

(d) The increase in 2011 compared with 2010 is due to price increases effective April 1, 2011 and April 1, 2010. The increase in 2010 compared with 2009 is due to price

increases effective April 1, 2010 and April 1, 2009,

(e) The decrease in 2011 compared with 2010 is primarily due to the downturn in the economy and weather. The increase in 2010 compared with 2009 is primarily due to

weather.
(f) Primarily due to a revised estimate of network electricity line losses.

(g) There are no comparable amounts in 2010 as WPD Midlands was acquired in April 2011. 2011 includes eight months of activity as WPD Midlands' results are recorded on a

one-month lag.
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Other Operation and Maintenance

The changes in other operation and maintenance expenses were due to:

2011 vs. 2010 2010 vs. 2009
Domestic:
LKE (a) $ 612 $ 139
Act 129 costs incurred (b) 26 54
Montana hydroelectric litigation (c) (121) 48
Vegetation management costs (d) (8) 13
Payroll-related costs - PPL Electric 4 18
Susquehanna nuclear plant costs (e) 27 34
Costs at Western fossil and hydroelectric plants (f) 12 4)
Costs at Eastern fossil and hydroelectric plants (g) 23 4)
Workforce reductions (h) (22)
Impacts from emission allowances (i) (15) (16)
Uncollectible accounts (j) 21 6
Other 2 27
UK.
PPL WW (k) 15 45
WPD Midlands (1) (m) 313
3 911 § 338
(a) Amounts in each period are not comparable. 2010 includes two months of activity as LKE was acquired in November 2010.
(b) Relates to costs associated with a PUC-approved energy efficiency and conservation plan. These costs are recovered in customer rates. There are currently 15 Act 129
programs which began in 2010 and continued to ramp up in 2011.
(c) In March 2010, the Montana Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use of certain Montana

streambeds. As a result, in the first quarter of 2010, PPL. Montana recorded a charge of $56 million, representing estimated rental compensation for the first quarter of 2010
and prior years, including interest. The portion of the total charge recorded to "Other operation and maintenance" on the Statement of Income totaled $49 million. In
August 2010, PPL Montana filed a petition for a writ of certiorari with the U.S. Supreme Court requesting the Court's review of this matter. In June 2011, the U.S. Supreme
Court granted PPL Montana's petition. In February 2012, the U.S. Supreme Court overturned the Montana Supreme Court decision and remanded the case to the Montana
Supreme Court for further proceedings consistent with the U.S. Supreme Court's opinion. As a result, PPL Montana reversed its total loss accrual of $89 million, which had
been recorded prior to the U S. Supreme Court decision, of which $75 million was credited to "Other operation and maintenance” on the Statement of Income.

(@ In 2010, PPL Electric increased its vegetation management around its 230- and 500-kV transmission lines in response to federal reliability requirements for transmission
vegetation management.
(€) 2011 compared with 2010 was higher primarily due to $11 million of higher payroll-related costs, $10 million of higher outage costs and $8 million of higher costs from the

refueling outage. 2010 compared with 2009 was higher primarily due to $10 million of higher payroll-related costs, $8 million of higher outage costs and $5 million of
higher project costs.

f) 2011 compared with 2010 was higher primarily due to:$8 million of lower insurance proceeds. 2010 compared with 2009 was lower primarily due to $10 million of higher
insurance proceeds.

() 2011 compared with 2010 was higher primarily due to plant outage costs of $13 million.

(h) Represents the charge related to the February 2009, announcement of workforce reductions that resulted in the elimination of certain management and staff positions.

(i) 2011 compared with 2010 was lower due to lower impairment charges of sulfur dioxide emission allowances. 2010 compared with 2009 was lower primarily due to Jower
impairment charges of sulfur dioxide emission allowances.

0) 2011 compared with 2010 was higher primarily due to SMGT filing for protection under Chapter 11 of the U.S. Bankruptcy Code, $11 million of damages billed to SMGT
were fully reserved.

k) Both periods were higher due to higher pension costs resulting primarily from increased amortization of actuarial losses.

] 2011 includes $93 million of severance compensation, early retirement deficiency costs and outplacement services for employees separating from the WPD Midlands
companies as a result of a reorganization to transition the WPD Midlands companies to the same operating structure as WPD (South West) and WPD (South Wales) and $35
million of other acquisition related costs

(m) There are no comparable amounts in the 2010 period as WPD Midlands was acquired in April 2011. 2011 includes eight months of activity as WPD Midlands' results are
recorded on a one-month lag.

Depreciation

The changes in depreciation expense were due to:

2011 vs. 2010 2010 vs. 2009
Additions to PP&E (a) $ 20 § 52
LKE (b) (c) 285 49
WPD Midlands (d) 95
U.K. foreign currency exchange rates 4
Total $ 404 $ 101

(a) For 2011 compared with 2010, the $20 million increase was partially due to PP&E additions as part of PPL, Electric's ongoing efforts to replace aging infrastructure. For 2010
compared with 2009, $21 million of the increase was primarily due to the completion of environmental projects at Brunner Island in 2009 and 2010.

(b) For 2011 compared with 2010, $32 million of depreciation expense related to TC2, which began to dispatch in January 2011,

{c) Amounts in each period are not comparable. 2010 includes two months of activity for LKE as it was acquired in November 2010
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(d) There are no comparable amounts in 2010 for WPD Midlands as it was acquired in April 2011. 2011 includes eight months of activity for WPD Midlands, as its results are
recorded on a one-month lag.

Taxes, Other Than Income

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

2011 vs. 2010 2010 vs. 2009

Pennsylvania gross receipts tax (a) 5 5y § (42)
Domestic property tax expense (b) (10) 1

Domestic sales and use tax 2) 2

Pennsylvania capital stock tax (c) 11

LKE (d) 35 2
WPD Midlands (e) 60

Other () () (5)
Total 3 88 $ (42)

(a) The decrease in 2010 compared with 2009 was primarily due to a decrease in electricity revenue as customers chose alternative suppliers in 2010. This tax is included in
"Unregulated Gross Energy Margins" and "Pennsylvania Gross Delivery Margins” above

(b) The decrease in 2011 compared with 2010 was primarily due to the amortization of the PURTA refund. This tax is included in "Pennsylvania Gross Delivery Margins" above.

(¢) The increase in 2011 compared with 2010 was due in part to the expiration of the Keystone Opportunity Zone credit in 2010 and an agreed to change in a capital stock filing
position with the state.

(d) Amounts in each period are not comparable. 2010 includes two months of activity as LKE was acquired in November 2010.

(e) There are no comparable amounts in the 2010 period as WPD Midlands was acquired in April 2011. 2011 includes 8 months of activity as WPD Midlands' results are
recorded on a one-month lag.

(f) The decrease in 2010 compared with 2009 primarily relates to lower WPD real estate tax expense due to reductions in tax rates.

Other Income (Expense) - net
The $35 million increase in other income (expense) - net in 2011 compared with 2010 was primarily attributable to:

e a$22 million gain on the accelerated amortization of the fair value adjustment to the debt recorded in connection with previously settled fair
value hedges. The accelerated amortization was the result of the July 2011 redemption of PPL Electric's 7.125% Senior Secured Bonds due
2013;

o 329 million of net losses reclassified from AOCI into earnings in 2010 resulting from the discontinuation of interest rate swaps entered into

in anticipation of a debt issuance by PPL Energy Supply;

$7 million of increases in gains from economic foreign currency exchange contracts;

$31 million of LKE other acquisition-related costs recorded in 2010;

$55 miilion of WPD Midlands other acquisition-related costs recorded in 2011, including U.K. stamp duty tax; and

a $57 million foreign currency loss related to the repayment of the 2011 Bridge Facility borrowing, offset by a $55 million gain on foreign

currency forward contracts that hedged the repayment of such borrowings.

The $78 miilion decrease in other income (expense) - net in 2010 compared with 2009 was primarily attributable to:
e $29 million of net losses reclassified from AOCI into earnings in 2010 resulting from the discontinuation of interest rate swaps entered into

in anticipation of a debt issuance by PPL Energy Supply;
o  $31 million of LKE other acquisition-related costs recorded in 2010;

e a$29 million gain on PPL Energy Supply's tender offers to purchase up to $250 million aggregate principal amount of certain of its
outstanding senior notes including net gains on related cash flow hedges that were reclassified from AOCI into earnings in 2009; and
e a$12 million increase in gains from economic foreign currency exchange contracts.

Other-Than-Temporary Impairments

Other-than-temporary impairments decreased by $15 million in 2010 compared with 2009, primarily due to stronger returns on NDT investments
caused by market fluctuations within the financial markets.

Interest Expense

The changes in interest expense were due to:
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2011 Bridge Facility costs related to the acquisition of WPD Midlands (Notes 7 and 10)
2010 Bridge Facility costs related to the acquisition of LKE (Notes 7 and 10)

2010 Equity Units (a)

2011 Equity Units (b)

Interest expense on the March 2010 WPD (South Wales) and WPD (South West) debt issuance
Inflation adjustment on U.K. Index-linked Senior Unsecured Notes

LKE (c)

WPD Midlands (d)

Hedging activities

Capitalized interest

Net amortization of debt discounts, premiums and issuance costs

Montana hydroelectric litigation (e)

Other short-term and long-term debt interest expeuse

Other

Total

(a) Interest related to the June 2010 issuance to support the November 2010 LKE acquisition.
(b) Interest related to the April 2011 issuance to support the April 2011 WPD Midlands acquisition.
(¢) Amounts in each period are not comparable. 2010 includes two months of activity as LKE was acquired in November 2010.

2011 vs. 2010

2010 vs. 2009

44
(80) $ 80
28 31
34
11 25
5 23
126 20
154
i 15
(17 14
3 13
(20) 10
11 (20)
(5) (5)
305 % 206

(d) There are no comparable amounts in 2010 as WPD Midlands was acquired in April 2011. 2011 includes eight months of activity as WPD Midlands' results are recorded on a
one-month lag. 2011 Bridge Facility costs of $23 million are included in "2011 Bridge Facility costs related to the acquisition of WPD Midlands" above.

(e) In March 2010, the Montana Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use of certain Montana
streambeds. As a result, in the first quarter of 2010, PPL Montana recorded $7 million of interest expense on rental compensation covered by the court decision. In August
2010, PPL Montana filed a petition for a writ of certiorari with the U.S. Supreme Court requesting the Court's review of this matter. In June 2011, the U.S. Supreme Court
granted PPL Montana's petition. Oral argument was held in December 2011, PPL Montana continued to accrue interest expense on the rental compensation covered by the
court decision. In February 2012, the U.S. Supreme Court overturned the Montana Supreme Court decision and remanded the case to the Montana Supreme Court for further
proceedings consistent with the U S. Supreme Court's opinion. As a result, PPL Montana reversed its total loss accrual of $89 million, which had been recorded prior to the

U.S. Supreme Court decision, of which $14 million was credited to "Interest Expense" on the Statement of Income .

Income Taxes

The changes in income taxes were due to:

Higher pre-tax book income

State valuation allowance adjustments (a)
State deferred tax rate change (b)

Federal income tax credits

Domestic manufacturing deduction (c)
Federal and state tax reserve adjustments (d)
Federal and state tax return adjustments
U.S. income tax on foreign earnings net of foreign tax credit (e)
U.K. Finance Act adjustments (f)

Foreign valuation allowance adjustments (g)
Foreign tax reserve adjustments (g)

U K. capital loss benefit (g)

Health care reform

LKE (h)

Depreciation not normalized (a)

WPD Midlands (i)

Other
Total

2011 vs. 2010

2010 vs. 2009

168 $ 258
101 (52)
(26)
(2) (10)
1 (8)
99 (55)
(14) (25)
(59) 50
(17 (18)
(68) 215
(141) an
261 (215)
(8) 8
125 27
(14)
)
14
128 $ 158

(a) Reflects the impact of Pennsylvania Department of Revenue interpretive guidance issued during 2011 on the treatment of bonus depreciation for Pennsylvania income tax
purposes. In accordance with Corporation Tax Bulletin 2011-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in the same year bonus depreciation is
allowed for federal income tax purposes. Due to the decrease in taxable income related to bonus depreciation and a decrease in projected future taxable income, PPL recorded

a $43 million state deferred income tax expense related to deferred tax valuation allowances during 2011.

Additionally, the 100% Pennsylvania bonus depreciation deduction created a current state income tax benefit for the flow-through impact of Pennsylvania regulated state tax

depreciation.

Pennsylvania H.B. 1531, enacted during 2009, increased the net operating loss limitation to 20% of taxable income for tax years beginning in 2010. During 2009, based on the
projected revenue increase due to the expiration of the Pennsylvania generation rate caps in 2010, PPL recorded a $13 million state deferred income tax benefit related to the
reversal of deferred tax valuation allowances for a portion of its Pennsylvania net operating losses. During 2010, PPL recorded an additional $72 million state deferred income
tax benefit related to the reversal of deferred tax valuation allowances related to the future projections of taxable income over the remaining carryforward period of the net

operating losses.
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(b) During 2011, PPL completed the sale of certain non-core generating assets (see Note 9 to the Financial Statements for additional information). Due to changes in state
apportionment resulting in the reduction in the future estimated state tax rate, PPL recorded a deferred tax benefit related to its December 31, 2011 state deferred tax liabilities.

(c) In December 2010, Congress enacted legislation allowing for 100% bonus depreciation on qualified property. The increased tax depreciation eliminated the income tax benefit
related to the domestic manufacturing deduction in 201 1.

(d) In 1997, the UK. imposed a Windfall Profits Tax on privatized utilities, including WPD. In September 2010, the U.S. Tax Court ruled in PPL's favor in a dispute with the IRS,
concluding that the U.K. Windfall Profits Tax is a creditable tax for U.S. tax purposes. As a result and with the finalization of other issues, PPL, recorded a $42 million tax
benefit in 2010. In January 2011, the IRS appealed the U.S. Tax Court's decision to the U.S. Court of Appeals for the Third Circuit. 1In December 2011, the Third Circuit
issued its opinion reversing the Tax Court's decision and holding that the Windfall Profits Tax is not a creditable tax. As a result of the Third Circuit's adverse determination,
PPL recorded a $39 million expense in 2011. On February 27, 2012, PPL filed with the Third Circuit a petition for rehearing of its opinion on this matter.

In 2010, the U.S. Tax Court ruled in PPL's favor in a dispute with the IRS, concluding that street lighting assets are depreciable for tax purposes over seven years. As a result,
PPL recorded a $7 million tax benefit to federal and state income tax reserves and related deferred income taxes during 2010.

During 2011, 2010 and 2009 PPL recorded a $6 million, $7 million and $6 million tax benefit to federal and state income tax reserves related to stranded cost securitization.
(e) During 2011, PPL recorded a $28 million federal income tax benefit related to U K. pension contributions

During 2010, PPL recorded additional U.S. income tax expense resulting from increased taxable dividends and certain restructuring of U.K. entities.

() The UK's Finance Act of 2011, enacted during 2011, included reductions in the U.K. statutory income tax rate. The statutory income tax rate was reduced from 27% to 26%
retroactive to April 1, 2011 and will be reduced from 26% to 25 % effective April 1, 2012, As a result, PPL reduced its net deferred tax liabilities and recognized a deferred tax
benefit of $69 million in 2011. WPD Midlands' portion of the deferred tax benefit is $34 million.

The U.K.'s Finance Act of 2010, enacted during 2010, included a reduction in the U K. statutory income tax rate. Effective April 1, 2011, the statutory income tax rate was
reduced from 28% to 27%. As a result, PPL reduced its net deferred tax liabilities and recognized a deferred tax benefit of $18 million during 2010

(g) During 2011, WPD reached an agreement with the HM Revenue & Customs, the UK. tax authority, related to the amount of the capital losses that resulted from prior years'
restructuring in the U.K. and recorded a $147 million foreign tax benefit for the reversal of tax reserves related to the capital losses. Additionally, WPD recorded a $147
miltion valuation allowance for the amount of capital losses that, more likely than not, will not be realized.

During 2010, PPL recorded a $261 million foreign tax benefit in conjunction with losses resulting from restructuring in the U.K. A portion of these losses offset tax on a
deferred gain from a prior year sale of WPD's supply business. WPD recorded a $215 million valuation allowance for the amount of capital losses that, more likely than not,
wiil not be realized

During 2009, PPL recorded a $46 million foreign tax benefit and a related $46 million tax reserve related to losses resulting from restructuring in the UK. Additionally, PPL
recorded a $29 million foreign tax benefit related to the resolution of a tax dispute and foreign currency exchange losses.

(h) Amounts in each period are not comparable. 2010 includes two months of activity as LKE was acquired in November 2010.

(i)  There are no comparable amounts in 2010 as WPD Midlands was acquired in April 2011. 2011 includes eight months of activity as WPD Midlands' results are recorded on a
one-month lag

See Note 5 to the Financial Statements for additional information on income taxes.
Discontinued Operations

Income (Loss) from Discontinued Operations (net of income taxes) increased by $19 million in 2011 compared with 2010 and decreased by $10
million in 2010 compared with 2009. Both periods were impacted by after-tax impairment charges recorded in 2010 totaling $62 million related
to assets associated with certain non-core generation facilities sold in 2011 that were written down to their estimated fair value (less cost to

sell). The impacts of these charges were offset by the net results of certain other discontinued operations. See Note 9 to the Financial
Statements for additional information.

Liquidity and Capital Resources

PPL expects to continue to have adequate liquidity available through operating cash flows, cash and cash equivalents and its credit
facilities. Additionally, subject to market conditions, PPL currently plans to access capital markets in 2012.

PPL's cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties including, but not
limited to:

changes in electricity, fuel and other commodity prices;
operational and credit risks associated with selling and marketing products in the wholesale power markets;

potential ineffectiveness of the trading, marketing and risk management policy and programs used to mitigate PPL's risk exposure to adverse
changes in electricity and fuel prices, interest rates, foreign currency exchange rates and counterparty credit;
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o unusual or extreme weather that may damage PPL's transmission and distribution facilities or affect energy sales to customers;

reliance on transmission and distribution facilities that PPL does not own or control to deliver its electricity and natural gas;

unavailability of generating units (due to unscheduled or longer-than-anticipated generation outages, weather and natural disasters) and the

resulting loss of revenues and additional costs of replacement electricity;

the ability to recover and the timeliness and adequacy of recovery of costs associated with regulated utility businesses;

costs of compliance with existing and new environmental laws and with new security and safety requirements for nuclear facilities;

any adverse outcome of legal proceedings and investigations with respect to PPL's current and past business activities;

deterioration in the financial markets that could make obtaining new sources of bank and capital markets funding more difficult and more

costly; and

e adowngrade in PPL's or its rated subsidiaries' credit ratings that could adversely affect their ability to access capital and increase the cost of
credit facilities and any new debt.

See "Item 1A. Risk Factors" for further discussion of risks and uncertainties affecting PPL's cash flows.

At December 31, PPL had the following:

2011 2010 2009
Cash and cash equivalents $ 1,202 $ 925 §$ 801
Short-term investments (a) 16 163
3 1,218 § 1,088 % 801
Short-term debt $ 578 694 $ 639

(a) 2010 amount represents tax-exempt bonds issued by Louisville/Jefferson County, Kentucky on behalf of LG&E that were subsequently purchased by LG&E. Such bonds were
remarketed to unaffiliated investors in January 2011. See Note 7 to the Financial Statements for further discussion.

At December 31, 2011, $411 million of cash and cash equivalents and $16 million of short-term investments 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 tax credits. Historically,
dividends paid by foreign subsidiaries have been distributions of the current year's earnings. See Note 5 to the Financial Statements for
additional information on undistributed earnings of WPD.

The changes in PPL's cash and cash equivalents position resulted from:

2011 ° 2010 2009
Net cash provided by operating activities $ 2,507 $ 2,033 § 1,852
Net cash provided by (used in) investing activities (7,952) (8,229) (880)
Net cash provided by (used in) financing activities 5,767 6,307 (1,271)
Effect of exchange rates on cash and cash equivalents “5) 13
Net Increase (Decrease) in Cash and Cash Equivalents 3 277§ 124§ (299)

Net cash provided by operating activities increased by 23%, or $474 million, in 2011 compared with 2010. The increase was the net effect of:

operating cash provided by LKE, $743 million, and WPD Midlands, $234 million;

cash from components of working capital, $435 million, primarily related to changes in prepaid income and gross receipts taxes; partially
offset b

reductioyn in cash from counter party collateral, $172 million:

lower gross energy margins, $240 million after-tax:

proceeds from monetizing certain full-requirement sales contracts in 2010, $249 million:

higher interest payments of $44 million; and

increases in other operating outflows of $233 million (including $90 million of higher operation and maintenance expenses and defined
benefits funding).

Net cash provided by operating activities increased by 10%, or $181 million in 2010 compared with 2009. The expiration of the long-term
power purchase agreements between PPL Electric and PPL EnergyPlus at the end of 2009 enabled PPL
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EnergyPlus to sell power at higher market prices and had a positive impact on net income, and specifically on "unregulated gross energy
margins” which increased over $600 million, after-tax, in 2010 compared with 2009, and therefore, was the primary driver to the above
increase. The positive impact of additional earnings was partially offset by a reduction in the amount of counterparty collateral received and by
additional defined benefit plan contributions.

A significant portion of PPL's Supply segment operating cash flows is derived from its competitive baseload generation business activities. PPL
employs a formal hedging program for its baseload generation fleet, the primary objective of which is to provide a reasonable level of near-term
cash flow and earnings certainty while preserving upside potential of power price increases over the medium term. See Note 19 to the Financial
Statements for further discussion. Despite PPL's hedging practices, future cash flows from operating activities from its Supply segment are
influenced by commodity prices and therefore, will fluctuate from period to period.

PPL's contracts for the sale and purchase of electricity and fuel often require cash collateral or other credit enhancements, or reductions or
terminations of a portion of the entire contract through cash settlement, in the event of a downgrade of PPL's or its subsidiaries' credit ratings or
adverse changes in market prices. For example, in addition to limiting its trading ability, if PPL's or its subsidiaries' ratings were lowered to
below "investment grade" and there was a 10% adverse movement in energy prices, PPL estimates that, based on its December 31,2011
positions, it would have had to post additional collateral of approximately $435 million with respect to electricity and fuel contracts. PPL has in
place risk management programs that are designed to monitor and manage its exposure to volatility of cash flows related to changes in energy
and fuel prices, interest rates, foreign currency exchange rates, counterparty credit quality and the operating performance of its generating units.

Investing Activities

The primary use of cash in investing activities in 2011 was for the acquisition of WPD Midlands. In 2010, the primary use of cash in investing
activities was for the acquisition of LKE. In 2009, the primary use of cash in investing activities was for capital expenditures. See "Forecasted
Uses of Cash" for detail regarding projected capital expenditures for the years 2012 through 2016.

Net cash used in investing activities was $7.9 billion in 2011 compared with $8.2 billion in 2010. The 2011 amount includes the use of $5.8
billion of cash for the acquisition of WPD Midlands, while 2010 includes $6.8 billion for the acquisition of LKE. See Note 10 to the Financial
Statements for additional information regarding the acquisitions. Excluding the impact of the acquisitions, net cash used in investing activities
increased by $772 million in 2011 compared with 2010. This increase reflects $890 million of higher capital expenditures and a $228 million
net change in restricted cash, partially offset by $219 million of additional proceeds from the sale of certain businesses or facilities and $163
million of proceeds from the sale of investments, other than securities in the nuclear plant decommissioning trust funds. PPL received proceeds
of $381 million in 2011 from the sale of certain non-core generation facilities compared with proceeds of $162 million in 2010 from the sale of
the Long Island generation business and certain Maine.hydroelectric generation facilities. See Note 9 to the Financial Statements for additional
information on the sale of these businesses or facilities.

Net cash used in investing activities was $8.2 billion in 2010 compared with $880 million in 2009. The 2010 amount includes the use of $6.8
billion of cash for the acquisition of LKE. See Note 10 to the Financial Statements for additional information regarding this

acquisition. Excluding the impact of the acquisition, net cash used in investing activities increased by $537 million in 2010 compared with
2009. This increase reflects $372 million of higher capital expenditures, $133 million net change in restricted cash and $154 million of lower
proceeds from the sale of investments, other than securities in the nuclear plant decommissioning trust funds, partially offset by $81 million of
additional proceeds from the sale of certain businesses or facilities. PPL received proceeds of $162 million in 2010 for the sale of the Long
Island generation business and certain Maine hydroelectric generation facilities compared with proceeds of $81 million in 2009 from the sale of
the majority of its Maine hydroelectric generation businesses. See Note 9 to the Financial Statements for additional information on the sale of
these businesses or facilities.

Financing Activities

Net cash provided by financing activities was $5.8 billion in 2011 compared with $6.3 billion in 2010, primarily as a result of the issuances of
long-term debt and equity related to the acquisition of WPD Midlands in 2011 and the acquisition of LKE in 2010. The change from 2011 to
2010 primarily reflects increased issuances of long-term debt and equity related to the acquisition of WPD Midlands in 2011.
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Net cash provided by financing activities was $6.3 billion in 2010 compared with $1.3 billion of cash used in financing activities in 2009. The
change from 2009 to 2010 primarily reflects increased issuances of long-term debt and equity related to the acquisition of LKE in 2010 as well
as fewer retirements of long-term debt in 2010.

In 2011, cash provided by financing activities primarily consisted of net debt issuances of $4.4 billion and $2.3 billion of net proceeds from the
issuance of common stock, partially offset by common stock dividends paid of $746 million and debt issuance and credit facility costs paid of
$102 million.

In 2010, cash provided by financing activities primarily consisted of net debt issuances of $4.7 billion and $2.4 billion of net proceeds from the
issuance of common stock, partially offset by common stock dividends paid of $566 million and debt issuance and credit facility costs paid of
$175 million.

In 2009, cash used in financing activities primarily consisted of net debt retirements of $770 million and common stock dividends paid of $517
million, partially offset by $60 million of common stock sale proceeds.

See "Forecasted Sources of Cash" for a discussion of PPL's plans to issue debt and equity securities, as well as a discussion of credit facility
capacity available to PPL. Also see "Forecasted Uses of Cash" for a discussion of plans to pay dividends on common and preferred securities in
the future, as well as maturities of long-term debt.

Long-term Debt and Equity Securities

PPL's long-term debt and equity securities activity through December 31, 2011 was:

Debt Equity
Issuances (a) Retirements Issuances
PPL Common Stock $ 2,328
PPL, Capital Funding Junior Subordinated Notes $ 978
PPL Energy Supply Senior Unsecured Notes (b) 500 % (750)
PPL Electric First Mortgage Bonds (c) 645 (458)
LKE Senior Unsecured Notes : 250
LG&E and KU Capital LLC Medium Term Notes (d) 2)
PPL WEM Senior Unsecured Notes 959
WPD (West Midlands) Senior Unsecured Notes 1,282
WPD (East Midlands) Senior Unsecured Notes 967
WPD (East Midlands) Index-linked Notes : 164
Total Cash Flow Impact $ 5,745 % (1,210) $ 2,328
Assumed through consolidation - WPD Midlands acquisition:
WPD (East Midlands) Senior Unsecured Notes (e) $ 418
WPD (West Midlands) Senior Unsecured Notes (e) 412
Total Assumed $ 830
Non-cash Exchanges (f):
LKE Senior Unsecured Notes $ 875 §$ (875)
LG&E First Mortgage Bonds 535 (535)
KU First Mortgage Bonds 1,500 (1,500
Total Exchanged $ 2,910 g 2,910)

Net Increase 3 5,365 $ 2,328

(a) Issuances are net of pricing discounts, where applicable and exclude the impact of debt issuance costs.

(b) Senior unsecured notes of $250 million were redeemed at par prior to their 2046 maturity date and the remaining $500 million were retired upon maturity.

(c) Retirement reflects amount paid to redeem $400 million aggregate principal amount of first mortgage bonds prior to their 2013 maturity date

(d) Notes were retired upon maturity.

(e) Reflects fair value adjustments resulting from the preliminary purchase price allocation. The principal amount of each issuance is £250 million, which equated to
approximately $400 million at the time of closing.

() InApril 2011, LKE, LG&E and KU each filed a 2011 Registration Statement with the SEC related to offers to exchange securities issued in November 2010 in transactions not
registered under the Securities Act of 1933 with similar but registered securities. The 2011 Registration Statements became effective in June 2011 and the exchanges were
completed in July 2011, with substantially all securities being exchanged.

See Note 7 to the Financial Statements for additional information about long-term debt and equity securities.

PPL. expects to continue to have sufficient sources of cash available in the near term, including various credit facilities, a commercial paper
program and operating leases. PPL. and its subsidiaries currently plan to incur, subject to market

68




conditions, up to $300 million of long-term indebtedness in 2012, the proceeds of which will be used for general corporate
purposes. Additionally, PPL's cash flows wili include a full year of WPD Midlands' cash flows in 2012 and forward.

Credit Facilities

At December 31, 2011, PPL's total committed borrowing capacity under credit facilities and the use of this borrowing capacity were:

Letters of
Credit
Issued
and
Commercial
Committed Paper Unused
Capacity Borrowed Backstop Capacity

PPL Energy Supply Credit Facilities (a) $ 3,200 $ 630 $ 2,570
PPL Electric Credit Facilities (b) 350 1 349
LG&E Credit Facility (c) 400 400
KU Credit Facilities (c)(d) 598 198 400
Total Domestic Credit Facilities (e) p) 4,548 $ 829 § 3,719
PPL WW Credit Facility £ 150 £ 11 na £ 39
WPD (South West) Credit Facility (f) 210 n/a 210
WPD (East Midlands) Credit Facility (g) 300 £ 70 230
WPD (West Midlands) Credit Facility (g) 300 71 229
Total WPD Credit Facilities (h) £ 20 £ L £ 41 £ 708

(a)

(b)

©)

@

(e)

it

(®)

()

In March 2011, PPL, Energy Supply's $300 million Structured Credit Facility expired. PPL Energy Supply's obligations under this facility were supported by a $300 million
letter of credit issued on PPL Energy Supply's behalf under a separate, but related $300 million 5-year credit agreement, which also expired in March 2011,

PPL Energy Supply's Syndicated Credit Facility contains a financial covenant requiring PPL. Energy Supply's debt to total capitalization not to exceed 65%, as calculated in
accordance with the facility, and other customary covenants.

Committed capacity includes a $150 million credit facility related to an asset-backed commercial paper program through which PPL Electric obtains financing by selling and
contributing its eligible accounts receivable and unbilled revenue to a special purpose, wholly owned subsidiary on an ongoing basis. The subsidiary pledges these assets to
secure loans of up to an aggregate of $150 million from a commercial paper conduit sponsored by a financial institution. At December 31, 2011, based on accounts receivable
and unbilled revenue pledged, the amount available for borrowing under the facility was limited to $103 million. In July 2011, PPL Electric and the subsidiary extended the
expiration date of the credit agreement related to the asset-backed commnercial paper program to July 2012.

PPL Electric's Syndicated Credit Facility contains a financial covenant requiring PPL Electric's debt to total capitalization not to exceed 70%, as calculated in accordance with
the credit facility, and other customary covenants.

In June 2011, LG&E and KU each amended its respective Syndicated Credit Facility such that the fees and the spread to benchmark interest rates for borrowings depend upon
the respective company's senior secured long-term debt rating rather than the senior unsecured debt rating. LG&E and KU's Syndicated Credit Facilities each contain a
financial covenant requiring LG&E and KU's debt to capitalization not to exceed 70%, as calculated in accordance with the facilities, and other customary covenants.

In April 2011, KU entered into a new $198 million letter of credit facility that has been used to issue letters of credit to support outstanding tax exempt bonds. The facility
contains a financial covenant requiring KU's debt to total capitalization not to exceed 70%, as calculated in accordance with the credit facility. KU pays customary
commitment and letter of credit fees under the new facility. The facility matures in April 2014, In August 2011, KU amended its letter of credit facility such that the fees
depend upon KU's senior secured long-term debt rating rather than the senior unsecured debt rating.

In October 2011, PPL Energy Supply, PPL Electric, LG&E and KU each amended its respective Syndicated Credit Facility. The amendments included extending the
expiration dates from December 2014 to October 2016. Under these facilities, PPL Energy Supply, PPL Electric, LG&E and KU each continue to have the ability to make cash
borrowings and to request the lenders to issue letters of credit.

The commitments under PPL's domestic credit facilities are provided by a diverse bank group, with no one bank and its affiliates providing an aggregate commitment of more
than 9% of the total committed capacity.

In January 2012, WPD (South West) entered into a new £245 million syndicated credit facility to replace its existing £210 million syndicated credit facility. Under the new
facility, WPD (South West) has the ability to make cash borrowings but cannot request the lenders to issue letters of credit. WPD (South West) pays customary commitment
fees under this facility, and borrowings bear interest at LIBOR-based rates plus a margin. The facility contains financial covenants that require WPD (South West) to maintain
an interest coverage ratio of not less than 3.0 times consolidated earnings before income taxes, depreciation and amortization and total net debt not in excess of 85% of its
RAV, in each case calculated in accordance with the credit facility.

In April 2011, following the completion of the acquisition of WPD Midlands, WPD (East Midlands) and WPD (West Midlands) each entered into a £300 million 5-year
syndicated credit facility. Under the facilities, WPD (East Midlands) and WPD (West Midlands) each have the ability to make cash borrowings and to request the lenders to
issue up to £80 million of letters of credit in lieu of borrowing.

At December 31, 2011, the unused capacity of WPD's committed credit facilities was approximately $1.1 billion. The commitments under WPD's credit facilities are provided
by a diverse bank group with no one bank providing more than 17% of the total committed capacity.
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In addition to the financial covenants noted in the table above, the credit agreements governing the above credit facilities contain various other
covenants. Failure to comply with the covenants after applicable grace periods could result in acceleration of repayment of borrowings and/or
termination of the agreements. PPL monitors compliance with the covenants on a regular basis. At December 31, 2011, PPL was in compliance
with these covenants. At this time, PPL believes that these covenants and other borrowing conditions will not limit access to these funding
sources.

See Note 7 to the Financial Statements for further discussion of PPL's credit facilities.
Commercial Paper

In October 2011, PPL Energy Supply re-activated its $500 million commercial paper program to provide an additional financing source to fund
its short-term liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Energy Supply's Syndicated Credit
Facility. At December 31,2011, PPL Energy Supply had $400 million of commercial paper outstanding at a weighted-average interest rate of
approximately 0.53%.

PPL Electric maintains a commercial paper program for up to $200 million to provide an additional financing source to fund its short-term
liquidity needs, if and when necessary. Commercial paper issuances are currently supported by PPL Electric's Syndicated Credit Facility, which
expires in October 2016, based on available capacity.

PPL Electric did not issue any commercial paper during 2011. Based on its current cash position and anticipated cash flows, PPL Electric
currently does not plan to issue any commercial paper during 2012, but it may do so from time to time, subject to market conditions, to facilitate
short-term cash flow needs.

In February 2012, LG&E and KU each established a commercial paper program for up to $250 million to provide an additional financing source
to fund their short-term liquidity needs. Commercial paper issuances will be supported by LG&E and KU's Syndicated Credit Facilities.

2011 Bridge Facility

In March 2011, in connection with entering into the agreement to acquire WPD Midlands, PPL entered into a 364-day unsecured bridge
financing of up to £3.6 billion solely to (i) fund the acquisition and (ii) pay certain fees and expenses in connection with the acquisition. On
April 1, 2011, concurrent with the closing of the WPD Midlands acquisition, PPL Capital Funding borrowed an aggregate of £1.75 billion and
PPL WEM borrowed £1.85 billion under the 2011 Bridge Facility. The borrowings bore interest at approximately 2.62%. See Note 10 to the
Financial Statements for additional information on the acquisition.

In accordance with the terms of the 2011 Bridge Facility, PPL Capital Funding's borrowings of £1.75 billion were repaid with approximately
$2.8 billion of proceeds received from PPL's issuance of common stock and 2011 Equity Units in April 2011, as discussed in "Long-term Debt
and Equity Securities" below. Also in April 2011, PPL. WEM repaid £650 million of its 2011 Bridge Facility borrowing. Such repayment was
funded primarily with proceeds received from PPL WEM's issuance of senior notes, which is also discussed below. In May 2611, PPL WEM
repaid the remaining £1.2 billion of borrowings outstanding under the 2011 Bridge Facility, primarily with the proceeds from senior notes issued
by WPD (East Midlands) and WPD (West Midlands), also discussed below.

In anticipation of the repayment of a portion of the GBP-denominated borrowings under the 2011 Bridge Facility with U.S. dollar-denominated
proceeds received from PPL's issuance of common stock and 2011 Equity Units and PPL. WEM's issuance of U.S. dollar-denominated senior
notes, PPL entered into forward contracts to purchase GBP in order to economically hedge the foreign currency exchange rate risk related to the
repayment. See Note 19 to the Financial Statements for further discussion.

Operating Leases

PPL and its subsidiaries also have available funding sources that are provided through operating leases. PPL's subsidiaries lease office space,
land, buildings and certain equipment. These leasing structures provide PPL additional operating and financing flexibility. The operating leases
contain covenants that are typical for these agreements, such as maintaining insurance, maintaining corporate existence and timely payment of
rent and other fees.

PPL, through its subsidiary PPL Montana, leases a 50% interest in Colstrip Units 1 and 2 and a 30% interest in Unit 3, under four 36-year, non-

cancelable operating leases. These operating leases are not recorded on PPL's Balance Sheets. The leases place certain restrictions on PPL
Montana's ability to incur additional debt, sell assets and declare dividends. At this time,
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PPL believes that these restrictions will not limit access to these funding sources or cause acceleration or termination of the leases. See Note 7 to
the Financial Statements for a discussion of other dividend restrictions related to PPL subsidiaries.

See Note 11 to the Financial Statements for further discussion of the operating leases.
Long-term Debt and Equity Securities

PPL and its subsidiaries currently plan to incur, subject to market conditions, up to $300 million of long-term indebtedness in 2012, the proceeds
of which will be used for general corporate purposes.

PPL currently plans to issue new shares of common stock in 2012 in an aggregate amount up to $350 million under its DRIP and various
employee stock-based compensation and other plans.

Forecasted Uses of Cash

In addition to expenditures required for normal operating activities, such as purchased power, payroll, fuel and taxes, PPL currently expects to
incur future cash outflows for capital expenditures, various contractual obligations, payment of dividends on its common and preferred securities
and possibly the purchase or redemption of a portion of debt securities.

Capital Expenditures

The table below shows PPL's current capital expenditure projections for the years 2012 through 2016.

Projected
2012 2013 2014 2015 2016

Construction expenditures (a) (b)
Generating facilities (c) $ 803 §$ 636 $ 607 $ 530 $ 402
Distribution facilities 1,632 1,689 1,658 1,666 1,678
Transmission facilities (d) 417 624 591 474 373
Environmental 695 963 918 730 122
Other ‘ 133 147 121 128 120
Total Construction Expenditures 3,680 4,059 3,895 3,528 2,695
Nuclear fuel (e) 159 172 170 173 174
Total Capital Expenditures $ 3839 § 4231 § 4065 % 3,701 § 2,869

(a) Construction expenditures include capitalized interest and AFUDC, which are expected to be approximately $209 million for the years 2012 through 2016.

(b) Includes expenditures for certain intangible assets.

(c) Includes approximately $700 million of currently estimable costs related to LKE's replacement of generation units due to EPA regulations not recoverable through the ECR
mechanism. LKE expects to recover these costs over a pericd equivalent to the related depreciable lives of the assets through future rate proceedings.

(d) Includes approximately $100 million of currently estimable transmission costs related to LKE's replacement of generation units. LKE expects to recover these costs over a
period equivalent to the related depreciable lives of the assets through future rate proceedings.

(e) Nuclear fuel expenditures include capitalized interest, which is expected to be approximately $25 million for the years 2012 through 2016.

PPL's capital expenditure projections for the years 2012 through 2016 total approximately $18.7 billion. Capital expenditure plans are revised
periodically to reflect changes in operational, market and regulatory conditions. For the years presented, this table includes projected costs
related to the planned 1,326 MW of incremental capacity increases for both PPL Energy Supply and LKE, PPL Electric's asset optimization
program focused on the replacement of aging transmission and distribution assets and the PJM-approved regional transmission line expansion
project. This table also includes LKE's environmental projects related to new and anticipated EPA compliance standards (actual costs may be
significantly lower or higher depending on the final requirements; certain environmental compliance costs incurred by LG&E and KU in serving
KPSC jurisdictional customers are generally eligible for recovery through the ECR mechanism). See Notes 6 and 8 to the Financial Statements
for information on LG&E's and KU's ECR plans and the PJM-approved regional transmission line expansion project and the other significant
development projects.

PPL plans to fund its capital expenditures in 2012 with cash on hand, cash from operations and proceeds from the issuance of commen stock and
debt securities.

Contractual Obligations

PPL has assumed various financial obligations and commitments in the ordinary course of conducting its business. At December 31, 2011, the
estimated contractual cash obligations of PPL were:
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Total 2012 2013 - 2014 2015 - 2016 After 2016

Long-term Debt (a) $ 17,982 $ 1,047 $ 2,110 § 14,825
Interest on Long-term Debt (b) 14,731 § 863 1,721 1,650 10,497
Operating Leases (c) 789 125 250 162 252
Purchase Obligations (d) 8,703 2,307 2,791 1,533 2,072

Other Long-term Liabilities

Reflected on the Balance

Sheet under GAAP (e) (f) 842 412 230 58 142
$ 43,047 § 3,707 % 6,039 § 5513 % 27,788

Total Contractual Cash Obligations

(a) Reflects principal maturities only based on stated maturity dates, except for PPL Energy Supply's 5.70% REset Put Securities (REPS). See Note 7 to the Financial Statements
for a discussion of the remarketing feature related to the REPS, as well as discussion of variable-rate remarketable bonds issued on behalf of PPL Energy Supply, LG&E and
KU. PPL does not have any significant capital lease obligations.

(b) Assumes interest payments through stated maturity, except for the REPS, for which interest is reflected to the put date. The payments herein are subject to change, as payments
for debt that is or becomes variable-rate debt have been estimated and payments denominated in British pounds sterling have been translated to U.S. dollars at a current foreign
currency exchange rate.

(c) See Note 11 to the Financial Statements for additional information.

(d) The amounts include agreements to purchase goods or services that are enforceable and legally binding and specify all significant terms, including: fixed or minimum
quantities to be purchased; fixed, minimum or variable price provisions; and the approximate timing of the transaction. Primarily includes PPL's purchase obligations of
electricity, coal, nuclear fuel and limestone as well as certain construction expenditures, which are also included in the Capital Expenditures table presented above. Financial
swaps and open purchase orders that are provided on demand with no firm commitment are excluded from the amounts presented. In prior years, PPL included certain energy
purchase obligations based on forecasted amounts to be purchased. The amounts presented herein are based on actual contract terms.

(e) The amounts include WPD's contractual deficit pension funding requirements arising from an actuarial valuation performed in March 2010. The UK. electricity regulator
currently allows a recovery of a substantial portion of the contributions relating to the plan deficit; however, WPD cannot be certain that this will continue beyond the current
review period, which extends to March 31, 2015. The amounts also include contributions made or committed to be made for 2012 for PPL's and LKE's U.S. pension
plans. See Note 13 to the Financial Statements for a discussion of expected contributions.

Also included in the amounts are contract adjustment payments related to the Purchase Contract component of the Equity Units. See Note 7 to the Financial Statements for
additional information on the Equity Units.

(f) At December 31, 2011, total unrecognized tax benefits of $145 million were excluded from this table as PPL cannot reasonably estimate the amount and period of future
payments. See Note 5 to the Financial Statements for additional information.

Dividends

PPL views dividends as an integral component of shareowner return and expects to continue to pay dividends in amounts that are within the
context of maintaining a capitalization structure that supports investment grade credit ratings. In 2011, PPL declared the annualized dividend
rate on its common stock at $1.40 per share. In February 2012, PPL declared an increase to its annualized dividend rate on its common stock to
$1.44 per share. Future dividends will be declared at the discretion of the Board of Directors and will depend upon future earnings, cash flows,
financial and legal requirements and other relevant factors at the time. As discussed in Note 7 to the Financial Statements, subject to certain
exceptions, PPL may not declare or pay any cash dividend on its common stock during any period in which PPL Capital Funding defers interest
payments on its 2007 Series A Junior Subordinated Notes due 2067, its 4.625% Junior Subordinated Notes due 2018, or its 4.32% Junior
Subordinated Notes due 2019 or until deferred contract adjustment payments on PPL's Purchase Contracts have been paid. No such deferrals
have occurred or are currently anticipated.

PPL Electric expects to continue to pay quarterly dividends on its outstanding preference securities, if and as declared by its Board of Directors.
See Note 7 to the Financial Statements for other restrictions related to distributions on capital interests for PPL subsidiaries.
Purchase or Redemption of Debt Securities

PPL will continue to evaluate its outstanding debt securities and may decide to purchase or redeem these securities depending upon prevailing
market conditions and available cash.

Rating Agency Decisions

Moody's, S&P and Fitch periodically review the credit ratings on the debt and preferred securities of PPL and its subsidiaries. Based on their
respective independent reviews, the rating agencies may make certain ratings revisions or ratings affirmations.

A credit rating reflects an assessment by the rating agency of the creditworthiness associated with an issuer and particular securities that it
issues. The credit ratings of PPL and its subsidiaries are based on information provided by PPL. and other
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sources. The ratings of Moody's, S&P and Fitch are not a recommendation to buy, sell or hold any securities of PPL or its subsidiaries. Such
ratings may be subject to revisions or withdrawal by the agencies at any time and should be evaluated independently of each other and any other
rating that may be assigned to the securities. A downgrade in PPL's or its subsidiaries’ credit ratings could result in higher borrowing costs and
reduced access to capital markets.

As aresult of the passage of the Dodd-Frank Act PPL is limiting its credit rating disclosure to a description of the actions taken by the rating
agencies with respect to PPL's ratings, but without stating what ratings have been assigned to PPL or its subsidiaries, or their securities. The
ratings assigned by the rating agencies to PPL and its subsidiaries and their respective securities may be found, without charge, on each of the
respective ratings agencies' websites, which ratings together with all other information contained on such rating agency websites is hereby
explicitly not incorporated by reference in this report.

The rating agencies took the following actions related to PPL and its subsidiaries in 2011,
Following the announcement of the then-pending acquisition of WPD Midlands in March 2011, the rating agencies took the following actions:
Moody's affirmed all of the ratings for PPL and all of its rated subsidiaries.

S&P revised the outlook for PPL, PPL Capital Funding, PPL Energy Supply, PPL Electric, LKE, LG&E, KU, PPL WW, WPD (South West) and
WPD (South Wales); affirmed the issuer and senior unsecured ratings of PPL. WW; and lowered the following ratings:

the issuer rating of PPL;

the senior unsecured and junior subordinated ratings of PPL Capital Funding;

the issuer and senior unsecured ratings of PPL Energy Supply;

the issuer, senior secured, preference stock, and commercial paper ratings of PPL Electric;
the issuer and senior unsecured ratings of LKE;

the issuer, senior secured ratings, and short-term ratings of LG&E;

the issuer, senior secured ratings, and short-term ratings of KU;

the issuer and senior unsecured ratings of WPD (South West); and

the issuer and senior unsecured ratings of WPD (South Wales).

Fitch affirmed all of the ratings for PPL, PPL Capital Funding, PPL. Energy Supply, PPL. Electric, LKE, LG&E and KU.
In Ap}il 2011, Moody's and S&P took the following actions following the completion of the acquisition of WPD Midlands.

Moody's:

o lowered the issuer and senior unsecured debt ratings of WPD (East Midlands) and WPD (West Midlands);
e affirmed the short-term issuer rating of WPD (East Midlands); and

o assigned a senior unsecured rating and an outlook to PPL. WEM.

S&P:

e lowered the issuer and senior unsecured debt ratings of WPD (East Midlands) and WPD (West Midlands);

e assigned issuer ratings to PPL. WEM,;

o raised the issuer rating of PPL WW;

e revised the outlook for PPL and all of its rated subsidiaries;

e raised the short-term ratings of LG&E, KU, WPD (East Midlands), WPD (West Midlands), PPL. WEM, PPL. WW, WPD (South West),

WPD (South Wales) and PPL Electric; and
o affirmed all of the long-term ratings for PPL and its rated subsidiaries.

In May 2011, S&P downgraded the long-term rating of four series of pollution control bonds issued on behalf of KU by one notch in connection
with the substitution of the letters of credit enhancing these four bonds.

Also in May 2011, Fitch affirmed its rating and maintained its outlook for PPL. Montana's Pass Through Certificates due 2020.
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In July 2011, S&P upgraded the senior secured rating for PPL Electric's first mortgage bonds following the execution of a supplemental
indenture that provided for prospective amendments to PPL Electric's 2001 Mortgage Indenture, as discussed in "Long-term Debt and Equity
Securities" above.

In September 2011, Moody's affirmed the following ratings:

o the issuer ratings for PPL, LG&E, and KU;

e the senior unsecured ratings for PPL Energy Supply and PPL Capital Funding; and
o all of the ratings for LKE.

Also in September 2011, S&P assigned a short-term rating to PPL, Energy Supply's commercial paper program.

In October 2011, Moody's and Fitch also assigned a short-term rating to PPL Energy Supply's commercial paper program in support of PPL
Energy Supply's re-opening of the program.

In October 2011, Fitch affirmed all of the ratings for PPL WW, WPD (South West), and WPD (South Wales).

In November 2011, Fitch affirmed its rating and revised its outlook to negative from stable for PPL Montana's Pass Through Certificates due
2020.

In December 2011, Fitch affirmed the Issuer Default Ratings and individual security ratings of PPL Corp. and each of its domestic subsidiaries.

In January 2012, S&P affirmed its rating and revised its outlook to stable from positive for PPL. Montana's Pass Through Certificates due 2020.

As discussed in Note 7 to the Financial Statements, certain of WPD's senior unsecured notes may be put by the holders back to the issuer for
redemption if the long-term credit ratings assigned to the notes by Moody's, S&P or Fitch are withdrawn by any of the rating agencies or reduced
to a non-investment grade rating of Bal or BB+ in connection with a restructuring event. A restructuring event includes the loss of, or a material
adverse change to, the distribution license under which WPD (East Midlands), WPD (South West), WPD (South Wales) and WPD (West
Midlands) operate. These notes totaled £3.3 billion (approximately $5.1 billion) at December 31, 2011.

PPL and PPL Energy Supply have various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity and
fuel, commodity transportation and storage, tolling agreements, and interest rate and foreign currency instruments, which contain provisions
requiring PPL and PPL Energy Supply to post additional collateral, or permit the counterparty to terminate the contract, if PPL's or PPL. Energy
Supply's credit rating were to fall below investment grade. See Note 19 to the Financial Statements for a discussion of "Credit Risk-Related
Contingent Features," including a discussion of the potential additional collateral that would have been required for derivative contracts in a net
liability position at December 31,2011. At December 31, 2011, if PPL's and PPL Energy Supply's credit ratings had been below investment
grade, PPL would have been required to prepay or post an additional $475 million of collateral to counterparties for both derivative and non-
derivative commodity and commodity-related contracts used in its generation, marketing and trading operations and interest rate and foreign
currency contracts.

Guarantees for Subsidiaries

PPL guarantees certain consolidated affiliate financing arrangements that enable certain transactions. Some of the guarantees contain financial
and other covenants that, if not met, would limit or restrict the consolidated affiliates' access to funds under these financing arrangements,
require early maturity of such arrangements or limit the consolidated affiliates' ability to enter into certain transactions. At this time, PPL
believes that these covenants will not limit access to relevant funding sources. See Note 15 to the Financial Statements for additional
information about guarantees.

Off-Balance Sheet Arrangements

PPL has entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note 15 to the
Financial Statements for a discussion of these agreements.
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Risk Management - Energy Marketing & Trading and Other

See Notes 1, 18, and 19 to the Financial Statements for information about PPL's risk management objectives, valuation techniques and
accounting designations.

The forward-looking information presented below provides estimates of what may occur in the future, assuming certain adverse market
conditions and model assumptions. Actual future results may differ materially from those presented. These disclosures are not precise
indicators of expected future losses, but only indicators of possible losses at a given confidence level.

Commodity Price Risk (Non-trading)

PPL segregates its non-trading activities into two categories: hedge activity and economic activity. Transactions that are accounted for as hedge
activity qualify for hedge accounting treatment. The economic activity category includes transactions that address a specific risk, but were not
eligible for hedge accounting or for which hedge accounting was not elected. This activity includes the changes in fair value of positions used to
hedge a portion of the economic value of PPL's competitive generation assets and full-requirement sales and retail contracts. This economic
activity is subject to changes in fair value due to market price volatility of the input and output commodities (e.g., fuel and power). Although
they do not receive hedge accounting treatment, these transactions are considered non-trading activity. The net fair value of economic positions
at December 31, 2011 and 2010 was a net liability of $63 million and $391 million. See Note 19 to the Financial Statements for additional
information on economic activity.

To hedge the impact of market price volatility on PPL's energy-related assets, liabilities and other contractual arrangements, PPL both sells and
purchases physical energy at the wholesale level under FERC market-based tariffs throughout the U.S. and enters into financial exchange-traded
and over-the-counter contracts. PPL's non-trading commodity derivative contracts mature at various times through 2019.

The following table sets forth the changes in net fair value of PPL's non-trading commodity derivative contracts. See Notes 18 and 19 to the
Financial Statements for additional information.

Gains (Losses)

2011 2010
Fair value of contracts outstanding at the beginning of the period $ 947 § 1,280
Contracts realized or otherwise settled during the period (517) . (478)
Fair value of new contracts entered into during the period (a) 13 (5)
Changes in fair value attributable to changes in valuation techniques (b) (23)
Fair value of LKE derivative contracts at the acquisition date (24)
Other changes in fair value 639 197
Fair value of contracts outstanding at the end of the period $ 1082 § 947

(a) Represents the fair value of contracts at the end of the quarter of their inception.

(b) In June 2010, PPL Energy Supply received market bids for certain full-requirement sales contracts that were monetized in carly July. See Note 19 to the Financial Statements
for additional information. At June 30, 2010, these contracts were valued based on the bids received (the market approach). In prior periods, the fair value of these contracts
was measured using the income approach.

The following table segregates the net fair vaiue of PPL's non-trading commodity derivative contracts at December 31, 2011 based on whether
the fair value was determined by prices quoted in active markets for identical instruments or other more subjective means.

Net Asset (Liability)
Maturity Maturity
Less Than Maturity Maturity in Excess Total Fair
1 Year 1-3 Years 4-5 Years of 5 Years Value

Source of Fair Value
Prices quoted in active markets for identical instruments 3 1 $ 1
Prices based on significant other observable inputs 713§ 342§ n s 15 1,069
Prices based on significant unobservable inputs 13 3) 2 12
Fair value of contracts outstanding at the end of the period $ 727 8 339 8 LI 15 8 1,082
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PPL sells electricity, capacity and related services and buys fuel on a forward basis to hedge the value of energy from its generation assets. If
PPL were unable to deliver firm capacity and energy or to accept the delivery of fuel under its agreements, under certain circumstances it could
be required to pay liquidating damages. These damages would be based on the difference between the market price and the contract price of the
commodity. Depending on price changes in the wholesale energy markets, such damages could be significant. Extreme weather conditions,
unplanned power plant outages, transmission disruptions, nonperformance by counterparties with which it has energy contracts and other factors
could affect PPL's ability to meet its obligations, or cause significant increases in the market price of replacement energy. Although PPL
attempts to mitigate these risks, there can be no assurance that it will be able to fully meet its firm obligations, that it will not be required to pay
damages for failure to perform, or that it will not experience counterparty nonperformance in the future.

Commodity Price Risk (Trading)

PPL's trading contracts mature at various times through 2015. The following table sets forth changes in the net fair value of PPL's trading
commodity derivative contracts. See Notes 18 and 19 to the Financial Statements for additional information.

Gains (Losses)

2011 2010
Fair value of contracts outstanding at the beginning of the period $ 4 3 6)
Contracts realized or otherwise settled during the period (14) (12)
Fair value of new contracts entered into during the period 10 39
Other changes in fair value (4) (17)
Fair value of contracts outstanding at the end of the period $ (G 4
PPL will reverse unrealized losses of approximately $2 miilion over the next three months as the transactions are realized.
The following table segregates the net fair value of PPL's trading commodity derivative contracts at December 31, 2011 based on whether the
fair value was determined by prices quoted in active markets for identical instruments or other more subjective means.
Net Asset (Liability)
Maturity Maturity
Less Than Maturity Maturity in Excess Total Fair
1 Year 1-3 Years 4-5 Years of 5 Years Value

Source of Fair Value
Prices quoted in active markets for identical instruments $ 1 $ 1
Prices based on significant other observable inputs (18) $ 11 $ i . (6)
Prices based on significant unobservable inputs L 1
Fair value of contracts outstanding at the end of the period $ (16) $ 113 l $ C))

VaR Models

PPL utilizes a VaR model to measure commodity price risk in unregulated gross energy margins for its non-trading and trading portfolios. VaR
is a statistical model that attempts to estimate the value of potential loss over a given holding period under normal market conditions at a given
confidence level. PPL calculates VaR using a Monte Carlo simulation technique based on a five-day holding period at a 95% confidence

level. Given the company's conservative hedging program, PPL's non-trading VaR exposure is expected to be limited in the short term. At
December 31, 2011 and December 31, 2010, the VaR for PPL's portfolios using end-of-month results for the period was as follows.

Trading VaR Non-Trading VaR
2011 2010 2011 2010
95% Confidence Level, Five-Day Holding Period
Period End $ 1§ 1§ 6 3 5
Average for the Period 3 4 5 7
High 6 9 7 12
Low 1 i 4 4

The trading portfolio includes all speculative positions, regardless of the delivery period. All positions not considered speculative are considered
non-trading. PPL's non-trading portfolio includes PPL's entire portfolio, including generation, with delivery periods through the next 12

months. Both the trading and non-trading VaR computations exciude FTRs due to the absence of reliable spot and forward markets. The fair
value of the non-trading and trading FTR positions was insignificant at December 31, 2011.
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Interest Rate Risk

PPL and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. PPL utilizes various financial
derivative instruments to adjust the mix of fixed and floating interest rates in its debt portfolio, adjust the duration of its debt portfolio and lock

in benchmark interest rates in anticipation of future financing, when appropriate. Risk limits under the risk management program are designed to
balance risk exposure to volatility in interest expense and changes in the fair value of PPL's debt portfolio due to changes in the absolute Jevel of
interest rates.

At December 31, 2011 and 2010, PPL's potential annual exposure to increased interest expense, based on a 10% increase in interest rates, was
not significant.

PPL is also exposed to changes in the fair value of its domestic and international debt portfolios. PPL estimated that a 10% decrease in interest
rates at December 31,2011 would increase the fair value of its debt portfolio by $635 million, compared with $420 million at December 31,
2010.

PPL had the following interest rate hedges outstanding at:

December 31, 2011 December 31, 2010
Effect of a Effect of a
Fair Value, 10% Adverse Fair Value, 10% Adverse
Exposure Net - Asset Movement Exposure Net - Asset Movement
Hedged (Liability) (a) in Rates (b) Hedged (Liability) (a) in Rates (b)
Cash flow hedges
Interest rate swaps (c) $ 150§ 3) 3 3) $ 500 $ 19) §$ (28)
Cross-currency swaps (d) 1,262 22 (187) 302 35 (18)
Fair value hedges
Interest rate swaps (e) 99 4 349 20 3)
Economic hedges
Interest rate swaps (f) 179 (60) 4) 179 (34) (7)

(a) Includes accrued interest, if applicable.

(b) Effects of adverse movements decrease assets or increase liabilities, as applicable, which could result in an asset becoming a liability.

(c) PPL utilizes various risk management instruments to reduce its exposure to the expected future cash flow variability of its debt instruments. These risks include exposure to
adverse interest rate movements for outstanding variable rate debt and for future anticipated financing. While PPL is exposed to changes in the fair value of these instruments,
any changes in the fair value of such cash flow hedges are recorded in equity. The changes in fair value of these instruments are then reclassified into earnings in the same
period during which the item being hedged affects earnings. Sensitivities represent a 10% adverse movement in interest rates. The positions outstanding at December 31, 2011
mature in 2022. . i

(d) PPL WEM, through PPL, and PPL. WW use cross-currency swaps to hedge the interest payments and principal of their U.S. dollar-denominated senior notes with maturity
dates ranging from May 2016 to December 2028, While PPL is exposed to changes in the fair value of these instruments, any change in the fair value of these instruments is
recorded in equity and reclassified into earnings in the same period during which the item being hedged affects earnings. Sensitivities represent a 10% adverse movement in
both interest rates and foreign currency exchange rates.

(e) PPL utilizes various risk management instruments to adjust the mix of fixed and floating interest rates in its debt portfolio. The change in fair value of these instruments, as
well as the offsetting change in the value of the hedged exposure of the debt, is reflected in earnings. Sensitivities represent a 10% adverse movement in interest rates. The
positions outstanding at December 31, 2011 mature in 2047

(f) PPL utilizes various risk management instruments to reduce its exposure to the expected future cash flow variability of its debt instruments. These risks include exposure to
adverse interest rate movements for outstanding variable rate debt and for future anticipated financing. While PPL. is exposed to changes in the fair value of these instruments,
any realized changes in the fair value of such economic hedges are recoverable through regulated rates and any subsequent changes in fair value of these derivatives are
included in regulatory assets or liabilities. Sensitivities represent a 10% adverse movement in interest rates. The positions outstanding at December 31, 2011 mature through
2033.

Foreign Currency Risk

PPL is exposed to foreign currency risk, primarily through investments in U.K. affiliates. In addition, PPL's domestic operations may make
purchases of equipment in currencies other than U.S. dollars. See Note 1 to the Financial Statements for additional information regarding
foreign currency translation.

PPL has adopted a foreign currency risk management program designed to hedge certain foreign currency exposures, including firm
commitments, recognized assets or liabilities, anticipated transactions and net investments. In addition, PPL enters into financial instruments to

protect against foreign currency translation risk of expected earnings.

PPL had the following foreign currency hedges outstanding at:
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December 31, 2011 December 31, 2010

Effect of a 10% LEffect of a 10%
Fair Value, Adverse Movement Fair Value, Adverse Movement
Exposure Net - Asset in Foreign Currency Exposure Net - Asset in Foreign Currency
Hedged (Liability) Exchange Rates (a) Hedged (Liability) Exchange Rates (a)
Net investment hedges (b) £ 92 3 7 % 13) £ 35 % 7 8 (3)
Economic hedges (c) 288 i1 37 89 4 (10)

(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.

(c) To economically hedge the transiation of expected income denominated in GBP to U.S. dollars, PPL. enters into a combination of average rate forwards and average rate
options to sell GBP. The forwards and options outstanding at December 31, 2011 have termination dates ranging from January 2012 through November 2012

NDT Funds - Securities Price Risk

In connection with certain NRC requirements, PPL. Susquehanna maintains trust funds to fund certain costs of decommissioning the
Susquehanna nuclear plant. At December 31, 2011, these funds were invested primarily in domestic equity securities and fixed-rate, fixed-
income securities and are reflected at fair value on PPL's Balance Sheet. The mix of securities is designed to provide returns sufficient to fund
Susquehanna's decommissioning and to compensate for inflationary increases in decommissioning costs. However, the equity securities
included in the trusts are exposed to price fluctuation in equity markets, and the values of fixed-rate, fixed-income securities are exposed to
changes in interest rates. PPL actively monitors the investment performance and periodically reviews asset allocation in accordance with its
nuclear decommissioning trust policy statement. At December 31, 2011, a hypothetical 10% increase in interest rates and a 10% decrease in
equity prices would have resulted in an estimated $43 million reduction in the fair value of the trust assets, compared with $45 million at
December 31, 2010. See Notes 18 and 23 to the Financial Statements for additional information regarding the NDT funds.

Defined Benefit Plans - Securities Price Risk

See "Application of Critical Accounting Policies - Defined Benefits" for additional information regarding the effect of securities price risk on
plan assets.

Credit risk is the risk that PPL would incur a loss as a result of nonperformance by counterparties of their contractual obligations. PPL maintains
credit policies and procedures with respect to counterparty credit (including requirements that counterparties maintain specified credit ratings)
and requires other assurances in the form of credit support or collateral in certain circumstances in order to limit counterparty credit

risk. However, PPL has concentrations of suppliers and customers among electric utilities, financial institutions and other energy marketing and
trading companies. These concentrations may impact PPL's overall exposure to credit risk, positively or negatively, as counterparties may be
similarly affected by changes in economic, regulatory or other conditions.

PPL includes the effect of credit risk on its fair value measurements to reflect the probability that a counterparty will default when contracts are
out of the money (from the counterparty's standpoint). In this case, PPL would have to sell into a lower-priced market or purchase from a
higher-priced market. When necessary, PPL records an allowance for doubtful accounts to reflect the probability that a counterparty will not pay
for deliveries PPL has made but not yet billed, which are reflected in "Unbilled revenues” on the Balance Sheets. PPL also has established a
reserve with respect to certain receivables from SMGT, which is reflected in accounts receivable on the Balance Sheets. See Note 15 to the
Financial Statements for additional information.

In 2009, the PUC approved PPL Electric's PLR procurement plan for the period January 2011 through May 2013. To date, PPL Electric has
conducted ten of its 14 planned competitive solicitations.

Under the standard Supply Master Agreement (the Agreement) for the competitive solicitation process, PPL Electric requires all suppliers to post
collateral if their credit exposure exceeds an established credit limit. In the event a supplier defaults on its obligation, PPL Electric would be
required to seek replacement power in the market. All incremental costs incurred by PPL Electric would be recoverable from customers in
future rates. At December 31, 2011, substantially all of the successful bidders under all of the solicitations had an investment grade credit rating
from S&P, and were not required to post collateral
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under the Agreement. There is no instance under the Agreement in which PPL Electric is required to post collateral to its suppliers.

See "Overview" in this Item 7 and Notes 15, 16, 18 and 19 to the Financial Statements for additional information on the competitive
solicitations, the Agreement, credit concentration and credit risk.

Foreign Currency Translation

The value of the British pound sterling fluctuates in relation to the U.S. dollar. In 2011, changes in these exchange rates resulted in a foreign
currency translation loss of $51 million, which primarily reflected a $69 million reduction to PP&E offset by a reduction of $18 million to net
liabilities. In 2010, changes in these exchange rates resulted in a foreign currency translation loss of $63 miilion, which primarily reflected a
$180 million reduction to PP&E offset by a reduction of $117 million to net liabilities. In 2009, changes in these exchange rates resulted in a
foreign currency translation gain of $106 million, which primarily reflected a $225 million increase in PP&E offset by an increase of $119
million to net liabilities. The impact of foreign currency translation is recorded in AOCI.

Related Party Transactions

PPL is not aware of any material ownership interests or operating responsibility by senior management of PPL, PPL Energy Supply, PPL
Electric, LKE, LG&E or KU in outside partnerships, including leasing transactions with variable interest entities, or other entities doing business
with PPL. See Note 16 to the Financial Statements for additional information on related party transactions.

Acquisitions, Development and Divestitures

PPL continuously evaluates potential acquisitions, divestitures and development. Development projects are continuously reexamined based on
market conditions and other factors to determine whether to proceed with the projects, sell, cancel or expand them, execute tolling agreements or
pursue other options.

In April 2011, PPL, through its indirect, wholly owned subsidiary PPL WEM, completed its acquisition of WPD Midlands. In November 2010,
PPL completed its acquisition of LKE. See Note 10 to the Financial Statements for additional information.

See Notes 8, 9 and 10 1o the Financial Statements for additional information on the more significant activities.
Environmental Matters

Protection of the environment is a priority for PPL and a significant element of its business activities. Extensive federal, state and local
environmental laws and regulations are applicable to PPL's air emissions, water discharges and the management of hazardous and solid waste,
among other areas; and the cost of compliance or alleged non-compliance cannot be predicted with certainty but could be material. In addition,
costs may increase significantly if the requirements or scope of environmental laws or regulations, or similar rules, are expanded or changed
from prior versions by the relevant agencies. Costs may take the form of increased capital or operating and maintenance expenses; monetary
fines, penalties or forfeitures or other restrictions. Many of these environmental law considerations are also applicable to the operations of key
suppliers, or customers, such as coal producers, industrial power users, etc., and may impact the cost for their products or their demand for PPL's
services. See "ltem 1. Business - Environmental Matters" and Note 15 to the Financial Statements for a discussion of environmental matters.

Competition

See "Competition" under each of PPL's reportable segments in "Item 1. Business - Segment Information" and "Item 1A. Risk Factors" for a
discussion of competitive factors affecting PPL.

See Notes 1 and 24 to the Financial Statements for a discussion of new accounting guidance adopted and pending adoption.
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Application of Critical Accounting Policies

Financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application of critical
accounting policies. The following accounting policies are particularly important to the financial condition or results of operations, and require
estimates or other judgments of matters inherently uncertain. Changes in the estimates or other judgments included within these accounting
policies could result in a significant change to the information presented in the Financial Statements (these accounting policies are also discussed
in Note 1 to the Financial Statements). PPL's senior management has reviewed these critical accounting policies, the following disclosures
regarding their application and the estimates and assumptions regarding them, with PPL's Audit Committee.

1)  Price Risk Management

See "Price Risk Management" in Note 1 to the Financial Statements, as well as "Risk Management - Energy Marketing & Trading and Other"
above.

2) Defined Benefits

Certain PPL subsidiaries sponsor various qualified funded and non-qualified unfunded defined benefit pension plans. Certain PPL subsidiaries
also sponsor both funded and unfunded other postretirement plans. These plans are applicable to the majority of the employees of PPL. PPL
and certain of its subsidiaries record an asset or liability to recognize the funded status of all defined benefit plans with an offsetting entry to OCI
or regulatory assets and liabilities for amounts that are expected to be recovered through regulated customer rates. Consequently, the funded
status of all defined benefit plans is fully recognized on the Balance Sheets. See Note 13 to the Financial Statements for additional information
about the plans and the accounting for defined benefits.

PPL and its subsidiaries make certain assumptions regarding the valuation of benefit obligations and the performance of plan assets. When
accounting for defined benefits, delayed recognition in earnings of differences between actual results and expected or estimated results is a
guiding principle. Annual net periodic defined benefit costs are recorded in current earnings based on estimated results. Any differences
between actual and estimated resuits are recorded in OCI or regulatory assets and liabilities for amounts that are expected to be recovered
through regulated customer rates. These amounts in AOCI or regulatory assets and liabilities are amortized to income over future periods. The
delayed recognition allows for a smoothed recognition of costs over the working lives of the employees who benefit under the plans. The
primary assumptions are: ‘

o Discount Rate - The discount rate is used in calculating the present value of benefits, which is based on projections of benefit payments to
be made in the future. The objective in selecting the discount rate is to measure the single amount that, if invested at the measurement date
in a portfolio of high-quality debt instruments, would provide the necessary future cash flows to pay the accumulated benefits when due.

o  Expected Return on Plan Assets - Management projects the long-term rates of return on plan assets based on historical performance, future
expectations and periodic portfolio rebalancing among the diversified asset classes. These projected returns reduce the net benefit costs PPL
records currently.

e Rate of Compensation Increase - Management projects employees' annual pay increases, which are used to project employees' pension
benefits at retirement.

e Health Care Cost Trend Rate - Management projects the expected increases in the cost of health care.

In selecting a discount rate for its U.S. defined benefit plans, PPL starts with a cash flow analysis of the expected benefit payment stream for its
plans. For 2010, these plan-specific cash flows were matched against a spot-rate yield curve to determine the assumed discount rate. To develop
the spot-rate yield curve, the full universe of Aa-rated non-callable (or callable with make-whole provisions) bonds, served as the base from
which those with the lowest and highest yields were eliminated to develop an appropriate subset of bonds from which the ultimate yield curve
would be built. At that time, Management believed this plan-specific cash flow matching model represented the best available tool for
estimating the discount rate. Beginning in 2011, PPL utilized a new tool that enhanced this plan-specific cash flow matching methodology by
primarily matching the plan-specific cash flows against the coupons and expected maturity values of individually selected bonds. This bond
matching process begins with the same subset of the universe of Aa-rated corporate bonds from which those with the lowest and highest yields
were eliminated, similar to the yield curve approach. Individual bonds were then selected based on the timing of each plan's cash flows and
parameters were established as to the percentage of each individual
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bond issue that could be hypothetically purchased and the surplus reinvestment rates to be assumed. This process more accurately approximated
the process of settlement of the obligations, which better aligns with the objective of selecting the discount rate. At December 31, 2011, PPL
decreased the discount rate for its U.S. pension plans from 5.42% to 5.06% and decreased the discount rate for its other postretirement benefit
plans from 5.14% to 4.80%.

In 2011 and 2010, a similar process to the 2010 approach described above was used to select the discount rate for the U.K. pension plans, which
used an iBoxx British pounds sterling denominated corporate bond index as its base. This discount rate selection methodology was not modified
for the UK. pension plans because the universe of bonds in the U.K. is not deep enough to adequately support a bond matching process. At
December 31, 2011, the discount rate for the U.K. pension plans was decreased from 5.54% to 5.24% as a result of this assessment.

The expected long-term rates of return for PPL's U.S. defined benefit pension and other postretirement benefit plans have been developed using a
best-estimate of expected returns, volatilities and correlations for each asset class. PPL management corroborates these rates with expected long-
term rates of return calculated by its independent actuary, who uses a building block approach that begins with a risk-free rate of return with
factors being added such as inflation, duration, credit spreads and equity risk. Each plan's specific asset allocation is also considered in
developing a reasonable return assumption.

Based on PPL's change to a liability-driven investment strategy, PPL's U.S. defined benefit pension assets have shifted into a greater proportion
of fixed-income investments. Based on this change in investment strategy, at December 31, 2011, PPL's expected return on plan assets
decreased from 7.25% to 7.07% for its U.S. pension plans and decreased from 6.57% to 5.93% for its other postretirement benefit plans. The
expected long-term rates of return for PPL's UK. pension plans have been developed by PPL management with assistance from an independent
actuary using a best-estimate of expected returns, volatilities and correlations for each asset class. For the U.K. plans, PPL's expected return on
plan assets decreased from 7.86% to 7.17% at December 31, 2011. This decrease was primarily the result of the acquisition of WPD Midlands
and its pension plan, which has a greater portion of assets invested in fixed income securities resulting in a lower rate of return.

In selecting a rate of compensation increase, PPL. considers past experience in light of movements in inflation rates. At December 31, 2011,
PPL's rate of compensation increase changed from 4.88% to 4.02% for its U.S. pension plans and 4.90% to 4.00% for its other postretirement
benefit plans. For the UK. plans, PPL's rate of compensation increase remained at 4.00% at December 31, 2011,

In selecting health care cost trend rates, PPL considers past performance and forecasts of health care costs. At December 31, 2011, PPL's health
care cost trend rates were 8.50% for 2012, gradually declining to 5.50% for 2019.

A variance in the assumptions listed above could have a significant impact on accrued defined benefit liabilities or assets, reported annual net
periodic defined benefit costs and OCI or regulatory assets and liabilities for LG&E, KU and PPL Electric. While the charts below reflect either
an increase or decrease in each assumption, the inverse of this change would impact the accrued defined benefit liabilities or assets, reported
annual net periodic defined benefit costs and OCI or regulatory assets and liabilities for LG&E, KU and PPL Electric by a similar amount in the
opposite direction. The sensitivities below treflect an evaluation of the change based solely on a change in that assumption and does not include
income tax effects.

At December 31, 2011, the defined benefit plans were recorded as follows.

Pension assets 3 130
Pension liabilities (1,327)
Other postretirement benefit liabilities (296)

The following chart reflects the sensitivities in the December 31, 2011 Balance Sheet associated with a change in certain assumptions based on
PPL's primary defined benefit plans.

Increase (Decrease)

Impact on Impact on
Change in defined benefit Impact on regulatory
Actuarial assumption assumption liabilities OCI assets
Discount Rate 0.25)% $ 386 $ (314) $ 72
Rate of Compensation Increase 0.25% 59 (48) 11
Health Care Cost Trend Rate (a) 1.00% 8 2) 6

(a) Only impacts other postretirement benefits.
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In 2011, PPL recognized net periodic defined benefit costs charged to operating expense of $204 miltion. This amount represents a $102 million
increase from 2010. This increase in expense was primarily attributable to the pension costs of the newly acquired pension plans of WPD
Midlands, including separation costs, and a full year of LKE pension costs for 2011.

The following chart reflects the sensitivities in the 2011 Statement of Income (excluding income tax effects) associated with a change in certain
assumptions based on PPL's primary defined benefit plans.

Actuarial assumption Change in assumption Impact on defined benefit costs

Discount Rate 0.25)% $ 23
Expected Return on Plan Assets (0.25)% 21
Rate of Compensation Increase 0.25% 10
Health Care Cost Trend Rate (a) 1.00% 1

(a) Only impacts other postretirement benefits.
3)  Asset Impairment

Impairment analyses are performed for long-lived assets that are subject to depreciation or amortization whenever events or changes in
circumstances indicate that a long-lived asset's carrying value may not be recoverable. For these long-lived assets classified as held and used,
such events or changes in circumstances are:

a significant decrease in the market price of an asset;

a significant adverse change in the manner in which an asset is being used or in its physical condition;

a significant adverse change in legal factors or in the business climate;

an accumulation of costs significantly in excess of the amount originally expected for the acquisition or construction of an asset;

a current period operating or cash flow loss combined with a history of losses or a forecast that demonstrates continuing losses; or

a current expectation that, more likely than not, an asset will be sold or otherwise disposed of significantly before the end of its previously
estimated useful life.

For a long-lived asset classified as held and used, an impairment is recognized when the carrying amount of the asset is not recoverable and
exceeds its fair value. The carrying amount is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the
use and eventual disposition of the asset. If the asset is impaired, an impairment loss is recorded to adjust the asset's carrying value to its
estimated fair value. Management must make significant judgments to estimate future cash flows, including the useful lives of long-lived assets,
the fair value of the assets and management's intent to use the assets. Alternate courses of action are considered to recover the carrying value of
a long-lived asset, and estimated cash flows from the "most likely" alternative are used to assess impairment whenever one alternative is clearly
the most likely outcome. If no alternative is clearly the most likely, then a probability-weighted approach is used taking into consideration
estimated cash flows from the alternatives. For assets tested for impairment as of the balance sheet date, the estimates of future cash flows used
in that test consider the likelihood of possible outcomes that existed at the balance sheet date, including the assessment of the likelihood of a
future sale of the assets. That assessment is not revised based on events that occur after the balance sheet date. Changes in assumptions and
estimates could result in significantly different results than those identified and recorded in the financial statements.

For a long-lived asset classified as held for sale, an impairment exists when the carrying amount of the asset (disposal group) exceeds its fair
value less cost to sell. If the asset (disposal group) is impaired, an impairment loss is recorded to adjust the carrying amount to its fair value less
cost to sell. A gain is recognized for any subsequent increase in fair value Jess cost to sell, but not in excess of the cumulative impairment
previously recognized.

For determining fair value, quoted market prices in active markets are the best evidence. However, when market prices are unavailable, the
Registrant considers all valuation techniques appropriate under the circumstances and for which market participant inputs can be

obtained. Generally discounted cash flows are used to estimate fair value, which incorporates market participant inputs when

available. Discounted cash flows are calculated by estimating future cash flow streams and applying appropriate discount rates to determine the
present value of the cash flow streams.

See Note 18 to the Financial Statements for a discussion of impairments related to certain intangible assets in 2011.

Goodwill is tested for impairment at the reporting unit level. PPL's reporting units have been determined to be at the operating segment level. A
goodwill impairment test is performed annually or more frequently if events or changes in
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circumstances indicate that the carrying value of the reporting unit may be greater than the unit's fair value. Additionally, goodwill is tested for
impairment after a portion of goodwill has been allocated to a business to be disposed of.

Goodwill is tested for impairment using a two-step approach. In step one, PPL identifies a potential impairment by comparing the estimated fair
value of a reporting unit with its carrying value, including goodwill, on the measurement date. If the estimated fair value of a reporting unit
exceeds its carrying value, goodwill is not considered impaired. If the carrying value exceeds the estimated fair value, the second step is
performed to measure the amount of impairment loss, if any.

The second step requires a calculation of the implied fair value of goodwill, which is determined in the same manner as the amount of goodwill
in a business combination. That is, the estimated fair value of a reporting unit is allocated to all of the assets and liabilities of that reporting unit
as if the reporting unit had been acquired in a business combination and the estimated fair value of the reporting unit was the price paid to
acquire the reporting unit. The excess of the estimated fair value of a reporting unit over the amounts assigned to its assets and liabilities is the
implied fair value of goodwill. The implied fair value of the reporting unit's goodwill is then compared with the carrying value of that
goodwill. If the carrying value exceeds the implied fair value, an impairment loss is recognized in an amount equal to that excess. The loss
recognized cannot exceed the carrying value of the reporting unit's goodwill.

PPL tested the goodwill of its reporting units for impairment in the fourth quarter of 2011 and no impairment was recognized. Management used
both discounted cash flows and market multiples, which required significant assumptions, to estimate the fair value of each reporting

unit. Applying an appropriate weighting to both the discounted cash flow and market multiple valuations, a decrease in the forecasted cash
flows of 10%, an increase in the discount rate by 25 basis points, or a 10% decrease in the multiples would not have resulted in an impairment of
goodwill.

In 2010 and 2009, $S million and $3 million of goodwill allocated to discontinued operations was written off.
4)  Loss Accruals

Losses are accrued for the estimated impacts of various conditions, situations or circumstances involving uncertain or contingent future
outcomes. For loss contingencies, the loss must be accrued if (1) information is available that indicates it is probable that a loss has been
incurred, given the likelihood of the uncertain future events, and (2) the amount of the loss can be reasonably estimated. Accounting guidance
defines "probable"” as cases in which "the future event or events are likely to occur." The accrual of contingencies that might result in gains is not
recorded unless recovery is assured. Potential loss contingencies for environmental remediation, litigation claims, regulatory penalties and other
events are continuously assessed.

The accounting aspects of estimated loss accruals include (1) the initial identification and recording of the loss, (2) the determination of
triggering events for reducing a recorded loss accrual, and (3) the ongoing assessment as to whether a recorded loss accrual is sufficient. All
three of these aspects require significant judgment by management. Internal expertise and outside experts (such as lawyers and engineers) are
used, as necessary, to help estimate the probability that a loss has been incurred and the amount (or range) of the loss.

No new significant loss accruals were recorded in 2011.

Certain other events have been identified that could give rise to a loss, but that do not meet the conditions for accrual. Such events are disclosed,
but not recorded, when it is "reasonably possible" that a loss has been incurred. See Note 15 to the Financial Statements for disclosure of other
potential loss contingencies that have not met the criteria for accrual.

When an estimated loss is accrued, the triggering events for subsequently reducing the loss accrual are identified, where applicable. The
triggering events generally occur when the contingency has been resolved and the actual loss is paid or written off, or when the risk of loss has

diminished or been eliminated. The following are some of the triggering events that provide for the reduction of certain recorded loss accruals:

e Allowances for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been
exhausted, a better estimate of the allowance is determined or underlying amounts are ultimately collected.

o Environmental and other litigation contingencies are reduced when the contingency is resolved and actual payments are made, a better
estimate of the loss is determined or the loss is no longer considered probable.
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Loss accruals are reviewed on a regular basis to assure that the recorded potential loss exposures are appropriate. This involves ongoing
communication and analyses with internal and external legal counsel, engineers, operation management and other parties.

See Note 15 to the Financial Statements for a discussion of the Montana Hydroelectric Litigation, including the reversal of an $89 million loss
accrual, as a result of management's assessment of the February 2012 U.S. Supreme Court decision.

5)  Asset Retirement Obligations

PPL is required to recognize a liability for legal obligations associated with the retirement of long-lived assets. The initial obligation is measured
at its estimated fair value. A conditional ARO must be recognized when incurred if the fair value of the ARO can be reasonably estimated. An
equivalent amount is recorded as an increase in the value of the capitalized asset and allocated to expense over the useful life of the asset. Until
the obligation is settled, the liability is increased, through the recognition of accretion expense in the income statement, for changes in the
obligation due to the passage of time.

In the case of LG&E and KU, estimated costs of removal for all assets are recovered in rates as a component of depreciation. Since costs of
removal are collected in rates prior to payment of such costs, the accrual for these costs of removal is classified as a regulatory liability. The
regulatory liability is relieved as costs are incurred. The depreciation and accretion expense related to an ARO are offset with a regulatory credit
on the income statement, such that there is no earnings impact. The regulatory asset created by the regulatory credit is relieved when the ARO
has been settled.

See Note 21 to the Financial Statements for further discussion of AROs.

In determining AROs, management must make significant judgments and estimates to calculate fair value. Fair value is developed using an
expected present value technique based on assumptions of market participants that considers estimated retirement costs in current period dollars
that are inflated to the anticipated retirement date and then discounted back to the date the ARO was incurred. Changes in assumptions and
estimates included within the calculations of the fair value of AROs could result in significantly different results than those identified and
recorded in the financial statements. Estimated ARO costs and settlement dates, which affect the carrying value of the ARO and the related
capitalized asset, are reviewed periodically to ensure that any material changes are incorporated into the latest estimate of the ARO. Any change
to the capitalized asset, positive or negative, is amortized over the remaining life of the associated long-lived asset.

At December 31, 2011, AROs totaling $497 million were recorded on the Balance Sheet, of which $13 million is included in "Other current
liabilities." Of the total amount, $292 million, or 59%, relates to the nuclear decommissioning ARO. The most significant assumptions
surrounding AROs are the forecasted retirement costs, the discount rates and the inflation rates. A variance in any of these inputs could have a
significant impact on the ARO liabilities. "

The following table reflects the sensitivities related to the nuclear decommissioning ARO liability associated with a change in these assumptions
as of December 31, 2011. There is no significant change to the annual depreciation expense of the ARO asset or the annual accretion expense of
the ARO liability as a result of changing the assumptions. The sensitivities below reflect an evaluation of the change based solely on a change in
that assumption.

Change in Impact on
Assumption ARO Liability

Retirement Cost 10% $ 29
Discount Rate (0.25)% 26
Inflation Rate 0.25% 30

6) Income Taxes

Significant management judgment is required in developing the provision for income taxes, primarily due to the uncertainty related to tax
positions taken or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation allowances.

Significant management judgment is required to determine the amount of benefit recognized related to an uncertain tax position. Tax positions
are evaluated following a two-step process. The first step requires an entity to determine whether, based on the technical merits supporting a
particular tax position, it is more likely than not (greater than a 50% chance) that the tax position will be sustained. This determination assumes
that the relevant taxing authority will examine the tax position and is aware of all the relevant facts surrounding the tax position. The second
step requires an entity to recognize in the financial statements the benefit of a tax position that meets the more-likely-than-not recognition
criterion. The benefit recognized is measured at the largest amount of benefit that has a likelihood of realization, upon settlement, that exceeds
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50%. Management considers a number of factors in assessing the benefit to be recognized, including negotiation of a settlement.

On a quarterly basis, uncertain tax positions are reassessed by considering information known at the reporting date. Based on management's
assessment of new information, a tax benefit may subsequently be recognized for a previously unrecognized tax position, a previously
recognized tax position may be de-recognized, or the benefit of a previously recognized tax position may be remeasured. The amounts
ultimately paid upon resolution of issues raised by taxing authorities may differ materially from the amounts accrued and may materially impact
the financial statements in the future.

At December 31, 2011, it was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase by
as much as $43 million or decrease by up to $129 million. This change could result from subsequent recognition, derecognition and/or changes
in the measurement of uncertain tax positions related to the creditability of foreign taxes, the timing and utilization of foreign tax credits and the
related impact on alternative minimum tax and other credits, the timing and/or valuation of certain deductions, intercompany transactions and
unitary filing groups. The events that could cause these changes are direct settlements with taxing authorities, litigation, legal or administrative
guidance by relevant taxing authorities and the lapse of an applicable statute of limitation.

The balance sheet classification of unrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require
significant management judgment. Unrecognized tax benefits are classified as current to the extent management expects to settle an uncertain
tax position by payment or receipt of cash within one year of the reporting date. Valuation allowances are initially recorded and reevaluated
each reporting period by assessing the likelihood of the ultimate realization of a deferred tax asset. Management considers a number of factors
in assessing the realization of a deferred tax asset, including the reversal of temporary differences, future taxable income and ongoing prudent
and feasible tax planning strategies. Any tax planning strategy utilized in this assessment must meet the recognition and measurement criteria
utilized to account for an uncertain tax position. Management also considers the uncertainty posed by political risk and the effect of this
uncertainty on the various factors that management takes into account in evaluating the need for valuation allowances. The amount of deferred
tax assets ultimately realized may differ materially from the estimates utilized in the computation of valuation allowances and may materially
impact the financial statements in the future. See Note 5 to the Financial Statements for income tax disclosures.

7)  Regulatory Assets and Liabilities

Certain of PPL's subsidiaries are subject to cost-based rate regulation. As a result, the effects of regulatory actions are required to be reflected in
the financial statements. Assets and liabilities are recorded that result from the regulated ratemaking process that may not be recorded under
GAAP for non-regulated entities. Regulatory assets generally represent incurred costs that have been deferred because such costs are probable
of future recovery in regulated customer rates. Regulatory liabilities are recognized for amounts expected to be returned through future regulated
customer rates. In certain cases, regulatory liabilities are recorded based on an understanding or agreement with the regulator that rates have
been set to recover costs that are expected to be incurred in the future, and the regulated entity is accountable for any amounts charged pursuant
to such rates and not yet expended for the intended purpose.

Management continually assesses whether the regulatory assets are probable of future recovery by considering factors such as changes in the
applicable regulatory and political environments, the ability to recover costs through regulated rates, recent rate orders to other regulated entities,
and the status of any pending or potential deregulation legislation. Based on this continual assessment, management believes the existing
regulatory assets are probable of recovery. This assessment reflects the current political and regulatory climate at the state and federal levels,
and is subject to change in the future. If future recovery of costs ceases to be probable, then asset write-offs would be required to be recognized
in operating income. Additionally, the regulatory agencies can provide flexibility in the manner and timing of depreciation of PP&E and
amortization of regulatory assets.

At December 31, 2011 and 2010, PPL had regulatory liabilities of $1.1 billion. At December 31,2011 and 2010, PPL had regulatory assets of
$1.4 billion and $1.3 billion. All regulatory assets are either currently being recovered under specific rate orders, represent amounts that are
expected to be recovered in future rates or benefit future periods based upon established regulatory practices.

In March 2012, PPL Electric plans to file a request with the FERC seeking recovery, over a 34-year period beginning in June 2012, of its
unrecovered regulatory asset related to the deferred state tax liability that existed at the time of the transition from the flow-through treatment of
state income taxes to full normalization. This change in tax treatment occurred in 2008 as a result of prior FERC initiatives that transferred
regulatory jurisdiction of certain transmission assets from the PUC to the FERC. A regulatory asset of $51 million related to this transition,
classified as taxes recoverable through future rates, is
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included in "Other Noncurrent Assets - Regulatory assets" on the Balance Sheet. PPL Electric believes recoverability of this regulatory asset is
probable based on FERC precedent in similar cases; however, it is reasonably possible that the FERC may limit the recovery of all or part of the
claimed asset.

See Note 6 to the Financial Statements for additional information on regulatory assets and liabilities.
8) Business Combinations - Purchase Price Allocation

On April 1, 2011, PPL, through its indirect, wholly owned subsidiary, PPL WEM, completed its acquisition of al} of the outstanding ordinary
share capital of Central Networks East plc and Central Networks Limited, the sole owner of Central Networks West ple, together with certain
other related assets and liabilities (collectively referred to as Central Networks and subsequently referred to as WPD Midlands). In accordance
with accounting guidance on business combinations, the identifiable assets acquired and the liabilities assumed were measured at fair value at the
acquisition date. Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants. The excess of the purchase price over the estimated fair value of the identifiable net assets was recorded as
goodwill.

The determination and allocation of fair value to the identifiable assets acquired and liabilities assumed was based on various assumptions and
valuation methodologies requiring considerable management judgment, including estimates based on key assumptions of the acquisition, and
historical and current market data. Significant variables in these valuations include the discount rates, the number of years on which to base cash
flow projections, as well as the assumptions and estimates used to determine cash inflows and outflows.

The fair value of the majority of PP&E was determined utilizing a discounted cash flow approach and corroborated by the RAV, which is a
measure of the unrecovered value of the regulated network business in the U.K. For purposes of measuring the fair value of the majority of
PP&E, PPL determined that fair value should approximate the RAV at the acquisition date because WPD Midlands' operations are conducted in
a regulated environment and the regulator allows for earning a rate of return on and recovery of RAV at rates determined to be fair and
reasonable. As there is no current prospect for deregulation in WPD Midiands' operating area, it is expected that these operations will remain in
a regulated environment for the foreseeable future; therefore, management has concluded that the use of these assets in the regulatory
environment represents their highest and best use and a market participant would measure the fair value of these assets using the regulatory rate
of return as the discount rate, thus resulting in fair value approximately equal to the RAV.

The purchase price allocation resulted in goodwill of $2.4 billion that was assigned to the International Regulated segment. This reflects the
expected continued growth of a rate-regulated business with a defined service area operating under a constructive regulatory framework,
expected cost savings, efficiencies and other benefits resulting from a contiguous service area with WPD (South West) and WPD (South Wales)
and the ability to leverage WPD (South West)'s and WPD (South Wales)'s existing management team's high level of performance in capital cost
efficiency, system reliability and customer service.

See Note 10 to the Financial Statements for additional information regarding the acquisition.

PPL's Audit Committee has approved the independent auditor to provide audit and audit-related services, tax services and other sérvices
permitted by Sarbanes-Oxley and SEC rules. The audit and audit-related services include services in connection with statutory and regulatory
filings, reviews of offering documents and registration statements, and internal control reviews.
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PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES

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

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

o "Overview" provides a description of PPL Energy Supply and its business strategy. "Financial and Operational Developments"
includes a review of Net Income Attributable to PPL Energy Supply and discusses certain events that are important to understanding
PPL Energy Supply's results of operations and financial condition.

o "Results of Operations" provides a summary of PPL Energy Supply's earnings and a description of key factors expected to impact
future earnings. This section ends with "Statement of Income Analysis," which includes explanations of significant changes in principal
items on PPL Energy Supply's Statements of Income, comparing 2011, 2010 and 2009.

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

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

e "Application of Critical Accounting Policies" provides an overview of the accounting policies that are particularly important to the
results of operations and financial condition of PPL Energy Supply and that require its management to make significant estimates,
assumptions and other judgments of matters inherently uncertain.

Overview
Introduction

PPL Energy Supply is an energy company with headquarters in Allentown, Pennsylvania. Through its subsidiaries, PPL. Energy Supply is
primarily engaged in the generation and marketing of electricity in two key markets - the northeastern and northwestern U.S.

In 2011, PPL Energy Supply operated in one reportable segment compared with two reportable segments in previous years - International
Regulated and Supply. InJanuary 2011, PPL Energy Supply distributed its 100% membership interest in PPL Global to its direct parent, PPL
Energy Funding, to better align PPL's organizational structure with the manner in which it manages its businesses and reports segment
information in its consolidated financial statements. The distribution separated the U.S.-based competitive energy marketing and supply
business from the U.K.-based regulated electricity distribution business. As a result, effective January 1, 2011, PPL Energy Supply operates in a
single business segment. The 2010 and 2009 operating results of the International Regulated segment have been reclassified to "Income (Loss)
from Discontinued Operations (net of income taxes)" on the Statements of Income. See Note 9 to the Financial Statements for additional
information on the January 2011 distribution.

Business Strategy

PPL Energy Supply's overall strategy is to achieve disciplined optimization of energy supply margins while mitigating volatility in both cash
flows and earnings. More specifically, PPL Energy Supply's strategy is to optimize the value from its unregulated generation and marketing
portfolio. PPL Energy Supply endeavors to do this by matching energy supply with load, or customer demand, under contracts of varying
durations with creditworthy counterparties to capture profits while effectively managing exposure to energy and fuel price volatility,
counterparty credit risk and operational risk.

To manage financing costs and access to credit markets, a key objective of PPL Energy Supply's business is to maintain a strong credit
profile. PPL Energy Supply continually focuses on maintaining an appropriate capital structure and liquidity
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position. In addition, PPL Energy Supply has financial and operational risk management programs that, among other things, are designed to
monitor and manage its exposure to earnings and cash flow volatility related to changes in energy and fuel prices, interest rates, counterparty
credit quality and the operating performance of its generating units.

Financial and Operational Developments

Net Income Attributable to PPL Energy Supply for 2011, 2010 and 2009 was $768 million, $861 million and $246 million. Earnings in 2011
decreased 11% from 2010 and earnings in 2010 increased 250% over 2009. These changes reflect the following after-tax impacts:

2011 vs. 2010 2010 vs. 2009

Net unrealized gains (losses) on energy-related economic activity $ 193 % 104
Losses on the monetization of certain full-requirement sales contracts in 2010 125 (125)
Sales of generation facilities 46 (33)
Litigation settlement in 2011 related to spent nuclear fuel storage 33
Montana hydroelectric litigation 84 3n
State valuation allowance adjustments (74) 52
Change in "Unregulated Gross Energy Margins" (a) (240) 608
Results of PPL Global (261) 18
Other 1 22
3 93) § 615

(a) See "Statement of Income Analysis - Margins" for additional information, including a reconciliation of this non-GAAP financial measure to operating income.

See "Results of Operations" below for further discussion and analysis of the consolidated results of operations, as well as a discussion of each of
PPL's business segments.

Susquehanna Turbine Blade Replacement

In April 2011, during the PPL Susquehanna Unit 2 refueling and generation uprate outage, a planned inspection of the Unit 2 turbine revealed
cracks in certain of its low pressure turbine blades. Replacement of these blades was required, but was not anticipated as part of the original
scope of this outage. The necessary replacement work extended the Unit 2 outage by six weeks. As a precaution, PPL Susquehanna also took
Unit 1 out of service in mid-May to inspect the turbine blades in that unit. This inspection revealed cracks in blades similar to those found in
Unit 2. The duration of the Unit 1 outage, in which turbine blades were replaced, was also about six weeks. The after-tax earnings impact,
including reduced energy-sales margins and repair expense for both units, was $63 million.

Spent Nuclear Fuel Litigation

In May 2011, PPL Susquehanna entered into a settlement agreement with the U.S. Government relating to PPL Susquehanna’s lawsuit, seeking
damages for the Department of Energy's failure to accept spent nuclear fuei from the PPL Susquehanna plant. Under the settlement agreement,
PPL Susquehanna received $50 million, pre-tax, for its share of claims to partially offset its expenses incurred to store spent nuclear fuel at the
Susquehanna plant through September 2009 and recognized a credit to "Fuel" expense in 2011. PPL Susquehanna will also be eligible to receive
payment of annual claims for allowed costs that are incurred through the December 2013 termination of the settlement agreement. In exchange,
PPL Susquehanna has waived any claims against the U.S. Government for costs paid or injuries sustained related to storing spent nuclear fuel at
the Susquehanna plant through December 31, 2013. See Note 15 to the Financial Statements for additional information.

Bankruptey of SMGT

In October 2011, SMGT, a Montana cooperative and purchaser of electricity under a long-term supply contract with PPL, EnergyPlus expiring in
June 2019 (SMGT Contract), filed for protection under Chapter 11 of the U.S. Bankruptcy Code in the U.S. Bankruptcy Court in Montana. At
December 31, 2011, damages related to SMGT accepting less power than provided in the SMGT Contract totaled approximately $11 million, all
of which has been fully reserved. No assurance can be given as to the collectability of these damages.
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The SMGT Contract provides for fixed volume purchases on a monthly basis at established prices. A trustee has been appointed for SMGT's
estate in the bankruptcy proceeding and PPL EnergyPlus has been involved in preliminary discussions with the trustee concerning possible
modifications to the SMGT Contract as part of the bankruptcy reorganization. Pursuant to a stipulation entered into by SMGT and PPL
EnergyPlus, since the date of its Chapter 11 filing through January 2012, SMGT has continued to purchase electricity from PPL EnergyPlus at
the price specified in the SMGT Contract, and has made timely payments for such purchases, but at lower volumes than as prescribed in the
SMGT Contract. In January 2012, the trustee notified PPL EnergyPlus that SMGT would not purchase electricity under the SMGT Contract for
the month of February. In addition, the trustee requested PPL EnergyPlus to leave the SMGT Contract in place to permit SMGT to purchase
electricity in the event its requirements were not met by third-party providers from whom the trustee intends to purchase power on behalf of
SMGT, at prices more favorable than under the SMGT Contract, for future periods. PPL EnergyPlus is evaluating the trustee's request.

At the present time, PPL cannot predict whether SMGT will be successful in its attempts to reorganize its business under Chapter 11 of the U.S.
Bankruptcy Code or the extent to which the SMGT Contract may be modified as part of a successful Chapter 11 reorganization and, in either
case, PPL cannot presently predict the extent to which it will be able to market to third parties any amount of power that SMGT ultimately does
not continue to purchase from PPL EnergyPlus.

In July 2011, the EPA signed the CSAPR, which finalizes and renames the Clean Air Transport Rule (Transport Rule) proposed in August 2010,
and made revisions to the rule on February 7,2012. This rule applies to PPL. Energy Supply's coal plants in Pennsylvania. The CSAPR is meant
to facilitate attainment of ambient air quality standards for ozone and fine particulates by requiring reductions in sulfur dioxide and nitrogen
oxide emissions.

In December 2011, the U.S. Court of Appeals for the District of Columbia (Court) stayed implementation of the CSAPR and left CAIR in effect
pending a final resolution on the merits of the validity of the rule. Oral argument on the various challenges to the CSAPR is scheduled for April
2012, and a final decision on the validity of the rule could be issued as early as May 2012.

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

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

Montana Hydroelectric Litigation

In June 2011, the U.S. Supreme Court granted PPL. Montana's petition to review the March 2010 Montana Supreme Court decision, which
substantially affirmed the June 2008 Montana District Court decision to award the State of Montana retroactive compensation for PPL Montana's
hydroelectric facilities' use and occupancy of certain Montana riverbeds. Oral argument was held in December 2011. On February 22, 2012, the
U.S. Supreme Court issued a decision overturning the Montana Supreme Court decision and remanded the case to the Montana Supreme Court
for further proceedings consistent with the U.S. Supreme Court's opinion. As a result, PPL. Montana reversed its total loss accrual of $89
million, which had been recorded prior to the U.S. Supreme Court decision. PPL. Montana believes the U.S. Supreme Court decision resolves
certain questions of liability in this case in favor of PPL Montana and leaves open for reconsideration by Montana courts, consistent with the
findings of the U.S. Supreme Court, certain other questions. The State of Montana has 30 days from February 22, 2012 to petition the U.S.
Supreme Court for a rehearing. PPL Montana has concluded it is no longer probable, but it remains reasonably possible, that a loss has been
incurred. While unable to estimate a range of loss, PPL Montana believes that any such amount would not be material. See Note 15 to the
Financial Statements for additional information.

Results of Operations

When comparing 2011 and 2010 with 2009, certain line items on PPL Energy Supply's financial statements were impacted by the expiration of
the generation rate caps and the expiration of the PLR contracts between PPL EnergyPlus and PPL Electric at the end of 2009. Overall, they had
a significant positive impact on PPL Energy Supply's results of operations, financial condition and cash flows during 2010.

The primary impact of the expiration of generation rate caps and these contracts is reflected in PPL Energy Supply's Unregulated Gross Energy
Margins. See "Statement of Income Analysis - Margins - Non-GAAP Financial Measure" for an explanation of this non-GAAP financial
measure. In 2011 and 2010, PPL Energy Supply sold the majority of its generation supply under various contracts at prevailing market rates at
the time the contracts were executed. In 2009, the majority of generation produced by PPL. Energy Supply's generation plants was sold to PPL
Electric's customers as PLR supply under predetermined capped rates.
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Earnings

Net Income Attributable to PPL Energy Supply includes the following results:

2011 2010 % Change 2010 2009 % Change

Operating revenues $ 6429 $ 5,128 25 3 5128 $ 5,309 (3)
Fuel 1,080 1,096 (¢))] 1,096 920 19
Energy purchases 2,286 1,353 69 1,353 2,737 (63))
Other operation and maintenance 929 979 (5) 979 921 6
Depreciation 244 236 3 236 196 20
Taxes, other than income 71 46 54 46 29 59
Energy-related business 458 357 28 357 371 (G)]

Total operating expenses 5,068 4.067 25 4.067 5.174 @n
Other Income (Expense) - net 23 22 5 22 44 (50)
Other-Than-Temporary Impairments 6 3 100 3 18 (83)
Interest Income from Affiliates 8 9 (1) 9 2 350
Interest Expense 174 208 (16) 208 176 18
Income Taxes 445 261 70 261 3 8,600
Income (Loss) from Discontinued Operations 2 242 99) 242 263 (8)
Net Income 769 862 (1 862 247 249
Net Income Attributable to Noncontrolling Interests i ! i 1
Net Income Attributable to PPL. Energy Supply $ 768 8 861 (DS 861 246 250

The changes in the components of Net Income Attributable to PPL Energy Supply between these periods were due to the following factors. PPL
Energy Supply's results are adjusted for certain items that management considers special. See additional detail of these special items in the
tables below.

2011 vs. 2010 2010 vs, 2009

Unregulated gross energy margins $ (405) § 1,039

Other operation and maintenance (65) (44)
Depreciation (8) 41
Taxes other thaii income 9 3
Other Income (Expense) - net 3 (1)
Interest Expense 4 (12)
Other 3

Income Taxes B 146 (300)
Discontinued operations - Domestic, after-tax - excluding certain revenues and expenses included in margins 16 13

Discontinued operations - International, after-tax (261) 18

Special items, after-tax 489 (54)
Total 3 (93) $ 615

o See "Statement of Income Analysis - Margins - Changes in Non-GAAP Financial Measures" for an explanation of margins.

o  Other operation and maintenance increased in 2011 compared with 2010, primarily due to higher costs at PPL Susquehanna of $30 million,
largely due to unplanned outages, the refueling outage and payroll, higher costs at eastern fossil and hydro units of $20 million, largely due
to outages, and higher costs at western fossil and hydro units of $15 million, largely resulting from insurance recoveries received in 2010.

Other operation and maintenance increased in 2010 compared with 2009, primarily due to higher costs at PPL Susquehanna of $31 million
largely due to higher payroli-related costs, higher outage costs, and higher project costs.

o Depreciation increased in 2010 compared with 2009, primarily due to $21 million impact from environmental equipment at Brunner Island
that was placed in service in 2009 and early 2010.

e Other income (expense) - net was lower in 2010 compared with 2009, due to a $25 million gain recognized in 2009 related to the tender
offers to purchase debt that resulted from reclassifying net gains on related cash flow hedges from AQOCI into earnings, partially offset by a
$15 million decrease in other-than-temporary impairment charges, primarily due to stronger returns on investments in NDT funds in 2010
and a $7 million increase in interest income from affiliates, primarily due to loans to LKE subsidiaries in 2010.

e Income taxes decreased in 2011 compared with 2010, primarily due to the $196 million impact of lower pre-tax income and a $26 million
reduction in deferred tax liabilities related to a change in the Pennsylvania estimated state tax rate. These decreases were partially offset by
$74 million in Pennsylvania net operating loss valuation allowance adjustments, primarily related to lower projected future taxable income,
driven in part by the impact of bonus depreciation, $13 million

90




in favorable adjustments to uncertain tax benefits recorded in 2010 and an $11 million decrease in the domestic manufacturing deduction tax

benefit resulting from revised bonus depreciation estimates.

Income taxes increased in 2010 compared with 2009, primarily due to the $364 million impact of higher pre-tax income, partially offset by a
$52 million in Pennsylvania net operating loss valuation allowance adjustments, primarily related to higher projected future taxable income,
$10 million in investment tax credits associated with the Hoitwood and Rainbow projects, $8 million in favorable adjustments to uncertain

tax benefits recorded in 2010 and $8 million of higher tax benefits from the domestic manufacturing deduction.

Income (loss) from International discontinued operations - International, represents the results of PPL Global which was distributed to PPL
Energy Supply's parent, PPL Energy Funding in January 2011. See Note 9 to the Financial Statements for additional information. Income from
discontinued operations, excluding special items, decreased in 2010 compared with 2009, primarily due to:

e U.K. utility revenues increased $42 million in 2010 compared with 2009, primarily due to price increases in April 2010 and 2009, partially
offset by lower regulatory recovery due to a revised estimate of network electricity losses.

e U.K. other operation and maintenance increased $47 million in 2010 compared with 2009, primarily due to higher pension expense resulting

from an increase in amortization of actuarial losses.

e U.K. interest expense increased $50 million in 2010 compared with 2009, primarily due to the $23 million impact from higher inflation rates

on index-linked Senior Unsecured Notes and $25 million in interest expense related to the March 2010 debt issuance.

e U.K. income taxes decreased $26 million in 2010 compared with 2009, primarily due to $45 million in realized capital losses that offset a
gain relating to a business activity sold in 1999 and the $14 million impact of lower pre-tax income, partially offset by $31 million in

favorable settlements of uncertain tax positions in 2009.

o U.S. income taxes increased in 2010 compared with 2009, primarily due to $60 million in changes in the taxable amount of planned U.K.
cash repatriations, partially offset by $23 million in adjustments to uncertain tax benefits.

The following after-tax amounts, which management considers special items, also impacted the results.

Income Statement

Line Item 2011 2010 2009
Special items gains (losses), net of tax benefit (expense):
Adjusted energy-related economic activity, net, net of tax of ($52), $85, $158 (a) 728 (121) § (225)
Sales of assets:

Maine hydroelectric generation business, net of tax of $0, ($9), ($16) (b) Disc. Operations 15 22

Sundance indemnification, net of tax of $0, $0, $0 Other Income-net 1

Long Island generation business, net of tax of $0, $0, $19 (c) Disc. Operations (33)

Interest in Wyman Unit 4, net of tax of $0, $0, $2 Disc. Operations )
Impairments:

Emission allowances, net of tax of $1, $6, $14 (d) Other O&M (&)} (10) (19)

Renewable energy credits, net of tax of $2, $0, $0 (Note 13) Other O&M 3)

Other asset impairments, net of tax of $1, $0, $2 Other O&M “4)
Workforce reduction, net of tax of $0, $0, $4 (e) Other O&M (6)
LKE acquisition-related costs:

Monetization of certain full-requirement sales contracts, net of tax of $0, $89, $0 ) (125)

Sale of certain non-core generation facilities, net of tax of $0, $37, $0 (c) Disc. Operations 2) (64)

Reduction of credit facility, net of tax of $0, $4, $0 (g) Interest Expense 6)

Other:

Montana hydroelectric litigation, net of tax of ($30), $22, $2 (h) 45 (34) (3)

Litigation settlement - spent nuclear fuel storage, net of tax of ($24), $0, $0 (i) Fuel 33

Health care reform - tax impact (j) Income Taxes (5)

Montana basin seepage litigation, net of tax of $0, (§1), $0 Other O&M 2

Change in tax accounting method related to repairs (k) Income Taxes 21

Counterparty bankruptcy, net of tax of $5, $0, $0 () Other O&M (6)

Wholesale supply cost reimbursement, net of tax of ($3), $0, $0 (m) 4
Total $ 142 8 (4D s (293)
(a) See "Reconciliation of Economic Activity" below.

(b) Gains recorded on the sale of the Maine hydroelectric generation business. See Note 9 to the Financial Statements for additional information.

(c) Consists primarily of the initial impairment charge recorded when the business was classified as held for sale. See Note 9 to the Financial Statements for additional
information.

(d) Primarily represents impairment charges of sulfur dioxide emission allowances.

(e) Relates primarily to enhanced pension and severance benefits as a result of a 2009 workforce reduction.
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) In July 2010, in order to raise additional cash for the LKE acquisition, certain full-requirement sales contracts were monetized that resulted in cash proceeds of $249
million. See "Monetization of Certain Full-Requirement Sales Contracts” in Note 19 to the Financial Statements for additional information. $343 million of pre-tax gains
were recorded to "Wholesale energy marketing” and $557 million of pre-tax losses were recorded to "Energy purchases” on the Statements of Income.

(g) In October 2010, PPL Energy Supply made borrowings under its Syndicated Credit Facility in order to enable a subsidiary to make loans to certain affiliates to provide
interim financing of amounts required by PPL to partially fund PPL's acquisition of LKE. Subsequent to the repayment of such borrowing, the capacity was reduced, and as
a result, PPL Energy Supply wrote off deferred fees in 2010.

(h) In 2009, PPL Montana adjusted its previously recorded accrual related to hydroelectric litigation, of which $5 million, pre-tax, related to prior periods. In March 2010, the
Montana Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use of certain Montana streambeds. In 2010,
PPL Montana recorded a pre-tax charge of $56 million, representing estimated rental compensation for years prior to 2010, including interest. Of this total charge $47
million, pre-tax, was recorded to "Other operation and maintenance" and $9 million, pre-tax, was recorded to "Interest Expense" on the Statements of Income. In August
2010, PPL Montana filed a petition for a writ of certiorari with the U.S. Supreme Court requesting the Court's review of this matter. In June 2011, the U.S. Supreme Court
granted PPL Montana's petition. In February 2012, the U.S. Supreme Court overturned the Montana Supreme Court decision and remanded the case to the Montana
Supreme Court for further proceedings consistent with the U.S. Supreme Court's opinion. Prior to the U.S. Supreme Court decision, $4 million, pre-tax, of interest expense
on the rental compensation covered by the court decision was accrued in 2011. As a result of the U.S. Supreme Court decision, PPL. Montana reversed its total pre-tax loss
accrual of $89 million, which had been recorded prior to the U.S. Supreme Court decision, of which $79 million pre-tax is considered a special item because it represented
$65 million of rent for periods prior to 2011 and $14 million of interest accrued on the portion covered by the prior court decision. These amounts were credited to "Other
operation and maintenance" and "Interest Expense” on the Statement of Income.

(i) in May 2011, PPL Susquehanna entered into a settlement agreement with the U.S. Government relating to PPL Susquehanna's lawsuit, seeking damages for the Department
of Energy's failure to accept spent nuclear fuel from the PPL, Susquehanna plant. PPL Susquehanna recorded credits to fuel expense to recognize recovery, under the
settlement agreement, of certain costs to store spent nuclear fuel at the Susquehanna plant. This special item represents amounts recorded in 2011 to cover the costs incurred
from 1998 through December 2010.

() Represents income tax expense recorded as a result of the provisions within Health Care Reform which eliminated the tax deductibility of retiree health care costs to the
extent of federal subsidies received by plan sponsors that provide retiree prescription drug benefits equivalent to Medicare Part D Coverage.

(k) During 2009, PPL, Energy Supply received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL Energy Supply deducted
the resulting IRC Sec. 481 amount on its 2008 federal income tax return and recorded a $21 million adjustment to federal and state income tax expense resulting from the
reduction in federal income tax benefits related to the domestic manufacturing deduction and certain state tax benefits related to state net operating losses.

) In October 2011, a wholesale customer, SMGT, filed for bankruptcy protection under Chapter 11 of the U.S. Bankruptcy code. The customer has continued to purchase
electricity at the price specified in the supply contract, and has made timely payments for such purchases, but at lower volumes than as prescribed in the contract. As of
December 31, 2011, the damage claim totaled $11 million pre-tax, which was fully reserved.

(m) In January 2012, PPL received $7 million pre-tax, related to electricity delivered to a wholesale customer in 2008 and 2009, recorded in "Wholesale energy marketing-
Realized." The additional revenue results from several transmission projects approved at PJM for recovery that were not initially anticipated at the time of the electricity
auctions and therefore were not included in the auction pricing. A FERC order was issued in 2011 approving the disbursement of these supply costs by the wholesale
customer to the suppliers, therefore, PPL accrued its share of this additional revenue in 2011.

Reconciliation of Economic Activity

The following table reconciles unrealized.pre-tax gains (losses) from the table within "Commodity Price Risk (Non-trading) - Economic
Activity" in Note 19 to the Financial Statements to the special item identified as "Adjusted energy-related economic activity, net."

2011 2010 2009
Operating Revenues .
Unregulated retail electric and gas ‘ $ 31 § 1 3 6
Wholesale energy marketing 1,407 (805) (229)
Operating Expenses
Fuel 6 29 49
Energy Purchases (1,123) 286 (155)
Energy-related economic activity (a) 321 (489) (329)
Option premiums (b) i9 32 (54)
Adjusted energy-related economic activity 340 (457) (383)
Less: Unrealized economic activity associated with the monetization of certain
full-requirement sales contracts in 2010 (c) (251)
Less: Economic activity realized, associated with the monetization of certain
full-requirement sales contracts in 2010 216
Adjusted energy-related economic activity, net, pre-tax 3 124§ (206) $ (383)
Adjusted energy-related economic activity, net, after-tax $ 223 (121) 3 (225)

(a) See Note 19 to the Financial Statements for additional information.

(b) Adjustment for the net deferral and amortization of option premiums over the delivery period of the item that was hedged or upon realization. Option premiums are recorded in
"Wholesale energy marketing - Realized" and "Energy purchases - Realized" on the Statements of Income.

(c) See "Components of Monetization of Certain Full-Requirement Sales Contracts” below.

Components of Monetization of Certain Full-Requirement Sales Confracts

The following table provides the components of the "Monetization of Certain Full-Requirement Sales Contracts" special item.
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2010

Full-requirement sales contracts monetized (a) $ (68)
Economic activity related to the full-requirement sales contracts monetized (146)
Monetization of certain full-requirement sales contracts, pre-tax (b) $ 214)
Monetization of certain full-requirement sales contracts, after-tax $ (125)

(a) See "Commodity Price Risk (Non-trading) - Monetization of Certain Full-Requirement Sales Contracts" in Note 19 to the Financial Statements for additional information.

(b) Includes unrealized losses of $251 million, which are reflected in "Wholesale energy marketing - Unrealized economic activity" and "Energy purchases - Unrealized economic
activity” on the Statement of Income. Also includes net realized gains of $37 million, which are reflected in "Wholesale energy marketing - Realized" and "Energy purchases -
Realized" on the Statement of Income. This economic activity will continue to be realized through May 2013

2012 Outlook

Excluding special items, PPL Energy Supply projects lower earnings in 2012 compared with 2011. The decrease is primarily driven by lower
energy margins as a result of further declines in energy and capacity prices and higher fuel costs, higher operation and maintenance expenses and
higher depreciation, which are partially offset by higher baseload generation.

Earnings beyond 2011 are subject to various risks and uncertainties. See "Forward-Looking Information,” "Item 1. Business,” "Item 1A. Risk
Factors," the rest of this Item 7 and Note 15 to the Financial Statements for a discussion of the risks, uncertainties and factors that may impact
future earnings.

Statement of Income Analysis --

Margins

Non-GAAP Financial Measure

The following discussion includes financial information prepared in accordance with GAAP, as well as a non-GAAP financial measure,
"Unregulated Gross Energy Margins." "Unregulated Gross Energy Margins" is a single financial performance measure of PPL Energy Supply's
competitive energy non-trading and trading activities. In calculating this measure, PPL. Energy Supply's energy revenues, which include
operating revenues associated with certain PPL Energy Supply businesses that are classified as discontinued operations, are offset by the cost of
fuel, energy purchases, certain other operation and maintenance expenses, primarily ancillary charges, gross receipts tax, which is recorded in
"Taxes, other than income," and operating expenses associated with certain PPL Energy Supply businesses that are classified as discontinued
operations. This performance measure is relevant to PPL Energy Supply due to the volatility in the individual revenue and expense lines on the
Statements of Income that comprise "Unregulated Gross Energy Margins." This volatility stems from a number of factors, including the required
netting of certain transactions with ISOs and significant swings in unrealized gains and losses. Such factors could result in gains or losses being
recorded in either "Wholesale energy marketing" or "Energy purchases"” on the Statements of Income. This performance measure includes PLR
revenues from energy sales to PPL Electric by PPL EnergyPlus, which are recorded in "Wholesale energy marketing to affiliate" revenue. PPL
Energy Supply excludes from “Unregulated Gross Energy Margins" energy-related economic activity, which includes the changes in fair value
of positions used to economically hedge a portion of the economic value of PPL Energy Supply's competitive generation assets, full-requirement
sales contracts and retail activities. This economic value is subject to changes in fair value due to market price volatility of the input and output
commodities (e.g., fuel and power) prior to the delivery period that was hedged. Also included in this energy-related economic activity is the
ineffective portion of qualifying cash flow hedges, the monetization of certain full-requirement sales contracts and premium amortization
associated with options. This economic activity is deferred, with the exception of the full-requirement sales contracts that were monetized, and
included in unregulated gross energy margins over the delivery period that was hedged or upon realization. This measure is not intended to
replace "Operating Income," which is determined in accordance with GAAP, as an indicator of overall operating performance. Other companies
may use different measures to analyze and to report on the results of their operations. PPL Energy Supply believes that "Unregulated Gross
Energy Margins" provides another criterion to make investment decisions. This performance measure is used, in conjunction with other
information, internally by senior management and PPL's Board of Directors to manage PPL Energy Supply's operations, analyze actual results
compared with budget and measure certain corporate financial goals used in determining variable compensation.

The following table reconciles "Operating Income" to "Unregulated Gross Energy Margins" as defined by PPL Energy Supply for the period
ended December 31.
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Operating Revenues
Wholesale energy marketing
Realized
Unrealized economic activity
Wholesale energy marketing
to affiliate
Unregulated retail electric and gas
Net energy trading margins
Energy-related businesses
Total Operating Revenues

Operating Expenses

Fuel
Energy purchases

Realized

Unrealized economic activity
Energy purchases from affiliate
Other operation and maintenance
Depreciation
Taxes, other than income
Energy-related businesses

Total Operating Expenses

Discontinued Operations

Total

Operating Revenues
Wholesaie energy marketing
Realized
Unrealized economic activity
Wholesale energy marketing
to affiliate
Unregulated retail electric and gas
Net energy trading margins
Energy-related businesses
Total Operating Revenues

Operating Expenses

Fuel
Energy purchases

Realized

Unrealized economic activity
Energy purchases from affiliate
Other operation and maintenance
Depreciation
Taxes, other than income
Energy-related businesses

Total Operating Expenses

Discontinued Operations

Total

(a) Represents amounts excluded from Margins
(b) As reported on the Statements of Income.

2011 2010
Unregulated Unregulated
Gross Energy Operating Gross Energy Operating
Margins Other (a) Income (b) Margins Other (a) Income (b)
$ 3745 % 62 (¢) § 3807 §$ 4511 % 321 © $% 4,832
1,407 (d) 1,407 (805) (d) (805)
26 26 320 320
696 31 727 414 1 415
2) (2) 2 2
464 464 364 364
4,465 1,964 6,429 5,247 (119) 5,128
1,151 (1) (e) 1,080 1,132 (36) (e) 1,096
912 248 (c) 1,160 1,389 247 {c) 1,636
1,123 (d) 1,123 (286) (d) (286)
3 3 3 3
16 913 929 23 956 979
244 244 236 236
30 41 71 i4 32 46
458 458 357 357
2,112 2,956 5,068 2,561 1,506 4,067
12 (12) (0 84 (84) (B
$ 2,365 % (1,004) b 1,361 § 2,770 % (1,709) 3 1,061
2009
Unregulated
Gross Energy Operating
Margins Other (a) Income (b)
$ 3235 § ) $ 3,184
(229) (d) (229)
1,806 1,806
146 6 152
17 17
379 379
5,204 105 5,309
977 (57) (e) 920
2,509 3 (c) 2,512
155 (d) 155
70 70
30 891 921
196 196
29 29
371 371
3,586 1,588 5,174
113 (113) (O
$ 1731 § (1,596) $ 135

(c) Represents energy-related economic activity as described in "Commodity Price Risk (Non-trading) - Economic Activity"” within Note 19 to the Financial Statements. For 2011,
"Wholesale energy marketing - Realized" and "Energy purchases - Realized" include a net pre-tax gain of $19 million related to the amortization of option premiums and a net
pre-tax loss of $216 million related to the monetization of certain full-requirement sales contracts. 2010 includes a net pre-tax gain of $32 million related to the amortization of
option premiums and a net pre-tax gain of $37 million related to the monetization of certain full-requirement sales contracts. 2009 includes a net pre-tax loss of $54 million
related to the amortization of option premiums.

(d) Represents energy-related economic activity, which is subject to wide swings in value due to market price volatility, as described in "Commodity Price Risk (Non-trading) -

Economic Activity" within Note 19 to the Financial Statements.

(e) Includes economic activity related to fuel. 2011 includes credits of $57 million for the spent nuclear fuel litigation settlement.
(f) Represents the net of certain revenues and expenses associated with certain businesses that are classified as discontinued operations. These revenues and expenses are not
reflected in "Operating Income" on the Statements of Income.
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Changes in Non-GAAP Financial Measures

Unregulated Gross Energy Margins are generated through PPL Energy Supply's competitive non-trading and trading activities. PPL Energy
Supply's non-trading energy business is managed on a geographic basis that is aligned with its generation fleet. The following table shows PPL
Energy Supply's non-GAAP financial measure, Unregulated Gross Energy Margins, for the periods ended December 31, as well as the change
between periods. The factors that gave rise to the changes are described below the table.

2011 2010 Change 2010 2009 Change
Non-trading
Eastern U.S. $ 2,018 % 2429 §$ 411y 8 2,429 § 1,391 § 1,038
Western U S. 349 339 10 339 323 16
Net energy trading (2) 2 4) 2 17 (15)
Total 3 2365 §$ 2770 $ (405) % 2,770 § 1,731  § 1.039

Unregulated Gross Energy Margins

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

2011 vs. 2010 2010 vs. 2009

Baseload energy, capacity and ancillaries (a) $ (199) $ 1,143
Coal and hydroelectric generation volume (b) (72) 21
Impact of non-core generation facilities sold in the first quarter of 2011 (48)
Monetization of certain deals that rebalanced the business and portfolio “1n (48)
Higher coal prices (40) (38)
Margins on the intermediate and peaking units (c) (34) 17
Nuclear generation volume (d) 29) (32)
Higher nuclear fuel prices (10) ®)
Retail electric business ) 23
Full-requirement sales contracts (e) 70 (46)
Other . (D 6
$ (41) § 1,038

(a) Baseload energy and capacity prices were lower in 2011 than 2010; however, prices in 2010 for baseload generation were significantly higher than prices realized under the
PLR contract with PPL Electric that expired at the end of 2009. E

(b) Volumes were lower in 2011 compared with 2010 as a result of unplanned outages, economic reductions in coal unit output and the sale of our interest in Safe Harbor Water
Power Corporation, Volumes were higher in 2010 compared with 2009 as a resulit of planned overhauls.

(c) Lower margins in 2011 compared with 2010 were driven by lower capacity prices, partially offset by higher generation volumes in the first half of 2011. Higher margins in
2010 compared with 2009 were due to higher energy and capacity prices.

(d) Volumes were lower in 2011 compared with 2010 primarily as a result of the dual-unit turbine blade replacement outages beginning in May 2011, Volumes were lower in
2010 compared with 2009 primarily due to an unplanned outage in July 2010

(e) Higher margins in 2011 compared with 2010 were driven by contracts monetized in 2010 and lower customer migration to alternative suppliers in 2011, Lower margins in
2010 compared with 2009 were driven by lower customer demand and higher customer migration to alternative suppliers

Western U.S. non-trading margins were higher in 2011 compared with 2010, due to higher net wholesale prices of $58 million, partially offset
by lower wholesale volumes of $45 million, primarily due to economic reductions in coal unit output.

Western U.S. non-trading margins were higher in 2010 compared with 2009, primarily due to higher net wholesale prices of $11 million and
higher wholesale volumes of $14 million, due to unplanned outages in 2009.

Net energy trading margins decreased during 2011 compared with 2010, as a result of lower margins on power positions of $16 million, partially
offset by higher margins on gas positions of $12 million.

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

Other Operation and Maintenance

The changes in other operation and maintenance expenses were due to:
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2011 vs. 2010 2010 vs. 2009

Montana hydroelectric litigation (a) $ (1zn $ 48
Susquehanna nuclear plant costs (b) 30 31
Uncollectible accounts (c) 15 3
Costs at Western fossil and hydroelectric plants (d) 15 (7
Costs at Eastern fossil and hydroelectric plants (e) 20 4)
Impacts from emission allowances (f) (15) (16)
Workforce reductions (g) (10)
Other 6 13
Total $ (50) % 58

(a) In March 2010, the Montana Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use of certain Montana
streambeds. As a result, in the first quarter of 2010, PPL Montana recorded a charge of $56 million, representing estimated rental compensation for the first quarter of 2010
and prior years, including interest. The portion of the total charge recorded to "Other operation and maintenance” on the Statement of Income totaled $49 million. In August
2010, PPL Montana filed a petition for a writ of certiorari with the U S. Supreme Court requesting the Court's review of this matter. In June 2011, the U.S. Supreme Court
granted PPL Montana's petition. In February 2012, the U.S. Supreme Court overturned the Montana Supreme Court decision and remanded the case to the Montana Supreme
Court for further proceedings consistent with the U.S. Supreme Court's opinion. As a result, PPL Montana reversed its total loss accrual of $89 million, which had been
recorded prior to the U.S. Supreme Court decision, of which $75 million was credited to "Other operation and maintenance” on the Statement of Income.

(b) 2011 compared with 2010 was higher primarily due to $11 million of higher payroll-related costs, $10 million of higher outage costs and $8 million of higher costs from the
refueling outage. 2010 compared with 2009 was higher primarily due to $10 million of higher payroll-related costs, $8 million of higher outage costs and $5 million higher
project costs.

(c) 2011 compared with 2010, was higher primarily due to SMGT filing for protection under Chapter 11 of the U.S. Bankruptcy Code, $11 million of damages billed to SMGT
were fully reserved.

(d) 2011 compared with 2010 was higher primarily due to $11 million of lower insurance proceeds. 2010 compared with 2009 was lower primarily due to $13 million of higher
insurance proceeds.

(e) 2011 compared with 2010 was higher primarily due to plant outage costs of $13 million.

(f) 2011 compared with 2010 was lower due to lower impairment charges of sulfur dioxide emission allowances. 2010 compared with 2009 was lower primarily due to lower
impairment charges of sulfur dioxide emission allowances.

(g) Represents the charge related to the February 2009, announcement of workforce reductions that resulted in the elimination of certain management and staff positions

Depreciation

Depreciation increased by $8 million in 2011 compared with 2010, primarily due to PP&E additions. Depreciation increased by $40 million in
2010 compared with 2009. Of the $40 million increase, $21 million was primarily due to the completion of environmental projects at Brunner
Island in 2009 and 2010.

Taxes, Other Than Income

Taxes, other than income increased by $25 million in 2011 compared with 2010 primarily due to $16 million of higher Pennsylvania gross
receipts tax expense as a result of an increase in retail electricity sales by PPL EnergyPlus. This tax is included in "Unregulated Gross Energy
Margins." The increase also includes $8 million of higher Pennsylvania capital stock tax due in part to the expiration of the Keystone

Opportunity Zone credit in 2010 and an agreed to change in a capital stock tax filing position with the state.

Taxes, other than income increased by $17 million in 2010 compared with 2009, primarily due to an increase in retail electricity sales by PPL
EnergyPlus.

Other Income (Expense) - net

The $22 million decrease in other income (expense) - net in 2010 compared with 2009 was primarily attributable to PPL Energy Supply's $25
million gain on tender offers to purchase up to $250 million aggregate principal amount of certain of its outstanding senior notes including net
gains on related cash flow hedges that were reclassified from AOCI into earnings in 2009,

Other-Than-Temporary Impairments

Other-than-temporary impairments decreased by $15 million in 2010 compared with 2009, primarily due to stronger returns on NDT investments
caused by market fluctuations within the financial markets.

Interest Income from Affiliates

Interest income from affiliates increased by $7 million in 2010 compared with 2009, primarily due to loans to LKE subsidiaries, which have
been fully repaid as of December 31, 2010.

Interest Expense

The changes in interest expense were due to:
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2011 vs. 2010 2010 vs. 2009

Capitalized interest $ (16) $ 12
Net amortization of debt discounts, premiums and issuance costs 3) 12
Montana hydroelectric litigation (a) (20) 10
Short-term debt interest expense 7

Other (2) (2)
Total 3 34 $ 32

()

In March 2010, the Montana Supreme Court substantially affirmed a June 2008 Montana District Court decision regarding lease payments for the use of certain Montana
streambeds. As a result, in the first quarter of 2010, PPL Montana recorded $7 million of interest expense on rental compensation covered by the court decision, In August
2010, PPL Montana filed a petition for a writ of certiorari with the U.S. Supreme Court requesting the Court's review of this matter. In June 2011, the U.S. Supreme Court
granted PPL Montana's petition. Oral argument was held in December 2011. PPL Montana continued to accrue interest expense on the rental compensation covered by the
court decision. In February 2012, the U.S. Supreme Court overturned the Montana Supreme Court decision and remanded the case to the Montana Supreme Court for further
proceedings consistent with the U.S. Supreme Court's opinion. As a result, PPL Montana reversed its total loss accrual of $89 million, which had been recorded prior to the
U.S. Supreme Court decision, of which $14 million was credited to "Interest Expense" on the Statement of Income.

Income Taxes

The changes in income taxes were due to:
2011 vs. 2010 2010 vs. 2009

Higher (lower) pre-tax book income 3 134 % 356
State valuation allowance adjustments (a) 74 (52)
State deferred tax rate change (b) (26)
Federal income tax credits (2) (10)
Domestic manufacturing deduction (c) (d) 11 (8)
Federal and state tax reserve adjustments 13 (8)
Federal and state tax return adjustments (d) (16) (29)
Health Care Reform (e) (5) 5
Other 1 4

3 184 $ 258
(a) During 2011, the Pennsylvania Department of Revenue issued interpretive guidance on the treatment of bonus depreciation for Pennsylvania income tax purposes. In

(®

(©)

(@

(e

accordance with Corporation Tax Bulletin 2011-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in the same year bonus depreciation is allowed for
Federal income tax purposes. Due to the decrease in taxable income related to bonus depreciation and a decrease in projected future taxable income, PPL Energy Supply
recorded $22 million in state deferred income tax expense related to deferred tax valuation allowances during 2011

Pennsylvania H.B. 1531, enacted in October 2009, increased the net operating loss limitation to 20% of taxable income for tax years beginning in 2010. Based on the projected
revenue increase related to the expiration of the generation rate caps, PPL Energy Supply recorded a $52 million state deferred income tax benefit related to the reversal of
deferred tax valuation allowances over the remaining carry forward period of the net operating losses during 2010.

During 2011, PPL Energy Supply completed the sale of certain non-core generating assets (see Note 9 to the Financial Statements for additional information). Due to changes
in state apportionment resulting in the reduction in the future estimated state tax rate, PPL Energy Supply recorded a deferred tax benefit related to its December 31, 2011 state
deferred tax liabilities

During 2010, PPL Energy Supply recorded an increase in tax benefits related to domestic manufacturing deductions due to an increase in domestic taxable income resulting
from the expiration of Pennsylvania generation rate caps in 2010. In December 2010, Congress enacted legislation allowing for 100% bonus depreciation on qualified
property. The increased tax depreciation deduction related to bonus depreciation significantly reduced the tax benefits related to domestic manufacturing deductions during
2010 and eliminated the tax benefit in 2011.

During 2011, PPL. recorded $22 million in federal and state tax benefits related to the filing of the 2010 federal and state income tax returns. Of that amount, $7 million in tax
benefits relate to an additional domestic manufacturing deduction resulting from revised bonus depreciation amounts

During 2009, PPL. Energy Supply received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL Energy Supply deducted
the resulting IRC Sec. 481 adjustiment on its 2008 federal income tax return and recorded a $21 million adjustment to federal and state income tax expense resulting from the
reduction in federal income tax benefits related to the domestic manufacturing deduction and certain state tax benefits related to state net operating losses.

Beginning in 2013, provisions within Health Care Reform eliminated the tax deductibility of retiree health care costs to the extent of federal subsidies received by plan
sponsors that provide retiree prescription drug benefits equivalent to Medicare Part D Coverage. As a result, PPL Energy Supply recorded deferred income tax expense during
2010.

See Note S to the Financial Statements for additional information on income taxes.

Discontinued Operations

Income (Loss) from Discontinued Operations (net of income taxes) decreased by $240 million in 2011 compared with 2010 and by $21 million
in 2010 compared with 2009. The decrease in 2011 compared with 2010 was primarily due to the presentation of PPL Global as Discontinued
Operations as a result of the January 2011 distribution by PPL Energy Supply of its membership interest in PPL Global to its parent, PPL. Energy
Funding. In 2011, the results of PPL Global are no longer consolidated within PPL Energy Supply. The decrease in 2010 compared with 2009

was

primarily attributable to after-tax
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impairment charges recorded in 2010 totaling $62 million related to assets associated with certain non-core generation facilities, which were sold
in 2011, that were written down to their estimated fair value (less cost to sell). The impacts of these charges were offset by the net results of
certain other discontinued operations. See Note 9 to the Financial Statements for additional information.

Liquidity and Capital Resources

PPL Energy Supply expects to continue to have adequate liquidity available through operating cash flows, cash and cash equivalents and its
credit facilities.

PPL Energy Supply's cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties
including, but not limited to:

e changes in electricity, fuel and other commodity prices;

o operational and credit risks associated with selling and marketing products in the wholesale power markets;

e potential ineffectiveness of the trading, marketing and risk management policy and programs used to mitigate PPL. Energy Supply's risk
exposure to adverse changes in electricity and fuel prices, interest rates and counterparty credit;

o reliance on transmission and distribution facilities that PPL Energy Supply does not own or control to deliver its electricity and natural gas;

« unavailability of generating units (due to unscheduled or longer-than-anticipated generation outages, weather and natural disasters) and the
resulting loss of revenues and additional costs of replacement electricity;
costs of compliance with existing and new environmental laws and with new security and safety requirements for nuclear facilities;
any adverse outcome of legal proceedings and investigations with respect to PPL. Energy Supply's current and past business activities;
deterioration in the financial markets that could make obtaining new sources of bank and capital markets funding more difficult and more
costly; and

o adowngrade in PPL Energy Supply's or its rated subsidiaries' credit ratings that could adversely affect their ability to access capital and
increase the cost of credit facilities and any new debt.

See "Item 1A. Risk Factors" for further discussion of risks and uncertainties affecting PPL Energy Supply's cash flows.

At December 31, PPL Energy Supply had the following:

2011 2010 2009
Cash and cash equivalents M 379§ 661 % 245
Short-term debt $ 400 331 3 639
The changes in PPL Energy Supply's cash and cash equivalents position resulted from:

2011 2010 2009
Net cash provided by operating activities $ 776 % 1,840 § 1,413
Net cash provided by (used in) investing activities (668) (825) (551)
Net cash provided by (used in) financing activities (390) (612) (1,081)
Effect of exchange rates on cash and cash equivalents 13
Net Increase (Decrease) in Cash and Cash Equivalents $ (282) § 416 $ (219)

Operating Activities

Net cash provided by operating activities decreased by 58%, or $1.1 billion, in 2011 compared with 2010. This was primarily due to lower gross
energy margins of $240 million, after-tax, proceeds from monetizing certain full-requirements sales contracts in 2010 of $249 million, a
reduction in cash from counter party collateral of $172 million, increases in other operating outflows of $200 million (including higher operation
and maintenance expenses and defined benefits funding of $123 million) and the loss of operating cash from PPL Global ($203 million for
2010). In January 2011, PPL, Energy Supply distributed its membership interest in PPL Global to its parent, PPL. Energy Funding. See Note 9 to
the Financial Statements for additional information on the distribution.
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Net cash provided by operating activities increased by 30%, or $427 million, in 2010 compared with 2009. The expiration of the long-term
power purchase agreements between PPL Electric and PPL EnergyPlus at the end of 2009 enabled PPL EnergyPlus to sell power at higher
market prices and had a positive impact on net income, and specifically on "unregulated gross energy margins" which increased over $600
million, after-tax, in 2010 compared with 2009, and therefore, was the primary driver to the above increase. The positive impact of additional
earnings was partially offset by a reduction in the amount of counterparty collateral received and by additional defined benefit plan
contributions. In addition, changes in working capital in 2010 compared with 2009 offset the $300 million impact of cash collateral received
from PPL Electric in 2009 as discussed below.

A significant portion of PPL Energy Supply's operating cash flows is derived from its baseload generation business activities. PPL Energy
Supply employs a formal hedging program for its competitive baseload generation fleet, the primary objective of which is to provide a
reasonable level of near-term cash flow and earnings certainty while preserving upside potential of power price increases over the medium
term. See Note 19 to the Financial Statements for further discussion. Despite PPL Energy Supply's hedging practices, future cash flows from
operating activities are influenced by commodity prices and therefore, will fluctuate from period to period.

PPL Energy Supply's contracts for the sale and purchase of electricity and fuel often require cash collateral or other credit enhancements, or
reductions or terminations of a portion of the entire contract through cash settlement, in the event of a downgrade of PPL Energy Supply's or its
subsidiary's credit ratings or adverse changes in market prices. For example, in addition to limiting its trading ability, if PPL Energy Supply's or
its subsidiary's ratings were lowered to below "investment grade" and there was a 10% adverse movement in energy prices, PPL Energy Supply
estimates that, based on its December 31, 2011 positions, it would have had to post additional collateral of approximately $351 million with
respect to electricity and fuel contracts. PPL Energy Supply has in place risk management programs that are designed to monitor and manage its
exposure to volatility of cash flows related to changes in energy and fuel prices, interest rates, foreign currency exchange rates, counterparty
credit quality and the operating performance of its generating units.

Investing Activities

The primary use of cash in investing activities is capital expenditures. See "Forecasted Uses of Cash" for detail regarding projected capital
expenditures for the years 2012 through 2016.

Net cash used in investing activities decreased $157 million in 2011 compared with 2010, primarily as a result of a decrease of $348 million in
capital expenditures and a $219 million increase in the proceeds received from the sale of businesses, which are discussed in Note 9 to the
Financial Statements. The decrease in cash used in investing activities from the above items was partially offset by an increase of $198 million
related to notes receivable from affiliates and $212 million from changes in restricted cash and cash equivalents.

Net cash used in investing activities increased $274 million in 2010 compared with 2009, primarily as a result of a decrease of $154 million from
proceeds from the sale of other investments, a change of $135 million from restricted cash and cash equivalents, and an increase of $102 million
in capital expenditures. The increase in cash used in investing activities from the above items was partiaily offset by $81 million in proceeds
received from the sale of businesses, which are discussed in Note 9 to the Financial Statements, and a change of $28 million in other investing
activities.

In January 2011, PPL Energy Supply distributed its 100% membership interest in PPL Global to its parent, PPL, Energy Funding. See Note 9 to
the Financial Statements for additional information. Excluding PPL. Global, PPL Energy Supply's net cash used in investing activities was $544
million and $308 million for 2010 and 2009.

Financing Activities

Net cash used in financing activities was $390 million in 2011 compared with $612 million in 2010 and $1.1 billion in 2009. The decrease from
2010 to 2011 primarily reflects lower net distributions to Member, partially offset by lower net issuances of long-term debt and the distribution
of cash included in the net assets of PPL Global to PPL Energy Funding. The change from 2009 to 2010 primarily reflects more long-term debt
issuances, increased contributions from and distributions to Member, and less short-term borrowings in 2010.

In 2011, cash used in financing activities primarily consisted of a $325 million distribution of cash included in the net assets of PPL. Global to
PPL Energy Funding, $316 million in distributions to Member, and net debt retirements of $200 million, partially offset by $461 million in
contributions from Member.

In 2010, cash used in financing activities primarily consisted of $4.7 billion in distributions to Member, partially offset by $3.6 billion in
contributions from Member and net debt issuances of $509 million. The distributions to and contributions
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from Member during 2010 primarily relate to the funds received by PPL in June 2010 from the issuance of common stock and 2010 Equity
Units. These funds were invested by a subsidiary of PPL Energy Supply until they were returned to its Member in October 2010 to be available
to partially fund PPL's acquisition of LKE and pay certain acquisition-related fees and expenses.

In 2009, cash used in financing activities primarily consisted of $943 million in distributions to Member and net debt retirements of $177
million, partially offset by $50 million in contributions from Member.

See "Forecasted Sources of Cash” for a discussion of PPL, Energy Supply's plans to issue debt securities, as well as a discussion of credit facility
capacity available to PPL Energy Supply. Also see "Forecasted Uses of Cash" for information regarding maturities of PPL Energy Supply's
long-term debt.

PPL Energy Supply's debt financing activity in 2011 was:

Issuances (a) Retirements
PPL Energy Supply Senior Unsecured Notes $ 500 8 (750)
PPL. Energy Supply short-term debt, net increase 50
Total $ 550§ (750)
Net decrease 5 200

(a) Issuances are net of pricing discounts, where applicable and exclude the impact of debt issuance costs.
See Note 7 to the Financial Statements for more detailed information regarding PPL Energy Supply's financing activities in 2011.

Forecasted Sources of Cash

PPL. Energy Supply expects to continue to have sufficient sources of cash available in the near term, including various credit facilities, operating
leases and contributions from Member.

Credit Facilities

At December 31, 2011, PPL Energy Supply's total committed borrowing capacity under credit facilities and the use of this borrowing capacity
were:

Letters of
Credit
Issued
and
Commercial
Committed Paper Unused
Capacity Borrowed Backup Capacity

Syndicated Credit Facility (a) $ 3,000 $ $ 541§ 2,459
Letter of Credit Facility 200 n/a 89 111

Total PPL Energy Supply Credit Facilities (b) $ 3200 $ $ 630 $ 2,570

(a) In October 2011, PPL Energy Supply amended its Syndicated Credit Facility. The amendment included extending the expiration date from December 2014 to October
2016. Under this facility, PPL Energy Supply continues to have the ability to make cash borrowings and to request the lenders to issue letters of credit This facility contains a
financial covenant requiring PPL Energy Supply's debt to total capitalization not to exceed 65%, as calculated in accordance with the facility, and other customary covenants.

(b) In March 2011, PPL Energy Supply's $300 million Structured Credit Facility expired. PPL Energy Supply's obligations under this facility were supported by a $300 million
letter of credit issued on PPL Energy Supply's behalf under a separate, but related $300 million 5-year credit agreement, which also expired in March 2011.

The commitments under PPL Energy Supply's credit facilities are provided by a diverse bank group, with no one bank and its affiliates providing an aggregate commitment of
more than 11% of the total committed capacity.

In January 2011, PPL Energy Supply distributed its 100% membership interest in PPL, Global to its parent, PPL Energy Funding. See Note 9 to the Financial Statements for
additional information.

In addition to the financial covenants noted above, the credit agreements governing the above credit facilities contain various other

covenants. Failure to comply with the covenants after applicable grace periods could result in acceleration of repayment of borrowings and/or
termination of the agreements. PPL Energy Supply monitors compliance with the covenants
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on a regular basis. At December 31,2011, PPL Energy Supply was in compliance with these covenants. At this time, PPL Energy Supply
believes that these covenants and other borrowing conditions will not limit access to these funding sources.

See Note 7 to the Financial Statements for further discussion of PPL Energy Supply's credit facilities.

Commercial Paper

In October 2011, PPL Energy Supply re-activated its $500 million commercial paper program to provide an additional financing source to fund
its short-term liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Energy Supply's Syndicated Credit
Facility. At December 31, 2011, PPL, Energy Supply had $400 million of commercial paper outstanding at a weighted-average interest rate of
approximately 0.53%.

Operating Leases

PPL Energy Supply and its subsidiaries also have available funding sources that are provided through operating leases. PPL Energy Supply's
subsidiaries lease office space, land, buildings and certain equipment. These leasing structures provide PPL Energy Supply additional operating
and financing flexibility. The operating leases contain covenants that are typical for these agreements, such as maintaining insurance,
maintaining corporate existence and timely payment of rent and other fees.

PPL Energy Supply, through its subsidiary PPL Montana, leases a 50% interest in Colstrip Units 1 and 2 and a 30% interest in Unit 3, under four
36-year, non-cancelable operating leases. These operating leases are not recorded on PPL Energy Supply's Balance Sheets. The leases place
certain restrictions on PPL Montana's ability to incur additional debt, sell assets and declare dividends. At this time, PPL Energy Supply
believes that these restrictions will not limit access to these funding sources or cause acceleration or termination of the leases.

See Note 11 to the Financial Statements for further discussion of the operating leases.

Long-term Debt Securities and Contributions from Member

PPL Energy Supply does not currently plan to issue long-term debt securities in 2012.

From time to time, PPL Energy Supply's Member, PPL Energy Funding, makes capital contributions to PPL Energy Supply. PPL Energy
Supply uses these contributions for general corporate purposes.

Forecasted Uses of Cash

In addition to expenditures required for normal operating activities, such as purchased power, payroll, fuel and taxes, PPL Energy Supply
currently expects to incur future cash outflows for capital expenditures, various contractual obligations, distributions to its Member and possibly
the purchase or redemption of a portion of its debt securities.

Capital Expenditures

The table below shows PPL. Energy Supply's current capital expenditure projections for the years 2012 through 2016.

Projected
2012 2013 2014 2015 2016
Construction expenditures (a) (b)
Generating facilities $ 528 $ 357 % 262§ 234 % 285
Environmental 83 90 66 49 30
Other 37 40 36 33 32
Total Construction Expenditures 648 487 364 316 347
Nuclear fuel (c) 160 172 170 173 174
Total Capital Expenditures s 808 808 § 659 $—-—-—-———_____ﬂ —-———-——-——L..____iz_;_?_ ————-———E____ﬂ

(a) Construction expenditures include capitalized interest, which is expected to be approximately $134 million for the years 2012 through 2016.
(b) Includes expenditures for certain intangible assets.
(c) Nuclear fuel expenditures include capitalized interest, which is expected to be approximately $25 million for the years 2012 through 2016.

PPL Energy Supply's capital expenditure projections for the years 2012 through 2016 total approximately $3.0 billion. Capital expenditure plans
are revised periodically to reflect changes in operational, market and regulatory conditions. This table includes projected costs related to the
planned 191 MW of incremental capacity increases. See Note 8 to the Financial Statements for information regarding the significant
development projects.
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PPL Energy Supply plans to fund its capital expenditures in 2012 with cash on hand and cash from operations.
Contractual Obligations

PPL Energy Supply has assumed various financial obligations and commitments in the ordinary course of conducting its business. At
December 31, 2011, the estimated contractual cash obligations of PPL Energy Supply were:

Total 2012 2013 - 2014 2015 - 2016 After 2016
Long-term Debt (a) $ 3,023 $ 1,037 §$ 650 $ 1,336
Interest on Long-term Debt (b) 1,206 % 178 300 185 543
Operating Leases (c) 709 104 218 149 238
Purchase Obligations (d) 4,010 1,014 1,217 681 1,098
Other Long-term Liabilities
Reflected on the Balance
Sheet under GAAP (¢) (f) 74 74
$ 9,022 § 1,370 § 2,772 § 1,665 $ 3,215

Total Contractual Cash Obligations

(a) Reflects principal maturities only based on stated maturity dates, except for the 5.70% REset Put Securities (REPS). See Note 7 to the Financial Statements for a discussion of
the remarketing feature related to the REPS, as well as discussion of variable-rate remarketable bonds. PPL Energy Supply does not have any significant capital lease
obligations.

(b) Assumes interest payments through stated maturity, except for the REPS, for which interest is reflected to the put date. The payments herein are subject to change, as payments
for debt that is or becomes variable-rate debt have been estimated

(c) SeeNote 11 to the Financial Statements for additional information.

(d) The amounts include agreements to purchase goods or services that are enforceable and legally binding and specify all significant terms, including: fixed or minimum
quantities to be purchased; fixed, minimum or variable price provisions; and the approximate timing of the transaction. Primarily includes PPL Energy Supply's purchase
obligations of electricity, coal, nuclear fuel and limestone as well as certain construction expenditures, which are also included in the Capital Expenditures table presented
above. Financial swaps and open purchase orders that are provided on demand with no firm commitment are excluded from the amounts presented. In prior years, PPL
included certain energy purchase obligations based on forecasted amounts to be purchased. The amounts presented herein are based on actual contract terms.

(e) The amounts represent contributions made or committed to be made for 2012 for PPL's and PPL. Energy Supply's U S. pension plans. See Note 13 to the Financial Statements
for a discussion of expected contributions.

(f) At December 31, 2011, total unrecognized tax benefits of $28 million were excluded from this table as PPL Energy Supply cannot reasonably estimate the amount and period
of future payments. See Note 5 to the Financial Statements for additional information.

Distributions to Member

From time to time, as determined by its Board of Managers, PPL Energy Supply makes return of capital distributions to its Member. In January
2011, PPL Energy Supply distributed its membership interest in. PPL Global to PPL Energy Supply's parent at a book value of approximately
$1.3 billion, which included $325 million of cash and cash equivalents. See Note 9 to the Financial Statements for additional information.

Purchase or Redemption of Debt Securities

PPL Energy Supply will continue to evaluate its outstanding debt securities and may decide to purchase or redeem these securities depending
upon prevailing market conditions and available cash.

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of PPL Energy Supply and its subsidiaries. Based on their
respective independent reviews, the rating agencies may make certain ratings revisions or ratings affirmations.

A credit rating reflects an assessment by the rating agency of the creditworthiness associated with an issuer and particular securities that it
issues. The credit ratings of PPL Energy Supply and its subsidiaries are based on information provided by PPL Energy Supply and other
sources. The ratings of Moody's, S&P and Fitch are not a recommendation to buy, sell or hold any securities of PPL. Energy Supply or its
subsidiaries. Such ratings may be subject to revisions or withdrawal by the agencies at any time and should be evaluated independently of each
other and any other rating that may be assigned to the securities. A downgrade in PPL Energy Supply's or its subsidiaries' credit ratings could
result in higher borrowing costs and reduced access to capital markets.

As a result of the passage of the Dodd-Frank Act PPL Energy Supply is limiting its credit rating disclosure to a description of the actions taken
by the rating agencies with respect to PPL Energy Supply's ratings, but without stating what ratings have been assigned to PPL Energy Supply or
its subsidiaries, or their securities. The ratings assigned by the rating agencies to PPL Energy Supply and its subsidiaries and their respective
securities may be found, without charge, on each of the
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respective ratings agencies' websites, which ratings together with all other information contained on such rating agency websites is, hereby,
explicitly not incorporated by reference in this report.

The rating agencies took the following actions related to PPL Energy Supply and its subsidiaries in 2011.
Following the announcement of PPL's then-pending acquisition of WPD Midlands in March 2011, the rating agencies took the following actions:

e  Moody's affirmed its ratings for PPL Energy Supply;
o  S&P revised the outlook and lowered the issuer and senior unsecured ratings of PPL Energy Supply; and
e Fitch affirmed its ratings for PPL Energy Supply.

In April 2011, following the completion of PPL's acquisition of WPD Midlands, S&P revised the outlook and affirmed its ratings for PPL.
Energy Supply.

In May 2011, Fitch affirmed its rating and maintained its outlook for PPL. Montana's Pass Through Certificates due 2020.
In September 2011, Moody's affirmed its senior unsecured debt rating and outlook for PPL Energy Supply.
Also in September 2011, S&P assigned a short-term rating to PPL Energy Supply's commercial paper program.

In October 2011, Moody's and Fitch also assigned a short-term rating to PPL. Energy Supply's commercial paper program in support of PPL
Energy Supply's re-opening of the program.

In November 2011, Fitch affirmed its rating and revised its outlook to negative from stable for PPL. Montana's Pass Through Certificates due
2020.

In December 2011, Fitch affirmed the Issuer Default Ratings and individual security ratings of PPL, Energy Supply.

In January 2012, S&P affirmed its rating and revised its outlook to stable from positive for PPL Montana's Pass Through Certificates due 2020.

PPL Energy Supply has various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity and fuel,
commodity transportation and storage, tolling agreements and interest rate instruments, which contain provisions requiring PPL Energy Supply
to post additional collateral, or permit the counterparty to terminate the contract, if PPL Energy Supply's credit rating were to fall below
investment grade. See Note 19 to the Financial Statements for a discussion of "Credit Risk-Related Contingent Features," including a discussion
of the potential additional collateral that would have been required for derivative contracts in a net liability position at December 31, 2011. At
December 31, 2011, if PPL Energy Supply's credit rating had been below investment grade, PPL Energy Supply would have been required to
prepay or post an additional $391 million of collateral to counterparties for both derivative and non-derivative commodity and commodity-
related contracts used in its generation, marketing and trading operations and interest rate contracts.

Guarantees for Subsidiaries

PPL Energy Supply guarantees certain consolidated affiliate financing arrangements that enable certain transactions. Some of the guarantees
contain financial and other covenants that, if not met, would limit or restrict the consolidated affiliates' access to funds under these financing
arrangements, require early maturity of such arrangements or limit the consolidated affiliates' ability to enter into certain transactions. At this
time, PPL Energy Supply believes that these covenants will not limit access to relevant funding sources. See Note 15 to the Financial Statements
for additional information about guarantees.

Off-Balance Sheet Arrangements

PPL Energy Supply has entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note
15 to the Financial Statements for a discussion of these agreements.
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Risk Management - Energy Marketing & Trading and Other

See Notes 1, 18, and 19 to the Financial Statements for information about PPL Energy Supply's risk management objectives, valuation
techniques and accounting designations.

The forward-looking information presented below provides estimates of what may occur in the future, assuming certain adverse market
conditions and model assumptions. Actual future results may differ materially from those presented. These disclosures are not precise
indicators of expected future losses, but only indicators of possible losses at a given confidence level.

Commodity Price Risk (Non-trading)

PPL Energy Supply segregates its non-trading activities into two categories: hedge activity and economic activity. Transactions that are
accounted for as hedge activity qualify for hedge accounting treatment. The economic activity category includes transactions that address a
specific risk, but were not eligible for hedge accounting or for which hedge accounting was not elected. This activity includes the changes in fair
value of positions used to hedge a portion of the economic value of PPL Energy Supply's competitive generation assets and full-requirement
sales and retail contracts. This economic activity is subject to changes in fair value due to market price volatility of the input and output
commodities (e.g., fuel and power). Although they do not receive hedge accounting treatment, these transactions are considered non-trading
activity. The fair value of economic positions at December 31, 2011 and 2010 was a net liability of $63 million and $389 million. See Note 19
to the Financial Statements for additional information on hedge and economic activity.

To hedge the impact of market price volatility on PPL Energy Supply's energy-related assets, liabilities and other contractual arrangements, PPL
Energy Supply both sells and purchases physical energy at the wholesale level under FERC market-based tariffs throughout the U.S. and enters
into financial exchange-traded and over-the-counter contracts. PPL Energy Supply's non-trading commodity derivative contracts mature at
various times through 2019.

The following table sets forth the changes in net fair value of PPL Energy Supply's non-trading commodity derivative contracts. See Notes 18
and 19 to the Financial Statements for additional information.

Gains (Losses)

2011 2010
Fair value of contracts outstanding at the beginning of the period : 5 958" $ 1,280
Contracts realized or otherwise settled during the period (523) (490)
Fair value of new contracts entered into during the period (a) 13 (5)
Changes in fair value attributable to changes in valuation techniques (b) 23)
Other changes in fair value 634 196
$ 1,082 % 958

Fair value of contracts outstanding at the end of the period

(a) Represents the fair value of contracts at the end of the quarter of their inception.

(b) In June 2010, PPL Energy Supply received market bids for certain full-requirement sales contracts that were monetized in early July. See Note 19 to the Financial Statements
for additional information. At June 30, 2010, these contracts were valued based on the bids received (the market approach). In prior periods, the fair value of these contracts
was measured using the income approach

The following table segregates the net fair value of PPL Energy Supply's non-trading commodity derivative contracts at December 31, 2011,
based on whether the fair value was determined by prices quoted in active markets for identical instruments or other more subjective means.

Net Asset (Liability)
Maturity Maturity
Less Than Maturity Maturity in Excess Total Fair
1 Year 1-3 Years 4-5 Years of § Years Value
Source of Fair Value
Prices quoted in active markets for identical instruments $ 1 $ 1
Prices based on significant other observable inputs 713 % 342 % m s 15 1,069
Prices based on significant unobservable inputs 13 3) 2 12
$ 727§ 339§ 13 15 % 1,082

Fair value of contracts outstanding at the end of the period

PPL Energy Supply sells electricity, capacity and related services and buys fuel on a forward basis to hedge the value of energy from its
generation assets. If PPL Energy Supply were unable to deliver firm capacity and energy or to accept the delivery of fuel under its agreements,
under certain circumstances it could be required to pay liquidating damages. These
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damages would be based on the difference between the market price and the contract price of the commodity. Depending on price changes in the
wholesale energy markets, such damages could be significant. Extreme weather conditions, unplanned power plant outages, transmission
disruptions, nonperformance by counterparties with which it has energy contracts and other factors could affect PPL Energy Supply's ability to
meet its obligations, or cause significant increases in the market price of replacement energy. Although PPL Energy Supply attempts to mitigate
these risks, there can be no assurance that it will be able to fully meet its firm obligations, that it will not be required to pay damages for failure
to perform, or that it will not experience counterparty nonperformance in the future.

Commodity Price Risk (Trading)

PPL Energy Supply's trading commodity derivative contracts mature at various times through 2015. The following table sets forth changes in
the net fair value of PPL Energy Supply's trading commodity derivative contracts. See Notes 18 and 19 to the Financial Statements for
additional information.

Gains (Losses)

2011 2010
Fair value of contracts outstanding at the beginning of the period $ 4 % 6)
Contracts realized or otherwise settled during the period (14) (12)
Fair value of new contracts entered into during the period (a) 10 39
Other changes in fair value “4) {an
Fair value of contracts outstanding at the end of the period $ 4 3 4

(a) Represents the fair value of contracts at the end of the quarter of their inception.
Unrealized losses of approximately $2 million will be reversed over the next three months as the transactions are realized.

The following table segregates the net fair value of PPL Energy Supply's trading commodity derivative contracts at December 31, 2011, based
on whether the fair value was determined by prices quoted in active markets for identical instruments or other more subjective means.

Net Asset {Liability)

Maturity Maturity
Less Than Maturity Maturity in Excess Total Fair
1 Year 1-3 Years 4-5 Years of S Years Value

Source of Fair Value
Prices quoted in active markets for identical instruments $ . 3 1
Prices based on significant other observable inputs (18) § 11 $ 1 (6)
Prices based on significant unobservable inputs ! 1
Fair value of contracts outstanding at the end of the period $ (16) $ 113 ] $ ()

VaR Models

PPL Energy Supply utilizes a VaR model to measure commodity price risk in unregulated gross energy margins for its non-trading and trading
portfolios. VaR is a statistical model that attempts to estimate the value of potential loss over a given holding period under normal market
conditions at a given confidence level. PPL Energy Supply calculates VaR using a Monte Carlo simulation technique based on a five-day
holding period at a 95% confidence level. Given the company's conservative hedging program, PPL's non-trading VaR exposure is expected to
be limited in the short term. At December 31, 2011 and December 31, 2010, the VaR for PPL Energy Supply's portfolios using end-of-month
results for the period was as follows.

Trading VaR Non-Trading VaR
2011 2010 2011 2010
95% Confidence Level, Five-Day Holding Period
Period End $ 1 % 1 $ 6 3 5
Average for the Period 3 4 5 7
High 6 9 7 2
Low 1 I 4 4

The trading portfolio includes all speculative positions, regardless of the delivery period. All positions not considered speculative are considered
non-trading. PPL Energy Supply's non-trading portfolio includes PPL Energy Supply's entire portfolio, including generation, with delivery
periods through the next 12 months. Both the trading and non-trading VaR computations exclude FTRs due to the absence of reliable spot and
forward markets. The fair value of the non-trading and trading FTR positions was insignificant at December 31, 2011.
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Interest Rate Risk

PPL Energy Supply and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. PPL and PPL
Energy Supply utilize various financial derivative instruments to adjust the mix of fixed and floating interest rates in PPL Energy Supply's debt
portfolio, adjust the duration of its debt portfolio and lock in benchmark interest rates in anticipation of future financing, when appropriate. Risk
limits under the risk management program are designed to balance risk exposure to volatility in interest expense and changes in the fair value of
PPL Energy Supply's debt portfolio due to changes in the absolute level of interest rates.

At December 31,2011 and 2010, PPL Energy Supply's potential annual exposure to increased interest expense, based on a 10% increase in
interest rates, was not significant.

PPL Energy Supply is also exposed to changes in the fair value of its debt portfolio. PPL Energy Supply estimated that a 10% decrease in
interest rates at December 31, 2011 would increase the fair value of its debt portfolio by $53 million, compared with $198 million at
December 31, 2010.

PPL Energy Supply had the following interest rate hedges outstanding at:

December 31, 2011 December 31, 2010
Effect of a Effect of a
10% Adverse 10% Adverse
Exposure Fair Value, Movement Exposure Fair Value, Movement
Hedged Net - Asset (a) in Rates (b) Hedged Net - Asset (a) in Rates (b)

Cash flow hedges

Interest rate swaps (c)

Cross-currency swaps (d) $ 302 3 35 §% (18)
Fair value hedges

Interest rate swaps (e)

(a) Includes accrued interest, if applicable.

(b) Effects of adverse movements decrease assets or increase liabilities, as applicable, which could result in an asset becoming a liability.

(c) PPL and PPL Energy Supply utilize various risk management instruments to reduce PPL Energy Supply's exposure to the expected future cash flow variability of PPL Energy
Supply's debt instruments. These risks include exposure to adverse interest rate movements for outstanding variable rate debt and for future anticipated financing. While PPL
Energy Supply is exposed to changes in the fair value of these instruments, any changes in the fair value of such cash flow hedges are recorded in equity. The changes in fair
value of these instruments are then reclassified into earnings in the same period during which the item being hedged affects carnings. Sensitivities represent a 10% adverse
movement in interest rates.

(d) Represents cross-currency swaps used by PPL WW to hedge the interest payments and principal of its U.S. dollar-denominated senior notes with maturity dates ranging from
December 2017 to December 2028. In 2010, these swaps were part of PPL Energy Supply's business. As a result of the distribution of PPL, Energy Supply's membership
interest in PPL Global to PPL Energy Funding, effective January 2011, these swaps are no longer part of PPL Energy Supply's business. While PPL Energy Supply was
exposed to changes in the fair value of these instruments, any change in the fair value of these instruments was recorded in equity and reclassified into earnings in the same
period during which the item being hedged affected earnings. Sensitivity represents a 10% adverse movement in both interest rates and foreign currency exchange rates.

(e) PPL and PPL Energy Supply utilize various risk management instruments to adjust the mix of fixed and floating interest rates in PPL. Energy Supply's debt portfolio. The
change in fair value of these instruments, as well as the offsetting change in the value of the hedged exposure of the debt, is reflected in earnings. Sensitivities represent a 10%
adverse movement in interest rates.

Foreign Currency Risk

PPL and PPL. Energy Supply have adopted a foreign currency risk management program designed to hedge certain foreign currency exposures,
including firm commitments, recognized assets or liabilities, anticipated transactions and net investments, as well as to protect against foreign
currency translation risk of expected earnings.

Prior to 2011, PPL Energy Supply's exposure to foreign currency risk was through its investments in U.K. affiliates. In addition, PPL Energy
Supply's domestic operations may make purchases of equipment in currencies other than U.S. dollars. See Note 1 to the Financial Statements for
additional information regarding foreign currency translation.

PPL and PPL Energy Supply previously entered into contracts to protect the value of a portion of PPL Energy Supply's net investment in WPD
and to economically hedge anticipated earnings denominated in GBP. In 2010, these contracts were included in PPL Energy Supply's
business. As a result of the distribution of PPL Energy Supply's membership interest in PPL Global to PPL Energy Funding, effective January
2011, these contracts are no longer included in PPL Energy Supply’s business.

At December 31, 2011, PPL Energy Supply did not have any foreign currency hedges outstanding. At December 31,2010, PPL Energy Supply
had the following foreign currency hedges outstanding:
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Effect of 2 10%

Fair Value, Adverse Movement

Exposure Net - Asset in Foreign Currency

Hedged (Liability) Exchange Rates (a)
Net investment hedges (b) £ 35 % 7 8 (5)
Economic hedges (c) 89 4 (10)

(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 PPL Energy Supply's net investment in WPD, PPL executed forward contracts to sell GBP

(¢) To economically hedge the translation of expected income denominated in GBP to U.S. dollars, PPL entered into a combination of average rate forwards and average rate
options to sell GBP.

NDT Funds - Securities Price Risk

In connection with certain NRC requirements, PPL Susquehanna maintains trust funds to fund certain costs of decommissioning the
Susquehanna nuclear plant. At December 31, 2011, these funds were invested primarily in domestic equity securities and fixed-rate, fixed-
income securities and are reflected at fair value on PPL Energy Supply's Balance Sheet. The mix of securities is designed to provide returns
sufficient to fund Susquehanna's decommissioning and to compensate for inflationary increases in decommissioning costs. However, the equity
securities included in the trusts are exposed to price fluctuation in equity markets, and the values of fixed-rate, fixed-income securities are
exposed to changes in interest rates. PPL actively monitors the investment performance and periodically reviews asset allocation in accordance
with its nuclear decommissioning trust policy statement. At December 31, 2011, a hypothetical 10% increase in interest rates and a 10%
decrease in equity prices would have resulted in an estimated $43 million reduction in the fair value of the trust assets, compared with $45
million at December 31, 2010. See Notes 18 and 23 to the Financial Statements for additional information regarding the NDT funds.

Defined Benefit Plans - Securities Price Risk

See "Application of Critical Accounting Policies - Defined Benefits" for additional information regarding the effect of securities price risk on
plan assets.

Credit Risk

Credit risk is the risk that PPL Energy Supply would incur a loss as a result of nonperformance by counterparties of their contractual
obligations. PPL Energy Supply maintains credit policies and procedures with respect to counterparty credit (including requirements that
counterparties maintain specified credit ratings) and requires other assurances in the form of credit support or collateral in certain circumstances
in order to limit counterparty credit risk. However, PPL Energy Supply has concentrations of suppliers and customers among electric utilities,
financial institutions and other energy marketing and trading companies. These concentrations may impact PPL Energy Supply's overall
exposure to credit risk, positively or negatively, as counterparties may be similarly affected by changes in economic, regulatory or other
conditions.

PPL Energy Supply includes the effect of credit risk on its fair value measurements to reflect the probability that a counterparty will default
when contracts are out of the money (from the counterparty's standpoint). In this case, PPL Energy Supply would have to sell into a lower-
priced market or purchase from a higher-priced market. When necessary, PPL. Energy Supply records an allowance for doubtful accounts to
reflect the probability that a counterparty will not pay for deliveries PPL Energy Supply has made but not yet billed, which are reflected in
"Unbilled revenues" on the Balance Sheets. PPL Energy Supply also has established a reserve with respect to certain receivables from SMGT,
which is reflected in accounts receivable on the Balance Sheets. See Note 15 to the Financial Statements for additional information.

See "Overview" in this Item 7 and Notes 16, 18 and 19 to the Financial Statements for additional information on credit concentration and credit
risk.

Foreign Currency Translation

As noted previously, in January 2011, PPL Energy Supply distributed its interest in PPL Global to its parent, PPL, Energy Funding. As a result,
PPL Energy Supply no longer consolidates any foreign subsidiaries and has no foreign currency translation component within AOCI. The value
of the British pound sterling fluctuates in relation to the U.S. dollar, In 2010, changes in these exchange rates resulted in a foreign currency
translation loss of $63 million, which primarily reflected a $180 million reduction to PP&E offset by a reduction of $117 million to net
liabilities. In 2009, changes in these exchange rates resulted in a foreign currency translation gain of $106 million, which primarily reflected a
$225 million increase in
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PP&E offset by an increase of $119 million to net liabilities. The impact of foreign currency translation was recorded in AOCL
Related Party Transactions

PPL Energy Supply is not aware of any material ownership interests or operating responsibility by senior management of PPL Energy Supply in
outside partnerships, including leasing transactions with variable interest entities, or other entities doing business with PPL Energy Supply. See
Note 16 to the Financial Statements for additional information on related party transactions.

Acquisitions, Development and Divestitures

PPL Energy Supply continuously evaluates potential acquisitions, divestitures and development projects as opportunities arise or are
identified. Development projects are continuously reexamined based on market conditions and other factors to determine whether to proceed
with the projects, sell, cancel or expand them, execute tolling agreements or pursue other options.

In 2011, the final phase of the Susquehanna uprate project, a 50 MW Unit 2 uprate, was completed. In addition, incremental capacity increases
of 191 MW are currently planned, primarily at existing PPL Energy Supply generating facilities. See "Item 2. Properties - Supply Segment" for
additional information.

See Notes 8 and 9 to the Financial Statements for additional information on the more significant activities.
Environmental Matters

Protection of the environment is a priority for PPL. Energy Supply and a significant element of its business activities. Extensive federal, state
and local environmental laws and regulations are applicable to PPL Energy Supply's air emissions, water discharges and the management of
hazardous and solid waste, among other areas; and the cost of compliance or alleged non-compliance cannot be predicted with certainty but
could be material. In addition, costs may increase significantly if the requirements or scope of environmental laws or regulations, or similar
rules, are expanded or changed from prior versions by the relevant agencies. Costs may take the form of increased capital or operating and
maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. Many of these environmental law considerations are also
applicable to the operations of key suppliers, or customers, such as coal producers, industrial power users, etc., and may impact the cost for their
products or their demand for PPL Energy Supply's services. See "Item 1. Business - Environmental Matters" and Note 15 to the Financial
Statements for a discussion of environmental matters.

Competition

See "Competition" under the International Regulated and Supply segments in "Item 1. Business - Segment Information"” and "Item 1A. Risk
Factors" for a discussion of competitive factors affecting PPL Energy Supply.

Financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application of critical
accounting policies. The following accounting policies are particularly important to the financial condition or results of operations, and require
estimates or other judgments of matters inherently uncertain. Changes in the estimates or other judgments included within these accounting
policies could result in a significant change to the information presented in the Financial Statements (these accounting policies are also discussed
in Note 1 to the Financial Statements). PPL's senior management has reviewed these critical accounting policies, the following disclosures
regarding their application and the estimates and assumptions regarding them, with PPL's Audit Committee.

1)  Price Risk Management

See "Price Risk Management" in Note 1 to the Financial Statements, as well as "Risk Management - Energy Marketing & Trading and Other"
above.
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2)  Defined Benefits

PPL Energy Supply subsidiaries sponsor and participate in various qualified funded and non-qualified unfunded defined benefit pension

plans. PPL Energy Supply subsidiaries also sponsor an unfunded other postretirement benefit plan. PPL Energy Supply records the liability and
net periodic defined benefit costs of its plans and the allocated portion of those plans sponsored by PPL Services based on participation in those
plans. PPL Energy Supply subsidiaries record an asset or liability to recognize the funded status of all defined benefit plans with an offsetting
entry to OCIL. Consequently, the funded status of all defined benefit plans is fully recognized on the Balance Sheets. See Note 13 to the
Financial Statements for additional information about the plans and the accounting for defined benefits.

PPL Services and PPL Energy Supply make certain assumptions regarding the valuation of benefit obligations and the performance of plan
assets. When accounting for defined benefits, delayed recognition in earnings of differences between actual results and expected or estimated
results is a guiding principle. Annual net periodic defined benefit costs are recorded in current earnings based on estimated results. Any
differences between actual and estimated results are recorded in OCI. These amounts in AOCI are amortized to income over future periods. The
delayed recognition allows for a smoothed recognition of costs over the working lives of the employees who benefit under the plans. The
primary assumptions are:

e Discount Rate - The discount rate is used in calculating the present value of benefits, which is based on projections of benefit payments to
be made in the future. The objective in selecting the discount rate is to measure the single amount that, if invested at the measurement date
in a portfolio of high-quality debt instruments, would provide the necessary future cash flows to pay the accumulated benefits when due.

e Expected Return on Plan Assets - Management projects the long-term rates of return on plan assets based on historical performance, future
expectations and periodic portfolio rebalancing among the diversified asset classes. These projected returns reduce the net benefit costs PPL
records currently.

e Rate of Compensation Increase - Management projects employees' annual pay increases, which are used to project employees' pension
benefits at retirement.

e Health Care Cost Trend Rate - Management projects the expected increases in the cost of health care.

In selecting a discount rate for their defined benefit plans, PPL Services and PPL Energy Supply start with a cash flow analysis of the expected
benefit payment stream for its plans. For 2010, these plan-specific cash flows were matched against a spot-rate yield curve to determine the
assumed discount rate. To develop the spot-rate yield curve, the full universe of Aa-rated non-callable (or callable with make-whole provisions)
. bonds, served as the base from which those with the lowest and highest yields were eliminated to develop an appropriate subset of bonds from
which the ultimate yield curve would be built. At that time, Management believed this plan-specific cash flow matching model represented the
best available tool for estimating the discount rate. Beginning in 2011, PPL Services and PPL Energy Supply utilized a new tool that enhanced
this plan-specific cash flow matching methodology by primarily matching the plan-specific cash flows against the coupons and expected
maturity values of individually selected bonds. This bond matching process begins with the same subset of the universe of Aa-rated corporate
bonds from which those with the lowest and highest yields were eliminated, similar to the yield curve approach. Individual bonds were then
selected based on the timing of each plan's cash flows and parameters were established as to the percentage of each individual bond issue that
could be hypothetically purchased and the surplus reinvestment rates to be assumed. This process more accurately approximated the process of
settlement of the obligations, which better aligns with the objective of selecting the discount rate. At December 31,2011, PPL Services
decreased the discount rate for its U.S. pension plans from 5.41% to 5.07% and PPL Energy Supply decreased the discount rate for its pension
plan from 5.47% to 5.12%. PPL Services decreased the discount rate for its other postretirement benefit plan from 5.16% to 4.81% and PPL
Energy Supply decreased the discount rate for its other postretirement benefit plan from 4.95% to 4.60%.

The expected long-term rates of return for PPL Services and PPL Energy Supply's U.S. defined benefit pension and other postretirement benefit
plans have been developed using a best-estimate of expected returns, volatilities and correlations for each asset class. PPL management
corroborates these rates with expected long-term rates of return calculated by its independent actuary, who uses a building block approach that
begins with a risk-free rate of return with factors being added such as inflation, duration, credit spreads and equity risk. Each plan's specific
asset allocation is also considered in developing a reasonable return assumption. Based on PPL's change to a liability-driven investment
strategy, PPL's U.S. defined benefit pension assets have shifted into a greater proportion of fixed-income investments. Based on this change in
investment strategy, at December 31, 2011, PPL Services' and PPL Energy Supply's expected return on plan assets decreased from 7.25% to
7.00% for their U.S. pension plans and decreased from 6.45% to 5.70% for PPL Services' other postretirement benefit plan.
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In selecting a rate of compensation increase, PPL Energy Supply considers past experience in light of movements in inflation rates. At
December 31, 2011, PPL Services and PPL Energy Supply's rate of compensation decreased from 4.75% to 4.00% for their U.S. plans.

In selecting health care cost trend rates, PPL Services and PPL Energy Supply consider past performance and forecasts of health care costs. At
December 31, 2011, PPL Services' and PPL Energy Supply's health care cost trend rates were 8.50% for 2012, gradually declining to 5.50% for
2019.

A variance in the assumptions listed above could have a significant impact on accrued defined benefit liabilities or assets, reported annual net
periodic defined benefit costs and OCI. While the charts below reflect either an increase or decrease in each assumption, the inverse of this
change would impact the accrued defined benefit liabilities or assets, reported annual net periodic defined benefit costs and OCI by a similar
amount in the opposite direction. The sensitivities below reflect an evaluation of the change based solely on a change in that assumption and
does not include income tax effects.

At December 31, 2011, the defined benefit plans were recorded as follows.

Pension liabilities $ (215)
Other postretirement benefit liabilities (68)

The following chart reflects the sensitivities in the December 31, 2011 Balance Sheet associated with a change in certain assumptions based on
PPL Services' and PPL Energy Supply's primary defined benefit plans.

Increase (Decrease)

Change in Impact on defined
Actuarial assumption assumption benefit liabilities Impact on OCI
Discount Rate 025)% $ 46 $ (46)
Rate of Compensation Increase 0.25% 8 (8)
Health Care Cost Trend Rate (a) 1.00% 1 1)

(a) Only impacts other postretirement benefits.

In 2011, PPL Energy Supply was allocated and recognized net periodic defined benefit costs charged to operating expense of $35 million. This
amount represents a $1 million decrease from 2010.

The following chart reflects the sensitivities in the 2011 Statement of Income (excluding income tax effects) associated with a change in certain
assumptions based on PPL's and PPL, Energy Supply's primary defined benefit plans.

Actuarial assumption Change in assumption Impact on defined benefit costs

Discount Rate 025)% §$ 4
Expected Return on Plan Assets (0.25)% 3
Rate of Compensation Increase 0.25% 1

3)  Asset Impairment

Impairment analyses are performed for long-lived assets that are subject to depreciation or amortization whenever events or changes in
circumstances indicate that a long-lived asset's carrying value may not be recoverable. For these long-lived assets classified as held and used,
such events or changes in circumstances are:

a significant decrease in the market price of an asset;

a significant adverse change in the manner in which an asset is being used or in its physical condition;

a significant adverse change in legal factors or in the business climate;

an accumulation of costs significantly in excess of the amount originally expected for the acquisition or construction of an asset;

a current period operating or cash flow loss combined with a history of losses or a forecast that demonstrates continuing losses; or

a current expectation that, more likely than not, an asset will be sold or otherwise disposed of significantly before the end of its previously
estimated useful life.

For a long-lived asset classified as held and used, an impairment is recognized when the carrying amount of the asset is not recoverable and
exceeds its fair value. The carrying amount is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the
use and eventual disposition of the asset. If the asset is impaired, an impairment loss is recorded to adjust the asset's carrying value to its
estimated fair value. Management must make significant judgments to
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estimate future cash flows, including the useful lives of long-lived assets, the fair value of the assets and management's intent to use the

assets. Alternate courses of action are considered to recover the carrying value of a long-lived asset, and estimated cash flows from the "most
likely” alternative are used to assess impairment whenever one alternative is clearly the most likely outcome. If no alternative is clearly the most
likely, then a probability-weighted approach is used taking into consideration estimated cash flows from the alternatives. For assets tested for
impairment as of the balance sheet date, the estimates of future cash flows used in that test consider the likelihood of possible outcomes that
existed at the balance sheet date, including the assessment of the likelihood of a future sale of the assets. That assessment is not revised based on
events that occur after the balance sheet date. Changes in assumptions and estimates could result in significantly different results than those
identified and recorded in the financial statements.

For a long-lived asset classified as held for sale, an impairment exists when the carrying amount of the asset (disposal group) exceeds its fair
value less cost to sell. If the asset (disposal group) is impaired, an impairment loss is recorded to adjust the carrying amount to its fair value less
cost to sell. A gain is recognized for any subsequent increase in fair value less cost to sell, but not in excess of the cumulative impairment
previously recognized.

For determining fair value, quoted market prices in active markets are the best evidence. However, when market prices are unavailable, the
Registrant considers all valuation techniques appropriate under the circumstances and for which market participant inputs can be

obtained. Generally discounted cash flows are used to estimate fair value, which incorporates market participant inputs when

available. Discounted cash flows are calculated by estimating future cash flow streams and applying appropriate discount rates to determine the
present value of the cash flow streams.

See Note 18 to the Financial Statements for a discussion of impairments related to certain intangible assets in 2011.

Goodwill is tested for impairment at the reporting unit level. PPL Energy Supply's reporting unit has been determined to be at the operating
segment level. A goodwill impairment test is performed annually or more frequently if events or changes in circumstances indicate that the
carrying value of the reporting unit may be greater than the unit's fair value. Additionally, goodwill is tested for impairment after a portion of
goodwill has been allocated to a business to be disposed of.

Goodwill is tested for impairment using a two-step approach. In step one, PPL Energy Supply identifies a potential impairment by comparing
the estimated fair value of PPL Energy Supply (the goodwill reporting unit) with its carrying value, including goodwill, on the measurement
date. If the estimated fair value exceeds its carrying value, goodwill is not considered impaired. If the carrying value exceeds the estimated fair
value, the second step is performed to measure the amount of impairment loss, if any.

The second step requires a calculation of the implied fair value of goodwill, which is determined in the same manner as the amount of goodwill
in a business combination. That is, the estimated fair value is allocated to all of PPL Energy Supply's assets and liabilities as if PPL Energy
Supply had been acquired in a business combination and the estimated fair value of PPL Energy Supply was the price paid. The excess of the
estimated fair value of PPL Energy Supply over the amounts assigned to its assets and liabilities is the implied fair value of goodwill. The
implied fair value of PPL Energy Supply's goodwill is then compared with the carrying value of that goodwill. Ifthe carrying value exceeds the
implied fair value, an impairment loss is recognized in an amount equal to that excess. The loss recognized cannot exceed the carrying value of
PPL Energy Supply's goodwill.

PPL, Energy Supply tested goodwill for impairment in the fourth quarter of 2011 and no impairment was recognized. Management used both
discounted cash flows and market multiples, which required significant assumptions, to estimate the fair value of PPL Energy Supply. Applying
an appropriate weighting to both the discounted cash flow and market multiple valuations, a decrease in the forecasted cash flows of 10%, an
increase in the discount rate by 25 basis points, or a 10% decrease in the multiples would not have resulted in an impairment of goodwill.

In 2010 and 2009, $5 million and $3 million of goodwill allocated to discontinued operations was written off.
4) Loss Accruals

Losses are accrued for the estimated impacts of various conditions, situations or circumstances involving uncertain or contingent future
outcomes. For loss contingencies, the loss must be accrued if (1) information is available that indicates it is probable that a loss has been
incurred, given the likelihood of the uncertain future events, and (2) the amount of the loss can be reasonably estimated. Accounting guidance
defines "probable” as cases in which "the future event or events are likely to occur.” The accrual of contingencies that might result in gains is not
recorded unless recovery is assured. Potential loss contingencies for environmental remediation, litigation claims, regulatory penalties and other
events are continuously assessed.
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The accounting aspects of estimated loss accruals include (1) the initial identification and recording of the loss, (2) the determination of
triggering events for reducing a recorded loss accrual, and (3) the ongoing assessment as to whether a recorded loss accrual is sufficient. All
three of these aspects require significant judgment by management. Internal expertise and outside experts (such as lawyers and engineers) are
used, as necessary, to help estimate the probability that a loss has been incurred and the amount (or range) of the loss.

No new significant loss accruals were recorded in 2011.

Certain other events have been identified that could give rise to a loss, but that do not meet the conditions for accrual. Such events are disclosed,
but not recorded, when it is "reasonably possible" that a loss has been incurred. See Note 15 to the Financial Statements for disclosure of other
potential loss contingencies that have not met the criteria for accrual.

When an estimated loss is accrued, the triggering events for subsequently reducing the loss accrual are identified, where applicable. The
triggering events generally occur when the contingency has been resolved and the actual loss is paid or written off, or when the risk of loss has
diminished or been eliminated. The following are some of the triggering events that provide for the reduction of certain recorded loss accruals:

e Allowances for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been
exhausted, a better estimate of the allowance is determined or underlying amounts are ultimately collected.

o Environmental and other litigation contingencies are reduced when the contingency is resolved and actual payments are made, a better
estimate of the loss is determined or the loss is no longer considered probable.

Loss accruals are reviewed on a regular basis to assure that the recorded potential loss exposures are appropriate. This involves ongoing
communication and analyses with internal and external legal counsel, engineers, operation management and other parties.

See Note 15 to the Financial Statements for a discussion of the Montana Hydroelectric Litigation, including the reversal of an $89 million loss
accrual, as a result of management's assessment of the February 2012 U.S. Supreme Court decision.

5)  Asset Retirement Obligations

PPL Energy Supply is required to recognize a liability for legal obligations associated with the retirement of long-lived assets. The initial
obligation should be measured at its estimated fair value. A conditional ARO must be recognized when incurred if the fair value of the ARO can
be reasonably estimated. An equivalent amount should be recorded as an increase in the value of the capitalized asset and allocated to expense
over the useful life of the asset. Until the obligation is settled, the liability is increased, through the recognition of accretion expense in the
income statement, for changes in the obligation due to the passage of time. See Note 21 to the Financial Statements for further discussion of
AROs.

In determining AROs, management must make significant judgments and estimates to calculate fair value. Fair value is developed using an
expected present value technique based on assumptions of market participants that considers estimated retirement costs in current period dollars
that are inflated to the anticipated retirement date and then discounted back to the date the ARO was incurred. Changes in assumptions and
estimates included within the calculations of the fair value of AROs could result in significantly different results than those identified and
recorded in the financial statements. Estimated ARO costs and settlement dates, which affect the carrying value of the ARO and the related
capitalized asset, are reviewed periodically to ensure that any material changes are incorporated into the latest estimate of the ARO. Any change
to the capitalized asset, positive or negative, is amortized over the remaining life of the associated long-lived asset.

At December 31, 2011, AROs totaling $359 million were recorded on the Balance Sheet, of which $10 million is included in "Other current
liabilities." Of the total amount, $292 million, or 81%, relates to the nuclear decommissioning ARO. The most significant assumptions
surrounding ARQs are the forecasted retirement costs, the discount rates and the inflation rates. A variance in any of these inputs could have a
significant impact on the ARO liabilities.

The following table reflects the sensitivities related to the nuclear decommissioning ARO liability associated with a change in these assumptions
as of December 31, 2011. There is no significant change to the annual depreciation expense of the ARO asset or the annual accretion expense of
the ARO liability as a result of changing the assumptions. The sensitivities below reflect an evaluation of the change based solely on a change in
that assumption.

Change in Impact on
Assumption ARO Liability

Retirement Cost 10% $ 29
Discount Rate (0.25)% 26
Inflation Rate 0.25% 30
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6) Income Taxes

Significant management judgment is required in developing the provision for income taxes, primarily due to the uncertainty related to tax
positions taken or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation allowances.

Significant management judgment is required to determine the amount of benefit recognized related to an uncertain tax position. Tax positions
are evaluated following a two-step process. The first step requires an entity to determine whether, based on the technical merits supporting a
particular tax position, it is more likely than not (greater than a 50% chance) that the tax position will be sustained. This determination assumes
that the relevant taxing authority will examine the tax position and is aware of all the relevant facts surrounding the tax position. The second
step requires an entity to recognize in the financial statements the benefit of a tax position that meets the more-likely-than-not recognition
criterion. The benefit recognized is measured at the largest amount of benefit that has a likelihood of realization, upon settlement, that exceeds
50%. Management considers a number of factors in assessing the benefit to be recognized, including negotiation of a settlement.

On a quarterly basis, uncertain tax positions are reassessed by considering information known at the reporting date. Based on management's
assessment of new information, a tax benefit may subsequently be recognized for a previously unrecognized tax position, a previously
recognized tax position may be de-recognized, or the benefit of a previously recognized tax position may be remeasured. The amounts
ultimately paid upon resolution of issues raised by taxing authorities may differ materially from the amounts accrued and may materially impact
the financial statements in the future.

At December 31, 2011, it was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase by
as much as $1 million or decrease by up to $27 million. This change could result from subsequent recognition, derecognition and/or changes in
the measurement of uncertain tax positions related to the timing and utilization of tax credits and the related impact on alternative minimum tax,
the timing and/or valuation of certain deductions, intercompany transactions and unitary filing groups. The events that could cause these
changes are direct settlements with taxing authorities, litigation, legal or administrative guidance by relevant taxing authorities and the lapse of
an applicable statute of limitation.

The balance sheet classification of unrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require
significant management judgment. Unrecognized tax benefits are classified as current to the extent management expects to settle an uncertain
tax position by payment or receipt of cash within one year of the reporting date. Valuation allowances are initially recorded and reevaluated
each reporting period by assessing the likelihood of the ultimate realization of a deferred tax asset. Management considers a number of factors
in assessing the realization of a deferred tax asset, including the reversal of temporary differences, future taxable income and ongoing prudent
and feasible tax planning strategies. Any tax planning strategy utilized in this assessment must meet the recognition and measurement criteria
utilized to account for an uncertain tax position. Management also considers the uncertainty posed by political risk and the effect of this
uncertainty on the various factors that management takes into account in evaluating the need for valuation allowances. The amount of deferred
tax assets ultimately realized may differ materially from the estimates utilized in the computation of valuation allowances and may materially
impact the financial statements in the future. See Note 5 to the Financial Statements for income tax disclosures.

PPL's Audit Committee has approved the independent auditor to provide audit and audit-related services, tax services and other services
permitted by Sarbanes-Oxley and SEC rules. The audit and audit-related services include services in connection with statutory and regulatory
filings, reviews of offering documents and registration statements, and internal control reviews. See "Item 14. Principal Accounting Fees and
Services" for more information.
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PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES

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

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

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

o "Overview" provides a description of PPL Electric and its business strategy. "Financial and Operational Developments" includes a
review of Net Income Available to PPL Corporation and discusses certain events that are important to understanding PPL Electric's
results of operations and financial condition.

e "Results of Operations" provides a summary of PPL Electric's earnings and a description of key factors expected to impact future
earnings. This section ends with "Statement of Income Analysis," which includes explanations of significant changes in principal items
on PPL Electric's Statements of Income, comparing 2011, 2010 and 2009.

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

¢ "Financial Condition - Risk Management" provides an explanation of PPL Electric's risk management programs relating to market and
credit risk.

o "Application of Critical Accounting Policies" provides an overview of the accounting policies that are particularly important to the
results of operations and financial condition of PPL Electric and that require its management to make significant estimates, assumptions
and other judgments of matters inherently uncertain.

Introduction

PPL Electric is an electricity delivery service provider in eastern and central Pennsylvania with headquarters in Allentown, Pennsylvania. .PPL
Electric is subject to regulation as a public utility by the PUC, and certain of its transmission activities are subject to the jurisdiction of FERC
under the Federal Power Act. PPL Electric delivers electricity in its Pennsylvania service area and provides electricity supply to retail customers
in that territory as a PLR under the Customer Choice Act.

Business Strategy

PPL Electric's strategy and principal challenge is to own and operate its electricity delivery business at the most efficient cost while maintaining
high quality customer service and reliability. PPL Electric anticipates that it will have significant capital expenditure requirements in the
future. In order to manage financing costs and access to credit markets, a key objective for PPL Electric's business is to maintain a strong credit
profile. PPL Electric continually focuses on maintaining an appropriate capital structure and liquidity position.

Timely recovery of costs applicable to the replacement of aging distribution assets is required in order to maintain strong cash flows and a strong
credit profile. Traditionally, such cost recovery would be pursued through periodic base rate case proceedings with the PUC. As such costs
continue to increase, more frequent rate case proceedings may be required or an alternative rate making process would need to be implemented
in order to achieve more timely recovery as discussed below in "Legislation - Regulatory Procedures and Mechanisms."

Transmission costs are recovered through a FERC Formula Rate mechanism which is updated annually for costs incurred and assets placed in

service. Accordingly, increased costs including the replacement of aging transmission assets and the PIM-approved Regional Transmission Line
Expansion Plan are recovered on a timely basis.
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Financial and Operational Developments

Net Income Available to PPL Corporation

Net Income Available to PPL Corporation for 2011, 2010 and 2009 was $173 million, $115 million and $124 million. Earnings in 2011
increased 50% over 2010 and earnings in 2010 decreased 7% from 2009. These changes reflect the following after tax impacts:

2011 vs. 2010 2010 vs, 2009

Distribution base rate increase effective in January 2011 $ 40

Interest expense on reduced debt balances 2 % 9

Payroll, contractor and vegetation management costs 1 (22)

Workforce reduction 5

Tax benefit related to flow-through regulated state tax depreciation 14

Other ) 03]
b 58 § (9)

See "Results of Operations" below for further discussion and analysis of the consolidated results of operations.

PPL Electric experienced several PUC-reportable storms during 2011 resulting in total restoration costs of $84 million, of which $54 million
were recorded in "Other operation and maintenance" on the Statement of Income. Although PPL Electric has storm insurance with a PPL
affiliate, the costs associated with the unusually high number of PUC-reportable storms has exceeded policy limits. Probable insurance
recoveries recorded during 2011 were $26.5 million, of which $16 million were included in "Other operation and maintenance" on the Statement
of Income. In December 2011, PPL Electric received orders from the PUC granting permission to defer qualifying storm costs in excess of
insurance recoveries associated with Hurricane Irene and a late October snowstorm. Based on the PUC orders, PPL Electric recorded a
regulatory asset of $25 million in December 2011. PPL Electric will seek recovery of these costs in its next general base rate proceeding.

PUC Investigation of Retail Market

In April 2011, the PUC opened an investigation of Pennsylvania's retail electricity market to be conducted in two phases. Phase one addressed
the status of the current retail market and explored potential changes. Questions promulgated by the PUC for this phase of the investigation
focus primarily on default service issues. In June 2011, interested parties filed comments and the PUC held a hearing in this phase of the
investigation. In July 2011, the PUC entered an-order initiating phase two of the investigation to study how best to address issues identified by
the PUC as being most relevant to improving the current retail electricity market. The PUC issued a tentative order in October 2011 addressing
issues associated with the timing and various other details of the EDCs' default service procurement plans. Parties filed comments to that
tentative order. The PUC also held a hearing in this phase of the investigation in November 2011. In December 2011, the PUC issued a final
order providing guidance to EDCs on the design of their next default service procurement plan filings. In December 2011, the PUC also issued a
tentative order proposing an intermediate work plan to address issues raised in the investigation. Parties filed comments to that tentative

order. PPL. Electric cannot predict the outcome of the investigation.

Regional Transmission Line Expansion Plan

In 2007, PIM directed the construction of a new 150-mile, 500-kilovolt transmission line between the Susquehanna substation in Pennsylvania
and the Roseland substation in New Jersey that it identified as essential to long-term reliability of the Mid-Atlantic electricity grid. PIM
determined that the line is needed to prevent potential overloads that could occur on several existing transmission lines in the interconnected
PJM system. PJM has directed PPL, Electric to construct the portion of the Susquehanna-Roseland line in Pennsylvania and has directed Public
Service Electric & Gas Company to construct the portion of the line in New Jersey, in each case by June 1, 2012. PPL Electric's estimated share
of the project costs is approximately $500 million.

PPL Electric has experienced delays in obtaining necessary National Park Service approvals for the Susquehanna-Roseland transmission line and
anticipates a delay of the line's in-service date to 2015. In 2011, PJM issued an updated assessment of the new line within its 2010 Regional
Transmission Expansion Plan, which confirms that the line is needed to prevent overloads on other power lines in the region. PJM has
developed a strategy to manage potential reliability problems until the line is built. In October 2011, the project was placed on the initial list of
projects for the Rapid Response Team for Transmission (RRTT), an initiative of the White House to facilitate coordination among federal
agencies to improve the overall quality and timeliness of electric transmission infrastructure permitting, review and consultation. The RRTT has
reaffirmed the issuance date of the National Park Service record of decision for the project. The National Park Service has
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stated that it will announce the preferred route for the transmission line in March 2012 with an expected Record of Decision in October
2012, PPL Electric cannot predict what additional actions, if any, PJM might take in the event of a continued delay to its scheduled in-service
date for the new line. See Note 8 to the Financial Statements for additional information.

On December 30, 2011, PPL Electric filed a Petition for Declaratory Order requesting FERC to authorize incentive rates for a new 58-mile 230
kV transmission project referred to as the Northeast/Pocono Reliability Project. PPL Electric's request includes two incentives, a 100 basis point
incentive adder to its return on equity of 11.68%, and inclusion of 100% prudently incurred construction work in progress costs in rate base with
the incentive rate of return. These incentives are specifically tailored to address the risks and challenges PPL Electric will face in building the
project. PPL Electric estimates the project costs to be approximately $180 million. In January 2012, the PUC and the Joint Consumer
Advocates each filed a protest opposing PPL Electric's request. American Municipal Power, Inc. filed comments. PPL Electric filed responses
to the two protests and the comments. PPL Electric cannot predict the outcome of this proceeding.

Legislation - Regulatory Procedures and Mechanisms

In June 2011, the Pennsylvania House Consumer Affairs Committee approved legislation that would authorize the PUC to approve regulatory
procedures and mechanisms to provide for more timely recovery of a utility's costs. Such alternative ratemaking procedures and mechanisms are
important to PPL Electric as it begins a period of significant increasing capital investment related to the asset optimization program focused on
the replacement of aging distribution assets. Those procedures and mechanisms include, but are not limited to, the use of a fully projected future
test year and an automatic adjustment clause to recover certain capital costs and related operating expenses. In October 2011, the legislation was
passed by the Pennsylvania House of Representatives (Pennsylvania House). In January 2012, the Senate Consumer Affairs Committee adopted
significant amendments to the legislation. The amended legislation authorizes the PUC to approve only two specific ratemaking mechanisms --
a fully projected future test year and a distribution system improvement charge. In addition, the amendments impose a number of conditions on
the use of such a charge. In January 2012, the Pennsylvania Senate passed the amended legislation and in February 2012, the Pennsylvania
House agreed to those amendments. The Governor signed the bill (Act 11 of 2012), which will become effective April 14, 2012. Utilities
cannot file a petition with the PUC before January 1, 2013 requesting permission to establish the charge.

FERC Formula Rates

In March 2012, PPL Electric plans to file a request with the FERC seeking recovery, over a 34-year period beginning in June 2012, of its
unrecovered regulatory asset related to the deferred state tax liability that existed at the time of the transition from the flow-through treatment of
state income taxes to full normalization. This change in tax treatment occurred in 2008 as a result of prior FERC initiatives that transferred
regulatory jurisdiction of certain transmission assets from the PUC to the FERC. A regulatory asset of $51 million related to this transition,
classified as taxes recoverable through future rates, is included in "Other Noncurrent Assets - Regulatory assets" on the Balance Sheet. PPL
Electric believes recoverability of this regulatory asset is probable based on FERC precedent in similar cases; however, it is reasonably possible
that the FERC may limit the recovery of all or part of the claimed asset.

When comparing 2011 and 2010 with 2009, certain line items on PPL Electric's financial statements were impacted by the Customer Choice Act,
Act 129 and other related issues. The expiration of generation rate caps, the resulting competitive solicitations for power supply, the migration
of customers to alternative suppliers, the Customer Choice Act and Act 129 had minimal impact on Pennsylvania Gross Delivery Margins, as
approved recovery mechanisms allow for cost recovery of associated expenses, including the cost of energy provided as a PLR. However, PPL
Electric's 2010 Pennsylvania Gross Delivery Margins were negatively impacted by the expiration of CTC recovery in December 2009. PPL
Electric continues to remain the delivery provider for all customers in its service territory and charges a regulated rate for the service of
delivering electricity.

See "Statement of Income Analysis - Pennsylvania Gross Delivery Margins" for additional information.

Earnings

Net Income Available to PPL Corporation includes the following results:
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2011 2010 % Change 2010 2009 % Change

Operating revenue 3 1,892 % 2,455 (23) $ 2455 § 3,292 (25)
Energy purchases 738 1,075 31 1,075 114 843
Energy purchases from affiliate 26 320 (92) 320 1,806 (82)
Other operation and maintenance 530 502 6 502 417 20
Amortization of recoverable transition costs 304 (100)
Depreciation 146 136 7 136 128 6
Taxes, other than income 104 138 (25) 138 194 (29)
Total operating expenses 1,544 2,171 (29) 2.171 2,963 27
Other Income (Expense) - net 5 5 5 6 7
Interest Income from Affiliate 2 2 2 4 (50)
Interest Expense 98 99 (1 99 116 (15)
Interest Expense with Affiliate 2 (100)
Income Taxes 68 57 19 57 79 (28)
Net Income 189 135 40 135 142 (5)
Distributions on Preferred Securities 16 20 (20) 20 18 11
Net Income Available to PPL Corporation $ 38 15 S0 8 M58 124 ()

The changes in the components of Net Income Available to PPL, Corporation between these periods were due to the following factors. PPL
Electric's results are adjusted for certain items that management considers special. See additional detail of these special items in the table below.

2011 vs. 2010 2010 vs, 2009

Pennsylvania gross delivery margins $ 66 § 3
Other operation and maintenance 4 (49)
Depreciation (10) (%)
Interest Expense I 19
Other 4 4)
Income Taxes (1 23
Distributions on Preferred Securities 4 @
Special ltems, after-tax 9
Total ' $ 58 % 9

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

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

e Depreciation was higher in 2011 compared with 2010 and 2010 compared with 2009, primarily due to PP&E additions as a part of ongoing
efforts to replace aging infrastructure.

e Interest expense decreased in 2010 compared with 2009, primarily due to a $16 million reduction driven by lower average debt balances in
2010 compared with 2009.

e Income taxes were higher in 2011 compared with 2010, due to the $26 million impact of higher pre-tax income, partially offset by a $14
million tax benefit related to the impact of flow-through regulated tax depreciation that is primarily related to the Pennsylvania Department
of Revenue interpretive guidance regarding 100% bonus depreciation.

Income taxes were lower in 2010 compared with 2009, due to the $14 million impact of lower pre-tax income and a $7 million tax benefit
relating to a favorable 2010 U.S. Tax Court ruling regarding street lighting assets.

The following after-tax amounts, which management considers special items, also impacted the results.

Income Statement

Line Item 2009
Special items gains (losses), net of tax benefit (expense):
Impairments:

Other asset impairments, net of tax of §1 Other O&M $ )
Workforce reduction, net of tax of $3 (a) Other O&M (5)
Other:

Change in tax accounting method related to repairs (b) Income Taxes )]
Total i __©

(a) Charge related to a workforce reduction, mainly consisting of enhanced pension and severance benefits
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(b) During 2009, PPL Electric received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL Electric deducted the resulting
IRC Sec. 481 amount on its 2008 federal income tax return and recorded a $3 million adjustment to federal and state income tax expense resulting from the reversal of prior
years' state income tax benefits related to regulated depreciation.

2012 Outlook

Excluding special items, PPL Electric projects lower earnings in 2012 compared with 2011, primarily driven by higher operation and
maintenance expenses, higher income taxes, and higher depreciation, which are expected to be partially offset by higher delivery revenue.

In late March 2012, PPL Electric expects to file a request with the PUC seeking an increase in its distribution rates beginning in January
2013. PPL Electric cannot predict the outcome of this matter.

Earnings beyond 2011 are subject to various risks and uncertainties. See "Forward-Looking Information," "Item 1. Business," "Item 1A. Risk
Factors," the rest of this Item 7 and Notes 6 and 15 to the Financial Statements for a discussion of the risks, uncertainties and factors that may
impact future earnings.

Statement of Income Analysis -~

Pennsylvania Gross Delivery Margins

Non-GAAP Financial Measure

The following discussion includes financial information prepared in accordance with GAAP, as well as a non-GAAP financial measure,
"Pennsylvania Gross Delivery Margins." "Pennsylvania Gross Delivery Margins" is a single financial performance measure of PPL Electric's
Pennsylvania regulated electric delivery operations, which includes transmission and distribution activities. In calculating this measure, utility
revenues and expenses associated with approved recovery mechanisms, including energy provided as a PLR, are offset with minimal impact on
earnings. Costs associated with these mechanisms are recorded in "Energy purchases,” "Energy purchases from affiliate," "Other operation and
maintenance" expense, which is primarily Act 129 costs, and "Taxes, other than income", which is primarily gross receipts tax. As a result, this
measure represents the net revenues from PPL Electric's Pennsylvania regulated electric delivery operations. This measure is not intended to

replace "Qperating Income," which is determined in accordance with GAAP, as an indicator of overall operating performance. Other companies .

may use different measures to analyze and to report on the results of their operations. PPL Electric believes that "Pennsylvania Gross Delivery
Margins" provides another criterion to make investment decisions. This performance measure is used, in conjunction with other information,
internally by senior management and PPL's Board of Directors to manage PPL Electric's operations and analyze actual results to budget.

Reconciliation of Non-GAAP Financial Measures

The following tables reconcile "Operating Income" to "Pennsylvania Gross Delivery Margins" as defined by PPL Electric for the period ended
December 31.

2011 2010
PA Gross PA Gross
Delivery Operating Delivery Operating
Margins Other (a) Income (b) Margins Other (a) Income (b)
Operating Revenues
Retail electric $ 1,881 $ 1,881 § 2,448 $ 2,448
Electric revenue from affiliate 11 11 7 7
Total Operating Revenues 1,892 1.892 2455 2455
Operating Expenses
Energy purchases 738 738 1,075 1,075
Energy purchases from affiliate 26 26 320 320
Other operation and
maintenance 108 § 422 530 7% % 426 502
Depreciation 146 146 136 136
Taxes, other than income 99 5 104 129 9 138
Total Operating Expenses 971 573 1,544 1,600 571 2,171
Total $ 921 % (573) % 348 $ 855 $ (571) ¢ 284
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2009

PA Gross
Delivery Operating
Margins Other (a) Income (b)
Operating Revenues
Retail electric $ 3,218 $ 3,218
Electric revenue from affiliate 74 74
Total Operating Revenues 3,292 3.292
Operating Expenses
Energy purchases 114 114
Energy purchases from affiliate 1,806 1,806
Other operation and
maintenance 30 ¢ 387 417
Amortization of recoverable
transition costs 304 304
Depreciation 128 128
Taxes, other than income 186 8 194
Total Operating Expenses 2,440 523 2,963
Total $ 852 § (523) % 329

(a) Represents amounts that are excluded from Margins.
(b) As reported on the Statement of Income.

Changes in Non-GAAP Financial Measures

The following table shows PPL Electric's non-GAAP financial measure, "Pennsylvania Gross Delivery Margins" for the periods ended
December 31, as well as the change between periods. The factors that gave rise to the change are described below the table.

2011 2010 Change 2010 2009 Change
PA Gross Delivery Margins by Component
Distribution $ 741§ 679 § ' 62 § 679 $ 702 % (23)
Transmission 180 176 4 176 150 26
Total $ 921 % 855 § 66§ 855 §$ 852 % 3

The PPL Electric distribution rate case increased rates by approximately 1.6% effective January 1, 2011, which improved residential distribution
margins by $68 million. Residential volume variances increased margins by an additional $4 million for 2011, compared with the same period
in 2010. Weather had a $3 million unfavorable impact for residential customers for 2011 compared with 2010. Weather-related variances for
PPL Electric are calculated based on a ten-year historical average. Lastly, lower demand charges and increased efficiency as a result of Act 129
programs resulted in a $5 million decrease in margins for commercial and industrial customers.

The decrease in 2010 compared with 2009 was primarily due to margins realized in 2009 related to the collection of CTC that ended in
December 2009 of $37 million, partially offset by favorable recovery mechanisms for certain energy-related costs of $16 million.
Transmission

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

Other Operation and Maintenance

The changes in other operation and maintenance expenses were due to:
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2011 vs, 2010 2010 vs. 2009

Act 129 costs incurred {a) $ 26 3% 54
Vegetation management costs (b) (8) 13
Payroll-related costs 4 18
Contractor-related expenses 3 7
Allocation of certain corporate support group costs 3 6
Uncollectible accounts 7 3
Ancillary charges (c) (1)
Environmental costs “4) 5
Workforce reduction (Note 13) 9)
Employee benefits (5) “4)
Other 2 3
Total 3 28 $ 85

(a) Relates to costs associated with a PUC-approved energy efficiency and conservation plan. These costs are recovered in customer rates. There are currently 15 Act 129
programs which began in 2010 and continued to ramp up in 2011,

(b) In 2010, PPL Electric increased its vegetation management around its 230- and 500-kV major transmission lines in response to federal reliability requirements for transmission
vegetation management.

(c) Prior to 2010, these charges were assessed to load serving entities (LSE), and PPL Electric was considered the LSE. Beginning in 2010, PPL Electric incurred the bulk of these
charges as part of the bundled price of PLR supply from the individual PLR generation suppliers and such costs are reflected in energy purchases.

Taxes, Other Than Income

Taxes, other than income decreased by $34 million in 2011 compared with 2010. This decrease was primarily due to $21 million of lower
Pennsylvania gross receipts tax expense due to a decrease in retail electricity revenue as customers continue to select alternative suppliers in
2011. The decrease was also impacted by the amortization of a PURTA refund of $10 million in 2011. Pennsylvania gross receipts tax and the
PURTA refund are included in "Pennsylvania Gross Delivery Margins.”

Taxes, other than income decreased by $56 million in 2010 compared with 2009. The decrease was primarily due to lower Pennsylvania gross
receipts tax expense due to a decrease in electricity revenue as customers chose alternate suppliers in 2010.

Depreciation

Depreciation increased by $10 million in 2011 compared with 2010, primarily due to PP&E additions as part of ongoing efforts to replace aging
infrastructure. Depreciation increased by $8 million in 2010 compared with 2009, primarily due to PP&E additions.

Financing Costs

The changes in financing costs, which includes "Interest Expense", "Interest Expense with Affiliate" and "Distributions on Preferred Securities,"
were due to:

2011 vs. 2010 2010 vs. 2009

Long-term debt interest expense (a) $ 3) 3% (16)
Interest on PLR contract collateral (Note 16) 2)
Distributions on preferred securities (b) ) 2
Recoverable transition costs 3)
Amortization of debt issuance costs (c) 5 2
Other 3)

Total $ $) 8 )]

(a) The decrease in 2011 compared with 2010 was due to the net impact of refinancing $400 million of long-term debt at lower interest rates and issuing $250 million of long-term
debt in the third quarter of 2011. The decrease in 2010 compared with 2009 was primarily due to long-term debt retirements in the third quarter of 2009

(b) The decrease in 2011 compared with 2010 was primarily due to preferred stock redemption in 2010

(¢) The increase in 2011 compared with 2010 was primarily due to amortization of loss on reacquired debt associated with the redemption of senior secured bonds in 2011
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Income Taxes

The changes in income taxes were due to:

2011 vs. 2010 2010 vs. 2009
Higher (Lower) pre-tax book income $ 26 % (13)
Federal and state tax reserve adjustments (a) 3 (5)
Federal and state tax return adjustments (b) 3) (5)
Depreciation not normalized (c) (14)
Other (1)) ]
$ 1% (22)

(a) InJuly 2010, the U.S. Tax Court ruled in PPL Electric's favor in a dispute with the IRS, concluding that street lighting assets are depreciable for tax purposes over seven
years. As a result, PPL Electric recorded a $7 million tax benefit to federal and state income tax reserves and related deferred income taxes during 2010.

During 2011, 2010 and 2009 PPL Electric recorded a $6 million, $7 million and $6 million tax benefit to federal and state income tax reserves related to stranded cost
securitization.

(b) During 2009, PPL Electric received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL Electric deducted the resulting
IRC Sec. 481 amount on its 2008 federal income tax return and recorded a $3 million adjustment to federal and state income tax expense resulting from the reversal of prior
years' state income tax benefits related to regulated depreciation.

(c) In February 2011, the Pennsylvania Department of Revenue issued interpretive guidance on the treatment of bonus depreciation for Pennsylvania income tax purposes. In
accordance with Corporation Tax Bulletin 2011-01, Pennsylvania allows 100% bonus depreciation for qualifying assets in the same year bonus depreciation is allowed for
Federal income tax purposes. The 100% Pennsylvania bonus depreciation deduction created a current state income tax benefit for the flow-through impact of Pennsylvania
regulated state tax depreciation

See Note 5 to the Financial Statements for additional information on income taxes.

Financial Condition

Liquidity and Capital Resources

PPL Electric continues to focus on maintaining a strong credit profile and liquidity position. PPL Electric expects to continue to have adequate
liquidity available through operating cash flows, cash and cash equivalents and its credit facilities.

PPL Electric's cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties including,
but not limited to: ) ;‘

unusual or extreme weather that may damage PPL Electric's transmission and distribution facilities or affect energy sales to customers;
the ability to recover and the timeliness and adequacy of recovery of costs associated with regulated utility businesses;

any adverse outcome of legal proceedings and investigations with respect to PPL Electric's current and past business activities;
deterioration in the financial markets that could make obtaining new sources of bank and capital markets funding more difficult and more

costly; and
¢ adowngrade in PPL Electric's credit ratings that could adversely affect its ability to access capital and increase the cost of credit facilities

and any new debt.

See "lItem 1A. Risk Factors" for further discussion of risks and uncertainties affecting PPL Electric's cash flows.

At December 31, PPL Electric had the following:

2011 2010 2009
Cash and cash equivalents $ 320 % 204 % 485
The changes in PPL Electric's cash and cash equivalents position resulted from:

2011 2010 2009
Net cash provided by operating activities $ 420 % 212 % 294
Net cash provided by (used in) investing activities 477) (403) 6
Net cash provided by (used in) financing activities 173 (90) (298)
Net Increase (Decrease) in Cash and Cash Equivalents 3 116§ (281) $ 2
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Operating Activities

Net cash provided by operating activities increased by 98%, or $208 million, in 2011 compared with 2010, primarily due to changes in working
capital of $322 million (including lower gross receipts tax payments, a federal income tax refund and changes in over/under collections of the
generation supply and transmission service charges). These changes were partially offset by an increase in defined benefit plan contributions of
$58 million and $25 million related to storm costs incurred in 201 1that has been recorded as a long-term regulatory asset.

Net cash provided by operating activities decreased by 28%, or $82 million, in 2010 compared with 2009. The expiration of the generation rate
caps at the end of 2009 had little impact on net income, while increased transmission revenue was almost completely offset by decreased
distribution revenue. However, higher tree trimming and payroll costs and additional defined benefit plan contributions were the primary drivers
to the decrease in cash provided by operating activities. Also impacting the 2010 operating cash flows was the elimination of the CTC charge of
approximately $300 million that was received in 2009. This amount offsets the benefit of not paying the $300 million in cash collateral related
to the long-term PLR energy supply agreements with PPL Energy Supply, which expired at the end of 2009.

Investing Activities

The primary use of cash in investing activities is capital expenditures. See "Forecasted Uses of Cash" for detail regarding projected capital
expenditures for the years 2012 through 2016.

Net cash used in investing activities was $477 million in 2011 compared with to $403 million in 2010. The change from 2010 to 2011 primarily
reflects an increase of $80 million in capital expenditures in 2011.

Net cash used in investing activities was $403 million in 2010 compared with cash provided by investing activities of $6 million in 2009. The
change from 2009 to 2010 primarily reflects an increase of $113 million in capital expenditures in 2010 and the receipt of $300 million from an
affiliate as repayment of a demand loan in 2009.

Financing Activities

Net cash provided by financing activities was $173 million in 2011 compared with net cash used in financing activities of $90 million in
2010. The change from 2010 to 2011 primarily reflects $187 million of net debt issuances in 2011 and $54 million of preferred stock
redemptions in 2010.

Net cash used in financing activities was $90 million in 2010 compared with $298 million in 2009. The change from 2009 to 2010 primarily
reflects no debt activity in 2010 compared with net debt retirements of $392 million in 2009, partiaily offset by lower net contributions from PPL.
of $142 million in 2010 and $54 million of preferred stock redemptions in 2010.

See "Forecasted Sources of Cash" for a discussion of PPL Electric's plans to issue debt and equity securities, as well as a discussion of credit
facility capacity available to PPL Electric. Also see "Forecasted Uses of Cash" for a discussion of PPL Electric's plans to pay dividends on its
common and preferred securities, as well as maturities of PPL Electric's long-term debt.

Forecasted Sources of Cash

PPL Electric expects to continue to have sufficient sources of cash available in the near term, including various credit facilities and a commercial
paper program.

Credit Facilities

At December 31, 2011, PPL Electric's total committed borrowing capacity under its credit facilities and the use of this borrowing capacity were:

Letters of
Committed Credit Unused
Capacity Borrowed Issued Capacity
Syndicated Credit Facility (a) 5 200 $ I $ 199
Asset-backed Credit Facility (b) 150 n/a 150
Total PPL Electric Credit Facilities $ 330 $ L3 349

(a) In October 2011, PPL Electric amended its Syndicated Credit Facility. The amendment included extending the expiration date from December 2014 to October 2016. Under
this facility, PPL, Electric continues to have the ability to make cash borrowings and to request the lenders to issue letters of
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credit.  The commitments under this credit facility are provided by a diverse bank group, with no one bank and its affiliates providing an aggregate commitment of more than
6% of the total committed capacity.

PPL Electric's Syndicated Credit Facility contains a financial covenant requiring PPL Electric’s debt to total capitalization not to exceed 70%, as calculated in accordance with
the credit faci